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Integrated Market Survey — Summary S8 iR RE - BEXN

The Integrated Market Survey was conducted from November 3™ December 2018 through to 215 Dec 2018. The
survey enquired on the following areas:

e  Which products you trade/offer now, and which you would trade/offer in an integrated market
e The Clearing House, Depository and Trading Venue

e The future organizational structure of companies that comprise the integrated market

e The regulatory environment and market membership structure

e The execution and clearing IT set up

e The benefits of an integrated market

The survey was distributed to over 150 market participants representing a full cross section of the market place
including brokers, investors, and other types of entities. Responses were received from 41 entities. Respondents
also represented entities based in and those based outside of Japan. A breakdown of responding entities is
presented below.
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A1) Survey Respondents — Demographics [FI2-£-4L :  FrfEH. B

Survey Respondents - Parent Entity

B Foreign

 Domestic

Survey Respondents - Location

H Japan &
International

W Japan

Survey Respondents - Type

M Broker
W Investor

m Other

Analysis: The survey respondents were broadly evenly split between domestic and foreign respondents. Most of the
respondents were active internationally as well as locally. There was an approximate balance of respondents
between Brokers, Investors and Other types of respondent.

Page | 2



A2) Survey Respondents by Type
Further Breakdown of Brokers, Investors, and Other Entities

EEZEDORYE : Tu——, BEFR. £0OfMh

Survey Respondents - Brokers
60%
50%

40%
30%
20%
10%

Institutional Retail / Online Inter Dealer Commodities Commodidies
Institutional Retail

Analysis: The statistical count of responses from Brokers adds up to more than 100% of the survey respondents
because Brokers captured all their activities in their self -classification. For example, and large Broker who is active as
both an Inter-Dealer, as well as Commodity Broker, would have provided 2 self-classifications. Where-as Investors
and Other respondents (below) only responded with a single self-classification.

Survey Respondents - Investors

60%
50%
40%
30%
20%
10%

0%

Bank Hedge Corporate Retail Other
Fund/Prop

Survey Respondents - Other

60%
50%
40%
30%
20% S—
10% | S—
0%

Association Custodian / Technology Other
Trustee
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Q1. Products 5L IZ DV T

Q1A: Which products are you currently involved with? If there were one integrated market that provided all these
products, which additional products would you be involved with?

BIERG S TWna ey 7 MI? HWEBBITHITRNIEEI T 5 FRERH ST F 7 ML ?

Products Currently Used Additional Products Used
with Separate Markets with Integrated Market
Click Kabu 365 Equity Click Kabu 365 Equity
Click 365 FX Click 365 FX
Euroyen Futures Euroyen Futures
TFX Financial Derivatives (all) TFX Financial Derivatives...
TOCOM Gasoline, Kerosene, Crude Cash Settled TOCOM Gasoline,...
TOCOM Gold Physical TOCOM Gold Physical
(Proposed) Energy Futures (Proposed) Energy Futures
Gasoline, Kerosene, Crude Gasoline, Kerosene, Crude 4
Rubber, Soy, Corn, Azuki Futures Rubber, Soy, Corn, Azuki... 3
Platinum Futures & Mini Platinum Futures & Mini 3
Silver Futures Silver Futures 3
Gold Futures, Mini & Spot Gold Futures, Mini & Spot 5
TOCOM Commodity Derivatives (all) TOCOM Commodity... 3
JPX JGB Bonds JPX JGB Bonds
JGB Futures Options JGB Futures Options
JGB Futures & Mini Futures JGB Futures & Mini...
JPX JGB Derivatives (all) JPX JGB Derivatives (all)
Nikkei 225 Options 4 Nikkei 225 Options
Nikkei 400 Futures 4 Nikkei 400 Futures
Topix & Futures & Mini Futures 4 Topix & Futures & Mini...
Nikkei 225 Futures & Mini Futures 4 Nikkei 225 Futures &...
JPX Equities Derivatives (all) 4 JPX Equities Derivatives...
JPX Equities JPX Equities
25 30 35 10 15
M Broker Investor m Other M Broker Investor ® Other

Analysis: The left-hand column describes that..

e Relatively few of the respondents are currently active in Financial Index products for wholesale investors.
e  More respondents are currently active in Commodity products.
e The largest number of respondents are active in Equity and Fixed Income products.

The right-hand column describes

e The largest number of respondents, who are not currently active in Commodity products, would additionally
trade Commodity product in an integrated market.

e Some respondents, who are not currently active in Financial Index products, would additionally trade
Financial Index products in an integrated market.

e The smallest number of respondents, who are not currently active in Equity and Fixed Income products, would
additionally trade Equity and Fixed Income products in an integrated market.

Further, in an integrated market there would be as many respondents trading commodity products as there are
currently trading equity products.
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Q1B: After an integrated exchange is formed and if you use commodity futures, could you consider to use the
physical settlement feature provided by the exchange?

Interest in using Physical Settlement

20
15 +——

Other
10 - —

Investor
5 H Broker
0 A

Yes No N/A

Analysis: 16 respondents replied ‘Yes’, 9 respondents replied ‘No’, 13 respondents replied “N/A” and 3 respondents
did not complete the question.

Of the respondent, when considering ‘N/A’ to be equivalent to ‘No’, 42% of respondents are interested in a physical
settlement feature provide by the exchange/clearing house.
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Q2. Clearing House & Depository & S 1#4E « (R EHEEIC OV T

Question: In the future, would you prefer..

TRED L > RERMENHE LWTTN?

..Multiple, different clearing houses for each product? or a Single clearing house for all products?
a7 NVRIlEIEESEAFALERE LV TTN? LT RTOT ¥ 7 FOERE|[EZ—D2D
BESECHERE LW TT»?

Unanswered
4 W Broker
Single NP0 17 7
i Investor
Multiple |1 Other
0 10 20 30 40 50

..Multiple, different securities depositories for the safe keeping of each product separately? or a Single securities
depositories for the safe keeping of all products together?

BEROMFRERBEBELFAL2NTTN? b LLIE —ODERREREEE LA LW TTh?

Unanswered 1
H Broker
Single 17 7
Investor
Multiple Other
0 10 20 30 40 50

..Multiple, different margin calls for each product separately? or a Single, risk netted margin call for all

products together?

BEIEEEICENTNIRIC—P U EEBRLEZNTTN? b LLEIBGEIEREIC— YV OEZIT
W, RYT A4 VT EITNTZNTTH?

Unanswered |11
M Broker
Single 16 7
Investor
Multiple Other
0 10 20 30 40 50
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..Multiple, different default funds for each product separately? or a Single default fund for all products
Ty NgIRET 7 U FEEY, VR EZAIANA-LEWVWTTN? b LIE—2DR#E 77 FTY
R Y & JIN—LT2WNTT0?

Unanswered 11
W Broker
Single 14 5
Investor
Multiple 2 2 Other
0 5 10 15 20 25 30 35 40

..Multiple, different securities settlement procedures for each product separately? or a Single set of settlement
procedures for all (similar) products together?

a7 Mgl u X NORREFEERTDIEIDVNTTN? b LLIE, TRTOEEIH LLIX
OB 2T 2B ARI L0 Z 7 FOWRFFEERT BT BNDNTTR?

Unanswered 11
W Broker
Single 13 7
Investor
Multiple 3 Other
0 5 10 15 20 25 30 35 40

..Multiple, different banking payment procedures for each product separately? or a Single banking payment
procedures for all products together?

FUTEEFRIIT e F 7 MRIIRITDIEI PN TTR? b LUIIEITEEFRII—DODHRIT DT

BNDWNTTN?
Unanswered 2
M Broker
Single 16
Investor
Multiple |1 Other
0 5 10 15 20 25 30 35 40 45

Analysis: Almost all respondents wish to have a single clearing house, single securities repository, single margin call,
single default fund, single settlement procedure and single banking payment procedures.

Summation Of Narrative comments from respondents:

It should be noted that achieving an integrated market is not defined as ‘merger of clearing houses’. It means
improvements to market integrity, market efficiency and benefits for investors are achieved via various initiatives of
market rationalisation, harmonisation and simplification.

The majority of respondents agree that cross margining (aka risk/portfolio netting), consolidated risk management
and a single default fund will be a significant material benefit to come from a more integrated market in clearing and
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custody. That benefit would directly accrue to investors in the form of lower funding costs. And to participants and to
general market integrity in the form of improved risk management and efficiency of operation.

If an integrated market specifically involved the consolidation of the clearing houses, there would be a corresponding
increase in counterparty concentration risk. Respondents hope that such a concentration of risk would be balanced by
a corresponding improvement that should occur in the number of, diversity of and quality of participants of the clearing
house. And should result in an increase in the size of the default fund due to more participants contributing to the fund.

Respondents noted that an ‘integrated market’ can be achieved through many incremental rationalisation and
harmonisation changes to the market. For example, default fund rules and margin netting rules of each current
clearing house can be harmonised without any mergers occurring between the clearing houses.

Respondents also hope that harmonisation will involve a review of existing risk management approaches of all clearing
houses. For example, whether the current margin methodologies adequately represent the current market risk.

Respondents note that improvements in the capital quality and integrity of the clearing houses and depositories should
be a benefit of any consolidation of entities. And that such an improvement will lead to more participants becoming
members because existing concerns about the credit quality of clearing houses would be alleviated.

Respondents hoped that an integrated market should not only consider integration between commodity and non-
commodity industries, but also within the non-commodity futures industry. For example, currently there are separate
clearing houses for equity plus fixed income futures and interest rate futures. If there were integration between these
2 clearing houses, then significant benefits would accrue to investors.

Respondents note that there is relatively little increase in ‘anti-competitive’ behaviour associated with an integration
of clearing houses because the clearing houses for commodity futures, equity plus fixed income futures and interest
rate futures don’t in fact compete with each other (do not offer the others’ products) today.

Respondents hoped that any future integration would result in improvements to efficiency, for example more ‘straight
through processing’ of clearing, settlements and payments.

Respondents hoped to see ‘cash settlement’ of all commodity futures products, that would result in significantly
increase market participation and liquidity. Respondents would also like to see ‘in-kind’ settlement of deliverable
commodity futures, as this would significantly improve flexibility and result in more liquidity in the commodity market.

Respondents wished to see changes to the default fund rules, more in line with international standards, for example,
limiting the liability of default funds. Other respondents wished to see changes in rules for collateral, for example,
increasing the range of acceptable securities as collateral, or adopting tri-partite agreements (e.g. Euroclear Tri-Party).
One respondent wished that an integrated market would include potential changes/improvements to the National
Futures Protection Fund.

Respondent wished to see changes to the settlements arrangements, for example, participants to be able to make once
net margin and settlement payment, because the existing rules which require participants to pay margin and payment
for purchases, before receiving margin and receiving payment for sales is a significant burden for participants and
increases costs for investors. That the existing netting rules could be replaced with a single payment that achieved the
same risk benefits for the clearing house, without the burden to the participants.
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Q3. Trading Venue B | BREIZ DUV T

Question: In the future, would you prefer..

FRED K S RBE TG 21TV 2T H

..Multiple, different trading venues for each product? or a Single trading venue for all products?
BEOBEIFTE TS 7 FOBRB|ZITWZWTTN2BEOBREIITE T ¥ 7 OB 2TV T
TH?

Unanswered 12
M Broker
Single 15
Investor
Multiple 1 Other
0 5 10 15 20 25 30 35 40

..Multiple, different trading rules for each product separately? or a Single set of trading rules for all (similar)
products together?

FuF s NRITEIBBIA—ATERE LIZWTTN 2?2 Eh e b—2DWE| A —MZESWTERE[Z T T
DFaF T NTHTOEEWTT R ?

Unanswered 11
W Broker
Single 13 7
Investor
Multiple 3 Other
0 5 10 15 20 25 30 35 40

Analysis: Almost all respondents wish to have a single trading venue with a single set of trading rules.
Summation of Narrative comments from respondents

It should be noted that achieving an integrated market is not defined as ‘merger of exchanges’. It means improvements
to market integrity, market efficiency and benefits for investors are achieved via various initiatives of market
rationalisation, harmonisation and simplification.

The majority of respondents noted that transactions costs would be lowered by being able to transact all products at
a single venue. However, it should be noted that many of the benefits of “single exchanges” are in fact benefits accruing
from adoption of single set of laws, trading rules and practices that affect the efficiency of trading, and that those
benefits can be achieved for investors without a merger of venues.

Respondents note that if an integration involved a merger of venues but did not involve a rationalisation and
harmonisation of the laws, trading rules and practices of commodities and non-commodity futures, then very few

benefits would accrue to investors and participants, and the broad goals of the integrated market could not be realised.

It was noted that it will be costly and time consuming to achieve market integration, however, such a cost should be
weighed against the long term benefits that accrue from any integration.
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Many respondents noted the differences in trading rules between venues and that these could and should be
rationalised and harmonised without consideration to merging venues. Such a change would improve market efficiency
and integrity at low cost to investors and participants.

Many respondents noted that the current differences in trading rules between venues should be harmonised in order
that similar products can be traded fairly and equally between the existing venues, without regard to a merger of
venues.

Respondents noted that TOCOM and JPX share the same type of platform, and that has lowered the barriers to entry
for ‘trading Japan’. However, the existence of separate (albeit the same type of) platforms between TOCOM and JPX
means that investors bear higher costs to trade similar products. Also, that the existence of separate platforms
disadvantages TOCOM which is smaller in volume, and so the cost vs reward investor decision for TOCOM is less
favourable than for JPX which has more volume. If commodity and non-commodity products were traded on the same
platform, then the current barrier to entry for commodity products would be eliminated.

Almost all respondents note that the current low liquidity of the commodity market is directly linked to inefficiencies
and barriers created by those commodity venues being treated with a separate law, trading rules and practices than is
applied to the non-commodity markets.

Respondents note that each of the current venues employ different pre-trade risk control standards, and different
technical standards for connectivity and trading. And that such a lack of harmonisation means that like products
cannot be trade fairly/equally in the market. Harmonisation of things like pre-trade risk control standards would
improve market integrity. It would also enable more brokers to offer more products to more investors and so improve
competition among brokers, and result in better services and lower costs for investors.

Respondents noted that in the current environment of separate laws, requlations and trading practices create a
significant burden for investors and participants for compliance and monitoring. If laws, regulations and trading
practices were rationalised and harmonised, improve compliance with laws and regulations. It should be noted that
not all products in the market are the same with regards to laws, and some divergence is to be expected. However, it
should also be noted that currently the commodity market is significantly burden by trading and solicitation rules that
the non-commodity market is not burdened by.

Respondents noted that if an integrated market specifically involved the consolidation of the venues, there could be a
corresponding decrease in competition and an increase in monopolistic pricing. However, other respondents note that
currently the venues in Japan don’t in fact compete with each other (don’t offer each others’ products) and there would
not be an increase in anti-competitive or monopolistic behaviour above that which already exists today.

Respondents wished to see widespread practical improvements to the market including, being able to open a single
account into which all listed products could settle. This would significantly decrease the burden on investors and
improve risk management by the participants. Similarly, respondents would like to see rationalisation of trading hours
across all existing venues. And also change laws and regulations to make the listing process more efficient, and easier.
Also respondents wished that listing was allowed to be conducted freely/easily conducted at all venues; this would
benefit investors, and issuers. And would improve competition among the venues.

Respondents wished that laws and regulations could be made to better encourage the establishment of new venues,
and to allow all existing venues to freely list all/any products without needing approval from specific regulators. Such
changes to laws and regulations would significantly improve competition among venues and provide choice and
opportunity for the venues themselves.
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Q4. Migration to an Integrated Market ¥8-5 B3 | i ~DEITIZ DOV T

Question To achieve an integrated market, would you prefer (please choose one only)..?
BEMBITHHORERT H70IC, DX ) IEBRHSHFE LOVTED?2 —DIEFBA TSN,

A merger of the exchange entities / clearing houses, where all exchange entities / clearing houses continue
after the merger? 5|7 - BEBBIIAFINE O, BITEXDE FERHIN S FHE

An acquisition where one ‘remaining’ exchange / clearing house buys the other(s)? —>®DEBIFT - {EHEHE
BHOMULOEEIFT - BREEELRIRL CERA S D Fik

An asset merger, where only the products are migrated to the ‘remaining’ exchange/clearing house and
the other exchanges/clearing houses are closed? —2>DEEIFT « IEREEER T XTOREM « 8% L5
L. EDMOERGIFT - IEHESEIIHET 55k

A cross shareholding of shares by each other firm (exchange or clearing house), but each firm exists

independently? Z-EB|FT « EREBBIIEARREDOAL LTV, BITOEEMY L CGEE 2R 5 HiE

M broker investor other

CROSS SHAREHOLDINGS

ASSET MERGER

ACQUISITION

MERGER

UNANSWERED

'
[S]
w
~N

Analysis: Of the respondents who answered the question, 42% of respondents preferred an asset merger
where only the products migrated to a remaining exchange/clearing house. 38% of respondents preferred
an acquisition where the remaining exchange/clearing house buys the other(s). 10% of respondents prefer
a merger where all entities continue after the merger and 10% of respondents prefer a cross shareholding
arrangement.
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Within a future integrated market organization, to have multiple different internal departments for each
product? e.g. A separate Business Development department for each of Equities, Equity Derivatives,
Financial Derivatives and Commodities? or Within a future integrated market organization, to have single
internal department(s) for all products?e.g. A single Business Development department covering all
products?

FEROKEIBIFT « ERSBIIPERBICRRLIEM - MEBELIED . EMER - TREX - [HEER LS
1T9. b LLIE. fFROBEIEIFT - BEBBIILEBLEET M —Sh-FERBHER - TiEEE - 23
FB52 EOHM - WEEFO,

M broker investor other

UNANSWERED

Analysis: 63% of respondents prefer to have a single set of departments to interact with in a future integrated
organisation, 37% of respondents prefer to interact with multiple departments.

Summation of Narrative comments from respondents

It should be noted that achieving an integrated market is not defined as any specific future corporate structure. but
that improvements to market integrity, market efficiency and benefits for investors are achieved via various initiatives
of market rationalisation, harmonisation and simplification.

In terms of respondent comments, this question relative to all others in the survey, produced far less consistency in the
responses from the respondents. Respondents collectively note that there are currently many unanswered questions
about how a future integrated market might look, and those variables greatly affect, in the minds of the respondents,
what is the preferred shape of a future integrated market.

Respondents note that they have a general desire to encourage competition between exchanges and suppliers of
services in financial markets. However, it is also noted that currently there is very little competition for products and
services because the venues, clearing houses and depositories currently don’t in fact compete (don’t offer each others’
products).

A respondent noted that TSE and OSE under FIEL practically act as independent firms, and that maybe a similar model
could be adopted for future further integration. However it should be noted that the ‘merger’ of TSE and OSE did result
in the rationalisation of equity (into TSE) and derivatives (into OSE) products, plus integration of clearing into JSCC and
JASDEC. Further, that such integration produced significant benefits for all participants in the market.
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Many respondents noted that without clear direction in terms of how FIEL and Commodity Futures Act could be
integrated, it is hard to contemplate what corporate form a future integrated market might take. Respondents also
noted that many of the benefits of an integrated market originate from integration of laws and regulations and that
the actual corporate form of a future integrated market is a secondary (albeit important) consideration.

Some respondents noted that they did not have a preference for the future form of an integrated market. Other
respondents wished to have complete and full integration of laws, venues, clearing houses and depositories. One
respondent wished to have no integration at all. Other respondents noted that perhaps clearing houses should be
forced to merge to provide a ‘utility’ service, but that venues should remain separate to allow competition (assuming
venues were allowed to list each other’s products).

Respondents noted that however an integrated market is achieved, it should result in more participation in the markets
and increase in liquidity, particularly for commodities. Also that without the integration of operations and reduction
in costs, any corporate reorganisation would be irrelevant.

Respondents noted that consolidation into a single venue, clearing house and custody corporate entity would increase
counterparty credit and concentration risk. However, this should be balanced with the fact that in the current
fragmented market the credit quality of the multiple venues, clearing houses and depositories is lower than the credit
quality that might be achieved through consolidation.

Respondents noted that forced mergers in Japan typically don’t benefit the market in because the healthier pre-merger
partner will dominate, but efficiencies (headcount/cost reduction) cannot be easily achieved. This results in a high cost
structure, which investors eventually pay for. The individual business operators should be allowed to decide the
corporate form of any integration by themselves, and not forced to merge.

Respondents that the TSE and OSE merger, which achieved considerable benefits to the market regarding consolidation
of derivatives products into OSE, and migration to OSE’s single platform, and migration of clearing, settlement and
risk/margin into one clearing house, should be viewed as an example of how other successful integrations should be
achieved in the future.

A respondent noted that if the current markets were standardised to global markets (regardless of integration within
Japan), then Japan can expect more participation by a broader set of participants, and that will improve the health of
the Japanese financial markets and be more sustainable.

All respondents wished that, regardless of the corporate form of an integrated market, that the benefits of an
integrated market could be achieved. All the respondents wished to achieve practical benefits (e.g. netting of risk,
simplified systems and processing, reduction in transaction costs) regardless of the corporate form of an integrated
market.
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Q5. Regulatory Environment R HIEREE 2DV T

Question: In the future, would you prefer..?

JREDL O RBREICRAZLEEZERETNY?

..Multiple, different laws and regulatory regimes for each product separately? or a Single set of laws and
regulatory regimes for all products?

BrxDrus s NTLICERORRLER - HHIPERAIND Z LEZERETH2ERLIET. 2T ey
7 MZOWT, E—0Ef - BRPERSND Z L 2ELETH?

Unanswered 1
W Broker
Single 14 7
Investor
Multiple 3 Other
0 5 10 15 20 25 30 35 40

..Multiple, different surveillance and inspection frameworks for each product separately? or a Single surveillance
and inspection framework for all products together?

BEORLRLIEN - BEEELZ 0y 7 VECHEATAHZLEBAETN?2EIT. —LIESR - BER
EEZLTuF ) MIERATHZ L 2ELETHR?

Unanswered 1
W Broker
Single 16 7
Investor
Multiple 1 Other
0 5 10 15 20 25 30 35 40 45

..Multiple, different regulatory reporting frameworks for each product separately? or a Single regulatory reporting
framework for all products together?
BEORRIBEN—NET0 ) VEERATLIZ L2ELETL 2R —LEREL—LVEET 0¥ T b
CHEATEZ L EELETRN?

Unanswered 1
M Broker
Single 14 7
Investor
Multiple 3 Other
0 5 10 15 20 25 30 35 40 45
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..Multiple, different solicitation rules for each product separately? or a Single, consistent set of solicitation rules
for all products together?
BRORLIBEHTFN—N 270y ) VECHERATHZ LEBLETL2R— LEBEETH LV — V22
TaF s NCHEATOZLEERETH?

Unanswered 1
W Broker
Single 14 7
Investor
Multiple 3 Other
0 5 10 15 20 25 30 35 40 45

..Multiple, different margin rules for each product separately? or a Single, consistent set of margin rules for all
products together?
BERORRDHANESHEN—NET 0 F 7 MRETEAT DI L2 ERE T2 7oidst— LciEest
Br—n%i&rud 7 MNCERTZL&RRETH?

Unanswered 1
W Broker
Single 14 6
Investor
Multiple 3 1 Other
0 5 10 15 20 25 30 35 40

..Multiple, different give up rules for each product separately? or a Single, consistent set of give up rules for all
products together?

BEORRBIXT Ty IN—N%T uX s VECHERTAZ L #BARE T01°?

FRIIR— L XTI Ty S N— N EeTraX 7 NCEATHZ L 2BRE T

Unanswered 1
W Broker
Single 13 6
Investor
Multiple 4 1 Other
0 5 10 15 20 25 30 35 40

..Multiple, different taxation rules for each product separately? or a Single, consistent set of taxation rules for all
products together?

BEORRIFHN—NETF 7 NBICHERATHIEEBAETH? ERIH— Ll — 22
TaF s MEATLZ L EERETHR?

Unanswered
Single

Multiple

1
W Broker
14 7
Investor
3 Other
0 5 10 15 20 25 30 35 40 45
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Analysis: Almost all respondents wish to have a single law, with a single surveillance and regulatory framework, with
a single set of solicitation rules, with a single set of margin rules, with a single set of margin rules, with a single set of
give up rules and a single set of taxation rules for all products.

Summation of Narrative comments from respondents

It should be noted that achieving an integrated market is not defined as any specific legal and regulatory structure.
Instead it means that improvements to market integrity, market efficiency and benefits for investors are achieved via
various initiatives of market rationalisation, harmonisation and simplification.

In general respondents favour a more integrated legal, requlatory and tax framework in Japan. Although some
respondents note the differences between commodity and the non-commodity products, other respondents note that
differences exist between, for example, fixed income, equity and interest rate products, and yet these ‘different’
products are easily and adequately supported under the single FIEL law. Respondents in general agree that some
specific product elements of existing laws (e.g. commodity position limits) should be incorporated into any future
integrated laws. Other respondents note that other broadly beneficial rules (e.g. allowing give up and position transfer)
should be afforded equally to all products under a future integrated law.

The majority of respondents favour designating commodity futures as ‘financial products’ governed under the same
laws and regulations as non-commodity futures.

It was noted that migration to a single legal/regulatory framework will take time and money. however, such a cost
should be weighed against the long term benefits that accrue from any integration. A respondent noted that migration
to an integrated market should take care to not disrupt the markets, but other respondents note that the priority should
be to assist the growth of the commodity markets which currently experiences some challenges.

It was noted that overall compliance with laws will improve, and costs to ensure compliance with laws will be reduced
if there was integration of laws and regulations.

Respondents noted that it is difficult to meaningfully achieve benefits of an integrated market if the regulatory
environment for commodity and non-commodity futures were to remain separate. The majority of respondents note
the differences in rules between commodity and non-commodity futures, and that the commodity futures industry is
not given the same benefits as the non-commodity futures industry. Also, that the inequality of rules hinders growth
in the commodity futures market, evidenced by the relatively poor performance of the commodity industry compared
to the non-commodity futures industry.

Some respondents note that some investors do not wish to trade cross product and therefore do not have a need for
an integrated market. However, other respondents note that a very large number of investors do wish to trade multi
asset class but are currently unable to do so in the current fragmented market. And that many Japanese investors
trade all asset classes but are forced to trade commodities outside of Japan because of the current fragmented markets.
Other respondents note that many commodity brokers are unfairly prevented from expanding into non-commodity
markets because their operations, determined by commodity specific laws, cannot easily of cost efficiently be adapted
to non-commodity markets in Japan.

Respondents wished that tax treatment of underlying securities could be the same as tax treatment for derivatives of
those underlying securities. And that the tax treatment of foreign securities was the same as the tax treatment of
domestic securities. Such rationalisation would align the economic decision model of an underlying product to its
derivative risk management counterpart.

Regardless of integration of laws and regulations, respondents wish to see a rationalisation by venues of contract
specifications and trading rules/procedures for like products, so that similar products may benefit from increasing
volume that different specifications and trading rules would otherwise prohibit. Also, in order that similar products
can be traded fairly and easily by investors across all venues.
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Respondents also wished to see margin rules and methodologies harmonised (to the extent where risk methodologies
allow) across all similar products.

Respondents would like to see commodity and non-commodity futures monitored and supervised by the same
regulatory inspectors, so that similar products can be surveilled consistently across all products.
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Q6. Market Membership Structure Hi3FSMNEERRIZ DOV T

Question: In the future, would you prefer..?

FRED X 5 R BINE OMRELEHRETH. . ?

..Multiple, different membership structures for each product separately? e.g. different default waterfall rules,
different obligations and rights, etc. or Single, consistent membership structure for all products?

Ty NEICRRAITGSMERBRERET AL EELETH? Fl2iX. B ABHERIESFER,
B RBENEEZ, LI TOBF 7 MNZOWTH— LT BBMEERERET DL 2EL
F TN

Unanswered
W Broker
Single 11 4
Investor
Multiple Other
20 25 30 35

..Multiple, different membership requirements for brokers to be a member. E.g. different capitalization rules. or a
Single, consistent set of membership requirements for all brokers to be a member.

MRBME LD T v —h 21X, EABEME, B 23BEREGERITIDLE2ERLETI?
El2id. M— LTRSS MESEERBEHEZR TDILE2ELETHI?

Unanswered
M Broker
Single 11 4
Investor
Multiple Other
20 25 30 35

..Only one type of members participating? i.e. full service brokers participating or Different types of members
participating? e.g. Execution only members, Remote members, Full Service members, General

Clearing members.

H—DMBSMESBEERELELE T2 $bb, TiBSBII27 s/ 4 Vv ERHETHZ LI
BVET, BEIRE. BESE. BMEZFLRSISEB ROBERSEREBROSBER R THZLEER
F90°?

Unanswered 12
W Broker
Single 3 1
Investor
Multiple 13 5 Other
0 5 10 15 20 25 30 35
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..Direct participation is only allowed for member brokers? i.e. investors can only trade through a broker’s
membership; so called ‘Principal Model’ or Direct participation to trade widely opened to non-member
participants? i.e. investors may directly participate in execution, with the member broker fully guaranteeing the
investor’s trades; so called ‘Agency Model’

BEIZMEIIRGIFrEBERREE CRDZLEZEAETN?2 T RD b, BEFIL. H ETHES
T a—H—%BLTOLMBITEDL THZLERLETH? TV UV NAVETV

H LI, BEIBMEIL, BEIFEATRVWEIC bEERGIZBMTES LTI LEERET
222 Tibb, RBMEIBMEL, EZERSIFTRGNIISIT X428, &8 (BHR) Tu—1— 2,
D XD RIFZBRBIBNMEOM S 2RIET AT, —=—V =V —ET/L

Unanswered 2 2
W Broker
Principal Only 3 2
Investor
Principal & Agency 12 4 Other
0 5 10 15 20 25 30 35

Analysis: The majority of respondents wish to see a single consistent membership structure and single set of
membership requirements that applies to all members of venues.
The majority of respondents wish to see multiple, different types of members with direct participation at venues, and

the adoption of the ‘agency’ model of clearing for those members.

Summation of Narrative comments from respondents

Overall, all respondents supported some degree of liberalisation of the membership structure of the market, but much
caution was advised.

A respondent noted that, whilst membership structure reform is welcome, it is a secondary priority to regulatory
consolidation and reform. And that without regulatory consolidation and reform, that practical membership structure
reform is not achievable.

Many respondents remain concerned about the need to carefully assess the capability and credit quality of existing,
and new members, in a future integrated market. Also, respondents are concerned that the rules and qualification
criteria for all members should harmonised in a future integrated market, so that every member is sufficiently
financially able to ensure the integrity of the whole market. Such harmonisation would also help to reduce the risk of
systemic failures and operational risk. A respondent noted that it would be healthy to require HST members to be
regulated, either in their home country or within Japan.

Respondents noted that different products have different characteristics and require different capabilities of the broker.
Having multiple membership types would enable ‘specialist’ members to focus on single products whilst also allowing
‘universal’ members to offer as many products as they wished.

Respondents noted that having many membership types also encourages new entrants because it lowers barriers to
entry by allowing ‘less than total’ membership capability. However, allowing multiple membership types should not
allow for lower standards for capability, or lower relative contribution (e.g. default funds). Having multiple
membership types would also enable smaller brokers to expand incrementally.

The majority of respondents supported allowing the ‘agency’ model, rather than limiting the market to the ‘principal
only’ model. However, it should be noted that the agency model carries a different set of risks than the principal model.
The agency model increases the clearing members risk by removing a degree of control from the clearing broker over
trades executed that the clearing broker must guarantee. However, it also lowers the clearing member’s risk by
removing many reputational and regulatory risks associated with execution. It should also be considered that the
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different risk profile of the Agency model is balanced with the positive affect of allowing more numbers of, and more
diversity of, direct participation in the market. The Agency model also improves competition and provides much more
choice to investors. It also reduces monopolistic pricing behaviour of brokers.

Many respondents believe that increasing membership types and flexibility of membership structure will benefit
exchanges will lower volume because it lowers the barriers for new participants to become members.

Respondents would like member types to be product specific so that it was easier for ‘specialist” members to continue
to compete (based on their expertise); if membership types are limited to a single ‘general membership’ then only
larger firms could afford to participate. Such product specific membership types would increase competition and
encourage new (smaller) entrants to the market. One respondent would like to see a common, uniform ‘base’ trading
license across commodity and non-commodity markets, that allows a selection of product class that would differentiate
participation rather than the license itself differentiating participation. Another respondent wished that if multiple
venues exist, that flexible ‘cross venue’ memberships should exist to facilitate investors and brokers to participate in all
exchanges; this would increase competition and lower barriers to entry.

Many respondents noted that the current membership structures discourage new entrants to the market. Also that
the current silo’d nature of membership unfairly hinders smaller brokers from expanding into other markets and
products. Also, overseas investors would like to see a complete overhaul of the current remote membership structure
because, as demonstrated by the lack to take up of this membership type, it is not currently workable.
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Q7. Execution Technical Set Up EXCHEITICET A MY 7 v 7 ico
WT

Question: In the future, would you prefer..?

FEDE IRy N T v 7 ERBELTTHIN

..Wwhen accessing each market, a Different colocation site or proximity site must be used for each market
separately? or When accessing any market, the same colocation site or proximity site can be used for any market?
EROTHCxt LTEERDanyr —va A b FurvITo % A4 FEFALTT 782552
EEEBIETH? B LR EDOHBIIT7EBATHIZLTH, BE—Daglsr—val A bbb LY
BZVITAYA FEFIALCT 78 ATHZL2ERETN?

Unanswered 3 2
M Broker
Single 14 6
Investor
Multiple Other
0 5 10 15 20 25 30 35 40 45

..Multiple, different networks over which to connect to trade each product separately? or a Single network over
which to connect to trade all products together?

BRITHBIZT 7R THITIIEND Xy NV —2BEATT 78R THZ L E2BLETN?
H L IZTRTOFeF 7 VERBITAHIZEER ODBE—DRXy NU—7Z2RITFTHZE 2EAETN?

Unanswered 3 2
M Broker
Single 13 5
Investor
Multiple 11 Other
0 5 10 15 20 25 30 35 40

..Multiple, different trading APIs to connect to, in order to trade each product separately? or a Single trading API
to connect to, in order to trade all products together?

BEORRDAPICEVERT DI LICEY, £ 0y 7 FeRlRIE T2 L2 BAETHN?
HbLIFE—DAPICEVERTIZLICE V, I RTOTus 7 hEFFICRE 52 L 2EARET

2

Unanswered 3 2
M Broker
Single 13 5
Investor
Multiple |11 Other
0 5 10 15 20 25 30 35 40

..Multiple, different trading engines on which to trade each product separately? or a Single trading engines on
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which to trade all products together?

BEOBB| VAT AZENDOTHET LICRITDILZEARAETH?2EFRITE—DOBWB[V AT ATTRTO
TuX 7 OB ERIIT) ZE 2EARE T

Unanswered 3 2
W Broker
Single 11
Investor
Multiple 3 Other
0 5 10 15 20 25 30 35 40

..Multiple, different technical identifier structures and application processes (Trading Participant, Member ID,
User ID...) in order to trade each product separately or a Single technical identifier structures and application

processes used to trade all products.
BEROBANFROT SV r—vay FakRx (B530%E D, B ID, =—¥F—ID%) Z@ETHHI L
CRETDHZLEERETN? FRBE—OBIFROT IV r—va 7 aeX&RkiF, XTOF

a7 O BWBIHEZ D L ZEBRETN?

Unanswered
Single

Multiple

3

1

14

o

20

25

30

35

40

M Broker
Investor

Other

..Multiple, different Pre Trade Risk Controls for each product individually. or a Single, consistent Pre Trade Risk
Control layer for all products.

IaX s Mgl Y PLU—RI R 7avy ber—LERETHIEEZEARETITN? 327w s 7 b
LEOE—DTY P —RVRZ7ary ba— L EaRETDHILEZERETTN?

Unanswered 2 2
W Broker
Single 13 6
Investor
Multiple 2 Other
0 5 10 15 20 25 30 35 40

Analysis: Almost all of the respondents wish to trade from a single colocation site, connected by a single network,
through a single API, to a single trading engine, with a single technical identifier and through a single Pre-Trade Risk

control layer.
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Summation of Narrative comments from respondents

Respondents noted the many benefits of having a single system; including reduced costs, lowering barriers to entry to
the market, providing an environment that is easier to monitor/support and provides the ability to harmonise disaster
recovery solutions and business continuity solutions. However, many respondents also noted that having multiple
systems reduces the risk of systemic and/or market wide system failures, provides a mechanism to manage system and
network capacity. Although other respondents note that the structural benefits of multiple systems can be
accommodated within a single system that has an appropriate multiple redundant and load balanced architecture
and/or network.

All of that said, other respondents note that having a single provider of systems reduces competition and increases the
pricing power of the provider and restricts choice. However, it should be noted that there is no competition currently
in the fragmented futures market and the venues maintain monopoly pricing power already, because currently the
derivatives venues don’t compete with each other (don’t offer each others’ products).

Respondents note the cost and time it takes to migrate to systems, although this should be balanced with the longer
term benefits of a single system. Plus it should be noted that market participants would anyway bear the cost of new
systems when, for example, a venue decided to upgrade to newer systems as part of their normal system development
cycle.

A respondent noted that a future ‘single’ pre-trade risk control layer should be flexible enough to incorporate the
different risk characteristics of different products, and another respondent noted that the pre-trade risk control layer
for similar products should (regardless of integration) be standardised so that similar products could be traded fairly
across venues, and all participants would apply the same risk control standards for similar products on the same venue.
Another respondent noted that standardising pre-trade risk control layers would ‘level the playing field’ and increase
competition and investor choice. Although another respondent noted that different pre-trade risk control standards
provides an opportunity for venues to differentiate themselves and thus increases competition.

Many respondents wished that trading rules such as ‘legal tickets’ be updated to reflect the nature of modern,
technology based, electronic trading. And other respondents wished that venues would update their trading IT System
Risk Governance and Business Continuity Plans to cope with technology failure, cyber failure and the different risks
presented by high speed trading.
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Q8. Clearing Technical Set Up i & IZB4 2B » b7 v 12201 T

Question: In the future, would you prefer..?

FRED XS REAFRE ZBEA T 9?

..Multiple, different clearing APIs to clear each product separately? or a Single clearing API to clear all products
together?

TuXZ 7 MERICHIOBEAPIZFH T2 L E2EAETN? FHRIFE—DAPIIZE YT RTOTeF 7 k
PRFICERETAZERZEARETN?

Unanswered 2 2
W Broker
Single 15 6
Investor
Multiple Other
0 5 10 15 20 25 30 35 40

..Multiple, different settlement mechanisms to settle each product separately? or a Single settlement mechanisms
to settle all products together?

Tug s MECHMEOERFRE E ERIT DI L 2EHETO? FLRHE-OFRFRE LV TRTOT
R bEFRARICERT D2 L 2ELE T2

Unanswered 2 2
W Broker
Single 12 6
Investor
Multiple 3 Other
0 5 10 15 20 25 30 35 40

Analysis: Almost all of the respondents wish use a single clearing APl and a single settlement mechanism to settle
products.

Summation of the Narrative comments from respondants:

Respondents noted the many benefits of having a single systems; including reduced costs, lowering barriers to entry
to the market, providing an environment that is easier to monitor/support and provides the ability to harmonise
disaster recovery solutions and business continuity solutions.
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Q9. Benefits And Disadvantages Of An Integrated Market & H 5| iR D A
Yy bTAUv b

Respondents noted various benefits to an integrated market: lowering barriers to entry, increasing participation by
new and existing participants, increasing liquidity, reducing transaction costs, improved risk management, improving
compliance with rules and strengthening enforcement of compliance with rules, etc.

Many respondents believe that the whole financial market will have better financial base, and Japan will be able to
compete internationally if an integrated market is achieved. Many respondents note that Japanese investors trade
commodities in large volume today, but do not trade them within Japan because of the current fragmented nature of
the markets.

Many respondents believe that the decline in the commodities industry could be reversed if an integrated market were
achieved. However, the growth of the commodities market could only be achieved if a meaningful and effective
integrated market was created (rather than just notional integration where there is no actual change).

However it is noted that many benefits are hard to define, and harder to realize especially since there are no concrete
proposals for how the underlying FIEL and Commodity Futures Trading Law might be integrated. It is also noted that
some benefits of an integrated market could be achieved without an integrated market. That said, it is clear from the
survey results and respondents’ comments that the majority of respondents believe that significant benefits can be
realized if an integrated market become reality.

Even though the majority of the respondents believed significant benefits will accrue from an integrated market, the
respondents noted that some disadvantages would occur:

Respondents noted that the integrated market has disadvantages in terms of creating monopoly service providers with
too strong pricing and policy making power. Respondents also note strong concerns about concentration and system
risk.

Respondents also note that moving to an integrated market may cause weaker participants, who cannot afford to
migrate, to exit the market. However, this should be balanced against other current concerns that such weaker players
weaken the integrity of the financial system today and should exit the market.

A respondent noted that unless the laws governing commodity and non-commodity products were regionalized, that
an integrated market might actually become more expensive because all participants would be governed by all
regulators and need to be in compliance with all regulations.

Some concerns have been raised by respondents about whether the physical market and futures market might become
disconnected by an integrated market. However, it was noted by several respondents that, given that the majority of
Japanese investors currently trade commodities only outside of Japan, there is no meaningful link in Japan to be broken.

Similarly, a respondent noted that, given that the majority of Japanese investors currently trade commodities only
outside of Japan, that it is not certain that an integrated market would lead to a reinvigoration of commodities trading
within Japan. However, this should be balanced by the significant interest by many participants and investors (see
question A1 above) who have declared that they would participate in commodities if they integrated with non-
commodity products.
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