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What we can do

What kind of society awaits these 36 babies when they
become adults 20 years from now? The precious faces of
these infants—all children of Daiwa Securities Group
employees-are an expression of our hopes for the future.

At the Daiwa Securities Group, we are determined to take
responsibility as individuals and to play our role as a company
to create a sustainable society—a happy society

that lives in harmony with an unspoiled Earth.



02

Overview of the Daiwa Securities Group

= Businesses of the Daiwa Securities Group

The Daiwa Securities Group is composed of Daiwa Securities Group Inc., which holds the stock of the group companies, the two main corporations Daiwa Securities
Co. Ltd. and Daiwa Securities SMBC Co. Ltd., and the many other companies that contribute to their operations. The Group provides customers with comprehensive in-

vestment and financial services.

Daiwa Securities Co. Ltd., primarily serves individual investors making securities investments. Daiwa Securities SMBC serves institutional investors, including busi-
nesses outside the finance industry, in the field of fund management, and also helps businesses and other organizations raise funds through its investment

banking activities.

Daiwa Securities Group Inc.

Daiwa Securities Co. Ltd.

-Securities market

Trading

Insurance
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Securities issuance, underwriting

companies
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Daiwa Asset
Management
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Investments
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Business Center Property NIFC\(/)enLttLges
Co., Ltd. Co., Ltd. e

O For details about the individual companies of the Daiwa Securities Group, visit the Group's website at http://daiwa.jp/ir/english/index.cfm.

m Corporate profile

Company name Daiwa Securities Group Inc.

Headquarters 6-4, Otemachi 2-chome,
Chiyoda-ku, Tokyo 100-8101,
Japan

Telephone 81-(0)3-3243-2100

Established December 27, 1943 (Founded 1902)

President and CEO Shigeharu Suzuki

Capital ¥138.4 billion (as of March 31, 2005)

Shares issued and outstanding
1,331,736,000 (s of March 31, 2005)

Operating revenues (consolidated)
¥519.3 hillion (Fy2004)

Net operating revenues (consolidated)
¥390.4 billion (Fy2004)

Ordinary income (consolidated)
¥120.4 billion (Fy2004)

Number of employees* (consolidated)
11,295 (As of March 31, 2005)

Number of consolidated subsidiaries
46 (13 in Japan, 33 outside Japan)

Number of equity-method affiliates
5

Assets under custody ¥42.055 trillion (As of March 31, 2005)

0 Excluding temporary employees and financial advisors.
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Key features of Sustainability Report 2005

Special Feature L Initiatives in the Daiwa Securities Group's Core Business Special Feature 2: Stakeholder Dialogue Internal Stakeholders' Meeting

This feature reports on our progress in two initiatives to help We invited people who are related to the Daiwa Securities What do frontline employees think about the Daiwa Securities
realize a sustainable society through our everyday business: Group's CSR initiatives to join us in a dialogue in order to gain Group's CSR activities? We present a frank, roundtable dis-
socially responsible investment (SRI) and economic and fi- an understanding of society's expectations and demands. cussion among three sales employees from Daiwa Securities
nancial education. » Page 8 Read what they had to say. » Page 16 Co. Ltd. » Page 48

Editorial policy

We have published this report every year since 2002 with the aim of dis-
closing, clearly and in good faith, information relating to the Daiwa Securi-
ties Group's sustainability initiatives and corporate social responsibility. We
also see the process of preparing this report as an important opportunity
for us to confirm the status of our efforts and identify issues for further at-
tention.

We gave particularly strong attention to the need for dialogue with stake-
holders and the promotion of understanding among employees when plan-
ning and producing this year's report. As with the 2004 report, we focused
this year's report on the efforts in socially responsible investment and eco-
nomic and financial education that we are making in our everyday busi-
ness, as well as on reports on management, and on social issues. As for
environmental reporting, we are working to continuously collect environ-
mental impact data in preparation for disclosure. We hope to be ready to
report in this area as well in the near future.

The 2002 Sustainability Reporting Guidelines, an international guideline for
sustainability reporting published by the Global Reporting Initiative (GRI),*
and GRI's Financial Services Sector Supplement: Social Performance,
were used as references in the preparation of this report.

Scope of report

Intended readership:

The Daiwa Securities Group's diverse stakeholders, primarily customers,
shareholders, investors, and employees as well as business partners, non-
profit organizations (NPOs), persons living and working in the vicinity of
Daiwa Securities headquarters and our branch offices nationwide, and ed-
ucational organizations.

Scope of reporting:

This report basically covers our nine main group companies,*? which ac-
count for about 90% of the Group's total number of employees. The report
does not, however, encompass data from all nine companies on all items
reported. Rather, information is provided in proportion to the size and busi-
ness area of each company. The scope of numerical data is noted along
with the data.

Period covered by report:

Fiscal 2004 (April 2004 - March 2005). The report includes some informa-
tion on activities carried out in fiscal 2005 which became available close to
the publication date, as well as some information on activities that occur-
red prior to fiscal 2004.

Publication date:
September 2005 (Previous report in September 2004, next report planned
for September 2006).

1. Global Reporting Initiative (GRI): An organization founded in the autumn of 1997 to draw up and disseminate
international guidelines for sustainability reporting. Participants include a variety of stakeholders such as busi-
nesses, non-governmental organizations (NGOs), consultants, accounting groups, and trade associations from dif-
ferent parts of the world.

*2. See "Overview of the Daiwa Securities Group™ on page 2 for the Group's nine main companies.
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Message from the President

Fulfilling the Daiwa Securities Group's
soclal role and responsibilities

DAIWA SUSTAINABILITY REPORT 2005

Shigeharu Suzuki <
President and CEO, )
Daiwa Securities Group Inc.

= Contributing to society through everyday work is CSR

—What does corporate social responsibility, or CSR, mean for
the Daiwa Securities Group?

| think that the essence of CSR is to help build a better society
through our everyday work.

Businesses need to procure capital to run their business activi-
ties. On the other hand, investors are looking for better money
management opportunities. Our job is to work as a bridge be-
tween businesses and investors. When we meet the needs of
both, the economy and society continue to run smoothly and de-
velop in a sustainable manner. Our work therefore has a very sig-
nificant public aspect.

This contribution to the public good is inherent in the securities
business, and | see it as the core of our social responsibility.

= The switchover to the committee system was very natural

—Did the transition to a committee system in June 2004 bring
about any repercussions related to the management setup?

| felt no discomfort at all when we switched over to the committee
system. When the Daiwa Securities Group moved to a holding
company structure in April 1999, we established the Advisory
Board and Compensation Committee. We have had outside direc-
tors since 2002. So by June 2004, the Daiwa Securities Group al-
ready had a well-established culture, affirming separation of man-
agement and supervision.

Looking ahead, | think we have to continue improving our dia-
logue with shareholders. | want more of our stakeholders to know
that the Daiwa Securities Group is a transparent, open group of
companies.



= A business that violates socially accepted norms will
not succeed

—It seems that compliance is firmly established throughout the
Group. What is your assessment?

In our business — which sometimes involves handling volatile fi-
nancial products — sometimes customers see a profit and some-
times they see a loss. Our customers will simply not accept inad-
equate explanations of products that carry this kind of risk. In
that sense, we are especially careful when it comes to compli-
ance. For us, compliance is more than merely obeying laws and
regulations; it means acting in accordance with corporate ethics
as well as socially accepted norms. | have made it clear to all our
employees that we are absolutely never to engage in any type of
business that could even appear to be out of line with socially ac-
cepted norms, even if it does not violate the letter of the law or
regulations. Even if that kind of practice made us some money, it
would cost us the trust of society, which is by far our most valua-
ble asset.

= Honest disclosure protects a company

—How do you think about disclosure?
A company is a large group of people, and, someone is bound to
make a mistake. In my view, the important thing is how quickly
and accurately the facts, the cause, and the countermeasures are
made public, after such a mistake is unfortunately made. Going
public with a problem would be embarrassing for the company,
but hiding it would be a much greater shame.

It is a universal truth that cover-ups risk the very survival of a
company, while honest disclosure saves it.

e

= SRl funds invest in promising companies

—The company is promoting socially responsible investment
(SRI) as one of its CSR activities within the scope of its regular
business. Can you give us your outlook on this?

Simply put, companies that are serious about CSR have strong
growth prospects. That is why SRI funds, or funds that base in-
vestment decisions on thorough considerations of the CSR of the
companies targeted for investment, can be expected to return
good performance over the long-term. Once more investors come
to understand this, | think SRI will grow significantly in the future.

= Focusing on environmental protection to help achieve a
sustainable society

—Why did you join the United Nations Environmental Pro-
gramme Finance Initiative (UNEP FI) in November 20047

The UNEP Statement by Financial Institutions on the Environment
and Sustainable Development clearly proclaims a financial institu-
tion's intent to contribute to the sustainable development of soci-
ety through its regular business. This statement is fully compatible
with the Daiwa Securities Group's basic philosophy of conducting
all of its business in a way that fulfills our CSR.

The simultaneous pursuit of economic growth and environmen-
tal protection is an important theme for human society in the 21st
century. Going forward, Daiwa will be one of the financial institu-
tions that work aggressively to help achieve that goal.

DAIWA SUSTAINABILITY REPORT 2005
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The Daiwa Securities Group and Sustainability

= The role of a securities business is to support the smooth flow of
funds between businesses and investors by bringing them together

The term finance, in its simplest sense, means making money available to
people. Finance involves those who have funds to spare (individuals or
businesses) making those monies available to those who have a shortage
of funds (usually businesses and governments). Finance can take either the
form of direct finance, in which a business or government procures funds
directly from certain investors, or indirect finance, in which a business or
government borrows funds through a financial institution such as a bank.
The negotiable securities handled by a securities company are a means of
conducting direct finance.

Negotiable securities represent a means for businesses to procure nec-
essary funds and for investors to manage their funds. Negotiable securities
include stocks, bonds, and investment trusts (also called "mutual funds").
Businesses issue stocks to raise capital for their operations. People who
respond to the appeal of a business receive shares (stock certificates) from
the business as proof of their investment of money and thereby become
shareholders. A bond is one type of document of obligation (an I0U) issued
by public institutions or businesses to borrow funds. An investment trust is
an arrangement where a professional manages a sum of money belonging
to a number of investors. Investors can receive dividends or interest as
compensation for their investment in these negotiable securities.

When an investor buys or sells stocks, a securities company acts as an
agent to carry out the trade at the securities exchange. Investors can also
buy or sell bonds and investment trusts through a securities company.

At the same time, a securities company also helps businesses and or-
ganizations raise needed funds. For example, a securities company han-
dles the procedures required to offer the stock of an unlisted company to
the public and to increase the capital of publicly-traded companies.

Thus, the role of a securities company is to help investors build their as-
sets by serving as a transaction agent in the buying and selling of securi-
ties, and to help businesses, public institutions, and other organizations
raise needed funds. This is how a securities company supports the smooth
supply of funds in society by bringing business and investors together.

Daiwa Securities Group Corporate Principles
(established March 1998)

Customer trust

We stand on the trust of our customers. Prudently putting customer in-
terests first and achieving a high standard of professional competence,
we intend to become Japan's most appealing securities group at home
and abroad.

Human values

People are the source of our competence. We highly value creative initia-
tive by the individual, we cherish the challenging spirit, and appreciate
the capability and contributions of the individual.

Total compliance

We can be proud and prosper only when we achieve total compliance
and gain the trust of our customers, our market and of our world society.
We will maintain high standards of professional ethics and a fair code of
conduct, thereby contributing to the development of our society.

Sound profit

Our fundamental objective is to enhance shareholder value through
sound business operations. We will offer valuable services to our cus-

tomers and earn adequate rewards for distribution to our shareholders.

= The role of financial institutions in building a
sustainable society

Capitalism, which is supported by this financial structure, has brought
about the economic development of modern society. On the flip side,
however, attention is also coming to focus on the negative phenomena
produced by business activities that pursue economic gain alone under
the aegis of globalism and the capitalist economy, such as environmen-
tal destruction on a global scale and the expanding gap between the
rich and poor. The global society is facing challenges to its present
course as a result of these types of business activities.

The concept of sustainability derives from the idea of sustainable de-
velopment articulated in "Our Common Future," a report published in
1987 by the United Nations' World Commission on Environment and De-
velopment, commonly known as the Brundtland Commission. The
Brundtland Commission defined sustainable development as
"development that meets the needs of the present without compromis-
ing the ability of future generations to meet their own needs." Achieving
sustainable development requires that all actors on Earth must, in con-
sideration of future generations, behave in accordance with principles
that promote co-existence and shared prosperity.

The present economic system is the greatest factor underlying the ap-
prehensions about sustainability. The lifeblood of that economic system
is money, so in that sense, money has the potential to ruin the sustaina-
bility of society. On the other hand, however, money is also the key to
solving a variety of problems that might affect sustainability. For that
reason, financial institutions, which handle money, can play a significant
role in terms of encouraging sustainability. That role would be to inte-
grate a social perspective into the process of finance in order to help
channel money in a manner that leads to solutions for sustainability
problems.

UNEP Statement by Financial Institutions on the Environment

and Sustainable Development (signed November 26, 2004)

We members of the financial services industry recognize that
sustainable development depends upon a positive interaction
between economic and social development, and environmental
protection, to balance the interests of this and future genera-
tions. We further recognize that sustainable development is the
collective responsibility of government, business, and individu-
als. We are committed to working cooperatively with these sec-
tors within the framework of market mechanisms toward com-
mon environmental goals...

Inno

UNEP FI
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= Contributing to sound economic and social development
through our core business

As a financial institution working at the center of the economic world, the
Daiwa Securities Group sees contributing to sound economic and social
development through its everyday business as its most important corpo-
rate social responsibility (CSR). To that end, the Group is currently focusing
on two areas.

The first is the popularization and promotion of socially responsible in-
vestment (SRI) in Japanese society. SRI supports the building of a sustain-
able society by investing proactively in companies that are working to solve
societal issues and companies that are honest with their stakeholders. In
November 2004, we joined the United Nations Environmental Programme
Finance Initiative (UNEP FI) and signed UNEP Statement by Financial Insti-
tutions on the Environment and Sustainable Development in a move to co-
operate with other financial institutions in further promoting SRI.

The second is educational and research activities in the field of econom-
ics and finance designed to foster a broad investor base and bolster devel-
opment of the capital market. Our objective is to invigorate the financial
and securities markets in order to contribute to revitalization of the Japa-
nese economy. We will promote this by helping investors and the general
public, especially young people, to acquire accurate knowledge of eco-
nomics and finance.

The Daiwa Securities Group will push ahead with these two initiatives
based on its Corporate Principles and its commitment to earning the trust
of stakeholders.

= |ssues facing the Daiwa Securities Group

Moving these initiatives forward, however, is not an easy matter. The
Daiwa Securities Group has a number of issues that it needs to over-
come. Our first and biggest challenge is to promote a CSR mentality
and communicate the significance of these initiatives to all employees.
At present, we cannot say that all our employees fully understand key
ideas such as the significance of SRI and the importance of Economic
and Financial education. Moreover, we have only just begun to build a
CSR promotion system and environmental management system.

There are no textbooks on initiatives for achieving sustainability. We
will, therefore, venture forward in a spirit of exploration and experimen-
tation, and will always keep our internal and external stakeholders in-
formed by describing our progress in this Sustainability Report. Our
management is determined to continue to improve the Group's sustain-
ability initiatives by listening to the viewpoints and suggestions of our
stakeholders.

Daiwa Securities Group stakeholders

NPOs
and ‘
NGOs

Local

. communities

Customers

@

Daiwa Securities Group

Employees

Shareholders

‘ and
investors

Customers

We will raise customer satis-
faction by providing better
products and services, re-
sponding sincerely to customer
feedback and understanding
customer needs.

Employees

We will build work environ-
ments that enable employees
to feel a sense of fulfillment,
pride, and satisfaction in their
work and enthusiastically dem-
onstrate their abilities.

Stakeholders and investors
We will earn trust by disclosing
information in a highly trans-
parent manner and meet ex-
pectations by continuously cre-
ating value.

Local communities

We regard our corporate citizen-
ship activities as an investment
in society, and will contribute to
the development of communi-
ties primarily in the field of eco-
nomic and financial education.

NPOs and NGOs

We will not only provide monetary support,
but also use our knowledge and expertise
to collaborate with NPOs and NGOs. We wil
reflect the values of society in our manage-
ment by proactively engaging in dialogue
and collaborating with NPOs and NGOs.

DAIWA SUSTAINABILITY REPORT 2005
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Special Feature 1

Daiwa Initiatives in the Daiwa Securities Group's Core Business

Initiatives for Socially Responsinle Investment

Securities

Group

I Initiatives for SRI funds

‘ What are SRI funds?

An investment fund is a financial product in which a company
specializing in investment (the fund management organization)
oversees the money collected from a large number of investors
in a single investment account on behalf of the investors. One
type of investment fund is an SRI fund, where the stocks for
potential investment are screened from the perspectives both
of growth potential and of sustainability under certain CSR
evaluation standards. The eco funds (ecologically oriented in-
vestment funds) that began to appear in Japan in 1999 are one
example of an SRI fund.

SRI fund products differ in their characteristics, depending
on the portfolio construction process and the CSR evaluation
standards. The CSR evaluation standards and portfolio building
process for the Daiwa SRI Fund are shown in the diagram.

m Basic policy for Daiwa SRI Fund portfolio construction

= Evaluation points in the R-BEC001 CSR evaluation

standards used for the Daiwa SRI Fund

Overall ethical and legal compliance activities

Ethics and integrity
Social contributions and responsibility
Environmental and green activities

Planning systems and processes

Management philosophy

Basic policies for ethical and legal compliance
Compliance manual

Implementation plans, legal rules, and internal regulations

Systems and processes for implementation and management

Divisions and departments in charge of ethical and legal compliance

Corporate governance

Education and training in ethics and legal compliance
Communication

Management and control

Preparation and measures for crisis management

Systems and processes for auditing and improvement

Self evaluation

Internal evaluation

Prevention and correction measures based on self and internal evaluations
Management system auditing

Follow-up audits

Improvement by management levels

Portfolio sesessessessessessesscssssssnns

STEP 3

STEP 2 Investmgnt stock
candidates

STEP 1 Group of companies with

a high CSR evaluation

esssccssssccsssccns

seseee

Build prospective portfolios by assessing stock
market volatility and stock price levels

Select stocks by evaluating corporate investment
value from the perspective of growth potential
and sustainability.

Screen stocks by referring to the evaluation
results from Integrex.

* Integrex Inc. is a company that carries out quantitative CSR evaluation. Supported only by individual investors, it is an impartial evaluation company with no capital rela-
tionships with financial institutions or non-financial companies. Integrex carries out SRI evaluations using CSR evaluation standards (R-BEC001). These are based on Ja-
pan‘s own ECS2000 CSR standards and were mostly prepared by the Reitaku University Business Ethics and Compliance Research Center (Representative: Dr. Iwao Taka).

DAIWA SUSTAINABILITY REPORT 2005



Socially responsible investment (SRI) is a method of investing that emphasizes firms' performance in the area of corpo-
rate social responsibility (CSR), including their environmental initiatives, social consciousness, and ethics, in addition to
financial performance factors such as sales and profits. The Daiwa Securities Group, whose main business is the provi-

sion of financial services, is well-positioned to contribute to creating a sustainable society through the technique of SRI.
The following is a report on our initiatives for SRI funds, initiatives in the asset management business and the Daiwa
Group's own investment business, as well as initiatives with the goal of improving awareness and understanding of SRI.

Daiwa Securities Group SRI funds

The Daiwa Securities Group began with the Glob-
al Eco Growth Fund (commonly called "Mrs.
Green") in 2001, followed by the UBS Global
Equity 40 SRI+ in 2003, and the Daiwa SRI Fund
in 2004. The total net assets of these three SRI
funds amount to ¥30.254 billion, which is 22.6%
of the total net assets of all SRI funds in Japan
(¥133.623 billion).

The Daiwa SRI Fund is a new product based on
Japan's own ECS2000 CSR standards, which al-

L
TR

S —— B RTosa Thes GEDe cmE

Daiwa SRI Fund UBS Global Equity 40 SRI+ Mrs. Green

= Performance results for the Daiwa SRI Fund

—— Daiwa SRI Fund benchmark prices TOPIX

so evaluate the sincerity and transparency of o 005)
companies. Although the performance of this '
fund is currently below that of the Tokyo Stock 11,000 |-------

Price Index (TOPIX), we are aiming for perform-
ance results that are better than the TOPIX over 10,500
the medium and long term.

(The figures are according to a Daiwa Securities Group 10,000
survey, as of June 30, 2005.)

9,500

9,000

(May 20, 2004 to June 30, 2005)

5/20/04

7/20/04 9/20/04 11/20/04 1/20/05 3/20/05 5/20/05

* Initial TOPIX value has been set to 10,000, to serve as a comparison index

Current situation of Japanese SRI funds

In the US, the value of SRI fund assets has expanded rapidly
since the 1990s, in 2003, the number of funds reached 200,
achieving a combined value of about US$162 billion (¥18 tril-
lion). Meanwhile, Japanese SRI funds only number about 20,
and their total asset worth is just over ¥130 billion.

(The US figures are from 2003, while the Japanese figures are as of June 30,
2005, according to a survey by the Daiwa Securities Group. Source: "2003
Report on SRI Trends in the US," SIF)

= Comparison of SRI funds in Japan and the US

Number of funds (¥ billion)
250 25,000
I Number of funds
200 [T 20,000 Balance
50 (T | 15,000
w0 T ‘| 10,000
50 [ 20 777777777777777777 | 5,000
130
o . @
Japan

Issues and outlook for the popularization of SRI funds

SRI funds have only a brief history in Japan, and they have not
yet demonstrated returns over the medium and long term.
However, since companies that promote CSR activities are like-
ly to increase in value over the long term, SRI funds provide an
attractive investment tool.

An SRI awareness survey was conducted during the Daiwa
SRI Investor Seminar held in June 2004. About 35% of re-
spondents thought that the SRI concept is having an impact on

current investment behavior, and 76% thought that SRI will
gain popularity in Japan in the future. Due to the increased in-
terest among investors, the market for SRI funds has future
growth potential.

One social mission of the Daiwa Securities Group is to lead
the way in the popularization of SRI. Through our own initiatives
and support for NPOs and NGOs that advance SRI, we intend
to promote SRI funds in Japan.

DAIWA SUSTAINABILITY REPORT 2005
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Special Feature 1

Daiwa Initiatives in the Daiwa Securities Group's Core Business

Initiatives for Socially Responsinle Investment

Securities

Group

I Initiatives in other investment business

‘ Additional investment in a World Bank carbon fund, and clean development mechanism approval

In March 2005, Daiwa Securities SMBC Principal Investments Co. Ltd.,
added US$5 million to its investment in the Community Development Car-
bon Fund, one of the World Bank's carbon funds (US$2.5 million invest-
ment in July 2003, for a total investment of US$7.5 million). In July 2005,
the Community Development Carbon Fund's La Esperanza Hydroelectric
Project was approved as a clean development mechanism (CDM)* by the
CDM Executive Board at a meeting in Bonn, Germany.

Regional corporate recovery funds

Overview of the La Esperanza Hydroelectric Project

Near the city of La Esperanza in the Intibuca region of Honduras, a 12,700-
kw hydroelectric plant will be built in order to supply electricity to 40,000
people in La Esperanza and the surrounding area. This effort will enable a
37,000-ton reduction in the annual emissions of greenhouse gases.

“1. A system that enables the trading of greenhouse gas reduction amounts to meet obligations un-
der the Kyoto Protocol. This is achieved through development projects to reduce greenhouse emis-
sions, which are subject to certain approval procedures. However, the project must be carried out in
a developing country by a firm from a developed country that supplies the technology and financing.

The recovery of local medium and small-scale businesses is indispensable
for the revitalization of a region's economy and industry. Daiwa Securities
SMBC Principal Investments participates in the formation and management
of various regional corporate recovery funds. Through the acquisition of
stocks and the purchase of loans from financial institutions, it is supporting
the revitalization of small and medium-sized businesses in rural areas.

» Hokkaido Corporate Recovery Fund: ¥10 billion in total asset commitment
« Tochigi Corporate Recovery Fund: ¥8 billion in total asset commitment
» Tokyo Challenge Fund: ¥7.5 billion in total asset commitment

Regional recovery funds (Japanese only)
http://www.daiwasmbcpi.co.jp/solution/sol400.html |

= Framework for the Hokkaido Corporate Recovery Fund

| Stockholders |

l Investors
Management company
Hokkaido Mother Land Capital, Ltd.

I Board of directors H Auditors l Hokkaido Corporate
T Recovery Fund

IlnvestmentcommitteeH Advisory board l A 4

Management
»
i

Business tie-up agreement

| Daiwa Securities SMBC Principal Investments |

I Initiatives in the asset management business

‘ Exercising our stockholder responsibilities

Regional support funds

The two asset management companies of the Daiwa Securities Group rec-
ognize the importance of investment target companies living up to their so-
cial responsibilities. They are therefore moving forward with corporate gov-
ernance initiatives that include the exercising of stockholder voting rights.

In May 2002, Daiwa Asset Management Co. Ltd., established its basic
philosophy and guidelines for the exercising of stockholder voting rights,
and in July 1998, Daiwa SB Investments Ltd., put in place the Corporate
Governance Initiatives Objective and Basic Approach (these policies have
been made public online, in Japanese). Both companies have increased
stockholder value over the medium and long term, and have made it their
policy to exercise voting rights in order to fuffill their responsibility as in-
vestment trustees. Specific votes on issues are determined by committees
on the basis of corporate governance committee regulations. Daiwa is also
going beyond voting and is striving to improve shareholder value by using
various opportunities to encourage investment target companies and to im-
prove their corporate governance.

DAIWA SUSTAINABILITY REPORT 2005

The Daiwa Securities Group puts together and sells regional support funds
that are made up of companies based in certain regions of Japan, on the
theme of revitalizing regional economies. In March 2005, we invested in
listed companies from Toyama Prefecture, in a new fund called the Toyama
Support Fund. This fund is not charity; its aim is to secure stable profits
and to promote growth of the entrusted assets. This brings the total num-
ber of these support funds to five.

m List of regional support funds (as of June 30, 2005)

Fund name Region Tom&n;ﬁiggsets
Ibaraki Fund Ibaraki 3.7
Kanagawa Support Fund Kanagawa 12
Sainokuni Support Fund Saitama 4.2
Shizuoka Benchmark Fund Shizuoka 7.2
Toyama Support Fund Toyama 4.9
0 00 0O Total 21.2




I Initiatives aiming to improve the awareness and understanding of SRI

‘ SRI fund advertising activities

In order to convey the importance of SRI to as many people as possi-
ble, we placed an SRI fund advertisement in the magazine, Nikkei
Ecology (April 2005).

Supporting NPOs and NGOs that advance SRI

The Daiwa Securities Group has become a member of two organiza-
tions: the Social Investment Forum Japan (SIF-Japan), which aims to
establish social systems where capital is directed into reputable, so-
cially responsible companies, and ASrlA, which seeks to promote SRI
across Asia.

]

SOCIAL )
INVESTMENT ASrlA
FORUM

JAPAN

a

TOPICS \ Current situation for the popularization of SRI

According to the Questionnaire on the Roles Companies Should Play
in Society carried out in November 2004 by the Nikkei CSR Project”
sponsored by the Nihon Keizai Shimbun, the level of recognition of
SRI was only 10% among business people and individual investors.
However, those that would invest in a company that actively pursues
CSR management as opposed to another company of comparable
standing exceeded 90%. Another survey of analysts and fund manag-
ers carried out in December 2004 by Daiwa Investor Relations Co.
Ltd., showed the recognition level was 95% for SRI and 94% for CSR.

It is expected that investment in companies with active CSR poli-
cies will also gain popularity in Japan as CSR is more widely recog-
nized and understood.

*2. The Daiwa Securities Group supported this project from April 2004 to
March 2005.

Issuing CSR and SRI reports

The Daiwa Institute of Research Ltd. publishes various reports relating
to CSR and SRI on the CSR web site of the Daiwa Securities Group.
The March 2005 report entitled "Good Stock Performance by Compa-
nies that Actively Support Female Employees" (Quantitative Analysis
Team, Investment Strategy Department) examines the strong business
performance of companies that actively promote women as well as
those that have systems to make it easy for women to work while
meeting childcare or elder care responsibilities at the same time. It is
not possible to prove a causal relationship from these analysis results
that the promotion of women is directly linked to better stock perform-
ance. However, it is possible to say that the selection of and invest-
ment in companies that have CSR management policies that address
the needs of female employees is a valid investment strategy.

CSR and SRl related reports(Japanese only)
http://www.daiwa.jp/branding/sri/report.html |

Adoption of Daiwa SRI Fund for corporate pension plans

Since November 2004, the Daiwa SRI Fund, which invests in compa-
nies that are highly rated for their CSR initiatives, was added to the se-
lection of investment products for the Daiwa Securities Group 401k
plans, our defined contribution pension plans for employees. This fund,
which is already an investment product for defined contribution pen-
sion plans for general clients, will be further expanded in the future.

N

Nikkei CSR Project: Questionnaire on the Roles Companies Should Play in Society
Target groups: Business people (356 men and women working at listed companies or companies
with at least 100 employees)
Individual investors (326 owners of stocks or investment products) (November 2004)

Item Business people | Individual investors
Recognize SRI 10.9% 13.8%
Would prefer to invest in a company that actively
pursues a policy of corporate social responsibility,
given a choice with another company of otherwise
similar management and financial conditions.

92.7% 93.1%

SRI awareness survey by Daiwa Investor Relations

Target groups: 99 Japanese stock market analysts and fund managers (December 2004)

Item Current survey Compared to previous survey
Recognize SRI 94.9% Up 2.3 percentage points
Recognize CSR 93.9% Up 3.8 percentage points
SRI will gain popularity in Japan 67.7% Up 7.2 percentage points
SRl affects report preparation and .
selection of stocks for investment 35.3% Up 14.3 percentage points
/
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Securities Initiatives in the Daiwa Securities Group's Core Business

Group

Initiatives forEconomic and Financial Literacy Education

I Two core programs focused on economic and financial education

The Daiwa Securities Group recognizes the importance of educational and research activities for economics and finance. We are promot-
ing initiatives focused on these two fields, by working with various educational institutions and NPOs.

The first initiative involves support for the education and research fields through partnerships with universities and graduate schools. In
addition to promoting joint research with graduate schools and offering courses and sending lecturers to universities all over Japan, the
Daiwa Securities Group sends out program coordinators in order to connect "seeds" (inside the universities) with "needs" (in industry).

The second initiative involves support for programs that are carried out in the classrooms, as well as activities to popularize economic
learning among elementary, junior high, and senior high school students.

The Daiwa Securities Group places importance on corporate citizenship activities that utilize its own specialized knowledge and exper-
tise, as part of the Group's core-business CSR activities, and we will continue to actively perform these activities in the future.

m Initiatives for Economic and Financial Education

Sustainable development of the Japanese economy in the 21st century

Educational institutions Research institutions
Understanding social Raising the level of economic Development of Publication and utilization aﬁéagg%arl]g?ggﬁ?g%n
and economic principles and financial knowledge financial experts of research results of research results

Eleer%ernr:iagrlz' é';ﬂ'ooé ';gur:j’em Undergraduate students Graduate students Researchers

! !

Support for teachers Courses offered or sponsored, Courses offered or sponsored, Joint research Support for university venture
R companies and intellectual
Participation in classes lecturers sent lecturers sent Research support property departments
Cooperation of group employees

= Main academic partnerships with universities until fiscal 2004

Intellectual property
and patents

Main university partnerships University name Examples of main courses and themes

Graduate School of International Corporate Strategy (ICS), Hitotsubashi University Daiwa Securities corporate strategy creation, corporate restructuring

Faculty of Policy Management, Keio University (Shonan Fujisawa Campus) Corporate governance theory

Graduate School of International Management, Aoyama Gakuin University Fund management, institutional investors and asset management
Courses sponsored or offered, Graduate School of Economics, Kyoto University Institutional investors and asset management, securities system theory
lecturers sent Graduate School of Medicine, Kyoto University Entrepreneur development course
Faculty of Law, Chuo University International internship, international finance and securities market, and law
Faculty of Comprehensive Welfare, Tohoku Fukushi University Welfare society and securities
Faculty of Economics, Kagawa University Securities market theory
Division of University Corporate Relations, Tokyo University Joint research for commercialization of university technology
Joint research Graduate School of Economics, Kyoto University Calculation of voting right values
Waseda Graduate School of Finance, Accounting and Law Corporate governance
Business, Research and Intellectual Property Center, Nihon University Technology licensing organization (TLO) consulting and commercialization support
Support for commercialization Waseda University TLO pilot fund and company activities for backing seed ventures
of research results —— - —— ——— —
Keio University Joint research for technology commercialization through participation in the Keio University Venture Forum

Public lectures by Assistant Professors Kerbini and Morimoto

Graduate School of International Corporate Strategy (ICS), Guest Lecture by Michel Crouhy
L Hitotsubashi Universi Special Lecture by Dr. Darrell Duffie
Support, courses, and holding joint 4 E : J - - -
conferences and lectures Special Commemorative Lecture for the Establishment of Daiwa Sponsored Courses

2004 Daiwa International Workshop on Financial Engineering
Graduate School of Economics, Kyoto University International Commemorative Symposium for the Opening of the Shanghai Center

Commemorative Symposium for the Establishment of Daiwa Sponsored Courses
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A company does not exist merely to perform business functions; rather it must also play a role as a member of society, a corporate citizen. Part
of this role is to give back to society some of the technology, knowledge, and expertise that it accumulates in each of its core business areas.
As a corporate group mainly involved in the financial sector, the Daiwa Securities Group is utilizing the expertise that it has developed

through its core business. We are working with NPOs and educational institutions including schools, and providing opportunities for the next
generation to learn about economics and finance. This is one way that the Daiwa Securities Group is carrying out corporate social responsibili-

ty activities through its core business.

I Partnerships with universities and graduate schools

The Daiwa Securities Group is promoting partnerships with universities and graduate schools, as part of its initiatives to contribute to the
sustainable development of the economy. We are creating mutually beneficial dynamics between industry and academia through various

channels including support for education, research, and exchanges.

‘ Courses offered

At the Shonan Fujisawa Campus of Keio University, we offer a course on the theory of
corporate governance. Started in the fall semester of 2001, this course is now in its
fourth year and is open to both undergraduate and graduate students. Based on the
theme of corporate governance in the securities market, the course is taught by both
Keio University professors and executives and staff of various Daiwa Securities Group
companies, primarily the Daiwa Institute of Research Ltd. The course has covered every-
thing from basic knowledge to investor relations, socially responsible investment, corpo-
rate reorganization, and even the recent series of corporate scandals. Consequently, it is
able to deepen students' understanding of securities in a systematic way. The course
has been very well received thanks to incorporation of recent real-world cases, and the
number of students enrolled is increasing every year. The course has become so popular
that some students come to listen in on the lectures at the back of the large lecture hall.

Joint research

Class at Keio
University

Joint research entitled "J-REIT Net Asset Value Calculation" was carried out by Profes-
sor Yuichiro Kawaguchi of Waseda University's Graduate School of Accounting Finance
and Law, and the Structured Finance Department, Daiwa Securities SMBC Co. Ltd.

This joint research involves the preparation of a computer program to calculate the
monthly total net asset value of real estate investment trusts (J-REIT) listed on the Tokyo
and Osaka stock exchanges. It also includes the calculation of monthly total net asset
value based on this program. By providing a useful index on J-REIT investment to in-
vestors, we expect to broaden the participation in the J-REIT market.

Supporting the Porter Prize

From the right: Assis-
tant Professor Hiroshi
Ishijima (Waseda Uni-
versity Center for Fi-
nancial  Research),
Professor Yuichiro Ka-
waguchi  (Waseda
Graduate School of Fi-
nance, Accounting and
Law), Deputy General
Manager Masayuki Yo-
kota, Assistant Man-
ager Yoshiaki Iguchi
(Structured  Finance
Department, Daiwa
Securities SMBC)

The Porter Prize was established in July 2001 by Graduate School of International Cor-
porate Strategy, Hitotsubashi University (ICS), with Michael Porter of Harvard University
serving as an advisor. The purpose of the award is to honor Japanese companies that
implement a unique strategy to successfully achieve high, sustained profits in their in-
dustry. In May 2001, the Daiwa Securities Group and ICS established a comprehensive
partnership based on the common philosophy of promoting cooperation between indus-
try and academia in the fields of both finance and management, and contributing to the
revitalization of the Japanese economy. As part of this partnership, the Daiwa Securities
Group has provided comprehensive support for the Porter Prize since its inception.

The Porter Prize selection process is expected to become an innovative method of
corporate evaluation for the future. The fourth annual Porter Prize ceremony was held on
December 3, 2004. The awards went to Daido Life Insurance Company, and PHOENIX
Electric Co., Ltd.

Awards ceremony
Professor Michael
Porter (right) and
Sadaichi Saito,
then-President of
PHOENIX Electric
(now Chairman)
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Initiatives forEconomic and Financial Literacy Education

Group

I Developing life skills: Economic Literacy education for young people

The Daiwa Securities Group places high importance on learning about the flow of money and economic mechanisms, especially
for young people, who are the leaders of tomorrow. We are providing program support in the classroom and pursuing activities to
popularize economic education for elementary, junior high and senior high school students.

In the past there has been insufficient education for Japanese young people concerning real-world economics, while today, our
young people get daily exposure to the virtual world of the Internet. Therefore, finding out about social mechanisms and develop-
ing communication skills through hands-on learning for economics is a great way to enable young people to grow.

Partnerships with NPOs

The Daiwa Securities Group supports the activities of Junior Achieve- e T —

ment, " a non-profit organization that is providing economic liter- ] ] .
acy education around the world. Since joining the organization as Expectations for the Daiwa Securities Group

a corporate member of Junior Achievement Japan/Board Chair, The Se"zme';t that companies °“9Hht to Cont:b“t? to ISOCiety as corporate

= : 3 : citizens has become quite strong. However, there is also a strong sense in
Mr.Takeo Shiina (Senior Advisor of IBM- Japan) in 2000, we have Japan that social contribution activities by companies are a type of charity.
built a partnership with Junior Achievement through various ac- Since companies have greatly benefited from and depended on resources
tivities. These include sending employees to participate in the provided by local communities such as labor and government services, it is

necessary for them to realize that they need to give back to the community
through their activities as corporate citizens. | believe that, in the future, all
companies will come to think this way. Based on the
idea of giving back to society, the Daiwa Securities
Group strives to enhance its activities in cooperation
with NPOs and local communities. | think that the
Daiwa Securities Group will be respected as a leading
company in this new era for corporate responsibility.

Student Company Program at high schools, providing support to
Global Leadership Forums for Elementary, Junior High and Se-
nior High School Teachers, and producing the Japanese version
of Financial Fitness for Life for studens, teachers and parents.

*1. Founded in the US in 1919, Junior Achievement developed activities for the promotion
and implementation of education related to finance, economics, and corporate manage-
ment. Today, 40,000 companies support the organization through financial and human re-
sources assistance, which includes company employees and managers who serve as
Junior Achievement instructors. Each year the organization teaches 6.5 million young par-
ticipants grobally. Junior Achievement Japan was established in 1995.

Yoshihiro Nakamoto
President & Chief Operating Officer, Junior Achievement Japan

Global Leadership Forum for Elementary, Junior High and Senior High School Teachers

The Daiwa Securities Group has been sup-

porting the Global Leadership Forum for Ele- Why Companies Should Support Economic Education for Youth
mentary, Junior High and Senior High School An important focus of corporate social responsibility activities today is investment in the
Teachers, sponsored by Junior Achievement future to ensure sustainable growth. The Daiwa Securities Group is emphasizing sup-

port for financial and economic literacy education as an important pillar of its CSR ac-
tivities. As professionals in the field of finance and economics, we are promoting edu-
forum held on February 26, 2005, with about cation for youth, in the conviction that helping to create a better society also contributes
500 teachers in attendance, Yoshinari Hara, to the development of our own corporate group.
Chairman of the Board of Daiwa Securities Japgn lags behind other parts.of the Wprld in economic

: " education, even though we now live at a time when market
Group Inc., gave a lecture entitled, "Why economies are rapidly taking sway. This is an issue that
Companies Should Support Economic Litera- the entire Japanese society needs to address in order to
cy Education for Youth." improve our future competitiveness and economic devel-
opment. | hope that the elementary, junior high and senior
high school students of today, who are also the leaders of
tomorrow, will learn that society should be based on peace
and mutual prosperity, that the actions of individuals can == © -5
create value for society, and that individual autonomy and  Daiwa Securities Group Inc.
moral values are indispensable for economic activities.

Japan, since fiscal 2003. At the fourth annual

|
|

M

-4

Yoshinari Hara
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Student Company Program (SCP)

The Daiwa Securities Group has been supporting the Stu-
dent Company Program (SCP) since fiscal 2003. This
hands-on practical business education program is run by

Sales activity details

Other

Daiwa Securities
Junior Achievement, and is being provided as a regular ~ KyotoBranch  12%
5 5 : : ; 9% Market sales
course at Ritsumeikan Senior High School in Kyoto. ° (shopping district
In fiscal 2004, 20 alumni of the second year of the and kindergarten)
- . . Persons from 44%
course set up a joint-stock company with capital of the school

¥10,000. They then began developing, producing, and
selling products, and after 16 weeks they announced the
results at a general meeting of shareholders. For the sec-
ond year in a row, three employees/retirees from Daiwa
Securities Group participated in the classes each week by
serving as "outside directors" for the students' company.

m Overview of activities

September 16,2004  Established Ichigan Inc.

December 12,2004  Started product sales

January 24, 2005 Sales at the Daiwa Securities Kyoto Branch

January 29, 2005 Sales at the Takatsuski Futaba Kindergarten

February 2, 2005 Fifth sales event at the Otesuji

shopping district in Fushimi-ku, Kyoto

February 3, 2005 Activities completed

March 25, 2005 Reported results to President Suzuki at

Daiwa Securities Group Inc. headquarters

March 26, 2005 Announced results at the joint general

meeting of shareholders

(PTA members and teachers)
35%

Product sales on the street

Joint general shareholders meeting

) (for the period from September 16,
® Income Statement for Ichigan Inc. 2004 to February 3, 2005)

Revenues and Expenses

Sales 183,745
Cost of sales 28,580

Paraffin wax 17,500

Paint 550

Metal washers 2,110

Wrapping supplies 2,117

Other costs 6,303
Gross profit 155,165
Sales and general administrative expenses 43,775

Salaries 28,135

Employee bonuses 7,500

Facilities and equipment expense 2,380

Transportation 1,060

Other expenses 4,700
Operating income 111,390

Revenues and Other Income and Expenses

Non-operating income 70
Other expenses 15,000
Income before taxes 96,460
Income tax 32,796
Net income 63,664
Retained earnings for the period 63,664

()

Stakeholder comment

Participating in the Student Company Program

| helped out with this hands-on practical business ed-
ucation program by playing the role of an outside di-
rector, over a period of 16 weeks.

Since all of the activities in the program were ones
that actually occur in the real world, | personally
learned a lot of things even though | was there to help
teach the young people, and the experience was very
worthwhile. | was also amazed by how much the stu-
dents grew through these activities.

| think the Student Company Program provides
both students and business people the opportunity to
learn and grow. All employees
of Daiwa Securities Group
should experience this pro-
gram if they have the chance.

Kenji Kawamura

General Manager,

Corporate Communications Department
Daiwa Securities Group Inc.

Production support for the Japanese version of Financial Fitness for Life

The Daiwa Securities Group provided support for the production of
the Japanese version of Financial Fitness for Life, a teaching material
that is widely used for economic and financial literacy education in
junior high schools in the US. Among the volunteers who participat-
ed in the translation of the text were 44 employees from the Daiwa
Securities Group.

By employing a consistent theme that economics is based on
choices, the goal of this textbook is to enable children to use eco-
nomic concepts in their daily decision making and future career

paths. To enable effective learning, it is comprised
of three parts: one for students, one for teachers,
and one for parents.

In the Japanese version, the translators

strived to adapt the original US text to better re-
flect the culture and customs in this country,

and to make it easier for Japanese children to
understand. Junior Achievement Japan plans
to utilize this Japanese version in its programs.

e S

The Japanese version
of Financial Fitness for
Life.(Trial version)
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Wakabayashi: The union seems to have been organizing a lot of animat-
ed roundtable talks and social gatherings for its members recently.
Koshimizu: Yes, it has. We're trying to create as many opportunities as
possible for union members to exchange opinions among themselves.
Our slogan for this is "Communication Revolution." Examples include
the Young Sales Employees Roundtable and the Evaluation System Re-
view Team, which have been meeting about one to four times per
month since August 2004. The goal is to stir up wide-ranging communi-
cation, at numerous locations, where union members with diverse
points of view gather.

The Daiwa Securities Group is comprised of companies in diverse

business categories. There are also regional differences and differences
of attitude among employees, depending on how long they have been
with the Group. | think that having lively face-to-face interactions to over-
come these differences leads to personal and professional growth for the
union members themselves. Sometimes members with radically different
viewpoints have a clash of opinions. However, there are also cases where
on-the-job communication becomes smoother after a heated discussion.
Wakabayashi: At the Daiwa Securities Group, the Employees' Union is
recognized for having played the crucial role of facilitating communication
among employees. | see the current drive to reinvigorate communication
as an extension of that history.
Koshimizu: That's exactly right. The whole intention of union activities
is to contribute to the well-being of employees. In the mid- and long-
term, this goal cannot be achieved without the growth of the company.
That's why | think that labor and management are ultimately after the
same thing.

Nevertheless, having said that, it is true that people in different posi-
tions have different perspectives. The role I'd like to see the union play is
to encourage the growth of individual union members and the Group
overall by understanding those differences and communicating them to
the company.

Stimulating communication among employees outside of the work-
place is one method of realizing the union's basic stance. | think it's very

Takashi Koshimizu

Chairman
Daiwa Securities Group
Employees' Union
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Conversauonetween Daiwa SECURUES Group
EMpleyees: Union ana Personnel Departmentis

Aspiring to build a work environment where people can display their professionalism

important for us to obtain an overall understanding of things that are not
apparent during normal working hours or during training programs held
by the company.

Wakabayashi: Yes, the regular route of communication within a corpo-
rate structure is top-down. But, | think that if you imagine the corporate
structure as organic, like a living body, having diverse communication
routes will, in the end, increase the collective strength of the organization.

Koshimizu: The current attempt to enhance communication is also an
attempt to substantiate how employees are taking to the performance-
based evaluation system that's been in place for several years now, and
to measure how satisfied each of them is with the system.

Wakabayashi: Fairness and transparency are essential to making a
performance-based evaluation system work. In that sense, communica-
tion is extremely important. | think it's effective both for management
and employees to have the union provide feedback to management by
tapping into opinions that employees find difficult to express directly to
the company.

Koshimizu: The Daiwa Securities Group is engaged in quite a few lines of
business, and not all results appear clearly in the numerical value. Even if
those quantifiable areas may become clear, something always gets left
out when it comes to specific or sensitive areas. It's true that the per-
formance-based evaluation system is more difficult to accept than the



traditional general evaluations.

Meanwhile, employees have come to expect an even higher level of
implementation of performance-based evaluation. Now that the system is
in place, they are asking whether they really have a sense of their own
achievement, and they're looking for the relationships between their ob-
jectives and what they were actually evaluated on. When it comes down
to it, | think the most important thing is for them to feel satisfied with the
system's aims and implementation.

Wakabayashi: What | think you mean is, we are at a stage now where the
question is how to breath life back into the performance-based evaluation
system. An institutionalized system for, for example, raising performance
or complying with the law, only begins to take on meaning when every-
one puts their spirit and passion into it.

Koshimizu: For that to happen, employees must have a sense of owner-
ship. The important question is whether or not the system allows each in-
dividual to have a sense that he or she is working as a professional, hav-
ing set his or her own goals, rather than the feeling that they're just doing
what the company asked them to do.

Wakabayashi: Quite right. There would seem to be an overlap be-
tween this idea and CSR, which has now become a significant driving
force in society.

In the securities industry, we deal with the public market, and so are al-
ways playing a public role. Each employee has to behave fairly, with the
awareness of being an economic and social leader.

Koshimizu: It's important for each and every employee to actualize CSR
through his or her own work. Our union wants to communicate this im-
portance to employees while exchanging our views at roundtables and

other meetings.

Koshimizu: While we're putting an effort into communication activities,
as | emphasized before, the union is also continuing its traditional role of
holding economic negotiations with the management and making pro-
posals about the work environment. For instance, at the spring negotia-
tion in 2005, we demanded that management develop an action plan
that goes beyond the letter of the law by incorporating conditions letting
every employee take care of their children while continuing to work at
the company.
Wakabayashi: From the management side as well, we would like to im-
plement better measures to address society's declining birthrate and ag-
ing population in our five-year plan. We're going to discuss this with the
union. For example, although some women have taken child care leave,
no men have done so, leaving us with a number of points for improve-
ment. We're considering the introduction of a reemployment system or a
return-to-work program, as well as support for child-rearing. We are go-
ing to establish a team for promoting the success of women to provide
recommendations from the women's perspective.
Koshimizu: | feel there's a need to deepen company-wide understand-
ing by promoting communication when running other programs, as well.

We believe that the union's key role is to go beyond merely demand-
ing that the company provide systems that improve working condi-
tions, as was common in the past, and actually encourage these pro-
grams to be utilized naturally. Even if the number of programs
increases, it is meaningless if no one wants to use them. In that sense,
| think it can be said that the points of contention have moved from the
tangible to the intangible.
Wakabayashi: More and more people utilize the in-house staff recruit-
ment system, and they like it more. Still, | think there's a need to confirm
how effective this system is and to understand new demands, so that we
can continue to tirelessly improve our personnel systems.

In that sense, I'd like to continue to conduct active exchanges of opin-
ions and information with the Employees' Union, and | hope we can work
together to build even stronger corporate activities.

Takatoshi Wakabayashi

Corporate Executive Officer
& General Manager of
Personnel Department

Daiwa Securities Group Inc.
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Daiwa Stakeholder Dialogue
Securities

Grow Disaster; Assistance
threugh Cornporate-NGO Partnerships

The decisive factors in our commitment to this project were the con-
ditions of long-term support that makes use of the distinctive abili-
ties of a financial business and the acceptance of accountability.

Kiyama: What was the sequence of events that led to the Dai-
wa Securities Group's providing assistance after the Sumatran
earthquake and South Asian tsunami?

Miyashita: Until now, we have always collected money from
group executives and managers when there was a large disas-
ter. This time too, we immediately started a fundraiser, but the
president provided strong direction. He said, "This is not a typi-
cal disaster. | want us to do all that we can, after considering
the most basic point—what they really need in the afflicted
areas.” So, we met with some people from the Japan NGO
Center for International Cooperation (JANIC).*! We asked about
the ACT scheme, and saw a close match with what we were
looking for. We made it the framework for our support. We then
proceeded into the details.

Kiyama: What kind of match do you mean?

Miyashita: First of all, it was a long-term initiative, capable of
allowing us to see how the funds we provide are used on the
ground. We also liked the fact that we would be able to make
revisions after a few years. In addition, we were attracted to the
possibility of making an effort that takes advantage of the char-
acteristics of the financial industry, such as using a charitable
trust, which is a financial mechanism, and utilizing the banking

( )

Keiko Kiyama

Secretary General
JEN (NPO)

Mayuko Murasawa

Relationship Development Manager
[ JEN (NPO)

[

JEN (formerly Japan Emergency NGOs)
Established in 1994, JEN is a registered nonprofit organization that supports the psychological care and self-
reliance of people who have been deprived of their means of livelihood due to conflicts and or natural disas-
ters. In the wake of the Sumatran earthquake and South Asian tsunami, JEN deployed emergency assistance to
Sri Lanka, based on its ample experience providing refugee assistance in the former Yugoslavia and emergen-
cy assistance in western India, southeastern Iran, and following the Chuetsu earthquake in Niigata Prefecture,
Japan. JEN is currently providing reconstruction assistance in Sri Lanka, Afghanistan, Eritrea, Irag, and Niigata.
- J
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practice of micro finance*? as a means of reconstructing the af-
fected areas.

Kiyama: Reconstruction takes a long, long time. But, not many
donors commit to long-term support. Micro finance itself is a
high-risk, high-return undertaking, but it's a truly important
form of support. So, when | heard about this project, | felt that
you are really aspiring to provide assistance that is truly for the
good of the beneficiaries. It gave me a great deal of courage
and hope for the future of our NGO activities.

Kaneda: | think there are two main factors related to accounta-
bility that enabled us to commit to a long-term initiative. One is
that the funds would be managed by a trust bank, which would
report back to us how the funds were used. The second is that
we would receive activity reports each year, activity assessment
reports every three years, and a comprehensive assessment re-
port at the end of the project after ten years. | wonder if there
are any NGOs that issue an activity report that records and as-
sesses their activities across the board for a ten-year period.
Kiyama: | often hear of government five-year plans and ten
year plans, but I've never heard of a report that covers ten
years of a single, locally-based project like this one will. | hope
that you'll make the report available to the public, so that other
NGOs including ourselves can learn from it.

Kaneda: This project is something of a challenge for us, too,
and we'd certainly like to provide the information so that it be-
comes a valuable asset for others as well.

Miyashita: The project is based on a charitable trust and was
formed in partnership with an NGO. It's an unprecedented ef-
fort that we had to build up from scratch while consulting with
the people at JANIC. During the process we included an provi-
sion allowing ¥1 million per year for administrative expenses.
We put this in because we believed that administrative person-
nel costs and other such costs should be paid out of this mon-
ey. | would be all the happier if the project scheme including
this point gets used as a model in the future.

Kiyama: When you wish to perform well, you have to have
things set up the right way. But in Japan, it is not widely under-
stood that NGOs also need such a setup and it also costs de-
cent amount of fund. | hope that you will spread the informa-
tion of good results due to your support directed to setups.
We would highly appreciate that.

Kaneda: Non-profit activities don't mean that you are volun-
teering for free. To conduct your activities as a professional,
you need a proper budget. This is the same for both corpora-
tions and NGOs.

+1. Currently, the Asian Community Center 21 is serving as the secretariat for ACT.
+2. A financial service that provides small loans and savings mainly to low income
earners and small-scale business owners with the aim of reducing poverty.



The Daiwa Securities Group would like to express once more its heartfelt condolences for the victims of the Sumatran earthquake
and South Asian tsunami that stuck on December 26, 2004. The Group is providing long-term support, which will continue for a
period of ten years, through a public charitable trust—the Asian Community Trust (ACT)—to reconstruct the disaster area left in

the wake of the earthquake and tsunami. On April 26, 2004, four months after the disaster struck, we invited representatives from
an NGO that was conducting relief work in Sri Lanka to provide us with its opinion of corporate-NGO partnerships.

See page 43 for details about the Daiwa Securities Group's framework for assistance.

NGOs expect partner companies to provide
their specialist know-how and promote in-
ternal communications.

Miyashita: What kinds of things do NGOs desire or hope for
when entering into a partnership with a corporation?

Kiyama: Majority of Japanese NGOs are facing difficulties with
fund raising. If companies will share even a small part of their
expertise on marketing, we can speak the same language as
corporations, which, | think, would in turn deepen their under-
standing of NGOs. Corporations have a lot of know-how that
they have cultivated over the years.

Murasawa: | have had many opportunities to talk with compa-
ny workers—mainly those from corporate community affairs
departments or CSR promotion departments—but general em-
ployees working at other sections very rarely know of commun-
ity activities undertaken primarily by these departments. | un-
derstand that the Daiwa Securities Group has 12,000
employees. | think it would be a great support for us just to
have all these employees understand what their CSR Promo-
tion Department does. It'd be great if each of these employees
felt the desire to support the developments of this project over
the next ten years while they work here.

Kaneda: | agree. The reason we wanted to get a yearly report
about this project is because we have a strong desire to pro-
vide all employees with yearly feedback.

Kiyama: | understand that the Daiwa Securities Group is pro-
moting SRI funds. | think this is very effective as a new vehicle
for the general public as well as employees to help contribute

to society. In this sense as
well, we expect a lot from the
Daiwa Securities Group and
hope that it will make rapid
progress with these types of
new initiatives.

Miyashita: Not all employees
necessarily understand the
full significance of either cor-
porate citizenship activities or
SRI funds yet. | think that fa-
cilitating understanding of
these activities among all
group employees is our big-
gest challenge here in the
CSR Promotion Department.
Murasawa: We'd be very
glad to speak about the situa-
tion in the field if it would help your internal communications. |
think we can provide interesting inputs in many areas.

Kiyama: Another problem is that NGOs in Japan are not fully
recognized or supported by civil society. Of course, we NGOs
need to promote ourselves. At the same time, however, we
would really appreciate it if corporations could send out the
message that corporations and NGOs can work together as
partners. | strongly hope this project to become a model for
corporate-NGO partnerships, and hope that the Daiwa Securi-
ties Group will fulfill a leadership role in the corporate citizen-
ship activities of Japan.

Miyashita: Thank you very much for this valuable conversation today.

Yoichi Miyashita | |
Head of CSR

Promotion Department
Daiwa Securities Group Inc.

Koichi Kaneda

Deputy General Manger,
CSR Promotion Department
Daiwa Securities Group Inc.
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Management

Results, Issues, and Targets

Below, we report the one-year results of efforts designed to promote the sustainable growth of society and the Daiwa Securities Group itself, and indicate future issues and targets.

Corporate Governance

CSR Management

Entire Group

Daiwa Securities

Compliance

Daiwa Securities
SMBC

Information Disclosure

Initiatives in the Socially Responsible Investment

Daiwa Securities Economic and
Group's Core BUSINESS  Financial Education

Customer Satisfaction

Daiwa People

Philanthropy and Community Involvement

Working for the Environment
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Establish more widely acceptable evaluation standards based on group strategy.
Establish Corporate Governance Principles.

Further enhance internal control system.

Raise level of internal understanding of Corporate Ethics Hotline and periodically survey awareness.
Examine establishment of Voluntary Action Standards.

Achieve more thorough legal compliance, eliminate improper conduct. Higher level of investor protection.
Appoint Compliance Officers.

Create Work Manual for Internal Administration Supervisors.

Strengthen compliance and online training for each division and department.

Revise Handbook for Legal Compliance.

Establish an electronic bulletin board for internal administration supervisors.

Strengthen functions of ineral administration Supervisors and adminisrators, enhance training, srengthen intra-departmentalinspections, and improve environment to ensure thorough legal compliance.
Create a booklet of Compliance Newsletters.

Take measures to minimize risk of information leaks.

Increase percentage of shares owned by individual shareholders.

Actively pursue two-way communication with stakeholders.

Establish Daiwa SRI Fund and hold Daiwa SRI Investor Seminar.
Partner with Waseda Graduate School of Finance, Accounting and Law.

Make continuous efforts in post-sales follow up: Increase frequency of customer contact, study customer needs, and improve quality of proposals to customers.
Check basic actions: Be thorough in carrying out basic procedures and providing fundamental services.
Provide information that is easy for customers to understand: Use simple, straightforward language in documents and forms, etc., intended for customers.
Increase customer satisfaction by improving sales organization and service programs.

Review job descriptions and improve workplace environments to ease employment of the disabled.
Improve evaluator training to increase the objectivity of evaluations.

Achieve target of 20% group-wide enroliment in Daiwa Leadership Program.

Enhance personnel system with goal of fostering professional human resources.

Partner with aid-recipient parties subsidized by foundations and perform community-based corporate citizenship activities through branch offices.

Promote group company employees'understanding of volunteer activities through "welfare experience courses."
Strengthen environmental communication with the goal of raising group employees' environmental awareness.

Study effectiveness of implementing ISO 14001, accounting for the characteristics of each business area.

Achieve greenhouse gas reduction target (1.9% less than FY2001, CO2 equivalent) at Daiwa Eitai Building.

Partially completed
Ongoing
Ongoing

Ongoing

Ongoing

Ongoing
Completed
Completed

Ongoing
Completed
Ongoing
Ongoing
Completed
Ongoing
Ongoing
Ongoing
Completed

Completed

Ongoing
Ongoing
Ongoing
Ongoing
Ongoing
Ongoing
Ongoing
Ongoing
Ongoing
Ongoing
Ongoing
Completed
Completed
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and setting targets
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24

26-27

28

29

30-31
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12-15

36-37

38-41

42-43

44-45

Introduce the stock options (at an exercise price of ¥1) for executive compensation, replacing the system to acquire stock.
Continue to study ways of linking executive compensation with stock price.

Strengthen the systematic auditing at principal group companies.

Perform categorized audits, such as on compliance with the Personal Information Protection Law.

Conduct training in compliance, corporate ethics, and CSR at all 120 Daiwa Securities offices by the end of FY2007.

Promote group employees‘understanding of CSR

Strengthen cooperation between the legal compliance department in Daiwa Securities Group Inc. and its counterparts in each group company.

Enforce management practices incorporating the perspectives of legal compliance and investor protection.

Reinforce management of complaints and claims.

Comply with new Personal Information Protection Law.

Upgrade Compliance Division.

Expand the online training program so that each office can find needed subjects .
Inspect the extent to which measures have been established to address risks identified in previous internal audits.

Expand intra-departmental inspection lists to include securities brokerage and personal information protection.

Encourage proactive disclosure of information to appeal to new individual shareholders.

Hold shareholder forums and other events.

Popularize and promote SRI (including collaboration with NPOs and NGOs).

Support Finance Park, a hands-on economics education program run by Junior Achievement.
Actively engage in joint research.

Actively pursue post-sales follow up.

Enhance the convenience of offices through utilization of IT.

Create office atmospheres that are welcoming to a broad clientele.

Review job descriptions and improve workplace environments to ease employment of the disabled.
Enhance training programs.

Develop workplace environments where women can fully demonstrate their abilities.

Enhance volunteer programs so that as many group employees as possible can participate.

Improve precision of Daiwa's independent environmental management systems.

Promote environmental communication.

Establish a basic policy on green procurement.

The Daiwa Securities Group is working in a
variety of ways to promote the sustainable
development of society and the Group itself.
We see the disclosure of the Group's issues
and targets as a key part of our accountabil-
ity to stakeholders.

As in fiscal 2003, in fiscal 2004 the Group
continued to focus on initiatives related to its
core business as a securities firm, including
efforts to popularize and promote socially re-
sponsible investment (SRI). The Group also
focused on economic and investment edu-
cation for young people by supporting NPOs
and NGOs, and collaborated with industry
and academia to promote the healthy devel-
opment of society. By adopting a committee
system, we enhanced our corporate gover-
nance system, which emphasizes manage-
ment transparency, agility, and efficiency.
Daiwa Securities is also working to further
enhance customer satisfaction by reforming
its sales structure to meet customer needs.

In fiscal 2005, we aim to develop work-
place environments where women can fully
demonstrate their abilities, and to further
strengthen our compliance activities above
and beyond the efforts we have undertaken
thus far. We will also move forward with the
preparation of the Daiwa Securities Code of
Conduct (tentative name), which will sum-
marize basic concepts that every group ex-
ecutive and employee should comply with
and respect in the performance of his or her
duties as a professional.

Following an examination of our environ-
mental management system, we have de-
cided at this time that we will not pursue ISO
14001 certification for the corporate group.
Instead, we will promote efforts designed to
improve the precision of our independent
environmental management system.
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Management

Corporate Governance

We continuously work to improve our corporate governance system, which emphasizes management transparency,

agility, and efficiency, in order to maximize corporate value for all our stakeholders.

Establish more widely acceptable evaluation
standards based on group strategy.

Results and progress for fiscal 2004

Compensation Committee established evaluation standards
in full consideration of consolidated business management.

Published our stance on corporate governance on the website of Daiwa
Securities Group Inc. at the time of conversion to the committee system.

Launched projects to improve the Group's

Further enhance internal control system.

systematic auditing structure.

View of corporate governance

Corporate governance is the system by which
a company ensures the effective and efficient
management of business operations by es-
tablishing management policies and supervis-
ing and evaluating how the top management
runs the business. The goal of corporate gov-
ernance is to maximize corporate value for
shareholders and all other stakeholders. The
Daiwa Securities Group converted to the
committee system** in June 2004. This was
the most important step toward achieving our

goal of a highly transparent and agile man-
agement structure.

+1. Committee system: A corporate governance structure in which
the articles of incorporation of a company, pursuant to Audit Special
Exeptions Law, stipulate that the company shall establish three com-
mittees (nominating, audit, and compensation) of which a majority of
members are outside directors and shall also appoint corporate exec-
utive officers to run the company's operations.

Governance structure
under the committee system

In 1999, Daiwa Securities Group Inc. became
the first listed company in Japan to convert to
a holding company structure. Since then, we
have built a highly transparent governance
system that contributes to the effective and

m Corporate governance organization chart (as of June24, 2005)

General Meeting of Shareholders

Board of Directors, 13 members (including 4 outside directors)

Basic management policy

Executive Committee, 14 members
Group-wide business strategy and management issues,

Important financial matters

Representative executive officer

efficient running of the company. This includ-
ed the establishment of an Advisory Board
and Compensation Committee, both of which
were composed of experts from outside the
company. Conversion to a committee system
has improved agility during decision making
by broadly delegating authorities from the
board of directors to the executive officers. In
addition, the supervisory function was
strengthened by increasing the number of
outside directors from two to four and by es-
tablishing the Nominating, Audit, and Com-
pensation Committees.

The Nominating Committee met three times

Nominating Committee, 5 members* (including 3 outside directors)
Proposes selections and dismissals of directors

Audit Committee, 3 members* (including 2 outside directors)
Audits execution of duties by directors and executive officers

Compensation Committee, 5 members* (including 3 outside directors)
Sets policies on director and executive officer compensation, amount of individuals' compensation

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

Disclosure Committee
Monitors key information and determines what to disclose

Group IT Strategy Committee
Writes original IT investment budget, evaluates and monitors IT investments

*1. Outside directors *2. Nominating Committee *3. Audit Committee *4. Compensation Committee

Tetsuro Kawakami Yoshinari Hara (Committee Chair) (internal) Kenji I-qayashibg (internal) Yoshinqri Hara (internal)
Counsel, Sumitomo Electric Industries, Ltd. Chaurm_an of t'he Boa_rd of Corporate (C_omm|ttee Chair) (Committee Chair)
Executive Officer, Daiwa Securities Group Inc. Director, Shigeharu Suzuki
Ryuji Yasuda Shigeharu Suzuki Daiwa Securities Group Inc.
Professor, Hitotsubashi University Graduate School Director and President (CEO)
Keisuke Kitajima PEwASEemis Gl
Attorney Tetsuro Kawakami Tetsuro Kawakami
Koichi Uno Ryuji Yasuda Keisuke Kitajima Ryuji Yasuda
Certified public accountant Keisuke Kitajima (external) Koichi Uno (external) Koichi Uno (external)
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in fiscal 2004** to discuss the composition of
the board of directors and the basic policy for
nominating director candidates. The Nominat-
ing Committee carefully deliberates on and
selects director candidates in light of the
Standards for the Appointment of Directors;
these include criteria for securing the inde-
pendence of outside directors.

The Compensation Committee met six
times in fiscal 2004*” to determine the individ-
ual compensation of directors and corporate
executive officers and to set revisions to the
executive compensation and performance
evaluation systems.

The Audit Committee met 12 times in fiscal
2004** to deliberate on the method for
auditing the state of internal control systems
at group companies.

*2.Between June 23, 2004 and June 23, 2005.

Executive compensation structure
closely linked to performance

Compensation for directors and executive of-
ficers consists of base compensation, per-
formance-based compensation (bonuses),
and stock-price-linked compensation. It is set
by the Compensation Committee.

In addition to corporate financial results
such as ordinary income and ROE,** we see
the views of customers, who are an important
set of stakeholders, as a key standard in cal-
culating performance-based compensation.
For example, performance assessments re-
flect client assets under custody, results of
customer satisfaction surveys, and the pro-
ductivity of individual employees.

In June 2004, we eliminated the retirement
gratuities system for retiring directors to
increase the linkage with performance and
transparency of executive compensation.

*3.See "Business Results and Market Position of the Daiwa Securi-
ties Group™ on page 32 for information on ROE.

Enhancing internal controls

1 Three objectives of internal controls

Internal controls are a number of processes
performed within the Group to secure three
objectives: (1) Business effectiveness and effi-

= Value of compensation paid and other remuneration and benefits rendered for services
performed by Daiwa Securities Group Inc. directors, executive officers, and auditors (FY2004)

April 1, 2004 to June 23, 2004

Compensation based on articles of

incorporation or resolutions

Executive bonuses as a
result of disposition of income

June 23, 2004 to March 31, 2005

Amount established based
on resolution by

Retirement allowances based
on resolutions by the general

by the general meeting of shareholders meeting of shareholders Compensation Committee

Recipients Value Recipients Value Recipients Value Recipients Value
Directors 7 |¥s8milon| 7 |viemilon| 1 |¥aamilion| |Z€Mel 36 |ys01 milion
Auditors 4 ¥15 million — — 4 ¥54 million Directors 5 ¥80 million

*The table is divided to reflect the different number
and composition of executives before and after the
transition to the committee system.

ciency; (2) reliability of financial reporting; and
(3) compliance with laws and regulations.
That is, the main purpose of internal controls
is to ensure that the business operates effec-
tively and efficiently with appropriate risk
management, that business results are prop-
erly reflected in financial statements, and that
the Group obeys laws and regulations.

1 Comprehensive internal auditing
on a consolidated base

The Daiwa Securities Group performs com-
prehensive internal audits at all companies
subject to consolidated accounting, with the
view that internal audits are an important
means of enhancing internal controls. We
have established internal auditing depart-
ments in the principal group companies. The
Internal Audit Department, which is under the
direct control of the President and CEO of
Daiwa Securities Group Inc. directly audits
companies that do not have their own internal
auditing departments.

The Internal Audit Department regularly
communicates with the corporate planning
and internal auditing divisions at group com-
panies to share opinions of whether each
company's internal auditing is functioning ef-
fectively and whether they are taking appro-
priate controls and risk management meas-
ures. In this way, the Management Audit
Department collaborates with its counterparts
to enhance the Daiwa Securities Group's in-
ternal controls and internal auditing system.

*The total compensation for persons who hold
dual posts as directors and executive officers is
given in the row for executive officers.

*The total compensation for the four outside
directors is ¥50 million.

1 Internal Control Committee oversees

internal controls
We established the Internal Control Commit-
tee as a subcommittee of the Executive Com-
mittee to oversee internal controls and risk
management. The committee deliberates and
decides on matters relating to the develop-
ment of internal controls for the Daiwa Secur-
ities Group.

As a general rule, the committee, which is
headed by the representative executive officer,
meets once every three months. The Internal
Audit Department submits proposals and re-
ports of internal auditing plans and results to
the committee. The Legal, Financial, and Cor-
porate Ethics Departments—the departments
that are responsible for risk management—also
submit proposals and report to the committee.

Future issues and targets for fiscal 2005

In terms of our executive compensation struc-
ture, starting in fiscal 2005 we will introduce
the stock options (at an exercise price of ¥1)
for executive compensation, replacing the
current system to acquire stock. We will also
spend one year studying ways to link execu-
tive compensation with stock price.

In terms of internal controls, we aim to con-
tinuing raising the quality of internal audits. As
one measure toward that end, we will develop
a system to conduct more exhaustive system
audits at principal group companies.

Additionally, we will perform categorized
audits, such as audits to determine whether
compliance with the Personal Information Pro-
tection Law is adequate.
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Management

CSR Management

In July 2004, the Daiwa Securities Group Inc. established the CSR Promotion Department with the aim of expanding
the measures it had undertaken to date and ensuring that CSR would take root throughout the Group.

CSR promotion system

In July 2004, Daiwa Securities Group Inc. set
up the CSR Promotion Department to encourage
CSR initiatives throughout the Group. The CSR
Promotion Department participates as needed in
department head meetings at group headquar-
ters and in departmental liaison meetings held
throughout the Group, where it reports on the
Group's CSR activities and raises CSR-related
issues. This department also serves as the sec-
retariat for the Environmental Management Com-

mittee, which is tasked with improving the accu-
racy of environmental management systems
group-wide, and the Code of Conduct Commit-
tee, which is currently drafting the Daiwa Securi-
ties Group Code of Conduct (provisional name).

I Activities of the CSR
Promotion Department

The CSR Promotion Department is mainly in

charge of planning and promoting the Daiwa Se-

curities Group's CSR initiatives, preparing the

Sustainability Report, responding to outside

queries, and communicating with outside stake-
holders such as NPOs and NGOs.

As the department responsible for corporate
citizenship activities, the CSR Promotion Depart-
ment serves as the Group's point of contact for
three foundations (Daiwa Securities Health Foun-
dation, Daiwa Securities Foundation, and Daiwa
Anglo-Japanese Foundation), runs education
and training programs related to corporate citi-
zenship activities, and provides information on
volunteer opportunities to group employees
through the Group's intranet.

m Daiwa Securities Group CSR promotion system (as of June 30, 2005)

Foundations
Daiwa Securities Health Foundation

President and CEO Daiwa Securities Group Future issues and targets for fiscal 2005

Daiwa Securities Foundation Executive officers mﬁ:tmems As of May 2005, we are implementing com-
Daiwa Anglo-Japanese Foundation Report Daiwa Securities | Paricipates in department pliance, corporate ethics, and CSR training
Sustainability Report . head meetings i i i-
vl Wetg'sitep CSR Promotion Department Group Inc. el goup head!z s grograms at bran(.:h offices of Daiwa Secun‘
Dialogue _ Environmental Management Comnittee Dialogue ties Co., Ltd. to improve group employees
DS Code of Gondct Commitee | Participates in understanding of CSR. We aim to have train-
» ‘ Departments within | liaison meetings e — h offi h
Local communities Compliance Department, group companies | across Group ing implemented at 40 branc offices by the
NPOs and NGOs Daiwa Securities Co. Ltd. i ; end of March 2006 and at all offices (120, as
Shareholders CampliEes, eigaeis @i, of the end of March 2005) during a three-year
Corporate Ethics Department, Dialogue CSR training programs, . . . .
Customers
) . Daiwa Securities Group Inc. CSR questionnaire to employees period starting from fiscal 2005. Going for-
Outside research agencies q
ward, we will broaden the scope of these
Government

Daiwa Securities branch offices

Employees

training programs group-wide to deepen un-
derstanding of CSR among more employees.

Stakeholders

m CSR activities at overseas business sites

Below, we introduce representative CSR-related initiatives undertaken at the Daiwa Securities Group's overseas
business sites. In the future we will expand these exemplary initiatives by sharing information within the Group.

Seoul Branch, Daiwa Securities
SMBC Co. Ltd.

This company specifies responses
measures for natural disasters,
cyber terrorism, and bio terrorism
in its crisis management manual.

Daiwa Securities SMBC-Cathay Co. Ltd. (Taiwan)
This company holds a monthly meeting attended by
all employees. Opinions are solicited from employees
and outside speakers are invited to give lectures on
various topics. To foster a sense of family, monthly
meetings are also used to introduce employees whose
» birthday falls within that month.

Head Office, Daiwa Securities SMBC Europe Limited
Recognizing the diversity of values of its employees, this
company makes efforts to ensure that it provides all em-
ployees with equal opportunities in the workplace, regard-
less of factors such as ethnicity, religion, and nationality.

NIF Ventures USA, Inc.

All new employees sign a form to ac-
knowledge that they have carefully read
and agree to the Code of Ethics and
' Code of Conduct at the time they trans-
fer from other offices or hire on locally.

Daiwa Securities America Inc.
This company holds an anti-har-
assment workshop once a year that
is mandatory for all employees.

Daiwa SB Investments (Singapore) Ltd.

This company provides scholarships to educa-
tional institutions in Singapore and dispatches
employees as lecturers.

Daiwa Securities SMBC Australia Limited
All employees read the Code of Ethics and Code
® | of Conduct and submit a certificate indicating
they understand its contents to the company.
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TOPICS

All group employees surveyed with a CSR questionnaire

In May 2005, we conducted a questionnaire survey of all of the approximately 13,000 employees of the Daiwa Securities Group in order to survey employees' atti-
tude about the establishment of a Group Code of Conduct, and to grasp the level of employees' awareness and knowledge of CSR. Below, we report some of the re-
sults from the questionnaire. The Daiwa Securities Group takes these results seriously, and will promote CSR activities with the full agreement and voluntary partici-

pation of employees.

I Employees who know the meaning of the term "CSR" : 81%

When asked if they knew the
meaning of certain terms, employ-
ees' level of recognition was near-
ly the same for "CSR" and "SRI,"
at 81% and 75%, respectively, but
somewhat less for "sustainability,”
at 59%. As to whether they ex-
pected SRI to become wide-
spread in Japan, 75% thought it
would, the same percentage who
knew the meaning of the word.

I Employees who have not read the Sustainability Report 2004 : 43%

When asked whether they had
read the Sustainability Report
2004, a total of 43% of employees
said they had not read it, with
11% responding that they had a
copy but had not read it, and 32%
responding that they had not read

is a serious problem : 100%

When asked about their aware-
ness of the problem of the global
environment, a total of 100% of
employees were aware that the
global environment is currently a
problem, with 68% supporting
widespread, immediate action and
32% responding that it is serious
but not urgent.

Do you know the meaning of the term “"CSR"?
global environment?

No. 4%

Not really, but | have
heard the term.
15%

It is serious, but

does not seem

urgent right now.
32%

Precisely, and | can
explain it to others.
23%

Basically, but not
enough to explain
it to others.

58%

I Employees who remember the

Seventy-two percent of employ-
ees remember the Group's corpo-
rate principles, while one in four
does not. While 92% of employ-

(For those who have a copy now
but did not read it.)

Why didn't you read it? corporate principles?

Do you remember the
Daiwa Securities Group's

Employees who think that the global environment

What do you think of the problem of the

It is a serious
problem that must
be addressed by
all humanity.

68%

Daiwa’Securities Group's corporate principles : 72%

it at all and did not know where
their copy was. As to why they did
not read it, the largest group of re-

spondents (35%) said that they
did not have time because they
are busy at work, and 25% said
they had forgotten to read it.

. 0,
ees think that, more than any- WEh AL
thing, the Daiwa Securities
No time, because Grogp s CSR means faithfully fol-
| am busy working. lowing the Group's corporate Not really. ;8;
& principles, only 81% feel that it is 21% °
Too long and actually possible to behave in
difficult to read. i i ' -
e compllanf:e wlth the Group's cor S—
porate principles and brand state- 42%
Subject not
Not directly related ments at the workplace.
interested.  to my work.

12% 12%

I Employees who think CSR-related training programs for employees should be implemented and strengthened to firmly establish CSR activities : 17%

When asked about how to firmly es-
tablish the Daiwa Securities Group's
CSR activities, 17% of employees
supported strengthening CSR-relat-
ed training programs for employees,
11% recommended them for man-
agement and above, 12% recom-
mended a Group Code of Conduct,
and 10% preferred discussions and
training in the workplace.

What do you think should be done in the future to firmly establish the Daiwa Securities Group's CSR activities?

CSR-related training programs for employees should be implemented and strengthened. 17%
A Group Code of Conduct should be established to clarify concrete standards and norms of judgment and behavior. 12%
CSR-related training programs should be implemented and strengthened at the management level and above. 11%
Discussions and training programs should be implemented and strengthened within the workplace. 10%
Top management should repeatedly comment on CSR activities. 9%
A simple CSR explanation booklet should be distributed. 8%
CSR and ethical assessments should be reflected in employee evaluations. 8%
Measures should be taken to have the company's CSR activities covered in newspapers and magazines. 7%
CSR should be explained on the company's satellite broadcasts. 6%
A system should be designed for incorporating stakeholder opinions into company business operations. 5%
Disciplinary regulations for misconduct should be strengthened. 4%
A video that explains CSR should be distributed. 2%
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Compliance

We will work to build a group-wide compliance structure, focusing on strengthening the compliance structures at each of our group companies,
with their different types of operations. Our goal is nothing short of total compliance.

Group-wide efforts

Raise level of internal understanding of "the Corporate Ethics
Hotline" and periodically survey awareness.

Examine establishment of Voluntary Action Standards.

p | - Corporate Ethics Hotline poster distributed to departments
and branches of relevant companies.
Set up Group Code of Conduct Committee and now working
to formulate the Code during fiscal 2005.

Results and progress for fiscal 2004

- Results of survey on internal reporting published in in-house
magazine Fuji (Spring 2004).

I Concepts and important issues

The Daiwa Securities Group is thoroughly
dedicated to legal compliance, which is the
basis of CSR, and views the commitment to
total compliance as a cornerstone of the
Group's corporate principles. We have made
strenuous efforts across the Group to pre-
pare internal regulations and rules, educate
and instruct employees, and make arrange-
ments to monitor business operations.

In fiscal 2004, our two most important is-
sues were measures to comply with the Per-
sonal Information Protection Law and ad-
dressing intellectual property rights.

I Compliance promotion system

The Daiwa Securities Group's basic policy is
for each group company to develop a legal
compliance system, but the Group is taking
measures to ensure that the systems are
consistent group-wide.

We regularly collect information on com-
pliance-related meetings at each company
and request reports from departments con-
cerned when necessary. The Legal Depart-
ment of Daiwa Securities Group Inc. partici-
pates from the planning/discussion stage in
group-wide proposals for further encourage-
ment of compliance.

Particularly important proposals are
brought up as issues for consideration in the
meetings of the Board of Directors, Execu-
tive Committee, or Internal Control Commit-
tee of Daiwa Securities Group Inc., thereby

Additionally, we check internal compliance
systems by building internal auditing sys-
tems at each group company while having
the Internal Auditing Division of Daiwa Se-
curities Group Inc. examine subsidiaries as
appropriate.

and results

In January 2003, we introduced the Corpo-
rate Ethics Hotline to encourage “self-moni-
toring” among our organizations. The sys-
tem is set up so that informants can use our
intranet, e-mail, postal mail, telephone, or
face-to-face consultations to report to the
Corporate Ethics Officer at group headquar-
ters or an outside law office. Users can re-
port information anonymously, and informa-
tion concerning reporters is treated with the
utmost confidentiality.

In fiscal 2004, 13 reports were made, in-
cluding ones related to business practices,
handling of workload pressures, and smok-
ing. In all cases, we took appropriate re-
sponses while protecting anonymity and
the informants. This is resulting in a height-
ened attitude of compliance among em-

I Internal reporting system setup

m Examples of internal reports and responses
to them Total reports in FY2004: 13

Report Response

Business practices that go | Compliance Department in-

against company policy on | vestigated situation and re-

asset expansion. doubled guidance.
Encouraged taking of breaks
during overtime hours and
implemented alternating sub-
stitute off-time to be taken
after busy season.

Poor handling of workload
pressures.

addressing group compliance at the man-

agement level. Smoking outside designated

smoking time.

Promoted separation of
smoking areas by establish-
ing smoking rules such as re-
stricted spaces for smoking.
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ployees, an enhanced compliance system,
and an improved workplace environment.
Thirty reports were made in total between
the establishment of the Hotline and the
end of June 2005.

Survey of employee awareness
of the Corporate Ethics Hotline

In April 2005, we surveyed about 13,000 ex-
ecutives and managers with a questionnaire
about the Corporate Ethics Hotline to pro-
mote understanding of this system. More
than 51% responded to the questionnaire.
We found a high level of recognition, with
82% (compared to 70% last year) respond-
ing that they knew about the internal report-

m Results of employee awareness survey (April 2005)

1. Do you know about the Daiwa Securities Group's internal reporting system?
Yes 82% No

2. Have you ever seen the Corporate Ethics Hotline intranet page?
Yes No 69%

3. If you discovered activity that should be reported, would you report it?
Yes 75% No

4. If you were to make a report, how would you do so?
By e-mail or similar method By postal mail, telephone, or similar method 61%

5. If you were to make a report, would you give your name or remain anonymous?

| would give my name. | would remain anonymous. 66%

6..D0 you know that if an informant makes a report to a lawyer under his or her
name, the lawyer will keep the informant's name secret from the company?

Yes 58% No

7.Do you think this system protects the informant and his/her anonymity?

Yes No 51%

8.Do you think this system deals with reported incidents appropriately?
Yes 64% No

9.Do you think this system effectively encourages self-monitoring among our organizations?
Yes 78% No



ing system. On the other hand, many people
do not seem to know how the system works.
69% (79% last year) responded that they
had not seen the Hotline's intranet page and
51% (53% last year) expressed doubt that
anonymity and the iy

informant  will be .

protected. To make ; ?

this system function #
effectively, we will —
make efforts to in- E"E-‘ﬁyﬁj T~
crease the employ- R AN
ees' trust in the se-
curity of the system. — i =

Internal poster about the Cor-
porate Ethics Hotline

Complying with the Personal
Information Protection Law

The entire Daiwa Securities Group is work-
ing on measures to comply with the Law
concerning the Protection of Personal Infor-
mation, which came into full effect on April
1, 2005.

The Information Technology Department is
the department at Daiwa Securities Group
Inc. that is responsible for the protection of
personal information. This department sur-
veyed the state of these compliance meas-
ures at each company, once at the end of
January and once in mid-April 2005. Its task
was to confirm that the Group handles per-
sonal information according to the law. We
have developed an internal reporting and
contact system to prepare for the potential
event of a personal information leak. In the
future, we will continuously follow up on the
state of implementation of measures on the
protection of personal information at each
group company and will report this informa-

m Acquired information security qualifications

Company Quialification

| Daiwa Securities Co.Ltd. | TRUSTe
| Daiwa Asset Management Co. Ltd. | TRUSTe
| Daiwa SB InvestmentsLtd. | SASTO .
) . ISMS
Daiwa Institute of Research Ltd. ~ [=-=-------------------
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, Privacy Mark
Daiwa Securities Business Center | 1S09001

Co. Ltd. Privacy Mark
(As of April 14, 2005)

tion to the committees of group headquar-
ters. In addition, we are considering meas-
ures such as the common use of online and
other training materials for executives and
managers on the protection of personal in-
formation and the sharing of information on
cases in which there is a request to disclose,
correct, or refuse the use of personal infor-
mation in our possession.

Efforts to facilitate the adoption of a
“compliance mindset” among employees

In addition to running compliance training
sessions at each group company based on
their specific business situations, we are al-
so making efforts as a Group to hold training
sessions on and thoroughly spread knowl-
edge of compliance. These efforts include
holding lectures on compliance for new re-
cruits when they join the company and regu-
larly thereafter, holding training sessions for
newly appointed executives, and providing
instruction on the revision of laws and regu-
lations at various meetings.

As a measure for complying with the Per-
sonal Information Protection Law, we have
provided information via our intranet and im-
plemented training sessions for employees
on the protection of personal information.

I Protecting and respecting
intellectual property rights

We regard intellectual property rights as an

important strategy and have established an

Intellectual Property Section within the Legal

Stakeholder comment

Department of Daiwa Securities Group Inc.
We have encouraged all group employees to
report incidents that involve intellectual prop-
erty rights. In fiscal 2004, we registered eight
patents in and outside Japan.

In addition, we have strengthened our
measures for managing trademarks and
copyrights, and are working to prevent in-
fringement by other companies on the Daiwa
Securities Group's intellectual property
rights. As part of our program of compliance,
we are also working to prevent infringement
by any party within the Group on intellectual
property rights held by other companies.

Future issues and targets for fiscal 2005

Until now, our basic policy has extended au-
tonomy to each group company in terms of
the details of regulations and measures to en-
force compliance. This policy was practiced
because each group company had to comply
with different laws due to their varying busi-
ness structures and because it was our inten-
tion to respect, as a pure holding company,
the professionalism and individuality of each
company. However, with the strengthening of
corporate governance and the increased im-
portance of internal controls, and also with the
transition to the committee system in June
2004, we see the need to expand internal ad-
ministration and enhance our group-wide
compliance system.

In fiscal 2005, we aim to achieve that ex-
pansion by enhancing coordination between
the Legal Compliance Department of Daiwa
Securities Group Inc. and the legal compli-
ance departments at each group company.

My expectations for the Daiwa Securities Group

| fully understand that the Daiwa Securities Group, with its commitment to com-
plete compliance as a cornerstone of the Group's corporate principles, is aggres-
sively working to build a compliance promotion system, operate and enhance its
internal reporting system and training system, and disclose negative information.

However, despite the fact that it takes time to disseminate awareness and under-
standing among employees, | am somewhat concerned that the level of trust re-
garding the protection of informants and their anonymity within the internal report-
ing system remains low. Looking ahead, | hope that the Daiwa Securities Group
will develop voluntary action standards through a “bottom-up” process that ena-
bles employees to take ownership of and feel pride in the standards. | also hope
that the Group will broadly demonstrate to society the meaning of the compliance
that it advocates, going beyond mere obedience to the letter of the law in its busi-

sense of the term.

L e . . R . Mr. Satoshi Yura
ness activities, as well as its firm determination to pursue compliance in this truest  socially Responsible Investment (SR) Program Director

Center for Public Resources Development (NPO)
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Efforts at Daiwa Securities Co. Ltd.

proper conduct.
Higher level of investor protection.

Achieve more thorough legal compliance, eliminate im-

Create a Work Manual for Internal Administration Supervisors.

v

* Transferred the Customer Support Center to the Compliance Division.
Developed system to provide quicker and more appropriate responses.

Appointed Compliance Officers to 27 sales branches that were functioning as “core branch-
es" as of April 1, 2004. As of the end of March 2005, there were 28 Compliance Officers.

Created a manual entitled, Training Manual for Persons in Charge of Internal Audits.

Results and progress for fiscal 2004

* Increased internal detection rate from 73% in fiscal 2003 to 75% in fiscal
2004. (Elimination of improper conduct through strengthened internal checks.)

I Concepts and important issues

We are continuing to work with the view that
compliance is the most important concern in
being a fair company that contributes to so-
ciety. In fiscal 2004, we addressed investor
protection as a key issue to move beyond
mere legal compliance.

I Compliance promotion system

In April 2004, we appointed Compliance Of-
ficers at "core branches," which oversee
group branches in separate regions, to build
a guidance and educational system that is
more in tune with front-office business con-
ditions. In October 2004, we established the
Compliance Division, in which we brought
together the former Internal Auditing Depart-
ment, Compliance Department, and Cus-
tomer Support Center. Additionally, in No-
vember 2004, we established the Information
Security Dept. within the Compliance Divi-
sion to strengthen our system under the
Personal Information Protection Law.

Handling comments
and complaints

We improved our handling of comments and
complaints, given the centrality of this issue
to enhancing customer trust. In April 2005,
we established the Customer Support Dept.,
a dedicated organization tasked with han-
dling complaints. Moreover, we clearly
specified the reporting system for com-
plaints and developed a manual to ensure
thorough, appropriate handling of any com-
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plaints that may arise with the aim of re-
sponding to complaints more correctly,
faithfully, and promptly.

Elimination of improper conduct
and investor protection

Daiwa Securities is constantly working to
improve internal checks and monitoring. In
fiscal 2004, we raised our internal detection
rate*! to 75%. We will continue our efforts
from last year and aim to further eliminate
improper conduct from occurring at all by
strengthening internal checks. Additionally,
to improve protection of our investors, we
transferred the Customer Support Center to
the Compliance Division and developed a
system capable of more prompt and appro-
priate responses.

*1. The internal detection rate is the percentage of incidents
of securities trouble reported to the Financial Services Agen-
cy that are detected in-house, rather than reported by cus-
tomers or identified by outside investigations.

m Daiwa Securities' compliance promotion system

Head Office 1
1 Compliance Division |

Head of Internal
Administration Supervisors

Head of Compliance Division

Reports from sales branches /
Direct guidance from Compliance Division

I Dealing with anti-social forces

We have appointed special staff in Osaka
branch, addition to Head Office, to strength-
en our response to anti-social forces, such
as organized crime organizations and corpo-
rate racketeers. We have made our response
system more effective based on updated in-
formation on anti-social forces.

Future issues and targets for fiscal 2005

We recognize that compliance is not something
that can be accomplished once and for all, but
rather a situation that must be maintained through
continuous effort. We always aim to maintain a high
level of compliance by slowly but steadily repeating
the cycle of training, incident analysis, planning and
implementing measures, and evaluating their effec-
tiveness. In fiscal 2005, we aim to further strength-
en our sound business operations structure based
on a keen "compliance mindset" by pursuing the
following goals: A firm grounding of business ac-
tivities in a commitment to legal compliance and in-
vestor protection; strengthening the system for
managing comments and complaints; to follow the
Personal Information Protection Law; and to
strengthen and improve the Compliance Division.

Customers

Sales branches

Sales Internal administration
supervisors Supervisors

\ |

| |

|

I |

! Compliance Department | I
1

|| Customer Support Center |

|

Informati ity Dept.| !
: nformation Security Dept | Guidance /
|

________ |

Compliance officers

- education | (Belong to Compliance Department, | o cation
Internal Auditing Department | | assigned 10 "core branchesl")

Check
Guidance /

Employees




Efforts at Daiwa Securities SMBC Co. Ltd.

Strengthen compliance and online training
for each division and department.

Establish an electronic bulletin board for
internal administration supervisors.

Strengthen functions of internal administration supervisors and internal admin-
istrators, enhance training, strengthen intra-departmental inspections, and en-
hance the environment to allow closer enforcement of legal compliance.

Take measures to minimize risk of information leaks.

Results and progress for fiscal 2004 |

Implemented internal training sessions on subjects selected to address problems typical of
each workplace, primarily taught by internal administration supervisors at each department.

Established and put online an electronic bulletin board for internal ad-
ministration supervisors to share information and communicate rapidly.

= Improved information accessibility
by creating a database of compliance information.
= Revised Q&A list on firewall rules.

Developed internal management system in compliance with Personal Information Protection Law.

Basic concepts

Daiwa Securities SMBC regards legal compli-
ance as a management issue of primary impor-
tance. We see the keys to this as promoting a
compliance mindset among all executives and
managers, effectively operating a compliance
system, and promoting fair business practices.
Underlying this concept are the following steps,
which we continuously carry out to ensure the
effectiveness of our system: Establishment of
business conduct rules in line with all laws and
regulations; making the rules known throughout
the organization and following them strictly;
monitoring compliance with the rules; develop-
ing and enforcing measures to improve identi-
fied problems; and incorporating improvement
measures into the rules.

Enhancing our
compliance system

Internal administration supervisors and internal
administrators are appointed to provide compli-
ance leadership in each department. Kept in-
formed of everyday business activities, these of-
ficers monitor the appropriateness of business
operations, in cooperation with the Legal &
Compliance Department—which is the depart-
ment that oversees compliance—receiving legal
consultations and information concerning the le-
gality of new products.

In October 2002, we introduced an intra-de-
partmental inspection system, which is operated
by designated the internal administration super-
visors and internal administrators. In this sys-
tem, we analyze and assess the latent risks in
the work of each department and regularly in-

spect those job areas that are rated as high-risk.
In addition, we develop measures to solve prob-
lems that become obvious during intra-depart-
mental inspections and incorporate them into
the operating manuals of each department as
new rules. In the process of performing this risk
analysis and assessment, and the intra-depart-
mental inspections, each department steadily
carries out the steps shown at left, in order to
encourage a compliance mindset and strength-
en our compliance system.

In 2004, the Auditing Sections No. 1 and 2
and the Overseas Legal and Compliance Sec-
tion were split off from the Legal & Compliance
Department to become the Internal Auditing De-
partment. This department conducts audits to
check the effectiveness of the intra-departmen-
tal inspections, checks for violations of law and
carries out other categorized audits.

Compliance education
for employees

We conduct training programs using online sys-
tems and implement group training sessions as
necessary for new executives, newly promoted
personnel, transferees, new recruits, and em-
ployees who will be posted outside Japan. We
especially focus on intra-departmental training;
subjects are selected by each department for
their relevance to the department.

In addition, in fiscal 2004 we made a database
out of our Handbook for Legal Compliance,
which is our compliance manual, our Compli-
ance Newsletters, which explain precedents, and
our Compliance Communication Letters, all in-
ternal reference documents. This improved the
accessibility of this information. We also made a
booklet out of our Compliance Newsletters,

which have reached the 100th issue.

m Daiwa Securities SMBC's compliance promotion system

Legal Auditing Meeting
4

Reporting on major issues
|

Head of Internal Administration Supervisors (Deputy President)

)

Reporting on performance of duties Internal auditing reports
| |

Deputy Head of Internal Administration Supervisors General Manager of
(Legal Compliance Officer) Internal Auditing
(General Manager of Legal & Compliance Department) Depanmem

Legal & Compliance Department  Intemal Auitng Department

A i i i

Preliminary =~ Compliance - Internal
consulting leadership Monitoring auditing

I 4 v v

Each department

Sales Supenvisars, Interal Administration Supenvisors, Inernal Administrators

7 \ | g

In-advance Compliance Intra-departmental
consulting leadership inspections

|1 \ 4 \ 4

Sales and office staff

Future issues and targets for fiscal 2005

In fiscal 2005, we will increase the content
of online training programs to provide am-
ple opportunities for training on topics suit-
ed to situations in each office. Other issues
include assessing progress in measures to
eliminate risks identified in previous inter-
nal audits, and strengthening our inspec-
tion system by incorporating items on per-
sonal information protection and new
duties resulting from revisions to laws and
regulations into our intra-departmental in-
spection lists.
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Information Disclosure

We are committed to fair, timely, and appropriate information disclosure.
Our aim in these efforts is to be an exemplary public corporation that is faithful to the spirit of its "Disclosure Policy".

Actively pursue two-way communication with stakeholders. >

Increase percentage of shares owned by individual shareholders.

Edged up from 20.7% in FY2003 to 20.9% in FY2004.

Results and progress for fiscal 2004

* Held small meetings for analysts and fund managers.

* Actively participated in stock investment informational events
and IR fairs for individual investors.

* Broadened investor communication by revamping IR website.

Our view of information
disclosure

The Daiwa Securities Group's view of infor-
mation disclosure is described in our Disclo-
sure Policy, which we announced in April
2004. Based on that Policy, we strive for fair,
timely, and appropriate disclosure of financial,
social, and environmental information.

m Disclosure Policy

* We will observe fair and timely disclosure of important finan-
cial, social and environmental information (“Management-Re-
lated Information”) regarding the Daiwa Securities Group so
that our stakeholders (including shareholders, investors and
the communities we operate in) may understand and maintain
realistic expectations of the Daiwa Securities Group.

* We will comply with the Securities Exchange Law and other

laws and ordinances related to securities transactions and
the various rules of the stock exchanges where on which our
stock is listed.

We will endeavor to achieve fair disclosure both in terms of
content and timing.

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

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

We have established the Daiwa Securities Group Inc. Disclo-
sure Regulations, that define guidelines such as setting up a
disclosure committee and the methods of disclosing man-
agement-related information to fulfill the spirit of this Policy.

Disclosure of financial, social,
and environmental information

We disclose financial information through
channels such as our Annual Report, securities
reports, financial tanshin summary reports, and
press releases. Moreover, we have incorporat-
ed a CSR perspective into our Disclosure Poli-
cy. Social and environmental information are
included in the scope of information to be dis-
closed and we consider local communities
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among our important stakeholders. We dis-
close social and environmental information pri-
marily in our Sustainability Report.

Additionally, we use our IR and CSR web-
sites, located at the Daiwa Securities Group
Inc. website, to disclose information to all
stakeholders. In 2004, we revamped our IR
website to increase usability.

Fair, timely, and appropriate
information disclosure

1 Disclosure system
Daiwa Securities Group Inc. aims to disclose
information in a fair, timely, and appropriate
manner in line with its Disclosure Policy and
Disclosure Regulations. In 2004, we split the
Corporate Communication Department into
separate public relations and investor rela-
tions departments to more clearly establish
their different roles.

The Disclosure Committee, which was es-

tablished in accordance with our Disclosure
Regulations, meets regularly throughout the
period between the closing day of each busi-
ness quarter and the day quarterly results are
announced, and also holds discretionary
meetings as necessary.

Each group company has prepared Rules
for Controlling Management-related Informa-
tion in order to ensure the entire Group shares
the spirit of our Disclosure Policy. These rules
institute systems for collecting information
and reporting it to group headquarters.

1 Announcement of the Declaration for Timely Disclosure

In 2005, the Tokyo Stock Exchange (TSE)
revised its rules, requiring all listed corpora-
tions to submit a Declaration for Timely Dis-
closure. The Daiwa Securities Group submit-
ted the declaration with accompanying forms
on January 28, one month ahead of the Febru-
ary 28 deadline. Faithful to the spirit of our
Disclosure Policy and to set an example for

m Daiwa Securities Group information disclosure framework

Disclosure primarily
through the Annual Business activities
Report, securities re- « Financial information

ports, financial tan-
shin summary reports
and press releases
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m Composition of Daiwa Securities Group Inc. shareholders

(As of end of March 2004, percentage by number of shares)
Number of shareholders: 113,008

Other 1.6%

Individuals
Non-Japanese |  20.9%

corporations Ea;;/ks
31.5% b0
Other Japanese Trust
corporations accounts
5.4% 25.8% Financial
institutions
¥ )
Other financial J 40.6%
institutions 8.5%

listed corporations, we immediately published
our Declaration for Timely Disclosure on our IR
website after submitting it to the TSE.

Two-way communication
with stakeholders

We hold small briefings for analysts and fund
managers, as the occasion may demand. In
September 2004, we held three briefings on
the retail business (online, separately man-
aged accounts [SMA]), which were attended
by 35 people. In December, together with Su-
mitomo Mitsui Banking Corporation, we held
five briefings on investment banking activities,
which were attended by 76 people. In March
2005, we held three briefings with the Presi-
dent of Daiwa Securities Group Inc., which
were attended by 26 people.

In September 2004, we participated in a
company information session for individual in-
vestors, sponsored by Daiwa Investor Rela-
tions Co., Ltd., and an IR fair for individual in-
vestors, sponsored by Nihon Keizai Shimbun,
Inc. In February 2005, we had a booth at the
10th Anniversary Forum of the Japan Associ-
ation for Individual Investors.

Regular shareholder survey

We conduct a regular survey of shareholders
in order to take account of their opinions in
our dealings. One of the latest surveys was
conducted in November 2004. We received
about 9,600 replies, representing about 9% of
our total shareholders.

Thirty percent of respondents said that they
had been shareholders for less than three

m Results of shareholder survey (Conducted November 2004)

How long have you been a
Daiwa Securities shareholder?

Do not know 2%

Less than
one year.
9%
More than 1-3 years
10 years :
36% 21%
3-10 years

32%

years, an increase of seven points over the
previous year, indicating an increase in new
shareholders. The fraction of respondents
with their own Daiwa Securities accounts in-
creased seven points over the previous year
to 69%. We have been running the Daiwa
Point Program, a rewards program in which
shareholders can exchange their points for
gifts, as a way to encourage a greater number
of shareholders to do business with Daiwa
Securities. We take this increase as a mark of
the success of this program.

Attendance rate at general meeting of
shareholders and exercise of voting rights

To increase the attendance rate at our general
meeting of shareholders, in 2004 we held the
meeting three business days before the so-
called end-June "concentration day," a day
on which many Japanese companies have
traditionally held their shareholders meetings

at the same time. The meeting was attended

Stakeholder comment

What was your reason/goal for acquiring our stock?

Daiwa Employees®
Stock Ownership
(cumulative stock
investment program)
7%
Inheritance/
donation
4%

No answer 1%

Profit from
short-term trade
25%

Long-term holding
2%

by 372 people, up by 150 people over the
previous year.

We also developed a system to encourage
shareholders to exercise their right to vote by
enabling them to do so via the Internet. More-
over, in 2005 we made it possible to vote us-
ing a cellular phone. In 2004, about 28,000
shareholders exercised their right to vote, an
increase of about 4,000 over the previous
year, bringing the percentage of shareholders
who voted up to 68.5%.

Future issues and targets for fiscal 2005

Our main issue for fiscal 2005 and beyond
is to increase acquisition of new individual
shareholders. To that end, we are consider-
ing working with the headquarters and
branch offices of Daiwa Securities Co.,
Ltd., to hold company information sessions
in regional towns and cities, and will pursue
more proactive information disclosure. We
will also look at the holding of informal
shareholders forums as another issue.

My expectations for the Daiwa Securities Group

The Daiwa Securities Group's commitment to information disclo-
sure and investor relations is highly praised by investors and the
media alike. Still, the Group is expected to maintain a very high
standard, considering its position as an entity that is supposed to
stimulate further development of the securities market. This is be-
cause the way in which the Group sets an example for all public-
ly-traded companies helps revitalize the securities market and, by
extension, translates into an increase of the Group's own corpo-
rate value. | hope that the Daiwa Securities Group will play an
even greater leadership role, not being satisfied with relative eval-
uations within the securities industry, in terms of both direct and

indirect influences.

Ryuji Kakimoto
Equity Research
Credit Suisse First Boston

DAIWA SUSTAINABILITY REPORT 2005

. Management

Information Disclosure

31



Economic Report

32

Business Results and Market Position of the Daiwa Securities Group

The following presents the business performance trends and financial strategy of the Daiwa Securities Group as well as its position in the market, including corporate scale and market share.

m Principal management indicators*

FY2000 FY2001 FY2002 FY2003 FY2004
Operating revenues (million yen) 714,909 488,044 387,658 453,813 519,337
Net operating revenues (million yen) 464,056 284,932 270,809 352,434 390,432
Ordinary income (million yen) 177,795 25,849 29,200 96,130 120,433
Selling, general and administrative expenses (million yen) 286,948 262,163 246,701 259,914 275,544
Net income (loss) (million yen) 64,550 (130,547) (6,322) 42,637 52,665
Total assets (million yen) 7,694,051 7,827,306 9,502,825 10,765,665 12,378,961
Return on equity (ROE) (%) 9.3 — — 7.4 8.4
Net income (loss) per share (yen) 48.62 (98.27) (4.75) 31.66 39.03
Dividends per share (yen) 13.00 6.00 6.00 10.00 13.00
Total shareholders' equity per share (yen) 539.72 429.68 407.84 453.60 486.70

* The revised Uniform Accounting Standards of Securities Companies(approved by the Board of Directors of the Japan Securities Dealers' Association on September 28, 2001) have been applied since fiscal 2001. Fiscal 2000 figures have been recalculated based on the revised standards.

Fiscal 2004
business performance

Due to an increase in trading securities and
commissions earned, fiscal 2004 operating
revenues rose by 14% compared to fiscal
2003, to reach ¥519.3 billion. Net operating
revenues, after subtracting financing and
other expenses from operating revenues, al-
so showed an increase of 11% year-on-year,
for a total of ¥390.4 billion. Selling, general
and administrative expenses only increased
6.0% to ¥275.5 billion, which contributed to
ordinary income of ¥120.4 billion, up 25%.
Net income also soared 24% to ¥52.6 billion.

I Financial strategies of the
Daiwa Securities Group
In order to continually improve shareholder

value, it is important to have a financial strat-
egy that balances both risks and returns.

= Trends in net operating revenues,
ordinary income and ROE

Net operating revenues ~@-ROE

Ordinary income

(¥ billion) %
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The Daiwa Securities Group has always
placed importance on improving financial
security while raising consolidated return on
equity (ROE).** As a result, by the end of fis-
cal 2004, we had strengthened our financial
soundness, improved our credit ratings, and
succeeded in achieving the highest consoli-
dated ROE among the three major Japanese
securities firms. We also established a divi-
dend policy of a 30% dividend payout ratio*?
on a consolidated basis. In the future, we
will pursue further development of this basic
strategy, by promoting strategies that em-
phasize the expansion of the sales base and
by improving business performance based
on careful consideration of risk and en-
hanced ROE.

Based on the inherent risk in the securities
business (market risk,** credit risk,* etc.),
the Daiwa Securities Group is aiming for a
higher level of financial security by incorpo-
rating risk management and building strong

= Trends in net operating revenues and selling,
general and administrative expenses

Net operating revenues ~@-SG&A ratio

Selling, general and administrative expenses

(¥ billion) %
500 464 100
400 20
300 80
200 70
100 1.8 60
0 50

FY2000 FY2001 FY2002 FY2003 FY2004

breakeven structures to withstand revenue
fluctuations. We are also pursuing higher re-
turns based on careful consideration of risk
by efficiently distributing management re-
sources to fields with high growth and profit
potential.

For more details on the financial perform-
ance of the Daiwa Securities Group, please
refer to our Annual Report for the year end-
ing March 31, 2005.

*1. Return on equity indicates how much profit the company is mak-
ing on the investment in the company made by all the shareholders
and investors. It is equal to net income divided by shareholdersAf
equity (average of the period beginning and end).

+2. Dividend payout ratio is the ratio of dividends paid to income, and
is the inverse of the retained earnings ratio. Generally, if a company
has a low dividend payout ratio, this means that it is building up its re-
tained earnings.

*3. Market risk indicates the possibility of loss as a result of fluctua-
tions in the value of financial assets and liabilities held, due to interest
rate or market value fluctuations in areas such as stocks, interest
rates, foreign currency exchange, or derivative products.

*4. Credit risk indicates the possibility of loss as a result of a transac-
tion partner not being able to fulfill the contract in question.

= Trends in total assets
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I Market position of the
Daiwa Securities Group
1 Retail securities business (Daiwa Securities Co. Ltd.)

The total value of assets (customer assets
held by Daiwa Securities Co. Ltd.) such as
cash and negotiable securities on deposit
from customers who are individuals and non-
listed companies (excluding financial institu-
tions) was ¥21.1 trillion as of March 31, 2005.
This marks an increase of ¥2.6 trillion com-
pared to the end of the previous fiscal year.

This total surpasses the level of ¥18.0 tril-
lion reached in December 1989, during the
economic bubble period in Japan. It is equal
to 1.5% of the ¥1,400 trillion in total individu-
al financial assets in Japan.*®

*5. Since the customer assets held by Daiwa Securities Co. Ltd., in-
clude assets of some corporate customers, it is not statistically pre-
cise to compare this figure with the total individual assets in Japan.
This information is only provided as a rough indication of the size of
the business for Daiwa Securities Co. Ltd.

= Customer assets (excluding those of financial
institutions) held by Daiwa Securities Co. Ltd.

(¥ billion)
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Month end

1 Wholesale securities business

(Daiwa Securities SMBC Co. Ltd.)

Daiwa Securities SMBC Co. Ltd., the invest-
ment bank of the Daiwa Securities Group, has
secured the top position in the fields of public
offerings and sales of company stocks as well
as of overall bonds (total of straight corporate
bonds and bonds issued by special public cor-
porations eligible for fiscal investment and
loans) according to the investment bank divi-
sion of the league table ranking lead managing
underwriters for fiscal 2004.*° In the overall
bond division, we obtained the top share for the
fourth year in a row (from fiscal 2001 to 2004).

+6.This is the ranking of Japanese securities firms based on the share
of stock and bond issues they have undertaken.

u Asset management business (Daiwa Asset Management
Co. Ltd., and Daiwa SB Investments Ltd.)

The investment asset balance on March 31,
2005 was ¥5.674 trillion for Daiwa Asset
Management Co. Ltd., down ¥27.2 billion
from the previous year, and was ¥3.901 tril-
lion for Daiwa SB Investments Ltd., up ¥59.8
billion over the same period. The total in-
vestment asset balance for the two compa-
nies combined was ¥9.575 trillion.

= Trends in investment asset balance in asset
management business (fiscal year end)

Daiwa SB Investments Ltd. Daiwa Asset Management Co. Ltd.

(¥ billion)
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1 Research business
(Daiwa Institute of Research Ltd.)

The Daiwa Institute of Research Ltd. ranked
first for the second consecutive year in the An-
nual Research Analyst Poll of the Nikkei Finan-
cial Daily. It also achieved first place for the
second year running in the analyst and econo-
mist ranking of The Economist magazine.

m Annual Research Analyst Poll, Nikkei Financial Daily Total of all
sectors (excluding the overall division) and strategists (by company)

FY2001 FY2002 FY2003 FY2004‘

Nomura Nomura Daiwa Daiwa
First | Securities | Securities Institute of | Institute of

lace| Co., Ltd. Co., Ltd. | Research | Research
P ' ' Ltd. Ltd.
Morgan Daiwa Nomura Nomura

Second| Stanley Dean | [NStitUte Of | Securities | Securities
place | witter & Co. | Research | co, Ltd. | Co. Ltd.

Ltd.
Third S'\altill;fgn S’\a‘xillr?l(gn Deutcne S
I - ; Securities | Securities
place Smith Barney | Smith Barney Ltd. LLC

m Market share of wholesale business (Lead Manager League Table for FY2004)

Overall bonds

(total of straight corporate bonds and agency bonds)

Mitsubishi
Securities Co., Ltd. »
12% Nomura Securities
Co., Ltd.
Nikko Citigroup 15%  18%
Securities Ltd. - Mizuho
13% Securities
Co., Ltd.

Initial public offering of stocks

Goldman Sachs

Group, Inc.
4%
BN
Nomura
UBS Securities LLC Securities
8% Co., Ltd.

41%
Nikko Citigroup
Securities Ltd. 15%

17%
Daiwa
Securities
SMBC Co. Ltd.

Merrill Lynch Japan

Mitsubishi
Securities Co., Ltd. 10% ——

Nomura Securities Co., Ltd. 11%4

Public offerings and sales of company stocks

Securities Co., Ltd. 4% ~ Daiwa
Securities
Mizuho Securities SMBC

Co., Ltd. 7% — Co. Ltd.

28%

Nikko Citigroup

Securities Ltd. Nomura
21% Securities
Co., Ltd.
27%

Samurai bonds

Mizuho Securities
Co., Ltd.
18%

Goldman Sachs
Group, Inc.
14%

Daiwa Securities
SMBC Co. Ltd.
13%

Source: Daiwa Securities SMBC Co. Ltd. April 2004 to March 2005 Data shown are based on payment date for public offerings and sales of
company stocks, public offering date for initial public offerings, and pricing date for straight corporate bonds.

Data for co-lead managers are divided proportionally according to the underwritten amount. The amounts obtained from the league table are
shown as percentages. None of the above securities categories include real-estate investment trusts (REIT).
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Economic Report

Economic Relationships with Stakeholders

This section introduces the revenue structure for the Daiwa Securities Group in terms of the various products and services provided to customers, while also outlining the economic value delivered to each type of stakeholder.

Revenue structure for the
Daiwa Securities Group

The revenues given in this economic report and
shown in the pie chart below are the total of op-
erating revenues,*' non-operating income, and
extraordinary gains. The greatest revenue source
for the Daiwa Securities Group in fiscal 2004 was
commissions earned. This accounted for 49.3%
of the total revenues and is divided into the fol-
lowing three categories.
Equity and bond commissions
These are the commissions for broker services
earned from individual and corporate custom-
ers at the time of sales or purchases of nego-
tiable securities, such as stocks and bonds.
Investment banking commissions
These are the underwriting commissions
earned when stocks and bonds are issued by
corporate customers in order to procure new
funds, as well as commissions from mergers
and acquisitions (M&A).**

m Revenue structure (FY2004)

Other revenues
Net financial revenues 4-0% —I

4.5% —\

Other sales
7.7%

Net operating
gain on investment
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0.04%

Net gain on trading
securities
34.5%
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Asset management commissions
These are the commissions earned from the
sale of investment trusts, or from the manage-
ment or holding of assets deposited by indi-
vidual and corporate customers.

The second largest source of revenues is net
gain on trading securities, which accounts for
34.5% of revenues. These are profits that arise
from the sale of the securities the Group has on
its own account, or when the Group buys from or
sells to its clients, in order to meet the transac-
tion needs of customers for negotiable securi-
ties, such as stocks and bonds.

Net financial revenues equal interest and divi-
dend income such as dividends and interest re-
ceivables on negotiable securities owned, mi-
nus interest expenses such as interest payables
and fees for discounts on notes. Furthermore,
the net operating gain on investment securities
is the total of the appraisal increase/decrease
and the sales profit/loss from the negotiable se-
curities obtained for the purpose of doing in-

Economic report revenues
¥438,324 million

Equity
19.1%

Bonds
1.0%

Investment
banking

16.2% Commissions

49.3%

Asset management
10.4%

2.6%

(Figures are based on the consolidated financial statements in the securities reports.)

vestment business by Daiwa Securities SMBC
Principal Investments Co. Ltd. and NIF Ventures
Co. Ltd.

m Revenue categories (FY2004)

(¥ million)
Commissions 216,386
Equity 83,887
8| |Bonds 4,263
§ Investment banking 71,170
qé Asset management 45,640
= Other 11,425
'a;)_ Net gain on trading securities 151,117
O Net operating gain on investment securities 171
Other sales 33,641
Net financial revenues
(Interest and dividend income minus interest expenses) 19,548
Other revenues
(Sum of non-operating income and extraordinary gains) 17,461
Economic report revenues 438,324

*The totals may not always add up due to the rounding
off of figures.

*1. Operating revenues are indicated after subtracting interest ex-
penses (excluding interest payables not related to securities transac-
tions), which is a component of operating expenses, from interest and
dividend income in the operating revenues.

*2. Mergers and acquisitions (M&A) actually has a broad meaning
that includes not just the joining of two companies through amalga-
mation or purchase, but also the transfer of operations, transfer of
stock, or capital alliance.

I Revenue structure by region

Looking at the revenue structure by region,
87.6% of our revenues are from Japan. The Dai-
wa Securities Group earns most of its revenues
by serving individual and corporate customers in
Japan through asset management and funds
procurement.

m Revenue structure by region (FY2004)

Americas Asia & Oceania
2.6% O\ e 2.1%

Europe
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Distribution of economic
value to stakeholders

The Daiwa Securities Group keeps continual
track of how much of the economic value de-
rived from its business activities is being distrib-
uted to its various stakeholders.

Economic value for the purpose of this eco-
nomic report is calculated as the revenues as
given in this economic report minus the cost of
sales, selling, general and administrative expens-
es, non-operating expenses, extraordinary loss-
es, and minority interest.

Employees
Employees' compensation and benefits that
are distributed to employees (including salar-
ies, bonuses, welfare program costs, and so-
cial insurance contributions) have ranged from
¥120 billion to ¥140 billion in recent years,
based on fluctuations in operating revenues.
The personnel costs in fiscal 2004 rose by

¥5.8 billion over the previous year to ¥142.8
billion. This accounts for 57.4% of the total
economic value generated by the Group.
Society
We aim to provide a stable amount of funds
for our corporate citizenship activities,** which
represents economic distribution to society,
regardless of the fluctuation in our business
results. In fiscal 2004, this type of expenditure
totaled ¥710 million.
Shareholders

Every year, we pay dividends to sharehold-
ers as a distribution of economic value. Our
basic policy is to distribute profits twice a
year at a dividend payout ratio of approxi-
mately 30%, based on the consolidated per-
formance of the Group, while also ensuring
stability. Based on this policy, we made an
annual dividend payment of ¥10 yen per
share in fiscal 2003. In fiscal 2004, we made
a total dividend payout of ¥20 billion, includ-

= Trends in distribution of economic value to stakeholders

ing an interim dividend in September 2004.
Creditors

We paid ¥5.6 billion in loan interest to creditors.
Governments
Paying taxes on income is part of a company's
social responsibility. According to the Daiwa Se-
curities Group's financial accounting, the tax
amount paid is the total of current income taxes,
deferred income taxes and other taxes and du-
ties including consumption tax paid. In fiscal
2004, the financial accounting tax amount was
¥46.9 billion. This accounts for 18.9% of the
economic value produced by the Group.

3. For details on expenditure for corporate citizenship activities, see page 42.

Procurement activities of the
I Daiwa Securities Group

It is extremely important for a company to con-
sider society and the environment when consid-
ering what products and services to procure and
selecting suppliers for these. That is why the
Daiwa Securities Group carries out procurement
based on social and environmental considera-

Economic Relationships with Stakeholders . Economic Report

(¥ million) tions, even though its procurement activities are
Stakeholders FY2000 FY2001 FY2002 FY2003 FY2004 Calculation methd relatively small compared to manufacturers. In
Einelloveass Personnel expenses in ) -
ploy 140,426 | 129,972 | 123,904 | 136,963 | 142,751 S&GA expenses fiscal 2004, we purchased about ¥71 million in
Society N/A N/A 320 332 708 | Expenditures for corporate citizenship activities products and services. This was performed us-
Shareholders| 17,246 | 17,265 | 7,971 | 7,969 | 19,960 | Dividends ing Sanko Net, an intranet site administered by
; Daiwa Sanko Co., Ltd., one of our group firms.
Creditors | 14,890 | 11,134 | 8388 | 7,821 | 5,500 | Merestpayables, excluding those , .
arising from securities transactions Of this total procurement, 29%, or ¥20 million,
TS 77.403 10,930 20,026 26,424 46,921 Totalofcunentmcqme‘taxesj (eferred \ncqmetaxes‘and was made based on green procurement stand-
other taxes and duties including consumption tax paid . ) .
— - ards, which take social and environmental fac-
Renedwitincompany |~ 47,303 | 147,812 | A 14,293 34,667 32,705 | Amount of internal reserves .
tors into account.
m Distribution of economic value to stakeholders (FY2004)
””””””””””””””””””””””””””””””””” (¥ million)
Within
. company
Economic 13.2%
value
. 248,635
Economic report
revenues Governments Employees
,,,,,,,,,,,, 0,
438,324 Other expenses 18.9% 57.4%
38,423 o
S&GA '
expenses X Cr;g'g/orSJ Shareholders
126,038 Cost of sales o '
,,,,,,,,,,,,,,,,,,,,, 25,228 . Society 0.3%
Revenues Expenditures *The totals may not always add up due to the rounding of figures.
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Initiatives for Customer Satisfaction

Among the many relationships the Daiwa Securities Group has with various types of customers,
this section focuses on initiatives taken by Daiwa Securities Co. Ltd. to improve the satisfaction of individual customers.

Make continuous efforts in post-sales follow up: Increase frequency of customer
contact, study customer needs, and improve quality of proposals to customers.

Check basic actions: Be thorough in carrying out basic procedures
and providing fundamental services.

Provide information that is easy for customers to understand: Use simple,
straightforward language in documents and forms, etc., intended for customers.

Increase customer satisfaction by improving sales organiza-

Results and progress for fiscal 2004

Held information provision seminars after product purchase, and
raised the customer contact frequency by staff and superiors.

Established leaders in each office with the goal of greater
accountability on basic business etiquette and proper conduct.

Prepared easy-to-understand materials, handled
account statements electronically, and simplified paperwork.

Started a new sales system that meets customer needs

tion and service programs.

(set up the Consulting Section, etc.).

Approach to
customer satisfaction

The improvement of customer satisfaction is
one of the most important issues in man-
agement. The Daiwa Securities Group is
now working to establish a sales system
that will provide new services for increased
customer satisfaction, based on feedback
from customers.

m Daiwa Securities Group Brand Statement
(established March 2001)

At the Daiwa Securities Group, we are com-
mitted to acting as our clients' best partner
and to promoting their financial wellbeing. In
order to achieve this, we shall redefine cur-
rently accepted best practice drawing on the
following three core values.

We Shall Provide Products and Services
that Exceed Expectations

It is important that we apply detailed knowl-
edge of customer needs, innovation in our in-
ternal processes and a strong customer fo-
cus to provide solutions that routinely exceed
customer expectations.

We Shall Bring the Full Strength of the
Group to Bear

Cooperation among group companies
sweeping aside traditional corporate barriers,
a flexible approach to business and swift de-
cision making will enable us to offer compre-
hensive financial services precisely geared to
meeting our customers' financial goals.

We Shall Be a Leader in Defining Financial
Best Practice

Exploitation of our substantial store of pro-
fessional knowledge and a pro-active ap-
proach to team building will enable us to re-
main pioneers in our marketplace.
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I Initiatives to address issues
that arose in 2004

1 Ongoing initiatives for post-sales follow up**
Daiwa Securities Co. Ltd. holds seminars on
investment trust products owned by many
investors, and is actively working to provide
information after product purchases.

We are improving customer materials and
raising the level of information provided to
customers. We are also striving to offer bet-
ter quality post-sales follow up by increasing
opportunities for direct customer contact,
not just by the staff involved, but also by the
sales representative's superior.

1 Emphasis on basic etiquette

In November 2004, leaders were established
in each office with the goal of greater ac-
countability on basic business etiquette and
proper conduct.

1 Making things easy for customers to understand
We consider the need for understandability
when preparing materials, diagrams, and
graphs for distribution to customers. We
have also simplified paperwork relating to
specification accounts, and have introduced
electronic delivery of account statements.

*1. At Daiwa Securities Co. Ltd., we use the term “post-sales follow
up" to describe follow-up service after product sales.

Organizational improvement for
better handling of complaints

In order to increase customer satisfaction,
we quickly identify any problems that arise
due to differences in awareness between a
customer and the company, or issues relat-

ing to investor protection. We also empha-
size listening to customers in strengthening
our compliance efforts.

As a result, in October 2004, we moved
the Customer Support Center from under
the Customer Satisfaction (CS) Promotion
Department of the Sales Strategy Division,
to the Compliance Division. In April 2005,
we set up a Customer Support Dept. in the
Compliance Division. Through the focused
management of the Customer Support
Dept., a faster and more appropriate system
for handling complaints from customers is
now in place, including complaints received
by the Customer Support Center and the
branch offices.

Customer Support Center
inquiries and response

The Customer Support Center received 5,791
calls from customers in fiscal 2004. Of these,
a majority of calls (4,068) were inquiries, while
1,714 were complaints. Most of the com-

= Number and types of calls received
by the Customer Support Center

Calls
0 1,000 2,000 3,000 4,000 5,000 6,000

FY2002 = 1,295 3,355 | 41

FY2003 1,622 4,130 46 |

FY2004 1,714 4,068 9
Complaints Inquiries [l Feedback



plaints were related to service provided by
branch offices, or employee etiquette.

The Customer Support Center issues a
Customer Support Center Monthly Report,
which is sent to executives, all branch man-
agers, internal administration supervisors in
the branch offices, and division general
managers. This allows the details of custom-
er complaints to be shared among all the
relevant personnel. We are striving to im-
prove our operations in each office based on
customer feedback.

I FY2004 customer
satisfaction survey

Every year since fiscal 2001, Daiwa Securi-
ties Co. Ltd. has been carrying out a cus-
tomer satisfaction survey in order to assess
customers' opinion of our services and help
us provide even higher quality services. The
results of the fiscal 2004 survey showed an
increase in overall customer satisfaction
compared to the previous year.

We increased our customer satisfaction
for all the items related to post-sales follow
up, including frequency, timing, and content,
but levels remained low compared to the
other evaluation items. We are aiming to in-
crease these scores further, and follow up
service will continue to be an important area
of focus.

Future issues and targets for fiscal 2005

Based on the results of the fiscal 2004 cus-
tomer satisfaction survey, Daiwa Securities
Co. Ltd., will continue to actively empha-
size post-sales follow up in fiscal 2005. We
are working to increase the convenience of
our offices with information technology, and
will further improve services to customers
using the Daiwa Direct course on invest-
ment. Also, we are renovating our offices to
create spaces that will appeal to a wider
range of customers.

m Results of the fourth annual customer satisfaction survey

9.0
§ Points to maintain Important points to maintain
o
= Staff appearance (+0.1) Service and
'g ° etiquette of staff (+0)
Q ° ° °
5—(2 8.0 Office cleanliness (-0.2) Telephone Pfrottiuftf:t(fgc;\;vledge
@ - e of stal .
T etiquette (-0.1) e Prompt action by staff (+0.1)
%) :
anvenlen;e of Product knowledge at the office (£0)
office location (+0.2) e °
L] N
Office layout (-0.1) Fast service by ® Easy-to-understand
-0 4 ) the office (-0.1) explanations at the office (+0.1)
i Level of office information e Switching clients ¢~ ® Customer-oriented approach (+0.2)
technology (-0.1) to différent staff
e Advice that matches
member (-0.2) customer goals (£0)
Friendliness toward ° Easy-to-understand
Service from staff  nvestment novices (-:0.1)  transaction statements (+0)
6.0 supervisor (+0.20Je ®  Product lineup (+0.1)
.. . °
compared to éoe:'lepl):tgtfﬁgv(fg) Satisfaction level with
post-sales follow up (+0.1) Important points
Points to watch for improvement
5.0
5.6 6.7 7.8 8.9 10.0

Importance level

* During November and December 2004, a questionnaire was mailed out to 5,000 Daiwa Securities customers; 1,770 replies were received.

% The graph above shows some of the 52 survey questions. There were five satisfaction levels from very high to very low, and three importance
levels, with "neutral” for both assigned 5.0 points. The average customer satisfaction score for every one of our customers was over 5.0.

* The bracketed figures indicate satisfaction score increase/decrease from the previous survey, which was carried out in November 2003.

m Evolving important improvement points based on the customer satisfaction survey

FY2002

FY2003
Key points for improvement Key points for improvement

Satisfaction level with post-sales follow-up Satisfaction level with post-sales follow-up

Advice that matches customer goals Advice that matches customer goals
Customer-oriented approach Customer-oriented approach
Compared to competitors

Accuracy of overall information

Gey points for improvement

Satisfaction level with post-sales follow-up
Advice that matches customer goals
Customer-oriented approach
Easy-to-understand reports

Switching clients to different staff member

FY2003

Stakeholder comment

Customer satisfaction initiatives of the Daiwa

Securities Group

A book on customer satisfaction written over 20 years ago in the
United States is still available in new editions. In this book are ex-
cerpts from customer letters: "A person who buys clothes is not
actually looking for clothes, but rather a sophisticated look™; "A
person who buys a toy is not looking for a toy, but is in fact seek-
ing to make a child happy."”

Therefore, it seems to me that what investors are actually seek-
ing from the securities industry is "the pleasure of increasing as-
sets" and "a secure and happy retirement.” It is important that we
continue our efforts to help customers reach their real goals in or-
der to secure the sustainability of the Daiwa Securities Group.

Hiroyuki Sato

Deputy General Manager

CS Promotion Section, Sales Planning Department,
Daiwa Securities Co. Ltd
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Social Report

Human Values and Human Resource Utilization

The source of competitiveness for the Daiwa Securities Group is its people. We are working to create outstanding work environments
and improve our human resources system, which is designed to help employees to feel motivated, proud and satisfied in their work.

Leadership Program.

human resources.

Review job descriptions and improve workplace environments
with the aim of stabilizing employment of persons with disabilities.

Achieve target of 20% group-wide enrollment in Daiwa >

Enhance personnel system with goal of fostering professional

In fiscal 2004, 62 people entered the program, and at the end of the fiscal year 14% of
the deputy general managers (career-track employees) had graduated from the program.

On June 1, 2005, a qualification point system was introduced as part of the promotion criteria. There
will be a transition period until fiscal 2007, and full-scale implementation will begin in fiscal 2008.

Results and progress for fiscal 2004

- Ongoing regular interviews with Personnel Department staff.
- Held a get-together for employees with hearing disabilities (9 participants)

Basic approach to
human resources

In order to develop personnel that are a com-
petitive resource for the Daiwa Securities
Group, we are working to create a human re-
sources system that reflects the idea of hu-
man values mentioned in the Group's Corpo-
rate Principles. Starting in fiscal 2003, we
have been focusing on Performance-based
Evaluation System, broadening employee
choices, establishing a fair evaluation system,
and qualitative improvement of personnel.

m Basic employee statistics (paiwa Securities Group Inc.)

Average annual salary” ¥8.68 million

Average age 37.1 years old

Average number of years of service 10.7 years

(as of March 31, 2005)

1 The average annual salary includes bonuses
and other forms of additional remuneration.

Initiatives for recruitment

1 Policies and initiatives for fair hiring

The Daiwa Securities Group has establish-
ed guidelines for respecting human rights
and for recruitment based on fair and ob-
jective evaluations. Those involved in hiring
are thoroughly familiar with these guide-
lines, and they have also been posted on
our recruitment information site for job-
seekers to see.

Employment information web site (Japanese only)

http://www.daiwa.jp/recruit/ |
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1 Hiring by career path

The Daiwa Securities Group operates its hir-
ing system based on different career paths,
since each of its member companies have
different business functions. Job candidates
are selected for each career path, based on
the business areas of retail securities, in-
vestment banking, asset management, re-
search, systems consulting, and venture
capital. The system then assigns candidates
to specific group companies based on the
career path, though with the proviso that ca-
reer paths generally require exchanges of
personnel between group companies.

1 College internship system

At Daiwa Securities SMBC Co. Ltd., the fi-
nancial industry's first internship program
based on open applications was started in
2001. It is an opportunity for university stu-
dents to learn about investment banking ac-
tivities, to make direct connections with em-
ployees working on the frontlines, and to get
a feel for the work and the atmosphere of
Daiwa Securities SMBC.

The participants undertake work projects
set by their departments and make presenta-
tions on their results on their final days. The
employees also take part in the project, ob-
serve the presentations and discuss them. It
is more than an internship system that func-
tions like an extended company tour, as it is
an opportunity for students to get real
hands-on work experience and to obtain
specialized knowledge and experience.

m Number of new graduates employed in entire Daiwa Securities Group

(persons)
April 2003 April 2004 April 2005
Career-track employees Male 326 203 252
and regional career-track
employees*! Female 274 147 235
Male 0 0 0
General employees*?
Female 54 28 81
Male 12 11 35
Financial advisors*®
Female 6 16 40
Total 672 405 643

*1.Regional career-track employees make up a class of career-track employees established at Daiwa Securities in 1998. These employees stay in one region
and are not subject to transfers that require a change of residence. Full-scale hiring of new graduates into this class began in April 2002.

*2.General employees make up a class that was created in April 2003 by blending the old general employee class with the old area general employee class.

*3.Financial advisors are employees who work in sales at Daiwa Securities Co. Ltd., under one-year contracts.



1 Employment of persons with disabilities

As of the end of March 2005, the average
percentage of our workforce made up of
employees with disabilities is 1.89% across
nine group companies, which is above Ja-
pan's legally required level of 1.8%. The per-
sonnel departments of Daiwa Securities
Group companies regularly conduct person-
al interviews with employees with disabilities
to ensure that that they are facing no unnec-
essary obstacles in their work, and are able
to enjoy job satisfaction. In June 2004, we
held a get-together for hearing-disabled em-
ployees, attended by nine people. These
employees were able to strengthen ties with
each other, and also offered suggestions for
improvement.

m Percentage of workforce made up of employees with disabilities
(average for nine group companies, as of the end of each fiscal year)

%
2.00

1.90
1.90 189
1.80

1.70

1.60

FY2002 FY2003 FY2004

m Employees of entire Daiwa Securities Group

Realizing people-friendly
work environments

1 |nitiatives to ensure human rights

In its Code of Conduct and Ethics, Daiwa Se-
curities Group Inc. prohibits discriminatory
treatment for reasons not related to fair busi-
ness practices, as well as banning sexual and
other forms of harassment. A Human Rights
Awareness Promotion Committee has also
been established with the director of human re-
sources as its chairman. Regular human rights
awareness training is carried out once a year.
We are a member of the Industrial Federation
for Human Rights, Tokyo, and we strive to pro-
tect human rights. One of our activities in this is
human rights awareness training programs.

= Employee welfare system usage (Daiwa Securities Group Inc.,
Daiwa Securities Co., Ltd., and Daiwa Securities SMBC Co.Ltd.)

(persons)

FY2002 FY2003 FY2004

Employees taking |Female 80 81| 115
i *

childcare leave Male 0 0 o

Employees taking |Female 1 0 0

family-care leave | male 0 0 0

*Employees eligible for childcare leave include non-regular
employees (contract employees).

*Since maternity leave is a legal requirement, the number of
employees taking this leave is not listed.

(persons)

As of March 31, 2003

As of March 31, 2004

As of March 31, 2005

Gl Fina?ncial Temporary ES Finefncial Temporary T Fingncial Temporary
advisors |employees* advisors |employees* advisors |employees*
Male 6,799 123 -1 6,920 166 -1 6,879 258 -
(career-track*4)[ 6,1510] 0-0 76,1970 0-0 16,1270 0-0
= (manager) [ 3,055[0] 0-0 1 3,180C] 0-0 1 3,27801 0-g
,%‘ Female 3,573 801 -| 3,463 728 -1 3,220 690 -
(career-track®?)[) 1,372(] 0-0 01,3770 0-0 01,2581 0-0
(manager) 0390 0o-0 0550 o-o 0750 o-g
Japan total | 10,372 924 | 1,242 10,383 894| 1,379 10,099 948| 1,608
Overseas 1,187 - 23| 1,182 - 36| 1,196 - 44
Total 11,559 924 | 1,265 11,565 894| 1,415| 11,295 948| 1,652

*1.Temporary employees are part-time employees; the figure shown here is the average number of such employees over the year.
The temporary employee class is made up mostly of women.
*2.Includes regional career-track employees and specialist positions.

1 Employee welfare system

With the aim of creating more people-friend-
ly work environments, we are working to im-
prove our employee welfare program.

Employees on maternity leave are paid
their full monthly salary, and are also eligible
for childcare leave of up to two years, which
is longer than required by law. Although
male employees are also entitled to child-
care leave, none have taken it so far, so we
are encouraging them to do so.

Employees are also eligible for up to 365
days of family-care leave, which also sur-
passes the legal requirement. In the case of
an employee whose spouse is in need of
care because of an iliness or other hardship,
a grant is available to cover home-helper ex-
penses for up to sixty days. These benefits
have not been used very much yet, and we
will actively promote their use in the future.

1 Overtime hours and paid vacation usage rates
The average overtime working hours per
month increased from 25.6 hours in fiscal
2003, to 29.3 hours in fiscal 2004. This was
due to the sudden increase in stock certificate
acceptance work in December 2004, resulting
from the introduction of a specification ac-
count system at Daiwa Securities Co. Ltd.
The Daiwa Securities Group aims to reduce
the number of overtime work hours, and in
May 2005, we began turning off the lights at
10 p.m. in the Daiwa Securities Headquarters
Building.

The paid vacation usage rate grew slightly from
33.0% in fiscal 2003, to 33.2% in fiscal 2004.

m Working hours and paid vacation usage rate (Daiwa Securities
Group Inc.,Daiwa Securities Co. Ltd., and Daiwa Securities SMBC Co. Ltd.)

FY2002 FY2003 FY2004

Annual regular
working hours (Hours) 1,845.0|1,860.0|1,837.5

Average monthly

overtime hours* (Hours) 222

25.6 29.3

Paid vacation usage rate | 34.1% | 33.0% | 33.2%

*This is the number of Employees’ Union members in Daiwa Se-
curities Group Inc., Daiwa Securities Co. Ltd., and Daiwa Securi-
ties SMBC Co. Ltd.
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Human Values and Human Resource Utilization

Creating work environments
that encourage women

1 Active recruitment and promotion
The Daiwa Securities Group is engaged in vari-
ous initiatives to expand career opportunities
for women. Four seminars were held between
December 2004 and February 2005 for female
university students interested in career-track
employment. These included lectures by fe-
male executives and small discussion groups
with young female career-track employees. At-
tendance for the seminars reached 222 wom-
en; we had the highest number of female ap-
plicants for career-track employment and the
highest number of informal job offers to date.
We are also actively promoting women to
management positions. As of March 2005,
there were three female branch managers
(Daiwa Securities Co. Ltd.), and two female
general managers at group companies. In ad-
dition, we have promoted 75 women to man-
agement positions (2.2% of the entire man-
agement). As of June 2005, there are now
three female branch managers, and four fe-
male general managers.

u Estahlishment of the Women's Advancement Action Team
In February 2005, we established the Wom-
en's Advancement Action Team (tentative
name) consisting mainly of the female staff of
the Personnel Department of Daiwa Securities
Group Inc. The team began looking into the
improvement of work environments and the
Daiwa Securities Group initiatives relating to
the Next Generation Education and Support
Promotion Act.

On June 1, 2005, the start of this new initia-
tive was announced in-house. We will contin-
ue to promote full-scale efforts for this initia-
tive in the future.

Human resource and
skills development

The Daiwa Securities Group carries out vari-
ous types of training based on the idea that it
is human resources development that deter-
mines a company's competitiveness. In addi-
tion to training that meets the needs of indi-
vidual group companies, we perform cross-
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group training including combined orientations
for new employees, and selective manage-
ment training.

1 Combined new employee orientation

The Daiwa Securities Group has a shared pro-
gram for the training of new recruits in order to
promote better communication across the en-
tire Group and for new employees to learn
about social responsibility, corporate ethics
and our Corporate Principles. The program
sets aside one day for social responsibility
learning including human rights. New recruits
engage in corporate citizenship activities such
as experiencing visual disability through a
blindfold exercise, learning sign language, or
offering care support in an elderly home. An
hour has also been designated for new em-
ployees to learn about corporate social re-
sponsibility. Outside experts have been invited
as guest lectures since fiscal 2004.

Presentation at combined new employee orientation

1 Selective management training

As of June 2005, 130 people have graduated
from the Daiwa Management Academy pro-
gram, which was instituted in 2000 for general
managers; 356 people have completed the
Daiwa Leadership program started in 2001 for
deputy general managers. We are striving to
develop human resources that will serve as
the next generation of leaders.

u Skills development training

Amid the major changes in the environment
faced by financial institutions, the Daiwa Se-
curities Co. Ltd., introduced a Professional
Certification System in fiscal 2004, in order to
focus on the important issue of professional
development for our employees. We are aiming
to award the first certifications in April 2006. In
fiscal 2004, we carried out Consulting Skills

Training over six months, which culminated in
a certification exam. 190 professional certifica-
tion candidates have taken the course.

® Implementation of qualification criteria for promotion
In June 2005, we greatly expanded the sup-
port system for obtaining qualifications, along
with the introduction of fixed qualification cri-
teria for personnel promotion. We have set
"gualification points" for each managerial post
or grade, and are promoting the acquisition of
knowledge and credentials befitting an organi-
zation of professionals.

m Persons earning credentials (nine group companies)

(persons)
Chartered Member of the Security Analyst Association of Japan | 1,211
Chartered Financial Analyst (USA credential) 39
Financial Planner (AFP) 2,499
Financial Planner (CFP) 193
Licensed Tax Accountant 11

Variable insurance sales credentials 5,423

System Analyst 25

Overseas MBA program graduate, etc.* 117

(as of March 31, 2005)

* Persons sent by the Group to earn degree. Other degrees
include master's degrees in law and international affairs.

1 Intra-Group Job postings
Our internal recruiting system facilitates per-
sonnel transfer across the Group, in order to
realize the potential of employees with ambition
and ability. In the summer of 2004, there were
13 successful candidates out of 65. In the
spring of 2005, there were 24 successful appli-
cants out of 87, marking a substantial increase.
The total number of applicants since the
start in summer 2000 is 494, 95 of whom have
been successful in their new positions.

A more impartial personnel
evaluation system

With the aim of achieving fairer personnel evalu-
ations, we perform "mutual evaluations” be-
tween superiors and subordinates, as well as
"360 degree evaluations" where employees are
evaluated by those in other positions they have



close connections with. Compliance objectives
are also included in personnel evaluation, and
are used for determining personnel reassign-
ments and promotions. We have implemented
evaluator training in order to improve the degree
of acceptance for individual evaluations.

Communication
with employees

We have established opportunities at our
group companies to hear from employees di-
rectly, through a semi-annual self reporting
system, and through interviews with the Per-
sonnel Department. We have also set up ways
for employees to submit opinions to the com-
pany through the Corporate Ethics Hotline,
and employee counselors.

We are also maintaining good labor rela-
tions, including the preparation of plans for
the Next Generation Education and Support
Promotion Act in consultation with the Daiwa
Securities Group Employees' Union. We main-
tain close communication with the union
through spring wage negotiations, and a union
member questionnaire at the time of semi-an-
nual bonus payments. As of March 2004,
5,786 employees are members of the union.

m Number of Employees' Union members

(seven group companies,* as of the end of each fiscal year)

(persons)

FY2002 FY2003 FY2004

Number of Employees' Union members | 6,388 | 6,220 | 5,786

* Excluding Daiwa Asset Management Co. Ltd., which has its own employees'
union, and Daiwa Property Co., Ltd., which has no employee union.

Retirement lifestyle support

The Daiwa Securities Group has a system to sup-
port the lifestyles of employees after they retire.
The Daiwa Elder System is a reemployment
system for those employees who have reached
mandatory retirement age. In fiscal 2004, we
reemployed 84 people by increasing our job
matching abilities. One program we offer is
called the Senior Work system, which finds po-
sitions for employees that are 55 or older un-
der a policy of assigning them to their desired
locations for retirement life whenever possible.

m Employee success results for intra-Group job postings

(Persons)
Period Jobs offered Applicants S;E,ﬁf:,:fsl
Summer 2000 Fund manager, analyst, venture capitalist 12 2
Winter 2000 Work abroad 71 6
Summer 2001 !:und manager, ar)alyst_, venture capitalist, investment 58 7
information, principal finance, etc.
Summer 2002 Fund manager, mergers and acquisitions, derivatives, work 60 s
abroad, internal wholesaler, satellite broadcaster, etc.
Individual and corporate sales, analyst, derivatives,
Summer 2003 venture capitalist, internal wholesaler, dealer, trader 81 19
Analyst, money manager, SMA consultant, sales,
Winter 2003 consultative planning, dealer, trader, derivatives, 60 16
management consultant, pension consultant
Compliance, product development, mergers and acquisi-
Summer 2004 tions, research, analyst, venture capitalist, fund manager 65 13
. Compliance, investment advisor, mergers and acquisitions,
gl 200E principal finance, analyst, venture capitalist, fund manager 87 24

We also have a program called the Voluntary
Retirement system, which offers individuals a
wide range of choices, as well as the Second
Career Support Leave, which provides two
months leave for retirement job hunting or
preparations to start a new business.

m Usage of the Daiwa Elder System

(Daiwa Securities Group Inc., Daiwa Securities Co. Ltd.,
and Daiwa Securities SMBC Co. Ltd., as of the end of each fiscal year)

(Persons;

FY2002 FY2003 FY2004

Number employed through
the Daiwa Elder System 57 68 84

Stakeholder comment

Future issues and targets for fiscal 2005

In fiscal 2005, we will strive to improve
work environments and revise job descrip-
tions, with the goal of retaining employees
with disabilities. We will launch full-scale ef-
forts to improve the training system for the
development of professional human resour-
ces, and to create work environments that
encourage women.

Human Values and Human Resource Utilization . Social Report

Thoughts on creating work environments that encourage women

In the past, there were no clear standards in the Daiwa Securi-
ties Group on career paths for women such as the work experi-
ence necessary for promotion. Recently however, there has been
an increase in the appointment of women to managerial posi-
tions, and women now have a clearer idea of how they can pur-
sue a career in the Group. The female employees seem to have
higher morale as a result. There has also been an improvement
in the awareness of childcare leave in the workplace, making it
easier for women to take advantage of the system.

| think that steady progress has been made, and | hope that
more measures will be taken in the future to help women in the

workplace.

Naoko Saito
Branch Manager
Nakano Branch, Daiwa Securities Co., Ltd.
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Working with Society as a Good Corporate Citizen

We are promoting measures to enhance the relationships we enjoy with local communities,
based on the conviction that our activities as a good corporate citizen are an investment in society.

Partner with recipients of aid from foundations and perform com-
munity-based corporate citizenship activities through branch offices.

Promote group company employees' understanding of volun-
teer activities through "welfare experience courses."

Results and progress for fiscal 2004

Deepened communication through the holding of informal gath-
erings and grant presentation ceremonies at branch offices.

Promoted better understanding through sign language classes,
visual disability simulation exercises, and visits to nursing homes.

I Initiatives for social issues

The Daiwa Securities Group invests in society
through its corporate citizenship activities. In
fiscal 2002, we began creating a system ena-
bling branch offices of Daiwa Securities Co.
Ltd., to receive assistance requests from local
communities, as part of the promotion of our
measures to enhance our relationships with
local communities.
Our efforts are divided into four sectors:
(1) Education and research activities in the
fields of economics and finance;

(2) Support for volunteer work by employees;
(3) Assistance for local communities in Japan
and abroad through our foundations; and

(4) Support for culture and the arts.

m Contributions to corporate citizenship activities

(¥ thousand)

Target sectors FY2003 FY2004

(1) Edugation and research activities in 212,500 | 184,040
the fields of economics and finance

(2) Support for volunteer 4,870 4310
work by employees

(3) Assistance .through 15.000 | 160,000
our foundations

(4) Support for culture 100,000 | 360,000
and the arts

Total 332,370 | 708,350

Education and research activities in
the fields of economics and finance

Partnership between companies and universi-
ties in the areas of education and research is
an important way to contribute to the devel-
opment of the Japanese economy. In fiscal
2004, we developed support for researcher
exchange, including Daiwa-sponsored cours-
es and joint research with Waseda Graduate
School of Finance, Accounting and Law. We
also continued to support economic educa-
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tion in elementary, junior high and senior high
schools. For details see pages 12 to 15.

Initiatives to increase the number of
employees doing volunteer work

Volunteer activities expand the outlook of em-
ployees, create a new sense of values, and in-
crease the flexibility of the organization. In
conjunction with CSR training, the new em-
ployee orientation includes social welfare ex-
perience courses that consist of hands-on ex-
periences such as learning sign language,
doing visual disability simulations, and help-
ing out at nursing care facilities. We also post
volunteer opportunities on
the Daiwa intranet for the
benefit of interested em-
ployees. In fiscal 2004,
a total of 2,295 em-
ployees participated
in 100 volunteer pro-
grams.

Information for group employ-
ees on volunteer opportunities

Main employee
volunteer activitie

Our volunteer activities are broadly divided in-
to independent activities carried out by the

Daiwa Securities Group on its own, and gen-
eral activities performed in conjunction with
local community groups and NPOs.

As part of our independent activities, 41
group employees participated in a forest
maintenance project carried out on Mt. Takao,
near Hachioji, Tokyo. Ten employees also par-
ticipated in a general activity that involved a
visit to Tokyo Disneyland with disabled peo-
ple. These participants thoroughly enjoyed
the experience, and expressed how meaning-
ful it was to create an environment where a
large group of the disabled could actively en-
joy themselves alongside the rest of society.

We are also engaged in activities for utiliz-
ing canceled postage stamps, recycling plas-
tic beverage bottle caps, and raising funds to
help the victims of natural disasters.

Forest maintenance on Mt. Takao

m Results of employee fundraising and recycling activities(FY2004)

Contributions for the Chuet-
su earthquake in Niigata
(Incluing those from retired
employees)

Disaster relief for the
victims of the Suma-
tran earthquake and
South Asian tsunami

¥85 million

Used prepaid
cards

¥8 million

Foreign coins

27,400 cards 40 kg

Plastic bever-
age bottle caps

1,090.0 kg

Foreign bank notes

Canceled post-
age stamps

Used telephone
cards

300 kg 3,200 cards

Bell Mark
2,549 points =

Calendars

830 sets

Pocket diaries

171 copies

¥2,549

(From Aug. 2004 to Feb. 2005)

79 notes




Assistance for local communities in Japan
and abroad through our foundations

The Daiwa Securities Health Foundation pro-
vides assistance to hospitals and universities
for the advancement of empirical research re-
lating to social welfare, and for promotion of
health among the middle-aged and seniors. In
fiscal 2004, the Foundation provided total as-
sistance funds of ¥30 million to 30 projects.
The Daiwa Securities Welfare Foundation pro-
vides support for volunteer activities and re-
ceived a record 750 assistance applications in
fiscal 2004. Based on the results of applica-
tion reviews, the Foundation provided a total
of ¥47 million in assistance to 206 projects
carried out by volunteer organizations. Both of
these Foundations solicit applications publicly
and select assistance recipients based on the
results of reviews.*!

The Daiwa Anglo-Japanese Foundation was
set up to support activities that promote mu-
tual understanding between Japan and the
UK, and each year it provides scholarships for
British students to come and study in Japan.
In fiscal 2004, seven students came to Japan.

1. Details on the application procedures are available online at:

http://www.daiwa.jp/branding/
kouken/

(Japanese only)

areas affected by the Sumatran

I Support for reconstruction in the
earthquake and South Asian tsunami.*

As a reconstruction measure for the victims of
the Sumatran earthquake and South Asian tsu-
nami that struck in December 2004, we began
a 10-year support effort in 2005 targeting
NGOs in the three affected countries of Indo-
nesia, Sri Lanka, and India. We established
"the Daiwa Securities Group Tsunami Recon-
struction Fund" as part of the Asian Communi-
ty Trust (ACT), and are donating ¥10 million per
year for a period of 10 years. This is a long-
term reconstruction program that supports lo-
cal NGOs in the affected countries, by provid-
ing livelihood assistance in the three areas of
educational opportunities for children, coun-
seling services, and micro-finance projects.*®
The Asian Community Center 21(ACC21)
provides professional assistance in monitoring
the activities of the local NGOs overseas,

while the Sumitomo Trust & Banking Co., Ltd.,
offers its services for the fund management.
By utilizing the financial system that makes up
the Daiwa Securities Group's core business,
we are able to help meet the long-term needs
of recipient communities in a way that is not
possible with one-time contributions.

E§grra-
SN

Children in Tricomalee (received by ACC21 from a local NGO)

m ACT system

Program implementers
Local overseas NGOs

Monitoring

Grant provision Activity reports

Secretariat Trustee

Asian Community Center 210 sumitomoTrust& Banking Co., Ltd.

Activity report

Contributions Evaluation report

Contributor
Daiwa Securities Group

*2. See page 18, "Disaster Assistance through Corporate-NGO Partner-
ships,” for information on our reconstruction support efforts for the vic-
tims of the Sumatran earthquake and South Asian tsunami.

*3. Financial services including deposit accounts and small-scale loans
for low-income earners.

Stakeholder comment

Support for culture and the arts

The Daiwa Securities Group provided funding
for the Slovakia Philharmonic Orchestra's To-
kyo performance in June 2004. Daiwa Securi-
ties SMBC Co. Ltd., also gave special support
for the Berlin Philharmonic Orchestra's tour of
Japan in November of the same year.

Special support was also provided for the
Louvre Museum exhibitions held in Yokohama
and Kyoto from April to October, 2005. As part
of this effort, we held a private viewing of the
Louvre exhibit for 65 people with disabilities
(plus 63 companions for a total 128 people) on
May 26, 2005

Special exhibition #=
viewing =y

Future issues and targets for fiscal 2005

In fiscal 2005, we plan to further expand
our independent volunteer program to allow
more group employees to participate.

The Daiwa Securities Group understands
that its own sustainability as an enterprise
is intimately linked with the sustainability of
society. As a good corporate citizen, we are
actively engaged in efforts to address so-
cial issues in four priority sectors we have
selected, and we are helping to foster a
sustainable society.

Participation in volunteer activities

| participated in the forest maintenance project on Mt. Takao with
my wife and son. Half of the time was spent listening to an intro-
ductory lecture on the environment, and the other half of the time
we helped to thin out the forest undergrowth. | think this was a
good balance of activities, as it is important to understand the rea-
son behind the forest thinning work. After just an hour and a half, |
was drenched in sweat, so it was definitely not easy work. Howev-
er, | felt that | wouldn't mind doing more actual work next time. Al-
though there has been an increase in the selection of Daiwa-spon-
sored volunteer activities, it seems that there are not enough
people participating in them. In the future, | think | will make an ex-
tra effort to invite my family and friends to participate with me.

Yuji Koseki
General Manager, Information Technology Department
Daiwa SB Investments Ltd
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Environmental Initiatives

The Daiwa Securities Group recognizes that the global environmental impact of its business activities is not inconsequential. It is working to
build an environmental management system and increase the environmental awareness of its employees.

Strengthen environmental communication with the goal of
raising group employees' environmental awareness.

Study effectiveness of implementing ISO 14001, taking into | 4
account characteristics of each business area.

Achieve greenhouse gas reduction target (1.9% less than
FY2001, CO: equivalent) at Daiwa Eitai Building.

to fiscal 2001.

Achieved reduction target with an 11.3% reduction compared

Results and progress for fiscal 2004

Published "Dr. Sustaina's Environmental Course," a serial on
environmental communication, in in-house magazine, Fulji,
with aim of increasing group employees' environmental
awareness (three installments appeared in FY2004).

In view of our business area, decided not to implement ISO
14001 group-wide at present. Established Environmental
Management Committee in May 2005 to increase precision of
our independent environmental management system.

Our perspective on
environmental problems

Although the Daiwa Securities Group's busi-
ness activities have a relatively small impact
on the global environment compared to the
manufacturing industry, their absolute im-
pact is not inconsequential. We view the
continuous reduction of environmental im-
pact as a corporate responsibility, regardless
of industry or business category. We are
continuing to make efforts to reduce our en-
vironmental impact.

In fiscal 2001, we set about collecting en-
vironmental impact data. In fiscal 2004, we
started preparations to build our own envi-
ronmental management system.

Liaison committee established to help build
an independent environmental management system

Daiwa Securities Group Inc. conducted a study
between February and March 2005 to bring the
debate over the pending question of whether
to acquire ISO 14001 certification to a conclu-
sion. As a result, it was decided to forego cer-

I3 Breakdown of CO. emissions by energy type (graph 1)
5(_3;2 Water and

Fuel (gasoline, heavy — sewg(r;ge
oll, light oil) — ?
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Electricity
86.4%

FY2004
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tification, and rather, to build an independent
environmental management system.

Accordingly, in May 2005 Daiwa Securities
Group Inc. established the Environmental
Management Committee, chaired by the ex-
ecutive responsible for CSR, and it is now
preparing to install an independent environ-
mental management system.

I Reducing CO: emissions

In fiscal 2004, the Daiwa Securities Group re-
duced its CO2 emissions by 2,109 tons (5.4%)
from fiscal 2003 to 37,009 tons.*” In Japan,
CO: emissions per employee* were brought
down 0.17 tons to 2.92 tons. Moreover, in fis-
cal 2003, the Daiwa Securities Co. Ltd. Head-
quarters Building and the Eitai Daiya Building
achieved the numerical targets for reduction of
CO: emissions specified in the Global Warm-
ing Action Program that we submitted to the
Tokyo Metropolitan Government in fiscal 2002.
In fiscal 2004, the Daiwa Eitai Building re-
duced emissions by 11.3% from fiscal 2001,
achieving the 1.9% reduction target.

1 Electricity usage over time (graph 2)

MiIIionlkgv(l; égievfgcseegﬂirlgiigg f)r%lrlih offices
w0 90 95.24 89.55
80
60
40
20
FY2002 FY2003 FY2004

* For the scope of data, see the "Scope of
Environmental Impact Data" table on page 45.

+1 Calculated CO: equivalent of fuel, electricity, gas,
water, and sewerage usage of the Daiwa Securities
Group at its 18 major office buildings and the branch
offices of Daiwa Securities Co. Ltd., across Japan,
using the Ministry of the Environment's greenhouse
gas emissions conversion formula.

+2 For a total of 12,655 employees, including regular
employees, financial advisors, and temporary
employees in Japan. For details see "Human Values
and Human Resource Utilization" on page 39.

Reducing electricity and
water usage

In fiscal 2004, we reduced our electricity us-
age by 5.69 million kWh (5.9%) from that in
fiscal 2003 to 89.55 million kWh. One of the
primary factors in drastically reducing elec-
tricity usage was to install inverters on the
57 computer room air conditioners in the
Daiwa Eitai Building; these facilities had
consumed a lot of electricity compared to
our other business sites.

We reduced our water usage from the pre-
vious year by 27.36 million liters (6.2%) in
fiscal 2004, to 411.07 million liters.

[ Water usage over time (graph 3)
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* For the scope of data, see the "Scope of
Environmental Impact Data" table on page 45.



Resource conservation,
recycling, and waste reduction

In fiscal 2004, paper waste generated by the
Daiwa Securities Group increased by 57.8
tons (4.6%) over fiscal 2003 to 1,308 tons.
We maintained a recycling rate for paper
waste of just under 90% overall.

I Waste generation and recycling over time (table 1)

(Unit: tons)
2002 2003 2004

Amount generated | 1,5642 | 1,250.6 | 1,308.4
Paper | Amount recycled 1,357.0 1,1052 | 1,160.6
waste | Amount discarded | 207.3 145.4 147.8
Recycling rate 87% 88% 89%
Amount generated 352.6 260.1 330.7
gggér Amount recycled 1010 847 | 1143
waste [Amount discarded 251.6 175.4 216.4
Recycling rate 29% 33% 35%

*For the scope of data, see the "Scope of
Environmental Impact Data" table below.

M Scope of Environmental Impact Data

Building Graphs1&2 Graph 3 Table 1

Daiwa Securities Headquarters Building @]
Daiwa Securities Kayabacho Building @]
Marunouchi Trust Tower North Building
Eitai Daiya Building

Daiwa Securities Osaka Branch Building
Daiwa Securities Nagoya Branch
DAM Headquarters

DIR Headquarters Building
DIR Annex

Daiwa Eitai Building

DIR Kiyosumi Park Building
DIR Izumi Eitai Building
Daiwa Osaka Center Building
DSC Headquarters

Daiwa Securities branch offices*
Daiwa SB Investments Headquarters
NIF Ventures Headquarters
Daiwa Training Center

Daiwa Sanko Buildings (main and annex)

120 branch offices, excluding headquarters, Osaka
and Nagoya Branch buildings (as of end of March 2005).
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Green purchasing efforts

The Daiwa Securities Group promotes green
purchasing of office supplies through Sanko
Net, an intranet site operated by a group
company, Daiwa Sanko Co., Ltd. The site
lists products from the database of the
Green Purchasing Network (which we joined
in June 2003) that carry environmental marks.

Our green purchasing rate through this
site for fiscal 2004 was 43% in terms of the
number of items purchased and 29% on a
monetary base.

Joining UNEP Fl—committed to
environmentally conscious finance

In November 2004, the Daiwa Securities
Group joined the United Nations Environ-
ment Programme Finance Initiative (UNEP
Fl), signing the UNEP Statement by Finan-
cial Institutions on the Environment and
Sustainable Development. By joining UNEP
FI, we are now able to acquire information
about overseas locations on the environ-
ment and sustainability. In cooperation with
other signatory members, the Daiwa Securi-
ties Group will pursue ideal forms of cut-
ting-edge finance that take the environment
into consideration.

Signing UNEP Statement

Internal and external
environmental communication

In November 2003, we began running
"Dr. Sustaina's Environmental Course," a
serial on environmental communication,

Stakeholder comment

in our quarterly in-house magazine, Fuji,
with aim of increasing group employees’
environmental awareness.

This series explains global environmental
problems in simple terms, focusing on link-
ages between the Daiwa Securities Group
and the environment. In addition to our inter-
nal newsletter, "Dr. Sustaina's Environmental
Course" is also published on the CSR site of
the website of Daiwa Securities Group Inc.

CSR website (Japanese only)
http://vvwvv.daiwa.jp/brandmg/|

Future issues and targets for fiscal 2005

The Daiwa Securities Group has traditionally
practiced a certain level of environmental
management, collecting environmental impact
data and setting environmental impact reduc-
tion targets. In May 2005, we established the
Environmental Management Committee at
Daiwa Securities Group Inc. to help build a
more precise, independent environmental
management system.

From fiscal 2005 forward, we have been
working through this committee to establish
the "plan-do-check-action" (PDCA) quality
control cycle, draw up group-wide environ-
mental impact reduction targets, sort out direct
environmentally related risks, such as electrici-
ty, gas, and waster usage, as well as indirect
environmental risks related to our business,
and promote environmental communication.
Moreover, a remaining issue is the formulation
of a basic policy on green purchasing. We will
work this out during fiscal 2005.

My expectations for the Daiwa Securities Group

| would like to see more environmental efforts through your main
business areas. As for CO2 reduction, for example, efforts that uti-
lize your various assets, rather than few percent reductions at offi-
ces with smaller environmental impact compared to other indus-
tries, are preferable. Although CSR efforts are lagging behind in the
finance industry, | hope that you will fulfill a role as an industry
leader by articulating a vision that describes what you will focus on
and what you aim to achieve, now that you have taken the first
step of joining UNEP FI. Furthermore, in terms of SRI initiatives, |
think it is important to introduce numerical evaluations to help sup-
port various CSR efforts and to develop financial education in order
to promote financial thinking from the SRI-based perspective.

Masaki Kimura

Secretary General

A SEED JAPAN

(International Youth Environmental NGO)
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Paper Project

We launched the Paper Project to assess the use of paper throughout the Daiwa Securities Group. Paper usage is considered the largest direct environmental

impact generated by the financial industry.

Paper Project:
Assessing paper usage

Engaged as it is in the financial industry, the
Daiwa Securities Group tends to use less
electricity, gas, and water than other types
of business. However, that does not mean
that the Group generates no environmental
impact. We examined where our greatest
environmental impact was, and the answer
came into focus: paper.

Paper usage in offices has tended to in-
crease in proportion with the growth of copy
machines and printers in recent years. The
Daiwa Securities Group uses a tremendous
amount of paper to print various types of re-
ports—including this one—prospectuses,*
sheets and forms, and other records.

Many employees had a sense that they
were using a huge amount of paper in their
daily work, but the truth is that we used to
have no real grasp of just how much paper
was being used group-wide.

Seeing that the most appropriate ac-
tion for us to take to reduce the Group's
environmental impact would be to ad-
dress paper usage, we launched the Pa-

+1 Prospectuses are documents that, when selling or
making public offering of securities, must be furnished
to investors to describe the details of the securities

and conditions of that offer or sale.
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per Project in March 2005 to estimate
group-wide paper usage.

Examining paper usage
at Daiwa Securities Group Inc.

As the first step of the Paper Project, the
CSR Promotion Department monitored the
amount of paper used at Daiwa Securities
Group Inc. during the one-year period from
April 1, 2004 to the end of March 2005 to
gain an understanding of the situation. This
study covered copy paper, business cards,
and envelopes used at Daiwa Securities
Group Inc. and publications printed outside
the company at the request of departments
of Daiwa Securities Group Inc.

The results of the study showed that Dai-
wa Securities Group Inc. used 103 tons of
paper during fiscal 2004, or 401 kg of paper
per employee (see the "Paper Usage at Dai-
wa Securities Group Inc.” table on the next
page). Assuming that it takes about 20 logs
of 14-cm diameter and 8-meter length to
produce one ton of paper, the total usage
was equivalent to about 2,060 timber logs.

Amount of paper used
by Daiwa Securities
Group Inc.

K2
"
gy

{p&

Thinned timber logo mark.

I Current status of efforts

The concrete figures obtained as a result of
the study helped us realize that our environ-
mental impact is by no means small.

Daiwa Securities Group Inc. has a history
of printing its Sustainability Report on Forest
Stewardship Council (FSC)-certified paper,
which is made of timber that is cut from
properly managed forests, and using recy-
cled paper in its other publications.

In June 2005, we participated in the Study
Group on Ecologically Ethical Paper Pro-
curement, sponsored by five environmental
organizations (Greenpeace Japan, FoE Ja-
pan, WWF Japan, Global Environmental Fo-
rum, and Japan Tropical Forest Action Net-
work [JATAN]) with a view to further
promoting the protection of paper resour-
ces. In the panel, we began to study with
other participating corporations about the
use and procurement of ecologically-re-
sponsible paper. Moreover, looking to pro-
tect forests in Japan, as is being done in de-
veloping countries, we used 10% thinned
timber in the paper used to print this report,
with a desire to promote healthy develop-
ment of Japan's mountains and forests.

Paper Project: Future issues

During the past year we gained an understand-
ing of the paper usage at Daiwa Securities
Group Inc. As we think about our paper usage
going forward, the next step will be to gain an
understanding of group-wide paper usage. We
anticipate that paper usage at Daiwa Securi-
ties Co. Ltd. which is engaged in the securities
business throughout Japan, will greatly exceed
that of Daiwa Securities Group Inc.

In addition, Daiwa Securities Group Inc. has
established a one-year paper reduction target
for fiscal 2005 of 5% less than the previous fis-
cal year. We will also review the percentage of
recycled paper contained in paper that we use
as well as reconsider the raw materials used to
make paper.



I Paper usage at Daiwa Securities Group Inc. (FY2004)

Department Description Number of copies Weight (kg) / copy Total weight (kg)
Business cards 44,800 0.001 45
Copy paper (A4) 1,490 10.2 15,198
Copy paper (A3) 37 12.24 453
Copy paper (B4) 71 15.6 1,108
Copy paper (B5) 19 7.8 148
Eiilie Brfvn Saauiis Portfolio envelopes for securities (Kaku 2) 5,000 0.013 65
Group Inc. Portfolio envelopes for securities (Kaku 3) 1,000 0.01 10
*Only items bought through _
: Adhesive-type envelopes (Chou 3) 11,000 0.005 55
central purchasing
Envelopes with flap (Kaku 1) 200 0.035 7
Envelopes with flap (Kaku 2) 1,000 0.028 28
OCS envelopes (Kaku 1) 1,000 0.0135 14
Envelopes for valuables (Kaku 2) 1,000 0.013 13
Daiwa Senjukai envelopes 9,000 0.013 117
Convocation notice 95,000 0.054 5,130
Notification of resolution 113,000 0.005 565
Legal Department - -
Announcement of simultaneous satellite broadcast 94,000 0.003 282
Voting cards 93,100 0.003 279
Introduction of the company for new career-track employees 20,000 0.33 6,600
Introduction of the company for new regional career-track employees 10,000 0.134 1,340
Personnel Department —
How to Read the Sustainability Report 85,000 0.046 3,910
Other employment communications — — 1,717
Spring 2004 issue of Fuji 14,700 0.156 2,293
Corporate Communications | Summer 2004 issue of Fuji 23,700 0.172 4,076
DIEPRHIET Fall 2004 issue of Fuji 14,495 0.162 2,348
2005 New Year's issue of Fuji 23,500 0.166 3,901
Annual Report 2004 (Japanese) 22,000 0.468 10,296
Annual Report 2004 (English) 6,000 0.477 2,862
:;west:)r Retlations Daiwa Securities Group Business Report for Fiscal 2003 114,000 0.07 7,980
epartmen
Mid-term Business Report for Fiscal 2004 (68th Term) 111,000 0.039 4,329
Performance for Fiscal 2003 and Vision of Future Growth 95,000 0.042 3,990
_ Securities reports 250 0.344 86
Finance Department
Semiannual reports 120 0.192 23
Sustainability Report 2004 (Japanese) 111,000 0.206 22,866
Sustainability Report 2004 (English) 2,000 0.192 384
CSR Promotion Department | List of errata 92,000 0.00125 115
SCP News 1,500 0.244 366
Japanese trial version of Financial Fitness for Life 600 0.214 128
Total 103,128
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Participating employees (from left to right)

Masaru Maruyama
Deputy General Manager,

Corporate Client Department, Tsu Branch
Daiwa Securities Co. Ltd.

"l am in charge of selling securities that
fluctuate in value, such as bonds, to financial
institutions. Financial institutions receive funds
from customers in the form of deposits and
manage them through financing, negotiable
securities and, in particular, bonds. This is the
main area in which | am helping customers."

Internal Stakeholders Meeting

Chikako Kuromiya
Assistant Manager,

Sales Department, Nagoya Station Branch
Daiwa Securities Co. Ltd.

"Since joining Daiwa Securities five years ago, |
have been involved in sales, ranging from
developing new customer segments to visiting
individual customers for transaction assistance.
I handle all kinds of financial products including
stocks, bonds, and investment trusts."

Tomokazu Furuhashi
Deputy General Manager,

Consulting Department, Shibuya Branch
Daiwa Securities Co. Ltd.

"Although | handle all kinds of negotiable
securities, | mainly provide asset-management
consulting for non-listed companies and
Foundations."

Three sales representatives from the frontline staff of the Daiwa Securities Group spoke candidly with
each other about their views of CSR and SRI. Although not particularly self-conscious about "CSR" in
their daily work, they showed themselves to be salespeople who act with sincerity, while always

considering how to fulfill their responsibilities to customers.
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Compliance now forms the basis of
everyday work activities

Furuhashi : I've been with Daiwa Securities for 10 years
now, and until being asked to participate in this discussion, |
hadn't thought very seriously about CSR. To be honest, |
didn't think much about how we can fulfill our social respon-
sibilities and contribute to society as | carried out my job. |
always thought just about how | could provide the best
products and information to meet my customers' needs,
and how | could improve the satisfaction of my customers.
Kuromiya : It was the same for me. We'd almost never dis-
cussed CSR in my branch office. When | dealt with custom-
ers, it was always in this context: first there was Daiwa Se-
curities, then there was the Sales Department of the Nagoya
Station Branch, and then there was me. Especially for indi-
vidual customers, | think they feel that they are doing busi-
ness with the sales representative as a person, rather than
with Daiwa Securities as a company.

Maruyama : We handle products that fluctuate in value. So,
our responsibility in selling something that does not guaran-
tee any returns is to be honest, never to lie. If there isn't a
strong relationship of trust between the customer and me,
then the transactions will not go smoothly. The essential
thing for building relationships of trust is to take immediate
and proactive action whenever you receive negative informa-
tion relating to a customer's assets.
Kuromiya : Of course, it's important
to explain all the advantages and
disadvantages before a customer
places an order, but it's even more
important to provide customer serv-
ice after the purchase has been
made. Since the market always
goes up and down, it's especially
important to go to the customer to give an explanation as
soon as their portfolio value falls, in order to help them un-
derstand the situation.

Furuhashi : As both of you mentioned, it's important to talk
to the customer whenever there is negative news. Without
good rapport and a relationship of trust with the customer,
it's pretty hard to secure any orders.

Maruyama : We want customers to
make purchases on their own per-
sonal responsibility, so it's essential
to show them the risks and have
them make decisions based on their
personal investment goals. | think
this process has been thoroughly
implemented.

Furuhashi : Japanese investors are described as less ma-
ture than investors in Europe and North America. However, |
feel that the principle of self-responsibility is really starting to
take root here. Today, none of our customers would ignore
the rules of the market and demand that we make up for
their stock market losses. Daiwa Securities' compliance pol-
icy has become the basis of our business.

I SRI funds are now part of our product lineup

Kuromiya : As investment advisors, we provide advice on
SRI funds in the same way that we recommend other stock
funds. Therefore, the question is whether we are properly
conveying the fund mechanisms to customers in the first
place. Of course, we hold in-house seminars for each invest-
ment trust that we sell. Although | liked the idea of SRI funds,
| also felt like they were just another part of the sales pitch.
Maruyama : In the US, there are various reasons that people
choose SRI funds, including religious or moral objections to
investing in companies producing tobacco, alcohol, or weap-
ons. In Japan, it's harder for people to see the point in taking
a negative stance on beer or tobacco companies when
choosing stocks. However, SRI funds can nicely match the
goals of religious or healthcare organizations.

Furuhashi : | also think they work
well for religious organizations. SRI
funds have the appeal of giving the
owner a sense of contributing to so-
ciety, rather than just seeking finan-
cial performance.

Maruyama : | also think it's a ques-
tion of individual values. In the fu-
ture, | think there will be more people

DAIWA SUSTAINABILITY REPORT 2005

Internal Stakeholders Meeting . Communication

49



Communication

50

who want to invest in SRI funds, based on the perspective
that to do so means more than just wanting a profit. With the
rise in online trading, the people who buy stocks on the In-
ternet are probably investing with the desire to make a per-
sonal statement in the selection of their stocks. SRI funds
will likely gain popularity, starting at the grass roots level.
Kuromiya : There seems to be more and more of a bear-
ish market for companies that neglect their social respon-
sibilities. | think investors have started to notice this, and
the fund balances will gradually increase once SRI itself
becomes better understood. Nevertheless, SRI funds will
be attractive for organizations and individuals with a long-
term perspective.

Reaction to the discussion with stakeholders

Employees are a very important stakeholder group,
which is why we asked three salespersons from the
retail front lines to participate in the recent stake-
holder discussion. As they work in direct contact
with customers, they openly admitted that they have
a minimal awareness of CSR and usually only think
about customers on a daily basis. In their concern
and constant efforts for customer satisfaction, it is
easy to see the pride they have as securities sales
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professionals. Because of this, | realized they ac-
tually had a strong sense of corporate social re-
sponsibility to their customers. At the same time, |
see the need to work hard to improve CSR aware-
ness for the entire Daiwa Securities Group, by sup-
porting employees on the front lines through the uti-
lization of various group company initiatives.

Furuhashi : When explaining the various prod-
uct choices to customers, the SRI funds usual-
ly aren't among the top choices, but they are
definitely something that always comes up in
conversation. | think there is an increasing
need for us to understand SRI when giving ad-
vice to customers. Recently, the head of an or-
ganization said to me, "We are at a point where
we have to think about investing in SRI funds.”
This kind of comment was unheard of only five
years ago.

Maruyama : Wealthy people in the US are often
involved in charitable activities. It seems that
SRI funds would be a good thing to recom-
mend to executives, for example.

Kuromiya : There are probably a lot of custom-
ers that would get a lot of satisfaction from such invest-
ments. When Aichi Prefecture issued bonds for the opening
of Expo 2005 Aichi, they were sold out on the first day. Cer-
tainly the interest rate provided was not that high, but they
attracted a lot of interest from local people who wanted to
contribute to the local community. If the same kind of inter-
est could also be generated for SRI funds, they would cer-
tainly catch on.

Furuhashi : | won't hesitate to recommend SRI funds, de-
pending on the customer's needs. We are likely to receive a
lot more inquiries about them in the future. Since public sen-
timent appears to be heading in that direction, | am pleased
that Daiwa Securities is offering SRI funds.

]1I'N
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Yoichi Miyashita
Head of CSR Promotion Department
Daiwa Securities Group Inc.



Communication

Internal Communication to Increase CSR Awareness

In order to fulfill our responsibilities to society, we are pursuing various initiatives based on the notion that CSR awareness is essential for all employees

in direct contact with the public.

I CSR training at branch offices nationwide

In May 2005, staff from the CSR Promotion De-
partment at Daiwa Securities Group Inc. began a
tour of all branch offices of Daiwa Securities Co.
Ltd., nationwide to provide CSR training. The
training program includes an overview of corpo-
rate social responsibility, as well as the CSR ac-
tivities being carried out by the Group. Its goal is
to deepen employee understanding of CSR.

e

CSR training
session

CSR seminar for job applicants
provisionally hired

In December 2004, the Daiwa Securities Group
held a Sustainability Report seminar for five uni-
versity students who were provisionally hired,
and scheduled to join the Group the following
spring. It was a trial initiative for deepening the
CSR awareness of employees. After reviewing
the Daiwa Securities Group Sustainability Report
together, the participants each gave a presenta-
tion on something that interested them from the
Report. Four employees and two outside consul-

7

tants then joined the group, and a lively discus-
sion ensued.

Sustainability
Report seminar

High school students present results
from an economic learning program

In May 2005, a presentation was held in the Asa-
hi Tokai Building in Chiyoda-ku, Tokyo, to wrap
up the second year of the School Company Pro-
gram (SCP), which had begun in September
2004. Students from Ritsumeikan Senior High
School in Kyoto announced the results of their
real-world experience in founding and running
Ichigan Inc. No fewer than 50 interested employ-
ees had come there to hear the results; the pre-
sentation was followed by an enthusiastic ques-

Presentation
by the direc-
tors of Ichi-
gan Inc.

tion and answer session. It was a great opportu-
nity for students and employees to discuss the
SCP results.

Providing information using
various communication tools

Along with the establishment of the CSR Promo-
tion Department in July 2004, a feature called,
"CSR Bulletin" was created in the in-house mag-
azine, Fuji. From six to eight pages of each issue
are devoted to the feature, which contains infor-
mation on the latest trends inside and outside of
the company, upcoming CSR seminars, news re-
lated to environmental measures and social con-
tributions, as well as profiles of volunteer activi-
ties carried out by employees. We are continually
improving the content so that it can give every
employee an opportunity to consider how the
Daiwa Securities Group can contribute to build-
ing a sustainable society.

"CSR News," created by the Council for Better
Corporate Citizenship (CBCC), a Nippon Keidan-
ren-affiliated organization, is also posted on our
group intranet. It provides employees with infor-
mation about global trends in CSR.

In-house magazine, Fuji

N\
TOPICS \ Updating the CSR website: New design and simpler format I
Daiwa's Japanese-language CSR website was re- tion." In the second section, information is provid-
designed in July 2005. The design was updated ed for those that want to deepen their understand-
with Flash graphics for the top page. Now the con- ing of CSR and SRI. This includes "CSR fﬂf’."’?fﬂ B
tent is better organized so that visitors can quickly Conversations,” in which Mariko Kawaguchi, Se- -
find the information they are looking for. nior Analyst at Daiwa Institute of Research Ltd. 2 PP
With the aim of creating a simple and easy-to- discusses CSR in dialogues with various people. e "“ﬁ (ad
understand format, the site content was divided We plan to take advantage of the web and to T - i
into two sections entitled, "Daiwa's CSR Initia- continue expanding the content of this site. Our =
tives,” and "Reflecting on CSR and SRL" In the goal is to create a site that explains CSR and SRI s = Fr -
first section, visitors can find the Daiwa Securities in a friendly and enjoyable way. .
Group initiatives under categories such as L o
"Initiatives for Socially Responsible Investment,” CSR website (Japanese only) e
and "Initiatives for Finance and Economic Educa- http://www.daiwa.jp/branding/ | =
e ——a—y | j“/
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Third-party Opinions

Chairperson, Committee of
Consumer-oriented
Management System Director,
Nippon Association of
Consumer Specialists (NACS)

Yukiko Furuya

This is the fourth Daiwa Securities Group Sustainability Report since
2002, and | feel strongly that the Group has come a long way with its
compliance-based CSR initiatives. | have selected the following
three points as outstanding aspects of this year's report.

The first point is the expanded disclosure of information from a
CSR standpoint. We have given an abundance of numerical data
and questionnaire results to measure the initiatives quantitatively.
Based on the Disclosure Policy established in March 2004, there is a
better system for information disclosure along with improvements in
the information content and media. We have also made progress in
disclosing negative information, while issues and objectives are out-
lined for each report item.

The second advance has been the greater clarity in the Daiwa Se-
curities Group's CSR initiatives. Since the scope of CSR is quite
broad, many other companies have just adopted a generic format for
the content of their initiatives. The Daiwa Securities Group recognizes
the importance of initiatives for SRI and economic and financial edu-
cation and is pushing forward with its efforts in these areas, with the
full understanding that its unique CSR is to contribute to the sound
development of our economy and society through the Group's core
business field. The Group has also clarified its own environmental ini-
tiatives, with the launch of the Paper Project to examine paper use,
its largest direct environmental impact. The details of these specific
CSR initiatives are explained in an easy-to-understand way.

The third point | would like to mention is the Group's substantial
efforts in communication with stakeholders. This year the content of
the "Stakeholder Dialogue™ section was greatly improved with a dia-
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logue with stakeholders: employees and NGOs providing disaster
relief. The candid discussion among frontline employees on CSR
and SRI as they relate to their work in the "Internal Stakeholders
Meeting" feature provided a good window on the current situation.

Today, the shift in public focus from savings to investment has
been accelerating in Japan, and the government has launched a
specific policy of emphasizing consumer needs and strict adherence
to consumer protection rules. The Daiwa Securities Group has also
set goals for the pursuit of business activities based on investor pro-
tection, and for strengthening its management system for customer
complaints. | would like to offer several suggestions that would help
to increase the confidence of consumers and society in the Group to
ensure safe and reliable securities transactions.

Firstly, the publication mentions incident reporting for securities
improprieties under the section on elimination of improper conduct
and investor protection. While disclosing the internal detection rate
is a good first step, the Group should also provide information on
what problems it considers to be securities improprieties, and what
kind of solutions or measures it is taking in order to prevent any fur-
ther incidents, and to secure the confidence of consumers. This
would enable evaluation of the Group's compliance management.

Secondly, the Group is determined to make good on its commit-
ment to improve customer satisfaction. Daiwa announces the num-
ber and types of inquiries to the Customer Support Center and man-
dates after-sales follow-up and ongoing customer satisfaction
surveys in order to strengthen complaint handling. However, it is al-
so necessary for us to disclose specific examples and details of cus-
tomer complaints being used as input for the improvement of opera-
tions inside the Group, as well as to explain the policies and
principles for responding to customers in a rapid, sincere, and cor-
rect manner. It is essential to make the customer satisfaction mech-
anisms more transparent.

Thirdly, | suggest that the management adopt a more consumer-
oriented perspective. One cannot hope for the development of a
sound economy and society just through a notion of ensuring cus-
tomer satisfaction. It is necessary to understand the position of cus-
tomers as consumers within the framework of the economy, as there
is an overwhelming gap in the level of knowledge and the amount of
information that they have, compared to what companies have,
which puts them in a weak position with respect to firms. By adopt-
ing the consumer's perspective, the Daiwa Securities Group can
jump to the next level of CSR initiatives based on its core business.



Chair, Environment Auditing
Research Group (EARG)
Member, Board of Directors,
Global Reporting Initiative (GRI)

\ Toshihiko Goto

Stating, "The essence of CSR is to help build a better society through our
everyday work," this Sustainability Report affirms that the Daiwa Securi-
ties Group is focusing its efforts on two CSR areas. The first is the promo-
tion and popularization of socially responsible investment (SRI) through
the Group's core business, and the second area is educational and re-
search activities. This has been the Group's consistent approach for
many years , and | could read from this entire report its strong intention to
illustrate how Daiwa will continue to develop this approach.

In relation to the first area, the popularization and promotion of SRI, the
Daiwa Securities Group has signed on to the United Nations Environment
Programme Finance Initiative (UNEP FI). | think the Group should be com-
mended for bringing itself up to international standards in its commitment
to the global leadership principle. There is even a move within the UNEP
toward dropping the "S" in "SRI" in favor of “responsible investment," be-
cause socially responsible investment is already normal practice in fi-
nance. So | applaud the Daiwa Securities Group for having the foresight
to have adopted this policy of responsibility some time ago.

The Group is carrying out various initiatives in areas including World
Bank carbon funds and regional support funds. At the same time, | think
that the long-term issue of spreading the SRI approach across the entire
business is becoming more apparent. Along with the tide of globalization,
the eradication of poverty has become one of the most important issues
from the standpoint of sustainability. | am waiting for some new creative
ideas on how the Group can contribute to this issue through its core busi-
ness in the financial sector.

Concerning the Group's second CSR area, education and research ac-
tivities, last year | pointed out that by global standards the Group's high

school learning program would be considered something halfway between
philanthropy and a CSR initiative related to the core business. Neverthe-
less, this shows the strong desire of the Daiwa Securities Group to posi-
tion these activities as a part of its corporate brand. | think that consolidat-
ing this understanding throughout the Group would help increase
corporate value. Therefore, | hope that ways will be found to develop and
show quantitative, numerical, yet non-monetary indices for this intangible
value, rather than just providing qualitative descriptions of this
corporate value.

The Sustainability Report 2003 was well received and was ranked 39t
among CSR reports worldwide in the Global Reporters survey published
by SustainAbility / UNEP. And this year's Sustainability Report has been
further improved. The part of this year's report that really impressed me
was the support initiative for the victims of the Sumatran earthquake and
South Asian tsunami. This is a good CSR example that should be stud-
ied by other companies in the future, as it included a clear policy, a long-
term plan, and cooperation with NPOs.

The Group's four Corporate Principles were outlined in the report: cus-
tomer trust, human values, total compliance, and sound profit. However,
since 28% of the group employees cannot recall the Corporate Principles,
I think that this issue should have been addressed in the section on spe-
cific issues and objectives for the future. There is also the fact that 43%
of employees have not read the Sustainability Report, even though they
are part of the target audience for the publication. Systematic measures
for this problem need to be implemented, such as using the report for in-
ternal training.

Last year | introduced the idea that to draw up group-wide voluntary
action standards based on the participation of employees might be a
good idea. As this year's report states that these standards will be decid-
ed during fiscal 2005, | have great expectations for the results. | was also
impressed by the frank comment that there is a problem with the fact
that no male employees have taken childcare leave.

It seems that good progress is also being made on environmental
measures. The choice to build the Group's own environmental manage-
ment system, rather than obtaining ISO 14001 certification, is a reasona-
ble one. Toward this end, the establishment of transparency, reliability of
information, and appropriateness of efforts will be future issues for the
Group. The Group seems to have limited understanding of the issue of bi-
odiversity, but this can also be said of most Japanese companies. The
Group has been participating in the Study Group on Ecologically Ethical
Paper Procurement as part of its Paper Project. Utilizing the knowledge
gained at the Study Group, | hope that the Group would consider what
kind of measures to take in its core business, and then expand on these
initiatives, in order to help prevent deforestation, especially in rainforest
regions, and protect biodiversity.
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GRI Content Index

Item Indicator Pages

1.1 Statement of the organisation's sustainability vision and strategy regarding its contribution to sustainable development ~ 4-5,6-7

Organisational profile

2.1 Name of reporting organisation 2
2.2 Major products and/or services, including brands if appropriate 2,8-9,10
2.3 Operational structure of the organisation 2,34
2.4 Description of major divisions, operating companies, subsidiaries and joint ventures 2
2.5  Countries in which the organisation's operations are located 2
2.6 Nature of ownership; legal form 2
2.7 Nature of markets served 2,33,34

2.8 Scale of the reporting organisation 2,32-33,34-35
2.9 Listof stakeholders, key attributes of each, and relationship to the reporting organisation ~ 2, 3, 7, 31, 35, 38-39
Report scope

Item Indicator Pages

3.17  Reporting organisation's approach to managing indirect economic, environmental, and social impacts resulting from its activities 9
3.18  Major decisions during the reporting period regarding the location of, or changes in, operations ~ Nothing
3.19  Programmes and procedures pertaining to economic, environmental and social performance
20-21,22-23, 24,26, 27,28, 29, 30, 31, 32, 36-37, 38-39, 40-41, 42-43, 45, 46
3.20  Status of certification pertaining to economic, environmental and social management systems 27, 44

4.1 Provide a table identifying location in report of each element of GRI content (item and indicator) in the report 54-55

5 Pefformanceindicators
Integrated indicators

Systematic Systematic indicators relate the activity of an organisation to the larger economic,

indicators - enyironmental, and social systems of which it is a part 33
Economic performance indicators

Direct impacts

Core indicators

2.10  Contact person(s) for the report, including e-mail and web addresses 55 Customers
2.11 Reporting period (e.g. fiscal/A32calendar year) for information provided EC1  Netsales 2,32,35
2.12  Date of most recent previous report (if any) EC2  Geographic breakdown of markets 2,34
2.13  Boundaries of report (countries/regions, products/services, divisions/facilities/joint Suppliers

/subsidiaries) and any specific limitations on the scope 2,3 EC3  Cost of all goods, materials, and services purchased 35
2.14  Significant changes in size, structure, ownership, or products/services that have occurred since the Employees

previous report None EC5  Total payroll and benefits (including wages, pension, other benefits, and redundancy payments)

2.15  Basis for reporting on joint ventures, partially owned subsidiaries, leased facilities, outsourced operations and other broken down by country or region 35

situations that can significantly affect comparability from period to period and/or between reporting organisations None

2.16  Explanation of the nature and effect of any re-statements of information provided in earlier reports,

Providers of capital
EC6  Distributions to providers of capital broken down by interest on debt and borrowings, and dividends

and the reasons for such re-statement (e.g., mergers/acquisitions, changes of on all classes of shares, with any arrears of preferred dividends to be disclosed 35
baseyears/periods,nature of business, measurement methods) N/A EC7  Increase/decrease in retained earnings at end of period 35
Report profile Public sector
2.17  Decisions not to apply GRI principles or protocols in the preparation of the report N/A EC8  Total sum of taxes of all types paid, broken down by country 35
2.18  Criteria/definitions used in any accounting for economic, environmental, and social costs and benefits 35 EC10 Donations to community, civil society, and other groups broken down in terms of cash and in-kind
2.19  Significant changes from previous years in the measurement methods applied to key economic, donations per type group 42

environmental and social information None
2.20 Policies and internal practices to enhance and provide assurance about the accuracy, completeness,
and reliability that can be attributed to the sustainability report 3,30

2.22  Means by which report users can obtain additional information and reports about economic,
environmental and social aspects of the organisation's activities, including facility-specific
information (if available) 2,10, 11, 30, 32, 38, 43, 45, 51

Structure and governance

3.1  Governance structure of the organisation, including major committees under the board of directors

that are responsible for setting strategy and for oversight of the organisation 22-23
3.2 Percentage of the board of directors that are independent, non-executive directors 22
3.4 Board-level processes for overseeing the organisation's identification and management of

economic, environmental, and social risks and opportunities 22-23
3.5  Linkage between executive compensation and achievement of the organisation's financial and non-

financial goals (e.g., Environmental performance, labour practices) 23

3.6 Organisational structure and key individuals responsible for oversight, implementation, and audit of
economic, environmental, social and related policies 22,23,24,26,27,28,29

Environmental performance indicators
Core indicators

Energy

EN3  Direct energy use segmented by primary source 44
Water

EN5  Total water use 44
Emissions, effluents and waste

EN8  Greenhouse gas emissions 44

EN11 Total amount of waste by type and destination 45

Social performance indicators
Labor practices and decent work
Core indicators
Employment
LA1  Breakdown of workforce, where possible, by regi Y, status

p ployee), employment type (full time/part time),
and by employment contract (indefinite or permanent/fixed term or temporary). Also identify workforce retained in conjunction with
other employers (temporary agency workers or workers in co-employment relationships), j by region/country 39

LA2  Net employment creation and average turnover segmented by region/country 39

3.7 Mission and values statements, internally developed codes of conduct or principles, and policies relevant

to economic, environmental and social performance and the status of implementation 7,30, 36
Stakeholder engagement
3.9  Basis for identification and selection of major stakeholders 2,3

3.10 Approaches to stakeholder consultation reported in terms of frequency of consultations by type and
by stakeholder group 11, 24, 25, 26, 31, 36-37, 52-53

LA3  Percentage of employees represented by independent trade union organisations or other bona fide
employee representatives broken down geographically OR percentage of employees covered by
collective bargaining agreements broken down by region/country 41

Diversity and opportunity
LA10 Description of equal opportunity policies or programmes, as well as monitoring systems to ensure
compliance and results of monitoring. 38-39, 41

3.11 Type of information generated by stakeholder consultations
16-17, 18-19, 25, 26, 31, 36-37, 41, 43, 48-50, 52-53, Questionnaire

3.12  Use of information resulting from stakeholder engagements 37
Overarching policies and management systems
3.14  Externally developed, voluntary economic, environmental and social charters, sets of principles, or

other initiatives to which the organisation subscribes or which it endorses 6-7
3.15  Principle memberships in industry and business associations, as well as national/international

advocacy organisations 11,14
3.16  Policies and/or systems for managing upstream and downstream impacts 8-11

LA11  Composition of senior management and corporate governance bodies (including the board of directors),
including male/female ratio and other indicators of diversity as culturally appropriate 22,39
Additional Indicators

Employment
LA12  Employee benefits beyond those legally mandated 39

Labor/management relations
LA13  Provision for formal worker representation in decision-making or management, including corporate governance 41

Training and education

LA16  Description of p to support the continued employability of employees and to manage career endings ~ 40-41
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Item Indicator Pages Year Month  Sustainability Milestones for the Daiwa Securities Group
LA17  Specific policies and programmes for skills management or for lifelong learning 40-41 ZOM January Corporate Ethics Hotline, a group-wide interal reporting system, introduced.

Human rights
Core indicators

Strategy and management
HR1  Description of policies, guidelines, corporate structure and procedures to deal with all aspects of human
rights relevant to the reporter's operations, including monitoring mechanisms and results 38,39

Non-discrimination
HR4  Description of global policy and procedures/programs preventing all forms of discrimination in the
reporter's operations, including monitoring systems and results 39
Additional Indicators

Strategy and management
HR8  Employee training on the reporter's policies and practices concerning all aspects of human rights relevant to the reporter's operations 40

Disciplinary practices

HR9  Description of appeal practices, including, but not limited to, human rights issues 26
HR10 Description of non-retaliation policy and effective, confidential employee grievance system
(including, but not limited to, its impact on human rights) 26
Society
Core indicators
Community

SO1  Description of policies to manage impacts on communities in areas affected by the reporting organisation's activities, as
well as description of procedures/programmes to address this issue, including monitoring systems and results (include
explanation of procedures for identifying and engaging in dialogue with community stakeholders) 10, 12-15, 42-43
Additional indicators

Community

S04  Awards received relevant to social, ethical, and environmental performance 33
Product responsibility
Core indicators

Respect for privacy
PR3 Description of reporting organisation's policy, procedures/management systems and compliance mechanisms for consumer privacy 27
Additional indicators

Customer health and safety
PR6  Voluntary code of compliance, product labels or awards with respect to social and /or environmental
responsibility that the reporter is qualified to use or has received Back cover

Products and services
PR8  Description of policy, procedures/management systems, and compliance mechanisms related to customer satisfaction,
including results of surveys measuring customer satisfaction. Identify ic areas covered by policy 36-37

February Internal Audit Department established at Daiwa Securities Group Inc.

New medium-term management plan
(FY2003 — FY2005) drawn up.

April - New shareholder benefit plan introduced.

March

Total value of compensation paid to directors and corporate

L) auditors of Daiwa Securities Group Inc. disclosed.

Daiwa Securities SMBC Principal Investments Co., Ltd.,
July invests in the World Bank's Community Development
Carbon Fund.

Support begins for Student Company Program, a hands-
October on economics education program provided by Junior
Achievement.

Marketing begins for UBS Global Equity 40 SRI+, an SRl
investment trust that invests in global corporations.

October

November Membership in SIF-Japan, a socially responsible investment forum.

\;20044'* January CSR/brand management website goes online.

March Disclosure Policy established.

Cooperation with Waseda University's Graduate School of

April Finance, Accounting and Law Begins.

Management and marketing begins for Daiwa SRI Fund, an

iy SRl investment trust that invests in Japanese corporations.

New management introduced under the leadership of

June
Shigeharu Suzuki. Change to committee system.

July  CSR Promotion Department established at Daiwa Securities Group Inc.

SRl fund included in defined-contribution pension fund for

LERL Daiwa Securities Group employees.

Membership in the United Nations Environmental
Programme Finance Initiative (UNEP Fl).

November

Advertising
PR10  Number and types of breaches of advertising and marketing regulations 28

Financial Services Sector Supplement: Pilot Version 1.0
Social performance indicators
Corporate social responsibility (CSR) management

CSR1  CSR policy 6-7
CSR2 CSR organisation 22,24
CSR4  Management of sensitive issues 28

CSR6  Stakeholder dialogue
Internal social performance

16-17,18-19, 25, 27, 31, 36-37, 45, 52, 53

INT1  Internal CSR Policy 26-27,38

INT2  Staff turnover and job creation 39

INT4  Senior management remuneration 23

INT7  Employee profile 39
Performance to society

SOC1  Charitable contributions 42-43

S0C2  Economic value added 34-35
Investment banking

IB3  Transactions with high social benefit 10
Asset management

AM1  Asset policy (socially relevant elements) 10

AM2  Assets under management with high social benefit 9

AM3 SRl oriented shareholder activity 10

2005 }— February Long-term support determined for areas devastated by
the Sumatran earthquake and South Asian tsunami.

With Waseda University's Incubation Project Promation Office, established
April abasic course to train venture entrepreneurs at Waseda University.
Employee CSR questionnaire survey.

Environmental Management Committee introduced at

8] Daiwa Securities Group Inc.

Special support provided for Finance Park, a hands-on

J
une economics education program offered by Junior Achievement.

Daiwa Asset Management Co., Ltd., participates in the GRI G3
July  project working group to consider the usefulness of sustainability
reporting from the perspective of finance and investors.

Please send inquiries to:

CSR Promotion Department, Daiwa Securities Group Inc.

Address  6-4, Otemachi 2-chome, Chiyoda-ku, Tokyo 100-8101, Japan
TEL 81-(0)3-3243-5992

E-mail brand@dsgi.daiwa.co.jp

URL http://www.daiwa.jp/

Published  September 2005 (Next issue planned for September 2006)
Design and production assistance  Cre-en Inc.
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Daiwa Securities Group

www.daiwa.jp

This report uses paper made from responsibly thinned timber.

At the Daiwa Securities Group, we are engaged in the financial business. As such, we are not confronted with
environmental problems as immediately as those in some other industries. Nevertheless, it is true that we use huge
amounts of paper in various reports—including this one—as well as in prospectuses, sheets and forms. Paper is
therefore an environmental issue that the Daiwa Securities Group must address and is addressing. With a view to
protecting forests in Japan, as well as in developing countries, we have printed this report on paper made from

responsibly thinned timber. We are committed to encouraging the healthy growth of forests everywhere.
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