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Company Profile

Daiwa House Industry Co., Ltd., is a pioneer in the “industrialization” of construction
in Japan, and since it was established in 1955, it has been developing
and supplying high-quality housing that stresses the needs of the inhabitants.
Today it has grown into one of Japan’s leading home builders. It has a wide range
of business developments, centered around housing and extending to
the construction of shops and office buildings, and it also includes the Company’s
own special brand of resort operations and retail do-it-yourself home centers.
In this way we are following our own distinctive path as
a “comprehensive life-related company” that creates rich, comfortable lifestyles.
Daiwa House boasts a strong management base and a sound financial condition.
As of March 31, 1998, the Company had consolidated net sales of
¥1,070 billion (US$8,104 million), a shareholders’ equity ratio of 58.8%,
and total assets of ¥1,013 billion (US$7,675 million).
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Daiwa House Industry Co., Ltd. and Subsidiaries
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Financial Highlights

CONSOLIDATED

Thousands of

Millions of yen U.S. dollars

Years ended March 31, 1998, 1997 and 1996 1998 1997 1996 1998
Net sales ......ccoceevrevereenne ¥1,069,789  ¥1,188,295 ¥1,066,218 $8,104,462
Net income 20,373 42,452 38,992 154,341
Per share of common stock (in yen and dollars):

Net income ..o 38.89 82.76 80.91 0.29

Diluted net income 37.91 79.89 77.66 0.29

Cash dividends applicable to the year ..........c......... 17.00 17.00 17.00 0.13
Capital expenditures .........ccoceveveiereieeeeee e 28,700 34,133 20,640 217,424
Depreciation and amortization ..........ccccccoeeveerernennn. 18,710 19,961 21,060 141,742
TOtal @SSELS .onvereeeeieee e 1,013,072 1,145,944 1,241,217 7,674,788
Shareholders’ eqUILY ........ccoooeiiiireereeeee e 595,429 584,157 515,745 4,510,825

Note: The U.S. dollar amounts represent translations of Japanese yen for convenience only at the approximate

exchange rate on March 31, 1998 of ¥132 =U.S.$1.

Group Dynamism




Interview with the Management

Focusing on developing distinctive
products amid harsh management
conditions
|
QZ In the term under review,
the housing industry saw a bigger
than expected drop, suffering
from the accumulated effects of

a hike in the consumption tax
rate in April 1997 and growing
economic uncertainty caused by
the collapse of major financial
institutions. How did you cope
with these difficult conditions?

A The slump in spending after
the hike in the consumption tax
included housing demand enter-
ing a downward trend. The num-
ber of new housing starts during
the term was 1,340,000, down
18% from the previous year.
Further, general construction was
sluggish, reflecting the still cau-
tious attitude toward capital
investment in many sectors. As

a result, consolidated net sales fell
10.0% from the previous period,
to ¥1,069,789 million (US$8,104
million), income before income
taxes and translation adjustment
was down 42.5% to ¥48,643 mil-
lion (US$369 million), and net
income fell 52.0% to ¥20,373 mil-
lion (US$154 million), all of which
are less than satisfactory results.
We, the management, take these
results very seriously, and we will
pour all our energies into efforts
to strengthen our corporate struc-
ture so that it can win through in
an era of competition.

-

Q: Sluggish demand for
housing is likely to lead to even
fiercer competition within the
industry. What measures have
been taken as a strategy to
distinguish Daiwa House from
its competitors?

A The Company will push
forward with developing products
on the premise that the main
features of housing should reflect
the four concepts of health, com-
fort, safety, and peace of mind.
We believe that quality and envi-
ronmental awareness will be
major turning points in the com-
ing battle for sales. Therefore in
March 1998 we implemented
measures against volatile organic
compounds emitted from building
materials in all our single-family
housing and apartment building
products. We are the one of the
first in the industry to take this
stand, and we are convinced that
this will have a large influence on
customer choice.

On the sales front we focused
our energies on supplying a wide
range of products and plans that
offer a great deal of variety in
order to accurately respond to
diverse customer needs. Among
the term’s new products, “Le
Grand Cher,” a 2-story house that
offers quality at an affordable
price, was chosen as a Good
Design Product by the Ministry of
International Trade and Industry.
We also launched “Le Grand

Sylphe,” a 2-story free-design
house that allows customers to
choose from a copious array of
exteriors, interiors, and fittings.
Further, we responded speedily to
deregulation, under which 3-story
apartment buildings can be freely
erected, even in large cities, if
they meet fire-prevention stan-
dards, by improving the fireproof-
ing of our 3-story apartment
building “High Camour ST,” which
has thus become the first product
in the prefabricated housing in-
dustry to be certified as a quasi-
fireproof construction.

Promoting high-quality management
that pays attention to the
environment from product
development to the production site
.
QZ With 12 of the Company’s
domestic plants receiving 1SO9002
certification for quality
assurance and quality control,
Daiwa House is taking a lead in
the industry. What progress was
seen in quality assurance and
production systems during the
term under review?

A In November 1997 our
technical development divisions
obtained 1SO9001 certification for
quality assurance. This means that
everything from the Company’s
research and development to its
production divisions is recognized
as being of world-class quality.
Daiwa House is committed not to
merely achieving quality in line



with domestic and international
standards, but to creating its own
customer-oriented standards by
doing the utmost to do business
from the customer’s point of view.
Turning to supply systems, work
was completed on the Okayama
Plant, which is to act as central
manufacturing base for prefabri-
cated housing components, and

it began shipping components to
nearby plants and construction
sites in October 1997. It will cre-
ate an efficient production system
and further strengthen operational
capabilities.

Q: In November 1997 the
Company launched an
environmental policy under the
theme of “aiming to be an even
more fruitful ‘comprehensive life-
related enterprise’ by pressing
ahead with the ‘industrialization’
of construction while being in
harmony with the environment.”
Could you elaborate on this?

A As an enterprise involved in
the manufacturing and construction

of housing, we believe that it is
necessary for the Company not
only to set up its own environ-
mental standards, but also to offer
products that meet standards in
areas such as environmental
friendliness, low energy consump-
tion, health and safety, and creat-
ing a barrier-free environment.
The Environmental Technology
Division, which was established in
October, carries out environmental
appraisals on any given material,
and sets its own appraisal stan-
dards. In concrete terms, our goal
is to bring about what we call
“Century Housing,” easy-mainte-
nance, high-performance housing
that can be recycled or reused and
can last a hundred years.
Furthermore, we are vigorously
expanding our environmental
activities of reducing consumption
of resources and energy across the
whole company, including at head
office, the plants, branch offices,
display sites, and construction
sites. Over the medium to long
term, we have a policy that calls
for the complete elimination of
emissions and waste products

Nobuo Ishibashi (Center)
Representative Director &
Senior Adviser

Keiichi Uemura (Left)
Representative Director &
Chairman of the Board

Nobuyasu Ishibashi (Right)
Representative Director &
President

from production and other corpo-
rate activities. As part of this, in
April 1998 the Mie Plant was
granted 1SO14001 certification for
environmental management and
inspection. Preparations are un-
derway to achieve this certifica-
tion at the other 12 plants at the
earliest opportunity.

Home center operations — on track
for substantial growth
L
Q: What trends were seen in
home center operations, which is
to become a major core business
in the future, and resort
operations, which center on the
Daiwa Royal Hotels?

A Our home center operations
are growing year by year, and it
is a business area that holds a
great deal of future promise. We
opened 3 new branches during
the term under review, bringing
the total number of stores to 35
nationwide. Each store is trying to
increase its appeal to customers
not only by offering a plentiful
assortment of lifestyle and housing

-



related goods, but also with
various other measures, including
developing store complexes
together with retailers in other
sectors, and offering house
remodeling seminars.

Looking at resort operations
during the term, we opened
the Yatsugatake Royal Hotel in
Yamanashi Prefecture and the
Tonami Royal Hotel in Toyama
Prefecture, bringing the total num-
ber of resort hotels to 29. With the
opening of the Kushimoto Royal
Hotel in Wakayama Prefecture
in April 1998, we have achieved
our preliminary goal of creating
a nationwide chain of 30 hotels.
We will strive to maintain stable
earnings by accelerating the ex-
pansion of home centers across
the country and strengthening
the marketing capabilities of our
resort operations by, for example,
attracting corporate training
sessions and conventions.

Pushing forcefully ahead with
strengthening marketing capabilities
and responding to environmental
concerns, based on a new corporate
structure that will allow us to win out
against the competition
|
QZ In closing, could you tell us
about the Company’s business
directions for the years ahead?

A Although the government's
comprehensive stimulus mea-
sures are expected to buoy the
economy, a real recovery in

housing investment is still likely
to be some way off, and the eco-
nomic environment will probably
remain harsh throughout the cur-
rent term. Faced with such severe
conditions, we have made expand-
ing sales to beat the competition
our top priority. Thus we are
pushing ahead with enhancing
our marketing capabilities, based
on our business division system,
which was partially revised in
April 1998, and with rationalizing
and strengthening our corporate
structure so that we can respond
promptly to customer needs.

In residential housing, we are
working to develop sales and
product strategies that are tailored
to the customer, such as initial
acquisition, rebuilding, and mov-
ing house, by carefully studying
with local needs. In addition, we
are involved in expanding the
extension and remodeling busi-
ness, a market with future growth
potential. In April 1998 we
launched a new 2-story house,
which features high levels in areas
such as the control of volatile
organic compounds, environmen-
tal conservation, reducing energy
consumption, and creating a
barrier-free environment. It is a
truly pioneering product in envi-
ronmentally friendly housing, and
as such it is gaining a great deal
of attention in the industry.

In home center operations,
we have established our own
standards in all areas such as
products, store development, store

facilities, and store management,
under the concept of being
friendly to people and the envi-
ronment, and we opened a model
store that offers the customer the
latest in comfort.

We intend to pour our efforts
into improving results and maxi-
mizing earnings by expanding
sales and further strengthening
our competitive power across all
business activities, while at the
same time further strengthening
our systems for dealing with
environmental issues ahead of
the competition.
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Start of operations

at the Okayama Plant

The Okayama Plant, where construction
work had been proceeding for some
time, was completed, and on October 1,
1997, it began shipping components. The
Okayama Plant is the Company’s 13th.
On a site covering 420,000 m?, and with
a floor space of 46,165 m?, it is a central
manufacturing base for components for
single-family houses and apartment
buildings. Located a mere 20 minutes
from an expressway interchange, it
supplies four surrounding plants, as well
as carrying out centralized supply to
construction sites. This plant will help
the Company to further improve its
quality and productivity.

Okayama Plant

3-story apartment
building wins quasi-
fireproof certification

Under deregulation measures that came into
force in September 1997, 3-story apartment
buildings can be built even in quasi fire-
preventive districts, which are mostly in
large cities, if they meet fire prevention
standards. In response, the Company
improved the fire-resistant properties of its
existing 3-story apartment building “High
Camour ST,” which was subsequently

Highlights of the Year

“High Camour ST”

granted quasi-fireproof construction certifi-
cation, allowing it to be erected in quasi
fire-preventive districts. This was the first-
product in the prefabricated housing
industry to be certified, and it is sure to
help us increase orders for 3-story apart-
ment buildings in large cities, where there
are many quasi fire-preventive districts.

]
Shinshu Matsushiro

Royal Hotel assists
Nagano Olympics
as an NOC hotel

The Nagano Winter Olympics was an
event that produced many records and
scenes of great emotion. The Company’s
Shinshu Matsushiro Royal Hotel played

its part in the Olympics as the residential
hotel for National Olympic Committees
(NOCs) from many countries and regions,
playing host to VIPs from all over the
world, including the chairpersons and
officials of each NOC. During the games,
the hotel hosted receptions and parties
almost every day, and the entire staff made
an all-out effort to offer the highest-quality
service, and the hotel fulfilled its important
role as one more venue for the Olympics.

R

-

Shlnshu Matsushlro Royal Hotel

]
[SO9001 certification

for technical
development divisions

In November 1997 the Company’s techni-
cal development divisions (the develop-
ment divisions of Technical Headquarters
and the Central Research Laboratory)
were awarded 1SO9001 certification for
quality assurance by the Japan Quality
Assurance Organization. This certification
came in recognition of the fact that
planning and development of our indus-
trialized single-family housing, apartment
building, and systematized architecture
products, and our basic technology
research and development systems, meet
international standards. We will use this
as an opportunity to further strengthen
our research and

development =
system with BRYATLERE
aview to creating ¢
both world-class b
quality and high A
productivity. =

1S09001 certificate
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Review of Operations

Daiwa House — aiming for the perfect interfaces
between housing and nature, and between housing and people

|

Creating a company-wide
organization centered

around the Environmental
Technology Division

On October 1, 1997, the Company
established the Environmental Technology
Division as a research section to work
exclusively on environmental issues.
In November we launched a new
environmentally-oriented management
policy under the theme of “aiming to be
an even more fruitful ‘comprehensive life-
related enterprise’ by pressing ahead with
the ‘industrialization’ of construction while
being in harmony with the environment.”
Based on this policy, we set up the
“Environmental Promotion Committee,”
with President Ishibashi as general chair-
man, and by establishing six subcom-
mittees on reducing energy consumption,
waste products, environmental pollutants,
lifestyle-related information, the work-
place, and environmental assessment, we
have lined up a full-fledged promotion
system. In particular, with its own special
standards and ways of thinking that take
a global viewpoint, it will promote house-
building and urban development that
achieves comprehensive reductions in
energy consumption. In addition, we are
making vigorous efforts to expand envi-
ronmental conservation activities at head
office, the plants, display sites, and con-
struction sites, with the medium to long-
term aim of completely eliminating
emissions and waste products.

.

Through experimental housing we
are aiming to develop housing that
is in harmony with the environ-
ment, based on three themes.

|
“Healthy Housing

Specifications” used as
standards for all products
to deal with chemicals

As part of our environmental measures,
we have been applying our “Healthy
Housing Specifications” to all our single-
family housing and apartment building
products since the plant shipments of
March 1, 1998. These specifications are
designed to deal with formaldehyde,

a chemical that can be given off by build-
ing materials and other substances into
the atmosphere and can cause dizziness,
headaches, and other symptoms.

In July 1996 we led the industry by
eliminating formaldehyde from adhesives
used on wall coverings. Now we have
implemented comprehensive measures to
remove it from everything from backing
materials for floors and walls to finishing

materials. Again, we are one of the first
in the housing industry to try this.

Carrying on from this, we began to
apply the specifications to sink housings
and other built-in storage units from the
June shipments onwards. As a measure to
deal with the problem of dioxins, we are
successively replacing approximately 400
cloth products that we use by non-PVC
“eco-cloths,” and we will replace carpet
backing materials with non-PVC products
as soon as the manufacturers change their
production systems.

Further, we are working to develop
products that can respond to all the
various issues surrounding the environ-
ment, by, for example, reusing and
recycling housing components, and
developing construction methods that
eliminate the production of waste material
at construction sites.

In addition to using flooring mate-
rials with low emissions of volatile
organic compounds, we apply anti-
bacterial specifications.



Daiwa House Industry Co., Ltd. has been making vigorous efforts in comprehensive
technical innovation toward environmental conservation, based on its four key
themes of environmental friendliness, health and safety, creating a barrier-free
environment, and low energy consumption. Now, however, we have established our
own environmental targets, and the Daiwa House group of companies will put all its
energies into becoming an enterprise that contributes to a sustainable society in all
business activities, including product development, production and construction, and
building maintenance and administration.

|
Toward the development

of “low-energy housing”

The question of reducing energy
consumption is closely related to the
environment, and is an important theme
for Daiwa House. In particular, we are
focusing on the functions and safety of
housing itself, with the aim of developing
housing that allows a comfortable lifestyle
using only a quarter of the energy cur-
rently used, under the theme of “low-
energy housing” that makes excellent use
of natural light and wind.

With attention being paid to solar
energy, which is clean and limitless, in
July 1997 we began sales of “low-energy
housing” equipped with a solar power
generator. The generator has a capacity
of about 3 kilowatts, which is enough to
meet the electricity consumption needs
of the average family, and it is possible to
sell surplus power generated on particu-
larly sunny days back to an electricity
supply company. Such housing not only
receives government aid, but also falls
under the premium financing system of
Housing Loan Corporation.

We also offer a heat-exchanger based
on a 24-hour air circulation system that
exchanges the air inside with outside air
while preserving all of the energy-saving
advantages of good insulation and draft-
proofing. Instead of merely exchanging

Our 24-hour air circulation system
keeps indoor air fresh, while pre-
serving all the benefits of good
insulation and draft-proofing.

the air, it brings the temperature of the
incoming air close to that in the room,
thus reducing heat loss and allowing great
savings in heating and cooling bills.

|
Mie Plant awarded

1SO14001 certification

We are actively implementing environ-
mental protection and energy consump-
tion reduction measures at our plants,
including the development of production
methods for steel frames and panels

that do not release harmful substances
and carbon dioxide, which damage

the environment.

In addition, we have addressed a wide
range of related issues, including testing
for harmful emissions, educating workers
about the environment, reducing energy
consumption by 15% at offices and pro-
duction facilities, appraising the environ-
mental impact of materials purchased,
and reducing packaging materials, all
with the aim of making the Company
a “circulatory enterprise” that reduces
wastes and emissions and promotes reuse
and recycling.

Amid these emission reduction efforts,
in April 1998 the Company’s Mie Plant
was awarded 1SO14001 certification for
environmental management and inspec-
tion. We are planning to spread the
world-class environmental management
systems employed at Mie to all the
Company’s plants.

The Mie Plant, which has been
awarded 1SO14001 certification
for its world-class environmental
management systems.

-}



Review of Operations

Residential Homes

The term under review saw new housing starts fall to below 1,400,000, the lowest level
for six years, while new starts of condominiums and apartment buildings for rent
were staghant. Faced with these severe conditions, the Company strove to strengthen
its marketing capabilities, while responding to a broad array of customer needs

by enhancing the specifications of existing products and developing new ones in

an effort to improve sales. However, the Company was unable to avoid being hit

by the slump in demand, and as a result, sales of residential housing fell 12.7% to
¥729,305 million (US$5,525 million).

Total Sales of Residential Homes (Billions of Yen)
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“Le Grand Cher,” with
its enhanced perfor-
mance and ventilation
systems, is a comfortable
home that meets next-
generation standards.

“Le Grand Sylphe” is a
free-design product that
offers a wide range of
external finishes, floor
plans, interiors, and
fixtures and fittings.

.



In single-family housing, we worked to
develop new products that take respect
for environmental concerns and health
as their theme. We launched “Le Grand
Cher,” a 2-story house that was chosen
as a Good Design product by the Ministry
of International Trade and Industry, and
“Le Grand Sylphe,” a free-design product
with a host of choices of exteriors and
fittings. We strove to strengthen our
marketing capabilities in response to
intensifying sales competition by, for
example, extending our sales system that
can pinpoint target groups, based on the
analysis of customer needs and market
conditions by city.

Turning to apartment buildings, we
improved the fireproofing of our 3-story
apartment building “High Camour ST” in
order to increase orders for apartment
buildings in large cities, where there are
many quasi fire-preventive districts. In
addition, our affiliate Daiwa Danchi Co.,
Ltd. launched a new apartment building
product for the rental sector that uses
two-by-four construction methods, in
a bid to expand sales.

The March 1998 factory shipments
were the first that came under the new
measures to deal with volatile organic
compounds, which apply to all single-
family housing and apartment building

products, and in April we launched
“Basia 21,” a 2-story house that offers
the furthest advances yet in dealing with
volatile organic compounds, as well as
offering reductions in carbon dioxide
emissions and lowering heating and
cooling bills by improving insulation. It
can also be equipped with solar power
systems or solar water heaters. It is

a product that is truly in the vanguard
of environmental friendliness and low
energy consumption, and we expect
much of it as our strategic product from
the current term onwards.

By reducing formalde-
hyde to the lowest
possible levels and
eliminating other volatile
organic compounds,
“Basia 21” offers an even
better living environment.

The simple yet functional
design of “Le Grand
Crea R” makes house-
work easier, reducing
the burden placed on
housewives.

9



Review of Operations

Commercial Buildings

Retail stores, office buildings, factories, warehouses, and other commercial buildings
were generally depressed, reflecting the harsh economic conditions faced by
businesses. As a result, sales were down 6.4% to ¥259,161 million (US$1,963 million).

Sales of Commercial Buildings (Billions of Yen)
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LOC Shopping Town
Bungotakada, a commer-
cial complex featuring

a large supermarket and
household goods stores,
opened in September

location to achieve
highly efficient use of
city center land, with
its restrictions on floor
space expansion.
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Looking at retail stores, the Daiwa House
LOC (Land-Owner-Company) System,

a total support system whereby the
Company brings together landowners
seeking the optimum utilization of their
land and prospective tenants in search
of new business locations, undertakes
construction, and then offers manage-
ment consultation services, was further
extended across the nation, and now
boasts over 20,000 successful cases.

The Company has created a new
business area for the LOC system by
teaming up with major supermarket
operator Jusco to establish the joint
venture LOC Kaihatsu Co., Ltd., which
operates 8 neighborhood shopping
centers across Japan. In September 1997,

Landowner Seeking
LAND- Reliable Tenant

OWNER Daiwa House Brings Together
COMPANY

(Land) Company Seeks Land and
Buildings for Branches

3 )
9% Daiwa House ééu
% Coordinates &§
DAIWA

HOUSE

it opened LOC Shopping Town
Bungotakada, a commercial complex
consisting of a large supermarket,

a home center, fashion stores, household
goods stores, and others. LOC Kaihatsu
is currently planning to construct a new

shopping town in Sasebo, Nagasaki
Prefecture.

Although commercial buildings have
suffered from the slump in demand, as
part of its efforts to invigorate the econ-
omy, in the fall of 1997 the government
passed a total of 120 emergency econom-
ic stimulus measures, which included
deregulation and policies to improve the
liquidity of land. In order to stimulate
the replacement of buildings in city cen-
ters, deregulation was announced, under
which the floor-area ratio of city-center
commercial districts can be raised by up
to 1,300%. This is expected to lead to
future growth.

By developing sites in a
way that takes account
of the features of the
region and the commer-
cial environment, we
can increase the value
of assets.

“Snow Brand Access”
We have leased this
entire building to a high-
quality corporate tenant
that is looking to expand
its business bases.




Review of Operations

Resort Operations

In addition to expanding the “Daiwa Royal Hotels” chain of membership resort
hotels across the country, from Hokkaido in the north to Okinawa in the south,
the Company also operates golf courses. During the term, we opened 2 new hotels
and worked to attract conventions, training programs, wedding receptions, and
others to our existing facilities in an effort to improve performance irrespective
of room occupancy rates. However, the slump in consumer spending meant that
total sales were down 1.1% to ¥41,593 million (US$315 million).

Sales of Resort Operations
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The superbly located
“Tonami Royal Hotel”
is Daiwa House’s 29th
hotel.

Number of Guest Rooms (Rooms)

of I

o5 I

o I

o7 I

o I
0 1,500 3,000 4,500 6,000 7,500

“Yatsugatake Royal
Hotel,” a mountain
resort hotel that offers
spectacular views of the
surrounding countryside.
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“Daiwa Royal Hotels” develops high-class
hotels across Japan, and is expected to
see major growth on the back of expan-
sion in the leisure market and increasing
regional development. In August 1997 we
opened the “Yatsugatake Royal Hotel” at
the foot of Mt. Yatsugatake in Yamanashi
Prefecture, the largest mountain resort
hotel in the prefecture, and in March 1998
we opened the “Tonami Royal Hotel” in
Toyama Prefecture, a hotel fully equipped
with comfortable resort facilities. This
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The Company opened
its 30th hotel,
“Kushimoto Royal
Hotel,” in the scenic
town of Kushimoto,
which lies on the
southernmost point
of Honshu.

brings our hotel chain to 29 (26 Daiwa
Royal Hotels and 3 affiliated hotels).

When the Company began its resort
operations, it had a plan to construct a
nationwide chain of 30 big resort hotels.
With the opening of our 30th hotel in
April 1998, the Kushimoto Royal Hotel in
Wakayama Prefecture, we have attained
our goal of many years.

Daiwa House's chain of hotels does
not merely offer a comfortable and full
leisure experience to guests, but by

stimulating the regional economy and
promoting employment, it also con-
tributes to sound regional development.
We have now entered a period of reap-
ing the full rewards of investment, and
we will strive to improve earnings by
strengthening our marketing capabilities,
in particular by attracting conventions.

Network of Daiwa Royal Hotels

Shikabe
Hachimantai

Miyagi Zao

Urabandai

Rindoko

Shinshu Matsushiro
Yatsugatake

Minami-Boso Tomiura
Hamanako

Ise Shima

Noto

Yamanaka-Onsen Kajikaso
Tonami

Nagahama

Kashihara

Kishu Minabe
Amanohashidate-Miyazu
Minami Awaji
Daisen
Tosa
Beppuwan
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» Kitakyushu Yahata
» Genkai

v Karatsu

v Kirishima

» Okinawa Zanpamisaki
@7 Kushimoto

NB: Sanraku*, Royton Sapporo** and Nishiwaki Royal
Hotel*** are affiliated hotels of Daiwa Royal Hotels.
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Review of Operations

Other Operations

This segment covers the development of resort villa and condominium projects and
the operation of home center retail outlets, which are frequently sited in suburban
areas with good road access. Home center operations are one of the most prominent
areas of growth within the Company, and we are forging ahead with their further
development. During the term we opened 3 new stores, mainly in western Japan,
bringing the total number of stores to 35 nationwide. Total sales for this segment

during the term rose 16.4% to ¥39,730 million (US$301 million).

Under the theme of “an even
more comfortable living environ-
ment,” “Royal Home Centers”
focus not just on home improve-
ment, housekeeping, and home
furnishings, but also on home
leisure activities. Their line-up of
over 50,000 shelf items includes
do-it-yourself supplies, interior
design supplies, and outdoor
goods. In addition, they hold
DIY classes and other activities
in order to “offer a more comfort-
able lifestyle,” not to merely
supply goods. In this way they
offer the happiness of creating
one’s own lifestyle both in terms
of equipment and information.
Three new stores were opened
during the term: the “Royal Home
Center Fukuyama Nishi” in
Hiroshima Prefecture in April
1997; the “Royal Home Center
Nishi Biwajima” in Aichi
Prefecture in May 1997; and the
“Royal Home Center Mozume”

Sales of Other Operations (Billions of Yen)
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in Kyoto Prefecture in March 1998.
Further, we opened the “Royal
Home Center Shiogama” in Miyagi
Prefecture under the concept of
a store that is in harmony with
the environment.

Turning to resort condomini-
ums, we continued sales of units
in “Royal Ventvert Shima-Matoya
Bay,” which started in October
1996, and in July 1997 we began
selling units in “Royal Ventvert
Shima-Daiozaki,” also in Shima-
gun, Mie Prefecture. This devel-
opment lies in a region with
a temperate, maritime climate,
and it offers a huge variety of
leisure facilities, such as all man-
ner of marine sports, and the
opportunity to enjoy a round of
golf at the Company’s “Ise-Shima
Country Club,” which lies nearby.

Royal Home Center Fukuyama Nishi

[ —

Royal Home Center Mozume



Contributing to Society

Daiwa House makes steady contributions to society both technically and culturally,
by, for example, holding symposia and open seminars on the subjects of lifestyle
and the home at its Central Research Laboratory and the Life Research Center, and
holding cultural classes for local customers at Royal Home Centers.

The Central Research Laboratory is situ-
ated in Kansai Science City, and under
the key phrase of two-way communica-
tion with the customer, it publicizes the
fruits of its research to a broad public
by setting up a great number of visitor
facilities, with an eye to becoming
a friendly research center that is open
to local society.

Further, it holds public symposia
throughout the year, with one held

|
Public symposia
at the Central
Research Laboratory
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The Life Research Center holds a regular
seminar called “Life, Living, and the
Home” every two months, open to con-
sumers, that tackles familiar issues related
to living and housing. Each time a lec-
turer is invited to give a talk on a wide
range of familiar themes related to basic
necessities, and the seminars are very
popular with those attending.

In addition to holding these seminars,
the Life Research Center draws up reports
based on the results of all kinds of inves-
tigative activities, and releases this infor-
mation to the mass media and the general
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on the subject of “Housing that is
Comfortable for the Elderly” during the
term. Researchers and technicians at
the forefront of this field were invited
on the panel, and there was a lively
discussion about such topics as care in
the home and the impaired vision of the
elderly. The results of these symposia
are of real use in the Company’s efforts
to develop new housing that is kind to
the resident.

The Life Research Center
with think-tank
functions

public. During the term, the Center
carried out a survey into safety in the
home to shed light on city dwellers’
awareness and response to safety and
crime prevention. In addition, we pub-
lished the results of a survey into remod-
eling, which discovered how people are
remodeling their homes up and down

| the country.

Further, four times a year we publish
“Take Off,” a magazine loaded with all
manner of useful information for daily
life, and around 15,000 copies are
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Daiwa House Industry Co., Ltd. and Subsidiaries

Five-Year Summary

- ]
FINANCIAL SECTION

Millions of yen

Years ended March 31 1998 1997 1996 1995 1994
NEt SAIES ....viiiiiieieieeee e ¥1,069,789 ¥1,188,295 ¥1,066,218 ¥ 980,620 ¥ 943,188
Income before income taxes and
translation adjustment 48,643 84,557 76,948 77,125 82,956
Net INCOME ..o 20,373 42,452 38,992 38,257 40,063
Per share of common stock (in yen):
NEt INCOME ..o 38.89 82.76 80.91 79.94 83.71
Diluted net iINCOMEe........cccevviveiieiiieciee 37.91 79.89 77.66 76.95 —
Shareholders’ equity .......cccoovviiiiiiiiinnnn, 1,136.55 1,115.04 1,032.96 952.68 890.19
Capital expenditures ..........cccceovvviiiiinnnenn 28,700 34,133 20,640 46,213 35,608
Property, plant and equipment,
less accumulated depreciation .................... 346,543 338,166 322,436 312,896 300,664
TOtal @SSELS ... 1,013,072 1,145,944 1,241,217 1,092,496 1,171,185
Shareholders’ equity........cccovvvviiiiieiiencnn, 595,429 584,157 515,745 455,958 426,047
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Operating Results

Net sales for the fiscal year ended
March 31, 1998, came to ¥1,069.8
billion (US$8,104 million), a fall
of 10.0% from the previous year.
The ratio of cost of sales to net
sales rose 0.4 of a percentage
point to 78.0%. Selling, general
and administrative expenses rose
¥4,913 million (US$37 million), or
2.7%, to ¥186.9 billion (US$1,416
million). This represented 17.5%
of net sales, up 2.2 percentage
points from the previous year.

As a result, operating income
fell 42.2% to ¥48.5 billion (US$367
million). The operating profit
margin fell 2.6 percentage points
to 4.5%. Income before income
taxes and translation adjustment
declined 42.5% to ¥48.6 billion
(US$369 million). Net income for
the year dropped 52.0% to ¥20.4
billion (US$154 million), with
net income per share at ¥38.89
(US$0.29).

By segment, sales in residential
housing fell 12.7%, sales in com-
mercial buildings fell 6.4%, sales
in resort operations fell 1.1%, and
sales in other operations rose
16.4%. Turning to operating in-
come (loss) before adjustment of
enterprise tax by segment, resi-
dential housing saw income fall
44.6% to ¥44.4 billion (US$336

million), due to an increase in
fixed costs resulting from our
vigorous efforts to allocate staff to
this segment and a drop in prof-
itability due to intensified compe-
tition. Commercial buildings saw
income rise 6.5% to ¥17.6 billion
(US$134 million) as a result of an
improvement in the ratio of cost
of sales to net sales and cost re-
ductions from the redeployment
of staff. Resort operations saw

a loss of ¥5.9 billion (US$45 mil-
lion), a 9.5% improvement over
the previous year, due to a reduc-
tion in depreciation expenses and
other cost reductions. Other oper-
ations saw a loss of ¥1.6 billion
(US12 million), a 27.8% improve-
ment, on the back of profits from
the sale of resort mansions and
villas.

Financial Position

As of March 31, 1998, total assets
were ¥1,013.1 billion (US$7,675
million), down 11.6% from the
previous year-end. Current assets
were ¥480.3 billion (US$3,638
million), down 23.3%. Property,
plant and equipment rose 2.5% to
¥346.5 billion (US$2,625 million).
The total of current liabilities
and long-term liabilities stood at
¥417.6 billion (US$3,165 million),

g



down 25.7%. Current liabilities fell
36.0% to ¥279.5 billion (US$2,117
million) due to the redemption of
warrant bonds and convertible
bonds. Further, in March 1998 the
Company issued ¥30.0 billion
(US$227 million) in commercial
paper, with the aim of procuring
working capital.

Shareholders’ equity stood at
¥595.4 billion (US$4,511 million),
up 1.9% from the previous year-
end, and the shareholders’ equity
ratio rose from 51.0% to 58.8%.
Return on assets for the year was
2.0%, as compared with 3.7% for
the previous year. Return on eg-
uity was 3.4%, as compared with
7.3% for the previous year.

Cash Flows

Net cash provided by operating
activities for the year came to
¥24.8 billion (US$188 million),
down from ¥72.7 billion in the
previous year. This was mainly
due to a ¥22.1 billion drop in
net income and a fall in current
deposits received.

Net cash used in investing ac-
tivities was ¥24.8 billion (US$188
million), down from the previous
year's ¥38.9 billion. This was
primarily due to a reduction in
the purchase of marketable and

investment securities.

Net cash used in financing
activities came to ¥75.1 billion
(US$569 million), down from
¥95.1 billion in the previous year.
This was mostly due to a reduc-
tion in the repayments of long-
term debt. While ¥34.6 billion
was provided from the exercise
of warrants in the previous yeatr,
there was no such exercise of
warrants during the year under
review. However, ¥30.0 billion
(US$227 million) in cash was
provided by the aforementioned
issue of commercial paper.

Capital Expenditures

Looking at capital investment
during the year, operations began
at the Okayama Plant in October
1997, and construction work
continued at the new Tokyo and
Osaka head office buildings and
at two hotels. Capital expendi-
tures were down 15.9% from the
previous year at ¥28.7 billion
(US$217 million).
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Daiwa House Industry Co., Ltd. and Subsidiaries

Consolidated Balance Sheets

March 31, 1998 and 1997

ASSETS Thousands of
Millions of yen U.S. dollars (Note 1)
1998 1997 1998

Current assets:
Cash and cash equivalents (Notes 2-b and 5):

CaSH . ¥ 46,137 ¥ 62,026 $ 349,523
TIME AEPOSITS c.vvieeieiiec ettt 94,535 153,820 716,174
Marketable securities (NOE 3) .......ccocurireririeiiieieieeeeeeaias 5,464 8,765 41,394
Receivables:
Trade NOtES.....ccoveeeericiiine 5,908 8,398 44,758
Trade accounts 47,312 62,517 358,424
Allowance for doubtful receivables ..........cccccooevvivviiriininnnn. (2,050) (1,457) (15,530)
INVENOriES (NOE 4) ..ooiiiiiiiiie e 273,104 320,536 2,068,970
Prepaid expenses and other current assets..........ccooeveveieninnne 9,852 11,248 74,636
Total CUrrent aSSELS ....cvivviiiiiiee e 480,262 625,853 3,638,349
Property, plant and equipment:
LANG e 156,989 155,238 1,189,311
Buildings and StrUCIUIES ........c.coveiiivieiiece e 255,477 249,017 1,935,432
Machinery and eqUIPMENT .........ccoveiviierieie e 45,787 43,395 346,871
Furniture and fIXTUIES .........cooiiiiiiiieeeceee e 28,533 27,247 216,159
CONSLrUCTION IN PrOGIESS ..covveiereieeiierieariesieeee e e seee e eneeseee s 16,886 9,137 127,924
TOMAL Lo 503,672 484,034 3,815,697
Accumulated depreciation ..........ccccoeveiienienie e (157,129)  (145,868) (1,190,371)
Net property, plant and equipment ..........ccccooeevveineene. 346,543 338,166 2,625,326
Investments and other assets:
Investment securities (NOte 3) ......coovrerireneieieeeeee 62,359 64,061 472,417
Investments in and advances to
associated companies (NOte 3) .....covvvevvrieeneee e 52,205 49,971 395,492
LONQG-tErM 10@NS ..o 23,671 23,673 179,326
Lease deposits and Other asSets ..........ccovvvverieieiienenieiennens 48,331 44,480 366,143
Allowance for doubtful aCCOUNTS..........cccovveiiiiiiiiiiiciee (1,095) (848) (8,295)
Total investments and other assets ..........ccceceeeviveeeinnnen, 185,471 181,337 1,405,083
Translation adjustments ...........ccccccevviie e 796 588 6,030
TOTAL oo ¥1,013,072 ¥1,145,944 $7,674,788

See notes to consolidated financial statements.
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LIABILITIES AND SHAREHOLDERS’ EQUITY Thousands of

Millions of yen U.S. dollars (Note 1)
1998 1997 1998
Current liabilities:
Short-term bank [0ans (NOte 5) .....cccooveveiiiiiiiiiiiicccecei ¥ 38,315 ¥ 37,687 $ 290,265
Commercial paper (NOtE 5)......cceveieieininieisisese e 30,000 227,273
Current portion of long-term debt (Note 5) .......cccccovevveiieens 448 109,571 3,394
Payables:
Trade NOTES ....ooveeeiiiieeie e ee s aeareens 60,809 84,346 460,674
Trade aCCOUNTS ...c..oiviiiiiieie e 52,003 72,043 393,962
CONSIIUCTION ..ottt 7,839 4,461 59,386
Deposits received (Note 6) 50,949 75,191 385,978
Income taxes payable.........ocoeiiiiii 11,062 20,042 83,803
Accrued expenses and other current liabilities (Note 5)......... 28,025 33,547 212,311
Total current liabilities ........ccccccoeviiiiiiii e 279,450 436,888 2,117,046
Long-term liabilities:
Long-term debt (NOte 5) ...coovviieiieieeece e 2,843 3,236 21,538
Employees’ retirement benefits (NOte 7) .......ccoecvviiieiiieennne 17,130 16,076 129,773
Long-term deposits received (NOE 6) ........ccevvvrverviienininnniens 118,016 105,326 894,061
Other long-term liabilities ...........cccccooiveiiiiiiiecce e 204 261 1,545
Total long-term Habilities ... 138,193 124,899 1,046,917
Commitments and contingencies (Notes 12, 13 and 14)
Shareholders’ equity (Notes 5, 8 and 15):
Common stock, ¥50 par value — authorized,
1,900,000,000 shares; issued and outstanding,
523,893,045 shares in 1998 and
523,891,198 shares in 1997 .........ccorriiniieneieeeeee e 108,781 108,780 824,098
Additional paid-in capital .........c.cccoooeiiiieie e 122,041 122,040 924,553
Legal FESEIVE ... 12,718 11,800 96,348
Retained arnings ........ccooeeieriiieiieie e 351,891 341,538 2,665,841
TOMAL e 595,431 584,158 4,510,840
Treasury StOCK — @t COSt .....ooviiiiiieiirie e 2 (1) (15)
Total shareholders’ eqUItY .......ccovveereiiiiie e 595,429 584,157 4,510,825
TOTAL s ¥1,013,072 ¥1,145,944 $7,674,788




Daiwa House Industry Co., Ltd. and Subsidiaries

Consolidated Statements of Income

Years ended March 31, 1998, 1997 and 1996

Thousands of

Millions of yen U.S. dollars (Note 1)
1998 1997 1996 1998
Net sales:
CONSIIUCTION ittt ¥ 850,265 ¥ 960,226 ¥ 877,343 $6,441,402
REAI ESTALE ....cvvecveccee e 142,432 155,828 128,143 1,079,030
(O] 1= USSR 77,092 72,241 60,732 584,030
Total Nt SAIES ....occvviiiiciiece e 1,069,789 1,188,295 1,066,218 8,104,462
Cost of sales:
CONSITUCTION ..t 651,346 736,300 674,751 4,934,439
REAI ESTALE ...ttt 126,747 138,098 112,357 982,932
(@] 1= SRR 53,314 47,989 40,895 403,894
Total CoSt Of SAIES ..vvviviviiiiiiiie e 834,407 922,387 828,003 6,321,265
GrosS Profit ..o 235,382 265,908 238,215 1,783,197
Selling, general and administrative expenses ...... 186,932 182,019 162,148 1,416,152
Operating iINCOME .......cocueiiiieeeeeee e 48,450 83,889 76,067 367,045
Other income (expenses):
Interest and dividendsS.........c..evveeeieeeeeee e 2,513 2,509 3,106 19,038
Interest expense (NOTE 5) ....ccevveeeivereiieieeic e (1,160) (1,621) (2,927) (8,788)
Other — net (Notes 5 and 10) ......cccevvvvevvrieriennnnne (1,160) (220) 702 (8,788)
Other iINCOMe — NEet......cooviieiieee e 193 668 881 1,462
Income before income taxes and translation
AAJUSTMENT ..o 48,643 84,557 76,948 368,507
Income taxes (NOte 11) .....ccocvrviieiiiiinieenee e 28,270 42,105 37,955 214,166
Translation adjustment...........ccccoeevevevesesiereienn 1)
NEE INCOME .ot ¥ 20,373 ¥ 42452 ¥ 38992 $ 154,341
Yen U.S. dollars
Per share of common stock (Note 2-n):
NEL INCOME ...oviiieie ettt ¥38.89 ¥82.76 ¥80.91 $0.29
Diluted NEt INCOME ...oeiiiieiecieee e 37.91 79.89 77.66 0.29
Cash dividends applicable to the year..........cccccoovennne. 17.00 17.00 17.00 0.13

See notes to consolidated financial statements.
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Daiwa House Industry Co., Ltd. and Subsidiaries

Consolidated Statements of Shareholders’ Equity

Years ended March 31, 1998, 1997 and 1996

Thousands Millions of yen
Outstanding
number of Additional
shares of ~ Common  paid-in Legal Retained
common stock  stock capital reserve  earnings
Balance, April 1, 1995.......ccccciiiiiiiiice e 478,608 ¥ 76,900 ¥ 90,163 ¥ 10,084 ¥ 278,811
NEt INCOME....euviiiiiiiicee e 38,992
Cash dividends, ¥17.0 per share.........ccccceevvevviriennnnns (8,136)
Bonuses to directors and corporate auditors ........... (191)
Transfer to legal reserve ... 842 (842)
Shares issued on conversion of convertible bonds..... 32 1 1
Shares issued on exercise of warrants................cee... 20,650 14,559 14,558
Translation adjustment .........c.ccoeeveniniineeiesee, 3
Balance, March 31, 1996 ........cccccccevveeveiiiiecciie e 499,290 91,460 104,722 10,926 308,637
NEE INCOMEB ...t 42,452
Cash dividends, ¥17.0 per share.........cccccoevereveiennnnns (8,487)
Bonuses to directors and corporate auditors ........... (190)
Transfer to legal reserve ... 874 (874)
Shares issued on conversion of convertible bonds.... 9 7 7
Shares issued on exercise of warrants.............c.cceen. 24,592 17,313 17,311
Balance, March 31, 1997 .......cccccoeviviieieeie e 523,891 108,780 122,040 11,800 341,538
NEE INCOMEB ...t 20,373
Cash dividends, ¥17.0 per share.........cccoceevvevviennnnns (8,906)
Bonuses to directors and corporate auditors ........... (196)
Transfer to legal reserve.........ocovveiiiiiiiiiiniinee 918 (918)
Shares issued on conversion of convertible bonds.... 2 1 1
Balance, March 31, 1998 ........ccccccceviieveeiieecee e 523,893 ¥108,781 ¥122,041 ¥12,718 ¥351,891

Thousands of U.S. dollars (Note 1)

Additional
Common  paid-in Legal Retained
stock capital reserve earnings
Balance, March 31, 1997 ... $824,090 $924,545 $89,393 $2,587,409
NEL INCOME ... 154,341
Cash dividends, $0.13 per Share ........cc.ccocevvrererenereierieieeans (67,469)
Bonuses to directors and corporate auditors..............ccccveeveenene. (1,485)
Transfer to legal reSEIVE .......ccovviiiiiiiiiesee e 6,955 (6,955)
Shares issued on conversion of convertible bonds...................... 8 8
Balance, March 31, 1998 ..o $824,098 $924,553 $96,348 $2,665,841

See notes to consolidated financial statements.



Daiwa House Industry Co., Ltd. and Subsidiaries

Consolidated Statements of Cash Flows

Years ended March 31, 1998, 1997 and 1996

Thousands of
Millions of yen U.S. dollars (Note 1)

1998 1997 1996 1998

Operating activities:
NEL INCOME .t ¥ 20,373 ¥ 42,452 ¥ 38,992 $ 154,341
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization ...........c.cccceeeeveeeiieennen. 18,710 19,961 21,060 141,742
Loss (gain) on sales of marketable and
INVEStMENt SECUMLIES ....oovvvviieiiiiiiiiericrie e (114) 431 651 (864)
Write-down of marketable and investment securities.... 555 268 4,205
Provision for doubtful receivables and accounts........ 998 670 57 7,561
Loss on sales and disposal of property,
plant and equipment ..o 2,055 1,664 3,651 15,568
Equity in earnings of associated companies,
1€SS dIVIAENAS ... 306 (849)  (1,955) 2,318
Gain resulting from associated company’s public
offering of stock (Note 10) ........ccoovvviiniieeninieieens (615)
Provision for employees’ retirement benefits,
net of PAYMENTS .....ccevviiiii e 1,054 1,216 1,038 7,985
Amortization of deferred exchange gains ................... (2,455)  (4,914)
Changes in certain assets and liabilities:
Decrease (increase) in receivables...........cccooevvennnne 17,540 50,651 (6,561) 132,879
Decrease (increase) in iINVENLONi€s .........ccovvvevrniiae 44,756 (6,235) (37,031) 339,061
Decrease (increase) in prepaid expenses and
other Current assets .........occooeviereeniieneeie e 1,396 2,319 (1,632) 10,576
Increase (decrease) in payables — trade................. (43,577) (35,660) 52,888 (330,129)
Increase (decrease) in current deposits received..... (24,242) 6,662 22,179 (183,652)
Increase (decrease) in income taxes payable.......... (8,980) (8,847) 6,249 (68,030)
Increase (decrease) in accrued expenses and
other current liabIlities .........cocoeveveiencieccee (5,516) (196) 2,083 (41,788)
Other — NeL ..o (509) 638 (547) (3,856)
Total adjustments ..........cccoveeieireieneee e 4,432 30,238 56,601 33,576
Net cash provided by operating activities............ 24,805 72,690 95,593 187,917
Investing activities:
Capital eXpenditures ........ccoveierieiiiienieeeese e (28,700) (34,133) (20,640) (217,424)
Purchases of marketable and investment securities ....... (25,724) (43,761) (54,731) (194,879)
Net increase in lease deposits and other assets ............. (4,785)  (9,023)  (4,156) (36,250)
Increase in investments in and advances to
associated COMPANIES ......ccvevriiiiiiiiireriese e (2,497)  (2,494) (654) (18,916)
Increase in long-term 10ans ...........ccceveveniicicicce (25)
Proceeds from sales of marketable and
INVEStMENT SECUTILIES ..ovveveeieiiie e 30,279 48,591 54,815 229,386
Proceeds from sales of property, plant and equipment ... 6,546 1,757 583 49,591
Decrease in investments in and advances
to associated COMPANIES ......cvevvveeiieiieiiie e 46 92 317 348
Decrease in long-term 10ans..........cccceevveviieiie e, 2 59 3,882 15
Net cash used in investing activities..................... (24,833) (38,912) (20,609) (188,129)
Financing activities:
Net increase in commercial PaPer ..........ccceevevveiveinennns 30,000 227,273
Net increase in long-term deposits received .................. 12,690 9,521 6,866 96,136
Net increase (decrease) in short-term bank loans.......... 628 (13) 454 4,757
Proceeds from long-term debt ........c.ccoovevvieiiiiiicieeen, 13 98
Shares issued on exercise of Warrants ..........ccceeeeevevveeenns 34,624 29,117
Repayments of long-term debt ... (109,571) (130,730) (293) (830,083)
Dividends paid .......ccccoeveeivreniniiiiinn (8,906) (8,487)  (8,136) (67,469)
Net cash provided by (used in) financing activities..... (75,146) (95,085) 28,008 (569,288)
Net increase (decrease) in cash and cash equivalents ... (75,174) (61,307) 102,992 (569,500)
Cash and cash equivalents, beginning of year............ 215,846 277,153 174,161 1,635,197
Cash and cash equivalents, end of year ...................... ¥140,672 ¥215,846 ¥277,153 $1,065,697
Additional cash flow information:
INEEIESt PAI ....cveevieeeiieic s ¥ 1934 ¥ 6592 ¥ 6,863 $ 14,652
Income taxes paid 37,250 50,952 31,706 282,197
Noncash financing activities:
Convertible bonds converted into common stock ......... 2 14 2 16

See notes to consolidated financial statements.
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Daiwa House Industry Co., Ltd. and Subsidiaries

Notes to Consolidated Financial Statements

I
1. Basis of The accqmpanying consol_idated fipancial statements have been prepared from the consolid_ated financial
) . statements issued for domestic reporting purposes in accordance with the provisions set forth in the Japanese
Presenting Securities and Exchange Law. Daiwa House Industry Co., Ltd. (the “Company”) and its domestic subsidiaries
Consolidated maintain their accounts and records in accordance with the provisions set forth in the Japanese Commercial
Financial Code (the “Code”) and in conformity with accounting principles and practices generally accepted in Japan,

which are different in certain respects as to application and disclosure requirements of International

Statements Accounting Standards, and its foreign subsidiaries in conformity with those of each country of their domicile.
The consolidated statements of cash flows are not required as a part of the basic consolidated financial state-
ments in Japan but are presented herein as additional information.

In preparing these consolidated financial statements, certain reclassifications and rearrangements have been
made to the consolidated financial statements issued domestically in order to present them in a form which is
more familiar to readers outside Japan. In addition, the notes to the consolidated financial statements include
information which is not required under accounting principles generally accepted in Japan but is presented
herein as additional information.

The consolidated financial statements are stated in Japanese yen, the currency of the country in which the
Company is incorporated and operates. The translations of Japanese yen amounts into U.S. dollar amounts are
included solely for the convenience of readers outside Japan and have been made at the rate of ¥132 to $1, the
approximate rate of exchange at March 31, 1998. Such translations should not be construed as representations
that the Japanese yen amounts could be converted into U.S. dollars at that or any other rate.

9 Summary of a. Consolidation

The consolidated financial statements include the accounts of the Company and all subsidiaries (together

Significant the “Companies”). All significant intercompany balances and transactions have been eliminated in consolida-
Accounting tion. All material unrealized profit included in assets resulting from transactions within the Companies is
Investments in significant associated companies (20% - 50% ownership) are accounted for by the equity
method.

The differences between the cost and underlying net equity of investments in subsidiaries and associated
companies at acquisition are amortized over five years.

b. Cash and cash equivalents

For purposes of the statements of cash flows, the Companies consider all time deposits to be cash equiva-
lents. Time deposits have original maturities of one year or less and are withdrawable on demand with no
diminution of principal.

Time deposits pledged as collateral as substitutes of deposits for certain construction contracts were ¥20
million ($152 thousand) at both March 31, 1998 and 1997.

c. Marketable and investment securities

Marketable and investment securities are stated at cost determined by the average method. However,
appropriate write-downs are recorded for securities with values considered to have been permanently or
substantially impaired.

d. Inventories

Inventories are stated at cost. Inventories of land, residential homes and condominiums, and construction
projects in progress include all costs of land, land development and construction. The cost of construction
materials and supplies is determined by the average method.

e. Property, plant and equipment

Property, plant and equipment are stated at cost. Depreciation is computed by the declining-balance
method at rates based on the estimated useful lives of the assets. The range of useful lives is principally from
15 to 47 years for buildings and structures, from 10 to 13 years for machinery and equipment and from 5 to 15
years for furniture and fixtures.
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f. Leases

All leases are accounted for as operating leases. Under Japanese accounting standards for leases, finance
leases that are deemed to transfer ownership of the leased property to the lessee are to be capitalized, while
other finance leases are permitted to be accounted for as operating lease transactions if certain “as if capital-
ized” information is disclosed in the notes to the lessee’s financial statements. The disclosure requirements of
these standards are being applied on a step-by-step basis beginning with fiscal years starting on or after April
1, 1996, with full implementation required for fiscal years starting on or after April 1, 1998.

g. Retirement and pension plans

The Company and its domestic subsidiaries provide for employees’ retirement benefits based on Japanese
tax regulations. The liability balances represented 40% of the amounts which would have been required if all
employees voluntarily terminated at each balance sheet date. Retirement benefits to directors and corporate
auditors are subject to the approval of the shareholders and are charged to expense when paid.

In addition, the Company and certain subsidiaries have a trusteed pension plan for which the policy is to
fund and charge to expense, normal costs as accrued on the basis of an accepted actuarial method.

h. Revenue and profit recognition

Sales and related profits are generally recorded when sales contracts are closed and customers have satis-
fied the down payment and other requirements stipulated by the contracts. Land and land development costs
are allocated to units sold based upon relative area. Payments received from customers prior to the recording
of a sale are accounted for as current deposits received (see Note 6).

i. Income taxes
Income taxes are provided for amounts currently payable for each year. The tax effect of temporary
differences between tax and financial reporting purposes is not recorded.

j. Appropriations of retained earnings
Appropriations of retained earnings at each year end are reflected in the financial statements of the
following year after shareholders’ approval has been obtained.

k. Foreign currency transactions

Short-term receivables and payables denominated in foreign currencies are translated into Japanese yen at
the current exchange rates at each balance sheet date. Long-term receivables and payables denominated in
foreign currencies are translated into Japanese yen at historical exchange rates except for short- and long-term
receivables and payables which are translated using the exchange rates set forth in the applicable forward
exchange contracts.

In the case where there is significant fluctuation of currencies with possible exchange losses, long-term
receivables or payables denominated in foreign currencies are translated at the current exchange rates in effect
at the balance sheet date.

The exchange gains arising from forward exchange contracts are deferred and recognized as income ratably
over the term of the contract period. Other exchange gains and losses are recognized in the fiscal periods in
which they occur.

|. Foreign currency financial statements

Effective for the year ended March 31, 1997, the balance sheet accounts of the overseas subsidiaries and
associated companies are translated into Japanese yen at current exchange rates as of the balance sheet date
except for shareholders’ equity, which is translated at historical exchange rates. Differences arising from such
translation are shown as “Translation adjustments” in the accompanying consolidated balance sheets. Revenue
and expense accounts of the overseas subsidiaries and associated companies are translated into Japanese yen
at the current exchange rates.

In 1996, financial statements of overseas subsidiaries and associated companies were translated into
Japanese yen at year-end-rates for monetary current assets and liabilities and retained earnings, and at historical
rates for other balance sheet accounts. The average rate for each year was used for translation of income and
expenses, except that certain costs and expenses relating mainly to inventories and depreciable assets were
translated at historical rates, and net income or loss was translated at year-end rates. Adjustments due to the
translation were included in the respective financial statements.

m. Reclassifications
Certain reclassifications have been made to the 1997 and 1996 financial statements to conform to
the classifications used in 1998.
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3. Marketable and
Investment
Securities

|
4. Inventories

n. Per share information

The computation of net income per share is based on the weighted average number of shares of
common stock outstanding during each year. The average humber of common shares used in the
computation was 523,891 thousand shares for 1998, 512,975 thousand shares for 1997 and 481,926
thousand shares for 1996.

Diluted net income per share of common stock assumes full conversion of the outstanding convertible
bonds at the beginning of the year (or at the date of issuance) with an applicable adjustment for related
interest expense, net of tax, and full exercise of outstanding warrants.

Cash dividends per share presented in the accompanying consolidated statements of income are
dividends applicable to the respective years including dividends to be paid after the end of the year.

Carrying amounts and aggregate market values of current and non-current marketable securities at March
31, 1998 and 1997 were as follows:

Thousands of

Millions of yen U.S. dollars
1998 1997 1998
Aggregate Aggregate Aggregate
Carrying market Carrying market Carrying market
amount value amount value amount value
Current:
Marketable securities .................. ¥ 5464 ¥ 4997 ¥ 8,755 ¥ 10,214 $ 41,394 $ 37,856
Treasury Stock ........cccoeeviininnn. 2 2 1 1 15 15
Non-current:
Investment securities .................. 61,264 53,058 63,050 68,852 464,121 401,955
Investments in associated
COMPANIES ..ot 41,861 34,711 42,077 58,787 317,129 262,962
Total woviieeeece e ¥108,591 ¥92,768 ¥113,883 ¥137,854 $822,659 $702,788

The difference between the above carrying amounts and the amounts shown in the balance sheets with
respect to marketable securities, investment securities and investments in associated companies consisted
of unlisted securities, for which market value amounts are not available.

Inventories at March 31, 1998 and 1997 consisted of the following:

Thousands of

Millions of yen U.S. dollars
1998 1997 1998

Finished residential homes and condominiums ...........ccccceeevenenciinnne. ¥ 30,560 ¥ 22454 $ 231,515

Construction Projects iN ProgreSs ... eiieeierierie e 29,176 58,171 221,031

Residential homes and condominiums in Process .........ccccevevereeienenne. 9,228 24,118 69,909
Land held:

FOF TESAIE ...t 154,057 163,346 1,167,099

Under developMENT ........coviiiiiiierieie s 20,445 15,777 154,886

UNAEVEIOPED ...t 20,742 26,350 157,136

Construction materials and SUPPHES ......oovveiieiiiiiiiie e 8,896 10,320 67,394

TOTAL e ¥273,104 ¥320,536  $2,068,970

The Companies engage in two principal business activities. They manufacture and construct prefabricated
houses and structures and also engage in various contracted construction projects, primarily for the construc-
tion of large-scale commercial and residential buildings. To further such business, the Companies purchase
land for development and resale.
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5. Short-term Bank Short-term bank loans at March 31, 1998 and 1997 consisted principally of bank overdrafts. The annual
) . interest rates for the short-term bank loans ranged from 0.9% to 1.6% at March 31, 1998 and 1997, respectively.
Loans, Commercial ~ The annual interest rates for commercial paper ranged from 0.8% to 0.9% at March 31, 1998.

Paper and Long- Long-term debt at March 31, 1998 and 1997 consisted of the following:
term Debt Thousands of
Millions of yen U.S. dollars
1998 1997 1998
Bonds with detachable stock purchase warrants —
1.0% U.S. dollar bonds due 1998 ..........ccceveeieveieeieseseeieee e ¥ 79,571
Convertible bonds:
0.8% convertible bonds due 1998..........cccoviiiiiiiiiiiie e 30,000
2.0% convertible bonds due 1999 .........ccciiiiiiiiiieie e ¥ 448 448 $ 3,394
2.0% convertible bonds due 2002..........cccooviiiieieieine e 2,450 2,453 18,561
Unsecured 10ans from Danks ... 393 335 2,977
0] = LSS 3,291 112,807 24,932
LSS CUMTENT POIION ...t 448 109,571 3,394
Long-term debt, net of current POrtion ..........ccocceecvieerencrncene e ¥2,843 ¥ 3,236 $21,538

Annual maturities of long-term debt at March 31, 1998 were as follows:

Thousands of

Year ending March 31: Millions of yen U.S. dollars
L9000 ettt ettt e re et e te e teenreeaneas ¥ 448 $ 3,394
2000 -t h e h et bbbt b e nn e 393 2,977
2002 ettt e bt et e e ant et e e ete e nteeereenneeaneeenne 2,450 18,561
TOTAL bbb ¥3,291 $24,932

As is customary in Japan, the Companies maintain deposit balances with banks with which they have
borrowings. Such deposit balances are not legally or contractually restricted as to withdrawal.

General agreements with the respective banks provide, as is customary in Japan, that collateral must be
provided under certain circumstances if requested by such banks and that certain banks have the right to off-
set cash deposited with them against any short-term or long-term debt or obligation that becomes due and, in
case of default and certain other specified events, against all other debt payable to the banks. The Companies
have never been requested to provide any additional collateral.

All outstanding 1.0% U.S. dollar bonds with warrants due in 1998 were redeemed during the fiscal year
ended March 31, 1998. As the Company had purchased forward exchange contracts for these bonds with war-
rants at the time of issuance, the remaining unamortized portions of the related exchange gains which were
recorded as “Accrued expenses and other current liabilities” have been fully recognized in the consolidated
statement of income for the year ended March 31, 1998. The amortization of deferred exchange gains was
credited to interest expense related to these bonds and remaining portions were recorded as exchange gains
or offset with exchange losses in “Other income (expenses): Other — net” in the consolidated statements of
income (see Note 10).

All outstanding convertible bonds of the Company at March 31, 1998 were convertible into 1,785 thousand
shares of the Company’s common stock. The convertible bonds may be redeemed prior to maturity in whole
or in part at prices ranging from 104% to 100% of the principal amounts. The conversion prices of the convert-
ible bonds at March 31, 1998 were as follows, subject to anti-dilutive provisions:

Conversion price
2.0% convertible DONAS AUE 1999 ........coiiiiiiiiiiiie ettt s bt e s s b e e e srba s s ste e srees ¥1,623.4
2.0% convertible DONAS dUE 2002 .........uuiiiiieiiiieeeeeee ettt e e e 1,623.4

The agreements for certain convertible bonds contain restrictions with respect to the payment of cash divi-
dends and other matters. The amount of retained earnings free from such restrictions was ¥325,390 million
($2,465,076 thousand) at March 31, 1998 (see Note 8).
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6. Current and Long- Current deposits received at March 31, 1998 and 1997 consisted of the following:

term Deposits Thousands of
Received Millions of yen U.S. dollars
1998 1997 1998
Advances from customers on signed or future sales contracts ................... ¥37,522  ¥56,392 $284,258
Deposits from customers, primarily for incidental costs such
as registration fEES, BIC. ..iiiiiiiiiiieie e e 12,015 17,049 91,023
(@131 ST SRSURPR 1,412 1,750 10,697
] | ST ¥50,949  ¥75,191 $385,978

Long-term deposits received at March 31, 1998 and 1997 consisted of the following:

Thousands of

Millions of yen U.S. dollars
1998 1997 1998

Deposits from the Company’s club members .........ccccocvveviiieienccieee ¥ 80,158 ¥ 71,279 $607,258
Deposits from members of goIf COUISES .........coviiiiiiiiiiiiie e 8,810 9,482 66,742
Deposits from sales agents and subcontractors ...........cccocevcveevevenccneeienenne 8,626 8,435 65,349
DepOoSits frOM [ESSEE .....ooeiieiiiieee e 20,360 16,067 154,242
OB et 62 63 470
TOTAL ettt ¥118,016 ¥105,326 $894,061

The Companies operate resort complexes that include hotels with adjacent golf courses, vacation homes
and other resort facilities. Members of the “Daiwa Royal Members Club” pay non-interest bearing refundable
deposits to the Company and in return have certain rights in relation to the use of all the Company’s
resort hotels.

I
7. Retirement and Under the unfunded retirement benefit plan, employees terminating their employment are entitled, in most
) ) circumstances, to lump-sum severance payments determined by reference to wage rates at the time of termina-
Pension Plans tion, years of service and certain other factors. In addition, the Company, Daiwa Housing Co., Ltd., Daiwa
Resort Co., Ltd., Royal Home Center Co., Ltd. and Daiwa Living Co., Ltd. have adopted a trusteed pension plan
covering most employees of the Company and the aforementioned subsidiaries. At March 31, 1997 and 1996
(the most recent available valuation dates), the assets of the plan amounted to ¥87,936 million ($666,182 thou-
sand) and ¥79,208 million, respectively. Prior service cost is being amortized over 20 years.
Total charges to expense for the retirement and pension plans were ¥5,487 million ($41,568 thousand),
¥5,843 million and ¥4,767 million for the years ended March 31, 1998, 1997 and 1996, respectively.

]
8. Shareholders’ The Code requires at least 50% of the issue price of new shares, with a minimum of the par value thereof,
) . to be designated as stated capital as determined by resolution of the Board of Directors. Proceeds in excess
Equity of amounts designated as stated capital are credited to additional paid-in capital.

The Code also requires companies to appropriate from retained earnings to a legal reserve an amount at
least equal to 10% of all cash payments which are made as an appropriation of retained earnings until such
reserve equals 25% of the stated capital. This reserve is not available for dividends but may be used to reduce
a deficit by resolution of the shareholders.

The Company may transfer portions of additional paid-in capital and legal reserve to stated capital by
resolution of the Board of Directors. The Company may also transfer portions of unappropriated retained
earnings, available for dividends, to stated capital by resolution of the shareholders.

Under the Code, the Company may issue new common shares to existing shareholders without consider-
ation as a stock split pursuant to resolution of the Board of Directors. The Company may make such a stock
split to the extent the aggregate par value of the shares outstanding after the stock split does not exceed the
stated capital. However, the amount calculated by dividing the total amount of shareholders’ equity by the
number of outstanding shares after the stock split shall not be less than ¥50.

At March 31, 1998, retained earnings recorded on the books included ¥323,413 million ($2,450,098 thou-
sand) designated as general reserves but available for future dividends and bonuses to directors and corporate
auditors subject to approval by the shareholders and legal reserve requirements (see Note 5 with respect to
restrictions under convertible debt agreements).

Dividends are approved by shareholders at a meeting held subsequent to the fiscal year to which the
dividends are applicable. Semiannual interim dividends may also be paid upon resolution of the Board of
Directors, subject to certain limitations imposed by the Code.
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9. Segment
Information

Information about operations in different industry segments of the Companies for the years ended March
31, 1998, 1997 and 1996 is as follows:

Sales and operating income
Millions of yen

1998
Residential ~ Commercial Resort Other Eliminations  Consolidated

Sales to customers................... ¥729,305  ¥259,161 ¥41,593  ¥39,730 ¥1,069,789
Intersegment sales................... 1,361 705 768 ¥ (2,834)
Total sales .........cceovevviriiniennne 729,305 260,522 42,298 40,498 (2,834) 1,069,789
Operating eXpenses ................ 684,906 242,875 48,191 42,097 9,414 1,027,483
Operating income (loss)

before adjustment of

enterprise taX .........covvevvennn, ¥ 44399 ¥ 17,647 ¥(5,893) ¥(1,599) ¥(12,248) 42,306
Enterprise tax (income tax)

included in operating

EXPENSES ..o (6,144)
Operating income ................... ¥ 48,450

Thousands of U.S. dollars
1998
Residential ~ Commercial Resort Other Eliminations  Consolidated

Sales to customers...........c....... $5,525,038 $1,963,341 $315,098 $300,985 $8,104,462
Intersegment sales................... 10,311 5,341 5,818 $(21,470)
Total sales ........ccoevvevreriiiennn 5,625,038 1,973,652 320,439 306,803 (21,470) 8,104,462
Operating eXpenses ............... 5,188,682 1,839,962 365,083 318,917 71,318 7,783,962
Operating income (loss)

before adjustment of

enterprise taX ........ccceveeeeene. $ 336,356 $ 133,690 $(44,644) $(12,114) $(92,788) 320,500
Enterprise tax (income tax)

included in operating

EXPENSES ..o (46,545)
Operating income.................... $ 367,045

Millions of yen

1997
Residential ~ Commercial Resort Other Eliminations  Consolidated

Sales to CUStOMErsS.........ccueeeee ¥835,112 ¥276,990 ¥42,072 ¥34,121 ¥1,188,295
Intersegment sales.................. 864 563 681 ¥ (2,108)
Total sales .....cccvvveveveireiee, 835,112 277,854 42,635 34,802 (2,108) 1,188,295
Operating eXpenses ................ 754,939 261,278 49,146 37,016 11,012 1,113,391
Operating income (loss)

before adjustment of

enterprise taX .........ccevvevennn, ¥ 80,173 ¥ 16,576 ¥(6,511)  ¥(2,214) ¥(13,120) 74,904
Enterprise tax (income tax)

included in operating

EXPENSES ..o, (8,985)
Operating income.................... ¥ 83,889
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Millions of yen

1996
Residential  Commercial Resort Other Eliminations Consolidated
Sales to customers.................. ¥739,563 ¥260,167 ¥40,591 ¥25,897 ¥ 1,066,218
Intersegment sales................... 851 513 626 ¥ (1,990)
Total sales ......coceeveeeeviiieicieens 739,563 261,018 41,104 26,523 (1,990) 1,066,218
Operating eXpenses ................ 667,756 243,272 48,874 28,022 10,166 998,090

Operating income (loss)
before adjustment of
enterprise taX ........ccooeverevenen. ¥ 71,807 ¥ 17,746 ¥(7,770)  ¥(1,499) ¥(12,156) 68,128
Enterprise tax (income tax)
included in operating
EXPENSES ..ot (7,939

Operating income...........c........ ¥ 76,067

Assets, depreciation and capital investments
Millions of yen

1998
Residential ~ Commercial Resort Other Corporate  Consolidated
ASSELS..ciiiee e ¥363,580 ¥105,191  ¥186,569 ¥70,088 ¥287,644 ¥1,013,072
Depreciation ..........cccccevevvnnne 5,628 1,907 9,029 1,191 101 17,856
Capital investments ................. 6,746 6,761 12,226 958 7,371 34,062

Thousands of U.S. dollars

1998
Residential ~ Commercial Resort Other Corporate  Consolidated
ASSELS..cii e $2,754,394 $ 796,901 $1,413,402 $530,970 $2,179,121 $7,674,788
Depreciation ..........cccccevevvnnne 42,636 14,447 68,402 9,023 765 135,273
Capital investments ................. 51,106 51,220 92,621 7,257 55,841 258,045

Millions of yen

1997
Residential  Commercial Resort Other Corporate  Consolidated
ASSELS..ciiieee e ¥422,653 ¥129,466 ¥182,646 ¥69,918 ¥341,262 ¥1,145,945
Depreciation ..........cccccevvrvnnne 6,278 2,125 9,587 806 120 18,916
Capital investments ................. 9,366 10,455 10,085 2,633 8,497 41,036

Millions of yen

1996
Residential ~ Commercial Resort Other Corporate  Consolidated
ASSELS..ciiieee e ¥441,559 ¥142,725 ¥181,400 ¥67,936 ¥407,597 ¥1,241,217
Depreciation ..........cccccevvrvnnne 6,940 2,200 10,031 560 240 19,971
Capital investments ................. 13,471 3,880 7,628 1,683 8,110 34,772
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10. Other Income
(Expenses):
Other — Net

The industry segments consisted of the following:

Components of Industry Segment

net sales in the consolidated

statements of income Residential Commercial Resort Other
Construction Construction of Construction of Construction of
single/multi-family commercial resort villas
homes and buildings
condominiums
Real estate Sales and rental of Sales of land
Sales of real estate real estate for lots for resort
for residential use commercial use villas
Real estate
commissions
Rental of
residential
complexes
Other Operations of Operations of
hotels and “do-it-yourself”

golf courses hardware centers

Eliminations include unallocated operating expenses, principally consisting of general corporate expenses
incurred by the administration headquarters of the Company.
Corporate assets are principally cash and cash equivalents, marketable securities and investment securities.

“Other income (expenses): Other — net” for the years ended March 31, 1998, 1997 and 1996 consisted of
the following:

Thousands of

Millions of yen U.S. dollars
1998 1997 1996 1998

Equity in earnings of associated COMPAaNIes ..........ccoceverriererenieinniens ¥ 449 ¥1516 ¥2,627 $ 3,401
Exchange gains (S€e NOE 5) .....coiieiiieiieiieseee e 1,047 466 826 7,932
Gain resulting from associated company’s public offering of stock .. 615
Loss on sales and disposal of property, plant and equipment........... (2,055) (1,664) (3,651) (15,568)
Gain (loss) on sales of marketable and investment securities............ 114 (431)  (651) 864
Real estate acquisition tax and other taxes..........cccccvvevereerveiiieneriannas (414) (718)  (513) (3,136)
Write-down of marketable and investment securities ...........ccccccoveen. (555) (268) (4,205)
OtNEr — NEL ..o 254 879 1,449 1,924
] | SR ¥(1,160) ¥ (220) ¥ 702  $(8,788)

Daiwa Logistics Co., Ltd. (“DLC”"), an associated company, made a public offering of 1 million shares in
September 1995. The Company did not subscribe to any shares and as a result of the offering the Companies’
ownership in DLC decreased from 47.2% to 40.4%. However, the Companies’ interest in DLC’s net assets
increased because of the proceeds from shares issued to the public. The gain from the increase in the
Companies’ investment in DLC is presented as “Gain resulting from associated company’s public offering of
stock” separate from “Equity in earnings of associated companies” as shown above.
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11. Income Taxes

|
12. Leases

The Companies are subject to a number of taxes based on income. The effective income tax rates of the
Companies for the years ended March 31, 1998, 1997 and 1996 differ from the normal statutory rates for the
following reasons:

1998 1997 1996
Normal statutory iNCOME tax rates ............cccvviiiiiiiiiiii i 51.2% 51.2% 51.2%
Increase (decrease) in tax rates due to:
Permanently non-deductible eXPENSES .......coviiiiiiiiiiiee s 2.4 1.4 15
Temporary diffErENCES ......c..oiiiiiee e 1.8 (0.3) 1.9)
Equity in earnings of associated companies, less dividends ...........cccocevveveienienene. 0.3 (0.5) 1.3)
Gain resulting from associated company’s public offering of stock ...........ccccceeee. 0.4)
OLNEE —— NMBL ottt bttt bttt neene e 2.4 (2.0) 0.2
Effective INCOME taX FALES .......cviiiiiieieie it 58.1% 49.8%  49.3%

Total lease payments under finance leases that are not deemed to transfer ownership of the leased property
to the lessee were ¥5,713 million ($43,280 thousand) and ¥3,937 million for the years ended March 31, 1998
and 1997, respectively.

Obligations under such finance leases as of March 31, 1998 are as follows:

Thousands of

Millions of yen U.S. dollars

Due WIthin ONE YA .....cciiiii e ¥ 5,854 $ 44,349
DUE aftEr ONE VAT ...eoviiiiiiiiieieei e 9,666 73,227
TORAI b ¥15,520 $117,576

The amount of obligations under finance leases includes the imputed interest expense portion.
Obligations and future rental income under non-cancellable operating leases as of March 31, 1998 are
as follows:

Lessee Thousands of
Millions of yen U.S. dollars
DUE WIthin ONE YA ....c.iiiiiiiiiiieee e ¥ 11,980 $ 90,757
DUE AftEI ONE YEAI ...t 130,558 989,076
TOTAL .t ¥142,538 $1,079,833
Lessor Thousands of
Millions of yen U.S. dollars
Due Within ONE YA ......cciiiiiiiiieee e ¥ 5,436 $ 41,182
DUE AftEI ONE YEAI ...t 69,562 526,985
TOTAL e ettt b e nre e ne s ¥74,998 $568,167
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13. Derivatives

|
14. Commitments and
Contingencies

|
15. Subsequent Event

The Company has entered into foreign exchange forward contracts to hedge market risk from the changes
in foreign exchange rates associated with liabilities denominated in foreign currencies.

It is the Company’s policy to use derivatives only for the purpose of reducing market risks associated
with liabilities.

The execution and control of derivatives are controlled by the Finance Department. Each derivative
transaction is reported to management and the Accounting Department monthly.

As of March 31, 1998, the Company did not have any forward exchange contracts. As of March 31, 1997,
the total forward exchange contracted amount which was not reflected on the balance sheet was as follows:

Millions of yen

Contract Amount in equivalent Amount in equivalent
amount of yen valued at forward  of yen valued at spot
1997 (in thousands) exchange rate rate as of March 31, 1997
Buying U.S. dollars forward .................... US$7,909 ¥853 ¥982

Thousands of U.S. dollars

Amount in equivalent Amount in equivalent
of yen valued at forward  of yen valued at spot
exchange rate rate as of March 31, 1997

Buying U.S. dollars forward .................... $6,879 $7,909

Capital expenditure commitments — Commitments for capital expenditures outstanding at March 31, 1998
aggregated approximately ¥9,577 million ($72,553 thousand).

Contingencies — At March 31, 1998, contingent liabilities for notes endorsed with recourse and loans
guaranteed in the ordinary course of business amounted to ¥4,374 million ($33,136 thousand) and ¥113,258
million ($858,015 thousand), respectively. Included in loans guaranteed were customers’ housing loans from
banks in the amount of ¥108,714 million ($823,591 thousand).

(1) The following appropriations of retained earnings at March 31, 1998 were approved at the Company’s
shareholders’ meeting held on June 26, 1998:

Millions of yen ~ Thousands of U.S. dollars

Year-end cash dividends, ¥17.0 ($0.13) per share.........cc.ccccoveeeriennne ¥8,906 $67,469
Bonuses to directors and corporate auditors ...........ccoceeereeiereneenenne 150 1,136
Transfer t0 1egal FESEIVE ........ooviiiiiiieee e 910 6,894

(2) At the general shareholders’ meeting held on June 26, 1998, the Company’s shareholders approved the
purchase of treasury stock for retirement and related reduction of retained earnings. The Company is
authorized to repurchase, at management’s discretion, up to 50 million shares of the Company’s stock
for the purpose of canceling the shares by charging costs of repurchase to retained earnings. Any such
amounts charged to retained earnings would not be available for future distribution to shareholders.
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Daiwa House Industry Co., Ltd. and Subsidiaries

Independent Auditors’ Report

Deloitte Touche
Tohmatsu

/! Tohmatsu & Co.
Osaka Kokusat Building Telephone:(06)261-1381

3-13, Azuchimachi 2-chome Facsimile:(06)261-1238
Chuo-ku, Osaka 541-0052, Japan

To the Board of Directors and Shareholders of
Daiwa House Industry Co., Ltd.:

We have examined the consolidated balance sheets of Daiwa House Industry Co., Ltd. and subsidiaries as
of March 31, 1998 and 1997, and the related consolidated statements of income, shareholders’ equity, and cash
flows for each of the three years in the period ended March 31, 1998, all expressed in Japanese yen. Our
examinations were made in accordance with auditing standards generally accepted in Japan and, accordingly,
included such tests of the accounting records and such other auditing procedures as we considered necessary
in the circumstances.

In our opinion, the consolidated financial statements referred to above present fairly the financial position
of Daiwa House Industry Co., Ltd. and subsidiaries as of March 31, 1998 and 1997, and the results of their
operations and their cash flows for each of the three years in the period ended March 31, 1998 in conformity
with accounting principles generally accepted in Japan applied on a consistent basis.

Our examinations also comprehended the translation of Japanese yen amounts into U.S. dollar amounts
and, in our opinion, such translation has been made in conformity with the basis stated in Note 1. Such U.S.
dollar amounts are presented solely for the convenience of readers outside Japan.

Qolsitts Tousha. JohamaTiu

June 26, 1998

Deloitte Touche
Tohmatsu
International
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Corporate
Data

= Established
April 5, 1955
= Common Stock

= |ssued and Outstanding Shares
523,893,045 shares

= Shareholders

¥108,781 million (US$824,098 thousand) 25,729

= Authorized Shares = Employees (Consolidated)
1,900,000,000 shares 15,023

= Principal Shareholders (thousands of shares)
The SUMItOMO BaANK, LIMITEO ... ..eeeeieiiieeee ettt e e ettt e e e ettt e e s ettt e e e s eab e s sas b e e e e s ennrenas 23,930
The ToKai BanK, LIMITEA ......cocviiirieicie sttt et et e st s e st e e s et e s s bt e e sabaeesabesssataessbessbeessnbessssensesns 23,930
The Fuji Bank, LIMITEA ......c.coiiiiiieeie ettt ettt et bt nes 23,930
The Dai-ichi Mutual Life INSUrance COMPANY ........cceierierieieeieiesieseeee e seeeesiesree e seesseeeeseesseeneeseesessens 23,209
The Mitsui Trust and Banking Company, LIMITEd ... 16,489
The Mitsubishi Trust and Banking COrPOration...........ccoiiieieieiieie e 14,528
Nippon Life INSUranCe COMPANY ........ccuiiiiieiiieaeeieseeeeeie e eeseesteereeeeseeaseeseesseaseeneesseaseensesseenereensesseaseens 14,501
NIPPON SEEI COMPOTALION ...ttt ettt bbbt b et b bt b e bbbt e annenne 13,120
Caisse Nationale de Credit Agricole JASAEC ACCOUNT .......coccueiiiiiiieiesieeie e e 11,126
The Toyo Trust and Banking Company, LIMIted ...........ccooieiiiniie e e 10,586

(As of March 31, 1998)

= Securities Traded

Tokyo, Osaka, Nagoya, Sapporo, Niigata, Kyoto, Hiroshima, and Fukuoka Stock Exchanges

= Auditors
Deloitte Touche Tohmatsu

= Subsidiaries and Affiliates

26 consolidated subsidiaries, 17 affiliates under the equity method and 3 affiliates under the non-equity method.

= Domestic Offices

Head Office

5-16, 1-chome, Awaza, Nishi-ku, Osaka 550-8511
Phone: (06) 532-5111

Fax: (06) 532-5806
http://www.daiwahouse.co.jp/

Tokyo Head Office

3-13, 1-chome, Nihonbashi, Chuo-ku,

Tokyo 103-8246

Phone: (03) 3274-0308

Fax: (03) 3281-3252

Nagoya Office

20-22, 1-chome, Aoi, Naka-ku, Nagoya 460-8491
Phone: (052) 933-2703

Fax: (052) 933-4484

Central Research Laboratory

6-2, 6-chome, Sakyo, Nara 631-0801

Phone: (0742) 70-2110

Branch Offices

Sapporo, lwate, Aomori, Akita, Sendai, Yamagata,
Fukushima, Joto, Meguro, Shinjuku, Tama, Gunma,
Utsunomiya, Ibaraki, Chiba, Funabashi, Matsudo,
Saitama, Kawagoe, Yokohama, Shonan, Atsugi, Nagano,
Niigata, Aichi-Kita, Okazaki, Gifu, Shizuoka, Numazu,
Hamamatsu, Mie, Yokkaichi, Kanazawa, Fukui, Toyama,
Shiga, Kyoto, Hokusetsu, Osaka-Chuo, Sakai, Nara,
Wakayama, Kobe, Akashi, Himeji, Okayama, Kurashiki,
Yonago, Hiroshima, Fukuyama, Yamaguchi, Takamatsu,
Tokushima, Kochi, Ehime, Fukuoka, Kurume, Saga,
Nagasaki, Kita-Kyushu, Oita, Kumamoto, Miyazaki,
Kagoshima and 123 other offices.

= Plants

Sapporo, Tohoku, Niigata, Tochigininomiya, Ryugasaki,
Chubu, Mie, Nara, Sakai, Okayama, Shikoku, Kyushu,
Kyushu No.2

= Qverseas Subsidiaries and Affiliates

La Tour-Wilshire Development Company, Inc.
2082, Business Centre Drive, Suite 170, Irvine,
CA 92715, US.A.

Phone: (714) 955-0992

Fax: (714) 955-1039

Daiwa House (Australia) Pty. Ltd.

Suite 4, Level 3, Cavill Park 46, Cavill Avenue,
Surfers Paradise, QLD 4217, Australia

Phone: (075) 92-3544

Fax: (075) 92-0039

Beijing East Palace Apartment Co., Ltd.

25, Zaoying lu, Chaoyang District, Beijing, China
Phone: (10) 467-8811

Fax: (10) 467-8006

Shanghai International Realty Co., Ltd.
Room 1507, Shanghai International Trade Centre
2200, Yanan xi lu, Shanghai, China

Phone: (21) 275-9646

Fax: (21) 275-0031

Tianjin Jiuhe International Villa Co., Ltd.

140, Weiguo Road, Hedong District, Tianjin, China
Phone: (22) 434-7645

Fax: (22) 434-7647

Dalian Civil Aviation Hotel Co., Ltd.

143, Zhongshan lu, Dalian, China

Phone: (411) 363-3111

Fax: (411) 363-8211

Dalian Acacia Town Villa Co., Ltd.

Longjiang lu, Economic & Technical Development Zone,
Dalian, China

Phone: (411) 761-7584

Fax: (411) 761-7594

Dalian Fujiazhuang International Villa Co., Ltd.
63, Binhai xi lu, Dalian, China

Phone: (411) 238-1156

Fax: (411) 267-1154
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