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1]
STATISTICAL POSITION

1.1
Number and total net assets of publicly offered securities investment trusts domiciled in Japan 
	
	
	December end 2005
	December end 2004

	
	Type of Funds
	Number of Funds
	Assets under Management
(In billion US $)
	Number of Funds
	Assets under Management
(In billion US $)

	1
	Equity funds
	2,408
	346
	2,308
	263

	2
	Bond Funds
	  218
	97
	  230
	95

	3
	MMF
	    14
	25
	    14
	35

	4
	Total
	2,640
	468
	2,552
	393


(Note)  1.   US$ : Yen exchange rate on Dec. 31, 2005:  118.07 Yen

US$ : Yen exchange rate on Dec. 31, 2004:  104.21 Yen

2.  Equity funds included also balanced funds.

3. Bond funds included also short-term funds other than MMF. The assets of such short-term funds amounted to 8,374 billion yen (US$ 71 billion) at the end of 2005.

4. In addition to publicly offered securities investment trusts, there were also privately placed securities investment trusts of 25,643 billion yen (US$ 217 billion) at the end of 2005.

1.2 Total number of Management companies:                        108  (December 2005)
1.3 Total assets under management 

(a) As a percentage of the total market capitalization:     10.1 % (December 2005)
(b) As a percentage of bank deposits                                    5.0 % (September 2005)
2]
DATA RELATING TO INVESTORS IN MUTUAL FUNDS
2.1
Are any data available relating to number of investors in the mutual fund industry: Yes/No
No, not available.
2.2 If yes, please provide the data for the last two years and the source of this data

2.3 Are there data available separately for retail investors and institutional investors Yes/No

No, not available.
2.4 If yes, please provide data separately for retail and institutional investors for the last two years.
2.5 Does the Association play any role in promoting retail investment in the mutual fund industry, if so please give details.
A.  The association holds forum and seminar for individual investors to help them understand investment trusts.
B. The association publishes various materials such as Monthly Report, Guidebook and Leaflet, and prepares assistant teaching materials for school.
C. The association provides information on funds through website, publishes “the mail magazine,” places publicity on newspapers and magazines, and broadcasts the publicity program on television.
3]
INTERNATIONAL INVESTMENT FUNDS
3.1
Are funds of other countries sold in the country 
Yes/No

Yes, total net assets of publicly offered offshore funds held by Japanese investors amounted to 7,966 billion yen at the end of December 2005, and they numbered 654.

3.2
Are your funds allowed to invest abroad
Yes/No        Yes
3.3
If yes, please indicate number of funds, countries where allowed to invest and value of sales for the year ending December 2003.  
Japan domiciled funds that invest mainly overseas numbered 333 at the end of December 2005, and their total net assets amounted to 3,256 billion yen. No restrictions on countries where allowed to invest.

4]
LEGAL AND REGULATORY SITUATION
1. Financial Instruments and Exchange Law
In keeping the pace with the financial deregulation, financial products offered to retail investors have been increasingly diversified. However, different financial products are regulated by different laws at present, while some types of products are not regulated at all.
Therefore, the Financial Services Agency (FSA) has worked to enact the Financial Instruments and Exchange Law, which will broadly regulate financial products on cross-sectional basis. The Law is anticipated to consist of the rules for sales and solicitations as well as the rules for asset managements and custodies. The sales activities regulations and asset management activities regulations of the Law are expected to be applied for distributors or managers of investment trusts. The FSA plans to submit the bill to the ordinary session of the Diet in 2006.
2. Amendment to Trust Law
The Ministry of Justice has worked to conduct the drastic amendments to the Trust Law. The Investment Trust Law, which governs investment trusts, is positioned as the special law of the Trust Law. Therefore, the drastic amendments to the Trust Law are expected to exercise the great influence on the investment trust system. The amendments, which would be considered to exercise the great influence on the investment trust system, include “merger of trusts”, “method of making decisions in case of trusts with multiple beneficiaries”, “revision of trust.” The Ministry of Justice plans to submit the bill to the ordinary session of the Diet in 2006.
5]
DISTRIBUTION OF MUTUAL FUNDS


5.1
Total net assets by distribution channel (December 2004)
	
	Channel
	No. of entities involved
	Percentage of total funds distributed

	1
	Securities Firms
	285
	61.8

	2.
	Banks, Insurance Companies and Japan Post
	348
	37.6

	3
	Direct sale by mutual funds
	24
	0.6


5.2
A brief commentary on developments in the distribution area
Banks and insurance companies were permitted to distribute funds in December 1998. Since then, their shares have increased rapidly to 5.4 % at the end of 1999, 11.0 % at the end of 2000, 17.1 % at the end of 2001, 21.6 % at the end of 2002,  27.4 % at the end of 2003, 33.8 % at the end of 2004 and 37.6 % at the end of 2005.

The law, which passed the Diet in December 2004, permitted the Japan Post to sell funds in their post offices. The Japan Post began the sales of funds in October 2005.

6]
SYSTEMS AND PRACTICES IN MARKETING OF FUNDS

6.1
Do the Regulation specify any maximum rates for commission to intermediaries/agents/brokers.  If so, please indicate. 

No, the regulation does not specify any maximum rate for commission.

6.2
What is the maximum load allowed under Regulation and for what purpose it is used

The regulation does not specify any maximum load.

6.3
Are there any limits prescribed for sales and marketing expenses?  If so, please specify
No, there is not any limit for sales and marketing expense.

6.4  
Is there a general or specific Regulation or Rule governing intermediaries selling mutual fund schemes?  If so, which agency administers the Regulations?

Yes, the Securities and Exchange Law governs them and is administered by the Financial Services Agency.

6.5
Is there a qualifying examination for intermediaries – if so which agency conducts the exam and what are the details such as passing marks, nature of conducting the exam etc.

Yes, the Japan Securities Dealers Association (JSDA) conducts the qualifying examination for intermediaries. Passing mark is 70 points. Intermediaries may not engage in distributing investment trusts, unless they pass the examination and register the JSDA.

6.6
Are there any regulatory or industry rules relating to marketing practices? Can mutual funds give gifts/prizes to distributors to encourage distribution of their funds. Can such gifts/prizes be given directly to investors. Are these covered by any regulation?

The Securities and Exchange Law, the JSDA’s self-regulatory rules and our association’s self-regulatory rules govern investment trust marketing practices, but they do not regulate these gifts/prizes. However, investment trusts do not actually give the gifts/prizes to distributors.

Relating to gifts/prizes to be given directly to investors, the rules under the Law against Unjustifiable Premiums and Misleading Representations, which apply to transactions of all kinds of goods and services including investment trusts, set forth the maximum amount of gifts.

7]
CUT OFF TIMINGS FOR APPLICATION OF NAV

7.1
What is the system followed in respect of cut off timings?

The receipts of orders for subscriptions and redemptions of funds are cut off by/at 3:00 PM (closing time of Japan’s Stock Exchanges) on each distributor level.

In case of funds investing in Japanese stocks, the current day’s price applies to orders. When calculating the current day’s price, Japanese stocks are valued by the closing prices on the day of calculation.

In case of funds investing in foreign stocks, the next day’s price applies to orders.  When calculating the next day’s price, foreign stocks are valued by the closing prices on the foreign exchanges, which close after 3:00 PM on the day of order received.

7.2
Are there any rules/regulation or are they left to the individual players?

The self-regulatory rules of the association set forth that distributors must cut off the receipts of orders at 3:00 PM at the latest.

7.3
Do such cut off timings vary from Fund to Fund, or is it uniform for all types of funds/classes of funds

Many funds cut off the receipts of orders at 3:00 PM on the distributor level. But, some funds cut off them before 3:00 PM.

7.4
Are there any instances of late trading?  Is late trading an issue and if so what steps are being taken by the Regulator and the industry association to curb such tendencies.

No instances of late trading have been heard so far, and it is not perceived as a great issue at present.

7.5
Any specific suggestion to prevent such practices.

It seems important to enhance the internal systems and controls necessary for compliance with rules.

8]
PRICING ERRORS
8.1 Are there specific rules for reporting pricing errors to regulator?    No
8.2 Are there specific rules for compensating pricing error to investors, in the event of pricing error?     No
9]
RISK MANAGEMENT SYSTEMS
9.1
Is there a risk management system prescribed by the Regulator
Yes/No

The inspection manual that is set forth and made public by the regulator prescribes the risk management system.


9.2
If yes, please give a brief description

The inspection manual requires investment trust management companies to take following measures:

· Adopting the risk management policies

· Establishing the internal organization for the risk management

· Fostering personnel for the risk management

· Establishing systems for controlling management risks, operational risks and system risks

· Implementing the internal and external audit


9.3
If no, does the Industry Association formulate any systems     Yes/No



9.4
If yes- please give a brief description

9.5 If no, what is the system followed in the industry

9.6 Does the industry follow any system of disaster recovery/business continuity 
plan

Yes/No      

Our association set up the committee and began to consider the countermeasures for responding the emergency states as the guidance for members.

10]
PERFORMANCE EVALUATION
10.1 Are there regulatory provisions relating to making and/or publishing performance evaluation? If so, give details.

There are no regulatory provisions. The association prepared some examples of performance representations as the reference for member companies (not compulsory use).

10.2 Are there third party research or other agencies doing performance evaluation? If so, give details.

34 agencies evaluated investment trust performance at the end of 2005 by using the basic data provided by the association.

10.3 Are there Regulatory provisions relating to benchmark indices against which the performance of mutual fund is to be assessed?         No
10.4 Does the Industry Association undertake any performance evaluation activities?      No
11]
ROLE OF MUTUAL FUNDS OFFERING PENSION FUNDS


11.1
Do mutual funds offer and manage their own pension funds/schemes  Yes/No

Investment trusts are used as investment vehicles for the defined contribution plan that was introduced in October 2001 in Japan.

11.2 If yes, please provide details such as number of funds, nature of pension funds, assets under management, fee structure etc.

Investment trusts used for the defined contribution plan numbered 286 at the end of 2005, and their assets held through the defined contribution plan amounted to 639 billion yen. Other investment vehicles permissible for the defined contribution plan are insurance products, bank deposits, bonds and stocks etc.

11.3 Are there separate guidelines for pension funds
Yes/No

The Defined Contribution Plan Law sets forth the framework of the defined contribution plan such as its permissible investment vehicles, maximum contribution amount and benefit distribution method.

11.4 Is there a separate authority for regulating pension
Yes/No      Yes
11.5 If yes, please give details.

The Ministry of Health, Labor and Welfare governs pension plans including the defined contribution plan.

12]
ROLE OF MUTUAL FUNDS IN MANAGING FUNDS FOR INSURANCE AND PENSION COMPANIES

12.1
Do mutual funds manage funds for insurance companies
Yes/No            Yes
12.2
If yes, please provide some details

Privately placed investment trusts are used as investment vehicles for the variable annuity insurance.

12.3
Do mutual funds manage funds of pension companies
Yes/No            Yes
12.4
If yes, please provide some details

Privately placed investment trusts are used to manage the corporate pension assets.

13]
ROLE OF ASSOCIATION
13.1
Does the association consist only of mutual funds/unit trusts or any other entities?  If so, please specify.

The association consists of investment trust management companies and distributing companies at present.

13.2
Are there different categories of members? – If so please specify and indicate their voting rights and other obligations/responsibilities/fee structure.
There are two categories: the members and the associate members (securities firms). Unlike the members, associate members do not have the voting rights, but associate member fees are lower than member fees.

13.3
Briefly describe the role and functions of the Associations.

· Guidance and recommendations in order to have members comply with laws and regulations 
· Investigations, guidance and recommendations necessary for ensuring investor protection such as proper management of trust properties
· Investigations, guidance and recommendations necessary for ensuring the fairness in sales and redemptions
· Settlement of complaints from investors
· Educational activities for promoting knowledge on investment trusts
13.4
What is the funding pattern, system of contribution?

New members pay the entrance fee (a fixed amount), which is put into the association’s fund. Members also pay an annual member fee based on their assets under management or their annual sales amount.

13.5
Is there any financial support provided by Regulator/Government?  If yes, please specify.

There are no financial support by Regulator and Government.

13.6
Is the Association officially recognized as a self regulatory organization (SRO) by the Regulator? If yes, please specify the role and activities

Yes, the association is recognized as the SRO by the Investment Trust Law. Please refer to 13.3 for the role and activities.

13.7
If not, what is your view on the association becoming an SRO?  Is it necessary, effective or not.  Please give your observations/comments.

13.8
What more could the association do?

The association will continue to make efforts for protecting investors and for promoting sound development of investment trusts.

14]
BUILDING INVESTOR CONFIDENCE IN FUND INDUSTRY
14.1 Does the Regulator play any role in building investor confidence?  If yes, please describe in brief.

· Protecting investors

· Preparing regulatory systems helpful for vitalizing the securities market

· Providing tax incentives for investment trusts


14.2
What does the Association do in this area? Please specify

· Making self-regulatory rules

· Promoting investor education for better understanding of investment trusts

· Promoting publicity activities to media

· Settling complaints from investors

14.3
What do the members of the Association do? Please specify

· Enhancing the management ability

· Developing new products to satisfy various investor needs

· Offering suitable products to investors in light of their investment goal, experience etc.

· Explaining fully the material matters such as risks and fees

14.4
What are the suggestions in this regard?

It is important for all parties concerned (regulator, association, investment trust management companies and distributing companies) to try every possible means for building investor confidence steadily and comprehensively.
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