CHAPTER XVII

The Securities Regulatory System

1. Financial Instruments and Exchange Act

In 2006, the Securities and Exchange Act underwent major revisions and was
renamed the Financial Instruments and Exchange Act (FIEA). These revi-
sions were enforced for the purpose of introducing cross-sectional regula-
tions and flexibility into the financial system. Introduction of cross-sectional
regulations meant reviewing vertical regulations and applying the same types
of rules to financial instruments with similar economic functions and risks.
This was achieved by expanding the FIEA’s scope of application and by re-
vising various related laws and regulations. More specifically, the scope of
application was extended to include not only general investment trust benefi-
ciary rights and mortgage securities, etc. but also collective investment
schemes, making it possible to implement regulations comprehensively. In
addition, various related laws were revised to establish a regulatory frame-
work where financial instruments not covered by the FIEA but sharing many
of the same aspects were subject to similar rules. Another move to cross-sec-
tional application was the standardization of the registration of sales and so-
licitation, investment advisory, asset management, and asset administration,
etc., businesses under the umbrella of Financial Instruments Business Opera-
tors with the aim of applying as common a code of conduct as possible.

The authorities introduced flexibility into the law through (1) disclosure
regulations, (2) industry regulations, and (3) separating rules for dealing with
different classes of investors. More specifically, (1) they placed strict disclo-
sure obligations on highly liquid securities, strengthening the disclosure sys-
tem by requiring listed companies. In contrast, illiquid securities, in principle,
are exempt from these disclosure regulations. (2) While all Financial Instru-
ments Business Operators are required to register under the comprehensive
industry regulations, businesses are classified into the three categories of
Type I and Type Il Financial Instruments Businesses, Investment Advisory
and Agency Business, and Asset Management Business, with separate rules
applying for each category. In addition, (3) customers are classified into pro-
fessional investors and general investors, with various exceptions to the gen-
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eral industry code of conduct applying to dealing with professional investors.

Major revisions to the FIEA included those relating to firewall regulations
between securities companies, banks and insurance companies enforced in
2008, the introduction of public regulations on credit-rating agencies, estab-
lishment of the Alternative Dispute Resolution (ADR) System in the finan-
cial sector, establishment of a framework for alliances among financial in-
struments exchanges and commodity exchanges that went into effect based
on the revisions in 2009, and the introduction of a disclosure system relating
to rights offering that was made based on the revisions enforced in 2011.
Subsequently, in the 2015 revision, regulations on funds for professionals
(specially permitted businesses for Qualified Institutional Investor, etc.) were
amended. And the 2017 amendments included the introduction of rules on
high-speed trading (HST) where a registration system for high-speed traders
was adopted and the introduction of the Fair Disclosure Rules. The 2019
amendment (1) established regulations on derivative transactions involving
crypto-assets and (2) established electronically recorded transferable rights as
“paragraph 1 securities”, bringing the trading thereof under the regulations
pertaining to Type-I Financial Instruments Business Operators. The 2021
amendment established a notification system for the investment management
business for overseas investors.

2. Other Laws and Regulations Related to the Securities Market

While the Financial Instruments and Exchange Act (FIEA) serves as the most
fundamental law concerning securities, securities business operators, and
transactions on the securities markets, there are, in fact, many other related
laws and regulations.

As previously stated, in addition to the enforcement of the FIEA, from the
point of view of investor protection, other laws were revised so that they
shared, to the extent possible, common regulations with the FIEA for finan-
cial instruments not covered by the FIEA but having the same economic
function. For example, such related laws as the Banking Act (Art. 13-4), In-
surance Business Act (Art. 300-2) and the Trust Business Act (Art. 24-2) im-
plemented provisions equivalent to the FIEA’s code of conduct. Specifically,
these laws have regulation of advertising, etc.; obligation to clarify condi-
tions of transactions in advance; delivery of document prior to conclusion of
contract; behavior prohibitions; prohibition of compensations of loss, etc.;
and best execution policy.

The Act on Sales, etc. of Financial Instruments (renamed to Act on the
Provision of Financial Services (Financial Services Provision Act) in the
2020 amendment) was formulated to provide cross-sectional regulations re-
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Table XVII-1.
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Banking Act, Insurance Business Act, and Trust Business Act

o}

1. Acts that have sales and solicitation rules equivalent to those of the FIEA for deposits,
insurance policies, and investment trusts with strong investment characteristics

(Points of view on which regulations have been implemented for each act)

Banking Act (specified depos-|Insurance Business Act (speci-| Trust Business Act (specified
its, etc.) fied insurance policies, etc.)  [trust agreements)
Advertising, + In the case of derivative de-
regulations, etc. posits, if the bank has the
right to extend the term of the
deposit, it must indicate to the
customer the risk that the in-
terest rate could fall below
the market rate to the disad-
vantage of the customer.
Obligation to « Exceptions to the obligation|* The document prior to con-|* Exceptions to the obliga-
deliver written to deliver written documents | clusion of contract must con-| tion to deliver the docu-
documents - When a document on for-| tain notes on material items| ment prior to conclusion of]
eign currency deposit, etc.| in accordance with provisions| contract
was delivered within the| in supervisory guidelines re-| (Documents regarding a
past year garding the contract outline| similar contract has pre-
- When a similar document| and cautionary information viously been delivered,
was delivered within the| Eg.: The contract outline is| and the customer has
past year dictated on the statutory level,| made it clear that issu-
Note: Establish transitional| while cautionary information| ance of documents is not
measures at the time| is dictated on the cabinet of-| necessary, etc.)
of enforcement (can| fice order level.
be issued prior to en-|* Items covered in the docu-
forcement; can be is-| ment delivered upon conclu-
sued within three| sion of contract can be ad-
months of enforce-| justed in line with the items
ment) included in the insurance pol-
« In the case of derivative de-| icy, etc.
posits, the document prior to| Eg.: Items regarding the type
conclusion of contract must| and content of the contract
contain the same contents as| can be omitted from the docu-
the items shown in the adver-| ment delivered upon conclu-
tisement, etc. sion of contract if they are
contained in the insurance
policy, etc.
Prohibited acts « Generally prohibited acts in|* Generally prohibited acts for|+ Generally prohibited acts in
the banking business concluding or soliciting pur-| underwriting trusts
« Concluding a contract with-| chase of insurance policy *Concluding a contract
out adequate explanation nec-|* Concluding a contract with-| without adequate explana-
essary for understanding the| out adequate explanation nec-| tion necessary for under-
document prior to conclusion| essary for understanding the| standing the document prior
of contract or the document| document prior to conclusion| to conclusion of contract
on foreign currency deposits,| of contract
etc.
Professional * One type (contract for speci-|* One type (contract for speci-|* One type (contract for
investors fied deposits, etc.) fied insurance policies, etc.) specified trusts)
(Tokutei Toushika)
(Type of contract)

@
2. Business scope of banks and insurance companies
(Auxilliary businesses)

@
3. Business scope of banking and insurance company

subsidiaries

 Expanded to include agency or intermediary business
for concluding investment advisory and discretionary
investment contracts (banks only).

« Expanded to include emission rights derivatives trad-
ing. (intermediary and consulting services for emis-
sion rights trading also permitted as incidental busi-
nesses).

* Business scope of securities subsidiaries expanded
(full coverage of Financial Instruments Businesses).

* Scope of financial-related businesses expanded (pri-
vate placements, investment advisory and agency
business, self-management, emission rights trading,
emission rights derivatives trading, etc.).

Source: The FSA.
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Chart XVII-2. Enhancement of the Act on Sales, etc. of Financial Instruments

Principles on actions for damages under Financial Products Sales Act
civil act (section 709 of the Civil Law)

Customers (sufferers) shall prove all the The act prescribes special treatment on actions for
requirements fromto (1) to (4) to win actions for damages regarding a wide range of financial products.
damages against financial firms. including deposits, insurance, securities, etc.

No fault liability of
financial firms

Duty .t(? _CXplaln Violation of
*possibility of loss | - |guty to

to principals explain
-risk

Presumption of loss as
loss to principals

No need for customers
to prove requirements

from @) to @

(2) intention or negligence

(@) damages )
:> [Proof of ‘\'D]
(3 causation @

Strengthening Financial Products Sales Act }7

o Enlarging the scope of duty to explain
+ Adding a possibility of losses beyond original principals
and important part of schemes of financial instruments in
the scope of duty to explain
@ Introducing prohibition of provision of conclusive judgment
-no-fault liability and presumption of loss in case of the

Source: The FSA. violation

(D malfeasance

garding the sale and solicitation of sales for deposits, investment trusts, in-
surance, securities, and other financial instruments. The law was revised in
2006 at the same time the FIEA came into force to make it easier for custom-
ers to press civil liability suits. For example, the law expanded the scope of
obligation to explain products to customers (Article 3, Paragraph 1, Items
(i), (iv) and (vi)) and added a suitability rule (Article 3, Paragraph 2). These
revisions defined the responsibility, in the case of a violation of the suitability
rule, to compensate the customer for damages, which are presumed to be any
loss of principal (Article 6). The Commodity Exchange Act (currently the
Commodity Derivatives Transaction Act) was also reformed to include simi-
lar regulations for its financial instruments. The revisions implemented ad-
vertising regulations and inserted an obligation to explain financial products
in a manner appropriate to the customer. Furthermore, loss compensation was
prohibited and made punishable by penalties. The 2020 amendment created a
new category of financial services intermediary business (Article 11(1)) (see
Chapter 12).

While most of the business and code of conduct regulations regarding the
investment trust intermediary business and asset management business of in-
vestment corporations have been included in the FIEA, the Act on Invest-
ment Trusts and Investment Corporations (Investment Trust Act) was left to
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focus solely on investment trust regulations and to serve as one of the pillars
of investment trust regulations along with the FIEA.

There are several laws pertaining to issuance of securities. Issuing of pub-
lic bonds is approved based on the provisions of the Public Finance Act and
the Local Government Finance Act while deficit-covering bonds are gov-
erned by the special law of each fiscal year (The Special Deficit-Financing
Bond Law of 2021 set the issuance period for special bonds up to 2025,
maintaining the multi-year framework adopted from 2012). There are also
laws concerning issuing administration for government bonds. For private
securities, the Companies Act provides for the issuance of stocks and corpo-
rate bonds by corporations. As for corporate bonds and other bonds, the Se-
cured Bond Trust Act and the Enterprise Mortgage Act are separately en-
forced in regard to collateral. In addition, the Act on the Securitization of
Assets is in place regarding the issuance of asset-backed securities.

3. Organization of the Securities Regulatory System

After the war, the Securities and Exchange Act was in place and the Securi-
ties and Exchange Commission was modeled after the U.S. Securities and
Exchange Commission (SEC) was established as an external bureau of the
Ministry of Finance to oversee the securities regulatory system. However, af-
ter the end of the U.S. occupation in 1952, the securities regulatory system
was once again placed under the control of the Securities Business Division
in the Finance Bureau of the Ministry of Finance. Then in 1964, the Securi-
ties Bureau was created within the Ministry of Finance. The Securities Bu-
reau regulated the securities business as a core authority for overseeing the
license system of securities business operators over a period of about 30
years under the revised Securities and Exchange Act of 1965. During Japan’s
bubble economy years, the country’s securities market demonstrated signifi-
cant growth to become one of the major markets on a global level. On the
other hand, the market came under severe criticism for lacking openness and
being scandal-ridden. This, in particular the major financial and securities
scandals in 1991, prompted efforts to strongly promote reforms of the securi-
ties regulatory system along with market reforms.

In 1992, the Ministry of Finance bolstered its market surveillance by es-
tablishing the Securities and Exchange Surveillance Commission (SESC) and
transferring surveillance to this body. Further change came in June 1998
when the government set up the Financial Supervisory Agency as an external
bureau (Article 3, “Committees” of the National Government Organization
Act) of the Prime Minister’s Office, to which the Ministry of Finance trans-
ferred the SESC. Subsequently, with the enforcement of the Act on Revision,
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Chart XVII-3. Securities Administration and the Monitoring System for Securities
Transactions, etc.

Prime Minister

Appointment
(subject to Diet approval)

Recommendations or

m FSA Proposals SESC
Filing Chairman
Criminal ..
Charges 2 Commissioners
Public
Administrative prosecutors
Actions or Orders

to Pay
Administrative

Monetary Penalty Monitoring Inspection Investigation
Financial Instruments | |Listed Companies, etc. Market
Business (Violations of Misconduct
Operators, etc. disclosure (Insider trading/
(Violations of laws) requirements) Market manipulation)

1 1 ]

Source: Materials available on the website of the Securities and Exchange Surveillance
Commission.

etc. of Related Acts for the Financial System Reform in December 1998, the
Financial Supervisory Agency took over the role of overseeing the securities
regulatory system. Concurrently, the Financial Reconstruction Commission,
which was established around the same time, was given the highest responsi-
bility over the financial and securities regulatory system.

Then in 2000, the Financial Supervisory Agency was reorganized as the
Financial Services Agency (FSA) to which the Ministry of Finance trans-
ferred the financial system planning and law drafting functions in 2001, the
same year as the Financial Reconstruction Commission was transferred to the
FSA and the SESC also became part of the FSA. Through this process, the
major portion of securities regulation in Japan was consolidated into a system
administered by the FSA and the SESC. And the policy on securities regula-
tion shifted from preventative administration to regulatory violation surveil-
lance. Behind this shift was the clarification of the objective of the adminis-
tration to increase the welfare of people in Japan primarily through promoting
sustainable growth of corporations and the economy and stable asset forma-
tion, following the winding-down of a bad debt issue among others after the
collapse of the bubble economy.
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Chart XVII-4. Securities Administration Organization Chart
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Source: FSA materials.

The FSA was reorganized in July 2018 into three bureaus-Strategy Devel-
opment and Management Bureau; Policy and Markets Bureau and Supervi-
sion Bureau-with an eye toward enhancing strategy planning function and
expertise of the FSA as an administrative body, and strengthening its ability
to deal with the advancement of Fintech, etc. Under this system, the follow-
ing measures are being implemented: (1) support for businesses (2) promo-
tion of the Doubling Asset-based Income Plan to realize an asset manage-
ment nation (3) facilitation of financing for start-ups (4) implementation of
corporate governance reform and enhancement of corporate information dis-
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closure (5) promotion of sustainable finance, and (6) preparation for dealing
with various risks, including money laundering (as of August 2023).

4. Law Enforcement by the Financial Services Agency

The executive authority for the Financial Instruments and Exchange Act lies
with the prime minister of Japan, the top cabinet minister, who in turn over-
sees the Financial Services Agency (FSA). In actual practice, the prime min-
ister delegates this authority (with some exceptions such as the authority on
approval and other treatment) to the commissioner of the FSA as stipulated
in Article 194-7 “Delegation of Authority to the Commissioner of the FSA.”
Major types of authority delegated to the commissioner include the authority
to issue a Business Improvement Order to Financial Instrument Business Op-
erators and Registered Financial Institutions (Article 51, Article 51-2) or an
order to suspend operations or rescind their registration or approval (Article
52, Article 52-2). The FSA commissioner is also required to issue an Admin-
istrative Surcharge Payment Order if certain conditions are met. Primary ex-
amples subject to the issuance of the Administrative Surcharge Payment Or-
der include non-submission of securities registration statements, etc. and
false statement (Articles 172, 172-2, 172-3, and 172-4) and non-submission,
misrepresentation and false statement of the public announcement of the start
of an offering or the Tender Offer Notification (Articles 172-5 and 172-6).
When any case of unfair trading practice is noted based on facts of spreading
rumors, use of fraudulent means, market manipulation, or insider trading
(Articles 173, 174, 174-2, 174-3, and 175), an Administrative Surcharge Pay-
ment Order is normally decided through a trial procedure and based on a
draft produced by examiners (Articles 178, 185-6, and 185-7).

In addition, the following inspection authority for issuing disciplinary ac-
tion by order or measures by the FSA is delegated by the commissioner to the
SESC. Certain other matters and some of the matters delegated to the com-
mission may be delegated to the Director-General of the Finance Bureau or
to the Director-General of the local finance bureau. The Director-General of
the Finance Bureau collaborates with the Director of Securities and Exchange
Surveillance Department of each location.

(1) The authority to require Financial Instruments Business Operators and
parties executing transactions with Financial Instruments Business Operators
to produce or submit for inspection reports related to the business and assets
of such operators

(2) Similar authority over Authorized On-Exchange Transaction Service
Operators (Foreign Securities Companies), etc.

(3) Similar authority over licensing and accrediting associations or those
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Chart XVII-5. Flow Leading to the Payment of Administrative Surcharge

Commissioner

. (4) Selection of jexaminers

(6) Draft order
A 4

4‘ Tribunal formed by 3 examiners

o . (4) Selection of assigned
Financial Markets Division |s staff

Corporate Accounting and |:
Disclosure Division

(3) Decision to start trial process
(7) Monetary Penalty Payment Order
(Written ruling sent)

2) (5) Trial Procedures
Recommendation Trial date
v (Preparatory
- proceedings date)

Executive Bureau
Civil Penalties Investigation and > Respond'ent
Disclosure Document Inspection (1) Investigations (Council)
Division

Securities and Exchange Surveillance Commission

Note: Designated staff members are selected among the employees by the FSA Commissioner to assert
and verify the violations, etc., in the trial proceedings. They submit preparatory documents and
give evidence, etc.

Source: Materials available on the website of the Securities and Exchange Surveillance Commission.

Table XVII-2. Major Legal Basis of Inspection and Supervision by the FSA

Financial Instruments and Exchange Act

Article 56-2 Financial Instruments Business Operators, Etc.

Article 60-11 Authorized On-Exchange Transaction Service Operators, Etc.
Article 63-6 Specially Permitted Business Notifying Persons, Etc.

Article 66-22 Financial Instruments Intermediary Service Providers, Etc.
Article 75 Authorized Financial Instruments Firms Association, Etc.
Article 79-77 Investor Protection Fund, Etc.

Article 106-6, Major Shareholders, Etc. of Financial Instruments Exchanges and Their
Article 106-20 Holding Companies

Article 151 Financial Instruments Exchange, Etc.

Article 153-4 Self-Regulatory Organizations

Article 155-9 Foreign Financial Instruments Exchange, Etc.

Article 156-5-8 Major Shareholders, Etc. of Clearing Organization

Act on Investment Trusts and Investment Corporations
Article 22 Investment Trust Management Companies and Trustee Companies, Etc.
Article 213 Investment Corporations, Etc.
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entrusted by such associations

(4) Similar authority over issuers of OTC or tradable securities

(5) The authority to require financial instruments exchanges and their sub-
sidiaries, issuers of securities listed on respective exchanges and foreign fi-
nancial instruments exchanges to produce and submit reports and be inspect-
ed

(6) The authority to require related parties of incidents subject to adminis-
trative surcharge to produce and submit reports and be inspected

The commission carry out their investigations within the permissible scope
and when considered necessary, the commission may recommend the prime
minister or the FSA commissioner to take an administrative disciplinary ac-
tion (Act for Establishment of the Financial Services Agency, Article 20) and
other measures.

5. The Securities and Exchange Surveillance Commission

The Securities and Exchange Surveillance Commission (SESC) comprises a
chairman and two members appointed by the prime minister with the approv-
al of the house of representatives and the house of councilors (Act for Estab-
lishment of the Financial Services Agency, Arts. 10 to 12). As described in
the preceding section, the commission has the authority delegated by the FSA
commissioner to require a wide range of people related to Financial Instru-
ments Business Operators and registered financial institutions to produce or
submit for inspection reports and materials (FIEA Art. 56-2, Art. 60-11, Art.
63, Art. 66-22, Art. 75, Art. 79-4, Art. 79-77, Art. 151, Art. 156-15, Art. 156-

Table XVII-3. Number of criminal accusations by Business Year (as of March 31, 2022)

Business Year 92-17 2018 2019 2020 2021 2022
g}ls(ce I(S)tselilt:en‘(lieonctu(;rfl‘ents 41 3 ! 0 0 0
Disseminating

Unfounder Rumors - 28 0 0 0 2 0
Fraudulent Means

Market manipulation 31 0 0 1 1 1
Insider trading 81 5 1 1 5 7
Others 11 0 1 0 0 0
Total 192 8 3 2 8 8

Source: The website of the Securities and Exchange Surveillance Commission’s Initiatives (August
2023).
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Chart XVII-6. Activities of the SESC

New coverage of inspection (trade repositories)

New coverage of inspection (group companies, etc. following the
introduction of consolidated regulation)

New coverage of inspection (credit rating agencies, etc.)

New coverage of inspection (funds, etc.)

(Investment advisory companies, etc.)

Inspection of securities
companies

Inspection of Inspection for financial soundness
securities . . -
companies | Inspection for maintaining market fairness

Widening the scope of violations subject to administrative monetary penalties
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Source: Data disclosed by Securities and Exchange Surveillance Commission.

34, etc.). The commission also has the authority to demand the production or
submission for inspection of reports and materials from the submitters of se-
curities registration statements or Statements of Large Volume Holders and
tender offers (FIEA Art. 26, Art. 27-22, Art. 27-30, etc.).

Based on this process, the commission mainly carries out the following
tasks: (1) market analysis screening (daily market surveillance) involving a
review of the securities trading activity of Financial Instruments Business
Operators; (2) securities inspections involving wide-ranging and detailed
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branch inspections of Financial Instruments Business Operators and regis-
tered financial institutions; (3) disclosure inspections to ensure the appropri-
ateness of disclosure by submitters of securities registration statements and
annual securities reports; and (4) administrative surcharge investigations un-
dertaken to determine whether certain behavior requiring an Administrative
Surcharge Payment Order, such as unfair trading practices or disclosure vio-
lations, has occurred. Furthermore, in the case of a criminal investigation,
such as the misrepresentation of material facts in a securities registration
statement or annual securities report submitted or market manipulation, offi-
cials of the commission are authorized to arbitrarily investigate by question-
ing, examination, retention, etc. and keeping documents in custody (FIEA
Article 210). In such criminal investigations, the officials also have inspec-
tion, search, and seizure authority within the scope of the warrant issued by a
judge (FIEA Article 211, etc.).

As described in the preceding section, after the commission has made its
recommendations based on its securities investigations, the FSA commis-
sioner issues orders to improve business operations, rescinds registration, or
suspends operations. When the commission recommends action as a result of
its administrative surcharge investigations, the commissioner issues an Ad-
ministrative Surcharge Payment Order when he/she is convinced that regula-
tions have been violated. Furthermore, when the commission is convinced
that irregularities have been committed following the investigation in a crim-
inal case, it must report the case to the Public Prosecutors Office pursuant to
the provision of Article 226, Paragraph 1 of the FIEA.

In the 2008 revision of the FIEA, the authority to petition for Prohibition
and Stay Orders (Article 192, Paragraph 1) was delegated from the court to
the Securities and Exchange Surveillance Commission. It first used this pow-
er to crack down on a business operator not registered as a Financial Instru-
ments Business Operator in 2010. More recently, petitions for the issuance of
Prohibition and Stay Orders were submitted to the court for misconducts by
Thousand Ventures in 2022, S DIVISION HOLDINGS INC. in 2023, and
others.

6. Self-Regulatory Organizations

A self-regulatory organization is an organization established voluntarily by
intermediaries, etc. under the respective legal framework with the purpose of
ensuring fair and smooth trading of securities and other transactions and of
contributing to the protection of investors. It takes on the role of securing the
public nature of the securities market through formulating its own rules and
ensuring adherence to those rules along with the laws, regulations and other
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Table XVII-4. List of Self-Regulatory Organizations Governed by the FIEA (September

2023)
Rules, etc. Organization

Financial Instruments Licensed Japan Exchange Regulation (see main text)
Exchange Same as above Nagoya Stock Exchange

Same as above Fukuoka Stock Exchange

Same as above Sapporo Securities Exchange
Financial Instruments Authorized JSDA
Firms Associations Certified The Investment Trusts Association, Japan

Same as above Japan Investment Advisers Association

Same as above Financial Futures Association of Japan

Same as above Type II Financial Instruments Firms Association

Same as above Japan Virtual and Crypto assets Exchange Association

Same as above Japan Security Token Offering Association
Investor Protection Certified Financial Instruments
Organization Mediation Assistance Center

(FINMAC)

Source: Compiled based on data available on the website of the FSA, etc.

Table XVII-5. Principal Rules of the Japan Securities Dealers Association (as of Sep-
tember 2023)

Self-Regulatory Rules
Rules Concerning Solicitation for Investments and Management of Customers, Etc. by Association
Members

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

Rules Concerning Establishment of Order Management System by Association Members

Rules Concerning Application for Confirmation, Examination, Confirmation, Etc. of Incidents
Rules Concerning Financial Instruments Intermediary Services Providers

Rules Concerning Elimination of Relationships with Antisocial Forces

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

Guideline for Protection of Personal Information

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

Uniform Practice Rules
Rules Concerning Handling of OTC Incident-Related Securities
Rules Concerning Processing of Rights in Case of Forgetting Entry of a Name Change on Stocks
Rules Concerning Exchanges of Bonds Drawn for Redemption by Lottery in OTC Trading
Rules Concerning Elimination of Fails in Bonds, Etc.

Dispute Handling Rules
Rules Concerning Outsourcing, etc. for Resolution of Disputes, Etc. Between Customers and As-
sociation Members

Rules Concerning Mediation of Disputes Between Association Members
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rules set out by the government.

The Financial Services Agency (FSA) acknowledges the money lending
associations, certified payment service associations and designated dispute
resolution organizations as self-regulatory organizations in addition to the Fi-
nancial Instruments Firms Associations. Financial Instruments Firms Associ-
ations are categorized into authorized financial instruments firms associations
approved by the prime minister under the FIEA (Article 67-2) and certified
financial instruments firms associations designated by the prime minister un-
der the FIEA (Article 78). The JSDA is currently the only Authorized Finan-
cial Instruments Firms Association and its members comprise Financial In-
struments Business Operators and registered financial institutions. The JSDA
has in place Articles of Association; fair, conventional regulations; board res-
olutions; and dispute handling rules; and its members are required to carry
out securities transactions in compliance with these regulations and rules.
The JSDA is also empowered to take disciplinary action when its members
violate these association rules. The scope of its disciplinary action may in-
clude reprimand, imposition of monetary penalties, suspension or limitation
of membership or expulsion, or the issuing of a formal warning (JSDA Arti-
cles of Association, Article 28, Article 29).

Certified Financial Instruments Firms Associations include The Investment
Trusts Association, Japan that has investment trust management companies,
trust companies, etc. that serve as trustees in investment trusts without in-
struction by trustor, and securities companies and registered financial institu-
tions that purchase and sell beneficiary certificates of investment trusts as
members, and The Japan Investment Advisers Association having investment
advisory companies as members.

The Financial Instruments and Exchange Act (FIEA) distinguishes be-
tween a “stock company that operates financial instruments exchange mar-
kets” and a “self-regulatory organization” and recognizes a “financial instru-
ments exchange” or “its self-regulatory organization” as a self-regulatory
organization relating to the exchange market. With the authorization of the
prime minister, the self-regulation-related service of Japan Exchange has
been commissioned to Japan Exchange Regulation pursuant to Article 85 of
the FIEA. Those services include the listing and delisting of financial instru-
ments, inspections of compliance of members with laws and regulations, etc.,
and other measures specified by cabinet office order for the purpose of ensur-
ing fair trading practices (Article 84, Paragraph 2). Japan Exchange Regula-
tion’s organizational structure contains a listing examination department that
screens listing applicants for suitability; a listing compliance department that
maintains and improves the quality of the financial instruments listed on the
exchange; a market surveillance and compliance department that investigates
and seeks to prevent unfair trading practices; and a participant examination
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and inspection department that monitors compliance and implements disci-
plinary action. Under rule 34 of the Trading Participant Rules, violations of
laws or rules and regulations by participants are punishable by revocation of
trading qualifications, suspension or restriction of trading, and monetary pen-
alties or official warnings, etc.

7. International Organization for Securities Regulation

The International Organization of Securities Commissions (IOSCO) is an in-
ternational organ that sets forth global standards for the securities sector in
various countries. It takes on the role of promoting, in particular, the devel-
opment and implementation of, and compliance with, internationally recog-
nized securities regulations. In the process of implementing reforms to the
international rules after the financial crisis, IOSCO worked in cooperation
with the G20 and the Financial Stability Board (FSB) below. The IOSCO
framework was established in 1974 as the Inter-American Association of Se-
curities Commissions. In 1983, the code of the organ was revised to expand
membership beyond the Americas, and the organization was renamed as
IOSCO at the Paris Annual Conference in 1986. As of September 2021, there
were a total of 230 member organizations, representing the regulators of over
95% of the world’s securities markets. The Securities Bureau of Japan’s Min-
istry of Finance became an ordinary member in 1988. The FSA has succeed-
ed the position and is an ordinary member at present. Besides the FSA, the
Securities and Exchange Surveillance Commission is an associate member,
along with the Ministry of Economy, Trade and Industry and the Ministry of
Agriculture, Forestry and Fisheries, both of which oversee commodity fu-
tures. Meanwhile, Japan Exchange Group, Inc. and the JSDA are affiliate
members. IOSCO has published a wide range of principles, policies, stan-
dards, guidance, codes, recommendations, and practices regarding securities
trading that have been implemented in many countries. IOSCO’s documents
are important also for Japan’s securities regulators, which have taken steps to
implement policies through defining laws and self-regulatory systems. The
Financial Services Agency closely follows IOSCO trends and publishes them
on its website.

The Financial Services Board (FSB) was established as an international
body in April 2009, as the successor to the Financial Stability Forum (FSF)
founded in 1999, with a broadened mandate to promote financial stability, the
function of the FSF. Members of the FSB include financial supervising or-
gans and central banks of 25 major countries and regions, including Japan. In
addition, international organizations such as IOSCO, IMF, the World Bank,
the Bank for International Settlements (BIS), and the Basel Committee on
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Chart XVII-7. TI0SCO Organization Chart
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Table XVII-6. Major IOSCO Committees

Presidents Committee | The Presidents Committee is composed of all the Presidents (Chairs) of ordi-
nary and associate members and meets once a year during the Annual Confer-
ence. It has the right to make decisions on all matters necessary for the 10S-
CO to achieve its objectives.

The IOSCO Board The IOSCO Board is comprised of securities regulators of 34 countries, in-
cluding the FSA. It is the governing and international standard-setting body
for the securities industry. Under the Board are (1) several policy committees
that discuss policy issues and conduct policy work; among other committees
is (2) the Growth and Emerging Markets Committee, comprised of regulators
of emerging markets and countries, which seeks to promote the development
and greater efficiency of emerging markets by establishing principles and
standards and providing training, etc.

Regional Committees | There are four regional committees—Asia-Pacific Regional Committee, In-
ter-American Regional Committee, European Regional Committee, and Afri-
can/Middle-East Regional Committee—and they discuss specific issues perti-
nent to their own regions.

Japan belongs to the Asia-Pacific Regional Committee.

Source: Websites of IOSCO and the FSA.
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Banking Supervision are also members of the FSB. From Japan, the Bank of
Japan, the FSA and the Ministry of Finance are participating members. Ac-
cording to the FSB Charter, the organization is responsible for the monitoring
and assessment of vulnerabilities affecting the global financial system and
for identifying and reviewing regulations, supervisory and related actions
needed to address these vulnerabilities and their outcomes. Particularly im-
portant tasks of the FSB include the authorization of global systemically im-
portant financial institutions (G-SIFI) crucial for systems that are in place
across borders and the formulation of guidelines for establishing the supervi-
sory college. The organization also examines international standards and
principles relating to the shadow banking system and other activities that
have not been subject to regulations thus far, and serves as an intermediary
function to coordinate matters among related entities. The outcomes of activ-
ities of the FSB are reported and addressed as recommendations when appro-
priate at the G20 summit.





