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Featured

‘ The Integrated Exchange Study Team Launched \

The New Growth Strategy (Cabinet Decision, June 18, 2010.) incorporated “Establishment of an Integrated
Exchange Handling Securities and Other Financial Instruments as well as Commodities” as one of 21 National
Strategic Projects. To work on project details, the FSA, the Ministry of Agriculture, Forestry and Fisheries, and the
Ministry of Economy, Trade and Industry (hereinafter “Related Ministries & Agency”) submitted “This Year’s Work
Timetable for the 21 National Strategic Projects” to the 2nd Meeting of the Council on the Realization of the New
Growth Strategy (held October 8). This timetable clearly shows a plan to set up a forum for study in October, to
publish an interim report by the end of this year, and if considered necessary on the basis of this report, to study
submission of a related bill to the next ordinary session of the Diet.

Recently, the Integrated Exchange Study Team was launched as this “a forum for study”, comprised of the Senior
Vice Ministers and the Parliamentary Secretaries of the Related Ministries & Agency. Based on the following basic
viewpoints, it is proceeding with its study through open hearings with related parties and through exchanges of
opinions. The 1st Conference was held on October 28, and this conference has been held in succession.

Viewpoints in Studying Systems and Measures to Promote the Establishment of an Integrated Exchange

1. What are specific advantages of the establishment of an integrated exchange? And how specifically would its
achievement help establish Japan’s position as a main market in Asia in 2020, the target year for the New Growth
Strategy?

2. Compared to 1., what are the current problems? For example, starting this year, exchanges are allowed to mutually
handle securities and other financial instruments as well as commodities, to promote competition among exchanges.
Why has this move not made specific progress actually?

3. What are the systems and measures to promote the establishment of an integrated exchange? In discussing this, the
study will also proceed from the following viewpoints.

- What should be done to expand the participation of market participants and general investors, while protecting
investors and users?

- What should be done to maintain and strengthen the international competitiveness of an exchange, as an industrial
infrastructure which functions as a place for fair price formation of commodities, and for risk hedging?

*  For details, please go to the FSA web site and access The Integrated Exchange Study Team Launched (October 28,
2010) from the Press Releases section. (Available in Japanese only)

Also, please access past proceedings of the study team, 2nd The Integrated Exchange Study Team (Proceedings
QOutline) (held November 9. 2010), and 3rd The Integrated Exchange Study Team (Proceedings Outline) (held

November 19, 2010). (Available in Japanese only)

Formulation of Action Plan for Invigoration, etc. of Financial/Capital Markets

and Financial Industry

The Financial Services Agency (FSA) has studied formulation of the Action Plan for the Invigoration, etc. of
Financial/Capital Markets and Financial Industry, which is an “item to be implemented in FY2010” in the timetable of
the New Growth Strategy (Cabinet Decision dated June 18, 2010).

Consequently, in order to reach the stage of full scale work on formulation of the action plan, the FSA decided to
publish how it would proceed, and it published the Formulation of “Action Plan for Invigoration, etc. of
Financial/Capital Markets and Financial Industry” on October 8. Full scale work has now begun in accordance with
published policy.

In Japan’s growth strategy, it is important that finance fulfills two roles: (1) Back up and support real economy and
enterprises, (2) Lead economy as a growing industry itself.
By the end of the year, the FSA intends to formulate an action plan that summarizes the measures to be taken in the
future to develop an environment for Japan’s financial sector to properly fulfill the two roles described above. The FSA
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will seek the opinions of interested parties in various fields as necessary, in consideration of the approach presented in
the New Growth Strategy, focusing on the agendas below, while materializing the measures stated in the work
schedule, and examining new measures that will similarly help bring about economic growth.

Agendas of Action Plan

(1) Appropriate supply of funds according to the company’s size and growth stage

» Facilitated supply of funds for small-and medium-sized enterprises (SMEs), etc.
(such as promotion of region-based relationship banking (demonstration of value-creating financial-intermediation
functions, etc.))

* Appropriate supply of risk money for growing companies, etc.
(such as restoring confidence in and stimulation of markets for growing companies, etc., promotion of financial
institutions’ initiatives focusing on future growth potential)

» Flexible supply of funds to large companies, etc.
(such as primary and secondary markets for corporate bonds targeted at professional investors)

(2) Financial sector serving as a bridge between Asia and Japan

* Establishing Japan’s status as a main financial market in Asia
(such as comprehensive exchanges handling securities and other financial instruments as well as commodities,
expansion of scope of disclosures in English, drastic simplification of quarterly reports, investment management
businesses targeted at professional investors, enhancement of corporate governance, and tax measures for cross-
border transactions)

* Expansion of Japanese financial institutions’ activities in Asia
(such as promotion of coordinated policies for financial regulations in Asian countries, and review of regulations
for overseas real estate investments by insurance companies)

(3) Asset management capable of effectively utilizing nation’s assets
* Development of an environment for qualified and secured asset management
(such as financial and securities tax systems (extension of reduced tax rate for securities, etc.), investment
management businesses targeted at professional investors (relisted), and steady implementation of financial
services Alternative Dispute Resolution (ADR) system)

Based on such work, the FSA plans to publish the examination status of the agendas at some stage, and put together
an action plan after further seeking the opinions of interested parties in various fields as necessary.
Through such financial sector initiatives, the FSA intends to actively contribute to Japan’s economic growth.

*  For details, please go to the FSA web site and access Formulation of “Action Plan for Invigoration, etc. of
Financial/Capital Markets and Financial Industry” (October 8, 2010) from the Press Releases section.
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Topics

Business Sentiment etc. of Small -and Medium size Enterprises (SMEs)

Questionnaire Survey Results Summary

As part of its ascertaining the actual situations of small and medium enterprise finance, via financial
bureaus throughout Japan, the FSA performed an interview survey which covered chambers of commerce
and industry, business adviser, etc.

1. Questionnaire Survey on Business Sentiment etc. of SMEs

® The FSA performed an interview survey covering 47 chambers of commerce and industry, one for each of
Japan’s prefectures. Questions included those about the current and future business sentiment and cash flow of
member enterprises, currently and in the future.

(1) Looking at business sentiment of SMEs, conditions continue to be harsh.

The most common negative factor continued to be “Weak sales,” followed by “Lower sales prices.” “Effects
of market movements: foreign exchange, etc.” had a higher percent for manufacturing than in the previous

survey.
Diffusion Index
Category (D.L) Negative factors (% of responses) (unit: %)
(good - bad)
(1) @) @) @) (5) (6)
Higher Delays in Weak Lower sales | Effects of Effects of
procurement incorporating sales prices dueto | global market | stronger/
prices: crude higher costs due to excess movements: looser
Current | Future | oil, raw into prices, weak competition stocks, regulations
materials due to demand foreign
prices, etc. relations with exchange,
customers etc.
. 68 79 11.8 3.1 496 197 15.7 0.0
Manufacturing | 70 | (gg) (13.3) (8.0) (52.2) (21.2) (5.3) (0.0)
Retail -79 -81 37 3.0 53.7 35.8 22 1.5
(-83) (-83) (3.0) (3.0) (54.1) (34.8) (3.7) (1.5)
-81 -83 3.1 6.2 574 29.5 39 0.0
Wholesale (85) | (83) (5.4) (6.2) (53.1) (31.5) (3.8) (0.0)
. -89 -87 75 338 525 33.1 0.0 3.1
Consruction 87) | (89) 6.7) (4.0) (54.0) (31.3) (0.0) (4.0)
. -74 -74 5.0 0.0 60.0 35.0 0.0 0.0
Services @9 | (77) (3.5) (1.7) (64.3) (30.4) (0.0) (0.0)
-89 -89 18 18 74.3 21.1 0.0 0.9
Real estate (-83) | (=85) (1.0) (2.0) (74.3) (22.8) (0.0) (0.0)
-81 -83 121 3.2 56.5 26.6 0.0 1.6
Transport 87) | (85) (22.0) (3.0) (49.2) (25.8) (0.0) (0.0)
-80 -82 6.5 3.1 57.1 29.0 3.1 1.1
Average (-82) | (=81) (8.0) (4.0) (56.6) (28.7) (1.8) (0.9)

Note 1: D.I. = (percent of respondents who replied “Good”) — (percent of respondents who replied “Bad’)
Note 2: Multiple replies are possible for negative factors.
Note 3: Figures in parentheses are results of the May 2010 survey.

Also looking at (2) cash flow of SMEs, conditions continue to be harsh.

“SME sales factors” was the most common negative factor.




Diffusion Index
Category (D.L) Negative factors (% of responses) (unit: %)
(good - bad)
M @ @) @) )
SME sales Financial Financial Nonbank lending | Handling by credit
factors: lower | institution institution loan attitude & trends: | guarantee
c t | Fut sales, long lending terms: loan effects of corporations and
urren uture | tem attitude: loan | periods, Amended Money | government
inventories, examinations | repayment Lending financial institutions:
etc. , etc. terms, etc. Business Act, safety net loans,
etc. guarantees, etc.
. -62 -70 80.6 5.6 5.6 0.0 8.3
Manufacturing | o) | (62 (88.9) (32) (6.3) (0.0) (16)
Retail -66 -72 77.2 7.6 3.8 25 8.9
(-68) (-74) (88.0) (2.7) (4.0 (2.7) (2.7)
-64 -70 79.7 41 6.8 0.0 9.5
Wholesale 70) | (70) (92.9) 2.9) 2.9) (0.0) (14)
. -72 =77 77.0 13.8 34 0.0 5.7
Construction | 77) | (83) | (835) (9.4) (35) (0.0) (35)
. -66 -60 85.5 14 43 29 58
Services 66) | (62) (87.0) (4.3) (2.9) (2.9) (2.9)
-63 -65 74.3 13.5 8.1 0.0 41
Real estate 63) | (67 (78.9) 9.9) (7.0) (14) 2.8)
-72 -70 76.6 13.0 52 0.0 52
Transport 70) | (72 (82.9) (7.1) (7.1) (0.0) 2.9)
-66 -69 78.6 8.6 53 0.8 6.8
Average 68) | (70 (85.9) (5.8) (4.8) (1.0) 2.6)

Note 1: D.I. = (percent of respondents who replied “Good”) — (percent of respondents who replied “Bad’)
Note 2: Multiple replies are possible for negative factors.

Note 3: Figures in parentheses are results of the May 2010 survey.

2. Questionnaire Survey on Financial Institution Loan Trends, etc.

e The FSA performed an interview survey of 596 people, including business advisers each region’s chamber of
commerce and industry and society of commerce and industry. The survey covered their evaluation of the stance
regarding loans toSMEs, state of awareness of FSA policies, etc.

(1) Evaluation of stance regarding loans to SMEs.
* Active evaluations (total of the percentages who replied “Active” and “A little active”) were 65% in total for
all business forms.
* Passive evaluations (total of the percentages who replied “Passive” and “A little passive”) were 10.4% in
total for all business forms.

51.3 | 16.1 | 8.3
| | ] | | B Active
| | ] ; DA little active
43.8 ] 28.6 16.3111.3 |OIn between
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| | | | | ' OPassive

39.5 | 29.1 82 |p.2
I I I ] I I
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Govt. financial institutions
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(2) Evaluation of handling of changes in terms of loans to SMEs
« Active evaluations were 65.3% in total for all business forms.
« Passive evaluations were 4.1% in total for all business forms.




| | | | |
Major banks 47.8 [5.1] 1.9
| | | | B Active
Regional banks | 33. B.g]1.2
| | | | O A little active
Coop. financial institutions | 33.7 .0]0.6 |OIn between
| | | | O A little passive
Gouvt. financial institutions 44.2 | 19.6 1.8]|0.7
| | | O Passive
Total ] 30.5 3[2]]0.9
| | | |

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

(3) Situation of financial institutions’ handling of complaints and consultations concerning changes in loan terms,
etc.
* Active evaluations (total of the percentages who replied “Sufficient handling” and “Generally sufficient”)
were 33.9% in total for all business forms.
+ Passive evaluations (total of the percentages who replied “A little insufficient” and “Insufficient”) were 4.4%
in total for all business forms.

|
Major banks 285 9.9 | 85.2 1HJ0.8

Regional banks 31.5 [ 57.0 la.dh.2 W Sufficient handling
| | | | O Generally sufficient
Coop. financial institutions 31.5 | 57.0 kdh.0 |OIn between

| | | O A little insufficient

Govt. financial institutions | 35.7 | | | 47.7 | 3]ofo.8 8 Insufficient
Total 27.2 [ 61.7 340
I I I I
0% 20% 40% 60% 80% 100%

(4) Evaluation of stance in efforts to demonstrate consulting function for SMEs
* Active evaluations (total of the percentages who replied “Active” and “A little active’) were 39.6% in total
for all business forms.
* Passive evaluations (total of the percentages who replied “Passive” and “A little passive’) were 15.5% in
total for all business forms.

| | | | | | | |
Major banks 23.4 | 53.8 16.3] 8.2
| | | | | | | | M Active
Regional banks 34.6 | 42.6 [ 113 43|
| | | | | | | DA little active
Coop. financial institutions | 31.7 | | | 42.8 | | [ 11.7 [5.0] OIn between
Govt. financial institutions 29.7 46.3 [9.3 P.6] DA little passive
| | | | | O Passive
Total 31.1 44.9 110.4 |5.1
¢ ! ! ! ! ! ! !
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(5) Status of Awareness of FSA Policies
* Expanded handling in cases not corresponding to restructured loan: 94.8%
* Content of Financial Inspection Manual Supplement (Small and Medium Enterprise Loan Edition): 96.3%

For details, please go to the FSA web site and access Questionnaire survey on small and medium enterprise finance

Summary of results (October 1, 2010) from the Press Releases section. (Available in Japanese only)
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Situation of Damage Caused by Counterfeit Cash Cards, etc.

In order to understand the situation of implementation of the Act on Protection, etc. of Depositors, regarding crime
with counterfeit and stolen cash cards, crime using stolen bank book and crime using Internet banking crimes, the FSA
summarized the situation of damages arising from April to June 2010, and the situation of victim compensation by
financial institutions, and published the information on October 20.

Summary of Damage Occurrence Situation and Compensation Situation

(1) There were 43 cases of damage occurring due to counterfeit cash cards during the first quarter (April-June) of
FY2010. There were a cumulative 3,617 cases during the subject period (April 2000 onwards). There was a
98.7% ratio of compensation by financial institutions in the subject period, on the basis of cases for which
handling policy was decided.

(2) There were 1,316 cases of damage occurring due to stolen cash cards during the first quarter (April-June) of
FY?2010. There were a cumulative 30,997 cases during the subject period (February 2005 onwards). There was
an 83.9% ratio of compensation by financial institutions in the subject period, on the basis of cases for which
handling policy was decided.

(3) There were 37 cases of damage occurring due to stolen bank books during the first quarter (April-June) of
FY2010. There were a cumulative 2,319 cases during the subject period (April 2003 onwards). There was a
42.1% ratio of compensation by financial institutions in the subject period, on the basis of cases for which
handling policy was decided.

(4) There were 12 cases of damages occurring due to Internet banking during the first quarter (April-June) of
FY?2010. There were a cumulative 590 cases during the subject period (February 2005 onwards). There was an
85.2% ratio of compensation by financial institutions in the subject period, on the basis of cases for which
handling policy was decided.

Note 1: For the above compensation ratios, some of the cases for which handling policy was decided were
excluded. For example, cases in which there was initially an application for repayment of the damages by
another person, but as a result of investigation, it was found that there was repayment by the spouse or
family, not repayment for improper damages.

Note 2: These are the numbers of cases of damage reported by each financial institution by the 15th day of the
month after the damages occurred, summarized in an early report of damages. Therefore, the actual
numbers may vary.

Considering the diversification of crime techniques, the FSA will continue to closely monitor efforts by financial
institutions, encouraging them to enhance their information security policies, and handle customers properly.

Also, many counterfeit and stolen cash card crimes etc. are still occurring, so we urge all depositors to also take
crime prevention actions themselves.

*  For details, please go to the FSA web site and access Situation of damage occurring due to counterfeit cash cards,
etc. (October 20, 2010) from the Press Releases section. (Available in Japanese only)
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Number of Cases of Information Provided concerning
Improper Use of Deposit Accounts

Considering that malicious cases using deposit accounts are becoming a large social problem, the FSA promptly
provides information on improper use of deposit accounts to the financial institutions where such accounts were
opened and to police authorities, in cases where agreement is obtained from the party providing information, excluding
cases deemed to be clearly lacking credibility. The number of cases of information provided is published each quarter.

According to that information, from when the surveys began in September 2003 until September 2010, the FSA and
Financial Bureaus throughout Japan, etc. provided information on 29,749 cases of improper use of deposit accounts.

Also, in cases where there is information indicating improper use of deposit accounts, it is vital that the financial
institution investigates immediately, thoroughly checks identity, and promptly takes action as needed: suspend deposit
transactions, closing the deposit account, etc. In response to information provided by the authorities by September 30,
2010, financial institutions suspended account use in 16,048 cases, forcibly closed accounts in 11,042 cases, etc.

* For details, please go to the FSA web site and access Number of cases of information provided concerning
improper use of deposit accounts (October 29, 2010) from the Press Releases section. (Available in Japanese only)

Number of Cases in Information Provided concerning Improper Use of Deposit Accounts

Number of cases in Handling by financial institutions
information provided
Forcibly closed Use suspended | . Un.der. Other
In period | Cumulative account, gtc. ‘ |nvest|gat.|on .
Cumulative Cumulative Cumulative Cumulative
(change) (change) (change) (change)
March 31, 2010 1,274 27,099 10,220 14,534 494 1,851
(change from January to March, 2010) (461) (739) (-29) (103)
June 30, 2010 1,297 28,396 10,643 15,264 548 1,941
(change from April to June, 2010) (423) (730) (54) (90)
Sept. 30, 2010 1,353 29,749 11,042 16,048 576 2,083
(change from July to September, 2010) (399) (784) (28) (142)
Major banks 492 18,397 7,990 9,079 349 979
(205) (209) (38) (40)
Regional banks & banks in The 245 4,093 1,379 2,245 124 345
Second Association of Regional Banks (36) (191) (0) (18)
Shinyo Kinko, credit unions 72 1,180 548 417 84 131
(28) (30) (10) )
Other financial institutions 544 6,079 1,125 4,307 19 628
(130) (354) (-20) (80)

* Received at financialbureaus (branch) throughout Japan, with information provided to financial institutions (part of it
includes information received at FSA) counted on a cumulative basis since these surveys began on September 16, 2003.

* Changes are the numerical differences vs. the previous quarter.

* “Other” signifies that as a result of surveys by financial institutions, no especially suspicious points were found, the
account did not exist, etc.

* “Major banks” signify city banks, long term credit banks and trust banks, excluding Shinsei Bank and Aozora Bank.

* Saitama Resona Bank is included in “Regional banks & banks in The Second Association of Regional Banks.”

* “Other financial institutions” signifies banks other than major banks,as well as labor banks,regional banks and banks in
The Second Association of Regional Banks, etc. Since October 2007, this includes Japan Post Bank.

* This is on an early report basis, so figures may be corrected due to careful examination.
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Status of Counseling etc. Provided by the Counseling Office for Financial

Services Users (Period: July 1 to September 30, 2010)

The FSA publishes quarterly information on the number of consultations for users who visited the Counseling
Office for Financial Services Users (hereafter ““Counseling Office”) and the main points regarding consultation topics,
etc. The consultation reception situation, characteristics, etc. from July 1 to September 30, 2010 were as follows.

1. From July 1 to September 30, 2010, there were 13,480 consultations, etc. (refer to Status of counseling, etc.

provided by the “Counseling Office for Financial Services Users” (period: July 1 to September 30, 2010)
(October 29, 2010). On average, 214 cases were handled per day, a decrease from the results (249 cases) from
April 1 to June 30, 2010 (hereafter the “Previous Period”).

2. Viewed by area, 4,599 cases (34%) were handled for deposits and financing, etc., 2,712 cases (20%) for
insurance products, etc., 3,781 cases (28%) for investment products, etc., 1,966 cases (15%) for loans, etc., and
422 cases (3%) for general financial administration and other.

3. Characteristics by Area

(1) Deposits and financing, etc. decreased overall compared to the Previous Period, but there was a large
increase in consultations, etc. regarding the deposit insurance system.

(2) Insurance products, etc. saw a decrease compared to the Previous Period.

(3) Investment products, etc. were at almost the same level as the Previous Period, but there was a decrease in
consultations, etc. regarding unlisted stocks.

(4) Loans, etc. saw a large decrease compared to the Previous Period, partly due to a large decrease in
consultations, etc. regarding total amount regulations.

4. Among the consultations handled, information* is provided which is useful for inspections and supervision.
From the perspectives of protection and enhanced convenience of users overall, this is used as valuable
information for financial administration, such as for interviews in verifications and supervision during inspections
of financial institutions.

*Examples of Information which is Useful for Inspections and Supervision

(1) Approach in explanations to customers by a deposit handling financial institution when selling risky
products, etc.

(2) Improper displays, including advertising, by a deposit handling financial institution

(3) Improper customer handling by a deposit handling financial institution

(4) A deposit handling financial institution sells financial products by using its advantageous position over
borrowers

(5) Handling of collateral by the loan business of a deposit handling financial institution

(6) Handling of personal information by a deposit handling financial institution

(7) So-called credit crunch, credit withdrawal and loan condition changes

(8) Non-payment, etc. by an insurance company (neglects to pay incidental insurance payouts, non-payment
of insurance payouts concerning third sector products, etc.)

(9) Improper conduct by an insurance solicitor, etc. (insufficient explanation of important matters, improper
guidance and handling for procedures, undisclosed inducement, unauthorized contract, name borrowing,
paying insurance premiums for another party, etc.)

(10) A non-life insurance company charging excessive insurance premiums for fire insurance

(11) Conduct which could be a legal violation by a money lending business operator (violations of collection
conduct regulation, etc.)
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(12) Improper explanation by a money lending business operator

(13) Information system failure

(14) Improper conduct by a foreign currency exchange business operator

(15) Internet transactions with a foreign currency exchange business operator

(16) Selling without registration

(17) Improper conduct by a financial instruments business operator (web site closed and does not answer the
phone, unauthorized trading, solicitation of the elderly, etc.)

(18) Approach in explanations to customers by a financial instruments business operator when selling risky
instruments, etc.

(19) Conduct which could be a legal violation using a so-called collective investment scheme

Status of activities regarding information in the previous period.

(1) In conducting interviews, etc. with the 217 financial institutions which were supervised, information
received by the Counseling Office was referred to.

(2) In the inspections of 20 financial institutions performed by the FSA, information received by the
Counseling Office was referred to. Also, information on improper use of 13 deposit accounts was
provided to financial institutions and police authorities.

5. The FSA published examples of consultations, etc. held that users should be made aware of in Sample
Consultations with Users and Advice from the Counseling Office, etc.
Below are items and counseling examples from the newly supplemented and revised Sample Consultations
with Users and Advice from the Counseling Office, etc.

(1) Sample consultations with users and advice from the counseling office, etc. regarding insurance products, etc.
o Consultation regarding explanations to customers regarding insurance details, etc.

Consultation Examples (Insurance Details, etc.) — Supplemented/Revised

» When I requested an insurance payout, I was told that they will not pay because they are exempt from
liability for it under the contract. But that was not explained to me when I signed the contract.

* I have medical insurance policies with two companies, and when I had surgery, company A made an
insurance payout, but company B did not pay. But when I signed the contract, company B did not tell me
that sometimes there is no insurance payout, depending on the surgery.

Advice, etc.

* For problems regarding individual contracts, get plenty of explanation from the insurance company, and
discuss it fully with the insurance company. If that does not resolve the problem, please consult with the
Life Insurance Consultation Center of The Life Insurance Association of Japan, general insurance ADR
centers, etc.*

* For industry organization contact information, please refer to the Designated Dispute Resolution
Institution List at the FSA web site. (Available in Japanese only)

(2) Sample consultation with a user and advice from the counseling office, etc. regarding investment products, etc.
e Consultation regarding transactions in unlisted stocks, etc.
Consultation Example (Business operator which impersonated the FSA, Financial Bureaus, etc.)
— Supplemented/Revised
* ] received a phone call from a person pretending to be a member of staff at the FSA’s Counseling Office
for Financial Services Users, who warned me about unregistered business operators, and told me about past

unlisted stock transactions.

Advice, etc.
* The FSA etc. does not outsource any work regarding transactions in unlisted stocks, etc. Also, members of
staff at the FSA and Securities and Exchange Surveillance Commission do not talk on the phone about
when unlisted stocks will be listed, nor do they negotiate purchases of unlisted stocks. If you receive such

-10 -
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communication, you should consider this a fraudulent business method and not get involved at all.

The FSA and Securities and Exchange Surveillance Commission are gathering information on business
operators who impersonate the FSA and Securities and Exchange Surveillance Commission, or similar
sounding organizations.

If you are contacted by such a business, please provide information to the FSA Counseling Office for

Financial Services Users (from IP phone or PHS phone 03-5251-6811, Navi Dial 0570-016811) or to the

Securities and Exchange Surveillance Commission information reception desk (03-3581-9909).

Also, the FSA posts information about warnings to financial services users on its web site section For the General
Public.

*  For details, please go to the FSA web site and access Status of counseling, etc. provided by the “Counseling Office
for Financial Services Users” (period: July 1 to September 30, 2010) (October 29, 2010) from the Press Releases
section. (Available in Japanese only)

Results of Inspections on Fund Dealers and a Policy Recommendation

Together with Local Finance Bureaus, the Securities and Exchange Surveillance Commission (SESC) has
conducted intensive inspections since FY2009 on the legal compliance situation of dealers that sell equities in
collective investment schemes (funds). On October 19, 2010, it summarized and published the examples of problems
found in the inspections. Furthermore, based on the results of the inspections, the SESC recommended the FSA
Commissioner to impose additional disclosure requirements on so-called “business funds” (funds that invest more than
half of the money contributed in real businesses, rather than securities or derivatives transactions) dealers regarding
account separation written on Document Prior to Conclusion of Contract.

By publishing the results, the SESC intends to ask fund dealers to comply with the laws and regulations, and to alert
public investors to be well aware of the issues identified, when investing in funds.

For more details, please visit http://www.fsa.go.jp/sesc/news/c_2010/2010/20101019.pdf on the SESC web
site. (Available in Japanese only)

1. Summary of Inspection Results

The SESC found legal violations, etc. in 25 of the 35 agents inspected (about 70%), and it pointed out these
problems in inspection result notices. Thus some problems were found in most of the fund sales agents. Furthermore,
serious legal violations, etc. were found in 15 agents (about 40%), and the SESC made recommendations to seek
administrative penalties.

(1) Main Problems
The main problems found in the inspections are as follows.

1. Inappropriate account separation between fund’s own money and investors’ (Diversion of investors’
money and unexplained expenditure)

Problematic cases include a dealer that diverted investors’ money into its debt repayments without account
separation between fund’s own money and investors’, a fund dealer and manager that diverted investors’
money into its running costs, and a dealer with a huge amount of unexplained expenditure. These cases were
very serious from the viewpoint of investor protection, with the customers’ money invested having been
consumed for other purposes than fund management.

These misappropriations were especially remarkable in the case of “business funds”. Thus the SESC made a
policy recommendation to the FSA Commissioner on October 19, as described in 2. (2) 1. below.
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2. False explanation and misleading advertisements
There was a case where the fund dealer that also performed fund management signed sales contracts to
gather investments, pretending that it held the fund equities although it did not actually have them. Another
case was that false returns were posted on the dealer’s website despite the lack of performances that enable
such returns from the business invested. These cases were very serious in terms of investor protection since
false information was provided to customers to induce them to sign contracts.

3. Name-lending to a non-registered dealer
A registered fund dealer was found to be letting an illegal non-registered dealer sell fund equities under the
name of the former, thus evading the registration system by engaging non-regulated firm in regulated financial
activities. This case is very serious for investor protection.

4. Non-registered financial activities by fund dealers themselves
An investment advisory firm sold investors fund equities before gaining the required registration of Type
II Financial Instruments Business Operator. Specially Permitted Business Notifying Firms, whose scope of
operations are limited, sold investors fund equities or managed funds without satisfying the requirements of
Specially Permitted Businesses for Qualified Institutional Investor. These cases demonstrate the serious
problem that, by evading the business regulations, violate the law’s intent to protect public investors by the
registration system.
5. Asset management that damages the benefits to the investors for the fund’s own benefit
A fund dealer and manager bought unlisted stocks from the existing stockholders at a lifted price to
incorporate them into its fund, and later got a refund of part of the lifted price from them, thus damaging the
interests to the fund investors. This case undermines investor protection by placing unnecessary burdens on the
fund in order to obtain the dealer’s own benefit.

(2) Causes of legal violations
Looking at the causes of these problems, in almost all cases, it was found that officers of the fund dealers
lacked sense of compliance, and their legal compliance systems were undeveloped.
In addition, in many cases, it was found that checks by the fund dealers of the fund managers’ operations were
insufficient, given the fact that those two were identical, or were actually identical in spite of being different
entities.

2. Way forward
(1) Fund dealers

Fund dealers are strongly required to be aware of their duties for legal compliance as registered business
operators, and to comply with the laws and regulations to protect public investors with due regard for the above
problems and causes.

Also, the Type II Financial Instruments Business Operators’ Association, established on November 1, 2010, is
strongly expected to fully demonstrate its role as a self-regulatory organization, and to contribute to thorough legal
compliance of its members including fund dealers.

(2) Securities and Exchange Surveillance Commission
1. A policy recommendation

As described above, inappropriate account separation was especially remarkable in the case of “business
funds”. Also, in such situations, public investors are not being provided sufficient information with the details
on account separation by fund managers, which is very important for investment decisions.

Considering this situation, based on Article 21 of the Act for Establishment of the Financial Services Agency,
in order to protect investors in business funds, the SESC recommended the FSA Commissioner on October 19,
2010 to introduce additional disclosure requirements on business fund dealers regarding account separation
written on Document Prior to Conclusion of Contract.

Receiving this recommendation, on October 22, 2010, the FSA published a draft amendment to the relevant
cabinet ordinance.
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2. Inspections

The SESC will continue inspections on fund dealers, and when problems are found regarding legal
compliance including account separation between the fund dealers’ and their customers’, it will take strict
actions such as making recommendations to the FSA to take appropriate administrative measures, if deemed
necessary.

If it finds, through inspections of fund dealers, unregistered firms are involved in fund businesses and other
financial activities, the SESC will respond quickly and harshly to them, in close cooperation with the FSA and
investigators. Where appropriate, it will take strict actions including petitions for injunction against illegal
financial activities under Article 192 of the Financial Instruments and Exchange Act.

Warning about Malicious Fund Dealers

Given that many problems have been found regarding fund dealers, investors are encouraged to be very careful
about the following points when investing in funds.

(1) To obtain information on the fund dealer
It is important that investors gather as much information as possible on the fund dealer to decide themselves
whether it is reliable by checking whether the fund dealer is registered or not. In particular, sales by an

unregistered firm are illegal and therefore are highly likely to be fraudulent, so investors are strongly advised
never to respond to such sales.

Moreover, even if a fund dealer is a registered firm, it does not automatically mean that the FSA guarantees
its credibility. Therefore, it is important to carefully examine the reliability when deciding whether to invest.

(2) To fully understand the transaction details

When a fund dealer sells fund equities, regarding information on risks, it must solicit appropriately according
to a customer’s investment knowledge and experience, assets and purpose of the investment without
undermining investor protection. Also, it is prohibited to conclude a contract without explanations necessary for
the customer’s understanding. Moreover, before concluding the contract, the fund dealer must give the
customer a document with important information, such as its registration number, the summary of the contract
and fees, the possibility that a loss will occur if any, the fund manager’s method of account separation, etc.

Investors are strongly encouraged to fully check the details of such explanations and documents before
signing the contract and if there are even small doubts, it is recommended that they request further explanation
by the fund dealer. Please never sign the contract without full understanding of the transaction details.
Especially, as far as a business fund is concerned, please make sure the actual situation and feasibility of the

businesses to be invested, the situation of account separation by the fund manager, etc.

Note: Among fund dealers, Specially Permitted Business Notifying Firms (hereinafter “Notifying Firms”) that
deal with so-called funds for professional investors are subject to different regulations compared to
registered firms. For example, Notifying Firms are prohibited from only false statement and loss
compensation, and it has no legal obligation to provide explanations or the Document Prior to Conclusion
of Contract as described above. Therefore, investors without plenty of investment knowledge and

experience are strongly encouraged to check and understand the transaction details, particular when

investing in a fund for professional investors sold or solicited by Notifying Firms.

*  For more details, please visit the Securities and Exchange Surveillance Commission website and access Warning
about malicious fund dealers. (Available in Japanese only)

o The SESC Starts an E-mail Magazine Service
http://www.fsa.go.jp/haishin/sesc/index.html
For details, please access Subscribing to E-mail Magazine Service on the above SESC website.
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Notices

e e-Gov Electronic Application System use (Available in Japanese only)
As an initiative to improve convenience and service for the people, for applications and notices of the
Financial Services Agency, you can use the e-Gov_Electronic Application System http:/shinsei.e-
gov.go.jp/menu/ to send electronic applications and notices, etc. Please take advantage of it.

To see which applications and notices etc. can be processed in this system, please check Search by List of
Laws & Ordinances, on the page Procedure Instructions for Applications & Notices, etc.
http:/www.fsa.go.jp/common/shinsei/index.html.

To use this system, you must agree with the e-Gov Electronic Application System Usage Agreement.

e Advantages of using the e-Gov Electronic Application System

Anytime
* You can do procedures 24 hours without time restrictions, even at night or on holidays.
Note: When this system requires maintenance, there can be times when the system stops working.

Anywhere
* You can do procedures via Internet at home, work, and even far away.
Note: For attached documents, when you must submit originals such as public institution certificates, you
may have to send them separately by post, etc.

* For details on how to use the e-Gov Electronic Application System, see Electronic Applications on the e-Gov
home page.

e Money Lending Desk Opened

Aiming to resolve the multiple debt problem, the Amended Money Lending Business Act which “lowers the
maximum interest rate’” and “introduces total quantity regulations to prevent excess borrowing and excess lending” etc.
was passed unanimously in December2006.

This act came into force in stages over a 3.5 year period, and was completely in force on June 18 this year.

After it was completely in force, the “Amended Money Lending Business Act Follow-up Team” was established
on June 22, in order to facilitate enforcement of the Amended Money Lending Business Act, and to study prompt and
appropriate responses as needed.

This “Follow-up team” is the first pillar in measures to promote “thorough awareness of the system concerning the
Amended Money Lending Business Act.” It is working to make this system widely known, including by expanding
and extending to the end of August the “Borrowers, Beware”” Campaign, which was scheduled to end at the end of
June this year.

As part of these initiatives, the FSA established the “Money Lending Consultation Desk” on July 23, as a contact point
for consultations, etc. regarding the Amended Money Lending Business Act. The “Money Lending Consultation
Desk” handles consultations about borrowing from money lending businesses and inquiries about the Amended
Money Lending Business Act, such as:

* Interest rates fell due to the amendment of the Money Lending Business Act, but does this apply to borrowings

contracted on or before June 18?

* [ was asked to submit my annual income certificate. If I don’t submit it, then will I be unable to get loans?

If you have questions, need consultation, etc., please contact the Money Lending Consultation Desk (below).

In cooperation with related institutions etc., the FSA will continue its work to enhance and improve consultations,
to make the system thoroughly known, and to understand the actual status.
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Name : Money Lending Consultation Desk

Began : July 26,2010
Hours : Weekdays 10:00 — 18:00
Tel : 0570-001127

*From an IP tel or PHS, dial 03-3506-7229.

Service : Consultation etc. on Amended Money Lending Business Act

* For details, please go to the FSA’s web site and access Money Lending Consultation Desk opened (December 28,
2010) at the “Press Releases” section.(Available in Japanese only).

e Is That Money-Making Scheme Safe?
Beware of fraudulent investment solicitation!

There have been frequent cases of fraudulent investment solicitation related to unlisted stocks and investment funds.
Please watch out for such fraudulent investment solicitation.

Warning about transactions related to “unlisted stocks” and “privately placed bonds”
e Generally speaking, it is inconceivable that a broad range of investors will be solicited to make transactions
related to unlisted stocks and privately placed bonds.
— As solicitation for such investments may be an illegal act, investors should take care never to be
involved in such transactions.

Warnings about “investment funds”

e Under law, only business operators registered with the FSA (or a Local Finance Bureau) are permitted to
solicit a broad range of investors to invest in investment funds.
— As solicitation made by an unregistered business operator may be an illegal act, investors should take

care never to be involved in such cases.

It is important to make a decision as to whether or not to actually make an investment based on an adequate
understanding of the contents of the transaction. If there are any suspicious points, we advise you to act
cautiously, such as by refraining from making the transaction.

o On the FSA web site, you can obtain more detailed information and check whether the business operator
soliciting you is registered with the FSA (or a Local Finance Bureau).

o Please note that even if business operators are registered with the FSA (or a Local Finance Bureau):
« their creditworthiness is not assured; and
« they are prohibited from making solicitation by suggesting the principal is guaranteed or the transaction is

sure to bring profits, for example.

When you have detected suspicious solicitation activity, be sure to contact the FSA’s Counseling Office for
Financial Services Users.

e Counseling Office for Financial Services Users (Phone calls are accepted from 10 a.m. to 4 p.m. on
weekdays.
Phone No. (Navi Dial Service number): 0570-016811
*Phone calls from an IP phone or a PHS phone are to be made to 03-5251-6811.
FAX: 03-3506-6699
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* For further details, please refer to the following FSA websites (available only in Japanese)
* Watch Out for Suspicious Investment Solicitation, etc.
« List of licensed (registered) Financial Institutions

e Protecting the markets with information received from the public!

The mission of the Securities and Exchange Surveillance Commission (SESC) is to ensure the fairness and
transparency of Japan’s markets and to protect investors, through exerting its authority of market surveillance,
inspections of securities companies, administrative monetary penalties investigations, disclosure documents
inspections and investigations of criminal cases.

The SESC receives a wide range of information from the general public via phone, mail, fax and the internet,
relating to suspected misconducts in the market such as those below. Information received is effectively used as
reference material in its investigations, inspections and other activities. During business year 2009, the SESC
received 7,118 items of information.

Information on specific stocks

* Market manipulation (through “misegyoku” (false orders), short selling, etc.)

* Insider trading (selling off of stocks by a corporate insider prior to publication of material facts, etc.)
* Spreading of rumors (false rumors through posts to online bulletin boards or email magazines, etc.)
* Suspicious disclosure (annual securities reports, timely disclosure, etc.)

* Suspicious financing (fictitious capital increases, suspicious allottees, etc.)

* Problems of internal control for listed companies ...etc.

Information on financial instruments business operators, etc.

* Wrongful acts by securities companies, foreign exchange margin (FX) traders, management firms,
investment advisories/agencies, etc. (inadequate explanation of risks, system-related problems, etc.)

* Problems related to business management systems or financial conditions (risk management, customer
asset segregation, calculation of capital adequacy ratio, etc.) ...etc.

Other information
+ Information on suspicious financial instruments, suspicious funds (fraudulent fund-raising schemes, etc.)
or on unregistered business operators

+ Information on market participants who are likely to impair the faimess of markets (so-called speculator
groups, etc.) ...etc.

If you have any information like that described above, please be sure to submit it to the SESC. In addition
to information on shares, the SESC also accepts a wide range of information on derivatives, bonds and other
financial instruments. (Please note that the SESC does not accept individual requests for dispute resolution
and inspections.)

To submit information via the internet, please access the Securities Watch & Report Portal on the SESC
website (Available in Japanese only).
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¢ SESC Securities Watch & Report Portal

Central Government Office Building No.7, 3-2-1 Kasumigaseki, Chiyoda-ku, Tokyo, JAPAN 100-8922
Direct line: +81 (3) 3581-9909

Fax: +81 (3) 5251-2136

https://www.fsa.go.jp/sesc/watch/

e Subscribing to the Email Information Service (Japanese/English)

The Financial Services Agency provides an Email Information Service (Japanese and English) through its
website. If you register your email address on the Japanese subscription page, we will email you once a day with
the latest information, such as the monthly publication, “Access FSA,” and daily press releases.

If you register on the English subscription page, we will email you once a day with the latest information,
such as the “What’s New”” information on the English website as well as the “FSA Newsletter.”

To register in Japanese, please access _HTE TG A —/WAEH—EZ ]| , and to register in English,
please access Subscribing to E-mail Information Service.

®Subscribing to the SESC Email Information Service

The SESC provides an E-mail Magazine Service (Japanese/English) through its website. If you register your email
address, we will email you with the latest information from the SESC website, and the SESC messages concerning its
problem awareness, etc.

* For further details and to register in Japanese, please access wﬂﬁm, and to register in
English, please access Subscribing to E-mail Information Service on the SESC website.
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e Subscribing to the CPAAOB Email Information Service

The Certified Public Accountants and Auditing Oversight Board (CPAAOB) provides an Email
Information Service (Japanese/English) through its website. If you register your email address, we will email
you with the latest information from the CPAAOB website.

* For further details and to register in Japanese, please access [ HEH#H A —/WEUE—E A | ,and to
register in English, please access Subscribing to E-mail Information Service on the CPAAOB website.

[ Main Press Releases in October]

Ordinance Partially Amending the Ordinance Partially Amending the Ordinance on Credit Business of
Agricultural Cooperatives and Agricultural Cooperative Associations etc., and the Ordinance Partially
Amending the Ordinance Partially Amending the Ordinance for Enforcement of the Shoko Chukin Bank
October 1 | Access Limited Act related to the Ministry of Economy, Trade and Industry, Ministry of Finance and Cabinet Office,
based on provisions of the Ordinance Partially Amending the Ordinance Partially Amending the Ordinance
for Enforcement of the Labor Bank Act, and of the Agricultural Co-operatives Act and related Acts Measures
taken after receipt of public comments

Access Questionnaire survey on small and medium enterprise finance Summary of results
Access Meeting to exchange opinions between organizations for the visually disabled and financial institutions -
Outline of proceedings
Access Designation of electronic monetary claim recording institutions
October 4 Access Decision to order an administrative penalty for market manipulation concerning Koike Sanso Kogyo Co., Ltd.
ctober
shares
October 6 Access Revision of management reinforcement plan and execution status report of Kirayaka Bank, Ltd. (period
ctober

ended September 30, 2009 and period ended March 31, 2010)
October 8 | Access Formulation of “Action Plan for Invigoration, etc. of Financial/Capital Markets and Financial Industry”

October 13 Access Ist trial date for the case of a violation of the Financial Instruments and Exchange Act in relation to false
statements in annual securities reports etc. relating to JVC KENWOOD Holdings Inc.
Access Decision to order an administrative monetary penalty for false statements in a prospectus relating to the
October 14 secondary distribution of shares in Senior Communication Co., Ltd. held by an officer of Senior
Communication Co., Ltd. (1)
Access Decision to order an administrative monetary penalty for false statements in a prospectus relating to the
secondary distribution of shares in Senior Communication Co., Ltd. held by an officer of Senior
Communication Co., Ltd. (2)
Access Decision to order an administrative monetary penalty for false statements in a prospectus relating to the
secondary distribution of shares in Senior Communication Co., Ltd. held by an officer of Senior
Communication Co., Ltd. (3)
Access Decision to order an administrative monetary penalty for false statements in annual securities reports etc.
relating to Senior Communication Co., Ltd.
Octoberl5 | Access Disciplinary actions against audit firms

Access Draft Cabinet Ordinance for Partial Amendment of the Ordinance for Enforcement of the Act on Investment
Trust and Investment Corporations
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http://www.fsa.go.jp/news/22/syouken/20101014-1.html
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October 19 Access Decision to order an administrative monetary penalty for insider trading by a recipient of information from a
party to a contract with Maruko Co., Ltd.
Access Project Team on Issues Surrounding Payments to Deposit Insurance Corporation Stipulated in the Act on
Furikome Fraud Relief, 1st hearing held
October 20 | Access Situation of damage occurring due to counterfeit cash cards, etc.
Access “Financial Crisis Response by Basel Committee: Report to G20 published by Basel Committee on Banking
Supervision
October 22 Access FSA ext.ends temporary measures regarding restrictions on short selling and purchase of own stocks by listed
companies
Access Draft 2010 Cabinet Order and Cabinet Office Ordinance etc. on the Financial Instruments and Exchange Act
Amendment, etc. published
Access Revision of business revitalization plans
Access Administrative disciplinary action against The Tsuyama Shinkin Bank
October 25 Access Proj_ect Team on |SSl:IES Surrounqling Payments to Deposit Insurance Corporation Stipulated in the Act on
Furikome Fraud Relief, first hearing
October 26 | Access Administrative disciplinary action against Ants Asset Management Co., Ltd.
October 27 | Access “Symposium on Life Planning and Asset Management” (Fukuoka) held
Access “Symposium on Life Planning and Asset Management” (Ishikawa) held
October 28 | Access Comprehensive Exchange Study Team Launched
October 29 Access Status of counseling etc. provided by the “Counseling Office for Financial Services Users” (period: July 1 to
September 30, 2010)
Access Number of cases in information provided concerning improper use of deposit accounts
Access Promulgation of Cabinet Ordinances and FSA Regulatory Notices concerning the extension of temporary
measures regarding restrictions on short selling and purchase of own stocks by listed companies
Access Issuance of warnings to parties who solicit without filing a notice
Access Business Accounting Council 19th Internal Controls Subcommittee document (held May 28, 2010)

is a link to the publication web page.

[Web Pages Most Accessed in October]

This section shows the October Press Releases web pages which were accessed the most.
To see the web pages most accessed in the past, go to the FSA web site’s Web pages most accessed (past data, etc.)
(Available in Japanese only)

e Financial institutions being inspected by FSA
http://www.fsa.go.jp/receipt/k_jyouhou/fsa.html

e List of licensed (registered) financial institutions
http://www.fsa.go.jp/menkyo/menkyo.html

e Financial Support Measures for Small and Medium-sized Companies
http:/mww.fsa.go.jp/policy/chusho/enkatu.html

e Draft 2010 Cabinet Order and Cabinet Office Ordinance etc. on the Financial Instruments and Exchange Act
Amendment, etc. published
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http://www.fsa.go.jp/news/22/syouken/20101019-1.html
http://www.fsa.go.jp/policy/kyuusai/furikome/kaisai/20101019.html
http://www.fsa.go.jp/news/22/ginkou/20101020-1.html
http://www.fsa.go.jp/inter/bis/20101020.html
http://www.fsa.go.jp/news/22/syouken/20101022-1.html
http://www.fsa.go.jp/news/22/syouken/20101022-2.html
http://www.fsa.go.jp/news/22/ginkou/20101022-3.html
http://www.fsa.go.jp/news/22/ginkou/20101022-4.html
http://www.fsa.go.jp/news/22/ginkou/20101025-1.html
http://www.fsa.go.jp/news/22/syouken/20101026-1.html
http://www.fsa.go.jp/news/22/sonota/20101027-1.html
http://www.fsa.go.jp/news/22/sonota/20101027-2.html
http://www.fsa.go.jp/news/22/sonota/20101028-1.html
http://www.fsa.go.jp/receipt/soudansitu/20101029.html
http://www.fsa.go.jp/news/22/ginkou/20101029-3.html
http://www.fsa.go.jp/news/22/syouken/20101029-2.html
http://www.fsa.go.jp/news/22/sonota/20101029-1.html
http://www.fsa.go.jp/singi/singi_kigyou/siryou/naibu/20101028.html
http://www.fsa.go.jp/common/pop_kako.html
http://www.fsa.go.jp/receipt/k_jyouhou/fsa.html
http://www.fsa.go.jp/menkyo/menkyo.html
http://www.fsa.go.jp/policy/chusho/enkatu.html

http://www.fsa.go.jp/news/22/syouken/20101022-2.html

Business Accounting Council
http://www.fsa.go.jp/singi/singi_kigyou/top.html

Recruiting of staff
http://www.fsa.go.jp/common/recruit/experiencer/20101014.html

Disciplinary actions against audit firms
http://www.fsa.go.jp/news/22/sonota/20101015-2.html

Money Lending Business Act Q&A
http://ww.fsa.go.jp/policy/kashikin/ga.html

Basics of the Money Lending Business Act
http://www.fsa.go.jp/policy/kashikin/kihon.html

Formulation of “Action Plan for Invigoration, etc. of Financial/Capital Markets and Financial Industry”
http://www.fsa.go.jp/news/22/sonota/20101008-1.html
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