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IBA Japan Comments on draft Principles for Customer-first Business Practices (Published on January 19, 2017)

SEEFIMRRINFELEZITBEERCOEFEZ(CATHRA(F) 1E
ADBEBEMIZONT., FORBILICESIFTOEMBELICHT5E
PETOEREEO T, hEELELTRWNZED T HEHIC, Z2IZERD
BEERIDILDOTHYET . [BEERCOEFZEE L. BRIHEET D
MGELTHBH TEELERTHY . 2TOMHIGSNE. ILEE. €6
BERE. A EBICEY . BEBLEIREI-0TIDEEZFT,

EROEBHGIRE. BESMILERRGLLHA-ODIRREYICE

2T, COINREN(E) 1IN, EEGREZELFOILDTHLHELERHL
FY.COIEE BRADOTIOFFIZE>THLREGAVNNIMNERLL K

IBA Comments

We welcome and endorse the intent and purpose of the FSA’s
initiative to introduce the “Principles for customer first business
practices” following discussions at the Financial Systems
Council. We believe that placing the ‘customer first’ is
important in a well-functioning market and that this will have
positive benefits to all participants: customers, industry
practitioners and regulators.

We also understand the important role the principles can
potentially play in creating an environment that will encourage
greater confidence amongst the public in diversifying their asset
holdings which is potentially so important to the
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Reason:

According to Article 39 (1) 2of the Administrative Procedure
Act’, the Principles are deemed not to be “orders” as defined
under the Act (Item 8, Article 2). Therefore the Principles
appear to be neither “standards for administrative disposition”
or “administrative guidelines”. (Foot note: Standards for
administrative disposition are standards required by the Act to
consider whether to impose an administrative action that is counter
beneficial to the recipient. If they are imposed, what kind of a
counter beneficial action would be taken and would it be specified by
a particular individual administrative law. Administrative guidelines
are common use as part of administrative guidance that is applied to
multiple entities that meet a specified condition in order to achieve
the common administrative goal. )

As aresult of the Principles Fls may make changes to their
internal organizational system and they will be required to
explain their procedures. It also seems likely that the FSA will
consider how Fls comply with the Principles using the
administrative powers allotted to the FSA by law.

We want to make clear we support the overall objectives of
these Principles, but we do also want to understand the exact
nature of them under the Japanese administrative laws.
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We understand that these Principles are to promote Fl efforts
when conducting their business to place the ‘customer first’. We
would like to confirm our understanding that not meeting the
standards set out in a Principle will not in itself lead to an
immediate administrative sanction etc.

‘B FMAE E39RE1E
T SEHERBIL. MEFELEDSIETIEEICE. HEBFTFOEMFEFTEDLIIETINBRETRTIDELNS, UTREL, ) RUCNICEHET &R EHoNLHA
KL BER(BEHRZED. UTRL, ) DIRHARUVERORHEO-O OB (U TIERREEM 1LV ) ZED TLL—BROBERERDAFNITESLLY, |

2 Article 39 (1) of the Administrative Procedure Act Organs Establishing Administrative Orders, etc., when establishing Administrative Orders, etc, shall publicly notify
in advance the proposed Administrative Orders, etc. (meaning the draft showing the contents of the anticipated Administrative Orders.) and any materials relating to the
proposed Administrative Orders, etc., and shall seek Comments (including information.) from the public, showing the address to which the Comments shall be submitted

and the period of time for the submission.
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We would like to clarify whether there are any plans for
publishing any further supporting material in connection with
the Principles including guidance on what individual Fls should
include in their individual policy documents and the publication
of their own evaluation document. We understand that the
impact of the Principles will vary according to the business
models of each Fl and their target population, but does the FSA
have plans to set out any more guidance including how they
might vary between retail businesses and to wholesale business
who mostly provide financial products to other FIs? And may we
also check to what extent the internal systems and policies of
individual Fls should be revisited, scrutinized and reorganized
upon establishment of such policies?
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In establishing ‘customer first’ operations, it is understood that
there is not necessarily a strict time frame and that each Fls are
requested to establish their own substantive policy and make
this public.

We understand that the policies should be reviewed and there
should be periodically published, but we understood that the
frequency of such reviews and their publication are a decision
for each FI.
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When Fls engage in bilateral transactions with their equals (for
example transactions among traders of banks, securities that
manage risk, brokerage transactions among securities firms),
the counterparty is considered a competitor rather than
customers. We therefore, believe that in this types of cases the
“a customer first” approach would not apply.
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Fls have already established and made public their conflicts of
interest management policies as they are based on FIEL and
Supervisory Instructions. We understand that in addressing this
Principle it is not necessary to establish an entirely new
separate policy from scratch but it will be acceptable to amend
them as appropriate, taking into account the wording of the
Principle.
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them to evaluate the financial knowledge and investment
experience of these customers. But if Fls engaged in wholesale
activities make every effort to obtain information to evaluate
the competencies of each sales firms distributing their products
by confirming their explanatory capabilities, their marketing
system and approach, and internal control systems. We hope
you agree that this process would be a reasonable and sensible
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way to try to adhere to this particular principle
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Fls engaged in manufacturing financial products but not sales
activities do not regularly interact with the actual end
customers. It is therefore difficult for them to be sure who will
be the customer. The Fls who structure of the products and the
Fls involved in their sales are often separate and independent
corporations; this would logistically make it not possible for the
manufacturing firm to confirm how sales are carried out and
whether the sales firm are taking into account characteristics of
the financial products.

But structuring firms can make clear what are the overall
characteristics and complexities of the products to the sales
firm and highlight the types of customer they would be suitable
for. They can also ask Fls involved in sales to disclose this
information to the target end customer. The manufacturing firm
can then, for example, confirm the contractual responsibilities
of both sides when deciding on providing financial products to a
firm, and also at the times of the periodic review.

We would like to confirm that our overall understanding this
point is broadly what is expected.




