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Cash and cash deposits (Note 9): 

Cash and cash equivalents....................................................................

Cash segregated as deposits for regulatory purposes ..........................

Other deposits.......................................................................................

Receivables:

Loans receivable from customers .........................................................

Loans receivable from other than customers........................................

Trading receivables, net ........................................................................

Receivables related to margin transactions (Note 3).............................

Other .....................................................................................................

Less: Allowance for doubtful accounts.................................................

Collateralized short-term financing agreements (Note 4).......................

Trading assets (Notes 5 and 9) ................................................................

Private equity and other securities (Note 6)............................................

Deferred tax assets (Note 15) ..................................................................

Other assets:

Property and equipment, at cost...........................................................

Less: Accumulated depreciation...........................................................

Lease deposits ......................................................................................

Investment securities (Notes 6 and 9)...................................................

Long-term loans receivable (Note 10) ...................................................

Other .....................................................................................................

Less: Allowance for doubtful accounts.................................................

¥ 338,697 

153,516 

59,992 

552,205 

4,723 

71,064 

9,420 

312,145 

191,371 

(328)

588,395 

5,348,916 

5,242,320 

142,547 

21,916 

234,920 

(97,300)

137,620 

23,410 

193,202 

11,676 

125,301 

(8,546)

482,663 

¥ 12,378,962 

¥ 480,123 

109,941 

6,809 

596,873 

13,533 

83,247 

580,674 

235,535 

142,283 

(355)

1,054,917 

4,391,437 

4,031,945 

87,367 

57,484 

242,057 

(98,934)

143,123 

25,523 

229,924 

12,389 

147,003 

(12,320)

545,642 

¥ 10,765,665 

$ 3,165,393 

1,434,729 

560,672 

5,160,794 

44,140 

664,149 

88,037 

2,917,243 

1,788,514 

(3,065)

5,499,018 

49,989,869 

48,993,645 

1,332,215 

204,822 

2,195,514 

(909,346)

1,286,168 

218,785 

1,805,626 

109,121 

1,171,040 

(79,869)

4,510,871 

$ 115,691,234 

Consolidated Balance Sheets
Daiwa Securities Group Inc.
March 31, 2005 and 2004

ASSETS 

See accompanying notes.

Millions of yen
Thousands of
U.S. dollars

(Note 1)

20052005 2004
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Borrowings:
Short-term borrowings (Notes 9, 10 and 13) ........................................
Commercial paper.................................................................................
Long-term debt (Notes 10 and 13)........................................................

Payables:
Payables to customers and counterparties (Note 12) ...........................
Time deposits received .........................................................................
Payables related to margin transactions (Notes 3 and 9)......................
Other (Note 14) .....................................................................................

Collateralized short-term financing agreements (Note 4).......................

Trading liabilities (Note 5) ........................................................................

Accrued and other liabilities:
Income taxes payable ...........................................................................
Deferred tax liabilities (Note 15) ............................................................
Accrued bonuses ..................................................................................
Retirement benefits (Note 14) ...............................................................
Other ....................................................................................................

Statutory reserves (Note 16) ....................................................................
Total liabilities ....................................................................................

Minority interests .....................................................................................

Contingent liabilities (Note 17)

Shareholders’ equity (Notes 18 and 19):
Common stock, no par value;

Authorized - 4,000,000 thousand shares
Issued - 1,331,736 thousand shares as of March 31, 2005...............

Capital surplus.......................................................................................
Retained earnings ................................................................................
Net unrealized gain on securities, net of tax effect ...............................
Translation adjustments ........................................................................
Treasury stock, at cost ..........................................................................

Total shareholders’ equity .................................................................

¥ 2,295,929 
200,220 
949,718 

3,445,867 

288,688 
3,240 

141,972 
21,338 

455,238 

3,877,731 

3,658,544 

10,596 
7,177 

22,811 
20,273 
37,549 
98,406 

5,650 
11,541,436 

189,194 

138,432 
117,941 
362,949 

35,674 
(5,877)

(787)
648,332 

¥ 12,378,962 

¥ 1,408,776 
273,721 
859,492 

2,541,989 

174,537 
51,753 
93,450 
19,823 

339,563 

4,092,022 

2,914,556 

15,406 
6,833 

19,376 
18,867 
42,086 

102,568 

5,133 
9,995,831 

165,664 

138,432 
117,940 
330,780 

27,298 
(9,590)

(690)
604,170 

¥ 10,765,665 

$ 21,457,280 
1,871,215 
8,875,869 

32,204,364 

2,698,019 
30,280 

1,326,841 
199,421 

4,254,561 

36,240,477 

34,192,000 

99,028 
67,075 

213,187 
189,467 
350,925 
919,682 

52,804 
107,863,888 

1,768,168 

1,293,757 
1,102,252 
3,392,047 

333,402 
(54,925)

(7,355)
6,059,178 

$ 115,691,234 

Millions of yen
Thousands of
U.S. dollars

(Note 1)

20052005 2004LIABILITIES AND SHAREHOLDERS’ EQUITY 
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Operating revenues:

Commissions (Note 21)...............................................

Net gain on trading ....................................................

Interest and dividend income (Note 10)......................

Service fees and other sales .......................................

Interest expense (Note 10).............................................

Cost of service fees and other sales .............................

Net operating revenues (Note 20) .................................

Selling, general and administrative expenses 

(Notes 20 and 22)........................................................

Operating income (Note 20) ..........................................

Other income (expenses):

Provision for statutory reserves, net (Note 16) ...........

Other, net (Note 23) ....................................................

Income before income taxes and minority interests ....

Income taxes (Note 15):

Current ........................................................................

Deferred ......................................................................

Minority interests...........................................................

Net income (loss) ...........................................................

Per share amounts :

Net income (loss) ........................................................

Diluted net income......................................................

Cash dividends applicable to the year ........................

¥ 194,163 

122,013 

103,224 

34,414 

453,814 

77,331 

24,048 

352,435 

259,915 

92,520 

(1,241)

(14,353)

(15,594)

76,926 

15,170 

5,638 

20,808 

(13,481)

¥ 42,637 

¥ 31.66 

30.28 

10.00 

¥ 216,387 

151,290 

118,019 

33,641 

519,337 

103,677 

25,228 

390,432 

275,544 

114,888 

(518)

(1,767)

(2,285)

112,603 

11,933 

28,234 

40,167 

(19,771)

¥ 52,665 

¥ 39.03 

37.36 

13.00 

¥ 144,283 

91,307 

114,707 

37,362 

387,659 

90,594 

26,255 

270,810 

246,701 

24,109 

(960)

(11,304)

(12,264)

11,845 

2,671 

12,686 

15,357 

(2,811)

¥ (6,323)

¥ (4.75)

—

6.00 

$ 2,022,308 

1,413,925 

1,102,981 

314,402 

4,853,616 

968,944 

235,776 

3,648,896 

2,575,178 

1,073,718 

(4,841)

(16,514)

(21,355)

1,052,363 

111,523 

263,869 

375,392 

(184,776)

$ 492,195 

$ 0.36 

0.35 

0.12 

20052005 2004 2003

Consolidated Statements of Operations
Daiwa Securities Group Inc.
Years ended March 31, 2005, 2004 and 2003

Millions of yen
Thousands of
U.S. dollars

(Note 1)

Yen U.S. dollars 
(Note 1)

See accompanying notes.
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Balance at March 31, 2002..........
Net loss......................................
Cash dividends paid ..................
Bonuses to directors..................
Net losses on sales 

of treasury stock ....................
Net unrealized loss on securities, 

net of tax effect......................
Translation adjustments ............
Change in treasury stock, net .......

Balance at March 31, 2003..........
Net income................................
Cash dividends paid ..................
Net gains on sales 

of treasury stock ....................
Decrease in retained earnings 

due to addition 
of a consolidated subsidiary ....

Net unrealized gain on securities, 
net of tax effect......................

Translation adjustments ............
Change in treasury stock, net....

Balance at March 31, 2004..........
Net income................................
Cash dividends paid ..................
Conversion of convertible bonds ....
Bonuses to directors..................
Net unrealized gain on securities, 

net of tax effect......................
Translation adjustments ............
Change in treasury stock, net....

Balance at March 31, 2005..........

Balance at March 31, 2004 ............................
Net income ..................................................
Cash dividends paid.....................................
Conversion of convertible bonds.................
Bonuses to directors....................................
Net unrealized gain on securities, 

net of tax effect ........................................
Translation adjustments...............................
Change in treasury stock, net ......................

Balance at March 31, 2005 ............................

1,331,735 

1,331,735 

1,331,735 

1 

1,331,736 

¥ 138,432 

138,432 

138,432 

0 

¥ 138,432 

¥ 117,786 

117,786 

154 

117,940 

1 

¥ 117,941 

¥ 311,719 
(6,323)
(7,971)

(15)

(6)

297,404 
42,637 
(7,970)

(1,291)

330,780 
52,665 

(19,960)

(536)

¥ 362,949 

¥ 12,696 

(10,872)

1,824 

25,474 

27,298 

8,376 

¥ 35,674 

¥ (7,511)

(3,810)

(11,321)

1,731 

(9,590)

3,713 

¥ (5,877)

¥ (2,283)

(123)
(2,406)

1,716 
(690)

(97)
¥ (787)

$ 1,293,757 

0 

$ 1,293,757 

$ 1,102,243 

9 

$ 1,102,252 

$ 3,091,401 
492,195 

(186,541)

(5,008)

$ 3,392,047 

$ 255,122 

78,280 

$ 333,402 

$ (89,630)

34,705 

$ (54,925)

$ (6,446)

(909)
$ (7,355)

Consolidated Statements of Shareholders’ Equity
Daiwa Securities Group Inc.
Years ended March 31, 2005, 2004 and 2003

Millions of yen

Number of 
shares of

common stock
(thousands)

Common 
stock

Capital
surplus

Retained 
earnings

Net unrealized
gain (loss) 

on securities,
net of tax effect

Translation
adjustments

Treasury
stock,
at cost

See accompanying notes.

Thousands of U.S. dollars (Note 1)

Common 
stock

Capital
surplus

Retained 
earnings

Net unrealized
gain on 

securities,
net of tax effect

Translation
adjustments

Treasury
stock,
at cost
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Cash flows from operating activities:

Net income (loss) ........................................................

Adjustments to reconcile net income (loss) to net cash 

provided by (used in) operating activities:

Depreciation and amortization ................................

Provision for doubtful accounts, net .......................

Provision for retirement benefits, net ......................

Statutory reserves, net ............................................

Losses (Gains) related to investment securities ......

Losses (Gains) related to fixed assets .....................

Reversal of provision for real estate business 

reorganization ......................................................

Deferred income taxes ............................................

Minority interests.....................................................

Changes in operating assets and liabilities:

Receivables and payables related 

to margin transactions .....................................

Other receivables and other payables..................

Private equity and other securities.......................

Trading assets and liabilities ................................

Collateralized short-term financing agreements....

Other assets .........................................................

Other, net.............................................................

Total adjustments.............................................

Net cash flows provided by (used in) 

operating activities...............................................

¥ 42,637 

21,530 

680 

2,979 

1,241 

208 

13,015 

—

5,638 

13,481 

(88,369)

(30,291)

(6,944)

1,224,767 

(1,369,799)

40,013 

4,994 

(166,857)

(124,220)

¥ 52,665 

22,129 

2,289 

1,402 

518 

(2,687)

(351)

—

28,234 

19,771 

(28,087)

77,878 

(44,197)

111,198 

(1,183,394)

(85,700)

9,656 

(1,071,341)

(1,018,676)

¥ (6,323)

21,067 

4,278 

3,038 

960 

12,058 

217 

(812)

12,686 

2,811 

29,123 

(6,841)

(9,517)

(1,861,067)

2,113,920 

43,686 

5,305 

370,912 

364,589 

$ 492,195 

206,813 

21,393 

13,103 

4,841 

(25,112)

(3,280)

—

263,869 

184,776 

(262,495)

727,832 

(413,056)

1,039,234 

(11,059,757)

(800,935)

90,244 

(10,012,530)

(9,520,335)

20052005 2004 2003

Millions of yen
Thousands of
U.S. dollars

(Note 1)

Consolidated Statements of Cash Flows
Daiwa Securities Group Inc.
Years ended March 31, 2005, 2004 and 2003
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Cash flows from investing activities:

Increase in time deposits ............................................

Payments for purchases of property and equipment ....

Proceeds from sales of property and equipment........

Payments for purchases of investment securities ......

Proceeds from sales of investment securities ............

Decrease in long-term loans receivable......................

Other, net ....................................................................

Net cash flows provided 

by (used in) investing activities ............................

Cash flows from financing activities:

Increase (decrease) in short-term borrowings ............

Increase (decrease) in long-term debt ........................

Proceeds from issuance of notes................................

Payments for redemption of bonds and notes ...........

Payments of cash dividends .......................................

Payments of cash dividends to minority shareholders ....

Other, net ....................................................................

Net cash flows provided 

by (used in) financing activities............................

Effect of exchange rate changes on cash and 

cash equivalents.........................................................

Net increase (decrease) in cash and cash equivalents....

Cash and cash equivalents at beginning of year..........

Increase (decrease) in cash equivalents due to addition

of consolidated subsidiary .........................................

Cash and cash equivalents at end of year ....................

Supplemental information on cash flows: 

Cash paid (refunded) during the year for:

Interest ....................................................................

Income taxes ...........................................................

¥ —

(8,147)

6,144 

(36,972)

107,541 

1,067 

2,154 

71,787 

(66,936)

(16,295)

318,832 

(112,675)

(7,970)

(2,328)

1,779 

114,407 

(4,915)

57,059 

422,684 

380 

¥ 480,123 

¥ 74,077 

1,749 

¥ (53,041)

(7,786)

5,315 

(35,693)

99,469 

149 

(18,689)

(10,276)

759,982 

14,788 

225,875 

(97,102)

(19,960)

(168)

454 

883,869 

3,819 

(141,264)

480,123 

(162)

¥ 338,697 

¥ 103,440 

13,690 

¥ —

(6,107)

21,115 

(63,955)

137,071 

1,065 

(17,788)

71,401 

(416,057)

(8,697)

167,690 

(182,138)

(7,971)

(89)

(130)

(447,392)

(5,895)

(17,297)

439,981 

—

¥ 422,684 

¥ 92,311 

(13,002)

$ (495,710)

(72,766)

49,673 

(333,579)

929,617 

1,393 

(174,664)

(96,036)

7,102,636 

138,206 

2,110,981 

(907,495)

(186,541)

(1,570)

4,238 

8,260,455 

35,692 

(1,320,224)

4,487,131 

(1,514)

$ 3,165,393 

$ 966,729 

127,944 

20052005 2004 2003

Millions of yen
Thousands of
U.S. dollars

(Note 1)

See accompanying notes.
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Notes to Consolidated Financial Statements
Daiwa Securities Group Inc.
Three years ended March 31, 2005

1. Basis of financial statements

The consolidated financial statements include the

accounts of Daiwa Securities Group Inc. (“Company”), a

Japanese corporation, and subsidiaries (collectively

“Daiwa”).  Daiwa’s principal subsidiaries include:

—Daiwa Securities Co. Ltd. (“Daiwa Securities”)

—Daiwa Securities SMBC Co. Ltd. (“Daiwa Securities

SMBC”)

—Daiwa Asset Management Co. Ltd. (“Daiwa Asset

Management”)

—Daiwa Institute of Research Ltd. (“DIR”)

—NIF Ventures Co., Ltd. (“NIF”)

Daiwa Securities is the retail-securities arm of Daiwa.  This

company operates through a network of 123 branches as

well as non-face-to-face channels, including the Internet

and a full-fledged call center to provide on-line and tele-

phone-based securities-related services.  Daiwa Securities

SMBC is the wholesale-securities company of Daiwa,

which was established in April 1999 as a 60%-owned joint

venture with Sumitomo Mitsui Financial Group, Inc.  Daiwa

Asset Management is the asset management company of

Daiwa.  In addition, Daiwa has several other overseas sub-

sidiaries, mainly engaged in the securities business.

Daiwa is primarily engaged in the business of a securities

broker-dealer, pursuant to which Daiwa provides services

including brokerage, trading, underwriting, strategic

advice, product development, and structured finance.  In

addition, Daiwa provides asset and capital management,

venture capital, and research through a network in major

capital markets and other services.

The Company and domestic consolidated subsidiaries

maintain their official accounting records in yen.  The

accompanying consolidated financial statements have

been prepared in accordance with the provisions set forth

in the Japanese Securities and Exchange Law and its relat-

ed accounting regulations, and in conformity with general-

ly accepted accounting principles in Japan (“Japanese

GAAP”), which are different in certain respects as to appli-

cation and disclosure requirements of International

Financial Reporting Standards.  The accounts of overseas

consolidated subsidiaries are maintained in conformity

with generally accepted accounting principles and prac-

tices prevailing in the respective countries of domicile.

The accompanying consolidated financial statements have

been restructured and translated into English (with some

expanded descriptions and the inclusion of consolidated

statements of shareholders’ equity) from the consolidated

financial statements of the Company prepared in accor-

dance with Japanese GAAP and filed with the appropriate

Local Finance Bureau of the Ministry of Finance as

required by the Securities and Exchange Law.  Some sup-

plementary information included in the statutory Japanese

language consolidated financial statements, but not

required for fair presentation, is not presented in the

accompanying consolidated financial statements.

The translations of the yen amounts into U.S. dollars are

included solely for the convenience of the reader, using

the prevailing exchange rate at March 31, 2005, which

was ¥107 to U.S. $1.  The convenience translations should

not be construed as representations that the yen amounts

have been, could have been, or could be, converted into

U.S. dollars at this or any other rate of exchange.
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Consolidation — The consolidated financial statements

include the accounts of the Company and significant com-

panies which are controlled by the Company through sub-

stantial ownership of more than 50% of the voting rights

or through ownership of at least 40% and less than 50% of

the voting rights and the existence of certain conditions

evidencing control by the Company of the decision-making

body of such companies.

In addition to investments in companies in excess of 20%,

certain companies for which the Company has at least

15% and less than 20% of the voting rights and in cases

where the Company has the ability to exercise significant

influence over operating and financial policies of the

investees are accounted for using the equity method.

Material inter-company balances, transactions and profits

have been eliminated in consolidation.

Statements of cash flows — For purposes of con-

solidated statements of cash flows, the Company defines

cash equivalents as highly liquid investments with original

maturities of three months or less.

Trading assets and trading liabilities — Trading

assets and liabilities including securities and financial

derivatives for trading purposes held by a securities com-

pany are recorded on a trade date basis in the consolidat-

ed balance sheets at either market or fair value.  Revenues

and expenses related to trading securities transactions are

recorded on a trade date basis.  Changes in the market or

fair values are reflected in “net gain on trading” in the

accompanying consolidated statements of operations.

Gains and losses generated from derivatives held or issued

for trading purposes are also reported as “net gain on trad-

ing” in the accompanying consolidated statements of

operations, which includes realized gains and losses as

well as changes in the market values or fair values of such

instruments.  Securities owned for non-trading purpose

are discussed below.

2. Significant accounting policies

Securities other than trading assets and trad-
ing liabilities — Daiwa examines the intent of holding

each securities and classifies those securities as (a) debt

securities intended to be held to maturity (“held-to-maturi-

ty debt securities”), (b) equity securities issued by sub-

sidiaries and affiliated companies, or (c) all other securities

not classified in any of the above categories (“available-for-

sale securities”).

Held-to-maturity debt securities are stated at amortized

cost.  Equity securities issued by subsidiaries and affiliated

companies are stated at moving-average cost.  Available-

for-sale securities with market value are stated at market

value, based on quoted market prices.  Realized gains and

losses on sale of such securities are computed using the

moving-average cost.  Unrealized gains and losses on these

securities are reported, net of applicable income taxes, as a

separate component of the shareholders’ equity.

Debt in available-for-sale securities for which a market

value is not available, are stated at the amortized cost, net

of the amount considered not collectible.  Equity in avail-

able-for-sale securities for which a market value is not

available, are stated at the moving-average cost.

If the market value of available-for-sale securities declines

significantly, such securities are considered to be impaired

and the difference between market value and the carrying

amount is recognized as loss in the period of the decline.

For available-for-sale securities, which do not have readily

available market value, if the net book value declines sig-

nificantly and if such decline is considered to be perma-

nent, the difference between the carrying amount and the

net book value is recognized as loss in the period of the

decline.  Impaired losses on these securities are reported

in consolidated statements of operations.

Of those securities with no fair value, investments in limit-

ed partnerships and similar partnerships which are regard-

ed as equivalent to securities by the Article2 (2) of

Securities Exchange Act in 2004, share of net income

raised by the partnership has been reflected on consolidat-

ed statements of operations of this fiscal year and share of
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net unrealized profits and losses held by the partnerships

directly into stockholders’ equity.

Under the amendment Securities Exchange Act in 2004,

investments in limited partnerships and similar partner-

ships are regarded as securities.  Accordingly, from this

fiscal year, they are presented as securities.   There were

no effects to income (losses) by these changes.

Investments in private equity and other are separately pre-

sented as “private equity and other securities” in the

accompanying consolidated balance sheets from this fiscal

year, due to materiality of amounts.  There were no effects

to income (losses) by these changes.

Hedging transactions — Daiwa states derivative

financial instruments at fair value and recognizes changes

in the fair value as gains or losses unless the derivative

financial instruments are used for hedging purposes.

Valuation gains or losses on hedging instruments are

mainly deferred as assets or liabilities until the gains or

losses on the underlying hedged instruments are realized.

Interest received or paid on interest swaps for hedging

purposes is accrued without being marked-to-market.  The

premium or discount on foreign exchange forward for

hedging purpose is allocated to each fiscal term without

being marked-to-market.

Collateralized short-term financing agreements
— Collateralized short-term financing agreements consist

of securities purchased under agreements to resell (“resell

transactions”) or securities sold under agreements to

repurchase (“repurchase transactions”), and securities bor-

rowed or loaned.  Repurchase transactions and resell

transactions are carried at their contractual amounts.

Securities borrowed or loaned are recorded at the amount

of cash collateral advanced or received.

Provision for doubtful accounts — Provisions for

doubtful accounts of the Company and domestic consoli-

dated subsidiaries are provided based on the estimated

historical default rate for normal loans, and based on indi-

vidually assessed amounts for doubtful and failed loans.

Overseas consolidated subsidiaries provide specifically

assessed amounts for doubtful accounts.

Change in accounting policy - Early application
of accounting standard for impairment of fixed
assets — Effective from the year ended March 31, 2004,

the Company and domestic consolidated subsidiaries

made an early application of the new Japanese accounting

standard for impairment of fixed assets (“Opinion

Concerning Establishment of Accounting Standard for

Impairment of Fixed Assets” issued by the Business

Accounting Deliberation Council of Japan on August 9,

2002) and the Implementation Guidance for Accounting

Standard for Impairment of Fixed Assets (the Financial

Accounting Standard Implementation Guidance No.6

issued by the Accounting Standards Board of Japan on

October 31, 2003.)

As a result, income before income taxes and minority

interests for the year ended March 31, 2004 decreased by

¥12,797 million compared with what would have been

reported if the new accounting standard had not been

early applied (See Note 23).

Property and equipment — Property and equipment

are stated at cost.  Impairment losses recognized have

been deducted from the acquisition costs.  The Company

and domestic consolidated subsidiaries compute deprecia-

tion principally by the declining-balance method over esti-

mated useful lives as stipulated by Corporation Tax Law of

Japan.  Depreciation for buildings purchased in Japan after

April 1, 1998 is computed by the straight-line method.  In

overseas consolidated subsidiaries, depreciation is mainly

computed by the straight-line method.

Intangible fixed assets — Intangible fixed assets are

generally amortized under the straight-line method.  The

Company and domestic consolidated subsidiaries compute

amortization over estimated useful lives as stipulated by

Corporation Tax Law of Japan, and over internally estimat-

ed useful lives (5 years) for software of in-house use.

Bonuses — The Company and domestic consolidated

subsidiaries follow the Japanese practice of paying bonus-

es to employees in June and December.  Accrued employ-

ees’ bonuses represent liabilities estimated as of the bal-

ance sheet date.  Bonuses to directors and corporate exec-
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utive officers of the Company, which are subject to

approval at the Compensation Committee, represent liabili-

ties as of the balance sheet date.  Compensation

Committee sets policies for deciding compensation of indi-

vidual directors and corporate executive officers and deter-

mines compensation content for each individual.  The

Chairman of the Board chairs the committee, while three

out of five committee members are outside directors.

Bonuses to directors of consolidated subsidiaries, which

are subject to approval at the shareholders’ meeting, are

accounted for as an appropriation of retained earnings.

Retirement benefits for employees — Daiwa has

various benefit plans for eligible employees such as

unfunded plan and closed funded plan.

Provision for real estate business reorganiza-
tion — In 2002, the Company decided to withdraw from

real estate business engaged by certain domestic consoli-

dated subsidiaries.  Book values of the related properties

were written down to their estimated net realizable value.

On October 26, 2001, the Company’s Board of Directors

approved a resolution to reorganize such real estate busi-

ness and to initiate a financial assistance plan to those

subsidiaries, including capital injection.  The provision for

real estate reorganization is based on anticipated financial

assistance as of March 31, 2002.  In the year ended March

31, 2003, such real estate reorganization was completed,

and the residual portion of the provision was reversed.

Income taxes — Income taxes consist of corporation,

enterprise and inhabitants taxes.  The provision for income

taxes is computed based on the pretax income of each of

the Company and consolidated subsidiaries with certain

adjustments, if necessary.

Income tax consequences of amounts that will become

taxable or deductible in future years are recorded as

deferred tax assets and liabilities, which are generally

raised from the difference between statutory accounting

and tax accounting.  Daiwa recognizes deferred tax assets

to the extent of amounts reasonably expected to be real-

ized in future.

Starting from this fiscal year, the consolidated tax pay-

ments system was applied designating the Company and

NIF as parent companies of the consolidated tax pay-

ments.  Daiwa Securities SMBC has applied the consoli-

dated tax payments system as parent company since the

year ended March 31, 2003.

Translation of foreign currencies — The Company

and domestic consolidated subsidiaries translate assets

and liabilities in foreign currencies into yen at the year-end

exchange rate.

Translation of foreign currency financial state-
ments — Financial statements of overseas consolidated

subsidiaries are translated into yen on the basis of the

year-end exchange rates for assets and liabilities except

that retained earnings are translated at historical rates.

Income and expenses are translated at the average

exchange rates of the applicable year.  The resulting differ-

ences are reported as translation adjustments in “share-

holders’ equity” in the accompanying consolidated bal-

ance sheets.

Net income (loss) per share — Net income (loss)

per share of common stock is based on the average num-

ber of common shares outstanding.

Diluted net income per share is computed based on the

average number of common shares outstanding for the

year plus the number of shares of common stock that

would have been issued had the outstanding dilutive con-

vertible bonds been converted at the beginning of the

year.  Diluted net income for the year ended March 31,

2003 is not presented, since net loss is reported in the

consolidated statements of operations.

Reclassification  — Certain reclassifications have been

made in the 2004 and 2003 consolidated financial state-

ments to conform to the presentation for 2005.
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Assets:

Customer margin loans.........................................................................

Cash deposits as collateral for securities borrowed..............................

Liabilities:

Payable to securities finance companies ..............................................

Proceeds of securities sold for customers’ accounts............................

Millions of yen Thousands of 
U.S. dollars

20052005 2004

¥ 126,687

185,458

¥ 312,145

¥ 2,981

138,991

¥ 141,972

¥ 92,832

142,703

¥ 235,535

¥ 3,636

89,814

¥ 93,450

$ 1,183,991

1,733,252

$ 2,917,243

$ 27,860

1,298,981

$ 1,326,841

Assets:

Securities purchased under agreements to resell .................................

Securities borrowed ..............................................................................

Liabilities:

Securities sold under agreements to repurchase..................................

Securities loaned...................................................................................

Millions of yen Thousands of 
U.S. dollars

20052005 2004

¥ 1,575,907

3,773,009

¥ 5,348,916

¥ 2,006,465

1,871,266

¥ 3,877,731

¥ 1,579,194

2,812,243

¥ 4,391,437

¥ 2,410,986

1,681,036

¥ 4,092,022

$ 14,728,103

35,261,766

$ 49,989,869

$ 18,752,009

17,488,468

$ 36,240,477

3. Margin transactions

Margin transactions at March 31, 2005 and 2004 consisted of the following:

Customer margin loans are stated at amounts equal to the

purchase amounts of the relevant securities, which are col-

lateralized by customers’ securities and customers’

deposits.  Proceeds of securities sold for customers’

accounts are stated at the sales amounts.

4. Collateralized short-term financing agreements

Collateralized short-term financing agreements at March 31, 2005 and 2004 consisted of the following:
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5. Trading assets and trading liabilities

Trading assets and trading liabilities at March 31, 2005 and 2004 consisted of the following:

Trading assets:

Equities..................................................................................................

Government, corporate and other bonds..............................................

Investment trusts ..................................................................................

Commercial paper, certificates of deposits and others.........................

Option transactions ...............................................................................

Futures and forward transactions .........................................................

Swap agreements .................................................................................

Other derivatives ...................................................................................

Credit reserves ......................................................................................

Trading liabilities:

Equities..................................................................................................

Government, corporate and other bonds..............................................

Investment trusts ..................................................................................

Option transactions ...............................................................................

Futures and forward transactions .........................................................

Swap agreements .................................................................................

Other derivatives ...................................................................................

Millions of yen Thousands of 
U.S. dollars

20052005 2004

¥ 332,397

4,187,216

130,575

40,360

46,303

16,162

490,546

659

(1,898)

¥ 5,242,320

¥ 98,690

3,094,627

3,316

69,551

13,463

378,513

384

¥ 3,658,544

¥ 257,410

3,119,109

111,193

42,205

59,274

28,100

414,779

1,825

(1,950)

¥ 4,031,945

¥ 94,128

2,350,637

795

85,106

21,727

361,885

278

¥ 2,914,556

$ 3,106,514

39,132,860

1,220,327

377,196

432,738

151,047

4,584,542

6,159

(17,738)

$ 48,993,645

$ 922,336

28,921,748

30,991

650,009

125,822

3,537,505

3,589

$ 34,192,000
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March 31, 2005:

Equities..................................................................................................

Government, corporate and other bonds..............................................

Other .....................................................................................................

March 31, 2004:

Equities..................................................................................................

Government, corporate and other bonds..............................................

Other .....................................................................................................

¥ 74,394

150

13,698

¥ 88,242

¥ 61,882

18,554

6,827

¥ 87,263

¥ 137,744

153

14,111

¥ 152,008

¥ 109,244

18,301

6,909

¥ 134,454

¥ 63,350

3

413

¥ 63,766

¥ 47,362

(253)

82

¥ 47,191

Millions of yen

DifferenceCost Market value

March 31, 2005:

Equities..................................................................................................

Government, corporate and other bonds..............................................

Other .....................................................................................................

$ 695,270

1,402

128,019

$ 824,691

$ 1,287,326

1,430

131,879

$ 1,420,635

$ 592,056

28

3,860

$ 595,944

Thousands of U.S. dollars

DifferenceCost Market value

Cost and market value of available-for-sale securities as of March 31, 2005 and 2004 consisted of the following:

Government bonds, local government bonds at March 31, 2005............

Government bonds, local government bonds at March 31, 2004............

¥ 2,126

¥ 0

¥ 2,118

¥ 0

¥ (8)

¥ 0

Millions of yen

DifferenceCost/amortized
cost Market value

Government bonds, local government bonds at March 31, 2005............ $ 19,869 $ 19,794 $ (75)

Thousands of U.S. dollars

DifferenceCost/amortized
cost Market value

6. Securities other than trading assets and trading liabilities

Securities other than trading assets and trading liabilities is composed of “private equity and other securities” and “invest-

ment securities” in the accompanying consolidated balance sheets.

Cost/amortized cost and market value of held-to-maturity debt securities as of March 31, 2005 and 2004 consisted of the

following:
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Equities .....................................................................................................

Government, corporate and other bonds .................................................

Investments in limited partnerships..........................................................

Other.........................................................................................................

Millions of yen Thousands of 
U.S. dollars

20052005 2004

¥ 53,210

501

84,622

19,065

¥ 157,398

¥ 52,628

12,205

55,642

42,440

¥ 162,915

$ 497,290

4,682

790,860

178,178

$ 1,471,010

Securities for which a market value is not readily available as of March 31, 2005 and 2004 consisted of the following:

In addition to the above, equity securities of non-consoli-

dated and affiliated companies amounting to ¥24,217 mil-

lion ($226,327 thousand) at March 31, 2005 and ¥19,922

million at March 31, 2004, respectively, were included in

“investment securities” in the accompanying consolidated

balance sheets.

March 31, 2005:

Currency swap ......................................................................................

Foreign exchange forward ....................................................................

March 31, 2004:

Currency swap ......................................................................................

Foreign exchange forward ....................................................................

March 31, 2005:

Currency swap ......................................................................................

Foreign exchange forward ....................................................................

¥ 11,237

52

¥ 8,704

2

$ 105,019

486

¥ 1

(0)

¥ (12)

0 

$ 9

(0)

¥ 1

(0)

¥ (12)

0

$ 9

(0)

Unrealized 
gains (losses)Contract amount Market value

Unrealized 
gains (losses)Contract amount Market value

7. Derivatives for non-trading purposes

Net unrealized gain(loss) of derivatives for non-trading purposes at March 31, 2005 and 2004 (excluding hedging transac-

tions) consisted of the following:

Thousands of U.S. dollars

Millions of yen
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9. Pledged assets 

At March 31, 2005, short-term borrowings amounting to ¥1,817,500 million ($16,985,981 thousand) and payables related

to margin transaction amounting to ¥2,981 million ($27,860 thousand) were secured by the following assets:

Cash and cash deposits....................................................................................................

Trading assets...................................................................................................................

Investment securities........................................................................................................

¥ 16,652

1,567,882

77,980

¥ 1,662,514

$ 155,626

14,653,103

728,785

$ 15,537,514

Millions of yen Thousands of 
U.S. dollars

The two domestic securities subsidiaries, Daiwa Securities

and Daiwa Securities SMBC (“Securities subsidiaries”),

enter into transactions involving trading assets and liabili-

ties to meet customer needs, and for their proprietary trad-

ing activities, as a broker and an end-user.  These trading

assets and liabilities include (1) shares and bonds, (2) finan-

cial derivatives traded on exchanges such as futures and

options based on stock price indices, bonds and interest

rates, and (3) financial derivatives traded over the counter

such as currency and interest rate swaps, foreign exchange

forward contracts, bonds with options, currency options,

forward rate agreements and OTC equity derivatives.

The principal risks inherent in trading in these markets are

market risk and credit risk.  Market risk represents the

potential for loss from changes in the value of financial

instruments due to price and interest rate fluctuations in

the markets.  As to market risk, Daiwa Securities SMBC

determines the balance of risk and profit or loss on each

instrument and uses a value-at-risk method to manage this

risk.  Credit risk represents the potential for loss arising

from the failure of the counter-party in a transaction to ful-

fill its terms and conditions.  Securities subsidiaries assess

the credit risk of their counter-parties applying internal

credit rating and monitor their exposure by measuring

notional principal and credit exposure.

Daiwa Securities SMBC has established five risk manage-

ment policies: Active management participation, system of

internal supervision, sound management by risk limit set-

ting, risk management assuming emergency, and trans-

parency in risk management process.  By ensuring these

five policies, Daiwa Securities SMBC expects that risks

associated with trading activities are well controlled within

a range of risk that the management is willing to assume.

8. Risk management information concerning trading transactions

In addition to above, securities borrowed amounting to ¥674,258 million ($6,301,477 thousand) were pledged as guaran-

tee at March 31, 2005.
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Total fair value of the securities pledged as collateral at March 31, 2005 consisted of the following:

Securities loaned ..............................................................................................................

Other.................................................................................................................................

$ 56,232,309

6,586,654

$ 62,818,963

¥ 6,016,857

704,772

¥ 6,721,629

Millions of yen Thousands of 
U.S. dollars

Total fair value of the securities received as collateral at March 31, 2005 consisted of the following:

Securities borrowed..........................................................................................................

Other.................................................................................................................................

¥ 8,281,409

209,867

¥ 8,491,276

$ 77,396,346

1,961,374

$ 79,357,720

Millions of yen Thousands of 
U.S. dollars

10. The Company’s transactions with related parties

One of the Company’s statutory auditors, who retired on

June 23, 2004, was the chairman of the Taiyo Life Insurance

Company and the chairman of T&D Holdings, Inc.  The sig-

nificant account balances with the Taiyo Life Insurance

Company at June 23, 2004 were long-term loans receivable

amounting to ¥5,000 million ($46,729 thousand), short-term

borrowings amounting to ¥2,000 million ($18,692 thousand)

and long-term debt amounting to ¥10,000 million ($93,458

thousand).  The Company paid ¥51 million ($477 thousand)

as interest expenses and received ¥41 million ($383 thou-

sand) as interest income from April 1, 2004 to June 23,

2004.  Interest payables and interest receivables at June 23,

2004 were ¥48 million ($449 thousand) and ¥6 million ($56

thousand), respectively. 



Non-capitalized finance leases:

Total assets under non-capitalized finance leases ................................

Accumulated depreciation ....................................................................

Accumulated loss on impairment .........................................................

Future lease payments in respect of non-capitalized leases .................

Due within one year ..............................................................................

Operating leases:

Future lease payments in respect of operating leases ..........................

Due within one year ..............................................................................

Millions of yen Thousands of 
U.S. dollars

20052005 2004

¥ 9,573

4,869

—

4,791 

1,807 

11,284 

1,922

¥ 14,359

7,830

2

6,643

2,605 

11,981 

1,892

$ 89,467

45,505

—

44,776

16,888

105,458

17,963

11. Lease transactions
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Cash received for customers’ accounts ...................................................

Cash deposits received from customers ..................................................

Other.........................................................................................................

Millions of yen Thousands of 
U.S. dollars

20052005 2004

¥ 92,574

53,303

142,811

¥ 288,688

¥ 80,527

49,208

44,802

¥ 174,537

$ 865,178

498,159

1,334,682

$ 2,698,019

12. Payables to customers and counterparties

Payables to customers at March 31, 2005 and 2004 consisted of the following:

Lessee:

Operating leases:

Future lease receipts in respect of operating leases .............................

Due within one year ..............................................................................

Millions of yen Thousands of 
U.S. dollars

20052005 2004

¥ 871

233

¥ 1,567

325

$ 8,140

2,178

Lessor:

Financial leases, whose ownership does not transfer to the

lessee at the end of the lease term are not capitalized and

are accounted for in the same manner as operating leases.

Certain information concerning such non-capitalized

finance leases and operating leases at March 31, 2005 and

2004 is summarized as follows:
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Bond payable in yen: 1.4% due 2005 .......................................................

Bond payable in yen: 0.95% due 2008 .....................................................

Convertible bond payable in yen, convertible into 

common stock at ¥1,094.00 per share: 0.5% due 2006 .......................

Bond with warrants exercisable at ¥1,345.00 per share: 1.37% due 2004....

Notes payable in yen issued by subsidiaries:

5.0% subordinated due 2005................................................................

Euro medium-term notes issued by the Company and domestic consolidated

subsidiaries with various rates and maturities through 2035................

Euro medium-term notes issued by overseas subsidiaries

with various rates and maturities through 2007 ...................................

Yen subordinated loan due 2006..............................................................

Borrowings from financial institutions......................................................

Other .......................................................................................................

Millions of yen Thousands of 
U.S. dollars

20052005 2004

¥ 100,000

120,000

79,986

—

—

569,429

6,108

20,000

54,195

—

¥ 949,718

¥ 100,000

120,000

79,986

8,400

1,011

424,132

13,149

40,000

72,809

5

¥ 859,492

$ 934,579

1,121,495

747,533

—

—

5,321,766

57,084

186,916

506,496

—

$ 8,875,869

13. Bank borrowings and long-term debt

The conversion price and exercise price shown above are subject to adjustment in certain circumstances.

The aggregate annual maturities of long-term debt as of March 31, 2005 are as follows:

Year ending March 31

2006 .....................................................................................................................................

2007 .....................................................................................................................................

2008 .....................................................................................................................................

2009 .....................................................................................................................................

2010 .....................................................................................................................................

2011 and thereafter..............................................................................................................

Millions of yen Thousands of 
U.S. dollars

¥ 129,402

125,086

36,616

15,200

8,789

634,625

¥ 949,718

$ 1,209,364

1,169,028

342,206

142,056

82,140

5,931,075

$ 8,875,869

Daiwa has unused committed bank facilities amounting to ¥131,522 million ($1,229,178 thousand) under agreements with

several banks at March 31, 2005.

As is customary in Japan, in the case of unsecured bank

borrowings, security must be given under certain condi-

tions if requested by a lending bank.  The bank has the

right to offset cash deposited by the borrower against any

debt or obligation that becomes due, and in the case of

default and certain other specified events, against all debts

payable to the bank.  As of this date, no such request has

been made and no such right has been exercised.

Long-term debt at March 31, 2005 and 2004 consisted of the following: 
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Retirement benefits for employees

Daiwa has various retirement benefit plans for eligible

employees as follows:

Unfunded plan
The Company and most of domestic consolidated sub-

sidiaries provide an unfunded defined contribution plan to

their employees in return for services rendered each year,

where the amount to be contributed to the individual

employee’s account is defined by the plan.  Contributions

by the Company and most of domestic consolidated sub-

sidiaries under the unfunded defined contribution plan are

accumulated on an annual basis and earn a guaranteed

hypothetical return at a rate predetermined by the Company

and most of domestic consolidated subsidiaries each year.

Accumulated contribution plus interest to this unfunded

plan are included in retirement benefits in the consolidated

balance sheets as of March 31, 2005 and 2004, in the

amount of ¥16,121 million ($150,664 thousand) and ¥

14,735 million, respectively.  Benefit expenses recorded in

the statements of operations for the years ended March 31,

2005, 2004 and 2003 were ¥2,946 million ($27,533 thou-

sand), ¥3,278 million and ¥2,915 million, respectively. 

Closed funded plan
The Company and domestic consolidated subsidiaries

closed their defined benefit plan as of April 1, 1999 and

accordingly, no new employees have been added to the

14. Retirement benefits

plan and no service cost has been charged for the plan.

The effect on the consolidated financial statements was

immaterial.

Retirement benefits for directors
Directors’ retirement benefits in consolidated subsidiaries

of ¥1,100 million ($10,280 thousand) and ¥1,565 million

are included in “retirement benefits” in the accompanying

consolidated balance sheets as of March 31, 2005 and

2004, respectively.  Benefit expenses recorded in the con-

solidated statements of operations for the years ended

March 31, 2005, 2004 and 2003 were ¥439 million ($4,103

thousand), ¥368 million and ¥509 million, respectively.

The board of the Company resolved to abolish the retire-

ment gratuities system for retiring directors in May 2004.

In June 2004, the shareholder’s meeting of the Company

approved the payments of retirement allowance to

Directors who were nominated for re-election.  The pay-

ments will be made in accordance with standards pre-

scribed by the Company and service rendered to the

Company during their respective terms of office up to the

end of the shareholder’s meeting.  The payments will be

made at the time of their respective retirements from the

Board of Directors.  In consequence, the Company’s direc-

tors’ retirement benefits of ¥291 million ($2,720 thousand)

were reclassified from “retirement benefits” to “payable:

other” in the accompanying consolidated balance sheet as

of March 31, 2005.
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The Company and domestic consolidated subsidiaries are

subject to a number of taxes levied on income, which, in

the aggregate, indicate a statutory rate in Japan of approx-

imately 40.7%, 42.1% and 42.1% for the years ended

March 31, 2005, 2004 and 2003, respectively.

Due to the revised local tax law issued on March 31, 2003,

effective for the year commencing on April 1, 2004 or later,

assessment by estimation on the basis of the size of business

such as the added value and the shareholders’ equity was

introduced, and income tax rates for enterprise taxes were

reduced.  Taking into consideration the future change in

income tax rates, the Company and domestic consolidated

subsidiaries used the tax rates of approximately 42.1% and

40.5% for current items and non-current items, respectively,

at March 31, 2003, for their calculation of deferred tax assets

and liabilities.  The tax rate of 40.5% represents the estimated

tax rate of the revised local tax law, since it was still subject to

minor detailed clarification.  Thus, as at March 31, 2003, the

estimated revised tax rate had been subject to change.  As

the result of the anticipated change in the tax rates as at

March 31, 2003, “deferred tax assets” decreased by ¥2,208

million and “income tax-deferred” and “net unrealized gain on

securities, net of tax effect,” increased by ¥2,271 million and

¥63 million, respectively, compared with what would have

been recorded under the previous local tax law.

After the clarification of the local tax law, the new tax rate

for the year beginning April 1, 2004 was finalized at approx-

imately 40.7%.  Taking into account the finalized income

tax rates, the Company and domestic consolidated sub-

sidiaries used the tax rates of approximately 40.7% for cur-

rent and non-current items at March 31, 2004 for the calcu-

lation of deferred tax assets and liabilities.  Due to the

change in the tax rates, “deferred tax assets” increased by

¥158 million and “income tax-deferred” and “net unrealized

gain on securities, net of tax effect,” decreased by ¥260

million and ¥101 million, respectively, compared with what

would have been recorded under the previous local tax law.

Overseas consolidated subsidiaries are subject to income

taxes of the countries in which they operate.

15. Income taxes

Deferred tax assets:

Net operating losses carried-forward....................................................

Write-down of investment securities ....................................................

Temporary difference of investment in consolidated subsidiaries ........

Expenses for real estate business reorganization .................................

Employees’ retirement benefits ............................................................

Employees’ compensation and bonuses ..............................................

Provision for doubtful accounts ............................................................

Other .....................................................................................................

Gross deferred tax assets......................................................................

Less: Valuation allowance.....................................................................

Total deferred tax assets....................................................................

Deferred tax liabilities ..............................................................................

Net deferred tax assets............................................................................

Thousands of 
U.S. dollars

20052004

Millions of yen

2005

¥ 116,984

12,922

—

7,459

7,232

6,979

5,285

26,003

182,864

(108,584)

74,280

23,629

¥ 50,651

¥ 46,059

13,232

51,979

913

8,231

7,931

4,406

21,347

154,098

(107,348)

46,750

32,011

¥ 14,739

$ 430,458

123,664

485,785

8,533

76,925

74,121

41,178

199,504

1,440,168

(1,003,252)

436,916

299,169

$ 137,747

Details of deferred tax assets and liabilities at March 31, 2005 and 2004 were as follows:

The Company and certain consolidated subsidiaries provided a valuation allowance to reflect the estimated unrealized

amount of gross deferred tax assets.
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Japanese statutory income tax rate ....................................................................................

Valuation allowance ........................................................................................................

Permanent difference (Non-deductible) ..........................................................................

Permanent difference (Non-taxable)................................................................................

Lower tax rate applicable to income of overseas consolidated subsidiaries...................

Adjustment of unrealized gain.........................................................................................

Other, net ........................................................................................................................

Effective income tax rate ....................................................................................................

2004

42.1%

(12.5) 

1.3 

(0.9) 

(1.7) 

— 

(1.2) 

27.1%

Millions of yen

2005

40.7%

(7.0) 

1.2 

(0.6) 

(0.8) 

3.8 

(1.6) 

35.7%

A reconciliation of the difference between the statutory income tax rate and the effective income tax rate reflected in the

consolidated statements of operations for the years ended March 31, 2005 and 2004 were as follows:

Reconciliation of the difference between the statutory income tax rate and the effective income tax rate for the years

ended March 31, 2003 is not presented, since net loss is reported in the consolidated statements of operations.

The Securities and Exchange Law of Japan requires a

securities company to set aside a reserve in proportion to

its securities transactions and other related trading to

cover possible customer losses incurred by default of the

securities company on securities transactions.

At March 31, 2005, Daiwa had contingent liabilities amounting to ¥3,514 million ($32,841 thousand), mainly arising as

guarantors of employees’ borrowings.

16. Statutory reserves

17. Contingent liabilities

In principle, the Commercial Code of Japan (“Code”)

requires a company to credit entire amount of issued

shares to common stock (and preferred stock, if any);

however, a company may classify the amount not exceed-

ing one-half of the entire issued amount of shares as addi-

tional paid-in capital, which is included in capital surplus

with a resolution of the Board of Directors.

According to the Code, a company should save 10% of

cash dividends and other cash appropriated as legal earn-

18. Shareholders’ equity

ings reserve until its amount together with capital surplus

become up to one quarter of common stock (and preferred

stock, if any).  The legal earnings reserve is allowed to elim-

inate or reduce a deficit with a resolution of the sharehold-

ers’ meeting or may be capitalized with a resolution of the

Board of Directors. The excess amount of legal earnings

reserve of one quarter of capital requirement is available for

appropriation with a resolution of shareholders’ meeting.

The legal earnings reserve is included in retained earnings

in the accompanying consolidated balance sheets. 
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The maximum amount that the Company can distribute as

dividends is calculated based on the non-consolidated

financial statements of the Company in accordance with

the Code.  The total amount of retained earnings available

for dividends in the Company’s statutory book of account

as of March 31, 2005 amounted to ¥243,297 million

($2,273,804 thousand).

The Article 293-5 of the Code permits a company to dis-

tribute profits by way of interim dividends if the articles of

incorporation of a company so provide. The Company’s

articles of incorporation were amended by the resolution at

the shareholders meeting held on June 23, 2004 in order

to permit the Company to implement interim dividends.

Interim cash dividends of ¥5 ($0.05) per share amounting

to ¥6,653 million ($62,178 thousand) were approved by

the Board of Directors held on October 26, 2004.  Using

the newly introduced committee system, the Board of

Directors is to determine the year-end dividends.  Year-end

cash dividends of ¥8($0.07) per share amounting to

¥13,307 million ($124,363 thousand) were approved by

the Board of Directors held on May 19, 2005

The shareholders of the Company approved a stock incen-

tive plan on June 23, 2004.  The plan provides for the

issuance of up to 4,500 thousand shares in the form of

options to directors and key employees.  The options may

be exercised during the period from July 1, 2006 until June

23, 2014, and the exercise price is determined at the grant

date.  On the same day, the shareholders’ meeting of the

Company approved a change in the articles of incorpora-

tion so that the Company may be entitled to repurchase its

shares by the resolution of its Board of Directors.

The shareholders of the Company approved a stock incen-

tive plan on June 24, 2005.  There are two kinds of stock

subscription rights as stock options to directors, executive

officers and employees.  The first is the stock subscription

rights that were issued free to directors and executive offi-

cers of the Company and subsidiaries, and the amount

paid in upon exercise of such subscription rights is ¥1 per

share.  The second is the stock subscription rights that

shall be issued to employees of the Company, and of affili-

ated companies, and to directors and executive officers of

the Company’s affiliated companies, excluding the per-

sons to whom the first stock subscription rights were

issued.  The amount paid in upon exercise of such sub-

scription rights shall be determined based on the market

price of the Company’s common stock at the time of the

issuance of such subscription rights.

In Japan, the securities company is subject to risk-based

capital adequacy rules established and administered by the

Financial Services Agency.  Securities subsidiaries report

their capital adequacy ratio as defined pursuant to these

rules.  The authorities will take certain administrative meas-

ures if such ratio declines below 140%.  Capital adequacy

ratios of Daiwa Securities were 351.3% (unaudited) and

363.3% (unaudited) for 2005 and 2004, respectively, and

those of Daiwa Securities SMBC were 355.6% (unaudited)

and 336.9% (unaudited) for 2005 and 2004, respectively.

19. Capital adequacy requirements
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Year ended March 31, 2005:

Net operating revenues:

Outside customer ...........

Inter-segment .................

Total ................................

Selling, general and 

administrative expenses....

Operating income ...........

At March 31, 2005:

Total assets 

by geographic area .........

Year ended March 31, 2004:

Net operating revenues:

Outside customer ...........

Inter-segment .................

Total ................................

Selling, general and 

administrative expenses....

Operating income ...........

At March 31, 2004:

Total assets 

by geographic area .........

Year ended March 31, 2003:

Net operating revenues:

Outside customer ...........

Inter-segment .................

Total ................................

Selling, general and 

administrative expenses....

Operating income (loss) ..

Daiwa operates predominantly in a single industry seg-

ment.  The Company and its consolidated subsidiaries’ pri-

mary business activities include (1) trading in securities

and derivatives, (2) brokerage of securities and derivatives,

(3) underwriting and distribution of securities, (4) other

business related to securities transactions and (5) private

offering of securities.

A summary of revenues by geographic area for the years

ended March 31, 2005, 2004 and 2003 and a summary of

total assets by geographic area at March 31, 2005 and

2004 were as follows:

¥ 353,827 

(2,370)

351,457 

244,543 

¥ 106,914 

¥ 10,078,853 

¥ 314,190 

1,389 

315,579 

232,269 

¥ 83,310 

¥ 8,617,452 

¥ 237,465 

2,254 

239,719 

215,665 

¥ 24,054 

¥ 3,971 

6,641 

10,612 

10,595 

¥ 17 

¥ 2,098,376 

¥ 7,749 

3,468 

11,217 

10,197 

¥ 1,020 

¥ 1,948,621 

¥ 6,977 

700 

7,677 

11,081 

¥ (3,404)

¥ 25,378 

5,027 

30,405 

24,203 

¥ 6,202 

¥ 811,192 

¥ 23,956 

3,413 

27,369 

20,413 

¥ 6,956 

¥ 768,712 

¥ 21,130 

2,201 

23,331 

19,945 

¥ 3,386 

¥ 7,256 

1,278 

8,534 

6,781 

¥ 1,753 

¥ 62,560 

¥ 6,540 

1,132 

7,672 

6,111 

¥ 1,561 

¥ 63,531 

¥ 5,238 

624 

5,862 

5,795 

¥ 67 

¥ —

(10,576)

(10,576)

(10,578)

¥ 2 

¥ (672,019)

¥ —

(9,402)

(9,402)

(9,075)

¥ (327)

¥ (632,651)

¥ —

(5,779)

(5,779)

(5,785)

¥ 6 

¥ 390,432 

—

390,432

275,544 

¥ 114,888

¥ 12,378,962

¥ 352,435 

—

352,435

259,915 

¥ 92,520

¥ 10,765,665

¥ 270,810 

—

270,810

246,701 

¥ 24,109 

ConsolidatedAmerica Europe Asia & Oceania
Elimination or
unallocated

Japan

Millions of yen

20. Segment information
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Geographic overseas revenues for the years ended March 31, 2005, 2004 and 2003 were as follows:

Year ended March 31, 2005:

Overseas revenue ...........................................................

Total revenue ..................................................................

% of total revenue ..........................................................

Year ended March 31, 2004:

Overseas revenue ...........................................................

Total revenue ..................................................................

% of total revenue ..........................................................

Year ended March 31, 2003:

Overseas revenue ...........................................................

Total revenue ..................................................................

% of total revenue ..........................................................

¥ 8,552 

2.2%

¥ 10,945 

3.1%

¥ 8,144 

3.0%

¥ 21,149

5.4%

¥ 20,353

5.8%

¥ 21,589

8.0%

¥ 8,890

2.3%

¥ 8,249

2.3%

¥ 6,951

2.5%

¥ 38,591

390,432

9.9%

¥ 39,547

352,435

11.2%

¥ 36,684

270,810

13.5%

TotalAmerica Europe Asia & Oceania

Millions of yen

Year ended March 31, 2005:

Overseas revenue ...........................................................

Total revenue ..................................................................

% of total revenue ..........................................................

$ 79,925

2.2%

$ 197,654

5.4%

$ 83,084

2.3%

$ 360,663

3,648,896

9.9%

TotalAmerica Europe Asia & Oceania

Thousands of U.S. dollars

Year ended March 31, 2005:

Net operating revenues:

Outside customer ...........

Inter-segment .................

Total ................................

Selling, general and 

administrative expenses...

Operating income ...........

At March 31, 2005:

Total assets 

by geographic area .........

$ 3,306,794

(22,149)

3,284,645

2,285,449

$ 999,196

$ 94,194,888

$ 37,112

62,065

99,177

99,019

$ 158

$ 19,610,991

$ 237,178

46,981

284,159

226,196

$ 57,963

$ 7,581,234

$ 67,812

11,944

79,756

63,374

$ 16,382

$ 584,673

$ —

(98,841)

(98,841)

(98,860)

$ 19

$ (6,280,552)

$ 3,648,896

—

3,648,896

2,575,178

$ 1,073,718

$ 115,691,234

ConsolidatedAmerica Europe Asia & Oceania
Elimination or
unallocated

Japan

Thousands of U.S. dollars
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21. Commissions

Year ended March 31, 2005:

Brokerage ...............

Underwriting...........

Distribution .............

Other.......................

Year ended March 31, 2004:

Brokerage ...............

Underwriting...........

Distribution .............

Other.......................

Year ended March 31, 2003:

Brokerage ...............

Underwriting...........

Distribution .............

Other.......................

¥ 81,919

—

—

1,968

¥ 83,887

¥ 78,194

—

—

1,867

¥ 80,061

¥ 45,403

—

—

1,839

¥ 47,242

¥ 1,464

—

—

2,800

¥ 4,264

¥ 1,242

—

—

3,977

¥ 5,219

¥ 1,163

—

—

3,422

¥ 4,585

¥ 159

—

19,688

25,793

¥ 45,640

¥ 209

—

21,904

20,933

¥ 43,046

¥ 276

—

14,059

26,535

¥ 40,870

¥ —

54,744

3,598

12,828

¥ 71,170

¥ —

46,094

1,662

8,049

¥ 55,805

¥ —

27,946

608

11,084

¥ 39,638

¥ —

—

—

11,426

¥ 11,426

¥ —

—

—

10,032

¥ 10,032

¥ —

—

—

11,948

¥ 11,948

¥ 83,542

54,744

23,286

54,815

¥ 216,387

¥ 79,645

46,094

23,566

44,858

¥ 194,163

¥ 46,842

27,946

14,667

54,828

¥ 144,283

Total
Fixed income

(Bond)
Investment trust

Investment 
banking

OthersEquity

Millions of yen

Year ended March 31, 2005:

Brokerage ...............

Underwriting...........

Distribution .............

Other.......................

$ 765,598

—

—

18,393

$ 783,991

$ 13,682

—

—

26,168

$ 39,850

$ 1,486

—

184,000

241,056

$ 426,542

$ —

511,626

33,626

119,888

$ 665,140

$ —

—

—

106,785

$ 106,785

$ 780,766

511,626

217,626

512,290

$ 2,022,308

Total
Fixed income

(Bond)
Investment trust

Investment 
banking

OthersEquity

Thousands of U.S. dollars

Commissions derived from each department for the years ended March 31, 2005, 2004 and 2003 were as follows:
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Employees’ compensation and benefits ........................

Commissions and brokerage..........................................

Communications ............................................................

Occupancy and rental.....................................................

Data processing and office supplies...............................

Taxes other than income taxes.......................................

Depreciation and amortization........................................

Other...............................................................................

Millions of yen Thousands of 
U.S. dollars

200520032005 2004

¥ 136,964

14,573

17,444

32,519

14,899

5,617

21,530

16,369

¥ 259,915

¥ 123,904

14,867

17,317

33,348

14,708

4,671

21,067

16,819

¥ 246,701

¥ 142,751

19,607

18,174

32,697

16,805

6,756

22,129

16,625

¥ 275,544

$ 1,334,122

183,243

169,851

305,579

157,056

63,140

206,813

155,374

$ 2,575,178

22. Selling, general and administrative expenses

Gains on sales of investment securities .........................

Write-down of investment securities .............................

Valuation losses on fixed assets .....................................

Gains or losses on sale or disposal of fixed assets.........

Losses on sales of loans receivable................................

Reversal of stock purchase warrant ...............................

Multiemployer pension plan settlement cost 

in consolidated subsidiaries ........................................

Provision for doubtful accounts......................................

Reversal of reorganization expenses 

for real estate operations ............................................

Equity in earnings of affiliates.........................................

Impairment losses on fixed assets .................................

Losses on liquidation of affiliates ...................................

Expenses related to merger, integration or 

relocation of branches ................................................

Expenses for reorganization of 

overseas banking subsidiary .......................................

Other...............................................................................

¥ 6,704

(2,691)

(58)

(159) 

(557)

—

—

(648)

— 

90

(12,797)

(4,221)

(2,473)

(595)

3,052

¥ (14,353)

¥ 8,241

(20,298)

(272)

55

— 

—

—

(4,152)

812

265

—

—

—

—

4,045

¥ (11,304)

¥ 5,559

(3,472)

(114)

465

(7,595)

502

(188)

(1,639)

— 

1,894

—

(51)

—

(779)

3,651

(1,767)

$ 51,953

(32,449)

(1,065)

4,346

(70,981)

4,692

(1,757)

(15,318)

—

17,701

—

(477)

—

(7,280)

34,121

$ (16,514)

23.  Other income (expenses)

Millions of yen Thousands of 
U.S. dollars

200520032005 2004

Major components of selling, general and administrative expenses for the years ended March 31, 2005, 2004 and 2003

were summarized as follows:

Details of “Other, net” in the accompanying consolidated statements of operations for the years ended March 31, 2005,

2004 and 2003 were as follows:
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24.  Subsequent events

For the purpose of identifying impairment of fixed assets,

the Company and domestic consolidated subsidiaries

grouped their fixed assets principally according to the unit

on which decisions for investment are made. The recover-

ability of book values of the fixed assets was evaluated for

each asset group.  As a result, fixed assets listed below

were identified as being impaired and their book values

were reduced to their recoverable amounts.  The break-

down of impairment losses recognized in the year ended

March 31, 2004 was as follows:

Fixed assets to be held and used .....................................................................................................................

Fixed assets to be disposed of by sale .............................................................................................................

¥ 9,103

3,694

¥ 12,797

The book values of fixed assets to be held and used were reduced to their recoverable amounts based on mainly the pres-

ent values of expected cash flows using the discount rates of 5% to 8%.

The book values of fixed assets to be disposed of by sale were reduced to net realizable values based on mainly publicly-

assessed values.

Merger agreement — A merger agreement (the

scheduled merger date: October 1, 2005) has been made

between NIF and SMBC Capital Co., Ltd., which deals with

venture capital work in the Sumitomo Mitsui Financial

Group, on May 13, 2005.  Additionally, issuance of new

shares to Sumitomo Mitsui Banking Corporation (the pay-

ment date: July 29, 2005, the total issue price of the new

shares: ¥9.9 billion ($92.5 million) has been approved by

the Board of Directors of NIF on May 13, 2005.

Shareholder agreement — The shareholder agree-

ment has been made among the Company, Sumitomo

Mitsui Financial Group, Inc. and Sumitomo Mitsui Banking

Corporation regarding basic matters related to the man-

agement of the newly formed company after the merger

between NIF and SMBC Capital Co., Ltd.

Stock incentive plan — The shareholders of the

Company approved the issuance of the stock subscription

rights as stock options on June 24, 2005.  In accordance

with Articles 280-20 and 280-21of the Code, the stock sub-

scription rights were issued free to directors and executive

officers of the Company and subsidiaries, and the amount

paid in upon exercise of such subscription rights is ¥1 per

share.

Millions of yen
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To the Shareholders and the Board of Directors of Daiwa Securities Group Inc.:

We have audited the accompanying consolidated balance sheets of Daiwa Securities Group Inc. and subsidiaries as of

March 31, 2005 and 2004, and the related consolidated statements of operations, shareholders’ equity and cash flows for

each of the three years in the period ended March 31, 2005, expressed in yen.  These consolidated financial statements

are the responsibility of the Company’s management.  Our responsibility is to express an opinion on these consolidated

financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan.  Those standards require

that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of

material misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in

the financial statements.  An audit also includes assessing the accounting principles used and significant estimates made

by management, as well as evaluating the overall financial statement presentation.  We believe that our audits provide a

reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consoli-

dated financial position of Daiwa Securities Group Inc. and subsidiaries as of March 31, 2005 and 2004, and the consoli-

dated results of their operations and their cash flows for each of the three years in the period ended March 31, 2005, in

conformity with accounting principles generally accepted in Japan.

Without qualifying our opinion, we draw attention to the following. 

(1) As discussed in Note 2 to the consolidated financial statements, Daiwa Securities Group Inc. and domestic subsidiaries

made an early application of the new Japanese accounting standards for recognition of impairment of long-live assets

in the year ended March 31, 2004.

(2) As discussed in Note 24 to the consolidated financial statements, on May 13, 2005, NIF Ventures Co., Ltd., one of the

major subsidiaries of the Company, entered into a merger agreement with SMBC Capital Co., Ltd., and decided to

issue new shares on the same day.

On May 13, 2005, a shareholder agreement was made among the Company, Sumitomo Mitsui Financial Group Inc. and

Sumitomo Mitsui Banking Corporation regarding basic matters related to the management of the newly formed company

after the merger mentioned above.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the year ended March 31,

2005 are presented solely for convenience. Our audit also included the translation of yen amounts into U.S. dollar amounts

and, in our opinion, such translation has been made on the basis described in Note 1 to the consolidated financial state-

ments.    

Tokyo, Japan

June 27, 2005

Independent Auditors’ Report




