CHAPTER X

Financial Instruments Exchanges, etc.

1. The Function of the Financial Instruments Exchanges

The basic function of a financial instruments exchange is to establish a mar-
ket and concentrate supply and demand of marketable securities in a single
market to enhance the liquidity of securities, to help form fair prices that re-
flect supply and demand, and to promptly publish the prices thus formed.
The purpose of a financial instruments exchange is to establish a market for
trading securities and executing exchange derivatives trading and to run the
market in such a way as to facilitate fair and efficient trading in the public in-
terest and for the protection of investors. The basic mission of the financial
instruments exchange is to provide a fair and transparent market. The market
established by a financial instruments exchange has the function of providing
a marketplace that enhances the liquidity of financial instruments and helps
form fair prices so as to provide investors with an environment in which in-
vestors can conduct investment activities free from anxiety, raise funds
smoothly by issuing securities, and hedge risks by executing exchange deriv-
atives trading among other activities. Furthermore, prices formed on an ex-
change can serve as a base for assessing the asset value of securities and
price indexes serve as an important indicator of economic and business
trends. Because financial instruments markets operated by exchanges per-
form an important role in supporting the economy of the nation, a license
must be obtained from the Prime Minister to open an exchange, and the oper-
ation of that exchange is placed under supervision according to the Financial
Instruments and Exchange Act.

Stock exchanges were conventionally required to be membership organi-
zations under the Securities and Exchange Act. An amendment of this law
that came into effect in 2000, however, allowed stock exchanges to change
their legal status to that of a corporation. Starting with Osaka in 2001, the To-
kyo, Nagoya, and JASDAQ exchanges became corporations. The enforce-
ment of the Financial Instruments and Exchange Act in 2007 provided for the
establishment of an exchange holding company, self-regulatory organization,
etc. Given this law, in the same year, the Tokyo Stock Exchange Group, Inc.
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Chart X-1. The Function of the JPX-operated Financial Instruments Exchanges

Price information (Internet - Newspapers, etc.)

Information
vendors
. o Price Price
Informatlpn t_hstnbutl_on information information
eStock price information
eIndex information, etc.
7]
2
Buy and sell § Buy and sell 7
Benefits of listing orders = orders s
» |eFunding g g
.E oImproYmg >} :
g zﬁ;wnon and Execution of § e
g buying and selling -E .
= J P x = Delivery of
o 3] share certificates,
S JAPAN EXCHANGE A price, etc.
2 GRoup Clearing and
= Cash market settlement
Derivatives market

Chart X-2. Overview of Comprehensive Exchange

Exchange Clearing House Trading Participants

Japan Securities
Clearing Corporation

Osaka Exchange, Inc.

Stock Price Indices
(Nikkei 225 futures, TOPIX futures, etc.)

i}

Securities company

(Financial Instruments
Dealers)

Individual stocks
(securities options)

Bonds (long-term JGB futures, ultra-long-term
JGB futures, etc.)

Securities company

’ Precious metals (Gold, platinum, silver, palladium) ‘ e W

2
<
=
I
20
&
<
=
o
»
53]
-
&
<
P
2
&
o
g
£
2
2
E
=
Q
&
<
&
3

Investors and market users

Dealers)

’ Rubber (RSS3, TSR20) ‘ A

(Commodity futures firm)

’ Agricultural Products (Corn, soybeans, azuki beans)‘
Commodity futures _|
company 3
Tokyo Commodity (Financial Instruments

Exchange, Inc. Dealer) -

(Commodity futures firm)

’ Energy (Dubai crude oil, gasoline, electricity, etc.) ‘

As of August 31,2021



Chap. X Financial Instruments Exchanges, etc. 207

was established as a holding company of the Tokyo Stock Exchange and a
self-regulatory organization. The establishment of a holding company was
prompted by potential conflicts of interest between the public role of an ex-
change as an operator of self-regulating operations and the for-profit orienta-
tion of an exchange as a corporation, where exchanges sought to reinforce
the independence of their highly public function to ensure self-regulation of
the market. Furthermore, against the backdrop of intensifying competition
among markets across borders resulting from the advancement of financial
transaction systems, in 2013, the Tokyo Stock Exchange Group and the Osa-
ka Securities Exchange combined their operations to increase the appeal and
convenience of their markets and to enhance their global competitiveness,
forming the Japan Exchange Group (JPX). In 2019, JPX acquired Tokyo
Commodity Exchange (TOCOM), and in 2020 it transferred trading in pre-
cious metal futures and other commodities from TOCOM to Osaka Exchange
(OSE), which specializes in derivatives, and integrated clearing organizations
under its umbrella to create a comprehensive exchange for trading a wide
range of products from financial instruments to commodities.

2. Footsteps of Markets

When the stock exchange resumed trading after WW2, the exchange market
was a single market. With the Japanese economy entering a period of high
growth and the demand for capital from small and medium-sized enterprises
increasing, the OTC transactions executed outside the stock exchange rapidly
evolved into a marketplace for so-called “collective transactions”. It became
necessary to institutionalize the marketplace to encourage the development
of SMEs and to protect investors. In 1961, the Tokyo, Osaka and Nagoya
Stock Exchanges set up Second Sections that have more relaxed listing stan-
dards than the conventional market, thereby absorbing many of the shares
which had previously been traded OTC. This marked the establishment of the
First Section and Second Section of the Tokyo Stock Exchange’s Main Mar-
ket.

Against the backdrop of Japan’s high economic growth, the Japan Securi-
ties Dealers Association (JSDA) introduced the OTC Registration System in
1963 to provide a marketplace to secure funding for those companies that
lack listing opportunities on the exchange markets. The OTC Registration
System was reorganized into the new OTC Stock Market in 1983 and served
to complement the conventional stock exchanges as a capital market for
growth and start-up companies. After the revision of the Securities and Ex-
change Act in 1998, the OTC Stock Market was redefined so that it exists in
parallel with other exchange markets in its own right. In 2004, it became the
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Table X-1. History of the TSE’s First and Second Sections

Apr.

1949

Stock Exchange reopened

Oct.

1961

The Second Section of the market opened in Tokyo, Osaka and Nagoya
Establishment of listing criteria for shares designated to be listed on the First Section and
those re-designated to be listed on the Second Section

Novw.

1986

Revision of regulations concerning the listing of NTT shares
* Certain companies with a large number of listing shares and the likelihood for exception-
ally favorable shareholder base could be directly designated as First Section stocks.

Novw.

1996

Standards for listing directly on the First Section formalized for clarification purposes
» Number of listing shares, shareholder base (conformable to the First Section designation
standards), etc.

Table X-2. History of the JASDAQ

Nov.

1983

New over-the-counter (OTC) market launched.

Dec.

1998

The JASDAQ market defined as an OTC securities market (in parallel with other exchange
markets).

Dec.

2004

Stock exchange license acquired by JASDAQ and by the Securities and Exchange Act its
name changed to the JASDAQ Securities Exchange.

Aug.

2007

The NEO market established.

Oct.

2007

JASDAQ, NEO, and Hercules markets merged, forming the new JASDAQ market.

July

2013

The businesses of TSE and OSE combined, with the TSE continuing to operate JASDAQ.

Table X-3. History of the Mothers

Novw.

1999

Mothers launched.

May

2002

Listing criteria reviewed:

» Newly establish delisting criteria regarding sales.

* Newly establish listing screening standards and delisting criteria regarding market capi-
talization, etc.

Dec.

2006

The first phase of a comprehensive listing system improvement program undertaken.
* Require new applicants to obtain a letter of recommendation from the managing under-
writer.

Nov.

2007

The second phase of a comprehensive listing system improvement program undertaken.
* Abolish provisions for moving from main exchange to Mothers market (clarify Mothers’
position as a start-up market), etc.

Nov.

2009

Steps taken to improve confidence in market taken.
* Newly establish “appropriateness of business plan” as a listing criteria.
* Newly establish stock price related delisting criteria, etc.

Mar.

2011

Further steps to improve confidence in and stimulate market taken.

* Require listed companies to be audited by an audit firm registered with exchange.

* Newly establish requirement to choose whether to stay on Mothers after 10 years.

* Introduce listing screening policy in line with market concept (confirm appropriateness
of business plan).

*History prior to the restructuring of TSE market segments (April 2022)
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JASDAQ Securities Exchange, which was subsequently merged with the
OSE-operated Hercules in 2010, and began operating as the new JASDAQ
Market.

In 1999, TSE established the Mothers market to provide listing opportuni-
ties for emerging companies in their start-up growth phase. This new market
offered improved protection for investors through enhanced disclosure re-
quirements, while allowing companies with high growth prospects to gain a
listing even if they had negative net worth or suffered pretax losses. Subse-
quently, after a set of scandals among some of the listed companies, the
screening criteria for listing were tightened to improve investor protection.

Subsequently, in 2013, following the merger of business operations of the
Tokyo Stock Exchange and the Osaka Securities Exchange, the stock markets
of the two exchanges were also consolidated. To avoid imposing burdens on
listed companies and causing confusion among investors during the integra-
tion, the existing market structure was largely maintained. As a result, four
markets for general investors continued to coexist: the First Section, the Sec-
ond Section, MOTHERS, and JASDAQ (Standard and Growth).

Furthermore, in April 2022, the Tokyo Stock Exchange reviewed its mar-
ket segmentation, taking into account the issues that had emerged following
the integration. These included (1) the unclear concepts of the respective
market segments, which reduced their usefulness for many investors; (2) the
failure of the market segments to fully perform their expected role in encour-
aging listed companies to enhance their corporate value on a sustainable ba-
sis; and (3) the absence of an index that combined investability with broad
market representativeness. This represented the first major reform in approxi-
mately 60 years since the establishment of the Second Section (see the next
section for details).

3. Review of the Tokyo Stock Exchange’s Market Segments and Subse-
quent Initiatives

On April 4, 2022, the Tokyo Stock Exchange reorganized its stock market
into three new market segments—Prime, Standard, and Growth—to support
the sustainable growth of listed companies and enhance their medium- to
long-term corporate value, while providing an attractive market that is sup-
ported by a wide range of domestic and international investors. Listing re-
quirements for each new market segment set quantitative and qualitative cri-
teria for liquidity, corporate governance and others in accordance with each
market concept.

Furthermore, to enhance the effectiveness of the market segment review,
the Council of Experts Concerning the Follow-up of Market Restructuring
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Chart X-3. Restructuring the Market Segments and New Market Concepts
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Chart X-4. Details of the Request for Action to Implement Management that is
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board of directors meetings
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®Have board of directors discuss and develop policies, targets, planning periods, and specific
initiatives for improvement

®Disclose clear information on these, along with an assessment of the current situation, to
investors
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®Push forward with management that is conscious of cost of capital and stock price, based
on the disclosed plans
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Conduct an analysis of progress and update disclosures at least once a year.

was established in July 2022. This council has held continual discussions on
additional measures to enhance the corporate value of listed companies.

In March 2023, given that approximately half of the listed companies on
the Prime Market and about 60% on the Standard Market had an ROE of less
than 8% and a PBR of less than 1, which indicated lower capital profitability
and growth potential compared to Europe and the United States, TSE re-
quested all listed companies in the Prime and Standard markets to take “Ac-
tion to Implement Management That Is Conscious of Cost of Capital and
Stock Price.” As of December 2025, 90% of listed companies on the Prime
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Chart X-5. Next-Generation TOPIX Rules
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Market and 50% of those on the Standard Market disclosed measures taken
in response to the request. The focus is now shifting to the implementation of
those measures and to achieving actual improvements in capital profitability
and other performance indicators.

With regard to the Growth Market, in light of the sluggish performance of
the TSE Growth Market Index and the fact that only a limited number of
companies achieve high growth after listing, the Tokyo Stock Exchange is
promoting initiatives to further strengthen the Growth Market’s concept as a
market for companies with high growth potential. These initiatives include
revising the continuous listing criteria for market capitalization (from at least
¥4 billion after 10 years of listing to at least ¥10 billion after five years of
listing), encouraging management focused on achieving high growth, and
providing support to listed companies.

In addition to the initiatives described above, the Tokyo Stock Exchange is
also reviewing TOPIX with the aim of further enhancing its market represen-
tativeness and investability. Previously, TOPIX covered only the Prime Mar-
ket. However, from October 2026, its coverage will be expanded to all mar-
ket segments to include Standard and Growth Markets stocks that satisty
certain selection criteria.
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4. Initial Listing System

The TSE imposes initial listing requirements on each market segment from
the viewpoint of investor protection and examines listing applications to see
whether they satisfy the listing requirements. TSE’s initial listing criteria for
each market segment comprise quantitative (formal) and qualitative (eligibil-
ity) requirements and the TSE examines applications from companies wish-
ing to be listed based on consultation and their submitted documents.

Prime Market: In terms of the formal requirements, tradable share market
capitalization of at least ¥10 billion which ensures the basis for ample liquid-
ity so that a variety of institutional investors can invest in a company with
confidence; tradable share ratio of at least 35% which is the basis for ensur-
ing an effective foundation for constructive dialogue with institutional inves-
tors; either ¥2.5 billion profit (total of previous two years) or sales of at least
¥10 billion and notional market capitalization of at least ¥100 billion which
are the basis for a stable and excellent revenue/financial base. In terms of the
qualitative requirements, criteria are set from the viewpoint of corporate con-
tinuity, profitability, corporate governance, and effectiveness of internal con-
trol systems.

Standard Market: The formal requirements include a tradable share mar-
ket capitalization of at least ¥1 billion as the basis for appropriate liquidity
for smooth trading by general investors; a tradable share ratio of at least 25%
to ensure a minimum level of transparency as a listed company; and profit of
at least ¥100 million in the most recent year as the criterion for a stable reve-
nue base. In terms of the qualitative requirements, similar to the Prime Mar-
ket, there is the perspective of corporate continuity and profitability. Howev-
er, while the Prime Market requires a strong and stable revenue base, the
Standard Market only requires a stable revenue base.

Growth Market: In terms of formal requirements, the minimum liquidity
requirement for a company to be investable for general investors is a tradable
shares market capitalization of at least ¥500 million; a tradable share ratio of
25% or more for ensuring a minimum publicness as a listed company; and
public offering of at least 500 units at initial listing as a necessary fundraising
to achieve growth. To make it easier for start-up companies to access the
capital markets, there are no criteria related to past business performance or
financial position (profit and net assets). In terms of qualitative requirements,
companies are required to demonstrate a reasonable business plan to realize
high growth and to have ability to conduct appropriate disclosure.
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Table X-4. Initial Listing Criteria (Quantitative Requirements)
ITtems Prime Market Standard Market Growth Market
Liquidity  |Number of 800 or more 400 or more 150 or more
Shareholders
Tradable Shares |20,000 units or more 2,000 units or more |1,000 units or more
Market JPY 10 billion or more JPY 1 billion or more [JPY 0.5 billion or mor
capitalization of
the tradable share
Market JPY 25 billion or more — —
Capitalization
Governance | The number of  [35% or higher of the listed|25% or higher of the|25% or higher of the
tradable shares  |stocks listed stocks listed stocks
Operating  |Revenue base The applicant company|Total profits over the —
results satisfies either of the fol-|last year are JPY 0.1

lowing a. or b.:Aggregated
profits over the last two
years are JPY 2.5 billion or
more

Net sales over the last year
are JPY 10 billion or more
and market capitalization
is estimated to be JPY 100
billion or more at time of]
listing

billion or more

Financial conditions

The amount of consolidat-
ed net assets is JPY 5 bil-
lion or more and amount
of unconsolidated net as-
sets is a positive figure

The amount of con-
solidated net assets is
a positive figure

Public Offering

500 trading units or
more

Others

Years of Business Operation, False Statements or Adverse Opinions, etc.,
Audit by a Listed Company Audit Firm, Establishment of a Shareholder
Services Agent, Share Unit, Classes of Stock, Restriction on Transfer of]
Shares, Handling by the Designated Book-Entry Transfer Institution, etc.

Notes: 1.
2.

No. of shareholders means the number of shareholders who own one or more units of shares.
The number of “tradable shares” is the number of shares after deducting from the number of

listed shares the shares owned by shareholders, directors, etc., who own 10% or more of the
listed shares, treasury (if they own their own shares), domestic common banks, insurance com-
panies, and business corporations, and other shares deemed fixed by the Exchange.

w

. The amount of profits is the amount derived by adding or subtracting net income attributable to

minority interests in subsidiaries to/from the amount of current profit (loss).

Oor more.

W

. Not required where the market capitalization on the listing date is expected to be JPY 25 billion

. Refers to registered auditors of listed companies, etc. as defined in Article 34-34-8, paragraph 1

of the Certified Public Accountants Act (limited to those who have undergone quality control
reviews by the Japanese Institute of Certified Public Accountants).
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Table X-5.
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Initial Listing Criteria (Qualitative Requirements)

Prime Market

Standard Market

Growth Market

[Corporate Continuity and Profit-
ability]

The applicant company is operat-
ed continuously and has a stable
and excellent revenue base.

[Corporate Continuity and Profit-
ability]

The applicant company is operat-
ed continuously and has a stable
revenue base.

[ Appropriateness of Disclosure of
Corporate Information, Risk In-
formation, etc.]

The applicant company is in a po-
sition to appropriately disclose its
business details and risk informa-
tion, etc.

[Soundness of Corporate Man-
agement]

The applicant company carries
out its business fairly and faith-
fully.

[Soundness of Corporate Man-
agement]

The applicant company carries
out its business fairly and faith-
fully.

[Soundness of Corporate Man-
agement]

The applicant company carries
out its business fairly and faith-
fully.

[Effectiveness of Corporate Gov-
ernance and Internal Management
System]

Corporate governance and inter-
nal management systems are ap-
propriately established and func-
tioning.

[Effectiveness of Corporate Gov-
ernance and Internal Management
System]

Corporate governance and inter-
nal management systems are ap-
propriately established and func-
tioning.

[Effectiveness of Corporate Gov-
ernance and Internal Management
System]

Corporate governance and inter-
nal management systems that are
commensurate with the size and
maturity of the company are ap-
propriately established and func-
tioning.

[Appropriateness of Disclosure of|
Corporate Information, etc.]

The applicant company is in a po-
sition where it is able to disclose
its corporate information appro-
priately.

[Appropriateness of Disclosure of|
Corporate Information, etc.)

The applicant company is in a po-
sition where it is able to disclose
its corporate information appro-
priately.

[Reasonableness of the business
plan]

The applicant company has estab-
lished a rational business plan and
built a business foundation neces-
sary to execute the business plan
or has a rational plan to do so.

tection

Other matters deemed necessary by the Exchange from the viewpoint of public interest or investor pro-

5. Listing Administration Systems

With a view to carrying out the proper administration of listed securities and
to protecting investors, stock exchanges have instituted various rules relating
to the administration of listings and have sought to ensure the effectiveness
of these rules by requiring issuers to commit to observe these in the listing
agreement they sign at the time of listing. TSE’s listing requirements include
rules for timely disclosure of important corporate information, a code of cor-
porate conduct requiring companies to adhere to appropriate behavior, and
the delisting of securities.

Rules Requiring Timely Disclosure of Corporate Information: To en-
sure the formation of fair market prices and to foster the sound development
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Table X-6. Outline of Code of Corporate Conduct of the Tokyo Stock Exchange

Matters to be observed (if a listed company violates a
provision regarding these matters, it may be subject to
measures enforced by the TSE)

Matters desired to be observed (listed compa-
nies are expected to make efforts to observe
them)

» Matters to be observed regarding third-party allotment

* Prohibition of stock split, etc., that could cause turmoil
in the secondary market

» Matters to be observed pertaining to issuance of]
MSCB, etc.

* Duty to exercise of voting rights in writing, etc.

* Duty to carry out framework improvement to facilitate
exercise of voting rights for listed foreign companies

* Duty to secure an independent director/auditor

* Duty to explain the reasons for implementing or not
implementing the Corporate Governance Code

* Duty to appoint a board of directors, an audit board or
committee, and an accounting auditor

* Duty to select a certified public accountant or public
audit firm to provide the audit certificate of the ac-
counting auditor

* Duty to carry out necessary structural development of]
a system for ensuring the appropriateness of business

» Matters to be observed pertaining to introduction of]
takeover defense measures

» Matters to be observed pertaining to disclosure of
MBOs, etc.

» Matters to be observed pertaining to significant trans-
actions, etc., with controlling shareholders

* Prohibition of insider trading

* Exclusion of anti-social forces

* Prohibition of behavior destructive to the functioning
of the secondary market or the rights of shareholders

« Efforts toward the shift to and maintenance of]
the desired investment unit level

* Respect for the principles of the Corporate
Governance Code

« Securing management structure that includes
independent directors

» Framework improvement to enable proper
functioning of independent directors/auditors

* Provide information on independent direc-
tors/auditors, etc.

» Framework improvement to facilitate exercise
of voting rights

* Delivery of documents to shareholders own-
ing stock without voting rights

* System improvement for prevention of occur-
rence of insider trading

* Development of system, etc. for excluding
anti-social forces

* Development of systems and structures to
properly respond to changes in accounting
standards, etc.

* Fair provision of supplementary explanatory
materials on details of account settlement

of a financial instruments market, it is extremely important for listed compa-
nies to make proper disclosure in a timely manner of information concerning
important corporate matters that may influence the investment decision-mak-
ing of investors, the very basis on which stock prices are formed. TSE re-
quires listed companies to disclose important corporate information, such as
corporate decisions, events, and financial results, in a timely manner. The
timely disclosure requirements are fundamentally the same across all the
market segments, but only the Growth Market requires companies to disclose
business plans and matters relating to growth potential on a continuous basis.
In addition, listed companies on the Prime Market have been required to pro-
vide simultaneous disclosure in English since April 2025.

Code of Corporate Conduct: The purpose of requiring proper conduct by
listed companies is to raise their awareness of their role as members of the fi-
nancial instruments market, to ensure greater transparency by enhancing the
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Table X-7. Continued Listing Criteria
Ttem Prime Market Standard Market Growth Market
Liquidity Number of 800 or more 400 or more 150 or more
Shareholders
Number of 20,000 units or more |2,000 units or more 1,000 units or more
tradable shares
Market JPY 10 billion or more|JPY 1 billion or more |JPY 0.5 billion or more
capitalization of
the tradable share
Trading Value Daily average trading| Monthly average trad-|Monthly average trad-
value: JPY 20 million|ing volume: 10 units|ing volume: 10 units or
or more or more more
Governance |Tradable share  |35% or higher 25% or higher 25% or higher
ratio
Financial Amount of Net | The amount of net as-| The amount of net as-| The amount of net as-
conditions Assets sets is a positive fig-|sets is a positive fig-|sets is a positive figure.
ure. ure.

Market Capitalization — — JPY 4 billion or more
(applicable after 10
years from initial list-
ing)

*Improvement period is generally one year. (Standard Market and Growth Market trading criteria is 6
months.)

* With the aim of encouraging companies listed on the Growth Market to quickly grow large enough to
become targets for investment from institutional investors and also to facilitate M&A among compa-
nies and the creation of subsequent businesses by entrepreneurs, starting in 2030 the Growth Market’s
continued listing criteria will be revised so that a company’s market capitalization must be ¥10 billion
or more when the company has been listed for five or more years.

disclosure of corporate information, and to achieve the proper operation of
investor protection measures and market functions. The Tokyo Stock Ex-
change has established these principles as its Code of Corporate Conduct,
which consists of “Matters to Be Observed,” which are mandatory under the
Exchange’s rules, and “Matters to Be Respected,” which are recommenda-
tions rather than mandatory requirements.

Continued listing criteria/delisting criteria: Under the new market seg-
ments each market has its own continued listing criteria based on the respec-
tive concept and listed companies are required to comply with these criteria
on a continuous basis. If a company is in breach of the criteria and fails to
remedy this within the required period, the company will be delisted. In addi-
tion to these criteria, there are other criteria common to all the markets.

Regarding the continued listing criteria, less rigorous standards are applied
on a transitional basis to companies that were listed prior to the market seg-



Chap. X Financial Instruments Exchanges, etc. 217

Table X-8. Delisting Criteria

Item
Failure to Meet Continued Listing Criteria lack of entrustment to a shareholder services agent
Suspension of bank transactions restrictions on transfer of shares

bankruptcy/rehabilitation/reorganization proceed-|conversion to a wholly-owned subsidiary
ings

suspension of business activities ceasing to be subject to the book-entry transfer op-
eration of a designated book-entry transfer institu-
tion

inappropriate merger, etc. inappropriate restrictions on shareholders’ rights

impairment of sound transactions with a controlling|acquisition of all shares
shareholder

Delay in Submission of Securities Report or Quar-|acquisition by request for sale of shares, etc.
terly Securities Report

False Statement or Adverse Opinion, etc. share consolidation
Securities on Alert, etc. involvement of anti-social forces
Violation of Listing Agreement, etc. others (cases where delisting is deemed appropriate

for public benefits or investor protection)

mentation review. Since March 2025, however, the original continued listing
criteria have been applied. If a listed company is deemed likely to meet the
delisting criteria, the Tokyo Stock Exchange designates its stock as a Security
on Alert and notifies investors accordingly. If a listed company meets the del-
isting criteria, its stock is designated as a Security to Be Delisted, and the
designation is publicly announced. Trading continues for a specified period,
after which the stock is delisted.

6. The Corporate Governance Code

Outline of the Corporate Governance Code: The TSE formulated the Corpo-
rate Governance Code (the “Code”), a set of key principles that contribute to
the realization of effective corporate governance of listed companies. This
has been applied to listed companies since June 2015. The Code adopts the
“comply-or-explain” approach. Although implementation of each principle is
not a uniform requirement, if there is a principle that is not implemented due
to the individual circumstances of the company, the company is required to
provide an appropriate explanation of the reasons for this and the status of
implementation of alternative measures. The Code has been formulated on a
principles-based approach. Although there are no clear definitions of terms, it
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Chart X-6. Two codes and dialogue guidelines
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framework to support precise decision-
making by listed companies aiming to
achieve sustainable growth and enhance
corporate value over the medium to long
term.

Principles considered useful for
institutional investors in fulfilling their
stewardship responsibilities (i.e.,
encouraging medium- and long-term
improvements in corporate value and
increasing investment returns through
constructive dialogue with companies)

A NN N

Constructive dialogue from a
di to long-term p i

Listed Companies Institutional Investors
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is expected that those involved will interpret the Code and respond to it ap-
propriately in accordance with the intention and spirit of the Code. All listed
companies are requested to document their status of adoption of the Code in
a Corporate Governance Report. The reports are to be made available for
public inspection on the websites of the relevant stock exchanges, etc.

Apart from the Corporate Governance Code, which is a code of conduct
for listed companies, the Stewardship Code has been formulated for institu-
tional investors, and it is expected that the two will work together to promote
the sustainable growth of listed companies based on constructive dialogue
with institutional investors. In addition, in 2018, as an annex to both codes,
the “Guidelines for Dialogue between Investors and Companies” was formu-
lated, which summarizes matters that are expected to be discussed intensively
in the dialogue between companies and investors.

Revision of Corporate Governance Code: The Corporate Governance Code
was revised in 2018 and 2021. The three main points of the 2021 revision are
the enhancement of the function of the board of directors, ensuring diversity
in the core human resources of the company, and addressing issues related to
sustainability. Furthermore, considering that the Prime Market is a segment
focused on constructive dialogue with global investors, principles requiring a
higher standard of corporate governance were introduced. Currently, a third
revision is under consideration with the aim of further advancing substantive
corporate governance reform based on voluntary changes in the mindset of
both companies and investors. In addition to issues such as the reallocation
of management resources toward growth investments and the publication of
securities reports prior to the general meeting, plans are also in place to
streamline the Code as a whole with a shift toward a principles-based ap-
proach.
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Chart X-7. Overview of the Corporate Governance Code

[1. Securing the Rights and Equal Treatment of Shareholders]
Companies should take measures to fully secure rights and equal treatment of shareholders.

» Securing the substantial Rights and Equal Treatment of Shareholders
—Measures for giving shareholders sufficient time to consider the agenda of general shareholder meet-
ings (early delivery of convening notices, electronic exercise of voting rights, english translation of
notice of convocation, etc.)
» Description of capital policies
=Basic policy, takeover defense measures and changes in controlling rights, necessity and rationale
for large-scale dilution, and cross-shareholdings™* etc.
*Cross-shareholdings: disclosure of policy for reducing cross- shareholdings, explanation of the ob-
jective and rationale for shareholding based on an examination of economic rationale, establish-
ment and disclosure of standards for the exercise of voting rights

[2. Appropriate Collaboration with Stakeholders Other Than Shareholders]

Companies should recognize that their sustainable growth is brought about as a result of contribu-
tions made by a variety of stakeholders, including employees, customers, business partners, and local
communities, and should endeavor to appropriately cooperate with these stakeholders.

» Appropriate response to issues surrounding sustainability, including social and environmental prob-
lems
» Ensure diversity in the company’s core human resources (women, foreigners, mid-career hires)

[3. Ensure Appropriate Information Disclosure and Transparency]

Listed companies are required to appropriately disclose financial and non-financial information in
compliance with the relevant laws and regulations, and should also proactively engage in providing
other information, thereby providing information that is easy for users to understand and highly useful.

» Enhancement of Information Disclosure
=Business strategies, Plan, basic principle on corporate governance, policy and procedure of nomina-
tion and remuneration of directors, English disclosure, and activities for sustainability

[4. Responsibilities of the Board])
In order to promote sustainable corporate growth and enhance earnings power and capital efficiency,
the board should appropriately fulfill the following roles and responsibilities:
(1) Setting the broad direction of corporate strategy;
(2) Establishing an environment where appropriate risk-taking by the senior management is supported;
and
(3) Carrying out effective oversight from an independent and objective standpoint

» Use of independent/external directors
=At least one-third of the directors (prime Market listed companies) or two of the directors (other
market isted companies) to be those who are qualitied to contribute to sustainable growth, exclusive
meetings for independent directors, lead independent directors, proper involvement in nomination
and compensation, etc.
» Ensuring the effectiveness of the board of directors and the audit & supervisory board
=Evaluation of effectiveness of the board of directors, management of directors’ meetings (distribution
of materials, matters to be discussed, etc.), access to information (streamlining of the company’s
support system, provision of opportunities for training, etc.)

[5. Dialogue with Shareholders)
In order to contribute to sustainable growth, companies should engage in constructive dialogue with
shareholders.

Source: Materials released by the Financial Services Agency.
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7. The Stock Trading System (1)

Most of the transactions on the stock exchanges are conducted during the
trading sessions. In the case of the Tokyo Stock Exchange, trading hours are
divided into two sessions: the morning session, from 9:00 a.m. to 11:30 a.m.,
and the afternoon session, from 12:30 p.m. to 3:30 p.m.

There are two main types of orders: limit orders, in which a price is speci-
fied, and market orders, which are executed at the prevailing market price.
For limit orders, the permissible price increments, such as ¥1 or ¥10, are de-
termined according to the price range of the security. For some issues with
particularly high liquidity, finer price increments have been established to
improve execution prices and reduce the wait time for orders to be executed.
In addition, limit orders are subject to daily price limits based on the previous
day’s closing price and other reference prices. These limits define the maxi-
mum range within which the price of each security may fluctuate during a
trading day. In addition, to prevent sharp fluctuations in stock prices over
short periods during the trading day, the market has systems in place known
as special quotes and sequential trade quotes, which, together with daily price
limits, help curb excessive price volatility.

Trades in auction trading are executed through one of two methods—the
Call Auction Method (Itayose) and the Continuous Auction Method (Zara-
ba)—in accordance with the principles of price priority (under which the
highest-priced buy order and the lowest-priced sell order take precedence
over other orders) and time priority (under which, among orders at the same
price, the order entered first takes precedence).

Call auction method: The Call Auction Method (Itayose) is used to deter-
mine the opening price at the start of the trading session and in certain other
situations. Orders entered before execution are matched according to the
principle of price priority at a single execution price that satisfies specified
matching conditions, including the execution of all market orders.

Continuous Auction Method: Following the determination of the opening
price by the Call Auction Method, the Continuous Auction Method (Zaraba)
is used until 11:30 a.m. in the morning session and until 3:25 p.m. in the af-
ternoon session. Newly entered orders are matched in accordance with the
principles of price priority and time priority.

In November 2024, the Tokyo Stock Exchange extended the trading ses-
sion by 30 minutes, from 3:00 p.m. to 3:30 p.m., and introduced a closing
auction to enhance the transparency of closing price formation. Following
the end of continuous auction trading, a five-minute pre-closing order accep-
tance period is held before the closing auction.
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Table X-9. Methods of Concluding Transactions

Itayose method Zaraba method
A memo (on a board) about an order received at the time A memo (on a board) about a Zaraba order for a
an opening price is decided given issue received
(Asked price) (Price) (Bid price) (Asked price) (Price) (Bid price)
H(2) 1(4) Market K(1) M(3) Market
Quotation Quotation
OO ¥503 DOC ¥503
OO0 ¥502 T(1) 000 ¥502
OO ¥501 P(5) N(Q2) OD(2) C(4) ¥501
G(1) F(1) E(1) ¥500 A(4) B(3) C(2) D(1) B(3) A(3) ¥500
S(2) ¥499 OO0 ¥499 F(3) G)O
R(4) ¥498 0O ¥498 00O
¥497 ¥497 000

Notes: 1. Alphabetical letters represent securities companies.
2. Figures given in parentheses represent the number of trading units, each consisting of 100 shares.
3. OO are blanks to be filled with securities companies bidding or asking prices and the number of trad-
ing units.
4. In the case of the /tayose method, all bid and asked prices are considered to have been proposed simulta-
neously (simultaneous outcry).

The Itayose Method
. First, a sell order for 600 shares at a market-asked price without limit (200 shares by securities company H and
400 shares by securities company 1) is matched against buy orders for 400 shares at a market-bid price without
limit (100 shares by securities company K and 300 shares by securities company M). At this point, 200 shares at
a market-asked price without limit are left unmatched.
b. Then, assuming that the opening price will be ¥500, the remaining unfilled sell orders for 200 shares at a market-
asked price without limit and those for 600 shares at an asked price of ¥499 or less (200 shares by securities com-
pany S and 400 shares by securities company R) are matched against buy orders for 800 shares at a bid price of
¥501 or more (500 shares by securities company P and 200 shares by securities company N and 100 shares by se-
curities company T). As a result, sell orders for 1,200 shares at an asked price and buy orders for 1,200 shares at
the bid price are matched.
Lastly, a sell order for 300 shares at an asked price of ¥500 (100 shares by securities company E, 100 shares by
securities company F, and 100 shares by securities company G) are matched against buy orders for 1,000 shares
at a bid price of ¥500 (400 shares by securities company A, 300 shares by securities company B, 200 shares by
securities company C, and 100 shares by securities company D). However, there are only 300 shares offered for
sale at an asked price of ¥500, while there are buy orders for 1,000 shares at a bid price of ¥500. In such cases, all
the sell orders for 300 shares at an asked price of ¥500 are matched against the buy orders for 100 shares each
from securities company A, B, and C (for a total of 300 shares) at an asked price of ¥500. As a result, the opening
price is decided at ¥500, and orders for a total of 1,500 shares are consummated at such price.
The Zaraba Method
a. When the contents of an /7a (board) are as shown in the chart, a buy order of securities company M for 200
shares at a bid price of ¥500 can be consummated by matching the sell order of securities company A for 200
shares out of its original sell order for 300 shares.
. When securities company N places a buy order for 1,000 shares at a bid price without limit, it can be consummat-
ed by matching it against the remaining 100 shares offered for sale by securities company A at an asked price of
¥500 and a sell order of securities company B for 300 shares at an asked price of ¥500 and then a sell order of se-
curities company C for 400 shares at an asked price of ¥501 and a sell order of securities company D for 200
shares at an asked price of ¥501.
If securities company K places a sell order for 500 shares at an asked price of ¥499, a contract can be concluded
by matching it against a buy order of securities company F for 300 shares at a bid price of ¥499 and a buy order
of securities company G for 200 shares at a bid price of ¥499.
d. As a result, the following trading agreements can be concluded
Selling securities company Buying securities company

o

o

o

o

Contracted price No. of shares

Securities company A Securities company M ¥500 200 shares
Securities company A Securities company N ¥500 100 7~
Securities company B Securities company N ¥500 300 7
Securities company C Securities company N ¥501 400 7~
Securities company D Securities company N ¥501 200 7~
Securities company K Securities company F ¥499 300 7
Securities company K Securities company G ¥499 200 7

e. In such a manner, asked and bid prices are offered without interruption during the session hours, and when buy
orders (sell orders) are matched against sell orders (buy orders), trading agreements are concluded.
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8. The Stock Trading System (2)

While most of the transactions are executed during the trading sessions, stock
exchanges introduced complementary off-auction trading systems in the sec-
ond half of the 1990s to accommodate the need for executing block trades or
basket trades.

During the initial period that followed the introduction of these systems,
the systems were used solely for executing cross transactions (buy and sell
orders by the same trading participant) due in part to the restriction that re-
quired orders to be placed via fax. However, the Tokyo Stock Exchange auto-
mated its off-auction trading system to improve efficiency and convenience
with the introduction of ToOSTNeT in June 1998 and expanded its trading sys-
tem by adding new classes of transactions.

After that, in January 2008, further classes of transactions were added and
trading hours were extended, making the market independent from trading
sessions. Regarding single stock trading and basket trading, in August 2020
and May 2021, various measures were put in place to improve the system in
line with the diversification of the trading needs of investors, for instance
through the expansion of the range of settlement dates that can be specified.

ToSTNeT, the off-auction trading system of the Tokyo Stock Exchange,
accommodates the following four types of transactions: single-stock trading,
basket trading, closing-price trading, and off-auction corporate share repur-
chases.

Single-stock trading: Under the single-stock trading system, investors
trade individual stock issues at a price within plus-minus 7% (¥5 when 7% of
the price is less than ¥5) of the last price of the issue on the floor or some
other reference price as specified.

Basket trading: The basket-trading system enables investors to trade bas-
kets of a minimum of 15 stocks worth at least ¥100 million in aggregate val-
ue within plus-minus 5% of the value of the basket based on the last prices of
the component issues on the floor or some other reference prices as specified.

Closing-price trading: Under the closing-price trading system, off-auction
orders of investors are matched, in principle, based on time priority before
the morning and afternoon sessions and after the afternoon sessions at the
closing prices of the preceding session or some other reference prices as
specified.

Off-auction corporate share repurchases: Orders for share buyback are ex-
ecuted before the morning session at the previous day’s closing prices or
some other reference price as specified. Buyers eligible for the facility are
limited to listed companies that intend to repurchase their own shares.
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9. Computerized Trading and Clearing Systems of the Financial Instru-
ments Exchange (Stock Exchange) (1)

The following is a summary of the electronic stock trading system and the
settlement and clearing system that maintain the stock market.

The Stock Trading System is used in the cash market of the Tokyo Stock
Exchange to match orders, generate trade execution reports, and provide
market information, including order book inquiries. It processes transactions
in stocks, CBs (convertible bonds with stock acquisition rights), and other
securities executed both in auction trading and through ToSTNeT (off-auc-
tion trading). Orders from a trading participant are mainly entered through
the trading participant’s in-house system or through a direct connection to the
TSE’s trading system.

The computerization of securities trading at the TSE started with CORES
(Computer assisted Order Routing and Execution System) (the old stock
trading system) that was introduced to the Second Section in January 1982.
The stock trading systems currently in operation are arrowhead and ToST-
NeT. arrowhead was designed to achieve both high speed and high reliability
in order to address changes in the market environment, including the further
development of electronic trading and the continuing increase in the number
of orders, as well as the associated risks. It has been in operation since 2010.

Following the establishment of the JPX in January 2013 and the integra-
tion of the cash market into the TSE in July 2013, trading in stocks and CBs
on the OSE was also consolidated into the arrowhead and ToSTNeT systems.
Since then, the systems have undergone three upgrades based on three guid-
ing principles: enhanced reliability, improved usability, and greater process-
ing capacity. The most recent upgrade (implemented in November 2024) in-
cluded measures to extend trading hours, introduce a closing auction, and
further strengthen system resilience.

The settlement and clearing system for stocks and CBs is designed to sup-
port delivery and other operations for the settlement and clearing of transac-
tions executed on the TSE and other markets. Since January 2003, the JSCC
has acted as the cross-market clearing organization for all domestic exchang-
es.

The data for this process from trading participants, etc., is passed through
the TSE’s dedicated network arrownet.
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10. Computerized Trading and Clearing Systems of the Financial In-
struments Exchange (Stock Exchange) (2)

The following is a summary of the trading system and the settlement and
clearing system that support the derivatives market.

The Derivatives Trading System is used in the derivatives market of the
Osaka Exchange to match orders, generate trade execution reports, and pro-
vide market information, including order book inquiries. It processes on-auc-
tion and off-auction transactions in futures, options, and other derivatives.
Orders from trading participants are mainly entered through trading partici-
pants’ in-house systems, which are directly connected to the exchange’s trad-
ing system.

The OSE’s trading system for derivatives, J-GATE, has the same functions
and transaction formats as the systems used by major overseas markets. In
introducing the system which began operation in February 2011, the OSE re-
viewed the complex transaction system peculiar to Japan to address the shift
among investors to algorithmic and other advanced and diversified trading
methods.

Following the launch of JPX in January 2013, the derivatives markets of
the TSE and the OSE were amalgamated on the OSE market in March 2014,
and derivatives products listed on the TSE were integrated into J-GATE. The
J-GATE network was also consolidated into arrownet in September 2014.

In July 2016, the system was updated and based on NASDAQ’s Genium
INET trading platform with a view to further increasing stability and reliabil-
ity as well as promoting liquidity.

In September 2021, the system was updated to enable the addition of flexi-
ble products and functions, and to further improve system reliability and con-
venience.

Although the OSE had been using the OSE clearing system while the TSE
used the JSCC clearing system, the clearing organizations were integrated
into the JSCC in July 2013 and all margin operations relating to derivatives
trading have since been processed on the JSCC clearing system. Subsequent-
ly, in November 2014, clearing and settlement operations were also integrat-
ed into the JSCC clearing system. In February 2018, partial replacements
were made for the settlement and clearing function for futures options trans-
actions.

In July 2020, following the merger of the Tokyo Commodity Exchange
(TOCOM) and its clearing organization, the Japan Commodity Clearing
House (JCCH), clearing and settlement operations for commodity derivatives
were integrated into the JSCC clearing system.
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11. TOKYO PRO Market

The TOKYO PRO Market is a market for professional investors now operat-
ed by the Tokyo Stock Exchange (TSE). Its origin is the TOKYO AIM,
which was jointly established by the TSE and the London Stock Exchange
(LSE) in June 2009. TOKYO AIM, Inc., was originally operated as a partner-
ship (ownership: TSE 51%; LSE, 49%). In March 2012, however, the TSE
acquired LSE’s stake and merged Tokyo AIM with the TSE in July 2012.
TOKYO AIM is operated under the professional investor market system pro-
vided for by the enactment of the December 2008 revision of the Financial
Instruments and Exchange Act (FIEA).

Placing orders on traditional exchanges is not limited to any special cate-
gory of investor. The professional investor market system, conversely, re-
stricts trading to professional investors and nonresidents. Where fund pro-
curement is limited to professional investors, securities registration
statements are not required, and issuers need only make public financial in-
formation, etc. (called specified securities information), using the format and
method stipulated by the TSE. Companies already listed on the exchange,

Table X-10. Overview of TOKYO PRO Market Listing System

Disclosure language | © Japanese or English

Listing criteria * No quantitative criteria

Subject of evalua- | ® J-Adviser (Conducts review and check on listing eligibility on behalf of the
tion exchange)

Period from listing | ® As a general rule, ten (10) business days
application to listing | * (provided, however, that there is a check procedure by the exchange to J-Ad-
approval viser 30 business days prior to application)

Audit certification | Latest one (1) year

Internal control re-

port Optional

Quarterly disclosure | Optional

* Professional investors (Note) and non-residents
Note: Professional investor refers to:

Specified investors | Qualified Institutional Investors (e.g., financial insti-
(Tokutei Toushika) | tutions); National government; Bank of Japan

Specified investors
(Tokutei Toushika) | Listed companies and corporations with paid-in-capi-
(may shift to general | tal of no less than ¥500 million

investors)

Investors

“Deemed” specified | Corporation other than the above specified investors
investors Individuals who meet certain requirements
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Chart X-11. Role of J-Adviser

P
J-Adviser System
[ Tokyo Stock Exchange ] e

« The J-Adviser investigates and confirms listing
eligibility for new listings (so-called listing

Certification of J-Adviser Qualification

Entrustment of listing screening and examination)
management services « Provides continuous give advice and guidance to
ensure that listing eligibility can be maintained
____________ [ J-Adviser }____________ even after listing
« Listing companies are obligated to maintain one

(1) responsible J-Adviser at all times

M Requirements

« The applicant company must have experience in
corporate finance advisory operations (IPOs/
M&A) and stock offering support services, etc.,

[ gy ’ have human resources well-versed in such areas of

business and must be authorized by the exchangeu

e ——

\

OList of approved J-Advisers today
Conclude a “J-Adviser agreement” Judgment of listing eligibility; (21 companies; in alphabetical order)
(cost and cancellation matters, etc.) Support after listing : Eflé?\?\?/’\lgfi.CURlTlES Co., Ld.
« SMBC Nikko Securities Inc.
« SBI SECURITIES Co.,Ltd.
« Kyushu FG Securities, Inc.
T N X « The Saga Bank, Ltd.
[Llstlng applicant company/Listed company] « G-FAS Corporation
« J Trust Global Securities Co., Ltd.
i . « Japan Investment Adviser Co., Ltd.
UKYU PRO Market « Daiwa Securities Co., Ltd.
* TAKARA PRINTING Co., Ltd.
« TANABE CONSULTING GROUP CO.,LTD.
« Nihon M&A Center Inc.
« Nomura Securities Co., Ltd.
« Phillip Securities Japan, Ltd.
« Funai Consulting Incorporated
« Bridge Consulting Group, Inc.
* Mizuho Securities Co., Ltd.
* Mita Securities Co., Ltd.
 Mitsubishi UFJ Morgan Stanley Securities Co., Ltd.
* MEINAN M&A CO., LTD.
*As of End of December 2025

moreover, need not submit annual securities reports and need only make pub-
lic financial information, etc. (issuer information), using the TSE-stipulated
format and method. The submission of internal control system reports and
quarterly disclosure is voluntary. By premising requirements on the fact that
only professional investors—those capable of analysis and making invest-
ment decisions—will invest in the market, the cost burden of issuing has
been reduced in comparison with traditional stock exchanges.

Even in the professional investor market, statutory penalties apply to false
statements in financial reports and other disclosure documents, as well as to
insider trading. In addition, the Large Shareholding Reporting System and
the Tender Offer (TOB) System apply in the same manner as in other mar-
kets. The page on the right shows details of how the TOKYO PRO Market
aims to provide a flexible but disciplined market system for issuers and in-
vestors through the J-Adviser system (approved adviser system) within the
previously mentioned legal framework. This operational method, which has
the J-Adviser system at its core, has been drawn substantially from the No-
mad (Nominated Adviser) system of the LSE’s Alternative Investment Mar-
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ket (AIM). Under the system, specialists in corporate finance, etc., who have
been approved as J-Advisers are required to guide a company through the ad-
mission process and to fulfill a duty to provide advice and instruction on
timely disclosure and other regulatory matters following listing.

As of December 31, 2025, the TOKYO PRO Market had 21 J-Advisers
and 163 listed companies.

12. Market Making Scheme in the ETF Market

The TSE introduced a market-making scheme (hereinafter referred to as the
“scheme”) in the ETF (Exchange Traded Funds) market on July 2, 2018 to
improve the liquidity of ETFs. Under the scheme, market makers who are
designated by the exchange place constant orders on the basis of continuous

Table X-11. Overview of ETF Market Making Incentive Scheme

Category Item Description
Tarcet ETFs * ETNs and Leveraged/Inverse ETFs are not
& excluding Leveraged/Inverse ETFs included in this scheme.

* Prop Deskof TSE Member Firm (Type 1 Fi-
nancial Instruments/Foreign Securities Bro-

ker)
Prop Desk of TSE Trading Participant | * Agency (Registered as Low Latency Trader)
Qualifications | Or Either can sign up as an ETF Market Maker.
Registered Low Latency Trader The firm must apply through a TSE trading
participant to sign up as an agency market
maker.

* Dedicated Virtual Server is needed.

(1) Number of ETFs for Continuous | * Must show quotes for at least the number of

Obligation Quoting ETFs designated
(Quote * At least 80% of the time during continuous
display (2) QuotingTime auction. Exempt from obligation during trad-
obligation) ing halts or Special Quote periods.
(3) Spread & Minimum Quantity * Depends on type of ETF
1. Proportional to TradingValue . Prlce rate differs by liquidity (Average Trad-
ing Value).
_ 2 Waiver of Access Fee * Access fee is partially waived for eligible is-
Incentives sues.

* Server fee is partially waived when continu-
3. Waiver of Virtual Server Fee ously quoting at least the number of ETFs
designated.

Source: Tokyo Stock Exchange, Inc.
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Table X-12. Continuos Quoting Obligation and Delivers a of number of Incentives

As of July 1, 2025

Maximum Bid-Ask Spread

(whichever is larger) Minimum Quantity

Type Issue

ETFs tracking Nikkei 225, TOPIX, JPX
A Nikkei 400, JPX Prime 150 20 bps OR 2 ticks JPY 30 mil.
(excl. leveraged/inverse type)

ETFs tracking other domestic stocks,
REITs, bonds, Leveraged inverse ETFs
tracking domestic stocks, REITs and
bonds, Actively managed ETFs mainly
comprised of domestic stocks, REITs
and bonds.

50 bps OR 3 ticks JPY 10 mil.

Foreign index and commodity ETFs,
Leveraged/inverse ETFs that do not fall
C under type B, Actively managed ETFs 50 bps OR 3 ticks JPY 5 mil.
mainly comprised of foreign assets and

commodities.

D Individually designated ETFs 80 bps OR 4 ticks JPY 5 mil.

Source: Tokyo Stock Exchange, Inc.

Chart X-12. Quote Display Sample

Offer Volume (Value) Price Bid Volume (Value)

Offer price 105

200,000 (20.8 mil.) @@ 104
100,000 (10.3 mil.) 103
- With a quote of JPY 30 mil, K
as more offer quotes pile up, 102 . 350,000 (35.7 mil)
JPY 104 (the price to fulfil ‘ 101 Bid|price

the obligation) becomes the

Offer price.
- Market Makers can use
multiple order/price levels
within the spread to fulfill the
obligation.

Spread is 2 ticks/194bps*

*Spread=
(Offer price-Bid price) /
Mid (Offer and Bid)

Source: Tokyo Stock Exchange, Inc.
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quote obligations as prescribed, thereby enabling investors to trade on a
timely basis at appropriate prices. The scheme covers all ETFs. Market mak-
ers select at least five ETFs, excluding leveraged and inverse ETFs, and pro-
vide quotations for them.

Continuous quote obligations and incentives

Market makers can earn incentives in exchange for placing constant orders
on the basis of continuous quote obligations as prescribed. There are three
types of quote obligations: 1) the number of issues for continuous quoting, 2)
quoting time period, and 3) spread and minimum quantity. By fulfilling all of
these obligations, a market maker can obtain incentives proportional to trad-
ing value and partial exemptions on transaction costs. In addition, incentives
based on trading value are set at higher levels for ETFs with lower historical
daily trading value, while no such incentives are paid for leveraged or inverse
products or for issues with a daily trading value exceeding ¥5 billion. This is
designed to encourage market makers to participate in less liquid issues.

The constant orders placed by the market makers on the basis of continu-
ous quote obligations lead to a narrowing of spreads and an increase in vol-
umes for a number of issues on an ongoing basis in the auction market,
thereby providing an environment that is conducive to trading for investors.

Sponsored ETF Market Making Scheme

While the TSE scheme offers one-size-fits-all obligations and incentives
across the board to ensure equal treatment of each ETF in the same category,
a sponsored ETF market making scheme is also being implemented which
enables asset managers to set their own additional quote obligations and in-
centives for market makers. It is expected to encourage more market makers
to sign up for issues that are harder to trade in and to introduce a higher level
of quote obligations, leading to greater liquidity in such ETFs.





