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Financial Highlights

Daiwa Securities Group Inc. and Consolidated Subsidiaries

Millions of yen Millions of
(Unless otherwise specified) U.S. dollars™
FY2003 FY2004 FY2005 FY2005
Market Data
TOPIX (annual average, index) 980 1,140 1,391 —
TSE average daily trading value 1,172,401 1,425,561 2,404,551 20,552
Ten-year Japanese government bond yield (annual average, % per annum) 1.12 1.52 1.43 —
Foreign exchange rates (annual average): Yen per U.S. Dollar 113.0 107.4 113.2 —
Yen per Euro 132.6 135.1 137.7 —
Operating Performance
Operating revenues 453,814 519,337 845,660 1,227
Net operating revenues 352,435 390,432 579,359 4,951
Selling, general and administrative expenses 259,915 275,544 325,199 2,779
Operating income 92,520 114,888 254,160 2,172
Ordinary income 96,130 120,433 260,651 2,227
Net income 42,637 52,665 139,948 1,196
Balance Sheet
Total assets 10,765,665 12,378,962 14,898,891 127,340
Total risk assets ? 518,331 499,084 797,458 6,815
Total shareholders’ equity 604,170 648,332 792,281 6,771
Per Share Data Yen U.S. dollars™
Net income™ 31.66 39.03 103.90 0.89
Total shareholders’ equity”® 453.60 486.70 598.27 5.1
Cash dividends 10.0 13.0 34.0 0.29
Financial Ratios %
Return on equity (ROE)™ 74 8.4 19.4
Equity ratio 5.6 5.2 5.3
Other Data
Total number of employees 11,565 11,295 11,506

*Notes:

1. Translations of the Japanese yen amounts into U.S. dollars are made at the rate of ¥117.00 per U.S. dollar, solely for the convenience of readers.
2. Total risk assets are calculated as the sum of private equity and other securities, tangible fixed assets, investment securities, and other investments.

3. Net income and shareholders’ equity per share are computed based on the average number of shares outstanding during the year.

4. ROE is computed based on the average total shareholders’ equity at the beginning and end of the fiscal year.
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This annual report may contain forward-looking statements about the Daiwa Securities Group. You can identify these statements by the fact that they do not relate strictly to his-
toric or current facts. These statements discuss future expectations, identify strategies, contain projections of results of operations or of financial condition or state other “forward-
looking" information. These statements are based on currently available information and represent the beliefs of the management of the Daiwa Securities Group. These statements
are subject to numerous risks and uncertainties that could cause the Daiwa Securities Group's actual results, performance, achievements or financial condition to differ materi-
ally from those described or implied in the forward-looking statements. The Daiwa Securities Group undertakes no obligation to publicly update any forward-looking statements
after the date of issuance of this annual report. These potential risks and uncertainties include, but are not limited to: competition within the financial services industries in
Japan and overseas, our ability to adjust our business focus and to maintain profitable strategic alliances, volatile and sudden movements in the international securities markets,
foreign exchange and global economic situations affecting the Daiwa Securities Group. “FY 2005" refers to the fiscal year ended March 31, 2006, and other fiscal years are referred
to in a corresponding manner.



The Daiwa Securities Group and the Changing Japanese Securities Industry
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1. Dramatic change in profit structure of securities companies over the past decade

The past 10 years have brought major changes to the busi-
ness environment surrounding the Japanese securities
industry and to the profit structures of securities companies.

Following large-scale reforms implemented in the
United States and the United Kingdom, from 1997 the
government instituted a series of “Japanese Big Bang”
reforms aimed at stimulating financial markets. The
reforms led to a number of market deregulation measures.

The full-scale deregulation of brokerage commissions
in October 1999 had the most dramatic impact on the
operations of securities companies. Prior to that, in
December 1998 the industry shifted from a licensing sys-
tem to a registration system, which led to a succession of
new companies entering the market. Meanwhile, the wide-
spread use of the Internet at homes sparked an increase
in the market entry by online brokers, whose market share
grew sharply due to considerable reductions in commis-
sions charged. Amid the subsequent collapse of the so-
called “IT bubble” in 2000 and a period of prolonged
deflation, the stock market continued to languish, forc-
ing many securities firms to create a new business model—
one that breaks away from the traditional profit structure
relying on brokerage commissions.

In response, the top Japanese securities companies
searched for new ways to do business, notably through
“consulting-focused sales” and “solutions-based services.”

(¥ billion)
350

First financial big bang
Mar 98: Financial holding companies permitted
300 Dec 98: Investment trust sales through banks permitted
Dec 98: Securities company certification system shifts from licensing
to registration

In the retail market, Japanese individuals, whose com-
bined financial assets are estimated at around ¥1,500 tril-
lion, are seeking more effective investment vehicles for
their assets amid prolonged low interest rates and uncer-
tainty about the future of the national pension system.
For this reason, they are shifting their emphasis toward
foreign bonds and investment trusts, a trend also under-
scored by the government’s support for “savings to invest-
ment”. In response, securities companies are deploying
their experience and expertise in high-risk, high-return
financial products to promote consulting-focused sales
tailored to the needs of individual customers, covering
everything from proposal of investment plan to provision
of financial products and management of assets.

In the wholesale market, there has been a growing
trend for companies to choose the financial institutions
as their partner, which can address the fund-raising, asset
management, and other diverse financial needs by offer-
ing comprehensive solutions. Securities companies are
responding by strengthening their information supply and
product development capabilities.

Facing such a changing business environment, the
Daiwa Securities Group acted early to discard its tradi-
tional business structure and address the structural trans-
formation of the securities industry. In this annual report,
we provide a detailed explanation of the track of our evo-
lutional change and our future business advancement plans.
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2. Market environment—"Savings to Investment” move by individuals and firm corporate earnings

Market trading value has hit record high for three consecutive Market trading value for FY2005 was the highest in 16 years. Overseas
quarters while TOPIX soared. and individual investors’ active trading led the move.
TOPIX, market trading value and volume Breakdown of market trading value by investors
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Source: Tokyo Stock Exchange (TSE) Survey limited to securities firms with over ¥3 billion in capital. Includes after-hours transactions.

Source: TSE

“Savings to Investment” move is continuing as individual investors’ interests in equity products such as stocks and investment trusts have risen.
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Firm corporate earnings have inspired more capital investments and fund-raisings utilizing public offerings and bond issuance.
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3. Market position of the Daiwa Securities Group

Daiwa Securities’ retail equity market share had declined due to the
expansion of online trading, but it has recovered by renewal of its
online channel platform and commission rate cut.

Daiwa Securities
Equity brokerage commissions and retail market share
(¥billion) (%)
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== Daiwa Securities’ retail market share (right)
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Equity investment trust assets in Japan have dramatically increased
with expanding distribution channels such as banks and post offices,
meanwhile market share of Daiwa Asset Management has risen by
the expansion of its core products including Daiwa Global Bond Fund.

Daiwa Asset Management
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4. The Daiwa Securities Group’s earnings structure
Earnings sources have been diversified and dependence on equity commissions has declined.
Still Japan-related business is core but more focus on Asia and Oceania business
The Daiwa Securities Group
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Message from the CEO

Maximizing shareholder value is not going to be achieved
by a single executive. The company’s day-to-day activity
is built on the activity of each and every employee, whose
efforts are reflected in the company’s business results.
This is what leads to shareholder value. In FY 2005, the
Daiwa Securities Group reported its best performance
since the “bubble” era—a major feat and testimony to
the efforts of all Group employees.

FY 2006 marks the beginning of the Group’s new medi-
um-term management plan, entitled “Passion for the Best
2008”. My most important task as CEO is to create a cor-
porate culture and working environment that enable
employees to realize their full potential—one that makes
them feel motivated and satisfied to work for the Daiwa
Securities Group. | want to “fuel the passion” of employ-
ees to create the “greatest” organization possible and
attract the type of people that can make the Group the
best in the industry.

1. FY 2005 in Review

Previous strategies bear fruit under improved business
conditions

In FY 2005, we enjoyed a favorable macroeconomic environment
and a vibrant equity market, which had a beneficial effect for our
group business. The struggling Japanese economy finally made a
break through and forged ahead pushing real GDP growth to 3.2%
for the fiscal year. The Nikkei 225 Average surged 46% during the 12
months, driven by overseas and individual investors. The average
daily trading value on the Tokyo Stock Exchange jumped 68.7%
year-on-year, to ¥2,404.5 billion—the highest in history.

The highlight of the year was the real takeoff of the “savings to
investment” move by Japanese individuals, whose financial assets
are estimated to total around ¥1,500 trillion. The era has arrived in
which individuals understand the nature of taking risks and think
seriously about managing their own assets. In the meantime, cor-
porations, supported by solid performances, are expanding their
operations and adopting a more aggressive investment approach,
pursuing M&As and other proactive strategies.

FY 2005 was the final year of the Group’s previous three-year
management plan that began in April 2003. We are pleased to report
that our results for the year greatly exceeded the targets set out in the

President and CEO

Shigeharu Suzuki
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plan. For example, we posted a 2.2-fold increase in ordinary income to ¥260.6 billion—well
above the plan’s target of ¥127.0 billion. In addition, consolidated return on equity (ROE)
reached 19.4%— the highest among Japan’s top 3 securities houses, which I am most

proud of.

2. From Previous to New Medium-term Management Plan

FY 2005 Performance Highlights
Creating a unique retail business model: Offering both face-to-face and online
services

In the retail securities business, we think it is crucial to provide services that reflect the cus-
tomers’ perspective. With this in mind, Daiwa Securities offers two service “courses” to retail
customers: “Daiwa Consulting” course, for those who desire face-to-face consulting, and
“Daiwa Direct” course, for those who prefer online trading. Customers can choose the
course that best suits their trading style. We believe that the exceptional features of our
unique business model led us to the success in FY 2005.

Now let me briefly discuss the three fields we have been strategically focusing on over
the past year.

First of all, with Daiwa Consulting, we proposed a wide spectrum of products and
services to meet the specific needs of customers. These included various equity and bond
type investment trusts, foreign bonds, and SMA (Separately Managed Account). During
the period we also pursued an asset gathering sales style. We are confident that this con-
cept has penetrated well into our sales force over the past year, which is very important for
us going forward in establishing a win-win relationship with our clients. As a result,
Daiwa Securities had ¥27.6 trillion of retail assets under custody at fiscal year-end, con-
siderably higher than the ¥21.5 trillion target set under the previous medium-term plan.
Notably, net assets of Daiwa Global Bond Fund, managed by Daiwa Asset Management,
exceeded ¥1 trillion. It is now the second largest investment trust in Japan.

Secondly, with respect to Daiwa Direct, we introduced a flat-fee system, which became
effective for margin transactions in May 2005 and for cash transactions in July 2005. We
have also succeeded to establish a unique business model by utilizing our branch net-
work and providing access to our analyst reports from Daiwa Institute of Research (DIR).
This is only possible because we keep the online operation within Daiwa Securities and we
believe it makes it difficult for dedicated online brokers to emulate. As a consequence, we
reported substantial year-on-year gains in assets under custody, number of accounts, and
online margin balance.

Thirdly, “Daiwa SMA”, our wrap account service for high-net-worth individuals, is
enjoying a faster-than-expected growth. We think the performance-based fee scheme,
and the “custom-built” service, as we do all from consulting to management within Daiwa
Securities, are the two key factors to the success of this service. The contract assets under
management of Daiwa SMA surged to ¥159.1 billion, well above our target of ¥100 bil-
lion, and placing Daiwa Securities at the top of the industry (based on the data released by
the Japan Securities Investment Advisers Association, as of March 31, 2006).



Message from the CEO

Wholesale and investment businesses: Increased earnings and presence

Daiwa Securities SMBC, which handles the Group’s wholesale securities business,
made significant progress in FY 2005. Taking full advantage of the formidable client
base, built from our collaboration with Sumitomo Mitsui Banking Corporation, we
stepped up cross-divisional activities, from underwriting and product development
to brokerage. In particular, we expanded our business in providing high-value-added
products, notably in structured bonds and derivatives, as well as financing vehicles
utilizing SPS (Structured Principal Solution) Program. As a result, consolidated net
gain on trading, mainly driven by Daiwa Securities SMBC, reached ¥224.9 billion, far
surpassing the ¥140 billion target set under the previous medium-term plan. In the
lead-manager league tables, we seized the No. 1 spot for IPOs, and for the third suc-
cessive year in total corporate bonds.

We are also actively expanding our private equity investments that are mainly car-
ried out by Daiwa Securities SMBC Principal Investments (Daiwa Securities SMBC
PI). In FY2005, we made large-scale investments in companies such as SANYO
Electric and Sumitomo Mitsui Construction. As a result, Daiwa Securities SMBC
PT’s fiscal year-end investment balance rose to ¥310 billion, highlighting our greatly
enhanced presence in this field.

New medium-term management plan: Seeking to become “Japan’s best
securities group”

Building on this record of success, in April 2006 the Daiwa Securities Group stepped
up efforts to cement its position as “Japan’s best securities group.” Specifically, we ini-
tiated a new Group’s medium-term management plan, called “Passion for the Best
2008.”

Under the new plan, we will further reinforce our earnings foundation by adding a
fourth core segment—Investment—to our three current core activities in retail secu-
rities, wholesale securities, and asset management.

In quantitative terms, we are targeting consolidated ordinary income of ¥350 bil-
lion and consolidated ROE of 15% or higher for the year ending March 2009, the
third and final period of the plan. Specific targets include ¥45 trillion or higher in
retail assets under custody, the No. 1 rank in the league tables in the wholesale segment,
equity investment trust assets of ¥11 trillion or higher in the asset management seg-
ment, and ¥5 trillion or higher in investment advisory assets. In qualitative terms, we
intend to become “Japan’s best” in every aspect, including customer satisfaction, legal
and ethical compliance, corporate social responsibility (CSR), and information dis-
closure.

* For details of the Group's new medium-term management plan, see p.28-33.
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3. Earning the Public’s Trust and Raising Corporate Value

Corporate governance

In 1999, we became Japan’s first listed company to switch to a holding company struc-
ture. Prior to that time, we had already established an Advisory Board, which was
followed by setting up the Compensation Committee in 2000. Two years later, in
2002 we appointed outside directors in an effort to further separate management and
supervisory functions. As a natural progression, in 2004 we shifted to a “committee sys-
tem” of corporate governance, thus clearly differentiating the business execution func-
tion from the supervision and evaluation functions. Accordingly, the Group has con-
tinued to build a highly transparent and impartial corporate governance framework. We
have also worked hard to improve the quality of our internal control system. In FY
2005, for example, we set up a systems auditing framework within the internal audit
division of the Group. We also established an information security management sys-
tem and instituted measures to monitor and verify our responsiveness to the Personal
Information Protection Law.

Ultimately, however, the goal of corporate governance is to “pinpoint and prevent
systematic misconduct as well as arbitrary or uncontrolled actions by management,
and to establish a trend in which all employees adhere to the Group’s corporate prin-
ciples”. I believe that we will achieve this goal if we can ensure that all employees are
constantly aware of social expectations, embrace their jobs with pride, and feel moti-
vated to work at the Daiwa Securities Group. In my desire to promote such a mind-
set throughout the Group, I work year-round to visit our branches nationwide and
speak directly to our employees.

CSR initiatives

I believe that the essence of corporate social responsibility (CSR) is to contribute
to the creation of a better society through our regular business activities. Our role
is to build bridges between companies seeking to raise funds and investors desiring
more effective management of their assets. By satisfying the needs of both parties, we
are performing a valuable public service by providing a function that supports smooth
economic and social development. The public service attributes inherent in the secu-
rities business form the core of our CSR commitment. It is important that all employ-
ees fully appreciate the Group’s social mission and perform their regular businesses
accordingly.

Each year, we publish the Group’s Sustainability Report. Our 2005 report won
the Grand Prize for Sustainability Report (Minister of the Environment Awards),
underlining the high official praise accorded to our CSR approach. Going forward, we
will take CSR initiatives via our core business in an effort to support sound social
development while raising the Group’s evaluation in the eyes of the public.
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Message from the CEO

Return to shareholders

In FY 2005, Daiwa Securities Group Inc. declared an annual cash divi-
dend of ¥34 per share, greatly exceeding the previous record of ¥14. We also
achieved a dividend payout ratio of 32.2% in FY 2005, which is above our
30% target and at a level that we believe is satisfactory for our sharehold-
ers’ expectations.

We regard ROE as one of the most important performance bench-
marks that illustrate how efficiently we are utilizing our shareholders’ cap-
ital. Under our new management plan, we are targeting consolidated ROE
of 15% or higher, and to this end we will aggressively allocate capital to
areas expected to generate high returns. In the absence of investment tar-
gets that enable us to raise corporate value, our policy is to actively return
profits to shareholders.

To shareholders, investors, and employees

From my perspective, conditions surrounding Japan’s financial and capital
markets are quite favorable. Given the acceleration of the “savings to invest-
ment” move, we have a growing opportunity to demonstrate our profes-
sionalism on our home ground—the equity field.

Meanwhile, I believe that Japanese companies, with recovering finan-
cial strength, will expand capital investments and adopt a more assertive
approach to the capital market. This should lead, for example, to increas-
es in M&As aimed at raising corporate value. Given this appropriate evo-
lution of the capital market, the core foundation supporting the financial
services sector is clearly shifting from traditional savings to the securities
business—our home turf.

Improving business conditions, however, will also bring intensified com-
petition. To win against our rivals while achieving sustained growth and
raising corporate value, we must maintain a constant desire to improve and
build on current achievements. As CEO, my responsibility is to provide a job
environment that cultivates strong employee morale, enables workers to
tully realize their creative potential, and helps them approach their jobs
with passion and enthusiasm. If management and employees fail to unite and
overcome formidable challenges, we cannot achieve major success.

We are steadily attaining the No. 1 position in many of our business
tields. Backed by an unprecedented financial performance, I intend to
torge ahead and make the Daiwa Securities Group into the “greatest”
organization from the viewpoint of all stakeholders.

July 2006

Shigeharu Suzuki %
President and CEO %*J% ¢

Daiwa Securities Group Inc.
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The Daiwa Securities Group: Present and Future

at the Daiwa Securities Group?

O What are the features of the business structure

A' Business Structure Overview

The Daiwa Securities Group is a full line securities group of companies providing diversified financial
services under a holding company structure. Daiwa Securities Group Inc. is a pure holding company
that coordinates the Group’s overall operations. The Group is engaged in four core businesses: retail
securities, wholesale securities, asset management, and investment. Each of these core businesses and
other businesses supporting them is led by independent companies in the Group.

Daiwa Securities handles the Group’s retail securities business. Serving mainly Japanese individuals
and unlisted companies, it provides financial products and services via a domestic network of 117
branches (as of September 4, 2006), as well as online and the call center. The Group’s wholesale securi-
ties business is mainly operated by Daiwa Securities SMBC (and its overseas subsidiaries)—a joint
venture with Sumitomo Mitsui Financial Group. The company provides brokerage and investment
banking services, including M&A advisory services, targeting domestic and overseas institutions. The
Group’s asset management business, which includes investment trust and pension fund management, is
handled by Daiwa Asset Management and Daiwa SB Investments. The investment business, a new
core business for the Group, is led by Daiwa Securities SMBC Principal Investments, a wholly owned
subsidiary of Daiwa Securities SMBC, as well as NIF SMBC Ventures*, the only publicly listed sub-
sidiary.

Other Group companies provide support functions. These include Daiwa Institute of Research,
which offers research, consulting, and systems-related services; Daiwa Securities Business Center,
which provides securities back office services; and Daiwa Property, which provides property adminis-
tration for the Group’s branch office network.

* Formed in October 2005 through the merger of NIF Ventures and SMBC Capital.

Features of the Business Structure

A major structural feature of the Daiwa Securities Group is the clear separation of the core retail and
wholesale securities operations. As the respective customers in the retail and wholesale field are differ-
ent to a large extent, so too are their needs. The Group meets the needs of both markets through
companies that, while maintaining cooperative relationships, work independently in the delivery of ser-
vices. In this way, we are able to further raise customer satisfaction and enhance operating efficiency.
Moreover, having separate companies that handle the retail and wholesale businesses, or the sales and
the underwriting functions, also helps to maintain the firm “Chinese wall*” between the two. In addi-
tion, under the holding company structure, Group members can easily access the abundant business
resources available within the Group, including product development capabilities, and business infor-
mation and know-how accumulated in each Group company.

These enable individual companies to maximize their operating efficiency and also enjoy strong
cooperation and complementary relationship within the Group—such benefits represent the key
strengths of the Daiwa Securities Group.

* The ethical and informational barrier between different divisions to avoid conflict of interest
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The business structure of the Daiwa Securities Group

Holding Company

[Daiwa Securities Group Inc.]

Core Business

Asset Management
[Daiwa Asset Management]
[Daiwa SB Investments]

Retail
[Daiwa Securities]

Wholesale Investment
[Daiwa Securities SMBC] [Daiwa Securities SMBC Principal Investments]
[Daiwa Securities Americal] [NIF SMBC Ventures]

Group Support

. Securities Administration,
Research, Consulting, & Systems Branch Office Administration

[Daiwa Institute of Research] [Daiwa Securities Business Center]
[Daiwa Property]

The Daiwa Securities Group in History

1902 Begin operations as Fujimoto Bill Broker
1942 Change name to Fujimoto Securities Co. Ltd.

1943 Fujimoto Securities Co. Ltd. merged with Nihon Shintaku Bank to estab-
lish Daiwa Securities Co. Ltd.

1959 First to commence overseas operations in NY

1998 Conclude final agreement with The Sumitomo Bank Limited on setting
up a joint venture company

1999 First listed company to move to a holding company structure

Establishment of Daiwa Securities SB Capital Markets Co. Ltd. (currently
Daiwa Securities SMBC Co. Ltd.) operating the wholesale business and
Daiwa SB investments Ltd. operating the asset management business,
both joint ventures with The Sumitomo Bank Limited

2001 Establishment of Daiwa Securities SMBC Principal Investments Co. Ltd.
2004 Daiwa Securities Group Inc. to transit to a “Committee System”

2005 NIF Ventures Co., Ltd. and SMBC Capital Co., Ltd. merged into NIF SMBC
Ventures Co., Ltd.
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win the battle for individual financial assets?

O What strengths does Daiwa Securities capitalize on to

A

* Today, the shift of individual financial assets “from savings to investment” in Japan is gathering
momentum. In this situation, the ability to attract large slices of this move will determine the ultimate
winners and losers in the financial services industry. Daiwa Securities, which is in charge of the Group’s
retail securities business, is offering a wide range of financial products tailored to meet a variety of cus-
tomer needs. These products are delivered via two service “courses” “Daiwa Consulting” course, for
those who desire face-to-face consulting, and “Daiwa Direct” course, for those who prefer trading
online or through a call center. In particular, Daiwa Consulting has two major strengths: (1) Distin-
guished “consulting expertise”, allowing the consultants to propose combinations of products with
optimal risk-return profiles suitable for each customer; and (2) Abundant and highly competitive “prod-
uct and service offering capabilities”, supported by various Group companies. These strengths will
enable Daiwa Securities to steadily increase its share of the growing market for securities investments
by individuals.

Strong Consulting Capabilities to Handle Risk Products

When selling equities, investment trusts, and other risk products, it is important to devise combina-
tions of products matched specifically to each customer’s asset profile, investment policy, and risk
tolerance. Such consulting expertise is the core competence of Daiwa Securities, which has many years
of experience in handling risk products. Daiwa Securities has been placing top priority on building
stronger trust with its customers, by offering optimal portfolios tailored to each customer and provid-
ing wide-ranging investment advice in a variety of areas such as taxation and inheritance. When
recommending a portfolio, the Company’s goal is to increase customers’ assets over the medium and
long term. Here, Daiwa Securities actively uses equity products with the potential to generate high
returns, while also recognizing the risk of price declines. In this way, it aims to create a “win-win” situ-
ation, where customers’ financial assets expand, as does Daiwa Securities’ assets—its customer base. In
FY 2005, underpinned by a strong equity market, Daiwa Securities made excellent progress, both in
increasing customer assets and in attracting new cash from individuals. This was achieved by actively
proposing equity products, such as stocks and equity investment trusts.

Capitalizing on these strengths, Daiwa Securities reported a substantial increase in “Daiwa SMA”
contract assets under management. Daiwa SIMA is the name of separately managed accounts (SMAs) tai-
lored specifically to high-net-worth individuals. Indeed, Daiwa Securities seized the No.1 ranking in
the industry for SMIA contract assets (based on the data released by Japan Securities Investment Advisers
Association, as of March 31, 2006).

Enhanced Product and Service Offering Capabilities Supported by Intra-
Group Collaboration

One of Daiwa Securities’ major strengths is its excellent product and service offering capabilities. Here,
we draw heavily on alliances with various Group companies, each with specialized capabilities and
competitive advantages. For example, Daiwa Securities SMBC'’s expertise lies in underwriting and
product origination, while Daiwa Asset Management and Daiwa SB Investments excel in fund devel-
opment and management, and Daiwa Institute of Research has outstanding research capabilities.
Daiwa Securities SMBC, which ranked top in the IPO league table in FY 2005, has enabled Daiwa
Securities to handle a large number/variety of IPO shares. This has attracted much attention of indi-
vidual investors. In addition, Daiwa Global Bond Fund, which is managed by Daiwa Asset
Management and is highly regarded among rating agencies, has maintained its reputation as a high
premium product as it is available only through the Daiwa Securities Group. Its net assets under man-
agement is still continuing to expand after it exceeded ¥1 trillion at fiscal year-end.
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Daiwa Securities Assets under Custody
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(*) “Others” includes customer assets of Daiwa Securities held under custody at Daiwa Securities SMBC.

Daiwa Securities: Net Inflow of Funds (Retail)
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Daiwa Securities’ online strategy?

O What are the distinguishing features and strengths of

A

* The greatest strength of Daiwa Direct is its unique business model, which combines two key features.
First, it offers the convenience of low-cost online trading. Second, it gives a sense of security by provid-
ing support on administrative and operating procedures through its branches and the call center. Daiwa
Direct can also fully utilize the resources of other industry-leading members of the Group. They
include Daiwa Securities SMBC, which has superlative underwriting and product delivery expertise,
and Daiwa Institute of Research (DIR), which is known for its high-quality systems and research. Such
collaboration with Group companies is the source of Daiwa Direct’s competitive edge in the online
securities business, enabling it to further enhance the added value of its services.

Reasonable Fees, Stable and User-friendly Systems, and Full Branch Support

In May 2005, Daiwa Securities revised the fee structure for online transactions under the Daiwa Direct
course. It changed the equity brokerage commission structure and introduced a flat-fee system for mar-
gin transactions. In July, the flat-fee system was extended to cash transactions. As a result, there has
been an increase in the trading value of equity transactions by individual customers, and a rise in Daiwa
Securities’ market share among the total trading value of individual investors in the market. In addi-
tion, Daiwa Securities fully utilizes the strengths of having DIR, a subsidiary with extensive experience
in trading systems within the Group. Using DIR’s expertise, Daiwa Securities has raised the stability
and user-friendliness of its systems by boosting the “capacity” (number of contracts that can be handled
within a fixed period of time), “availability” (stability that prevents system breakdown due to surge in
transactions), and “operationality”. Moreover, it has established online support desks and online trading
corners throughout its 117 branches nationwide. Specialist staff at the online support desks respond to
various inquiries such as about account opening procedures and system operation. Daiwa Direct cus-
tomers can also take part in seminars and presentations held at branches across Japan. Furthermore,
Daiwa Securities expanded its call center to 450 seats in April 2006, which is one of the largest in the
industry.

In short, Daiwa Direct’s greatest strength lies in the combination of services it provides—the support
provided by branches and the large call center which is not available from online brokers, as well as a
reasonable fee structure, and a highly stable, user-friendly online trading system.

Product and Investment Information Appeal Enhanced by Group
Resources

Daiwa Securities boasts a broad range of products, including domestic and overseas equities, bonds,
and investment trusts. It is also an industry leader in terms of the amount of IPO stocks it provides,
thanks to the underwriting prowess of Daiwa Securities SMBC. In July 2006, Daiwa Securities raised
the chance of purchasing stocks through its IPO stock draw service from 5% to 20%, making the ser-
vice more attractive.

Daiwa Direct also provides high-quality investment information services. For example, it established
the “Daiwa Online Library”, through which customers can read reports by DIR’s top-class analysts and
economists* on the same day these are published.

* DIR received the No.1 Analyst Ranking for 2006 by the Nikkei Financial Daily.
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%) Daiwa Securities: Online Ratio for Individual's Stock Trading
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10-year History of Daiwa Online Trade

Apr. Begin Japan's first online-brokerage service “Daiwa Direct”, 2004 Apr. Begin offering of receiving transaction service with commercial
handling mini stock transactions only banks
Jun. Begin offering of unit stocks May Begin offering of multiple-function charts and DIR analyst
Jan. Begin to offer Daiwa MMF and Medium-term Government reports
Securities Funds Jul. Substantially enrich investment information contents
Apr. Begin offering of Daiwa foreign currency MMF (US$) Sep. Begin to offer JGBs for individuals
Jan. Begin offering of investment trusts Oct. Begin to offer open-end margin transactions
Feb. Begin Japan's first mobile trading service Begin offering of lottery service for public offering shares
Apr. Begin offering of call center service for “Daiwa Direct” as its Begin to provide stock portfolio analysis service
help desk (25 seats) Nov. Begin to provide life plan simulation service
May - Begin to offer stock price information service via e-mail 2005 May “Daiwa Direct” course to revamp services, lowering commission
Jul. First domestic securities company to begin operation of a rates and introducing flat-free system
full-scale call center Jul. Implementation of loop transactions
Introduce “Three-Service Package” (Three trading channels) Implementation of “Daiwa Online Library”
Expand its mobile trading service to other carriers Oct. Begin offering of Daiwa e-Member service
Oct. Begin offering of Nikkei's data browsing service for “Daiwa Direct” Begin to offer Hong Kong stocks and currency exchange transac-
Apr. Begin lottery service for IPO stocks tions
Sep. Begin to provide applications for mobile phones Nov. Begin offering of margin transaction service via mobile
Nov. Begin offering of margin transaction service via call center 2006 Feb. Begin “Daiwa FX", forex margin transaction service
Jan. Begin offering of margin transactions service over the Internet Mar. Enrich services on mobile sites
Mar. Begin to offer receiving transaction service with postal savings Expand to provide applications for other carrier
May  Introduce“Two trading-courses” (Two service channels) Apr. Expand size of call center to 450 operators
Begin offering of electronic issuance of prospectuses Begin to offer Daiwa trading board information service
Aug. Begin offering of Daiwa up-dates by e-mail service Revise transaction display design

Sep. Begin offering of automatic update stock price board service Upgrade margin transaction service
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wholesale securities business?

O What are Daiwa Securities SMIBC’s strengths in the

A

* The major strength of Daiwa Securities SMBC is its unique business model, being the only dedicated
wholesale securities company in Japan formed through a joint venture between a major securities com-
pany and a megabank. This is because Daiwa Securities SMBC can develop its business by drawing on
the broad customer bases of both the Daiwa Securities Group and Sumitomo Mitsui Banking Corpo-
ration (SMBC).

Daiwa Securities SMBC aims to become “Japan’s best investment bank” by capitalizing on the fol-
lowing advantages. The first is its ability to propose optimal solutions that meet the needs of both
corporations and investors through the capital market. The second is its strong sales force utilizing the
close link with Daiwa Securities, which has strong ties with domestic individual investors, and Daiwa
Securities SMBC’s own network of domestic and overseas institutional investors.

Alliance with SNIBC

The source of Daiwa Securities SMBC’s competitive edge lies in its alliance with SMBC, a prominent
domestic megabank. With its extensive and robust corporate network, SMBC introduces clients
requiring access to the capital market to Daiwa Securities SMBC, who is fully equipped to meet these
requirements. The synergies of the alliance are particularly evident in the investment banking area. For
example, Daiwa Securities SMBC seized the No.1 ranking in the IPO league table for FY 2005, and
also achieved the No.1 ranking for total corporate bonds (corporate and agency bonds) for the third
consecutive year.

Delivering Powerful Solutions

Collaboration between its investment banking, product development, and sales divisions enables Daiwa
Securities SMBC to offer optimal solutions using the capital market. In the process, it helps client
companies raise corporate value and competitiveness while providing investors a diversity of invest-
ment vehicles. For example, Daiwa Securities SMBC served as a financial adviser to Nippon Sheet
Glass in this company’s friendly takeover of U.K.-based Pilkington, which was announced in February
2006. Daiwa Securities SMBC also provided financial support for this major cross-border M&A deal,
valued at around ¥616 billion, by underwriting ¥77 billion, or 70% of the ¥110 billion, of unsecured
third-party-allocation-type convertible bonds issued by Nippon Sheet Glass. For this deal, Daiwa
Securities SMBC provided Nippon Sheet Glass with a tailor-made fund procurement solution utiliz-
ing its unique Structured Principal Solution (SPS) Program*.

Daiwa Securities SMBC also provides investment solutions that meet the various needs of investors
regarding portfolios and risk tolerance. It does this through the flexible development and initiation of

structured bonds, such as “Contingent Super CMS” bonds and “ENMAN?” bonds.

*See P.46 "Review of Operations: Wholesale”

Domestic and Overseas Sales Networks

In the domestic investment banking field, Daiwa Securities SMBC has an advantage over major foreign
investment banks due to its extensive sales network, covering investors in both Japan and overseas. In
this regard, Daiwa Securities, which mainly serves domestic individual investors, plays an important role,
providing a broad channel linking the ¥1,500 trillion of financial assets held by individuals with the
ever-increasing fund procurement needs of corporations. Also, with a powerful network of domestic and
overseas institutional investors, backed by the ability to deliver impressive research, Daiwa Securities
SMBC is well positioned to demonstrate its solution prowess.
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FY 2005 Lead Manager League Table for Daiwa Securities SMBC
Total corporate bonds “ Primary.and sef:ondary
(Corporate & Agency bonds) equity offerings
Ist Daiwa Sec. SMBC a Sec. SMBC Nomura Nikko Citigroup Mizuho
19.2% 31.0% 34.1% 20.2% 19.5%
ond Nomura Nomura Daiwa Sec. SMBC Mizuho Daiwa Sec. SMBC
18.7% 22.3% 26.2% 20.1% 16.2%

Mitsubishi UFJ  Nikko Citigroup  Nikko Citigroup Nomura Mitsubishi UFJ

< 17.2% 21.1% 10.3% 12.5% 13.2%

ath Mizuho Mitsubishi UFJ Mizuho Nikko Citigroup
16.8% 9.9% 7.6% 11.2% 6.8%

5th Nikko Citigroup CSFB Goldman Sachs Mitsubishi UFJ Nomura
14.2% 3.5% 6.1% 10.7% 6.3%

Note:  Primary and secondary equity offerings based on settlement dates, IPOs based on listing dates, total corporate bonds and SAMURAI based on launch dates. Joint
lead manager allotment based on underwritten amount. REITs are not included.

Source: Daiwa Securities SMBC, I-N Information Systems, Ltd for ABS table

M&A Advisory League Table for Any Japanese Involvement Announced

Number of deals Jan 1, 2005 -Dec 31, 2005) Source: THOMSON FINANCIAL
1 Mitsubishi UFJ Financial Group 159 55,044.40
2 Nomura 143 4.8 93,046.10 19
3 Mizuho Financial Group 128 4.3 18,526.00
4 Daiwa Securities SMBC 120 4.0 19,434.00
5 Nikko Cordial Securities 83 2.8 3,683.50
6 KPMG Corporate Finance 53 1.8 23,876.40
7 Goldman Sachs 39 1.3 14,353.60
8 Citigroup 31 1.0 18,249.60
9 Merrill Lynch 29 1.0 62,243.70
10  PriceWaterhouseCoopers 25 0.8 5,534.60

Examples of Structured Bonds

Callable bond A bond which may be redeemed by the issuer prior to the maturity (early redemption) at a previously agreed
upon time and price. Investors may be able to receive interests higher than those of ordinary bonds while
taking on the risk of earlier redemption called "call provisions."

Floater bond A bond whose interest payment is linked to a market interest rate, such as six-month interest rate. When
the market interest rate rises, the interest payment increases but when they fall, the payment interest also
decreases.

Reverse dual currency bond In this bond, the principal and redemption are paid in yen and interests during the period are paid in a for-
eign currency. When the yen depreciates, interest payment increase. When the yen appreciates, interest

payment decreases.
CMS bond Abond where interest payment is linked to the difference between long-term interest (example: 10-year or
(swap rate link bond) 20-year swap rate) and short-term interest (example: one-year or two-year swap rate). When the yield curve

steepens (increase in long-and short-term interest difference), interest payment increases and when the
curve flattens (decrease in long-and short-term interest difference), interest payment decreases.

ENMAN bond Interest payment is linked to the stock price and the principal is fully redeemed. When the stock price rises,
interest payment increases but the bond is subject to earlier redemption.
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strategies for the principal investment business?

O What are the Group’s current activities and future

A

* In the principal investment business, we invest our own capital mainly in corporations, monetary
claims, and real estate, with the aim of generating high returns while controlling risks. Daiwa Securities
SMBC Principal Investments (Daiwa Securities SMBC PI), a wholly owned subsidiary of Daiwa
Securities SMBC, is engaged in this business. Under the Group’s new medium-term management
plan, we are focusing on this business as one of the four pillars of the Group’s operations.

As of March 31, 2006, the Daiwa Securities SMBC PT’s investment amount was ¥310 billion, repre-
senting a sharp 3.4-fold jump from a year earlier. Going forward, we will seek to generate stable earnings
through exits from our current investments, while identifying new investment opportunities. By March
2009, Daiwa Securities SMBC PI is targeting to increase the investment amount to more than ¥400 bil-
lion.

SMBC Alliance Leads to Lucrative Investments

Amid ongoing amendments to laws and accounting systems and growing requests from shareholders
for improvements in corporate value, principal investments, which increase investment value by partic-
ipating in the management of the investee company, are assuming a greater presence. Meanwhile,
investment techniques are becoming more diverse, exemplified by brisk M&A activities as well as
delistings through management buyouts and carve-outs (partial spin-offs) funded by the growing pri-
vate equity market. In this context, opportunities for principal investments are expected to increase
even further. To invest our own capital with maximum efficiency and reap high returns, we must be
able to identify and seize good-quality investment opportunities. Daiwa Securities SMBC PI working
closely with Sumitomo Mitsui Banking Corporation (SMBC), is constantly finding deals and compil-
ing an impressive record of high-quality investments.

To pinpoint investment targets, we bring together the broad customer base of SMBC with the
renowned due diligence (fair assessment of capital) capabilities of Daiwa Securities SMBC PI. As a
result, Daiwa Securities SMBC PI has concluded numerous symbolic deals. In FY 2005, it made a
number of large-scale investments, including SANYO Electric (underwriting ¥125 billion out of ¥300
billion of preferred shares) and Sumitomo Mitsui Construction (underwriting ¥49 billion of preferred
shares.) As a result, Daiwa Securities SMBC PI had a fiscal year-end investment amount of ¥310 bil-
lion, a 3.4-fold increase from a year earlier. Regarding investments in Japanese corporations, Daiwa
Securities SMBC P1 is one of the largest players in the market.

Going forward, we will focus further resources on investments in corporations in order to maximize
opportunities. At the same time, Daiwa Securities SMBC PI will establish a stable income-generating
foundation through investments in monetary claims and real estate. It will also actively target new
areas, such as emissions trading, to augment our income base.

Boosting Income through Constant Exits of Investments

In FY 2006 and beyond, expanding profits from ongoing exits of investments will become an increas-
ingly important part of the Group’s principal investment business. Back in September 2004, Daiwa
Securities SMBC PI invested ¥3.5 billion in Cabin, a women’s fashion retailer. In April 2006, it sold all
of its holdings in Cabin to Fast Retailing, a casual fashion chain store operator. This was Daiwa Secu-
rities SMBC PT’s first full-scale exit from a private equity investment. Daiwa Securities SMBC PI will
continue to utilize its expertise accumulated over the years in corporate revitalization and value
enhancement, and cooperate with Group companies to achieve remarkable earnings growth in the
principal investment business.
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Daiwa Securities SMBC Principal Investments: Total Investment Amount

(¥ billion)
350

300

Funds

Real estate

250

Monetary claims

200

150

100

Private equity and PIPEs

50

SANYO Electric Co., Ltd.
(Tokyo Stock Exchange 1st Section listed)

Sumitomo Mitsui Construction Co., Ltd.
(Tokyo Stock Exchange 1st Section listed)

Maruzen Co., Ltd.
(Tokyo Stock Exchange 1st Section listed)

Mitsui Kanko Development Co., Ltd.

Mitsui Mining Co., Ltd.
(Tokyo Stock Exchange 1st Section listed)

Daiwa Seiko, Inc.
(Tokyo Stock Exchange 1st Section listed)

Arysta Life Science Corporation

Meisei Electric Co., Ltd.

(Tokyo Stock Exchange 2nd Section listed)

0GIHARA CORPORATION,

Nikko Electric Industry Co., Ltd.

3/03

March 2006

September 2005

August 2005

August 2005

March 2005

October 2004

September 2003

February 2003

January 2003

December 2001

3/04

(Private Investment in
Public Equities)

3/05 3/06 (month-end/year)

Private Equity and PIPEs as of July 2006

Investment
period (beginning) Company Y

Major electrical appliance company. Manufactures service products and
provisions in consumer, commercial, component, and other 4 divisions.
Global leader in rechargeable batteries.

Major general contractor. In particular, PC bridges in civil engineering and
high-rise apartment buildings in construction.

Major bookstore. Has bookstores nationwide, and also involved in sale of
stationary and office supplies, with strength in academic information ser-
vices for universities and government agencies and libraries operation
outsourcing services.

Major hotel chain. Engaged in hospitality business, mainly hotels and
leisure, with 25 facilities nationwide.

Major natural resource supplier. Centering on sale of coal, cokes, oil, and
other energy resources, the company operates businesses in chemical
engineering machinery, construction materials, transportation, environ-
ment, and other areas.

Sporting goods manufacturer centered on fishing gear. A global leader in
fishing gear. Also handles tennis, golf, and cycling gear.

World-class agrochemical manufacturer. Besides agrochemical business,
the company engages in healthcare, organic chemical intermediates, and
animal health products businesses. It also manufactures environmental
measurement systems.

Measures earthquakes, tsunamis, and other meteorological phenomena
and develops disaster prevention systems. Its satellite measurement tech-
nology is the highest level in Japan.

The world's largest press metal mold manufacturer for automobiles. Sup-
plies press metal molds to automobile manufacturers around the world.

Automobile component manufacturer. Mainly manufactures electrical
components for diesel engines.
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Sumitomo Mitsui Financial Group?

()6 What plans are in place for the alliance with

A

* The Daiwa Securities Group has a strong alliance with Sumitomo Mitsui Financial Group (SMFG).
The alliance is of major strategic importance and a key factor in our competitive edge. At present, there
are no plans to integrate or merge the two groups, but we intend to actively pursue further alliances and
collaborations in areas where synergies can be derived.

Current Status of Alliance and Collaboration

The alliance between the two groups has led to the establishment of three companies: Daiwa Securities
SMBC, Daiwa SB Investments, and NIF SMBC Ventures, established in October 2005 through the
merger of NIF Ventures of the Daiwa Securities Group and SMBC Capital of SMFG.

Daiwa Securities SMBC is the only hybrid-type wholesales securities company formed jointly by a
leading securities company and a megabank. It has a major presence in the industry, providing under-
writing, M&A advisory, and a host of other investment banking services. In the asset management
tield, Daiwa SB Investments has built a solid track record in pension fund management, and especially
renowned for its value-style investment approach. It also launches and manages investment trusts to be
sold through banks. NIF SMBC Ventures, meanwhile, is one of Japan’s most prominent venture capital
firms. It has both the expertise of a bank in terms of identifying new deals and of a securities company
with respect to raising corporate value.

As illustrated by these joint venture companies, the Daiwa Securities Group and SMFG have
alliances and collaborations in a multitude of business fields. Together, we are building a framework
that allows both parties to fully demonstrate their respective strengths—most notably the broad cus-
tomer bases of the two groups, and experience and expertise of the Daiwa Securities Group in the
capital market. For example, in the wholesale area, we cooperate in the financing arrangement business
where Sumitomo Mitsui Banking Corporation (SMBC) introduces client companies with financing
needs to Daiwa Securities SMBC. In addition, structured bonds and other asset management products
developed by Daiwa Securities SMBC are made available to SMBC, which acts as a securities interme-
diary. We also collaborate in the investment business, by providing financial solutions for corporate
revitalization and supporting venture enterprises in their listing procedures.

Future Plans

In these ways, the proactive alliances between the Daiwa Securities Group and SMFG are generating
major benefits, particularly in the wholesale securities business. On the other hand, there are no capital
tie-ups in the retail business between the two groups. Nevertheless, with the help of Daiwa Securities
SMBC, Daiwa Securities is involved in the securities intermediation business where SMBC sells struc-
tured bonds, foreign bonds, and other products to its corporate clients. This relationship is making
steady progress. Furthermore, we are expanding the scope of our alliances in various fields targeting
individual investors. Through the “Daiwa SMA” service for high-net-worth individuals, for example,
Daiwa Securities addresses the needs of super-wealthy customers of SMBC. We are also working
together on the loan business by introducing SMBC’s housing loans to Daiwa Securities’ individual
customers.

Stepping up these and other tie-ups in the future, the Daiwa Securities Group will actively work on
the collaboration with SMFG, including capital alliances, in fields where the greatest synergies can be
generated and benefits for our stakeholders can be maximized.
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Capital Ties and Collaboration Chart of the Daiwa Securities Group
and Sumitomo Mitsui Financial Group
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Q 07 What are the capital allocation and dividend policies?

A

Targeting sustainable growth in shareholder value, the Daiwa Securities Group considers return on
equity (ROE) as a key benchmark for measuring how efficiently it manages its shareholders’ capital. To
maintain ROE at a high level, we allocate more capital to businesses that are expected to generate
higher revenues, while actively returning profits to shareholders when surplus capital becomes avail-
able. We have also introduced an integrated management of risk, return, and capital, enabling us to
allocate capital efficiently while carefully monitoring both risk and return. In these ways, we work to
achieve a steady increase in earnings on a consolidated basis.

ROE-focus and Capital Allocation

Our policy is to allocate capital efficiently based on the cost of capital for each business division. By
maintaining a profit margin in excess of the cost of capital for each division, we will realize higher con-
solidated ROE.

Under the Group’s new medium-term management plan, we are targeting consolidated ordinary
income of ¥350 billion or higher. Once we achieve this target, we expect the retained earnings alone
will push up shareholders’ equity to exceed ¥1 trillion by the end of FY 2008, the final year of the plan.
The increased capital will be allocated efficiently in order to maintain consolidated ROE at 15% or
higher.

In the retail and asset management businesses, we plan to raise ROE by increasing the operating
assets of each business while keeping capital at current levels. In the wholesale and investment areas, we
will actively increase capital allocation, adopting an aggressive risk approach aimed at producing high
returns. We will also retain standby capital in preparation for future opportunities in areas such as new
businesses, strategic investments, and M&As.

Dividend Policy

Reflecting the Group’s consolidated results, we pay dividends based on a consolidated payout ratio of
30% semiannually. However, if we consider retained earnings to be sufficient for future business expan-
sion, and our financial situation is stable, we will adopt a more proactive stance towards profit
distribution, including share buybacks and dividend increase.

Integrated Management of Risk, Return, and Capital

In the integrated management of risk, return, and capital, we will implement the following strategies.
First, we will retain ample capital to finance business expansion and allocate the remaining capital effi-
ciently according to the attribute of each business. Second, we will accurately gauge risk levels for each
business and determine capital costs on the basis of such risks. Third, we will raise and stabilize earn-
ings and therefore maintain profit margins well above the cost of capital. In these ways, the Daiwa
Securities Group will strive to maintain solid profitability and stability and achieve sustainable growth
in its corporate value.
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Plan

End of FY 2005 (after dividends)  Ordinary income End of FY 2008 (after dividends)

target under

(¥ billion) Shareholders' equity ROE the plan shareﬁgﬁiuerps%dequity ROE (expected)

Consolidated 763 19.4% 350 1,090 15%
Consolidated (incl. minority interest) 9388 — — 1,380-1,440 =
Retail 203 25.9% 130 250 26%
Wholesale 516 18.2% 190 650-800 14%-17%
Asset Management 42 121% 21 60 21%
Others 226 — = 330-420 —

NoteT: Need to be discussed and adjusted between capital providers for wholesale and investment divisions under implementation of the new medium-term management plan
Note2: Shareholders’ equity for the period ending March, 2009 is estimated based only on an increase in retained earnings assuming profit targets under the new medium-term manage-

ment plan are achieved

Note3: ROE for the period ending March, 2009 is calculated by using estimated shareholders’ equity assuming that profit targets under the new medium-term management plan are

achieved
Integrated Management of Risk, Return, and Capital
Capital
¥763 billion —» Exceeding ¥1 trillion
(by retained earnings only)
Appropriate allocation of increased capital
Integrated Management
Return Risk
Increase of consolidated profits Adequately responds to
I EEEEEE—
Maintenance of ROE at a high level the increase and complexity of risk
Diversification and
stabilization of earnings
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The

Daiwa Securities Group: Present and Future

Q ()8 What are the plans for new businesses?

A

* We expect securities-related businesses, which represent the Group’s main focus of operations, to expand
in a number of directions. We have identified four potential domains for future business development:
loans, commodities, real estate, and businesses linking finance and the Internet and media. To prepare
for growth in these areas, we will make strategic investments and seek alliances with companies in other
industries.

Loans

In the retail area, Daiwa Securities has for some time provided securities-backed loans as an auxiliary
business. We plan to step up these activities and reinforce our loan business. By offering customers
quick and simple procedures to meet their diversified fund-raising needs, we will be well-poised to
deliver more comprehensive asset management advice. To this end, we will seek to provide loan services
tully within the Group, in which the loans will be collateralized by customers’ assets (securities) in our
custody. At the same time, we will consider alliances with outside parties in areas where our lending
expertise is inadequate, such as mortgage-backed loans. As a first step, we established Daiwa Securities
Loan, a wholly owned subsidiary of Daiwa Securities Group Inc. We are also pursuing an alliance with
Sumitomo Mitsui Banking Corporation in the housing loan field.

Commodities

The Group is planning to expand the list of available investment products beyond traditional items,
such as stocks and bonds, to include a range of primary commodities such as precious metals and ener-
gy. We are looking to establish a framework that will ultimately allow trading in all products related to
the macro economy.

Real Estate

The Group has accumulated considerable know-how in businesses related to real estate, including real
estate investment trusts (REITs), commercial mortgage-backed securities (CMBS), and other securi-
tized products. Also we have some experience in real estate investment, as well as real estate brokerage
and other businesses where we actually handle the real estate itself. Going forward, we will harness this
know-how to cultivate new businesses.

For example, private finance initiatives (PFIs) and the arrangement of project finance are two areas
in which the Group can utilize its expertise in real estate securitization and real estate investment. We
will also consider creation of real estate funds, where we can use our know-how related to real estate
investment and handling of real estate itself.

Integrating the Finance world with the Internet and Media

The Daiwa Securities Group will set up new sales channels by reinforcing alliances with broadcasting
networks, telecommunications carriers, and Internet service providers (ISPs). We will also provide cus-
tomers with video pictures and other high-value-added information contents. Through these measures,
the Group will enhance convenience for customers and sharpen its competitive edge as a result. Cur-
rently, we have initiated projects such as investment in and delivery of financial and economic contents
to NEC BIGLOBE, the ISP spin-off of NEC Corporation, and video broadcasts of securities news via

Microsoft’s Media Online service.
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Loans
: - : Loans as an auxiliary business of securities \
Direct flnancmg ( industry and stock option loans )
. >
Agency of financing B Collater?!lzed
(Loan business) Secaulm?es _ securiies
Daiwa Securities Loan | Customers
Introduction of
financing needs _
Loan companies — Others >
.
Housing loan etc.
Commodities
Current status
Commodity trading
Three Principal investments

Sales of commodity-related products = ————=years later

Structure, management, and sales of commodity-related products
Daiwa Commodity Index Fund ) o
Astmax Commodity Fund Brokerage of Commodity futures commission

(a fund adopted for Daiwa SMA)
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Real Estate
o For PFls and developmental
Current status Real estate securitization investment issues, project
- management, financing
Real estate securitization REITs, CMBS PFls, Developmental investments arrangements, equity
; investments, etc.
. » Three Real estate investment are considered
Real estate investment TK investments —r lat
years later . T
1 Real estate funds, TMK investments ° Direct investments
Business handling real estate itself Real-estate brokerage Utilization of Restructure frameworks
the Group . i . within the Group and
fESDNCE Business handling real estate itself consider investments
*1. TK investment : Tokumei Kumiaiinvestments. involving actual real
Real estate investment by trust beneficiary’s rights method s
through anonymous partnership investments.
*2. TMK investment: Tokutei Mokuteki Kaisha investments.
Real estate investment through a company with a purpose of owing real estate
Integration of Finance with the Internet and Media
Interactive communications
(offering investment information and marketing)
Media Broadcast stations
Distribution ' Customers
Daiwa Securities the Internet 157
channels ' Investors
Mobile Communication carriers
< >
Transaction \
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Group’s New Medium-term Management Plan:
“Passion for the Best 2008"

The Daiwa Securities Group is pleased to announce that it greatly surpassed the performance
targets set out in its previous medium-term management plan, “Best Brand Daiwa 2005”,
H.E ET which ended in the year under review. Building on this achievement, we launched a new
Group’s medium-term management plan for the three years from FY 2006 to FY 2008,
entitled “Passion for the Best 2008”. Under the new plan, we are aiming to be “Japan’s best
securities group”, built on customers’ trust and employees’ passion. In the following pages,
we provide a review of the previous plan and an outline of the new plan.

PASSION

Review of Previous Plan

Under the previous plan, we targeted the No. 1 in “quality” and “productivity”, focusing on five key areas of our operations: the
retail business, trading revenues, businesses related to Japan’s economic revival, human resource management, and corporate
governance. For these areas, we set four numerical targets to be achieved by March 2006 (see Table 1).

To further reinforce our initiatives in these areas, we also devised five core targets, centering on the retail business, for FY
2005, the final year of the plan (see Table 2).

While benefiting from favorable stock market conditions, we undertook multiple proactive initiatives aimed at achieving
these targets. For example, we reinforced our online trading systems and pursued synergies between our online and branch
operations. We also sought to expand our net assets under custody by promoting equity investment trusts such as “Daiwa
Global Bond Fund” and other products. In addition, we promoted “Daiwa SMA”, our wrap account services for high-net-
worth individuals and fortified our “value chain” by stepping up intra-Group collaborations. To meet the diversified needs of
individuals and asset management needs of corporations, we developed and delivered a number of high-value-added prod-
ucts, such as structured bonds. As a result, we largely exceeded the targets of the previous management plan (shown in Table
1), and achieved four of the five targets set for FY 2005 (shown in Table 2).

Meanwhile, the Group made outstanding progress in various league tables for investment banking operations and analyst

rankings (see Table 3), which provide an objective benchmark for evaluating “quality” and “productivity.”

Table1: Achievements for the Previous Plan “Best Brand Daiwa 2005”

Performance in FY 2002 (reference) Target in FY 2005 Performance in FY 2005
Consolidated ordinary income ¥29.2 billion ¥127 billion ¥260.6 billion
Consolidated ROE (Final loss ¥6.3 billion) 10% 19.4%
Consolidated trading revenues ¥93.9 billion ¥140 billion ¥224.9 billion
Daiwa Securities assets under custody ¥12.1 trillion ¥21.5 trillion ¥27.6 trillion

Table2: Achievements in FY 2005

Target Performance
Online margin balance ¥200 billion ¥168.0 billion (March 31, 2006)
"Daiwa SMA" contract assets under management ¥100 billion ¥159.1 billion (March 31, 2006)
Net assets of Daiwa Global Bond Fund ¥1 trillion ¥1.03 trillion (March 31, 2006)
Investment trust agency commission ¥ 2 billion per month ¥2.3 billion (March, 2006)
Market capitalization ranking In the top 50 47th (March 31, 2006)

Table3: Key Indicators for No.1 Position in “Quality” and “Productivity”
FY 2002 FY 2003 FY 2004 FY 2005

Lead manager league table Total corporate bonds 2nd Tst Ist Tst
(Daiwa Securities SMBC) IPOs 2nd 2nd 2nd Tst
Primary and secondary equity offerings 2nd 2nd 1st 2nd
M&A* (calendar year basis) 3rd 7th 1st 8th

Analyst ranking **(Daiwa Institute of Research) 2nd Tst 1st Tst
* Thomson Financial [“M&A advisory league table for any Japanese involvement” (based on trading value)]
** Analyst ranking by Nikkei Financial Daily
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Overview of the New Plan “Passion for the Best 2008"”

At present, major changes are seen in markets, investors, and
corporations, which are surrounding the Group. Particularly
noteworthy is the unprecedented shift of individual financial
assets into the securities markets, reflecting an acceleration of
the “savings to investment” move, as well as aggressive fund-
raising by corporations and increasingly vibrant M&A
activities.

Based on its understanding of this business environment,
the Daiwa Securities Group launched a new Group’s medi-
um-term management plan,—“Passion for the Best 2008”.

In developing the plan, we first envisaged how the envi-
ronment will evolve over the next three years. Based on this,
we formulated a “Group Vision” of the entire Group and its
various business divisions three years from now. We then
set “Performance Targets” aimed at realizing the vision.
Finally, we devised personnel, financial, I'T, and other basic
Group strategies for achieving the performance targets.

Business Environment Assumptions
With respect to the business environment, we envisage the
following changes in economy, market, and competition,
as well as in regulatory frameworks and trends among indi-
viduals and corporations.

*The Japanese economy will leave behind the deflationary
era and enter into post steady growth.

*The consumer price index (CPI) will turn upwards in 2006,
although subsequent inflation will only be moderate.

* Reflecting healthy corporate results, Japanese companies will
continue to attract investments from overseas, and the stock
market will follow a rising trend.

*Due to difficult financial conditions, the Japanese govern-
ment will be pressured to maintain a low-interest-rate
environment, meaning that rate rises in both short-term and
long-term will be limited.

* The enactment of the New Company Law will increase opportu-
nities in the investment banking field, as M&As and fund-raising,
and asset management techniques will be diversified.

*The shift in individual financial assets from savings to
investment will continue.

* Companies with solid results will step up capital expenditures
and M&A activities. Weaker companies, by contrast, will seek
to restructure or sell off businesses and assets.

Group Vision
The Group’s vision is to be “Japan’s best securities group”,
built on the customers’ trust and employees’ passion. By
“Japan’s Best,” we mean achieving the top domestic position
in multiple areas—not only financial performance but also
productivity and customer and employee satisfaction levels.
Three years from now, the Daiwa Securities Group will
have four core businesses: its three current core businesses
in retail securities, wholesale securities, and asset manage-
ment, as well as the investment business, which is growing
into a core domain. The Group will have a unique business
model and build an unassailable competitive position in
the industry. Moreover, we will have generated record-
high profits and posted ordinary income that is worthy of
our position as Japan’s best securities group. We will also

Business Environment Assumptions

1

Group Vi

1

Performance Targets

Basic strategy by
each business segment

m Hiolesale
Asset
Management

Personnel I Financial I

and Internal control

CSR I

—) I I Risk management I

Research,
Systems,

IR, PR,
Advertising
Consulting

have developed our business overseas, centering on Asia, to
a level unrivaled among Japanese securities firms.

With respect to financial strength, three years from now
the Group will have established a stable and diversified income
base, allowing it to consistently generate earnings above the
cost of shareholders’ capital, even in deteriorating market con-
ditions. Customers will be fully satisfied with our services.
This will be reflected in our position at the top of various cus-
tomer satisfaction surveys and rankings pertaining to the secu-
rities business. In addition, our pursuit of CSR initiatives and
rigorous control of compliance will earn us the deep trust of all
stakeholders. Equally important, our employees will be brim-
ming with pride and self-respect, keenly aware of their role
in Japan’s best securities group and embracing their work with
resolve and passion.

Performance Targets
Under the Groups’ new medium-term plan, the Daiwa
Securities Group has set a consolidated ordinary income tar-
get of ¥350 billion or higher for FY 2008—surpassing the
previous all-time high of ¥339.1 billion, achieved in FY
1989. We are also pursuing consolidated ROE of 15% or
higher. By business segment, we are targeting at least ¥45
trillion in Daiwa Securities’ assets under custody in the retail
business and No. 1 in various lead manager league tables in
the wholesale business. In the asset management business,
our objectives are to have ¥11 trillion or higher in equity
investment trusts and ¥5 trillion or higher in investment
advisory assets. All of these numerical targets are set as
absolute minimums that we must achieve. For more specif-
ic aspects of our business, such as online margin balance and
“Daiwa SMA” contract assets, we will set targets year-by-
year as we address changes in the operating environment.
The management visions, performance targets, and basic
strategies of each business division are detailed in the “Review
of Operations” section of this report from page 35 to 64.
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Review of Previous Medium-term Management Plan:
“Best Brand Daiwa 2005"

Core Objectives Action Plans

Strengthen retail securities business

Sharpen competitive edge in retail business Improve consulting capabilities

by enhancing service quality. Remain at the
forefront of the industry by reinforcing ability
to supply products from wholesale and asset
management divisions to the retail division. Expand channels for customer contact and enhance its quality

Boost product supply capabilities
Enhance customer satisfaction level

Pursue higher operating efficiency

Strengthen ability to develop and deliver high-value-added products and services

Raise ability to seize business opportunities Create and supply high-value-added products
and develop and supply products through
collaboration between retail and wholesale
divisions, in order to maximize net gain on

trading. Improve net gain on trading

Enhance presence in businesses supporting Japan’s economic revival

Expand businesses in M&As, principal fi- Focus on M&As

nance, and other areas related to corporate

restructuring. Further raise profile as an in-

vestment bank that contributes to Japan's Focus on principal investments
economic revival.

Upgrade human resource management system

Pursue highly effective human resource man- Upgrade human resource recruiting, education, and training
agement by comprehensively implementing
performance-based standards and providing
career planning support to expand career
choices. Design and operate systems that re-
alize the entire Group's full potential, and es-

tablish a leading-edge personnel system mod- Expand career management opportunities
el for the Group management.

Enhance personnel evaluation system

Reform personnel incentive system in response to Law for
Measures to Support the Development of the Next Generation

Establish effective corporate governance framework

Increase the number of outside directors to Shift to a “committee system”

ensure highly transparent and objective man- Increase the number of outside directors
agement from the perspective of sharehold-

ers and other stakeholders inside and outside Set up the Group-wide internal control system
the Group. Shift to a “committee system” in

FY 2004.

Introduce new executive compensation system
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Achievements

e Developed nationwide network of the satellite-branch system: Implemented area-marketing system for nationwide branch network, with 12 metropolitan
areas and 12 regional groups (as of March 31, 2006)

e Appointed senior consultants: Assigned 226 consultants with high-level qualifications (S-Level) as senior consultants to 22 branches (as of March 31, 2006)

e Expanded SMA Division: Upgraded section in charge of SMAs to division status, and assigned 30 SMA consultants (as of March 31, 2006) to develop
services for high-net-worth individuals

e Strengthened online business: Enhanced “Daiwa Direct” course (reduced brokerage rate for equity transactions, upgraded service contents, and
reinforced online trading system)

e Developed securities intermediation business: Formed securities intermediary alliances or alliance agreements with SMBC, The Sumitomo Trust &
Banking, and 30 regional banks; formed online trading alliance with Nissen (direct- and mail-order sales company)

e Expanded equity investment trust assets under custody: Daiwa Global Bond Fund assets under management surpassed ¥1 trillion

® Broadened “Daiwa SMA" (wrap accounts for high-net-worth individuals): ¥159 billion in contract assets of “Daiwa SMA" (as of March 31, 2006)

e Continued conducting surveys to gauge customer satisfaction level

e Continued improving after-sales follow-up services

® FY 2005 ROE of Daiwa Securities: 25.9%

e Daiwa Securities SMBC seized top rankings in lead manager league tables: No. 1 in both total corporate bonds and IPOs

e Expanded SPS (Structured Principal Solution) Program (high-value-added principal financing program for corporations): Underwrote 22 issues, valued at
around ¥230 billion, in FY 2005

e Expanded sales of structured bond products to corporate clients: Sold ¥680 billion in FY2005

e Consolidated net gain on trading in FY 2005: ¥224.9 billion .

e Income from M&A advisory business surpassed ¥10 billion for first time in FY 2005
e Thomson Financial “M&A advisory league table for any Japanese involvement”: Ranked 4th in number of deals and 8th in trading value (calendar
2005)

¢ Made large-scale investments in corporations, notably SANYO Electric (¥125 billion) and Sumitomo Mitsui Construction (¥49 billion)
e Increased presence in domestic investments: Total investment amount of ¥310 billion (as of March 31, 2006)

¢ Raised quality of new-graduate recruits: Major jump in employer brand ranking among college students

e Upgraded systems for nurturing leaders, such as Daiwa Management Academy (for general managers) and Daiwa Leadership Program (for deputy
general managers)

e Provided incentives for acquisition of qualifications through introduction of “qualification points” system for promotions

e | aunched the “President’s Awards” in FY 2004 (Daiwa Securities) and “Daiwa Securities Group Inc. President’s Awards” in FY 2005

e Comprehensively adopted performance-based incentives, including compensation based on job category and more segmentalized personnel
evaluation process

e Expanded intra-Group job posting system: 114 qualified since system introduced in 2000 (out of 572 applicants)
e Introduced “Support Plan for Working Mothers”

e |Introduced other new systems, including a salesperson rehiring system; extended maternity leave and child-rearing periods; launched subsidy
scheme for sending children to child-minding facilities; upgraded vacation system

e Completed in FY 2004
e Has increased from two in FY 2002 to four in FY 2004

e Set up Internal Control Committee in FY 2003 to discuss and make decisions on Group-wide risk management and internal control (Internal Control
Committee became subcommittee of Executive Committee in FY 2004 upon switch to a “committee system”): Met four times in FY 2005 (once every
three months)

e Performance-based compensation: Provided based on consolidated ordinary income and consolidated ROE, taking into account customer assets,
productivity, customer satisfaction level, and individual contribution
e Share-price-linked compensation: Provided stock options, equivalent in value to certain proportion of basic salary, to strengthen link with shareholder value



PASSION Overview of New Medium-term Management Plan:
Py “Passion for the Best 2008"

BEST

Daiwa Securities Group Strategies
Business Environment Assumptions Company Name
Performance Targets (FY 2008)

Economy

e Steady domestic economic growth following end of defla-
tionary era

e CPI to turn upwards in 2006, but subsequent inflation to
only be moderate

¢ High levels of capital investment, following sluggish
investing in past and labor shortage caused by massive )
retirement of baby-boomers and Group companies Consolidated ROE: 15% or higher

GDP growth rate: 3.7% (nominal); 2.8% (real)
Annual CPI: 0.8%

Market Conditions

¢ Reflecting healthy corporate results, Japanese compa-
nies will continue attracting investments from overseas;
stock market will follow a rising trend

e Japanese government will be pressured to maintain low-
interest-rate environment due to financial difficulties;
short- and long-term rate rises will be limited

Daiwa Securities Group Inc. Consolidated ordinary income: ¥350 billion or higher

- Ordinary income: ¥130 billion or higher
¢ Yen to appreciate, but not to an extreme b s
aiwa Securities . i ;
[Averages for FY 2006-2008] Assets under custody: ¥45 trillion or higher
Call rate: 0.3% (March 31, 2009)

10-year JGB yield: 2.4%
Exchange rate:  ¥99.5/US$

TOPIX: 1,870 points (March 31, 2009)
TSE trading value (1st Section): ¥2.0-2.5 trillion/day (one way) Wholesale

Competitive Environment
» Megabank-affiliated investment banks to expand opera- Consolidated ordinary income : ¥190 billion or higher
R ',(:l_ons e . . ) . Daiwa Securities SMBC No. 1 rankings in league tables (Total equities, total
inancial institutions to continue focusing on retail securi- )

ties business bonds, M&A advisory)
e Competition among online securities companies to inten-

sify as share of online transactions in individual share

trading approaches upper limit

Individual Investors

e Total individual assets: ¥1,714 trillion (March 31, 2009) ) Ordi . Total f o

* Average retail trading value: ¥1.1-1.5 trillion/day (FY 2008) ~ Daiwa Asset Management rdinary income (Total for 2 companies): =

o Retirement allowances of baby-boomers: Around ¥40 tril- ¥21 billion or higher
lion (baby-boomers: those born between 1946 and 1951) Equity investment trust assets:¥11 trillion or higher

Corporations (March 31, 2009)
¢ Fund-raising and asset management techniques to diversify

e Companies with solid results to step up capex and M&A Investment advisory assets:  ¥5 trillion or higher

activities Daiwa SB Investments (March 31, 2009)
¢ \\eaker companies to restructure or sell off businesses

and assets
¢ Importance of investment funds (pension, real estate, etc.)
Regulation

¢ New Company Law enactment to boost investment bank- ~ Daiwa Securities SMBC Principal
ing opportunities as corporations pursue M&As and more ~ Investments
diverse fund-raising and asset management techniques
e Privatization of postal services may enable post officesto  NIF SIMIBC Ventures
rival banks as sales channels
e Adoption of general bond transfer system and complete
switch to electronic stock certificates by 2009 will
encourage greater patronage of securities companies
e Newly formulated Financial Products Trading Law to
mainly involve review of solicitation rules, so will have  Daiwa Institute of Research
minimal impact on Group's business
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Basic Strategies

»Personnel: Attract most competent people in industry and provide them with highly motivating work environments where they can
embrace new challenges

*Financial: Undertake integrated management of risk, return, and capital to achieve major growth and raise corporate value under the
medium-term plan, thus maintaining solid and stable profitability

IT: Further raise Group's IT value to address its business expansion

« Risk management and internal control: Manage economic assets and enhance performance evaluation by business division; establish

internal control report system
IR, PR, advertising: Establish corporate communications system worthy of “Japan's best securities group”
*CSR: Raise social evaluation and contribute to sound economic development

*Build on track record as No. 1 in consulting, online, and “Daiwa SMA”
[Targets for March 31, 2007]

Consulting Equity investment trust assets: ¥500 billion (Daiwa Ryusei); ¥500 billion (Daiwa Japan High Dividend Equity Fund)
Foreign bond investment trust assets: ¥2 trillion (Daiwa Global Bond Fund)
Online Online margin balance at “Daiwa Direct” course: ¥500 billion
Daiwa SMA Contract assets under management: ¥300 billion
» Reinforce corporate business: Strengthen brokerage, investment banking, institutional businesses, and corporate pension fund businesses 33

*Human resources: Increase number of younger salespeople; improve work-environment for female employees

*Boost absolute level of income
Expand net gain on trading; promote solutions (such as SPS Program) tailored to customer needs; secure large-scale projects
*Broaden customer base and strengthen origination capabilities through alliance with Daiwa Securities and SMBC

*Expand base of equity investment trust assets: Equity investment trust assets under management of ¥8.5 trillion (March 31, 2009)
* Further boost asset management capability
*Reinforce customer support and non-group channel sales
« Strengthen product supply capability: 15 funds with asset under management of ¥100 billion or higher each;

6 funds ranked within industry top 30s (March 31, 2009) in asset under management
*Improve asset management ranking: Within top 3s for overall ranking by Rating and Investment Information (R&l)
« Diversify products for domestic pension funds: Pension fund assets under management of ¥3.1 trillion (March 31, 2009)

(including private placement investment funds)

*Develop business in overseas markets

» Strengthen marketing of equity investment trusts: ¥1.05 trillion in corporate assets (including investment advisory assets);
¥1.85 trillion in equity investment trust assets (March 31, 2009)

*Expand investments: Investment amount of ¥400 billion or higher (March 31, 2009)

*Boost income through ongoing exits of existing investments: ¥40 billion in revenues (FY 2008)
»Use broad securities and banking networks to step up identification of high-quality investments
*Pursue increases in quality and scale

*Maintain and improve presence in research services: Maintain No. 1 domestic analyst ranking
» Materialize the Group IT strategies and provide reliable systems

*Nurture and provide system experts
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Review of Operations
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Retail
Daiwa Securities Co. Ltd.

42

Wholesale
Daiwa Securities SMBC Co. Ltd.

48

Asset Management
Daiwa Asset Management Co. Ltd.
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Investment
Daiwa Securities SMBC Principal Investments Co. Ltd.
NIF SMBC Ventures Co., Ltd.

60

Group Support
Daiwa Institute of Research Ltd.
Daiwa Securities Business Center Co., Ltd.
Daiwa Property Co., Ltd.



Review of Operations

Retai

Daiwa Securities Co. Ltd.

Business Features
Daiwa Securities provides its customers, mainly individuals, with a wide array of financial products and services that
meet their diversified asset management needs. These offerings are provided through multiple sales channels, includ-
ing branches, a call center, and the Internet. Daiwa Securities also serves unlisted companies, as well as financial
institutions and other listed companies outside the sales territory of Daiwa Securities SMBC, the wholesale business
arm of the Daiwa Securities Group.

The competitive edge of Daiwa Securities resides in its ability to provide highly competitive products and ser-

vices through a wide variety of channels in cooperation with other members of the Group, which have industry-leading
capabilities in such areas as product development, asset management, and research.
Individual customers, in particular, may choose from two service “courses,” depending on their specific needs: (1)
“Daiwa Consulting” course, where specialized services are provided by sales staff through face-to-face consulting; and
(2) “Daiwa Direct” course, a highly convenient, reasonably priced service where an abundance of information and
financial products are offered mainly online. In either course, customers have free access to a wide range of investment
information and products and services offered by Daiwa Securities.

“Daiwa SMA”, a separately managed account service targeting high-net-worth individuals, was launched in September
2004. It is now in the top position in the industry* and is growing into one of the core services of Daiwa Securities.

*Based on the data released by Japan Securities Investment Advisers Association (as of March 31, 2006)
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FY 2005 Business Environment and Highlights
Business Environment

Since the summer of 2005, the Japanese stock market
have benefited from increasingly brisk trading activity
among overseas and individual investors, reflecting grow-
ing expectations of an end to deflation. The average daily
trading value of the Tokyo Stock Exchange in FY 2005
was a record-high ¥2,404.5 billion, surging around 70%
from the previous fiscal year.

As of March 31, 2006, 18.2% of total individual
financial assets were securities—including stocks, bonds,
and investment trusts, compared with 14.1% a year ear-
lier. While the increase may be partly attributable to the
rise in stock prices, it definitely shows gathering momen-
tum in the shift “from savings to investment.”

Highlights

In FY 2005, net operating revenues of Daiwa Securities
amounted to ¥257.9 billion, up 56.9% year-on-year.
Ordinary income jumped 4.2-fold, to ¥101 billion, the
highest level since the ¥106.8 billion figure posted in
FY 1999. Net income soared 4.2-fold, to ¥58.1 billion,
and ROE jumped to 25.9%, from 6.9%.

Factors contributing to these results included (1) an
increase in brokerage commissions due to the upturn in
the stock market, (2) an rise in equity distribution
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commissions owing to an increase in underwriting
deals by Daiwa Securities SMBC, (3) a gain in
investment trust distribution commissions thanks to
strong sales of equity investment trusts, and (4) an
increase in agency commissions due to expansion of
equity investment trust assets under custody . Daiwa
Securities’ effort to boost net assets has led to a steady
inflow of new funds. In FY 2005, the net inflow of
retail funds was ¥1,367.9 billion , rising a significant
¥671.8 billion over the previous year. Consequently,
retail customers’ assets (excluding those of financial
institutions) under custody of Daiwa Securities was
¥27.6 trillion at March 31, 2006, an increase of ¥6.6

trillion from a year earlier.

—Achievements of Key Targets

Daiwa Securities set performance targets for FY 2005 in
each of its three core business areas. Its performances for
those targets are as follows.
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Achievement in FY2005

Target Performance

Daiwa Global Bond Fund assets under management
Investment trust agency commission

“Daiwa SMA" contract assets under management
Online margin balance

¥ 1.03 trillion* March 31, 2006

¥2.3 billion per month March, 2006
¥159 billion March 31, 2006
¥168 billion March 31, 2006

¥1 trillion

¥2 billion per month
¥100 billion

¥200 billion

Sales of equity investment trusts

(¥ billion)
700

*Net assets under management of Daiwa Asset Management.

Accounts and Outstanding Position of Online Margin Transaction Services
(¥ billion)
180

(# of accounts)
30,000

mmm Online margin position (left)
= # of online margin accounts (right)

Equity investment trusts

= Foreign bond investment trusts
500

25,000

400

20,000

300

15,000

200

I —
1 20 30 0 ‘ 1

=

0
30 5 ‘

20

FY2005

0
1/05
FY2004

eNet increase in investment trust assets [1]

—— Daiwa Global Bond Fund: Assets under man-
agement target of ¥1 trillion

Against the backdrop of excellent management perfor-

mance and favorable dividends, net assets under

management were ¥1.03 trillion at the end of March

2006, reaching the targeted ¥1 trillion.

*Net increase in investment trust assets [2]

—— Agency commissions (investment trusts):
Target of ¥2 billion monthly

Agency commissions receivable are a stable revenue source

with little fluctuation, in proportion to the amount of

investment trust assets under custody. Commissions

received in the month of March 2006 totaled ¥2.3 bil-

lion, exceeding the ¥2 billion target, thanks to the efforts,

primarily of sales staff, to increase investment trust assets

under custody.

*Expansion of high-net-worth customer services
—— "Daiwa SMA": Contract assets under man-
agement targeted at ¥100 billion
Both the number of accounts and assets under manage-
ment maintained steady increase throughout FY 2005.
Assets under management exceeded the targeted ¥100
billion in December 2005, and further grew to as much as
¥159 billion by the end of March 2006.

0

10,000

3/05 405 505 605 7/05 805 9/05 10/05 11/05 12/05 1/06 2/06  3/06
(month-end/year)

*Expansion of online trading

—— Daiwa Direct: Balance of margin positions
outstanding target of ¥200 billion

The balance of margin positions outstanding hit ¥180

billion in mid-January, but was subsequently tempered

by a downturn in emerging markets in the wake of the

livedoor scandal. Although the balance recovered to ¥168

billion by March 31, 2006, it fell short of the ¥200 billion

target.

Outline of New Medium-term Management Plan

Business Environment Assumptions
The combined financial assets of Japanese individuals
will exceed ¥1,700 trillion by the end of FY 2008, from
the current level of over ¥1,500 trillion. The percentage of
securities within total individual financial assets is expect-
ed to continue rising, reflecting the full-scale shift “from
savings to investment.” Moreover, Japan’s first-genera-
tion baby boomers will step up their search for attractive
investment vehicles for their retirement benefits, esti-
mated to be around ¥40 trillion, as they approach
retirement—a trend that will peak in 2007. As such,
interest in asset management, centering on securities, will
turther increase going forward.
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Consulting : Pursuing the expansion of stable profits in association with the increase in net assets of investment trusts.

FY2005 (March 31, 2006) Performance

FY2006 (March 31, 2007) Target

Equity investment trusts
Daiwa Ryusei (Japan Equity Open)
Daiwa Japan High Dividend Equity Fund
Foreign bond investment trusts
Daiwa Global Bond Fund
Investment trust agency commission

¥2.3 billion (March, 2006)

¥167.1 billion* ¥500 billion
¥223.7 billion* ¥500 billion
¥1.03 trillion* ¥2 trillion

¥3.5 billion per month

*Net assets under management of Daiwa Asset Management.

Online : Establishing No.1 position in the industry, supported by improved customer usability.

(March 31, 2006) Performance

(March 31, 2007) Target

Online margin balance

¥168 billion ¥500 hillion

SMA : Further strengthening No.1 position for SMA, supported by improved operational capability and systems and human resources.

(March 31, 2006) Performance

(March 31, 2007) Target

“Daiwa SMA" contract assets under management

¥159 billion ¥300 billion

Corporate Vision
The new medium-term management plan envisions
Daiwa Securities evolving over the next three years into
“Japan’s best securities house,” built on customers’ trust
and employees’ passion.

Performance Target
Under the plan, Daiwa Securities is targeting ordinary
income of ¥130 billion or higher by FY 2008, and
customer assets under custody of ¥45 trillion or higher

by March 31, 2009.

Basic Strategy

—Build No. 1 Performance Track Record

The basic strategy of Daiwa Securities under the new
medium-term management plan is to post No. 1 perfor-
mances in each of its core businesses. To this end, Daiwa
Securities will seek to differentiate itself from its com-
petitors by building unrivaled business models, such as
(1) Daiwa Consulting, which provides high-value-added
services by salespeople, (2) Daiwa Direct, which offers a
wide array of products and abundant information, and

(3) Daiwa SMA, which is strongly supported by high
net-worth individuals for its outstanding originality.
Performance targets for these products in FY 2006 are
shown in the above table.

—Corporate business—Strengthen earnings power

In the corporate segment, Daiwa Securities will reorganize
its operations to reinforce its brokerage and investment
banking businesses. It will strengthen its brokerage busi-
ness by stepping up cooperation with Daiwa Securities
SMBC, Sumitomo Mitsui Banking Corporation, and
regional banks. In the investment banking business, it
will enhance earnings by reinforcing alliances with other
Group members and secking referral of clients with
financing needs in collaboration with banks. In the invest-
ment program business, Daiwa Securities will pursue
synergistic benefits by utilizing its own sales channels
and those of Group members in the areas of employees
stock ownership plans and corporate pension plans.

39



Review of Operations

Contract assets of Daiwa SMA, an asset management service targeting high-net-worth individuals, have rapidly
expanded since the launch of the service in September 2004. At March 31, 2006, contract assets under management
reached ¥159 hillion, well above the FY 2005 target of ¥100 billion. The primary features of Daiwa SMA are as follows:

1. A premium investment-advisory service tailored for
high-net-worth individuals,
Daiwa SMA is an asset management service for sepa-
rately managed accounts, with a minimum deposit of ¥50
million. It differs from “fund wraps,” where assets are
managed by combining existing investment funds.
Because Daiwa Securities handles all of the functions,
including in-house fund management, it can offer more
customized and fine-tuned services for each customer.

2. One-on-one support from personal consultants
Specialized SMA consultants take care of each customer’s
needs and concerns regarding investment and asset man-
agement. They provide rigorous follow-up and give
careful attention to each customer to maximize satisfac-
tion and sense of security.

3. Performance-based fee system

Customers can choose either a fixed-fee system in pro-
portion to the amount of contract assets, or a
performance-based fee system, in which a portion of the
total fee varies with the investment performance of the
managed account. Under the performance-based fee sys-

Topic 1: Strengths of “Daiwa SMA”

4, Wide variety of investment styles

tem, Daiwa Securities can boost its compensation by
delivering better investment returns. In this respect, it
provides both Daiwa Securities and its customers with a
“common destiny,” sharing the same goals. This unique
service structure gives customers greater comfort in trust-

ing their assets to Daiwa SMA .

Leveraging the expertise and networks of the Daiwa
Securities Group built up over many years, Daiwa SMA
offers an array of unrivaled unique investment styles to
meet the needs of customers and keep up with the latest
investment trends.

Daiwa SMIA: Number of customers and contract assets under management

(¥ billion)
200

(# of customers)
2,000

Contract assets under management (left)
—— # of customers (right)

150

1,500

100
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50
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0
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The most important factor in face-to-face consulting is “people.” This is because the salesperson in charge is the
customer’s only contact point with Daiwa Securities and so represents nothing less than the Company itself.

Daiwa Securities embraces a people-oriented management approach, and a culture of nurturing people pervades
the whole company. The following gives some specific examples of our commitment to human resources.

1. Introducing the President’'s Awards

In order to develop a professional spirit and strong morale
among employees, and also encourage motivation to
expand customer assets, Daiwa Securities established the
President’s Awards in FY 2004 to augment existing
salaries and bonuses. The President’s Awards, which are
accompanied by the special bonus, are provided only to
those employees who have met strict compliance crite-
ria and have achieved an outstanding performance in such
areas as contributing to an increase in net assets. Given
the government’s policy of promoting a shift “from savings
to investment,” the objective behind the President’s
Awards is to encourage a greater contribution by employ-
ees to society through the securities business. In this
respect, the President’s Awards clearly differ from com-
monplace awards systems that focus on performance only.
By the end of FY 2005, the President’s Awards had been

held on three occasions, with the number of recipients

increasing each time, illustrating the growing role played
by the Awards in raising motivation and enhancing the
social-contribution mindset of employees.

2. Building an education system for young salespeople
Dhue to stepped-up recruitment of new graduates, the num-
ber of young salespeople is increasing, underscoring the
importance of building an effective system for developing
their skills. Daiwa Securities nurtures young salespeople
through continual upgrading of its training system. These
efforts are led by the Personnel Department and Sales
Training Department, which strongly emphasizes on-the-
job training. By promoting cooperation between the rapidly
growing young employees and its more seasoned senior
staff, Daiwa Securities aims to nurture an energetic cul-
ture where “people” foster “people.” Thanks partly to these
efforts, our ranking among companies popular with job-seek-
ing college students has risen sharply.

ic 2: Nurturing and Utilizing Human Resources

3. Improving the work environment for
female employees

Daiwa Securities has long been working hard to improve
the work environment for female employees and enable
them to work more freely. In 1998, we introduced a
region-specific “fast-track” career system, which exempts
employees, primarily women, from being reassigned to
regions other than where they currently reside. In 2005,
we unveiled the “Support Plan for Working Mothers*” to

provide support for female employees who return to the
workplace after having a child. In addition to expanding
the work fields for female workers, we will continue to
proactively promote their assignment to managerial posi-
tions and improve their work environment, so that they
can realize their full potential.

* See “Human Resource Management” on Page 77.

Changes in the position at “Employer brand ranking”

2004 2005 2006
1 The Bank of Tokyo-Mitsubishi Sumitomo Mitsui Banking Corporation Mizuho Financial Group
2 The Tokio Marine & Fire Insurance The Bank of Tokyo-Mitsubishi The Bank of Tokyo-Mitsubishi UFJ
3 URJ Bank Tokio Marine & Nichido Fire Insurance Daiwa Securities Group
4 Sumitomo Mitsui Banking Corporation Nomura Securities Sumitomo Mitsui Banking Corporation
5 Sompo Japan Insurance Mizuho Financial Group Nomura Securities
6 Mizuho Financial Group Sompo Japan Insurance Tokio Marine & Nichido Fire Insurance
7 Nippon Life Insurance Daiwa Securities Group Sompo Japan Insurance
8 Nomura Securities Nikko Cordial Securities The Dai-ichi Mutual Life Insurance
9 Morgan Stanley (Japan) Goldman Sachs (Japan) Bank of Japan
10 Daiwa Securities Group Mitsui Sumitomo Insurance Aflac Japan

Source: Employer brand ranking of TOYO KEIZAI (Financial Institutions)
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Wholesa

Daiwa Securities SMBC Co. Ltd.

Business Features
Daiwa Securities SMBC is a joint venture between the Daiwa Securities Group, which owns a 60% stake, and
Sumitomo Mitsui Financial Group (SMFG), which holds 40%.

Daiwa Securities SMBC provides both domestic and overseas institutional investors, business corporations, finan-
cial institutions, and public organizations with advice, products, and services for optimum asset management. It also
offers advice and solutions to meet its client’s financial strategy needs. These services, which include assistance in
fund-raising, business reorganization, and balance sheet improvement, help enhance the value of its client compa-
nies. It also helps revitalize the economy through the capital markets.

Daiwa Securities SMBC’s business line consists broadly of (1) brokerage and trading of equities, bonds, and deriv-
atives and (2) investment banking services, including such corporate finance functions as underwriting of equities
and bonds, initial public offerings (IPOs), M&A advisory, and structured finance. Mobilizing the expertise of the
Daiwa Securities Group, it develops competitive products and solutions and also provides high-value-added infor-
mation, which in itself delivers a competitive edge.

Daiwa Securities SMBC’s strongest point is its unique business model among Japanese firms. It is a joint ven-
ture between a leading securities company and a “megabank” and specializes in the wholesale securities business.
Since its inception, Daiwa Securities SMBC has steadily accumulated experience and a strong track record by uti-
lizing the customer bases of both the Daiwa Securities Group and Sumitomo Mitsui Banking Corporation. It aims to
become “Japan’s best investment bank,” building on its strong customer base and further enhancing its solution-pro-
viding capabilities.
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Daiwa Securities SMBC (Consolidated)

(¥ million) (¥ million)
350000 ———— 150,000 ———————— 141 552"
311,568 .
300,000
120,000
250,000 72550
200,000 181,285~ - 90,000 85,176
150,000 60,000 54,118 —
100,000
30,000
50,000
0 : : 0 § i
03 04 05 03 04 05

Net operating revenues Ordinary income

FY2005 Business Environment and Highlights
Business Environment

Despite soaring prices of crude oil and other raw mate-
rials, Japanese companies reported their fourth consecutive
year-on-year earnings increase in FY 2005. Capital spend-
ing also grew strongly, driven by improved earnings and
higher capacity utilization against the backdrop of
increased demand at home and abroad. Corporations
aggressively raised funds in the capital markets and reor-
ganized their businesses through strategic M&As, in
order to further expand production output and facilities
and reinforce competitiveness.

Highlights

—Earnings results

In FY 2005, Daiwa Securities SMBC reported net oper-
ating revenues of ¥311.5 billion, up 40.1% year-on-year.
Both ordinary income and net profit showed significant
increases over the previous year, reaching ¥141.5 billion,
up 66.2%, and ¥91.8 billion, up 70.0% respectively. ROE
jumped to 18.2%, from 12.4% in FY 2004.

A breakdown of revenues reveals a sharp increase in
investment banking revenues, driven by growth of under-
writing commissions from major equity offerings and
numerous IPO deals. This pushed up total commissions
to ¥111.2 billion, up 21.3% year-on-year. Trading rev-
enues hit ¥175.5 billion, up a substantial 48.4%, fueled
by corporations’ expanded use of fund-procurement solu-
tions using our Structured Principal Solution (SPS)
Program, as well as a growing desire among financial
institutions to utilize structured bonds incorporating
derivatives in meeting their asset management needs.
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— League tables

In the lead manager league tables for FY 2005, Daiwa
Securities SMBC maintained its No.1 position in total
corporate bonds (total of agency bonds and corporate
straight bonds) for the third consecutive year, and also
acquired the No.1 position in IPOs.

In the agency bond arena, Daiwa Securities SMBC
participated in a number of major deals, including a
¥260.0 billion issue by Japan Highway Public
Corporation and a ¥242.4 billion issue by The
Government Housing Loan Corporation. In corporate
straight bonds, it served a number of companies for the
first time, including Fuji Television Network (1st and
2nd series bonds: total ¥50 billion), SBI E¥* TRADE
SECURITIES (1st series: ¥50 billion), and SBI
Holdings (¥42 billion). It also secured major deals for
such clients as Tokyo Electric Power Company (¥100
billion) and ORIX Corporation (¥100 billion).

With respect to IPOs, Daiwa Securities SMBC acted
as lead manager in 33 issues, ranging from major deals,
such as SUMCO (¥158.4 billion) and Alpen Company
(¥52 billion), to small venture IPOs. Aside from the lead
manager league tables, it gained the No.1 position in suc-
cessful bidder rankings for government bonds. In these
ways, Daiwa Securities SMBC is increasing its presence
in the wholesale business areas.

Ak
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Major Deals in FY 2005

Primary and secondary
equity offerings

SMFG (¥607.2 billion); Rakuten (¥129.7 billion); SBI E¥XTRADE SECURITIES (¥62 billion); IBIDEN (¥44.6 billion);
Tokyu Land (¥42.5 billion); Hankyu Holdings ( ¥41.4 billion)

IPOs

SUMCO (¥158.4 billion), Alpen (¥52 billion), ATRIUM (¥27.2 billion), Toyo Tanso (¥17.1 billion)

Corporate straight bonds

SMBC (¥165 billion in total), ORIX (¥100 billion in total), TEPCO (¥100 billion), J-POWER (¥100 billion in total),
NIPPON TELEGRAPH AND TELEPHONE (¥70 billion), SOFTBANK (¥60 billion in total)

Agency bonds

Japan Highway Public Corporation (¥260 billion in total), The Government Housing Loan Corporation (¥242.4 bil-
lion in total), Japan Finance Corporation for Municipal Enterprises (¥60 billion in total), Japan Bank for
International Cooperation (¥50 billion in total)

Structured finance

Series 5 RMBS issued by SMBC (Issue & Underwriting ¥171 billion), Federation of National Public Service
Personnel Mutual Aid Associations, ABS for individual investors (Issue ¥100 billion, Underwriting ¥90 billion),
Series 8 RMBS issued by The Chuo Mitsui Trust and Banking (Issue ¥106 billion, Underwriting ¥58.3 hillion)

M&As Nippon Sheet Glass’s friendly takeover of Pilkington, a leading glass manufacturer in UK
(joint advisor with Lazard and UBS for Nippon Sheet Glass);
Merger between BANDAI, a leading toy maker, and NAMCO, a leading game maker (advisor for BANDAI);
Merger between TOMY and TAKARA. TOMY made stock split (advisor for TOMY);
Skylark completed a TOB for Kozosushi So-Honbu, the leading take-home sushi chain operator (advisor for
Skylark: TOB agent)

POWL* Chunghwa Telecom (¥66.9 billion), Electricité De France (¥56.2billion), China Construction Bank (¥34.6 billion),

(Public Offering Without Listing)

Enel (¥22.1 billion), China COSCO Holdings (¥17.6 billion)

*POWL allocation amount. Yen conversion (foreign exchange rate differs depending on the issuance date).

Outline of New Medium-term Management Plan

Business Environment Assumptions
While well-performing companies will adopt a more
aggressive approach to capital spending and M&As to
expand their businesses, we expect weak-performing com-
panies to consolidate their operations by restructuring or
selling off businesses and assets in order to restore their
competitiveness. The emergence of increasingly diversi-
fied and complex techniques for fund-raising, asset
management, and M&As—enabled by the implemen-
tation of the New Company Law in May 2006—will lead
to greater business opportunities for investment bank-
ing. Furthermore, the asset management needs of
institutional investors will become even more sophisti-
cated in the face of rising volatility and correlativity among
worldwide markets.

Corporate Vision
Over the next three years, Daiwa Securities SMBC envi-
sions itself evolving into “Japan’s best investment bank,”
built on customers’ trust and employees’ passion.

Performance Target
Under the new medium-term management plan, Daiwa
Securities SMBC aims to generate consolidated ordinary
income of ¥190 billion or more in FY2008, the third year
of the plan, by acquiring the support of customers, bol-
stered by strong origination capabilities, and by
establishing a balanced revenue structure. In the process,
it will become “Japan’s best investment bank” and be rec-
ognized as a top-tier investment bank from an
international perspective. It aims to be ranked No.1 in

the league tables for total equity, total debt, and M&As.
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Pursuing No.1 Position in League Table FY2008 Target
Equities™ No.1 (each FY)
Debts™ No.1 (each FY)
M&A No.1 (each FY)

*1 Equities=PO+IPO+domestic CB+foreign equities+foreign CB+third-party—allocation—type scheme+REIT

*2 Debts=SB+Agency bonds+Yen-denominated foreign bonds +ABS

Key Business to Strengthen FY2008 Target

Trading Business (Equity / Bonds)
Investment amount of Daiwa SMBC Principal Investments™

¥400 billion or more (March 31, 2009)

*See "Investment” on pages 55-56

Basic Strategy
In order to become Japan’s best investment bank and
attain top-tier recognition internationally, it must raise
its absolute revenue base. To this end, Daiwa Securities
SMBC must develop new revenue sources and enhance
existing business earnings.

—Raise absolute revenue base by expanding trading
gains

Daiwa Securities SMBC will expand its trading gains by

(1) enhancing its trading capabilities using sophisticat-

ed management techniques, (2) promoting solutions that

meet customer needs (such as the SPS Program), and (3)

securing large block trading deals.

— Strengthen origination capabilities through inter-
divisional collaboration

In the case of strategic M&As, the expertise required to
conclude a deal ranges from calculating the value of the
subject company and forecasting the effect of cost reduc-
tions and synergies after the merger, to procurement of
funds for the acquisition. In some cases, it becomes nec-
essary to utilize a sophisticated fund-raising scheme in
addition to the usual practice of issuing equity and bonds,

in order to match the fund-raising needs of the acquiring
company and the asset management needs of investors
funding the acquisition. Given the strong performances of
Japanese corporations and the implementation of the
New Company Law, we expect value-enhancing M&As
and fund-raising activities to gain further momentum.
To address the more diversified and complicated needs
of corporations and institutional investors, Daiwa
Securities SMBC will step up collaboration among its
investment banking, product development, and brokerage
divisions. Through such collaboration, it will develop,
propose, and provide solutions, products, and services
that enhance its clients’ corporate value. These will include
M&A advisory services, the SPS Program, and creation

of structured bonds.

— Secure No.1 positions in major league tables

Daiwa Securities SMBC will aim to secure and main-
tain the No. 1 position in the three core investment
banking league tables: equities, debt, and M&As.
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Daiwa Securities SMBC served as financial adviser to
Nippon Sheet Glass for the latter’s friendly takeover of
U.K.-based Pilkington plc, a major British glass manu-
facturer. (Nippon Sheet Glass already had a 20% stake
in Pilkington, and the two companies had capital and
business alliances.) Pilkington’s shares were purchased
for cash, and it subsequently became a wholly owned sub-
sidiary. The total cost of the large-scale cross-border
M&A deal was ¥616 billion. It involved a ¥110 billion
unsecured convertible bond issue, of which Daiwa
Securities SMBC underwrote ¥77 billion, or 70%. We
used our Structured Principal Solution (SPS) Program
to issue the convertible bonds as part of an order-made
financial proposal to Nippon Sheet Glass.

With this acquisition, Nippon Sheet Glass has taken
the leading share in the world’s sheet glass market. Using
a combination of scale and technology, it aims to
become a truly global player in terms of cost, quality,
and service.

Nippon Sheet Glass’s SPS Program Scheme Diagram

Third-party
allocation of CB
Nippon ¥17 billion par value Daiwa
o
Sheet < | Securities
Glass Payment of SMBC
¥77 billion
A
Transfer of

Total acquisition Pilkington stocks

cost of
¥616 billion

v

Shareholders
of
Pilkington

Note 1: No conversion of stock to Nippon Sheet Glass will be made before the acquisition of
Pilkington

Note 2: The upper limit and the lower limit of the conversion price were decided based on the
five-day average stock price of Nippon Sheet Glass up to May 8, 2006.

Note 3: Daiwa Securities SMBC will not sell the CBs to third parties.

Topic 1: Application of the SPS Program—Cross-border M&A transaction by Nippon Sheet Glass

*SPS Program

(Structured Principal Solution Program)

The SPS program utilizes Daiwa Securities SMBC’s own
capital, combining a third party allocation scheme, allow-
ing a flexible response to the financial needs of different
companies.

Features of Third Party Allocation Scheme

(1) The issuing company makes a convertible bond issue,
and allocates it to the underwriter

(2) Taking the business environment and investors’ needs
into account, the underwriter converts the bonds into
ordinary shares and sells them to domestic or over-
seas investors, or through the market.

(3) The bond conversion and share sales are handled in
multiple stages, lessening the impact on the market.

Benefits of SPS Program

1. Facilitates equity finance while controlling the
impact on the market

—Reduces market impact at the point of issue (com-
pared with ordinary public offerings)

—The conversion/sale is spread over multiple period
and at multiple prices, meaning that the post-issue
share price performs well in many cases

—Compared with ordinary public offerings, therefore, it
is often possible to procure a larger amount of funds
from a single transaction

2. Enables a flexible response to a wider range of cus-
tomer needs, because conditions for each deal are
determined separately

3. Allows an ample level of fund-raising even in cases
where ordinary public offerings may be difficult, and
also offers additional equity financing options for a
wide range of issuing companies

Types of finance Impact on the market Posswb\hty of
conversion
Public offering Temporary selling pressure  Immediate
depending on the case placement

Third-party-allocation eDaiwa Securities SMBC  High
CB or new share sub- purchasesthe CB in bulk

scription rights

(Because the CBs are very *The promOt.'on of sel!lng

likely to be converted into the CBs to investors in a

common stock, they have a  diversified way will lead to
characteristic similar to public  a decrease in selling pres-
offerings.) sure.

CB placement (public Temporary selling pressure ~ Medium

placement) from short hedges, etc.
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In February 2006, Daiwa Securities SMBC and Daiwa
Securities SMBC Principal Investments developed the
CO2L Bond (“Cool Bond”)*!, which is the world’s first
bond with profits linked to the price of greenhouse gas
emission reduction credits.

Role of the CO2L Bond in preventing global warming

Under the terms of the 1997 Kyoto Protocol, between
2008 and 2012 Japan must reduce its emissions of green-
house gases by 6% from the 1990 level. Since Japan
already had much energy-saving technology in place by
1990, it is considered difficult to reduce emissions fur-

*2” which is

ther. For this reason, “Emissions trading
approved under the terms of the Kyoto Protocol as an
alternative means of reaching emission targets, are con-
sidered vital if Japan is to achieve the target.

Emissions trading is a way of using market princi-
ples to lower greenhouse gas emissions. At present,
however, participants in the market for these credits are
almost entirely industrial. Therefore, Daiwa Securities

SMBC and Daiwa Securities SMBC Principal
Investments developed the CO2L Bond as a revolution-

Topic 2: CO2L Bond (“Cool Bond”) B

Scheme of CO2L Bond

Using underlying assets
for interest payment to
JMID*  Purchase CER at a fixed price

ary financial product. It offers a way for individuals and
other investors with an interest in reducing global warm-
ing, but no means of making a direct contribution, to
utilize their funds to help reduce greenhouse gas emis-
sions. At the same time, it can deploy personal and private
funds to assist in achieving Japan’s emission reduction
targets.

Structure of the CO2L Bond

The CO2L Bond is a 7.5-year Eurodollar bond with a
coupon tied to the value of emission reduction credits
from five years prior to redemption. During those five
years, proceeds from the sale of emission reduction cred-
its, initially purchased in a forward agreement for a fixed
price, will be paid out as interest.

In this way, the coupon value increases in line with
the future increase in the price of emission reduction
credits. Since the trading of such credits is at the cutting
edge of human activity, there is both systemic and busi-
ness risk involved. However, the principal has received
an AAA rating, providing an ample level of security.

“CO2L Bond” coupon

Interest
\COZL Bond money l\U) Mid- |15th l 15th | 15th l15th 15th 15th 15th 15th 15th ~ 15th | |Mid-
March|{Sep. [Mar. |Sep. [Mar. |Sep. Sep. Sep. Sep. Sep.  Sep.| (Oct.
CER** Coupon TP T
Emissi disposition Investor 2006 2007 2008 2009 2010 2011 2012 2013
mc'r’e’:":tn p— Principal | _amount ' | | | | | ' ' ' i
market after selling obtaining Redemption [+] ‘ ‘ ‘ ‘ ‘ Emis_sion? Emis.sionb Emis_sions) Emissions Emissions )
ER before AAA rating money g @ @ @ @ @ credit 4 credit 4 credit credit credit
paying interests .g » N selling price selling price selling price sellingprice ~ selling price
< > & »
=] Fixed coupon payment dates Emission credit-linked coupon payment dates

* JMD-warming gas reduction company established by Nikki, Marubeni, and Daio Construction.
**Certified Emission Reduction volume
Daiwa Securities SMBC PI conducts dispositions of emission rights.

*1: "CO2L" is a registered trademark of Daiwa Securities SMBC PI.
The patent for “CO2L Bond" is applied by Daiwa Securities SMBC Pl and pending.

*2: Emissions trading
An institutional system that supports the reduction of greenhouse gases (CO2, etc.) identified in the Kyoto Protocol. The system urges advanced nations,
which are obliged to reduce greenhouse gases, to provide such technology and funds to non-advanced countries in order to cut greenhouse gases there
instead of in advanced nations. The portion of volume reduced in a non-advanced country can be counted as the volume of reduction in the advanced nation,
and can be traded as emissions credits.
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Asset
Management

Daiwa Asset Management Co. Ltd.

Business Features

Daiwa Asset Management (DAM) is responsible for asset management, one of the core businesses of the Daiwa
Securities Group. Utilizing various fund management methods, DAM launches and manages a wide range of invest-
ment trusts, investing in domestic and foreign equities, bonds, derivatives, and alternative assets. As of March 31,
2006, DAM’s net assets under management of publicly offered investment trusts totaled ¥7,574.3 billion, represent-
ing a 13% market share among net assets under management of publicly offered investment trusts in Japan. DAM has
a sound reputation for its fund management style, which is based on medium-to-long-term perspectives and empha-
sizes detailed research and analysis on the economy, markets, and corporate fundamentals conducted by its in-house
economists and analysts.

Investment trusts managed by DAM are offered through a wide range of sales channels, including the core chan-
nels of Daiwa Securities and Daiwa Securities SMBC, as well as banks and defined-contribution corporate pension funds
(Japanese 401k). Since October 2005, Japan Post has sold Daiwa Stock Index 225 Fund over the counter at post

offices nationwide.
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Daiwa Asset Management Main Funds launched during FY 2005

Name of the Fund

Launch date Launch amount

(¥ billion)
10 Daiwa Cash-rich 2005 (Limited Open-Type Fund) April, 2005 48.1
Daiwa Small and Medium Cap Growth Equity Fund (Limited Open-Type Fund) June 24.8
Daiwa Global REIT Open (Monthly Distribution Fund) June 3.9
2Q Daiwa Japan High Dividend Equity Fund July 52.1
Daiwa Cash-rich 2005-I1 (Limited Open-Type Fund) August 39.4
3Q Income & Cash Il 2005-10 October 17.3
Resona Global Asset Allocation Fund November 29.5
FIT-Net Three Prefectures Support Fund (Monthly Distribution Fund) December 17.4
Daiwa Cash-rich Fund December 12.1
Income & Cash I 2005-12 December 10.5
4Q Daiwa Expanding Growth Equity Fund January, 2006 69.3
Income & Cash Il 2006-01 January 10.8
Daiwa Value-Up Fund February 95.0
Daiwa Eco Fund March 31.3

FY 2005 Highlights
FY 2005 Results
In FY 2005, DAM’s operating revenues increased 62.4%
year-on-year, to ¥31.3 billion. Ordinary income almost
tripled, to ¥4.4 billion, and net income more than dou-
bled, to ¥3.0 billion. These significant gains are attributable
mainly to an increase in net assets under management of
equity investment trusts.

DAM’s total net assets under management of pub-
licly offered investment trusts as of March 31, 2006, stood
at ¥7,574.3 billion, up 33.4% from ¥5,675.9 billion a year
earlier.

At fiscal year-end, net assets of publicly offered equi-
ty investment trusts managed by DAM totaled ¥4,238.5

billion, up two-fold from a year earlier. Open-type foreign
bond funds and domestic equity funds showed particularly
marked growth in net assets. For example, net assets of
Daiwa Global Bond Fund, a monthly payment type of
investment trust, reached ¥1,034.6 billion, up ¥719.9 bil-
lion year-on-year. In addition, Daiwa Ryusei, which
invests in companies with superior capital efficiency, and
Daiwa Japan High Dividend Equity Fund showed strong
growth in net assets.

By contrast, net assets of publicly offered bond
investment trusts were down 6.2%, to ¥3,335.7 billion,
due mainly to declines in net assets of Daiwa MMF and
the medium-term government bond (Chu-ki Kokusai)
fund.

| Daiwa Securities Group Annual Report 2006
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New products in FY 2005

In FY 2005, DAM launched various new products
designed to meet investor needs, centering on open-type
investment trusts investing in Japanese equity. In July
2005, DAM launched Daiwa Japan High Dividend
Equity Fund, which targets high levels of dividends and
capital gains. Net assets in this fund at fiscal year-end
stood at ¥223.7 billion. In January 2006, DAM took
advantage of favorable stock market conditions to launch
Daiwa Expanding Growth Equity Fund, which invests
in companies with proactive capital investments and busi-
ness-strengthening measures in place. By fiscal year-end,
net assets of this fund had reached ¥84.2 billion. In
February 2006, DAM unveiled Daiwa Value-Up Fund,
which attracted net assets of ¥111.1 billion by fiscal year-
end. In March 2006, it launched Daiwa Eco Fund, one of
Japan’s largest eco-funds.

In addition, DAM launched two funds for sale over-
the-counter at bank branches: Resona Global Asset
Allocation Fund, a balanced fund investing in foreign
bonds, REITS, and equities (net assets of ¥119.9 billion
at fiscal year-end); and Daiwa Global REIT Open (net
assets of ¥11.8 billion). In this way, DAM is actively
introducing funds with multiple asset components and
developing products featuring not only domestic and for-
eign equities and bonds, but also REITs.

Outline of New Medium-term Management Plan
Under the Group’s new medium-term plan, DAM aims
to be “Japan’s best asset management company” regarding
net assets under management of domestic publicly offered
equity investment trusts, market presence in the man-
agement of Japanese equities and global bonds, and
diversity of products and sales channels.

Performance Target
DAM’s main target over the next three years is to raise its
total assets under management of publicly offered equity

investment trusts to ¥8.5 trillion or more by March 31,
2009.

Basic Strategy
— Expand equity investment trusts
In order to further strengthen its position as the industry’s
leading asset management company, DAM intends to
increase its fund assets under management to a level sig-
nificantly above the industry average, centering mainly
on publicly offered equity investment trusts. It will also
seek to maintain a minimum 10% market share in publicly
offered equity investment trusts.

— Further strengthen investment capabilities

As a fund manager, DAM’s competitiveness lies in its
investment expertise. DAM intends to further strength-
en its capabilities and deliver more superior performances
than other competitors.

— Reinforce customer support and distribution chan-
nels via banks

Seeking to increase net assets, DAM will strengthen and

enhance its support for companies selling and distribut-

ing its products. In particular, it will press ahead to expand

sales through branches of megabanks and Japan Post.

DAM will also further increase its share of the defined-

contribution corporate pension market.

— Improve product development capability

DAM will further improve its product development capa-
bility to meet the diversifying demands of customers and
address the needs of new customers. It will also increase
the number of large-scale funds.
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From an interview with the chief fund manager of Daiwa Global Bond Fund

Net assets under management of Daiwa Global Bond Fund
have exceeded ¥1 trillion (¥1,034.6 billion as of March 31,
2006). What do you think is the main driver for this?

— A unique characteristic of Daiwa Global Bond Fund
is that it focuses on public and corporate bonds from
three major currency regions—North America, Europe,
and Oceania. By equally dividing the investment funds
between currencies of these regions rather than hedging
against exchange risk, we aim for maximum yield and
lowering the foreign exchange risk, and generate stable
profits. As a result, the fund has achieved a consistently
stable price and generated high dividends. Due to its
middle-risk/middle-return management policy and strong
performance, the fund has become extremely popular
among individual investors, many of whom consider the
yield on domestic fixed-term savings to be too low but
are averse to the higher risk accompanying equity funds.
The fund’s success derives not only from the hard work of
DAM’s managers but also the combined marketing efforts
of the Daiwa Securities Group, including Daiwa
Securities, a main sales channel for the fund.

Topic: Strengths of Daiwa Global Bond Fund

What is the system and process for managing the fund?
— Because Daiwa Global Bond Fund invests in multiple
currency regions, we manage it on a team, each member
working on a different region. We all hold meetings early
every morning to ensure that everyone in the team knows
what is happening in each region. In addition, we run
periodic checks to confirm that the fund is managed in
line with the monthly management plan. If something
unexpected happens, we analyze the situation to see if it
is temporary.

Daiwa Global Bond Fund: Fund price and net assets under management
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Similar funds launched by other companies have attract-
ed significant recognition, greatly expanding their assets
under management. How do you differentiate your prod-
uct from others offered in the market?

— When Daiwa Global Bond Fund was launched, an
other similar type of fund was already being offered by
our competitor and was growing rapidly. Moreover, the
idea of monthly-payment investment trusts was rapidly
gaining in popularity. When planning the fund, there-
fore, we realized that we would have to outperform the
competing products, or our customers would not support
us. For this reason, we decided not to manage the fund
by asset allocation based on general global government
bond index, as other products do. Instead, we decided to
proactively include a high-interest currency. At the same
time, we invested in several currencies in a balanced man-
ner, in order to generate a solid performance while
maintaining relatively low volatility in fund price. As a
result, we were able to soften the resistance of customers
inexperienced in foreign bond investments. By also con-
tinually disclosing appropriate information regarding the
fund, we have earned the strong support from customers.

What are your objectives for the future?

— The first-generation baby boomers, born between
1946 and 1951, are now retiring—a trend that will peak
in 2007—and management of their retirement benefits
will shift into full swing. Owing to its stable performance,
Daiwa Global Bond Fund is an ideal vehicle for manag-
ing the assets of these baby boomers. Indeed, many such
customers already invest in the fund.

In the foreign bond fund category, funds offered by
overseas asset management companies are genera]ly more
popular than those managed by Japanese companies, even
if they are managed exactly in the same way. For this rea-
son, we need to deliver superior performances and expand
our business operations as a Japanese fund manager.

(Note 1) “Fund price after adjusting dividend” is the adjusted
price assuming that fund dividend is reinvested.

(Note 2) In calculating fund price, trust fee (1.3125% against
total net assets (plus tax)) is deducted.




Review of Operations

Asset
Management

Daiwa SB Investments Ltd.

Business Features

Daiwa SB Investments serves as the core asset management arm of the Daiwa Securities Group and Sumitomo Mitsui
Financial Group. Its main businesses are (1) securities investment advisory services, and (2) investment trust man-
agement. The Company provides asset management services to both domestic and overseas clients. It has many years
of experience and achievement in pension fund management, based on a consistent investment philosophy and man-
agement style and a partnership with T. Rowe Price Group, one of the leading investment management firms in the
United States. The Company is well positioned, therefore, to provide a range of global-standard management and
research offerings.

Daiwa SB Investments is particularly strong in management of pension funds, which account for 67% of net assets
under management in its investment advisory business. For the fifth consecutive year since 2001, the Company has been
ranked as a top-class manager in overall evaluation of pension fund management ability by “Newsletter on Pension and
Investments”, published by Rating and Investment Information (R&I). The Company is also well experienced in
overseas pension fund management.

Daiwa SB Investments has a strong track record in managing domestic equity value-type funds. In addition, the
Company is the only Japanese fund manager selected by Japan Post to manage the Japanese equity component of
both its postal savings and postal life insurance funds. It was also chosen to manage the foreign equity component
of Japan Post’s postal life insurance funds.

In the investment trust management business, It develops and provides attractive investment trust products, draw-
ing on its many years of experience in pension fund management.
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Daiwa SB Investments Main Funds launched during FY 2005

Name of the Fund

Launch date Launch amount

(¥ billion)
20 Global High Dividend Equity Open July, 2005 24.0
M&A Value Fund September 47.0
30 Japan High Dividend Equity Open October 13.0
40 SMBC Friend Aging Society related Japan Equity Fund '06-02 February, 2006 13.8
Daiwa SB Investments Premier Fund | March 5.1
M&A Focus Fund March 30.5

FY 2005 Highlights
Daiwa SB Investments generated operating revenues of
¥16.2 billion in FY 2005, up 36.7% year-on-year.
Ordinary income surged 93.7%, to ¥4.6 billion, and net
income jumped 91.9%, to ¥2.7 billion.

Total assets under management at March 31, 2006,
amounted to ¥5,221.6 billion, up 33.8% from ¥3,901.8
billion a year earlier. Of this amount, total assets in the
investment advisory business stood at ¥4,070.1 billion,
up 28.9% from ¥3,158.4 billion. Net assets of investment
trusts reached ¥1,151.5 billion at fiscal year-end, up 55%

from ¥743.4 billion. Benefiting from the bullish stock
market, Global High Dividend Equity Open, launched in
July 2005, attracted net assets of ¥146.3 billion by fiscal
year-end. Also selling well in FY 2005 were M&A-
themed funds, such as M&A Value Fund (launched in
September 2005) and M&A Focus Fund (March 2006).
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Outline of New Medium-term Management Plan
Under the plan, Daiwa SB Investments aims to become
“Top in Quality”. Specifically, it will seek to be a world-
class, high-quality asset management company that can
represent Japan on the world stage. To this end, the
Company will endeavor to earn a strong reputation in
the market and win the trust of clients, by providing a
superior pension fund management capability backed by
rich experience and highly meticulous services. In addi-
tion, the Company will continue expanding its investment
trust management services and build a stable and effi-
cient business platform. Daiwa SB Investments’ quest is
to become a top-class Japanese asset management com-
pany in both quality and quantity.

Performance Target

As its main target, Daiwa SB Investments aims to
increase net assets of domestic pension funds and overseas
customers’ funds to ¥4.4 trillion or more by March 31,
2009. During the same period, it will also seek to increase
net assets of equity investment trusts (including invest-
ment advisory assets of corporate clients) to ¥2.9 trillion
or more.

Basic Strategy
— Further strengthen fund management capability
Daiwa SB Investments will strengthen and review its
fund management, research, and risk management sys-
tems to further boost its reputation in the market. It aims
to consistently rank in the top 3 for overall evaluation of

pension fund management ability by R&I.

— Diversify lineup of domestic pension fund products
Daiwa SB Investments believes in the importance of
maintaining and increasing its presence in the pension
market, including defined-contribution corporate pen-
sion funds (Japanese 401k) and variable annuities. In
addition to Japanese equities, the Company intends to
diversify its product lineup to include bond-type instru-
ments and contingency-fee-type alternative investment
products, in order to expand its domestic pension fund
management business.

— Expand into overseas markets

The asset management needs of overseas public and pri-
vate pension funds and institutional investors will continue
to grow in line with the increasing attractiveness of the
Japanese and other Asian economies. In response, Daiwa
SB Investments will offer appealing products, including
Asian equities and alternative investment instruments,
utilizing its strength in Japanese equity fund manage-
ment. In the process, the Company will expand the base
of overseas customer assets under management.

— Strengthen marketing of equity investment trusts

The asset management needs of corporations—especial-
ly financial institutions and Japan Post and its postal life
insurance funds—will continue to increase, as will the
needs of the baby-boom generation. Against this back-
ground, Daiwa SB Investments expects demand for equity
investment trusts, including defined-contribution cor-
porate pension funds, to expand. To meet such demand,
Daiwa SB Investments will aggressively market its equi-
ty investment trusts to both corporate clients and retail
customers by focusing on the development of high-qual-

ity products.
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[nvestment

Daiwa Securities SMBC
Principal Investments Co. Ltd.

Business Features
Daiwa Securities SMBC Principal Investments (Daiwa Securities SMBC PI) is a wholly owned subsidiary of Daiwa
Securities SMBC, a joint venture between the Daiwa Securities Group and Sumitomo Mitsui Financial Group
(SMFG).

A “principal investment” is one in which the investing entity takes the risk in using its own funds to make invest-
ments in order to reap returns. Daiwa Securities SMBC PI addresses the broad-ranging needs of clients endeavoring
to restructure their businesses, including financial institutions and corporations seeking to improve their balance
sheets and sell assets. To meet these needs, it invests in a variety of instruments, including non-performing loans and
other monetary claims, as well as real estate and listed and unlisted private equities. It also creates and manages vari-
ous funds, notably regional corporate revitalization funds. In these investment activities, our professionals in finance,
real estate, accounting, tax, and other specialized consulting fields work together as a team, contributing to the growth
and revitalization of Japanese corporations and the rejuvenation of the domestic economy.

FY 2005 Highlights
Owing primarily to an increase in revenues from real estate investments, Daiwa Securities SMBC PI posted a substantial
62.5% jump in ordinary income in FY 2005, to ¥15.2 billion. At March 31, 2006, its balance of investments stood at
¥310 billion, a 3.4-fold surge from ¥90 billion a year earlier. This rise stemmed mainly from large-scale investments
made during the year, including in SANYO Electric and Sumitomo Mitsui Construction. The year-end investment
balance consisted of ¥229 billion in private equities, ¥40 billion in monetary claims, ¥20 billion in real estate, and
¥21 billion in funds for which Daiwa Securities SMBC PI is involved in management.
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Financial Summary of
Daiwa Securities SMBC Principal Investments
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Private equity and PIPEs™

Mitsui Kanko Development (non-listed company):

MARUZEN (listed on the 1st section of TSE):

Sumitomo Mitsui Construction (listed on the 1st section of TSE):
SANYO Electric (listed on the 1st section of TSE):

¥7 billion
¥10 billion
¥49 billion
¥125 billion

Real estate Joint investments in office buildings and other real estate with overseas investors

Funds Hokkaido corporate recovery funds
“Hamanasu Power Equity Fund” jointly organized with Hokuyo Bank for the purpose of strengthening
the capital base for small to medium companies.

Others Euro dollar bond (COZL Bond) with a coupon linked to the price of emissions credits; jointly developed

with Daiwa Securities SMBC

*PIPEs=Private Investment in Public Equities

Key Business to Strengthen

Target for FY2008

Investment balance

¥400 billion or more (end of March 2009)

Outline of New Medium-term Management Plan
Business Environment Assumptions
Going forward, the excess of players in the market will
create intensified competition, causing the number of
attractive bargains and simple straight deals to level off. In
this situation, only players with comprehensive capabili-
ties, ranging from identifying attractive deals to devising
exit strategies, will prevail. Those lacking expertise, mean-
while, will not survive. On the other hand, the increasing
number of M&A deals, expanding private equity mar-
ket, and legal provisions to facilitate organizational
restructuring will increase demand for solutions using
diversified investment methods, such as stock market
delistings, management buyouts (MBOs), and carve-outs

(partial spin-offs).

Performance Target
Daiwa Securities SMBC PI aims to achieve an invest-
ment balance of ¥400 billion or higher by March 31,
2009.

Basic Strategy

One of Daiwa Securities SMBC PI’s strengths is its abil-
ity to uncover lucrative investment targets by leveraging
the networks of Daiwa Securities SMBC and Sumitomo
Mitsui Banking Corporation (SMBC). Specifically, it
brings together the broad customer base of SMBC and
the advanced due diligence capabilities of Daiwa Securities
SMBC to conclude numerous ground-breaking deals.
Going forward, it will allocate substantial management
resources, such as personnel and capital, mainly to the
private equity investment division, while sustaining other
revenue sources—investments in monetary claims and real
estate. Moreover, it will work to develop new revenue
sources by moving into new businesses, such as trading
in emission reduction credits.
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In March 2006, Daiwa Securities SMBC PI, together with
the Goldman Sachs Group and SMBC, underwrote pre-
ferred shares issued by SANYO Electric (Daiwa Securities
SMBC PI underwrote ¥125 billion of the ¥300 billion total
issue). Along with the investment, Daiwa Securities SMBC
PI sent two board directors and seven management staff
to SANYO Electric to help enhance that company’s cor-
porate value.

SANYO Electric
—— From a home electrical appliance maker to
“a leading manufacturer in the environment
and energy sectors”
SANYO Electric (SANYO) has manufactured and mar-
keted home electrical appliances, industrial products, and
electronic parts since its establishment in 1950. Unlike an
ordinary home appliance manufacturer, however, SANYO
today has unique business lines covering such items as bat-
teries, condensers, mobile phones, and showcases for
supermarkets. Moreover, it has more than 160 manufac-
turing and sales subsidiaries and affiliates worldwide, and
their business is expanding globally.
In recent years, SANYO has faced very difficult busi-
ness conditions. Its profitability has declined due to

bearing debt. Previously, Daiwa Securities SMBC had
served as lead manager in extending support to SANYO
for its restructuring efforts. Given the nature of SANYO’s
situation, however, Daiwa Securities SMBC began con-
sidering an injection of equity via Daiwa Securities SMBC
PI. Because Daiwa Securities SMBC PI was confident
in SANYO?s ability to recover from its situation, it decid-
ed to participate in the SANYO’s ¥300 billion issue of
preferred share, along with the Goldman Sachs Group
and SMBC, and to work together with SANYO in imple-
menting its medium-term management plan. The
investment was completed on March 14, 2006.

Contents of Preferred Shares

intensifying global competition across the electronics sec-
tor, as well as the damage caused to manufacturing facilities
by the Niigata Chuetsu Earthquake. Responding to these
adverse circumstances, in July 2005 it launched the
“SANYO Evolution Project,” a three-year restructuring
project aimed at overcoming its crisis. And in November
2005, it formulated a medium-term management plan (FY
2005 to 2007).

Seeking to be a “corporation that would truly please
the earth and life”, the SANYO Electric Group developed
its “Think GAIA” vision. Guided by the vision, it is apply-
ing its proprietary technologies and offering imaginative
solutions, with particular focus on the environment, ener-

gy, and lifestyles.

Increase in Capital
——Focus on core businesses and strengthen
balance sheet

SANYO posted net losses in FY 2004 and FY2005 due to
declining revenues stemming from adverse business con-
ditions. Its equity capital decreased significantly as a result.
To sustain its business operations in this critical situation,
SANYO needed to find ways to strengthen its balance
sheet, by increasing equity capital and reducing interest-

Outline of Capital Increase (preferred shares)
—— Support the implementation of the medium-
term management plan

SANYO issued two classes of preferred shares—Class A
Preferred Shares and Class B Preferred Shares—on the
condition that conversion to common stock and trans-
fer to third parties are prohibited for one year after
issuance and that a certain holding ratio of voting rights
accompanying the shares are kept for two years. These
conditions were designed to minimize the impact on the
stock price and management of SANYO during the

implementation of its medium-term plan.

Name of shares

No.1 Class A Preferred Shares of
SANYO Electric Co., Ltd.

No.1 Class B Preferred Shares of
SANYO Electric Co., Ltd.

Total value of issuance

Amount allocated to
Daiwa Securities SMBC PI

Voting rights at the
Shareholders Meeting (Yes/No)

Paid-in date of preferred shares
Period to convert to common shares

¥127,779,540 (thousand)
¥62,863,430 (thousand)

Yes

March 14, 2006

From March 14, 2007 or later until
March 13, 2026 (inclusive)

¥172,220,510 (thousand)
¥61,136,610 (thousand)

No

March 14, 2006

From the following day of the paid-in
date until March 13, 2026 (inclusive)
(However, common shares converted cannot be transferred
to a third party until March 13, 2007 without the consent of

the contracting parties.)
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NIF SMBC Ventures Co., Ltd.

Business Features
NIF SMBC Ventures is a private equity firm that specializes in venture and buyout investments as its core business-
es. It was founded in October 2005 through the merger of NIF Ventures, member of the Daiwa Securities Group, and
SMBC Capital, member of Sumitomo Mitsui Financial Group (SMFG).

With respect to venture investments, NIF SMBC Ventures basically seeks to make hands-on investments that
entail in-depth involvement in the entire management of the venture business, ranging from capital investment,
introduction of personnel, and provision of advice on capital policy and stock exchange listing. Major investment
prospects include corporations equipped with cutting-edge technologies in such areas as digital technologies and life
sciences, as well as venture companies with unique business models in such areas as contents and services.

Regarding buyout investments, NIF SMBC Ventures provides support to large enterprises seeking to spin-oft or
spin-out subsidiaries and business divisions. It also assists companies aiming to delist their shares, and it helps small
and medium-size enterprises with high-quality resources but having succession problem, for example, to restructure their
operations through MBOs or other means. Its abundant experience and expertise in venture investments is valuable in
buyout investments that require active involvement in the management of the investee entity.

In addition to a strong customer base, NIF SMBC Ventures has amassed a wealth of knowledge in such areas as
fund management and providing managerial support to investee companies. NIF SMBC Ventures is seeking to
become “Japan’s best private equity firm” by utilizing synergies derived from combining the networks of the Daiwa

Securities Group and SMFG.
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NIF SMBC Ventures
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*Using figures compiled for the consolidated financial statements of Daiwa Securities Group Inc.

Note: Results in FY 2003 and FY 2004 were for NIF Ventures.

FY 2005 Highlights

In FY 2005, NIF SMBC Ventures reported operating
revenues of ¥9.3 billion, up ¥4.9 billion year-on-year,
owing to an increase in capital gains amid favorable con-
ditions in the equity and IPO markets. Although SG&A
expenses increased due to the merger in October 2005,
ordinary income totaled ¥4.8 billion. Net income was
¥6.6 billion, compared with an ¥8.4 billion net loss in
FY 2004.

During the year, NIF SMBC Ventures invested in
148 corporations (an increase of 33 from FY 2004), mak-
ing total investments of ¥25 billion (up 56.1%
year-on-year.) Specifically, it invested in 145 venture
companies, mainly in Japan (up 33 year-on-year), for
total of ¥19.9 billion (up 52.6%). In the buyout category,
it invested a total of ¥5.1 billion in three companies,
including the takeover of Gakken Credit Corporation
and an investment in HALC. This compares with three
investments, totaling ¥2.9 billion, in FY 2004.

NIF SMBC Ventures supported 23 investee compa-
nies in Japan to be newly listed, up from 19 in FY 2004,
and six overseas, up from four.

With respect to fund management, the balance of
funds outstanding as of March 31, 2006, was ¥162.8 bil-
lion, up ¥54.9 billion from a year earlier.

Outline of New Medium-term Management Plan
Business Environment Assumptions
Against the backdrop of a steadily recovering Japanese
economy, opportunities for venture and buyout invest-
ments will increase as need to create new industries and
restructure corporations become more widely recognized.
Facilitating this trend will be significant advances in rel-
evant legal systems and other social mechanisms.

Basic Strategy
— Use broad securities and banking networks to better

identify investment opportunities
NIF SMBC Ventures intends to increase its portfolio of
investments that will generate revenue in the future. Here,
it will draw on the customer bases and networks of the
Daiwa Securities Group and Sumitomo Mitsui Banking
Corporation. NIF SMBC Ventures will also expand its
fund management activities to address the growing need
among their business partners for investment in private

equity funds.

— Seek enhanced quality and scale

NIF SMBC Ventures will upgrade its various networks in
an effort to improve the performances of its investments.
In addition to their business network, which was broad-
ened due to the merger, it will seek stronger ties with
universities in line with the trend toward industry-acad-
emia collaboration, and it will build closer relations with
fund investors and business partners. In addition, it will
draw on ties with business offices and local venture cap-
italists in Asia, the United States, and Europe.

NIF SMBC Ventures will enhance its system for accu-
rately evaluating advanced digital technologies and life
science technologies, by strengthening its industry-spe-
cific team framework and the Technical Adviser Office
of NIF SMBC Ventures, which is staffed with special-
ists. It will also promote full-scale investments in
corporations in all types of businesses and at different
growth stages. Through these efforts, it will build a bal-
anced portfolio and ensure stable earnings.

Moreover, NIF SMBC Ventures will step up invest-
ments in Asia, focusing on that region’s high growth
potential. To this end, it established a liaison office in
Shanghai in November 2004.
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Group
Support

Research, Consulting, and Systems

Daiwa Institute of Research Ltd.

Business Features
Daiwa Institute of Research (DIR) is the comprehensive think tank of the Daiwa Securities Group. DIR provides
Group companies with high-quality information services in the areas of research, consulting, and systems to help
enhance their business value, while offering the best solutions to meet the needs of customers outside the Group.

Research at DIR is led by Japan’s top-ranking analysts, who issue timely reports based on economic and corporate
fundamentals. DIR also conducts market analysis from the various viewpoints of economists, quants, and technical ana-
lysts. Moreover, DIR analyzes policies and makes proposals for reforming legal systems and financial and capital
markets.

In the area of consulting, DIR provides a broad range of services related to corporate strategy, restructuring of
businesses and organizations, and corporate revitalization, while also making advanced proposals. Furthermore, it
offers consulting on pension systems to help each of its client companies design an optimal pension plan.

As for systems, DIR serves as the core I'T arm of the Daiwa Securities Group, offering stable and advanced systems
that bolster the Group’s evolving financial and securities businesses.



FY 2005 Highlights
In FY 2005, DIR posted a 22.6% year-on-year increase in
operating revenues, to ¥78.9 billion. Ordinary income
rose 37.5%, to ¥7.3 billion, and net profit jumped 50.3%,
to ¥4.3 billion.

In research, DIR was ranked No. 1 for the third con-
secutive year in both the analyst ranking by the Nikkei
Financial Daily and analyst/economist ranking by the
weekly Mainichi Economist magazine.

In consulting, DIR set up research committees on
corporate governance, CSR, risk management, and inter-
nal control reporting systems, in order to provide
corporations with appropriate advice on management
practices. It also helped companies formulate medium-
term management plans, and proposed and carried out
business restructuring of various corporations.

In systems, DIR reported an increase in sales from
system development services owing higher strategic I'T
investments by Group companies. Sales of systems to
financial institutions and firms outside the Group also
showed a steady rise, as DIR successfully met the needs of
such entities.

Outline of New Medium-term Management Plan
DIR will strive to become the “Japan’s best information
service company’, built on customers’ trust and employ-
ees’ passion. By providing the highest-quality information
service in both research and systems, DIR will play a sig-
nificant role in supporting the expansion of the Group’s
businesses.
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Basic Strategy
The research and consulting divisions of DIR will help
the Daiwa Securities Group maintain its steady growth,
while contributing to the sound development of the capi-
tal markets.

DIR will further enrich its research function, which
forms the core of securities-related businesses, in order
to deepen relationships with its customers and to accu-
rately address their increasingly sophisticated and
diversified needs in securities-related businesses. It will
focus specifically on establishing and reinforcing the DIR
brand in the brokerage field. Here, DIR will demonstrate
its foresight, based on its research expertise and analysis
skills, to make sophisticated proposals. In consulting,
DIR will step up its contribution to the Group’s origi-
nation business, which is the domain of Daiwa Securities
SMBC’s investment banking division. DIR will achieve
this by enhancing its solution-provision capabilities,
backed by research functions and professional consult-
ing tools in advanced fields.

The systems division of DIR will cooperate with other
Group companies to put the Group’s I'T strategy into prac-
tice, swiftly respond to environmental changes, and improve
overall system security. It will also train talented person-
nel in order to improve its services and support the
development of client companies, both in and outside the

Group.
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In FY 2005, DIR’s Emerging Industries Research Division, which identifies emerging companies,
began offering a course at Waseda University to nurture entrepreneurs. This course is funded by
Daiwa Securities Group Inc.

Although the course was originally designed to admit 25 students, it had to increase the num-
ber of places because the course’s popularity greatly exceeded its expectations, with more than
200 students applying. The final class of the course included a business plan competition, where
12 students received awards. The winner of the competition went on to found his own company
in February 2006, receiving significant media coverage and boosting the reputation of the course.

During the year, DIR also provided comprehensive assistance to a project to support female
entrepreneurs, which was cosponsored by Fujisankei Communications Group and Daiwa Securities
Group Inc. With the aim of “revitalizing Japan,” the project involved seminars at eight venues
(2,402 applicants) nationwide and a business plan competition (1,563 applicants). The competi-
tion and the subsequent awards ceremony were widely covered in the press.

Lecture by a lecturer from Daiwa Institute of Research

—
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Group
Support

Securities Business Administration

Daiwa Securities Business Center Co., Ltd.

Business Features
Daiwa Securities Business Center (DSC) is a comprehensive outsourcing vendor and provider of back office services
related to the securities business. DSC deploys its expertise and systems, accumulated through its handling of Daiwa
Securities’ entire back office functions, to help Group companies and other clients enhance the efficiency of their
business operations at low cost.

In December 2002, DSC became the first back office service provider in the industry to obtain ISO 9001:2000 cer-
tification®, an international standard for quality management systems, for its back office operations on behalf of Daiwa
Securities and Daiwa Securities SMBC. Taking this opportunity, DSC successfully transferred its ISO 9001:1994
certification, previously obtained for its services to securities firms outside the Group, to the ISO 9001:2000 certification.
DSC also obtained the “Privacy Mark” certification from Japan Information Processing Development Corporation
(JIPDEC) in September 2005 for its appropriate handling of personal information.

*With “quality management systems” as its concept, the ISO 9001:2000 standard is an upgraded version of the ISO 9001:1994

standard, which focused on “quality assurance.” The objective of ISO 9001:2000 is to “improve customer satisfaction” at a high
level through ongoing improvements in quality management systems.
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Group
Support

Branch Office Administration and Real Estate Consulting

Daiwa Property Co., Ltd.

Business Features
Daiwa Property is a real estate company that provides property management services, mainly for branch offices, cor-
porate dormitories, and other buildings used by the Daiwa Securities Group. It specializes in building new facilities and
refurbishing, rebuilding, and replacing existing ones. With abundant expertise in real estate management, accumulated
since its foundation more than 50 years ago, Daiwa Property offers high-quality real estate services by reinforcing its
property management infrastructure and actively promoting its “business solution” services.

In property management, Daiwa Property maintains data on buildings and other facilities owned or rented by
the Daiwa Securities Group (data control), implements earthquake-resistance and other disaster-prevention mea-
sures, and performs risk management for leased properties. In the solutions business, it works with Daiwa Securities
SMBC PI to expand its real estate consulting capabilities, providing advice on such matters as reducing real estate
investment costs and impairment accounting.

In November 2007, the Group plans to relocate its head office building to consolidate the presently dispersed
functions of Group companies. To ensure the smooth completion of this project, Daiwa Property is extending full
support to the Headquarters Relocation Department of Daiwa Securities Group Inc.
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Group Governance and Management Systems

Corporate Governance

The Daiwa Securities Group is committed to creating a highly transparent and objective corporate
governance system commensurate with international standards. By clearly separating the
supervisory and executive functions of management, and building a highly efficient, specialized
internal auditing framework, we will endeavor to establish the Group management structure that

highlights synergies between Group companies.

Features of the Corporate Governance
System

In 1999, the Daiwa Securities Group became the first
listed Japanese company to adopt a holding company
structure. In the process, it created a highly transparent
and objective corporate governance framework that max-
imizes synergies between Group companies while
showcasing the independence and unique expertise of
each Group member.

In June 2004, the Group switched to a “committee
system” of corporate governance and raised the flexibili-
ty of decision-making by transferring authority to a large
extent from the Board of Directors to executive officers.
In addition, we strengthened the supervisory function of
management by increasing the number of outside direc-
tors and establishing the Nominating, Audit, and
Compensation Committees. Representative managing
directors of main Group companies also serve as executive
officers of Daiwa Securities Group Inc., enabling effi-
cient implementation of individual business strategies

based on Group strategies.

The Nominating Committee met three times in FY
2005" to discuss the composition of the Board of
Directors and the basic policy for nominating candidates
for director. The Nominating Committee deliberates on
and selects candidates for director in light of the Group’s
standards for the appointment of directors. These stan-
dards include criteria for guaranteeing the independence
of outside directors.

The Compensation Committee met five times in FY
2005* to discuss the compensation policy and determine
the individual compensation of directors, and also stud-
ied a Group-wide incentive plan aimed at improving
consolidated results.

The Audit Committee met 12 times in FY 2005* to
audit the decision-making of directors and executive offi-
cers and monitor the implementation status of internal
control systems at Group companies.

The Board of Directors met 12 times in FY 2005%,
with 98% attendance of the four outside directors.

* Between June 24, 2005 and June 24, 2006.

Compensation Paid to Directors and Executive officers in FY2005

Division Directors Executive officers Total
Amounts based on resolution Recipients Value Recipients Value Recipients Value
by the Compensation Committee 5persons  ¥107 million 14 persons  ¥758 million 19 persons  ¥865 million

Notes:
In addition to the above, directors and executive officers received stock options without consideration.

As of March 31, 20086, there were 13 directors and 14 executive officers. Eight of the directors also served as executive officers. (Their total compensation is counted under “Executive officers.”)
Of the total compensation amount of ¥865 million, compensation paid to the four outside directors totaled ¥67 million.



Executive Compensation Linked to
Performance

Compensation for directors and executive officers, which
is set by the Compensation Committee, has three com-
ponents: basic compensation, performance-based
compensation (bonuses), and stock-price-linked com-
pensation. Criteria for calculating performance-based
compensation include financial results, such as consoli-
dated ordinary income and ROE, as well as assets under
custody, customer satisfaction levels (determined by sur-
veys), and productivity per employee. In June 2004, we
discontinued the retirement gratuity system for directors
to strengthen the link with performance and enhance
the transparency of executive compensation at the three
group companies, Daiwa Securities Group Inc., Daiwa
Securities, and Daiwa Securities SMBC.

Internal Control System

The Daiwa Securities Group defines “internal control”
as a collection of processes aimed at securing business
effectiveness and efficiency, reliability of financial report-
ing, and compliance with laws and regulations. The
Group is building an extensive internal control system
to ensure that such processes function effectively and
efficiently.

Internal audit departments have been established in
main Group companies to carry out internal audits. In
addition, the Internal Audit Department, which is under
the direct control of the CEO at Daiwa Securities Group
Inc., audits Group companies that do not have their own
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internal audit departments.

The internal audit departments, including that of
Daiwa Securities Group Inc., undertake regular audits
according to predetermined auditing plans and verify
the status of internal control. The frequency and extent
of audits are determined on a case-by-case basis, fol-
lowing evaluation of risks and other factors. The Internal
Audit Department regularly communicates with the
internal audit departments of main Group companies. In
this way, it performs a coordinating role aimed at
upgrading the Group’s internal control and internal
auditing systems.

In the case of Daiwa Securities Group Inc., internal
audit plans and the results of internal audits are reported
to and approved by the Internal Control Committee, a
subcommittee of the Executive Committee. In the case of
main Group companies, the plans and results are report-
ed to and approved by the Committee such as the Legal
Affairs and Compliance Committee. The Internal Audit
Department also reports on the results of internal audits
to the Audit Committee.

The Audit Committee also conducts audits in collab-
oration with the Internal Audit Department and, as
necessary, can ask the Internal Audit Department to
make investigations required for audits.

In FY 2005, system audits were carried out at Group
companies. To strengthen information security, the
Group examined the status of control systems according
to its Minimum Standard for Information Security, which
was formulated in September 2004, and checked the lev-
els of response of Group companies to the enactment of

the Personal Information Protection Law.

67



Group Governance and Management Systems

Top Management

Directors

68

1969
199
1998
1999
2000
2002

2003
2004

1980
2001
2005

2006

Tetsuo Mae
Director

Joined Daiwa Securities Co. Ltd.

Director, Head of Corporate Institutional Sales Division
Managing Director

Managing Director, Daiwa Securities Co. Ltd.

Senior Managing Director

Senior Managing Director, Daiwa Securities Co. Ltd.
Group Executive Officer, Daiwa Securities Group Inc.
Deputy President, Daiwa Securities Co. Ltd.

Group Executive Officer, Daiwa Securities Group Inc.
Director and Deputy President, Daiwa Securities Group Inc.
Deputy President, Daiwa Securities Co. Ltd.

Nobuyuki lwamoto
Director

Joined Daiwa Securities Co. Ltd.

Head of International Finance Dept, Daiwa Securities SMBC Co. Ltd.
Corporate Executive Officer and CFO, Daiwa Securities Group Inc.
Director, Daiwa Asset Management Co. Ltd.

Director and Corporate Executive Officer and CFO,

Daiwa Securities Group Inc.

Director, Daiwa Asset Management Co. Ltd.

Ryuji Yasuda

Outside Director

Joined Morgan Guaranty Trust Company of New York (currenty
JPMorgan Chase & Co.), Investment Research Officer

Joined McKinsey & Company, Director

Managing Director, Asia Pacific, A.T. Kearney, Inc.

Managing Director, Far East Asia, A.T. Kearney, Inc.

Professor, Hitotsubashi University, Graduate School of International Corporate Strategy
Chairman, J Will Patners Co., Ltd.

Professor, Hitotsubashi University, Graduate School of International Corporate Strategy
Outside Director, Daiwa Securities Group Inc.

Chairman, J Will Patners Co., Ltd.

Professor, Hitotsubashi University, Graduate School of International Corporate Strategy
Outside Director, Daiwa Securities Group Inc.

Yoshinari Hara
Chairman of the Board

1967 Joined Daiwa Securities Co. Ltd.

1991 Director, Deputy Head of Corporate Institutional Sales Division

1995 Managing Director

1997 President

1999 President and CEO, Daiwa Securities Group Inc.
President, Daiwa Securities Co. Ltd.

2004 Chairman of the Board and Corporate Executive Officer, Daiwa
Securities Group Inc.

Shigeharu Suzuki

Director

1971 Joined Daiwa Securities Co. Ltd.

1997 Director, Chief Corporate Institutions Officer

1998 Managing Director

1999 Managing Director, Daiwa Securities Group Inc.

2001 Senior Managing Director

2002 Senior Managing Director, Daiwa Securities SMBC Co. Ltd.

2004 Director and President and CEQ, Daiwa Securities Group Inc.
President, Daiwa Securities Co. Ltd.

Shin Yoshidome

Director

1974 Joined Daiwa Securities Co. Ltd.

1999 Branch Manager, Yokohama Branch

2000 Deputy Branch Manager, Nagoya Branch, Daiwa SBCM Co. Ltd.
(currently Daiwa Securities SMBC Co. Ltd.)

2001 Executive Officer, Nagoya Branch Officer, and Branch Manager,
Nagoya Branch, Daiwa Securities SMBC Co. Ltd.

2004 Managing Director

2006 Director and Corporate Executive Vice President,
Daiwa Securities Group Inc.
Senior Managing Director, Daiwa Securities SMBC Co. Ltd.

Kenji Hayashibe

Director

1974 Joined Daiwa Securities Co. Ltd.

1996 Head of Corporate Institutions VI Dept.

1998 Director, Chief Corporate Planning Officer

1999 Executive Planning Officer, Daiwa SBCM Co. Ltd.
(currently Daiwa Securities SMBC Co. Ltd.)

2002 Director, Daiwa Securities Group Inc.

2003 Director and Corporate Executive Officer, Daiwa Securities Group Inc.

2004 Director, Daiwa Securities Group Inc.

Keisuke Kitajima
Outside Director

1961 Appointed as a Public Prosecutor
1998 Public prosecutor general
2001 Retired public prosecutor general, Registered as a Lawyer
2004 Lawyer
Outside Director, Daiwa Securities Group Inc.

1969
1994
1997
1999
2001

2004

2005

1971
199%
1998
1999
2001
2002

2003
2004

1979
1999
2002
2004

2005

1952
1982
1991
1998

1999
2002

1967
1979
1981

2000
2004

Akira Kiyota
Deputy Chairman of the Board

Joined Daiwa Securities Co. Ltd.

Director, Deputy Head of Sales Division, and Head of East Division
Deputy President

President, Daiwa SBCM Co. Ltd. (currently Daiwa Securities SMBC Co. Ltd.)
President, Daiwa Securities SMBC Co. Ltd.

Group Executive Officer, Daiwa Securities Group Inc.

Deputy Chairman of the Board and Corporate Executive Officer,
Daiwa Securities Group Inc.

Chairman, Daiwa Institute of Research Ltd.

Deputy Chairman of the Board and Corporate Executive Officer,
Daiwa Securities Group Inc.

Chairman of the Institute and Director, Daiwa Institute of Research Ltd.

Tatsuei Saito
Director

Joined Daiwa Securities Co. Ltd.

Director, Head of Financial Institutional Sales | Dept.
Managing Director

Managing Director

Senior Managing Director

Senior Managing Director, Daiwa Securities Co. Ltd.
Group Executive Officer, Daiwa Securities Group Inc.
Senior Managing Director and Corporate Executive Officer,
Daiwa Securities Group Inc.

Director and Deputy President and C00, Daiwa Securities Group Inc.
President, Daiwa Securities SMBC Co. Ltd.

Takashi Hibino

Director

Joined Daiwa Securities Co. Ltd.

Head of Corporate Planning Dept, Daiwa Securities Group Inc.
Executive Officer, Equity Officer, Daiwa Securities SMBC Co. Ltd.
Director and Corporate Senior Executive Officer,

Daiwa Securities Group Inc.

Director, Daiwa Asset Management Co. Ltd.

Director and Corporate Senior Executive Officer,

Daiwa Securities Group Inc.

Tetsuro Kawakami
Outside Director

Joined Sumitomo Electric Industries, Ltd.

President, Sumitomo Electric Industries, Ltd.

Chairman of the Board, Sumitomo Electric Industries, Ltd.
Chairman of the Board, Sumitomo Electric Industries, Ltd.
Corporate Auditor, Daiwa Securities Co. Ltd.

Advisor, Sumitomo Electric Industries, Ltd.

Corporate Auditor, Daiwa Securities Group Inc.

Advisor, Sumitomo Electric Industries, Ltd.

Outside Director, Daiwa Securities Group Inc.

Koichi Uno
Outside Director

Joined Arthur Andersen and Company

Partner, Tokyo tax department at Arthur Andersen and Company
Managing Partner,

Tokyo tax department at Arthur Andersen and Company

Retired Arthur Andersen and Company, Founded CPA UNO OFFICE
CPA UNO OFFICE

Outside Director, Daiwa Securities Group Inc.
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1969
1996
1998
1999
2000
2002

2003
2004

1968
1987
1993
1997

1999

2001
2002
2003
2004

1975
1983
1994

1999
2003
2005
2006

1975
1990
2001
2006

Tetsuo Mae

Deputy President

Deputy Head of Retail

(Deputy President, Daiwa Securities
Co. Ltd.)

Joined Daiwa Securities Co. Ltd.

Director, Head of Corporate Institutional Sales Division
Managing Director

Managing Director, Daiwa Securities Co. Ltd.

Senior Managing Director

Senior Managing Director, Daiwa Securities Co. Ltd.
Group Executive Officer, Daiwa Securities Group Inc.
Deputy President, Daiwa Securities Co. Ltd.

Group Executive Officer, Daiwa Securities Group Inc.
Director and Deputy President, Daiwa Securities Group Inc.
Deputy President, Daiwa Securities Co. Ltd.

Yoshiyuki Takemoto
Deputy President

Head of Research

(President, Daiwa Institute of
Research Ltd.)

Joined Daiwa Securities Co. Ltd.
President, Daiwa Securities SMBC Hong Kong Limited

Director, Deputy Head of International Operations Division, Daiwa Securities Co. Ltd.

Managing Director, Daiwa Securities Co. Ltd.

Chairman, Daiwa Europe LTD.

Senior Managing Director, Daiwa SBCM Co. Ltd.

(currently Daiwa Securities SMBC Co. Ltd.)

Deputy President, Daiwa Securities SMBC Co. Ltd.

Deputy President and Corporate Executive Officer, Daiwa Securities Group Inc.
Deputy President and Chairman, Daiwa Institute of Research Ltd.

Deputy President, Daiwa Securities Group Inc.

President, Daiwa Institute of Research Ltd.

Akira Nakamura
Corporate Senior Executive
Officer and CIO

Deputy Chief Planning Officer
(Director, Daiwa Institute of
Research Ltd.)

Joined Unitika Ltd.

Joined Daiwa Securities Co. Ltd.

Head of System Solutions Promotion Dept., Daiwa Institute of
Research Ltd.

Executive Officer, Head of System Solutions Operation Division
Senior Executive Officer

Managing Director

Corporate Senior Executive Officer and CIO,

Daiwa Securities Group Inc.

Director, Daiwa Institute of Research Ltd.

Masamichi Yokoi
Corporate Executive Officer and
Head of America Region
Chairman & CEQ, Daiwa America
Corporation and Chairman,
Daiwa Securities America Inc.

Joined Daiwa Securities Co. Ltd.

President, Daiwa Europe (Belgium) S.A.

President, Daiwa Securities SMBC Europe Limited
Corporate Executive Officer, Head of America Region,
Daiwa Securities Group Inc.

Chairman and CEO, Daiwa America Corporation
Chairman, Daiwa Securities America Inc.

1971
1997
1998
1999
2001
2002
2004

1969
1996
2000
2003

2004

1974
1999
2000

2001

2004
2006

1980
2001
2005

2006

1967
1991
1995
1997
1999

2004

Shigeharu Suzuki
President and CEQ

Head of Retail

(President, Daiwa Securities Co. Ltd.)

Joined Daiwa Securities Co. Ltd.

Director, Chief Corporate Institutions Officer

Managing Director

Managing Director, Daiwa Securities Group Inc.

Senior Managing Director

Senior Managing Director, Daiwa Securities SMBC Co. Ltd.
Director and President and CEO, Daiwa Securities Group Inc.
President, Daiwa Securities Co. Ltd.

Kenjiro Noda

Deputy President

Deputy Head of Wholesale
(Deputy President, Daiwa Securities
SMBC Co. Ltd.)

Joined The Sumitomo Bank Limited

Director, Head of International Division, The Sumitomo Bank Limited

Senior Managing Director and Senior Managing Executive Officer,
The Sumitomo Bank Limited

Deputy President, Daiwa Securities SMBC Co. Ltd.

Group Executive Officer, Daiwa Securities Group Inc.

Deputy President, Daiwa Securities Group Inc.

Deputy President, Daiwa Securities SMBC Co. Ltd.

Shin Yoshidome
Corporate Executive Vice President
Deputy Head of Wholesale
(Senior Managing Director, Daiwa
Securities SMBC Co. Ltd.)

Joined Daiwa Securities Co. Ltd.

Branch Manager, Yokohama Branch

Deputy Branch Manager, Nagoya Branch, Daiwa SBCM Co. Ltd.
(currently Daiwa Securities SMBC Co. Ltd.)

Executive Officer, Nagoya Branch Officer, and Branch Manager,
Nagoya Branch, Daiwa Securities SMBC Co. Ltd.

Managing Director

Director and Corporate Executive Vice President,

Daiwa Securities Group Inc.

Senior Managing Director, Daiwa Securities SMBC Co. Ltd.

Nobuyuki lwamoto
Corporate Executive Officer and
CFO

Deputy Chief Planning Officer
(Director, Daiwa Asset Management
Co. Ltd.)

{

Joined Daiwa Securities Co. Ltd.

Head of International Finance Dept, Daiwa Securities SMBC Co. Ltd.

Corporate Executive Officer and CFO, Daiwa Securities Group Inc.
Director, Daiwa Asset Management Co. Ltd.

Director and Corporate Executive Officer and CFO,

Daiwa Securities Group Inc.

Director, Daiwa Asset Management Co. Ltd.

Yoshinari Hara
Corporate Executive Officer

Joined Daiwa Securities Co. Ltd.

Director, Deputy Head of Corporate Institutional Sales Division
Managing Director

President

President and CEQ, Daiwa Securities Group Inc.

President, Daiwa Securities Co. Ltd.

Chairman of the Board and Corporate Executive Officer,
Daiwa Securities Group Inc.

1971
1996
1998
1999
2001
2002

2003
2004

1969
19%
1999

2000
2002
2004

2005

1979
1999
2002
2004

2005

1980
2004
2005

1969
1994
1997
1999
2001

2004

2005

| Daiwa Securities Group Annual Report 2006

Tatsuei Saito

Deputy President and CO0
Head of Wholesale

(President, Daiwa Securities SMBC
Co. Ltd.)

Joined Daiwa Securities Co. Ltd.

Director, Head of Financial Institutional Sales | Dept.
Managing Director

Managing Director

Senior Managing Director

Senior Managing Director, Daiwa Securities Co. Ltd.
Group Executive Officer, Daiwa Securities Group Inc.
Senior Managing Director and Corporate Executive Officer,
Daiwa Securities Group Inc.

Director and Deputy President and C00, Daiwa Securities Group Inc.
President, Daiwa Securities SMBC Co. Ltd.

Michihito Higuchi
Deputy President

Head of Asset Management
(President, Daiwa Asset
Management Co. Ltd.)

Joined Daiwa Securities Co. Ltd.

Director, Deputy Head of Corporate Institutions Division
Managing Director, Daiwa SBCM Co. Ltd. (currently Daiwa
Securities SMBC Co. Ltd.)

Senior Managing Director

Senior Managing Director, Daiwa Securities SMBC Co. Ltd.
Deputy President, Daiwa Securities Group Inc.

Deputy President, Daiwa Securities SMBC Co. Ltd.

Deputy President, Daiwa Securities Group Inc.

President, Daiwa Asset Management Co. Ltd.

Takashi Hibino
Corporate Senior Executive
Officer

Chief Planning / Personnel
Officer

Joined Daiwa Securities Co. Ltd.

Head of Corporate Planning Dept, Daiwa Securities Group Inc.
Executive Officer, Equity Officer, Daiwa Securities SMBC Co. Ltd
Director and Corporate Senior Executive Officer,

Daiwa Securities Group Inc.

Director, Daiwa Asset Management Co. Ltd.

Director and Corporate Senior Executive Officer,

Daiwa Securities Group Inc.

Takatoshi
Wakabayashi
Corporate Executive Officer
Chief Legal Officer and Deputy
Chief Personnel Officer

Joined Daiwa Securities Co. Ltd.

Head of Personnel Dept, Daiwa Securities Group Inc.
Corporate Executive Officer

Chief Legal Officer and Deputy Chief Personnel Officer
Head of Personnel Dept.

Akira Kiyota
Corporate Executive Officer
Chairman of the Institute and
Director, Daiwa Institute of
Research Ltd.

Joined Daiwa Securities Co. Ltd.

Director, Deputy Head of Sales Division, and Head of East Division
Deputy President

President, Daiwa SBCM Co. Ltd. (currently Daiwa Securities SMBC Co. Ltd.)
President, Daiwa Securities SMBC Co. Ltd.

Group Executive Officer, Daiwa Securities Group Inc.

Deputy Chairman of the Board and Corporate Executive Officer,
Daiwa Securities Group Inc.

Chairman, Daiwa Institute of Research Ltd.

Deputy Chairman of the Board and Corporate Executive Officer,
Daiwa Securities Group Inc.

Chairman of the Institute and Director, Daiwa Institute of Research Ltd.
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CSR Initiatives

For the Daiwa Securities Group, corporate social responsibility (CSR) means contributing to society
through the everyday business activities. We believe the most important thing is that each and every
employee is always aware of our society in their everyday work. We are actively promoting CSR
awareness among all employees and engaging in more proactive communication with stakeholders
to enhance recognition of our CSR activities in the community.

Promotion of CSR and Internal and
External Communication

CSR Promotion System and Internal
Communication

The CSR Promotion Department at Daiwa Securities
Group Inc. conceives, plans and leads the Daiwa
Securities Group’s CSR initiatives. It participates as need-
ed in department head meetings at Daiwa Securities
Group Inc. and in departmental liaison meetings held
throughout the Group, where it reports on the Group’s
CSR activities and raises CSR-related issues. It also serves
as the secretariat for the Environmental Management
Committee, which aims to improve the accuracy of the
environmental management system, and acts as a hub
for internal communication related to CSR.

In May 2005, staff from both the Corporate Ethics
Department (now the General Affairs Department) of
Daiwa Securities Group Inc. and the Compliance
Division at Daiwa Securities began holding compliance
training sessions at branch offices of Daiwa Securities to
deepen employees’ understanding of these important
issues. By the end of FY 2005, it had held sessions at 95
branch offices. They plan to visit all of the Group’s branch
offices (numbering 117 as of September 2006) by the
end of FY 2007.

External Communication:
Sustainability Report Wins Prize

The CSR Promotion Department publishes an annual
Sustainability Report as a means of communicating infor-
mation on CSR-related activities to those outside the
Group. The Department also responds to CSR surveys
conducted by NPOs, NGOs, and other outside organi-
zations. Through these activities, the Department serves
as the Group’s point of contact for communicating with
outside stakeholders.

Being responsible for corporate citizenship activities,
the CSR Promotion Department also serves as the
Group’s point of contact for three foundations: Daiwa
Securities Health Foundation, Daiwa Securities
Foundation, and The Daiwa Anglo-Japanese Foundation.
It also runs education and training programs related to
corporate citizenship activities, and provides informa-
tion on volunteer opportunities to employees through
the Group’s intranet.

In January 2006, the Group’s Sustainability Report
2005 received the Grand Prize for Sustainability Report
(Minister of the Environment Awards) at the 9th
Environmental Communication Awards (Environmental
Report Category), sponsored by Japan’s Global
Environmental Forum. We were the first financial insti-

tution to receive the prize. The report was highly

CSR Promotion System of the Daiwa Securities Group
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acclaimed for its easy-to-understand presentation of infor-
mation on CSR and sustainability issues. Other points
highly commended included reporting on solving social
problems through core business activities—the true mean-
ing of CSR—and the prominence of the Group’s diverse

stakeholders and employees in the report.

CSR Initiatives through Core Business
Activities

1. Socially Responsible Investments (SRls)
—Largest SRI Funds in the Industry

Socially responsible investments (SRIs) are a means of
generating fund flows that benefit society using mar-
ket mechanisms. The market for SRIs is expanding year
by year.

The Daiwa Securities Group has four SRI funds,
including Daiwa SRI Fund and Daiwa Eco Fund. As of

SRI Funds of the Daiwa Securities Group

Name of the Fund
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March 31, 2006, the total net assets of these funds
amounted to ¥77.9 billion. Daiwa Eco Fund, which was
launched in March 2006, targets investment in companies
that are recognized for environmental initiatives, such as
raising energy efficiency and environmentally friendly
technological development. As of March 31, net assets of
the Daiwa Eco Fund stood at ¥53.3 billion, making it
one of the largest SRI funds in Japan. In addition to
these SRI funds, the Group also has regional support
funds.

2. Education and Research Activities in
Economic and Financial Areas

Another area in which the Daiwa Securities Group’s
expertise and experience can contribute to society is
through education and research in economics and finance.

As for joint industry-academia collaboration, these
include offering college courses, giving lectures at uni-
versities across Japan, and supporting ventures that

March 31, 2006
Net Assets (¥ billion)

Daiwa Eco Fund H3%3
Daiwa SRI Fund 16.5
Global Eco Growth Fund (Mrs. Green) 4.1
UBS Global Equity 40 4.0
Total 77.9

Regional Support Funds of the Daiwa Securities Group

March 31, 2006

Name of the Fund Region Net Assets (¥ billion)
Shizuoka Benchmark Fund Shizuoka Prefecture 9.7
Toyama Support Fund Toyama Prefecture 7.7
Ibaraki Fund Ibaraki Prefecture 5.3
Saino-Kuni Support Fund Saitama Prefecture 4.8
Kanagawa Support Fund Kanagawa Prefecture 1.3
Total 28.8
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originate within universities. In April 2005, we estab-
lished a basic course at Waseda University to train venture
entrepreneurs. We also held lectures at Meiji University on
the Daiwa Securities Group’s SRIs. Furthermore, in
March 2006 we completed a joint research with
Hitotsubashi University’s Graduate School of International
Corporate Strategy on developing a model to assess the fair
value of stock options.

We also support basic economic education for stu-
dents at elementary, junior high, and senior high schools.
As part of this program, we have been supporting the
Student Company Program, a practical education pro-
gram originally devised in the United States and run by
Junior Achievement, an economic education NPO tar-
geting youth. By raising the level of economic and
financial literacy and helping nurture financial experts
through these activities, we are contributing to sustainable
economic growth and a stronger economic foundation
in Japan.

In June 2005, we provided special support for Finance
Park, a hands-on economics education program offered by
Junior Achievement in Shinagawa ward in Tokyo. Under
this program, students take on the roles of citizens, each
with their own characteristics, and learn about regional
communities and the economy as well as stocks and

volatility of share prices as part of asset management.

Corporate Citizenship Activities

The Daiwa Securities Group supports regional society,
environmental protection, and volunteer activities, pri-
marily through the CSR Promotion Department at
Daiwa Securities Group Inc. The Group aims to raise
awareness among its executives and employees of the

importance of good corporate citizenship.

Support Activities through Daiwa Group
Foundations

The Group also engages in regional and international
support activities through three Group foundations.
Daiwa Securities Health Foundation supports studies
and research in the prevention and treatment of lifestyle
diseases, and works to increase the awareness of health
maintenance and improvement. Daiwa Securities
Foundation supports a wide variety of volunteer activities
in social welfare and medical treatment. The Daiwa
Anglo-Japanese Foundation promotes mutual under-
standing and friendship between Japan and the United
Kingdom, and each year invites “Daiwa Scholars” from

the United Kingdom to visit Japan.

Main Initiatives in FY 2005
—Assistance to Disaster Areas

In February 2005, we established the Daiwa Securities
Group Tsunami Reconstruction Fund, which supported
programs launched by local NGOs in September 2005.
The Group also gave assistance to victims of Hurricane
Katrina, which devastated parts of the southern United
States in August 2005, and victims of the October earth-
quake in Pakistan, both through donations to the Japan
Red Cross Society.



Environmental Initiatives

The Group’s employees are working to reduce energy
consumption on a daily basis by switching off office lights
and electrical appliances when they are not in use. In
addition, when replacing equipment, energy-saving mod-
els are installed wherever possible.

As a result of these efforts, the Group’s electricity con-
sumption declined 3.6% year on year in FY 2005, while its
consumption of town gas dropped 19.5%. Water usage in
FY 2005 totaled 324,527 kiloliters, down 21.0% from

the previous year.

Electric Power Usage
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Note: Scope of data collection was expanded in FY 2002.
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CSR Promotion under the New Medium-
term Management Plan

By actively increasing communication with its stake-
holders, the Daiwa Securities Group is raising awareness
about its activities to benefit society and contributing to
sound economic growth.

Specifically, we are stepping up efforts in three areas.
(1) Economic and financial education—supporting edu-
cation and research and promoting economic literacy
through partnerships with educational institutions and
NPOs; (2) SRIs—promoting socially responsible invest-
ments; and (3) Environment—creating an environmental
management system, such as formulating environmen-
tal measures, in three stages, beginning with the Group’s
main domestic companies, followed by the domestic con-
solidated subsidiaries and then its overseas subsidiaries.
Under the new medium-term management plan, we are
reinforcing CSR activities through collaboration with

entities inside and outside the Group.

Water Usage
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73



74

Group Governance and Management Systems

Risk Management

As the Daiwa Securities Group pursues profitability and growth, it also recognizes the importance
of accurately identifying, evaluating, and effectively controlling the various risks associated with its
business operations. Our quest is to sustainably improve shareholder value by maintaining a
sound financial and profit structure with a proper risk-return balance while managing assumed risks

affecting all of our business situations.

Risk Management System

The Group’s risk management policy encourages active
participation by top management to ensure that risks
inherent in its business operations are controlled appro-
priately and comprehensively according to their specific
attributes. To this end, the status of risk management is
reported regularly to the Internal Control Committee, a
subcommittee of the Executive Committee.

Major risks affecting our businesses are market risk,
credit risk, liquidity risk, system risk, operational risk,
reputation risk, and legal risk. (See the Compliance sec-
tion on page 75 for more information on legal risk.)

Each Group subsidiaries are responsible for manag-
ing the risks peculiar to their own businesses, taking
advantage of their specialist expertise. In charge of Group-
wide risk management is Daiwa Securities Group Inc.,
which monitors the systems, processes, and status of
implementation of risk management activities undertak-
en by the subsidiaries.

Going forward, the Group will tackle various tasks
including capital management based on economic capital
(required capital commensurate with volume of risk) and
evaluation of operating performance by business divi-
sion, quantifying operational risk, and improving risk
management systems on a consolidated basis. In addi-
tion, we will seek to build an appropriate framework for
risk management, including emergency control system
such as formulation of a business continuity plan (BCP).

Addressing Financial Risk (Market,
Credit, and Liquidity Risks)

Regarding market risk, the Group states various limits
and employs Value at Risk (VaR), a commonly used sta-
tistical management method, as an index for measuring
and monitoring the risk of its trading operations. Our
comprehensive risk management approach also employs
stress-tests and scenario analyses.

Within the Group, the wholesale securities business,
which has the greatest exposure to credit risk, judges
whether or not to execute transactions or request collat-
eral by rigorous investigation. The Group also assigns
internal ratings to each client, sets credit limits according

to these ratings and transaction periods, and monitors
them. Daily reports on market risk and monthly reports
on credit risk are made to the management of Daiwa
Securities Group Inc. (Reports can be made as needed
when clients exceed their credit limits or have their cred-
it status changed.)

With respect to liquidity risk, the Group maintains
liquidity of capital and manages the maturity schedule
of its liability portfolio. This is to enable continuous busi-
ness operations for around one year, without the need
for the Group’s securities subsidiaries to enter new uncol-
lateralized fund procurement arrangements. Liquidity of
the Group’s subsidiaries—except securities subsidiaries
and NIF SMBC Ventures, a JASDAQ-listed compa-
ny—is centrally managed under the Group Cash
Management System of Daiwa Securities Group Inc.

Addressing Operational Risk and System
Risk

As an important priority, the Group is tackling the risks
that arise from improper internal processes or errors
caused by executives, employees, or computer systems
during the course of business. Due to the diversity of our
business operations, we are taking a number of key mea-
sures, including establishment of stricter lines of authority,
mechanization of business processes to reduce human
error, and preparation of administrative manuals.

Despite these measures, however, on December 29
and 30, 2005, Daiwa Online Trading, an Internet trading
service provided by Daiwa Securities, was suspended tem-
porarily due to partial system failure. On January 13,
2006, an error occurred in the handling of an order placed
by Daiwa Securities SMBC to the Tokyo Stock Exchange
on behalf of a customer. In response, Daiwa Securities
is expanding and upgrading its core system processing
capabilities and working to create a monitoring system
and framework to ensure stable system operations. Daiwa
Securities SMBC, meanwhile, is instituting more rigor-
ous administrative procedures for orders and stricter
protocols on disengaging the alarm mechanism when
inputting large orders. In these and other ways, the Group
is working to improve its systems and prevent the repeat
of such incidents.
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Compliance
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The Daiwa Securities Group believes that achieving sustainable growth ultimately depends on its
ability to earn the trust of customers, capital markets, and society in general. With this in mind, we
are working to ensure Group-wide compliance with legal rules, embracing “social justice” as one of
our core corporate principles. In addition, we are striving to further upgrade our internal control
framework and, through employee education and training, we are raising compliance-related

awareness among each executive and employee.

Group Initiatives

Establishing Infrastructure and Educating
Management and Employees

The Corporate Ethics Team in the General Affairs
Department at Daiwa Securities Group Inc. is looking
to formulate rules for a voluntary code of conduct to
ensure legal compliance across the entire Group. It also
holds monthly General Affairs/Corporate Ethics
Promotion Liaison Meetings with various Group com-
panies. In addition, employees of Group companies
attend lectures and receive practical training when they
join their respective Group companies and at regular
intervals thereafter. Newly appointed directors also under-
go training and, at various meetings, receive reports on
amendments to relevant legislation. In these ways, the
Group endeavors to raise awareness and expand knowl-
edge of compliance-related matters among all employees.
Through compliance, we are instilling the notion of “con-
tribution to the development of sound securities markets.”

The Corporate Ethics Hotline (an internal reporting
system) was introduced in January 2003 to encourage
reporting on compliance-related issues. We have increased
the effectiveness of the system by protecting the identity
of informants and enabling them to contact not only the
department in charge but also an external allied law firm.
This has served to expand trust and awareness among
employees, and the number of reports is increasing as a
result.

Protecting Personal Information

Due to the full enactment in April 2005 of the Personal
Information Protection Law, Daiwa Securities Group
Inc., together with other Group companies, formulated a
Privacy Policy and Privacy Statement outlining the
Group’s policies regarding the purpose of use and man-
agement of personal information. With respect to
handling such information, our pledge is to comply with
laws, guidelines issued by government ministries and
agencies, internal regulations, and other rules. Through
the Group intranet and other means, we also provide

management and employees with information and con-
duct training and checktesting related to protection of
personal information.

Initiatives at Major Group Companies in
FY2005

In FY 2005, Daiwa Securities sought to raise compli-
ance-related awareness and further reinforce the
compliance component of its business operations. Specific
objectives included targeting more rigorous sales activities
from the perspective of legal compliance and investor
protection, strengthening the system for addressing com-
plaints, enhancing responsiveness following the enactment
of the Personal Information Protection Law, and forti-
fying and raising the level of effectiveness of the
Compliance Division.

Daiwa Securities SMBC is upgrading its compliance
training systems, introducing customized programs by
divisions and by themes associated with day-to-day busi-
ness operations. In FY 2005, Daiwa Securities SMBC
broadened the content of its e-learning program and
established a training framework enabling divisions to
select themes suited to their particular workplaces. In
addition, it is reinforcing its inspection system. For exam-
ple, it conducted inspections to ascertain the effectiveness
of measures to mitigate risks identified through internal
audits. It is also expanding its inspection checklist to
include items related to new business procedures follow-
ing amendments to laws and other new regulations such
as protecting personal information.
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Human Resource Management

A primary source of competitiveness for the Daiwa Securities Group is its people. To maximize such
competitiveness, the Daiwa Securities Group is fostering an environment where all employees can
enhance their capabilities, increase their motivation, and realize their full of potential. This is done
through the Group’s effort to help employees upgrade their skills, and through the establishment
of a personnel management system that allows more accurate evaluation of employee performance.

Group-wide Personnel Policy

The basic policy of the Group’s personnel system is to
“emphasize the creativity of each employee, foster a free
and vigorous corporate culture filled with the spirit of
challenge, and accurately evaluate the performances and
contributions of employees”. To this end, the Group has
incrementally rebuilt its personnel system with a focus
on rewarding performance.

Upgrading Evaluation Systems and
Performance-Based Remuneration

Fair and objective personnel evaluation is a basic require-
ment for a performance-based system. The Daiwa
Securities Group uses both a two-way evaluation system,
where bosses and their subordinates evaluate each other,
and a multi-directional evaluation system, which entails
objective evaluation from other closely related Group
companies and divisions. We also have an “evaluator
training” program to enhance the evaluation skills of
employees. In these ways, we are seeking to establish a
highly compelling evaluation system.

Consistent with its fair evaluation policy, Daiwa
Securities, the Group’s retail arm, has set up the
“President’s Awards” which are awarded twice a year in an
effort to further motivate employees. Similar award pro-
grams are also being introduced at Daiwa Securities
Group Inc. and Daiwa Securities SMBC.

Reflecting its strong emphasis on rewarding employ-
ees who perform well, the Group has introduced a
compensation system based on job category and adopted
a more segmentalized personnel evaluation process. In
the case of deputy general managers, there is a 17-fold dif-
terence between highest and lowest bonus, and a 4-fold
difference for annual salary (based on FY 2005 results). In
FY 2004, moreover, a performance-based annual salary
system was introduced for analysts at Daiwa Institute of
Research and fund managers at Daiwa Asset
Management, so that their salaries reflect their analyst
rankings and fund performance.

Raising Employee Skills and Providing Diverse
Career Options

The Daiwa Securities Group continues to reinforce its
support systems for employees to raise their skill levels.
For example, we provide extensive backup for acquisi-
tion of qualifications, with particular focus on
qualifications related to financial services such as financial

analyst and financial planner. We have also stepped up
training aimed at nurturing administrative and business
leaders. In addition, we are adopting an intra-Group job
posting system, which enables employees to embrace new
challenges by moving to a department of their choice
within the Group. Since its introduction in 2000, the
system has attracted 572 applicants, of whom 114 have
been successfully qualified.

FY 2005 Initiatives

Qualification-Oriented Promotion System and
New Management Positions

In June 2005, the Daiwa Securities Group established
prerequisites for promotion. It has introduced a system
whereby employees must earn “qualification points” in
order to be promoted. Points are awarded mainly for
qualifications useful in the securities industry, such as
those of financial analysts, and are given in ascending
order according to the difficulty of the targeted qualifi-
cation. Through this system, we are giving employees
greater incentive to enhance their capabilities. We also
established two new positions—senior deputy general
manager (one rank above deputy general manager) in
June 2005 and senior manager (one rank above manager)
in July 2006—in order to increase opportunities for both
middle management post and young employees to be
promoted and further boost their motivation in the work-
place.

Support for Working Mothers

To address the rapidly declining birthrate and aging of
society, in April 2005 the Japanese government enacted
the “Law for Measures to Support the Development of
the Next Generation”, which calls for companies to build
infrastructure enabling female employees to work and
raise children at the same time.

The Daiwa Securities Group has long been a proactive
recruiter of female employees, and in October 2005, the
“Women’s Advancement Action Team”, part of the
Personnel Department of Daiwa Securities Group Inc.,
formulated a “Support Plan for Working Mothers” aimed
at improvement of the environment in which female
employees can fulfill their duties both at work and at
home.



Outline of Support Plan for Working Mothers

— Salesperson Rehiring System (“Professional
Return Plan”)

Under this system, we rehire female permanent employ-
ees who have taken leave for various reasons, including
marriage, pregnancy, childbirth, child-rearing, nursing care,
and relocation for a spouse’s job. By providing a flexible
career path for employees and increasing opportunities for
advancement, we aim to attract and keep top-quality human
resources. (At present, the system is only applicable for
positions in sales staff at Daiwa Securities.)

— Extension of Maternity Leave and the Nursing
Time

The Group had established a system whereby employ-

ees can take child-rearing leave longer than the period

stated by law. Effective October 2005, we will further

extend it up to the day before the child’s third birthday.

Nursing time during work hours has also been extended

up to the day before the child’s third birthday.

—Back to Work Program

The Group supports the smooth return-to-work of female
employees who have taken maternity leave. By main-
taining regular communication with such employees while
they are away, we endeavor to eliminate their anxieties.
As part of the program, the Group has issued a guide to
support child-rearing and has distributed it to executives
and employees. We also started a child-support website
service, “Daiwa Family Net”, for our employees.

— Enhancement of Days Off

In order to establish a working environment with an
awareness of work-life balance, the Group has enhanced
the vacation system to promote full usage of paid holidays.
Specifically, we have provided “days off for wedding
preparations”, such as moving home associated with mar-
riage, registering a marriage, and preparing for a wedding
ceremony. We have also introduced “days off for family
days”, such as for children’s outings or family members’

birthdays.

— Subsidy System for Expenses for Child-care
Facilities

The purpose of this system is to facilitate the return to the

workplace of employees after maternity leave by subsi-

dizing daycare expenses for children aged under three.

As a result of these measures, Daiwa Securities Group
Inc., Daiwa Securities, and Daiwa Securities SMBC were
awarded the prize for Director of Tokyo Labour Bureau
Award at the “Corporation Award for the Promotion of
Gender Equality 2006”7, which was sponsored by the
Ministry of Health, Labour, and Welfare.
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The “Corporation Award for the Promotion of Gender
Equality” exists to raise public awareness of the efforts
of companies that proactively encourages female workers
to realize their abilities. We will pursue a better work-
ing environment for both men and women by continually
taking such positive steps.

Support to Provide Job Opportunities for
Senior Citizens

Heretofore, we have been rehiring senior citizens under
the “Daiwa Elderly Support System”. However, we have
introduced the “Daiwa Master System”, which includes
steps related to the implementation of the “Revised Law
for the Stabilization of Employment of the Aged” which
began on April 1, 2006, as a new system for rehiring
senior citizens. In the future, we will continue to con-
sider the proactive use of senior citizens.

Initiatives on Human Resource
Management under the New Medium-
term Management Plan

The personnel policy outlined in the Group’s new medi-
um-term management plan is aimed at “attracting the
highest-quality human resources in the industry and pro-
viding them with highly motivating working environments
where they can embrace new challenges”. To achieve var-
ious targets set under the plan, we intend to increase the
Group-wide workforce by around 2,000 over the next
three years through the continuous hiring of exceptional,
dedicated people. We will provide new recruits with com-
prehensive training and education and offer rewards
appropriate to an industry-leading company. We will also
create working environments where women and experi-
enced employees can demonstrate their abilities.
Furthermore, in order to maintain a high level of moti-
vation, we believe it is necessary to increase job satisfaction.
For this reason, in July 2006, we announced the
“Corporate Activation Plan” via our Group satellite broad-
casting system in order to make the direction of the policy
well known. By raising the level of trust employees have
towards the company, the pride they take in their work,
and the feeling of solidarity within the Group, we are
aiming to have more vitality as a Group than ever before.
Among the “Corporate Activation Plan”, the Group
has already introduced the following systems.
e Establishment of “senior manager” post aimed at
boosting the motivation of young employees
e Enhancement of mental health care for
employees (Within Daiwa Securities Group Inc.,
the Mental Health Support Department was
established in August 2006. Further
enhancement is planned.)

e Replacement of part-time employees with full-
timers
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Intellectual Property Activities

The Daiwa Securities Group promotes the planning and development of new services and products
applying information technology through promotion of patents. With the protection and application
of such patents, the Daiwa Securities Group is striving to maintain a freehand and superiority for
future business operations. Specifically, the Intellectual Property Section of the Legal Affairs
Department of Daiwa Securities Group Inc. and Group companies are cooperating to apply for
patents and to develop applications in diverse areas such as securities brokerage systems, investment
information offering systems, management and control systems, and settlement systems.

Achievements in Intellectual Property Activities

As of the end of July 2006, the Daiwa Securities Group
has registered 21 patents (22 including overseas patents).
The Group’s patent applications (number of open appli-
cations) were 285 as of the end of March 2006.

Of the 12 patents registered since FY 2005, business
model patents (e-commerce area) were eight, while non-
business model patents were four. By affiliation with the
inventors, Daiwa Institute of Research (DIR) obtained
seven patents”. Daiwa Securities obtained five patents®,
and Daiwa Securities SMBC and Daiwa Securities Group
Inc. obtained one patent each. The results indicate that
patent registration is well-balanced among the compa-
nies within the Group. We will continue our Group-wide
efforts for application and registration in the future.

*Including two patents jointly invented by Daiwa Securities and DIR.

Patent Registrations since FY 2005

Future Measures for Intellectual Property

The Daiwa Securities Group has been working on a pol-
icy that raises executives’ and employees’ awareness of
intellectual property rights including patents, and has
implemented the following measures. The 14 Group com-
panies have revised their remuneration systems since
FY2005 and have significantly raised incentives to meet
the revised Patent Law and to aggressively promote patent
registration. At the same time, an awards system has been
set up to recognize executives and employees who greatly
contribute to intellectual property activities.

In addition, the Group is promoting patent information
sharing within Group companies by providing employ-
ees with manuals and educational material as well as
providing patent information ([1] patents applied by other
companies; [2] patents registered by other companies;
[3] other companies’ patent applications under exami-
nation, and; [4] Daiwa’s patent applications and
registrations) on its intranet.

Furthermore, the Group is reinforcing trademark and
copyright management to prevent infringement by other
companies upon the Group’s intellectual property rights
as well as infringement by Group companies upon intel-
lectual property rights held by other companies, in
accordance with corporate compliance.

FY2005: Name of patent Applied Registered Affiliation of the inventor Category Main area of use
1. Information Distribution System and Information 2000.08  2005.04 DIR electronic document issuance
Distribution Method
2. Beneficiary Right Exchange Facility and Method and 200210  2005.04 Daiwa Securities BM Patent  exchange trade funds (ETF)

Their Programs

3. e-Mail Distribution Server, e-Mail Distribution System, 2001.05  2005.08
e-Mail Distribution Method, and Their Programs

4. Download Control Method, Server, and Programs 2000.12  2005.10

5. Information Transmission Equipment, Information 2002.03  2005.11
Transmission Method, and Their Programs

6. Financial Product Display System and Its Method 2003.07  2005.12

7. Street-Installed Printing Equipment and Document Printing 2001.03  2006.02
Method

SMBC
DIR electronic document issuance

Daiwa Securities BM Patent  electronic document issuance
DIR electronic document issuance

Daiwa Securities BM Patent  net trading

(financial product display by each customer)
DIR electronic document issuance

8. Non-Charged Coupon Operation System 2001.01  2006.03 Daiwa Securities BM Patent  net trading (commission discounting method)
FY2006: Name of patent Applied Registered Affiliation of the inventor Category Main area of use

9. Information Providing System, Method, and Their 2004.02  2006.05 Daiwa Securities BM Patent  net trading (offers of investment information

Programs Group Inc. and notices of stock price fluctuation factors)

10.Treasury Stock Management, Treasury Stock Management  2003.05  2006.05
Method, and Their Programs

11. Asset Management System, Method, and Their Programs ~ 2004.03 ~ 2006.07

12.Portfolio Management System, Method, and Their 2004.03  2006.07
Programs

DIR BM Patent  treasury stocks

(compensation utilizing treasury stocks)
Daiwa Securities BM Patent  SMA

Daiwa Securities BM Patent  SMA

*BM Patent=Business Model Patent
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To achieve sustainable growth in shareholder value, the Daiwa Securities Group undertakes
integrated management of risk, return, and capital. Our policy is to build a break-even structure that
is resilient to revenue fluctuations, and to manage risk in a way that protects our highly stable
financial position. Through efficient allocation of capital resources, we will endeavor to maximize

risk-adjusted returns.

Targeting Financial Stability

Seeking to secure a stable financial position, the Group
controls the major risks affecting its consolidated bal-
ance sheets, including market risk, credit risk, and
liquidity risk. This approach secures our financial base
enabling us to deal with potential losses due to dramatic
changes in business environment, and reflects our empha-

sis on assuring stable continuation of business.

Regarding market risk, the Group manages the allow-
able maximum amount against trading positions or Value
at Risk (VaR: expected value of maximum loss with more
than 99% confidence level), as well as keeping track of the
amount of potential loss, which could occur if business

conditions changed, using assumed stress scenarios.

With regard to credit risk, besides the management of
credit limits, the Group strictly investigates risk involved
in principal investments, which we are proactively expand-
ing, and large-scale, low-liquidity investments such as
third-party allocation CBs. In this process, we pay ade-
quate attention to concentrated risk. The Group also
conducts careful monitoring after investments have been
made. Furthermore, we look at these risks as a whole,
not only maintaining the necessary capital required by
law, but also ensuring that the total amount of risk is

commensurate with capital.

With respect to liquidity, the Group’s policy is to main-
tain sufficient long-term capital to enable stable business
continuation for around one year, without relying on new
unsecured fund procurement. We also control liquidity to
avoid excessive concentration on specific fund-raising

sources or repayment pCI’iOdS.

Integrated Management of Risk, Return,
and Capital

In order to increase our corporate value through sub-
stantial growth planned under the new Group’s
medium-term management plan, we undertake integrat-
ed management of risk, return, and capital to maintain

sound profitability and stability.

Capital

When the medium-term management plan is achieved,
with only retained earnings, consolidated net assets after
dividends paid are expected to exceed one trillion yen.
Along with efficiently allocating capital in accordance
with the characteristic features of each business segment,
we secure certain standby capital in preparation for new
business development, strategic investment, and M&As.

Return

In each of its business divisions, the Group will expand
consolidated profits and maintain a high level of ROE, by
achieving a profitability ratio well above the risk-adjust-
ed cost of capital.

Moreover, we will further improve the revenue-expen-
diture balance by boosting the magnitude and stability
of earnings, as well as maintaining the balance of invest-

ment for growth.

Risk

The Group will adopt a more aggressive risk-taking
approach, especially in its wholesale and investment busi-
nesses. To address the increasing level and complexity
of risk associated with this approach, the Group will
appropriately monitor risk by refining its methods of risk
quantification, while raising the sophistication of risk

assessment methods and risk management techniques.
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Group Governance and Management Systems

Disclosure Strategy

The Daiwa Securities Group pursues more active communications to promote understanding and
appropriate evaluation of the Group among all stakeholders, including shareholders, investors, and
local communities. At the same time, we work towards fair, timely, and appropriate disclosure of
corporate information according to its Disclosure Policy.

Disclosure System

Adhering to its Disclosure Policy and Disclosure
Regulations, Daiwa Securities Group Inc. aims to dis-
close appropriate information in a fair and timely
manner. Under the Disclosure Regulations, the
Disclosure Committee was set up as a subcommittee
of the Executive Committee. The Disclosure
Committee is responsible for making final decisions
concerning the disclosure of information. Each Group
company has implemented its own “Management-
Related Information” regulations, which cover
information-gathering and presentation of reports to
Daiwa Securities Group Inc.

Our disclosure system clearly separates responsibili-
ties according to the intended recipients of the
information. Specifically, the Investor Relations
Department handles disclosure to shareholders,
investors, and analysts. The Corporate Communications
Department is responsible for communication with the
mass media, and the CSR Promotion Department inter-
acts with employees and local communities. These
entities use various means, including the Internet and

publications, to disclose information.

Strengthening Investor Relations
Activities

The Daiwa Securities Group is proactive in disclosing
its business strategies and explaining the status of each
business field to shareholders and investors. Through
these initiatives, our management can also obtain feedback
on market reactions and opinions. This enables us to
further raise management transparency and efficiency,

which is essential for improving corporate value.

We disclose information in a timely and appropriate
manner while eliminating the communication gap
between domestic and overseas stakeholders. Our quar-
terly financial results are posted on the Group’s IR
(Investor Relations) website immediately after announce-
ment, and a conference call for analysts and institutional
investors is held in the evening of the same day. This
conference call is made available on the IR website in
real time. The Group also makes a conference call to
overseas investors and analysts during the same day.

In addition, the Group’s CEO holds briefings for ana-
lysts and investors twice a year in Japan, and the top
management team travels to Europe, North America,
and Asia to visit institutional investors. Through company
presentations and other means, we are also strengthening
communication with individual shareholders and
investors. To this end, we launched a dedicated section for
individual investors within our IR website in July 2006.

The General Shareholders’ Meeting provides an
opportunity to interact directly with these important
stakeholders. To provide more diverse options for share-
holders to exercise their voting rights, the Group has
allowed voting over the Internet and mobile phone. For
shareholders situated away from Tokyo, we also provide
live broadcasts of the meeting to Osaka and Nagoya via
in-house satellite facilities. Furthermore, to encourage
greater participation in the General Shareholders’
Meeting, we held the June 2006 meeting on a Saturday.

We will continue to actively promote communication
with our diverse stakeholders using various tools, includ-
ing the creation of separate IR methods for different
groups of investors. Through such efforts, we aim to
build “Japan’s best IR framework”, enabling us to set an
example for listed companies and help develop an active

securities market.
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The Daiwa Securities Group in Figures

Five-year Financial Summary

Daiwa Securities Group Inc. and Consolidated Subsidiaries

Operating Performance
Operating revenues
Commissions
Net gain on trading
Net gain on private equity and
other securities
Interest and dividend income
Service fees and other sales
Net operating revenues
Operating income
Income (loss) before income
taxes and minority interests
Netincome (loss)

Balance Sheet
Total assets
Total risk assets (*2)
Private equity and other securities
Tangible fixed assets
Investment securities
Other investments
82 Total shareholders’ equity

Per Share Data
Netincome (loss) (*3)
Total shareholders’ equity (*3)
Cash dividends

Financial Ratios
Return on equity (ROE) (*4)
Equity ratio

Other Data
Total number of employees

FY2001

488,044
171,869
63,393

6,947
192,843
52,992
284,932
22,769

(119,968)
(130,547)

1,827,306
708,770
13,347
188,451
358,828
88,144
570,839

(98.27)
429.68
6.0

11,483

FY2002

387,659
144,283
93,932

4,132
107,950
37,362
270,810
24,109

11,845
(6,323)

9,502,826
584,358
717,866
162,339
259,207
84,946
541,719

(4.75)
407.84
6.0

11,559

FY2003

453,814
194,163
120,195

8,676
96,366
34,414

352,435
92,520

76,926
42,637

10,765,665
518,331
87,367
143,123
229,924
57,917
604,170

31.66
453.60
10.0

14
5.6

11,565

FY2004

519,337
216,387
151,118

12,763
105,428
33,641
390,432
114,888

112,603
52,665

12,378,962
499,084
142,547
137,620
193,202

25,716
648,332

39.03
486.70
13.0

8.4
5.2

11,295

*Notes: 1. Translations of the Japanese yen amounts into U.S. dollars are made at the rate of ¥117.00 per U.S. dollar, solely for the convenience of readers.

2. Total risk assets are calculated as the sum of private equity and other securities, tangible fixed assets, investment securities, and other investments.

3. Netincome (loss) and shareholders equity per share are computed based on the average number of shares outstanding during the year.
4. ROE is computed based on the average total shareholders’ equity at the beginning and end of the fiscal year.

Millions of yen

FY2005

845,660
309,189
224,912

21,539
245,211
44,809
579,359
254,160

258,356
139,948

Millions of yen

14,898,891
797,458
382,421
126,531
269,854

18,652
792,281

Yen

103.90
598.27
34.0

%

19.4
53

11,506

Millions of
U.S. dollars (*1)

FY2005

1,227
2,642
1,922

184
2,095
382
4,951
2,172

2,208
1,196

Millions of
U.S. dollars (*1)

127,340
6,815
3,268
1,081
2,306

159
6,771

U.S. dollars (*1)

0.89
5.11
0.29



The Daiwa Securities Group in Figures

Breakdown by Business and Geographical Region | Daiwa Securities Group Annual Report 2006
Daiwa Securities Group Inc. and Consolidated Subsidiaries
Millions of yen
FY2001 FY2002 FY2003 FY2004 FY2005
Breakdown of Net Operating Revenues by Business

Equity 80,974 49,178 130,085 139,992 244,488
Commissions 60,667 47,242 80,061 83,887 120,217
Net gain on trading 20,307 1,936 50,024 56,105 124,271
Fixed income (bond) 47,755 96,580 75,390 99,277 103,843
Commissions 4,671 4,585 5,219 4,264 3,202
Net gain on trading 43,084 91,995 70,171 95,013 100,641
Asset management 61,403 40,870 43,046 45,640 82,404
Investment banking 36,313 39,638 55,805 71,170 82,735
Others 58,487 44,544 48,109 34,353 65,889
Net operating revenues 284,932 270,810 352,435 390,432 579,359

Breakdown of Commission Income by Business

Equity 60,667 47,242 80,061 83,887 120,217
Brokerage commission 58,280 45,403 78,194 81,919 118,262
Others 2,387 1,839 1,867 1,968 1,955

Fixed income (bond) 4,671 4,585 5,219 4,264 3,202

Asset management 61,403 40,870 43,046 45,640 82,404
Brokerage commission 244 276 209 159 336
Distribution commission 14,734 14,059 21,904 19,688 41,799
Management fee (excluding agency commission) 20,917 13,029 9,992 11,779 17,994
Agency commission 25,507 13,506 10,940 14,014 22,275

Investment banking 36,313 39,638 55,805 71,170 82,735
Underwriting commission (Stock and other) 17,112 18,092 36,927 44,659 54,066
Underwriting commission (Bond and other) 9,070 9,522 8,400 8,573 8,554
Distribution commission 876 608 1,662 3,598 2,032
Others (M&A commission etc.) 7,619 11,084 8,049 12,828 16,389

Others 8,815 11,948 10,032 11,426 20,631
Life insurance sales commission 654 3,500 1,485 1,926 6,302
Investment enterprise partnership administration fee 2,419 2,439 2,652 3,013 4,776
Others 5,740 6,007 5,895 6,487 9,553

Total 171,869 144,283 194,163 216,387 309,189

Geographical Segment Information
Net operating revenues

Japan 250,266 239,719 315,579 351,457 543,196
America 17,082 1,677 11,217 10,612 14,286
Europe 24 553 23,331 27,369 30,405 33,758
Asia & Oceania 5,696 5,862 1,672 8,534 12,098
Operating income (loss)
Japan 23,831 24,054 83,310 106,914 248,212
America 1,973 (3,404) 1,020 17 2,366
Europe 5,051 3,386 6,956 6,202 10,079
Asia & Oceania (571) 67 1,561 1,753 3,626
Total assets
Japan 5,560,406 7,270,670 8,617,452 10,078,853 12,239,342
America 1,757,738 1,817,691 1,948,621 2,098,376 2,807,087
Europe 661,297 656,448 768,712 811,192 1,145,934

Asia & Oceania 72,098 63,721 63,531 62,560 72,881

83



The Daiwa Securities Group in Figures
Eight-quarter Financial Summary

Daiwa Securities Group Inc. and Consolidated Subsidiaries

Market Data
TOPIX (quarterly average, index)
TSE average daily trading value (billions of yen)
Net purchases (sales) by investors on the TSE (billions of yen)
Institutions
Individuals
Foreigners
Securities companies
Ten-year Japanese government bond yield (quarterly average, %)
Foreign exchange rates (quarterly average):
Yen per U.S. Dollar
Yen per Euro

Operating Performance
Operating revenues:
Commissions
Brokerage commission
Underwriting commission
Distribution commission
Other commission
Net gain on trading
Net gain (loss) on private equity and other securities™
Interest and dividend income
Other sales revenues
Interest expenses
Cost of sales
Net operating revenues
Selling, general and administrative expenses:
Commission and other expenses
Employees’ compensation and benefits
Occupancy and rental
Data processing and office supplies
Depreciation expenses
Taxes other than income taxes
Others
Operating income
Non-operating income
Non-operating expenses
Ordinary income
Extraordinary gains
Extraordinary losses
Income before income taxes and others
Netincome

84

Notes * Excludes share of net income raised by the investments in limited partnerships and similar partnerships.

Q1

1,160
1,656

(858)
(344)
1,166
(55)
1.60

109.62
132.14

124,660
54,299
27,544
10,236

5,852
10,665
42,437

950
19,498

1,475
17,926

5,675

101,058
68,319
10,559
37,043

7,901

3,784

5,458

1,829

1,743
32,738

2,439

984
34,193
319
171
33,734
14,284

Q2

1,127
1,240

(568)
(378)
840

(2)
1.65

109.91
134.36

118,519
53,116
16,831
17,299

4,155
14,829
33,831

583
23,761

1,226
23,145

5,410
89,963
67,640
11,779
34,199

8,359

4,223

5,426

1,751

1,900
22,322

1,141

397
23,066

1,883

1,607
23,341

9,881

Quarterly figures are based on unaudited financial statements included in the Group's Consolidated Financial Summary submitted to the Tokyo Stock Exchange.

a3

1,106
1,270

(328)
(1,736)
2,016
(120)
1.45

105.71
137.13

118,067
46,702
16,757
11,801

5617
12,524
30,452

201
33,385

1,326
30,466

5,420
82,180
66,002
11,295
33,472

7,992

4,225

5,486

1,617

1,911
16,177

2,436

591
18,022

2,043

1,388
18,676

9,464

FY2004
Q4

1,166
1,543

(1,977)
(376)
2,332
(66)
1.40

104.53
136.97

Millions of yen

158,088
62,268
22,408
15,405

7,659
16,795
44,397

(1,563)
41,374
11,612
32,137

8,720

117,230
73,581
13,086
38,036

8,443
4,571
5,758
1,556
2,129
43,649
1,891
389
45,151
5,307
13,608
36,850
19,035
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FY2005
Q1 Q2 a3 Q4
Market Data
TOPIX (quarterly average, index) 1,151 1,254 1,507 1,657
TSE average daily trading value (billions of yen) 1,403 1,972 3,108 3,147
Net purchases (sales) by investors on the TSE (billions of yen)
Institutions 750 (1,873) (912) (2,051)
Individuals (667) (2,601) (350) (287)
Foreigners 307 4,591 3,090 2,068
Securities companies 21 (101) (26) (8)
Ten-year Japanese government bond yield (quarterly average, %) 1.27 1.35 1.52 1.58
Foreign exchange rates (quarterly average):
Yen per U.S. Dollar 107.71 111.16 117.28 116.90
Yen per Euro 135.36 135.70 139.41 140.66
Operating Performance Millions of yen
Operating revenues: 135,435 195,376 245,284 269,562
Commissions 45,039 62,944 89,853 111,351
Brokerage commission 17,756 26,209 39,072 36,482
Underwriting commission 5,320 9,132 16,378 33,482
Distribution commission 1,515 9,305 13,214 13,796
Other commission 14,447 18,297 21,188 27,590
Net gain on trading 35,804 68,547 57,749 62,810
Net gain on private equity and other securities™ 4,009 2,071 9,037 6,421
Interest and dividend income 42,965 52,483 73,869 75,892
Other sales revenues 7,616 9,330 14,774 13,087
Interest expenses 38,531 49,507 70,425 73,107
Cost of sales 5,621 7,178 12,085 9,843
Net operating revenues 91,282 138,689 162,773 186,612
Selling, general and administrative expenses: 69,878 80,106 86,389 88,824
Commission and other expenses 13,748 15,509 16,148 18,503
Employees’ compensation and benefits 34,961 42,485 47,355 46,260
Occupancy and rental 7,746 8,312 8,042 8,557
Data processing and office supplies 4,309 4,014 4,379 4,569
Depreciation expenses 5,551 5,588 5,669 5,830
Taxes other than income taxes 1,594 2,004 2,109 2,363
Others 1,966 2,191 2,685 2,739
Operating income 21,404 58,582 76,383 97,788
Non-operating income 2,705 1,957 2,196 1,838
Non-operating expenses 308 384 172 1,338
Ordinary income 23,800 60,155 78,407 98,287
Extraordinary gains 321 10,562 3,020 921
Extraordinary losses — 614 1,867 14,640
Income before income taxes and others 24,122 70,102 79,560 84,569
Net income 11,636 34,185 38,803 55,322

Notes * Includes share of net income raised by the investments in limited partnerships and similar partnerships.
Quarterly figures are based on unaudited financial statements included in the Group's Consolidated Financial Summary submitted to the Tokyo Stock Exchange.



The Daiwa Securities Group in Figures
Operational Data

Daiwa Securities Group Inc. and Consolidated Subsidiaries

Daiwa Securities

Daiwa Securities assets under custody (excluding financial institutions)*

Equities
Bonds
Investment trusts
Equity investment trust
Bond investment trust
Pension insurance
Others

Net inflow of retail funds**
Retall
Unlisted corporation etc.

Cash Management Service accounts* (thousands)

Online trading accounts* (thousands)
Assets under custody of online accounts*
Online transactions (thousands)
Online ratio
Online trading value
Online ratio
86
“Daiwa Direct” course accounts™ (thousands)
Assets under custody of “Daiwa Direct” accounts*®

Sales of core products
Equity investment trusts
Foreign currency-denominated bonds

Daiwa Securities SMBC
Assets under custody*
Equities
Bonds
Investment trusts
Equity investment trust
Bond investment trust
Others

Daiwa Asset Management
Net assets under management*
Equity type investment trusts
Fixed income type investment trusts

Notes * As of the end of each quarter

** Net inflow of retail funds = net inflow/outflow of funds + net deposit/withdrawal of securities

Q1

19,301
10,362
4,482
3,889
1,505
2,383
130
438

322
272
49

2411

839
4,438
1,407

59.8%

908

34.8%

331
764

175
235

19,233
9,175
7,940
1,037

537
500
1,080

6,004
1,895
4,108

Billions of yen (Unless otherwise specified)

FY2004

Q2 a3 Q4
18,646 19,920 21,080
9,555 10,645 11,373
4,755 4,878 5,203
3,859 3,930 4,023
1,550 1,657 1,812
2,309 2,273 2,211
125 136 151
352 331 330
345 1,078 563
307 1,038 550
37 40 12
2,423 2,506 2,522
988 1,143 1,250
5,148 6,281 1,503
947 871 1,236
62.3% 60.9% 61.4%
554 496 123
38.3% 35.5% 35.8%
355 408 429
745 909 1,002
120 197 318
183 219 196
19,806 20,241 20,890
8,718 9,266 10,019
8,759 8,710 8,784
965 983 945
548 598 607
417 385 338
1,362 1,281 1,141
5,743 5,788 5,676
1,901 2,064 2,118
3,842 3,724 3,557
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Billions of yen (Unless otherwise specified)

FY2005
Q1 02 (0K} 04
Daiwa Securities
Daiwa Securities assets under custody (excluding financial institutions)* 21,609 23,464 26,735 217,662
Equities 11,510 12,623 15,011 15,569
Bonds 5,459 5,661 5,785 5,878
Investment trusts 4,124 4,599 5,263 5474
Equity investment trust 2,006 2,390 2,907 3,336
Bond investment trust 2,118 2,209 2,356 2,137
Pension insurance 169 220 292 335
Others 347 361 384 406
Net inflow of retail funds** 282 298 519 785
Retail 239 245 461 618
Unlisted corporation etc. 42 53 58 166
Cash Management Service accounts* (thousands) 2,539 2,568 2,631 2,695
Online trading accounts® (thousands) 1,323 1,359 1,421 1,487
Assets under custody of online accounts*® 8,010 8,970 10,694 11,359
Online transactions (thousands) 1,123 2,038 3,138 3,389
Online ratio 65.6% 71.6% 73.6% 78.1%
Online trading value 683 1,579 2,877 3,218
Online ratio 40.8% 49.2% 51.9% 58.3%
“Daiwa Direct” course accounts* (thousands) 457 492 536 586
Assets under custody of “Daiwa Direct” accounts™ 1,113 1,408 1,823 2,069
Sales of core products
Equity investment trusts 339 415 641 632
Foreign currency-denominated bonds 268 246 207 266
Daiwa Securities SMBC
Assets under custody* 21,369 22,418 24,691 24,029
Equities 10,382 11,942 14,163 13,931
Bonds 8,905 8,564 8,560 8,279
Investment trusts 942 992 1,042 1,035
Equity investment trust 616 679 732 767
Bond investment trust 326 312 310 268
Others 1,138 919 925 783
Daiwa Asset Management
Net assets under management*® 5,861 6,434 7,188 1,574
Equity type investment trusts 2,452 2,879 3,482 4,238
Fixed income type investment trusts 3,409 3,554 3,706 3,335

Notes * As of the end of each quarter
** Net inflow of retail funds = net inflow/outflow of funds + net deposit/withdrawal of securities
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Stock Information

L. Stock Price and Trading Volume

2,000 (Yen) (Thousand Shares)ZOU,OOO
1,800 180,000
1,600 H b 160,000
1,400 ! i + b 140,000
fhy y
b1 ,
1,200 : 120,000
g] )
1,000 I i 100,000
Stock Price (left) by g I
800 0t i 80,000
Ve I R 2 A B o D Lot
600 60,000
Trading Volume (right)
400 40,000
200 20,000
4/05 5/05 6/05 7/05 8/05 9/05 10/05 11/05 12/05 1/06 2/06 3/06 (montg/year)
2. Major Shareholders (As of March 31, 2006)
Number of % of total
Name shares held outstanding
(Thousands) shares
Japan Trustee Services Bank, Ltd. Trust Account 107,359 8.06
The Master Trust Bank of Japan, Ltd. Trust Account 58,492 4.39
Sumitomo Mitsui Banking Corporation 30,328 2.28
Japan Trustee Services Bank, Ltd. Trust Account 4 25,900 1.94
Japan Trustee Services Bank, Ltd. The Sumitomo Trust & Banking Retirement Benefit Account 24,888 1.87
Taiyo Life Insurance Company 23,140 1.74
State Street Bank and Trust Company 505103 21,116 1.58
Nippon Life Insurance Company 20,867 1.57
State Street Bank and Trust Company 20,624 1.55
The Chase Manhattan Bank 385036 18,314 1.37

* Numbers of shares are rounded down to the closest thousand

3. Stock Price on the Tokyo Stock Exchange
(April 1, 2005 — March 31, 2006)

Open High Low Close

¥707 ¥1,598 ¥641 ¥1,579

Average daily trading volume

8,914 Thousand Shares

4. Breakdown of Shareholders (As of March 31, 2006)

Other Japanese
corporations

4.9%

Others
1.8%

Japanese financial
institutions

and insurance
companies

38.7%
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Management's Discussion and Analysis

Macroeconomic Conditions

1. Japan

The Japanese economy, having stayed level since the latter half of FY
2004, broke through and forged ahead in the first half of FY 2005,
driven by steady growth of both internal and external demand. For
the year, real GDP grew 3.2%, well above official estimates for the
potential growth rate, which had been below 2%.

Exports stagnated temporarily as the Chinese government took
measures to restrain that nation’s overheated economy. Due to ongo-
ing economic expansion overseas, however, exports for the year
showed relatively solid growth, benefiting in the second half of the
period from the recovery in earnings of IT-related companies, as
well as an increase in exports to China. Production in the mining and
industrial sectors again showed clear growth amid ongoing inventory
adjustments by IT-related firms.

Corporate earnings rose for the fourth consecutive year from
EY 2002, despite increases in the prices of crude oil and other raw
materials. Indeed, the average ratio of ordinary income to net sales in
FY 2005 surpassed the level attained at the peak of the “bubble”
economy. Major manufacturing companies received higher divi-
dends and royalties from their overseas subsidiaries and, with the
added benefit of the yen’s depreciation in the second half of the
period, reported strong earnings. In this environment, business sen-
timent showed general overall improvement, notwithstanding dif-
ferences according to sector, company size, and geographical location.

The year saw continued high growth in capital expenditures, under-
pinned by increased capacity utilization rates and high levels of earnings,
and backed by growth in internal and external demand. Within the man-
ufacturing sector, materials and processing companies recorded strong
growth. Among non-manufacturers, the solid performers were companies
in the real estate, information and communications, and electricity and gas
sectors. During the year, corporations also made effective use of cash
flows to upgrade their production and sales operations and to pursue
research and development to reinforce their competitive edge.

Meanwhile, favorable corporate performances led to increases
in dividends and share prices, boosting household income and the
value of assets held. As the “good times” of the business world
flowed into household budgets, personal consumption gradually
bottomed out and firmed, and sentiment among companies in the
consumer sector also improved.

Despite weakness early in the fiscal year, the stock market gath-
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ered steam since ]uly 2005 and remained vibrant. Over the period, the
Nikkei Average surged 46%, to ¥17,059.66 on March 31, 20006,
from ¥11,668.95 on March 31, 2005. Moreover, the average daily
trading value on the Tokyo Stock Exchange jumped 68.7% year
on year, to ¥2,404.5 billion — the highest in the history.

In the bond market, the yield on 10-year Japanese government
bonds (JGBs) fell from 1.3% at the beginning of the period to below
1.2% by June 30, 2005 (as bond prices increased), but subsequently
turned around as expectations of rising interest rates—stemming from
economic recovery and rising share prices—pushed yields up (while
bond prices declined). By March 31, 2006, the yield on 10-year JGBs
had grown to around the middle of 1.7% to 1.8%, boosted also by the

Bank of Japan’s decision to lift its quantitative monetary easing policy.

Consolidated Operating Results

1. Overview

In FY 2005, strong stock market activity helped spark a rapid recovery
in the earnings of securities companies. In this context, the Daiwa
Securities Group reported substantial business growth. Ordinary income
amounted to ¥260.6 billion, a 2.2-fold increase from FY 2004, while
net income jumped 2.7-fold, to ¥139.9 billion. Consolidated return on
equity (ROE) for the year rose considerably, to 19.4%, maintaining the
highest among Japan's top 3 major securities companies. Cash divi-
dend for the year was increased to ¥34 per share, greatly exceeding
the previous record of ¥14, paid in FY 1989 and 1990.

2. Individual Accounting Items

(1) Net Operating Revenues

Consolidated net operating revenues in FY 2005 amounted ¥579.3
billion, up 48.4% from FY 2004. Within this total, commissions
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2. Overseas
In the first half of FY 2008, the world economy showed signs of
slowing due to economic deceleration in Europe and North America,
as well as measures to tighten the overheated Chinese economy.
Despite external imbalances, the United States, as the driver of the
global economy, delivered another year of growth above 3%, under-
pinned by strong personal consumption. With the added benefit
of completed inventory adjustments by IT-related companies, the
world economy again turned around in the latter half of the period.
Meanwhile, brisk activity in crude oil and commodities markets
underscored a succession of record-high prices for resources. The cen-
tral banks of various nations responded by raising interest rates to alle-

viate concerns about inflation.

grew 42.9%, to ¥309.1 billion. Revenues from the equity division
were solid, benefiting from the vibrant stock market, while revenue
from the asset management division rose signiﬁcantly, boosted by
higher sales of equity investment trusts and the balance of net assets.
The Group continued expanding its investment banking operations
amid firm growth in underwriting deals and expansion of M&A
activities. Net gain on trading continued growing steadily, reaching
¥224.9 billion in the year under review. Contributing factors includ-
ed Structured Principal Solution (SPS) Program by Daiwa Securities
SMBC, increased sales of foreign currency-denominated bonds by
Daiwa Securities, and increased securities intermediation businesses for
institutional customers of Sumitomo Mitsui Banking Corporation. Net
gain on private equity and other securities, related to operating invest-
ment securities held by Daiwa Securities SMBC Principal Investments
and NIF SMBC Ventures, also rose considerably.

Breakdown of Net Operating Revenues (Millions of yen)
FY2005

FY2004 FY2005 yoy Q1 Q2 a3 Q4

Commissions 216,387 309,189 42.9% 45,039 62,944 89,853 111,351
Net gain on trading 151,117 224,912 48.8% 35,804 68,547 57,749 62,810
Net financial income 14,342 13,638 -4.9% 4,434 2,975 3,444 2,785
Others 8,584 31,618 268.3% 6,004 4,223 11,726 9,665
Total 390,432 579,359 48.4% 91,282 138,689 162,773 186,612

(2) SeHing, General, and Administrative (SG&A) Expenses

SG&A expenses increased 18.0% year on year, to ¥325.1 billion, but
the rate of increase was significantly lower than that of operating
revenue growth. Major factors in this rise included a 36.8% increase
year on year of fees and commission paid including commissions
paid to third parties and advertising expenses, and a rise in per-
formance-linked bonuses and other variable costs. By contrast, the
increases in fixed costs were limited, with real estate expenses edging
down 0.1% and depreciation up 2.3%. SG&A expenses accounted for
56.1% of net operating revenues, down considerably from 70.6% in

FY 2004.
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(3) Ordinary Income and Net Income

Ordinary income surged 116.4%, to ¥260.6 billion, the highest
since the Group moved to a holding company structure in 1999.
For the year, the Group posted a net extraordinary loss of ¥2.2 bil-
lion. This was mainly due to a ¥6.8 billion impairment loss on

facilities that the Group has decided to stop using, such as welfare

facilities and underutilized suburban employee dormitories. Another
factor was a ¥4.4 billion one-time amortization of the Group’s
head office building to shorten estimated remaining useful life
following a decision to shift to a new location. Consequently, net

income soared 165.7%, to ¥139.9 billion.

Ordinary Income and Net Income (Millions of yen)
FY2005

FY2004 FY2005 voy Qi Q© 3 Qs

Ordinary income 120,433 260,651 116.4% 23,800 60,155 78,407 98,287
Net income 52,665 139,948 165.7% 11,636 34,185 38,803 55,322

Trends by Business, Group Company, and Geographical Segment

(1) Breakdown of Commission Revenues

Equity commissions grew substantially, rising 43.3% year on year,
to ¥120.2 billion. Brisk stock market activity, characterized by
record-high average daily trading value on the Tokyo Stock
Exchange (TSE), led to this expansion in brokerage commissions.
During the year, Daiwa Securities revamped the fee structure of its
Daiwa Direct course, introducing the flat-fee system. While this
caused the average commission rate to decline, trading volume
increased significantly, driven by online transactions. Daiwa
Securities” share of total TSE market transactions grew as a result.
The net inflow of retail assets at Daiwa Securities fell from
¥2,309.7 billion in FY 2004 to ¥1,886.1 billion in FY 2005, but
this was due to the sudden increase in deposits of tansu-kabu
(equity certificates held physically by investors) in the third quar-
ter of FY 2004. Indeed, the net inflow/outflow of funds was
¥1,367.9 billion, up considerably from ¥696.1 billion in FY
2004, signaling healthy growth in new fund inflows.

Breakdown of Commission Revenues

Asset management commissions surged 80.6%, to ¥82.4 bil-
lion. Sales of bond investment trusts, such as Daiwa Global Bond
Fund, as well as equity investment trusts, such as Japanese equity
funds and an emerging market funds, grew strongly, boosting dis-
tribution commissions. In addition, rising share prices and fund
inflow led to expansion of net assets under management, boosting
management fees including agency commissions.

Investment banking commissions in FY 2005 grew 16.2%,
to ¥82.7 billion, rising for the second consecutive year.
Underwriting commissions related to primary and secondary equi-
ty offerings, which were solid in the previous year, Performed
even more strongly in the year under review. During the year, the
Group handled a number of large-scale issues, which also boosted
underwriting commissions. Meanwhile, commissions from M&As
continued to increase. In the lead-manager league tables, we secured
the No.I position in total corporate bonds for the third successive
year, and also seized the No.I spot for IPOs.

(Millions of yen)

FY2005

FY2004 FY2005 yoy Q1 Q2 a3 Q4

Equity 83,887 120,217 43.3% 17,964 26,301 39,075 36,874
Fixed income (Bond) 4,264 3,202 -24.9% ni 1,008 41 735
Asset management 45,640 82,404 80.6% 14,689 18,053 23,600 26,059
Investment banking 71,170 82,735 16.2% 8,231 13,830 21,193 39,479
Others 11,426 20,631 80.6% 3,436 3,749 5,243 8,202
Total 216,387 309,189 42.9% 45,039 62,944 89,853 111,351




(2) Performances of Major Group Companies

Daiwa Securities, which handles the Group’s retail securities
business, posted operating revenues of ¥258.9 billion, up 57.1%,
and ordinary income of ¥101.0 billion, up 317.3%. Revenues
increased across the board amid favorable market conditions.
Sales of equity investment trusts exceeded ¥2 trillion, up sub-
stantially from over ¥800 billion in FY 2004. Sales of foreign
currency-denominated bonds also surpassed the previous year’s
level, and the balance of margin positions outstanding grew sig-
nificantly for online trading. With respect to “Daiwa SMA”, a
wrap account service for high-net-worth customers, the contract
assets under management surged to ¥159.1 billion as of March
31, 2006.

Daiwa Securities SMBC, which conducts the Group’s whole-
sale securities business, reported a 40.5% increase in operating rev-
enues, to ¥350.8 billion, and a 66.2% jump in ordinary income,
to ¥141.5 billion. These figures include the results of its con-
solidated overseas subsidiaries, as well as Daiwa Securities SMBC
Principal Investments, a domestic consolidated subsidiary involved

mainly in the principal investment business. Similar to the retail
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business, revenues were up across the board. Increased trading
revenues and investment banking-related revenues provided a
major boost to results. The major portion of revenues of Daiwa
Securities SMBC Principal Investments derives from net gain
on private equity and other securities, which showed solid growth.
The company’s investment amount as of March 31, 2006 was
¥310 billion, up ¥220 billion from a year earlier, due mainly to
large-scale investments in such companies as SANYO Electric and
Sumitomo Mitsui Construction.

In the asset management business, Daiwa Asset Management
reported ordinary income of ¥4.4 billion, around three times the
figure of the previous year. The company enjoyed sharp growth
in assets under management owing to an increase in sales of
equity investment trusts by Daiwa Securities and rising stock
market prices. Its assets under management of equity invest-
ment trusts jumped two-fold, to ¥4.2 trillion as of March 31,
20006, providing a significant boost to management fees. Daiwa
SB Investments, another Group member in the asset manage-
ment business, posted a 93.7% jump in ordinary income, to

¥4.6 billion.

Performances of Major Group Companies (Millions of yen)
q - Daiwa Securities SMBC Daiwa Asset
Daiwa Securities (Consolidated) Management
FY2004 FY2005 FY2004 FY2005 FY2004 FY2005
Operating revenues 164,792 258,943 249,649 350,818 19,316 31,374
Ordinary income 24,216 101,057 85,176 141,582 1,490 4,435
Net income 13,863 58,174 54,034 91,883 1,220 3,051
(Millions of yen)

Daiwa Institute
of Research

Daiwa SB Investments™® NIF SMBC Ventures

FY2004 FY2005 FY2004 FY2005 FY2004 FY2005
Operating revenues 64,386 78,915 11,888 16,247 4,407 9,356
Ordinary income 5,329 7,325 2,381 4613 32 4,800
Net income (loss) 2,871 4,315 1,434 2,752 (8,491) 6,689
*Equity-method subsidiary
(3) Overseas Performance Ordinary Income by Geographical Region (Millions of yen)
Total' ordinary income‘ of th'e Group’s overseas oPerations— FY2002 FY2005
covering the three major regions of North America, Europe, America 270 2,69
and Asia and Oceania—surged 100.5% to ¥16.3 billion. The
. . Europe 5,941 10,185
Group reported significant year-on-year growth in all three N —
regions, with investment banking performing particularly well Asia & Oceania 1,928 3,442
Total 8,140 16,322

due to an increase in the number of underwriting issues.
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Balance Sheet and Cash Flows

(1) Assets

As of the end of March 2006, the Daiwa Securities Group had
total assets of ¥14,898.8 billion, up ¥2,519.9 billion from a
year eatlier. Within this amount, total current assets grew
¥2 456.3 billion, to ¥14,392.3 billion, and non-current assets
climbed ¥63.5 billion to ¥506.4 billion. Addressing vibrant
demand from investors, the Group increased its trading posi-
tions, centering on Daiwa Securities SMBC, leading to a
¥919.9 billion year-on-year increase in trading assets.

Receivables on collateralized securities transactions grew

¥925.5 billion.

(2) Liabilities and Shareholders” Equity

At fiscal year-end, total liabilities stood at ¥13,869.8 billion,
up ¥2,328.4 billion from a year earlier. Current liabilities rose
¥2,127.3 billion, to ¥12,812.9 billion, and non-current liabili-
ties were up ¥199.7 billion, to ¥1,049.9 billion. Major factors
boosting current liabilities were trading liabilities (up ¥1,220.6
billion) and payables on collateralized securities transactions
(up ¥860.2 billion). Short-term borrowings, meanwhile,
declined ¥500.6 billion. The main reason for the rise in trading
liabilities was an increase in short positions to hedge against
long positions in government bonds. The increase in non-cur-
rent liabilities stemmed largely from a ¥100 billion issuance of
straight bonds.

Total shareholders’ equity rose ¥143.9 billion, to ¥792.2
billion. Main contributing factors were net income of ¥139.9
billion and a ¥37.0 billion rise in net unrealized gain on securi-
ties owing to the strong stock market. These factors outweighed
the downward impact of ¥26.6 billion in payments of cash div-
idends.

(3) Cash Flows

Cash flows from operating activities produced a net cash inflow
of ¥368.7 billion, compared with a net outflow of ¥1,018.6
billion in the previous fiscal year.

Despite a decline in time deposits, purchase of investment
securities led to a net cash outflow of ¥952 million, from the
previous outflow of ¥10.2 billion.

Cash flows from financing activities showed a net cash out-
flow of ¥322.9 billion, compared with a net cash inflow of
¥883.8 billion in the previous fiscal year.

Cash and cash equivalents (after deducting exchange rate
changes on cash) at fiscal year-end totaled ¥392.3 billion, up
¥53.6 billion from a year earlier.

Composition of Major Risk Assets
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(Millions of yen)

FY2004 FY2005

Cash flows from operating activities
Cash flows from investing activities
Cash flows from financing activities

Cash and cash equivalents at end of term

(1,018,676) 368,790
(10,276) (952)
883,869  (322,945)
338,697 392,350




Capital Investments

The Daiwa Securities Group’s capital investment activities are
based on several objectives, including building a foundation for rais-
ing competitiveness and enhancing convenience for customers. In
FY 2005, the Group made a total of ¥34.9 billion in I'T-related
expenditures. These included investments to reinforce online trad-

ing systems at Daiwa Securities, upgrade systems for handling

Risk Management

(1) Risk Management System

The Daiwa Securities Group faces various risks in the course of its
business activities. The Group is aware that it is important to
identify, evaluate, and properly manage these risks in order to
maintain healthy financial and earnings structures. Of these risks,
market risk, credit risk, liquidity risk, operational risk, system
risk, legal risk, and reputation risk, in particular, are controlled
primarily by the subsidiaries of the Daiwa Securities Group. All
subsidiaries have established their own systems for managing var-
ious types of risks according to the characteristics and risk profiles
of their respective businesses. Daiwa Securities Group Inc., in
turn, controls the Group’s overall risk by monitoring the risk
management systems and processes of its subsidiaries.

At Daiwa Securities Group Inc., business plans of the Group,
including consolidated budgets, are determined by the Board of
Directors, which also decides on regulations concerning risk man-
agement and matters related to other systems. Based on the progress
status of basic matters decided upon by the Board and the business
plans of each division, the Executive Committee determines allo-
cation of capital and other managerial resources. Details of the
Group’s risk exposure are reported to and discussed by the Internal
Control Committee. This information is important to the Executive
Committee in determining resource allocation.

Because the Group engages mainly in the securities-related
business, market and credit risks stemming from trading activi-
ties are especially important. Thus, it is imperative for the Group
to manage these risks effectively to ensure financial health.

Daiwa Securities SMBC, Daiwa Securities SMBC Europe
Limited, and Daiwa America Corporation carry out most of the
trading within the Daiwa Securities Group. Daiwa Securities takes
relatively small trading positions in situations where market risk
exposure exists. Moreover, because transactions with its customers

are backed by sufficient collateral, market risk and credit risk ema-
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“Daiwa SMA” and other new products, and strengthen trading
systems at Daiwa Securities SMBC, as well as ongoing spending to
modernize the Group’s core operating systems. The Group also
invested ¥3.5 billion in branches and other areas. As a result,

total capital investments for the year amounted to ¥38.4 billion.

nating from such trading are limited.

Daiwa Securities SMBC is responsible for its own risk man-
agement and that of its subsidiaries. The main authority related to
risk management rests with the Risk Management Committee,
which determines risk management policy, procedures, and risk
frameworks for trading positions at Daiwa Securities SMBC and
its subsidiaries. Moreover, a system has been set up to monitor
whether measured risk is not exceeding the upper-limit estab-
lished for the trading departments and to make reports to man-
agement. Daily and monthly reports regarding market risk and
credit risk related to trading positions are made to the management.
Comprehensive quarterly reports, which include other risk infor-
mation, are submitted to the Risk Management Committee.

In addition, Daiwa Securities SMBC Europe has built an inde-
pendent risk management system based on local laws and regula-
tions. Reports on market risk and credit risk related to trading
positions are made regularly to the local management, as well as to
the Risk Management Department at Daiwa Securities SMBC.

A similar risk management system has been put in place at
Daiwa America Corporation. It makes reports regarding the risk
condition to the Jocal management and Daiwa Securities Group Inc.

The management of Daiwa Securities Group Inc. receives daily
risk reports on trading positions at the aforementioned subsidiaries
via its department in charge of risk management. By means of
these reports, the Group’s management team obtains an accurate
grasp of the risk profiles of its trading positions.

In addition, comprehensive and exhaustive quarterly reports
are made to the Internal Control Committee regarding market
and credit risks for financial assets other than trading positions.

Based on these daily, monthly, and quarterly reports, Daiwa
Securities Group Inc. monitors whether its subsidiaries” capital,
which is the Group’s invested capital, is being exposed to exces-

sive risk.

95



96

Management's Discussion and Analysis

(2) Measures for Dealing with Major Risks

[Market Risk]

Market risk is the risk of incurring losses resulting from fluctuations

in the value of financial assets or liabilities due to changes in stock

prices, interest rates, exchange rates, and value of derivative products.

The Group’s trading positions are mainly exposed to market risk.
The Group employs Value at Risk (VaR), a commonly used

statistical management method, as an index for measuring and

Value at Risk
[Range and Assumption of VaR]

monitoring the market risk of its trading positions. VaR provides
an estimate of losses that will be incurred from a trading posi-
tion over a certain period and at a certain confidence level. The
Group uses a holding period of one day and a confidence level
of 99%. This is equivalent to the probability that losses could
exceed those indicated by the VaR method, one day out of 100
days of actual trading.

e Confidence level: 99% e Holding period: 1 day e Adjusted for price correlation between products

Daiwa Securities SMBC (Non-consolidated)

(Billions of yen)
(Month end) 3/04 9/04 3/05 6/05 9/05 12/05 3/06
Equity 0.52 0.98 1.77 0.71 1.03 0.50 1.87
Interest 0.54 0.93 0.35 0.31 1.15 0.57 0.80
Currency 0.05 0.07 0.06 0.08 0.08 0.24 0.11
Total 1.1 1.98 218 1.10 2.26 1.31 2.78
Diversification effect -0.36 -0.39 -0.37 -0.33 -0.58 -0.39 -0.96
VaR 0.75 1.59 1.81 0.77 1.68 0.92 1.82
Quarterly
High 1.57 2.90 5.98 219 1.87 1.69 2.68
Low 0.71 0.75 0.60 0.77 0.66 0.92 0.84
Average 1.03 1.76 1.31 1.47 0.96 1.31 1.35
The Daiwa Securities Group (Consolidated)
(Billions of yen)
(Month end) 3/05 6/05 9/05 12/05 3/06
Equity 1.86 0.77 1.09 0.53 1.93
Interest 0.52 0.43 1.29 0.78 0.92
Currency 0.06 0.08 0.08 0.24 0.1
Total 244 1.33 2.46 1.55 2.96
Diversification effect -0.40 -0.38 -0.60 -0.40 -0.98
VaR 2.04 0.95 1.86 1.15 1.98
Quarterly
High 6.21 2.39 2.30 1.95 3.07
Low 0.78 0.95 0.81 1.15 0.99
Average 1.58 1.66 1.19 1.55 1.56

The Group uses numerous assumptions when measuring VaR

and believes that such assumptions are rational and appropriate.

However, different assumptions can cause major changes in VaR

measurements. In addition, the usefulness of VaR is limited in

the following ways.

* Past market fluctuations do not necessarily provide an accurate
guide for future market movements.

* Actual market price fluctuations of a trading position can differ

from the result produced by the VaR model, due to changing
market conditions.

* VaR based on one-day holding periods does not sufficiently
account for market risk affecting positions that cannot be lig-
uidated or hedged in one day.

* The reliability of VaR declines when actual market conditions
differ from those seen during the period in which data was col-
lected.



The above factors highlight the limitations of VaR. For this rea-
son, the Group adopts comprehensive risk management using var-
ious techniques in addition to VaR, such as stress testing and sce-
nario analysis. The Group also undertakes risk monitoring and
control according to the respective levels at the trading desk and the

departments and companies involved.

[Market Risks Unrelated to Trading Positions]

The Group also holds investment securities that are unrelated to
trading positions but nonetheless are exposed to market risks.
These include investment securities held from a long-term per-
spective for business relationship purposes, and private equity and
other securities related to the venture capital business and the
principal investment business. Quarterly reports on the balance
of holdings of such securities are made to the Internal Control
Committee as an indication of investment risk, which reflects the
level of market risk. A system has been set up to measure VaR

for listed stocks included in these securities and to make reports.

[Credit Risk]
Credit risk is the risk of losses sustained as a result of clients being
unable to repay debts according to contract.

In its wholesale securities business, the Group limits exposure
to credit risk by setting credit limits for each counter party. The
Group also assigns clients internal ratings, similar to those given by
external rating agencies. These internal ratings serve as a standard
for judging whether or not to execute transactions with a counter
party. The usage of these credit limits is monitored regularly.

Furthermore, the Group manages credit risk associated with
its wholesale securities business by regularly reviewing the financial
situation of each counter party, having them all sign comprehen-
sive netting contracts, securing collateral, and limiting the peri-

ods of transactions.

[Liquidity Risk]

Liquidity risk is the risk that the Group will run into difficulty
procuring funds, or that the cost of procurement will rise signifi-
cantly higher than normal, as a result of changes in the market
environment or a deterioration in the balance sheet.

The Group carries out its business activities using many assets,
the majority of which are highly liquid, and liabilities. As for the
latter, the Group endeavors to employ diversified procurement
methods and multiple maturity periods in order to minimize the
risks associated with refinancing. In addition to straight bonds,
convertible bonds, and medium-term note programs, the Group
procures funds mainly through borrowing from financial institu-
tions, issuing commercial paper, call money, and repurchase agree-
ments and transactions.

The amount and cost of funds raised are influenced by market
conditions and the Group's credit rating. The Group believes it is
important to have an appropriate asset-liability balance and to

maintain and manage liquidity.
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To ensure that business activities are not interrupted, even in the
event of a credit crunch stemming from large fluctuations in finan-
cial markets, the Group believes it is important to maintain suffi-
cient liquidity to allow it to meet its funding needs for about one
year, without relying on new uncollateralized fund procurement. As
of March 31, 2006, the Group had a liquid portfolio totaling
¥1,181.8 billion, consisting mainly of cash and deposits, govern-
ment bonds, and other highly negotiable instruments.

As for management of liquidity, to minimize liquidity risk in the
event of deteriorating market conditions and lower procurement
costs, the Group has introduced a group cash management sys-
tem (group CMS) to procure and centrally manage funds for the
entire Group, including funds needed to cover the business activ-
ities of Daiwa Securities Group Inc. and its subsidiaries. However,
some of these subsidiaries carry out their own fund procurement
and management activities. This applies to securities companies,
because procurement is a part of the securities business, and to
listed subsidiaries (NIF SMBC Ventures), which are required to
procure funds independently from the parent company. Daiwa
Securities Group Inc. continuously monitors the fund-raising
plans and activities of these subsidiaries as part of the group CMS.
Other subsidiaries, however, integrate their fund procurement

with that of the parent company under the group CMS.

[Operational Risk]

Operational risk is the risk of incurring losses due to inappropri-
ate or malfunctioning internal processes, personnel, or computer
systems, or due to adverse external occurrences.

As the Group’s business becomes more sophisticated, diversified,
and systemized, the accompanying risks become more varied, and the
need to manage such operational risk grows each year.

Specialized sections have been set up in each company to address
operational risk, and conferences are held to consider necessary issues.

Due to the diversifying nature of its business, the Group sets
rigid rules concerning authority, automates office-work processes
to reduce human error, prepares business manuals, and takes other
necessary measures. Each Group company strives to reduce oper-

ational risk according to the nature of its own business.

[System Risk]

One form of operational risk is system risk, which refers to the
potential for incurring losses due to computer breakdown or mal-
function or other system-related inadequacies. It also covers the risk
of losses caused by leakage of information or improper use of
computers.

The Group has established an information security policy, cen-
tering on system risk management, aimed at mitigating these types
of risk. To implement this policy, the Group has set security stan-
dards (regulations related to information security) and works to
ensure that executives and employees are well versed and fully
compliant with those standards.

In addition, the Group constantly monitors the operating sta-
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tus of its core systems to keep disordets to an absolute minimum.
Even if problems do occur, the Group has frameworks in place to

respond to them swiftly.

[Legal Risk]

Legal risk refers to the potential for incurring losses due to non-
compliance with legal and other regulations, lawsuits, invalid con-
tracts with third parties, or violations of corporate ethics rules.

The Group pursues group management with securities-related
activities as its core business. Here, there are laws and regulations
that must be observed when executing securities transactions, and
in general businesses outside of the securities business. The Group
is also required to comply with various regulations.

To ensure against infringement of these regulations, the Group
has set up sections in charge of compliance at each company, and
has established committees to discuss and decide on compliance
issues and matters related to corporate ethics.

Securities transactions and other third-party agreements often
require high levels of specialization to determine the legality of con-
tracts and suitability of processes. In response to such cases, the
Group has consulting agreements with law firms, induding over-

seas firms, to obtain legal advice.

The Daiwa Securities Group’s Credit Ratings

[Reputation Risk]

Reputation risk refers to the possibility of the Group sustaining
unforeseen losses due to deterioration of its reputation stemming
from the spread of rumors or erroneous economic information.
There are no uniform procedures for managing reputation risk,
because it can emanate from a variety of sources.

The Group has established various regulations based on its
Disclosure Policy, with particular emphasis on the management and
provision of information. It has also set up the Disclosure
Committee within Daiwa Securities Group Inc.

Each group company is charged with the task of reporting
information containing reputation risk to the Disclosure
Committee. Information is obtained and centrally managed at
Daiwa Securities Group Inc., which disseminates it in a timely
and accurate manner according to resolution of the Disclosure
Committee.

The Group works hard to keep abreast of problems and occur-
rences that may affect its reputation, so that when problems do
occur their impact on the Group can be minimized. The Group
also acts to ensure that erroneous and inaccurate information is
properly corrected. To enable appropriate response to libel and
other issues, the Group has public relations and investor relations

systems in place to prevent and minimize risks to its reputation.

(As of June 30, 2006)

Daiwa Securities Group Inc. Daiwa Securities Daiwa Securities SMBC

Long-term Short-term Long-term Short-term Long-term Short-term
Moody's Baal — Baal P-2 A2 P-1
Standard & Poor’s BBB+ A-2 BBB+ A-2 A- A-2
Rating and Investment Information (R&I) A- a-1 A- a-1 A a-1
Japan Credit Rating Agency (JCR) A — A — — —
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Consolidated Balance Sheets

Daiwa Securities Group Inc.

March 31, 2006 and 2005

Thousands of

Millions of yen U.S. dollars
(Note 1)
ASSETS 2006 2005 2006
Cash and cash deposits :
Cash and cash equivalents e 392,350 g 338,697 $ 3353419
Cash segregated as deposits for regulatory purposes 297,878 153,516 2,545,966
Other deposits 15,540 59,992 132,821
705,768 552,205 6,032,206
Receivables:
Loans receivable from customers 3,113 4,723 26,607
Loans receivable from other than customers (Note 9) 56,886 71,064 486,205
Trading receivables, net = 9,420 —
Receivables related to margin transactions (Note 3) 563,538 312,145 4,816,564
Other 157,690 191,371 1,347,786
Less: Allowance for doubtful accounts (294) (328) (2,513)
780,933 588,395 6,674,649
Collateralized short-term financing agreements (Note 4) 6,274,506 5,348,916 53,628,248
Trading assets (Notes 5 and 9) 6,162,243 5,242,320 52,668,736
Private equity and other securities (Notes 6 and 9) 382,421 142,547 3,268,556
Deferred tax assets (Note 14) 29,488 21,916 252,034
Property and equipment, at cost 232,284 234,920 1,985,334
Less: Accumulated depreciation (105,753) (97,300) (903,872)
126,531 137,620 1,081,462
Other assets:
Software 42,608 42,103 364,171
Lease deposits 23,538 23,410 201,179
Investment securities (Notes 6 and 9) 269,854 193,202 2,306,444
Long-term loans receivable 11,865 11,676 101,410
Other (Note 9) 90,987 83,198 771,675
Less: Allowance for doubtful accounts (1,851) (8,546) (15,821)
437,001 345,043 3,735,058
¥ 14,898,891 ¥ 12,378,962 $ 127,340,949

See accompanying notes.
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Thousands of

Millions of yen U.S. dollars
(Note 1)
LIABILITIES AND SHAREHOLDERS' EQUITY 2006 2005 2006
Borrowings:
Short-term borrowings (Notes 9 and 12) ¥ 1,795,321 ¥ 2,295,929 $ 15,344,624
Commercial paper 234,210 200,220 2,001,795
Long-term debt (Notes 9 and 12) 1,146,912 949,718 9,802,667
3,176,443 3,445,867 27,149,086
Payables:
Payables to customers and counterparties (Note 11) 250,765 288,688 2,143,291
Time deposits received == 3,240 —
Trading payables, net 302,573 — 2,586,094
Payables related to margin transactions (Notes 3 and 9) 197,483 141,972 1,687,889
Other (Note 13) 43,300 21,183 370,094
794,121 455,083 6,787,368
Collateralized short-term financing agreements (Note 4) 4,744,007 3,877,731 40,547,068
Trading liabilities (Note 5) 4,879,189 3,658,544 41,702,470
Accrued and other liabilities:
Income taxes payable 73,7719 10,596 630,590
Deferred tax liabilities (Note 14) 41,907 1177 358,179
Accrued bonuses 41,114 22,811 356,530
Retirement benefits (Note 13) 20,295 20,273 173,462
Other 91,411 37,704 781,291
269,106 98,561 2,300,052
Statutory reserves (Note 15) 7,025 5,650 60,043
Total liabilities 13,869,891 11,541,436 118,546,087
Minority interests 236,719 189,194 2,023,239
Contingent liabilities (Note 16)
Shareholders’ equity (Notes 17 and 18):
Common stock, no par value;
Authorized — 4,000,000 thousand shares
Issued — 1,332,460 thousand shares as of March 31, 2006 138,828 138,432 1,186,564
Capital surplus 118,339 117,941 1,011,444
Retained earnings 476,216 362,949 4,070,222
Net unrealized gain on securities, net of tax effect 72,694 35,674 621,316
Translation adjustments 864 (5,877) 7,385
Treasury stock, at cost (14,660) (787) (125,308)
Total shareholders’ equity 792,281 648,332 6,771,623
¥ 14,898,891 ¥ 12,378,962 $ 127,340,949
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Consolidated Statements of Operations

Daiwa Securities Group Inc.

Years ended March 31, 2006, 2005 and 2004

Thousands of

Millions of yen U.S. dollars
(Note 1)
2006 2005 2004 2006
Operating revenues:
Commissions (Note 20) 309,189 ¥ 216,387 ¥ 194,163 $ 2,642,641
Net gain on trading (Note 21) 224,912 151,118 120,195 1,922,325
Net gain on private equity and other securities 21,539 12,763 8,676 184,094
Interest and dividend income 245,211 105,428 96,366 2,095,821
Service fees and other sales 44,809 33,641 34,414 382,983
845,660 519,337 453,814 7,227,864
Interest expense 231,572 103,677 717,331 1,979,248
Cost of service fees and other sales 34,729 25,228 24,048 296,829
Net operating revenues (Note 19) 579,359 390,432 352,435 4,951,787
Selling, general and administrative expenses (Notes 19 and 22) 325,199 275,544 259,915 2,779,479
Operating income (Note 19) 254,160 114,888 92,520 2,172,308
Other income (expenses):
Provision for statutory reserves, net (Note 15) (1,374) (518) (1,241) (11,744)
Other, net (Note 23) 5,570 (1,767) (14,353) 47,607
4,196 (2,285) (15,594) 35,863
Income before income taxes and minority interests 258,356 112,603 76,926 2,208,171
Income taxes (Note 14):
Current 717,676 11,933 15,170 663,897
Deferred 392 28,234 5,638 3,350
78,068 40,167 20,808 667,247
Minority interests (40,340) (19,771) (13,481) (344,786)
Netincome 139,948 ¥ 52,665 ¥ 42,637 $ 1,196,138
- U
Per share amounts:
Net income 10390 ¥ 39.03 ¥ 31.66 $ 0.89
Diluted net income 98.61 37.36 30.28 0.84
Cash dividends applicable to the year 34.00 13.00 10.00 0.29

See accompanying notes.
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Consolidated Statements of Shareholders’ Equity

Daiwa Securities Group Inc.

Years ended March 31, 2006, 2005 and 2004

Millions of yen
Number of _ ; Net unrea_l\'zed ) Treasury
shares of Common Capital Retained gain on Translation
common stock stock surplus earnings securities,  adjustments asttgglgt’
(thousands) net of tax effect
Balance at March 31, 2003 1,331,735 ¥ 138432 ¥ 117,786 ¥297,404 ¥ 1,824 ¥ (11,321) ¥ (2,406)
Net income 42,637
Cash dividends paid (7,970)
Net gains on sales of treasury stock (Note 17) 154
Decrease in retained earnings due to
addition of a consolidated subsidiary (1,291)
Net unrealized gain on securities, net of tax effect 25,474
Translation adjustments 1,731
Change in treasury stock, net 1,716
Balance at March 31, 2004 1,331,735 138,432 117,940 330,780 217,298 (9,590) (690)
Net income 52,665
Cash dividends paid (19,960)
Conversion of convertible bonds 1 0 1
Bonuses to directors (536)
Net unrealized gain on securities,
net of tax effect 8,376
Translation adjustments 3,713
Change in treasury stock, net (97) 103
Balance at March 31, 2005 1,331,736 138,432 117,941 362,949 35,674 (5,877) (787)
Net income 139,948
Increase in retained earnings due to
merger of a consolidated subsidiary 608
Cash dividends paid (26,611)
Conversion of convertible bonds 724 396 396
Bonuses to directors (678)
Net gains on sales of treasury stock (Note 17) 2
Net unrealized gain on securities, net of tax effect 37,020
Translation adjustments 6,741
Change in treasury stock, net (13,873)
Balance at March 31, 2006 1,332,460 ¥ 138,828 ¥ 118339 ¥ 476,216 ¥ 72694 ¥ 864 ¥ (14,660)
Thousands of U.S. dollars (Note 1)
Common Capital Retained Netunrg:ilr\]zgg Translation Tresatf)lé{(y
stock surplus earnings securities,  adjustments i cost'
net of tax effect
Balance at March 31, 2005 $1,183,179 $1,008,043 $3,102,128 $ 304,906 $ (50,231) $ (6,726)
Net income 1,196,138
Increase in retained earnings due to merger
of a consolidated subsidiary 5,196
Cash dividends paid (227,444)
Conversion of convertible bonds 3,385 3,385
Bonuses to directors (5,796)
Net gains on sales of treasury stock (Note 17) 16
Net unrealized gain on securities, net of tax effect 316,410
Translation adjustments 57,616
Change in treasury stock, net (118,582)
Balance at March 31, 2006 $1,186,564 $1,011,444 $4,070,222 $621,316 $ 7,385 $(125,308)

See accompanying notes
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Consolidated Statements of Cash Flows

Daiwa Securities Group Inc.

Years ended March 31, 2006, 2005 and 2004

Thousands of

Millions of yen U.S. dollars
(Note 1)
2006 2005 2004 2006
Cash flows from operating activities:
Net income ¥ 139,948 52,665 42,637 $ 1,196,138
Adjustments to reconcile net income to net cash
provided by (used in) operating activities:
Depreciation and amortization 22,641 22,129 21,530 193,513
Provision for doubtful accounts, net 226 2,289 680 1,932
Provision for retirement benefits, net 23 1,402 2,979 197
Statutory reserves, net 1,374 518 1,241 11,744
Losses (gains) related to investment securities (11,060) (2,687) 208 (94,530)
Losses (gains) related to fixed assets 11,838 (351) 13,015 101,179
Gain on change in stake in subsidiary (4,725) — — (40,385)
Deferred income taxes 392 28,234 5,638 3,350
Minority interests 40,340 19,771 13,481 344,786
Changes in operating assets and liabilities:
Receivables and payables related to margin transactions (195,882) (28,087) (88,369) (1,674,205)
Other receivables and other payables (29,270) 77,878 (30,291) (250,171)
Private equity and other securities (192,645) (44,197) (6,944) (1,646,538)
Trading assets and liabilities 615,610 111,198 1,224,767 5,261,624
Collateralized short-term financing agreements (63,704) (1,183,394) (1,369,799) (544,479)
Other, net 33,684 (76,044) 45,007 287,897
Total adjustments 228,842 (1,071,341) (166,857) 1,955,914
Net cash flows provided by (used in) operating activities 368,790 (1,018,676) (124,220) 3,152,052
Cash flows from investing activities:
Increase in time deposits (10,685) (53,041) — (91,325)
Decrease in time deposits 55,201 — — 471,803
Payments for purchases of property and equipment (12,526) (7,786) (8,147) (107,060)
Proceeds from sales of property and equipment 719 5,315 6,144 6,145
Payments for purchases of intangible fixed assets (24,312) — — (207,795)
Payments for purchases of investment securities (51,554) (35,693) (36,972) (440,632)
Proceeds from sales of investment securities 43,604 99,469 107,541 372,684
Decrease in long-term loans receivable 358 149 1,067 3,060
Other, net (1,757) (18,689) 2,154 (15,017)
Net cash flows provided by (used in) investing activities (952) (10,276) 71,787 (8,137)
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Thousands of

Millions of yen U.S. dollars
(Note 1)
2006 2005 2004 2006
Cash flows from financing activities:
Increase (decrease) in short-term borrowings (446,190) 759,982 ¥ (66,936) $ (3,813,590)
Increase (decrease) in long-term debt 58,496 14,788 (16,295) 499,966
Proceeds from issuance of notes 505,358 225,875 318,832 4,319,299
Payments for redemption of bonds and notes (401,374) (97,102) (112,675) (3,430,547)
Payments of cash dividends (26,612) (19,960) (7,970) (227,453)
Payments of cash dividends to minority shareholders (9,177) (168) (2,328) (78,436)
Other, net (3,446) 454 1,779 (29,453)
Net cash flows provided by (used in) financing activities (322,945) 883,869 114,407 (2,760,214)
Effect of exchange rate changes on cash and cash equivalents 1,429 3,819 (4,915) 63,496
Netincrease (decrease) in cash and cash equivalents 52,322 (141,264) 57,059 447,197
Cash and cash equivalents at beginning of year 338,697 480,123 422,684 2,894,846
Increase in cash and cash equivalents due to merger of
a consolidated subsidiary 1,331 — — 11,376
Increase (decrease) in cash equivalents due
to addition (exclusion) of a consolidated subsidiary = (162) 380 —
Cash and cash equivalents at end of year 392,350 338,697 g 480,123 $ 3353419
Supplemental information on cash flows:
Cash paid during the year for:
Interest 222,153 103,440 ¥ 74,077 $ 1,898,744
Income taxes 11,405 13,690 1,749 97,479

See accompanying notes.
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Notes to Consolidated Financial Statements

Daiwa Securities Group Inc.

Three years ended March 31, 2006, 2005 and 2004

1. Basis of financial statements
The consolidated financial statements include the accounts of
Daiwa Securities Group Inc. (“Company”), a Japanese corpo-
ration, 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 SMBC Ventures Co., Ltd. (“NIF SMBC")
(NIF Ventures Co., Ltd., a consolidated subsidiary of the
Company changed its name to NIF SMBC Ventures Co.,
Ltd. following the merger of SMBC Capital Co., Ltd. on
October 1, 2005.)

Daiwa Securities is the retail-securities arm of Daiwa. This com-
pany operates through a network of 115 branches as well as
non-face-to-face channels, including internet and a full-fledged call
center to provide on-line and telephone-based securities-related
services. Daiwa Securities SMBC is the wholesale-securities com-
pany of Daiwa, 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 sev-
eral overseas consolidated subsidiaries, 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 bro-
kerage, trading, underwriting, strategic advice, product develop-
ment, and structured finance. In addition, Daiwa provides asset
and capital management, principal finance, 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 con-
solidated financial statements have been prepared in accordance
with the provisions set forth in the Japanese Securities and
Exchange Law and its related accounting regulations, and in con-
formity with generally accepted accounting principles in Japan
(“Japanese GAAP”), which are different in certain respects as
to application and disclosure requirements of International
Financial Reporting Standards. The accounts of overseas con-
solidated subsidiaries are maintained in conformity with generally
accepted accounting principles and practices 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 accordance 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 supplementary information included in the statutory
Japanese language consolidated financial statements, but not
required for fair presentation, is not presented in the accompa-

nying consolidated financial statements.

The translations of the yen amounts into U.S. dollars are includ-
ed solely for the convenience of the reader, using the prevailing
exchange rate at March 31, 2006, which was ¥117 to U.S. $1.
The convenience translations should not be construed as repre-
sentations 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.



2. Significant accounting policies

Consolidation — The consolidated financial statements include
the accounts of the Company and significant companies which are
controlled by the Company through substantial ownership of
more than 50% of the voting rights (excluding companies owned
for the purpose of operating principal finance and venture capi-
tal business, and not for the purpose of affiliation to the group.)
or through ownership of at least 40% and less than S0% 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% (exclud-
ing companies owned for the purpose of operating principal
finance and venture capital business and not for the purpose of
affiliation to the group through personnel management, financial
resources, technology, transactions, etc.) , 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 by for using the equity method.

Material inter-company balances, transactions and profits have

been eliminated in consolidation.

Statements of cash flows — For purposes of consolidated state-
ments 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 lia-
bilities including securities and financial derivatives for trading
purposes held by a securities company are recorded on a trade date
basis at fair value in the consolidated balance sheets. Gains and
losses including unrealized gains and losses related to transac-
tions for trading purposes are reported as “Net gain on trad-
ing” in the accompanying consolidated statements of operations.
Fair value is determined based on market prices, quoted prices,
internal pricing models (utilizing indicators of general market
conditions or other economic measurements), or management’s
estimates of amounts to be realized on settlement, assuming cur-
rent market conditions and an orderly disposition over a rea-

sonable period of time. Securities owned for non-trading purpose,
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shown in the accompanying consolidated balance sheets as
“Private equity and other securities” and “Investment securi-

ties”, are discussed below.

Securities other than trading assets and trading liabilities —
Daiwa examines the intent of holding each securities and classi-
fies those securities as (a) securities intended to be held for trad-
ing purposes by non-securities companies, (b) debt securities
intended to be held to maturity (“held-to-maturity debt securi-
ties”), (c) all other securities not classified in any of the above

categories (“available-for-sale securities™).

Securities intended to be held for trading purposes by non-secu-
rities companies are carried at fair value with recognizing unre-
alized gains or losses included in consolidated statements of

operations.

Held-to-maturity debt securities are stated at amortized cost.
Available-for-sale securities with market value are stated at mar-
ket value, based on quoted market prices. Realized gains and
losses on sale of such securities are computed using the mov-
ing-average cost. Unrealized gains and losses on these securi-
ties are reported, net of tax effect, as a separate component of the

consolidated shareholders equity.

Available-for-sale securities for which a market value is not avail-

able, are stated at the moving-average cost.

If the market value of available-for-sale securities declines sig-
nificantly, such securities are considered to be impaired and the
difference between market value and the carrying amount is rec-
ognized as a 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 significantly and if such decline
is considered to be other than temporary, the difference between
the carrying amount and the net book value is recognized as a loss
in the period of the decline. Impaired losses on these securities

are reported in the consolidated statements of operations.

Of those securities with no fair value, investments in limited
partnerships and similar partnerships which are regarded as equiv-

alent to securities by the Article2 (2) of Securities Exchange Act
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Notes to Consolidated Financial Statements
Daiwa Securities Group Inc.

Three years ended March 31, 2006, 2005 and 2004

in 2004, share of net income of the partnership has been reflect-
ed on consolidated statements of operations and share of net
unrealized gains and losses held by the partnerships are directly

recorded into consolidated shareholders’ equity.

Derivatives used for non-trading purpose — Daiwa states deriv-
ative 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 market-
to-market. The premium or discount on foreign exchange for-
ward 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 borrowed 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 are provided based on the actual historical default rate

for normal loans, and based on individually assessed amounts

for doubtful and default loans.

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 depreciation principally by the declining-bal-
ance method over estimated useful lives. Depreciation for build-
ings purchased in Japan after April 1, 1998 is computed by the
straight-line method. In overseas consolidated subsidiaries, depre-
ciation is mainly computed by the straight-line method.
(Additional Information)

The removal of the headquarters of the Company and some

consolidated subsidiaries has been resolved. The useful lives of
buildings and equipment for those headquarters are shortened
up to planned the removal date. Extraordinary depreciation
expenses of ¥4,439 million ($37,941 thousand) was recorded as
other expense, due to application of shortened useful lives.
“Income before income taxes and minority interests” decreased by

that amount as a result.

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, and over internally estimated useful lives (S

years) for software of in-house use.

Deferred assets — Stock issue costs and bond issue costs are

expensed in a lump sum when incurred.

Bonuses — The Company and domestic consolidated subsidiaries
follow the Japanese practice of paying bonuses to employees
twice a year in June and December, and thus, accrued employees’
bonuses represent liabilities estimated as of the balance sheet
date. Bonuses to directors and corporate executive officers of
the Company, which are subject to approval at the Compensation
Committee, represent liabilities estimated as of the balance sheet
date. Compensation Committee sets policies for deciding com-
pensation for individual directors and corporate executive officers
and determines 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 direc-
tors 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.

Income taxes — Income taxes consist of corporation, enterprise
and inhabitants taxes. The provision for income taxes is com-
puted based on the pre-tax 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 in value
of assets and liabilities for statutory accounting and tax account-
ing. Daiwa recognizes deferred tax assets to the extent of amounts

reasonably expected to be realized in future.

The Company and NIF SMBC, as parent companies, have filed
consolidated tax returns since the previous year. Daiwa Securities
SMBC, as parent company, has filed consolidated tax returns
since the year ended March 31, 2003.

Translation of foreign currencies — The Company and domes-
tic consolidated subsidiaries translate assets and liabilities in for-

eign currencies into yen at the year-end exchange rate.

Translation of foreign currency financial statements — 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 his-

3. Margin transactions
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torical rates. Income and expenses are translated at the average
exchange rates of the applicable year. The resulting differences are
reported as “Translation adjustments” in “Shareholders’ equi-

ty” in the accompanying consolidated balance sheets.

Net income per share — Net income per share of common
stock is based on the average number of common shares out-

standing.

Diluted net income per share is computed based on the average
number of common shares outstanding for the year with an
adjustment for dilutive convertible bonds based on the number of
shares of common stock that would have been issued provided
that the outstanding dilutive convertible bonds were converted at

the beginning of the year.

Reclassification — Certain reclassifications have been made in the
2005 and 2004 consolidated financial statements to conform

to the presentation for 2006.

Margin transactions at March 31, 2006 and 2005 consisted of the followings:

Millions of yen Thousands of

U.S. dollars
2006 2005 2006

Assets:
Customers’ margin loans Y 359,331 Y 126,687 $ 3,071,208
Cash deposits as collateral for securities borrowed 204,207 185,458 1,745,356
¥ 563,538 ¥ 312,145 $ 4,816,564

Liabilities:
Payable to securities finance companies

Proceeds of securities sold for customers’ accounts

¥ 1,570 ¥ 2,981 $ 64,702
189,913 138,991 1,623,187

¥ 197,483 ¥ 141,972 $ 1,687,889

Customers’ margin loans are stated at amounts equal to the Purchase amounts of the relevant securities, which are collateralized by

customers’ securities and customers’ deposits. Proceeds of securities sold for customers’ accounts are stated at the sales amounts.
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Notes to Consolidated Financial Statements
Daiwa Securities Group Inc.

Three years ended March 31, 2006, 2005 and 2004

4. Collateralized short-term financing agreements

Collateralized short-term financing agreements at March 31, 2006 and 2005 consisted of the followings:

Millions of yen

Thousands of
U.S. dollars

2006

2005

2006

Assets:
Securities purchased under agreements to resell

Securities borrowed

¥ 2,184,881
4,089,625

¥ 1,575,907
3,773,009

$ 18,674,192
34,954,056

¥ 6,274,506

¥ 5,348,916

$ 53,628,248

Liabilities:
Securities sold under agreements to repurchase
Securities loaned

¥ 2,811,293
1,932,714

¥ 2,006,465
1,871,266

$ 24,028,147
16,518,921

¥ 4,744,007

¥ 3,871,731

$ 40,547,068

5. Trading assets and trading liabilities

Trading assets and trading liabilities at March 31, 2006 and 2005 consisted of the followings:

Millions of yen

Thousands of

U.S. dollars
2006 2005 2006
Trading assets:
Equities ¥ 371,948 ¥ 332,397 $ 3,179,039
Government, corporate and other bonds 4,005,132 4,187,216 34,231,897
Investment trusts 95,498 130,575 816,221
Commercial paper, certificates of deposits and others 18,635 40,360 159,274
Option transactions 908,197 46,303 7,762,369
Futures and forward transactions 156,934 16,162 1,341,313
Swap agreements 607,483 490,546 5,192,162
Other derivatives 1,127 659 9,636
Credit reserves (2,711) (1,898) (23,175)

¥ 6,162,243

¥ 5,242,320

$ 52,668,736

Trading liabilities:
Equities
Government, corporate and other bonds
Investment trusts
Option transactions
Futures and forward transactions
Swap agreements

Other derivatives

¥ 99,551
3,216,833
5471
1,007,981
67,232
480,973

1,148

¥ 98,690
3,094,627
3,316

69,551

13,463
378,513

384

$ 850,866
27,494,302
46,763
8,615,222
574,629
4,110,877
9,811

¥ 4879189

¥ 3,658,544

$ 41,702,470
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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 “Investment

securities” in the accompanying consolidated balance sheets.

Cost and market value of securities intended to be held for trading purposes by non-securities companies as of March 31, 2006 and
2005 consisted of the followings:

Millions of yen
Cost Market value Difference
March 31, 2006 ¥ 3,205 ¥ 3,543 ¥ 338

March 31, 2005 ¥ — ¥ — ¥ —

Thousands of U.S. dollars

Cost Market value Difference

March 31, 2006 $ 217,397 $ 30,279 $ 2,882

Cost/amortized cost and market value of held-to-maturity debt securities as of March 31, 2006 and 2005 consisted of the followings:

Millions of yen

Cost/amortized cost Market value Difference

Government bonds, local government bonds at March 31, 2006 ¥ 2,509 ¥ 2,502 ¥ (7)
Government bonds, local government bonds at March 31, 2005 ¥ 2,126 ¥ 2,118 ¥ (8)

Thousands of U.S. dollars

Cost/amortized cost Market value Difference

Government bonds, local government bonds at March 31, 2006 $ 21,446 $ 21,384 $ (62)

Cost and market value of available-for-sale securities as of March 31, 2006 and 2005 consisted of the followings:

Millions of yen
Cost Market value Difference

March 31, 2006:
Equities e 82,493 ¥ 203,127 ¥ 120,634
Government, corporate and other bonds 150 158 8
Other 13,719 15,474 1,755
¥ 96,362 ¥ 218,759 ¥ 122,397

March 31, 2005:
Equities ¥ 74,394 ¥ 137,744 ¥ 63,350
Government, corporate and other bonds 150 153 3
Other 13,698 14,111 413
¥ 88,242 ¥ 152,008 ¥ 63,766
Thousands of U.S. dollars
Cost Market value Difference

March 31, 2006:
Equities $ 705,069 $ 1,736,132 $ 1,031,063
Government, corporate and other bonds 1,282 1,350 68
Other 117,257 132,254 14,997

$ 823,608 $ 1,869,736 $ 1,046,128
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Securities for which a market value is not readily available as of March 31, 2006 and 200S consisted of the followings:

Thousands of

Millions of yen US. dollars

2006 2005 2006

Equities ¥ 245,399 ¥ 53,210 $ 2,097,432
Government, corporate and other bonds 349 501 2,982
Investments in limited partnerships 132,751 84,622 1,134,622
Other 22,631 19,065 193,427

¥ 401,130 H 157,398 $ 3,428,463

In addition to the above, equity securities of non-consolidated and 2008, respectively, were included in “Investment securities” in the
affiliated companies amounting to ¥26,334 million ($225,076  accompanying consolidated balance sheets.
thousand) at March 31, 2006 and ¥24,217 million at March 31,

7. Derivatives for non-trading purposes
Net unrealized gains (losses) of derivatives for non-trading purposes at March 31, 2006 and 2005 (excluding hedging transac-

tions) consisted of the followings:

Millions of yen
Contract amount Market value _Unrealized
gains (losses)
112 March 31, 2006:
Currency swap ¥ 11,289 ¥ 17 b 17
Foreign exchange forward 801 24 24
March 31, 2005:
Currency swap ¥ 11,237 ¥ 1 ¥ 1
Foreign exchange forward 52 (0) (0)
Thousands of U.S. dollars
Contract amount Market value Unreali;ed
gains
March 31, 2006:
Currency swap $ 96,489 $ 146 $ 147

Foreign exchange forward 6,843 201 201
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8. Risk management information concerning trading transactions

The two domestic securities subsidiaries, Daiwa Securities and Daiwa
Securities SMBC (“Securities subsidiaries™), enter into transactions
involving trading assets and liabilities to meet customer needs, and for
their proprietary trading activities, as a broker and an end-user. These
trading assets and liabilities include (1) shares and bonds, (2) financial
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, cur-

rency 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,

9. Pledged assets

At March 31, 2006, short-term borrowings amounting to
¥1,045,300 million ($8,934,188 thousand) and payables relat-
ed to margin transactions amounting to ¥7,570 million ($64,701

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 aris-
ing from the failure of the counter-party in a transaction to fulfill
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 management poli-
cies: Active management participation, system of internal supervi-
sion, sound management by risk limit setting, risk management
assuming emergency, and transparency in risk management process.
By ensuring these five policies, Daiwa Securities SMBC expects
that risks associated with trading activities are well controlled with-

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

thousand) and long-term debt amounting to ¥30 million ($256

thousand) were secured by the following assets:

Millions of yen Thousands of

U.S. dollars

Loans receivable from other than customers ¥ 42,633 $ 364,385
Trading assets 997,506 8,525,690
Private equity and other securities 24 205
Investment securities 99,672 851,896
Other assets — ather 3,457 29,547
¥ 1,143,292 $ 9,771,723

In addition to above, securities borrowed amounting to ¥384,371 million ($3,285,226 thousand)) were pledged as guarantee at March 31, 2006.

Total fair value of the securities pledged as collateral at March 31, 2006 consisted of the following:

Thousands of

Millions of yen US. dollars

Securities loaned
Other

¥ 5,613,009 $ 47,974,438
932,368 7,968,961

¥ 6,545,377 $ 55,943,399

Total fair value of the securities received as collateral at March 31, 2006 consisted of the following:

Thousands of

Millions of yen U.S. dollars

Securities borrowed
Other

¥ 8,251,239 $ 70,523,407
578,268 4,942,464

¥ 8,829,507 $ 75,465,871
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10. Lease transactions
Financial leases, whose ownership does not transfer to the lessee
at the end of the lease term are not capitalized and are account-

ed for in the same manner as operating leases. Certain infor-

mation concerning such non-capitalized finance leases and oper-
ating leases at March 31, 2006 and 2005 is summarized as fol-

lows:

Thousands of

Millions of yen US. dollars
Lessee:
2006 2005 2006
Non-capitalized finance leases:
Total assets under non-capitalized finance leases ¥ 7,685 ¥ 9,573 $ 65,682
Accumulated depreciation 4,584 4,869 39,180
Future lease payments in respect of non-capitalized leases 3,181 4,791 27,190
Due within one year 1,501 1,807 12,826
Operating leases:
Future lease payments in respect of operating leases ¥ 9,000 ¥ 11,284 $ 76,923
Due within one year 1,999 1,922 17,086
Millions of yen ThGJ.uSs-adnodlisach;‘
Lessor:
2006 2005 2006
Operating leases:
Future lease receipts in respect of operating leases Y 1,803 ¥ 1,105 $ 15,409
Due within one year 387 233 3,309
11. Payables to customers and counterparties
Payables to customers and counterparties at March 31, 2006 and 2005 consisted of the followings:
Millions of yen Th@_gs_a d”odlfafsf
2006 2005 2006
Cash received for customers” accounts ¥ 131,335 ¥ 92,574 $ 1,122,522
Cash deposits received from customers 99,225 53,303 848,075
Other 20,205 142,811 172,694
¥ 250,765 ] 288,688 $ 2,143,291

12. Bank borrowings and long-term debt

As is customary in Japan, in the case of unsecured bank bor-
rowings, security must be given under certain conditions 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 speci-
tied events, against all debts payable to the bank. No such

request has been made and no such right has been exercised.
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Long-term debt at March 31, 2006 and 200S consisted of the followings:

Thousands of

Millions of yen US. dollars
2006 2005 2006
Bond payable in yen: 1.4% due 2005 ¥ — b 100,000 $ —
Bond payable in yen: 0.95% due 2008 120,000 120,000 1,025,641
Bond payable in yen: 1.3% due 2011 70,000 — 598,291
Bond payable in yen: 2.08% due 2016 30,000 — 256,410
Convertible bond payable in yen, convertible into
common stock at ¥1,094.00 per share: 0.5% due 2006 79,193 79,986 676,863
Euro medium-term notes issued by the Company and the domestic
consolidated subsidiary with various rates and maturities through 2035 677,159 569,429 5,787,686
Euro medium-term notes issued by overseas consolidated subsidiaries
with various rates and maturities through 2007 2,608 6,108 22,290
Yen subordinated loan due 2006 82,000 20,000 700,855
Borrowings 85,952 54,195 734,631
Y 1,146,912 ¥ 949,718 $ 9,802,667

The conversion price and exercise price shown above are subject to adjustment 1N certain circumstances.

The aggregate annual maturities of long-term debt as of March 31, 2006 are as follows:

Thousands of

Year ending March 31 e U8 dollrs
2007 ¥ 159,401 $ 1,362,399
2008 56,391 481,972
2009 144,522 1,235,236
2010 7,436 63,555
2011 119,691 1,022,998
2012 and thereafter 659,471 5,636,507

¥ 1,146,912 $ 9,802,667

Daiwa has unused commitment line amounting to ¥85,106 million ($§727,398 thousand) under agreements with several banks at March

31, 2006.

13. Retirement benefits

Retirement benefits for employees
Retirement benefit plans for eligible employees are discussed

below:

o Witk
The Company and most of domestic consolidated subsidiaries
provide an unfunded defined contribution plan to their employ-
ees 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 subsidiaries under the unfunded defined contribu-

tion plan are accumulated on an annual basis and earn a guaran-
teed 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 bal-
ance sheets as of March 31, 2006 and 20085, in the amount of
¥17,980 million ($153,672 thousand) and ¥16,121 million,
respectively. Benefit expenses recorded in the consolidated state-
ments of operations for the years ended March 31, 2006, 2005
and 2004 were ¥2,864 million ($24,481 thousand), ¥2,946
million and ¥3,278 million, respectively.
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o 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 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
¥383 million ($3,275 thousand) and ¥1,100 million are includ-
ed in “Retirement benefits” in the accompanying consolidated bal-
ance sheets as of March 31, 2006 and 2008, respectively. Benefit
expenses recorded in the consolidated statements of operations for
the years ended March 31, 2006, 2005 and 2004 were ¥174 mil-
lion ($1,487 thousand), ¥439 million and ¥368 million, respec-

tively.

The board of the Company resolved to abolish the retirement gra-
tuities system for retiring directors in May 2004. In June 2004,
the shareholders’ meeting of the Company approved the pay-

ments of retirement allowance to directors who were nominated

14. Income taxes

The Company and domestic consolidated subsidiaries are subject
to a number of taxes levied on income. The compounded statu-
tory tax rate in Japan were approximately 40.7%, 40.7% and
42.1% for the years ended March 31, 2006, 2005 and 2004,

respectively.

After the clarification of the local tax law, the new tax rate for the
year beginning on April 1, 2004 was finalized at approximately
40.7%. Taking into account the finalized income tax rates, the

Company and domestic consolidated subsidiaries used the tax

for re-election. The payments will be made in accordance with
standards prescribed by the Company and service rendered to
the Company during their respective terms of office up to the end
of the shareholders” meeting. The payments will be made at the

time of their respective retirements from the Board of Directors.

The board of certain consolidated subsidiaries resolved to abol-
ish the retirement gratuities system for retiring directors in March
2005. In June 2005, the shareholders’ meetings of such con-
solidated subsidiaries approved the payments of retirement
allowance to directors who were nominated for reelection. The
payments will be made in accordance with standards prescribed
by consolidated subsidiaries and service rendered to consolidat-
ed subsidiaries during their respective terms of office up to the end
of the shareholders” meetings. The payments will be made at
the time of their respective retirements from the Board of
Directors. In consequence, consolidated subsidiaries” directors’
retirement benefits of ¥437 million ($3,743 thousand) were
reclassified from “Retirement benefits” to “Payables: Other” in
the accompanying consolidated balance sheet as of March 31,
2006.

rates of approximately 40.7% for current and non-current items
at March 31, 2004 for the calculation of deferred tax assets and
liabilities. Due to the change in the tax rates, “Deferred tax
assets” increased by ¥158 million and “Income taxes: 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.

Opverseas consolidated subsidiaries are subject to income taxes

of the countries in which they operate.
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Thousands of

Millions of yen US. dollars
2006 2005 2006
Deferred tax assets:

Net operating losses carried-forward 25,656 e 46,059 $ 219,284
Write-down of investment securities 10,637 13,232 90,912
Temporary difference of investment in consolidated subsidiaries — 51,979 =
Expenses for real estate business reorganization — 913 =
Employees' retirement benefits 8,026 8,231 68,603
Employees' compensation and bonuses 15,278 7,931 130,584
Provision for doubtful accounts 2,423 4,406 20,707
Impairment losses on fixed assets 7,248 — 61,948
Enterprise tax payable 8,338 — 71,261
Allowance for possible investment losses 5,426 — 46,373
Other 10,308 21,347 88,106
Gross deferred tax assets 93,340 154,098 797,778
Less: Valuation allowance (51,824) (107,348) (442,937)
Total deferred tax assets 41,516 46,750 354,841
Deferred tax liabilities 53,935 32,011 460,986
Net deferred tax assets (liabilities) (12,419) 14,739 $  (106,145)

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

gross deferred tax assets.

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, 2006, 2005 and 2004 were as follows:

2006 2005 2004
Japanese statutory income tax rate 40.7% 40.7% 42.1%
Valuation allowance (9.0) (7.0) (12.5)
Permanent difference (Non-deductible) 0.3 1.2 1.3
Permanent difference (Non-taxable) (0.3) (0.6) (0.9)
Lower tax rate applicable to income of overseas consolidated subsidiaries (0.6) (0.8) (1.7)
Adjustment of unrealized intercompany profit 0.6 3.8 —
Other, net (1.5) (1.6) (1.2)
Effective income tax rate 30.2% 35.7% 271.1%

15. Statutory reserves

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.

16. Contingent liabilities

At March 31, 2006, Daiwa had contingent liabilities amounting to ¥2,507 million ($21,427 thousand), mainly arising as guaran-

tors of employees” borrowings.
PHe g
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17. Shareholders’ equity

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 exceeding one-half of the entire issued
amount of shares as additional 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 earnings 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 eliminate or reduce a deficit
with a resolution of the shareholders’ meeting or may be capi-
talized with a resolution of the Board of Directors. The excess
amount of legal earnings reserve of one quarter of capital require-
ment is available for appropriation with a resolution of share-
holders’ meeting. The legal earnings resetve is included in retained

earnings in the accompanying consolidated balance sheets.

The maximum amount that the Company can distribute as div-
idends 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, 2006
amounted to ¥254,294 million ($2,173,454 thousand).

The Article 293-5 of the Code permits a company to distribute
profits by way of interim dividends if the articles of incorporation
of a company so provide. The Company’s articles of incorpora-
tion 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 ¥12

(8$0.10) per share amounting to ¥15,967 million ($136,467

18. Capital adequacy requirements

In Japan, a securities company is subject to risk-based capital ade-
quacy 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 measures if such ratio declines below

thousand) were approved by the Board of Directors held on
October 28, 2005. Using the newly introduced committee sys-
tem, the Board of Directors is to determine the year-end divi-
dends. Year-end cash dividends of ¥22 ($0.19) per share
amounting to ¥29,065 million ($248,426 thousand) were
approved by the Board of Directors held on May 18, 2006.

The shareholders of the Company approved a stock incentive
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 August 31, 2011, 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 incorporation so that the Company may be entitled to

repurchase its shares by the resolution of its Board of Directors.

The each shareholders of the Company on June 24, 2005 and
June 24, 2006 approved a stock incentive plan. There are two
kinds of stock subscription rights as stock options to directors,
executive officers and employees. The first is the stock sub-
scription rights that 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. The
second is the stock subscription rights that shall be issued to
employees of the Company, and of affiliated companies, and to
directors and executive officers of the Company’s affiliated com-
panies, excluding the persons 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.

140%. Capital adequacy ratios of Daiwa Securities were 323.6%
(unaudited) and 351.3% (unaudited) for March 31, 2006 and
2005, respectively, and those of Daiwa Securities SMBC were
336.3% (unaudited) and 355.6% (unaudited) for March 31,
2006 and 2008, respectively.
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Daiwa operates predominantly in a single industry segment. Daiwa primary business activities include (1) trading in securities and deriv-

atives, (2) brokerage of securities and derivatives, (3) underwriting and distribution of securities, (4) other business related to securi-

ties transactions and (5) private offering of securities.

A summary of revenues by geographic area for the years ended March 31, 2006, 2005 and 2004 and a summary of total assets by geo-
graphic area at March 31, 2006 and 2005 were as follows:

Millions of yen
Japan America Europe Asia & Oceania E“mqi:ﬁ;icoaqs(; Consolidated
Year ended March 31, 2006:
Net operating revenues:
Outside customer 541,666 5,528 21673 ¥ 10,492 — 579,359
Inter-segment 1,530 8,758 12,085 1,606 (23,979) S
Total 543,196 14,286 33,758 12,098 (23,979) 579,359
Selling, general and
administrative expenses 294,984 11,920 23,679 8,472 (13,856) 325,199
Operating income 248,212 2,366 10,079 ¥ 3,626 (10,123) 254,160
At March 31, 2006:
Total assets by geographic area 12,239,342 2,807,087 1,145934 ¥ 72,881 (1,366,353) 14,898,891
Year ended March 31, 2005:
Net operating revenues:
Qutside customer 353,827 3971 253718 ¥ 7,256 — 390,432
Inter-segment (2,370) 6,641 5,027 1,278 (10,576) —
Total 351,457 10,612 30,405 8,534 (10,576) 390,432
Selling, general and
administrative expenses 244 543 10,595 24,203 6,781 (10,578) 275,544
Operating income 106,914 17 6,202 ¥ 1,753 2 114,888
At March 31, 2005:
Total assets by geographic area 10,078,853 2,098,376 811,192 ¥ 62,560 (672,019) 12,378,962
Year ended March 31, 2004:
Net operating revenues:
Qutside customer 314,190 7,749 23,956 ¥ 6,540 — 352,435
Inter-segment 1,389 3,468 3,413 1,132 (9,402) —
Total 315,579 11,217 27,369 1,672 (9,402) 352,435
Selling, general and
administrative expenses 232,269 10,197 20,413 6,111 (9,075) 259,915
Operating income 83,310 1,020 6,956 ¥ 1,561 (327) 92,520
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Thousands of U.S. dollars

Japan America Europe Asia & Oceania Elman\?;icoar][;; Consolidated
Year ended March 31, 2006:
Net operating revenues:
Outside customer $ 4629626 $ 47,248  $ 185236  $ 89,677 $ — $ 4,951,787
Inter-segment 13,073 74,859 103,296 13,721 (204,949) —
Total 4,642,699 122,107 288,532 103,398 (204,949) 4,951,787
Selling, general and
administrative expenses 2,521,232 101,882 202,387 72,411 (118,433) 2,779,479
Operating income $ 2121467 $ 20225 $ 86,145 $ 30,987 $ (86,516) & 2,172,308
At March 31, 2006:

Total assets by geographicarea  $ 104,609,759 $ 23,992,195 $ 9794307 $ 622,914 $ (11,678,226)

$ 127,340,949

Geographic overseas revenues for the years ended March 31, 2006, 2005 and 2004 were as follows:

Millions of yen
America Europe Asia & Oceania Total
120 Year ended March 31, 2006:
Overseas revenue ¥ 10313 ¥ 19370 ¥ 11,016 ¥ 40,699
Net operating revenues 579,359
% of Net operating revenues 1.8% 3.3% 1.9% 7.0%
Year ended March 31, 2005:
Overseas revenue ¥ 8552 ¥ 21,149 ¥ 8890 ¥ 38,591
Net operating revenues 390,432
% of Net operating revenues 2.2% 5.4% 2.3% 9.9%
Year ended March 31, 2004:
Overseas revenue ¥ 10945 ¥ 20,353 ¥ 8249 ¥ 39,547
Net operating revenues 352,435
% of Net operating revenues 3.1% 5.8% 2.3% 11.2%

Thousands of U.S. dollars

America Europe Asia & Oceania Total
Year ended March 31, 2006:
Overseas revenue $ 88,143 $ 165556 $ 94151 § 347,850
Net operating revenues 4,951,787
% of Net operating revenues 1.8% 3.3% 1.9% 7.0%
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20. Commissions
Commissions derived from each department for the years ended March 31, 2006, 2005 and 2004 were as follows:

Millions of yen
Equity Fixed I?Egnmde) Investment trust lnv%zt;rlliegé Others Total
Year ended March 31, 2006:
Brokerage ¥ 118,262 ¥ 923 ¥ 336 ¥ — ¥ — ¥ 119,521
Underwriting — — — 64,314 — 64,314
Distribution — — 41,799 2,032 — 43,831
Other 1,955 2,219 40,269 16,389 20,631 81,523

¥ 120,217 ¥ 3202 ¥ 82,404 ¥ 82,735 ¥ 20,631 ¥ 309,189

Year ended March 31, 2005:

Brokerage ¥ 81919 ¥ 1,464 ¥ 159 ¥ - ¥ - ¥ 83,542
Underwriting — — — 54,744 — 54,744
Distribution — — 19,688 3,598 — 23,286
Other 1,968 2,800 25,793 12,828 11,426 54,815

i 83,887 ¥ 4264 ¥ 45640 ¥ 71,170 ¥ 11,426 ¥ 216,387

Year ended March 31, 2004:

Brokerage ¥ 78,194 ¥ 1242 ¥ 209 ¥ — — 79,645
Underwriting — — — 46,094 — 46,094
Distribution — — 21,904 1,662 — 23,566
Other 1,867 3,977 20,933 8,049 10,032 44,858

¥ 80,061 ¥ 5219 ¥ 43046 ¥ 55,8056 ¥ 10,032 ¥ 194,163

Thousands of U.S. dollars

Fixed income Investment

Equity (Bond) Investment trust banking Others Total
Year ended March 31, 2006:
Brokerage 1,010,782 7891 $ 2,874 — — $ 1,021,547
Underwriting — — — 549,691 — 549,691
Distribution — — 357,254 17,367 — 374,621
Other 16,713 19,478 344177 140,080 176,334 696,782
1,027,495 21,369 $ 704,305 707138 § 176,334  $§ 2,642,641
21. Net gain on trading
Net gain on trading for the years ended March 31, 2006, 2005 and 2004 were as follows: i S
illions of yen US. dollars
2006 2005 2004 2006
Stock and other 124,211 ¥ 56,105 e 50,024 $ 1,062,145
Bond, forex and other 100,641 95,013 70,171 860,180
(Bond and other) (39,026) (62,407) (47,267) (333,554)
(Forex and other) (61,615) (32,606) (22,904) (526,626)
224,912 ¥ 151,118 ¥ 120,195 $ 1,922,325
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22. Selling, general and administrative expenses
Major components of selling, general and administrative expenses for the years ended March 31, 2006, 2005 and 2004 were sum-

marized as follows:

Thousands of

Millions of yen US. dollars

2006 2005 2004 2006

Employees’ compensation and benefits ¥ 171,062 ¥ 142,751 ¥ 136,964 $ 1,462,067
Commissions and brokerage 31,508 19,607 14,573 269,298
Communications 18,646 18,174 17,444 159,371
Occupancy and rental 32,659 32,697 32,519 279,138
Data processing and office supplies 17,273 16,805 14,899 147,636
Taxes other than income taxes 8,072 6,756 5,617 68,991
Depreciation and amortization 22,641 22,129 21,530 193,510
Other 23,338 16,625 16,369 199,468

¥ 325,199 ¥ 275,544 ¥ 259,915 $ 2,779,479

23. Other income (expenses)
Details of “Other, net” in the accompanying consolidated statements of operations for the years ended March 31, 2006, 2005

and 2004 were as follows:

122 Millions of yen Thlj),uss,adngdlisa?;
2006 2005 2004 2006

Gains on sales of investment securities ¥ 10,030 ¥ 5,559 ¥ 6,704 $ 85,728
Write-down of investment securities (499) (3,472) (2,691) (4,265)
Valuation losses on fixed assets — (114) (58) —
Gains or losses on sale or disposal of fixed assets (548) 465 (159) (4,687)
Losses on sales of loans receivable — (7,595) (557) —
Reversal of stock purchase warrant — 502 — —
Multiemployer pension plan settlement cost in consolidated subsidiaries — (188) = =
Provision for doubtful accounts — (1,639) (648) —
Equity in earnings of affiliates 1,528 1,894 90 13,064
Impairment losses on fixed assets (6,851) — (12,797) (58,554)
Losses on liquidation of affiliates — (51) (4,221) —
Expenses related to merger, integration or relocation of branches — — (2,473) —
Expenses for reorganization of overseas banking subsidiary — (779) (595) —
Gain on charge in stake in subsidiary 4,725 — — 40,388
Contribution to the Securities Market Infrastructure Improvement Fund (200) — — (1,709)
Loss on litigation settlement (1,279) — — (10,933)
Foreign exchange loss from overseas subsidiary capital reduction (1,564) — — (13,364)
Extraordinary depreciation (4,439) — — (37,941)
Other 4,667 3,651 3,052 39,880

¥ 5,570 ¥ (1,767) ¥ (14,353) 8 47,607
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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 recoverability 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 estimated recoverable amounts. The breakdown of impairment losses recognized in the year ended March 31,

2006, 2005 and 2004 were as follows:

Thousands of

Millions of yen U.S. dollars

2006 2005 2004 2006

Fixed assets to be held and used ¥ 6,201 ¥ — ¥ 9,103 $ 53,000
Fixed assets to be disposed of by sale 650 — 3,694 5,553
Total Y 6,851 ¥ — ¥ 12,797 $ 58,554

The book values of fixed assets to be held and used were reduced to their estimated 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 a sale were reduced to net realizable values based on mainly publicly-

assessed Vall.l@S.

24. Subsequent events

Stock incentive plan — The shareholders of the Company approved the issuance of the stock subscription rights as stock options on
June 24, 2006. In accordance with Articles 236, 238 and 239 of the Corporation Law, the stock subscription 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.
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Independent Auditors’ Report

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 consolidated subsidiaries as of
March 31, 2006 and 2005, and the related consolidated statements of operations , shareholders” equity and cash flows for each of the
three years in the period ended March 31, 2006, 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 finan-

cial 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 consolidated finan-
cial position of Daiwa Securities Group Inc. and subsidiaries as of March 31, 2006 and 2008, and the consolidated results of their
operations and their cash flows for each of the three years in the period ended March 31, 2006, in conformity with accounting prin-

ciples generally accepted in Japan.
The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the year ended March 31, 2006 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 statements.

/Z/)/"{ﬁ A25As Ce.

Tokyo, Japan
June 26, 2006
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Daiwa Securities Group Inc. Corporate Data




Shareholders’ Meeting

Board of Directors

Nominating Committee

Audit Committee Office of the Audit Committee

Compensation Committee

Executive Committee Internal Control Committee

Disclosure Committee

Group IT Strategy Committee

Representative Executive Officer

Secretariat

Personnel Department

Corporate Planning Department
Headquarters Relocation Department
Legal Department

Corporate Communications Department

Investor Relations Department

Finance Department

Information Technology Department

General Affairs Department

CSR Promotion Department

Internal Audit Department

Mental Health Support Department




2) Officers (As of June 24, 2006)
Directors

Chairman of the Board

Yoshinari Hara

Deputy Chairman of the Board
Akira Kiyota

Director

Shigeharu Suzuki

Director

Tatsuei Saito

Director
Tetsuo Mae

Director

Shin Yoshidome

Director

Takashi Hibino

Director

Nobuyuki Iwamoto

Director

Kenji Hayashibe
Outside Director
Tetsuro Kawakami
Outside Director
Ryuji Yasuda
Outside Director

Keisuke Kitajima

Outside Director
Koichi Uno

Committee Members

Nominating Committee
Yoshinari Hara (Chairman)
Shigeharu Suzuki

Tetsuro Kawakami

Ryuji Yasuda

Keisuke Kitajima

Audit Committee

Kenji Hayashibe (Chairman)
Keisuke Kitajima

Koichi Uno

Compensation Committee
Yoshinari Hara (Chairman)
Shigeharu Suzuki

Tetsuro Kawakami

Ryuji Yasuda

Koichi Uno
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Executive Officers

President and CEO
Shigeharu Suzuki

Director, Daiwa Securities Group Inc.
President, Daiwa Securities Co. Ltd.

Deputy President and COO

Tatsuei Saito
Director, Daiwa Securities Group Inc.
President, Daiwa Securities SMBC Co. Ltd.

Deputy President
Tetsuo Mae

Director, Daiwa Securities Group Inc.
Deputy President, Daiwa Securities Co. Ltd.

Deputy President

Kenjiro Noda
Deputy President, Daiwa Securities SMBC Co. Ltd.

Deputy President
Michihito Higuchi

President, Daiwa Asset Management Co. Ltd.

Deputy President
Yoshiyuki Takemoto

President, Daiwa Institute of Research Ltd.

Corporate Executive Vice President

Shin Yoshidome
Director, Daiwa Securities Group Inc.

Senior Managing Director, Daiwa Securities SMBC Co. Ltd.

Corporate Senior Executive Officer
Takashi Hibino

Director, Daiwa Securities Group Inc.

Corporate Senior Executive Officer and CIO
Akira Nakamura

Director, Daiwa Institute of Research Ltd.

Corporate Executive Officer and CFO

Nobuyuki Iwamoto
Director, Daiwa Securities Group Inc.
Director, Daiwa Asset Management Co. Ltd.

Corporate Executive Officer

Takatoshi Wakabayashi

Corporate Executive Officer

Masamichi Yokoi

Chairman and Chief Executive Officer, Daiwa America Corporation
Chairman of the Board, Daiwa Securities America Inc.

Corporate Executive Officer
Yoshinari Hara

Chairman of the Board, Daiwa Securities Group Inc.

Corporate Executive Officer
Akira Kiyota

Deputy Chairman of the Board, Daiwa Securities Group Inc.
Chairman of the Institute and Director,
Daiwa Institute of Research Ltd.
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Other Information
Organization and Officers

Daiwa Securities Co. Ltd.

1) Organization (As of July 18, 2006)

‘ Shareholders” Meeting

‘ Board of Directors

‘ Board of Corporate Auditors

Corporate Auditors

Corporate Auditor’s Office

Management Committee

Legal Affairs & Compliance Committee ‘ ‘ Risk Management Committee

Executive Committee

[Head of Administration Division]

Administration Division

Corporate Planning Dept.

Personnel Dept.

Risk Management Dept.

Accounting & Finance Dept.

Operations Dept.

System Planning Dept.

[Head of Compliance Division |

Compliance Division

[
|
[
|
[
|
[
|
[
|
— System Planning Officer {
— Internal Audit Officer {

Internal Audit Dept.

Compliance Dept.

Branch Administration Section
Customer Support Dept.
Information Security Dept.

[Head of Products Division]

Products Division

Products Officer —

Products Planning Dept.

Investment Strategy & Research Dept.
Equity Dept.

Fixed Income Dept.

Products Operations Dept.

Asset Management Officer

Investment Trust Dept.
Pension & Annuity Dept.

[Head of Sales Planning Division]

Sales Planning Division

— Sales Planning Officer —

Data Processing Dept.
Sales Planning Dept.
Branch Development Dept.
Sales Training Dept.

[Head of Sales Division|
[Deputy Head of Sales Division

Sales Division

— Corporate Client Services Officer —

Corporate Client Services Dept.
Corporate Pension Dept.

Investment Program Dept.

Securities Intermediary Business Dept.

r— Private Banking Officer {

Private Banking Dept.

— Unit I Officer —

Unit I
Investment Banking Dept.

—

— Unit IT Officer —

Unic II
Investment Banking Dept. IT

— Unit IIT Officer -

Unit 11T
Investment Banking Dept. 111

— Unit IV Officer —

Unic IV
Investment Banking Dept.

—

\4

— Unit V Officer —

Unit V
Investment Banking Dept. V

— Unit VI Officer —

Unit VI
Investment Banking Dept. VI

Corporate Sales Dept. (Tokyo)

[Head of Daiwa Direct Division]

Daiwa Direct Division

—— Daiwa Direct Officer —

Daiwa Direct Planning Dept.
Call Center Management Dept.
Daiwa Direct Administration Dept.

[Head of Daiwa SMA Division |

Daiwa SMA Division

SMA Consulting Dept.
SMA Investment Management Dept.
SMA Operation and Examination Dept.




2) Officers (As of June 23, 2006)
Directors

President

Shigeharu Suzuki

Deputy President
Tetsuo Mae

Senior Managing Director

Akira Sakiyama

Senior Managing Director

Toshiro Ishibashi

Senior Managing Director

Kazuo Ariake

Managing Director
Tokuzo Takaki

Managing Director
Takashi Fukai

Managing Director
Masaki Shimazu

Managing Director
Makoto Shirakawa

Corporate Auditors

Syohei Takashima
Zenichiro Onishi
Kenji Hayashibe
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Executive Officers

Senior Executive Officer

Tomiki Koide

Executive Officer
Koushiro Taniguchi
Toshiaki Kuwano
Takuya Ikeda
Kouichi Suzuki
Osamu Abiru
Hisashi Otsuka
Hiroshi Nakamura
Yoshihiko Nakata
Shinya Nishio
Shinya Kusaba
Keiji Komagata

Keiichi Sakai
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Other Information
Organization and Officers

Daiwa Securities SMBC Co. Ltd.
1) Organization (As of August 4, 2006)

Shareholders” Meeting ‘
e

‘ Board of Directors ‘ Board of Corporate Auditors

Corporate Auditors

4{ Corporate Auditor’s Office

‘ Management Committee ’T Executive Committee

Legal & Compliance Committee
Risk Management Committee

} Equity Officer

} Fixed Income Officer

} Products Division Planning Officer

} Structured Products Officer

| Structured Finance Officer

} Corporate Finance Officer

| International Finance Officer

} Strategic Advisory (M&A) Officer

} Capital Markets Officer

} Initial Public Offering Officer

} Investment Programs Officer

} Corporate Division Planning Officer

} Research & Advisory Officer

| Financial Institutions Officer

} Public Institutions Officer

| Corporate Sales Officer

} Corporate Institutions Officer (I)

} Corporate Institutions Officer (II)

} Corporate Institutions Officer (III)

} Corporate Institutions Officer (IV)

} Corporate Institutions Officer (V&VI)

} Osaka Branch Officer

} Nagoya Branch Officer

} Asia & Oceania Officer

} Europe, Middle East & India Officer

| International Planning & Administration Officer

| Legal & Compliance Officer

} Internal Audit Officer

i Finance & Risk Management Officer

i IT & Administration Officer

} Planning Officer

- Daiwa Securities SMBC Principal Investments Co.




2) Officers (As of June 24, 2006)
Directors

President

Tatsuei Saito

Deputy President
Kenjiro Noda

Senior Managing Director

Shin Yoshidome

Senior Managing Director

Hiroshi Fujioka

Senior Managing Director

Sumio Fukushima

Managing Director
Tkuo Mori

Managing Director

Kazuhiko Akamatsu

Managing Director
Takashi Yamaguchi

Managing Director
Teruaki Ueda

Director

Mitsuharu Tanaka

Corporate Auditors

Kishiro Fujino
Shigeharu Tominaga
Yoshiaki Senoo

Fuminori Yoshitake

| Daiwa Securities Group Annual Report 2006

Executive Officers

Senior Executive Officer

Hideo Watanabe

President,
Daiwa Securities SMBC Principal Investments Co. Ltd.

Senior Executive Officer

Masaki Yamane

Executive Officer
Masami Tada
Akio Takahashi
Shunichi Suzuki
Yoriyuki Kusaki
Shigeo Koike
Kenichi Miki
Motoi Takahashi
Eishu Kosuge

Chairman,
Daiwa Securities SMBC Europe Limited

Toshinao Matsushima
Yasuharu Okanoya
Masahiko Ichiki
Shigeru Ishida

Chairman,
Daiwa Securities SMBC Hong Kong Limited

Yoshimasa Tsunei
Yoshimasa Nagase
Seiji Sato

Seiji Nakata
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Other Information
Main Group Companies (s of July 31, 2006)

Daiwa Securities Co. Ltd.
6-4, Otemachi 2-chome, Chiyoda-ku, Tokyo 100-8101, Japan
Tel: 81-3-3243-2111

Daiwa Securities SMBC Co. Ltd.
8-1, Marunouchi 1-chome, Chiyoda-ku, Tokyo 100-8289, Japan
Tel: 81-3-5533-8000

Daiwa Asset Management Co. Ltd.
10-5, Nihonbashi-kayabacho 2-chome, Chuo-ku, Tokyo 103-0025, Japan
Tel: 81-3-5695-2111

Daiwa Institute of Research Ltd.
15-6, Fuyuki, Koto-ku, Tokyo 135-8460, Japan
Tel: 81-3-5620-5100

Daiwa SB Investments Ltd.
7-9, Nihonbashi 2-chome, Chuo-ku, Tokyo 103-0027, ]apan
Tel: 81-3-3243-2915

Daiwa Securities Business Center Co., Ltd.
3-2, Toyo 2-chome, Koto-ku, Tokyo 135-0016, Japan
Tel: 81-3-5633-6100

Daiwa Property Co., Ltd.
1-9, Nihonbashi-kayabacho 1-chome, Chuo-ku, Tokyo 103-8219, Japan
Tel: 81-3-3665-5601

NIF SMBC Ventures Co., Ltd.
2-1, Kyobashi 1-chome, Chuo-ku, Tokyo 104-0031, Japan
Tel: 81-3-5201-1515

Daiwa Securities SMBC Principal Investments Co. Ltd.
8-1, Marunouchi 1-chome, Chiyoda—ku, Tokyo 100-82389, ]apan
Tel: 81-3-5533-6058



Other Information
Overseas Network s of July 31, 2006)

Daiwa Securities Group Inc.

Daiwa Securities America Inc.
Financial Square, 32 Old Slip, New York, NY 10005, US.A.
Tel: (1) 212-612-7000

Daiwa Securities Trust and Banking (Europe) PLC
S King William Street, London EC4N 7]B, United Kingdom
Tel: (44) 20-7320-8000

Daiwa Securities Trust Company
One Evertrust Plaza, ]ersey City, NJ 07302, US.A.
Tel: (1) 201-333-7300

Daiwa Securities SMBC Co. Ltd.

Daiwa Securities SMBC Europe Limited

Head Office

) King William Street, London EC4N 7AX, United Kingdom
Tel: (44) 20-7597-8000

Frankfurt Branch

Trianon Bldg., Mainzer Landstrasse 16, 60325 Frankfurt am
Main, Federal Republic of Germany

Tel: (49) 69-717080

Paris Branch
112, Avenue Kléber, 75116 Paris, France
Tel: (33) 1-56-26-22-00

Geneva Branch
50, rue du Rhéne, PO.Box 3198, 1211 Geneva 3, Switzerland
Tel: (41) 22-818-74-00

Milan Branch
Via Senato 14/16, 20121 Milan, Italy
Tel: (39) 02-763271

Spain Branch
Jose Ortega y Gasset 20, 7th floor, Madrid 28006, Spain
Tel: (34) 91-529-9800

Middle East Branch

7th Floor, The Tower, Bahrain Commercial Complex,
PO. Box 30069, Manama, Bahrain

Tel: (973) 1753-4452

Daiwa Securities SMBC Hong Kong Limited
Level 26, One Pacific Place, 838 Queensway, Hong Kong
Tel: (852) 2525-0121

Daiwa Securities SMBC Singapore Limited

6 Shenton Way #26-08, DBS Building Tower Two,
Singapore 068809, Republic of Singapore

Tel: (65) 6220-3666
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Daiwa Europe Fund Managers (Ireland) Limited
Level 3, Block 5, Harcourt Centre, Harcourt Road,
Dublin 2, Ireland

Tel: (353) 1-603-9900

Daiwa Europe Trustees (Ireland) Limited
Level 3, Block 5, Harcourt Centre, Harcourt Road,
Dublin 2, Ireland

Tel: (353) 1-603-9900

Daiwa Securities SMBC Australia Limited
Level 34, Rialto North Tower, 525 Collins Street,
Melbourne, Victoria 3000, Australia

Tel: (61) 3-9916-1300

DBP-Daiwa Securities SMBC Philippines, Inc.
18th Floor, Citibank Tower, 8741 Paseo de Roxas,
Salcedo Village, Makati City, Republic of the Philippines
Tel: (632) 813-7344

Daiwa Securities SMBC-Cathay Co., Ltd.
14¢h Floor, 200 Keelung Road, Sec. 1, Taipei, Taiwan, R.O.C.
Tel: (886) 2-2723-9698

Daiwa SMBC-SSC Securities Co., Ltd.

15th Floor, Aurora Plaza, No. 99 Fucheng Road, Pudong,
Shaghai, People’s Republic of China

Tel: (86) 21-6859-8000

Daiwa Securities SMBC Co. Ltd.

Seoul Branch

6th Floor, DITC Building, #27-3, Youido-dong,
Yongdungpo-gu, Seoul, Republic of Korea

Tel: (82) 2-787-9100

Beijing Office

International Building 2103, ]ianguo Menwai Dajie 19,
Beijing, People’s Republic of China

Tel: (86) 10-6500-6688

Bangkok Office

18th Floor, M. Thai Tower, All Seasons Place, 87 Wireless Road,
Lumpini, Pathumwan, Bangkok 10330 Thailand

Tel: (66) 2-252-5650

Mumbai Office

2nd Floor, Raheja Chambers, 213 Nariman Point,
Mumbai 400 021, India

Tel: (91) 22-5630-9200
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Other Information

Daiwa Securities Group Inc. Corporate Data

Head Office

6-4, Otemachi 2-chome
Chiyoda-ku, Tokyo 100-8101 Japan
Tel: 81-3-3243-2100

Internet Home Page Address
http://www.daiwa.jp/ir/english/

Commencement of Operations
May 1, 1902

Date of Founding
December 27, 1943

Common Stock
Authorized

4,000,000 thousand shares
Issued and Outstanding
1,332,460 thousand shares
(as of March 31, 2006)

Number of Shareholders
99,042 (as of March 31, 2006)

Independent Public Accountant
KPMG AZSA & Co.

Stock Exchange Listings
Tokyo, Osaka, Nagoya

Transfer Agent and Registrar

The Sumitomo Trust and Banking Company, Limited
Stock Transfer Agency Department

4-4, Marunouchi 1-chome

Chiyoda-ku, Tokyo

100-8233, Japan

For further information, please contact: ~ Daiwa Securities Group Inc. Tel: 81-3-3243-3841

Investor Relations

Fax:  81-3-3242-0955
Email: ir-section@dsgi.daiwa.co.jp
URL: http://www.daiwa.jp/ir/english/
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