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Eligibility for Dual Listing

A securities company’s perspective

18 May 2017

Sumio Otsuka, Executive Managing Director
Daiwa Institute of Research

1. Dual Listing on MSE and an Overseas Exchange

v One of advantages of a dual listing is possibility of raising capital
overseas.

v If your company wants to dual list on MSE and another stock
exchange overseas, your company needs support from a
securities company, usually an underwriter.

v" An underwriter helps a company to dual list, but there are certain
conditions if your company can find an underwriter. The most
important factor from an underwriter’s point of view is if your
underwriter can be confident in promoting your company to
overseas institutional investors.



1. Dual Listing on MSE and an Overseas Exchange — cont.

v Overseas institutional investors always seek opportunity for a
good investment. Good investment means that a company where
investors can expect a return of higher-than-average.

v Overseas institutional investors prefer companies with:

i) growth potential

if) strong balance sheet

iii) transparency (easy to understand what the company is)
iv) good corporate governance

v) sufficient disclosure after listing

vi) liquidity (higher free float)

1. Dual Listing on MSE and an Overseas Exchange — cont.

v In our view, Japanese institutional investors are expected to be
interested in investments in Mongolian companies such as:

i. Major mining companies with rich reserve that can be
comparable with world-class mines

ii. Top banks

iii. Large-sized utility players



1. Dual Listing on MSE and an Overseas Exchange — cont.

v' Once a company is listed to gain overseas institutional investors,
your company needs to meet their requirements:

i. frequent communications with overseas investors;

ii. reply to investors’ questions on your company;

iii.assign an English-speaking investor relations officer;

iv.disclose IR information on your company’s website;

v. provide not only financial statements, but also explanation;

vi.demonstrate company’s policy to be friendly to your
shareholders etc.

2. Dual Listing of Overseas-Listed Companies on MSE

v Another potential to MSE is to promote listing of overseas-listed
companies with Mongolian assets.

v There are around thirty listed companies with Mongolian assets
as far as we know. Most of them, however, are incorporated in
Australia or Canada, with most of board members being non-

Mongolian.

v In our view, those Australian or Canadian companies are not
motivated to list their shares on MSE, in addition to ASX or TMX.



2. Dual Listing of Overseas-Listed Companies on MSE - cont.

v Mongolian Mining Corp, or MMC, is one of Mongolia-origin
companies, listed on HKEXx, but the company is incorporated in
Bermuda. Two of key considerations that we can think of are:

i) if a Bermuda-incorporated company, in other words a foreign
company, is eligible for listing on MSE and;

i) If MMC wants to list its shares on MSE.

v" Another candidate is Petro Matad, listed on LSE AIM. Petro
Matad is incorporated in Isle of Man.

Summary

v Itis quite crucial to find a securities company as your partner
when your company wants to be dual listed on MSE and an
overseas exchange. Securities companies can help a listing
candidate only if they are confident in promoting to investors.

v' We think that there are opportunities to promote Mongolian
companies such as major mining companies, top banks and
large-sized utility players.

v Once it is listed on an overseas exchange, in addition to MSE,
your company needs to be careful about your investors.

v' We think there is limited opportunity for overseas-listed
companies to dual list on MSE.
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Product Features
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J‘ What is a Bond?
¥

Bond'’s Cash Flow form Investor’s side  Example: 10year Bond, Coupon 2%, Semi-annual

receive coupon=1% 101
I\

| receive principal
..M @ 00D ]
. A4 4 4 (1 a4 o 4 a4 a
1y L) s e

>

Maturity date
10y
100 pay principal
Risk & Return of Bond Investment
- Rate of return (yield) is a premium for bearing risks
Government Bonds yield(10y) and their Rating
Venezuela ® Yield correlates with bearing risk.
Speculative bond : : :
_— P Lower bearing risk = lower yield
Indonesia ® Ifrating is below “Baa3’, it is speculative-
Philippines grade bond.
Thailand
= Brazil Japan US. ® Negative rate in Japan due to monetary easing.
-
Ukraine Russia ® Other Asian Countries;

Greece Lebanon Korea Aa3 22%

Indonesia Baa3 7.0%

Thailand  Baal 2.7%

= Philippines Baa2 4.7%

<<

as been prepared by Daiwa Securities Co. Lid. based on information, the sources of which are believed by Daiwa Securites to be
rliable, but Baiwa Securiies makes no representtion nor warranty as (0 the accuracy o completencss of such information. Recipients of ths

. 0 Moody’s Rating
Dalwa Source: Bloomberg
document must make their own decisions on whether o not to adopt the recommendations discussed in ths document, based upon their speciic

) ituations and objectives, Any use, disclosure, distribution.disse mination, copying, o reproduction of this document withou' prior written consent 3
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| What are Major Differences between Bond and Equity?
L]

* From a perspective of holders

Bond

Equity

When in economic upturn

Negative (Bond price drops) since inflationary
expectation rises

Positive (Stock price rises)

Income Gain

Receive interest on terms and conditions
decided when issued

Dividend

Evaluation

When liquidated

Issuer’s ability to fulfill an obligation

(Issuer’s credit capability)

Issuer’s growth ability

Trade

Residual assets are allocated to Bond holders
before Equity holders

Allocated to Equity holders after Bond holders

Over the counter ( without exchange)
Traded mostly through securities firms

Stock exchange

Management Control

Unable

Daiwa

Securities
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| What is a Yield Curve? - Products with Various Terms
L]

Negative rate in Japan due to BOJ’s money-easing since January 2016.

Yield Curve - US Treasury and Japanese Government Bond

Yield

Term

Daiwa

Securities

Yield curve is a line plotting several interest rates across different terms (e.g., 3 month, 1 year, 20 year, etc...) for bonds
having equal credit quality.

Therefore, we see various terms (tenor/period to maturity) for bonds issued by the same name.

Different terms in JGB

JGB Term (Tenor)

20y,30y,40y, (15y FRN)

10y

2y,5y

2m, 3m, 6m, 1y

10y

Source: Bloomberg

on information,

3y, 5y,10y FRN
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Why do we need to develop the bond market?

1. Prevention of financial crisis

= One of the cause of Asian currency crisis was the double miss-match (currency and term)
Funding (Liability) = Short term / Foreign Currency
Investment (Asset) = Long Term / Local Currency

= Ifthe local currency drops or pullouts of money, it bring serious financial crisis

=  Thelocal currency bond market is very effective for the prevention of financial crisis

2. Effectively use of the domestic money
= Investmentis necessary for the achievement of economic growth
=  Bond market is one of the intermediary function for investing money instead of saving

®  Good independent funding tool from neighboring countries economy

3. Diversity of financing method
®  Indirect financing (loan) is the main financing method in Asia traditionally so far
= [t'simportant to improve direct financing method (equity, bond, etc. )for the funding diversity

=  Possible to finance with lower cost

D - This document has been prepared by Daiwa Securities Co.
alwa L

Securities

Functions of Securities Firms
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| Securities Firm can provide liquid Bond Market
|

Equity Market

= Stock Exchange is an exchange where stock brokers and traders can buy/ sell equity.

= [nvestors can check the stock price at the exchange market and also can trade through the exchange market.

Buyer Securities Firms Securities Firms Seller
Buyer —I— Stock Exchange —I— Seller
Buyer Seller

Bond Market

= Bond is traded as OTC (Over the Counter), so Securities firms need to be intermediary function.
= Securities Firms always shows the bond price instead of Exchanges. (Market Maker)

= [f there is no counter, Securities Firms will take positions. (If there is no buyer, Securities Firm will take long position
then Seller can sell the bond.)

= Securities Firms can provide market liquidity and stabilize the OTC market.

Buyer Seller
Securities
Buyer S
y Firms Seller
Buyer Seller

Daiwa

Securities

| How do we make the market?
L]

®  Securities firms act as an important bridge between Primary and Secondary Market
®  Trading Team underwrites new issue bond and trades at inter-bank market. They also trades with customers.

®  Sales Team contacts with their customers. If their customer has buying /selling interest, the sales ask trading team to show

the price.
Primary Market Other Securities Other Securities
Firms Firms
Borrowers issue new Bonds
Borrower / Issuer
Other Securities

|

) Firms
Trading Team
Inter-Bank Market
Underwrite t
Sales Team

Secondary Market

@ Retail
Investor
Investors trade Bonds as OTC
SWF
Bank Government

Corporate

Insurer Asset Hedge
Management Fund

Daiwa

Securities




| Trading Floor (FICC Division) in Daiwa Securities Headquarters (Tokyo)
L]

THIS IS THE
CENTER of FIELD in
THE SECONDARY
MARKET

Gigantic Trading Floor

Phone Calls from
All over the World

Numerous Screens
capturing Every
Moment of Market

Daiwa :

Securities

| Introduction for Trading JGB in Daiwa
|

Short Movie

Source: Ministry of Finance Japan

Daiwa

Securities
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| Whatare important things for liquidity market?
N

1. Market Making

= Bond trading is OTC, so securities firms have the responsibility to provide market liquidity.
-showing the offer/bid price to the investors.
= Securities Firm takes the position if necessary. (Securities Firm is NOT investor)

-If a investor wants to sell the bond and no buyers, market maker will take its position.

2. Good communication with Investors

®  Need to get the demand from investors

-this is quite important to be market maker

-If demand might be strong, we need to underwrite a huge amount of bonds through auction.
" Securities Firm also have the responsibility to promote the bonds for the investors around the world.

-Securities Firm drives the demand for investors.

3. Good communication with Finance Ministry/ Central Bank

= Need to understand the supply side (Finance Ministry) as well.
= Need to give the investor’s demand.

B Securities firms act as an important bridge between Primary (Finance Ministry) and Secondary
Market (Investors) .

=
This document has been prepared by Daiwa Securities Co. Ltd. based on information, the sources of which are believed by Daiwa Securities to be

reliable, wa S 5 makes no represen o leteness of such Recipi i

isio e s in this dog apon their specfi

ST disclosur o don of this do rior written consen

Securities
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| Japan Government Bond (JGB) history
L]

[Trillion yen]

Auction system Started at 1978

Syndicate underwriting stopped
Start to issue JGB at 1965 at FY2005

Source: Ministry of Finance Japan

Daiwa

Securities o e romened

| JGB Auction System
|

= MOF (Ministry of Finance Japan) limits the participants for the JGB auction. (Primary Dealer)
Primary Dealer 21
Securities Firm 19
Domestic 7
Foreign 12
Bank 2
u JGB auction has 2 different systems; Conventional and *Yield Dutch.
conon MOF ﬁ?< the coupon rate not fixed
in advance
Bidding Bond Price Yield
Successful Bid Price Depend on the bidder *Same
maturity except for 40y 40y

*Yield Dutch has benefit for illiquid market (especially long term maturity)
*Coupon and Bond Price are calculated with the highest yield in the successful bid. And every successful price is same.

= Successful bid ranking is below. (last latter half FY2016)

Total Super Long Term Long Term Middle Term Il
-mm-m-m-
1 Mitubishi Securities 1 Nomura 1 Mitubishi Securities 1 Mitubishi Securities 1
2 2 Mitubishi Securities 2 Daiwa 2 Daiwa 2 Mizuho
3 Nomura 3 Daiwa 3 Nomura 3 Mizuho 3 Mitubishi Securities
4 BNP 4 BNP 4 BNP 4 SMBC Nikko 4 JP
5 Mizuho 5 Merrill Lynch 5 GS 5 Nomura 5 Nomura
6 Merrill Lynch
7 DB
8 SMBC Nikko
9 GS Source: Ministry of Finance Japan
10 Citi

by Daiwa Securities to be
‘mation. Recipients of this

Daiwa

T situations and objectives. Any use,disclosure, distribution, disemination, copying, or reproduction of this document without prior written consent 15
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| JGB Auction Schedule
L]

January

April
(new FY)

e.g. August

December

March

Daiwa

Securities

B Government decides the total JGB issue amount in next fiscal year (Apr16-Mar17).

B New fiscal year starts

A 3 months ago
May Monthly auction schedule is updated.
X Schedule Detail Schedule
g 2nd August 10Y JGB 17th August
g 4th August 3M T-Bill 18th August
June 4th August 10y JGB 18th August
H 8th August 6M T-Bill 23th August
X 9th August 2M T-Bill 25th August
: 9th August 30y JGB 25th August
July 10th August 3M T-Bill 30th August
: 16th August Liquidity Supply
August 1 week ago from each lAu(;tion date
Issue amount of auction is updated.

Detail
1y T-Bil
3M T-Bill
5y JGB
20y JGB
3MT-Bill
Liquidity Supply
2y JGB

B End of the fiscal year

Source: Ministry of Finance Japan

v D 0 be

| Breakdown of JGB Holders: Banks are Major Investors
|

= Banks are major investors (21.3%)

= Foreigners account for a small percentage of JGB (10.5%)

Source: Bank of Japan

*]GB includes FILP Bonds and T-Bills
* “Banks, etc.” includes Japan Post Bank, “Securities investment trust” and “Securities Companies”
*“Insurer” includes Japan Post Insurance

Daiwa

Securities

Total 1,075 trillion yen (December, 2016)

16
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J\ Major Reason Why Banks are Dominant Players in JGB Market
T

®  Huge gap between depositand loan in domestic banks

®  ]GBsare highly liquid and regarded as risk-free (or low-risk) products

®  This is one of reasons why banks investin JGB

Deposit - Loan Gap in Domestic Banks

(Yen Trillion)

Source: Bank of Japan

Deposit=702

Loan=465

GAP=237

« Total Deposits/End of Period/Banking Accounts/Domestically Licensed Banks
+ Outstanding Loans and Bills Discounted/End of Period /Banking Accounts/Domestically Licensed Banks

Daiwa

Securities

This document has been prepared by Daiwa Securities Co. Ltd. based on information, the sources of which are believed by Daiwa Securities to be
reliable, but Daiwa Securities makes no representation nor warranty as to the accuracy or completeness of such information. Recipients of this
document must make their own decisions on whether or not to adopt the recommendations discussed in this document, based pon their specific
situations and objectives. Any use, disclosure, distribution, d copying, or rep: of without prior written consent
from Daiwa Securities is prohibited.

J‘ Ministry of Finance (JGB issuer) Communicates Closely with the Market
L

®  MOF and BO]J listen to voices of market in order to achieve JGB issuance plan and operate market smoothly

®  MOF actively promotes ]GB to foreign investors through IR (Investor Relations) road-shows or seminars

= Daiwa Securities, one of Primary Dealers, support MOF’s IR, arranging meetings with MOF and our clients

with the market

Meeting
Primary Dealers (PD) Meeting
(22 institutions)

JGB Investors Meeting

(15 institutions)

The Advisory Council on Government Debt
Management

(16 individuals)

JGB Top Retailer Meeting

(25 institutions)

JGB IR (Investor Relations) Road-Show

Soyrce: Ministry of Finance Japan

Daiwa

Securities

Target

Securities firms (including Daiwa) and major banks

Institutional investors (banks, insurance companies etc.)

Experts (including Tadao Executive M;

Director in Daiwa)and academics

Securities firms (including Daiwa ) and banks

A variety of overseas investors (e.g., central bank, SWE
asset management, and etc...) all over the world

“This document has been prepared by Daiwa Securities Co. Lid. based on information, the sources of which are believed by Daiwa Securities to be
reliable, but Daiwa Securities makes no representation nor warranty as to the accuracy or completeness of such information. Recipients of this
document must make their own decisions on whether or not to adopt the recommendations discussed in this document, based upon their specific
situations and objectives. Any use, disclosure, distribution, dissemination, copying, or reproduction of this document without prior written consent
from Daiwa Securities is prohibited.
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From a Perspective of Investor
- Portfolio Construction

Daiwa

Securities

20
| How to Select Investment Assets
L]
|
» JGB » Good credit » Relatively lowyield = low return
» Municipal » Good liquidity
TSt » Government- » Positive correlation between yield
Rate guaranteed and tenor
Risk
Domestic
Bond
» Corporate » Various yield (relatively high rate) » Credit risk = Default risk
» Credit » Good balance of risk & return at » Possibility of decrease in liquidity
Derivative ordinary times
» Samurai » Enjoy higher return than that of » Relatively low liquidity
» MTN domestic bond
» Repackage
Foreign
Eond » Foreign » Enjoy higher return than that of » Difficultto select names
Government domestic bond » FXrisk
» Corporate » Get capital gain for bearing FX risk
» Equity, ETF » Good dividend yield » Higher volatility/risk than that of
Others » Mutual Fund » Aim at capital gain expecting upside bonds
» REIT in securities
D - This document has been prepared by Daiwa Securities Co. Ltd. based on information, the sources of which are believed by Daiwa Securities to be
relible, but Daiwa Securities makes no representation nor warranty as to the accuracy or completeness of such information. Recplents of this
securities sustonsand ﬂﬁ:ivffpi"nf;.‘i? disclosure, distribution, dissemination, copying, or reproduction of this document without prior written consent 21
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| How to Construct a Portfolio
L]

= Aportfolio is a collection of investment assets

Investors (portfolio managers) make a decision about investment mix and asset allocation

L}
Cycle of Portfolio Construction
Construction

| Redesign of Strategy &
Reconstruction of Portfolio
Most Important Part - Investment Planning

1. Setting priorities about safety, liquidity, and profitability of bond investment
2 Analyze the internal & external environment, and asset features

Objective Assessment

3. Design portfolio strategy

< External Environment> <Asset Features> < Internal Environment>
Market Condition Earning Target
Regulation/Legal Issues Risk Tolerance
Portfolio Strategy
Internal Policy/Rule

Investors Trend

Daiwa

Securities

| Reference - Portfolio of One of the Most Major Investors in the World
|

L] Government Pension Investment Fund, called GPIE manages and invests the Reserve Funds of the

Employees’ Pension Insurance and the National Pension of Japan.

= GPIF has one of the world largest portfolio.

= Total amount of investment assets is JPY 144.8 trillion (USD 1.3 trillion)

Reference - Investment Assets and Portfolio Allocation (GPIF website)

Asset allocation at the end of Dec 2016

Market Value .
(& trilion) | Allocation

Domestic Bonds 48.2 33.3%|
Domestic Stocks 34.4 23.8%
International Bonds 194 13.4%
International Stocks 33.5 23.2%
Short—term Assets 94 6.5%
Total 144.8 100.0%

Source: GPIF - Investmentresults for the 3Qof fiscal 2015

This document has been prepared by Daiwa Securities Co. Li on information,

Daiwa

Securities



Conclusion
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Q & A Session
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Notification Items Regarding Advertising etc.
(Notification items pursuant to Article 37 of the Fi ial Instrul ts and Law)

If you decide to enter into a business arrangement with our company based on the information described in materials presented along with this cover letter, we
ask you to pay close attention to the following items.

« In addition to the purchase price of a financial instrument, our company will collect a trading commission* for each transaction as agreed beforehand with you.
Since commissions may be included in the purchase price or may not be charged for certain transactions, we recommend that you confirm the commission
for each transaction.

In some cases, our company also may charge a maximum of ¥ 2 million (including tax) per year as a standing proxy fee for our deposit of your securities, if
you are a non-resident.

« For derivative and margin transactions etc., our company may require collateral or margin requirements in accordance with an agreement made beforehand
with you. Ordinarily in such cases, the amount of the transaction will be in excess of the required collateral or margin requirements.

« There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest
rates, exchange rates, stock prices, real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss
could exceed the amount of the collateral or margin requirements.

« There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our company.

« Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as
certified public accountants.

* The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current
market conditions and the content of each transaction etc.

When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take
responsibility for your own decisions regarding the signing of the agreement with our company.

Daiwa

Corporate Name: Daiwa Securities Co. Ltd.

Financial instruments firm:chief of Kanto Local The Finance Bureau (Kin-sho) No.108
Memberships: Japan Securities Dealers Association

The Financial Futures Association of Japan

Japan Investment Advisers Association

Type I Financial Instruments Firms Association

26

Securities
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JCCH,S prOﬁle (As of April 3,2017)

(1) Trade Name
Japan Commodity Clearing House Co.,Ltd.

(2) Date of Incorporation  December24 , 2004
On April 25,2005 JCCH g';:oFt ermission from the two competent

ministries, which are MAFF (Ministry of Agriculture, Forestry and
Fisheries) and METI(Ministry of Economy, Trade and Industry)

(3) Capital 634.35 million Yen

(4) Commencement of Operations May 2, 2005

(5) Officers
9 Directors 3 Auditors
Takehide Takahashi CEO, Chairman

Yuichi lkemizu Director
Hiroshi Usami Director
Takamichi Hamada Director
Kazumichi Okachi  Director
Yasuaki Okamoto  Director
Toshitsugu Shimizu Director
Jitsuo Tatara Director
Etsuji Ohishi Director
Fuminobu Aruga Auditor

Jun Masuda Auditor

Kenichi Sasakura  Standing Auditor

(6) Staff 20

(7) Shareholders (shareholding ratio)
The Tokyo Commodity Exchange Inc. 100%

(8) Clearing Margins & Clearing Funds
Clearing Margins 158 Billion Yen
Clearing Funds 8.8 Billion Yen

(9) Clearing Participants
Individual Clearing Participants 25
General Clearing Participant 2

(10) Designated commodity market
The Tokyo Commodity Exchange Inc.
Osaka Dojima Commaodity Exchange

Copyright(c) Japan Commodity Clearing House Co., Ltd. All Rights Reserved

Clearing Participants

Clearing participants at JCCH are designated either as an "Individual

participant" in accordance with each designated commodity market.

(1) Individual Clearing Participants can accept and clear

trades on their own behalf and on behalf of their customers.

(2) General Clearing Participant can accept and clear trades

on their own behalf, on behalf of their customers and non-

clearing participants based upon “commodity clearing
transaction”.

JCCH

ant ()

(@ acerual of debt and credit
@ conclusion of

clearing participant" or as a "General clearing

:Consignment of commodity;
clearing transaction*2 H

consignment consignment

of transaction [ Fﬁnhur transaction . oper (A) |of transaction
clearing
participant} Custo

£ the transaction((D) debts and credits |
i are accrued based an it among clearing :
A WV

Copyright(c) Japan Commodity Clearing House Co., Ltd. All Rights Reserved



List of Clearing Participants (As of April 3,2017)

EEN

/ALPHIX Co.,Ltd.

15

Nissan Century Securities Co.,Ltd.

2 |COMTEXLTD. 16 |OKACHI & CO.,LTD.

3 |Credit Suisse Securities (Japan) Limited. 17 |Okato Shoji Co.,Ltd.

4 |EVOLUTION JAPAN Co., Ltd. 18 |OKAYASU SHOJI CO.,LTD.

5 |DAIICHI COMMODITIES CO.,LTD. 19 |Osaka Dojima Shoutori Daiko Co.,Ltd.
6  |Fujitomi Co.,Ltd. 20 |Phillip Securities Japan,Ltd.

7  |HOXSIN BUSSAN Co., LTD. 21 |SANWARD TRADING INC.

8 Idemitsu Kosan Co., Ltd. 22 |Sojitz Corporation

9 ITOCHU ENEX CO.,LTD. 23 |Societe Generale Securities Japan Limited
10 |ICBC Standard Bank Plc 24 |Sumitomo Corporation

11 |JX Nippon Oil & Energy Corporation 25 |Taiyo Oil Co.,Ltd.

12 |Marubeni Corporation 26 |YUTAKA SHOJI Co.,Ltd.

13  |Mitsubishi Corporation RtM Japan Ltd. 27 |Rakuten Securities,Inc.

14 |Mitsui & Co.,Ltd.

Copyright(c) Japan Commodity Clearing House Co., Ltd. All Rights Reserved

Adopting SPAN® by JCCH

Role of JCCH

JCCH decide the parameter to calculate SAPN® margin requirement

e JCCH calculates SPAN parameter as a value covering 99% of price volatility of 120 days

from the basis date of calculation.

e SPAN parameter is reviewed periodically, twice a month and JCCH performs provisional

review when the market faces a huge volatility.

Benchmark for JCCH to perform provisional reviews

e When applying SPAN parameter is not able to cover margins due to price volatility, JCCH
executes a provisional review. (price-volatility range base )

e As value rises in moderate price-volatility conditions, parameter becomes less volatile.




Risk Waterfall at JCCH

Loss compensation against default

Default L C tion Fund Listed in order of iati
Japan Commodity Clearing House efault Loss Compensation Funds (Listed in order of appropriation)
(JCCH) 1 | Defaulting clearing member(CM)’s margin and clearing
| funds etc. for the defaulting market segment. s
) - efauter’s
(total deposited amount in all markets by all CMEs as of Bay
4'; | April '17: margin =JPY 158 billion, clearing funds =JPY 8.8
TOCOM billion

‘ 2 | JCCH’s Default Funds for Default -
(JPY 2.3 billion as of April ‘17)

‘ Precious Metals Market Division

o ‘ Oil Market Division ‘ 3 | Fundsetc. reserved by each exchange against default . )
= [Case of TOCOM] - foird Party's
E ‘ Chukyo Oil Market Division ‘ @TOCOM Security Reserve Fund against Default

(JPY 2.1 billion as of April 2017)
‘ (@TOCOM Default Insurance
‘ (JPY 5 billion as of April 2017)

4 | Clearing funds deposited by other CMs for the defaulting §urvivor’s
— - Bay

‘ Rubber Market Division

‘ Agriculture Product & Sugar Division

marketsegment.
5 | Other CM’s profit for the defaulting market segment.

« JCCH has agreements on line of credit of JPY 30 billion with its designated
clearing banks, to meet urgent needs in case of CM default.

Copyright(c) Japan Commodity Clearing House Co., Ltd. All Rights Reserved



Introduction to TOCOM Group

Mongolian Capital Market Regulator Group

May 18, 2017

TOCOM GROUP OUTLOOK

1. Corporate History and Listed Products
2. Business Overview
3. Organization

'I“"“' “
Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved. Tokyo Comi Wf, E A,,.
okyo Commodity Exchange



TOCOM Corporate History and Listed Products

- Overviewor Corporate HIStory
Division

Nov. 1984 Established after the merger of three exchanges Precious Gold, Gold Mini, Silver, Platinum, Platinum
N . Metals Mini, Palladium, Gold Options, Gold Rolling
May 2005 JapanvCommodlty Clearing House (JCCH) commenced Spot, Platinum Roling Spot
operations
" N Oil Dubai Crude Oil, Gasoline, Kerosene, Gas
Dec. 2008 - . ’ H
ec. Demutualized for to for-profitcompany Oil, Cash-settled Gasoline, Cash-settied
May 2009 31 generation system (Nasdaq OMX products) went live Kerosene, Cash-settled Gas Oil
JCCH became a subsidiary of TOCOM (wholly- owned Chukyo-Oil  Chukyo-Gasoline, Chukyo-Kerosene
Oct. 2010 et
subsidiary in Dec. 2012)
Rubber RSS3
Feb. 201 i
eb. 2013 Launched agricultural and sugar market Agricuitural | Corn, Soybean, Azuki (Red Bean)
Established JAPAN OTC EXCHANGE (JOE) i SlEED
Nov. 2013 (June 2014 : Launched TOCOM Swap, RIM Swap)
(Sept. 2014: Launched LNG Non-deriverable forward)
Jan. 2015 Granted as Foreign Board of Trade(FBOT) by Commodity
: Futures Trading Commission (CFTC)
. Takamichi Hamada, Takehide Takahashi
R President & CEO CEO, Chairman
Establishment November 1984 December 2004
Capital 1,989 million yen 634 Million yen
Employees 72 2
P (incl. 7 temporary staff ) (incl. 2 temporary staff) 2014438 BB
A
Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved. ¢ "‘ ‘!éw\y\
Business Overview 4

TOCOM Group consists of the Tokyo Commodity Exchange (TOCOM) and its wholly-owned
subsidiary Japan Commodity Clearing House (JCCH)

_ Business Outlook

m Open and operate markets necessary for futures and spot transaction of the
commodities listed on the markets and commodity indexes based on the
Tokyo Commodity Seelh Commodity Derivatives Act.
Exchange, Inc. oxgr:{:gﬁs m Implementappraisal of the quality of the listed commaodities, research and study,
(TOCOM) P publication and PR/publicity of commodities, commodity indexes and economy
general, dispute mediation, alliance or cooperation with domesticand foreign
exchanges and other organizations

Japan Commodity m Provides clearing and settlement services for the transactions of all commodity

[GIET TN IOl Clearing exchanges in Japan
Ltd (JCCH) m Provides clearing and settlement services for the OTC derivatives transactions.

i i
CCH i i
i i
] | |
i Clearing / | I, Market l, Market data
Trade order W Market data | Settlement Trade orderl ‘& data \'/
Broker Members Information Vendors

Trade Members (Commercials)

Clearing / Settlement T Trade

orderT M Marketijata o

-
Investors / Commercials &

TOCON
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Organization
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of Shareholders

Board of
Directors

] Wholly owned subsidiary[
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Board of Executive
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| SN I N BN O B N R B R B B |
3 0O» F » 23 @ © 2T 0N ZO= O
8§ $ 58886 ¢ 3 2588322
5 8 5% ¢ &5 B &8 §28 48 3
3 & 2 2 3 o 3 38 2 3o ¢
> & = 5 @ o ¢& 4-F A=
c 2l @i 5 2 52 g
8§ 3§ 5 3 io 38
£ 5 3 % S B Z o 2 3
a 3 2 @ & £ 3 3
9 & 2 g o & 8
Q : g g1
2 @ [ E £l 2
@ _tc:’_, o ‘i =1
3 &
N -

D WpPNY

O

JCCH

=

Discipline
Committee

General
Affairs

Account &
Finance

General Meeting
of Shareholders

Board of
Directors

CEO, Chairman
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)
3
)
S
>
)
@

Buuies|n

Board of
Auditor

Auditor

= Auditing

= Settlement

Risk
Management

J
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Tokyo Commodity Exchange

INTRODUCTION TO TOCOM

1. Trading System
2. Trading Participants
3. Market Operations
4. Public Relations and Marketing
5. Research and Development
6.
Participants
7. Internal Control

Efforts to Open TOCOM Market to Global Market

Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved.
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Trading System Outlook 7

/(D World-class processing capacity: System shared with Osaka Exchange )
@ User-friendly and high efficient network : Connectivity available to other market-related
facilities
® Primary and backup sites constructed at a robust data center : Tier 4-equivalent quality
@ Pre-trade and at-trade risk management by TradeGuard: Enhanced reliability
® High scalability
® “Spread Trade” supported to cater energy market participant needs: Trades of
differentials between the prices of crude oil and gasoline, etc. and different contract months
@ Smooth execution of block trades : Members may submit order off floor trades
\® Robust market surveillance by SMARTs )
( ) / TOCOM \
Members

Backup Site

TOCOM
(Primary Site)

Trading System
Surveillance 0
by SMARTS

(Exchange-provided

JPX Clearing Configuration
clearing application System identical to
\ Position controlsj Primary Site

Member's System HFT su pported

CMF Terminals

TOCON

Tokyo Commodity Exchange
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Membership 8

Membership is granted following approval by the self-regulatory committee, consisting of 2
external directors and 1 full-time director

TOCOM Membership

Trade Members Qualified to execute proprietary transactions (11 firms)
Broker Members Qualified to execute proprietary and customertransactions (16 firms)
: Remote Trade Members Based outside Qapan and quallfled'to execgte proprletgry transgctlons (only

Membership based on consignment of commodity clearing transactions (4 firms)
Types Based outside Japan and qualified to execute proprietary and customer

Remote Broker Members transactions (only based on consignment of commodity clearing transactions (1

firm)
Others Other trading participants (58 firms)

@ Applicantis eligible to become a Member
+ Commercials that engage in physical trading activities of TOCOM listed commodities
» Foreign entities licensed as equivalent to Commodity Derivatives Business Operators (i.e., FCMs) in
the country where the office is located
Membership + Specified OTC Commodity Derivative Dealers
Qualifications « CTAs, proprietary firms, financial institutions, etc.
Applicant (company or individual) and its officers do not falling under the disqualifying conditions
Applicant has legitimate operational organization
Applicantenjoys adequate social credibility and operates stably
Applicant's business demonstrates continuity without asset deficiency

OOOE

B Submit statutory books, where necessary
B Submit position report and trade monitoring
B Submit financial reporting, financial statements, securities or equivalents.

Obligations

TOCON

Tokyo Commodity Exchange

Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved.



Market Operations (Surveillance and management )

and excessive speculation

TOCOM implements real-time and post-trade surveillance and post-trade to prevent illicit trading

Market surveillance and manageme

Real-time surveillance

Monitor system’s operatio
throughout session

nal status and oversee trade executions, etc.,

Post-trade surveillance
(SMARTS)

Investigate the cases SMARTS alerted to detect trades showing unusual
trends in comparison to records of the past, or those suspected illicit

Position control
(Position/planned delivery reports)

Investigate position report

s for excessive speculation and gain insight for the

future of the market from the planned delivery report.

< Real-time Surveillance >

<Post-trade surveillance>

SMARTS

Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved.

Market Operations (Delivery)

TOCON

Tokyo Commodity Exchange

Precious Metals

Basic Delivery

TOCOM strengthens linkage between futures and physical markets with assured delivery process

Basic Delivery

Delivery

Basic Delivery at negotiated conditions

eatu Delivery by warehouse receipt

Delivery by warehouse receipt

> Seller deliver the deliverable to the arranged delivery point (refinery
or oil tank ) load to the inland water vessel prepared by the buyer.

Lastbusiness day of
each even month

Last business day of each month

From 1% to the last business day of the current contract month

Seller
Submits the warehouse receipt

Exchange and receive delivery
payment

Delivery
Method

Buyer
Makes payment to the Exchange
and receive the warehouse receipt|

Seller

Submits the warehouse receipt
issued by an Exchange-
designated warehouse to the

Seller and buyer resp: ly prepare d and
submit to the Exchange

Delivery point: Delivery point:

IChoice of Seller Agreement between two parties

Exchange and receive delivery
payment

Delivery method: Inland water
vessel, lorry or ITT depending on
the agreement between two parties

Delivery method:
Inland water vessel

Buyer
Makes payment to the Exchange

Delivery day:
Agreement between two parties

Delivery day:
Choice of buyer, in principle

and receive the warehouse receipt]

Divided delivery:
Delivery may be made in installments

Payment:

Buyer makes payment to the Exchange until one business day
in prior to the delivery day.

Seller makes receives payment after delivery day

=

n

Tokyo and Kanagawa
8 warehouses operated by the six
companies

Point of
Delivery

Exchange:

ITokyo, Kanagawa, Chiba, Saitama,
IGunma, Tochigi, Ibaraki, Shizuoka
and Aichi

129 warehouses operated by 49
icompanies

Refineries with shipment facilities by |{The refinery or tank to which two
seain Kanagawa, Tokyo and Chiba orjparties agreed to choose
Exchange-designated oil tanks

3 designated tanks, 3 tanks operated

by 3 companies

<Breakdown>

2 tanks operated by 2 companies in

Kanagawa

1 tank operated by a company

Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved.
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Public Relations and Marketing 1

TOCOM implements diverse communications and marketing activities to raise public awareness
of commodity trades as well as to attract a diverse set of new market participants

e s

Market data and m Publicize market data and related information on TOCOM website, etc.
other related m Provide market analysis (fundamentals, market structure analysis)
information

dissemination

m Disseminate information by monthly press conference and press releases
Media relations m Hold briefings to present new listed commodities, etc.
m Maintain close relationship with commodity and financial journalists

m Provide educational information including case studies and seminars to commercial

players
Public awareness m Hold educational events for retail investors
programs m Offer voluntary lectures at universities (Kobe University, Chuo University, etc.)

m Conduct certification exam system for improving expertise of commodity futures
salespersons

m Induce globally-operating financial institutions, online securities brokers and FX

New market brokerages to enter TOCOM market

participant m Invite new market intermediaries and general clearing participants in order to diversify
recruitment participants of TOCOM market

m Introduce reforms to meet the needs of large investors and commercial players

TOCON
Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved. . 4 A
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Research and Development 12

TOCOM enforces research and development to produce new listed products and enhance
market system in order to support hedge-needs of Japan’s industry

[ comems |

m Independent research

« Global warming Emission trading

« Power market deregulation Market research on electricity, LNG and coal
Research on ) ! .
commodity « Gas market deregulation Study for the development of an Asian hub for natural gas trading
trades and « IFRS compliance Hedge accounting, hedge taxation, demand for taxation reform
related m Commissioned researches
economic « METI Electricity forward curve model, status of energy commodity futures
. market, emission trade system development, CDM purchase system
Issues development

+ JOGMEC Sophistication of overseas coal development

- JCCME Basic study of how futures market and financial factors may impact

crude oil price formation
m Power market deregulation

Research on « Consideration of listing electricity and power generation fuels (coal and LNG)

new listed « Consideration of OTC trade services to support spot markets for electricity and power generation fuels
commodities m Other commodities for prospective listing

+ Heavy oil, LPG, banker oil, copper, etc.

Research on m Consideration of listing foreign currency-denominated products
commodity m Consideration of measures to activate OTC market
futures trades m Consideration of credit risk management

TOCON
Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved. 4 A
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Complying with Foreign Regulatory Requirements 13

In efforts to attract global market participants and improve trading opportunities for existing )
participants, TOCOM has worked with foreign regulatory bodies such as CFTC/U.S.A,
MAS/Singapore, SFC/Hong Kong and DFSA/Dubai to acquire their approval to provide DMA

+ DMA=Direct Market Access (allowing participants to directly access exchange system without going
through third party trading system)

» These regulatory approvals require proven reliability and security of a market. TOCOM is now recognized
to possess such qualities

A
Hong Kong
In Feb 2014, granted
Automated Trading Services
(ATS) by Securities and
Futures Commission (SFC) U.S.A.
TOCOM Jan 2015, granted to
i register Foreign Board of
Dubai Trade (FBOT) by
In June 2012, granted Com_modity FuFur_es
“Recognised Body “ by Trading Commission
Dubai Financial Services a (CFTC)
Authority (DFSA) Singapore
June 2014, granted
Recognised Market Operator
(RMO) by Monetary Authority
of Singapore (MAS)
U\ N
Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved. T{!yﬂ!ﬂ!!ﬂg’!{k\m\?
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MIDTERM BUSINESS MANAGEMENT
(FISCAL 2017-2019)

1. Stabilize business base
2. Develop a comprehensive commodity market

3. Strengthen coordination with other exchanges

TOCON
Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved. 4 A
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Management Strategies 15

1. Stabilize business base

e Expand the product portfolio based on the needs of the market. Focus on launching an electricity market and
developing the options products.

o Swiftly implement market rejuvenation measures specific to market divisions and investor groups

e Enhance market reliability and convenience to attract a diverse set of domestic and overseas participants

2. Develop a comprehensive commodity market

Drive forward initiatives to develop a “comprehensive commodity market,” — a one-stop marketplace for
commodities futures, options, OTC and physicals on our highly reliable trading and clearing platforms.

3. Strengthen coordination with other exchanges

(1) Strengthen coordination with JPX
Leverage the J-GATE platform and expand coordination with JPX to increase the competitiveness of Japan’s
derivatives market

(2) Increase coordination with exchanges and regulators
Increase coordination with exchanges and regulators in the U.S., Europe and Asia (including China) to expand
cross-border trading and arbitrage to further expand the Exchange’s global presence.

TOCON

Tokyo Commodity Exchange

Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved.

Priority Initiatives 16

Management Strategy 1: Stabilize business base

(1) Initiatives to increase volume
@ Attract a diverse set of market participants
@ Further expand the listed product portfolio
@ Enhance market reliability and convenience, market rules and regulations
(2) Initiatives to increase open interest size and asset on deposit
@ Continue efforts to support commercial hedge transactions
@ Encourage financial institutions to organize financial products (ETF and ETN) based on TOCOM commodities and
support active trading of such products.
(3) Strategic planning of the fee schedule

2. Improve trading system operations for the JPX derivative system

o Update and improve trading system operations and specification of J-GATE

3. Improve financial capability

(1) Continue cost reduction efforts
(2) Raise fees across TOCOM group

. Strengthen PR to improve the recognition and perception of commodity futures trading

(1) Implement measures in conjunction with industry associations
(2) Utilize TOCOM Square to deliver information in person and online, and support FCM marketing activities

5. Improve market convenience and reliability

« Move forward efforts towards regulatory reforms in accounting and taxation systems to respond hedging needs

6. Address the tightening of risk management regulations

e Respond to the tightening of cross-border risk management regulations

T —



Priority Initiatives 17

Management Strategy 2: Create a comprehensive commodity market

1. Create an electricity market

e Push forward preparations for the launch of an electricity market

2. Start preparations for LNG and Coal futures listing as well as researching the potential

LPG futures

e Prepare for listing LNG and Coal futures used by power generators in support of the new electricity market
e Research the potential listing of other energy products including LPG and banker oil

3. Activate the Japan OTC Exchange (JOE) markets

e Attract new LNG OTC market participants in support of the launch of an upcoming futures contract. Closely
coordinate OTC clearing with CME

e Absorb JOE fully into TOCOM as a full subsidiary and establish a flexible management structure

4. Expand physical markets

e Expand physical markets for Gold and Oil by enhancing reliability and convenience of the marketplace

5. Research and develop future business plan
o

Research the use of fintech such as blockchain
e Research subsidized premium program policy for options
e Research the potential for listing of long-term contracts (3-year and 5-year) for Crude Oil and other products

— e Research the market for imported rice, etc. —

Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved. ' I “"A"A‘\
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Priority Initiatives 18

Management Strategy 3: Strengt other exchanges

Strengthen coordina with JPX

Leverage the use of J-GATE and pursue coordination with JPX to increase competitiveness of Japan’s
derivatives market

(1)
e Support LNG clearing at JOE and establish an electricity market

Coordination with CME and SGX

e Discuss collaboration for physical delivery for gold in Hong Kong

e Promote a joint study on cross-listing LNG derivatives based on LNG related benchmark pricing

(2) Coordination with exchanges in mainland China

e Extend work with Chinese exchanges and brokers to promote arbitrage in anticipation of the opening of the
Chinese market.

(3) Information exchange with overseas exchanges and regulators

e Strengthen communications with exchanges and regulators abroad to support remote membership

TOCON
Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved. 4 A
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Reference : Japan/USA Regulatory Environment Comparison 19

Japan
Financial Agricultural : s
Products products commodities Industrial commodities
Physical and
FSA MOFA METI
Regulator OTC markets
Fulures FAX MOFA METI FSA
N . Financial
Law Financial Instruments and Commodity Derivatives Act Instruments and
Exchange Act Exchange Act
_ Osaka Dojima
Japan Exchange (pl d Commodity — -
Group, Tokyo panne: Exchange (planned
Futures Exchange Financial corrg\;zhen comprehensive
Exchange exchange) TOCOM exchange)
USA
Securities Commodities, etc.
Physical Dept of Energy,
market SEC USDA Dept of Commerce etc.
Regulator Futures CFTC (Commodity Futures Trading Commission)
markets *Individual stock futures are regulated jointly by SEC and CFTC
Law Commodity Exchange Act
Futures Exchanges CME Group (CME, NYMEX, CBOT), NYSE Liffe US, ICE Futures US, etc.
U\ N
Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved. MI "“"A\\
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Reference: Recent developments around the derivatives market 2

<Eligibility of Commodity Derivatives As Listed Products>
“Basics of Commodity Derivatives “, pp. 52~53 (tentative translation)

* Underlying commodities should have strong trade volume.

* Underlying commodities should be minimally regulated
Underlying commodities should be non-CITES type

* There is likely high volatility to support hedging needs

» There is likely the presence of speculative investors

» Underlying commodity can be traded with standard specifications to concentrate trading,
increase liquidity and reduce costs

* Related information accumulated

In recent years, eligibilities for prospective listed
commodities are not limited to those listed
above:-- =

TOCON
Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved. o 4 A
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Reference: Recent developments around the derivatives market 31

The Lehman shock showed the risk of a chain reaction of financial institution failures. Authorities in
Europe and the U.S.A imposed regulations on OTC trades that matched on-exchange products.

<OTC market regulations in Europe/USA>
+CCP clearing mandatory for OTC trades
«Information accumulation at trade repository

Regulator Financial institutions Commercial participants
expects derivatives to be prefer trading on futures prefer trading futures for
traded at futures exchanges exchanges, where BIS reducing credit risks and
and are regulated as capital requirements are simplifying margin payment
rigorously as the OTC higher

market

R

Renewing OTC Clearing (Clearing against OTC trades)
to Block Futures Clearing = Futures market incorporating OTC trades

Notes: In “block futures” trades, off-exchange transactions negotiated between two parties are replaced in futures
positions upon request of contracting parties, and they are cleared as futures trades at clearing house. This treatment
requires listing of futures contracts that trade in the same specifications as the off-exchange OTC contracts. OTC
transactions are more commonly cleared as block futures than treated in OTC clearing overseas. Exchanges in Europe
and the U.S.A. list numerous kinds of futures contracts in response.

TOCON

Tokyo Commodity Exchange
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Reference: Recent developments around the derivatives market 2

@® Emergence of financial derivatives and its expansion

The first financial derivatives were listed in Chicago as currency futures in 1972. This was
concurrent with the floatation of international currencies. Currency futures have shorter
history than commodities, but volume is rapidly increasing. This has further progressed
with the financial deregulation of industrialized countries.

(@Electronic trading

As information and communication technology advanced, exchanges transitioned from
open outcry to computerized processing. Starting in the early 1990’s, the transition was
mostly complete by the beginning of the 215t century. This transition required exchanges to
make significant investments in systems that changed its business considerably.

The TOCOM rubber market trading
floor was abolished, and trading was
computerized in 2004.

TOCON

Tokyo Commodity Exchange

Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved.
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Reference: Recent developments around the derivatives market 33

(3 Competition between exchanges

As economy globalized and flow of information became uninterrupted around the clock, market
prices now fluctuate day or night. In response to such changes, most exchanges adopted night
session. As a result, cross border competition between exchanges intensified and consolidation of
exchanges advanced.

@ Speeding up trades

The 21stcentury saw the emergence of high frequency trade (HFQ), which is a computer program
trading platform using algorithms to execute a large number of orders based on market conditions in a
short period of time. Flash clash, or sudden market clash, named so after the incident in which Dow
Industrial Average fell 9%, biggest one-day loss equivalent of 1,000 USD, in a few minutes on May 6,
2010. Futures market plunged following an American investment manager executed large selling
orders for stock index futures. It is perceived that algorithm trades including HFT escalated the
situation. This prompted regulators to tighten regulations.

® Concept of “comprehensive exchange”

For investor convenience, it is best that all assets can be traded at one exchange. Due in part to
increased competition between exchanges, financial exchanges and commodity exchange have been
consolidated to form comprehensive marketplace offering a wide variety listed assets in other
countries. There have been discussions to follow suit in Japan.

® Exchanges involvement in OTC market (See p.21 for details)
Some regulated exchanges now offer clearing services to hedge credit risk in OTC trades
(OTC clearing). This has led to activated OTC market as part of regulated exchange.

TOCON

Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved. Tokyo Commodity Exchange

Reference: Recent developments around the derivatives market 24

FSA of Japan now considering regulating HF T (April 20, 2017 Yomiuri Shimbun, Asahi Shimbun)
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Thank you for listening!

Tokyo Commodity Exchange, Inc.
TEL 03-3661-7565/FAX 03-3664-6423
rims@tocom.or.jp
http://www.tocom.or.jp/jp/

Copyright 2013 Tokyo Commodity Exchange, Inc. All rights reserved.
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Overview of Japan Exchange Group

19 May 2017

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.

Establishment of JPX

B The January 2013 merger combined the complementary strengths of TSE and OSE in the cash equity and

derivatives markets.

B JPX aims at market expansion and improved efficiency to improve user convenience and raise competitiveness.

[Tokyo Stock Exchange Group]
* A globalleader boastinga comprehensive

exchange centered on the TSE 1st Section,

TOPIX futuresand JGB futures
* Vertically integrated group offeringlisting,

trading, and clearing & settlement services
* Dominantdomesticstock market with strong

brandimage

Japan Exchange Group
Akira Kiyota, Group CEO

[0saka Securities Exchange]
 Largest derivatives market in Japan with
leading Nikkei 225 futures and options
* Operates the JASDAQ venture market

* Japan’sonlylisted exchange

Cash Equities Trading

Tokyo Stock Exchange
Koichiro Miyahara,
President& CEO

Clearing

Derivatives Trading self. I
Japan Exchange
Osaka Exchange : i g
Hiromi Yamaji egu a. ion
President& CEO TakafumiSato
President

Japan Securities Clearing

Corporation
Hironaga Miyama
President& CEO

B Change in trade/corporate names

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.

: Osaka Securities Exchange - Osaka Exchange (March 24, 2014),

Tokyo Stock Exchange Regulation - Japan Exchange Regulation (April 1, 2014)



History of JPX

B Historical milestones

1874 The stock trading ordinance is enacted (the nation’s first securities law).
1878 Tokyo Stock Exchange Co. Ltd. is established.
1890’s The Exchange Law is promulgated. (1893)
The Commercial Code is promulgated (the basic law of today’s Joint Stock Companies Act). (1899)
1922 The Exchange Law is amended. (development of exchange as securities membership organization)
1947 The Securities and Exchange Law is promulgated. / The Securities and Exchange Commission is established.
1949 Tokyo Stock Exchange (TSE) is founded in its present form / JSDA is established.
1951 Margin trading begins
1956 Bond market is established (TSE/OSE)
1968 Regulations for securities companies changes to a license-based system
1973 Foreign Stock Section opens
1980 A new Foreign Exchange Law is enforced and in/out bound securities investment is liberalized, in principle.

1985-97 Derivatives trading comes to Japan:
JGB futures (1985) / TOPIX futures (1988) / TOPIX options (1989) / Options on JGB futures (1990) / Equity

options (1997)

2001 Trading in ETF (Exchange Traded Funds) and REIT (Real Estate Investment Trusts) begins
TSE demutualizes and is converted into a stock company.

2004 The ban on banking institutions engaging in securities agent business is lifted.

2006 The Financial Instruments and Exchange Act is enacted.

2013 Japan Exchange Group, Inc.(JPX) is established.

2017 Japan Exchange Group, Inc. and/or its affiliates. Allrights reserved.

JPX Business Model

Revenue Streams
»Trading Services
Clearing Services

-Listing Services
Information Services

MERITS of LISTING

LISTED COMPANIES * Fund-raising
* Higher profile
and credit
standing

—)

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.

INFORMATION
VENDORS PRICE DATA

Stock prices,
Indices, etc.

DISTRIBUTE
DATA

PLACE ORDERS

EXECUTE TRADES

I

SECURITIES/
MONEY
CASH EQUITY MARKETS
(TSE)
CLEAR TRADES
DERIVATIVES MARKETS
(OSE)

PRICE DATA
(WEB, NEWSPAPERS)

SECURITIES
FIRMS

PRICE DATA

PLACE ORDERS

SECURITIES/
MONEY

INVESTORS



Financial Performance of JPX

FY 2015 Financial Results

Operating Revenue
Operating Expenses
Operating Income
Net Income

ROE

Market Capitalization
PER

PBR

Dividend Yield

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.

Corporate Governance

© 2017 Japan Exchange Group, Inc. and/or its affiliates. Al rights reserved.

(JPY bil.)

114.7
50.9
66.2
45.1

18.2%

(JPY bil.)

866
22.5x
3.4x
2.66%

FY2015 Revenue Breakdown

Listing
11%

FY2015 Expenses Breakdown

Others
29%



Markets and Products on JPX

v’ Listing examination and
administration
v’ Listing rules, corporate code

v’ Market operator

v Timely disclosure

v Data, index calculation

v Market surveillance,
participant monitoring

v’ Clearing cash
equity/derivatives trades,
and OTC derivatives

Cash Equity
Trading

Cash Equity
Trading
(Venture Market)

Derivatives
Trading

Japan Exchange Group Regulation

Pro Markets

Tokyo Stock Exchange, Osaka Exchange

Clearing (Cash Equity, Derivatives, OTC)

Japan Securities Clearing Corporation |

Settlement (Cash Equity)

v’ Securities settlement

Cash Equity Market Derivatives Market
okyo Stock Exchange) (Osaka Exchange)

3'2?):';:::5 | ZE; :llirl':‘:s | Equity Derivatives Fixed-Income Derivatives
W 1st Section (blue chips) REITs W TOPIX Futures / mini W JGB Futures (5/10/20yr)
W 2nd Section | 58 Issues | W Nikkei 225 Futures / mini W Mini-JGB Futures (10yr)
W Markets for Emerging B Nikkei/Dividend Futures W Options on 10-yr. JGB
companies Listed B JPX-Nikkei 400 Futures Futures
Infrastructure Funds B TOPIX Options etc.
W Market for Professionals 2 Issues W Nikkei 225 Options
TOKYO PRO Market W Equity Options etc.

Asof the end of April 2017

©2017 or itsaffiliates. All

Stock Market Index Performance

B TOPIX, which represents the movement of the Tokyo market overall, and Mothers Index are recording a high
growth rate as compared with other markets.

330

280

249
204

01-Jul-14 01-Dec-14  01-May-15 01-Oct-15 01-Mar-16

01-Feb-14

01-Nov-12 01-Apr-13 01-Sep-13 01-Aug-16
@===TOPIX (Japan)

= Nasdaq Composite (US)

~——FTSE Straits Times Index (Singapore)

~—Shanghai Composite (China)

~—TSE Mothers (Japan)
~——FTSE All Shares (UK)
~==KOSPI Index (Korea)

~NYSE Composite (US)
~— S&P/HKEXx Large Cap Index (Hong Kong)
TWSE Index (Taiwan)

Source: Bloomberg
Note: As of December 30, 2016. Indices rebased to 100 as of November 1, 2012.
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JPX'’s Position in Relation to Major Exchanges (Cash Equity)

B Value of Share Trading
(UsDtn.)
30.0

m2006 ®2007 =2008 m2009 m2010 m2011 ®2012 m2013 2014 = 2015 = 2016

NYSE Shenzhen Nasdagq Shanghai ! JPX 1 LSE Euronext KRX HKEx DB ASX SGX
! 1

B Market Capitalization (End of Years) ~ =~~~ -

(USDtn.)

200 - 19.6

2006 ®2007 ®2008 ®2009 ®m2010 2011 2012 m2013 = 2014 =2015 = 2016
15.0 -

100 -

50

0.0 -+

NYSE Nasdagq : JPX 1 Shanghai LSE Euronext Shenzhen HKEx DB
1

Source: World Federation of Exchanges

ASX KRX SGX
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Nikkei 225 mini and 10y-JGB Futures are the most traded
B The most traded product by ADV is Nikkei 225mini (over 950,000 contracts)

M The most traded product by average daily trading value is 10y JGB Futures (USS$ 40 billion)

By Daily Trading Volume in 2016 By Daily Trading Value in 2016

(Contract) (Billion USS)
1,000,000 954,859 contracts 50.0
§ US$ 40.17 billion
40.0 -
200,000
30.0 -
150,000
100,000 200 ~
50,000 10.0 -
0 0.0
& & Q& &
QQ QQ 4\0\ Qo
A & A 4P &
S S @@ ©
S & &

Source: JPX
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Structure of TSE Cash Equity Market

M JPX offers several markets with different concepts to allow companies to make an optimal choice.

Equity Market Other
(3,560 companies) Cash Products

. REIT
1st Section 58 REITS
- Large-sized companies - JASDAQ
2,019 Companies Standard ETF ETN
712 companies 207 ETFs )| 24 ETNs |
JASDAQ
Ind S i Growth Country Fund
n ection ) 1 Country Fund
42 Companies
Market Of A .
The ﬂg?,r.;o;\,th and = Medlum_—5|zed - Vario:: dSectors Venture Fund
EmeRging Stocks companies - Growth 1 Venture Fund
f 531 Companies "
239 Companies Companies - Infrastructure Fund

2 Infrastructure Funds

Available to both individual and professional investors

TOKYO PRO Market 17 Companies 26 Programs

Professional-oriented market: Only available to professional investors > i ofbends)

Note: As of the end of April 2017
© 2017 Japan Exchange Group, Inc. and/or its affiliates. Al rights reserved 10

Stock Trading Value by Investor Category (2016)

M Foreign investors account for more than half of trading in the TSE 1st Section.
M By contrast, individual investors make up the majority in the TSE 2nd Section, Mothers, and JASDAQ.

Domestic:
Institutional

Investors
8%

ry Trading, 4%
itutional

TSE 15t Section

Average Daily
Trading Value

US$ 26,253 M

Average Daily
Trading Value

US$ 249 M

Proprietary Trading
2%
Domestic Institutional
nvestors, 5%

ietary Trading, 3%

Domestic Institutional
Investors, 7%

TSE JASDAQ. TSE 2nd Sectia

[}
L
(]
=
=}
=
7]
=

Average Daily
Trading Value

US$ 495 M

Average Daily
Trading Value

Source: Tokyo Stock Exchange US$ 1,209 M

Note: 1 US$= 100 JPY
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Global Position of JPX Cash Equity Market (2016)

No. of Equity Market
Companies Exchange Capitalization

(USD mil.)
1 BSE India Limited 5,821 NYSE 19,573,074

2 Nasdaq-US 7,779,127
BME Spanish Exchanges 3,506 5,061,537

3
4 TMX Group 3,419 E:caﬁag:gaé ek 4,103,990
5

Nasdagq - US 2,897 5  LSE Group 3,496,170

Equity Trading Value

(USD mil.)
1 NYSE 17,317,928
2 BATS Global Markets 13,682,527
3 Shenzhen Stock Exchange 11,605,946
4 Nasdaq - US 11,070,939
5 Shanghai Stock Exchange 7,492,287

Source: WFE, as of end Dec .2016

©2017 In or itsaffiliates. All 12

Competitive Position of TSE in Japan

According to Fidessa, TSE accounts for nearly 96% of total
Market Share trading of Nikkei 225 stocks in Japan. Besides overall market
qualities and investor confidence in TSE markets, the following
wOTC mTokyo PTS M Regional Exchanges factors also contribute to a high market share of TSE.

_<1%
4% 4%

Source: Fidessa

Regulation on Proprietary Trading Systems (PTS)
If the trading volume at a PTS is 10% or more of exchange-traded volume for the past 6 months, the PTS is
required to obtain an exchange license.

© 2017 Japan Exchange Group, Inc. and/or s affilates. Al ights reserved. 13



Global Position of JPX Derivatives Market (2016)

2016 Volume o
N N S T

CME Group

Eurex

Nasdaq

BM&FBovespa

=
250 oNou N WwN -

=
w N

BSE India

==
U b

CBOE Holdings
Zhengzhou Commodity Exchange
Korea Exchange

National Stock Exchange of India
Intercontinental Exchange
Moscow Exchange

Shanghai Futures Exchange

Dalian Commodity Exchange

JSE Securities Exchange
BATS Exchange

16 Hong Kong Exchanges and Clearing

X

3,942,202,299
2,119,462,820
2,037,932,884
1,950,145,218
1,727,766,695
1,680,711,841
1,575,700,250
1,537,479,768
1,487,305,788
1,184,553,418
901,297,047
692,990,540
543,058,508
479,202,245
448,443,108
344,642,173

11.6%
-30.1%
1.9%
17.5%
3.3%
60.0%
-4.4%
37.7%
9.5%
0.9%

-15.8%
-12.8%
-11.7%

-1.9%
12.7%
-4.1%

337,537,333

30 Tokyo Financial Exchange

33 Tokyo Commodity Exchange

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.

JPX Derivatives Product Lineup

52,086,497
26,917,289

6.3%
10.3%

Source: FIA

JPX Derivatives Products

Composite Index

Size based Index
Sector Index
REIT Index

Equity Volatility Index

Dividend Index

Non Japanese
index

Single Stock

Fixed

Government Bond
Income

© 2017 Japan Exchange Group, Inc. and/or its affiliates. Al rights reserved

Nikkei 225 (Large & mini) futures
TOPIX (Large & mini) futures
JPX-Nikkei 400 futures
Russell/Nomura Prime Index futures
TSE Mothers Index futures

TOPIX Core30 futures
TOPIX Bank futures
TSE REIT Index futures
Nikkei 225 VI futures

Nikkei 225 Dividend Index futures
TOPIX Dividend Index futures
TOPIX Core30 Dividend Index futures

DJIA Futures

India Nifty50 Futures
TAIEX Futures

FTSE China 50 Index

5-year JGB futures
10-year JGB futures (Large & mini)
20-year JGB Futures

Nikkei 225(Regular & Weekly)
TOPIX Options
JPX-Nikkei 400 Options

Single Stock Options

Options on 10-year JGB futures

Options

14



JPX Derivatives Market Performance (2016)

Mil.
400
m Nikkei 225 Futures
300 M Nikkei 225 mini
|| mJPX-Nikkei 400 Futures
B TOPIX Futures
200 | M 10-year JGB Futures
m Nikkei 225 Options
m Others
100
0 -

N O WOHh O d AN MST WL ON VDO
QM 00 0 0 NV N O A O A O Oy A Y A O
A Ao o
A A A A A A A A A A A A A AN

2004
2005
2006
2007
2008
2009

2001
2002
2003
2010
2011
2012
2013
2014
2015
2016

B Strong franchise in Japanese equity indices and JGB-related products with 2016 traded volume
dipping but still near record levels.
B New J-Gate matching engine enabled timely product expansion, trading hours extension
from 3 a.m. to 5:30 a.m. for the Night Session, and enhanced risk management.
®  Night Session trading vol.: Peaked at nearly 40% in Jan. 2016, averaged 30.5% in 2016.
B Aiming to add more interest rate-related products and expand into commodities business,
subject to regulatory approval.

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.

Overview of the Japanese Market

0 The World’s Third Largest Economy

The World's
Largest Institutional
Investors

Huge Pool of Household Financial Assets

o International Investors

©2017 nc.and/or its affiliates. Allrigh d.




Deep and Diverse Investor Base

« Participation by various types of investors in the TSE market creates fair and reliable valuations of its

listed companies.

The World's Largest Institutional Investor

— Japan is the primary investment focus for the Government Pension Investment Fund, Japan (GPIF),
the largest institutional investor in the world.

— Assets under management at GPIF was valued at US$1.4 trillion! (Sep. 2015). GPIF's investments in
foreign stocks accounted for 21.6% of its entire portfolio, an amount valued at US$292 billion* (Sep.
2015).

— There are also other pension funds that manage huge amounts of funds.

e The Huge Pool of Financial Assets Held by Japanese Individuals
— Financial assets held by Japanese individuals stood at US$17.0 trillion as of September 30, 2015.
— This is comparable to 3 times of Japan's GDP. This is a very high level worldwide.

o Accessibility to Japanese Markets for International Investors
— Foreign investors are the largest players in Japan. The increase in investments by foreign investors
can be seen from their trading value, which reached US$6.8 trillion 2 in 2014.
— Globally reputable investors from many countries have shown interest in the Tokyo market. A TSE
listing promises a company access to investment by international investors.

Source: GPIF web site, BOJ, World Bank
Note: 1 US$= 100 JPY
2 Total amount of buy and sell

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.

Top 11 Pension Funds

*  GPIF (Government Pension Investment Fund) is the largest investor in the world.

Total Asset

nk Fund Market (US$ billion)
2 Government Pension Fund Norway 884
3 National Pension South Korea 430
4 Federal Retirement Thrift u.s. 422
5 ABP Netherlands 419
6 California Public Employees u.s. 297
7 National Social Security China 247
8 Canada Pension Canada 228
9 PFZW Netherlands 215
10  Central Provident Fund Singapore 208
11 Local Government OfficialsJapan$ Japan 180

Source: P&I/ TW Top 300 Pension Funds Analysis - Year end 2014

© 2017 Japan Exchange Group, Inc. and/or its affiliates. Al rights reserved

10



The Huge Pool of Financial Assets Held by Japanese Individuals

»  Financial assets held by Japanese individuals stood at US$17.0 trillion at the end of 2015 and is
comparable to 3 times’ Japan's GDP. This is a very high level worldwide.

Outbound Other, US$1.97T,
Securities 10.9%
Investments, ‘

US$0.1T, 0.5%

Stocks and Equity
Contributions,
USS1.8T, 10.5%

Cash/Deposits,
US$8.8T, 51.9%

Source: Bank of Japan
Note: US$ = JPY 100. As of September 30, 2015

©2017 n or itsaffiliates. All

Number of IPOs in Japan

*  Number of IPO in 2016 showed that IPO activity in Japan maintained almost same levels
achieved in 2015.

103

86

64
52

37

19 22

2009 2010 2011 2012 2013 2014 2015 2016

Note: The number includes Tokyo Pro Market, REITs and Infrastructure Funds.

©2017 n rits affiliates. All
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Cooperation Framework on Self-regulatory Functions

“" JPX Group
JEX

| Holding Company
v
Japan Exchange Regulation

[IPX-R ]
Tokyo Stock Exchange Osaka Exchange
[ TSE] [ OSE ]

’ Listing Examination

Listed Company
Entrust Self-regulatory Compliance
Operations

Entrust Self-regulatory
Operations

Inspection

Participant Examination & ‘

’ Market Survelllance &

2017 Japan Exchange Group, Inc. and/or its affiliates. Allrights reserved. 22

Regulation by Authorities and SROs

- Regulation by Executive Authorities Self-regulation of Stock Exchange

Purpose * Ensure fairness and transparencyin ¢ Ensure fairness and transparency in the
the securities market securities market
* Protectinvestors * Protectinvestors
* Ensure confidence of trading
participants or listed companies

Rule Laws and sub-rules Rules by Stock Exchange
Sanctions ¢ Accusation=>Criminal Penalties » Suspension or Revocation of License as
* Administrative Penalties a Participantsor Listed company

(Suspension or Revocation of License, ¢ Improvement Report, Financial Penalty
Management Improvement Order,

Revision Order, Surcharge Payment

Order, etc.)

Tools Inspection, Surveillance, Search, Inquiry, Hearing, Onsite Monitoring, etc.
Attachment, etc. (by Contract between Stock Exchange and
(with Legal Force) Participants or Listed Companies)

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved. 23
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Formal Requirements for Listing

Main Market JASDAQ

1st Section 2nd Section Mothers Standard Growth | PRO
Number of shareholders 2,200 or more 800 or more 200 or more 200 or more —
Tradable shares
Number of tradable shares 20,000 units 4,000 units 2,000 units _ _
or more or more or more
Market capitalization of JPY 1 billion JPY 1 billion JPY 500 million JPY 500 million
tradable shares (USD 10m) (USD 10m) (USD 5m) (USD 5m) —
or more or more or more or more
Ratio of tradable shares to 35% or more 30% or more 259% or more - -
listed shares
. . 500 trading units 10 percent or more
Public offering or more or 1,000 trading units
P . JPY 25 billion JPY 2 billion JPY 1 billion
Z:,k:st capitalization of listed (USD 250m) (USD 20m) (USD 10m) _ _
or more or more or more
Number of years of business
3 3 years or more 1 year or more - -
operation
- JPY 200 million
3 i PY 1 bill D 1 — i —
Shareholders' equity J billion (USD 10m) or more (USD 2m) or more Not negative
[Ordinary profit] [Ordinary profit]
Total amount of JPY500 million (USD 5m) or more JPY100 million
Amount of profits or Market in the last 2 fiscal years _ (USD 1m) or more _ _
capitalization [Market cap] [Market cap]
Market cap: JPY 50 billion (USD 500m) or more JPY5 billion
Sales: JPY 10 billion (USD 100m) or more (USD 50m) or more

Note: 1US$ = 100JPY

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.
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Listed Company Regulation and Supervision

- Maintaining and Enhancing
the Quality of Financial Products -

May 19, 2017

Listed Company Compliance Department
Japan Exchange Regulation

Copyright © 2017 Japan Exchange Regulation. All rights reserved.

Table of contents

» Overview of Listed Company Compliance Department (LCCD)

+ Examination on Delisting

* Improvement Measures and Penalty Measures

» Case Study

Copyright © 2017 Japan Exchange Regulation. All rights reserved.



Overview of Listed Company Compliance
Department (LCCD)

Copyright © 2017 Japan Exchange Regulation. A

Il rights reserved.

Overview Of Regulation over Capital Market

————

uonerddQ Ar0yen3ar-jos
A

“~

Task of LCCD

Financial Service Agency

® Development of Legal

® Giving License

Entrust Supervision &
Inspection Concerning

Framework Trading Fairness, etc.

Securities & Exchange

Surveillance Commission I
® Investigation & Examination of I
Illegal Matters

W Supervision

JPX Group

¢ Entrust Self-regulatory Operations

Japan Exchange Regulation (JP,

X-R)

Maintaining & Improvin,

® Listing Examination

, Listed Company Supel

of Listed Companies

uali Preventing Unfair Trading

® Market Surveillance

Securing Reliability of
Participants

® Membership Examination

rvision

® Membership Inspection

v

v v

A

v

&

gupervision
/ Inspection

Copyright © 2017 Japan Exchange Regulation. All rights reserved.
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Self-regulation

Comparison between Regulation by Executive Authorities & Self-regulation

Regulation by Executive Authorities Self-regulation of
Stock Exchange

Purpose  + Ensure fairness and transparency in the * Ensure fairness and transparency in the
securities market securities market
« Protect investors * Protect investors
» Ensure confidence of trading participants
or listed companies

Rule Laws and sub-rules Rules by Stock Exchange
Sanctions + Accusation=Criminal Penalties « Suspension or Revocation of License as a
« Administrative Penalties Participants or Listed company
(Suspension or Revocation of License, » Improvement Report, Financial Penalty,

Management Improvement Order,
Revision Order,
Surcharge Payment Order, etc.)

Tools Inspection, Surveillance, Search, Attachment, Inquiry, Hearing, Onsite Monitoring, etc.
etc. (by Contract between Stock Exchange and
(with Legal Force) Participants or Listed Companies)

Copyright © 2017 Japan Exchange Regulation. All rights reserved.

Listed Company Compliance Department (LCCD)

Organization

1
ll_t_x JPX Group

Holding Company

13
Tokyo Stock Exchange Japan Exchange Regulation Osaka Exchange
[TSE] [JPX-R] [OSE]
Market Service Unit Lsfmg sl
S — Unit
Listing Listing Examination Equities Market
Equities Market :
| Listed Company
E““'“Sé Self-regulatory Compliance Emrus(t) Self-regulatory
p perations .
Information Service Derivatives Market
Clearing & Settlement Participant Examination Sell-regulatory Operations
Marketilng& . MnrketS}lrveillance was integrated in Jul. 2013. Self-regulatory
Promotion Unit & Compliance
Operations
IT Unit Equities market was integrated in Jul. 2013, B

Derivatives market was integrated in Mar. 2014.

Copyright © 2017 Japan Exchange Regulation. All rights reserved.




LCCD Mission & Roles

Strives to maintain and enhance the quality of listed financial products in
order to ensure confidence in the financial instrument exchange market.

Exclude the financial
product which lost
\ listing eligibility )

( )
Ensure the appropriateness

of disclosure by issuer
\ .

( N\
Protect investors and

Examination of delisting

Examination of

Information disclosure

Examination of

Other Measures

“Security on Alert”,
Improvement Report,

Financial Penalty,

Exert proper market

functions

compliance with
“Code of Corporate
Conduct”

Copyright © 2017 Japan Exchange Regulation. All rights reserved.

Public Announcement.

Types of Measures

®esesesesecscscscsesesessssnses,

Reports, the company is requested to submit an
“Improvement Status Report”, a report on the status of

H Item Contents
ceecececcsss AAAAAAAAAREALAEERY Delistin Termination of the listing agreement between TSE and a
Improvement Penalty Measures : isting listed company.
.
Measures . Designation given to cases where the listed company has
. - " -
@ g . W 3 " made false statements in a securities report, etc. and, in
secu"tx on Financial Penalty . Security on Alert addition, improvement of the internal management system,
Alert . etc. is deemed to be highly necessary.
H - Requested when improvementis deemed to be highly
M m necessary in cases of violations of timely disclosure
A < obligations or the Code of Corporate Conduct. Available for
Improvement Public . m public inspection.
Report A t H LnpiovementReport After 6 months from the submission of such Improvement
.
H
.
.

cesece

Copyright © 2017 Japan Exchange Regulation. All rights reserved.

execution and operation of improvement measures

Financial Penalty

Taken when the confidence of shareholders/investors in the
market is deemed to have been undermined in cases of the
listed company violating securities listing regulations (timely
disclosure rules and/or the Code of Corporate Conduct) or
other rules.




Examination on Delisting

Copyright © 2017 Japan Exchange Regulation. All rights reserved.

Summary of Delisting Criteria

Type Formal Requirements Qualitative Examination
- Based on figures and events - Based on LCCD's discretion
Criteria B Numbers of shares listed B False statements
B Distribution of shares B Adverse opinion, etc. issued by
®  Trading volume accounting firm
B Market capitalization B Violation of Listing Agreement
®  Bankruptcy B Undermining public interest & investor
B Delay in filing protectlon.
annual/semiannual reports B Inappropriate merger (backdoor
B Becoming a wholly-owned listing)
subsidiary company, etc. B Involvement of Anti-Social Forces, etc.
Means of Periodical reports by listed Disclosure, reports by listed companies,
Discovery companies, and consultation before | tips, and media, etc.

disclosure, etc.

Copyright © 2017 Japan Exchange Regulation. All rights reserved.




Actual Examination of False Statements, etc.

Overview of Examination of False Statements, etc.

A listed company shall be delisted if it is found to have submitted a Securities Report,
etc. which contains "false statements" and it becomes clear that it will be
difficult to maintain order in the market if the company is not delisted
immediately.

* A company is deemed to have made false statements in its Securities Report, etc., when it falls under any of the following cases:

+ when it received an order to correct its Securities Report, etc. from the Prime Minister, etc.
+ when it received an order for payment of surcharge from the Prime Minister, etc.
= when it was indicted by the Securities and Exchange Surveillance Commission
- when it submitted an amendment report which was found to contain material content.
* The same shall apply to the case of “adverse opinion” or “opinions not expressed.”
* The situation where "it becomes clear that it will be difficult to maintain order in the market if the

company is not delisted immediately" means such a situation where investors’ confidence in the
TSE market is deemed to be significantly undermined if the listing is maintained.

* (Eg.) Cases where the listed company substantially circumvents the listing criteria by making false
statements on situations, etc. at the company such as liabilities in excess of assets prior to listing,
or where the listed company caused material misjudgments in investment decisions by making
false statements in which the most part of its sales were fictitious. 10

Copyright © 2017 Japan Exchange Regulation. All rights reserved.

Actual Examination of False Statements, etc.

| False Statement / Adverse Opinion, etc. |

| Examination by LCCD

Will order in the market be difficult to maintain?

* The examination will comprehensively consider matters including the period, amount,
method, and impact on the stock price.

No

A 4

Is improvement expected?

* The examination will comprehensively consider matters including the state of the
investigation, policy to prevent similar cases, disclosure of these policies, as well as their
feasibility.

YES

A

Is it highly necessary to improve the internal management
system?

* The examination will comprehensively consider matters including the period, amount,
method, impact on the stock price, and state of establishment/operation of the internal
management system.

Copyright © 2017 Japan Exchange Regulation. All rights reserved.



Improvement measures and Penalty measures

Copyright © 2017 Japan Exchange Regulation. All rights reserved.

“Security on Alert”

Overview of Security on Alert

A company may be designated as a Security on Alert if falls under any of the following 1 to 5 and
it is deemed highly necessary to improve its internal management system.

Matter

- when a listed company was deemed likely to fall under delisting criteria such as damage to sound transactions with
controlling shareholder, false statements, etc. violation of listing agreement, etc., or involvement of anti-social forces or
other cases in light of the public interest or the protection of investors (and thus designated as a security under
supervision (examination)) but later deemed not to fall under such criteria.

-

- when a listed company is found to have made false statement in securities reports, etc. or have been expressed an

2 “adverse opinion’ or ‘opinions are not expressed’ in audit report.
3 | - when alisted company is found to have violated the timely disclosure rules.
4 | - when a listed company is found to have violated the Code of Corporate Conduct.

- when a listed company fails to improve the execution of improvement measures and the operation of such measures
following the submission of an Improvement Report.

= A listed company designated as a Security on Alert is required to promptly submit a "Written Confirmation of
Internal Management System" which reports the improvement progress of its internal management system after
one year elapses following designation.

The designation shall be canceled if no problems are found with the internal management system, etc. after
examination by the LCCD.

Copyright © 2017 Japan Exchange Regulation. All rights reserved.



“Security on Alert”

Flow of Examination of Securities on Alert

S
>
No improvement
and
Improvement is no longer
expected No
improvement
Highnecessity of improvement can b expected despie
0y problems with internal management system
management system
False statements, M 15 M
vi_olation of tilmely Designate as a Exan::nan:;?n on Exan::lan“a:;?n on
rules or > H
Code of Corporate g Sec:lrl:ty on (Begins with submission (Begins with submission
Conduct, etc. e of "Written Confirmation of "Written
of Internal Management Confirmation of Internal
System") Management System™
. . N B N N No problems
Delisted at this stage Delisted if further Delisted if further with the internal
if improvement is not improvement is no longer improvement is no longer management
expected expected during the period. expected during the period. system
S
>
No problems with the internal management
system
Copyright © 2017 Japan Exchange Regulation. All rights reserved. 14

List of Listed companies designated as “Security
on Alert” (Since 2012)

Company Name Cancel of Remarks
Di Designation
- *Delisted (May 29, 2017) due to no improvement of
Mar. 16, 2016 | Food Planet,Inc. 7853 | 2nd Section internal management system and no possibility of
improvement.
Sep.15, 2015 TOSHIBA CORPORATION 6502 1st section
Apr. 01, 2015 | Aisei Pharmacy Co.,Ltd. 3170 JASDAQ - *Delisted (May 2, 2016) due to acquisition by a demand
for share, etc. cash-out.
Feb. 25, 2015 | SJI Inc. 2315 JASDAQ Sep. 24, 2016
Jan. 29, 2015 Ishiyama Gateway Holdings Inc. 7708 JASDAQ - *Delisted (Aug. 1, 2015) due to public interest and for
investor’s protection.
Jan. 29, 2015 ENERES Co., Ltd. 6079 Mothers Sep. 24, 2016
Jul. 01, 2014 JALCO Holdings Inc. 6625 JASDAQ Sep. 26, 2015
Mar. 11, 2014 | RISO KYOIKU CO., LTD. 4714 1st section Oct. 31, 2015
Feb. 8, 2014 | LCA Holdings Corporation 4798 2nd section - *Delisted (Dec. 1, 2015) due to no improvement of internal
management system.
May 15, 2013 MATSUYA CO., LTD. 7452 JASDAQ - *Delisted (Dec. 28, 2015) due to acquisition by a demand
for share, etc. cash-out.
Jun. 20, 2012 Princi-baru Corporation 3587 JASDAQ - *Delisted (Sep. 12, 2015) due to no improvement of
internal management system.
Jan. 21, 2012 OLYMPUS CORPORATION 7733 1st section Jun. 11, 2013
Jan. 18, 2012 KEIOZU HOLDINGS COMPANY 3731 Mothers - *Delisted (May. 29, 2015) due to no improvement of
internal management system.

Copyright © 2017 Japan Exchange Regulation. All rights reserved. 15



Improvement Report and Improvement Status Report

~Improvement Measures ~

Improvement Report
B The improvement report is a measure for cases less severe than those designated as Securities
on Alert.

B In an improvement report, the listed company describes the background, reasons, and
improvement measures regarding failure to conduct timely disclosure, etc.

B Such reports are available for public inspection.

B When the listed company does not respond to a request to submit an improvement report, the
company commits a material violation of the listing agreement and will result in a delisting.

® In cases where TSE is unable to confirm an improvement in the status of execution and
operation of |mgrovement_ measures at the listed company that submitted an improvement
report, TSE is able to designate its stock as “Securities on Alert”.

Improvement Status Report

W After 6 months from the submission of such Improvement Reports, a listed company is required
to submit an improvement status report .

B LCCD normally conduct hearings and on-site examination to make sure the improvement.
B Such reports are also available for public inspection.

Copyright © 2017 Japan Exchange Regulation. All rights reserved. 16

Financial Penalty and Public Announcement
~Penalt¥ Measures ~

Financial Penalty (Listing Agreement Violation Penalty)

B Introduced in July 2008.

B TSE may request payment of the penalty in cases where it deems that
shareholder/investor confidence in the market and listed companies has been
undermined in cases of a listed company deemed in violation of the securities listing
re?ulations (timely disclosure rules and/or the Code of Corporate Conduct) or other
rules.

B The penalty for a violation of the listing agreement is 20 times annual listing fee.

Public Announcement

B TSE may make a public announcement where it deems necessary in cases of violation
of timely disclosure rules and/or the Code of Corporate Conduct by a listed company.

Copyright © 2017 Japan Exchange Regulation. All rights reserved. 17



Case Study

Copyright © 2017 Japan Exchange Regulation. All rights reserved.

Case Study - TOSHIBA CORPORATION -

Company Outline as of July 31, 2016

Company Name

TOSHIBA CORPORATION

President and CEO

Satoshi Tsunakawa

Founding

1875

Location of Head Office

Tokyo

Outline of the Company

electric/electronic manufacturer

composed of four Companies:

- Energy Systems & Solutions Company,

- Infrastructure Systems & Solutions Company,

- Storage & Electronic Devices Solutions Company
- Industrial ICT Solutions Company.

Employees

187,809(consolidated) 36,601(individual)

Total Assets

JPY 5,433.3 billion (US$ 48,082.7 million)

Net Sales

JPY 5,668.7 billion (US$ 50,165.4 million)

Number of Shareholders

437,466

Listings

1st Section of TSE
Nagoya Stock Exchange

Copyright © 2017 Japan Exchange Regulation. All rights reserved.
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Case Study - TOSHIBA CORPORATION -

Resolution

» Designation as a Security on Alert (from Sep.15, 2015)

» Imposition of Financial Penalty (JPY 91.2 million)

Reason

TOSHIBA CORPORATION (hereinafter "the Company") established a Independent Investigation
Committee on May 22, 2015. and revealed that there were matters requiring investigation
about the financial statements which is announced in the past.

On Sep. 7, 2015, the Company submitted the securities report for the fiscal year ended Mar.
2015 and amendment reports to the securities reports and quarterly reports for the period
from the fiscal year ended Mar. 2010 to the 3rd quarter of the fiscal year ended Mar. 2015.
These disclosures revealed that the Company conducted inappropriate accounting, including
postponing the recording of losses from the fiscal year ended Mar. 2009 through to the third
quarter of the fiscal year ended Mar. 2015, and that the total income from continuing
operations before income taxes and the total net income were overstated by JPY 224.8 billion
and by JPY 155.2 billion respectively.

In the Company's excessive pursuit of recording short-term profit, the management demanded
profit improvement from the business divisions, which was considered difficult to achieve in the
course of ordinary business activities.

Copyright © 2017 Japan Exchange Regulation. All rights reserved. 20

Case Study - TOSHIBA CORPORATION -

Reason (continuation)

The business divisions conducted inappropriate accounting, including postponing the recording
of provisions and recording profits in accordance with channel stuffing of parts to companies to
which PC, etc. manufacturing was outsourced. TSE also deemed that there were actions
possibly taken as a result of instruction from the management to the business divisions to
continue or expand the inappropriate accounting.

The board of directors and the audit committee that were supposed to supervise business
execution and audit respectively did not accurately recognize the inappropriate accounting and
discuss the matter due to insufficient understanding of the realities of the business and lack of
coordination on information with the business divisions. Even though some directors and audit
committee members had knowledge of the beginnings of the inappropriate accounting, the
information was not shared. As such, the board of directors and the audit committee did not
make the business divisions swiftly rectify the inappropriate accounting, which led to the
inappropriate accounting continuing at the Company for a long time.

In addition, TSE deems that the inappropriate accounting was conducted because divisions
that should have monitoring functions such as the finance division and the corporate audit
department did not function adequately, and that there was scant awareness of conducting
appropriate accounting processing throughout the Company, among others.

Copyright © 2017 Japan Exchange Regulation. All rights reserved. 21
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Case Study - TOSHIBA CORPORATION -

Reason (continuation)

TSE deems that there are serious issues in the Company's internal management system, etc.

and that improvement is highly necessary. Thus, TSE shall designate the stock as a security on
alert.

In addition, given the fact that inappropriate accounting was carried out for a long time due to
the inadequate functions of the Company's internal control system, TSE deems that this case
has undermined the confidence of shareholders and investors in the TSE market. As such, TSE

shall impose a listing agreement violation penalty on the Company.

Copyright © 2017 Japan Exchange Regulation. All rights reserved.

Contact

THANK YOU

Listed Company Compliance Department
Japan Exchange Regulation

Website: http://www.jpx.co.jp/english/regulation/index.html

This information has been written based on various sources that were believed to be reliable. However, Japan Exchange Group, Inc., Tokyo
Stock Exchange, Inc. and/or Japan Exchange Regulation does not guarantee its accuracy or integrity. The information herein is believed to
be correct at the time of printing. The purpose of this material is solely for reference, is not for sale and is not intended to solicit trading in or
selling of specific securities. This material is strictly for personal use.

Copyright © 2017 Japan Exchange Regulation. All rights reserved.

22

23

12



Overview of TSE Equity Market
May, 2017

Tokyo Stock Exchange, Inc.

©2017 Japan Exchange Group, Inc. and/or its affiliates. Al rights reserved.

1. Executive Summary

2. Overview of the Japanese Market
3. Deep and Diverse Investor Base

4. Listing Requirements of Tokyo Stock Exchange
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Advantages of Listing on TSE

= The Largest Exchange in Asia by Market Capitalization
—  Tokyo Stock Exchange is the Asia’s largest exchange with a market capitalization $5.1 trillion as of Dec.
2016.
— Tokyo Stock Exchange is one of the most liquid Asian Stock Exchange with an average daily trading
value US$ 26,253 million in 2016 in terms of TSE 1%t Section.

= The Huge Pool of Cash and Deposits Held by Japanese Retail Investors
—  The huge pool of cash and deposits held by Japanese retail investors amounting to JPY 916,007 billion
(As of June 2016) is seeking tools and opportunities for investment.

= High IPO Allocation to Retail Investors
—  More than 80% of stocks are allocated to retail investors through IPOs in Japan.

= The Largest IPO in 2016
—  Kyushu Railway offered JPY 416 billion, US$ 4.16 billion in total.

= The Largest IPO in 2015
— Japan Post Holdings and its two subsidiaries offered JPY 1.4 trillion, US$ 14 billion in total.

= Long-Term Investment by Retail Investors
— The risk appetite of retail investors is much different from institutional investors. They tend to hold
stocks much longer than institutional investors.

= The largest Institutional Investor
—  The Government Pension Investment Fund, Japan (GPIF), the largest institutional investor in the world
with AUM totaling almost US$ 1.44 trillion (Dec. 2016). GPIF’s investments in foreign stocks accounted
for 23.1% of its entire portfolio, an amount valued at US$331 billion1 (Dec. 2016)

Note: 1 US$= 100 JPY

©2017 Japan Exchange Group, Inc. and/or its affiliates. Al rights reserved
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Market Capitalization

Tokyo Stock Exchange ranks No. 1 in Asia by market capitalization.
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Source: WFE Group Inc. and Clearing Exchange

Note: Domestic market capitalization as of the end of March 2017
© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.

Value of Share Trading in the World

Tokyo Stock Exchange is about 6.7 times larger than Hong Kong Exchanges by value of
share trading.
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Stock Market Index Performance

Japan has enjoyed a high performance since Mr. Abe became
Also Japan is free from a political risk while there are a lot of
and the U.S.

330

80

Prime Minister.
political events in Europe

249

204

01-Apr-13  01-Sep-13  01-Feb-14  01-Jul-14 01-Dec-14  01-May-15

01-Nov-12

@ TOPIX (Japan)

——Nasdaq Composite (US)

~——FTSE Straits Times Index (Singapore)
~——Shanghai Composite (China)

——TSE Mothers (Japan)
~——FTSE All Shares (UK)
~——KOSPI Index (Korea)

Source: Bloomberg
Note: As of December 30, 2016. Indices rebased to 100 as of November 1, 2012.

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.

Daily Average Trading Volume

01-Oct-15  01-Mar-16 ~ 01-Aug-16

———NYSE Composite (US)
~—— S&P/HKEX Large Cap Index (Hong Kong)

TWSE Index (Taiwan)

Daily average trading volume has exceeded US$ 20 billion on
January 2013.
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Number of IPOs in Japan

Number of IPO showed that IPO activity in Japan are increasing since 2009.

103
64
52
37
19 22
2009 2010 2011 2012 2013 2014 2015 2016
Source: TSE

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.

IPO Case Study (Dual IPO):
LINE Corporation LINE

On July 15, 2016, Japanese chat app LINE Corp, a subsidiary of South Korean internet
search giant NAVER, successfully completed dual IPO in Tokyo and New York. Its offering
amount was US$ 1.3 billion! and its market capitalization reached US$ 10 billion! during
Tokyo Stock Exchange’s first trading day.

Company Profile/IPO summary Segment (FY Dec 2015) Shareholders
us

LINE Corporation Sales by business segment Sales by country ;
CompanyName [T 1st: 3338, NYSE: LN] portal acerising sapan “e0NG:
CEO Takeshi Idezawa US$99A offering,
Foundation Sep. 4, 2000 6%
Jul. 14, 2016 [NYSE] I Communication Stock
PO Date Jul. 15, 2016 [TSE 1st] advertising (stickers),
Underwriter Nomura Securities Esmh, 23
JPY3,300 (US$32.84) '
Offering Price (NYSE First Price : US$ 42.00) Co(eroor;aat;on
(TSE 1° First Price: JPY 4,900) Content US$848M g
e Others, (Games), . 74%
IPO Amount US$1,328 million USS60M, USS493M 70%
(New Shares / Sale)  (US$1,155 million/US$173 million) 5% | 41% Note: After IPO. Dilutive shares.
Market Cap US$6,930 million Source: Company disclosure
(offering price/first ~ /US$8,820 million (NYSE) Summary of Financial Data Market Cap Chart Source: Bloomberg
price) US$10,290million 1,400 -
WEB h i ” 1,207 10,000 1,200
1,200 = 9,000
Business _1,000 864 £ 8,000 — ——— r1000¢
P . < | ‘E 7,000 g0 =
LINE Corporation is a Japan-based company mainly S 800 8 6000 I — E
engaged in the operation of LINE business portal ‘E 600 - 396 2 5,000 ———————— 600 §
business. Its LINE business portal segment includes & 400 g 4000 1 e
cati i i g 151 S 3000 40 §
communication and content service and advertising < 200 - 2 oo -
service. Communication and content service provides 0 & oo | ] w0 35
communication, contents and other services, such as -200 - Decyf Decf§ Dec.§3 Dec-14 Deczfs 0 0
LINE Pay, LINE FRIENDS and LINE Mobile. Advertising J-GAAP IFRS R R R
service provides LINE advertising and portal advertising " Revenue = Net Profit R -
services. Source: Annual report Turnover Market Cap 9

Note: 1 1US$ = 100 JPY. ©2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved. (US$ million) (US$ million)


http://gunosy.co.jp/
http://gunosy.co.jp/

Structure of TSE Cash Equity Market

JPX offers several markets with different concepts to allow companies to make an

optimal choice.
Other Cash Products

Equity Market (3,531 companies)

2 REIT
1st Section 58 REITs
- Large-sized companies - JASDAQ
2,015 Companies Standard ETF ETN
712 Companies 206 ETFs 24 ETNs
. JASDAQ Country Fund
2nd Section Growth 1 Fund
Market Of ! . 42 Companies
The High-growth and . Medlum_—sued - Various Sectors Venture Fund
EmeRging Stocks companies = and Growth 1 Fund
237 Companies 535 Companies Companies -

Infrastructure Fund

Available to both individual and professional investors 3 Fund
P
TOKYO l RO Market 16 Companies
Professional-oriented market: Only le to prof tors 25 Programs
Note: As of March, 2017 1 0
©2017 Japan Exchange Group, Inc. and/or its affiliates. Al rights reserved.
IPO Companies Size in 2016
- Actual
Median Net Market Cap PER 1IPO
Min Revenue Profit Net Asset (First Price) (First Price) Amount?
N USS 3,779M USS77TM  USS 3,057M USS 10,289M 23.8x  US$ 4,160M
S
TSE 1 uss 861M uss 28M uss 190M uss 576M  14.8x uss 347M
[8 1Pos] US$ 217M  USS$ -4,330M USS$ 58M USS$ 207M 6.2x US$ 30M
TSE 2nd USS 915M Us$ 18M USS 143m uss 27om 14.7x US$ 48M
c us$ 307M uss 10M uss 91M uss 116M 9.9x uss 18M
[5 1POs] USS$ 20M US$ 6.0M us$ 33M USS$ 58M 7.4x USsS 13M
USS$ 158M Uss 18M UsSs 93M USS 303M 1,665.3x us$ 283M
Mothers uUs$ 20M uss 1.5M uss5.3M  Uss79M  65.8x uss 10M
[54 1p0s] USS 6.0M US$ -5.5M US$ 0.5M USS$ 29M 10.4x Us$ 3.0M
USS 190M US$ 5.6M uss 49m USsS 110M 75.0x uss$ 21m
JASDAQ US$ 60M Uss2.0M uss13M  uss40M  19.3x uss$ 5.4M
[14 1POs] US$ 15M US$ 0.9M USS 7.1M uss 22m 6.5x USS$ 3.5M
US$ 3,779M USS77M  USS 3,057M USS 10,289M 1,665.3x  US$ 4,160M
All Us$ 36M uss1.8M uss10M  uss78M  41.0x uss 11M
[83 1pOs] US$ 6.0M  US$ 4,330M USS$ 0.5M US$ 16M 6.2x USsS$ 3.0M
Source: TSE
Note: 1 Excluding Tokyo Pro Market, REITs and Infrastructure Fund. US$ = 100JPY.
2 Including Nagoya Stock Exchange’s IPOs 1 1

3 Total of offering and sales.

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.



Market Capitalization

by Industrial Sectors in TSE 1st & Sections

; : . Million Yen
Market Capitalization = ——— e
by Industrial Sectors in TSE 1st & Sections eclor —arke: >ap. ato
Y Electric Appliances 65,488,192 11.16%
Transportation o
Equipment 56,391,055 9.61%
ASDAQ Moth JASDAQ Growth Information &
2nd Section JASDAQ Mothers ; Crommation & 55256468 9.41%
1% TOKYO PRO Market  ganks 44,566,627 7.59%
o ;
TSE 1st, Electric Appliances Cher!'ncals 37,127,795 6.32%
Real 19 Retail 31,738,690 5.41%
$6,483tr o, ’ Phi tical 27,569,366 4.70%
1 97% Transportation arrpaceu ica an S
Insurance Equipment Machinery 27,299,490 4.65%
29 10% Foods 24,916,315 4.24%
Construction Wholesale Trade 24,577,768 4.19%
3% Information & Services 23,740,228 4.04%
Land Transportation Communication Land 9
o, 9% Transportation 21,519,504 3.67%
Construction 15,572,966 2.65%
Banks Insurance 14,126,598 2.41%
8% Real 13,372,167 2.28%
Others 82,562,030 14.06%
2nd Section 8,410,998 1.43%
JASDAQ Standard 8,358,330 1.42%
4% 5% 5% 5% Mothers 4,058,612 0.69%
JASDAQ Growth 333,040 0.06%
TOKYO PRO o
Market 37,164 0.01%
Source: TSE
Note: As of February 28, 2017 1 2
©2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.
o o
Mining Sector
Company Name Code Market Division PEL A‘ﬁr:ng)e Vel Mar::zrgap. Dividend yield | Consolidated PER
NIPPON COKE & ENGINEERING COMPANY,LIMITED| ~ 3315 First Section 109,528,143 28,723,197,655 2.1 15.9
SHOWA SHELL SEKIYUK K. 5002 First Section 1,771,311,442 424,710,400,800) 3.37| 9.8
TOA OIL COMPANY,LIMITED 5008 | Second Section 23,643,445 17,047,595,000 291 7.4
NIPPON SEIRO CO.,LTD. 5010  |Second Section 6,803,946  6,652,800,000 3.36) 838
NICHIREKI CO.,LTD. 5011 First Section 40,541,870  28,802,533,095 8.4 10
Yushiro Chemical Industry Co.,Ltd. 5013 First Section 16,818,790 19,112,589,374 2.9 116
BP Castrol KK. 5015 First Section 59,280,821  38,506,416,764 4.23| 236
Fuji Oil Company,Ltd. 5017 First Section 154,856,552)  29,397,062,552] 1.59) 29
MORESCO 5018 First Section 47,403,567  16,435,600,000 2.35| 9.9
IdemitsuKosan Co. Ltd 5019 First Section 2,346,612,492] 619,200,000,000) 1.29) 8.8
JXTG Holdings,Inc. 5020 First Section 5,753,551,720| 1,364,282,157,384 2.92 9
COSMO ENERGY HOLDINGS X "
COMPANY LIMITED 5021 First Section 535,061,073 162,081,211,296] 2,61 4.8

Source: Quick
Note: Market Cap: As of March, 2017. Daily average value: From April to March 2017.

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.
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Privatization

Company Name Code Market Division el A:ir:'?)e Ve Mav(l:ztn('):ap. Dividend yield | Consolidated PER
INPEX CORPORATION 1605 First Section 6,155,829,784|  1,600,513,180,200) 1.64 332
Japan Petroleum Exploration Co.,Ltd. 1662 First Section 885,229,243 145,687,524,024] 117 293
Electric Power Development Co.,Ltd. 9513 First Section 2,540,445,798| 476,848,115,500) 268 12.8
NIPPON TELCESE:g::#gJELEPHONE 9432 First Section 18,366,909,013  9,962,066,521,440| 252 124
NTT DOCOMO,INC. 9437 First Section 13,147,604,393 10,109,617,077,500 3.08 14.6
JAPAN TOBACCO INC. 2914 First Section 16,363,459,613  7,236,000,000,000f 3.86 16.1
East Japan Railway Company 9020 First Section 9,390,806,632| 3,774,920,182,600) 1.34 141
Central Japan Railway Company 9022 First Section 8,098,043,188|  3,736,840,000,000] 0.71 9.8
WestJapan Railway Company 9021 First Section 5,423,797,072| 1,402,835,135,000| 1.93 13.6
JAPAN POST HOLDINGS Co.,Ltd. 6178 First Section 3,409,455,826|  6,286,500,000,000) 3.57 17.9
JAPAN POSTBANK Co.,Ltd. 7182 First Section 3,5636,988,976|  6,214,500,000,000) 3.62 17.2
JAPAN POST INSURANCE Co.,Ltd. 7181 First Section 1,163,397,176|  1,530,600,000,000f 2.35 17.7

Source: Quick

Note: Market Cap: As of March, 2017. Daily average value: From April to March 2017.
© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.

Kyushu Railway Company

14

@ semsnn JR

Company Profile/IPO summary

Kyushu Railway Company

Company Name 1 3ot 9142]

President Toshihiko Aoyagi

Foundation Apr. 1, 1987

IPO Date Oct. 25, 2016

Underwriter Mitsubishi UFJ Morgan Stanley
Offering Price JPY2,600 (First Price:JPY3,100)
IPO Amount US$4,160 million

(New Shares/ Sale) (NA/US$4,160 million)

Market Cap US$4,160 million

(offering price/first price)  /US$4,960 million

WEB htt ) //ww_w rkyush
ish/index.jsp

Business Source: Reuters.com

Kyushu Railway Company is a Japan-based company mainly
engaged in transportation, construction, station buildings and
real estate, distribution and food business, as well as other
business around Kyushu in Japan. The Company has 4 business
segments. Transportation segment operates railway business,
bus business, marine business and car rental business.
Construction segment operates construction business, vehicle
mechanical equipment engineering business, and electrical
construction business. Station Buildings and Real Estate segment
engages in leasing of station buildings and other real estate, as
well as sale of condominium unitand other real estate.
Distribution and Food segment engages in retail industry,
catering industry and agriculture industry.

jp/engl

Note: 1 1US$ =100 JPY.

Business Segment (FY Mar. 2016, US$ billion)

Revenue

Shi (o
bullet train building
Restaurant Hotel

cial/ Office

Summary of Financial Data Market Cap Chart Source: Bloomberg
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Japan Post Holdings Co Ltd

PP BB

Company Profile/IPO summary Group Structure (Afteroct 1, 2012) | Business Segment (FY Mar. 2015, USs$ billion)

Net Operating Income
Postal

Japan Post Holdings Co Ltd

Company Name  1rep 1t 6178]

President/CEO Taizo Nishimuro

Foundation Jan. 23, 2006

IPO Date Nov. 4, 2015

Underwriter Nomura

Offering Price JPY1,400 (First Price:JPY1,631)
IPO Amount US$6,930 million

(New Shares/ Sale) (NA/US$6,930 million)

Market Cap US$63,000 million

(offering price/first price)  /US$73,395 million

WEB http://www.japanpost.jp/en/

Summary of Financial Data Market Cap Chart ____souce: oo

Japan Post Holdings Co., Ltd. is a Japan-b:
mainly engaged in postal and logistics business, financial
window business, banking business and life insurance business.
The Company operates five business segments. The Postal and
Logistics Business segment engages in postal business, logistics
business as well as other businesses. The Financial Counter
Business segment engages in postal and logistics business
related counter services, bank counter services, insurance
counter services, product sales business, real estate business,
partner financial services and other businesses. The Banking
segment engages in fund management, financing, asset and
liability management, fee-based businesses. The Life Insurance
Business segment engages in life insurance business, work

d company

proxy and business agent services, as well as simple insurance
management business. The Other segment engages in group
shared business, hospital business and accommodation
business.

Note: 1 1US$ =100 JPY.

Japan Post Bank Co Ltd

Operating Income
Post
Others, Office,

$3bn,

Insuran
ce,
$4.9bn,
40%

Insuran
ce,
$102bn

65%

Company Profile/IPO summary

Company Name Japan Post Bank Co Ltd [TSE

1st: 7182]
President Masatsugu Nagato
Foundation Sep. 1, 2006
IPO Date Nov. 4, 2015
Underwriter Nomura
Offering Price JPY1,450 (First Price:JPY1,680)
IPO Amount US$5,980 million
(New Shares/ Sale) (NA/US$5,980 million)
Market Cap US$65,250 million
(offering price/first price) ~ /US$75,600 million
'WEB http://www. jp-bank japanpost.jp/en_index. htm!

Source: Reuters.com

Japan Post Bank Co., Ltd. is a Japan-based
company mainly engaged in banking business. The
Bank operates banking business segment. It
primarily engages in deposit business, lending
business, securities investment business, exchange
business, government bonds, investment trust and
counter sales of insurance products, intermediary
business as well as credit card business. The Bank's
main businesses include financing, asset and liability
management, as well as fee-based business.

Note: 1 1US$ =100 JPY.
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© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.
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Asset Management Status
(US$ 2.05 trillion, FY Mar 2015)
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Japan Post Insurance Co Ltd BP HphIFds

Company Profile/IPO summary

Company Name Japan Post Insurance Co Ltd
pany [TSE 1st: 7181]

President/CEO Masami Ishii

Foundation Oct. 1, 2007

IPO Date Nov. 4, 2015

Underwriter Nomura

Offering Price JPY1,450 (First Price:JPY1,680)
IPO Amount US$1,452 million

(New Shares/ Sale) (NA/US$1,452 million)

Market Cap US$13,200 million

(offering price/first price) ~ /US$17,574 million

WEB http://www. jp-Ife.japanpost. jp/en/index. html

Business Source: Reuters.com

JAPAN POST INSURANCE Co.,Ltd. is a Japan-
based company principally engaged in the insurance
business. The Company is engaged in the provision
of insurance products, the business agency for other
insurance and financial companies, as well as the
simple life insurance management business which is
commissioned by the management unit, among
others.

Note: 1 1US$ =100 JPY.
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Deep and Diverse Investor Base

Participation by various types of investors in the TSE market creates fair and reliable
valuations of its listed companies.

a The World's Largest Institutional Investor

Japan is the primary investment focus for the Government Pension Investment Fund, Japan (GPIF),
the largest institutional investor in the world.

- Assets under management at GPIF was valued at US$1.4 trillion! (Sep. 2015). GPIF’s investments in
foreign stocks accounted for 21.6% of its entire portfolio, an amount valued at US$292 billion* (Sep.

2015).

There are also other pension funds that manage huge amounts of funds.

0 High Net Worth Individuals

- Financial assets held by Japanese individuals stood at US$17.0 trillion as of September 30, 2015.
- This is comparable to 3 times of Japan's GDP. This is a very high level worldwide.

e Accessibility to Japanese Markets for International Investors
- Foreign investors are the largest players in Japan. The increase in investments by foreign investors
can be seen from their trading value, which reached US$6.8 trillion 2 in 2014.
- Globally reputable investors from many countries have shown interest in the Tokyo market. A TSE
listing promises a company access to investment by international investors.

Source: GPIF web site, BOJ, World Bank
Note: 1 US$= 100 JPY
2 Total amount of buy and sell

20

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.

Stock Trading Value by Investor Category (2016)

Foreign investors account for more than half of trading in the TSE 1st Section.
By contrast, individual investors make up the majority in the TSE 2nd Section, Mothers,
and JASDAQ.

pomestic€ UL AL
Institutional
Investors
8%

Foreign
Investors
62%

TSE 1t Section

Average Daily
Trading Value

US$ 26,253 M

Foreign
Investors
26%

Proprietary Trading
2%

Individuals . . S
omestic Institutional
67% nvestors, 5%

TSE Mothers

Average Daily
Trading Value

US$ 1,209 M

Source: Tokyo Stock Exchange
Note: 1 US$= 100 JPY

c
2
t
Q
(0]
°
c
(o}
]
(]
-

TSE JASDAQ

Foreign

Investors

Individuals
60% Waw Trading, 4%
D utional

Average Daily
Trading Value

US$ 249 M

Foreign
Investors
26%

- ‘ietary Trading, 3%
[nd|v|;‘luals Domestic Institutional
64% Investors, 7%
Average Daily
Trading Value

US$ 495 M 21
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International Investors

Foreign investors are the largest players in Japan. The increase of investments by
foreign investors can be evidenced by their turnover and share-ownership ratio.
Listing on TSE enables a company to access to international investors.

Ratio of Market Value by Foreign Investors Value of Share Trading

(2016) (US$ trillion, Dec. 2016)
70%

66%

1. 1.2 0.9

58%
54% NYSE ~ Nasdaqg Tokyo LSEGroup Euronext Korea  Hong Deutsche TMX  SIX Swiss
N N N N N N NN
S E LSS OSSR \@ Exscthmk ExchangeEXthng Boerse  Group Exchange
SRR RN R O C AR R ange changes
L S A S S S A Source: WFE

TSE is the one of the most liquid Asian Stock Exchanges.

— =

You can list your company smoothly on the market based on your fundraising demand.
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The Largest Institutional Investor in the World

The Government Pension Investment Fund (GPIF) is the largest institutional investor in

the world.

= GPIF managed investments valued at JPY134 trillion (US$1.2 trillion) as of the end of March, 2016. GPIF's
investments in foreign stocks accounted for 22% of its entire portfolio, an amount valued at JPY30 trillion
(US$296 billion1) at the end of March, 2016.

= GPIF (Japan) remained at the top of the ranking, where it has been since 2002, with AUM totaling almost
US$ 1.2 trillion in 2015. This fund is 34% larger than the second fund in the ranking, the Government
Pension Fund of Norway (US$ 866 billion).

Percentage of total value of fund assets by country Top 15 World’s Largest Pension Funds

Jap:ﬁ 12.0% 38.3% Rank Fund Market | Total Assets

: 1 |Government Pension Investment Japan $1,163,203

Netherlands 6.4% 2 |Government Pension Fund Norway $865,943

Norway 5.8% 3 |Federal Retirement Thrift us. $443,328

UK 5.4% 4 |National South Korea $435,405

Canada 5.3% 5 |ABP Netherlands $384,271

Australia 3.4% 6 National Social Security China $294,939

South 3.1% 7 __|California Public Employees uUs. $285,774

Sweden 21% 8 _|Central Provident Fund Singapore $211,373

Denmark 2.0% 9 |Canada Pension Canada $201,871

China 2.0% 10 PFZW Netherlands $186,471

Germany 1.5% 11 California State Teachers uU.s. $181,875

Switzerland 1.4% 12 |Local Government Officials Japan $176,160

Singapore 1.4% 13 _|New York State Common us. $173,541

Malaysia | 1.3% 14 Employees Provident Fund Malaysia $161,707

Other 8.5% 15 _New York City Retirement. Retirement $155.120
Source: Pensions & Investments / Willis Towers Watson 300 Analysis - Year end 2015 23
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Equity Purchase by Individual Investors

As more than 80% of stocks are allocated to retail investors through IPOs in Japan and
10% - 20% of trading value are coming from retail investors, the stock price will be
valued by not only institutional investors but also individual investors.

Trading Value Ratio of Individual Investors

Total amount allocated to individual investors

20% (TSE 1st Section) (100 million yen)
19% Ini(/i\al PublirI: (;ffzrin?s(lPO)
i rox. Indiviaual
Period Total Amount In\?epstor Purchases Ratio
18% (A) B) (B/A)
2013 3,739 3,310 89%
17% A 2014 7,910 6,885 87%
2015 14,585 12,339 85%
/ \ 16.0% 2016 6,487 5,642 87%
16% 2013.1- 3 548 490 89%
/ \ / 2013.4- 6 167 142 85%
15% 2013.7- 9 2,250 1,992 89%
/ \/\/ 2013.10-12 774 686 89%
14% 2014.1- 3 3,268 2,802 86%
2014.4- 6 621 537 86%
13% PN / 2014.7- 9 321 207 93%
\I 2014.10-12 3,700 3,248 8%
2015.1- 3 349 317 91%
12% 2015.4- 6 656 587 89%
2015.7- 9 890 777 87%
1% 2015.10-12 12,690 10,658 84%
2016.1- 3 437 378 86%
10% - 2016.4- 6 936 836 89%
N N N N N N N N N N N N 2016.7- 9 904 750 83%
,\&a\'\\ @\'ﬁ ,\Q}"’\ ,3}"\ ,@"’\ ,\6‘2’\ ,\é\\ ,@\Q’\ @Q\ @\’9\ 6\"\ Q;@ 2016.10-12 4,209 3,678 87%
L S S S SN S S S S
oY v Source: JSDA
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Household Financial Assets

As household has its financial assets as cash and deposits, which account for 52%,
it is seeking for opportunities of investment. The total amount of household financial

assets is 18,000 billion USD.

(Billion yen)

¥ Cash and deposits BBonds ® Stocks and other equities ® Investment trusts ® Insurance and pension reserves ® Others

2016.3Q 936,551

25,132

96,432 524,293

166,755

0 200,000 400,000 600,000

Note: 1 US$= 100 JPY
Source: JSDA

800,000

1,000,000 1,200,000 1,400,000 1,600,000 1,800,000
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Long-Term Investment by Retail Investors

Japanese retail investors behave in a different way from institutional investors. They

have risk propensities clearly different from those of institutional investors in Europe

and the US.

= The investment held by retail investors for the purpose of short-term trading was only 8% as a percentage of
total investments, while long term holding was 50% and holding for dividend payment or loyalty program
specific to investors was 24%.

= 51% of retail investors hold investments for the average period over 5 years while 32% hold them for the
average period of 10 years or more.

Retail Investors' Investment Policy for Stocks
16.3% 11.9% 50.3%

= Short-term = Other Not decided Shareholder incentives = Dividend B Long-term

3 Short-term means “Focus on gains from price increase by trading on a short term basis”.
3 Long-term means “Mostly holding on a long-term basis, with possible sales at the time of price appreciation”.

Retail Investors' Average Holding Period of Stocks

1.
7.7% 14.2% 19.3% 31.6%
E-1 Month  ®-6 Months -1 year -3years ®-5years ®-10years W10 years- N/A
Source: “Survey on securities investment of individual investors” published by Japan Securities Dealers Association on September 15, 2015 26
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Formal Requirements for Listing

In the case of dual listing on Main Market, requirements of "market capitalization of

tradable shares" and "ratio of tradable shares to listed shares" do not apply for

applicants.
Main Market JASDAQ TOKYO
1st Section 2nd Section Mothers Standard Growth PRO Market
Number of shareholders 2,200 or more 800 or more 200 or more 200 or more —
Tradable shares
Number of tradable shares 20,000 units 4,000 units 2,000 units _ _
or or morg
Market capitalization of JPY 1 billion JPY 1 billion JPY 500 million JPY 500 million
tradable shares (USD 10m) (USD 10m) (USD 5m) (USD 5m) —
or more or more or more or more
I_Ra[lu TR SEE T 35% or more 30% or more 25% or more - =
listed shares
. . 50Qtrading units 10 percent or more
Public offering - - \ofwgre 211,000 trading units -
Market capitalization of listed pagealoiion 4717 2 liam Pyl M'
shares (USD 250m) (USD 20m) (USD 10m) In the case of dual listing, these
- (OI7 (1RIE (OI7 [MRIE CIRIIOE) requirements do not apply for
Numbgr of years of business 3 years or more 1 year or more applicants.
operation
-~ JPY 200 million
! i JPY 1 billion (USD 10m) or more — i —
Shareholders' equity illion (! ) (USD 2m) or more Not negative
[Ordinary profit] [Ordinary profit]
Total amount of JPY500 million (USD 5m) or more JPY100 million
Amount of profits or Market in the last 2 fiscal years _ (USD 1m) or more _
capitalization [Market cap] [Market cap]
Market cap: JPY 50 billion (USD 500m) or more JPY5 billion
Sales: JPY 10 billion (USD 100m) or more (USD 50m) or more b
4

Note: 1US$ = 100JPY

©2017 Japan Exchange Group, Inc. and/or its affiliates. Al rights reserved

Overview of Listing Examination for Main Board

TSE examines the company, which meets “"Formal Requirements” and conducts an

examination based on the “Eligibility Requirements.”
When applying TSE rules to a foreign country or a foreign corporation where the foreign

country or the foreign corporation is an issuer of a listed security, TSE shall also take into
account the legal systems, practices and customs in such foreign country or the country
of the foreign corporation.

o Corporate Continuity and Profitability
The applicant company must conduct its business continuously and have a stable

revenue base.

e Sound Corporate Management
The applicant company must conduct its business in a fair and honest manner.

Effective Corporate Governance and Internal Control System

The applicant company has built an appropriate framework for corporate governance

and internal control.

Appropriate Disclosure of Corporate Information
The applicant company is capable of appropriately disclosing corporate information, etc.

e Other Matters deemed necessary in light of Public Interest and Investor Protection
Shareholders’ rights and exercise of such rights are not unduly restricted.
Relationship with a parent company is deemed appropriate.

Other matters are deemed appropriate in light of public interest and investor protection.

a.
b.
C.

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.
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Listing Schedule

Depending on the internal systems of the company, however, it takes about one year
from kick-off to listing. Note that the company needs to be audited for two business

years.
Selection of parties o q Underwriting Listing o
involved in the listing Listing preparation examination >examination byTse/ Offering
Selection of parties involved in the listing
v Lead underwriter Preparation of application forms c
v Lawyers (specialized I | 2
in Japanese law) 3
v Lawyers (specialized Identification of s
in applicant's home issues to be addressed = —
country laws) o [
v Audit firm Design and £ £
v Financial printelr implementation of system 3 s E
v Trust and banking company and improvements hereto § E,
Underwriting examination g
by lead underwriters =
Submission of
Confirmation Report prior to Listing
Initial Listing Application examination
(for Trading Participant Handling Matters) by TSE Offering
—_— —_—
Submission of
Confirmation Report prior to Initial Listing Application About 1 month

(for Applicant Company)

3 months

30
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Listing Examination Schedule

Resolution of board of directors
authorizing listing application

Application entry

Preliminary confirmation

Listing Application

(Major documents to be submitted)
- Application for Listing of Securities

Annual Reports
Business Plan

Securities Report for Listing Application
- Atrticles of incorporation

First questions and answers in writing and interview

Second questions and answers in writing and interview

£
-
c
)
£
0
e
£
©

Third questions and answers in writing and interview

Meeting with president, statutory auditor and accounting auditor

Approval of listing by TSE
(Public announcement)

‘ Listing Date

Notes:

1. The schedule shown here is a typical example
and may be subject to change.

2. TSE shall examine the regulatory system of the

home country of an applicant company in
preliminary confirmation procedure. Note that,
it may take longer time than the others when
the applicant company is the first from its
country to apply.

Procedure of public offering

Statement with Prime Minister
15 days

Effective date of the Securities
Registration Statement

Filing of the Securities Registration ‘

‘ Public offering and sales completed ‘

31
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Roles of Each Party Involved in an IPO

v Shareholder services

Trust and v Dividend payment bank
Banking v Issuance of JDRs
Company

v Legal check and review
v Legal opinion

v Assistance in preparing
Law Firm disclosure documents

[€ET:EL A E
/home country laws)

Filing of statutory
disclosure documents

Listing
examination
TSE and

Issuer <G JPX Regulation

Audit
(audit opinion)

Consultation and
underwriting
examination
Financial Printer
v Printing of
prospectus Lead Underwriter
v Assistance in

preparing disclosure . 5mei5§i0n ofa
documents 'Sponsor’s Letter of
Recommendation”

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.

IPOs in Japan in 2016
- Underwriters & Accounting Firms

Number of IPOs by Underwriter in Japan in 2016
(Total: 83 Cos) .2 (Total: 83 Cos) !

Mitsubishi  Ichiyoshi, FRIEND, 2Co, 2%
UFJ MS, 1Cos, 1%
2Co0s, 2% ———

Tokai Tokyo,
5Cos, 6%

Crowe
Horwath

Gyosei, 2Co,

SMBC BDO Toyo,

1Cos, 1% BDO Sanyu,
3Co, 4%

PwC Arata,

Mizuho, 3Co, 3%

0,
18Cos, 22% Thornton

aiyo, 8Cos,
10%

SMBC Nikko,
12Cos, 14%

KPMG AZSA,
Nomura,

17Cos, 20%

SBI, 13Cos, 13Cos, 16%

16%

Deloitte
Touche
Tohmatsu,
23Cos, 28%

Daiwa,
15Cos, 18%

Note: 1 The data excludes Tokyo Pro Market, REITs and Infrastructure Funds.

2 Daiwa and Mitsubishi UFJ Morgan Stanley count Menicon’s IPO.

© 2017 Japan Exchange Group, Inc. and/or its affiliates. All rights reserved.

Number of IPOs by Accounting Firm in Japan in 2016
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[Important Information]

m  Please note that this presentation is for informational purposes only. Japan Exchange Group, Inc. and Tokyo
Stock Exchange, Inc. are not responsible for any damage caused by using the information contained herein.
Please also note that the information is not guaranteed to be complete, correct, or up-to-date, and may be
changed without notice. Unauthorized copying, reproduction, republishing, uploading, posting, transmitting or
duplicating any part of the material is prohibited.
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Overview of JSCC

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility o liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to tis document. This document may not be reproduced or redistributed inwhole or in part without the permission of Japan Securities
Clearing Corporation.
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3. Risk Management
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» Default Management
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1. About JSCC

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility o liability for damage or loss caused
by any error, inaccuracy, or misunderstanding vith regard to this document. This dooument may not be reproduced or redistributed inwhole or in part without the permission of Japan Securities o
Clearing Corporation.

|
Historical Background of JSCC

* Establishedin July 2002 as a cross-market CCP for the Japanese securities markets by
the market operators: Tokyo Stock Exchange (TSE), Osaka Securities Exchange (OSE),
Nagoya Stock Exchange, Sapporo Securities Exchange, Fukuoka Stock Exchange, and
Japan Securities Dealers Association

* Inresponse to the G20 agreements for central clearing of OTC derivatives, JSCC
developed clearing services for Credit Default Swaps (“CDS”) in July 2011, and Interest
Rate Swaps (“IRS”) in October 2012. Following the development of these services, the
Financial Services Agency of Japan implemented the first clearing mandate for OTC
derivatives in November 2012

* On 1stJanuary 2013, TSE and OSE merged to create the Japan Exchange Group (JPX),
and JSCC started clearing OSE Listed Derivatives in July 2013.

¢ On 1st October 2013, a merger between JSCC and JGBCC (JGB Clearing Corporation, the
CCP for OTC JGB trades) took effect. As a result, JSCC operates four segregated clearing
businesses - Listed Products, CDS, IRS, and OTC JGB.

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed in whole or in part without the permission of Japan Securiies 3
Clearing Corporation.



Governance Structure — Ownership of JSCC

» Capital and Profit/Loss are segregated, by share class, for each of the Clearing
Businesses

e Each of JSCC’s clearing businesses has its own separate share structure, business rules,
financial resources for default management, and JSCC’s own capital contributions for
default resources (skin in the game) and to manage ongoing business operations.

IPX
(Holding company)

Established Jan 2013

e m——
~

100% | 100% | 100% | #7 8369% AN

/ \

Tokyo Stock Exchange Osaka Exchange JPX Regulation " ,'

(Cash Products) (Listed Derivati (self Regulatory Organization) |, /
\ %

~ -,
Seee k vt

{ AShare B Share CShare D Share \
(Cash and Listed Derivative (cps) (IRS) (oTCJGB)
Products) [Stake] [Stake] [Stake]
[Stake] IPX: 100% IPX: 60.4% IPX:52.9%
IPX:99.2% 18 members: 2.2% each 22 members: 1.9% each
Nagoya SE: 0.7% 1 members: 1.7%
Sapporo SE: 0.05% 2 members: 0.9% each
Fukuoka SE: 0.05% 1 members: 0.2%
Commenced Commenced Commenced Merged with JGBCC Oct 2013
July 2002 July 2011 0Oct 2012

(Note) JSCC's Treasury stocks are excluded
from calculation of stakes.

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility o liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed inwhole or in part without the permission of Japan Securities
Clearing Corporation.

Governance Structure — Reporting Line & Advisory Committees
* Each business line and its human resources are clearly defined.
¢ Chief Risk Officer and Risk Management Office are independent of business lines, and evaluate JSCC’s
operations in relation to the Risk Management Policy. CRO reports to the Risk Oversight Committee
monthly, and the Board of Directors every quarter
¢ The consultative committee for each clearing business provides a forum for stakeholders to give
feedback on JSCC’s operations and risk management.

+ Disciplinary Measures Assessment Committee (All Clearing

General Meeting of Shareholders Businesses)
[Listed Products Clearing Business]

T
[—‘ﬁ — + Listed Products Risk Management Committee
[CDS Clearing Business]
« (DS Risk Management Committee
% — - CDS Default Management Commitee
*  JSCC D Committee

[IRS Clearing Business]
[ President & CEO H Internal Audit Office J * IRS Management Committee

+ IR Default Management Committee
[OTCJGB Clearing Business]
* OTCJGB Management Committee
* OTC JGB Default Management Committee

Board of Executive officers

Risk Oversight Committee

!

Executive Officers

Director of
RO Osaka Office

R e e ‘

Strategic Corporate System Listed el oTCIGB Osaka BCP
Risk Monitoring Planning Planning Planning Product Derlvatives Clearing Group
Clearing Clearing

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed in whole or in part without the permission of Japan Securities
Clearing Corporation.



Regulations/Supervisions applicable to JSCC
Europe Japan

EC/ESMA JFSA
European Market Infrastructure Financial Instruments and Exchange Act
Regulation (EMIR) Commodity Exchange Act
Cabinet Office Ordinance on Financial (CEA)

Regulatory Technical Standards Instruments Clearing Organizations
for CCPs
2 o - CFTC Regulations
Comprehensive Guidelines for Supervision of

Financial Market Infrastructures

EC Decision on Regulatory
Equivalence for Japan

- Clearing

Services

Clearing
U.S. Person — Clearing

Members and their
affiliates

Services

E.U. Established Entity and
its overseas branches
(excludes subsidiaries)

Listed
Products

Australian / foreign

1 Clearing clearing entity
Clearing Hong Kong 1 Services
Services .
ST mEEmmmm e Australia

ASIC / RBA

r
|
|
I

Corporations Amendment (Central Clearing
and Single-Sided Reporting) Regulation
2015

Securities and Futures Ordinance

The Securities and Futures (OTC Derivative Transactions -
Clearing and Record Keeping Obligations and Designation
of Central Counterparties) Rules

Hong Kong Clearing
ASIC Derivative Transaction Rules (Clearing)
2015

Member and Client

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility o liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed inwhole or in part without the permission of Japan Securies 6
Clearing Corporation.

|
Regulation and Supervision of JSCC in Japan

* As a CCP, JSCC is subject to the regulation and supervision of the Financial Services Agency (“JFSA”).

* The JFSA adopted the “Comprehensive Guidelines for Supervision of Financial Market
Infrastructures”, in December 2013, which incorporates the PFMls into its supervisory framework.

* A CCP’s operations are prevented from being affected by the unreasonable influence of individual
shareholders, with the requirement for regulatory notification of shareholdings greater than 5%
and prior authorization if 20% or greater.

e CCPs are not authorized to operate any business other than clearing services, as their stability is
extremely important.

e Transparency and fairness is required in a CCP’s operations.

* Changes to a CCP’s Articles of Incorporation and Business Rules shall be examined and approved by
JFSA prior to implementation.

* JSCCis also subject to oversight by the Bank of Japan (“B0OJ”) of financial market infrastructures, as
provided in the Bank of Japan Act.

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed in whole or in part without the permission of Japan Securiies 7
Clearing Corporation.



Overview of JSCC’s functions

‘ Trading F Clearing >F Settlement >

A
Tokyo Stock Exchange Kﬁ
Cash Lcash]
Products as|
ster: i:cStock Nagoya Stock Exchange Bank of Japan

Settlement Banks
(Commercial Banks)

- J
R

[ Securities ]
Japan Securities
Depositary Center

- J

Exchanges Sapporo Securities Exchange
Fukuoka Stock Exchange

PTS
Ry Trading 8 Chi-X JAPAN PTS

-
Options 3

CDS Transactions
IRS Transactions

JGB Transactions

[Cash ]

Bank of Japan

[ Securities ]

\ Bank of Japan )

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility o liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed inwhole or in part without the permission of Japan Securiies 8
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Eligible Transactionfor Clearing
[ ey |l oews__________________|
All trades d on di ic stock exct and two proprietary trading systems.

Nikkei 225 Futures DJIA Futures
Nikkei 225 mi India Nifty50 Futures
TOPIX Futures TAIEX Futures
mini-TOPIX Futures FTSE China 50 Index Futures
JPX-Nikkei Index400 Futures Nikkei 225 Dividend Index Futures
TSE Mothers Index Futures TOPIX Dividend Index Futures
TOPIX Core30 Futures TOPIX Core30 Dividend Index Futures
RN Prime Index Futures Nikkei 225 VI Futures

Listed Products TOPIX Banks Index Futures TSE REIT Index Futures

Nikkei 225 Options
Index Options TOPIX Options

JPX-Nikkei Index 400 Option

Individual Securities Options
5-year JGB Futures
10-year JGB Futures

L CLETETEENT Rl I Options on 10-year JGB Futures

mini 10-year JGB Futures
20-year JGB Futures

Series of Markit iTraxx Japan index
Single Name CDS (35 issues)

JPY LIBOR (1M, 3M and 6M)

JPY TIBOR (1M, 3M and 6M)

Overnight Index Swap

USD LIBOR (1M, 3M and 6M)

EUR EURIBOR (3M and 6M)

AUD BBR (3M and 6M)

Outright JGB

'C JGB Transaction Cash-secured Bond Lending Transaction

Interest Rate Swaps

Repo Transaction

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed in whole or in part without the permission of Japan Securiies @
Clearing Corporation.



|
Business Statistics

¢ Number of Clearing Participants by Qualification (As of March 2017)

Listed Transactions OTC Transactions

JGB Futures Rlockl
Cash ; Futures & Credit Default | Interest Rate
& Options on JGB
Products Stock Index Swaps Swaps
JGB Futures .
Options

Principal
Clearing 76 96 75 37 10 23
Participant
Agency
Clearing 6 3 4 1 - -
Participant

. CIearing Values (Daily average of 2016)

Listed Transactions OTC Transactions

JGB Futures & | Stock Index Futures
Cash Products Options on JGB & Stock Index JGB Credit Default Swaps| Interest Rate Swaps
Futures Options
JPY 3.4 trilion JPY 3.0 trillion JPY 4.8 trillion JPY 123.4 trillion JPY 2.0 billion JPY 3.8 trillion
(USD 31.2 billion)* (USD 27.4 billion)* (USD 43.6 billion)* (USD 1.1 trillion)* (USD 18.3 million)* (USD 34.6 billion)*

*(USD 1.00 = JPY 110)

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility o liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed in whole or in part without the permission of Japan Securities 1.0
Clearing Corporation.

|
Clearing and Settlement Process (Cash Products)

Date Settlement Procedures (TSE/JSCC) Participant
T ’ Transaction at TSE }_—P[ Execution Notice J
Trading ¥
Date ’ Confirmation at TSE ‘

oo w——

| Batch-Process |

1 |\ | '

L Correction 14........................{ Trade Detail Information ]

Batch-Process |
T+2 B v

Information of the settlement amount to
be paid or received by each member on a
4 netted basis

i Settlement Instruction }

T+3

<Securities Settlement> <Funds

Settlement>
Settlement I v
Date Account transfers
Book-entry transfers at settlement banks
at JASDEC or BOJ

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed in whole or in part without the permission of Japan Securities 11
Clearing Corporation.



|
Clearing and Settlement Process (Listed Derivatives)

Date Settlement Procedures (OSE/JSCC) Participant
T l Transaction at OSE )——b[ Execution Notice ]
Trading 12

Date l Clearing l——b[ Settlement Price Information ]

Offsetting Purchases &

Sales Declaration

Give-up/Take-up

\4
- - Declaration
l Fixing Position Balance l
‘ [ Open Interest Report ]
l Reports Distribution l_—b[ Mark to Market margin Report }
1 [ Option Trade Value Report ]
Margin Requirement Notice for .
House Account g
L l Margin Requirement Notice for

f | Client Account
Ba

tch-Process

T+1 |

Settlement
Date I Funds Settlement via Settlement Banks or BOJ Account I

Settlement Instruction I

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility o liability for damage or loss caused

by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed inwhole or in part without the permission of Japan Securities 12
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2. CCP’s Functions

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused
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CCP’s Functions

» CCPs step in between original counterparties to a trade and assume the legal
rights/obligations to the trade.

Basic Functions of CCP

1. Risk Management
»  CCPs guarantee settlement by becoming the counterparty to all trades
(credit risk is transferred to CCPs).
«  CCPs receive collateral, such as margin and clearing funds, from
participants.
= Elimination of counterparty risk

2. Improvement of Efficiency

« Netting processes reduce the number and amount of settlement among
participants.

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility o liability for damage or loss caused
by any error, inaccuracy, or misunderstanding vith regard to this document. This dooument may not be reproduced or redistributed inwhole or in part without the permission of Japan Securities 1 4
Clearing Corporation.

Novation

Novation / Settlement Guarantee

A CCP serves as an intermediary between buying and selling securities firms,
becoming the counterparty to each side of a transaction.

This allows the CCP to guarantee settlement. A CCP allows both firms to trade
without considering individual counterparty risk.

Equities Equities Equities

— 1,000 [=—s — 1,000 > — 1,000 >
shares shares shares

Securities Securities Securities Securities
Firm Firm Firm Firm
A B A B
Payment Payment |__ <« Payment ||
100,000 100,000 100,000
Seller Buyer Seller Buyer

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistibuted in whole o in part without the permission of Japan Securities 4 g5
Clearing Corporation.



Netting

Netting
As the counterparty to all trades, a CCP is capable of increasing efficiency via
netting.
Novation
2 /, 2 20 $ho| 20
20 20
1
10 10
—_—
10
10
Netting

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility o liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may ot be reproduced or redistrbued in whole or in part without the permission of Japan Securities 4 g
Clearing Corporation.

Netting Efficiency in Clearing Process

Value-based Daily Average
(Funds)

3,439 bill. JPY

Reduction rate of
94.7%

Value of cleared trades
netting

Amount paid after Original transaction

Volume-based Daily Average
(Securities)

3,132 mil. shs

“._ Reduction rate of
78.2%

N, 681 mil shs

Delivery volume
after netting

(Daily average of 2016 )

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistibuted in whole o in part without the permission of Japan Securities 4
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3. Risk Management

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility o liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may ot be reproduced or redistrbued in whole or in part without the permission of Japan Securities 1 g

Clearing Corporation.

Overview of Credit Risk and Liquidity Risk Management

Purpose

Risk Management System

Prevention of

Membership Eli

ility

Financial Conditions Improvement Measures

financial resources

Default
Position Reduction Instruction
Collateral Add-ons
Mark to Market (Variation Margin)
=mitigation of current exposure
Initial Margin
Ensuring =mitigation of potential future exposure
sufficiency of

Financial Resources (including Clearing Fund)
=covering stressed exposure

Liquidity Resources
=covering stressed liquidity needs

Default
management

Loss fixing through Close-out Transactions

Customer Position Transfer

Collateral Liquidation

Rigorous Inspection based on Financial
Criteria

Continued Monitoring of Financial Conditions

Monitor Expected Loss from Current Position

Back Testing of Initial Margin

Stress Testing and Back Testing of sufficiency
of financial resources

Stress testing and Back testing on sufficiency
of liquidity resources

Preparing Default
Management Fire Drill
Procedure

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed in whole or in part without the permission of Japan Securiies 19

Clearing Corporation.
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Clearing Participant Qualification (Listed Products)

W Criteria

1. Securities Company, Registered Financial Institution, Securities Finance Company

2. Financial Conditions (entrance and maintenance requirements)

3. Solid Management Structure and Business Operation Ability

[Details of Financial Conditions for Securities Company]

( ) : maintenance requirement

Principal Agency
Paid-in Capital JPY 300 million ( JPY 300 million ) JPY 300 million ( JPY 300 million)
Net Assets JPY 2 billion ( JPY 300 million ) JPY 20 billion ( JPY 20 billion)
Capital-to-Risk Ratio 200% (120% ) 200% ( 200% )
Consolidated capital to risk ratio 200% (120%) 200% (200% )
[Details of Financial Conditions for Registered Financial Institution]
Principal Agency

Paid-in Capital

JPY 300 million (JPY 300 million )

JPY 300 million (JPY 300 million )

Shareholders’ Equity

JPY 2 billion ( JPY 300 million )

JPY 20 billion ( JPY 20 billion )

Capital Adequacy Ratio

International standard : 8% (4%)
* with overseas branch offices

International standard: 8% (8%)
* with overseas branch offices

* applied to registered financial institutions

A " Domestic standard : 4% (2%)
other than insurance companies

* without overseas branch office

Domestic standard: 4% (4%)
* without overseas branch office

Solvency Margin Ratio
* applied to insurance companies

400% ( 100% ) 400% (400% )

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility o liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may ot be reproduced or redistrbued in whole or in part without the permission of Japan Securities 5@
Clearing Corporation.

Clearing Participant Monitoring

B Financial Monitoring
» Monthly Financial Report from Clearing Participants
» More frequent report from the participant who are identified the concerns or fluctuations

B Position Monitoring
» Monitoring positions and exposure levels on a daily basis

» If the risk is determined to be excessive, collect information on whether customer positions
are distributed unevenly and about Participants’ recent fund-raising activities

tmmmmmmd JSCC requests a report concerning the risk

immmmmnd JSCC increases the required collateral

JSCCissues instructions to improve positions
*this measure only applies to derivatives

*For cash products, the additional Initial Margin will be charged when an expected loss upon a default of the relevant Clearing Participant
under stressed conditions cannot be covered by pre-funded financial resources.

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed in whole o in part without the permission of Japan Securities 5 4
Clearing Corporation.
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Default Management
B Default Management Process
> Inthe event of a Clearing Participant’s default, JSCC suspends the scheduled delivery of securities
and payment of funds to the defaulting participant.
> At the same time, in order to fix the amount of losses arising from the default, JSCC executes the
trades to offset the Unsettled Contracts of that participant, as well as selling the securities which
was supposed to be delivered.

B Loss Compensation Scheme
> The losses resulting from Clearing Participant’s default shall be compensated in the following order:

Defaulting participant’s deposits 1: First Layer

2: Second Layer
Cash Product: approx. JPY 11.3 billion
(as of December 31, 2016)

Loss compensation
by exchanges

Loss compensation
by JSCC
Clearing fund contributed
frem other participants

3: Third Layer:
approx. JPY 25.0 billion(as of December 31, 2016)

4: Fourth Layer

5: Fifth Layer

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility o liability for damage or loss caused
by any error, inaccuracy, or misunderstanding vith regard to this document. This dooument may not be reproduced or redistributed inwhole or in part without the permission of Japan Securities -

Clearing Corporation.

Liquidity Management

* Liquidity Lines arranged with six Fund Settlement Banks
* Stresstestingincluding forward-looking scenarios and back testing

Liquidity Line for JPY provided by 6 Fund Settlement Banks and JPX

Top 2 firms with the largest historical liquidity requirements across the products (Cover 2)

Back Testing

Stress Testin
g (Daily fund settlement amount)

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistibuted in whole o in part without the permission of Japan Securities 3

Clearing Corporation.
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(Reference)

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility o liability for damage or loss caused
by any error, inaccuracy, or misunderstanding vith regard to this document. This dooument may not be reproduced or redistributed inwhole or in part without the permission of Japan Securities 4
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|
Business Plan (FY2016-2018, Updated March 2017)

® Reinforcement of Clearing Functions, Risk Management and IT Systems
towards Service Quality Improvement

(@ Reinforcement of the Company’s Role as Core
Infrastructure through Expansion of the Scope of Services

@ Under current environment surrounding JSCC, it is still important that JSCC actively strengthen our

role as core infrastructure and further strengthen our viewpoint of reinforcement of “services.”

4 JSCC will continue our active efforts towards implementation of each measure after updating
specific business plans based on the above management policy.

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed in whole or in part without the permission of Japan Securiies 25
Clearing Corporation.
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Business Plan 1/2

Management PolicyD Reinforcement of Clearing Functions, Risk Management and IT Systems
towards Service Quality Improvement

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed in whole or in part without the permission of Japan Securities 26
Clearing Corporation.

Business Plan 2/2

Management Policy(® Reinforcement of the Company’s Role as Core Infrastructure through
Expansion of the Scope of Services

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility o liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed inwhole or in part without the permission of Japan Securities 27
Clearing Corporation.
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«  Official website
— https://www.jpx.co.jp/jscc/en/index.html
(Rules)
— https://www.jpx.co.jp/jscc/en/rule.html
(Rule Change)
— https://www.jpx.co.jp/jscc/en/public.html
¢ Inquiry
— info@jscc.co.jp

DISCLAIMER: The content of this document is intended for use solely as a reference. Japan Securities Clearing Corporation shall accept no responsibility o liability for damage or loss caused
by any error, inaccuracy, or misunderstanding with regard to this document. This document may not be reproduced or redistributed inwhole or in part without the permission of Japan Securities
Clearing Corporation.
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» The Financial Instruments and Exchange Act (FIEA) was promulgated in June 2006.
» Prior to the introduction of FIEA, individual industry laws* had regulated each field and thus the
self-regulatory organization for respective industries exists as shown below.
*e.g. Commodity Exchange Act, Act on Investment Trusts and Investment Corporations,
Financial Futures Trading Act

Financial Services
Agency (FSA)

Financial Type II Financial
Japan Securities Investment Trusts Financial Futures Japan Investment (p .
Instruments Dealers Association Association, Japan Association of Japan Advisors Association Instruments Firms
Exchanges Association
Exchange members All securities Investment trust
Securities companies, companies companies Financial futures . -
( f pa ) n P: a P Investment advisors Fund distributors
Listed companies Registered financial Investment trust brokers and dealers
Market participants Institutions * distributors

* Banks, life insurance companies, general

A S Financial Instruments Firms Association
mnsurance companies, etc.

© Japan Securities Dealers Association. All Rights Reserved. 2

[Scope of Self Regulations for Each Financial
Instruments Firm Association] (Outline)

» Japan Securities Dealers Association (JSDA)
@ Securities-related Business
@ OTC Derivatives Transactions (excluding Financial
Futures Transactions)

K'-The 5 associations listed\

» Investment Trust Association, Japan (JITA) S
@ Investment Management Business (Investment on the left hold periodic
Trust Business, etc.) meetings to exchange views
(“Meeting for
> Financial Futures Association of Japan (FFAJ) Communication and
@ Financial Futures Transactions Deliberation among
Financial Instruments
» Japan Investment Advisers Association (JIAA) b c e e
. . Business Associations”)
@ Investment Advisory Business

@ Discretionary Investment Business

» Type II Financial Instruments Firms Association
@ Fund Distribution Business

© Japan Securities Dealers Association.All Rights Reserved. 3



[Structure for Application of Self Regulations for Securities
Companies and Registered Financial Institutions]

FSA |
Securities and Exchange
l Surveillance Commission

Self Regulatory Organizations (SROs)

Financial Instruments Exchanges
JSDA g

(Securities Exchanges)

r'y
l[ Inspection of compliance with FIEA and self

regulatory rules

* Surveillance & monitoring of securities markets

Securities Companies/Registered Financial Institutions *

*Banks, life insurance companies, general insurance companies, etc.

© Japan Securities Dealers Association.All Rights Reserved. 4

» Authorization of Establishment (Article 67-2)

A Financial Instruments Business Operator that intends to establish an

Authorized Association shall obtain authorization from the Prime Minister
(FSA). JSDA has obtained such authorization.

> JSDA’s Purpose under FIEA (Article 67)

Aims to ensure fair and smooth sales and purchases or other transactions of
Securities and Derivative Transactions, etc. and to contribute to the sound

development of the Financial Instruments Businesses and the protection of
investors.

© Japan Securities Dealers Association. All Rights Reserved.



»JSDA’s Member Firms (Article 68, Paragraphl)

Member Firms of an Authorized Association (JSDA) shall be limited to Financial
Instruments Business Operators and Registered Financial Institutions (the latter within the
scope of conducting the business of registered financial institutions).

— Prescribed by Article 5 of JSDA’s Articles of Association.

(1) Regular Securities Companies
Among the Financial Instruments Business Operators, those who conduct Type I Financial
Members
Instruments Business (excluding, however, those who exclusively deal with OTC derivative
transactions other than securities related OTC Derivative transactions))
(2) Specified | Companies dedicated to Specified OTC Derivative Transactions or crowd funding
Business (Among the Financial Instruments Business Operators, those who conduct only business
Memb related to the Specified Over-The-Counter Transactions of Derivatives, etc., or Type I Small
RINDELS Amount Electronic Offering Handling Business prescribed in Article 29-4-2, Paragraph 10 in
the Type I Financial Instrument Business)
(3) Special Registered Financial Institutions (Banks, life insurance companies, general insurance
Members companies, etc.)

Registered Financial Institutions (those who conduct the Registered Financial Institutions
Business (among the businesses prescribed in Article 33-2 thereof, those set forth in Item 1 of
the same Article (excluding those related to the rights set forth in each Item of Article 2,
Paragraph 2 thereof and deemed as Securities pursuant to the same Paragraph), Item 2
(excluding those related to the rights set forth in each Item of Article 2, Paragraph 2 thereof
and deemed as Securities pursuant to the same Paragraph), or Item 3 (limited to those related to
the Specified Over-The-Counter Transactions of Derivatives, etc.), or Securities, etc.
Management Business; the same applies hereinafter).

© Japan Securities Dealers Association.All Rights Reserved.

» Eligibility for JSDA’s Members (Article 68, Paragraphs 2 & 5)

An Authorized Association (JSDA) shall stipulate in its Articles of Association
that any Financial Instruments Business Operator is eligible for membership as a
Member Firm, provided, however, an Authorized Association may stipulate in its
Articles of Association that the Authorized Association may refuse admission as a

Member Firm if an applicant has been expelled from membership or has had
qualification for trading rescinded by an Authorized Association (JSDA) or a
Financial Instruments Exchange on account of having violated the laws and

regulations. — Prescribed by Article 11and 23 of JSDA’s Articles of Association.

% A Financial Instruments Business Operator or Registered Financial Institution
that does not become a member of the JSDA, so as not to be deficient in
investor protection, must prepare its internal rules to have contents that are
consistent with JSDA’s Articles of Association and its regulatory rules, thereby
establishing a system that aims at observing such internal rules (FIEA, Article
29-4, Paragraph 1, Item 4(d)).

© Japan Securities Dealers Association.All Rights Reserved.
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[Self-Regulatory Operations Required of JSDA under

FIEA]

Self-Regulatory Operations

Overview

[1] Rule-making
(Article 67-8, Paragraph 1, Item 10)

*Establish and build awareness of self-regulatory rules that
apply to Association Members.

[2] Inspection and monitoring of compliance with
laws and regulations by Association Members

(Article 67-8, Paragraph 1, Item 14)

*Inspect and monitor business activities and internal control
systems of Association Members.

[3] Disciplinary actions given to Association
Members (Article 68-2)

* Take actions to punish Association Members that have
violated the laws and self-regulatory rules, such as
reprimanding members, issuing fines, suspending or placing
limitations on membership, and expelling members.

[4] Improvement in the qualifications of officers
and employees of Association Members

(Article 67-8, Paragraph 1, Item 9)

*Hold qualification examinations for securities sales
representatives and for employees responsible for internal
administration, and conduct training, etc. for officers and
employees of Association Members.

[5] Resolution of complaints from investors and
mediation

(Article 67-8, Paragraph 1, Item 11)

*Resolve complaints from investors concerning the
operations of Association Members. Conduct mediation to
resolve disputes between Association Members and
investors.

© Japan Securities Dealers Association.All Rights Reserved.

[Other Functions Required under FIEA]

» An Association shall stipulate the following items in its
Articles of Association (Article 68):

@ 1t shall endeavor to prevent fraudulent acts, market manipulation or
collection of unreasonable fees and expenses by Member Firms, as well
as to promote the fair and equitable principles of transactions (Paragraph

3).

@ 1t shall endeavor to ensure the confidence of investors by having
Member Firms establish their internal rules and administration systems
for the purpose of preventing the violation of laws and regulations and
the Rules of Association (Paragraph 4).

—In response to such mission, JSDA prescribes these Items in its Articles
of Association, and prepares, if necessary, the model internal rules, etc.
and requests Association Members to be equipped with such rules.

© Japan Securities Dealers Association.All Rights Reserved.
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> Articles of Association

> Self Regulatory Rules

> Unified Business Practice Rules

— Rules prescribing the unified process in the securities industry regarding the rights
and obligations in connection with securities transactions among Association

Members.

» Dispute Settlement Rules

— Rules prescribing the actions and procedures for JSDA to resolve disputes between

an Association Member and customer or among Association Members.

» Association Management Rules

— Rules prescribing management procedures of various deliberating groups within

JSDA

> Resolutions of the Board of Governors

© Japan Securities Dealers Association. All Rights Reserved.

In order to ensure that financial instrument markets run smoothly, JSDA

formulates various kinds of self regulatory rules to be applicable to Association
Members, thereby striving to make the financial instrument business fair and

efficient (approximately 50 rules).

Self regulatory rules are roughly classified as follows;

/> Investment \

Solicitation, Customer
Management and
Internal
Administration, etc.

» Employees and Sales
Representatives

» Advertising

» Personal Information
\ Protection J

8

>
>

Y VvV

-

Stocks
Bonds

Foreign Securities
and Transactions

Securitization
Derivatives
Others

~

/

© Japan Securities Dealers Association. All Rights Reserved.
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[Rule-Making Process]

(1) Grasp the necessity of rules and establish working groups etc. under related sub-committees.

(2) Elaborate drafted rules in the working group, etc.

(3) After deliberating in the related sub-committees and Self-regulation Board, invite public comments
(in principle, during 30 days or more).

(4) Deliberate the drafted rules based on the public comments in the related sub-committees and Self-
regulation Board, and take a decision.
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[Working Group (1)]

» The Working Groups, etc. were made up of around a dozen officers and/or employees from the
Association Members, experts, etc.

» Not limited to the officers and/or employees of the Association Members, participation of the FSA
and/or Exchange, etc. was requested as appropriate depending on the subject to ask their opinions
during deliberations.

» Organigram of Consultative Sub-Committees under “Self-regulation Board”

Self-regulation Board

Self-regulation Planning Sub- Equity Bonds Financial Instruments Sub-
Committees Sub-Committees Sub-Committees Committees
Working Group Working Group Working Group Working Group
Working Group Working Group Working Group Working Group

© Japan Securities Dealers Association.All Rights Reserved. 13



[Working Group (2)]

» Organigram of Major Working Groups, etc. under “Self-regulation

Planning Sub-Com

Self-regulation Planning _ |
Sub-Committees

mittees”

(1) Working Group on Business Practice Concerning Sales and
Solicitation, etc. Along with Implementation of FIEA

(2) Working Group on Information Management System of
Association Members

—(3) Working Group on Advertising, etc.

—(4) Working Group on Legal Ledgers, etc.

_(5) Working Group on Capital Adequacy Regulation for Securities
Companies

—(6) Working Group on Improvement, etc. of Self Regulatory Rules

(7) Working Group on Review of Qualification Examination for
Sales Representative, etc.

© Japan Securities Dealers Association.All Rights Reserved.

[Working Group (3)]

» Organigram of Major Working Groups, etc. under “Equity Sub-

Committees”

Equity Sub-Committee

—(1) Working Group on Underwriting
—(2) Working Group on Underwriting Examination
—(3) Working Group on Shareholding System

—(4) Working Group on Third-Party Allotment

—(5) Working Group on Trade Monitoring, etc.

—(6) Working Group on Off-Exchange Transactions, etc.

© Japan Securities Dealers Association.All Rights Reserved.



[Working Group (4)]

» Organigram of Major Working Groups, etc. under “Bonds Sub-Committees”

Bonds Sub-Committee

(1) Working Group on OTC Transactions, etc. of Bonds

(2) Working Group on Foreign Securities Transactions, etc.

(3) Working Group on Development of Corporate Bond

Price Information Infrastructure, etc.

» Organigram of Major Working Groups, etc. under “Financial Instruments
Sub-Committees”

Financial Instruments
Sub-Committee

(1) Working Group on Securitized Products

1

(2) Working Group on OTC Derivatives Transactions

[Periodical Review]

© Japan Securities Dealers Association.All Rights Reserved.

» Periodical Review of Self Regulatory Rules

= Since FY 2011, we have periodically (once a year) invited Association Members, etc. for opinions
and requests concerning review of rules, etc.

= After reviewing and examining the content of opinions and requests that have been brought up,
deliberate as necessary in the committee, etc. responsible for the rules in question.

* Announce reviewing plan and its results on the JSDA’s website

[Around
April or
May]
Invite
Proposals

[July])
Announce
Reviewing

Plan

[Dec.]

Publish
Results of

Review, etc.

[Jan. or Feb. of

the next year] [Next April]
Invite Public Implement
Comments on Amended Rules

the Draft of
Amended Rules

© Japan Securities Dealers Association.All Rights Reserved.
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[List of Self Regulatory Rules (1)]

» Relating to Investment Solicitation, Customer Management and Internal
Administration, etc. by Association Members

Rules Concerning Solicitation for Investments and Management of Customers, etc., by Association Members

Rules Concerning Establishment of Confidential Corporate Information Management System by Association
Members

Rules Concerning Change, etc. of Assessment Rates for Substitute Securities Related to Margin Transactions

Rules Concerning Establishment of Trade Compliance Screening System for the Prevention of Unfair Trading

Rules Concerning Proper Handling of Pre-Hearing by Association Members

Rules Concerning Establishment of Order Management System by Association Members
Rules Concerning Handling of Block Trade for Intermediation Purpose

Rules Concerning Acceptance of Deposit, etc. of Securities

Rules Concerning Appropriate Implementation of Separate Management of Customer Assets by Regular
Members

Rules Concerning Internal Administrators, etc. of Association Members

Rules Concerning Application for Confirmation, Examination, Confirmation, etc. of Incidents
Rules Concerning Unification of Accounting for Securities Related Business

Rules Concerning Handling of Documents Delivery, etc. through Electromagnetic Methods
Rules Concerning Financial Instruments Intermediary Service Providers

Rules Concerning Protection, etc. of Customers from Fraudulent Withdrawal Using Counterfeit or Stolen
Cards

Rules Concerning Planning, etc. of Business Continuity Management in Case of Emergency by Regular
Members

Rules Concerning Elimination of Relationship with Antisocial Forces

© Japan Securities Dealers Association.All Rights Reserved.

[List of Self Regulatory Rules (2)]

»> Relating to Employees and Sales Representatives

Rules Concerning Employees of Association Members

Rules Concerning Sales and Purchase, etc. of Specified Securities , etc. of Listed Companies,
etc. by Employees of Association Members

Rules Concerning Qualification and Registration, etc. of Sales Representatives of Association
Members

Rules Concerning Qualification Examination for Sales Representatives, etc.

> Relating to Advertising

Rules Concerning Representation of Advertising, etc. and Offer of Premiums
Rules Concerning Handling of Analyst Reports

[Ref.] Guideline Concerning Information Gathering, etc. and Information Transmission Acts by
Analysts of Association Members

» Relating to Protection of Personal Information

Guideline for Protection of Personal Information

Rules Concerning Security of Proper Handling of Personal Information by Association
Members

Rules Concerning Complaint Processing Operations Related to Handling of Personal
Information

© Japan Securities Dealers Association.All Rights Reserved.
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[List of Self Regulatory Rules (3)]

» Relating to Stocks

Rules Concerning Over-The-Counter Securities

Rules Concerning Equity-Based Crowdfunding

Rules Concerning Shareholder Community

Rules Concerning Green Sheet Issues and Phoenix Issues

Rules Concerning Sale and Purchase, etc. of Listed Share Certificates, etc. Conducted
Outside of Financial Instruments Exchange Market

Rules Concerning Transactions Subject to Closing Price and Associated Proprietary
Transactions

Rules Concerning Handling of Cumulative Stock Investments and Mini Investments in
Stocks

Rules Concerning Handling of Borrowing and Lending Transactions for Share Certificates,
etc.

Rules Concerning Underwriting, etc. of Securities

Rules Concerning Distribution to Customers Related to Underwriting, etc. of Public
Offering, etc. of Share Certificates, etc.

Rules Concerning Handling of Allotment of New Shares to Third Parties, etc.
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[List of Self Regulatory Rules (4)]

» Relating to Bonds

Rules Concerning Publication of Over-The-Counter Trading Reference Prices, etc. and Trading Prices of
Bonds

Rules Concerning Publication, etc. of Over-The-Counter Quotation of Corporate Bonds for Retail
Customers

Rules Concerning Solicitation, etc. of Sale and Purchase, etc. of Domestic CPs, etc., and Private
Placement Corporate Bonds

Rules Concerning Handling of Sale and Purchase of Bonds with Options

Rules Concerning Handling of Conditional Sale and Purchase of Bonds, etc.

Rules Concerning Handling of Sale and Purchase of Bonds, etc. with Delayed Settlement

Rules Concerning Handling of Short Selling, and Borrowing and Lending Transactions of Bonds

» Relating to Foreign Products and Transactions

Rules Concerning Foreign Securities Transactions

Rules Concerning Special Provisions of the Rules Concerning Sale and Purchase of Foreign Securities
regarding Overseas Issued Securities Solicited to Small Number of Investors

Rules Concerning Foreign Securities Futures Transactions, etc.

» Relating to Securitized Products

Rules Concerning Distributions, etc. of Securitized Products

»> Relating to Derivatives Transactions

Rules Concerning CFD Transactions
Rules Concerning Binary Option Transactions

> Others

Rules Concerning Maintenance of and Compliance with Ethical Code by Association Members

© Japan Securities Dealers Association.All Rights Reserved.
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[Rules Relating to Investment Solicitation, Customer
Management, Internal Administration, etc. (1)]

» Rules Concerning Solicitation for Investments and Management of

Customers, etc. by Association Members

@ Principle of Suitability (Article 3, Paragraph 2)

An Association Member must endeavor to solicit investments that meet customers’ intentions
and actual situations by fully understanding the customers’ investment experience, purpose of
investment, financial conditions, etc.

@ Suitability of Rational Ground (Article 3, Paragraph 3)

When conducting sale of Securities, etc. that are new for an Association Member, the
Association Member shall fully understand the characteristics and risks of such Securities, etc.

and shall not sell them if the Association Member cannot identify customers who are suitable for
such Securities.

@ Adequate Explanations to Customers (Article 3, Paragraph 4)

An Association Member must endeavor to adequately explain and have the customer understand
the essential matters of sale and purchase or other transactions of securities, etc.

© Japan Securifies Dealers Association.All Rights Reserved. 22

[Rules Relating to Investment Solicitation, Customer
Management, Internal Administration, etc. (1)] (continued)

>

Rules Concerning Solicitation for Investments and Management of
Customers, etc. by Association Members (Continued)

@ Customer’s Card (Article 5)

An Association Member shall maintain a customer card containing the matters prescribed in each
item below for those customers who conduct sale and purchase or other transactions of securities, etc.
(excluding professional investors):

v/ name, address, date of birth, occupation, purpose of investment, asset condition,
investment experience, etc.

@ Solicitation Commencement Standards (Article 5-2)

When soliciting the sale of products set forth below to a customer, the Association Member must
establish the solicitation commencement standards for each sale set forth in each of the following
items, and must not solicit customers who do not meet such standards: sales of complex structured

bonds and investment trusts similar to OTC derivative transactions and sale of leveraged investment
trusts.

@ Sale by Solicitation to Elderly Customers (Article 5-3)

An Association Member must establish internal rules concerning solicitation and sale to elderly
customers and endeavor to conduct solicitation and sales in accordance with those rules.

© Japan Securities Dealers Association.All Rights Reserved. 23
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> Rules Concerning Solicitation for Investments and Management of
Customers, etc. by Association Members (continued 2)

@ Transaction Commencement Standards (Article 6)

If an Association Member conducts transactions, etc. as set forth below, it must establish the
transaction commencement standards for each transaction and conclude a contract of such
transactions, etc. with the customers who meet such standards:

v/ Margin transaction, share option certificates, investment equity subscription right certificates, etc.

@ Collection of Confirmation Document (Article 8)

When an Association Member enters into a contract with a customer for Sales and Purchases or
other transactions in share option certificates, etc. for the first time, it shall collect a confirmation
document regarding such transactions, etc. from the customer in order for the customer to understand
the risks involved in the financial instruments transaction, fees, and other details as well as to confirm
that the transaction is made according to the customer’s own judgment and responsibility.

@ Prevention of Confusion with Deposits, etc. in Registered Financial Institution
(Article 10)

A Special Member must provide the customers with an explanation to prevent the customer from
mistaking the securities for deposits, etc.
€ Maintenance, etc. of Insider Registration Cards (Article 15)

An Association Member must ask any customer to submit a form declaring whether the customer
is classified as an officer, etc. of a listed company, etc. Based on the declaration from the customer,
an insider registration card must be prepared.
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[Rules Relating to Investment Solicitation, Customer
Management, Internal Administration, etc. (2)]

> Rules Concerning Internal Administrators, etc. of Association Members
@ Purpose (Article 1)

Prescribe the qualifications, allocations, duties, etc. of officers and employees who engage in
management of Association Members in compliance with the Financial Instruments and Exchange
Act, etc.

@ Internal Administration Supervisor (Article 3, 4) (responsible for the compliance of
the company as a whole)
A representative director or a registered representative executive officer who takes charge of
internal administration
@ Internal Administration Assistant Supervisor (Article 6)
An officer or a responsible person such as general manager or section chief, etc. of the internal
administration department
@ Sales Manager (Article 10, 11, 12) (leader in charge of compliance at sales office)
A chief of the sales unit (e.g., head office, other sales office and administrative office, etc.)
@ Internal Administrator (Article 13, 14, 15) (employee in charge of compliance at
sales office)

A manager of internal administration for each sales unit (e.g., head office, other sales office and
administrative office, etc.)

© Japan Securities Dealers Association.All Rights Reserved. 25
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[Rules Relating to Investment Solicitation, Customer
Management, Internal Administration, etc. (3)]

» Rules Concerning the Establishment of Trade Compliance
Screening System for the Prevention of Unfair Trading

@ Purpose (Article 1)

Regular Members to establish a trade compliance screening system for the
prevention of unfair trading of listed share certificates, etc.

@ Establish Internal Rules (Article 2)

@ Precise Grasp of Trends and Customer Motives Regarding Trade
(Article 3)

@ Trade Examination (Article 4)

@ Preparation and Retention of Internal Records (Article 5)

Prepare internal records regarding the results of the trade examination, etc. and
retain them for five years.

© Japan Securifies Dealers Association.All Rights Reserved. 26

[Rules Relating to Employees]

> Rules Concerning Employees of Association Members

@ Reference to the Association (Article 5)
Inquiry of past disciplinary action taken by Association at the time of recruitment of employees.
@ Prohibited Acts (Article 7) (such acts as stated below)
v’ Margin transactions or derivative transactions that are conducted by an employee as his/hers
own account (Article 7, Paragraph 3, Item 6)
v Securities transactions conducted jointly with a customer (Article 7, Paragraph 3, Item 8)
v Transactions under a false name (Article 7, Paragraph 3, Item 11)
v Borrowing and lending of money (Article 7, Paragraph 3, Item 16)
v" Breach of confidentiality obtained through occupation (Article 7, Paragraph 3, Item 17)
v' Advertisement not being checked by examiner of advertisement (Article 7, Paragraph 3, Item
19)
@ Notification of Breach of Laws and Rules (Article 9)

Submit to the Association a Report on Incidents when any act in violation of the laws and
regulations and improper acts are found.

@ Treatment of Perpetrators of Inappropriate Acts (Article 12)

Treat a person who has received a disciplinary action equivalent to discharge as a perpetrator of an
inappropriate act. Cancel the qualification of sales representative, etc.
© Japan Securities Dealers Association.All Rights Reserved. 27
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[Rules Relating to Advertising (1)]

»> Rules Concerning Representation of Advertising, etc. and Offer of Premiums
@ Purpose (Article 1)

With respect to representation of advertising and offer of premiums made by an Association Member, ensure
appropriate representation of advertising and offer of premiums by prescribing representations, methods, matters to be
observed, etc., thereby contributing to investor protection.

@ Prohibited Acts (Article 4, Paragraph 1)

An Association Member must not represent advertising, etc. which falls, or is likely to fall, under any of the
following Items:

v' Representation which runs opposite to fair and equitable principles of transactions;

v' Representation which impairs the dignity of the Association Member;

v' Representation which contains elements that violate FIEA or other laws and regulations;

v' Representation which contains elements that may mislead investment decisions of an investor;
v' Representation which contains excessively subjective elements.

@ Prohibited Acts (Article 4, Paragraph 2)

An Association Member must not offer premiums which violate or are likely to violate the Act Against
Unjustifiable Premiums and Misleading Representations or other laws.

@ Internal Examination, etc. of Association Members (Article 5)

An Association Member must have the advertising examined by an internal administrator qualification officer to
ensure hat there is no violation of the prohibited acts.
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[Rules Relating to Advertising (2)]

» Rules Concerning Handling of Analyst Reports

@ Purpose (Article 1)

Ensure that business pertaining to the preparation and distribution or publication of analyst
reports is implemented in an appropriate and fair manner by prescribing matters that an
Association Member must comply with in respect to the handling, etc. of analyst reports, thereby
contributing to the provision of appropriate and valid information to investors and to the
improvement of the quality of analysts.

@ Internal Examination (Article 4)

An Association Member must strive to confirm that the representations and assessments
described in analyst reports are appropriate and reasonable.

When an Association Member intends to publish, etc. analyst reports, it must have the
examining officer examine such analyst reports.

@ Presentation, etc. of Conflicts of Interest (Article 6)

If an Association Member or Analyst who prepares such analyst reports has a material conflict of interest
with the company regarding which such Analyst Reports are to be prepared, it must explicitly present details
regarding such conflicts of interest in the relevant analyst reports.

© Japan Securities Dealers Association.All Rights Reserved. 29
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> Rules Concerning Handling of Analyst Reports (continued)
@ Strict Management of Information (Article 8)

An Association Member must appropriately manage the material information.

@ Ensuring Independence of Opinions of Analysts, etc. (Article 10)

An Association Member must establish an appropriate organizational system and an
appropriate compensation system.

An Association Member must guide and supervise other departments (e.g., underwriting
division, investment banking division, corporation division, sales division, etc.) in order not to
unreasonably interfere with or intervene so that the independence of the opinions of analysts is
impaired.

An Association Member must guide and supervise analysts not to present any content that is
different from its independent opinions in consideration of the interests of specific customers.

© Japan Securities Dealers Association.All Rights Reserved.

» Rules Concerning Handling of Analyst Reports (continued 2)

@ Prohibition of Involvement in Business of the Underwriting Division and the
Investment Banking Division (Article 11)

An Association Member shall pay careful attention to ensure the independence of Analysts from
its respective underwriting division and investment banking division, and such Association Member
must prevent its relevant officers and employees from conducting the activities set forth in each of
the following Items and any activities similar thereto:

v' The activity of analysts being involved in making proposals to companies, etc. concerning the business of
the underwriting division or the investment banking division;

v' The activity of officers and employees engaged in the business of the underwriting division or the
investment banking division involving or making an effort to involve analysts or outside analysts in
making proposals to companies, etc. concerning the business of the relevant divisions;

v' The activity of analysts being involved in briefings, etc. with investors conducted by companies, etc. or
the relevant Association Member (limited to (i) briefings, etc. conducted by companies, etc. concerning
the business or transactions of the underwriting division or the investment banking division and (ii)
briefings, etc. in which the underwriting division or the investment banking division is involved); and

v' The activity of officers and employees engaged in the business of the underwriting division or the
investment banking division involving or making an effort to involve analysts or outside analysts in

briefings, etc. to investors conducted by companies, etc. or the relevant Association Member.

© Japan Securities Dealers Association.All Rights Reserved.
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[Rules Relating to Equities (1)]

» Rules Concerning Over-The-Counter Securities

@ Solicitation of investments and sale and purchase of
unlisted shares

@ An Association Member must not solicit customers for
sales of unlisted shares unless they satisfy a certain criteria.

< Certain criteria >
v’ Green Sheet issues, Phoenix issues
v’ Equity-based crowdfunding
v Shareholders community
v Unlisted shares, etc. issued by listed companies
v Private placement for professional investors

© Japan Securities Dealers Association.All Rights Reserved.

[Rules Relating to Equities (2)]

> Rules Concerning Underwriting, etc. of Securities

@ Regulations concerning underwriting of securities that
Regular Members conduct in Japan

@ Ensure independence of underwriting examination
@ Underwriting examination items

@ Verify use of funds and request issuers to disclose this
information and also request that issuers disclose the
dividend payout and dividend policy

© Japan Securities Dealers Association.All Rights Reserved.
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[Rules Concerning Bonds, Foreign Securities and
Transactions]

» Rules Concerning Publication of Over-The-Counter Trading Reference Prices,
etc. and Trading Price of Bonds

@ Over-The-Counter Transactions
@ Disseminate “Reference Prices for Transactions” (every business day)
@ Publicize “Monthly Trading Volumes,” etc.
@ Ensure fair trading (trading by proper price, display of price information to retail
investors)
> Rules Concerning Foreign Securities Transactions

@ Self Regulatory Rules for sale and purchase and public offerings and secondary offering
of foreign securities

@ Requirements for foreign securities for which investment solicitation of retail customers
is possible

@ Delivery of explicative notes and notice for Foreign Securities

© Japan Securities Dealers Association.All Rights Reserved.

» Inspections and Monitoring of Association Members

@ JSDA conducts inspections regarding compliance with laws and self
regulatory rules in the sales activities of Association Members and the
status of the establishment of their internal administration systems.

@ In addition, JSDA conducts monitoring surveys regarding the business
management of securities companies and their separate administration
of customers’ assets.

© Japan Securities Dealers Association. All Rights Reserved.
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» Disciplinary Action Against Association Members

@ JSDA takes strict disciplinary action against Association Members and
their officers and employees for violations of laws, self regulatory
rules, etc. to prevent their recurrence and as a deterrent.

© Japan Securities Dealers Association. All Rights Reserved.

» Sales Representative Registration Process, Qualification
Examinations, etc.

@ JSDA carries out the registration process for Sales Representatives a
under mandate by the prime minister (FSA).

@ Moreover, pursuant to the self regulatory rules, JSDA implements the
sales representative qualification examination and the training seminar
for renewal of sales representative qualifications.

© Japan Securities Dealers Association. All Rights Reserved.
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» Complaints/Consultation and Mediation of Securities
Transactions, etc.

@ The FIEA requires JSDA to handle customer’s complaints and requests for
consultation regarding Association Members, as well as to provide a
“mediation” service to resolve disputes over securities transactions between
customers and Association Members.

@ These tasks of handling complaints/consultation and mediation are assigned
to, and conducted by the Financial Instruments Mediation Assistance Center
(FINMAC), which is an NPO.

* FINMAC (Financial Instruments Mediation Assistance Center) is an organization that accepts
consultations and complaints regarding trouble related to transactions of financial instruments,
including stocks, investment trusts, and foreign exchange margin trading (FX), and resolves
disputes in a fair and neutral manner. It also operates a mediation system for dispute resolution by
lawyers as the system used when the users are not satisfied with the process of consultations and
complaints.

FINMAC is an organization operated collaboratively by five statutory selfregulatory organizations
such as Japan Securities Dealers Association with certification granted by the Ministry of Justice

and the Financial Services Agency.
38
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(1) Complaints and Consultation
v Consulting staff of FINMAC responds to requests for consultation and to
inquiries from customers in connection with financial instruments or trading
methods.
v’ After receiving the complaints concerning a specific securities transaction or the
related solicitation or procedures, FINMAC acts as an intermediary between the
counterparty Association Member and assists in the resolution of the dispute.

[Complaints Handling Process]
Customers Negotiations

Association Members

(2) Intermediation of complaints

(1) Complaints/Consultation /Instruction of investigation

(3)Submission of materials and others, Reporting
results of investigation

Negotiations mcept

I mediation process

Unsettled Settled Duty to s.ubmit
materials
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(4)Explanation of solution for dispute,
advice and others

Use of Mediation ‘ ’ Lawsuit ‘
System

20



(2) Mediation
v If FINMAC does not succeed in resolving a dispute through discussions
and the customer is not satisfied with the result, it will introduce lawsuits,
arbitrage or mediation as necessary.

v In the Mediation system, a neutral and independent “Mediator (lawyer)” is
appointed by FINMAC to act as an intermediary. The Customer reapplies
for this service to FINMAC, which appoints a Mediator and takes the
necessary procedures to resolve the dispute with the counterparty
Association Member.

© Japan Securities Dealers Association. All Rights Reserved.

» Autonomy

The self-regulation governs themselves according to rules formulated by themselves, and for this
reason, it leads to the healthy compliance based on the autonomous spirit. In addition, Association
Members can gain a deep understanding of the intention and purpose of the rules through participating

in the formulation process.
> Expertise

In order to properly regulate professional and technical financial transactions, there is a limit to what
we can do with laws and regulations only, and it will be effective for those who are familiar with the
current state of the market and business practice to utilize their expertise and formulate discipline on

their own.
» Mobility and Flexibility

The self-regulation, as it has more mobility and flexibility, is suitable for coping with changes of

rules and their interpretation in a timely manner in response to the ever-changing market circumstances.
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> Best Practice

The public regulation is the minimum necessary standard for protecting users, etc. On the other hand, self regulatory
organizations may set flexible and multilayered best practices leading to maintenance and improvement of high-level

ethics as specialized business operators by establishing principles together with specific rules.
» Formulation of Norms Fully Reflecting the Purpose of Laws and Regulations
(Bridging Laws and Business Practices)
If self regulatory organizations can provide guidance on the specific application of rules and principles embodying the
purpose and spirit of laws and ordinances, the regulations under laws and ordinances will be able to focus on the aspect

of presenting basic principles, and the formation of norms reflecting the purpose of laws and ordinances becomes more

substantial.
» Reduction of Social Costs

Since under self-regulation the Association Members themselves are responsible for regulatory costs, they can make
effective rules in light of regulatory objectives while becoming sensitive to costs. This leads to the reduction of the social
cost for users and the market as a whole compared with the case under laws and ordinances

—From the interim discussion points of the deliberation on how self-regulation rules should be (2010.6.29)—
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Thank you for your attention!
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Lecture for JICA Project for Mongolia

Japan Securities Dealers Association Rules for IPOs
May 22, 2017

Tetsuya lwase

Assistant Manager

Equity Market Div., Self-regulation HQ
Japan Securities Dealers Association
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Reference 1: Japan Securities Dealers Association, "Rules Concerning

Underwriting, Etc. of Securities” (Underwriting Rules)

Reference 2: Japan Securities Dealers Association, "Detailed Rules
Relating to the Rules Concerning Underwriting, Etc. of

Securities" (Detailed Underwriting Rules)

Reference 3: Japan Securities Dealers Association, "Rules Concerning
Distribution to Customers Related to Underwriting, Etc. of
Public Offering, Etc. of Share Certificates, Etc." (Distribution
Rules)
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1. Underwriting rules

© Japan Securities Dealers Association.All Rights Reserved. 2

» The rules for initial public offerings of shares (IPOs) are mainly
established by a stock exchanges.
® Listing requirements
® Listing review

» The JSDA has established rules concerning the underwriting of
shares by brokerages and the associated distribution of such
shares.

® Initial public offerings (IPOs) are governed by these rules.

® Inits rules, JSDA prescribes the basic principles that should
be observed. The specifics of how each company ensures
that underwriting and distribution are handled appropriately in
actual practice are established in each company's own
internal rules and manuals, which they enforce themselves.
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»  Appropriate underwriting decisions (Underwriting Rules Article 3)
® Ensure necessary and sufficient period of time for the underwriting
review
® Based on the substance of the underwriting review
® Underwriting decision must be made based on the overall judgment
and responsibility
» Rigorous underwriting review (Underwriting Rules Article 12)
® The underwriting review department carries out a rigorous
underwriting review of the underwriting review categories listed in
Article 16 of the Underwriting Rules (for an IPO)
® The materials necessary for the underwriting review are received
from the issuer
® Exchange of questions and answers with the issuer, both in person
and in writing
® Sound out the auditor
Receive comfort letter from the auditor
® Utilize securities analyst research findings

cf. "Cabinet Office Ordinance on the Financial Instruments Business",
Article 123-1-4

© Japan Securities Dealers Association.All Rights Reserved.

»  Develop underwriting review framework (1)
® Ensuring the independence of the underwriting review (Underwriting
Rules Article 5)
v' Establish an underwriting review department
v' Officers and personnel responsible for the underwriting review
may not be involved in underwriting
(with certain exceptions)
® Establishinternal rules for underwriting reviews (Underwriting Rules
Article 6-1)
v" Underwriting review categories
v" Information necessary for an appropriate review
v" Information necessary to form an opinion while ensuring the
independence of the underwriting review
® Establishinternal manual for underwriting review (Underwriting
Rules Article 6-2)
v Underwriting review procedures
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» Develop underwriting review framework (2)

Create underwriting review records and retain for 5 years

(Underwriting Rules Article 7)

v' Materials and information collected in the underwriting review

v" Records of the analysis and evaluation of these materials and
information

v' Materials and information that served as the basis of the
underwriting decision

v" Records of the process of forming the underwriting decision

Regular internal inspections/audits of underwriting (Underwriting

Rules Article 8)

v' Are the internal rules being observed?

v Is the internal manual being properly followed?

© Japan Securities Dealers Association.All Rights Reserved.

» ltems for underwriting review (for equity IPOs)
(Underwriting Rules Article 16-1(1) and Detailed Underwriting
Rules Article 9-1))

Eligibility for public offering

Soundness and independence of corporate management
Business continuity regime

Corporate governance and internal control regime
Financial condition and business performance

Business performance outlook

Intended use of proceeds

Proper disclosure of company information

% The above represent the minimum as far as the items for
underwriting review specified by the rules. It may be necessary to
review other items as needed.
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»  After launch, and up to the payment date (Underwriting Rules Article 4)
® Strive to get accurate information about how the issuer is doing.
® Sound out the issuer as necessary
» Immediately following IPO (Underwriting Rules Article 15)
® \When the issuer discloses material facts immediately after the IPO
v" Check whether the circumstances arose before the IPO
v" Check whether the issuer was misleading in the information
provided during the underwriting review
v' Verify whether the disclosures at the time of the IPO were
appropriate
v' Ifitis determined that there is a substantial disparity between
what was disclosed at the time of the IPO and the issuers
business situation at the time of the underwriting review, offer
the issuer the opportunity to fully explain the reasons for this to
the investors

© Japan Securities Dealers Association.All Rights Reserved.

» Ask the issuer to disclose the following information in press
releases at the time of the launch and/or in the securities
registration statement (Underwriting Rules Article 20-1, Article 23)
® Intended use of proceeds
® Impact on the issuer's future earnings attributable to the

funds raised

* Because the issuer is not a member of the JSDA, the rules of
the JSDA do not apply to the issuer.
Therefore, these rules take a form in which the brokerages,
which are members of the JSDA, are obligated to request
disclosure by the issuer.
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» Tokyo Stock Exchange, "Enforcement Rules for Securities Listing Regulations"

(Procedure for public offering before listing)

Rule 233. In cases where an initial listing applicant conducts a public offering before listing, the initial listing
applicant and the lead underwriter shall follow either of the procedures listed below.

(1) Book-building

(2) Public offering through competitive bidding

(Determination of offering price)

Rule 234. After comprehensively considering factors including the possible danger arising from a fluctuation in share
prices in the time up to the listing day and the expected demand for the securities, the initial listing applicant and
the lead underwriter shall determine the offering price based on the circumstances that apply in accordance with
the method used for the offering, as shown below.

(1) When book-building is used:

The state of investor demand, as gauged through the book-building

(2) When there is a public offering through competitive bidding:

The weighted average winning bid price in the public offering through competitive bidding (referring to a price
obtained by calculating the weighted average by the method in which the aggregate of the amounts obtained by
multiplyingthe winning prices by the winning numbers of shares is divided by the total number of shares
associated with the winning bids), and other results of the competitive bidding process.

2 (Omitted)
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(S IERE TR [ Set estimated offering price ]

Listing
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investors who excel in price discovery

= Set price more in line with the market trend
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» Set proper offering terms by respecting prevailing market

conditions. Must not underwrite on terms that are seriously

inappropriate with respect to quantity, price, or some other

element (Underwriting Rules Article 24).

cf. "Cabinet Office Ordinance on the Financial Instruments
Business", Article 123-1-3

When setting the offering price through book-building, it is done

in consultation with the issuer, based on the investor demand

gauged through book-building and taking into general

consideration the risk of market fluctuations in the time period

leading up to the payment date (Underwriting Rules Article 25).

© Japan Securities Dealers Association.All Rights Reserved.

When setting the offering price at the time of the IPO, after the suitability
of the price is verified by a department or committee that has no close
business relationship with the issuer or investors, the records of this
verification must be retained for five years (Underwriting Rules Article
26).

A brokerage that underwrites IPOs must establish internal rules
specifying what is necessary in order to set preliminary terms and prices
and to properly conduct book-building. It must also prepare an internal
manual that specifies the procedures for this (Underwriting Rules Article
27).

An underwriter must conduct regular inspections/audits to assess the
state of compliance with its internal rules and to see if the internal
manual is being properly followed (Underwriting Rules Article 28).

© Japan Securities Dealers Association.All Rights Reserved.
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When setting the preliminary terms of an IPO through book-building, it is done in

consultation with the issuer, taking into general consideration the following

matters (Detailed Underwriting Rules Article 14-1(1)).

® The nature of the issuer's business, its financial condition, and its business
results

® The opinions of persons who have professional expertise and experience in
investing

® Other materials and opinions that can serve as a reference when
determining the preliminary terms

Formulate a basic policy for gauging demand. Book-building is carried out based

on this basic policy (Detailed Underwriting Rules Article 14-1(2)).

Book-building may not include submissions that are clearly expected to

correspond with those listed below (Detailed Underwriting Rules Article 14-1(2)).

®  Submissions that are not based on actual investor demand

® Overly large submissions aimed at securing an allotment

®  Multiple submissions based on the demand from a single investor

Book-building records are retained for six months (Detailed Underwriting Rules

Article 14-1(3)).

© Japan Securities Dealers Association.All Rights Reserved. 14

2. Distribution rules

© Japan Securities Dealers Association.All Rights Reserved. 15



» Basic principles for the distribution of shares by

>

>

a brokerage (Distribution Rules Article 2-1)
® Fairness

® Must not be tilted towards certain investors without
good reason

© Japan Securities Dealers Association.All Rights Reserved.

Oyabike (the practice of selling shares to parties designated by the issuer) is
prohibited, in principle (Distribution Rules Article 2-2).
At the time of the IPO, the recipients of at least 10% of the volume of shares
that is to be distributed to individual customers is determined by lottery
(Distribution Rules Atrticle 3).
At the time of the IPO, if the distribution to individual customers is decided by
a means other than by lottery, the following points must be considered
(Distribution Rules Article 4).
® There must not be an excessive distribution for a certain investor and
the distribution must not be unfair
® The difference between the distribution using this means and the
average per customer quantity using the lottery method must not be
significant
® Distributions must not be made repeatedly to the same customer

© Japan Securities Dealers Association.All Rights Reserved.



» Providing information about the distribution recipients to the issuer
(Distribution Rules Articles 5 to 8).
® Names and distribution quantities for certain institutional investors that
became recipients
® Does not include information about individual investors.
® Information provided after distribution is completed
® Attach a commitmentin writing that the issuer will not leak the
information that it receives.
» Information about the status of the distribution is reported to JSDA, and
JSDA releases it (Distribution Rules Article 13).
® On a quarterly basis, distribution situation in terms of recipient
characteristics and distribution quantities
—http://lwww.jsda.or.jp/shiryo/toukei/kabu-haibun/index.html
® Ona monthly basis, distributions to individual customers by IPO issue
(including quantities for distributions by lottery and distributions by other
means)
—http://lwww.jsda.or.jp/shiryo/toukei/shinkikoukai/index.html

© Japan Securities Dealers Association.All Rights Reserved.

» Formulate basic policy and make it known to investors (Distribution
Rules Article 9).
® How lotteries are conducted
® Measures to prevent excessive distributions to certain investors
and unfair distributions
® Relationship between book-building and distribution
® Other policy matters
» Draw up internal rules (Distribution Rules Article 10).
® The aforementioned basic policy
Customers who are prohibited from receiving distributions
Legal and regulatory compliance
Distribution of "hot issues"
Distributions when the environment deteriorates
Other matters

© Japan Securities Dealers Association.All Rights Reserved.
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» The chief internal control officer (person in charge of compliance) is
responsible for carrying out regular internal inspections to see if
distributions are properly conducted in accordance with the internal
rules (Distribution Rules Article 11).

» The following records are retained for 5 years (Distribution Rules
Article 12).

® Distribution records

® | ottery records

® Records of the findings of aforementioned inspections

— Purpose is to ensure that audits/inspections by outside parties
are carried out properly

— The brokerage must respond to requests for these records and
submit to audits as requested by the JSDA

© Japan Securities Dealers Association.All Rights Reserved.
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Project for Capacity Building of Capital Market in Mongolia

Outline of the Regulations
on Securities Companies in Japan

Kaoru MURAKAMI

Deputy Director, Coordination Division
Securities and Exchange Surveillance Commission

2. Current securities company regulations
Securities company regulatory structure

——— (1) Soundness ~——r—— Minimum capital

- Capital adequacy ratio

— (2) Business activity ——r— Segregation of client assets
—— Segregation of proprietary and client orders

— Sales representative registration

= Principle of suitability

—— (3) Accounts == Record-keeping

= Reporting
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(1) Soundness (i) Minimum capital

To ensure that a company has a sound asset base from which to do business, it is required to
maintain a fixed capital base sufficient to underpin the maintenance of a stable ongoing
financial instruments business (Financial Instruments and Exchange Act: Article 29-4)

e The Securities and Exchange Act of April 1948 introduced a system of registration for the securities
industry but its eligibility requirements were lax and, in the absence of a minimum capital provision of
any sort, most securities companies remained small and in many cases behind the times in terms both
of their organization and their content.

¢ In August 1950, the Securities and Exchange Act was revised in an effort to limit the proliferation of
excessively small securities companies, to stabilize their management, and to protect investors by
introducing a minimum capital requirement.

Minimum capital requirement by business type

Business type Capital amount
Securities company JPY50m (MNT1,100m)
Lead manager in underwriting JPY3,000m (MNT 66,000m )
Underwriting not as a lead manager JPY500m (MNT 11,000m )

(1) Soundness (ii) Required capital adequacy ratio

Orthodox rules
Minimum capital

Securities companies’
1980s business opportunities Up ’

Equity and bond Securities companies’
markets grew rapidly, exposure to proprietary ’
and new instruments trading p
such as futures and
options trading

emerged

Overall corporate risk management
of growing importance

— Equity capital regulation, based on the measures outlined below, is designed to ensure that even if, as a

1990 securities company’s market, trading, and basic risks begin to surface, its earnings dip and asset values start
Required to fall, its finances will nevertheless remain secure and its clients’ interests will be protected.
capital v’ Capture a securities company’s risks in relative terms and manage them accordingly.
adequacy ratio v’ Capture a company’s risks by assigning each of its positions a risk weighting.
introduced v Also regulate a company’s off-balance sheet risk (underwriting contracts, guarantees, etc).
v’ Consider securities company’s hedging activities to minimize risk.
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(1) Soundness (ii) Capital adequacy ratio

Amount of non-fixed equity capital
Capital adequacy ratio (%) = x 100
Risk equivalent amount

Basic items (a) + Supplementary items (b) — Deductible Assets (c)

_ x 100
Value of market risk equivalent (d) + Value of counterparty risk equivalent (e) + Value of basic risk equivalent (f)

Balance sheet

(a) Capital, capital surplus, retained earnings, valuation difference (if negative),
treasury stock

Liabilities
b)  Allowances, subordinated debt, valuation difference (if positive) X
. . ) N Non-fixed assets
c) Fixed assets (differs from fixed assets in accounts) Subordinated debt,
d) Estimated risk value of changes in the prices of owned marketable securities, allowances etc (b)

etc
(e) Estimated risk value of counterparties’ non-performance of contracts, etc
(f)  Estimated risk value of day-to-day business performance errors

Equity capital (a)

Fixed assets (c)

\::> Below 140% Below 120% Below 100%

Financial Services Agency may,

Securities company to report for example, issue Financial Services Agency may

situation to the Financial improvement orders to secure order a company to terminate

Services Agency such improvements as it deems its business operations
necessary

(2) Business activity (i) Segregation of client assets

A securities company must manage assets from its clients separately from its own
property. (Financial Instruments and Exchange Act: Article 43-2)

» This serves to protect client assets in the hands of a securities company in
the unlikely event that a problem such as bankruptcy precludes a
continuation of its business operations.

Trust bank Securities company Auditor

Segregated client it at fixed intervals |
money (cash)

Investor Protection

Japan Securities separately
Depository Center Fund
.. " . Individual clients indemnified against a
Marketable securities 1 pifeuils e i maximum loss of JPY10m (MNT 220m)

possibility that a securities
company may misappropriate
a client’s assets

(shares, bonds, investment each

trusts, etc)
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(2) Business activity (ii) Segregation of proprietary
and client orders

On placing an order, a securities company must make it clear to the stock exchange
whether it is acting on the instructions of a client or on the basis of its own
calculations. (Cabinet Office Ordinance 158 concerning financial instruments
business, etc)

This is designed to prevent the ex post facto transference by a securities
company of a profit or loss resulting from its own calculations to a client.

trading
Order

Securities Stock
company exchange

(2) Business activity (iii) Sales representative registration

@ To protect investors, securities company staff (sales representatives) that canvass clients to
consider trading financial instruments must not only observe the relevant legal provisions but must
also have a specialist understanding of such instruments.

@ To evaluate the suitability of potential sales representatives, the Japan Securities Dealers
Association (JSDA; a self-regulatory body) has established a qualifying examination system on the
basis of which successful candidates are registered as sales representatives.

@ The JSDA, which provides said registration service, was initially called on to do so by the Financial
Services Agency.
@ The sales representative registration system specifies disqualification criteria such that

representatives found, for example, to have committed a crime may have their registration
annulled. (Financial Instruments and Exchange Act: Article 64)

Securities company
Financial ﬁ
e - 3Ry )

Request Examination and 0o ala Financial instruments
registration of qualified canvassed

sales representatives



(2) Business activity (iv) Principle of Suitability

A securities company shall not conduct solicitation with regard to an Act of Financial
Instruments Transaction in a manner that is found to be inappropriate in light of the
customer’s knowledge, experience, the status of property or the purpose of concluding a
Contract for Financial Instruments Transaction. (Financial Instruments and Exchange Act:

Article 40)

Itis essential for the protection of investors that business transactions
should always take full account both of a client’s intentions and of their
circumstances.

I'm looking to invest

[ ) safely with minimal
High risk-high return —@—’ r? risk

financial instruments

75 years of age

To ensure that securities companies are fully acquainted with their clients,
JSDA’s self-regulatory regime requires companies to prepare and keep an
individual “client card” for each client.

(3) Accounts (i) Record-keeping

A securities company shall prepare and preserve the books and documents on its

business.
(Financial Instruments and Exchange Act: Article 46-2)

» Securities companies help to protect their clients by preparing accurate
records of their business operations and assets and in so doing attesting to
the suitability of said operations and the soundness of their assets.

Examples of the sorts of records that must be prepared and stored

General ledger Client accounts ledger
Daily trial balance Trading instrument accounts ledger
Cash book Order slips
Individual administrative inspection result Documents returned to clients
records

2018/1/17
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(3) Accounts (ii) Reporting

A securities company shall prepare a business report for each business year and submit
it to the prime minister. It shall also report the status of its business or property to the
prime minister. (Financial Instruments and Exchange Act: Article 46-3)

This is designed to enable the supervisory authorities to monitor a securities company’s
business and to gain periodic access to materials enabling them to attend to matters such
as instructing a company to improve the management of its business.

Business report content

Business status Accounts status
Executives and employees Balance sheet
Shareholders Profit and loss account
Required capital adequacy ratio Statement of changes in shareholders’
Segregated management and division equity, etc
management Supplementary itemized statements

Complaint procedures and conflict resolution etc...




A Summary of JGB Debt Management
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Financial Bureau
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1. History of JGBs




Outstanding amount of JGBs

(trillion yen)
1,000
OFILP Bonds 9415 9597
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(Note1) Figures may not sum up to total because of rounding.
(Note2) Up to FY2015: Actual figures, FY2016-FY2017: Estimates
(Note3) Special Deficit-Financing Bonds include Refunding Bonds which were issued resulting from the takeover of debts transferred.

General Government Gross Debt to GDP
(International Comparison)
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(Source) IMF “World Economic Outlook Database” (October 2016)
(Note) FY2017draft budget data is not reflected.




Trends in Tax Revenue, Total Expenditure,
and Government Bond Issues

(Notet) FY1975 - FY2015: Setlement, FY2016: Including supplementary budget, FY2017: Draft budget

(Note2) Following various bonds are excluded: Ad-hoc Special Deficit-Financing Bonds issued in FY1990 as a source of funds to support peace and reconstruction activites in the Persian Gulf Region,
Tax red lated Special Deficit-Financi issued in FY1994 - FY1996 to make up for decline in tax revenue due to a sereis of income tax cuts preceding consumption tax hike
from 3% to 5%, Reconstruction Bonds issued in FY2011 as a source of funds to implement measures for the Reconstruction from the Great East Japan Earthquake, Pension-related Special
Deficit-Financing Bonds issuedin FY2012 and FY2013 as a source of funds to achieve the targeted national contribution to one-half of basic pension.

(Note3) General Account Primary Balance is calculated by subtracting Primary Expenditure from the sum of Tax Revenue and Other Revenue: It is different from the Central Government
Primary Balance on SNA basis.

Historical Changes in JGB Issuance

(trillion yen)

OFILP Bonds
ORefunding Bonds
DReconstruction Bonds 1762 1775 1720
OSpecial Bonds for covering Public Pension Funding
OConstruction Bonds, Special Deficit-Financing Bonds 1540
151.8 1515 )
150
100
50
0.4
5.7
0 53
1975 1985 1998 2009 2010 2011 2012 2013 2014 2015 2016 2016 2017 FY)
(nitia) (Initial)
(Note1) Up to FY2015: Actual figures (3rd Suppl "
(Note2) Figures may not sum up to total because of rounding. rd supplementary

budget)




Development of JGB market 1966-1983

Mass issuing of JGBs amid slower growth

Strengthening of the

cy Methods of Issuance Diversification of Investor Base
Secondary Market
- Start of issuance of bonds
+Launch of Underwriting
1966 |Syndicate
+Launch of underwriting by Trust
Funds Bureau
Start of the issuance of Special
1975 |Deficit-Financing Bonds
Launch of sales of JGBs by
1977 financial institutions
1978 Launch of Public offering auction
Introduction of book-entry  |Launch of sales of Medium-Term
1980 transfer system(shift to JGB Funds
system)
1983 Launch of handling of offering of

JGBs by financial institutions

Development of JGB market 1984-1996

Mass redemption and financial liberalization

cY Methods of Issuance Strengthenmg;{(:e secondary Diversification of Investor Base
1984 !_au_nch_ of dealing of JGBs by financial
777777777 institutions
- Start of issuance of T-Bills
- Start of front-loaded issuance of
1985 Refunding Bonds
-Launch of transactions of JGB futures
(10-year)
1088|(Gradual increase in the ratio ||-3unch of transactions of Super Long-
o ! i X Term JGB futures (20-year)
of issuance by pUb"C auctions |[- aunch of bond option transactions
198 +Launch of Bond-lending Transaction
""" Tax exemption of profit from
1992 redemption of TB and FB
owned by foreign corporations
1995 Full liberalisation of dealing of JGBs by
financial institutions
+Cash-secured Bond-Lending
Transactions(Japanese Repos)
1996 +Launch of transactions of 5-year JGB
futures




Development of JGB market after 1996

Enhanced dialogue with the market to manage lar
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e debt outstanding

CY

Methods of Issuance

Strengthening of the secondary market

Diversification of

Investor Base

1999

Start of prior announcement of auction
schedule and amount of issuance

from JGBs owned by

Tax exemption of interest income

non-residents

2000

Establishment of JGB Market Meeting

* Introduction of the immediate
reopening rule

2001 +Introduction of the new Gensaki (repo)

transaction

- Start of the Buy-Back auctions Introduction of JGBs for Retail
2003 +Introduction new book-entry transfer  |Investors

system(shift to full paperless system)

2004

+Introduction of JGB Market Special
Participants(Praimary Dealer) Scheme
-Establishement of Advisory Council on
Government Debt Management

Start of issuance of 10-Year Inflation-
Index Bonds

2005

Start of overseas IRs

2006

Termination of issuance of JGBs by
Underwriting Syndicate

Start of Auction for Enhanced-Liquidity
(tap auctions)

2007

Launch of “New Over-
sales system”

-The-Counter

2008

Shorting of settlement interval (to T+3)

2012

Shorting of settlement interval (to T+2)

Changes in Underwriting by Syndicate at Fixed Share
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@ syndicate underwriting

Private Sectors excl. Syndicate underwriting and Public offering auction

BOJ

O Over-the-counter Sales at Post Offices

0 Public offering auction

@ The Trust Fund Bureau

B The Financial Liberalization Policy Fund
O Others
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JGB in total trading volume

(Unit: tri
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Interest Payments and Interest Rate
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I =Trading volume of yen bonds (left scale)
illon yen)
C—Trading volume of JGB (left scale)
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(FY)
(Note) Discount Bonds, T-Bills(TBs & FBs up untill Jan. 09) are included.
(Source) Japan Securities Dealers Association
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FY2017 budget !
(bill. yen)
National Primary
Expenses
73,9262
A 75.9%

Social Security
324735
£ 33.3%|
General Account ‘
Total Expenditures
hers | g7 a7 |
7% /

(trillion yen) (%)
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(Note 1) Assumptionof the interest rate (10Y bonds) of Interest payments’ calculation; FY2016 and FY2017:1.1%
(Note2) Figures of Interest payments are rounded.
(Source) Ministry of Finance
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Mechanism of Redemption

Debt Service

DS Jap,
AQ’O“ 44’&
National Expenditures
FY2017)

23,5285
60-Year Redemption Rule 24.1%
Payments
9,160.4
«
9.4%
Total
o 97,454.7
edemption
143680 (1000%)
) 14.7%
o onstruction Bonds, Refunding Bonds
pecial Deficit-Financing
Bonds [Financing the Special Account to Appropriate for Redeeming]
Redemption
s 600 Amount of Issuance
5 cash { [ of Refunding Bonds
Sa redemption 500 of every 10 years
% || constution o FY2017
§ al° :}a_?l 400 Issuance
3 £ vecil (trillion yen)
o 2| Frencis 300 Other Bonds
§ S| Benes Refunding 300 | 47.9
33z jonds | 200 31 ‘i"/
50 200 (31.1%)
2 100
2 600
after 10 years _after 20 years _after 30 years _after 40 years after 50 years after 60 years
[oustanane] 600 500 400 300 200 100 0 ]
Refynding Bonds
. after 2~11years after 12~21years after 22~31years after 32~4Iyears after 42~51years after 52~61years 106 1
Eixedrate transfer 600x16%  500x16%  400X16%  300X16%  200x16%  100x16% 68.9%
L x10=96 x 10=80 x10=64 x10=48 x10=32 X10=16 gy (68.9%)
Principal 236
Transfer of the surplus in the General Account
) Paid by the General Account
12
WOS  Jap,
. . /\‘za" 4%\“
FY2017 Budget: Expenditure and Revenue ¢ *
- s )
z <
i m
w 2
2 3
2 S
) &
National m%'d;, guﬂo‘by
r
Primary
Expenses Tax and
73,926.2 Stamp
75.9% ) TEErD Revenues
gp:c_lal Tax 57,712.0
eficit— 17,948.0 59.2%
— . 18.4%
\%ocial Security Bond:
y . 32,473.5 28,272.8 -
/ General Account \(+34393%7) 29.0% General Account Corporation
[ Total Expenditures | Total Revenues 12 359)(1 0
Others | 97,4547 | 97,454.7 12.7%
s (100.0%) [ (100.0%)
tional -
se]f;ns] I Local Allocation’ Consumption
% ; . .ocal locatior |
5 \F;VUbtc“ Tax Grants, etc. Other , Others | 171?3)(8 0
. ol 15,567.1 Revenues 102350 17.6%
Educatior(- 5.976.3| 16.0% 53729 105% | -
and Science  6:1% 5.5% .
5,356.7
5.5%
Food Supply 1,017.4 (1.0%)
Energy 963.5(1.0%) .
Economic Assistance 511.0 (0.5%) General Expenditure* : 58,359.1(59.9%)
Former Military Personnel (*Primary Expenses —Local Allocation Tax (Unit : billion yen)
Pensions 294.7 (0.3%) Grants, etc.)
181.0 (0.2%)
Promotion of SMEs 6,109.8 (6.3%)
Miscellaneous 350.0 (0.4%)
ontingency Reserves
(Note1) Figures may not add up to the totals due to rounding. 13

(Note2) Social security related expenditures account for 55.6% of the general expenditure.
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2. Government Bond Issuance
- Current Status
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Government bonds
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OJGBs by Legal Grounds of Issuance

Construction bonds
Special Deficit-financing bonds
Refunding bonds

Fiscal Investment and Loan Program bonds (FILP bonds)

(Note) Straight government bonds include reconstruction bonds (issued FY2011 through FY2015) and special bonds for covering public pension
funding (issued FY2012 through FY2013) in addition to the above.

Japanese Government General bonds
Bonds (JGB)

OTypes of JGBs

. Short-term Medium-term Long-term
Maturity

One year Two years, or five years

Ten years
Type of issue Discount bonds Coupon-bearing bonds

aturty Super long-term JGBs for Retal Investors Inflation-Indexed Bonds Floating-rate bonds

15 years*

20years 30years 40years  3-year fix, 5-year fix, floating 10-year 10 years
Coupon-bearing bonds

Type of issue

(Note 1) A discount government bond is a kind of government bond that is issued at an amount below face value, no interest shall be paid, and
redeemed at face value when matured.

And interest-bearing government bond is a kind of government bond whose interest shall be paid every six-months until maturity, and the principal is
refunded when matured.

(Note 2) Issuance of Floating-Rate Bonds has been suspended since May 2008.

15




Supplying a variety of products
according to market demand

unttrlon)
Debt

Before 1997 1998 1999 2000 2001 2002 2003 2004 2005 2008 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 (FY) Issuance
| | | | | | | | | | | | | | | | | | | | | Plan | Oustancing
s s O S B A B R B B | P
Nov. 2007- -m 30 148
Sep. 19997—m 30-year 96 864
Syndicate underwriting _abolished for 1986 and 1987 only.
0ct.1986- om 20-year 1200 2075
Jun.2000- -—E—r] - May 2008 15-year _ 273
Floating-rate
Syndicate underwriting abolished on Mar.2006.
Jan 1966- 10-year 276| 3037
After Jan.1972, redemption period extended to 10 years.
Mar.2004- @] A3 2008 0ct2013- | 16 73
Feb2000- —E 5-year 264 1611
1979 «JpF 2-year 24| 615
Apr1999- TBs(1-year) 238 252 |oten)
191 2006- Auctions for )
Enhanced-liquidity 108 o)
Mar.2003- —qggﬂl 11
Jan2006- ~—{5 (A=} 20 2
Jul2010- 3-year JGB "
Syndicate method ~—> for Retail Investors
A 10-year JGB
Publicauction method =—> = New OTC Sales
sl
0ct.2007- — o1 (Note2)
an .
2

Overview of Primary JGB Market

(FY2017)

Breakdown by
Legal Grounds
General Bonds

142.0 trillion yen

Budéet |]:> ( Newly Issued Bonds )

34.4 trillion yen

Construction Bonds  6.1tril.

e

-

\

[

Special Deficit-
28.3tril.

financing Bonds

[ Refunding Bonds><]

SE—

Total
Issuance
154.0
trillion yen

106.1 trillion yen
Reconstruction
Bonds
1.5 trillion yen |

FILP Bonds

12.0 trillion yen J

(Source) Ministry of Finance

___
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Breakdown by
Issuance Type

Coupon-bearing
Bonds

127.2 trillion yen

|

40Y Bond  3.0tril
30Y Bond 9.6tril.
20Y Bond 12.0tril.
10Y Bond 27.6tril.|
5Y Bond 26.4tril
2Y Bond 26.4tril
For Retail
Investors ~ 3.0tril.
etc,

N

26.8 trillion yen

X Refunding Bonds are issued so that redemption is completed in
60 years with regard to Construction Bonds and Special Deficit-
financing Bonds.

17



JGB Yield Curve
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MOF organization

Minister of Finance
Mr. Taro Aso

Deputy Prime Minister ’

Mr. Taro Aso
State Minister of Finance
Mr. Taku Ootsuka
State Minister of Finance
Mr. Minoru Kihara

Parliamentary Vice-Minister of Finance
Mr. Toru Miki

Parliamentary Vice-Minister of Finance
Mr. Hisatake Sugi

Ministry of Finance

= Minister’s Secretariat

ml Budget Bureau

B Tax Bureau

— Customs and Tariff Bureau

Director-General of the Financial Bureau
Mr. Nobuhisa Sagawa

] = Financial Bureau

I of the Fi ial
Bureau
Mr. Kenta Ichikawa

( Deputy Direct:

’ = International Bureau

National Tax Agency

__ Debt Management Policy Division

ﬁ Market Finance Division

[Basic Objectives]

(36 people)

~Planning of debt management policies
*Research and planning of management
system for government bonds

+Investor Relations

+Management of GDCF

+Budgetand settlement of Special Account
for GDCF

3% GDCF is Government Debt Consolidation
Fund.

Director of the Debt Management
Policy Division
Mr. Keiji Shibata

Director for Debt Management
and JGB IR
Ms. Eiko Kimata

(32 people)

+Issue (including auction), redemption and
interest payment of JGBs, Financing Bills
and Borrowings

* Government guarantee operation

+ Conducting interest rate swap transactions
+ Dialogue with primary dealers and
investors

Director of the Market Finance
Division
Mr. Takahiro Tsuji

[Guiding Principles]

Predictability

Develop and announce
the JGB Issuance Plan
every year taking
opinions and views by
market participants into
account

20
Basic Objectives and Guiding Principles
Ensure Stable and Smooth Issuance
of Japanese Government Bonds
Minimize Medium- to Long- Term Financing Costs
Y,
Transparency Flexibility
Release the data through Review and revise the
News_Letter and the MOF plan flexibly in response
Website to changes in the market
Release records of circumstances
market related councils
21

(Source) Ministry of Finance
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JGB Issuance Plan 2017

<Breakdown by Legal Grounds> (Unit bilion yen)  <Breakdown by Financing Methods > (Unit: bilion yen)
FY2016
FY2016 FY2017 FY2016 FY2016 FY2017
ritial acsplamery (itiaD) (ritia | (3rd Supplementary Budget) (ritiah
@ ®) ©-@ © ©-@[©-0 @ ® ©)-@ © ©-@ [©-b)
|JGB Market Issuance
bonds. 344320 | 390346 | 46020| 343608 | 62| -assas | | S8 Merke o 1470000 | 147,000 -| 1412000 -ss00| -ss000
c Bonds 6,050.0 89014 | 28514 6,097.0 470| 28044 ;‘:z;:;‘cu" Competitive 56200 8,699.4 30704 74620 | 18420| -12374
Sreoial Deficit 283820 | 301332 | 17mi2| 282728 | -w0s2| -igoa | | [Adustment between fiscal 4172 2,9005 aan7| 6987 | -2s1s| -aseer
Fiancing Bonds vears
Bonds 21564 19037 | 27| 15145 | -etrs| sssp | [SubtotwlFinancedinthe | g, 5050 | 1585000 62970 147,963.3 | -42395 | ~106365
FILP Bonds 16,5000 | 19,6000 | 31000| 12,0000 | -45000| -76000 Nonmarketable JGBS for| 1,900.0 3150.0 12500 29500 | 10500 2000
Retail Investors.
Refynding Bonds 109,114.4 | 109,261.6 14711 1060790 | 30354 | 31825 OTC Sales for 100.0 50.0 500 500 500 -
Households

For matured

" 832 — -832 19118 18286 | 19118 Subtotal for Households 2,000.0 3,200.0 12000 3,000.0 10000 -2000
Reconstruction Bonds

Total 162,202.8 169,799.9 75970| 153,963.3 | -8.2395 | -158365 BOJ Rollover 8,000.0 8,000.0 - 3,000.0 | -50000| -50000

Total 162,202.8 169,799.9 75970\ 153,963.3 | -82395|-158365

+ The capacity for the buy-back operations is up to approximately 1 trillion yenin FY2017. Details of the buy-back operations will be determined by taking market conditions
into consideration, based on a discussionwith market participants.

+ The maximum amount of front-loading issuance of Refunding Bonds in FY2017 is 56 trillion yen.

(Note1) Figures may not sum up to total because of rounding.

(Note2) "JGB Market Issuance (Calendar Base)" refers to JGBs issued by scheduled auctions from April to next March.

(Note3) Non-price competitive auction Il is an auction carried out after the price-competitive auction, etc. The price offered is equal to the weighted average accepted price
in the price-competitive auction, etc. Only the JGB Market Special Participants are eligible to bid in this auction (The amount assignable to each Market Special Participant
does not exceed 15% of the amount awarded to it in the price-competitive auction, etc.
The figure in the non-price competitive auction Il in the FY 2017 is calculated by multiplying the figure of the JGB Market Issuance ( 40-Year, 30-Year, 20-Year, 10-Year, 5-
Year, 2-YearBonds and Inflation-Indexed Bonds) by 7%.

(Note4) "Adjustmentbetweenfiscal years" refers to leveling-off of issuance amount betweenfiscal years through front-loading issuance and deferred issuance in the

accounting adjustment term. 22

<Market Issuance Plan by JGB Types> (unit: trillion yen)
FY2016 (itial) FY2016 (Revised in September) FY2017 (nitial)
(per time) (total;a)|  (per time) (total; b)] (b) - (a) (per time) (total; )] (c)- (a) () - (b)
04 x 24
40-Year 04 X 6times 24 mes 28 04 05 X 6 times 30 06 02
05 X 4times
30-Year 08 x 12times 96| 08 x 12times 96 08 X 12times 96
20-Year 11 % 12times 132 11 % 12times 132 — 10 X 12times 120 -12 -12
10-Yoar 24 x 12tmes 288 24 x 12times 288 — 23 X 12times 2756 12 -12
5-Yoar 24 x 12tmes 288 24 x 12times 288 — 22 X 12times 26.4 -24 -24
2-Yeor 23 X 12tmes 276 23 X 12times 276 - 22 x 12times 26.4 -12 -12
20 x 2t 20 x 2t 19 x 2t
TBs (1-Year) imes 250 ‘mes 250 imes 238 “12 -2
21 x_10times 21 x_10times 20 x_10times
b 05 X 4times 20| 04 x 4times 16 -04 04 x Atimes 16 -04 —
Auction for
Enhanced-Liquidity 96 96 - 108 12 12
Total 1470 147.0 — 141.2 538 58
(Note1) 40-Year Bonds will be issued in May, July, September, November, January and March.
™ 201y FY2017 (nitlal) | Compared to
lote2) The total issuance of T-Bills (Treasury Bills + Financing Bills ) is to be 2.3 trillion yen per issue. FY2016
(Note3) 10-Year Inflation-Indexed Bonds (JGBis) will be issued in April, August, October and February. The issuance 15.5-39
amount of 10-Year Inflation-Indexed Bonds may be adjusted in a flexible manner in response to market Yoar 24 30 06
‘environment and investor demands, based on discussion with market participants.
5-15.5 Yoar 60 66 06
(Note4) Details of Auctions for Enhanced-Liquidity such as the allocation of issuance amount for each zone may be 1-5 Yoer 12 12 —

adjusted in a flexible manner in response to market environment and investor demands, based on discussion
with market participants.

23



Dialogue with the market
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1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
(Sources: Estimated by MOF based on data from websites of OECD and government debt management authorities)
Japan 5.7 5.8 5.3 5.1 50 50 49 5.0 52 57 6.0 6.3 6.5 6.8 7.1 7.4 76 8.0 84
us. 52 56 5.7 58 5.7 52 48 46 45 46 4.7 43 44 49 52 54 54 5.7 58
UK. 98 103 105 11 13 1.4 118 121 131 139 145 145 14.2 141 15.2 15.2 153 16.2 16.2
Germany 5.2 6.0 5.7 6.1 5.9 6.0 6.2 6.3 6.3 6.3 5.9 6.3 5.9 6.0 6.2 6.4 6.4 6.6 6.6
France 6.2 6.3 6.3 6.2 6.0 5.7 5.6 6.1 6.6 7.0 7.1 6.8 6.6 7.1 72 7.0 7.0 7.0 7.1
25
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Primary Dealer System in Japan and Foreign Countries

21 companies

Note: Germany’s “Bund Issuance Auction Group” is similar to UK’s and French primary dealer group in that only the group members are

allowed to participate in government debt auctions. But the only required qualification fora Bund Issuance Auction Group member is a financial

institution based in the European Union and group members have no obligation to participate in government debt auctions and no opportunity
for exchanging views with debt issuance authorities. Therefore, the German group is viewed as different from the PD group in other countries.
(Source: Relevant countries’ debt management authorities)

Timing for announcements

Japan u.S. U.K.

In previous FY
Total amount Total amount
Issues Auction date

Auction amount

Quarterly basis

Auction date Total amount™ Issues

(Auction date of each Issues
month is announced 3 Atctionl date
months before.)

In previous weeks

Auction detaiis** Auction details Auction details

(Note1)amount to be financed from the market
(Note2)Details includes auction dates and exact amounts already announced.

14



Auction Procedures for Public Offering Auction

(Media) (Ministry of Finance) (Bank of Japan) (Qualified auction
About 3 participant)
L1 months
before
auction

,J;qgige NOF determines auction
10:30 date

About 1 week
before
auction

MOF determines issue date
10:30 & amount

Till the day
before
auction

MOF sounds out market
trends & investor's needs Market

NOF determines coupon
rate (Note. 1)

Day of

Auction
instruction
10:30
,J:'iggge NOF releases auction Announces (10:20)
10:30 information the auction
(10:20) Bidding
MOF determinles successful —‘ Bidding ‘
bids closes 12:00
| (11:30)

Jé'i‘éiée MOF announces auction
results
12:45
Hotifiesbisdu:ceasful 16:00

(12:35)
Note.1: Time in parenthesis refers to the time for Treasury Discount Bills.

28

Auction Procedures for Public Offering Auction

The MOF entrusts the BOJ with most of the government bond-related
administrative tasks, such as issuance and redemption.

® Issuance: The BOJ accepts bids from bidders in auctions, notifies
accepted bids, collects payments, issues the securities, and receives
and handles revenues.

® Redemption/interest payment: The BOJ pays principal and interests on
JGBs, and receives and handles funds to be used for redemption, and
makes their disbursement.

29
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The Act on National Government Bonds defines basic matters concerning the

issuance of JGBs and clerical procedures after JGB issuance. The Act on National
Government Bonds stipulates, the following matters.

® Matters related to bond issuance such as the conditions of JGB issuance, debt service,

and necessary matters concerning redemption, payment of interest, securities
certificates and registration are determined by the Minister of Finance

® Clerical tasks concerning JGBs must be performed by the Bank of Japan
® Remedies in cases of the destruction or loss of JGB certificates

® Matters concerning the extinctive prescription of JGBs

Specific procedures for the issuance and redemption of JGBs are stipulated in the Rules
Concerning National Government Bonds;

the Ordinance of the Ministry of Finance on Issuance, etc. of National Government Bonds

and the Rules for the Handling of National Government Bonds in the Bank of Japan, among
others.

30
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Redemption Resources for Construction Bonds®
and Special Deficit-Financing Bonds 3

GOVER|
< o
"hnyano®

R @
Transfer from the General Account Mo o

Fixed-rate transfer (1.6% of total government bond outstanding as of the beginning of
the previous fiscal year)

® Pursuant to the Act on Special Accounts, the amount equal to 1.6% of total government
bond outstanding in face value —excluding Reconstruction Bonds, FILP Bonds, Financing
Bills, etc.— as of the beginning of the previous fiscal year is transferred from the General
Account to the GDCF on the basis of the 60-year redemption rule discussed above
Transfer of a budgetary surplus (A minimum of half of the surplus in the General
Account as a result of the settlement of the fiscal year)

® Pursuant to the Public Finance Act, when surplus is generated in the General Account as
a result of the settlement, at least half the surplus must be transferred to the GDCF within
two years from the said fiscal year in which the surplus was generated.

Proceeds from allocation

® The GDCF can manipulate funds by either Repo transaction with BOJ or by depositing
them to the Fiscal Loan Fund. We pursue efficient allocation of these government bonds,
while taking into account the need to secure adequate level of liquidity in order to ensure
smooth implementation of large-scale redemption and refunding. Proceeds from the

allocation are credited to the GDCF Special Account to be included in its revenues. 31
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Government Budget
(International Comparison)

<Japan> <U.S./U.K./France/ltaly > <Germany>

~---{budge}---~,  p--=---[budgef}----- . budgett-—-.,

4 1 \
H \ I ] H \
i 1 [ 1 H ]
1 1 1 1 H 1
1 1 [ 1 H 1
- A L :
1 Tax H 1 Tax 1 1 Tax 1
) H - )
: Expenditure l Revenue : : l Expenditure l Revenue : !l Expenditure l Revenue :
1 1
1 1 1
i H 1 1 ! 1
H I ! J 1 i
H i ! . - ! !
: Newly Issued 1 : 1 Net Issuance |||
1 Bonds 1 1 ‘\ Amount 1
\ J N
: 1 S 7 O I -
\ 60Y 1
Redemption| /
O T £ -
Issuance Issuance
Amount Amount
Redemption Refunding Redemption Issuance Redemption Refunding
Amount Bonds Amount Amount Amount Bonds
/ J

4. Other Bonds




Government-Guaranteed Debt()
Legal Ground of Government Guarantee Hragy sas®

In principle, government guarantees for corporate debt are prohibited according to
law. Exceptions are only made by specific acts under cases where the following
conditions are satisfied;

i) Conducting businesses for highly public purposes as agencies for the
government.

ii) Their financial accounting and administration are under governmental
supervision, and thus the use of guaranteed-debt borrowing and repayment
schedules are thoroughly monitored.

When guarantees are given, appropriate supervisions including checking financial
condition are exercised at the ministries and agencies that hold jurisdiction over
the relevant agencies.

34
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Breakdown of the Planned Issuance Amount for FY2017 of Government-Guaranteed
Domestic Bonds Offered to the Market and Foreign Bonds by Issuers and Maturities
(billion yen)
Foreign
Issuer 40-year | 30-year | 20-year | 10-year | G-year | 5-year | 4-year | S-year | 2-year |Subtotal| o "% | Total
Japan Finance Corporation 600 | 1250 185.0 185.0
Japan Bank for International Cooperation - | 17600 | 1.760.0
Japan International Cooperation Agency -| 60| 660
Japan Expressway Holding and Debt 700| 2400| 4000| 6750 1,385.0 1.385.0
Repayment Agency
New Kansai International Airport Co.Ltd 320 320 320
Development Bank of Japan Inc. 60.0| 900 1500 | 2000 | 350.0
Deposit Insurance Corporation of Japan 300.0 2000 [ 5000 500.0
Banks' Shareholdings Purchase Corporation 5500 [ 5500 550.0
Nuclear Damage Compensation and
o ¢ Faitation Cormoration 1500 | 1000 | 2500 | 5000 500.0
Private Finance Initiative Promotion 130 130 130
Corporation of Japan
Japan Overseas Infrastructure Investment
Corporation for Transport & Urban D 488 488 88
Fund Corporation for the Overseas Development
of Japan's ICT and Postal Services Inc 28 228 228
Organization for Promoting Urban Development 272 27.2 21.2
Central Japan International Airport Co.Ltd 82 8.2 8.2
Japan Finance Organization for Municipalities 605.0 160.0 765.0 765.0
Total 700 | 2400 | 4000 | 14804 | 2150 | 714| 6100 | 1000 | 1,0000 | 4186.8 | 20260 | 62128
(Note1) Apart from the plan shown above, Japan Finance Corporation (JFC) and Development Bank of Japan Inc. (DBJ) are planning further
issuances (maturity less than 5 years) depending on the progress of operations.
Maximum amounts of these further issuances are 270 billion yen for JFC and 100 billion yen for DBJ.
(Note2) The plan may be modified during FY2017. 35
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Consultation System for the Local Government

Bonds Issuance

Notification
(in advance)

[onhy for Private
Funds]

Notice:

r's

In caseof
consent

LGB izsuance
with consent

Consultation

Consultation

Reportto itz
local assembly

——————— >

LGB issuance
without consent

(ssnedidiun) S8.1N3108)8.14

(2I0LLISAOS EIN}0}aL) SLOEDILNWLIOS PUE SIEHY (LIS 10} JaISILp

[ Notification ]

For Local Governments
whosefiscal conditionis
relatively sound

Only for Private Funds

[consultation]

[ Approval ]

For Local Governments
whosefiscal conditionis not
relatively sound

5. Foreign Investors

36
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Breakdown by JGB and T-Bill Holders (Dec. 2016, QE)

JGB Holders

T-Bill Holders

JGB and T-Bill Holders

Gernerat

General P General
Househol@shers Government Others(ex Public Households om Government
Foreigners 127 102  (exPublic 00 pensions) ~Fiscal Loan Foreigners 127 erS (x Public
53.1 1 3'\, 1.1% pe"s“’"s) Households__ 0 0% _ 0 Fund Pensiort129  1.2% 2 Pensions) Fiscal Loan
Pension Funqs 00 o 00 Funds10.5% \ l /;/ Fund
\ 0 2‘« F\sca\ Loan Fund 0.0% 0.0% 317 0.0
00  Foreigners 2.0% 0.0%
Publi Penslons 0.0% 59.8 Public._
BOJ 50.9% BOJ fons BOJ
5 1% 2 8o Pensions 2oy
~ 492 -
Life and Non-life 38.7% 42.4% won Life and Non— 39.1%
Insurance ! life Insurance
2048 Banks.etc 207.0
21.4% 5.5 19.3% Banks,etc.
Banksetc. 47% 2287
2oon e
Penslonm \_fe and Non-
Public life Insurance
o o% Pensions 23
00 1.9%
0.0%
Total 958.1 trillion yen ‘ ‘ Total 117.4 trillion yen ‘ ‘ Total 1,075.5 trillion yen

Notel : “JGB” includes FILP Bonds. “T-Bills” is the sum of “Treasury Bills (TBs)” and “Financila Bills (FBs)”with a maturity of 1 year or less and TBs

and FBs have been jointly issued since February 2009.

Note2 : “Banks, etc” includes Japan Post Bank, “Securities investment trust” and “Securities companies.”
Note3 : “Life and Nonlife insurance” includes Japan Post Insurance.
Source: Bank of Japan “Flow of Funds Accounts (Preliminary Figures)”

Government Bond Holders of Each Country

W>—€H5%—%W> <Phi||P0p|ne>
(Sep 2016) Government (Jun 2016) (Jun 2016) (Jun
0% 17%
10% ¢ / ° 14%  16% 5%
38% 1% ~ 25%
16%
52% 66% 75%"*
26%
‘Total 1,091.0 trillion yen‘ ‘ Total $ 15.4 trillion ‘ ‘ Total 4.1 trillion baht ‘ ‘ Total 5.1 trillion peso ‘
< Germany> <Indonesia> <Korea> < Malaxsm >
(Jun2016) (cgopgraigank (JUN 2016)  Central Bank (Jun 2016) (Jun 2

0,
6% Y% 2%

10% 19% /
39%
43% 52%

519, 34%
69% 65%

Total € 2.2 trillion

‘ \Total 1,647trillion Rupiah\ ‘ Total 726 trillion won H Total 0.6 trillion ringgit ‘

. Government Central Bank Domestic Financial Institutions, etc. Foreigners

(Source) BOJ, FRB , Bundesbank ,Bank of Thailand, ADB Asia Bonds Online, Bureau of the Treasury, Central Bank of Malaysia,
Directorate General of Budget Financing and Risk Management, Ministry of Finance
(Note) “Domestic Financial Institutions” of Philippine includes all of domestic holders.

39
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Proportion of Foreign Investors’ JGB Holding

(Note) “JGB” includes T-Bills.

(Source) Bank of Japan 40
JGB Holdings and Trading by Foreign Investors

(Note1) Figures are on a quarterly basis

(Note2) “JGB” includes T-Bills. Figures on @excludes dealers’ transaction.

(Source) Bank of Japan, JSDA, JPX 41
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Dollar/Yen Basis Spread

JGB Yield (utilizing dollar/yen basis) and US Bond Yield

(Note) Other factors are swap spreads (Yen and USD) and 3-6m basis(Yen)
(Source) Bloomberg

6. Central Bank

42
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BOJ’s Monetary Policy

22 Jan 2013 Joint Statement of the Government and the Bank of Japan on
Overcoming Deflation and Achieving Sustainable Economic Growth

-The introduction of “the price stability target at 2 percent"”
4 Apr 2013 Quantitative and Qualitative Monetary Easing (QQE)

-The adoption of the "monetary base control*
-An increase in JGB purchases and their maturity extension
-Increase at an annual pace of about 50 trillion yen

31 Oct 2014 Quantitative and Qualitative Monetary Easing (QQE2)

-Accelerating the pace of increase in the monetary base

-Increase at an annual pace of about 80 trillion yen
29 Jan 2016 QQE with a Negative Interest Rate (QQEN)

-The introduction of a negative interest rate

-“The price stability target of 2 percent” with a time horizon of about two years

-The Bank will apply a negative interest rate of minus 0.1 percent to current

accounts that financial institutions hold at the Bank

21 Sep 2016 QQE with Yield Curve Control (QQE+YCC)
-Introduction of “Yield curve control”
-Inflation-overshooting commitment

New Framework for strengthening Monetary Easing:
QQE with Yield Curve Control (2016.9.21)

1. Yield Curve Control

a) Guideline for market operations
-The short-term policy interest rate: Minus 0.1 % to the Policy-Rate Balance

44

-The long-term interest rate: Maintain 10-year JGB yields current level
(around zero percent)
b)Purchases of JGBs for facilitating yield curve control .
[an annual pace of increase at about 80 trillion yen

Seek for decline

in real interest rate

In addition, BOJ will utilize the following new measures if necessary
-Outright purchases of JGBs(fixed-rate purchase operations)
-Fixed-rate funds-supplying operations for a period of up to 10 years

2. Inflation-overshooting commitment

BOJ will continue expanding the monetary base until the year-on-year rate of Strengthen
increase in the observed CPI (all items less fresh food) exceeds the price stability » “Forward looking
target of 2 percent and stays above the target in a stable manner. mechanism”

Possible options for additional easing
a) Cut the short-term policy interest rate
b) Cut the target level of long-term interest rate
c) Expand the asset purchases
d) An acceleration of expansion of the monetary base

45
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Historical Changes of JGB Holders(®
(including T-Bill)

(Note1) "Banks,etc." includes "Securities Investment Trusts" and "Securities Companies”.
(Source) Bank of Japan: Flow of Funds

Historical Changes of JGB Holders @
(only T-Bill)

(Note1) "Banks,etc." includes "Securities Investment Trusts" and "Securities Companies”.
(Source) Bank of Japan: Flow of Funds

46

47
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