


Strong support from users

Since the system launched on January 4, 2007,
nearly all trusts in the category of “investment
trusts managed by trusters” are handled by the
system. At the end of fiscal year 2007 (ended
March 31, 2008), total number of the investment
trusts rose to 5,603 (3,091 publicly-offered and
2,512 privately-placed investment trusts), up 519
from the end of the previous fiscal year.

The account balance of principal also
increased to ¥105 trillion (¥75 trillion in publicly-
offered investment trusts and ¥30 trillion in
privately-placed investment trusts), an increase of
¥12 trillion. All of 78 issuing and 12 trustee com-
panies involved with investment trusts managed
by truters are now using the system. The number
of JASDEC participant companies (direct AMIs)
who have opened accounts with JASDEC and the
number of indirect AMIs reached 186 and 701,
respectively.

45 institutions are participating in the system

Book-Entry Transfer System for Investment Trusts

as fund settlement corporations of the Bank of
Japan financial network system, which handles
DVP settlement. Fund settlement systems in the
book-entry transfer system for investment trusts
include DVP settlement (using the Bank of Japan
financial network system) and non-DVP settlement
(using the Japanese Bankers Association financial
network system for online fund settlement among
financial institutions).

In the case of DVP settlement, JASDEC
links the book-entry of beneficial rights with fund
settlement on the computer system to eliminate the
time gap between fund settlement and subscription
of rights, thereby reducing settlement risk. Use of
the DVP settlement, which involves less settlement
risk, has been increasing steadily among system
users. In fiscal 2007, 23% of transactions used
DVP settlement. By value, the percentage rose to
59%.

Book-Entry Transfer for Investment Trusts

Account balance and number of funds

Account balance
@ Number of issues (as of the end of term or month)

(Trillion yen) 5556 5 603 (Funds)
5501 5, ,
150 5084 __—5603 5114 5141 5204 5224 5277 5325 5367 5424 5466 S e 6,000
105.9 6 1061 1062 1059
01 ug 969 993 1014 1022 1032 1039 1048 1056
100 4,000
50 2,000
0 (FY) 2006 2007 2007 Apr. May Jun. Jul. Aug. Sep. Oct. Nov. Dec. 2008Jan. Feb. Mar. 0
Account balance is sum of principal Note: Transactions of less than 1 trillion shares are rounded to the nearest 1 trillion.
Purchase and Redemption Transaction (Daily average)
(Transactions)
8,000 Purchase.
B Redemption
- 4839 4788 5041 4816 5366 4,816 4,901
5729 5,
6,000 5254 5249 5,487 : 5,385 B80T 1 5310 5275| 5407 5122
4,765 g 49> 4774 4,723 4,753 -
4,000

2,000
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CHANGE

Book-entry transfer for Investment Trusts
Participants

(as of March 31, 2008: Numbers in parenthesis show the numbers at the start of system)

Issuers 78 (73) Trustees 12 (12)

JASDEC

- Fund settlement corporations 45 (45)
JASDEC Participants 186 (179) Participants in Bank of Japan financial network system

Designated fund distributors

383 (369)

Indirect AMIs 701 (657)

Indirect AMIs JASDEC Participants
Bz%nkls and Others Investment trust
insurance e ompanies
companies 8 (4%) Ién?;;g)emem companies
‘0
116 (16%) ]fz:a:nmc;ﬁl institutions Banks and
businesses* Lr:)s[lrllrpzznnci;
8 (4% )
(%) 44 (24%)
Securities
companies
95 (14%)
Financial institutions
for small businesses* Securities
490 (70%) companies
120 (65%)

*Sinkin banks, Credit cooperatives, Agricultural cooperatives, Labor banks, etc.

For further improvement of the system

By the Amendment of the Trust Law enacted on ahead of the amended Law Concerning Book-entry
September 30, 2007, consolidation (merger) of Transfer of Corporate Bonds and Stocks, etc., we
investment trusts became possible. JASDEC set up are taking necessary measures, such as adding
practical procedures for the merger, and, on this functions to computer system and amending

basis, the operation rules have been amended. In operational rules, to make the split and merger of
addition, amendment of the Law Concerning Book- beneficial rights available. And also by analyzing
entry Transfer of Corporate Bonds and Stocks, etc., results of a questionnaire survey to system users
has enabled the split and merger of beneficial rights carried out in February 2008, JASDEC continues
in 2009, and JASDEC has set up an outline of the further efforts to improve the book-entry transfer
processing methods and published it. system for investment trusts.

In fiscal year 2008 (ending March 31, 2009),
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Business Overview

Providing secure and reliable
services

Joji Okuma

Director

Business Administration Dept.
JASDEC DVP Clearing Corporation

DVP Settlement Services for NETDs
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CHANGE

Improving the security and reliability of non-exchange transaction

deliveries (NETDs)

DVP Settlement Services for NETDs means trans-
fer and settlement for non-exchange transaction
deliveries. Transactions using the DVP settlement
services for NTEDs largely consist of trading by
institutional investors of Japan and overseas for the
trading of Japanese stocks and other securities.

Up to now, in non-exchange trades, transfers
and fund settlement have generally been separately
processed, and exposed to principal risk — the risk
that a counterparty who delivers securities does not
receive the payment, and vice versa. DVP transfer
system reduces these risks by linking stock-certificate
transfers with payments on the system, thereby
achieving secure and reliable settlement. When
JASDEC also facilitates STP (Straight-through
processing) which electronically automates all the
processes related to administrative procedures.

The DVP transfer system has been operated
since May 2004 by JASDEC DVP Clearing
Corporation (JDCC), a wholly-owned subsidiary
of JASDEC. Participants who are in JASDEC’s
securities custody and book-entry transfer system

and prefer the DVP system have to register for
participation in the DVP system, as well as receive
the approval from JDCC. To manage risks of
participants rigorously, JDCC requests participants
to provide, as collateral, assets with carrying value
exceeding the total amount of accounts payable
(assured assets), and sets a limit for the total of
accounts payable reflecting financial records of
each participant (Net Debit Cap).

The DVP Settlements for NETDs are
conducted by the gross-net type DVP model.
Securities are transferred on gross basis from the
seller’s account to buyer’s account through JDCC’s
accounts. Meanwhile, payment is done as a lump
sum on a net transaction basis at each settlement
day, through a current account held with JDCC
under the Bank of Japan financial network system.

Reducing principal risk by using the DVP settlement method

Delivery of securities ————»
Transfer of securities and payment carried out separately

<+—— Payment of settlement amount

(as of March 31, 2008)

Use of DVP settlement

Account delivery through JDCC

Seller’s
account  JSEENE
certificate data

Account of
JASDEC DVP Clearing Corp.

Securities

Buyer’s
account
certificate data

Stock-certificate delivery and payments are linked on the system, enabling secure and reliable settlement

Provision/receipt of funds through current accounts at the Bank of Japan

Seller’s
account

Funding data

Account of
JASDEC DVP Clearing Corp.

Buyer’s
account
Funding data

DVP system is a system that links the delivery of stocks with payments, enabling secure settlement.
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DVP Settlement Services for NETDs

As DVP system becomes widespread, number of users increases

The DVP settlement services for NETDs mainly
covers securities handled by JASDEC under its
depository and book-entry transfer system. In
fiscal 2007, a regulatory framework was set up
for handling Japanese Deposit Receipts (JDR)
and commodity ETF products in the DVP transfer
system.

In March 2007, JASDEC compiled a report
on “Recommendations for central counterparties”
suggested by the Committee on Payment and
Settlement Systems (CPSS) of the Bank for
International Settlements and the special committee
of the International Organization of Securities
Commissions (IOSCO). Last August, the English
version was released. The report demonstrates that
JDCC satisfies global standards of transparency,

DVP Settlement for NETDs
Transactions (Daily average)

Transactions .
( ) Non-DVP transactions

risk management systems and financial fundamen-
tals for clearing counterparty.

At the end of fiscal year 2007 (ended March
31, 2008), participants in the DVP service totaled
60 companies (16 banks and 44 securities compa-
nies). As the system become widely used, average
daily volume of transfers under the system in fiscal
2007 increased by 6,524 year on year basis to
87,185. As JDCC gained economies of scale from
volume growth, ¥12 for every ¥30 spent commis-
sion per DVP transfers was returned to participants
as rebates from the commission revenues in fiscal
2007. In April 2008, commission per transaction
using the DVP settlement was lowered by ¥5 to
¥25.

200,000 l DVP transactions
71,223
67,255 70,745 69,188 72,141 10A89 74827
. 62,461 64,241 66,294
59,660 63,184 : . 61,780
150,000 60,488
100,000 92,847 97,402 96,922
60,661 7% 82,631 [JB7.69° sz, 766 gm0, 289 . 87,330 87,499 [IS6,950 86,210

50,000 I

0 (FY) 2006 2007 2007 Apr.  May Jun. Jul. Aug. Sep. Oct. Nov. Dec. 2008 Jan. Feb. Mar.

DVP transactions are the number of transfers executed (transfer from DVP participants to JASDEC DVP Clearing)
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DVP Settlement for NETDs
Fund settlement (Daily average)

Total of payments
l Total value of net settlement payments

CHANGE

(Billionyen) @ Rate of reduction (Total value of net settlement payments/Total of payments x 100) (%)
2,500 40.0
) . 1923 1974 2,041 191 1911
2,000 . 1,794
1,684 1,741 VAT e 1782 s
1,539 1,525 !
1,500
, 200
13.4
1,000
110 | |04 102 | lgs 15 | 104 | g7 107 o0 103 16 102 | 88
- 10.0
500 180 | 18a 176 || 13 | 227 186 | 198 || 165 || 177 19 | 202 | 167 | 153 203

. 'm m m 'm B m B mE N B mmR

0 (FY) 2006 2007 2007 Apr.  May Jun. Jul.

Sep. Oct. Dec. 2008Jan. Feb. Mar. 0

Securities covered: stock certificates, convertible bonds, investment securities, preferred securities, beneficiary certificates of investment trusts

Total of payments is the total amount used for execution of security transfers

Total value of net settlement payments is the total amount used for account settlement on a net transaction basis

Dematerialization of stock certificates will increase

convenience for users

With dematerialization of stock certificates in
January 2009, further increase in use of the DVP
for NETDs is expected. JDCC is taking this oppor-
tunity to further increase customer convenience. On
top of launching the services for foreign stocks and
other instruments previously not covered by the
system, we will address transforming statements
of balances of collateral deposited by DVP partici-
pants with JDCC into electric records.

For cash entrusted as collateral (deposits
received for clearing), with the dematerialization
of stock certificates, any increase or decrease in

sums provided by participants will be reflected on
the same day, instead of the following day, and
redemption of the collateral will be also processed
immediately upon participants’ request. We will
continue promoting efficiency of fund operations
for participants.

With regard to frameworks for amount of
payment limit under the net settlement system
by individual participants, we are examining
appropriate standards, based on discussions with
participants, and interest-rate levels.
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Business Overview

The world’s fastest PSMS

Shunichiro Unno
Deputy Director
Business Planning Dept.

Pre-Settlement Matching System (PSMS)
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CHANGE

Providing matching services through advanced technology

Matching services are needed for institutional
investors’ transactions as the wide range of
organizations such as investment trust management
companies, investment advisory companies, securi-
ties companies and trust banks are involved and
the huge amount of transaction data is exchanged
among them. In the past, matching was done manu-
ally by faxes or telephone calls. Now, the process
is being computerized and automated. JASDEC
provides matching services using the highly
advanced computer systems named Pre-Settlement
Matching System (PSMS).

For domestic transactions, PSMS provides
both trade matching service and settlement match-
ing service. The former service is used between
investment trust management companies/invest-
ment advisory companies and securities companies
to reconcile the contents of each trade such as
traded securities, price, volume, date and other
details. The latter service is used between trust

banks and securities companies to reconcile the
account numbers and other details before they settle
the trade. In the trade matching, data sent from
both sides are matched centrally on PSMS (central
matching), which is faster and more accurate than
the prevailing overseas method in which data goes
back and forth between the parties involved. In
the settlement matching, settlement instructions
are automatically generated and matched in PSMS
using a Standing Settlement Instructions Database
in which account numbers and other details have
been preregistered and the matched settlement
instructions are automatically sent to each transfer
system at the same time.

With transactions by non-residents, settlement
instructions sent by sub-custodians which are
received from global custodians are centrally
matched with corresponding data sent by securities
companies on PSMS.

PSMS (for non-resident transactions)

Overseas

Global

. 4—
custodians

Settlement instruction

Settlement instruction
Japan

Sub-
custodians

Notice of
matching status

Settlement instruction Pre-settlement Settlement instruction

matching
system

Request for DVP transfer

Order ——p

Notice of
execution

<4— Matching —»

Securities
companies

Notice of

Settlement instruction 2
execution

Securities
companies

Notice of
matching status

Notice of Order
execution

Stock
exchanges
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Pre-Settlement Matching System (PSMS)

Input/output transactions hit record daily high

For securities clearing and settlement, three days
after a trade (T+3 settlement) is currently the
norm. JASDEC’s goal is completion of matching
on the day of the trade (T+0 matching), to enable
settlements on the following day of the trade

(T+1 settlement). As for the domestic trades at
present over 99.9% of the trades are matched on
T+0 by adopting central matching. With open-end
investment trusts, it is necessary to calculate the net
asset value day by day, so T+0 matching greatly
facilitates their management.

Since launching PSMS in September 2001,
JASDEC has been increasing the range of asset
class and services PSMS covers. In October
2007, we launched matching services for stock

lending/borrowing transactions. By expanding the
range of system users, we have made this service
available not only to financial institutions but also
to industrial companies if they are qualified as des-
ignated investors under the Financial Instruments
and Exchange Act.

In line with our expansion of the range of
asset class, services and system users, the number
of users has been increasing annually. In fiscal
2007, the number of input/output transactions rose
to the all-time record high (daily average basis) of
1,337,934. As of March 31, 2008, users numbered
525.

Centralized matching method for three parties (domestic transactions)

Investment

Securities exchanges

Notice of execulionl Order

trust management/
advisory

A A

companies

Investment instruction

v

Notice of matching status

l Investment instruction and trade report

Affirmation/
Disaffirmation

v

Notice of trade report affirming status

Settlement
matching

<
<

Notice of matching status

Linkage with book-entry transfer systems for Stocks and CBs,
Corporate Bonds and CPs (excluding Japanese Government Bonds)
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CHANGE

Total number of PSMS input/output instructions using the PSMS system (Daily average)

(Thousand)

1,4 1,4
1,500 1,362 1,421 e 1435 T2 1408
! [ 1,313 1,321 1,312 : 1,308
1,236 1,245 1,250
1,154
1,200
900
600
300
0 (FY) 2005 2006 2007 2007 Apr. May Jun. Jul. Aug. Sep. Oct. Nov. Dec. 2008 Jan. Feb. Mar.
Note: Total of the number of inputs of contract-type matching data and PSMS data relayed by the user and the number of transactions of data (outputs) reported to the user as a result of matching processes.

International Standardization

The internationalization of securities markets is
proceeding rapidly. We have created a system
tailored to meet unique needs in Japan, but which
also works in conformity with international
standards. In future, to improve market partici-
pants’ efficiency and increase the number of the
participants, we believe it will be necessary to
consider creating a system which lends itself to
international standards at all times and also have
direct connection overseas. In fiscal 2007, JASDEC
launched a project to achieve full conformity with
international standards.

With regard to message formats, introduc-
tion of ISO20022, which is the next generation

format to replace the current ISO15022, is under

discussion globally. JASDEC became a member

of a group of the International Organization for
Standardization where ISO20022 is discussed, and
as such we ensure that conditions prevailing in
Japan are reflected in it. With regard to networks,
our aim is to introduce the SWIFT network which
is widely used overseas while running existing sys-
tems in parallel, enabling users to choose between
them.

Introduction of the SWIFT network will, we
believe, enable smooth overseas connectivity, fur-
ther increasing users’ convenience and the number
of the participants. By expanding the range of asset
class and services handled by PSMS and steadily
building conformity with international standards,
we are contributing to still greater efficiency in
Japan’s securities markets.
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Business Overview

Providing worry-free settlements
for foreign share transactions

i Kazuhiro Nishimukai
—== Director
International Dept.
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CHANGE

Serving convenient, safe and reliable settlement for foreign stocks

In addition to Japanese stock certificates listed on
the domestic stock exchanges, since April 20006,
JASDEC has offered services of custody, transfer
and ownership rights processing for foreign stocks.
Generally, foreign stock certificates are
deposited with central securities depositories or
custodians in each country where issuing compa-
nies were established. Settlements of transactions at
the stock exchanges in Japan are conducted through
transfer accounts among participants in JASDEC.
JASDEC entrusts dividend payments to
relevant share-handing service organizations.
Information of shareholders (beneficial sharehold-
ers) at the record date for dividend is transferred
to share-handling service organizations by the
JASDEC participants through JASDEC. Based
on the information, the share-handling service
organizations calculate the amount of dividends,
and, following the calculation results, dividends
are paid directly to the beneficial shareholders

from dividend-payment handling bank. JASDEC
also undertakes necessary procedures regarding
dividend taxation for local tax authorities to ensure
reduced tax rates under taxation agreements with
the countries concerned.

Voting rights at general meetings of share-
holders can also be exercised by the beneficial
shareholders through instructions issued to
JASDEC.

JASDEC thus provides infrastructure and
services necessary for reliable settlement for trad-
ing activities of foreign stock certificates, smooth
exercise of shareholder rights and error-free receipt
of dividends and other payments.

We plan to introduce new systems and
services in January 2009, including a highly
convenient system for foreign stocks which enables
transfer settlements using DVP for NETD as well
as provides participants’ dividend payment data.

Overview of the new system relating to foreign stocks (efrective in sanuary 2009)

Share-handling services organization (trust banks)

Notice of
beneficial
shareholders

Dividend
information

Shareholder notice host
(handling of information concerning
beneficial shareholders, dividends etc.)

Beneficial
shareholder
report

Collateral
matching

Dividend Notice of
information balance

Japan Securities Clearing Corporation

Remmm® Account transfer host (settlement)

Standard
non-DVP
transfer

Foreign stocks
Overseas
CSDs/custodian banks

Stock
exchange
DVP

Foreign stock
(communication

server with foreign
SDs/banks)

Local
custody/
transfer

Standard
DVP transfer

Beneficial shareholders of foreign stock certificates etc.
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Custody Services for Foreign Stocks

Supporting smooth implementation of triangular share exchange

At the end of March 2008, the total number of for-
eign stocks handled by JASDEC was 31. In recent
years, foreign companies have come to regard
Japan as a major market for their financing. There
have been listings only on the Tokyo or Osaka
securities exchanges (no overseas listing), and also
listing in Japan of ETFs (Exchange-Traded Funds)
for overseas stocks. We expect further diversifica-
tion of products and increase of trading volume for
foreign stocks handled by us.

Considering these situations, JASDEC is
developing business alliances with other central
securities depositories (CSDs), which have similar
functions to JASDEC in overseas markets. In
November 2007, we entered into a business alli-
ance with Korea Securities Depository, targeting
custody business relating to listing of Korean
stocks on the Japanese securities exchanges. Based
on this partnership, we launched services for ETF
of the South Korean stocks in the same month. In
addition, in March 2008, we made amendment of
rules to enable custody services for foreign securi-
ties ETFs.

Foreign stocks

In January 2008, Citigroup Inc. (Citigroup)
of the United States acquired Nikko Cordial
Corporation through a triangular share exchange*,
following liberalization of such transaction by an
amendment of the Corporate Law in May 2007.
This was the first case in which two companies
listed on Japanese securities exchange were
involved in a cross-border share exchange. After
an announcement of the share exchange in October
2007, JASDEC held meetings with all parties
involved and discussed mechanisms ensuring the
smooth implementation. In the triangular merger,
JASDEC focused on the fast and efficient transac-
tion of share exchange through JASDEC, by allot-
ting shares of Citigroup to shareholders of Nikko
Cordial, as well as recording the shareholders’
entries in the Citigroup’s Book of Shareholders.

*A merger through exchange of stocks, in which shareholders of the
target company are entitled to receive shares of the parent company of the
surviving entity. In a triangular merger, the target company becomes a
wholly-owned subsidiary of the surviving company, which the acquiring
company forms as a subsidiary company.

Number of issues/Balance in accounts

Balance in accounts

(Thousand shares) @ Number of issues

150,000
— 3 3 EL X
111,656 110,585 109,929 39
100,000 92,868 98,211

20

50,000
10
0 2007 Nov. Dec. 2008 Jan. Feb. Mar. 0
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CHANGE

Number of shares deposite/Withdrawal

Number of shares deposite
Il Number of shares withdrawal

(Thousand shares) 67,346
9,020 "1116,499 29,801 6,161
70,000 6,217 9 g 4,807
ENS ' —. EL\9_5/9 = 4,730 e 5899
2,500 2,221 |
= 1,888
- 1,403
1,103
506 496
500 27 333 349 318 217337 332 48
m 0 ol m -m 1 x
0 (FY) 2006 2007 2007 Apr. May Jun. Jul. Aug. Sep. Oct. Nov. Dec. 2008Jan. Feb. Mar.
Note: Transactions of less than 1 thousand shares are rounded up/down to the nearest thousand shares.
Account transfer
Non-exchange transaction transfer
B Exchange transaction transfer
(Thousand shares) 16,109 49,995 11,489
Came  ms A A
= 8,665
8,000 6,817
5,820
6,000 5,074
4,569 4,461
4,119 3589 3556
: 3 3387
4,000 298 565 3.286 2,99
' 2,358 2485 151
1,918 1574 .
2,000 1,170 1306 | g 1,354
430 I I
|
0 (FY) 2006 2007 2007 Apr.  May Jun. Jul. Aug. Sep. Oct. Nov. Dec. 2008 Jan. Feb. Mar.

Note: Transactions of less than 1 thousand shares are rounded up/down to the nearest thousand shares.

Promoting system reform and preparations for new system rollout

In fiscal 2008, we are proceeding with preparations increase investment opportunities for investors in
for system reform and launch of operations for Japan, we continuously work to provide a broad
a new system in January 2009. In addition, to array of products.
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