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Issues of Interest

Based on the thought that enhanced market confidence would activate corporate bond
transactions, JSDA's "Study Group to Vitalize the Corporate Bond Market" (the Group)
is investigating possible measures to further increase the market transparency through
timely disclosure of bond prices.

The European Commission issued a paper for “Consultation on Review of the Markets
in Financial Instruments Directive (MiFID)” on December 8, 2010. In line with the context
of this consultation paper, we would like to learn the ongoing discussion in Europe
regarding the enhanced transparency of (corporate) bond market, focusing on
disclosure of pre- and post-trade bond prices.

1. It is our understanding that the recent discussion amongst European regulators
reflects on the lessons from the financial crisis and puts greater emphasis on the
importance of market transparency. While some would argue the trade-off between
liquidity and transparency, how do you think transparency acts on liquidity in the
bond market?

2. We recognize that the revision of the MiFID proposed in the consultation paper puts
particular emphasis on improving transparency and enhancing market monitoring in
the OTC market. While the trading share of the retail investors in the European bond
market appears to be very limited, is it a right understanding that one of keynote
objectives of the revised MIFID is to protect retail investors through correcting
information asymmetry?

3. What do institutional investors, who are active players in the market, think of the
policy aiming at the enhanced market transparency? What effects can be expected if
the disclosure of post-trade bond prices is enhanced?

4. In Japan, as a specific measure to ensure pre-trade transparency, “OTC Bond
Trading Reference Prices” have been published by the JSDA. Please let us know
your views on such constant disclosure of quoted prices (mid-price quotations for
buys and sells) by broker-dealers meeting certain criteria.

* See the appendix illustrating the JSDA OTC Bond Trading Reference Prices as well as attached

reference material.



5. Besides the above (5.), what are your views on constant publication of bids/offers
guoted by certain market players? Would it be worth consideration?

6. The TRACE system in the United States is now in its tenth year of operation. In the
deliberation on the revised MiFID, how is the TRACE assessed as an existing model
providing the post trade transparency in the bond market?

7. CESR (now ESMA) Technical Advice to the European Commission in the context of
the MIFID Review, released on July 29, 2010, included the following recommendation
concerning post-trade transparency. Reflecting this, what has been done so far?

CESR recommended to the Commission to consider the adoption of a mandatory post-trade
transparency regime for corporate bonds in the context of the future MiFID revision.
The term “corporate bond” is defined in the CESR proposal as follows:

Corporate Bonds (approximately 43,000 issues)

- Transferable debt securities issued by a private corporation to raise capital with a maturity of
at least 12 months,

- Bonds with a prospectus or which are admitted to trading either on a regulated market or
MTF, and

- Bonds issued by banks and secured by certain assets (generally mortgages or public sector
loans) i.e. 'covered bonds'

Transaction size (net value) | Information to be published Timing of publication
€500,000 to €1million Price and volume of | As close to real time as
transaction possible
Between €1 million and €5 | Price and volume of | End of day
million transaction
Above €5 million Price but no volume (with an | End of day
indication that the transaction
has exceeded the €5million
threshold)
*  Price means one at which the transaction is concluded. The volume is one of the trade

executed.

8. While we heard that the EU Commission would adopt the revised MiFID around
mid-May 2011, has it already gone through the adoption as scheduled? Based on the
revised MiFID, has the Commission already fixed the time schedule for
implementation of specific measures to improve the bond market transparency? We
would appreciate any information as far as available.

9. What are the factors behind the recent rapid expansion of the high-yield bond market
in Europe?




(Appendix)

Outline of the JSDA OTC Bond Trading Reference Prices

The Japan Securities Dealers Association (JSDA) is publishing “OTC Bond Trading
Reference Prices” calculated from quotation prices reported by securities companies
that are Designated Reporting Members (DRMs). The JSDA now has twenty one DRMs
in total. The DRMs are chosen from JSDA member firms that are knowledgeable about
OTC bond transactions and appropriately organized and staffed for the price reporting.

The DRMs daily report the quotation prices by 4:30 pm to the JSDA for particular issues.
Quotation prices reported in this system are the mid-prices of the DRMs’ bid and ask
quotations. The reported prices are not real transaction prices but ones theoretically
calculated assuming JPY 500 million transactions of each issue at 3 pm on that day.

Since the reported quotation prices might include errors or outliers, JSDA checks the
prices and eliminates several of the highest and lowest reported prices from
aggregation according to certain criteria. After checking and aggregating the prices,
JSDA publishes on its website the four different prices of the average, median, highest
and lowest of each issue, in the form of simple yield, compound yield, and unit price.

Such reference prices of nearly 7,000 issues of bonds are published by the JSDA every
day. When the number of DRMs reporting the prices of the particular issue is less than

five, the reference price for the issue is not published on that day.

(Please also see the attached reference material.)



