Daiwa House Industry Co., Ltd. and Subsidiaries

CONSOLIDATED BALANCE SHEETS

March 31, 2000 and 1999

ASSETS Thousands of
Millions of yen U.S. dollars (Note 1)
2000 1999 2000
Current assets:
Cash and cash equivalents.............cccoceuviiciininicniiiniciiiccns ¥140,617 ¥130,489 $1,326,575
Marketable securities (INOE 3) ....cccveiereirrerieerieirieieesieeereieeens 3,331
Short-term investments (Note 2-d)......c.cccoeveverenrrererenererecenennen 2,173 2,183 20,500
Receivables:
Trade NOLES.....ecvieeeeeeeieieierete ettt nee 6,052 8,566 57,094
Trade aCCOUNES......cocvevvireretecrecteeeceee ettt ee v 50,196 39,501 473,547
Allowance for doubtful receivables ... (2,150) (2,125) (20,283)
INVeNntories (INOE 4) ...cceueieirieieieieeeieteeeee ettt 229,793 231,343 2,167,858
Deferred tax assets (NOte 11) ..coveveererieueenirieeereeeeeeeeeeene 9,311 87,840
Prepaid expenses and other current assets ............ccccceuvvurunnc. 13,274 10,290 125,226
Total CUIrent @SSEtS ......cccevveveeeeeeieieieieseereere e aeaeens 449,266 423,578 4,238,358
Property, plant and equipment:
LANA oo seeeesesseeeesessseesesesseeeeses e eeeseseeeses e eees e 187,058 176,074 1,764,698
Buildings and structures 300,667 283,732 2,836,481
Machinery and equipment ...........ccccoeueuvecuniiiniieininiceecn, 49,215 45,716 464,292
Furniture and fiXtures ........cooevevereneeeeieeeeeesesee e 34,266 28,601 323,264
Construction in progress .... 2,697 2,799 25,443
e 251 PO 573,903 536,922 5,414,179
Accumulated depreciation (197,414) (171,420) (1,862,396)
Net property, plant and equipment .............ccccccvininnnne. 376,489 365,502 3,551,783
Investments and other assets:
Investment securities (INOte 3) ......cccouveuecenrrercenenecnirenrerceneneene 54,590 52,381 515,000
Investments in and advances to
associated companies (NOte 3)........cccceveriiviniiiiniiniiiniennns 34,700 51,612 327,358
Long-term loans............ccccoeevvinnnne 5,798 5,740 54,698
Deferred tax assets (Note 11) ....... 3,953 37,292
Lease deposits and other assets........ 57,360 55,142 541,132
Allowance for doubtful accounts .... (1,238) (4,390) (11,679
Total investments and other assets ... 155,163 160,485 1,463,802
Translation adjustments.............cccccoovviinnnnnnnnne, 975 1,136 9,198
TOAL oo eee s see s seeeeee s seees e eeeenes ¥981,893  ¥950,701 $9,263,142

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

Millions of yen U.S. dollars (Note 1)
2000 1999 2000
Current liabilities:
Short-term bank loans (NOte 5)........ccccevueernereienereninnienecnnns ¥ 30,000
Payables:
Trade NOLES ....ccveevieiieiieeeeeeeee ettt ¥ 31,434 46,722 $ 296,547
Trade aCCOUNES.....c.eeeverieieieieriereeeeee ettt ens 59,724 42,430 563,434
Construction..........c..c....... 1,755 5,853 16,557
Deposits received (Note 6) 41,487 45,277 391,387
Income taxes payable ..........cccccoeviriieininiicnicn 13,351 3,847 125,953
Accrued expenses and other current liabilities ...........cc.......... 46,922 31,306 442,660
Total current LHabilities ........c.coceeveeeeeieeieereceeeeeeeeee e 194,673 205,435 1,836,538
Long-term liabilities:
Long-term debt (Note 5) ......ccvvvvvivivnniniiiicines 2,090 2,841 19,717
Employees’ retirement benefits (Note 7)...........cccccc.c.... 19,257 16,757 181,670
Long-term deposits received (Note 6) .........cccccuvuruneene 124,386 122,341 1,173,453
Other long-term liabilities .........cccocooveeviriicniniicne 555 22 5,236
Total long-term liabilities............ccoooeiiiiiniiiniiiiiicnne, 146,288 141,961 1,380,075
Minority Interests ... 23,511 245 221,802
Commitments and contingencies (Notes 13, 14 and 15)
Shareholders’ equity (Notes 5, 8 and 16):
Common stock, ¥50 par value — authorized,

1,900,000,000 shares; issued and outstanding,

523,893,045 shares in both 2000 and 1999.... 108,781 108,781 1,026,236
Additional paid-in capital ..........ccccceeiiiiiinnnns 122,041 122,041 1,151,330
Retained €arnings ..........cccocoeveviiiiininiccininiccneece s 390,206 372,240 3,681,189

TOAL oo s e eee e eeee e eeeseseeeee s eeees e eeeeeeeeeees 621,028 603,062 5,858,755
Treasury stock — at cost ............... (3,607) 2) (34,028)
Total shareholders” equity ........cccccecvuviviviviniiiiiniiiiiiae 617,421 603,060 5,824,727

TOAL oo e e s ee s ee e e e eeeees ¥981,893  Y950,701 $9,263,142
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Daiwa House Industry Co., Ltd. and Subsidiaries

CONSOLIDATED STATEMENTS OF INCOME

Years ended March 31, 2000, 1999 and 1998

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

2000 1999 1998 2000

Net sales:

Cost of sales:
CONSEIUCHON ..ttt ettt ereens
Real estate

Total cost 0f SAlES ...cveevvvevieeieieeeeeeeeeeeeee e
GIOSS PIOfit....c.ciuiuiimiiiiiiiciicecrceetceeee e

Selling, general and administrative expenses ....
Operating income...............cccceeviviinnncinncccncccnn

Other income (expenses):

Interest and dividends ........c.cccoeeeeereereereeeceeceereerenns
Interest expense (NOte 5) .......cccocovrvviiiiiiniiiniciiiiicnnns
Gain (loss) on sales of marketable and

investment SECUTIItIeS........ccovieeueeeeieeeiieeeeeieeecreeeans
Write-down of marketable and

investment SeCUritieS.......ccoeeevveeeireeeireeeceeeereeeree e
Write-down of land held for resale
Allowance for doubtful accounts ........
Other — net (Note 10) ....ccceevvireerieeeiieereeeeeeenenes

Other income (expenses) —net........c.cocoveueuririnnnns

Income before income taxes and
minority interests ...

Income taxes (Note 11):

CUTTENE vttt eaeens
Deferred ....oovieuvieeeceeeeeeeeeeee e

Minority interests in net income of subsidiaries........

Net iNCOME ......cooovviiiiiiiiiiceeceeee e

Per share of common stock (Note 2-p):

NEt INCOME...cuiiiiiiiieiieeieeetee ettt evee e aeeenes
Diluted net iNCOME ......covevviieeieiieeeeeeeeeeeeeeee e
Cash dividends applicable to the year..........ccccceeuevunene

¥714,083  ¥697,049 ¥ 850,265 $6,736,632

122,504 127,286 142,432 1,155,698
114,486 71,671 77,092 1,080,057
951,073 896,006 1,069,789 8,972,387
543,821 527,383 651,346 5,130,387
108,200 109,021 129,747 1,020,755
84,289 54,914 53,314 795,179
736,310 691,318 834,407 6,946,321
214,763 204,688 235,382 2,026,066
167,266 164,473 186,932 1,577,981
47,497 40,215 48,450 448,085
911 2,002 2,513 8,594
(434) (976) (1,160) (4,094)
296 (13,546) 114 2,792
44) (3,349) (555) (415)
(12,567) (118,557)
550 (2,397) (236) 5,189
(4,086) (535) (441) (38,547)
(15,374) (18,801) 235 (145,038)
32,123 21,414 48,685 303,047
18,440 4,652 28,270 173,962
(4,426) (41,755)
14,014 4,652 28,270 132,208
(659) (63) (42) (6,217)

¥ 17450 ¥ 16,699 ¥ 20,373 $ 164,623

Yen U.S. dollars
¥33.52 ¥31.88 ¥38.89 $0.32
33.50 37.91 0.32
17.00 17.00 17.00 0.16

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, 2000, 1999 and 1998

Thousands Millions of yen
Outstanding
number of Additional
shares of Common  paid-in  Retained
common stock  stock capital  earnings
Balance, April 1, 1997 ........ccccovueieiiiniininieicieieieeeeieeeeeeeeeienenes 523,891 ¥108,780 ¥122,040 ¥353,338
BN g el o) o s LSS 20,373
Cash dividends, ¥17.0 per share (8,906)
Bonuses to directors and corporate auditors ...........c.cccceuuee. (196)
Shares issued on conversion of convertible bonds.................... 2 1 1
Balance, March 31,1998 .........cccocvviririrnieinirininieeneeieieieeeeneseeeneneneaes 523,893 108,781 122,041 364,609
NEEINCOIME ...vviiiviicieecee et e e enne 16,699
Cash dividends, ¥17.0 per share..........cccccceevuruene (8,906)
Bonuses to directors and corporate auditors (162)
Balance, March 31,1999 ........ccccoceeerreienininieieeeenereeieereeenenenenenes 523,893 108,781 122,041 372,240
Adjustment of retained earnings for the adoption of
deferred tax accounting method (Note 2-k).......c.ccccovuevivnncnes 9,253
NEt INCOME ...ttt st ees 17,450
Adjustment of retained earnings for removal of
associated companies which were accounted for
by the equity method ... 185
Cash dividends, ¥17.0 per share .........ccccccooicueirinicinnincccninans (8,867)
Bonuses to directors and corporate auditors ...........cccccceuene. (55)
Balance, March 31, 2000 .............ovveeorroreeereeeeeeeseeseerseeseeeeseessenen 523,893 ¥108,781 ¥122,041 ¥390,206

Thousands of U.S. dollars (Note 1)

Additional
Common  paid-in Retained
stock capital earnings
Balance, March 31, 1999 ..........ccccominiiincce e $1,026,236  $1,151,330  $3,511,698

Adjustment of retained earnings for the adoption of

deferred tax accounting method (Note 2-k) 87,292
NEL INCOIME ...ttt re et e et e et esaeeeesaesseessaeseesseeseensaensennes 164,623
Adjustment of retained earnings for removal of

associated companies which were accounted for

by the equity method..........ccccoouviiiiiiiii 1,746
Cash dividends, $0.16 per share..............ccc...... (83,651)
Bonuses to directors and corporate auditors (519)

Balance, March 31, 2000 ..........ccoovieiieeieeeieeeceeeeeeeeeee et eas e eneas $1,026,236 $1,151,330  $3,681,189

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended March 31, 2000, 1999 and 1998

Thousands of
Millions of yen U.S. dollars (Note 1)
2000 1999 1998 2000
Operating activities:
Income before income taxes and minority interests ....... ¥ 32,123 ¥ 21,414 ¥ 48,685 $ 303,047
Adjustments to reconcile net income before
income taxes and minority interests to net cash
provided by operating activities:
Income taxes — paid........cccoovivininiinininiice (9,933) (11,867) (37,250) (93,708)
Depreciation and amortization .............cccceeccuviveeccncnnes 20,327 18,453 18,710 191,764
Loss (gain) on sales of marketable and
INVeStmMent SECUTItIES .....ccovveieveierieieieieieteeeeieeeieene (280) 13,546 (114) (2,642)
Write-down of marketable and investment securities .... 3,349 555
Write-down of land held for resale .........ccccooveveevreeernnnne 12,567 118,557
Loss on liquidation of associated companies 1,126 10,623
Loss on sales and disposal of property,
plant and equipment ..........ccccccvviiiiiiiin 1,220 728 2,055 11,509
Equity in earnings of associated companies................. (752) (530) (448) (7,094)
Provision for employees’ retirement benefits,
net of payments ..........coocevevvicenniceen 994 (373) 1,054 9,377
Changes in certain assets and liabilities, net of
effects from newly consolidated subsidiaries:
Decrease in receivables...........ccocoveevieveiceecivceeeeenen. 1,219 8,523 18,538 11,500
Decrease (increase) in inventories...........ccoeceevereevenne. (10,052) 40,770 44,756 (94,830)
Decrease in payables — trade...........cc.c.cc..... (7,081) (23,660) (43,577) (66,802)
Decrease in current deposits received (4,344) (5,672)  (24,242) (40,981)
Other — Nt 3,440 2,893 (3,917) 32,453
Total adjustments...........ccococuriviiiiiniiininiiccnn 8,451 46,160 (23,880) 79,726
Net cash provided by operating activities ............ 40,574 67,574 24,805 382,774
Investing activities:
Purchases of property, plant and equipment .................. (11,960) (47,545) (28,700) (112,830)
Purchases of marketable and investment securities....... (514) (18,604) (25,724) (4,849)
Increase in investments in and advances to
associated companies ... (626) (1,650) (2,497) (5,906)
Proceeds from sales of marketable and
investment SECUTIItIES .......cccoveevuvieeiieeieeeiie e 4,385 13,792 30,279 41,368
Proceeds from sales of property, plant and equipment ... 120 9,200 6,546 1,132
Decrease in investments in and advances
to associated companies...........cccoceeiiiiiiiniinii 800 46
Decrease in long-term loans ..o 17,931 2
Net decrease (increase) in and other assets.........c..c......... (745) (3,245) 7,901 (7,028)
Net cash used in investing activities...................... (9,340) (29,321) (12,147) (88,113)
Financing activities:
Net increase (decrease) in commercial paper ................. (30,000) 30,000
Net increase (decrease) in short-term bank loans ........... (30,000) (8,315) 628 (283,019)
Proceeds from long-term debt 13
Repayments of long-term debt (360) (450) (109,571) (3,396)
Purchases of treasury stock .......... (1,914) (18,057)
Dividends paid......ccccoovriiiiiiiic (9,169) (8,906) (8,906) (86,500)
Net cash used in financing activities ..........c.......... (41,443) (47,671) (87,836) (390,972)
Effect of exchange rate changes on cash and
cash equivalents..............ccccoouevviiiininiiiic (56) (528)
Net decrease in cash and cash equivalents...............c...cco... (10,265) (9/418) (75,178) (96,840)
Cash and cash equivalents, beginning of year.................. 130,489 139,907 215,085 1,231,028
Cash and cash equivalents of newly consolidated
subsidiaries, beginning of year.............c.c.cococoonnnnn. 20,393 192,387
Cash and cash equivalents, end of year................ccccoe.. ¥140,617 ¥130,489 ¥139,907 $1,326,575

Noncash financing activities:
Convertible bonds converted into common stock ..........

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Basis of
Presenting
Consolidated
Financial
Statements

2. Summary of
Significant
Accounting
Policies

The accompanying consolidated financial statements have been prepared from the consolidated financial
statements issued for domestic reporting purposes in accordance with the provisions set forth in the Japanese
Securities and Exchange Law. Daiwa House Industry Co., Ltd. (the “Company”) and its domestic subsidiaries
maintain their accounts and records in accordance with the provisions set forth in the Japanese Commercial
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
Accounting Standards, and its foreign subsidiaries in conformity with those of each country of their domicile.
The consolidated financial statements are not intended to present the financial position, results of operations
and cash flows in accordance with accounting principles and practices generally accepted in countries and
jurisdictions other than Japan.

Effective April 1, 1999, consolidated statements of cash flows are required to be prepared under Japanese
accounting standards, and those for the years ended March 31, 2000, 1999 and 1998 are presented herein.

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 ¥106 to $1, the
approximate rate of exchange at March 31, 2000. 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.

a. Consolidation

The consolidated financial statements include the accounts of the Company and all subsidiaries (together
the “Group”) except for a subsidiary which, if consolidated, would not have a material effect on the
accompanying consolidated financial statements.

Effective April 1, 1999, the Group changed its consolidation scope of subsidiaries and associated companies
from the application of the ownership concept to the control or influence concept in accordance with the new
accounting standard for consolidation. Under the control or influence concept, those companies in which the
Parent, directly or indirectly, is able to exercise control over operations are fully consolidated, and those
companies over which the Group has the ability to exercise significant influence are accounted for by the
equity method.

The consolidated financial statements for the years ended March 31, 1999 and 1998 are not retroactively
adjusted.

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

All significant intercompany balances and transactions have been eliminated in consolidation. All material
unrealized profit included in assets resulting from transactions within the Companies is eliminated.

b. Cash and cash equivalents

Cash equivalents are short-term investments that are readily convertible into cash and that are exposed to
insignificant risk of changes in value. Cash equivalents include time deposits and certificate of deposits, all of
which mature or become due within three months of the date of acquisition. The scope of cash equivalents in
1999 and 1998 was changed from investments that mature within one year to those that mature within three
months, to conform with the presentation in 2000.

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. Short-term investments

Short-term investments are time deposits and certificates of deposits, all of which mature or become due
over three months of the date of acquisition. Time deposits pledged as collateral as substitutes of deposits for
certain construction and advertisement contracts were ¥101 million ($953 thousand) and ¥20 million as of
March 31, 2000 and 1999.
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e. 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. However, appropriate write-downs are recorded
for inventories with values considered to have been permanently or substantially impared.

f. Property, plant and equipment

Property, plant and equipment are stated at cost. Depreciation is computed by the declining-balance
method while the straight-line method is applied to buildings acquired after April 1, 1998. The range of useful
lives is principally from 15 to 39 years for buildings and structures, from 10 to 13 years for machinery and
equipment and from 5 to 15 years for furniture and fixtures.

g. 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
capitalized” information is disclosed in the notes to the lessee’s financial statements.

h. Retirement and pension plans

The annual provisions for employees’ retirement benefits are calculated to state the liability at 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.

i. Research and development costs

Effective April 1, 1999, research and development costs are charged to income as incurred in accordance
with the new accounting standard for research and development costs. The adoption of the new standard had
no material impact on the financial statements.

j- Revenue and profit recognition

Sales and related profits are generally recorded when sales contracts are closed and customers have
satisfied 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).

k. Income taxes

Effective April 1, 1999, the Group adopted the new accounting standard for interperiod allocation of income
taxes based on the asset and liability method. The cumulative effect of the application of interperiod tax
allocation in prior years in the amount of ¥9,253 million is included as an adjustment to retained earnings as of
April 1, 1999. Such cumulative effect is calculated by applying the income tax rate stipulated by enacted tax
laws to temporary differences as of April 1, 1999.

Deferred income taxes are recorded to reflect the impact of temporary differences between assets and
liabilities recognized for financial reporting purposes and such amounts recognized for tax purposes. These
deferred taxes are measured by applying currently enacted tax laws to the temporary differences.

1. 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.

m. 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.

n. Foreign currency financial statements

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.
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3. Marketable and
Investment
Securities

4, Inventories

0. Reclassifications
Certain reclassifications have been made to the 1999 and 1998 financial statements to conform to the
classifications used in 2000.

p- 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 number of common shares used in the computation was
520,525 thousand, 523,893 thousand and 523,893 thousand shares for 2000, 1999 and 1998, considering the
average number of the treasury stocks.

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.

Diluted net income per share of common stock for the year ended March 31, 1999 is not disclosed because it
is anti-dilutive.

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, 2000 and 1999 were as follows:

Thousands of

Millions of yen U.S. dollars
2000 1999 2000
Aggregate Aggregate Aggregate
Carrying market Carrying  market Carrying market
amount value amount value amount value
Current — marketable securities.... ¥ 3,331 ¥ 5,570
Non-current:
Investment securities................... ¥51,197 ¥63,263 49,281 57,760 $482,991 $596,821
Investments in associated
COMPANIES.....cerrrererereriicncrcnnen. 31,059 16,918 43,891 28,262 293,009 159,604
Government and corporate
bondsS.....ccoveeeieiiiieieieieeee 203 207 1,915 1,953
¥82,459 ¥80,388 ¥96,503 ¥91,592 $777,915 $758,377

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

Inventories at March 31, 2000 and 1999 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2000 1999 2000

Finished residential homes and condominiums ..........cccoceeveeveeeeererrenene. ¥ 11,274 ¥ 15,303 $ 106,358
Construction projects in progress.........cceeeeeveveverunnee. 21,813 28,593 205,783
Residential homes and condominiums in process 11,296 7,234 106,566
Land held:

FOT TESALE ...ttt b e eb b 139,592 137,931 1,316,905

Under development.. 24,660 23,316 232,642

Undeveloped........cccooeviininiinininnnn 8,372 8,881 78,981
Construction materials and supplies .... 12,786 10,086 120,623
TOAL ottt ettt ettt ettt ettt ettt ne et eae et aeenenn ¥229,793  ¥231,343 $2,167,858

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
construction 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 Loans and
Long-term Debt

6. Current and
Long-term
Deposits
Received

Short-term bank loans at March 31, 1999 consisted principally of bank overdrafts. The annual interest rates
for the short-term bank loans ranged from 0.7% to 1.2% at March 31, 2000 and from 0.6% to 1.5% at March 31,
1999.

Long-term debt at March 31, 2000 and 1999 consisted of the following;:

Thousands of

Millions of yen U.S. dollars
2000 1999 2000
Convertible bonds:
2.0% convertible bonds due 2002 ¥2,090 ¥2,450 $19,717
Unsecured loans from banks................ 391
TOEAL. oo e e eeeeeeeeeeesesee e seseeeeesseseeeess s eeessseseeesseseeseesseneeesesene ¥2,090 ¥2 841 $19,717

All outstanding convertible bonds of the Company at March 31, 2000 were convertible into 1,287 thousand
shares of the Company’s common stock at the conversion price of ¥1,623.4 per share, subject to antidilution
provisions. The convertible bonds may be redeemed prior to maturity in whole or in part at prices ranging
from 102% to 100% of the principal amounts.

The agreements for the convertible bonds contain restrictions with respect to the payment of cash dividends
and other matters. The amount of retained earnings free from such restrictions was ¥372,860 million
($3,517,547 thousand) at March 31, 2000 (see Note 8).

Current deposits received at March 31, 2000 and 1999 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2000 1999 2000
Advances from customers on signed or future sales contracts..................... ¥28,676 ¥31,648 $270,528
Deposits from customers, primarily for incidental costs such
as registration fees, etC. ... 10,259 11,027 96,783
ONET .ttt et ettt et ettt e st ese et ese et re st ete s ern 2,552 2,602 24,075
TOTAL vttt ettt b e b b st se s ne s enan ¥41,487 ¥45,277 $391,387

Long-term deposits received at March 31, 2000 and 1999 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2000 1999 2000
Deposits from the Company’s club members ............ccccvecuiiniciiiniciiinicinian, ¥ 76,353 ¥ 79,849 ¢ 720,311
Deposits from members of golf courses..........ccoovirivieiriieiiceiiccicinn, 6,812 7,838 64,264
Deposits from sales agents and subcontractors .............cccceeeccuviecciiincinan, 9,119 8,879 86,028
Deposits from 1€SSee .........coviiiiiiiiiiiiiii s 31,782 25,726 299,830
OHNOT ettt ettt ettt ettt e s ea e s e s ensensensessereereeteesensensen 320 49 3,019
0] 72 OO ¥124,386 ¥122,341  $1,173,453

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.
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7. Retirement and
Pension Plans

8. Shareholders’
Equity

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-
tion, years of service and certain other factors. In addition, the Company, together with certain subsidiaries and
associated companies, has adopted a trusteed pension plan covering most employees of the Company and
aforementioned companies. At March 31, 1999 and 1998 (the most recent available valuation dates), the assets
of the plan amounted to ¥108,333 million ($1,022,009 thousand) and ¥96,161 million, and the proportion of the
plan assets based on the number of employees of the Company and the subsidiaries was 90.3% (ten sub-
sidiaries) and 82.7% (four subsidiaries), respectively. Prior service cost is being amortized over 20 years.

Total charges to expense for the retirement and pension plans were ¥6,964 million ($65,698 thousand),
¥8,777 million and ¥5,487 million for the years ended March 31, 2000, 1999 and 1998, respectively.

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 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 equal
to at least 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 amount of the Company, which is included in retained earnings,
totals ¥14,510 million ($136,887 thousand) and ¥13,610 million as of March 31, 2000 and 1999, respectively, and
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 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.

At March 31, 2000, retained earnings recorded on the books included ¥328,455 million ($3,098,632 thousand)
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, 2000, 1999 and 1998 is as follows:

Sales and operating income

Millions of yen
2000
Residential Commercial Resort Other  Corporate  Consolidated
Sales to customers .................... ¥627,925 ¥215,229 ¥37,308 ¥ 70,611 ¥951,073
Intersegment sales.................... 2,717 1,505 48,849  ¥(53,071)
Total sales .....ccoeveveeveennreuencnnne 630,642 216,734 37,308 119,460 (53,071) 951,073
Operating expenses.................. 580,343 202,799 45,847 118,189 (43,602) 903,576
Operating income (loss) ......... ¥ 50,299 ¥ 13,935 ¥(8,539) ¥ 1,271 ¥ (9,469) ¥ 47,497
Thousands of U.S. dollars
2000
Residential Commercial Resort Other  Corporate  Consolidated
Sales to customers................... $5,923,821 $2,030,462  $351,962 $ 666,142 $8,972,387
Intersegment sales................... 25,632 14,198 460,840 $(500,670)
Total sales ......cocovveveevcnrnnenenne 5,949,453 2,044,660 351,962 1,126,981  (500,670) 8,972,387
Operating expenses................. 5,474,934 1,913,198 432,519 1,114,991  (411,340) 8,524,302
Operating income (loss) ........ $ 474519 $ 131,462 $(80,557) $ 11,990 $ (89,330) $ 448,085
Millions of yen
1999
Residential Commercial Resort Other  Corporate  Consolidated
Sales to customers .................... ¥611,857 ¥201,414 ¥39,473 ¥43,262 ¥896,006
Intersegment sales.................... 1,459 587 606 ¥(2,652)
Total sales ......oceceeeeuerereuernenennne 611,857 202,873 40,060 43,868 (2,652) 896,006
Operating expenses.................. 569,609 187,330 46,717 45,879 6,256 855,791
Operating income (loss) ......... ¥ 42,248 ¥ 15,543 ¥(6,657)  ¥(2,011) ¥(8,908) ¥ 40,215
Millions of yen
1998
Residential Commercial Resort Other  Corporate 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 ......ococvueeuererererrennnne 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........ccocoeveeeennen. ¥ 44,399 ¥ 17,647 ¥ (5,893) ¥ (1,599) ¥(12,248) 42,306
Enterprise tax (income tax)
included in operating
EXPENSES ....vvrrrncniiirenreneaeaes (6,144)
Operating income ................... ¥ 48,450
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Assets, depreciation and capital investments

Millions of yen
2000
Residential Commercial Resort Other Corporate  Consolidated
ASSEtS .o ¥327,182 ¥132,795 ¥169,030 ¥91,278 ¥261,608 ¥981,893
Depreciation.........cccccoevinnnnee. 4,588 2,104 8,176 3,518 1,941 20,327
Capital investments ................. 4,603 2,664 3,636 4,704 1,316 16,923
Thousands of U.S. dollars
2000
Residential Commercial Resort Other Corporate  Consolidated
ASSEES ovveeeeeeeeeeee e $3,086,623 $1,252,783  $1,594,623 $861,113 $2,468,000  $9,263,142
Depreciation................ooo..... 43,283 19,849 77,132 33,189 18,311 191,764
Capital investments ................. 43,425 25,132 34,302 44,377 12,415 159,651
Millions of yen
1999
Residential Commercial Resort Other Corporate  Consolidated
ASSELS .ot ¥303,060 ¥102,892 ¥177,952 ¥72,945 ¥293,852 ¥950,701
Depreciation 4,855 1,684 9,754 1,157 96 17,546
Capital investments ................. 2,629 9,051 548 373 35,104 47,705
Millions of yen
1998
Residential Commercial Resort Other Corporate  Consolidated
ASSEtS . ¥363,580 ¥105,191 ¥186,569 ¥70,088 ¥287,644 ¥1,013,072
Depreciation..... 5,628 1,907 9,029 1,191 101 17,856
Capital investments ................ 6,746 6,761 12,226 958 7,371 34,062
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
houses and buildings
condominiums
Real estate Sales of real estate  Sales and rental of Sales of land
for residential use real estate for lots for resort
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.
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10. Other Income Other '1nc9me (expenses): Other — net” for the years ended March 31, 2000, 1999 and 1998 consisted of
the following:

(Expenses):
—_ Thousands of
Other — Net Millions of yen U.S. dollars
2000 1999 1998 2000

Equity in earnings of associated companies ..........cccocvevierrcurininnnnnes ¥ 752 ¥530 ¥ 449 $ 7,094
Exchange gains and lOSSeS ............cuviieiniiniiniiciniencecceas (292) 91) 1,047 (2,755)
Loss on sales and disposal of property, plant and equipment............ (1,199)  (728) (2,055) (11,311)
Real estate acquisition tax and other taxes ...........cccocoeviiviiiciriiiciiinnes (1,206)  (381) (414) (11,377)
Retirement benefits for dir@Ctors........oovvivivveeveveeieeeecreeeeeeeeeeeeeeene (2,298) (21,679)
Loss on liquidation of associated companies............cccccocveiiiniiicininnas (1,126) (10,623)
OthET — NEL ettt b e s bbb aens 1,283 135 532 12,104
TOAL .o ¥(4,086) ¥(535) ¥ (441)  $(38,547)

The Company and its domestic subsidiaries are subject to Japanese national and local income taxes which,
11. Income Taxes i, the aggregate, resulted in a normal effective statutory tax rates of approximately 42.0%, 47.5% and 51.2% for
the years ended March 31, 2000, 1999 and 1998, respectively.
The tax effects of significant temporary differences and loss carryforwards which resulted in deferred tax
assets and liabilities at March 31, 2000 are as follows:
Year Ended
March 31, 2000
Thousands of
Millions of yen U.S. dollars

Current:
Deferred tax assets:
Write-down of land held for 1eSale ........ccovevveeeieeeeieieeeeeeeeeeeeeeeee e ¥ 5,278 $49,792
Accrued bonus 1,273 12,009
ACCIUE DUSINESS TAX veevvevveveeeririeriereeteeteete e eeesreeresreereereereereeseessesesensenseeseessersenee 1,155 10,896
OBNET v e e e eeee e e e ee s e e s e e s e s e e e s e eee s eeees e eesseeeeesees 1,605 15,142
Deferred taX @SSEES ....cvivieeereieiririeteeteete ettt ereereere s et ere e ere et b bt et teeaeeasene ¥9,311 $ 87,840
Non-current:
Deferred tax assets:
Employees’ retirement benefits ...........cccooviiiiiiicincces ¥1,523 $ 14,368
Unrealized gains on sales of Property ..., 2,481 23,406
OBNET evveeeeeeeeeeeeeeeeeeeeeeeeeeseseseeeseseseeesesesesssseeeeeseseeeessseeeesssseeesseeeeses e eeessseeeeessees 1,441 13,594
Deferred taX @SSELS ....ccviiiieieieieieriecteeteetee ettt ettt st et re et b et et e beeaeens 5,445 51,368
Deferred tax liabilities:
Retained earnings appropriated for tax allowable reserves (1,441) (13,594)
OBNOT ettt ettt eeaa e e et e s aeesaaessaseesseesneesnns (51) (481)
Deferred taX @SSEES ....ciiviieereeeerereeteeteete ettt et ere et et ere ettt te et teeaeeneene (1,492) (14,075)
Net deferred taX @SSELS .....ccecievererireseeeeeeeetete e sre st e et e e e s esessessessessesseans ¥ 3,953 $ 37,292

A reconciliation between the normal effective statutory tax rate for the year ended March 31, 2000 and the
actual effective tax rate reflected in the accompanying consolidated statement of income is as follows:

Year Ended
March 31, 2000

Normal effective statutory tax rate...........ccooevviiiiiiniiiiiicees 42.0%
Increase (decrease) in tax rates due to:

Permanently non-deductible eXpenses ..o 3.0

Equity in earnings of associated companies...........c.cococoeueiniirinicinniccee, (1.0

ORI —— NEL vttt (0.4)
Actual effectiVe taX TAtE...c.cceueueueuereuereieicieiecieeeeieeeteeebere bbb 43.6%

The normal effective statutory tax rates reflected in the accompanying consolidated statement of income for the
year ended March 31, 1999 and 1998 differ from the actual effective tax rates, primarily due to the effect of
permanently non-deductible expenses and temporary differences in the recognition of asset and liability items for tax
and financial reporting purposes.
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12. Research and
Development
Costs

13. Leases

Research and development costs charged to income were ¥4,863 million ($45,877 thousand), ¥3,882 million and
¥4,386 million for the years ended March 31,2000, 1999, and 1998, respectively.

Total lease payments under finance leases that are not deemed to transfer ownership of the leased property
to the lessee were ¥4,337 million ($40,915 thousand), ¥6,122 million, and ¥5,713 million for the years ended
March 31, 2000, 1999 and 1998, respectively.

Pro forma information of leased property under finance leases that do not transfer ownership of the leased
property to the lessee on an “as if capitalized” basis for the years ended March 31, 2000 and 1999 were as
follows:

Millions of yen
2000
Buildings and Machinery and  Furniture and
Structures Equipment Fixtures Total
Acquisition COSt ..o ¥5,199 ¥596 ¥13,023 ¥18,818
Accumulated depreciation...........ccccooevviriiiiiinnnnne. 3,482 324 7,716 11,522
Net leased property........ccocveviviivinicnniccinicnne. ¥1,717 ¥272 ¥ 5,307 ¥ 7,296

Thousands of U.S. dollars

2000
Buildings and Machinery and  Furniture and
Structures Equipment Fixtures Total
Acquisition cost ..., $5,623 $122,858  $177,528
Accumulated depreciation 3,057 72,792 108,698
Net leased property........cocvevviceincneinicicccnnne. $2,566 $ 50,066 $ 68,830
Millions of yen
1999
Buildings and Machinery and  Furniture and
Structures Equipment Fixtures Total
AcCqUISItION COSt .ovvviiiiicccc ¥14,318 ¥548 ¥11,654 ¥26,520
Accumulated depreciation...........ccccveevviniciiinicnnnnee. 8,070 3562 6,676 15,098
Net leased property ¥196 ¥ 4,978 ¥11,422

Obligations under such finance leases as of March 31, 2000 and 1999 were as follows:

Thousands of

Millions of yen U.S. dollars
2000 1999 2000
Due within one Year ... ¥3,356 ¥ 5,483 $31,660
Due after ONe YEar .........cocuviiuiiiciiiiiiiiieicee e 3,940 5,939 37,170
TOTAL oo eeeeeeeeeeeeeseeeeeseeseesesssesseeeessseeeeesssessesessseeeesesseseeeeeseseneseees ¥7,296 ¥11,422 $68,830

The amount of acquisition cost and obligations under finance leases includes the imputed interest expense
portion.

Depreciation expense, which are not reflected in the accompanying statements of income, computed by the
straight-line method were ¥4,337 million ($40,915 thousand) and ¥6,122 million for the years ended March 31,
2000 and 1999, respectively.
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14. Derivatives

15. Commitments
and
Contingencies

16. Subsequent
Event

Obligations and future rental income under non-cancellable operating leases as of March 31, 2000 and
1999 were as follows:

(Lessee) Thousands of
Millions of yen U.S. dollars
2000 1999 2000
Due within 0Ne Year ... ¥ 14,742 ¥ 13,973 $ 139,075
DUe after ONE YEAT ......c.cuiuiiiiciiiciciicieiie s 164,514 158,262 1,552,019
TORAL oo eesese e esessee s eeseseseeeseeeeeseseeeeeseeeeeneseee ¥179,256 ¥172,235 $1,691,094
(Lessor) Thousands of
Millions of yen U.S. dollars
2000 1999 2000
Due within one year ¥ 8,533 ¥ 6,945 $ 80,500
Due after one year ......... 114,013 91,823 1,075,594
TORAL oo eeeseseeeesesesesseeseseesessseseeeseseessssseeesseeeesseseeee ¥122,546 ¥98,768 $1,156,094

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, 2000, the Company did not have any forward exchange contracts outstanding.

Capital expenditure commitments — Commitments for capital expenditures outstanding at March 31,
2000 aggregated approximately ¥1,733 million ($16,349 thousand).

Contingencies — At March 31, 2000, contingent liabilities for notes endorsed with recourse and loans
guaranteed in the ordinary course of business amounted to ¥2,798 million ($26,396 thousand) and
¥116,990 million ($1,103,679 thousand), respectively. Included in loans guaranteed were customers’
housing loans from banks in the amount of ¥114,742 million ($1,082,472 thousand).

The following appropriations of retained earnings at March 31, 2000 were approved at the Company’s
shareholders” meeting held on June 29, 2000:

Millions of yen =~ Thousands of U.S. dollars
Year-end cash dividends, ¥17.0 ($0.16) per share...........cccccecvuruncces ¥8,867 $83,651
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Daiwa House Industry Co., Ltd. and Subsidiaries

INDEPENDENT AUDITORS” REPORT

Tohmatsu & Co.

Osaka Kokusai Building

3-13, Azuchimachi 2-chome,
Chuo-ku, Osaka 541-0052, Japan

: -6- - L4
Fax 161-6-6261-1238 Deloitte
www.tohmatsu.co.jp
Touche
Tohmatsu

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, 2000 and 1999, and the related consolidated statements of income,
shareholders’” equity, and cash flows for each of the three years in the period ended March 31, 2000,
all expressed in Japanese yen. Our examinations were made in accordance with auditing standards,
procedures and practices generally accepted and applied 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, 2000 and 1999, and the
results of their operations and their cash flows for each of the three years in the period ended March
31, 2000, in conformity with accounting principles and practices generally accepted in Japan applied

on a consistent basis.

As described in Note 2, effective April 1, 1999, the consolidated financial statements have been
prepared in accordance with new accounting standards for consolidation, research and development
costs and interperiod allocation of income taxes based on the asset and liability method.

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.

Lebloits Towhe Tolwedsee

June 29, 2000




