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1. Basi ncept

I-1 Basic Concept for Supervision of Financial Instruments Business Operators, etc.

(1)The primary preconditions for investors to actively make investments and for companies to smoothly raise funds
in the financial instruments market are that the market be fair and efficient, and that Financial Instruments Business
Operators, etc., (“Financial Instruments Business Operators, etc.” refers to Financial Business Operators and
Registered Financial Institutions; the same shall apply hereinafter) play an important role as market intermediaries.

The purpose of the supervision of Financial Instruments Business Operators, etc., is to secure sound and
appropriate business operations of persons who conduct Financial Instruments Business, to ensure fairness in the
issuance of securities and transactions of financial instruments, to facilitate the smooth distribution of securities and
to realize fair price formation of financial instruments by fully utilizing the functions of the capital market through
the appropriate exercise of their own market intermediary function, thereby contributing to the sound development

of the national economy and the protection of investors.

(2) Since its establishment, the Financial Services Agency (FSA) has aimed to establish transparent and fair
administration based on clear rules, in principle. Therefore, it is determined to improve the efficiency and
effectiveness of administration in supervision and various other areas, including inspection and surveillance, and to

further clarify rules and improve administrative procedures.

(3) Transparency and fairness of administration will continue to be the fundamentals of administrative management
in the future. However, if the FSA formulates excessively detailed checklists, etc. in an effort to clarify rules, and
merely automatically repeats and continues uniform, ex-post facto examination based on exhaustive examination
items without conducting substantive examination, etc. that takes into account the fundamental cause of problems
and the possibility that such cause could further generate other wide-ranging problems, it could bring about adverse
effects to Financial Instruments Business Operators, etc., such as obstructing them from identifying truly important
issues by taking into account their entire business management and the fundamental cause of problems, resolving
the fundamental cause for preventing the recurrence of problems, taking early measures for the future, and making

creative efforts for better practice.

In cooperation with the Securities and Exchange Surveillance Commission, etc. that inspect Financial
Instruments Business Operators, etc. (hereinafter referred to as "inspection departments"), the FSA will continue to
monitor Financial Instruments Business Operators, etc. by combining on-site and off-site techniques through
identification of the actual state and dialogue, according to the size and characteristics of each Financial Instruments
Business Operator, etc. and the probability of occurrence of a serious problem related to compliance, etc. in the
business operator, etc. It will implement supervisory measures as necessary to prevent the occurrence of serious
problems in advance. In addition, it will encourage Financial Instruments Business Operator, etc. to make various

efforts for better practice through dialogue, as necessary.

(Reference) "JFSA’s supervisory approaches -Replacing checklists with engagement-" (June 29, 2018)



(4) Officials that engage in supervision of Financial Instruments Business Operators, etc. are to comply with the
following code of conduct in performing their duties and endeavor to secure the confidence of supervisory

administration, while observing the basic concept set forth in (1) through (3).

(1) Entrustment by the Citizens and Maintenance of Ethics Pertaining to the Duties

The officials will be aware that their work is based on duties entrusted by citizens, and that they need to
give top priority to attaining the purpose of supervision of Financial Instruments Business Operators, etc. set
forth in I-1(1) in performing their work. In addition, they will strive to maintain ethics pertaining to duties,
and aim to ensure public trust in financial administration.

(i1) Maintenance of Discipline, Decorum, and Confidentiality

In performing financial administration, the officials will strictly maintain discipline, decorum, and
confidentiality as well as a calm and composed attitude.
(iii) Broad and Medium- to Long-term Viewpoint

The officials will consider the standpoint of citizens and corporations that use financial services, and instead
of being content with focal and short-term problem setting and solving alone, they will identify the
fundamental causes and address problems at an early stage from a broad and medium- to long-term viewpoint.
(iv) Fairness

The officials will perform their work in a fair manner, following appropriate procedures based on laws and
regulations, and taking into account the conditions of each Financial Instruments Business Operator, etc. In
addition, the officials will not treat domestic Financial Instruments Business Operators, etc. and branches of
Financial Instruments Business Operators, etc. that are foreign corporations conducting business in Japan or
Financial Instruments Business Operators, etc. that are subsidiaries of foreign corporations differently without
reasonable grounds that are based on laws and regulations.

(v) Respect of Voluntary Efforts by Financial Instruments Business Operators, etc.

The officers will recognize that voluntary initiatives and creative efforts of Financial Instruments Business
Operators, etc. are essential for attaining the purpose of supervision set forth in I-1(1), and give consideration
to respect the voluntary efforts regarding business operations made by Financial Instruments Business
Operators, etc. in their capacity as private companies.

(vi) Self-improvement

The officials will acquire knowledge on financial laws, regulations, and rules and trends of Financial
Instruments Business Operators etc. in Japan and other countries, as well as wide-ranging social and economic
events surrounding finance as economic infrastructure. In addition, in performing their work of having a
dialogue, etc., as they not only need to have deep knowledge on the actual circumstances specific to each
Financial Instruments Business Operator, etc., but also the ability to conduct analyses and other work based
on high expertise according to issues, such as business analysis, governance, and risk management, they will
make self-improvement efforts on a daily basis toward acquiring that knowledge and ability.

(vii) Appropriate and Close Cooperation with Parties Concerned Inside and Outside the Organization
As abroad perspective beyond their own jurisdiction is important for realizing highly effective supervision,

the officials will appropriately and closely cooperate with various entities inside and outside the FSA.



-2 Purpose of Establishment of Guideline for Supervision

1-2-1 Purpose of Establishment of Guideline for Supervision

In order to enable the Japanese economy to achieve sustainable development, it is important to accelerate a shift
of funds “from savings to investment,” which means a shift in emphasis from indirect financing to direct financing
and market-based indirect financing. This shift is expected to contribute to the stability of Japan’s financial system,
the creation of an attractive market for both domestic and foreign market participants as well as corporate growth
and economic development, by bringing about the following four benefits:

(1) Creating a robust financial system with an advanced risk-dispersion capability by moving to a market
structure in which a wide range of market participants share risks according to their own capabilities
(avoiding vulnerability of the financial system that may result from concentration of risks on indirect
finance).

(i1) Promoting corporate innovation by facilitating smooth provision of risk money.

(i) Improving the efficiency of capital and the profitability of Japanese companies by promoting a shift of funds
from savings to investment, thereby creating a market with sufficient depth to keep a watchful eye on
business managers.

(iv) Creating an affluent and colorful society by providing investors with a diverse range of means to manage

assets amid the declining birth rate and the aging of society.

In order to promote the shift of funds from savings to investment, it is essential not only that Financial
Instruments Business Operators, etc., which act as market intermediaries, gain and maintain public confidence, but
also that financial authorities design appropriate institutional frameworks and properly motivate Financial
Instruments Business Operators, etc., to strengthen governance while bearing in mind the protection of investors

and appropriate risk management.

Since the financial system reform of 1998, which was carried out under the banner of “a free, fair and global
market,” Japan has implemented a variety of measures, including making it easier for securities companies to
advance into new businesses, liberalizing their business operations and diversifying the range of institutions allowed
to undertake securities business, in order to invigorate the securities market. These measures gradually produced
benefits in the form of the diversification of financial instruments and sales channels, thereby bringing about
changes in the environment for securities business and promoting the globalization of the financial and capital
markets.

Even as the reform described above proceeded, protecting investors, improving convenience for them and
ensuring the reliability of Japan’s markets remained as major challenges. Regarding cases of financial damage to
ordinary customers, such as losses caused by fraudulent sales of unregulated financial instruments, Japan reformed
the institutional framework for the protection of investors by strengthening relevant measures on a case-by-case
basis, an example of which was the introduction of regulation on foreign exchange margin trading (put into effect
in July 2005) through a revision of the Financial Futures Trading Act.

The revamping of the Securities and Exchange Act as the FIEA (put into effect on September 30, 2007), is



intended to promote financial innovation, in order to reap further benefits from the reform measures already
implemented and to ensure appropriate protection of users through the establishment of comprehensive and cross-
sectoral rules concerning the protection of investors. In order to accelerate the shift of funds “from savings to
investment,” the supervisory authorities will need to take advantage of the results of the past reform measures while
dealing with Financial Instruments Business Operators, etc., in an appropriate manner under the cross-sectoral legal

framework, as their businesses are becoming increasingly diverse.

In order to conduct daily supervisory processes under these circumstances, we decided to systematically sort
out the contents of sector-by-sector guidelines for supervision and administrative processes, and work out concepts
concerning supervision, supervisory viewpoints and methods of supervision in a comprehensive manner on a cross-

sectoral basis.

This Guideline was compiled with due consideration of the actual state of Financial Instruments Business
Operators, etc., so that it can be applied to various cases, and the requirements of the supervisory evaluation points
specified in the Guideline shall not be uniformly applied to all Financial Instruments Business Operators, etc.

Accordingly, when applying this Guideline, it is necessary to bear in mind that even if a Financial Instruments
Business Operator does not literally meet the requirements of all evaluation points, the case shall not be judged
inappropriate insofar as there is no problem from the viewpoint of protecting public interests and investors; it is
necessary to avoid applying the Guideline in a mechanical and uniform fashion. On the other hand, it should also
be borne in mind that even if a Financial Instruments Business Operators etc. formally fulfills all the functions
concerning evaluation points, the case could be deemed to be inappropriate from the viewpoint of protecting

public interests and investors.

Local Finance Bureaus (including the Fukuoka Local Finance Branch and the Okinawa General Bureau. The
same shall apply hereinafter), as well as relevant divisions of the FSA, shall implement supervisory processes
regarding Financial Instruments Business Operators, etc., that operate in their districts of jurisdiction based on this
Guideline. Following the establishment of this Guideline, we abolished “the Comprehensive Guideline for
Supervision of Securities Companies,” “Comprehensive Guideline for Supervision of Financial Futures Traders,”
“Guideline for Administrative Processes (points of attention regarding the supervision of investment trust
management companies, investment corporations and securities investment advisory companies)” and Section 10
“Trust Beneficiary Rights Sales Business” of the “Comprehensive Guideline for Supervision of Trust Companies,
etc.” and Section 6 “Commodity Fund Business” of the “Points of Attention in Financial Supervision, etc. (Guideline

for Administrative Processes) Vol. 3: Financial Companies.”

[-2-2 Structure of This Guideline

(1) This Guideline was compiled as a comprehensive one applicable to the supervision of a diverse range of

Financial Instruments Business Operators, etc., with a view to limiting overlapping descriptions to a minimum.
Accordingly, the contents of Section I "Basic Concept" and Section II "Points of Attention in the Conduct of

Administrative Processes Regarding the Supervision of Financial Instruments Business Operators " basically cover
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persons engaging in Financial Instruments Business (Type I Financial Instruments Business, Type II Financial
Instruments Business, Investment Management Business and Investment Advisory and Agency Business) or
registered financial institutions , but also take into consideration the supervision of persons engaging in businesses
specially permitted for qualified institutional investors, etc., businesses specially permitted for overseas investors,
etc. , and businesses specially permitted for the transitional period, and foreign securities companies, financial
instruments intermediary service providers, securities finance companies, investment corporations and commodities
investment sales companies.

Sections I and II are followed by “Supervisory Evaluation Points and Various Administrative Procedures,” which
comprises Sections III to VII. Section 111 sets forth general supervisory viewpoints and procedures that are common
to all types of Financial Instruments Business Operators, while Sections IV to VII set forth additional supervisory
viewpoints that are specific to individual types of Financial Instruments Business Operators.

Therefore, supervisors of Financial Instruments Business Operators, etc., shall first refer to Section III and then
to either of Sections IV to VII according to the attributes of the businesses they supervise.

Section VIII and the following sections set forth supervisory viewpoints and various administrative procedures
regarding registered financial institutions, persons engaging in businesses specially permitted for qualified
institutional investors, etc., foreign securities companies, financial instruments intermediary service providers and
securities finance companies, selecting suitable points of attention and procedures from among those specified in
the preceding sections and applying them mutatis mutandis, so supervisors should refer to them when necessary..

It is noted that High Speed Trading (HST), operated as part of business by Financial Instruments Business
Operators, registered financial institutions or authorized transaction-at-exchange operators (as defined in Section
X-2-1(1)), shall be supervised by applying mutatis mutandis supervisory viewpoints in the “Guidelines for
Supervision of High Speed Traders,” established as supplemental to this guideline.

(2) While the FSA has indicated the Guideline for Supervision as well as various documents including theme-
specific reports and various principles, annual policies, and requests to industry organizations, etc. as policies on
supervision, when conducting supervision, supervisors shall use these documents based on the gist and purposes
of the documents, and provide detailed explanation on those gist, etc. to Financial Instruments Business

Operators, etc.
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Instruments Business Operators, etc.

II-1 Basic Concept Concerning Supervisory Processes

As mentioned earlier (I-1(1)), in order to attain the purpose of supervision of Financial Instruments Business
Operators, etc., supervisory departments also need to continuously take actions with regard to Financial Instruments
Business Operators, etc. according to the size and specific characteristics of individual Financial Instruments
Business Operators, etc.

Therefore, in carrying out supervisory processes of Financial Instruments Business Operators, etc., it is
indispensable for supervisory departments to first understand the policy adopted by each Financial Instruments
Business Operator, etc. in addressing issues such as building business models, exercising the market intermediary
function, ensuring fairness in transactions, protecting investors, establishing a control environment for managing
compliance and risk, and then precisely identify the details of arrangements and procedures under which that policy
is implemented, the potential risks and challenges the policy incorporates, and how the Financial Instruments
Business Operator, etc. recognizes such risks, etc. and how it intends to address them.

In order to respond to priority issues with the entire business management in view and to make that effort lead to
the sound development of the national economy and the protection of investors, each Financial Instruments Business
Operator, etc. needs to reform its business arrangements and procedures itself so as to voluntarily make
improvements for best practice without being pointed out by supervisors. In the process of continuous monitoring
through identification of the actual state and dialogue, etc., the FSA will encourage the efforts of each Financial
Instruments Business Operator, etc. to pursue better practice.

On such basis, when, in the abovementioned process, it is deemed that there is a serious problem from the
perspective of public interest or investor protection or it is deemed that business improvement will not be made by
the voluntary efforts of the Financial Instruments Business Operator, etc., the FSA shall consider issuance of an
administrative disposition such as a business improvement order under Article 51, etc. of the Financial Instruments

and Exchange Act (hereinafter referred to as the "FIEA").
In addition, in carrying out supervisory processes of Financial Instruments Business Operators, etc., the following

points should also be fully taken into consideration.

(1) Securing Sufficient Communications with Financial Instruments Business Operators, etc.

In the supervision, it is important to precisely grasp and analyze information concerning the business
management of the Financial Instruments Business Operators, etc. and take actions in an appropriate and timely
manner. Therefore, rather than merely waiting for reports from Financial Instruments Business Operators, etc.,
supervisory departments need to proactively gather information by engaging in communications with them on a
daily basis as necessary under a sound and constructive, tense relationship. To be more specific, supervisory
departments should ensure daily communications with Financial Instruments Business Operators, etc., through
periodic and timely interviews and exchanges of opinions with various officers and employees of Financial
Instruments Business Operators, etc., including the management team, outside directors, and those in charge of

internal audit, so as to grasp information not only concerning their financial conditions, but also various business
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management matters.

(2) Respect of Voluntary Efforts by Financial Instruments Business Operators, etc.

The standpoint of supervisory departments is to examine, in the light of laws and regulations, management
decisions made by Financial Instruments Business Operators, etc., in their capacity as private companies, based on
the principle of self-responsibility, and to encourage correction of problems. With due consideration of this
standpoint, supervisory departments must give consideration to respect the voluntary efforts of Financial

Instruments Business Operators, etc. regarding business operations when supervising them.

(3) Securing Efficient and Effective Supervisory Processes

In order to make effective use of the limited resources of supervisory departments as well as those of Financial
Instruments Business Operators, etc., it is necessary to implement supervisory processes in an efficient and effective
manner in full consideration of the size and specific characteristics of Financial Instruments Business Operators,
etc. Therefore, when requiring Financial Instruments Business Operators, etc. to submit reports and other materials,
supervisors must make sure to limit the volume of the required reports and materials to the minimum necessary for
the supervisory purpose and strive to improve the efficiency and effectiveness of supervision by, for example,
constantly reviewing the necessity of existing supervisory processes and the method of implementing them and by
making improvements as necessary.

The submission of existing reports and other materials shall be periodically reviewed once a year based on such
perspectives as reducing the administrative burden on Financial Instruments Business Operators, etc. In doing so, it
should be kept in mind that the opinions of the Financial Instruments Business Operator, etc. should be sufficiently
heard.

Furthermore, the supervisory authorities need to maintain close cooperation with Financial Instruments Firms
Associations (which refer to the Authorized Financial Instruments Firms Association and Public Interest
Corporation-Type Financial Instruments Firms; the same shall apply hereinafter), which are self-regulatory
organizations as specified by the Financial Instruments and Exchange Act (hereinafter referred to as "FIEA"), as
well as financial instruments exchanges, since they, in their capacity as entities familiar with the circumstances of
the market, are responsible for exercising the function of self-regulation that is intended to secure investors'
confidence in Financial Instruments Business Operators, etc.

At the same time, in the case of supervising Financial Instruments Intermediary Service Providers, supervisory
authorities must be implemented in a manner whereby the sound and proper implementation of operations of the
Financial Instruments Intermediary Service Providers are basically ensured through supervision of the Entrusting
Financial Instruments Business Operators, etc. However, if the supervisory authorities must directly guide and
supervise Financial Instruments Intermediary Service Providers in the case where Financial Instruments
Intermediary Service Providers have their own problems or the case where specific Financial Instruments
Intermediary Service Providers have common problems, the supervisory authorities need to pay attention to the

reduction of their administrative burdens in full consideration of their size and specific characteristics.

(Note) In the case of requesting Financial Instruments Business Operators, etc. to produce reports, materials, etc.
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concerning their small offices, etc., attention should be paid so as not to disturb the smooth implementation of their

operations in full consideration of the specific characteristics of the services, products, etc., of such offices, etc.

(4) Risk Management of Financial Groups Covering Multiple Business Types

In Japan, financial groups covering multiple business types have been formed with the lifting of the ban on
mutual business entries through subsidiaries in respective business fields as a result of the financial reform in 1993,
the lifting of the ban on financial holding companies, and the development of regulations concerning subsidiaries
by the Financial System Reform Act in 1998.

On one hand, formation of financial groups covering multiple business types by Type I Financial Instruments
Business Operators or investment management business operators may help strengthen the business structure of
financial institutions and improve the quality of services. On the other hand, however, it has the risk of causing
inefficient business operations resulting from the complex organizational structures, occurrence of conflicts of
interest, increased inducements for tie-in sales, intra-group risk contagion, risk concentration and so on.

In light of such specific characteristics, it is important particularly for designated parent company groups
(meaning those defined in IV-5) and special financial instruments business operator groups (meaning those defined
in I'V-6) that conduct international activities to not only ensure the soundness, etc. of individual financial institutions,
but also identify the actual state of the control environment for governance of the entire group and the financial
soundness and appropriateness of business operations of the group. From the perspective ensuring the
appropriateness of business operations, it is necessary to facilitate integrated management of financial groups.

In addition, also in the case where the Type I Financial Instruments Business Operator or the investment
management business operator is a financial institution of another business type or a subsidiary corporation, etc. of
a foreign financial group or of a non-financial company, it is important to examine whether the Financial Instruments
Business Operator is subject to the abovementioned risk contagion, risk concentration and so on by exercising the
supervisory authority on major shareholders of the Financial Instruments Business Operator and by holding in-depth
hearings, etc.

Meanwhile, as a result of the modes of financial groups being varied and the characteristics of the risks faced by
groups and the risk contagion processes being different, their control environments for governance naturally differ,
so consideration shall be given to the fact that each financial group's control environment needs to be examined
based on the actual state of that group. For financial groups covering multiple business types and financial groups
that integrally provide comprehensive financial services, it is necessary to ensure monitoring at similar levels
regarding similar or integrated acts conducted in different types of business or by different financial institutions,
and also regarding regulations related to such acts, and it is also important to strengthen cooperation between
relevant departments and divisions such as divisions in charge of the supervision of banks and other supervisory

departments and inspection departments.

(5) Implementation of Supervisory Processes Taking Diversity into Account
Financial Instruments Business Operators, etc. include various kinds of business operators, such as Type I
Financial Instruments Business Operators as well as Type Il Financial Instruments Business Operators, investment

management business operators, and investment advisory business operators, and their sizes and specific
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characteristics as well as the conditions of the control environment for compliance to the FIEA and other laws and
regulations are varied. Therefore, in carrying out the supervisory processes described in this Guideline for
Supervision for Financial Instruments Business Operators, etc., it should particularly be kept in mind that techniques
that match the size and specific characteristics, etc. of individual Financial Instruments Business Operators, etc.

need to be selected, while taking into account such diversity of Financial Instruments Business Operators, etc.

(6) Cooperation with Inspection Departments
It should be kept in mind that supervisory departments should cooperate with inspection departments by, for
example, sharing information through timely exchange of information identified in monitoring and sharing each

other's problem awareness.

II-1-1 Method of Implementation of Supervisory Processes

The fundamentals of supervisory processes of Financial Instruments Business Operators, etc. are to encourage
each Financial Instruments Business Operator, etc. to make necessary improvements, by appropriately combining
techniques such as monitoring through identification of the actual state and dialogue, etc., supervisory measures,
feedback, and dissemination of information according to the conditions of the Financial Instruments Business
Operator, etc. and the characteristics and seriousness of the problems it has.

In addition, supervisory departments are required to precisely identify changes in the global economic and market
environments of Financial Instruments Business Operators, etc. through daily monitoring. At the same time,
supervisory departments are required to conduct monitoring in full consideration of the size and specific
characteristics of Financial Instruments Business Operators, etc., and based on the results, encourage the initiatives
of Financial Instruments Business Operators, etc. for solving issues, such as the pursuit of best practice concerning
risk management, etc. and development of the control environment for managing business management and

governance that can flexibly respond to changes, in dialogues held with them.

II-1-2 Specific Method of Supervisory Processes

(1) Continuous and Intensive Monitoring Combining On-site and Off-site Techniques

Supervisory departments will identify the specific characteristics and issues of each Financial Instruments
Business Operator, etc., and conduct continuous monitoring, following up on the status of improvement, by flexibly
using different monitoring techniques, including on-site inspections by inspection departments, according to the
nature and priority of the issues.

Supervisory departments will use different monitoring techniques by fully taking into account the individual and
specific conditions of each Financial Instruments Business Operator, etc., as well as viewpoints such as how
effectively the actual state can be identified by each technique, the extent of burden on supervisors and that on the
Financial Instruments Business Operator, etc., and urgency of the issue. In principle, they shall first conduct
monitoring including analysis of materials concerning business management, finance, and risk coefficients and

hearings with parties concerned inside and outside the Financial Instruments Business Operator, etc., and determine

11



whether or not on-site inspections by inspection departments are required based on analysis results, such as whether

there are issues relating to the immediate soundness and appropriateness of operations.

(2) Specific Method
(i) Acts that Serve as the Basis in Carrying Out Identification of the Actual State and Dialogue
A. Information Gathering and Profiling (Identification of Specific Characteristics)

The FSA will conduct monitoring for the purpose of identifying the individual and specific conditions
of each Financial Instruments Business Operator, etc. at a given time, such as its specific characteristics
and issues and the state of its voluntary initiatives toward improvement. This includes identification of
the effects that changes in the environment of Financial Instruments Business Operators, etc. have on their
business management and the state of actions taken by each Financial Instruments Business Operator, etc.
against such changes.

In addition, as trends in economies and financial/capital markets in Japan and overseas and behaviors
of individual Financial Instruments Business Operators, etc. may affect each other, the FSA also needs to
analyze and identify their mutual effects.

Such information gathering and profiling are an accumulation of the results of daily monitoring, and
are not bound by any specific formats, but they will for example be conducted from the following
perspectives.

a. Macro Perspective

It is necessary to analyze and identify the effects that changes in the environment in Japan and overseas,
such as changes in the economy, financial markets, politics, society, etc., have on each Financial
Instruments Business Operator, etc. and the financial system. To this end, it will be useful for supervisory
departments to, for example, cooperate with related divisions within the FSA, Local Finance Bureaus,
inspection departments, and related ministries and agencies, and gather information on changes in the
environment in Japan and overseas, such as scandals of Japanese and overseas entities, including general
non-financial companies, trends in legal and institutional amendments and court judgments in Japan and
overseas, trends in discussions in overseas authorities and international organizations, and changes in the
economic/social environment (e.g., growth of attention to SDGs), and then analyze and identify issues
that also commonly exist in other companies in the industry, other industries, similar businesses and
products, and legal systems, etc.

Supervisory departments will strive to identify or specify issues inherent in the entire financial sector
by analyzing the lateral development or spread of problematic events through such information
gathering and analysis.

b. Micro Perspective

In order to realize effective dialogue, etc. with Financial Instruments Business Operators, etc., it is
indispensable to accumulate deep knowledge on the actual circumstances specific to each Financial
Instruments Business Operator, etc. In particular, as the starting point, it will be necessary to confirm
the management philosophy of the Financial Instruments Business Operator, etc., such as what kind of

organization it aims to become in its respective business environments (customer characteristics,
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competitive environ, etc.) and what it wants to do to achieve that aim. To this end, it will be useful to

gather information from that Financial Instruments Business Operator, etc. and its stakeholders

(employees, customers, local community, shareholders, etc.) as described below, for example:

- To analyze not only typical materials such as financial data and risk coefficient data, but also materials
and minutes of the conference body involved in decision-making concerning management.

- To conduct not only periodic hearings regarding financial results and risk management, but also
hearings on an as-needed basis regarding business trends, etc. with the manager of each division and
persons from the respective levels of the organization.

- To exchange opinions with the internal control division, members of the audit (and supervisory)
committee, auditors, outside directors, etc. in order to identify how the Financial Instruments
Business Operator, etc. itself recognizes risks and conducts business.

- To analyze external information, including financial services users' opinions gathered through various
channels, such as information on inquiries and complaints brought to the Counseling Office for

Financial Services Users, as well as media reports and external inquiries.

Through the information gathering and analyses mentioned above and conventional monitoring,
supervisory departments will gain an understanding of the business models, management strategies,
business operations, and organizational structures of Financial Instruments Business Operators, etc., and
identify their respective issues and specific characteristics as well as the effects that changes in the
environment of Financial Instruments Business Operators, etc. have.

B. Identification of Priority Issues and Formulation of Monitoring Policy and Plan

It is necessary to order, in terms of priority, the issues of each Financial Instruments Business Operator,
etc. and cross-sectional issues commonly shared across business types, etc. that have been identified
through the abovementioned information gathering and identification of specific characteristics, while
fully taking into account the degree of importance and urgency at the given time, such as the level of
social demand, in order to discuss matters that are practically important for business management with
the management team of the Financial Instruments Business Operator, etc. and to use the limited
administrative resources as effectively as possible. The cross-sectoral, high-priority issues that have been
identified in this way are specified and published in the annual policy, etc. at the beginning of the program
year.

Next, there is a need to formulate the monitoring policy and plan, decide on the policy and plan for
specific actions to be taken against the priority issues, and establish arrangements and procedures, such
as allocating appropriate personnel, based on the state of management and other conditions that are
specific to each Financial Instruments Business Operator, etc. In that process, in order to enable the
Financial Instruments Business Operator, etc. to concentrate its management resources on the
improvement of practically important matters, the authorities will selectively use the on-site inspection
by inspection departments and other monitoring techniques, and the monitoring of individual Financial
Instruments Business Operators, etc. and horizontal monitoring, according to the nature of priority issues.

In addition, the authorities will make an effort to implement appropriate monitoring according to the
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situation, such as flexibly reviewing the monitoring plan if a new issue occurs or is found during the

period.

(i1) Detailed Identification of the Actual State of Each Financial Instruments Business Operator, etc.

In order to identify the actual state, the authorities shall select the most efficient and effective techniques
from among various hearings, requests for voluntary submission of materials, questionnaires, requests for
reports under laws and regulations, on-site inspections by inspection departments, and so on, according to
the nature of issues or the progress in the actions taken to address them, or according to the actual state of
each Financial Instruments Business Operator, etc.

In addition, the authorities will give consideration to reducing the burden on the Financial Instruments
Business Operator, etc.; for example, if they have acquired information in the past or are acquiring
information in another process, they will confirm the contents of the information in advance, and make use
of that information as much as possible.

Moreover, even in the case of implementing monitoring based on an analysis that has been conducted, if
a new issue is found as a result of information gathering, identification of the actual state, or dialogue,
appropriate actions will be taken according to the nature of the new issue.

The selected techniques will be implemented by respectively keeping in mind the following points, for
example. Whichever technique is implemented, the authorities will provide detailed explanation to the
Financial Instruments Business Operator, etc. as to what kind of issues have been recognized and what kind
of discussions are being sought by the authorities.

A. Various Hearings

In order to deepen the mutual understanding of priority issues with the Financial Instruments Business
Operator, etc., the authorities will hold hearings on multiple levels with the top management, division or
branch managers, working level employees, etc. according to the nature of the issues.

With regard to initiatives for pursuing best practices, it is necessary to keep in mind that the authorities
should not press a specific answer on the Financial Instruments Business Operator, etc., given that the
Financial Instruments Business Operator, etc. should make creative efforts according to its environment
and its specific characteristics.

In addition, as part of such various hearings, the authorities sometimes hold intensive hearings or
dialogue on a specific theme over a certain period inside a facility of the Financial Instruments Business
Operator, etc.

B. Request for Voluntary Submission of Materials

In consideration of the burden on the Financial Instruments Business Operator, etc. and with the aim of
clearly and accurately conveying the purpose of the request, the authorities will provide a detailed
explanation to the Financial Instruments Business Operator, etc. and strive to gain its understanding,
clarifying what kind of issues have been recognized as the basis for making the request and what kind of
materials are required for this purpose. In that process, the authorities shall make effort to reduce the
burden imposed on the Financial Instruments Business Operator, etc. by, for example, spacing out the
timings for making such requests, avoiding overlapped requests, and allowing ample time for the

submission. In particular, when targeting multiple Financial Instruments Business Operators, etc. such as
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in the case of conducting a questionnaire survey, sufficient consideration should be given to the specific

characteristics and the environment of each Financial Instruments Business Operator, etc.

C. Request for Reports under Laws and Regulations

When it is deemed to be necessary, the authorities will request submission of a report under laws and
regulations. In that process, the authorities will provide a detailed explanation to the Financial Instruments

Business Operator, etc. as to what kind of issues have been recognized as the basis for requesting the

report.

D. On-site Inspections under Laws and Regulations

When it is deemed to be necessary, such as when detailed examination on the immediate soundness and
appropriateness of operations is judged to be necessary, the authorities will request the inspection
departments to conduct on-site inspections under laws and regulations.

(iii) Dialogue

Dialogue is held according to individual and specific conditions at a given time, such as occurrence, non-
occurrence, or probability of occurrence of a serious problem related to ensuring of fairness in transactions,
protection of investors, or compliance, etc., the state of voluntary initiatives by the Financial Instruments
Business Operator, etc. for improving its management or the state of exercising the market intermediary
function, or according to the nature of issues.

When holding dialogue, the authorities will ensure that they first fully identify the concepts and policies
of the Financial Instruments Business Operator, etc., and then hold the dialogue while presenting facts, and
while striving to avoid making assumptions or pressing a hypothesis on the Financial Instruments Business
Operator, etc., and enabling the Financial Instruments Business Operator, etc. to assert its standpoint at ease
insofar as possible.

Furthermore, in holding dialogue, the authorities need to strive to fully take into account their past
communication with each Financial Instruments Business Operator, etc., and give consideration to the
continuity of dialogue.

A. Even when it is deemed in the process of identification of the actual state by the authorities that the
probability of occurrence of a serious problem related to the ensuring of fairness in transactions, protection
of investors, or compliance, etc. has increased, the Financial Instruments Business Operator, etc. itself is
to first examine the issue, the fundamental cause, and the appropriateness of improvement measures, and
then in-depth dialogue is to be held between the authorities and the Financial Instruments Business
Operator, etc. about formulation and implementation of improvement measures. However, if a high degree
of urgency is found, such as in the case where the abovementioned problem has already occurred, the
authorities first clearly point out the matters which they consider should be improved, and then confirm
what actions the Financial Instruments Business Operator, etc. will take.

B. With regard to Financial Instruments Business Operators, etc. for which the probability of occurrence of
the abovementioned problem is not found, it is important that they continue to strive to further advance
their business models and risk management by demonstrating diverse, proactive, and creative efforts
according to their circumstances. Thus, the authorities will hold in-depth dialogue with Financial

Instruments Business Operators, etc. about business models, risk management, human resource
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development, and so on after gaining a deep understanding of the business environment or management
issues of each Financial Instruments Business Operator, etc. or strategies and policies of each Financial
Instruments Business Operator, etc. based on identification of their specific characteristics through daily
monitoring, for the purpose of having Financial Instruments Business Operators, etc. gain awareness
themselves without premising a specific answer (in this process, the authorities and Financial Instruments
Business Operators, etc. will share other reference cases of best practices, etc. as necessary).
(iv) Flexible and Appropriate Combination of Diverse Techniques

As mentioned above, supervisory departments use various techniques as administrative actions against

Financial Instruments Business Operators, etc., but these techniques have advantages and disadvantages
from the viewpoint of their effectiveness and the burden and costs to be borne by the authorities and by the
Financial Instruments Business Operators, etc. Therefore, supervisory departments will aim to realize
effective and efficient inspection and supervisory processes by flexibly combining these techniques in a
manner that maximize their advantages according to the individual and specific conditions at a given time,
such as the state of issues of each Financial Instruments Business Operator, etc. and occurrence or non-
occurrence of a serious problem related to the ensuring of fairness in transactions, protection of investors,
or compliance, etc. For example, the following methods can be considered apart from the already mentioned
techniques:

- Providing feedback of information on the industry's common state or issues or information on case
examples in a specific field contributes to the demonstration of creative efforts by Financial Instruments
Business Operators, etc. themselves. In particular, providing feedback of information on such initiatives
according to the issues facing each Financial Instruments Business Operator, etc. makes it possible to hold
in-depth dialogue after establishing a high level of common value between the authorities and the
Financial Instruments Business Operator, etc. In that case again, consideration needs to be given so that
the authorities respect the voluntary management decisions of the Financial Instruments Business
Operator, etc. and do not inappropriately intervene in decisions on individual transactions.

- Information on management policy, initiatives for its improvement, the state of exercise of the market
intermediary function, and so on voluntarily disclosed by the Financial Instruments Business Operator,
etc. may not only contribute to the dialogue between the Financial Instruments Business Operator, etc.
and the authorities, but also deepen the dialogue with parties concerned, such as customers, and contribute
to initiatives by the Financial Instruments Business Operator, etc. for improving its management.

- When the issue facing a Financial Instruments Business Operator, etc. is in the field of market intermediary
or customer convenience, it will be possible to enhance the effect of the dialogue by not merely
communicating between the authorities and the Financial Instruments Business Operator, etc., but by
conducting a questionnaire survey or hearings with third parties, such as business partners or users, and
feeding back the results at the time of holding dialogue between the authorities and the Financial
Instruments Business Operator, etc.

- The FSA could influence stakeholders involved in the business management of Financial Instruments
Business Operators, etc. by sharing common values or targets with parties concerned other than Financial

Instruments Business Operators, etc. or sending out information on its various analysis results and its
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stance on financial administration as needed.
(v) Actions Based on Monitoring Results

In providing feedback of the monitoring results as mentioned above, the feedback will be provided in a
manner suitable for conducting intensive discussions on priority issues, such as continuing discussions on
an ongoing basis while confirming any differences in recognition between the authorities and the Financial
Instruments Business Operator, etc. regarding any points.

The authorities will conduct an appropriate follow-up by, for example, providing feedback to the Financial
Instruments Business Operator, etc. in the following manner and holding continuous discussions or requiring
actions for improvement as necessary:

A. Informing the results of on-site and off-site monitoring conducted throughout the year in the form of
documents by issuing "feedback letters" throughout the year as needed.

B. In addition to A. above, sending out information on the industry's common issues as needed.

The authorities will classify the problems identified and information gathered through monitoring into (i) those
specific to individual Financial Instruments Business Operators, etc., (ii) those that are common to the business type,
(iii) those that are also common to other business types, and (iv) those that affect the authorities' other operations,
related ministries and agencies, or industry organizations, etc. and through processes such as those mentioned in II-
1-2(2)(1)A. above, the authorities will reflect them in the annual policy and the monitoring plan for the following
period, consider implementation of horizontal monitoring across business types, and not only conduct monitoring,
but also influence the authorities' other operations, related ministries and agencies, or industry organizations in light

of the extensive effects of problems.

II-1-3 Quality Control

The authorities will carry out quality control as an organization to ensure appropriate determination on the quality
and depth of monitoring conducted through identification of the actual state and dialogue in all supervisory
processes. The authorities will strive to secure the quality of supervisory processes to make sure that the creative
efforts of each Financial Instruments Business Operator, etc. are being respected and the supervision does not
impose an inappropriate burden on each Financial Instruments Business Operator, etc., in light of the specific
circumstances of the Financial Instruments Business Operator, etc. such as its business environment and
management philosophy, from a broad viewpoint of maximizing the welfare of all citizens, so that market fairness
and investor protection will be secured in the business operation of the Financial Instruments Business Operator,
etc.

To this end, senior officials of supervisory departments, etc. will conduct multi-faceted and multi-layered
examination on the following points, for example, while taking into account opinions they have received from
Financial Instruments Business Operators, etc., and continuously make necessary improvements:

- When conducting information gathering, a hearing, or dialogue, whether effective cooperation and
information sharing are conducted between monitoring teams of different business types or sectors so as not

to impose an excessive burden, such as overlapping requests, on Financial Instruments Business Operators,
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etc. In addition, when requesting submission of materials, whether the contents of the request are clear,
whether consideration is given to the size and specific characteristics of the Financial Instruments Business

Operator, etc., and whether ample time is allowed for the submission.

In identifying specific characteristics, whether the specific circumstances of the Financial Instruments
Business Operator, etc. such as its business environment and management philosophy are fully taken into
account. Also, whether objective materials and facts are taken into account so that the supervisors in charge

do not fall into making assumptions.

In identifying priority issues, whether focus is placed on issues that are practically important for business
management according to the actual circumstances specific to each Financial Instruments Business Operator,
etc. In addition, whether any issues commonly shared by other Financial Instruments Business Operators,

etc. or across business types have been overlooked.

In formulating the monitoring policy and plan, whether appropriate monitoring targets and techniques are

selected and arrangements and procedures for conducting monitoring have been developed.

In requesting reports, whether a detailed explanation on the authority's recognition of issues is provided to

the Financial Instruments Business Operator, etc.

Whether dialogue is conducted appropriately based on II-1-2(2) above. In addition, whether dialogue is

conducted in a manner that is not deemed to be one-way guidance.

Whether analysis of the fundamental cause is conducted for issues and problems identified as a result of

monitoring.

In providing feedback of the monitoring results, whether a method that is most suitable for conducting
intensive discussions on priority issues is selected. In addition, whether precise discussions and requests for
improvement are made on the contents of the feedback according to the importance of the problems, whether
trivial problems have not been pointed out, and whether the feedback has not resulted in making inappropriate

intervention in management.

In that process, the senior officials will strive to increase opportunities for receiving frank opinions or criticisms
from Financial Instruments Business Operators, etc. by, for example, visiting Financial Instruments Business
Operators, etc. and directly hearing opinions on monitoring from them.

In addition, they will evaluate financial administration through hearings, etc. with Financial Instruments Business

Operators, etc. and FSA officials, and hear the opinions of outside experts through expert panels, etc.

II-1-4 General Supervisory Processes

(1) Submission of Monitoring Survey Reports

As part of offsite monitoring, supervisors shall, based on Article 56-2(1) of the FIEA, require Financial
Instruments Business Operators, etc. to submit a monitoring survey report regarding the following matters.

Upon receipt of a monitoring survey report, the director-general of the Local Finance Bureau (including the
directors-general of the Fukuoka Local Finance Branch and the Okinawa General Bureau; the same shall apply

hereinafter) shall, in accordance with guidelines issued by the FSA Commissioner, conduct administrative processes
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pertaining to offsite monitoring reports. In conducting the administrative processes, the relevant sections of the
Local Finance Bureau shall cooperate fully with the FSA divisions concerned.
[Monitoring of Type I Financial Instruments Business Operators]

(i) Capital Adequacy Ratio

(i1) Status of business operations and accounting

(ii1) Status of segregated management of customer assets

(iv) Market risk

(v) Counterparty risk

(vi) Operational risk

(vii) Liquidity risk
[Monitoring of persons engaged in the investment of a fund, etc. above a certain size (for each fund or customer
assets]

(1) Name of the fund, etc.

(i1) Operator category

(iii) Type of the fund, etc.

(iv) Items related to the investment period

(v) Items related to rights holders (including investors and excluding individuals)

(vi) Items related to the amount of the investment assets

(vii) Items related to the amount of the net assets

(viii) Items related to asset class exposure

(ix) Items related to financial instruments classification

(x) Items related to borrowings

(xi) Items related to counterparty risk

(xii) Items related to liquidity risk

(Note) A "person engaged in the investment of a fund, etc. above a certain size," who is required to submit a
monitoring survey report, refers to a person who falls under any of the following and is engaged in the
investment of a fund or customer assets for which the net assets per fund or per contract is at least 50 billion
yen as of the end of the latest business year prior to the last day of June every year:

+ A person who performs the act set forth in Article 2(8)(xii) of the FIEA on a regular basis

+ A person who performs the act set forth in Article 2(8)(xiv) of the FIEA on a regular basis

+ A person who is engaged in the investment of money or other property invested or contributed by a person
that holds the rights set forth in Article 2(8)(xv)(c) of the FIEA, on a regular basis, as an investment mainly
in securities or in rights connected with derivatives transactions, based on investment decisions that are

grounded in an analysis of the values, etc. of financial instruments.

(2) Points of Attention Regarding Public Notice of Administrative Dispositions
A public notice of an administrative disposition based on Article 54-2 of the FIEA shall specify the following

items:
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(i) Name of the financial instruments business operations and individuals concerned
(i1)) Location of the head office, etc.

(Note) The “head office, etc.” refers to the head office, or the principal office engaging in sales and
administrative work (the principal office in Japan in the case of foreign corporations or individuals,
and the head office in the case of no principal office, etc. in Japan). The same shall apply hereinafter.

(iii)) Registration number
(iv) Registration date
(v) Date of the administrative disposition

(vi) Contents of the administrative disposition

(3) Grasp of the Actual State of Unregistered Business Operators and Operators Using Similar Trade Names

When supervisors have recognized the existence of operators engaging in financial instruments business without
registration, or operators’ names that may be confused with other operators that are registered, based on complaints
from investors, inquiries from investigative authorities, information provided by Financial Instruments Firms’
Associations, advertisements carried by newspapers, etc., they shall make active efforts to grasp the actual state of
such operators through means such as inquiring with police, local consumer centers, etc., about the operators and
directly contacting the operators via telephone.

When they have received complaints from consumers and inquiries from investigative authorities in particular,

supervisors shall take sufficient care to do more than merely respond to the complaints and inquiries.

(4) Handling of Unregistered Business Operators and Other Questionable Operators
When supervisors have received information regarding unregistered business operators and other questionable
operators, they shall take the following measures in order to prevent financial damage to customers from spreading.

(1) Receipt of Complaints
When supervisors have received information from investors and other persons with regard to business
operators engaging in financial instruments business without registration, they shall take the following
measures after collecting information as detailed as possible (e.g. the corporate name, location, telephone
number, the state of sales activities of the said business operators and the names of the operators’
representatives, the names of the information providers and whether the information providers agree to have
their information communicated to the investigative authorities).

A.When a Local Finance Bureau has received information regarding an unregistered business operator
based in a region under the jurisdiction of another Local Finance Bureau, it shall communicate the
information to the competent bureau. (The competent Local Finance Bureau shall handle the case
thereafter, in principle.)

B. Regarding business operators who cannot be contacted, supervisors shall strive to collect more
information.

C. When the information provider asks supervisors to refrain from contacting the business operator
concerned or other organizations, supervisors shall make sure to prevent his/her interests from being

damaged.
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D. Regarding information related to a business operator suspected of conducting business without

registration, supervisors shall encourage the information provider to provide information directly to

investigative authorities.

E. A registry book (the format is specified in the Attached List of Formats II-6) shall be compiled to

(i)

systematically record complaints and inquiries from investors, guidance given by the authorities to
business operators, and the operators’ responses thereto.

Cases where it is found that business operators could be engaging in financial instruments business

without registration

Regarding a questionable business operator whose name and contact details have been identified through

information and so forth received directly or via the FSA or other bureaus, and whose actual state of sales

activity has become known to a certain extent, supervisors shall strive to grasp the actual state by directly

contacting said business operator by telephone or through other means. If it is subsequently found that the

business operator could be conducting financial instruments business without registration (including cases

where contact cannot be made for such reasons as the business operator being absent), supervisors shall issue

a document using the Attached List of Formats II-5, and the following measures shall be taken:

A.If the business operator is found to be unintentionally operating without registration and with no

malicious intent and to have no problem from the viewpoint of investor protection, it shall be

immediately required to be registered.

B. If the business operator is found to be intentionally operating without registration and with malicious

C.

intent or to have other problems from the viewpoint of investor protection, the investigative authorities
shall be notified and the business operator shall be warned in writing, in the format specified in the

Attached List of Formats I1-4, to stop conducting business immediately.

Without the need to issue a document using the Attached List of Formats II-5, if it is identified that

a business operator is conducting financial instruments business without registration, supervisors shall

immediately warn the business operator in writing using the Attached List of Formats I1-4.

In cases where a business operator, although not found to be conducting financial instruments
business without registration, is found to be indicating that it will conduct financial instruments
business or is soliciting customers to sign contracts for financial instruments transactions for the
purpose of conducting financial instruments business, instead of using the Attached List of Formats

11-4, supervisors shall warn the business operator using the Attached List of Formats 11-13.

(Note) Regarding the handling of unregistered business operators and other questionable operators, it

should be noted that a case where such operator uses an advertisement or other indication (hereinafter
referred to as "advertisement, etc." in (ii)), such as providing advice, etc. on the value, etc. of securities
free of charge, that seems at a glance not to fall under the indication of engagement of financial
instruments business or solicitation for the conclusion of a contract for financial instruments
transactions (hereinafter referred to as the "indication of engagement of financial instruments business,
etc." in (i1)), if viewers of such advertisement, etc. are guided to another website or SNS, etc., where
it is indicated that acts falling under financial instruments business (such as an intermediary service

for purchase and sale of securities, advice on the value, etc. of securities for a fee, or foreign exchange
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margin transactions) are conducted or conclusion of a contract regarding these acts is solicited, a series
of these advertisement, etc. and indications or solicitations may fall under the indication of
engagement in financial instruments business , etc. prescribed in Article 31-3-2(i) or (ii) of the FIEA.
In addition, it should also be noted that if an unregistered business operators or other questionable
operator uses advertisement, etc. that seem at a glance not to fall under advertisement, etc. of financial
instruments business as an entrance to guide viewers to another website or SNS, etc., where it conducts
acts falling under financial instruments business, a series of these acts may fall under financial
instruments business being conducted without registration.
(i) Cases Where Correction Is Not Made in Response to a Warning

Regarding business operators who refuse to take corrective action despite being issued with a warning by
means of the Attached List of Formats I1-4 or II-13, complaints shall be filed with the investigative authorities
as necessary.

(iv) Publication, etc.

Regarding cases where a warning has been issued against a business operator or a complaint has been filed
with the investigative authorities, the name or trade name of the business operator subject to these measures
(including the name of a representative director or a person equivalent thereto in the case of a juridical person),
the location or address of the business operator (the names of the prefecture and the municipality or special
ward in the case of an individual, or the equivalent thereto in the case of a nonresident) and the content of the
financial instruments business that was conducted unregistered, etc. shall be made public, and a set of copies
of the relevant section of the aforesaid registry book, the written warning and other relevant documents shall
be immediately sent to the FSA Commissioner. On receipt of a report, the FSA shall make a list of the business
operators that have been made public, and shall publicize this on the FSA website.

In cases where issuing a warning is difficult, such as where it is clear that the location of the business
operator issued with the warning is false or where the location of the business operator is unknown, the FSA
shall carry out the above publication, etc. without issuing the warning.

(Note) Regarding the handling of unregistered business operators and other questionable operators, cases
where the investigation by the investigative authorities could be impeded shall be excluded. It should be
kept in mind that receipt of an inquiry or the like from an investigative authority regarding the registration
pertaining to the said business operator does not immediately mean that it should be judged a case where

the investigation by the investigative authorities would be impeded.

(5) Handling of Business Operators Using Similar Trade Names
(i)  Abusiness operator whose trade name is deemed to be undoubtedly similar to an existing trade name (e.g.
“XXX Securities Company,” “Type X Financial Business Operator” and “XXX Investment Corporation™)
shall be warned in writing, in the format specified in the Attached List of Formats II-1, and ordered, through
direct contact such as telephone conversations or face-to-face interviews, to take corrective action. In addition,
such cases shall be notified to the investigative authorities and the exchange of information with the

authorities shall be maintained.
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In the case of a business operator whose trade name is deemed to be similar to an existing one, and who
is found to be possibly conducting financial instruments business without registration, supervisors shall, in
principle, take action in accordance with the procedures set forth in (4) above.

(ii) A business operator using a trade name that could be confused with that of a Financial Instruments
Business Operator (refer to Note) shall be warned in writing, in the format specified in the Attached List of
Formats II-2. In addition, the details of the business operators’ business shall be investigated through means
such as inquiring with police, local consumer centers and other entities about the operators and directly
contacting them via telephone.

Unless the business operator is found as a result of the investigation to be engaging in a business that is
obviously different from Financial Instruments Business, it shall be warned in writing again, this time in the
format specified in the Attached List of Formats 1I-3 and ordered, through direct contact such as telephone
conversations and face-to-face interviews, to take corrective action.

(iii)) Regarding a business operator who refuses to take corrective action in response to warnings issued in the
formats specified in the Attached List of Formats II-1 and II-3, a complaint shall be filed with the investigative
authorities as necessary.

(iv) In cases where the measures (i) to (iii) above have been taken, the Director-General of the competent
Local Finance Bureau shall immediately report to the FSA Commissioner the name of the business operator
concerned, the name of its representative, the location of its stores and other facilities, the nature and size of
its business and so on. On receipt of a report, the FSA shall publicize the name, etc. of the person who has
been warned on the FSA website.

(v) Regarding business operators using similar trade names, and other questionable business operators, the
directors-general of Local Finance Bureaus shall compile a registry book (in the format specified in the
Attached List of Formats I1-6) to systematically record complaints and inquiries from investors, guidance
given by the authorities to the business operators, and the business operators’ response thereto.

(Note) “Examples of Trade Names Which Could be Confused with Those of Financial Instruments Business
Operators”

Of Financial Instruments Business Operators, those who were registered under Article 28 of the former
Securities and Exchange Act at the time when the FIEA was put into force, and those who started engaging in
securities-related businesses after the FIEA was put into force are entitled to include the word “Securities” in
their trade names. Judgment on the appropriateness of trade names that could be confused with the names of
these business operators (hereinafter referred to as “Specified Securities Companies, etc.””) shall be made on
a case-by-case basis in light of the degree of the risk of such confusion. The following are examples of names
that could cause confusion:

(a) Trade names which could be confused with those of specified securities companies although they combine

“Securities” with words describing other types of businesses.

<Examples>
“XXX Securities Transactions,” “XXX Securities Trader,” “XXX Securities Broker,” “XXX Securities
Investment,” “XXX Securities Trading Company,” “XXX Securities Call Loan,” “XXX Securities

Entrustment,” “XXX Securities Intermediation,” “XXX Securities Agency”
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However, names that are obviously different from those of specified securities companies, for example,
“XXX Securities Printing,” shall be excluded.
(b) Trade names which could be confused with those of specified securities companies although not using the
word “Securities.”
<Examples>
“XXX Stock Entrustment,” “XXX Stock Investment,” “XXX Stock Brokerage,” “XXX Stock Trade,”
“XXX Stock Transactions,” “XXX Stock Agency (Regarding these names, “Stock” may be substituted with
“Bond”),” “XXX Financial Instrument Trade”

II-1-5 Cooperation between Supervisory Departments

(1) Cooperation between the FSA and Local Finance Bureaus

The FSA and Local Finance Bureaus need to strengthen the effectiveness of monitoring through sharing the
recognition of the location of risks and perspectives on problems by properly exchanging information deemed
necessary for the supervision of Financial Instruments Business Operators, etc. To that end, they shall strive to
strengthen their cooperation through means such as by providing information to each other in a timely and
appropriate manner and actively exchanging views with regard to various matters, including matters other than
those that concern consultations related to the internal delegation processes set forth in II-1-7, and by sharing know-
how obtained through the accumulation of case examples. In addition, Local Finance Bureaus shall strive to
strengthen cooperation among themselves. For example, when a Local Finance Bureau has detected publicly
unknown risks or problems regarding a Financial Instruments Business Operator, etc., under the jurisdiction of the
FSA or another Local Finance Bureau, it shall provide relevant information to the FSA or the competent bureau as

necessary.

(2) Coordination and Liaison with the Director-General of the Competent Local Finance Bureau

(i) When the FSA Commissioner and the directors-general of Local Finance Bureaus have received a
notification of the establishment, relocation, name change, abolition, temporary suspension or resumption of
operation of a sales office of a Financial Instruments Business Operator in a region not under their jurisdiction,
they shall send a copy thereof to the director-general of the Local Finance Bureau that has jurisdiction over
the region where the said sales office is located.

(ii)) When the FSA Commissioner and the directors-general of the Local Finance Bureaus have taken an
administrative disposition under either of Articles 51 to 54 of the FIEA against a sales office of a Financial
Instruments Business Operator, etc., under their jurisdiction that is located in a region not under their
jurisdiction, they shall immediately notify the details of the action to the director-general of the Local Finance
Bureau that has jurisdiction over the region where the said sales office is located.

(iii) When the director-general of a Local Finance Bureau has received a notification submitted under Article
32 of the FIEA by a major shareholder in a Financial Instruments Business Operator under the jurisdiction of
the FSA Commissioner or the director-general of another Local Finance Bureau, he/she shall immediately

send the original of the notification to the FSA Commissioner or the director-general of the competent Local
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Finance Bureau.

(iv) When the FSA Commissioner and the directors-general of the Local Finance Bureaus have issued an order
based on Article 32-2 of the FIEA to a major shareholder in a Financial Instruments Business Operator under
their jurisdiction, they shall notify the details of the order to the director-general of the Local Finance Bureau
(to the director-general of the Kanto Local Finance Bureau in cases where the shareholder is a nonresident)
that has jurisdiction over the region where the head office or principal office of the said major sharcholder
(the residence of the shareholder in cases where the shareholder is an individual) is located.

(v)  When a Financial Instruments Business Operator, etc. under the jurisdiction of the FSA Commissioner
and the Directors-General of Local Finance Bureaus entrusts business operations to a financial instruments
intermediary service provider, etc. (referring to a financial instruments intermediary service provider and a
financial service intermediary (referring to the financial service intermediary prescribed in Article 11(6) of
the Act on the Provision of Financial Services and the Development of the Environment for Using Financial
Services (hereinafter referred to as the "Financial Services Provision Act"), and limited to such financial
service intermediary engaged in securities, etc. intermediary business operations (referring to the securities,
etc. intermediary business operations prescribed in Article 11(4) of the same Act; the same applies
hereinafter); the same applies hereinafter); the same applies hereinafter) located in a region not under their
jurisdiction, the FSA Commissioner and the Directors-General of Local Finance Bureaus shall cooperate with
the Director-General of the Local Finance Bureau that has jurisdiction over said financial instruments
intermediary service provider, etc. by, for example, providing the information necessary for the supervision

thereof.

II-1-6 Cooperation with Self-Regulatory Organizations

It should be kept in mind that in the supervision of Financial Instruments Business Operators, etc., it is necessary
to attach importance to rules set by relevant self-regulatory organizations as well as to laws and regulations. In
addition, supervisors shall maintain the appropriate exchange of information necessary for supervision with self-
regulatory organizations, to the extent necessary for the purpose of ensuring the fairness of transactions and
protecting investors. It is also essential that supervisors strive to share the recognition of the location of risks and
perspectives on problems with self-regulatory organizations. Furthermore, they shall provide active support to self-
regulatory organizations’ efforts to exercise cross-sectoral self-regulatory functions through participation in
meetings aimed at facilitating liaison and coordination between self-regulatory organizations.

Also, in order to exclude crime syndicates and other illegal organizations from financial instruments business,

supervisors shall maintain appropriate cooperation with relevant organizations through the securities security liaison

group.

II-1-7 Internal Delegation

(1) Consultations with the FSA Commissioner
The directors-general of Local Finance Bureaus shall hold prior consultations with the FSA Commissioner with

regard to the following matters when they conduct delegated supervisory processes concerning Financial
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Instruments Business Operators, etc.

In addition, directors-general shall report the results of the deliberations made by their bureaus and express the

opinions thereof in the consultations.

(1)  Registration of registration operations under Article 29 of the FIEA or registration of a change under
Article 31(4) of the same Act (limited to a change pertaining to the operations prescribed in Article 2(8)(x) of
the FIEA that are performed under the proviso to Article 30(1) of the FIEA)

(i) Refusal of registration under Article 29-4(1) and Article 33-5 of the FIEA

(i) Granting of authorization of the conduct of business under Article 30(1) of the FIEA

(iv) Administrative disposition against a major shareholder under Article 32-2 of the FIEA (including cases
where the provision of Article 32-4 of the FIEA is applied mutatis mutandis)

(v)  Approval of exclusion from application regarding preventive measures against internal collusion under
the proviso of Article 44-3(1) and (2) of the FIEA

(vi) Administrative dispositions, including orders to improve or suspend business operation and rescission of
registration and authorization under Article 51, Article 51-2, Article 52 (1) and Article 52-2(1) of the FIEA

(vii) Dismissal of officers of Financial Instruments Business Operators (limited to officers stationed at sales
and other offices in Japan or representative persons in Japan in the case of foreign securities companies) under
Article 52(2) and Article 52-2(2) of the FIEA

(viii) Administrative dispositions, including business improvement orders in relation to the Capital Adequacy
Ratio under Article 53 of the FIEA

(ix) Rescission of registration of Financial Instruments Business Operators, etc., who have suspended their
business operations for an extended period of time under Article 54 of the FIEA

(x) Dispositions necessary for investigation under Article 187 of the FIEA

(xi) Approval of the use of the interest rate sensitivity analysis under Article 7(1) of the Notice of the
Establishment of Criteria for the Calculation of Financial Instruments Business Operators’ Market Risk
Equivalent, Counterparty Risk Equivalent and Basic Risk Equivalent (hereinafter referred to as the “Capital
Adequacy Notice”)

(xii) Approval of the use of an internal control model under Article 10 of the Capital Adequacy Notice

(xiii) Rescission of approval under Article 14(5) of the Capital Adequacy Notice

(2) Reporting to the FSA Commissioner

When the directors-general of Local Finance Bureaus conduct delegated supervisory processes regarding
Financial Instruments Business Operators, etc., they shall complete the relevant processes and then report to the
FSA Commissioner on the following matters:

(i)  When a Financial Instruments Business Operator, etc., under the jurisdiction of the FSA has obtained
registration from a Local Finance Bureau under Article 29-3(1) or Article 33-4(1) of the FIEA, the director-
general of the said bureau shall immediately send the original of the registration application and attached
documents to the FSA Commissioner.

(ii)) The directors-general of Local Finance Bureaus shall report on the conditions of major shareholders

(major shareholders as specified under Article 29-4(2) of the FIEA) as of the end of each financial quarter to
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the FSA Commissioner by the 20th day of the month following the end of the quarter, in the format specified
in the Attached List of Formats I1-7.

(i) The directors-general of Local Finance Bureaus shall compile a report regarding administrative processes
concerning the confirmation of problems (as specified in the proviso of Article 39(3) of the FIEA) on a half-
yearly basis, in the format specified in the Attached List of Formats II-8 (Report on the Status of the Conduct
of Administrative Processes concerning Confirmation), and submit the report to the FSA Commissioner by
the 15th day of the month following the end of each six-month period.

(iv)  When the directors-general of Local Finance Bureaus have received the following documents, they shall
immediately send a copy thereof to the FSA Commissioner.

A. Reports regarding international businesses (Article 173 (2) of the Cabinet Office Ordinance regarding
Financial Instruments Business, etc. (hereinafter referred to as the “FIB Cabinet Office Ordinance™)

B. Reports regarding the establishment or abolition of representative offices of foreign securities
companies (Article 199 (11) H of the FIB Cabinet Office Ordinance)

(v)  When the directors-general of Local Finance Bureaus have received reports based on Article 50-2(1) and
(7) of the FIEA, they shall immediately send a copy thereof to the FSA Commissioner.

(vi) When the directors-general of Local Finance Bureaus have issued a notice based on Article 57(3) of the
FIEA (limited to cases where a notice to the Minister of Finance based on Article 194-4(1) of the FIEA is
required), they shall immediately send a copy thereof to the FSA Commissioner.

(vii) In cases where the directors-general of Local Finance Bureaus received a notification under Article 63-9(1)
of the FIEA from a person who will become a Financial Instruments Business Operator, etc. under the
jurisdiction of the FSA, the directors-general shall immediately send the original of the written notification
and attached documents to the FSA Commissioner.

(viii) In cases where the directors-general of Local Finance Bureaus received a notification under Article 3-3(1)
of the Supplementary Provisions of the FIEA (including cases where applied mutatis mutandis pursuant to
paragraph (7) of the same Article; the same shall apply in 1I-6) from a person who will become a Financial
Instruments Business Operator, etc. under the jurisdiction of the FSA, the directors-general shall immediately
send the original of the written notification and attached documents to the FSA Commissioner.

(ix) When the directors-general of Local Finance Bureaus have received reports based on Article 14(1) and
(2) of the Capital Adequacy Notice, they shall immediately send a copy thereof to the FSA Commissioner.
(x)  The directors-general of Local Finance Bureaus shall examine the status of the payment, for the previous
business year, of the Registration and License Tax (the registration license tax as specified under Article 2 of
the Registration and License Tax Act) by Financial Instruments Business Operators, etc., under their

jurisdiction, and report the findings to the FSA Commissioner by April 30 every year.

(3) Re-delegation to Director-General of Local Finance Offices, etc.

Of the processes delegated to the directors-general of Local Finance Bureaus under Article 42 of the Order for

the Enforcement of the Financial Instruments and Exchange Act (hereinafter referred to as the “FIEA Enforcement

Order”), the directors-general may re-delegate the following processes to the director-general of local Finance

Offices that have jurisdiction over the regions where the head offices of the applicants and Financial Instruments
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Business Operators, etc., are located as well as to the heads of the Oar and Kitami Branch Offices.

(1)  Administrative processes regarding the receipt of applications for registration as specified under Article
29-2 (1) and Article 33-3(1) of the FIEA

(i) Administrative processes regarding the receipt of applications for authorization specified under Article
30-3(1) of the FIEA

(i) Administrative processes regarding the receipt of applications for approval as specified under Article
35(4) of the FIEA

(iv) Administrative processes regarding the receipt of notifications based on Article 31(1) and (3), Article 33-
6(1) and (3), Article 31-2(5) and (8), Article 35(3) and (6), Article 46-6(1), Article 50(1), Article 50-2(1) and
(7) of the FIEA

(v)  Administrative processes regarding the receipt of notifications based on Article 32(1) and (3), Article 32-
3, Article 32-4 and Article 57-26(1) of the FIEA

(vi) Administrative processes regarding the receipt of documents submitted under Article 46-3(1) and (2),

Atrticle 47-2, Article 48-2(1) and (2) and Article 49-3(1) and (2)

(4) Points of Attention
The provisions of (i), (ii1), (iv), (viii), and (xi) to (xiii) of II-1-7(1), (i1), (iv) and (ix) of II-1-7(2), and (i1), (iii)
and (v) of II-1-7(3) shall not be applicable to the conduct of administrative processes concerning the supervision of

registered financial institutions.

II-1-8 Points of Attention Regarding Submission Documents Required for Financial Instruments Business
Operators, etc.

It should be noted that an officer, etc. who has changed his/her surname may enter, in addition to the current
surname, the former surname (meaning the former surname prescribed in Article 30-13 of the Order for
Enforcement of the Residential Basic Book Act (Cabinet Order No. 292 of 1967); the same shall apply
hereinafter) in the parentheses in the column when entering officers’ names in the Formats attached to the
Guidelines.

With regard to attached Formats III-1, VI-11, VI-12, VI-13, VI-14, and VI-15, it should also be noted that a
person who has submitted a written application for registration referred to in Article 29-2(1) of the Act or a written
notification referred to in Article 31(1) of the Act in which he/she entered both his/her former surname and current
surname may enter either the former surname or current surname or both until the person has filed a notification to
the effect that he/she changes the relevant former surname and current surname entered in such written

application or written notification.

II-1-9 Points of Attention Regarding Procedures in Writing and by Face-to-Face Contact

With regard to applications and notifications filed by Financial Instruments Business Operators, etc. and
notices on dispositions issued by the authorities to Financial Instruments Business Operators, etc., Article 6(1) and
Article 7(1) of the Act on the Promotion of Administration Using Information and Communications Technology

(hereinafter referred to as the "Digital Procedures Act") provide that a means that involves the use of an electronic
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data processing system may be used even in cases where procedures in writing or by any other means are
prescribed under the provisions of laws and regulations, irrespective of the provisions of the relevant laws and
regulations.

In light of the purport of the Digital Procedures Act, the provisions of the Supervisory Guidelines pertaining to the
procedures subject to the Digital Procedures Act are revised to permit the use of a means that involves the use of
an electronic data processing system for those procedures, irrespective of the provisions requiring procedures in
writing or by face-to-face contact.

In addition, with the rapid progress of digitalization in economic and social activities as a whole, the national
government is reviewing Japan's systems and practices that require written documents, seals, and face-to-face
procedures, and is working toward the realization of a remote society where procedures can be completed without
actually visiting an office.

In order to steadily promote these efforts, the FSA has also been promoting the computerization of
administrative procedures by revising the Electronic Application and Notification System of the FSA to enable
online submission of all applications and notifications filed by Financial Instruments Business Operators, etc., as
well as by revising the Cabinet Office Ordinance and Supervisory Guidelines to abolish the use of seals.

Furthermore, with regard to procedures among private businesses, the national government held the "Panel for
Reviewing Procedures Requiring Documents, Seals and Face-to-Face Contact in the Financial Industry" to
encourage the entire industry to review its practices, thereby working to digitize documents, eliminate the need for
seals, and review face-to-face regulations.

Based on these efforts in the public and private sectors, the provisions of the Supervisory Guidelines pertaining
to documents and face-to-face contact regarding procedures other than those subject to the Digital Procedures Act
are revised to permit the use of a means that involves the use of an electronic data processing system or other
information and communications technology.

In light of the purpose of the above-mentioned treatment, it is recommended that procedures based on the
provisions of the Supervisory Guidelines be conducted, to the extent possible, in a manner other than in writing or

by face-to-face contact, while taking into consideration the intentions of the other party to the procedures.

II-1-10 Points of Attention when Submitting Written Applications, etc.

Based on II-1-9, applications and notifications (including attached documents issued by public institutions
(copy of resident certificate, ID card, copy of family register, etc.)) to the authorities filed by Financial
Instruments Business Operators, etc. shall, in principle, be required to be submitted by the methods set forth in (1)
and (2) below.

For attached documents issued by public institutions, an applicant or notifier shall be requested to send the
original documents, when the matters recorded in the documents by using a digital camera, scanner, etc. are
unclear or otherwise it is difficult to confirm those matters. In addition, when the relevant procedures require
payment of a tax, fees, etc. and payments other than electronic payments are accepted, an applicant or notifier

shall be requested to send the original document proving the payment.

(1) The Electronic Application and Notification System of the FSA
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Applications and notifications, etc. to the authorities filed by Financial Instruments Business Operators, etc.,
shall, in principle, be required to be submitted by the submission deadline stipulated by laws and regulations using
the Electronic Application and Notification System of the FSA, except for the procedures for which the use of the
Financial Monitoring System (hereinafter referred to as the "FIMOS") set forth in (2) is required.

(2) Financial Monitoring System

A business report prescribed in Article 46-3(1) of the FIEA, a written notification of the capital adequacy ratio
prescribed in Article 46-6(1) of the same Act, a business report prescribed in Article 47-2 of the same Act, a
business report prescribed in Article 48-2(1) of the same Act, a written report on the business or on the status of
property prescribed in Article 188(ii) of the FIB Cabinet Office Ordinance based on Article 48-2(2) of the FIEA, a
business report prescribed in Article 63-4(2) of the same Act, and a business report prescribed in Article 63-12(2)
of the same Act (including as applied pursuant to Article 3-3(4) of the Supplementary Provisions of the same Act
(including as applied mutatis mutandis pursuant to paragraph (7) of the same Article; the same applies

hereinafter)) shall, in principle, be required to be submitted by using the FIMOS.
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II-2 Response to Inquiries, Complaints, etc.

(1) Basic Response

At the FSA, the Counseling Office for Financial Services Users is primarily responsible for handling inquiries,
complaints, etc. regarding Financial Instruments Business Operators, etc., and financial instruments transactions.
At Local Finance Bureaus, such complaints are primarily handled by relevant divisions. The FSA and Local Finance
Bureaus shall explain to persons who lodge complaints that they are not in a position to act as a mediator for specific
transactions, and they shall refer such persons to a designated ADR body (meaning a designated dispute resolution
body specified in Article 156-38(1) of the FIEA; the same shall apply hereinafter), Financial Instruments Firms’
Associations and Certified Investor Protection Organizations, which respond to inquiries, complaints, etc. based on
the FIEA.

If persons who have made inquiries, complaints, etc. consent to the provision of information to the Financial
Instruments Business Operators, etc., the supervisory departments shall, in principle provide information to the

Financial Instruments Business Operators, etc.

(2) Accumulation of Information

Local Finance Bureaus shall record the inquiries, complaints, etc. regarding Financial Instruments Business
Operators, etc. that are deemed to be useful for supervising such operators (in the format specified in the Attached
list of Formats I1I-9). When they find any information that is deemed to be particularly important, they shall

immediately report such information to the relevant FSA divisions.

(3) Cooperation with the Counseling Office for Financial Services Users

In order to ensure that inquiries, complaints, etc. brought to the Counseling Office for Financial Services Users
are appropriately reflected in the administrative processes regarding supervision, supervisory departments shall take
the following measures:

(i) analyze the inquiries, complaints, etc. referred from the counseling office; and

(i) exchange information with the counseling office.
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II-3 Response to External Inquiries about Interpretations of Laws and Regulations, etc.

1I-3-1 Inquiries about Laws and Regulations

(1) Scope of Laws and Regulations Regarding Which Inquiries May be Processed
Inquiries may be processed only regarding the FIEA and related laws and regulations that are under the FSA’s
jurisdiction. Comments shall never be made in response to inquiries regarding laws and regulations outside the

FSA’s jurisdiction.

(2) Method of Response to Inquiries

(1)  Regarding an inquiry to which a reply can be made based on existing documents and reference materials,
such as this Guideline for Supervision and reports compiled by advisory councils, the reply shall be provided
promptly.

(il)) When Local Finance Bureaus have received an inquiry to which they find it difficult to reply on their own,
they shall compile an inquiry mail in the format specified in the Attached List of Formats II-10 and consult
with the relevant FSA division via e-mail, etc.

(iii)) When business operators to which the laws and regulations under the FSA’s jurisdiction are directly
applicable or business associations comprising such business operators have made a general inquiry that meets
the requirements specified in the following A and B with regard to the said laws and regulations, the head
of the relevant FSA division shall provide a written reply and make it public if it is deemed to be appropriate
to do so from the viewpoint of improving the predictability of the application of laws and regulations.

(Note) A “business association” refers to a group formed by a substantial number of business operators
engaging in the same type of business to which the laws and regulations under the FSA’s jurisdiction
are directly applicable in order to promote their common interests, or a federation of such groups (limited
to the top-tier organization in the case of business sectors where there are layers of associations and
federations).

A. Scope of Inquiries for Which the Reply may be Published
An inquiry must meet all of the following requirements if the written reply thereto is to be made public:

a. Must not ask whether a law or regulation is applicable to a specific transaction involving a specific
business operator, but rather ask about the general interpretation of the law or regulation. (Not
eligible for the application of the Prior Confirmation Procedures on the Application of Laws and
Regulations by Administrative Agencies (“no action letter” system).)

b. Must not seek factual recognition.

c. Must relate to transactions and other matters common to business operators to which the laws and
regulations under the FSA’s jurisdiction are directly applicable (in cases where the inquirer is an
association of business operators, the inquiry must concern transactions and other matters common
to business operators constituting the association) and must be regarding matters that a number of

business operators are expected to make an inquiry into.
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d. Must not ask about points that are clear in light of the Guideline for Administrative Processes and
other documents and materials that have been made public in the past.
B. Written Inquiry Forms (including Electronic Forms)
The inquirer shall submit a written inquiry that specifies the following items. In addition to the written
inquiry, the inquirer may be asked to submit additional or corrected documents, if necessary, in order to
judge the contents of the inquiry and whether it meets the criteria specified in “A” above.
a. The legal provision which the inquiry concerns and specific points of issue
b. The inquirer’s opinion concerning the inquired points of issue and the basis thereof
c. Astatement from the inquirer agreeing to have the contents of the inquiry and the response thereto
made public.
C. Contact Point for Inquiry
A written inquiry shall be submitted to the FSA division with jurisdiction over the law or regulation in
question or the relevant section of the Local Finance Bureau that has jurisdiction over the inquirer. When
a Local Finance Bureau section has received an inquiry, it shall immediately forward it via e-mail, etc.,
to the relevant FSA division.
D. Reply
a. The head of the relevant FSA division shall strive to reply to the inquirer within two months in
principle of the arrival of a written inquiry at the contact point. In cases where it is not possible to
reply within two months, it is necessary to provide the reason for the delay and the expected date
of reply to the inquirer.
b. Written replies shall contain the following disclaimer:

“This reply expresses a general view regarding the law or regulation in question that the FSA
formed at this time exclusively on the basis of information contained in the written inquiry, in its
capacity as the entity that has jurisdiction over the said law or regulation. Therefore, the reply does
not provide judgment regarding the application of the said law or regulation to a specific case or
have binding power on the judgment of the investigative or judicial authorities.”

c. When the relevant FSA division decides not to reply to the inquiry through said process, it shall
notify the inquirer with the decision and provide the basis thereof.
E. Publication
When the FSA has provided a reply according to the procedures prescribed in “D” above, it shall
immediately publish the inquiry and the reply on its web site.

(iv) Regarding inquires which do not fit the description of (iii) above but are made frequently, a reference
circular that describes the reply to the inquiry (in the format specified in the Attached List of Formats II-11)
shall be compiled, distributed to the relevant departments and stored at the planning sections of the relevant
departments of the FSA and the Local Finance Bureaus.

(v) In cases where the inquirer seeks a written reply from the FSA and where the Prior Confirmation
Procedures on the Application of Laws and Regulations by Administrative Agencies (“no action letter”

system) are applicable in light of 1I-3-2(2), the inquirer shall be asked to apply for the said procedures.
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II-3-2 Prior Confirmation Procedures on the Application of Laws and Regulations by Administrative Agencies
(“No Action Letter” System)

Under the Prior Confirmation Procedures on the Application of Laws and Regulations by Administrative
Agencies (hereinafter referred to as the “No Action Letter System”), private companies seek prior confirmation as
to whether specific practices related to their planned business activities are subject to specific laws and regulations,
and the said organizations make the replies they receive public. The FSA has established detailed rules concerning
the No Action Letter System. This section only specifies the administrative procedures concerning the No Action
Letter System, so supervisors shall make sure to refer to “Detailed Rules concerning the Prior Confirmation
Procedures on the Application of Laws and Regulations by Administrative Agencies” when using the No Action

Letter System.

(1) Contact Point for Inquiry

Inquiries shall be submitted to the Coordination Division of the Supervisory Bureau. The Coordination Division
shall immediately process the inquiry if it meets the requirements specified in (2) (iii) below and forward it to the
division that has jurisdiction over the law or regulation in question. Financial institutions under the jurisdiction of
Local Finance Bureaus shall submit an inquiry to the relevant bureaus, which shall in turn immediately forward the
written inquiry to the Coordination Division of the Supervisory Bureau via e-mail, etc.
(Note) In principle, the local Finance Bureau forwarding the written inquiry to the Coordination Division of the

Supervisory Bureau shall attach its own opinion thereto.

(2) Flow of Processes after Receipt of a Written Inquiry
The relevant division that has received the inquiry shall check whether it is appropriate to reply thereto in light
of (i) and (iii) below in particular. In cases where the inquiry is not eligible for the No Action Letter System, the
inquirer shall be notified of the ineligibility. In cases where it is deemed to be necessary for the inquirer to submit
additional or corrected documents, the inquirer may be asked to do so. However, it is important to avoid imposing
an excessive burden on the inquirer, by minimizing the volume of requested additional or corrected documents.
(i)  Scope of Matters Subject to Inquiry
Whether the inquiry has been submitted by a private company planning to engage in a new business or
transaction in order to inquire about the following matters, in relation to the laws and ordinances listed on the
FSA’s web site as subject to the No Action Letter System (hereinafter referred to as “Relevant Laws and
Regulations (Provisions)” and government orders based thereon.
A. Whether engaging in the business or transaction in question amounts to operating without authorization.
B. Whether engaging in the business or transaction in question amounts to operating without notification.
C. Whether engaging in the business or transaction in question leads to the suspension of business operation
or rescission of a license (adverse dispositions).
D. Whether engaging in the business or transaction in question leads to the direct imposition of a certain
obligation or limitation of rights.
(i1))  Scope of Eligible Inquirers

Whether the inquirer is an individual or a legal person planning to start a new business and wishing to
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inquire about the applicability of the Relevant Laws and Regulations (Provisions), or a lawyer or the like
employed by the said individual or legal person. Whether the inquirer has submitted a written inquiry that
meets the criteria specified in (iii) below and agreed to have the content of the inquiry and the reply thereto
made public.
(iii) Inquiry Content
An inquiry must meet the following criteria:
A. Describing specific and concrete facts relating to planned business activity.
B. Containing specific indication of the provisions of the relevant laws and regulations (Provisions)
regarding which the inquirer wishes to check the applicability to the planned activity.
C. Containing a statement from the inquirer agreeing to have the contents of the inquiry and the reply
thereto made public.
D. Clarifying the inquirer’s opinion concerning the applicability of the provisions of the laws and
regulations in “B” above and the basis thereof.
(iv) Response Timeframe

In principle, the head of the division that has received the inquiry shall reply to the inquirer within 30 days
from the arrival at the contact point of a written inquiry from the inquirer. However, in the following cases,
the response timeframe shall be set as follows. In any case, the FSA shall strive to ensure that the response
time, including the time needed for submitting additional or corrected documents, is made as short as possible.

A. In cases where the inquiry concerns advanced financial techniques or technologies, thus requiring a
careful judgment, the FSA shall make a reply within 60 days in principle from the receipt of the inquiry.

B. In cases where the relevant section's conduct of administrative processes may be impeded significantly
by an excessive volume of inquiries, a reply may be delayed till 30 days from the initial receipt of the
inquiry or later but must be made within a reasonable period of time.

C. In cases where the law or regulation in question is under the joint jurisdiction of the FSA and another
government agency, a reply shall be made within 60 days in principle from the receipt of the inquiry.

In cases where the inquirer has been asked to submit corrected or additional information, the days involved
in gathering the said information shall not be counted in the 30-day period. If it is not possible to make a reply
within 30 days, the FSA shall provide the reason for the delay and the expected date of reply to the inquirer.

(v) Publication of Inquiries and Replies

As a general rule, the contents of inquiries and the replies thereto shall be posted on the FSA’s web site in
their entirety within 30 days from the issuance of the reply.

However, in cases where the inquirer requests a delay in the publication of the inquiry and the reply thereto,
and provides a rational reason for the delay and specifies the time when publication may be made, the FSA
may delay the publication of the inquiry and the reply. In such cases, the publication may not necessarily be
delayed until the date requested by the inquirer. When the reason for the requested delay has ceased to be
valid, the FSA may make the inquiry and the reply thereto public after giving prior notice to the inquirer. In
cases where an inquiry or the reply thereto contains information that falls under the category of matters of
non-disclosure, as specified under the provisions of Article 5 of the Act Concerning the Disclosure of

Information Retained by Administrative Agencies, the FSA may, as necessary, withhold such information from
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disclosure.

I1-3-3 System to Eliminate Regulatory Gray Zones

Article 7(1) of the Industrial Competitiveness Enhancement Act (hereinafter referred to as the “Enhancement
Act”) stipulates a system under which persons who intend to conduct new business activities may request
confirmation of the interpretation of provisions of the law that stipulates regulations concerning the intended new
business activities and related business activities, as well as ordinances based on the law (including notifications;
hereinafter referred to as the “laws and regulations” in this paragraph), and the presence or absence of application
of said provisions to the new business activities and related activities (hereinafter referred to as the “Gray Zone
Elimination System”). This paragraph prescribes the administrative processes of the Gray Zone Elimination System.
Reference shall invariably be made to the “Guide to the Use of the ‘Gray Zone Elimination System,” ‘Regulatory
Sandbox,” and ‘Special Measures on Regulations for New Businesses’ (Ministry of Economy, Trade and Industry
(METTI), July 15, 2022) (hereinafter referred to as the “Usage Guide,” including those after revisions by the METI
in this paragraph).

(1) Contact Point for Inquiry

The contact point for inquiry shall be the Strategy Development Division, the Strategy Development and
Management Bureau of the FSA.

The Strategy Development Division shall promptly accept an inquiry form that satisfies the requirements
indicated in the criteria for items to be included as shown in (2)(iii) below when it arrives. If the inquiry form is to
be submitted to multiple competent ministers, confirmation of those other competent ministers shall be obtained.

Financial Instruments Business Operators, etc., under the jurisdiction of Local Finance Bureaus shall make
inquiries to the relevant Local Finance Bureaus, respectively. When a Local Finance Bureau has received an inquiry,
it shall promptly send the inquiry form to the Strategy Development Division, the Strategy Development and
Management Bureau of the FSA.

(Note) When sending an inquiry form to the Strategy Development Division, the Strategy Development and

Management Bureau of the FSA, a Local Finance Bureau shall attach review comments to only those requests

for confirmation described in said inquiry form that concern laws and regulations under the jurisdiction of the

FSA.

(2) Procedures Following the Receipt of Inquiry Form

After accepting an inquiry form, the Strategy Development Division, the Strategy Development and
Management Bureau shall promptly forward said inquiry form to the responsible section that has jurisdiction over
the laws and ordinances related to the request for confirmation described in the inquiry form. While discussing with
said responsible section, the Policy and Legal Division, Planning and Coordination Bureau shall check the following
(1) through (iii) in particular regarding whether or not a response shall be given to the matter, and in the case of a
request for confirmation that cannot use the System, the person who submitted said inquiry form (hereinafter
referred to as the “submitter” in this paragraph) shall be thus notified. In addition, if any corrections to the inquiry

form or submission of additional documents is necessary, the required responses may be requested of the submitter.
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However, additional documents shall be limited to the minimum to avoid excessive burden on the submitter.

(1) Subject of the Request for Confirmation

Whether A. and B. below are satisfied.

A. Whether the submitter is a person who intends to conduct new business activities.

(Note) “New business activities” refer to the development or production of new products, the development
or provision of new services, the introduction of new production or sales methods of products, the
introduction of new provision methods of services and other new business activities through which
improvement of productivity (including resource productivity (the degree of the contribution of the use
of energy or the use of mineral resources (excluding their use as energy) to the economic activities of
those who intend to conduct new business activities)) or cultivation of new demand is expected and
which have no danger of injuring public order or morals (Article 2(4) of the Enhancement Act, and
Article 2 of the Order on Testing of New Technology, Development of Special Measures on
Regulations for New Businesses, and Promotion of Regulatory Reform Based on the Industrial
Competitiveness Enhancement Act (hereinafter referred to as the “Order Based on the Enhancement
Act”).

B. The submitter is a person who intends to conduct new business activities related to businesses under the
jurisdiction of the FSA. Or, the submitter is a person who intends to request confirmation of the
interpretation of provisions of the laws and regulations under the jurisdiction of the FSA that stipulate
regulations concerning the new business activities and related business activities the submitter intends to
conduct, as well as the presence or absence of application of said provisions.

(i1) Subject of the Inquiry
Whether the submitter requests confirmation of the interpretation of provisions of the laws and regulations
under the jurisdiction of the FSA that stipulate regulations concerning the new business activities and related
business activities the submitter intends to conduct, as well as the presence or absence of application of said
provisions, and inquires on matters such as the following:

A. Whether conducting the business or transaction corresponds to unlicensed trading.

B. Whether conducting the business or transaction corresponds to unregistered trading.

C. Whether conducting the business or transaction would be subject to suspension of business or rescission
of license (adverse disposition).

D. Whether obligations will be directly imposed or rights be restricted in relation to the conduct of the
business or transaction.

(iii) Criteria for Items to be Included in the Inquiry Form

Whether the following matters are included in accordance with Form 5 of the Ordinance for Enforcement of

the Enhancement Act and based on the Usage Guide.

A. The goals of the new business activities and related business activities

B. The particulars of the new business activities and related business activities

C. Timing of conducting the new business activities and related business activities

D. Clauses of the laws and ordinances for which confirmation of interpretation and presence or absence of
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application are requested

E. Specific matters to be confirmed

(3) Response

The section to which the inquiry form was forwarded shall, in the case where the Strategy Development Division,
the Strategy Development and Management Bureau, has decided to respond, issue a written response to the
submitter by using Form 11 of the Order Based on the Enhancement Act within one month, in principle, from when
the inquiry form arrived from the submitter at the contact point for inquiry.

If there are unavoidable circumstances that prevent the issuance of a written response within the above period,
in light of the status of examination of the interpretation of the provisions of the laws and regulations and the
applicability of the provisions with regard to the request for confirmation stated in the inquiry form, the section to
which the inquiry form was forwarded shall notify the submitter of that fact and its reason every period that does

not exceed one month, until said written response is issued.
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1I-4 Points of Attention in Providing Administrative Guidance, etc.

II-4-1 Points of Attention in Providing Administrative Guidance, etc.

b}

When providing administrative guidance, etc., (“Administrative guidance, etc.,” includes administrative
guidance as specified under Article 2(vi) of the Administrative Procedure Act as well as the advice and other acts
that cannot be clearly distinguished from administrative guidance) to Financial Instruments Business Operators, etc.,
supervisors shall abide by the Administrative Procedure Act and other relevant laws and regulations. The following

points shall be taken into consideration.

(1) General Principles (Article 32 of the Administrative Procedure Act)
(i)  Whether the administrative guidance, etc., is followed entirely on the basis of voluntary cooperation of
the supervised business operator. For example, the following points shall be taken into consideration:

A. Whether the supervisor has obtained the understanding of the supervised business operator on the
contents and application of the administrative guidance, etc., and the conduct of the official in charge.

B. Whether the administrative guidance has been continued despite the supervised business operator’s
expression of an unwillingness to cooperate.

(il)) Whether the supervisor has given unfavorable treatment to a business operator for failing to follow
administrative guidance, etc.

A. It should be kept in mind that disclosing a failure to follow administrative guidance, etc., without due
legal grounds could amount to “unfavorable treatment” in a situation where such disclosure would serve
as a social punishment by causing economic losses, for example.

B. In cases where the authority to take administrative dispositions may be exercised depending on the
circumstances following the provision of administrative guidance, etc., the supervisor may provide the

administrative guidance, etc., while indicating the possibility of the exercise of the said authority.

(2) Administrative Guidance, etc. Related to Applications (Article 33 of the Administrative Procedure Act)

Whether the supervisor has prevented the applicant’s exercise of its rights by continuing administrative guidance,

etc., despite the applicant’s expression of an intention not to follow the said administrative guidance, etc.

(i)  Even if the applicant has not clearly expressed an intention not to follow administrative guidance, etc.,
the supervisor shall consider whether the applicant has no intention to do so by taking into consideration the
background to the administrative guidance etc., and changes in the objective circumstances, etc.

(i1) It should be kept in mind that even if the applicant is following administrative guidance etc., this does not
necessarily constitute voluntary consent to the supervisor’s possible suspension of the screening and response
processes regarding the application.

(i) The following points shall be taken into consideration, for example:

A. Whether the supervisor has prevented the applicant’s exercise of its rights by putting the applicant in a
situation in which it is impossible not to follow administrative guidance, etc.
B. In cases where the applicant has not clearly expressed an intention to not follow administrative guidance,

etc., whether the supervisor has not suspended the screening and response processes regarding the
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application on the grounds that the applicant is receiving administrative guidance, etc.
C. In cases where the applicant has expressed an intention to not follow administrative guidance, etc.,
whether the supervisor has ceased the said administrative guidance, etc., and processed the application

in a prompt and appropriate manner.

(3) Administrative Guidance, etc., Concerning Authority over Granting of License and Approval (Article 34 of the
Administrative Procedure Act)

In cases where the supervisor does not have the authority to grant a license or approval or take administrative
dispositions based thereon, or where the supervisor has no intention to exercise such authority, whether the
supervisor is forcing a business operator to follow administrative guidance, etc., by making an ostensible show of
the possibility of exercising the authority.

For example, the following points shall be taken into consideration:

(i)  Whether the supervisor is requiring a business operator to engage in or refrain from engaging in a
particular act by pretending to have the authority to deny a license or approval in cases where the supervisor
does not in reality have such authority.

(ii))  Whether the supervisor is forcing a business operator to follow administrative guidance, etc., by indicating
the possibility of exercising the authority regarding licensing and approval at any time unless the
administrative guidance, etc., is followed, or by implying that some kind of unfavorable treatment would be

given.

(4) Method of Administrative Guidance (Article 35 of the Administrative Procedure Act)

(i)  When providing administrative guidance, etc., whether the supervisor clarifies to the supervised business

operator what the purpose and contents of the said guidance, etc., are and who the officer in charge is.
The following points shall be taken into consideration, for example:

A. Whether the supervisor clarifies what act the supervised business operator should engage in or refrain
from engaging in.

B. Whether the supervisor indicates which officer is responsible for the provision of relevant administrative
guidance, etc.

C. In cases where administrative guidance, etc., is provided based on a specific law, whether the supervisor
indicates the legal provision used as the basis.

D. In cases where the provided administrative guidance, etc., is not based on a specific law, whether the
supervisor gains the business operators understanding of the necessity of the said guidance by explaining
the purpose thereof.

(ii)) In cases where the supervised business operator requests the provision of a document that specifies the
officer in charge and the purpose and contents of administrative guidance, etc., whether the supervisor meets
the request in principle, unless there is any particular problem from the viewpoint of the conduct of
administration (excluding cases that fit the description of either item of Article 35 (3)).

A. In cases where the provision of a written document is requested, it is necessary to meet the request as

soon as possible.
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B. A “particular problem from the viewpoint of the conduct of administration” that justifies a refusal to
provide the requested document refers to the case in which a significant impediment could be caused to
the conduct of administration by the indication in writing of the officer in charge and the purpose and
contents of administrative guidance, etc. For example, if the document specifying those matters is
utilized or interpreted regardless of the intention of the person who compiled it, achieving a certain
administrative objective could become impossible.

C. It should be kept in mind that a large backlog of work to be conducted or a need to conduct work in a
short period of time alone would not constitute a “particular problem from the viewpoint of the conduct

of administration.”

[1-4-2 Points of Attention in Holding Interviews, etc.

k)

When FSA employees hold interviews, etc., (“Interviews, etc.,” include face-to-face interviews, telephone
conversations and e-mail exchanges) with management and employees of Financial Instruments Business Operators,
etc., they shall take the following points into consideration:

(i)  Whether the FSA employees who participate in interviews, etc., always maintain discipline and decorum
as well as a calm and composed attitude.

(il)) Whether FSA employees confirm the purpose of interviews, etc., and the names and affiliation of the
interviewees.

(iii)) Whether FSA employees ensure that the place and time of their interviews, etc., as well as the composition
of participants from the FSA side and the interviewed business operator are appropriate in light of the purpose
and contents thereof.

(iv) Whether FSA officials make sure, as necessary, to have both sides share the recognition of the contents
and results of interviews, etc. In particular, when the contents and results of an interview, etc., are subject to a
confidentiality obligation, whether it is ensured that the need for confidentiality is made clear to both sides.

(v) Incases where FSA officials face a need to consult their superiors with regard to the contents of interviews,
etc., whether they seek the superiors’ judgment in advance or make a report to the superiors immediately after
the interviews, etc., depending on the circumstances. Furthermore, when they hold interviews with two or
more business operators regarding matters that require consultations with their superiors, whether FSA

officials take care to ensure the consistency and transparency of the conduct of administration.

1I-4-3 Procedures for Communications and Consultations
When supervisors find it difficult to make judgment in light of the Administrative Procedure Act as to the
appropriateness of the administrative guidance, etc., that they plan to provide through interviews, etc., they shall

contact the relevant FSA division and hold consultations as necessary about what to do.
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1I-5 Points of Attention in Taking Administrative Dispositions

1I-5-1 Response to Inspection Results, etc.

(1) Response to Inspection Results
Supervisory departments shall properly reflect the results of inspections of Financial Instruments Business
Operators, etc., conducted by inspection departments in supervisory processes as follows:

(i)  Regarding violation of laws pointed out in inspection reports, and acts and situations that are related to
Financial Instruments Business Operators’ business operations and assets and registered financial institutions’
business operations, and that are problematic from the viewpoint of protecting public interests and investors,
as well as important matters pointed out in the previous inspection regarding which improvement is not
sufficient, supervisors shall order, under Article 56-2(1) of the FIEA, the submission within one month (the
deadline for the submission may be shortened on an item-by-item basis) of a report on factual confirmation,
the analysis of causes, and improvement and corrective measures, when they deem it necessary and
appropriate to do so.

In addition, regarding a Financial Instruments Business Operator, etc., that is planning a system integration
as part of a merger or another similar business restructuring move, and regarding which a problem has been
pointed out with regard to the internal control environment for managing system integration risk, the
supervisor shall order the submission of a report under the same legal provision on the policy for implementing
its system integration plan precisely and on the internal control environment regarding the system risk
(including internal audits), among other matters, when they deem it necessary and appropriate to do so.

Orders for the submission of the above reports shall be issued in the format specified in the Attached List
of Formats II-12.

(ii)) When receiving the above reports, the supervisor shall hold sufficient hearings with the Financial
Instruments Business Operator, etc. When holding the hearings, the supervisor shall maintain close
cooperation with inspection departments.

(iii) In cases where a certain period of time is deemed to be necessary in order to implement improvement and
corrective measures specified in the reports and to make improvement regarding the matters pointed out in
the inspection, the supervisor shall strive to ensure appropriate follow-up through periodic hearings, for
example.

(iv) In cases where the Securities and Exchange Surveillance Commission has issued a recommendation
regarding administrative dispositions and other measures to be taken based on Article 20 (1) of the Act for
Establishment of the Financial Services Agency, supervisory authorities shall consider issuing an order for the
submission of reports based on Article 56-2(1) of the FIEA and taking administrative dispositions based on
Articles 51 to 52-2 of the FIEA and other appropriate measures after examining the contents of the

recommendation.

(2) Requirement for the Submission of Reports Based on Off-site Monitoring

(i)  Incases where a Financial Instruments Business Operator, etc., is deemed to have a problem in its control

42



environment for risk management, legal compliance and governance, etc., the supervisor shall require the
submission of a report, based on Article 56-2(1) of the FIEA, on factual recognition regarding the problem,
the analysis of the cause, improvement and corrective measures and other necessary matters.

(i) In cases where it is deemed necessary to conduct more detailed investigation as a result of verifying the
report, the supervisor shall require the submission of an additional report based on Article 56-2(1) of the FIEA.

(i) In cases where any serious problem from the viewpoint of protecting public interests and investors has
not been detected as a result of the examination of the above reports, and where it is deemed possible for the
Financial Instruments Business Operator, etc., to make voluntary improvement efforts, the supervisor shall
follow up on the reported improvement and corrective measures through voluntary hearings and other means.

(iv) When necessary, the supervisor shall require the submission of periodic reports based on Article 56-2(1)

of the FIEA and follow up thereon.

II-5-2 Administrative Dispositions Based on Articles 51 to 52-2 (1) (Business Improvement Orders, Business
Suspension Orders, etc.)

In cases where a serious problem from the viewpoint of protecting public interests and investors has been
detected as a result of the examination of the contents of reports submitted by Financial Instruments Business
Operators, etc., or the contents of recommendations issued by the Securities and Exchange Surveillance
Commission in light of the evaluation items specified in this Guideline for Supervision, the supervisory departments
shall decide which administrative dispositions to take with due consideration of the factors described in (1) to (3)
below after considering, among other factors, the following points:

o  Whether it is appropriate to leave it to the Financial Instruments Operator, etc., to make improvement efforts

on a voluntary basis.

o  Whether substantial improvement is required and it is necessary to have the Financial Instruments Business

Operator, etc. concentrate on business improvement for a certain period of time.
e  Whether it is appropriate to allow the Financial Instruments Business Operator, etc., to continue business

operations.

(1) Seriousness and Maliciousness of Acts
(i) Degree of Damage to Public Interests
Whether the Financial Instruments Business Operator, etc., is undermining public interests significantly
by, for example, originating and providing products markedly inappropriate from the viewpoint of appropriate
disclosure of financial conditions to customers, thereby damaging confidence in the financial markets.
(i1)) Extent of Damage to Users
Whether a number of users across wide regions have suffered damage. How serious the damage done to
individual users is.
(iii) Maliciousness of Acts
Whether the Financial Instruments Business Operator, etc., has acted in a malicious way, such as by
continuing to sell similar products despite receiving numerous complaints from users.

(iv) Duration and Repetitive Nature of Acts
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Whether the act in question committed by a Financial Instruments Business Operator, etc., has been
committed for a long period of time. Whether the act has been committed repeatedly and continuously or only
once. Whether the Financial Instruments Business Operator, etc., committed a similar illegal act in the past.

(v) Intentionality

Whether the Financial Instruments Business Operator, etc., has committed the illegal/inappropriate act

intentionally while recognizing the illegality and inappropriateness, or has done so through negligence.
(vi) Institutional Involvement

Whether the act has been committed based on an individual employee’s judgment or a manager has been

involved. Whether the management team has been involved.
(vii) Presence or Absence of Cover-Up Actions

Whether an attempt to cover up the act has been made after its illegality was recognized. Whether a cover-

up, if one exists, was an institutional act.
(viii) Involvement of Anti-Social Forces

Whether any anti-social forces have been involved. How much involvement, if any.

(2) Appropriateness of Control Environment for Governance and Business Operation

(i)  Whether the representative director and the board of directors are fully aware of the importance of legal
compliance and make sufficient efforts to ensure compliance.

(i1)) Whether the internal audit section is adequately staffed and equipped to conduct audits and whether the
division is functioning properly.

(iii)) Whether the compliance and risk management divisions are adequately staffed and equipped to perform
their tasks and whether they are functioning properly.

(iv) Whether employees engaging in business are fully aware of the importance of legal compliance and

whether sufficient internal training is provided.

(3) Attenuation Factors

Apart from (1) and (2) above, whether there are attenuation factors, such as the implementation of voluntary
efforts by the Financial Instruments Business Operator, etc. to protect investors before the administrative response.
In particular, if the Financial Instruments Business Operator, etc. precisely implements voluntary efforts based on
principles that have been shared with administrative authorities, this fact is to be taken into consideration as an

attenuation factor.

II-5-3 Points of Attention Regarding Administrative Dispositions against Registered Financial Institutions

In cases where inappropriate practices have been recognized with regard to securities-related businesses
conducted by registered financial institutions, supervisory departments shall require the submission of reports and
issue orders for business improvement, etc., as necessary in cooperation with the divisions in charge of the
supervision of banks, from the viewpoint of not only protecting investors under the FIEA but also ensuring the

soundness of the management under the Banking Act and other relevant laws.
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1I-5-4 Standard Processing Period Regarding Supervisory Actions Based on Inspection Results

In cases where supervisory actions are to be issued based on Articles 51 to 52-2 of the FIEA, the following

procedures shall be followed:

(1)  The supervisor shall determine supervisory actions within one month from the receipt of letters of
recommendations or inspection reports (copies) (within two months in cases where the chief of the relevant
Local Finance Bureau needs to consult the FSA Commissioner and in cases where the actions are based on
laws that are under the joint jurisdiction of the FSA and other ministries and agencies).

(i) In cases where the Financial Instruments Business Operators, etc., and other business operators are
required to submit reports, regarding the matters pointed out in the said letters of recommendations and
inspection reports, for factual confirmation or other purposes, the said orders shall be issued within one month
from the receipt of the reports (within two months in cases where the chief of the relevant Local Finance
Bureau needs to consult the FSA Commissioner and in cases where the orders are based on laws that are under
the joint jurisdiction of the FSA and other ministries and agencies).

(Note 1) In determining the timing of the “receipt of a report,” the following points shall be taken into
consideration:

(a) In cases where the submission of a report based on Article 56-2(1) of the FIEA is required
twice or more (limited to cases where the submission of an additional report is required within the
prescribed period from the receipt of the most recent report), the receipt of the last report shall be
the starting point of the counting of the standard processing period.

(b) In cases where the submission of corrected or additional documents (excluding those
concerning minor corrections and additions) is required, the receipt of the said documents shall be
the starting point of the counting of the standard processing period.

(Note 2) The time necessary for legal explanations and hearings shall not be included in the counting of the
standard processing period.
(Note 3) The standard processing period shall be applied on the basis of each item of information used as the

basis for determining what supervisory action to take.

II-5-5 Removal of the Requirement for the Submission of Reports on Compliance with Business Improvement
Orders under Articles 51 and 51-2 of the FIEA

In cases where business improvement orders are issued against Financial Instruments Business Operators, etc.,
based on Articles 51 and 51-2 of the FIEA, the supervisor shall follow up on their business improvement efforts
and, in principle, require the submission of reports on the implementation of business improvement plans so as to
promote such efforts. Regarding the follow-up and the requirement for the submission of reports, the following

points shall be taken into consideration:

(1) In cases where Financial Instruments Business Operators, etc., who have received business improvement orders
based on Article 51 and 51-2 of the FIEA are required to submit reports on the implementation of their business
improvement plans for a specified period of time, the requirement shall be removed upon the arrival of the end of

the said period.
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(2) In cases where Financial Instruments Business Operators, etc., who have received business improvement orders
based on Article 51 and 51-2 of the FIEA are required to submit reports on the implementation of their business
improvement plans continuously without any set timeframe, the requirement shall be removed when it is recognized
that sufficient improvement measures have been taken in line with their business improvement plans with regard to
the problems that constituted the basis of the issuance of the orders. A decision on whether to remove the requirement
shall be made in light of the implementation of improvement efforts as identified through the submitted reports and

other means.

I1-5-6 Relation to the Administrative Procedure Act and Other Laws

(1) Relation to the Administrative Procedure Act

It should be kept in mind that in cases where supervisors intend to take adverse dispositions, including issuing
orders for business improvement and business suspension and rescinding registration and licenses, they must hold
legal hearings based on Article 57(2) of the FIEA.

It should also be kept in mind that in the case where supervisors reject permits and licenses requested by
application, and where supervisors take an adverse disposition, they must indicate the reason for the action based
on Article 8 and Article 14 of the Administrative Procedure Act, respectively (when taking the dispositions in writing,
they must indicate the reason for the action also in writing).

Upon doing so, it should be kept in mind that it is required to clarify the facts on which the disposition was
based as well as which laws and ordinances or standards were applied in taking the disposition, instead of simply

indicating the basis provisions alone.

(2) Relation to the Administrative Appeals Act

It should be kept in mind that in cases where supervisors reject permits and licenses requested by application,
or intend to require the submission of reports, issue orders for business improvement or business suspension, and
rescind registration and licenses, etc., the relevant Financial Instruments Business Operators, etc., must be advised
in writing that they are entitled to request examination to the Commissioner of the FSA, etc., based on Article 82 of

the Administrative Appeals Act.

(3) Relation to the Administrative Case Litigation Act

It should be kept in mind that in cases where supervisors reject permits and licenses requested by application,
or intend to require the submission of reports, issue business improvement or business suspension orders, and
rescind registration or licenses, etc., the relevant Financial Instruments Business Operators, etc., must be advised in
writing matters concerning the filing of suits to seek the rescission of the said administrative dispositions based on

Article 46 of the Administrative Case Litigation Act.

II-5-7 System for Exchange of Opinions

In cases where adverse dispositions are to be taken, it may be useful for supervisors to exchange opinions with
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the relevant Financial Instruments Business Operators, etc., at several levels upon their request, in addition to

holding legal hearings and granting opportunities for making explanations based on the Administrative Procedure

Act, in order to share the recognition of the facts that constitute the basis of the administrative dispositions and their

seriousness.

In cases where a Financial Instruments Business Operator, etc., who has recognized the likelihood of
becoming the target of an adverse disposition during the hearing process concerning the requirement for the
submission of a report, requests that an opportunity be provided for an exchange of opinions (refer to Note 1)
between senior supervisors (refer to Note 2) and senior officials of the business operator, and where the
supervisory authorities intend to take adverse disposition that involves opportunities for hearings or explanations,
an opportunity for an exchange of opinions about the facts that constitute the basis of the adverse disposition and
their seriousness shall be granted before the notification of the said opportunity for hearings and explanations,
unless it is necessary to take the said administrative disposition urgently.

(Note 1) Requests from Financial Instruments Business Operators, etc., for an opportunity for an exchange of
opinions shall be met only if they are made between the receipt of reports on the facts that constitute the
basis of the relevant adverse dispositions that have been submitted based on Article 56-2(1) of the FIEA
and the notification of opportunities for hearings and explanations.

(Note 2) “Senior supervisors” include the directors-general of the relevant divisions of the FSA and Local

Finance Bureaus.

II-5-8 Notification to Relevant Authorities, including Overseas Supervisory Authorities
In cases where supervisors intend to take adverse dispositions, including issuing orders for business
improvement and business suspension and rescinding registration and licenses, they shall, as necessary, notify other

relevant authorities, including overseas supervisory authorities

II-5-9 Concept on the Publication of Adverse Dispositions

(1) It should be kept in mind that when supervisors have issued orders for business suspension and rescinded

registration and licenses, they must publish the administrative dispositions in official gazettes.

(2) This means that the facts that constitute the basis of adverse dispositions, such as the issuance of orders for
business improvement and the contents of the dispositions, should be published, except for cases where the
publication of those matters could undermine efforts to improve the management of the relevant Financial
Instruments Business Operators, etc. The purpose of this publication is to make it easier for financial institutions in
general to predict what administrative dispositions will be taken under what circumstances, thereby reducing the

possibility of similar inappropriate incidents arising in the future
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1I-6 Application Mutatis Mutandis

(1) Application Mutatis Mutandis to Persons Engaging in Businesses Specially Permitted for Qualified Institutional
Investors, etc., Businesses Specially Permitted for Overseas Investors, etc. and Businesses Specially Permitted for
the Transitional Period.

The provisions of 1I-1-4 (2) to (4), 1I-1-5(1), 1I-1-7(1)(v) and (ix), (2)(iii), 1I-1-8, 1I-2, 1I-3, 1I-4 and II-5 shall
be applied mutatis mutandis to administrative processes regarding persons engaging in businesses specially
permitted for qualified institutional investors, etc. (referring to businesses specially permitted for qualified
institutional investors (referring to businesses specially permitted for qualified institutional investors prescribed in
Article 63(2) of the FIEA; the same shall apply hereinafter) or specially-permitted investment management
businesses (referring to specially-permitted investment management businesses prescribed in Article 48(1) of the
Supplementary Provisions of the Act for Partially Amending the Securities and Exchange Act, etc. (2006 Act No.
65; hereinafter referred to as the "Amendment Act" except for VI-2-11-1); the same shall apply hereinafter);the
same shall apply hereinafter), businesses specially permitted for overseas investors, etc. (referring to businesses
specially permitted for overseas investors, etc. prescribed in Article 63-8(1) of the FIEA; the same shall apply
hereinafter), businesses specially permitted for the transitional period (referring to businesses specially permitted
for the transitional period prescribed in Article 3-3(5) of the Supplementary Provisions of the FIEA; the same shall
apply hereinafter), or businesses pertaining to acts prescribed in Article 3-3(7) of the Supplementary Provisions of
the FIEA (hereinafter referred to as "businesses specially permitted for the transitional period, etc." together with
businesses specially permitted for the transitional period). Additionally, for re-delegation of tasks to directors-
general of local finance offices, etc., [I-1-7(3) shall apply by replacing the following with the re-delegated tasks. It
should be noted that words and sentences in the relevant format specified in the Attached List of Formats shall be
replaced as necessary.

(i)  Administrative processes for receiving notifications based on Article 63(2), (8) and (13), Article 63-2(2)
to (4) of the FIEA (including cases where these provisions are applied mutatis mutandis pursuant to Article
63-3(2) of the FIEA or applied pursuant to Article 48(3), (5) or (7) of the Supplementary Provisions of the
Amendment Act; the same shall apply in [X) and Article 63-3 (1) of the FIEA

(il)) Administrative processes for receiving copies of contracts based on Article 63(9) and (10) of the FIEA
(including cases where these provisions are applied mutatis mutandis pursuant to Article 63-3(2) of the FIEA;
the same shall apply in IX)

(i) Administrative processes for receiving documents based on Article 63-4(2) (including where this provision
is applied mutatis mutandis pursuant to Article 63-3 (2) or applied pursuant to Article 48(3), (5) or (7) of the
Supplementary Provisions of the Amendment Act)

(iv) Administrative processes for receiving notification based on Article 63-9(1), (7) and (10) of the FIEA,
Article 63-10(2) to (4) of the FIEA (including cases where these provisions are applied mutatis mutandis
pursuant to Article 63-11(2) of the FIEA or are applied pursuant to Article 3-3(4) of the Supplementary
Provisions of the FIEA; hereinafter the same shall apply in VI-3-3), Article 63-11(1) of the FIEA, and Article
3-3(1) of the Supplementary Provisions of the FIEA.

(v) Administrative process for receiving documents submitted based on Article 63-12(2) of the FIEA (including
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cases where applied mutatis mutandis pursuant to Article 63-11(2) of the FIEA or applied pursuant to Article
3-3(4) of the Supplementary Provisions of the FIEA).

(2) Application Mutatis Mutandis to Financial Instruments Intermediary Service Providers

The provisions of 1I-1-4(3) and (4), 1I-1-7, 1I-1-8, 1I-2, 1I-3, 11-4 and II-5 shall be applied mutatis mutandis to
administrative processes regarding financial instruments intermediary service providers, and the provisions of 11-1-
5(2)(1) and (ii) shall be applied mutatis mutandis to the coordination and liaison with the competent directors-general
of Local Finance Bureaus regarding the supervisory processes related to financial instruments intermediary service
providers. In addition, the following points shall be taken into account. It should be noted that words and sentences
in the relevant format specified in the Attached List of Formats shall be replaced as necessary.

(i)  When the directors-general of Local Finance Bureaus supervise financial instruments intermediary service
providers who handle financial products on behalf of Financial Instruments Business Operators, etc., under
the jurisdiction of the FSA Commissioner or the directors-general of other Local Finance Bureaus, they shall
strive to cooperate therewith by, for example, providing information necessary for supervising the said
Financial Instruments Business Operators, etc.

(ii)) The directors-general of Local Finance Bureaus, when sales offices or other facilities of financial
instruments intermediary service providers under the jurisdiction of the directors-general of other Local
Finance Bureaus are located in their areas of jurisdiction, shall strive to cooperate with those Local Finance
Bureau directors-general by, for example, providing information necessary for the supervision of the said

financial instruments intermediary service providers.

(3) Application Mutatis Mutandis to Securities Finance Companies
The provisions of 1I-1-8, 11-2, II-3, II-4 and II-5 shall be applied mutatis mutandis to administrative processes

regarding securities finance companies.

(4) Application Mutatis Mutandis to Investment Corporations
The provisions of II-1-4(3) and (4), 1I-1-8, 1I-2, II-3, 1I-4 and II-5 shall be applied mutatis mutandis to
administrative processes regarding investment corporations. It should be noted that words and sentences in the

relevant format specified in the Attached List of Formats shall be replaced as necessary.

(5) Application Mutatis Mutandis to Commodities Investment Sales Companies

The provisions of II-1-5(1) and (2)(ii), II-1-6, 1I-1-7(1), II-1-8, 1I-2, I1I-3, 1I-4 and II-5 (excluding I1-5-9(1)) shall
be applied mutatis mutandis to administrative processes regarding commodities investment sales companies, based
on the Act on Regulation on Commodities Investment-Related Business. It should be noted that words and sentences

in the relevant format specified in the attached list of formats shall be replaced as necessary.
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111 rvisorv Evaluation Points and Vari Administrative Pr r neral

I11-1 Governance (General)

In order to realize the sound development of the securities market, it is important for Financial Instruments
Business Operators themselves to endeavor to develop their control environment for legal compliance and conduct
management in a manner to ensure full customer protection. In conducting daily supervisory administrative
processes, it is necessary to examine what the desirable status of governance by a Financial Instruments Business
Operator is, from the viewpoint of whether its management team's checking of the execution of the business
operators’ business is conducted effectively and whether the monitoring and control of the management team is

conducted effectively.

(1) Major Supervisory Viewpoints

In order to ensure that governance by a Financial Instruments Business Operator functions effectively, all
officers and employees need to recognize that the business operator bears important social responsibilities as an
intermediary of the financial instruments market, and need to be involved in business operations based on a full
understanding of the roles assigned to them. In particular, the representative director, individual directors and the
board of directors, individual auditors and the board of auditors, and the internal audit section bear important
responsibilities.

Naturally, the representative director, as the director empowered to represent the Financial Instruments Business
Operator, bears the greatest responsibility for the management thereof. The board of directors, as the highest
decision-making body of the Financial Instruments Business Operator, is not only empowered to make specific
decisions regarding the execution of business, but also has the functions of monitoring the execution of business by
the representative director and the director in charge, and preventing autocratic management. Auditors and the board
of auditors are granted broad and strong authority so as to audit the execution of business by directors, etc., who
bear important responsibilities for the management of the Financial Instruments Business Operator as stated above,
thereby bearing important responsibilities for the task of monitoring governance.

In addition, the amendment of the Companies Act in 2014 and the provisions of financial instruments exchanges
stipulate that listed companies secure outside directors, while the provisions also prescribe that listed companies
respect the Corporate Governance Code and make efforts to strengthen corporate governance. As such, listed
companies are required to meet a higher level of governance than unlisted companies.

Therefore, in monitoring the control environment of governance of listed Financial Instruments Business
Operators, supervisors shall pay attention to whether the business operator is making efforts appropriately in
accordance with the Corporate Governance Code in establishing a control environment of governance of a level
required by the principles of the Corporate Governance Code, and examine whether its functions are appropriately
performed.

With regard to business operators whose parent company is a listed company, supervisors shall check the control
environment of governance of the parent company including the state of efforts regarding compliance with the
Corporate Governance Code within the scope necessary for examining governance of the business operator.

(Note) Supervisors shall pay attention to ensure that the Corporate Governance Code adopts the so-called
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“principles-based approach” and the “comply or explain” (either comply with a principle or, if not, explain
the reasons why not) approach.

It shall also be taken into consideration that the scope of application of each principle of the Corporate
Governance Code is stipulated in each market for listed companies.

In view of the above, it is necessary to examine whether the representative director, directors/the board of
directors and auditors/the board of auditors are fully performing their important responsibilities for the management
of the Financial Instruments Business Operator, by paying attention to the following points, for example:

(Note) In the case of Financial Instruments Business Operators that are companies with nominating committees,
etc., it is necessary to examine whether the board of directors, committees, executive officers, etc., exercise
their respective authority appropriately. In addition, in the case of business operators that are companies with
an audit and supervisory committee, it is necessary to examine whether the board of directors, audit and
supervisory committee, etc., exercise their respective authority appropriately. In this case, examination should
be conducted with due consideration of the actual status of management based on the purpose of this Guideline.

(i) Representative Director

A. Whether the representative director counts matters concerning the execution of business as well as
those concerning the development and establishment of legal compliance and internal control
environment among the most important management issues. Also, whether the director is sincerely
leading efforts to formulate a specific policy for implementing compliance and is ensuring full
compliance.

B. Whether the representative director fully recognizes that disregard of the risk management division may
have a serious impact on corporate earnings and attaches importance to the said division.

C. Whether the representative director, based on the recognition of the importance of internal audits, sets
appropriate objectives of internal audits and establishes arrangements for enabling the internal audit
section to fully perform its functions (including securing the independence of the internal audit section),
and periodically checks the performance of the functions. Whether the representative director approves
basic matters concerning internal audit plans, including an audit policy and priority items, in light of the
risk management status, etc., of divisions subject to audits, and implements appropriate measures based
on the results of internal audits.

D. Whether the representative director fully understands that banning any relations with anti-social forces
and firmly excluding such forces are vital for maintaining public confidence in the Financial Instruments
Business Operator and securing the appropriateness and soundness of its business. In addition, based on
this understanding, whether the representative director has made clear, both throughout the company
and to the outside, a basic policy decided by the board of directors with due consideration of the
“Guideline for Prevention of Damages from Anti-Social Forces in Industry” (agreed upon at a meeting
on June 19, 2007 of cabinet ministers responsible for anti-crime measures; hereinafter referred to as the
“Government Guideline”™).

(i1) Directors/Board of Directors

A. Whether directors check and prevent autocratic management by the representative director and other

officers who are responsible for business execution, and are actively involved in the board of directors'
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decision-making and checking process concerning business execution.

B. Whether the Board of Directors has specified a management policy based on the overall vision of the
desirable status of the Financial Instruments Business Operator. Whether it has established management
plans in line with the management policy and communicated the plans throughout the company. Whether
it regularly reviews and revises the progress status thereof.

C. Whether the board of directors counts not only matters concerning the execution of business, but also
those concerning the development and establishment of legal compliance and internal control
environment among the most important management issues, and is sincerely leading efforts to formulate
a specific policy for implementing compliance and ensuring full compliance. Whether it makes sure to
communicate the said policy throughout the company. In addition, whether the board of directors has
decided a basic policy based on the Government Guideline, established a framework for implementing
it and clearly positioned the prevention of damage that could be inflicted by anti-social forces as a matter
of legal compliance and risk management by, for example, periodically examining the effectiveness
thereof.

D. Whether the board of directors fully recognizes that disregarding the risk management division may
have a serious impact on corporate earnings, and attaches importance to the said division. In particular,
whether the director in charge has in-depth knowledge and understanding concerning the methods of
measuring, monitoring and managing risks, in addition to an understanding of where risks reside and
what kind of risks they are.

E. Whether the board of directors has set up a policy for managing various risks based on strategic
objectives. Whether it reviews and revises the risk management policy on a periodic or as-needed basis
so as to adapt the policy to changes in strategic objectives, and the development of risk management
techniques, etc. In addition, whether the board of directors makes use of risk-related information in the
execution of business and the development of risk management systems by, for example, making
necessary decisions based on risk-related information reported periodically.

F. Whether the board of directors recognizes the importance of segregated custody of customer assets based
on their understanding that it contributes to investor protection and the sound development of the
financial instruments market. In addition, whether the board of directors makes use of information related
to the status of the segregated custody of customer assets when developing systems for ensuring
appropriate segregated custody by, for example, receiving status reports on a periodic or as-needed basis.

G. Whether the board of directors has set appropriate objectives of internal audits and established
arrangements for enabling the internal audit section to fully perform its functions based on the
recognition of the importance of internal audits (including securing the independence of the internal
audit section), and periodically checks the performance of the function. Whether the board of directors
approves basic matters concerning internal audit plans, including an audit policy and priority items, in
light of the risk management status, etc., of divisions subject to audits, and implements appropriate
measures based on the results of internal audits.

(iii) Auditors/Board of Auditors

A. Whether the independence of the board of auditors is ensured in accordance with the purpose of the

52



board of auditors system.

B. Whether the board of auditors properly exercises the broad authority granted thereto and conducts audits
of business operations in addition to audits of accounting affairs

C. Whether individual auditors recognize the importance of their own independence within the board of
auditors and actively take the initiative to conduct audits.

D. Whether the board of auditors strives to ensure the effectiveness of its audits by, for example, receiving
reports on the results of external audits, depending on the contents thereof.

(iv) Internal Audit Section

Internal audits are conducted by entities independent from audited divisions, in order to examine and
evaluate the status of business execution and the appropriateness, effectiveness and reasonableness of internal
management and control, and to provide advice and make recommendations to the management based thereon,
with a view to contributing to the achievement of the management goals of Financial Instruments Business
Operators. Therefore, internal audits constitute one of the most important corporate activities for Financial
Instruments Business Operators if they are to secure autonomous corporate management. In light of the
importance of internal audits, it is necessary to examine whether the function of internal audits is working
effectively at Financial Instruments Business Operators, by paying attention to the following points, for
example.

A. Whether the internal audit section has been established as an organization that is independent from
divisions subject to audit so as to fully check the actions thereof, and is sufficiently staffed and equipped
to conduct effective internal audits.

B. Whether the internal audit section formulates internal audit plans based on its understanding of the status
of risk management by divisions subject to audits and the types of risks faced thereby with regard to all
businesses conducted by the Financial Instruments Business Operator.

C. Whether the internal audit section audits divisions subject to audits in an efficient and effective manner
based on internal audit plans.

D. Whether the internal audit section reports important issues identified and pointed out in internal audits
without any delay to the representative director and the board of directors.

E. Whether the internal audit section appropriately oversees the improvement status of divisions subject to
audits, with regard to matters pointed out in internal audits and reflects it in future internal audit plans.

(v) Use of External Audits

This Guideline does not obligate Financial Instruments Business Operators to undergo external audits of
their business operations by external auditors (including audits by the head offices and group companies) in
addition to mandatory audits of financial statements, etc., by accounting auditors. However, in order to acquire
the profits and secure the effectiveness of the risk management and internal control environment, it is desirable
to ensure effective use of external audits by accounting auditors and others, as well as internal audits by
Financial Instruments Business Operators themselves. Therefore, examination of the status of external audits
should be conducted by paying attention to the following points, for example.

A. Whether important issues identified and pointed out in external audits are reported without any delay to

the board of directors or to the board of auditors.
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B. Whether divisions subject to audits make improvements with regard to matters pointed out in external
audits within a certain time period. In addition, whether the internal audit section appropriately identifies

and examines the improvement status.

(2) Supervisory Method and Actions
Supervisors shall examine the status of governance through the following hearings and daily supervisory
administrative processes.
(i) Hearings Regarding Management Challenges, etc.
Supervisors shall hold hearings regarding Financial Instruments Business Operators’ management
challenges, strategies and the status of risk management and governance, among other matters, as necessary.
In addition, senior supervisors shall directly hold hearings with top managers of Financial Instruments Business

Operators, as necessary.

(i1) Hearings Regarding Internal Audits
Supervisors shall hold hearings with the internal audit sections of Financial Instruments Business
Operators as necessary, with regard to their control environment for internal audits, the status of the
implementation of internal audits and the correction of problems, from the viewpoint of identifying the status
of the divisions’ exercise of their functions.
In addition, supervisors shall hold hearings with Financial Instruments Business Operators’ auditors and
outside directors when a particular need to do so is recognized.
(ii1) Examination of Governance through Daily Supervisory Administrative Processes
Supervisors shall examine the effectiveness of governance not only through the hearings described above
but also through daily supervisory administrative processes, such as receiving reports on problematic conduct
in financial instruments business.
(iv) Recording of Monitoring Results
Supervisors shall compile and store records on matters of particular note based on the results of monitoring
conducted through procedures described above, and make effective use thereof in future supervisory
administrative processes.
(v) Supervisory Method and Actions
In cases where doubt has arisen about the effectiveness of a Financial Instruments Business Operator’s
governance, the supervisor shall monitor voluntary business improvement made by the business operator, by
holding an in-depth hearing regarding the cause of problems and improvement measures and, when necessary,
requiring the submission of a report based on Article 56-2(1) of the FIEA. When the Financial Instruments
Business Operator is deemed to have a serious problem from the viewpoint of protecting public interests and
investors, the supervisor shall take actions such as issuing a business improvement order based on Article 51
of the FIEA. When the business operator is deemed to have committed a serious and malicious illegal act, the
supervisor shall consider necessary actions, including issuing an order for business suspension based on

Article 52(1) of the FIEA.

54



II1I-2 Appropriateness of Businesses (General)

II-2-1 Control Environment for Legal Compliance

(1) Development of Control Environment for Legal Compliance

In order to ensure the development of the Japanese financial market as well as the economy, it is necessary to
provide financial instruments and services in an appropriate manner in a fair and transparent securities market, and
the confidence of users in Financial Instruments Business Operators is one of the important elements thereof.
Financial instruments business operators must make sure to strictly comply with laws and regulations as well as
business rules and maintain sound and appropriate business operations. The development of the control environment
for legal compliance by Financial Instruments Business Operators shall be examined in light of their business profile
with due consideration of the following points, for example.

(1) Whether the Financial Instruments Business Operator has counted compliance as one of the most important
management issues and formulated a basic policy concerning the implementation of compliance, a
comprehensive implementation plan (compliance program) and a code of conduct (rules concerning ethics
and a compliance manual, etc.). In addition, whether it has informed all officers and employees of the existence
and contents of the implementation policy, etc., and ensured a full understanding thereof and the
implementation of compliance in daily business operations.

(i1) Whether the Financial Instruments Business Operator conducts evaluation and a follow-up regarding the
implementation policy and the code of conduct on a periodic or as-needed basis. Whether it reviews and
revises the contents thereof.

(iii)) Whether the Financial Instruments Business Operator has established a system for ensuring appropriate
communications and reporting of compliance-related information among divisions in charge of sales (which
refer to all divisions engaged mainly in profit-generating business operations; hereinafter referred to as “sales
divisions”), the division/manager in charge of compliance and the management team.

(iv) Whether the Financial Instruments Business Operator has established robust systems for training and
educating officers and employees on compliance and strives to foster and enhance a sense of compliance
among officers and employees. In addition, whether it strives to ensure the effectiveness of training by, for
example, conducting evaluation and follow-up in a timely manner and by reviewing and revising the contents
thereof.

(v) Whether the Financial Instruments Business Operator has established a system for enabling the person in
charge of supervising the status of compliance with laws, regulations, rules, etc. (the person specified by
Article 15-4(i) of the FIEA Enforcement Order) to perform his or her functions fully so as to enhance the
internal control environment and contribute to appropriate business execution. For example, whether it ensures
independence of the internal control division and gives the internal control division the authority to fully
perform the function to check the sales division. Whether the internal control division conducts an evaluation
and follow-up regarding the status of performance of the function of the manager in charge of internal control,

etc.
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(2) Supervisory Method and Actions

Regarding issues of supervisory concern identified through daily supervisory administration and the reporting
of problematic conduct in relation to a Financial Instruments Business Operator’s control environment for legal
compliance, the supervisor shall keep track of the status of voluntary business improvement made by the business
operator by holding an in-depth hearing and, when necessary, requiring the submission of a report based on Article
56-2(1) of the FIEA. When the Financial Instruments Business Operator is deemed to have a serious problem, from
the viewpoint of protecting public interests and investors, the supervisor shall take actions, including issuing a
business improvement order based on Article 51 of the FIEA. When the business operator is deemed to have
committed a serious and malicious illegal act, the supervisor shall consider necessary actions, including issuing an

order for business suspension based on Article 52(1) of the FIEA.

III-2-2 Supervisory Response to Problematic Conduct in Financial Instruments Business
Supervisory response to problematic conduct in financial instruments business, etc., (refer to Note) shall be

made as follows.
(Note) A “problematic conduct in financial instruments business, etc.” refers to either of the following cases:

(a) An act that constitutes a violation of the provisions of Article 199 (vii) of the FIB Cabinet Office

Ordinance
(b) An indictment of a Financial Instruments Business Operator or officers and employees thereof
(c) Other acts which could undermine the soundness and appropriateness of a Financial Instruments

Business Operator’s business operations and which are similar to the acts described in (a) and (b).

(1) Major Supervisory Viewpoints
(i) Initial Notification of Problematic Conduct in Financial Instruments Business, etc.

Supervisors shall check the following points upon the receipt of an initial notification of problematic
conduct in a financial instruments business, etc., at a Financial Instruments Business Operator. It should be
noted that cases in which a written report is submitted without an initial notification shall be handled likewise.

A. Whether the Financial Instruments Business Operator has promptly reported to the internal control and
internal audit section as well as to the board of directors, etc., in accordance with compliance rules.

B. In cases where the conduct could constitute a criminal offense, whether the Financial Instruments
Business Operator has reported to the police and other relevant organizations.

C. Whether a division independent of the division involved in the conduct (e.g., the internal audit section)

investigates the conduct.

(i) Examination of Appropriateness of Business Operations
Supervisors shall examine the appropriateness of a Financial Instruments Business Operator’s business
operations in relation to problematic conduct in a financial instruments business, etc., based on the following
viewpoints:
A. Whether an executive has been involved in the conduct and whether there has been an institutional

involvement.
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B. What impacts the conduct is expected to have on the management of the Financial Instruments Business
Operator and on customers and the financial instruments market.

C. Whether the internal checks and balances function is properly functioning.

D. Whether the Financial Instruments Business Operator has formulated improvement measures
intended to prevent the recurrence of the conduct, is equipped with a sufficient self-purification
function and has clarified the allocation of responsibilities. For example, whether it has analyzed
the cause of occurrence of the problematic conduct in financial instruments business, etc. and has
formulated measures to prevent the recurrence with active involvement of the management team and
has communicated the measures to the sales division, etc.

E. Whether the Financial Instruments Business Operator acted appropriately immediately after the conduct
came to light.

F. In cases where the Financial Instruments Business Operator provides profits from its assets in order to
compensate for the losses caused by the conduct, whether the business operator compiles records on the
provided profits and the basis of the compensation calculation. In addition, whether the Financial
Instruments Business Operator has established arrangements and procedures for enabling a division
independent from the sales division, such as the internal control division, to check the status of the

compilation of the said records.

(2) Supervisory Method and Actions

In cases where supervisors have recognized the occurrence of problematic conduct in financial instruments
business, etc., through reports and notification by Financial Instruments Business Operators, they shall identify and
monitor voluntary business improvement made by the business operators by holding in-depth hearings and, when
necessary, requiring the submission of reports based on Article 56-2(1) of the FIEA. When the Financial Instruments
Business Operators are deemed to have a serious problem from the viewpoint of protecting public interests and
investors, the supervisors shall take actions such as issuing a business improvement order based on Article 51 of the
FIEA. When the business operator is deemed to have committed a serious and malicious illegal act, the supervisors
shall consider necessary actions, including issuing an order for business suspension based on Article 52(1) of the

FIEA.

I11-2-3 Ensuring Customers' Best Interest

[11-2-3-1 Duty of Good Faith and Fair Dealing in Consideration of Customers' Best Interest (Article 2 of the

Financial Services Provision Act)

(1) Major Supervisory Viewpoints

In order for Financial Instruments Business Operators to bring about added value to society through their
business and at the same time ensure the sustainability of their own business management, they are required to
execute business in accordance with good faith and fair dealing, in consideration of customers' best interest.

Therefore, supervisors shall verify the manner in which Financial Instruments Business Operators consider
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"customers' best interest," not necessarily limited to interest in a short term or in mere formality, and whether they
execute business, including management of the organization and provision of goods and services, with honesty and

fairness to customers in order to achieve customers' best interest, in light of their business size and characteristics.

(2) Supervisory Method and Actions

Regarding Financial Instruments Business Operators' challenges in relation to their duty of good faith and fair
dealing, which have been ascertained through daily supervisory administration and the reporting of problematic
conduct, supervisors shall identify and keep track of the status of Financial Instruments Business Operators'
voluntary improvements by conducting in-depth hearing and requiring the submission of reports based on Article
56-2(1) of the FIEA as necessary. When any serious problem is found from the perspective of ensuring sound and
appropriate business operation of a Financial Instruments Business Operator or protecting customers, supervisors
shall take actions, including the issuance of an order for business improvement based on Article 51 of the FIEA.
Furthermore, when a serious and malicious violation of law is found, supervisors shall consider necessary actions,

including the issuance of an order for business suspension based on Article 52(1) of the FIEA.

II-2-3-2 Control Environment for Customer Solicitation and Explanations

[I1-2-3-2-1 Principle of Suitability

In accordance with Article 40 of the FIEA, Financial Instruments Business Operators must ensure that
investment solicitation is conducted in an appropriate manner suited to their customers’ attributes, etc., by offering
transactions with terms and contents that are commensurate with each customer’s knowledge, experience, asset
status and investment purpose as well as his/her ability to make judgment regarding risk management. Additionally,
Financial Instruments Business Operators need to preform their duty of good faith and fair dealing to their customers
under a system developed for ensuring appropriate implementation of investment solicitation.

To this end, Financial Instruments Business Operators need to establish a system for appropriately ascertaining
the details of financial instruments they provide as a premise of conducting investment solicitation, and it is also
important to establish a system to manage customers that makes it possible to accurately ascertain customers’
attributes and transaction status. Furthermore, it is necessary to review and evaluate whether there is a rational
reason to prove that the details of financial instruments are suited to respective customers’ attributes. Then, Financial
Instruments Business Operators need to ensure that investment solicitation without such rational reason or
inappropriate or unfaithful investment solicitation would not be conducted for their customers.

Given those points, the supervisor should pay attention to the following issues, for example. As methods of
investment solicitation are diverse, including solicitation to customers coming to business offices and solicitation
using a telephone or via the internet, it should be noted that it is necessary to consider appropriate solicitation

methods depending on the characteristics of respective methods.

(1) Major Supervisory Viewpoints
(i) Proper Understanding of the Details of Financial Instruments

With regard to individual financial instruments provided by Financial Instruments Business Operators,
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whether Financial Instruments Business Operators sufficiently analyze and identify the risks, returns and costs
thereof as well as other information that is necessary for customers in making investment in financial instruments,
and whether Financial Instruments Business Operators have developed a system to ensure that management and
employees accurately understand the relevant information and appropriately provide explanations to customers
in accordance with the characteristics, etc. of respective financial instruments, through the provision of training
and preparation of explanatory documents for customers, while collaborating with originators of respective
financial instruments.

(i) Efforts for Securing of an Appropriate Identification of Customer Attributes and Actual Status of

Transactions as well as for Appropriate Management of Customer Information

A. Whether, in order to grasp customer attributes such as investment purpose and experiences in a timely
and appropriate manner, the Financial Instruments Business Operator prepares a system of customer
cards, for instance, adequately confirming the investment purpose, and whether the customer’s
investment purpose registered on the customer cards is shared by both the Financial Instruments
Business Operator and the customer. Furthermore, whether the Financial Instruments Business Operator
appropriately manages customer information in such manner as when the Financial Instruments
Business Operator ascertains any change in the status of a customer’s assets and income or his/her
investment purpose based on a report, etc. by the customer, the Financial Instruments Business Operator
makes changes to the registered details on the customer cards after confirming the customer’s intention
whether or not to make said changes and shares the modified registered details with the customer, upon
conducting investment solicitation thereafter.

B. Whether the Financial Instruments Business Operator refers to transaction conditions, such as trading
profits and losses, evaluation profits and losses, the frequency of transactions and the status of fee
payment with regard to each customer account, for example, as part of its effort to identify the actual
status of transactions conducted by customers.

C. Regarding customers who are deemed to require direct contact in order to check the contents of their
transactions, whether the Financial Instruments Business Operator strives to identify the actual
transaction status by appropriately, for example, having a sales division manager (this should be a person
other than the employee in charge of handling said customers but may be the manager in charge of
internal control or the head of a division, a branch office or a person with a similar status; the same shall
apply hereinafter) conduct an interview with said customers in a timely and appropriate manner, and
whether the same measures are taken to identify the actual status of transactions of derivatives, etc.,
which continue for a long time after the conclusion of contracts.

(iii) Review and Evaluation of Rational Reason upon Investment Solicitation

A. Prior to conducting investment solicitation for financial instruments, whether the Financial Instruments
Business Operator reviews and evaluates a rational reason to consider that individual financial
instruments, and the frequency and amounts of a series of transactions with a customer are suited to the
attributes and investment purpose of the relevant customer that the Financial Instruments Business
Operator has ascertained.

B. From the perspective of securing proper review and evaluation, whether the Financial Instruments
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Business Operator has specified concrete methods, including factors to take into consideration and
procedures to follow, in advance, depending on the characteristics of respective financial instruments,
while collaborating with originators thereof.

Whether the Financial Instruments Business Operator conducts careful sales management, such as
adopting a system of management approval for investment solicitation of certain financial instruments
depending on the attributes of respective customers in order to avoid inappropriate solicitation contrary
to a customer’s investment purpose, such as selling multi-currency funds or other high-risk instruments
to customers who are focused on the security of their principal.

(iv) Inappropriate or Unfaithful Investment Solicitation

Whether the Financial Instruments Business Operator does not conduct any of the following inappropriate

or unfaithful acts, for example, when soliciting investment in financial instruments.

A. An act to solicit purchases and sales of financial instruments with a high frequency contrary to the
attributes and investment purpose of a customer seen from the developments of a series of transactions
with the customer as a result of the Financial Instruments Business Operator’s efforts to seek profits, and
to cause said customer to bear excessive fees. (When making a judgment as to whether the frequency is
unreasonably high, it should be noted whether the percentage of the aggregated total of paid fees against
the customer’s annual average investment balance and the frequency of his/her past transactions do not
significantly deviate from the customer’s ordinary investment behavior.)

B. With the aim of soliciting investment in a financial instrument contrary to the attributes and investment
purpose of a customer, an act to request the customer to change his/her investment purpose in line with
the relevant financial instrument without making the customer accurately understand the meaning of and
the reason for that change.

C. Under a circumstance where investment in multiple financial instruments is likely to match a customer
based on his/her attributes and investment purpose, an act to solicit the customer to invest in a financial
instrument that requires higher fees without any rational reason.

(v) Verification by the Internal Control Division

A. Whether the internal control division verifies (i) to (iv) above and reviews systems based on the
verification results, thereby endeavoring to secure the effectiveness.

B. Whether the internal control division has established concrete methods for interviews with customers by
a sales division manager, etc. mentioned in (ii), C. above and has made the relevant methods thoroughly
shared among management and employees, and ascertains and verifies the status of the interviews and
reviews those methods or otherwise endeavors to establish a system to secure the effectiveness.

(vi) Conversion to a Specified Investor upon Request of an Ordinary Investor

In a case where a customer as an “ordinary investor” requests to convert to a “specified investor” pursuant
to the provision of Article 34-3 (1) of the FIEA, whether the Financial Instruments Business Operator determines
the acceptability of such request after having judged whether it is appropriate to treat the customer as a “specified

investor” in consideration of his/her knowledge, experience, state of property and purpose of investment.

(2) Supervisory Method and Actions
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When supervisors have recognized an issue of supervisory concern regarding a Financial Instruments Business
Operator's control environment related to the principle of suitability, through daily supervisory administration or the
reporting of problematic conduct, they shall identify and keep track of the status of voluntary improvement made
by the business operator by holding in-depth hearings and, when necessary, requiring the submission of reports
based on Article 56-2 (1) of the FIEA. When the Financial Instruments Business Operator is deemed to have a
serious problem from the viewpoint of protecting public interests and investors, the supervisors shall take actions
such as issuing an order for business improvement based on Article 51 of the FIEA. When the Financial Instruments
Business Operator is deemed to have committed a serious and malicious violation of law, the supervisors shall
consider necessary actions, including the issuance of an order for business suspension based on Article 52 (1) of the

FIEA.

IM1-2-3-2-2 Control Environment for Managing Sales Staff

From the viewpoint of ensuring that Financial Instruments Business Operators solicit customers in an
appropriate manner suited to the customer attributes, it is important to identify and keep track of the actual state of
customer solicitation conducted by the business operators’ sales staff. To this end, particular attention shall be paid

to the following points:

(1) Major Supervisory Viewpoints
(1) Identification of the Actual State of Customer Solicitation by Sales Staff and Efforts to Ensure Appropriate
Solicitation

A. Whether the manager of each sales division, for example, strives to identify and keep track of the actual
state of customer solicitation by directly holding interviews with customers, and takes appropriate
measures when necessary.

B. Whether the manager of each sales division, in the course of handling securities for specified investors,
takes into consideration that SMEs are included in the scope of specified investors, and from this
viewpoint, strives to identify and keep track of the actual state of such handling and takes appropriate
measures, focusing on points such as whether sufficient arrangements are made to give notice or deliver
documents as required under Article 40-5(1) and (2) of the FIEA.

C. Whether the internal control division has developed a specific method of identifying and keeping track
of the actual state of customer solicitation mentioned in A and B above and communicated it to all
officers and employees, and is striving to establish a control environment that ensures the effectiveness
of the method by identifying and examining the status of solicitation and is reviewing and revising the
method when necessary.

(i1) Efforts to Foster and Maintain Sense of Compliance among All Officers and Employees

A. Whether the Financial Instruments Business Operator provides case study training, external training and
other types of training with a view to enhancing the sense of compliance among all officers and
employees.

B. Whether the internal control division implements measures to enhance the effectiveness of training, such

as identifying and examining the contents of training programs and the implementation thereof and
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reviewing and revising the contents of the programs when necessary.

(2) Supervisory Method and Actions

When supervisors have recognized an issue of supervisory concern regarding a Financial Instruments Business
Operator’s control environment for managing sales staff, through daily supervisory administration or the reporting
of problematic conduct, they shall identify and keep track of the status of voluntary improvement made by the
business operator by holding in-depth hearings and, when necessary, requiring the submission of reports based on
Article 56-2 (1) of the FIEA. When the Financial Instruments Business Operator is deemed to have a serious problem
from the viewpoint of protecting public interests and investors, the supervisors shall take actions such as issuing an
order for business improvement based on Article 51 of the FIEA. When the Financial Instruments Business Operator
is deemed to have committed a serious and malicious violation of law, the supervisors shall consider necessary

actions, including the issuance of an order for business suspension based on Article 52 (1) of the FIEA.

I11-2-3-2-3 Regulation on Advertisements, etc.

The representations in advertisements, etc., of Financial Instruments Business Operators (advertising as
specified under Article 73(1) of the FIB Cabinet Office Ordinance; the same shall apply hereinafter) are the starting
points of their solicitation for customers to make investments, and the most important thing about the said
representations is that they provide clear and precise information. To ensure this, particular attention shall be paid
to the following points.

(Note) “Advertisements etc.” includes written materials for customer solicitation, Web pages, postal mail, letters,
fax messages, e-mails, fliers and pamphlets and other media materials that provide information to a large
number of people. However, judgment as to whether specific media materials are actually advertisements etc.,
shall be made not on the basis of the appearance or form of the materials or the method of providing them,
such as an e-mail, etc., exchange, an airing of a commercial message or the provision of a gift, but on the

basis of the specific contents of materials in each case.

(1) Major Supervisory Viewpoints
(i) Points of Attention Regarding Important Matters that Could Affect Customers’ Judgment

A. Whether the advertisement, etc., contains a representation that could lead customers to erroneously
believe that the fees, commissions, other rewards and expenses they must pay are nil or substantially
lower than the actual levels.

B. Regarding financial instruments whose value could fall below their principal amount or for which the
loss amount could exceed the principal amount, whether the advertisement, etc., clearly indicates such
risks.

(i1) Clear and Precise Representation
In cases where the items specified under Article 37 of the FIEA are indicated in an advertisement, etc.,
supervisors shall judge whether the advertisement, etc., meets the requirement for clear and precise
representation as specified under Article 73(1) the FIB Cabinet Office Ordinance, with due consideration of

the following points:
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A.

Whether the letters used in the advertisement, etc., to indicate some items are not too inconspicuous in
terms of size, shape and color compared with the letters used for other items.

In particular, whether the letters used to indicate benchmarks whose movements could cause losses,
such as interest rates and prices, the risk of losses and the reasons for them, the risk of the loss amount
exceeding the principal amount, and the direct cause thereof, are not markedly different in size from the
largest letters used in the same advertisement, etc.

Whether the advertisement, etc., avoids placing too much emphasis on the advantages of the financial
instruments and indicating its disadvantages in an inconspicuous manner.
In the case of an advertisement shown on displays of electric devices, whether sufficient display time is

secured for users to read and understand all necessary items.

(iii) Points of Attention Regarding Advertisements Using Exaggerated Descriptions

A.

F.

Whether the advertisement does not make definitive predictions of the future movements of the prices
and other numerical features of securities and other financial instruments as well as rewards they have
to pay, or does not unduly stimulate customers’ investment appetites by using descriptions that could
lead them to erroneously believe that profits are guaranteed.

Whether the advertisement does not use descriptions that could lead customers to erroneously believe
that a certain level of yield is guaranteed or that investment losses will be partially or fully compensated
for.

Whether the advertisement does not use descriptions that could lead users to believe that the application

period and the number of applicants to be accepted are limited whereas in reality they are not limited.

. Whether the advertisement avoids descriptions that could lead customers to erroneously believe that the

Financial Instruments Business Operator, because of its registration, is recommended by the Prime
Minister, FSA Commissioner or other public officials and organizations, or that the contents of the
advertisement are guaranteed thereby.

Whether the advertisement avoids descriptions that constitute or could constitute a violation of
prefectural ordinances based on the Act Against Unjustifiable Premiums and Misleading
Representations, the Outdoor Advertisement Act or other laws and regulations.

Whether the advertisement avoids descriptions that could draw public criticism for being excessive.

(iv) Customer-Soliciting Events

A.

In cases where a Financial Instruments Business Operator holds seminars, etc. (events inviting
customers in general for the solicitation purpose regardless of whether they are nominally represented
as lecture speeches, study sessions or briefings), whether the advertisements and invitation fliers clearly
indicate that the events are intended to solicit customers to sign contracts for financial instruments
transactions.

In order to meet the above requirement for “clearly indicating that the events are intended to solicit
customers to sign contracts for financial instruments transactions,” the financial institution should
represent the seminars, etc., with titles that clearly indicate association with financial instruments

transactions and also clearly state that the seminars, etc., are held for solicitation purposes.

(v) Advertisement Screening System
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Whether the Financial Instruments Business Operator has appointed staff in charge of screening
advertisements, etc., and whether appropriate screening is conducted in accordance with the prescribed

screening criteria from the viewpoint of ensuring compliance with Article 37 of the FIEA.

(2) Supervisory Method and Actions

When supervisors have recognized an issue of supervisory concern regarding advertisements etc., for a Financial
Instruments Business Operator, through daily supervisory administration or the reporting of problematic conduct,
they shall identify and keep track of the status of voluntary improvement made by the business operator by holding
in-depth hearings and, when necessary, requiring the submission of reports based on Article 56-2 (1) of the FIEA.
When the Financial Instruments Business Operator is deemed to have a serious problem from the viewpoint of
protecting public interests and investors, the supervisors shall take actions such as issuing an order for business
improvement based on Article 51 of the FIEA. When the Financial Instruments Business Operator is deemed to
have committed a serious and malicious violation of law, the supervisors shall consider necessary actions, including

the issuance of an order for business suspension based on Article 52 (1) of the FIEA.

[11-2-3-2-4 Control Environment for Providing Explanations to Customers

Although a fairly high level of expert knowledge is necessary to understand some financial instruments
transactions, ordinary customers may not necessarily have sufficient expert knowledge and experiences. As a result,
it is necessary for Financial Instruments Business Operators to fulfill their responsibility for providing appropriate
explanations by, for example, disclosing correct information that may be used as a basis for investment decisions to
customers and others in a fair manner. Therefore, supervisors shall pay attention to the following points when
examining the status of a Financial Instruments Business Operator’s provision of explanations, etc., to customers.
(Note) It should be kept in mind that “explanations, etc.” include explanations provided at seminars etc. that are

intended to attract customers in effect for solicitation purposes.

(1) Major Supervisory Viewpoints Regarding Control Environment for Providing Explanations
(i) Development of Control Environment for Providing Explanations Based on Principle of Suitability
Whether the Financial Instruments Business Operator has developed a control environment that ensures
appropriate explanations based on the principle of suitability when providing a pre-contract document, by
properly selecting the method and extent of explanation necessary for enabling customers to understand the
contents of the financial instruments transaction in light of each customer’s knowledge, experiences, asset
status and the transaction purpose.
(i1) Provision of Appropriate Explanations Regarding Products and Services
A. Whether the Financial Instruments Business Operator avoids placing too much emphasis on the
advantages of the transaction and makes sure to sufficiently explain disadvantages, such as the
possibility of incurring losses and other risks.
B.  Whether the Financial Instruments Business Operator avoids making false statements when promoting
products and services or avoids making definitive claims without sufficient grounds when describing

products and services.
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C. Whether the Financial Instruments Business Operator explains products and transactions in an
objective manner and avoids arbitrary and subjective statements.

D. Whether the Financial Instruments Business Operator explains the contents of products and
transactions (basic characteristics of products, the nature, types, and variable factors of risks involved,
etc.) in a manner that enables the customer to fully understand them.

In particular, whether the Financial Instruments Business Operator strives to prevent the customer from
losing interest in understanding the contents, by, for example, first explaining important matters that
may affect their investment decisions, in accordance with the purpose of rules concerning the order of
items listed in a pre-contract document.

E.  Whether the Financial Instruments Business Operator avoids providing explanations that could create
misunderstandings regarding the financial instruments transaction. In particular, whether it avoids
providing explanations that could lead customers to erroneously believe that the principal is guaranteed,
whether the Financial Instruments Business Operator, in connection with transactions of derivatives,
avoids providing explanations that could lead customers to erroneously believe, despite the possibility
of the risk of a call for additional margin (referring to additional deposits that must be made when the
total existing deposits have fallen short of the required level; the same shall apply hereinafter) due to
the fluctuations of prices, that such risk rarely exists or that the amount of additional margin to be
required is very small compared with the actual product features.

F. In cases where sudden changes in market trends or an event having a material impact on markets has
had a serious impact on the net asset value of an investment trust, whether the Financial Instruments
Business Operator strives to provide information to customers in a timely and appropriate manner, and
whether it provides customers with careful support for their investment decisions.

Furthermore, at the time of a sudden change in market trends or an event having a material impact on
markets, whether an investment trust management company (meaning an investment trust management
company as specified under Article 2(11) of the Act on Investment Trusts and Investment Corporations
(hereinafter referred to as the “Investment Trust Act”); the same shall apply in VI-2-3-4) promptly
prepares a report on the management status and provides it to the Financial Instruments Business
Operators that sold them.

G. In cases where the Financial Instruments Business Operator solicits customers with the use of materials
(including newspaper articles, analyst reports) containing third-party market forecasts, whether it avoids
making arbitrary use of forecasts tinged with a particular bias.

H. Whether the Financial Instruments Business Operator avoids soliciting customers to sign up for
products and transactions that impose an undue burden on customers or lack economic rationality, or
whether it makes sure to provide sufficient explanations regarding matters important for customers
making investment decisions.

(ii1) Explanations Regarding Contract Contents
Whether the Financial Instruments Business Operator provides information regarding the contents of the
signed contracts (contract date, amount, value, etc.) to the relevant customers in an appropriate manner upon

their requests.
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(iv) Method of Internet-Based Explanations

Regarding “the explanations provided in a method and to an extent necessary for enabling the customer
to understand” specified under Article 117 (1) (i) of the FIB Cabinet Office Ordinance.

In the case of a financial instruments transaction conducted via the Internet, a Financial Instruments
Business Operator shall be deemed to have provided “the explanations provided in a method and to an extent
necessary for enabling the customer to understand” as specified under Article 117 (1) (i) of the FIB Cabinet
Office Ordinance, when the customer has read explanations shown on the computer display and indicated

his/her understanding with a click of the button.

(2) Points of Attention Regarding Explanation of Documents
(i) Financial Instruments Business Operators shall be instructed to be ready to allow customers to inspect the
explanation documents as specified under Article 46-4 or 47-3 of the FIEA (referred to as the “Explanation
Documents” in I11-2-3-2-4(2) and V-2-2-2(2)) whenever requested by them to do so. On that occasion,
supervisors shall encourage them to display the Explanation Documents using the internet wherever possible.
(i1) Financial instruments business operators may include additional items, other than items specified under

law in the Explanation Documents, at their own discretion.

(3) Supervisory Method and Actions

When supervisors have recognized an issue of supervisory concern regarding a Financial Instruments Business
Operator’s control environment for providing explanations to customers, through daily supervisory administration
or the reporting of problematic conduct, they shall identify and keep track of the status of voluntary improvement
made by the business operator by requiring the submission of reports based on Article 56-2 (1) of the FIEA, when
necessary, while paying consideration to the above viewpoints. When the Financial Instruments Business Operator
is deemed to have a serious problem from the viewpoint of protecting public interests and investors, the supervisors
shall take actions such as issuing an order for business improvement based on Article 51 of the FIEA. When the
Financial Instruments Business Operator is deemed to have committed a serious and malicious violation of law, the
supervisors shall consider necessary actions, including the issuance of an order for business suspension based on

Article 52 (1) of the FIEA.

I11-2-4 Control Environment for the Management of Information Related to Customers, etc.

It is extremely important to ensure the appropriate management of customer information, as such information
constitutes the basis of financial instruments transactions.

In particular, information regarding individual customers needs to be handled in an appropriate manner in
accordance with the Act on the Protection of Personal Information (hereinafter referred to as the ‘“Personal
Information Protection Act”), the FIB Cabinet Office Ordinance, the Guidelines Concerning Personal Information
Protection Act (General Rules) and its three specific guidelines regarding (i) the provision of personal data to a
foreign third party, (ii) verification and recording obligations related to the transfer of data to third parties and (iii)
de-identified information and Anonymously processed information (together, “Personal Information Protection

Guidelines”) ,and the guideline on the protection of personal information in the financial sector (hereinafter referred
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to as the “Financial Sector Guidelines™) and the guideline for practical affairs regarding safety control measures
specified in the guideline on the protection of personal information in the financial sector (hereinafter referred to as
the Practical Guideline).

Furthermore, because Financial Instruments Business Operators are in a position where they can access
corporate information (referring to the corporate information specified under Article 1(4)(xiv) of the FIB Cabinet
Office Ordinance; the same shall apply hereinafter), they are required to control that information strictly and to
prevent insider trading and any other unfair acts.

As described above, it is important for Financial Instruments Business Operators to establish a control
environment wherein they can properly manage information related to customers and information related to
corporations (hereinafter referred to as “information related to customers, etc.”). Supervisors shall examine this by

paying attention to the following points, for example.

(1) Points of Attention Regarding Control Environments for the Management of Information Related to Customers,
etc.

(1) Whether the management team recognizes the necessity and importance of ensuring the appropriateness in
the management of information related to customers, etc., based on the principle that access and use of
information related to customers, etc. should be limited to officers and employees who need to know the
information for the execution of business operations (hereinafter referred to as the “Need-to-Know Principle”),
and has developed an internal control environment, including steps such as establishing an organizational
structure (including ensuring appropriate checks between divisions) formulating internal rules, and
cooperating with other financial institutions within the financial group (including holding companies) for
ensuring appropriateness, depending on the details and size of business operations.

(i) Whether the Financial Instruments Business Operator has formulated a specific standard for the handling of
information related to customers, etc. and communicated it to all officers and employees through the provision
of training and other means. Whether the formulated standard is based on the Need-to-Know Principle
regarding the sharing of information related to customers, etc. internally and externally, or within the same
department or between different departments of the Financial Instruments Business Operator. Additionally,
whether the Financial Instruments Business Operator has formulated a standard for the provision of
information related to customers, etc. to third parties, based on careful deliberations, so as to ensure that
necessary procedures are implemented in accordance with the Personal Information Protection Act, the
Personal Information Protection Guidelines, the Financial Sector Guidelines and the Practical Guideline.

(iii)) Whether the Financial Instruments Business Operator has established an environment for appropriately
managing information related to customers, etc. and has established arrangements and procedures necessary
for examining, in a timely and appropriate manner, the status of the management of information related to
customers, etc. with the involvement of compliance divisions, including thorough management of access to
information related to customers, etc. (such as preventing the people with access rights from deviating from
the scope of the Need-to-Know Principle and preventing access rights assigned to certain people from being
used by others), measures to prevent the misappropriation of information related to customers, etc. by insiders,

and a robust information management system that prevents illegal access from the outside.

67



Also, whether the Financial Instruments Business Operator has attempted to implement appropriate
measures for preventing illegal acts utilizing information related to customers, etc., such as the dispersal of
authority concentrated upon specific personnel and the enhancement of the controls and checks over personnel
who have broad powers.

(iv) In cases where the Financial Instruments Business Operator entrusts (Note) the handling of information
related to customers, etc., whether it has implemented the following measures.

(Note) The term “entrust” includes all contracts in which a Financial Instruments Business Operator allows
all or part of the handling of information related to customers, etc. to be conducted by another person,
regardless of the form or type of contract.

A. With regard to the management of outsourced contractors, whether the Financial Instruments Business
Operator has clarified the responsible divisions and confirms that outsourced contractors are properly
managing the information related to customers, etc., such as by monitoring on a periodic or as-needed
basis how business operations are being conducted at outsourced contractors.

B. Whether the Financial Instruments Business Operator has confirmed that the outsourced contractors have
systems in place to take appropriate actions and to promptly report to consignors in the event that
information is leaked.

C. Whether the Financial Instruments Business Operator restricts the rights of outsourced contractors to
access information related to customers, etc. to the extent necessary according to the nature of the
outsourced business. On that basis, whether the Financial Instruments Business Operator checks that the
workers at outsourced contractors to whom access rights are given and the scope thereof have been
defined.

Furthermore, whether the Financial Instruments Business Operator checks that access to information
is being managed thoroughly at outsourced contractors on a periodic or as-needed basis, such as by
confirming how the access rights are being used (including matching authorized persons against actual
users) in order to prevent access rights assigned to certain people from being used by others.

D. In cases where information is being successively entrusted more than once, whether the Financial
Instruments Business Operator checks whether the outsourced contractor is adequately supervising the
subcontractors and other such business operators. Also, whether direct supervision of the subcontractor’s
business operators and so forth is being conducted inhouse as necessary.

(v) Whether the Financial Instruments Business Operator has established arrangements and procedures for
appropriately reporting to responsible divisions, notifying customers and the public, and reporting to the
authorities in a prompt and appropriate manner when information related to customers, etc. has been leaked,
so that secondary damage can be prevented.

Also, whether the Financial Instruments Business Operator analyzes the causes of information leaks and
has implemented measures designed to prevent a recurrence. Furthermore, in light of incidents of information
being leaked at other companies, whether the Financial Instruments Business Operator examines measures
needed to prevent a similar incident from recurring.

Regarding operationally important cases such as those posing the possibility of exerting a material impact

on customers, whether the management team appropriately gets involved in decision making concerning
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actions to be taken.

(vi) Whether audits covering the broad range of business operations pertaining to information related to
customers, etc. are being conducted by an independent internal audit division or the like on a periodic or as-
needed basis. When such broad range of business operations are conducted integrally by the entirety of a
financial group, whether efforts for cooperation are being made among the internal audit divisions, etc. of
other financial institutions within the group (including holding companies).

Also, whether the Financial Instruments Business Operator has implemented appropriate measures, such
as training programs, in order to increase the specialization of the staff engaged in audits pertaining to the

management of information related to customers, etc.

(2) Points of Attention Regarding the Management of Personal Information
(i) With regard to information concerning individual customers, in cases where a Financial Instruments Business
Operator entrusts the security control, supervision of employees and handling of the said information to others
in accordance with Article 123(1)(vi) of the FIB Cabinet Office Ordinance, whether the Financial Instruments
Business Operator has implemented the following necessary and appropriate measures with regard to
supervising the contractor in order to prevent such information from being leaked, lost or damaged.
(Necessary and Appropriate Measures Regarding Security Control)
A. Measures based on Article 8 of the Financial Sector Guidelines
B. Measures based on Section I and Attachment 2 of the Practical Guideline
(Necessary and Appropriate Measures Regarding the Supervision of Employees)
C. Measures based on Article 9 of the Financial Sector Guidelines
D. Measures based on Section II of the Practical Guideline
(Necessary and Appropriate Measures Regarding the Supervision of Contractors)
E. Measures based on Article 10 of the Financial Sector Guidelines
F. Measures based on Section III of the Practical Guideline
(i) Whether the Financial Instruments Business Operator has implemented measures to ensure, in accordance
with Article 123(1)(vii) of the FIB Cabinet Office Ordinance, that information regarding the race, religious
belief, family lineage, birthplace, health, and medical and criminal records of individual customers, as well as
other specified non-disclosure information (Note), are not used except for the cases specified in Article 5(1)
of the Financial Sector Guidelines.
(Note) “Other specified non-disclosure information” includes:
(a) Information regarding labor union membership
(b) Information regarding ethnicity
(c) Information regarding sexual orientation
(d) Information regarding provisions under Article 2(iv) of the Order for the Enforcement of the Personal
Information Protection Act
(e) Information regarding provisions under Article 2(v) of the Order for the Enforcement of the Personal
Information Protection Act

(f) Information regarding the fact that the related customer has been a victim of crime
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(g) Information regarding social status
(iii) Article 44-2 of the FIEA, in principle, prohibits Financial Instruments Business Operators from accepting
an entrustment, etc. for the buying and selling of securities on credit cards. However, in cases where a
Financial Instruments Business Operator meets all of the requirements specified in Article 148 and 149(i)(a)
to (c) of the FIB Cabinet Office Ordinance, they will be permitted as an exception.

In such cases, since any leaking of personal information, including credit card information (card numbers,
expiry dates, etc.; hereinafter referred to as “credit card information, etc.”) is likely to result in secondary
damage, such as unauthorized purchases using a stolen identity, whether the Financial Instruments Business
Operator, in addition to (i) and (ii) above, has implemented the following measures in particular.

A. Whether the Financial Instruments Business Operator has set an appropriate period of time for keeping
credit card information, etc., which takes into account the purpose of use and other circumstances, and
whether it limits the locations where such information is kept, and disposes the information in a prompt
and appropriate manner after the retention period has lapsed.

B. Whether the Financial Instruments Business Operator has implemented appropriate measures when
displaying credit card information, etc. on computer monitors, such as not displaying whole credit card
numbers, unless needed for business operations.

C. Whether the Financial Instruments Business Operator conducts offsite and onsite inspections on a
periodic or as-needed basis on whether the rules and systems for protecting credit card information, etc.
are functioning effectively.

(iv) Whether measures have been taken to comply with Article 12, etc. of the Financial Sector Guidelines with
regard to the provision of personal data to third parties. In particular, whether the consent of individual
customers is obtained according to the nature and method of business, while also giving consideration to the
following points:

A. When obtaining the consent of an individual customer regarding the provision of personal data to a third
party by a method without any face-to-face contact, such as via a PC or smartphone, whether the wording
of the consent, font size, screen specifications, or other elements of the method for obtaining the consent
have been optimized to enable the individual customer to clearly recognize the third-party recipient, the
contents of the information to be provided to the recipient, and the purpose of use by the recipient, based
on Article 3 of the Financial Sector Guidelines.

B. Even if the consent regarding the provision of personal data to a third party has been obtained from an
individual customer in the past, whether the consent of the individual customer is obtained again when
the third-party recipient or the contents of the information differ, or when the provision exceeds the scope
necessary for achieving the pre-specified purpose of use by the third-party recipient.

C. If there are multiple third-party recipients or if the purpose of use of the information differs by third-
party recipient, whether the scope of third-party recipients subject to the consent and the method, timing,
etc. of obtainment of the consent are appropriately considered in order to enable the individual customer
to recognize that the personal information will be provided to multiple recipients or recognize the
purpose of use by each recipient.

D. When obtaining consent regarding the provision of personal data to a third party, whether consideration
is given so as to prevent adverse effects such as abuse of a superior position or conflict of interest with

the individual customer. For example, whether an individual customer is being forced to consent to an
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excessive scope of third-party recipients, purpose of use by the third-party recipient, or contents of the

information to be provided.

(3) Points of Attention Regarding the Prevention of Insider Trading and Other Unfair Acts Using Corporate
Information

(1) Whether the Financial Instruments Business Operator has implemented appropriate measures for preventing

insider trading and other unfair acts using corporate information, by measures such as creating a Chinese wall

(an organizational or physical barrier or a barrier established on a system for information management; the same

shall apply hereinafter) between the private sector (out of sales divisions, divisions that are supposed to

constantly obtain corporate information) and the public sector (out of sales divisions, divisions other than those
in the private sector, such as divisions engaging in solicitation for the sale, purchase and other transactions of
securities or intermediary, brokerage and agency services therefor, and divisions executing principal transactions
or brokerage transactions). Whether the Financial Instruments Business Operator has specifically established

required procedures for the cases where it exceptionally crosses a wall (meaning information sharing across a

Chinese wall; the same shall apply hereinafter), by measures such as recording the names of officers and

employees of divisions who conducted information sharing, the date, and the relevant issue, etc., and requiring

a prior consent of compliance divisions, from the perspective of effectively preventing misuse of corporate

information.

When the Financial Instruments Business Operator grants its officers, etc. the access to corporate information
from the need for business management, whether it has put in place required measures from the perspective of
effectively preventing leak or misuse of corporate information by said officers, etc.

(Note) “Organizational barriers” include separation of departments and reporting lines and limitation on
concurrent holding of positions of officers and employees, etc. “Physical barriers” include limitation on
entry to and exit from divisions managing corporate information and management of documents. “Barriers
on a system” include management of authority to access corporate information.

(ii)) Whether the Financial Instruments Business Operator has established an appropriate internal control
environment, such as by developing internal rules pertaining to the sale, purchase and other transactions of
securities by officers, employees and other persons associated with them, having compliance divisions get
involved appropriately in transactions for which prior consent of compliance divisions is required under the
internal rules, and conducting the revision thereof as necessary.

(iii)) Whether the Financial Instruments Business Operator has made efforts for strengthening the sense of
compliance, such as enhancing professional ethics and ensuring a full understanding of relevant laws and
regulations and internal rules, aimed at preventing insider trading and other unfair trading by officers or
employees.

(1v) Whether the Financial Instruments Business Operator grasps the actual state of the sale, purchase and other
transactions of securities by its officers, employees and other persons associated with them, who are in a
position to access corporate information, and whether it has implemented appropriate measures, such as
revising the relevant methods as necessary.

(v) When the Financial Instruments Business Operator has overseas offices or belongs to a financial group that
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operates internationally, whether it has developed an appropriate control environment for the management of
corporate information at a level commensurate to the details and size of its global business operations, by
measures such as conducting management globally on a group-wide basis: not merely domestically, under
organizational and integrated policies, procedures and systems, while observing laws and regulations of

individual countries.

(4) Supervisory Method and Actions

When supervisors have recognized an issue of supervisory concern regarding a Financial Instruments Business
Operator’s control environment for managing information related to customers, etc., through daily supervisory
administration or the reporting of problematic conduct, they shall identify and keep track of the status of voluntary
improvement made by the business operator, by holding in-depth hearings and, when necessary, requiring the
submission of reports based on Article 56-2 (1) of the FIEA. When the Financial Instruments Business Operator is
deemed to have a serious problem from the viewpoint of protecting public interests and investors, the supervisors
shall take actions such as issuing an order for business improvement based on Article 51 of the FIEA. When the
Financial Instruments Business Operator is deemed to have committed a serious and malicious violation of law, the
supervisors shall consider necessary actions, including the issuance of an order for business suspension based on

Article 52 (1) of the FIEA.

III-2-5 Dealing with Complaints, etc. (Including Response to the Financial ADR System)

(1) Need for Dealing with Inquiries, Complaints, Disputes, etc. (Complaints, etc.)

Many financial products and services have inherent risks, and coupled with being specialized and invisible in
nature, it is considered that there is a strong possibility of them leading to problems. Therefore, with regard to the
sale and provision of financial products and services, in addition to providing information and adequately
implementing other advance measures from the viewpoint of preventing problems and protecting customers, dealing
with complaints, etc. after the fact is also important.

In recent years, increasing diversity and complexity of financial products and services has led to the greater
likelihood of problems, and so from the viewpoint of protecting customers and ensuring customer confidence,
dealing with complaints, etc. after the fact has become even more important.

Based on these perspectives, a financial ADR system has been introduced as a framework for simply and
expeditiously processing complaints and resolving disputes related to financial products and services (refer to Note
for description of ADR), and Financial Instruments Business Operators are required to deal appropriately with
complaints, etc. on the basis of this financial ADR system.

(Note) ADR (Alternative Dispute Resolution)
An alternative method to courts for resolving disputes which is based on agreement by the parties, such as
mediation or arbitration. ADR is expected to result in prompt, simple and flexible dispute resolution in a

manner suited to the nature of the case, the circumstances of the parties and so on.

(2) Scope

72



There are various forms of expression that can be made regarding the business operations of a Financial
Instruments Business Operator. Besides inquiries, there are also expressions of dissatisfaction made by customers,
such as complaints and disputes. It is important for Financial Instruments Business Operators to deal with these
various forms of expression appropriately, and so they are required to develop appropriate internal control
environments that enable such treatment.

In addition, Financial Instruments Business Operators are also required to develop appropriate control
environments respectively for complaints and disputes in the financial ADR system.

It must, however, be added that the distinction between these complaints and disputes is relative and they are
connected with each other. In particular, in light of the requirement in the financial ADR system for designated ADR
bodies to ensure links between complaint processing procedures and dispute resolution procedures, rather than
dealing with individual cases by formally dividing applications made by customers into “complaints” and “disputes,”
it is important that Financial Instruments Business Operators deal with complaints and disputes appropriately while

taking into consideration their relativity and connections.

II1-2-5-1 Establishment of Internal Control Environment for Dealing with Complaints, etc.

(1) Significance

Dealing with complaints, etc. in a prompt, fair and appropriate manner is an important activity that carries the
connotation of complementing the accountability to customers after the fact, and is important for ensuring the
confidence of customers in financial products and services. Financial Instruments Business Operators need to
develop internal control environments to deal with complaints, etc. made by customers in a prompt, fair and

appropriate manner, including measures and responses required in the financial ADR system.

(2) Major Supervisory Viewpoints
Supervisors shall examine whether the Financial Instruments Business Operator has, in developing an internal
control environment for dealing with complaints, etc., developed an appropriate and effective control environment
in light of the size and specific characteristics of its business operations. Supervisors shall take the following points,
for example, into consideration, while being mindful of not applying them in a mechanical and uniform fashion.
(i) Role of Senior Managers
Whether the Board of Directors has exercised its functions properly with regard to the establishment of a
group-wide internal control environment for the function of dealing with complaints, etc.
(i1) Internal Rules
A. Whether the division in charge of complaints, etc., its responsibility and authority, and the procedures for
dealing with complaints, etc. have been established in the internal rules so that complaints can be
responded to and dealt with in a prompt, fair and appropriate manner. Also, whether procedures
concerning business improvement have been established so that the views of customers are reflected in
the conduct of business operations.
B. Whether the Financial Instruments Business Operator has developed a control environment, including

making sure that internal rules are thoroughly publicized and enforced by means of training and other
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measures (including the distribution of manuals and so forth) so that business operations for dealing with
complaints, etc. can be conducted based on internal rules.

Particularly in cases where complaints, etc. are being made frequently by customers, whether
confirmation is first being made of how internal rules (not only those for dealing with complaints, etc.)
are publicized and enforced at branches, and whether the causes and problem areas in terms of control
environments are being examined.

(iii) Control Environment for Dealing with Complaints, etc.

A. Whether the Financial Instruments Business Operator has appropriately appointed staff in charge of
dealing with complaints, etc.

B. Whether the Financial Instruments Business Operator has developed a control environment wherein
relevant departments cooperate and promptly deal with any complaints, etc. made by customers.

In particular, whether the Financial Instruments Business Operator has developed a control
environment wherein the responsible division or person in charge of dealing with complaints, etc. strives
to fully understand the customer complaints, etc. faced by each individual employee, and reports
promptly to the relevant departments.

C. Whether the Financial Instruments Business Operator has developed a control environment wherein it
promptly settles any outstanding cases and prevents the occurrence of any long-term outstanding cases
by conducting progress management aimed at the resolution of complaints, etc.

D. Whether the Financial Instruments Business Operator has developed a control environment wherein it
improves the response provided at contact points according to the occurrence of complaints, etc., and
wherein it can receive complaints, etc. extensively, such as by setting access hours and means of access
(for example, phone, mail, facsimile, email) which are considerate of customer convenience. Also,
whether the Financial Instruments Business Operator has developed a control environment wherein it
extensively publicizes these contact points and ways of making applications, and wherein it makes them
well known to customers in a way that is easy for them to understand and which also takes into account
their diversity.

E. Whether the Financial Instruments Business Operator has developed a control environment for ensuring
the proper handling of personal information in accordance with the provisions of the Personal
Information Protection Act, the Personal Information Protection Guidelines, the Financial Sector
Guidelines and the Practical Guideline when dealing with complaints, etc. (refer to I1I-2-4 Management
of Customer Information).

F. With regard to complaints, etc. concerning outsourced business operations conducted by an external
contractor, including financial instruments intermediary service providers, etc., whether the Financial
Instruments Business Operator has developed a control environment for dealing with such complaints,
etc. promptly and appropriately, such as by establishing a system of direct communication to the
Financial Instruments Business Operator itself (refer to I11-2-7(2), I11-2-10(1), VI-2-2-4-2(4) and VII-2-
1-5(2)(iv)).

G. Whether the Financial Instruments Business Operator has developed a control environment for taking

appropriate action when dealing with complaints, etc. in light of the relationship with the provisions
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concerning the prohibition of compensation of loss, etc. (Article 39 of the FIEA).

H. Whether the Financial Instruments Business Operator has developed a control environment wherein it
can communicate quickly with relevant departments and cooperate appropriately (where necessary) with
the police and other relevant organizations, in order to distinguish any pressure by anti-social forces
disguised as a complaint, etc. from ordinary complaints, etc. and to take a resolute stance (refer to 111-2-
11 Prevention of Damage that May be Inflicted by Anti-Social Forces).

(iv) Dealing with Customers

A. Whether the Financial Instruments Business Operator goes beyond perceiving the handling of complaints,
etc. as a simple problem of processing procedures, and instead regards it as a question of a control
environment for providing after-the-fact explanations and aims to resolve a complaint, etc. with the
understanding and agreement of the customer wherever possible while suitably interviewing customers
on the circumstances according to the nature of the complaint, etc.

B. Whether the Financial Instruments Business Operator has developed a control environment wherein it
provides customers, who have made a complaint, etc., with appropriate explanations, as necessary,
according to the progress of the procedures for dealing with complaints, etc. while also being considerate
of the specific characteristics of the customer, from the time the complaint is made to after its settlement
(for example, an explanation of the procedures for dealing with complaints, etc., notification to the effect
that the complaint, etc. has been received, an explanation on the progress, and an explanation of the
results).

C. With regard to complaints, etc. made by customers, whether the Financial Instruments Business Operator
has developed a control environment wherein, rather than only dealing with a complaint, etc. itself, it
refers customers to appropriate external organizations according to the nature of the complaint, etc. and
the wishes of the customer, and it provides information such as an overview of the standard procedures.

In cases where there is more than one means of processing a complaint or resolving a dispute,
customers should be able to choose freely, and so in referring customers to external organizations, care
should be taken so that a customer’s choice is not unduly restricted.

D. Whether the Financial Instruments Business Operator has developed a control environment wherein, even
during a period when proceedings for dealing with a complaint, etc. are pending at an external organization,
the business operator takes appropriate action where necessary with respect to the customer who is the
other party to the said proceedings (such as ordinarily providing the customer with general materials or
explanations).

(v) Information Sharing, Business Improvements, etc.

A. Whether the Financial Instruments Business Operator has developed a control environment wherein
complaints, etc. and the associated results from dealing with them are categorized and reported to the
internal control division and sales division, and wherein information necessary for the particular case is
shared between those concerned, such as reporting important cases to the audit division and senior
managers.

B. Whether the Financial Instruments Business Operator properly and accurately records and stores

information on the contents of complaints, etc., and the results of dealing with them, including both
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complaints it deals with itself, and those dealt with through the mediation of an external organization.
Also, whether the Financial Instruments Business Operator has developed a control environment wherein
it analyzes the contents of complaints, etc., and the result of dealing with them, taking into consideration
information, etc., provided by a designated ADR body, and applies this on an ongoing basis to the
improvement of control environments for dealing with customers and conducting administrative
processes and to the formulation of measures for preventing any occurrence or recurrence of complaints,
etc.

C. Whether the Financial Instruments Business Operator has developed a control environment wherein it
checks the status of any complaints, etc. regarding instruments and transactions sold or contracted after
having made efforts, such as to improve its control environment for the solicitation of customers and the
conduct of administrative processes and to formulate measures to prevent the recurrence of certain
conduct, and whether it confirms the effects of the said efforts.

D. Whether the Financial Instruments Business Operator has developed a control environment wherein the
internal checks and balances function, such as of audits, can function properly to ensure the effectiveness
of how complaints, etc. are dealt with.

E. Whether the Financial Instruments Business Operator has developed a control environment wherein,
when reflecting the treatment of complaints, etc. in the conduct of business operations, senior managers
supervise over any decisions to implement measures needed for business improvement or recurrence
prevention, as well as any examination or ongoing review of how the control environment for dealing
with complaints, etc. should be.

(vi) Relationship with External Organizations

A. Whether the Financial Instruments Business Operator has developed a control environment wherein it
cooperates appropriately with external organizations in working toward the prompt resolution of any
complaints, etc.

B. Whether the Financial Instruments Business Operator has developed a control environment wherein,
when filing a petition for dispute resolution procedures itself, rather than simply filing a petition without
fully exhausting its own procedures, it first responds sufficiently to the submission of the complaint, etc.

from the customer and goes through an appropriate internal examination of the need for the petition.

I11-2-5-2 Response to the Financial ADR System

I1-2-5-2-1 In cases where there is a designated ADR body

(1) Significance

In order to enhance customer protection and to improve customer confidence in financial products and services,
it is important to ensure substantial equality between Financial Instruments Business Operators and customers, and
to resolve any complaints, etc. in a neutral, fair and effective manner. Therefore, in the financial ADR system,
complaint processing and dispute resolution from a third-person perspective are conducted by designated ADR

bodies with the participation of experts and others.
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Under the financial ADR system, responses to complaint processing and dispute resolution are primarily
regulated according to Basic Agreements to Implement Procedures (Article 156-38(13) of the FIEA) concluded
between Financial Instruments Business Operators and designated ADR bodies.

Financial Instruments Business Operators are required to appropriately address their obligations and so forth
stipulated in their Basic Agreement to Implement Procedures, while bearing in mind the objective of processing the

complaint or resolving the dispute at the designated ADR body.

(2) Major Supervisory Viewpoints

Supervisors shall examine whether the Financial Instruments Business Operator has, in responding to the
financial ADR system, developed an appropriate and effective control environment in light of the size and specific
characteristics of its business operations. Supervisors shall take the following points, for example, into consideration,
while being mindful of not applying them in a mechanical and uniform fashion.

Supervisors shall also refer to the points of attention contained in III-2-5-1 Establishment of Internal Control
Environment for Dealing with Complaints, etc.

(i) Outline

A. Basic Agreement to Implement Procedures

a. Whether the Financial Instruments Business Operator has promptly entered into Basic Agreements
to Implement Procedures with designated ADR bodies which exist for each type of business
related to dispute resolution, etc. (as specified under Article 156-38(12) of the FIEA).

b. For example, even in cases where there is a reassignment of designation, such as a designated ADR
body having its designation rescinded or a new ADR body being designated, whether the Financial
Instruments Business Operator selects the best measure from the perspective of customer
convenience, and in addition to promptly implementing any necessary measures (such as
implementing new complaint processing measures or dispute resolution measures, or concluding
a Basic Agreement to Implement Procedures), whether it takes appropriate action, such as making
it known to all customers.

c. Whether the Financial Instruments Business Operator has developed a control environment wherein
it can execute the contents of the Basic Agreements to Implement Procedures concluded with
designated ADR bodies.

B. Publication, Publicity and Response to Customers

a. Whether the Financial Instruments Business Operator has properly publicized the name or trade
name and the contact address of designated ADR bodies that are party to any Basic Agreements
to Implement Procedures that it has concluded.

With regard to methods of publication, the Financial Instruments Business Operator needs to
take measures that are suited to the size and specific characteristics of its business operations, for
example, presenting information on its website, putting up posters at its branches, producing and
distributing pamphlets, and conducting publicity activities through the mass media. Even
supposing that the Financial Instruments Business Operator has posted information on its website,

if it is feasible that there are customers who cannot view this information, the business operator
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needs to give consideration to these kinds of customers.

In publicizing such information, whether the Financial Instruments Business Operator is
presenting it in a manner that makes it easy for customers to understand. (For example, in the case
of publicizing information on a website, the page should be so designed that customers can easily
access the page that provides information on the use of the financial ADR system.)

b. With respect to the provision of pre-contract documents, whether the Financial Instruments
Business Operator provides an explanation on the financial ADR system.

Whether the Financial Instruments Business Operator provides sincere support in cases where
a complaint has been made by a customer, and whether it provides an explanation about the
financial ADR system again in cases where the customer’s understanding cannot be gained
through talk between the two parties or where determining the amount of damages is difficult.

c. Whether the Financial Instruments Business Operator has developed a control environment wherein
it publicizes any necessary information to customers, such as the flow of standard procedures by
the designated ADR body and the effects of using a designated ADR body (such as the effect of
interruption of prescription), in light of the Basic Agreement to Implement Procedures.

d. In cases in which a Financial Instruments Business Operator sells insurance products arranged by
insurance companies, where multiple operators with varied forms of operation are involved,
including the insurance companies that arranged the products and the Financial Instruments
Business Operator that sold the products, whether the operators involved are responding to
customers in a careful manner; for example, whether the operators understand what the customers
see as the problem and refer them to designated ADR bodies that are appropriate for the causes of
the problems.

(Note) In the case of an insurance product, even if the problem is related to explanation at the time
when the Financial Instruments Business Operator (i.e., Insurance Solicitor) sold the product,
the Entrusting Insurance Company, etc., shall be liable for any damage caused by an Insurance
Solicitor to a Policyholder in carrying out Insurance Solicitation activities under provisions of
Article 283(1) (except in cases provided in (2) of the same Article). As such, supervisors shall
be mindful of the fact that customers are in principle eligible to file applications not only to
designated ADR bodies with whom the Financial Instruments Business Operator signs a Basic
Agreements to Implement Procedures, but also designated ADR bodies with whom the
insurance company signs a Basic Agreements to Implement Procedures.

(i1) Points of Attention Regarding Complaint Processing Procedures and Dispute Resolution Procedures
In light of the fact that, under Basic Agreements to Implement Procedures, Financial Instruments Business
Operators assume various obligations, including those to comply with procedures, submit materials and
respect special conciliation proposals, supervisors shall take the following points, for example, into
consideration when conducting examinations.
A. Common Items
a. Whether the Financial Instruments Business Operator has developed a control environment wherein,

in cases where it receives a request from a designated ADR body for compliance with procedures,
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submission of materials or the like, it responds to the request promptly, unless there is justifiable
reason not to.

b. Whether the Financial Instruments Business Operator has developed a control environment wherein,
in cases where it refuses a request from a designated ADR body to comply with procedures, submit
materials or the like, rather than the division that caused the complaint or dispute simply deciding
itself to refuse the request, the business operator conducts a proper examination as an organization.
Also, whether the Financial Instruments Business Operator has developed a control environment
wherein, wherever possible, it explains the reasons (justifiable reasons) for that decision.

B. Response to Dispute Resolution Procedures

a. Whether the Financial Instruments Business Operator has developed a control environment wherein,
in cases where it is presented with a recommendation to accept a reconciliation plan or with a
special conciliation proposal from a dispute resolution committee member, it makes prompt
decisions on whether to accept or not.

b. Whether the Financial Instruments Business Operator has developed a control environment wherein,
in cases where it has accepted a reconciliation plan or a special conciliation proposal, the division
in charge takes prompt action, and the audit division conducts a follow-up examination on matters
including the progress of its fulfillment.

c. Whether the Financial Instruments Business Operator has developed a control environment wherein,
in cases where it rejects acceptance of a reconciliation plan or a special conciliation proposal, it
promptly explains its reasoning and takes necessary action, such as instituting legal proceedings,

in light of operational rules (Article 156-44(1) of the FIEA).

[I1-2-5-2-2 In cases where there is no designated ADR body

(1) Significance

In the financial ADR system, even in cases where there is no designated ADR body, there is a legal requirement
for Financial Instruments Business Operators to instead implement complaint processing measures and dispute
resolution measures. Financial Instruments Business Operators are required to ensure complete customer protection
and to strive to improve customer confidence in financial products and services by implementing these measures
properly and by resolving any complaints or disputes regarding financial products and services in a simple and

expeditious manner.

(2) Major Supervisory Viewpoints

Supervisors shall examine whether the Financial Instruments Business Operator has developed a control
environment in light of the size and specific characteristics of its business operations, wherein, in cases where it
implements complaint processing measures and dispute resolution measures, it deals properly with any complaints
or disputes made by customers while bearing in mind the objectives of the financial ADR system. Supervisors shall
take the following points, for example, into consideration, while being mindful of not applying them in a mechanical

and uniform fashion.
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Supervisors shall also refer to the points of attention contained in I1I-2-5-1 Establishment of Internal Control
Environment for Dealing with Complaints, etc.
(1) Outline
A. Selection of Complaint Processing Measures and Dispute Resolution Measures
a. Whether the Financial Instruments Business Operator, in view of the nature of its business
operations, the occurrence of complaints, etc., its trading area and other factors, appropriately
selects one or more of the following matters prescribed by law for each type of registered business
(referring to the different Type I financial instruments business, Type Il financial instruments
business, the investment advisory and agency business or the investment management business)
as its complaint processing measures or dispute resolution measures. In addition, it is desirable
that the Financial Instruments Business Operator, in doing so, should have measures in place that
enhance convenience for the customer in making complaints or disputes, such as providing an
environment that makes it easier for the customer to geographically access relevant services.
(a) Complaint Processing Measures
1) The Financial Instruments Business Operator shall have a consumer counselor or the like
with a certain level of experience provide guidance and advice to those employees engaged
in processing complaints.
i1) The Financial Instruments Business Operator shall develop its own operational system and
internal rules, and shall publicize them.
iii) The Financial Instruments Business Operator shall utilize financial instruments firms
associations and certified investor protection organizations.
iv) The Financial Instruments Business Operator shall utilize the National Consumer Affairs
Center of Japan and consumer centers.
v) The Financial Instruments Business Operator shall utilize the designated ADR bodies for
other business types.
vi) The Financial Instruments Business Operator shall utilize corporations that can conduct
complaint processing services in a fair and appropriate manner.
(b) Dispute Resolution Measures
1) The Financial Instruments Business Operator shall utilize certified dispute resolution
procedures prescribed in the Act on Promotion of Use of Alternative Dispute Resolution.
ii) The Financial Instruments Business Operator shall utilize financial instruments firms
associations and certified investor protection organizations.
iii) The Financial Instruments Business Operator shall utilize bar associations.
iv) The Financial Instruments Business Operator shall utilize the National Consumer Affairs
Center of Japan and consumer centers.
v) The Financial Instruments Business Operator shall utilize the designated ADR bodies for
other business types.
vi) The Financial Instruments Business Operator shall utilize corporations that can conduct

dispute resolution services in a fair and appropriate manner.

80



b. Whether the Financial Instruments Business Operator has developed a control environment wherein
it continuously monitors the processing status of complaints and disputes, and where necessary,
reviews and revises its complaint processing measures and dispute resolution measures.

c. In cases where the Financial Instruments Business Operator utilizes a “corporation that can conduct
complaint processing services or dispute resolution services in a fair and appropriate manner”
((a)vi and (b)vi), whether the business operator assesses whether the said corporation is a
corporation adequately staffed and with an adequate accounting basis to conduct complaint
processing services and dispute resolution services in a fair and appropriate manner (Article 115-
2(1)(v) and (2)(v) of the FIB Cabinet Office Ordinance), in a reasonable manner based on
considerable materials and other factors.

d. In cases where the Financial Instruments Business Operator utilizes an external organization,
although it is not a requirement for the business operator to necessarily enter an outsourcing
contract with the said external organization, it is desirable that they make arrangements in advance
with regard to such matters as the flow of standard procedures and items regarding the burden of
expenses.

e. With regard to cases where expenses arise when the procedures of an external organization are used,
whether the Financial Instruments Business Operator has taken measures to prevent the expenses
from becoming an impediment to the filing of a petition for complaint processing or dispute
resolution, such as taking measures likely to prevent the customer’s share of expenses from
becoming excessive.

B. Implementation
Whether the Financial Instruments Business Operator implements measures inappropriately, such as
making the scope of the complaint processing measures and dispute resolution measures unduly
restricted. It should also be kept in mind whether the business operator has maintained appropriate
coordination between complaint processing measures and dispute resolution measures (refer to II1-2-
5(2)).
(i1) Points of Attention Regarding Complaint Processing Measures (cases where business operators develop
their own control environments)
A. Cases where a control environment is developed wherein guidance and advice to employees is given by
consumer counselors, etc.

a. Whether the Financial Instruments Business Operator has developed a control environment wherein
it improves the skills of those employees engaged in processing complaints, such as periodically
conducting training run by consumer counselors and the like.

b. Whether the Financial Instruments Business Operator has developed a control environment wherein
it utilizes the specialized knowledge and experience of consumer counselors and the like, where
necessary, for processing individual cases, such as building network systems with consumer
counselors and the like.

B. Cases where a business operator develops its own operational system and internal rules
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a. Whether the Financial Instruments Business Operator has properly developed an operational system
and internal rules according to the occurrence of complaints, and whether it has developed a
control environment wherein it processes complaints in a fair and appropriate manner based on
the said system and rules.

b. Whether the Financial Instruments Business Operator has made customers aware of the contact
point for making complaints in an appropriate manner, and whether it has properly published the
operational system and internal rules pertaining to complaint processing.

In terms of the content of the publicity and publications, although publishing the full text of
the internal rules is not a necessary requirement, in order for customers to confirm for themselves
whether complaints are being processed in accordance with appropriate procedures, it is important
that the contact address for processing complaints and the flow of standard operations be clearly
indicated. Therefore, it should be kept in mind whether the business operator has published the
sections related to this.

For the methods of publicity and publication, refer to II11-2-5-2-1(2)(i)B.

(iii) Points of Attention Regarding Complaint Processing Measures (when using external organizations) and
Dispute Resolution Measures
A. Publicity and Publication

a. In cases where the Financial Instruments Business Operator are using an external organization, from
the perspective of protecting customers, it is desirable that the business operator publicizes and
publishes information on the external organization, including, for example, the fact that customers
are eligible to use the external organization for raising complaints or disputes, the name of the
external organization, its contact information, instructions on how to use it and so forth, in ways
that customers can readily understand.

b. With respect to the provision of pre-contract documents, whether the Financial Instruments
Business Operator provides an explanation on the financial ADR system.

Whether the Financial Instruments Business Operator provides sincere support in cases where
a complaint has been made by a customer, and whether it provides an explanation about the
financial ADR system again in cases where the customer’s understanding cannot be gained
through talk between the two parties or where determining the amount of damages is difficult.

c. Whether the Financial Instruments Business Operator has developed a control environment for
referring customers to other external organizations if the petition for complaint processing or
dispute resolution is outside the scope handled by the external organization to which the customer
was first referred because of geographical reasons, the nature of the complaint or dispute or for
some other reason, or if handling of the complaint or dispute by another external organization is
appropriate (not limited to external organizations used by the Financial Instruments Business
Operator as complaint processing measures or dispute resolution measures).

d. For cases in which a Financial Instruments Business Operator sells insurance products arranged by
insurance companies, refer to I11-2-5-2-1(2)(i)B.d.

B. Response to Procedures
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a. Whether the Financial Instruments Business Operator has developed a control environment wherein,
in cases where it receives a request from an external organization for compliance with complaint
processing or dispute resolution procedures, a request for an investigation of the facts or a request
for the submission of relevant materials or the like, it responds to the request promptly in light of
the rules, etc. of the external organization.

b. Whether the Financial Instruments Business Operator has developed a control environment wherein,
in cases where it refuses a request for compliance with complaint processing or dispute resolution
procedures, a request for an investigation of the facts or a request for the provision of relevant
materials or the like, rather than the division that caused the complaint or dispute simply deciding
itself to refuse the request, the business operator conducts a proper examination as an organization,
in view of such matters as the nature of the complaint or dispute, the nature of the facts or materials
and the rules of external organizations. Also, whether the Financial Instruments Business Operator
has developed a control environment wherein it explains the reasons for the refusal wherever
possible in light of the rules, etc. of the external organization.

c. Whether the Financial Instruments Business Operator has developed a control environment wherein,
in cases where it is presented with a proposed solution such as a reconciliation plan or mediation
plan from an external organization that has commenced dispute resolution procedures (hereinafter
referred to as a “proposed solution” in d and e below), it makes prompt decisions on whether to
accept or not, in light of the rules, etc. of the external organization.

d. Whether the Financial Instruments Business Operator has developed a control environment wherein,
in cases where it has accepted a proposed solution, the division in charge takes prompt action, and
the audit division conducts a follow-up examination on matters including the progress of its
fulfillment.

e. Whether the Financial Instruments Business Operator has developed a control environment wherein,
in cases where it rejects acceptance of a proposed solution, it promptly explains its reasoning and

takes necessary action, in light of the rules, etc. of the external organization.

II1-2-5-3 Statements in Various Documents

Financial Instruments Business Operators are required to state the details of their response to the financial ADR
system in various documents (such as pre-contract documents, business reports, explanation documents). In cases
where there is no designated ADR body, although business operators are required to state the details of their
complaint processing measures and dispute resolution measures in these documents, it should also be kept in mind
that appropriate matters should be stated in the context of actual conditions. If, for example, the Financial
Instruments Business Operator utilizes an external organization, then the name, contact address and so forth of the
said external organization (in cases where part of the services pertaining to the complaint processing or dispute

resolution are entrusted to another organization, then including that other organization) should also be stated.

II1-2-5-4 Administrative Response

When supervisors have recognized an issue of supervisory concern regarding a Financial Instruments Business
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Operator’s control environment for processing complaints, through daily supervisory administration, they shall
identify and keep track of the status of voluntary improvement made by the business operator by holding in-depth
hearings and, when necessary, requiring the submission of reports based on Article 56-2 (1) of the FIEA. When the
Financial Instruments Business Operator is deemed to have a serious problem from the viewpoint of protecting
public interests and investors, the supervisors shall take actions such as issuing an order for business improvement
based on Article 51 of the FIEA. When the Financial Instruments Business Operator is deemed to have committed
a serious and malicious violation of law, the supervisors shall consider necessary actions, including the issuance of
an order for business suspension based on Article 52 (1) of the FIEA.

Also, in cases where there is a designated ADR body, even if the Financial Instruments Business Operator does
not accept a request for to comply with procedures, in the strictest sense, supervisors shall focus on the response of
the Financial Instruments Business Operator while also being mindful of the problem of non-fulfillment pertaining
to the Basic Agreement to Implement Procedures between the Financial Instruments Business Operator and the
designated ADR body.

It should also be kept in mind that an individual dispute that arises between a customer and a Financial
Instruments Business Operator is, in general, a problem pertaining to a private-law contract, and as such, is a matter

to be resolved between the parties, including basically the place of ADR and the judicature.

III-2-6 Measures such as Verification at the Time of Transaction

Financial instruments business operators, which play an important role as market intermediaries, should never
be involved or exploited in cases of organized crime such as the provision of profits to corporate extortionists,
terrorism financing or money laundering.

In order to prevent Financial Instruments Business Operators from being exploited in cases of organized crime,
money laundering, terrorism financing, or contributing to expanding profits gained from criminal activities, it is
necessary to establish an advanced and robust company-wide control environment for legal compliance.

From the viewpoint of preventing abuse of financial services by organized crime groups and maintaining public
confidence in Japan’s financial and capital markets, it is particularly important to establish an internal control
environment for measures such as verification at the time of transaction, preservation of transaction records, etc.
and reporting of suspicious transactions (meaning verification at the time of transaction, etc. pursuant to Article 11
of the Act for Prevention of Transfer of Criminal Proceeds (hereinafter referred to as the “Anti-Criminal Proceeds
Act”); hereinafter referred to as the “verification at the time of transaction, etc.”) based on the Anti-Criminal

Proceeds Act.

(1) Major Supervisory Viewpoints

When examining a financial institution’s control environment for implementing verification at the time of
transaction, etc. based on the Act on Prevention of Transfer of Criminal Proceeds and measures stipulated in the
“Guidelines on Measures for Anti-Money Laundering and Countering the Financing of Terrorism” (hereinafter
referred to as the “AML/CFT Guideline”), including risk-based approach, supervisors shall pay attention to the
following points:

(Notel) In properly conducting verification at the time of transaction, etc., reference must be made to the “Points to
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Keep in Mind Concerning the Act on Prevention of Transfer of Criminal Proceeds” (Financial Services Agency,
October 2012).

(Note 2) Risk-based approach means that financial institutions, etc. are expected to identify and assess money
laundering and financing of terrorism risks to which they are exposed and take appropriate AML/CFT measures
to mitigate the risks effectively.

(1) Whether the Financial Instruments Business Operator has established a control environment for studying and
analyzing the risk of being exploited in cases of terrorism financing and money laundering, and for properly
conducting measures that take account of the results thereof, based on the Anti-Criminal Proceeds Act.

A. Whether the Financial Instruments Business Operator appropriately studies and analyzes the risk of its
transactions being exploited in cases of terrorism financing and money laundering from the viewpoint of
the nature of the transaction or product and the form of the transaction, the country or region related to the
transaction, and the customer attributes, by taking account of the particulars of the survey of the danger
potential of transfer of criminal proceeds that is prepared and published by the National Public Safety
Commission based on Article 3(3) of the Anti-Criminal Proceeds Act, and prepares a document, etc. that
describes the results of the analysis (hereinafter referred to as the “document, etc. prepared by specific
business operators”) and conducts a periodical review thereof.

B. Whether the Financial Instruments Business Operator takes account of the particulars of the document,
etc. prepared by specific business operators, and collects and analyzes the necessary information, as well
as continuously investigating in detail the confirmation records and transaction records it has preserved.

C. When carrying out transactions for which there is especially a strong necessity for conducting rigid
customer management set forth in the first sentence of Article 4(2) of the Anti-Criminal Proceeds Act,
transactions that require special attention in customer management set forth in Article 5 of the Ordinance
for Enforcement of the Act concerning Prevention of Transfer of Criminal Proceeds (hereinafter referred
to as the “Anti-Criminal Proceeds Act Enforcement Ordinance”), and other transactions that are deemed
to have a high danger potential of terrorism financing and money laundering in consideration of the
particulars of the survey of the potential danger of transfer of criminal proceeds, whether the manager
(meaning manager as defined in Article 11(iii) of the Anti-Criminal Proceeds Act; the same shall apply
hereinafter) approves the transaction, and whether the Financial Instruments Business Operator prepares a
document, etc. that describes the results of the collection and analysis of information, and preserves it
along with the conformation record or transaction record.

(i1) Whether the Financial Instruments Business Operator has established a control environment for properly
implementing customer identification based on the Anti-Criminal Proceeds Act.

A. Whether the Financial Instruments Business Operator has established internal rules that specify internal
arrangements and procedures for implementing verification at the time of transaction. In addition, whether
it has fully communicated the rules to all officers and employees and ensured their full understanding
thereof.

In particular, the following matters shall be specified:
a. The department and manager in charge of implementing verification at the time of transaction and the

roles thereof.
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b. The department and manager (including a person who makes a final internal decision concerning the
relevant operations) in charge of supervising internal administrative processes regarding verification at
the time of transaction, including judgment as to the appropriateness of the verification implemented by
the relevant department, the identification, examination and analysis of the implementation status thereof,
and the roles of the department and manager.

c. Reporting systems at the departments referred to in a. and b. above (including arrangements for
collaboration with other relevant departments).

d. Timely and appropriate compilation and storage of records concerning verification at the time of
transaction for customers and transactions with customers (including the appropriate handling of personal
numbers and basic pension numbers).

B. When implementing verification at the time of transaction, whether the Financial Instruments Business
Operator verifies the credibility and validity of the identity not only by identifying customer attributes
properly, but also by requiring the submission of customer identification documents, for example. Whether
it properly responds to and manages a problem identified in relation to a customer.

Regarding the data of verification at the time of transaction obtained from a customer, whether the
business operator constantly strives to keep track of up-to-date customer attributes through ongoing
monitoring of transactions with the customer, for example.

The following are examples of measures that may be implemented in order to identify and keep track of
customer attributes:

a. To periodically consolidate customer accounts with the same telephone number or e-mail address, select
from among the accounts those for which different addresses or names are registered and check whether
the nominees of the accounts are not fictitious persons by, for example, examining the actual state of
transactions involving the nominee and directly contacting the nominee.

b. To periodically remind all customers of the need to notify the business operator when there is a change
in their address or other items of data of verification at the time of transaction, thereby grasping any such
change in a timely manner.

C. Whether the Financial Instruments Business Operator has properly established internal rules that specify
a policy concerning acceptance of customers. In addition, whether it properly applies the said policy to the
customer attributes identified through the procedures for verification at the time of transaction.

D. Whether the Financial Instruments Business Operator checks the substantial controller of transactions
with corporate customers and whether the customer is a foreign PEP (Note).

(Note) Meaning the head of a foreign country or a person in an important position as set forth in each item
of Article 12(3) of the Order for Enforcement of the Act for Prevention of Transfer of Criminal Proceeds
(hereinafter referred to as the “Anti-Criminal Proceeds Act Enforcement Order”) and each item of
Article 15 of the Anti-Criminal Proceeds Act Enforcement Ordinance.

In particular, when conducting transactions for which there is especially a strong necessity for
conducting rigid customer management as mentioned below, based on the first sentence of Article 4(2)
of the Anti-Criminal Proceeds Act and each paragraph of Article 12 of the Anti-Criminal Proceeds Act

Enforcement Order, whether (re-)verification at the time of transaction is made in a proper manner (for

86



example, a customer’s identification matters are confirmed not only in a normal way but also in a more
rigid way in which customer identification documents or supplementary documents are additionally
received. When confirmation of the conditions of assets and revenues is obligated, whether such
confirmation is made in a proper manner.

a. A transaction in the case that a counterparty to the transaction is suspected of impersonating a customer,
etc., or representative, etc., for whom related verification at the time of the transaction is conducted.

b. A transaction with customer, etc., who is suspected of having falsified matters subject to related
verification at the time of transaction when such verification has been made.

c. A transaction, etc., with a customer, etc., who resides or is located in a country or region in which the
establishment of a system to prevent the transfer or criminal proceeds (as specified under Article 12(2)
of the Anti-Criminal Proceeds Act Enforcement Order) is not considered sufficient.

d. A specified transaction with a customer, etc. who is a foreign PEP.

E. Whether the Financial Instruments Business Operator takes measures that take account of the specific
characteristics of transactions (e.g., transactions conducted over the Internet without any face-to-face
contact) when implementing verification at the time of transaction for customers.

F. When hiring officers and employees, whether the Financial Instruments Business Operator screened
candidates from the viewpoint of, at the minimum, properly implementing anti-terrorism financing and
anti-money laundering measures. Also, whether the Financial Instruments Business Operator has
appointed an appropriate person as a manager, such as a management-level compliance manager for anti-
terrorism financing and anti-money laundering measures.

G. Whether the Financial Instruments Business Operator provides officers and employees with training and
education concerning verification at the time of transaction on a periodic and ongoing basis. Whether it
evaluates the level of the understanding of the officers and employees receiving training and takes follow-
up measures, when necessary, in light of their implementation of verification at the time of transaction in
daily business processes.

H. Whether the Financial Instruments Business Operator ensures the effectiveness of verification at the time
of transaction by identifying and examining the implementation status of the identification through
periodic internal reviews and internal audits, and by revising and reviewing the implementation method,
for example.

(iii) Whether the Financial Instruments Business Operator has established a control environment for properly
implementing the reporting of suspicious transactions based on the Anti-Criminal Proceeds Act.

A. Whether the Financial Instruments Business Operator has established internal rules that specify internal
arrangements and procedures for the reporting of suspicious transactions. Also, whether it has fully
communicated the rules to all officers and employees and ensured their full understanding thereof.

In particular, the following matters shall be specified:

a. The department and manager in charge of identifying suspicious transactions and the roles thereof.

b. The department and manager (including a person who makes the final internal decision concerning the
relevant reporting) in charge of supervising operations related to the identification of suspicious

transactions within the institution, including the implementation of judgment as to the appropriateness
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of suspicious transactions identified through the arrangements and procedures mentioned in A. above
and the identification, examination, and analysis of the implementation status, and the roles of the
department and manager.

c. Reporting systems at the departments mentioned in a. and b. above (including arrangements for
collaborating with other relevant departments).

B. Whether the Financial Instruments Business Operator ensures that the supervisory department reports to
the authorities promptly when a certain transaction is judged to constitute a suspicious transaction.

C. Injudging whether a certain transaction constitutes a case requiring the reporting of suspicious transactions,
whether the Financial Instruments Business Operator comprehensively takes account of the various
specific information that it has acquired and holds, such as the data of verification at the time of transaction,
customer attributes, specific characteristics of the transaction, and the circumstances at the time of the
transaction, as well as the survey of the potential danger of transfer of criminal proceeds, and conducts
appropriate examinations based on Article 8(2) of the Anti-Criminal Proceeds Act and Articles 26 and 27
of the Anti-Criminal Proceeds Act Enforcement Ordinance. Whether the business operator properly
responds to and manages any problem identified in relation to the relevant transaction.

(Note 1) Among customer attributes and specific characteristics of the transaction that should be considered
are the customer’s nationality (whether the customer’s home country falls within FATF’s list of non-
cooperative countries and territories), whether the customer is a foreign PEP, the nature of business in
which the customer is engaging, the value and number of transactions, and whether it is a foreign or
domestic transaction.

(Note 2) Accumulating data regarding matters that may lead to suspicious transactions and establishing
formal criteria for such transactions may serve as an effective means for Financial Instruments
Business Operators to make judgment on whether a certain transaction constitutes a case of suspicious
transaction. However, if they are to do so, attention must be paid that they make sure to
comprehensively take account of the specific characteristics of each transaction and other various
factors so as to avoid relying exclusively on the said criteria and relegating the reporting procedure to
a matter of formality.

D. Whether the Financial Instruments Business Operator detects, monitors and analyzes suspicious customers
and transactions through systems and manuals according to the nature and contents of its own business.
E. When hiring officers and employees, whether the Financial Instruments Business Operator screens
candidates from the viewpoint of, at the minimum, properly implementing anti-terrorism financing and
anti-money laundering measures. Also, whether the Financial Instruments Business Operator has
appointed an appropriate person as a manager, such as a management-level compliance manager for anti-

terrorism financing and anti-money laundering measures.

F. Whether the Financial Instruments Business Operator provides officers and employees with training and
education concerning the reporting of suspicious transactions on a periodic and ongoing basis. In order to
promote understanding by officers and employees, it may be effective to use as a training material the “List
of Referred Cases of Suspicious Transactions” (Refer to the FSA web site), which includes examples that

may constitute cases requiring the reporting of suspicious transactions and examples of past cases in which
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Financial Instruments Business Operators actually reported to the authorities.

In addition, whether the business operator evaluates the level of understanding of the officers and
employees receiving training and takes follow-up measures when necessary in light of their
implementation of reporting in daily business processes.

G. Whether the Financial Instruments Business Operator ensures the effectiveness of the reporting of
suspicious transactions by identifying and examining the implementation status of the reporting through
periodic internal reviews and internal audits and by reviewing and revising the implementation method,
for example.

(iv) Whether the Financial Instruments Business Operator has established an integrated and centralized internal
control environment for judging whether to implement the reporting of suspicious transactions, by
comprehensively taking account of basic customer information obtained through appropriate
implementation of verification at the time of transaction, the specific characteristics of transactions and other
matters based on the full recognition of the co-relation between verification at the time of transaction and the
reporting of suspicious transactions.

(v) Whether overseas offices (branches, subsidiaries, etc.) have a control environment for properly implementing
countermeasures against terrorism financing and money laundering.

A. Whether overseas offices properly implement countermeasures against terrorism financing and money
laundering at the same level as in Japan to the extent permitted by applicable local laws and regulations,
etc.

(Note) In particular, overseas offices located in countries or regions where the FATF Recommendations are
not applied or not fully applied must know the fact that they are required to take countermeasures at the
same level as in Japan.

B. If the local obligation to implement countermeasures against terrorism financing and money laundering is

stricter than in Japan, whether overseas offices implement such stricter local countermeasures.

C. If overseas offices cannot implement appropriate countermeasures against terrorism financing and money
laundering at the same level as in Japan because such countermeasures are prohibited by local applicable
laws and regulations, etc., whether overseas offices immediately provide information on the following to
the Financial Services Agency or the Local Finance Bureau that has jurisdiction over the region where the
head office is located:

- The country or region concerned

- Specific reasons for the inability to implement appropriate countermeasures against terrorism financing
or money laundering; and

- If alternative measures are taken to prevent use for terrorism financing or money laundering, the

particulars thereof.

(2) Supervisory Method and Actions
When supervisors have recognized an issue of supervisory concern regarding a Financial Instruments Business
Operator’s internal control environment for verification at the time of transaction, etc. or measures stipulated in the

AML/CFT Guideline through daily supervisory administration or the reporting of problematic conduct, they shall
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identify and keep track of the status of voluntary improvement made by the business operator by holding in-depth
hearings and, when necessary, requiring the submission of reports based on Article 56-2 (1) of the FIEA. When the
Financial Instruments Business Operator is deemed to have a serious problem from the viewpoint of protecting
public interests and investors, the supervisors shall take actions such as issuing an order for business improvement
based on Article 51 of the FIEA. When the Financial Instruments Business Operator is deemed to have committed
a serious and malicious violation of law, the supervisors shall consider necessary actions, including the issuance of

an order for business suspension based on Article 52 (1) of the FIEA.

111-2-7 Control Environment for Managing Administrative Risk

(1) Administrative Risk Management

Administrative risk is the risk of Financial Instruments Business Operators and their customers incurring
losses due to their officers and employees failing to conduct administrative work properly, causing accidents or
committing illegal acts in the course of the administrative work process. Financial instruments business operators
need to strive to ensure their reliability and creditworthiness by properly developing an internal control
environment regarding administrative risk and maintaining the soundness and appropriateness of their business
operations. Therefore, supervisors shall pay attention to the following points, for example, when examining a
Financial Instruments Business Operator’s administrative risk management.

(1) Major Supervisory Viewpoints

A. Whether the Financial Instruments Business Operator has developed an appropriate control
environment for managing administrative risk based on the understanding that such risk is involved in
all business operations.

B. Whether the Financial Instruments Business Operator has implemented specific measures to reduce
administrative risk based on the recognition of the importance of reducing such risk.

C. Whether the Financial Instruments Business Operator has established a sufficient system of checks and
balances by, for example, ensuring independence of the division in charge of managing administrative
risk from divisions in charge of sales operations. Whether the business operator has specified
procedures regarding administrative processes and reviews and revises them when necessary.

D. Whether the internal audit section properly conducts internal audits in order to examine the control
environment for managing administrative risk. Whether the division in charge of managing
administrative risk has established arrangements and procedures for checking sales divisions’ and
branches’ control environment for managing administrative risk. Whether the administrative risk
management division and the sales divisions and branches cooperate when necessary to improve the

standard of administrative processes.

(2) Outsourcing of Administrative Processes
As Financial Instruments Business Operators are not exempted from the ultimate responsibility regarding
administrative processes outsourced to external contractors, supervisors need to pay attention to the following points,

for example, in light of the business operators’ business profiles, in order to ensure the protection of customers and
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the soundness of the business operators’ management. It should be kept in mind that the following points are general
supervisory viewpoints and that supervisors may need to examine other points, too, depending on the contents of
the outsourced business operations and other factors.

(1) Major Supervisory Viewpoints

A. Whether the Financial Instruments Business Operator has specified a policy and procedures for selecting
the business operations to be outsourced and the contractors to outsource them to.

B. Whether the Financial Instruments Business Operator has developed a control environment that enables
sufficient management of administrative risk regarding outsourced business operations.

C. Whether the Financial Instruments Business Operator has implemented measures to prevent the
outsourcing of business operations from impeding the fulfillment of its obligations to the supervisory
authorities, such as undergoing inspections, making reports and submitting data.

D. Whether the Financial Instruments Business Operator has made it clear that the outsourcing of business
operations does not cause any change in the contractual rights and obligations involving it and its
customers, who continue to have the same rights as if the business operations were conducted by the
business operator itself.

E. Whether the Financial Instruments Business Operator has developed a control environment that ensures
the prevention of inconveniences that may be caused to customers should they not be provided the
services guaranteed under their contracts related to outsourced business operations.

F. Whether the Financial Instruments Business Operator has established a system for properly handling
complaints and inquiries regarding outsourced business operations by, for example, opening a contact

point through which customers can directly consult the business operator.

(3) Supervisory Method and Actions

When supervisors have recognized an issue of supervisory concern regarding a Financial Instruments Business
Operator’s control environment for managing administrative risk or for managing the outsourcing of business
operations, through daily supervisory administration or the reporting of problematic conduct, they shall identify and
keep track of the status of voluntary improvement made by the business operator by holding in-depth hearings with
the business operator or the outsourcing contractor and, when necessary, requiring the submission of reports based
on Article 56-2 (1) of the FIEA. When the Financial Instruments Business Operator is deemed to have a serious
problem from the viewpoint of protecting public interests and investors, the supervisors shall take actions such as
issuing an order for business improvement based on Article 51 of the FIEA. When the Financial Instruments
Business Operator is deemed to have committed a serious and malicious violation of law, the supervisors shall
consider necessary actions, including the issuance of an order for business suspension based on Article 52 (1) of the

FIEA.

[11-2-8 Control Environment for Managing Information Technology Risk
Information technology risk is the risk that customers and Financial Instruments Business Operators will incur
losses because of a computer system breakdown, malfunction or other inadequacies, or because of inappropriate

or illegal use of computer systems. Information systems used by Financial Instruments Business Operators are
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becoming increasingly advanced and complex, in line with the integration of systems due to mergers and other
management restructuring moves and an expansion of the range of products and services. This, combined with an
expansion of computer networks, has increased the risk of important information being illegally accessed or
leaked.

As secure and stable operation of computer systems is the overriding prerequisite for ensuring public
confidence in the market for financial instruments and in Financial Instruments Business Operators, it is extremely
important to enhance the control environment for managing information technology risk.

In addition, taking into account the changes in the financial environment in recent years, information technology
(IT) strategies of financial institutions have now become priority issues that affect the business models of financial
institutions. Therefore, there is a growing need for financial institutions to consider management strategies and IT
strategies in an integrated manner. From such viewpoint, it has become extremely important that "IT governance,"
which is a mechanism for senior managers to demonstrate leadership, link IT strategies and management strategies,
and create corporate value, functions appropriately. The importance of this point is also the same for Financial

Instruments Business Operators, etc.

(Reference) Discussion Paper on Dialogues and Practices Regarding Financial Institutions’ IT Governance Ver. 2

(June 2023)

(1) Major Supervisory Viewpoints

When examining a Financial Instruments Business Operator’s control environment for managing information
technology risk, supervisors shall pay attention to the following points, for example, in light of the business
operator’s business profile.

(1) Recognition of information technology risk

A. Whether the board of directors has formulated a basic policy for company-wide management of
information technology risk based on a full recognition of information technology risk.

B. Whether the board of directors recognizes that prevention and efforts for speedy recovery from system
troubles and cybersecurity incidents (hereinafter referred to as "system trouble, etc.") is an important
issue and has developed an appropriate control environment

(Note) "Cybersecurity incidents" refers to instances of cybersecurity being threatened by so-called
cyberattacks, including unauthorized intrusion, theft, modification and destruction of data, failure or
malfunction of information systems, execution of illegal computer programs and DDoS attacks,
committed via the Internet through malicious use of information communication networks and
information systems.

C. Whether the board of directors fully recognizes the importance of information technology risk and
has designated a person who has sufficient knowledge on and experience in computer systems and
who is able to appropriately execute business as an officer that manages computer systems.

D. Whether the board of directors has specified in detail the responsibilities to be fulfilled and the

measures to be taken at a time of crisis in which system trouble, etc. occurs.

In addition, whether it ensures the effectiveness of the responsibilities and measures by, for example,
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providing training under its leadership as needed.
(ii) Establishment of Appropriate Control Environment for Risk Management
A. Whether the Financial Instruments Business Operator has specified a basic policy for the management
of information technology risk and developed a relevant control environment. Whether the basic policy
for the management of information technology risk includes a security policy (a basic policy for
appropriately protecting the organization’s information assets) and a policy on outsourced contractors.
B.Whether the Financial Instruments Business Operator has developed its control environment for
managing information technology risk based on guides that allow it to judge the objective levels of
the details of the control environment.
In addition, whether the Financial Instruments Business Operator has constantly reviewed the control
environment for managing information technology risk according to identification and analysis of
system trouble, etc., risk management implementation results, and technological progress, etc.
(iii) Assessment of information technology risk
Whether the division managing information technology risk recognizes and assesses risks periodically and
in a timely manner by recognizing the fact that risks are becoming diversified due to changes in the external
environment, such as seen in the examples of system troubles induced by large-scale transactions as a result of
increased customer channels and efforts to enhance information networks that bring more diverse and broad-
based impact.
Also, whether it is taking sufficient measures to address the risks that have been identified.
(iv) Management of information security
A. Whether the Financial Instruments Business Operator has developed a policy to appropriately manage
information assets, prepared organizational readiness, introduced in-house rules, and developed an internal
control environment. Also, whether it is making continuous efforts to improve its information security
control environment through the PDCA cycle, taking notice of illegal incidents or lapses at other companies.
B. Whether the company is managing information security by designating individuals responsible for it and
clarifying their roles/responsibilities in efforts to maintain the confidentiality, integrity and availability of
information. Also, whether the individuals responsible for information security are tasked to handle the
security of system, data and network management.
C. Whether the company is taking measures to prevent unauthorized use of computer systems, unauthorized
access, and intrusion by malicious computer programs such as computer viruses.
D. Whether the Financial Instruments Business Operator identifies important customer information it is
responsible for protecting in a comprehensive manner, keeps its records and manages them.

Whether the Financial Instruments Business Operator, in identifying important customer information, has
set business operations, systems and external contractors as the scope of protection and includes data, such
as listed below, in the scope where it tries to identify those calling for protection.

-Data stored in the areas within the system that are not used in ordinary operations
-Data output from the system for analyzing system troubles
-Transaction logs stored in ATMs (including those outside of branches), etc.

E. Whether the Financial Instruments Business Operator is assessing importance and risks regarding important
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customer information that has been identified.
Also, whether it has developed rules to manage information, such as those listed below, in_accordance
with the importance and risks of each piece.
-Rules to encrypt or mask information
-Rules for utilizing information
-Rules on handling data storage media, etc.

F. Whether the Financial Instruments Business Operator has introduced measures to discourage or prevent
unauthorized access, unauthorized retrieval, data leakage, etc. such as listed below, for important customer
information.

-Provision of access authorizations that limits access to the scope necessary for the person's responsibility

-Storage and monitoring of access logs

-Introduction of mutual checking functions such as by separating the individuals in charge of development
and those responsible for operations, administrators and those responsible for operations, etc.

G. Whether the Financial Instruments Business Operator has introduced rules for controlling confidential
information, such as encryption and masking. Also, whether it has introduced rules regarding the
management of encryption programs, encryption keys, and design specifications for encryption programs.

Note that "confidential information" refers to information, such as PIN, passwords, credit card information,
etc., whose misuse could lead to losses by customers.

H. Whether the Financial Instruments Business Operator give due consideration to the necessity of
holding/disposing of, restricting access to, and taking outside, of confidential information, and treats such
information in a stricter manner.

I. Whether the Financial Instruments Business Operator periodically monitors its information assets to see
whether they are managed properly according to management rules, etc. and reviews the control
environment on an ongoing basis.

J. Whether the Financial Instruments Business Operator conducts security education (including by external
contractors) to all officers and employees in order to raise awareness of information security.

(Reference) Materials that can be used for ensuring security include “FISC Security Guidelines on

Computer Systems for Banking and Related Financial Institutions” (compiled by the Center for
Financial Industry Information Systems).
(v) Management of cybersecurity

A. Whether the board of directors, etc. recognizes the importance of cybersecurity and has introduced the
necessary control environment based on the "Guidelines for Cybersecurity in the Financial Sector."

B. Whether the Financial Instruments Business Operator, when executing transactions using communication
methods such as the Internet without any face-to-face contact, has introduced appropriate authentication
methods in line with the risks associated with such transactions, such as listed below.

-Authentication methods that do not rely on fixed IDs/passwords, such as variable passwords and digital
certificates
-Transaction authentication through multiple channels by using, for example, devices other than the PC web

browser used in transactions, such as a mobile phone

94



-Transaction authentication using transaction signatures by means of a hardware token, etc.

(Note) If measures to prevent illegal withdrawals from customer accounts through unauthorized access (e.g.
when, in services to designate or change the accounts to which money can be transferred, changes to
accounts of holders different from the customer are not allowed, and measures are introduced to prevent
transfers to accounts of a holder who is not the customer, for example by sending an application form for
designating/changing accounts to the customer's address by transfer-prohibited mail) are implemented,
the Financial Instruments Business Operator is deemed to have introduced measures in line with the risks
associated with such transactions.

C. Whether the Financial Instruments Business Operator, when executing transactions using communication
methods without any face-to-face contact, such as the Internet, has introduced preventative measures in line
with operations, such as listed below.

-Provision of security software that allows the user to detect and remove viruses, etc. when executing
transactions

-Introduction of software that allows the Financial Instruments Business Operator to detect virus infection
of the user's PC and issue a warning

-Adoption of methods to store digital certificates in mediums or devices separate from PCs used in
transactions, such as IC cards

-Introduction of a system that allows the Financial Instruments Business Operator to detect unauthorized
log-ins, abnormal transactions, etc. and immediately notify such anomalies to users

(Reference)

* Guidelines for Prevention Unauthorized Access, etc. in Internet Transactions (July 20, 2021: Japan
Securities Dealers Association)
* Guidelines for Prevention Unauthorized Access, etc. in Internet Transactions (August 18, 2021: Financial
Futures Association of Japan)
(vi) System planning/development/management

A. Whether the Financial Instruments Business Operator has clearly established a policy for system strategy
as part of its business strategy and developed medium- to long-term development plans. Also, whether such
medium- to long-term development plans are approved by the board of directors.

B. Whether the Financial Instruments Business Operator is making continuous efforts to identify the risks
inherent in the current system and making scheduled investment to maintain and improve it.

C. Whether rules to authorize plans, development and transitions of development projects are clearly
established.

D. Whether individuals responsible for development projects are designated and progress of the development
plans are managed accordingly.

E. Whether the Financial Instruments Business Operator works out plans to test the system and its system
development efforts and conducts tests in an appropriate and sufficient manner, such as by involving user
divisions in them.

F. Whether the Financial Instruments Business Operator works out specific plans for the current system

structure and development technology to be inherited and to train specialized personnel, and implements
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them
(vil) Computer System Audits

A. Whether an internal audit section that is independent from the computer system division conducts
periodic audits of the computer system.

B. Whether the Financial Instruments Business Operator conducts internal audits by subject matter about
computer systems and is taking of external audits by information system auditors.

C. Whether the audited division accounts for all business operations involving information technology risk.

D. Are the results of computer system audits properly reported to the board of directors?

(viil) Management of Outsourcing of Business Operations

A. Whether the Financial Instruments Business Operator is assessing outsourced contractors (including
system-related subsidiaries) against selection standards, giving careful consideration and selecting them.

B. Whether the Financial Instruments Business Operator sets out division of roles and responsibilities with
outsourced contractors, supervising authority of auditors, procedures to renew contracts, level of services
provided, etc. in outsourcing contracts. Also whether the Financial Instruments Business Operator presents
to outsourced contractors rules their officers and employees are required to adhere to and security
requirements, as well as defines them in contract forms, etc.

C. Whether risk management is carried out properly in outsourced system-related work (including work further
subcontracted). In particular, whether the Financial Instruments Business Operator has risk management
arrangements and procedures that have been developed with full awareness that a higher level of risk
management is required when there are multiple outsourced contractors as the management work becomes
more complicated.

And whether risk management is carried out properly in system-related office functions contracted out, as
in system-related work..

D. Whether the Financial Instruments Business Operator, as a consigner, periodically checks to confirm that
outsourced work (including work further subcontracted) is carried out appropriately.

Also, whether there is a system that allows the consigner to monitor and track the status of customer data
being processed at outsourced contractors
(ix) Contingency Plan

A. Whether the Financial Instruments Business Operator has formulated a contingency plan and has

established arrangements and procedures for dealing with emergencies.

B. Whether the Financial Instruments Business Operator is basing the details of its contingency plan on guides
that allows it to judge objective levels of its details (such as "Guide to Formulate Contingency Plans at
Financial Institutions" compiled by the Center for Financial Industry Information Systems)

C. Whether the Financial Instruments Business Operator, in developing a contingency plan, assumes not only
contingencies due to natural disasters but also system troubles, etc. due to internal or external factors.

Also, whether it assumes risk scenarios of sufficient extent for cases such as a major delay in batch
processing.

D. Whether the Financial Instruments Business Operator reviews assumed scenarios in its contingency plan by,

for example, taking into consideration case studies of system troubles at other financial institutions and
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results of deliberations at the Central Disaster Management Council, etc.

E. Whether exercises in accordance with the contingency plan involve the entire company and are periodically
conducted jointly with outsourced contractors, etc.

F. Whether off-site backup systems, etc. are introduced for important systems whose failure could seriously
affect business operations, and that a control environment is in place to address disasters, system troubles,
etc. so that normal business operations can be speedily brought back.

(x) System Integration Risk / Project Management

A. Whether the Financial Instruments Business Operator has developed a control environment for
managing system integration risk by ensuring that its officers and employees fully recognize the risk.

B. Whether the Financial Instruments Business Operator has established arrangements and procedures for
conducting tests. Whether its test plan is suited to the nature of the system development necessitated by
the system integration.

C. Whether the Financial Instruments Business Operator has established a control environment that enables
itself to be proactively involved in the system integration when this task is outsourced.

D. Whether the Financial Instruments Business Operator makes use of third-party evaluation, such as
evaluation by a system auditor, when making judgment regarding important matters related to the system
integration.

E. Whether the Financial Instruments Business Operator has developed a contingency plan for dealing with
an unexpected incident.

(Reference) As for supervisory viewpoints in examining system integration risk / project management,
“Approach to and Viewpoints Concerning the Control Environment for Managing System Integration Risk
(Detailed Description)” attached to the Discussion Paper on Dialogues and Practices Regarding Financial
Institutions’ IT Governance (June 2019) could also serve as a reference.

(xi) Actions to System Troubles

A. Whether the Financial Instruments Business Operator is prepared to implement appropriate measures to
avoid causing unnecessary confusion among customers when system troubles, etc. occur and take actions to
speedily recover the system or activate alternative measures.

Also, whether it has developed a worst-case scenario in preparation for system troubles and is prepared to
take necessary measures accordingly.

B. Whether the Financial Instruments Business Operator has prepared procedures that also subjects outsourced
contractors to reporting system troubles, and has a clearly defined system of command and supervision.

C. Whether the Financial Instruments Business Operator is prepared to immediately notify the representative
director and other directors when a system trouble that may significantly affect business operations occurs,
and report the largest potential risk it poses under the worst-case scenario (for example, if there is a
possibility that the failure could gravely affect customers, the reporting persons should not underestimate
the risk but immediately report the biggest risk scenario).

In addition, whether it is prepared to launch a task force, have the representative director issue appropriate
instructions and orders, and seek resolution of the issue in a swift manner.

D.When system trouble, etc. occurs, whether the Financial Instruments Business Operator publicizes the
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details of the trouble, the cause of occurrence, expectation of restoration, etc. as needed, and promptly
establishes a call center to precisely respond to inquiries from customers.

In addition, whether the method and contents of information provision to related business divisions
have been made clear to prepare for the occurrence of system trouble, etc.

E. Whether the Financial Instruments Business Operator precisely carries out investigation of the cause of the
system trouble, etc., investigation of the impact the system trouble, etc. has until the restoration,
improvement measures, measures to prevent recurrence, etc.

Also, whether it periodically analyzes tendencies of factors that have led to system trouble, etc. and
introduces measures to address them.

F. Whether the Financial Instruments Business Operator has developed a systemic mechanism, such as
circumventing the troubled part, in order to minimize the impact of system trouble, etc.

G. Whether the Financial Instruments Business Operator has established arrangements and procedures for
immediately reporting system trouble, etc. to the authorities.

(Reference) Reference materials on information technology risk include “FISC Security Guidelines on

Computer Systems for Banking and Related Financial Institutions” (compiled by the Center for

Financial Industry Information Systems).

(2) Supervisory Method and Actions
(i) At the Time of Problem Recognition
When supervisors have recognized an issue of supervisory concern regarding a Financial Instruments
Business Operator’s control environment for managing information technology risk, through daily
supervisory administration or the reporting of problematic conduct, they shall identify and keep track of the
status of voluntary improvement made by the business operator, by holding in-depth hearings with the
business operator and the outsourcing contractor and, when necessary, requiring the submission of reports
based on Article 56-2 (1) of the FIEA. When the Financial Instruments Business Operator is deemed to have
a serious problem from the viewpoint of protecting public interests and investors, the supervisors shall take
actions such as issuing an order for business improvement, etc., based on Article 51 and 52(1) of the FIEA.
(i1) At the Time of System Integration
When Financial Instruments Business Operators have announced plans to integrate computer systems as
part of planned mergers and other management restructuring moves, they shall be required, as necessary, to
submit specific plans for smoothly implementing the system integration, including the schedules and
timetables, and documents regarding the internal control environment for managing information technology
risk (including internal audits) and other matters, as well as to continue periodically submitting reports based

on Article 56-2(1) of the FIEA until the integration is completed.

(3) In times of system trouble
(i) Financial Instruments Business Operators shall be required to notify the authorities of the occurrence of any
computer system trouble and cyber security incidents as soon as they have recognized it, and submit a “Report

on Problem Occurrence, etc.” (in the format specified in Attached List of Formats III-1) to the authorities.
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After the computer system operation has been restored to normal and the cause of the problem has been
identified, they shall be required to report to the authorities again (It should be kept in mind that they shall be
required to report to the authorities on the current state within one month even if the computer system
operation has not been restored to normal or the cause of the problem has not been identified within the one-
month period.)

It should be noted that when a Local Finance Bureau has received a report from a Financial Instruments
Business Operator, it shall immediately notify the FSA division in charge.

(Note) Computer System Trouble Subject to Reporting to the Authorities

Problems that must be reported to the authorities are those which affect systems and equipment
(including both hardware and software) used by Financial Instruments Business Operators and
contractors undertaking business operations outsourced by Financial Instruments Business Operators,
and which could affect the business operators’ abilities to identify and keep track of the status of financial
instruments transactions, financial settlements, cash deposits and withdrawals, fund-raising and
financial conditions, and undermine customer convenience in other ways.

However, the reporting requirement is not applicable to such system troubles in cases where a
backup system has started up and effectively prevented adverse effects. (For example, when an order-
taking system has broken down in off-market hours but a backup system has quickly started up to take
orders in time for the start of market hours, a report is not necessary.)

It should be noted that even if any computer system troubles have not occurred, a report must be
made in cases where customers and business operations are affected or the probability that these may
be affected is deemed to be high, including cases where a Financial Instruments Business Operator has
received a warning of a cyber attack on its computer system or where it has detected the possibility of
such an attack.

(i1) A Financial Instruments Business Operator who has reported computer system troubles to the authorities
shall be required to submit an additional report based on Article 56-2(1) of the FIEA when necessary. When
the business operator is deemed to have a serious problem from the viewpoint of protecting public interests
and customers, the authorities shall take actions such as issuing an order for business improvement based on
Article 51 of the FIEA. When the business operator is deemed to have committed a serious and malicious
violation of law, the authorities shall consider necessary actions, including the issuance of an order for business

suspension based on Article 52 (1) of the FIEA.

I1-2-9 Control Environment for Crisis Management

Given the increased diversity and complexity of risks faced by Financial Instruments Business Operators and
changes in the business environment for them in recent years, such as the increasing use of information systems,
the possibility cannot be denied that a crisis that cannot be dealt with by ordinary methods of risk management will
occur, which means that crisis management has become more important than ever. It is desirable that if risk has
materialized at a Financial Instruments Business Operator, the business operator avoids causing unnecessary
disruptions to market and social activities by maintaining its functions as much as possible. With this in mind, when

supervising a Financial Instruments Business Operator, supervisors shall pay attention to the following points, for
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example, in light of the business operator’s business profile.

(1) Major Supervisory Viewpoints
(i) Preparations to Be Made in Normal Times

A. Whether the Financial Instruments Business Operator recognizes what constitutes an emergency and is
striving as much as possible to prevent or guard against any emergency (prepare countermeasures against
an emergency that may be unpreventable) by, for example, conducting inspections and anti-crisis

practices periodically in normal times.

B. Whether the Financial Instruments Business Operator has formulated a crisis management manual.
Whether it has established a control environment that maintains the effectiveness of the crisis
management manual by, for example, constantly reviewing and revising it in light of the actual state of
its business operations and its risk environment. It should be noted that it is desirable that Financial
Instruments Business Operators use objective benchmarks as a basis for the formulation of their crisis
management manuals
(Reference) Examples of Conceivable Emergency

- Natural disasters (earthquakes, typhoons, abnormal weather, epidemics of infectious diseases)

- Acts of terrorism and wars (including those that occur outside Japan)

- Accidents (large-scale power failures, computer system breakdowns, etc.)

- Unfounded rumors (word-of mouth rumors, Internet messages, e-mail messages, news articles
based on speculation, etc.)

- Crimes committed against Financial Instruments Business Operators (blackmail, intervention by
anti-social forces, data theft and abduction of officers or employees)

- Problems involved in business processes (inappropriate response to complaints and inquiries,
errors in data entry, etc.)

- Problems related to personnel management affairs (accidents and crimes involving officers and
employees, internal disputes, sexual harassment cases, etc.)

- Problems related to labor affairs (cases of whistle-blowing, deaths from excessive workloads,
occupational diseases, drain of human resources, etc.)

C. Whether the crisis management manual notes the importance of initial responses, such as accurate
identification and objective judgment of the situation and dissemination of information in the period
immediately after the occurrence of the emergency.

D. Whether the crisis management manual clarifies the allocation of responsibilities in the event of an
emergency and specifies arrangements and procedures for reporting the occurrence of the emergency
throughout the institution and to other parties concerned (including the relevant authorities). Whether
the crisis management manual specifies arrangements and procedures for reporting the occurrence of
an emergency to relevant overseas organizations, including overseas supervisory authorities,
depending on the extent of its possible impact abroad as well as its level and type. It is desirable that
anti-crisis arrangements and procedures be established under the supervision of the crisis

management headquarters that oversees institution-wide response in light of the levels and types of
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emergencies assumed for each division and branch.
E. Whether the Financial Instruments Business Operator is striving to disseminate and gather information
in normal times in a conscientious manner.
(i1) Actions to Emergencies
A. When supervisors have recognized the occurrence of an emergency or the possibility of an emergency
occurring, they shall hold hearings periodically and check the situation first-hand so that they can
identify and keep track of how the relevant Financial Instruments Business Operator is responding to
the emergency, including whether the response (status of the development of a control environment for
crisis management, communications with relevant parties and dissemination of information) is sufficient
in light of the level and type of the emergency, until the situation is stabilized. In addition, they shall
require the submission of a report based on Article 56-2(1) of the FIEA when necessary.
B. In the above case, supervisors shall make sure to maintain close cooperation with relevant departments
and sections, by, for example, immediately reporting to the FSA division in charge.
(iii) Post-Crisis Actions
In cases where supervisors have concluded, after the emergency has been brought under control, that it is
necessary to examine the Financial Instruments Business Operator’s response to the emergency, they shall
require the business operator, under Article 56-2 (1) of the FIEA, to submit a report regarding the outline of
the emergency, its response, the analysis of the cause and measures to prevent a recurrence.
(iv) Control Environment for Crisis Management Regarding Reputational Risk
A. Whether the Financial Instruments Business Operator has developed a control environment for
managing reputational risk. Whether it has specified how the headquarters, divisions and sales offices
should respond to the circulation of unfounded rumors. It is desirable that Financial Instruments
Business Operators consider how to respond when unfounded rumors regarding other business
operators or their business clients are circulated.
B. Whether the Financial Instruments Business Operator regularly checks whether there are unfounded

rumors circulating in each media category (e.g. Internet messages, news articles based on speculation).

(2) Supervisory Method and Actions

When supervisors have recognized an issue of supervisory concern regarding a Financial Instruments Business
Operator’s control environment for crisis management, through daily supervisory administration or the reporting of
problematic conduct, they shall identify and keep track of the status of voluntary improvement made by the business
operator by holding in-depth hearings and, when necessary, requiring the submission of reports based on Article 56-
2 (1) of the FIEA. When the Financial Instruments Business Operator is deemed to have a serious problem from the
viewpoint of protecting public interests and investors, the supervisors shall take actions such as issuing an order for
business improvement based on Article 51 of the FIEA. When the Financial Instruments Business Operator is
deemed to have committed a serious and malicious violation of law, the supervisors shall consider necessary actions,

including the issuance of an order for business suspension based on Article 52 (1) of the FIEA.
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I11-2-10 Measures to Prevent Violation of Law by Financial Instruments Intermediary Service Providers

(1) Points of Attention Regarding Prevention of Violation of Law by Financial Instruments Intermediary Service
Providers

When Financial Instruments Business Operators entrust businesses to financial instruments intermediary service
providers, it is important for them to give guidance on the development of a control environment for customer
management that enables the intermediary service providers to precisely identify the attributes of customers and the
actual state of transactions from the viewpoint of ensuring appropriate investment solicitation suited to the attributes.
It is also important for Financial Instruments Business Operators to identify the actual state of investment solicitation
by financial instruments intermediary service providers and urge them to ensure thorough legal compliance. In
examining a Financial Instruments Business Operator’s control environment for preventing violation of law by
financial instruments intermediary service providers, supervisors shall pay attention to the following points in
particular:

(i) Precise Identification of Customer Attributes and Thorough Management of Customer Information

A. Whether the Financial Instruments Business Operator shares information regarding the attributes and
investment experiences of customers with the entrusted financial instruments intermediary service
provider only when it has obtained the customers’ consent, and whether it gives the intermediary service
provider guidance on how to identify customer attributes as necessary. Whether the Financial
Instruments Business Operator has prescribed specific procedures for the intermediary service provider
to solicit customers in an appropriate manner suited to the attributes of the customers, has communicated
the procedures to the intermediary service provider, and strives to ensure compliance therewith.

B. Whether the Financial Instruments Business Operator has prescribed specific guidelines for the financial
intermediary service provider to manage customer information, such as customer attributes, based on
careful deliberations made from the viewpoint of the confidentiality obligation, and has communicated
the guidelines to the intermediary service provider and strives to ensure compliance therewith.

C. Whether the division in charge of customer due diligence strives to keep track of the Financial
Instruments Business Operator’s status concerning the identification of customer attributes and the
management of customer information, and also establish a control environment that ensures the
effectiveness of customer information management by examining, as necessary, whether customer
solicitation is conducted in an appropriate manner in light of the attributes of the relevant customers,
and by requesting revisions of the method of customer information management, for example.

(i1) Identification of the Actual State of Financial Instruments Intermediary Service Provider’s Solicitation for
Investment and Efforts to Ensure Appropriate Solicitation

A. Whether the manager of the division in charge of customer due diligence, for example, strives to identify
and keep track of the actual state of the entrusted financial instruments intermediary service provider’s
solicitation for investment by directly holding interviews with customers and taking appropriate
measures when necessary.

B. Whether the division in charge of customer due diligence has prescribed a specific method for

identifying and keeping track of the actual state of the financial instruments intermediary service
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provider’s solicitation for investment and has communicated the method to them, and is striving to
establish a control environment that ensures the effectiveness of the method by identifying and
examining the implementation and reviewing and revising the method when necessary.

C. Whether the division in charge of customer due diligence checks whether the entrusted financial
instruments intermediary service provider provides appropriate explanations, and requests improvement
and takes other measures when necessary.

(ii1) Efforts to Foster and Maintain Sense of Compliance at Financial Instruments Intermediary Service
Providers

A. Whether the Financial Instruments Business Operator provides case study training, external training and
other types of training with a view to enhancing the entrusted financial instruments intermediary service
provider’s sense of compliance.

B. Whether the division in charge of customer due diligence strives to enhance the effectiveness of training
by, for example, identifying and examining the contents of training programs and the implementation

thereof and reviewing and revising the contents when necessary.

(2) Supervisory Method and Actions

When supervisors have recognized an issue of supervisory concern regarding a Financial Instruments Business
Operator’s measures to prevent violation of law by an entrusted financial instruments intermediary service provider,
through daily supervisory administration or the reporting of problematic conduct, they shall identify and keep track
of the status of voluntary improvement made by the business operator by holding in-depth hearings and, when
necessary, requiring the submission of reports based on Article 56-2 (1) of the FIEA. When the Financial Instruments
Business Operator is deemed to have a serious problem from the viewpoint of protecting public interests and
investors, the supervisors shall take actions such as issuing an order for business improvement based on Article 51
of the FIEA. When the Financial Instruments Business Operator is deemed to have committed a serious and
malicious violation of law, the supervisors shall consider necessary actions, including the issuance of an order for

business suspension based on Article 52 (1) of the FIEA.

II-2-11 Prevention of Damage that May be Inflicted by Anti-Social Forces

(1) Significance

Eliminating anti-social forces from society is a task critical to ensuring the order and safety of society, so it is
necessary and important for corporations to promote efforts to ban any relations with anti-social forces from the
viewpoint of fulfilling their social responsibility. In particular, as Financial Instruments Business Operators have a
public nature and play an important economic role, they need to exclude anti-social forces from financial
instruments transactions in order to prevent damage from being inflicted not only on their officers and employees
but also on their customers and other stakeholders.

Needless to say, if Financial Instruments Business Operators are to retain public confidence and maintain the
soundness and appropriateness of their business operations, it is essential that they deal with anti-social forces in

accordance with laws and regulations without bowing to pressure from them. Therefore, Financial Instruments
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Business Operators must strive, on a daily basis, to develop a control environment for banning any relations with
anti-social forces in accordance with the purpose of the “Guideline for How Companies Prevent Damage from Anti-
Social Forces” (agreed upon at a meeting on June 19, 2007 of cabinet ministers responsible for anti-crime measures).

In particular, anti-social forces have become increasingly sophisticated in their efforts to obtain funds, disguising
their dealings as legitimate economic transactions through the use of affiliated companies in order to develop
business relations with ordinary companies. In some cases, the relations thus developed eventually lead to problems.
There are also cases in which anti-social forces such as “boryokudan” crime syndicates intervene in the financial
instruments market through initial public offering in stock markets for emerging companies and through equity
financing deals in markets for listed companies in an attempt to obtain funds. In order to deal with such cases
properly, the management teams of Financial Instruments Business Operators need to take a resolute stance and
implement specific countermeasures.

It should be noted that if a Financial Instruments Business Operator delays specific actions to resolve a problem
involving anti-social forces on the grounds that unexpected situations, such as the safety of officers and employees
being threatened, could otherwise arise, the delay could increase the extent of the damage that may be ultimately
inflicted on the business operator.

(Reference) “Guideline for How Companies Prevent Damage from Anti-Social Forces” (agreed upon at a meeting
on June 19, 2007 of cabinet ministers responsible for anti-crime measures)

(1) Basic principles on Prevention of Damage That May be Inflicted by Anti-Social Forces

- Institutional response

- Cooperation with external expert organizations

- Ban on any relations, including transactions, with anti-social forces

- Legal responses, both civil and criminal, in the event of an emergency

- Prohibition of engagement in secret transactions with and provision of funds to anti-social forces

(i1) Identification of anti-social forces
In judging whether specific groups or individuals constitute “anti-social forces,” which are defined as

groups or individuals that pursue economic profits through the use of violence, threats and fraud, it is
necessary not only to pay attention to whether they fit the definition in terms of their affiliation, such as
whether they constitute or belong to  “boryokudan” crime syndicates, “boryokudan” affiliated companies,
“sokaiya” racketeer groups, groups engaging in criminal activities under the pretext of conducting social
campaigns or political activities and crime groups specialized in intellectual crimes, but also to whether they
fit the definition in terms of the nature of their conduct, such as whether they are making unreasonable
demands that go beyond the limits of legal liability. (Refer to the “Key Points of Measures against Organized
Crime,” a directive issued in the name of the Deputy Commissioner-General of the National Police Agency

on December 22, 2011.)

(2) Major Supervisory Viewpoints
The Financial Instruments Business Operator should not have any relations with anti-social forces and, in cases
where it has established a relationship with an anti-social force unwittingly, supervisors, while also giving

consideration to the characteristics of specific transactions, shall pay attention to such as the following points in
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order to examine its control environment for banning any relations with anti-social forces as soon as possible after
the counterparty has been found to be an anti-social force and its control environment for dealing with unreasonable
demands by anti-social forces appropriately.
(i) Institutional response
In light of the need and importance of an action to ban any relationship with anti-social forces organically,
whether the responsibility of responding to the situation is not left solely to the relevant individuals or
divisions but the management including directors are appropriately involved, and there is a policy for the
entire organization to respond. In addition, whether there is a policy calling for the corporate group as a whole,
not just the involved Financial Instruments Business Operator alone, to take on an effort to prevent any
relationship with anti-social forces.
(ii) Developing of a Centralized Control Environment through anti-social forces response division
Whether the Financial Instruments Business Operator has established a division in charge of supervising
responses to ban any relationship with anti-social forces (hereinafter referred to as the “anti-social forces
response division”) so as to develop a centralized control environment for preventing anti-social forces from
inflicting damage, and whether this division is properly functioning.
In particular, whether the Financial Instruments Business Operator pays sufficient attention to the
following points in developing the centralized control environment.

A. Whether the anti-social forces response division is actively collecting and analyzing information on anti-
social forces and has developed a database to manage such information in a centralized manner and has
a system to appropriately update it (i.e., addition, deletion or change of information in the database).
Further, whether the division is making efforts to share information within the group in the process of
collecting and analyzing such information, while making appropriate use of information provided by
self-regulatory organizations, etc. Whether the anti-social forces response division has a system to take
advantage of information on anti-social forces for screening counterparties of transactions and
evaluating the attributes of shareholders of the Financial Instruments Business Operator.

B. Whether the Financial Instruments Business Operator makes sure to maintain the effectiveness of
measures to ban any relations with anti-social forces by, for example, having the anti-social forces
response division develop a manual for dealing with anti-social forces, provide on-going training, foster
cooperative relationships with external expert organizations such as the police, the National Center for
the Elimination of Boryokudan and lawyers on an ongoing basis. In particular, whether the Financial
Instruments Business Operator is prepared to report to the police immediately when it faces the
imminent prospect of being threatened or becoming the target of an act of violence, by maintaining close
communications with the police on a daily basis so as to develop a systematic reporting system and
build a relationship that facilitates cooperation in the event of a problem.

C. Whether the Financial Instruments Business Operator has a structure in which relevant information is
swiftly and appropriately conveyed to the anti-social forces response division for consultation when
transactions with anti-social forces are found or such forces have made unreasonable demands. Further,
whether the anti-social forces response division has a structure to swiftly and appropriately report

relevant information to the management. In addition, whether the anti-social forces response division
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has a structure to ensure the safety of individuals encountering anti-social forces in person and to support
divisions involved in dealing with them.
(ii1) Execution of Appropriate Prior Screening
Whether the Financial Instruments Business Operator bans allowing anti-social forces to become a
counterparty to a transaction by conducting appropriate advance screening using information on such forces
in order to prevent transactions with anti-social forces, and makes sure provisions regarding the exclusion of
“boryokudan” crime syndicates are introduced in all contracts and terms of transactions.
(iv) Execution of Appropriate Follow-up Review
Whether, for the purpose of making sure any relationships with anti-social forces are eliminated, there is
a structure to conduct an appropriate follow-up review on existing contracts.
(v) Measures to Terminate Transactions with Anti-Social Forces

A. Whether the Financial Instruments Business Operator has a system under which information confirming
the existence of a transaction with anti-social forces is swiftly and appropriately reported to the
management, including directors, etc., via the anti-social forces response division, and responds to the
situation under appropriate directions and involvement by the management.

B. Whether the Financial Instruments Business Operator regularly communicates with external expert
organizations, including the police, the National Center for the Elimination of Boryokudan, lawyers and
so forth, and promotes efforts to eliminate any transactions with anti-social forces.

C. Whether the Financial Instruments Business Operator, when it has learned through a follow-up review
after initiating a transaction that the counterparty is a member of an anti-social force, takes measures to
prevent the provision of benefits to anti-social forces, such as terminating relationships with such forces.

D. Whether the Financial Instruments Business Operator has a structure to prevent providing funds or
engaging in inappropriate or unusual transactions for whatever reason if the counterparty has been found
to be an anti-social force.

(vi) Dealing with Unreasonable Demands by Anti-Social Forces

A. Whether the Financial Instruments Business Operator has a system under which the information that anti-
social forces have made unreasonable demands is swiftly and appropriately reported to the management,
including directors, etc., via the anti-social forces response division, and responds to the situation under
appropriate directions and involvement by the management.

B. Whether the Financial Instruments Business Operator actively consults external expert organizations such
as the police, the National Center for the Elimination of Boryokudan, and lawyers, when anti-social
forces make unreasonable demands, and responds to such unreasonable demands based on guidelines
set by the National Center for the Elimination of Boryokudan and other organizations. In particular,
whether the operator has a structure to report to the police immediately when there is an imminent
prospect of a threat being made or an act of violence being committed.

C. Whether the Financial Instruments Business Operator, in response to unreasonable demands by anti-
social forces, has a policy to take every possible civil legal action and to avoid hesitating to seek the
initiation of criminal legal action by pro-actively reporting damage to the authorities.

D. Whether the Financial Instruments Business Operator ensures that the division in charge of handling
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problematic conduct promptly conducts a fact-finding investigation upon request from the anti-social
forces response division, in cases where unreasonable demands from anti-social forces are based on
problematic conduct related to business activity or involving an officer or employee.
(vii) Management of Shareholder Information
Whether the Financial Instruments Business Operator manages shareholder information properly, through
means such as checking the transaction status of its own shares and examining information regarding the

attributes of its shareholders.

(3) Supervisory Method and Actions

When supervisors have recognized an issue of supervisory concern regarding a financial institution’s control
environment for banning any relations with anti-social forces, through inspection and daily supervisory
administration, they shall identify and keep track of the status of voluntary improvement made by the business
operator by holding in-depth hearings and, when necessary, requiring the submission of reports based on Article 56-
2 (1) of the FIEA. When the Financial Instruments Business Operator is deemed to have a serious problem from the
viewpoint of protecting public interests and investors, because its internal control environment is extremely fragile,
as shown by, for example, a failure to take appropriate steps toward dissolving relations with anti-social forces
despite recognizing the provision of funds thereto and the presence of inappropriate business relations therewith,
supervisors shall take actions such as issuing an order for business improvement based on Article 51 of the FIEA.
When the Financial Instruments Business Operator is deemed to have committed a serious and malicious violation

of law, the supervisors shall consider taking strict actions based on Article 52 (1) of the FIEA.

II-2-12 Information Disclosure Regarding Corporate Social Responsibility (CSR), etc.

(1) Significance

(i) CSR is a concept generally interpreted to include the economic, environmental and social responsibilities a
company recognizes in relation to its diverse range of stakeholders, and activities conducted on the basis of
those responsibilities. CSR is significant in that the company can enhance its sustainability by fulfilling those
responsibilities.

(i1) It should be left to individual Financial Instruments Business Operators to decide, based on the principle of
self-responsibility, not only whether to engage in CSR activity but also whether to make information
disclosure regarding such activity. Evaluation of a Financial Instruments Business Operator’s CSR activity
should be made by users and other stakeholders under the principle of market discipline.

(iii)) However, if easy-to-understand information disclosure regarding CSR activity is made in a timely and
appropriate manner, users are expected to more easily obtain information useful for judging the sustainability
of business operators and their financial products and services when deciding which business operators to
make transactions with. From this viewpoint, by clarifying supervisory viewpoints regarding CSR-related
information disclosure by Financial Instruments Business Operators as a minimum standard, supervisors shall

promote information disclosure that is appropriate and useful for users.
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(2) Major Supervisory Viewpoints
Whether the Financial Instruments Business Operator makes information disclosure appropriate from the
viewpoints of the following matters in order to enable a diverse range of stakeholders, including users, to properly
evaluate its CSR and to contribute to the improvement of the convenience for users.
(1) Suitability with Objective
Whether the Financial Instruments Business Operator’s CSR report comprehensively covers the fields of
economy, environment and society and whether its contents suit the objective of meeting the needs of a diverse
range of stakeholders, including users, by using comprehensive descriptions and reflecting social backgrounds.
Whether disclosure is made in a timely and effective manner.
(i1) Reliability
Whether the Financial Instruments Business Operator compiles its CSR report through a transparent
process and uses precise and objective data and information, thereby ensuring that the report is highly reliable
and widely acceptable.
(iii) Readability
Whether the Financial Instruments Business Operator strives to make its CSR report as easy-to-understand
as possible so that a diverse range of stakeholders, including users, can understand it. Whether the Financial
Instruments Business Operator pays sufficient attention to the need to enable comparison between recent and

past reports by, for example, maintaining consistency.

(3) Supervisory Method and Actions

A Financial Instruments Business Operator’s CSR-oriented efforts and information disclosure are voluntary
activities made in accordance with management decisions based on the principle of self-responsibility. Therefore,
even if the business operator’s CSR report fails to take account of the above supervisory viewpoints, supervisors do
not need to take supervisory measures.

However, in cases where information disclosure is imprecise or inappropriate, the disclosure practice shall be

examined from the viewpoint of the appropriateness of business operations.

I11-2-13 Response to Disabled Persons

(1) The Act Concerning the Promotion of Elimination of Discrimination on the Grounds of Disabilities (Law No.
65 of 2013; hereinafter referred to as the “Disabled Persons Anti-Discrimination Act”) imposes prohibition of
discriminatory treatment and obligations for reasonable accommodation of disabled persons on business operators.

With regard to Financial Instruments Business Operators, specific treatments are indicated in the “Guidelines
for the Promotion of Elimination of Discrimination on the Grounds of Disabilities in Business Fields Under the
Jurisdiction of the Financial Services Agency” (Notice No. 3 of 2016; hereinafter referred to as the “Disabled
Persons Anti-Discrimination Guidelines”).

Supervisors shall pay attention to matters such as whether, in responding to disabled persons, the business
operator has developed an internal control environment such as making appropriate responses in accordance with

the Disabled Persons Anti-Discrimination Act and the Disabled Persons Anti-Discrimination Guidelines, including
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customer protection and user convenience perspectives, as well as grasping and examining the status of the

responses and reviewing response methods.

(2) Supervisory Method and Actions

When supervisors have recognized an issue of supervisory concern regarding responses to disabled persons by
Financial Instruments Business Operators, through daily supervisory administration or complaints from disabled
persons, they shall check the status of the development of an internal control environment by holding in-depth
hearings with the business operator. When there is doubt about the development status of the internal control
environment at a Financial Instruments Business Operator, supervisors shall request reporting (including reports
based on the provisions of Article 56-2(1) of the FIEA) and examine the situation as needed. If said development

status is deemed problematic, the supervisor shall urge improvement.

II1-2-14 Points of Attention Regarding Crypto-and Other Assets

While the design and specifications of crypto-and other assets (meaning the crypto-and other assets prescribed
in Article 2(24)(iii)-2 of the FIEA; the same shall apply hereinafter) are varied, some crypto-and other assets have
a high risk of being exploited in cases of terrorism financing and money laundering, such as those of which the
transactions are difficult to trace because the transfer records are not disclosed. Generally, crypto-and other assets
have no assets, etc. to back up their value, so their intrinsic value is difficult to conceptualize. Given that their prices
fluctuate substantially, it is necessary to carefully confirm the suitability of customers. In addition, the management
of crypto-and other assets also involves information technology risks, such as computer system malfunction and
cyberattacks.

In light of these aspects, supervisors shall conduct supervision on the handling of crypto-and other assets by
Financial Instruments Business Operators, etc. in relation to purchase and sale or other transactions of securities,
etc. by paying attention to the following points, for example.

Meanwhile, it should be kept in mind that in order for a Financial Instruments Business Operator, etc. to manage
crypto-assets (meaning the crypto-assets prescribed in Article 2(14) of the Payment Services Act; the same shall
apply hereinafter) deposited by customers in relation to financial instruments transactions, it needs the registration

referred to in Article 63-2 of the Payment Services Act.

(1) Identification, Assessment, and Reduction of Risks Based on the Specific Characteristics, etc. of Crypto-and
Other Assets

Whether the Financial Instruments Business Operator, etc. takes the following measures, for example, in order
to make crypto-and other assets, etc. (meaning the crypto-and other assets, etc. prescribed in Article 185-23(1) of
the FIEA; the same shall apply hereinafter) not subject to transactions if they are deemed likely to compromise the
protection of investors or proper and reliable performance of financial instruments business in light of the specific
characteristics of crypto-and other assets and its own business arrangements and procedures:

(1) When making new crypto-and other assets, etc. subject to transactions, whether the Financial Instruments

Business Operator, etc. identifies and assesses risks that may be caused by making the crypto-and other

109



assets, etc. subject to transactions (hereinafter referred to as "transaction risks"), and has developed a control
environment for precisely screening whether the crypto-and other assets, etc. should be made subject to
transactions from the viewpoint of protection of investors and proper and reliable performance of business.

(i) Whether the Financial Instruments Business Operator, etc. periodically reviews the contents of transaction
risks involved in crypto-and other assets, etc. that are already subject to transactions, and as necessary, re-
screens whether the crypto-and other assets, etc. should be made subject to transactions.

(iii)) When newly making crypto-and other assets, etc. subject to transactions, whether the Financial Instruments
Business Operator, etc. makes the decision in an organized manner, such as gaining the approval of the board
of directors, based on the results of the screening as to whether the crypto-and other assets, etc. should be
made subject to transactions.

(iv) Whether the division that screens whether crypto-and other assets, etc. should be made subject to
transactions has arrangements and procedures to be able to appropriately examine transaction risks, such as

being independent from the sales division and staffed with personnel having expert knowledge.

(2) Measures against Cases of Money Laundering and Terrorism Financing

Whether the Financial Instruments Business Operator, etc. carefully determines the scope of crypto-and other
assets to be handled in light of the risk that the crypto-and other assets would be exploited in cases of money
laundering and terrorism financing, and other factors. For example, it should be kept in mind that crypto-and other
assets of which transfer records are extremely difficult to trace should not be received as consideration for purchase
and sale or other transactions of securities, etc. and securities for which such crypto-and other assets are distributed
as dividends, etc. should not be handled, as the risk of such crypto-and other assets becoming exploited in cases of
money laundering and terrorism financing is particularly high.

In addition, in the case of conducting purchase and sale or other transactions of securities, etc. in consideration
of crypto-and other assets, whether the Financial Instruments Business Operator, etc. has developed a control
environment for effectively reducing the risk of money laundering and terrorism financing associated with the
handling of crypto-and other assets based on I1I-2-6 and the Guidelines for Anti-Money Laundering and Combating
the Financing of Terrorism, and whether it appropriately confirms that the transactions are unlikely to fall under the
category of suspicious transactions. In particular, whether it has determined the need for the suspicious transaction
reporting by appropriately considering whether there are any suspicious aspects about the counterparty to the
transaction being the true holder of the crypto-and other assets in respect to the attributes of the counterparty to the
transaction and the management method of the crypto-and other assets, etc.

Moreover, whether the Financial Instruments Business Operator, etc. has a control environment for
appropriately confirming that the issuer and manager of and other persons concerned in the crypto-and other assets

do not fall under the category of those subject to sanctions or anti-social forces, etc.

(3) Control Environment for Customer Solicitation and Explanations
(i) Points of Attention Regarding Crypto-and Other Assets-Related Business
When a Financial Instruments Business Operator, etc. conducts the crypto-and other assets-related

business prescribed in Article 43-6 of the FIEA and Article 146-3 of the FIB Cabinet Office Ordinance,
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supervisors shall pay attention to whether it appropriately explains the matters prescribed in Article 146-4
of the FIB Cabinet Office Ordinance by delivering a document or the like.

Of those matters, "the outline and specific characteristics of the crypto-and other assets" prescribed in
Article 146-4(2)(iv) of the FIB Cabinet Office Ordinance and "matters which should be noted by the
customer in relation to the nature of crypto-and other assets" prescribed in item (v) of that paragraph could
include, for example, the following matters:

A. Main uses of the crypto-and other assets

B. Matters concerning the scheme of holding or transferring the crypto-and other assets

C. Total volume of issuance of the crypto-and other assets, and if there is an upper limit to the issuable
volume, the upper limit

D. Status of distribution of the crypto-and other assets

E. Inherent risks of the crypto-and other assets

In addition, "a representation that could cause the customer to have a misconception about the nature of
the crypto-and other assets or other particulars specified by Cabinet Office Order" provided in Article 43-
6(2) of the FIEA could include, for example, the following matters:

A. A representation that could cause the customer to have a misconception regarding the fact that price
fluctuations of the crypto-and other assets could generate a loss
B. A representation that could cause the customer to have a misconception regarding the fact that transfer of
the crypto-and other assets will be restricted for a specific period according to the scheme of the crypto-
and other assets
C. A representation that could cause the customer to have a misconception regarding the financial conditions
of the issuer of the crypto-and other assets or the status of progress of business conducted by the issuer
(i1) If the customer is planned to receive crypto-and other assets as dividends or consideration in relation to
purchase and sale or other transactions of securities, etc., supervisors shall pay attention to whether the
Financial Instruments Business Operator, etc. confirms the suitability of the customer by checking the
customer's knowledge and trading experience concerning crypto-and other assets, and whether it appropriately

explains the scheme, nature, price fluctuation risk, etc. of the crypto-and other assets based on (i) above.

(4) Securing Financial Soundness

If a Type I Financial Instruments Business Operator holds crypto-and other assets, it is necessary to examine not
only the points stated in (1) through (3) above, but also the effects that the price fluctuation risk, etc. of the crypto-
and other assets have on its financial soundness. Therefore, whether the Type I Financial Instruments Business
Operator has developed a control environment necessary for securing its financial soundness, such as identifying
various risks involved in the holding of the crypto-and other assets in a timely and appropriate manner and
appropriately managing those risks, based on V-2, in light of the specific characteristics of the crypto-and other
assets and the contents, specific characteristics, size, etc. of business relating to the holding of the crypto-and other

assets.
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I1-2-15 Supervisory Response in Cases of Long-term Suspension of Business, etc.

(1) When it is found that the circumstance may fall under cases where a Financial Instruments
Business Operator does not commence business (where a Financial Instruments Business Operator
engages in two or more types of businesses, any one of those businesses; the same applies here in
II1-2-15) within three months of the day on which it is permitted to begin engaging in financial
instruments business, or suspends business for three months or more continually, supervisors shall
ascertain the cause therefor promptly by holding in-depth hearings with or requesting a report based
on the provisions of Article 56-2(1) of the FIEA as needed from the Financial Instruments Business
Operator regarding the justice in the relevant circumstance, while taking into account the actual
conditions of the Financial Instruments Business Operator’s business.
(2) For example, if any of the following situations is found as a result of the aforementioned
examination, it is considered that “there is no just cause” (provided however, that the situation is
not limited to the following, which are only examples).

(i) A business plan, etc. for starting or resuming business has not been prepared based on

reasonable grounds, and its outlook is deemed to be uncertain;

(ii) Where it is found that there is the possibility that the continuation of the suspension of

business for three months or more may cause unpredictable damage to investors
(3) When it is found that a Financial Instruments Business Operator has not commenced business
or has suspended business without just cause, supervisors shall take necessary actions, including a
recommendation for notification of the suspension of business based on the provisions of Article
50(1)() of the FIEA or notification of the discontinuance of business based on the provisions of Article
50-2(1)(ii) of the FIEA (where a Financial Instruments Business Operator engages in two or more
types of businesses, and discontinues any one of those businesses, a recommendation for registration
of a change based on the provisions of Article 31(4) of the FIEA), and issuance of a business
improvement order based on the provisions of Article 51 of the FIEA. When it is obvious that
commencement or resumption of business is not expected or otherwise there is no just cause for not
commencing or suspending business and no improvements are expected, supervisors shall consider
actions such as issuance of a business suspension order based on the provisions of Article 52 of the

FIEA or rescission of registration based on the provisions of Article 54 of the FIEA.

112



III-3 Various Administrative Procedures (General)

II1I-3-1 Registration

(1) Trade Name

It shall be confirmed that a trade name given in the application for registration does not infringe Article 25(2)
of the Amendment Act.

From the viewpoint of preventing misunderstandings by investors, etc., it shall be ensured that the use of the
names of securities companies, financial futures transaction companies, investment trust management companies,
and investment advisory service companies that existed in the past is avoided as much as possible, except for the
case where a business operator, which is allowed to continue the business due to business transfer, etc., uses such a

name.

(2) Business Site or Office
The business site or office to be listed in the application for registration shall refer not to representative offices,
liaison offices or any other facilities devoted to work other than the financial instruments business, but to a certain
facility or utility to be established for the purpose of conducting whole or part of the financial instruments business.
In the case of an unmanned business site or office, the number of stores located within the jurisdiction of each
finance bureau and the name of the business site or office that controls such stores shall be entered.

It must be noted that it is necessary to post a sign at unmanned business sites or offices, pursuant to the provision
of Article 36-2(1) of the FIEA.

(3) Name and Location of the Head Office, etc.

With regard to the “name and location of the head office, etc.” to be listed in the application for registration
(Article 7(xii), Article 44(xiii) and Article 258(iv) of the FIB Cabinet Office Ordinance), when stating the “name
and location of the head office and other business site or office (in the case of a foreign corporation: the head office
and the principal business site or office or other business site or office in Japan)” (Appended Form 1 Attachment 6,
Appended Form 9 Attachment 4 and Appended Form 24 Attachment 2 of the FIB Cabinet Office Ordinance),
supervisors shall check that this is done by stating the head office, etc. first (in the case of a foreign corporation: by
stating the head office first, followed by the principal business site or office in Japan).

In cases where the said head office and the principal business site or office are different, such as the head office
listed on the certificate of registered matters not having the functions of a principal business site or office, it should

be kept in mind that it is necessary to state the said principal business site or office first.

(4) Documents to be Attached to the Application for Registration
(i)  The abstract of residence certification to be submitted shall contain the following items:
A. address,
B. name, and

C. date of birth.
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(i) A copy of the residence card or a copy of the special permanent resident certificate submitted by a foreign
resident living in Japan, and a copy of residence certification of the home country submitted by a foreigner
living outside Japan, or any other documents equivalent thereto (a Japanese translation shall be attached to all
documents in English, etc.) shall fall under the “documents in lieu thereof” pursuant to the provisions of

Article 9(ii)(B), (iii)(B) and (ix) (A)(1) of the FIB Cabinet Office Ordinance.

(5) Points to Consider before Granting Registration

(i)  Applicants shall be reminded to abstain from conducting any business activities until they are registered
in a registry of Financial Instruments Business Operators.

(i) In the case where an applicant for registration is engaged in another business related to laws and
regulations under the supervision of the Financial Services Agency and an administrative reprimand
concerning the said business has been issued, the details of such a reprimand shall be confirmed and, when
necessary, the progress of improvement measures shall be verified in a hearing session, etc.

In the case where the said disposition is related to legal compliance, attention shall also be paid to III-2-1.

(6) Handling of Registration Numbers

(i)  Each registration shall be identified by a serial number (however the following numbers shall not be used,
4,9, 13,42, 83, 103, and 893), which is assigned by each local finance bureau, and the registration number to
be entered into the registry of Financial Instruments Business Operators shall be subject to the following rules:
e.g., Director General of Finance Bureau ...... (Financial instruments business) No. ......

(il)) When a registration is no longer valid, its registration number shall be retired and no new number shall
be issued in its place.

(i) Registration numbers shall be managed by the registration number file of Financial Instruments Business

Operators using appended form I11-2.

(7) Notification to Applicants for Registration
When registration is made in the registry of Financial Instruments Business Operators, appended form II1-3 shall

be used to issue notification of registration to the applicant for registration.

(8) Refusal of Registration(Refer to I1-5-6)

(i)  When registration is refused, appended form III-4 shall be used to issue notification of refusal of
registration to the applicant. The notification shall include the grounds for refusal and state that the applicant
is entitled to make a request to the Commissioner of the Financial Services Agency for an examination and
file a claim against the government to rescind the decision, etc.

(ii)) The Director-General of the Financial Bureau shall enter the grounds for refusal and the corresponding
numbers of items set out in Article 29-4(1) of the FIEA as grounds for refusal, or specifically indicate the part
of the application for registration or attached documents that lists false information or has important facts

missing, in the notification of refusal of registration.

114



(9) Registry of Financial Instruments Business Operators

(i)  The registry of Financial Instruments Business Operators shall be prepared according to the section from
page 2 to 11 of the copy of the application for registration.

(ii)) When a notification of change in items of application for registration is submitted, the relevant page of
the registry for Financial Instruments Business Operators shall be replaced by the revised page of the
application for registration attached to the said notification.

In addition, with respect to the notification of change in the amount of capital due to the issuing of a
warrant by a Financial Instruments Business Operator that issues warrants or bonds with warrants, a
declaration of the amount of capital at the end of every month shall be submitted by the 15th of the following
month and the registry of the relevant Financial Instruments Business Operator shall be revised monthly.

(iii) When Financial Instruments Business Operators under the supervision of the Agency submit notifications
of change in the items in the application for registration, the Agency shall compile such notifications every
month and send the revised pages of the application forms to the finance bureaus that registered the relevant

Financial Instruments Business Operators, by the 20th of the following month.

(10) Inspection of Registry of Financial Instruments Business Operators

The inspection of the Registry of Financial Instruments Business Operators prescribed in Article 29-3(2) of the
FIEA and Article 12 of the FIB Cabinet Office Ordinance is to be handled as follows.

It should be kept in mind that when a person who has changed their surname files an application for inspection
of the Registry of Financial Instruments Business Operators, the person may enter, in addition to the current surname,
the former surname in the parentheses in the column in the application form where the person entered their name as
an applicant.

(1) Inspection via e-mail, etc.

A. When receiving an application for inspection of the Registry of Financial Instruments Business Operators
via e-mail, etc., the relevant Finance Bureau shall check the information regarding the application, and
send the relevant Registry of Financial Instruments Business Operators promptly via e-mail, etc.
However, when it is necessary to adjust or otherwise arrange the registry, the bureau shall send the
registry as soon as it becomes possible to do so.

B. An application for inspection of the registry of Financial Instruments Business Operators via e-mail, etc.
is received by e-mail, etc. containing the following information:

a. Applicant's name

b. Applicant's address

c. Applicant's telephone number

d. Email address to which the registry is to be sent

e. Applicant's occupation

f. Tradename or name and registration number of the Financial Instruments Business Operator
regarding which the inspection of the registry is being sought

g. Purpose of the inspection

C. When an applicant does not follow the instructions of the bureau, the bureau may refuse to send the
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Registry of Financial Instruments Business Operators for which the application was filed.

D. When accepting an application for inspection of the Registry of Financial Instruments Business Operators
in relation to a Financial Instruments Business Operator registered by the Director-General of another
Finance Bureau, the bureau shall tell the applicant that they can file an application for inspection to the
Finance Bureau that registered the relevant Financial Instruments Business Operator.

(i1) Inspection at a Finance Burau

A. The days for inspecting the Registry of Financial Instruments Business Operators shall be on days other
than holidays for administrative organs prescribed in Article 1 of the Act on Holidays of Administrative
Organs (Act No. 91 of 1988), and the time for inspection shall be within the hours designated by the
Director-General of the Finance Bureau. However, the inspection date or time may be changed when it
is necessary to adjust or otherwise arrange the registry.

B. When receiving an application for inspection, the relevant Finance Bureau shall request the applicant to
enter the prescribed matters in an application form for inspection using Appended Form III-5.

C. The Registry of Financial Instruments Business Operators shall not be removed from the inspection area
designated by the Director-General of the Finance Bureau.

D. In cases where a person inspecting the registry falls under any of the following categories, their inspection
may be suspended or refused:

a. Any person who does not abide by (a) through (c) above or who does not follow the instructions of
the bureau

b. Any person who has defaced or damaged the Registry of Financial Instruments Business Operators,
or who may do so

c. Any person who has caused trouble to other inspectors, or who may do so

E. When accepting an application for inspection of the Registry of Financial Instruments Business Operators
in relation to a Financial Instruments Business Operator registered by the Director-General of another
Finance Bureau, the bureau shall tell the applicant that they can file an application for inspection to the

Finance Bureau that registered the relevant Financial Instruments Business Operator.

ITI-3-2 Notification
When accepting and processing various notifications, etc., prescribed in the FIEA, the following points shall be

considered:

(1) Change in the Location of Head Office, etc., to an Area Beyond the Jurisdiction of the Director-General of the
Competent Finance Bureau
(i) A Director-General of the Finance Bureau who has received a notification of change in the location of
head office, etc., to an area beyond his/her jurisdiction shall send the necessary documents to a Director-
General of the Finance Bureau who will process the new registration; such necessary documents include the
relevant sections of the notification of change and the registry of Financial Instruments Business Operators
prescribed in Article 20(2) of the FIB Cabinet Office Ordinance together with other documents, including the

copy of the application for registration, other attached documents, and a report of the most recent inspection.
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(i) A Director-General of the Finance Bureau who has received the above documents shall send a copy of
notification of registration to the Director-General of the Finance Bureau who processed the previous
registration, after completing the new registration for the Financial Instruments Business Operator concerned.

(i) A Director-General of the Finance Bureau who processed the previous registration of the said Financial
Instruments Business Operator shall delete the previous registration upon receiving a copy of the notification

of new registration.

(2) Points of Attention Regarding Submission of Notifications of Holding Subject Voting Rights

The abstract of residence certification (limited to that containing nationality, etc.), a copy of the residence card
or a copy of the special permanent resident certificate submitted by a foreign resident living in Japan, and a copy of
residence certification of the home country submitted by a foreigner living outside Japan, or any other documents
equivalent thereto (a Japanese translation shall be attached to all documents in English, etc.) shall fall under the

“documents in lieu thereof” pursuant to the provisions of Article 38(i) of the FIB Cabinet Office Ordinance.

(3) Points of Attention Regarding Notification of Discontinuation of Business, etc.

(1) When a notification pursuant to Article 50(1)(vii) and Article 50-2(7) of the FIEA and Article 199(v) of the
FIB Cabinet Office Ordinance, is received from a Financial Instruments Business Operator, the following
points shall be verified by, for example, conducting inspections:

A. There are no grounds for rescission of the registration prescribed in the provision of Article 52(1) of the
FIEA.

B. All liabilities to clients are expected to be paid in full.

C. It is confirmed that there are no unlisted liabilities in the form of an outstanding balance of
claims/liabilities to clients.

(ii)) In the case where a Financial Instruments Business Operator submits a notification prescribed in the
provision of Article 199(xi)(g) of the FIB Cabinet Office Ordinance, and when the reason for the termination
of entrustment to a financial instruments intermediary services provider is that the said financial instruments
intermediary services provider is to discontinue the financial instruments intermediary services, a
confirmation shall be made at the time of the submission of the notification that the said Financial Instruments
Business Operator has confirmed that there are no grounds for rescission of registration of the said financial

instruments intermediary services provider pursuant to the provision of Article 66-20(1) of the FIEA.

II1-3-3 Books and Documents Related to Business Activities

The obligation to formulate and retain books and documents related to business activities (hereinafter referred
to as “books and documents” [excluding in VI-3-2-4, VI-3-5-3, VII-2-3 and XI-2-3]) is stipulated in laws and
regulations in order to contribute to the protection of investors, by means of making books and documents accurately
reflect the status of operations and assets of Financial Instruments Business Operators and by examining the
appropriateness of business activities and the financial soundness. Based on these principles, the following points

shall be considered when examining books and documents.
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(1) Basic Points to Consider

(i) Books and documents may serve as other books and documents within a rational scope, part of the records
may be listed in other books, and names other than those prescribed in Article 157 and Article 181 of the FIB
Cabinet Office Ordinance, may be used, but only in cases where all the items to be listed are entered in
accordance with the type of each business-related document.

(i) For foreign corporations to which III-3-3 is applicable, the term “head office” shall be replaced with
“principal business site or office in Japan” and the term “branch office” shall be replaced with “other business
site or office.”

(iii)) When creating order forms concerning self-transaction, the term “order received” in Article 158 of the
FIB Cabinet Office Ordinance, shall be replaced with “order shipped.”

(iv) The items directly corresponding to the relevant items among those to be listed in the books and
documents shall be replaced with those of the compatible items and those with no applicable items may be
omitted.

(v) A copy of the document prescribed in Article 157(1)(1)(A)(4) of the FIB Cabinet Office Ordinance, (a
document upon conclusion of the contract prescribed in Article 37-4(1) of the FIEA) shall be prepared by
machine concurrently with the said original document, and may be substituted by another book and document
which lists all the items to be listed in the said document.

(vi) Individual books and documents may be substituted by the transaction contracts that list all the items to
be listed in the respective books and documents, when creating: order forms; transaction records concerning
intermediary or agency services; transaction records concerning public offering, secondary distribution or
private offering; transaction records concerning the handling of public offering or secondary distribution or
the handling of private offering; or transaction records concerning agency or intermediary services for
concluding investment advisory contracts or discretionary investment contracts. The said transaction contracts
shall be prepared separately.

(vii) Items to be listed in the books and documents may be entered using codes, brevity codes or any other
symbols that have been standardized by the said Financial Instruments Business Operator.

(viii) In the cases where part of the items to be listed in books and documents is linked using the transaction
contract that lists the appropriate items and the contract number, and they are managed and stored together,
this package may be regarded as the relevant books and documents.

(ix) The second sentence of both the proviso to Article 157(3) and the proviso to Article 181(4) of the FIB
Cabinet Office Ordinance permits to keep the books and documents specified in the items of paragraph (1) of
those Articles outside Japan when they are prepared by means of an electronic or magnetic records and
documents indicating matters recorded in the electronic or magnetic records is made available for inspection
without delay at a business office or other office established in Japan, regardless of whether or not they are
prepared in a business office or other office established in a foreign state; provided, however, that Financial
Instruments Business Operators need to pay sufficient attention to Control Environment for the Management
of Information Related to Customers, etc. (III-2-4) and Control Environment for Managing Information
Technology Risk (III-2-8), etc. and need to properly take into consideration risks of information leaks to a

third party, not limited to unauthorized access, and any hindrance to stable operation of systems in the relevant

118



foreign state.

(2) Formulation and Storage of Books and Documents on Microfilm
(i)  Inthe cases where books and documents are three or more years-old, and an inspection has been conducted
on such books and documents by inspection departments during this period, such documents may be stored
on microfilm that is prepared according to the generally accepted standards for formulation.
(i)  Original books and documents may be created and stored on microfilm in the following cases:

A. When the books and documents in question correspond to the items listed in Article 157(1) items
(1)(A)(4), (ix), (xi), (xvi) (limited to (B) and (C)), and (xvii) (excluding (A)) of the FIB Cabinet Office
Ordinance;

B. When it is possible to prepare written books and documents within a reasonable period of time at each
business site for the inspection, etc., by inspection departments; and

C. When personnel in charge of microfilm formulation and storage have been appointed and management

procedures have been developed.

(3) Centralized Storage of Books and Documents at the Head Office

(i)  Inthe cases where books and documents are three or more years-old, and an inspection has been conducted
on such books and documents by inspection departments during this period, such books and documents may
be stored in the head office (including the administrative center, etc., the same shall apply to (ii) below) in an
integrated manner.

(ii)) Books and documents may be stored in an integrated manner, from the time of their creation, at the
companies which are entrusted by a head office or a Financial Instruments Business Operator to create the
books and documents, under the condition that the following requirements are met:

A. A system has been established to allow quick response to referrals from clients;
B. A system has been established to enable books and documents to be accessed at a head office within a
reasonable period of time; and

C. It does not impede internal audits.

(4) Creation of Forms for Receiving Orders by Direct Entry into a Computer

In the cases where a form for receiving orders is completed by directly entering data into a computer, the
following points shall be considered:

(i)  Details of orders received shall be entered into a computer when the orders are received (in the case of

self-transaction, when orders are shipped).

(i) The system enables prompt response to referrals from clients.

(iii)) Backups of input data are made and stored.

(iv) The system automatically records input time.

(v)  The system can track deleted/corrected records, if deletion/correction of input history is made.

(vi) Handwritten forms for receiving orders shall be prepared, as was done previously, in the cases where the

order form cannot be made by directly inputting data into a computer at the same time as receiving orders.
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Examples of such cases are when the details of orders are communicated to executing offices by telephone,
where orders for the following day are received after the computer system is shut down for the day, or where
computers are not usable due to a disaster, etc. However, a postscript may be omitted if a handwritten form
for orders received, which has been created at the same time as orders were received, is stored together with
the form for receiving orders that has been prepared by a computer that shows whether  all order information
agrees if the details of the orders received are input later.

(vii) The system can respond to internal audits.

(5) Formulation of Form for Shipping Orders by Direct Entry into a Computer

In the cases where a form for shipping orders is created by directly entering data into a computer, the following

points shall be considered:

(i)  Details of shipping orders shall be entered into a computer when orders are shipped.

(il)) Handwritten forms for shipping orders shall be prepared in the cases where order forms cannot be
formulated by direct entry of data into a computer at the same time as orders are shipped, such as when
computers cannot be used due to a disaster, etc. However, a postscript may be omitted if a handwritten form
for shipping orders, which has been created at the same time as orders were shipped are stored together with
a form for shipping orders that has been prepared by a computer that shows whether all information agrees if
the details of the orders shipped are input later.

(iii) In addition to (i) and (ii) above, the cases corresponding to items (4) (iii) to (v) and (vii) above.

(6) Storage of Books and Documents Using Electronic Media

The following points shall be considered when using electronic media to store books and documents.

(i)  Handwritten books and documents shall be saved as image data.

(ii)) The electronic media for storage shall have sufficient durability to last for the storage period prescribed
in Article 157(2) and Article 181(3) of the FIB Cabinet Office Ordinance.

(iii)) One of the electronic media used for data storage shall be designated as “original” and shall be clearly
labeled to that effect (judgment on the condition of storage of books and documents shall be made in
conformity with this “original”).

(iv) A backup of the “original” mentioned above (iii) shall be created and stored as a “copy.”

(v) The system enables prompt response to client referrals.

(vi) The system allows hard copies of books stored as data to be created within a reasonable period of time

(vii) The system can track deleted/corrected records, if deletion/correction of input history is made;

(viii) The system can accommodate internal audits;

(ix) Personnel in charge of formulation and storage have been appointed and in-house regulations on the said
formulation and storage have been developed.

(x) When a handwritten postscript or supplement to a hard copy of a book or document created electronically
is made, a copy of the said hard copy shall be made and saved as image data. If it is not stored as image data,

the said hard copy shall be stored as the original.
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I11-3-4 Matters Related to the Industrial Competitiveness Enhancement Act

Matters related to the plans specified in the Enhancement Act, etc., concerning business reorganization,
reorganization of specific businesses, and small-and-medium-enterprise succession and business turnaround shall
be listed in compliance with the preparation method of financial statements, etc., of Financial Instruments Business

Operators, with due consideration to the following points.

(1) Matters Regarding the Setting of Targets Concerning the Improvement of Productivity and Financial Soundness
Through Business Reorganization in 1. of the Guidelines for the Implementation of Business Reorganization
(Hereinafter Referred to as the “Implementation Guidelines”):
(1) In 1.A.(2) of the Implementation Guidelines, “turnover ratio of tangible fixed assets” refers, for example, to
operating revenue divided by the carrying amount of tangible fixed assets.
(i1) In 1.A.(3) of the Implementation Guidelines, “the amount of added value per employee” refers, for example,
to the sum of operating income, personnel expenses and depreciation per employee.
(iii) In 1.B.(1) of the Implementation Guidelines, “total amount of interest-bearing debt” refers, for example, to
all of debt financing means.
(iv) In 1.B(2) of the Implementation Guidelines, “current revenue” refers, for example, to the total amount of
operating revenues and non-operating revenues, while “current expenditure” refers, for example, to the total

amount of operating expenditures and non-operating expenditures.

(2) Matters Regarding the Definition of Business Reorganization in 2.A. of the Implementation Guidelines
(1) In 2.A.(3) of the Implementation Guidelines, “net sales” refers, for example, to operating revenue.
(i1) In 2.A.(5) of the Implementation Guidelines, “sales expenses on the provision of said product or service”

refers, for example, to sales and general administrative expenses.

(3) Criteria for Industries or Business Fields with Excessive Supply in 2.B.(3) of the Implementation Guidelines
In 2.B(3)(i1) of the Implementation Guidelines, “net sales” in “operating profit on sales” refers, for example, to

operating revenue.

(4) Matters Regarding the Setting of Targets Concerning the Improvement of Productivity and Financial Soundness
Through Reorganization of Specific Businesses in 3. of the Implementation Guidelines

(1) above shall be applied mutatis mutandis to 3.A.(2) and (3), and B.(1) of the Implementation Guidelines.

(5) Matters Regarding the Definition of Reorganization of Specific Businesses in 4.A. of the Implementation
Guidelines

In 4.A.(4) and (5) of the Implementation Guidelines, “net sales” refers, for example, to operating revenue.

(6) Matters Regarding the Setting of Targets Concerning the Enhancement of Business Through Small-and-
Medium-Enterprise Succession and Business Turnaround in 1. of the Guidelines for the Implementation of Small-

and-Medium-Enterprise Succession and Business Turnaround (Hereinafter Referred to as the “Turnaround
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Implementation Guidelines™)
(1) In 1.A. of the Turnaround Implementation Guidelines, “total amount of interest-bearing debt” refers, for
example, to all of debt financing means.
(i1) In 1.B. of the Turnaround Implementation Guidelines, “current revenue” refers, for example, to the total
amount of operating revenues and non-operating revenues, while “current expenditure” refers, for example, to

the total amount of operating expenditures and non-operating expenditures.
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Business)

IV-1 Governance (Type I Financial Instruments Business)

Supervisors shall pay attention to the following points when examining the governance of Financial Instruments
Business Operators (limited to Type I Financial Instruments Business Operators; the same shall apply in IV).

It should be noted that in cases where the provisions of III-1 Governance (general) are applied to foreign
corporations engaging in Type I financial instruments business, the “representative director” shall be replaced with
the “representative in Japan” and “the Board of Directors, etc.” with “the highest decision-making organization of

a sales branch or business office in Japan.”

IV-1-1 Officers of Financial Instruments Business Operators

(1) Major Supervisory Viewpoints

Whether the Financial Instruments Business Operator appropriately takes into consideration the following
eligibility requirements in the decision-making process regarding proposals for the appointment of officers (those
who are subject to dismissal order under Article 52(2) of the FIEA; hereinafter referred to as “officers” in IV-1-1,
V-1-1, VI-1-1 and VII-1-1).

(i)  Aperson who does not meet any of the ineligibility criteria (Article 29-4(1)(ii)(a) to (i) of the FIEA)_ and
who did not meet any of them at the time of registration.

(il)) A person who has not violated laws and regulations regarding financial instruments business or related
business operations (excluding Article 46-6(2) of the FIEA), or a person who has not been subjected to
administrative actions taken based on laws and regulations.

(i) A person who has not damaged the interests of investors in relation to the conduct of the investment
advisory and agency business and the investment management business.

(iv) A person who has not engaged in an illegal or markedly inappropriate act regarding financial instruments
business under particularly grave circumstances.

(v) A person who has not violated the conditions attached to authorization under Article 30(1) of the FIEA.

(2) Supervisory Method and Actions

In cases where an officer of a Financial Instruments Business Operator is deemed to meet the ineligibility criteria
specified under any of Article 29-4(1)(ii)(a) to (i) of the FIEA, or is found to have done so at the time when the
business operator obtained registration under Article 29 of the FIEA, or where an officer of a Financial Instruments
Business Operator is deemed to meet the ineligibility criteria specified under any of Article 52 (1) (vii) and (ix) to
(xi) of the FIEA, supervisors shall consider taking actions such as ordering the dismissal of the said officer based
on Article 52(2) of the FIEA.

In addition, they shall hold an in-depth hearing regarding the decision-making process concerning the proposal

for the appointment of the said officer and, when necessary, require the submission of a report based on Article 56-
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2(1) of the FIEA. Furthermore, supervisors shall consider taking actions such as issuing an order for business
improvement, if the Financial Instruments Business Operator’s control environment for governance is deemed to
have a serious problem and the action is deemed to be necessary and appropriate, from the viewpoint of protecting

public interests and investors.

IV-1-2 Adequate Staffing for Properly Conducting Financial Instruments Business

(1) Major Supervisory Viewpoints

Supervisors shall examine whether Financial Instruments Business Operators are adequately staffed to properly
conduct financial instruments business (limited to Type I financial instruments business; the same shall apply to IV),
in light of IV-4-1, and whether Financial Instruments Business Operators, etc. have established operating

structures/system necessary to operate financial instruments business appropriately.

(2) Supervisory Method and Actions

Provisions in I'V-4-1 are part of a comprehensive set of elements that should be taken into consideration when
supervisors examine whether a Financial Instruments Business Operator is adequately staffed to properly conduct
financial instruments business, etc. Even if an officer or an employee is deemed to not meet the requirements, it
should not automatically lead to the conclusion that the Financial Instruments Business Operator is not adequately
staffed, etc. The important thing is, first and foremost, that Financial Instruments Business Operators strive to ensure
on their own responsibility that they are adequately staffed, etc. in light of those requirements and other elements.

However, supervisors shall hold in-depth hearings regarding Financial Instruments Business Operators’ view on
their staffing, etc. and their decision-making process concerning the proposed appointments of officers and
employees, in cases where a Financial Instruments Business Operator is deemed to have failed to take those elements
into consideration sufficiently in the said decision-making process, and where it is deemed to be necessary and
appropriate from the view point of protecting the public interest and investors to hold such hearings. In addition,
they shall require the submission of reports based on Article 56-2(1) of the FIEA when necessary.

Supervisors shall consider taking actions such as issuing an order for business improvement under Article 51 of
the FIEA, in cases where the Financial Instruments Business Operator’s control environment for governance is
deemed to have a serious problem as a result of the examination of the submitted report, and where the action is
deemed to be necessary and appropriate from the viewpoint of protecting public interests and investors.

Furthermore, when the Financial Instruments Business Operator is deemed to not be adequately staffed to
properly conduct financial instruments business, etc. as a result of the examination of the submitted report,
supervisors shall consider taking necessary measures, including issuing an order for business suspension based on

Article 52(1) of the FIEA.

IV-1-3 Development of Conflict of Interest Management Systems

(1) Basic Ideas for the Development of Conflict of Interest Management Systems
Along with the diversification of services provided by financial institutions and advances in the formation of
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international groups across business types, multiple interests competing or conflicting with one another are created
within each financial institution or financial group, posing a growing risk of conflict of interest. In view of such a
situation, securities companies, etc. (referring to those engaging in Type I Financial Instruments Business (limited
to such business related to securities); the same applies hereinafter) are required to manage transactions that are
likely to cause a conflict of interest, depending on the contents, characteristics, scales, etc. of the businesses
conducted by the securities companies, etc. and their group member companies, so as to ensure that such a conflict
of interest will not unduly harm customers’ interests.

From this perspective, it is important for securities companies, etc. to develop appropriate systems for the
management of conflict of interest of their own and of their subsidiary financial institutions, etc. pursuant to Article
36(1) of the FIEA.

Securities companies, etc. are permitted to exchange non-disclosure information with their parent corporations,
etc. or subsidiary corporations, etc. (hereinafter referred to as “parent/subsidiary corporations, etc.””) under certain
conditions. In line with this, it is recommended that securities companies, etc. conduct governance with due
consideration to a conflict of interest that may occur in relation to all businesses carried out within the securities
companies, etc. and their financial groups (including businesses other than financial instruments businesses). In
such case, it is also recommended that they also pay attention to the likelihood of materialization of reputation risk
(referring to the risk of damage to the reputation in society or confidence in financial markets; the same applies
hereinafter) of the securities companies, etc. or their financial groups, in addition to the risk of directly harming
customers’ interests.

On the other hand, considering that some member companies within the groups of securities companies, etc.
may engage in businesses irrelevant to the customers of the securities companies, etc., there is no necessity to require
all securities companies, etc. to conduct conflict of interest management at the same level or to the same extent.
Furthermore, if securities companies, etc. choose not to share non-disclosure information with their group member
companies, they may be deemed to have taken necessary and sufficient measures to manage conflict of interest with
such group member companies. Thus, it should be noted that when securities companies, etc. conduct conflict of
interest management at different levels or to different extents within their groups, they are required to give sufficient
explanation on such different treatment to external parties.

In addition, even in cases where conflict of interest management, which must be conducted by securities
companies, etc., is actually conducted by their parent companies, etc., if the securities companies, etc. properly
understand the management method and implementation status and participate in the management process as
appropriate, they may be deemed to have taken necessary and sufficient measures.

With all these matters in mind, supervisors shall perform supervision, focusing on the following points.

(2) Development of Systems for Identifying Transactions with the Risk of Conflict of Interest
(i)  Whether the securities company, etc. has identified and categorized (Note) transactions with the risk of

conflict of interest in advance.

(Note) In 2022, deregulation (see 1V-3-1-4(2)) was conducted and it was made possible to share non-

disclosure information of listed companies, etc. between a securities company, etc. and its parent/subsidiary
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corporations, etc. until the relevant listed companies, etc. undertake procedures for opting out. Accordingly,
securities companies, etc. and their parent financial institutions, etc. or subsidiary financial institutions, etc.
(referred to as “parent/subsidiary financial institutions, etc.”; hereinafter the same applies in (2)(Note)) are
required to properly and strictly manage conflicts of interest in order to ensure that the interests of the
customers are not unjustly impaired. In light of this point, concrete examples of “transactions with the risk
of conflict of interest” are as follows; provided, however, that the following are only examples, and it should
be noted that transactions with the risk of conflict of interest must be properly identified depending on the
actual status of the business model of securities companies, etc. and business types of other financial
institutions within financial groups to which individual securities companies, etc. belong.
(Reference) “Second Report by the Working Group on Capital Market Regulations — To Create an Attractive
Capital Market toward the Post-COVID Era” (June 18, 2021)
[Related to M&A]
+ A case where a securities company, etc. offers advisory services to a candidate purchaser in an M&A and the
securities company, etc. or its parent/subsidiary financial institutions, etc. have provided loans to another
competing candidate purchaser or have had any balance of loan receivables from the seller’s side (including
the company subject to the M&A and its parent company and sponsors; the same shall apply hereinafter).
- A case where a securities company, etc. offers advisory services to the seller’ s side in an M&A and the
securities company, etc. or its parent/subsidiary financial institutions, etc. provides loans to a single or multiple
candidate purchasers.
+ A case where a securities company, etc. or its parent/subsidiary financial institutions, etc. offers advisory
services to both candidate purchasers and the seller’ s side in an M&A.
[Related to underwriting]
* A case where in procurement of funds in the capital markets by a non-financial company through the issuance
of securities (including straight bonds, subordinated debts, share options, and bonds with share options), a
securities company, etc. serves as the lead managing underwriter and the securities company, etc. or its
parent/subsidiary financial institutions, etc. provides loans to said non-financial company.
+ A case where a securities company, etc. or its parent/subsidiary financial institutions, etc. provides advice, etc.
on underwriting and customers’  issuance of securities, and the securities company, etc. or its parent/subsidiary
financial institutions, etc. recommends transactions of said securities to other customers.
[Other]
+ A case where a securities company, etc. recommends or sells securities issued or composed by the securities
company, or its parent/subsidiary financial institutions, etc. to customers.
* A case where a securities company, etc. or its parent/subsidiary financial institutions, etc. offers advisory
services on M&A, such as conducting underwriting or providing advice, etc. in relation to fund procurement
in the capital markets, or provides loans to a customer, and the securities company, etc. provides a research
report on said customer to other customers.
(ii)) Whether the securities company, etc. has developed a control environment wherein the contents,
characteristics, scales, etc. of the securities company, etc. and its parent/subsidiary financial institution, etc.

can be taken into consideration appropriately in the process of identifying transactions with the risk of conflict

126



of interest.

(iii) Whether the securities company, etc. has developed a control environment for examining the

appropriateness of the transactions that are found to involve the risk of conflict of interest, periodically, for

example, upon starting new operations.

(3) Methods of Conflict of Interest Management

(1)  Whether the securities company, etc. has developed a control environment wherein it can properly identify

transactions with the risk of conflict of interest prior to conducting relevant transactions, and whether it has

developed a control environment wherein it can choose or combine appropriate methods of conflict of interest

management, depending on the characteristics of relevant transactions,while paying attention to the following

points.
A.

In cases where the securities company, etc. conducts management separately for departments, whether
a Chinese wall (see I1I-2-4(3)(1)) has been created between the departments.

In cases where the securities company, etc. conducts management by changing terms or methods of
transactions or suspending transactions of either party involved in the conflict, including cases where
officers, etc. of its parent/subsidiary financial institutions, etc. participate in making decisions on such
change or suspension, whether the authority and responsibility for making such decisions are clearly
specified.

In cases where the securities company, etc. conducts management by notifying the customer of the risk
of conflict of interest, whether the customer is provided with appropriate explanation, depending on the
customer’s attributes, so that the customer can fully understand the content of the possible conflict of
interest and the reasons for choosing the management method (including reasons for not choosing other
methods), before the customer concludes a contract for the transaction.

In cases where the securities company, etc. conducts management by supervising the parties who share
information, whether an independent division or department appropriately supervises the transactions

carried out by such parties.

(il)) Whether the securities company, etc. has developed a control environment wherein it can confirm, when

necessary, whether there is any transaction that may be in conflict with a new transaction to be conducted by

the securities company, etc. or its subsidiary financial institution, etc.

(iii)) Whether the securities company, etc. has developed a control environment for examining the method of

conflict of interest management periodically for the purpose of securing its effectiveness. Whether the

securities company, etc. is creating and storing records appropriately to enable examinations ex post facto as

to whether it is identifying transactions with the risk of conflict of interest and selecting and implementing the

method of conflict of interest management in an appropriate manner.

(4) Formulation of the Conflict of Interest Management Policy and Publication of its Summary

(i)  Whether the securities company, etc. has formulated a conflict of interest management policy (referring

to the policy prescribed in Article 70-4(1)(iii) of the FIB Cabinet Office Ordinance; the same shall apply

hereinafter), while taking into consideration the contents, characteristics, scales, etc. of the securities company,
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etc. and its parent/subsidiary financial institutions, and whether such policy specifies the following matters:
the types of transactions with the risk of conflict of interest; major examples and the identification process of
such transactions; the methods of conflict of interest management (if conflict of interest management is
conducted at different levels and to different extents, the content of and reasons for such difference); the conflict
of interest management system (the responsibility and independence of the person who controls the company-
wide management system regarding the identification of the transactions involving the risk of conflict of
interest and the conflict of interest management (hereinafter referred to as the “conflict of interest manager”),
as well as the review system for the methods of identifying transactions involving the risk of conflict of interest
and conducting conflict of interest management); and the scope of companies subject to conflict of interest
management. Whether examples of such transactions and methods of conflict of interest management are
specified for each type of transactions involving the risk of conflict of interest.

(il)) Whether the securities company, etc. has prepared a summary of the conflict of interest management
policy to be publicized, while taking into consideration the contents, characteristics, scales, etc. of the securities
company, etc. and its parent/subsidiary financial institutions, and whether such summary specifies, in an easily
understandable manner, the types of transactions involving the risk of conflict of interest, methods of conflict
of interest management, conflict of interest management system, and scope of companies subject to conflict of
interest management.

(iii)) Whether the securities company, etc. publicizes the summary of the conflict of interest management policy
by appropriate means, such as posting or providing for inspection the summary at its branches or presenting

the