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Profile

Japan Exchange Group, Inc. (JPX) is a holding
company that operates financial instruments
exchanges, including Tokyo Stock Exchange
(TSE) and Osaka Exchange (OSE). By providing
comprehensive market trading services for
financial instruments ranging from equities to
derivatives, we create market environments in
which users can participate with confidence.
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On the publication of JPX Report 2017

Japan Exchange Group, Inc. conducts business in accordance with our corporate philosophy of contributing to the realization of an affluent society by promoting sustainable
development of the market. Earning the support and confidence of all of our stakeholders—including shareholders, market users, and local communities—for the way our business
is conducted is vital to achieving this mission. In preparing this report on our activities in FY2016, we referenced the International Integrated Reporting Framework issued by the
International Integrated Reporting Council (IIRC), our aim being to provide all of our stakeholders with a longer-term understanding of JPX’s corporate philosophy and the significance
of our existence in this society, along with the concrete initiatives and actions that evolve from these concepts. We will continue working to enhance our reports in the future and ask
for your ongoing support.

August 2017



Overview of JPX

Corporate Philosophy

Contributing to realizing an affluent
socliety through sustainable
market development

Our mission is to contribute to the realization of an affluent society by
promoting sustainable development of the market. Committed to our public
nature and credibility, we build highly convenient, efficient, and transparent
markets, and provide creative and attractive services.

Our efforts help us attract the support and confidence of investors and
market users and reap the rewards in the form of profits.

Step Up

Disclaimer

These materials are prepared solely for the purpose of providing information regarding Japan Exchange Group, Inc., and as such, they are not intended as any offer or sale of
securities or other similar action whether inside or outside Japan. Our securities have not been and will not be registered under the United States Securities Act of 1933, as
amended (the "Securities Act"), and may not be offered or sold in the United States absent registration or an applicable exemption from registration requirements.

These materials contain forward-looking statements. These statements are based on our assumptions and beliefs in light of the information currently available to us and are subject
to risks and uncertainties. Should one or more of these risks or uncertainties materialize, or should underlying assumptions prove incorrect, our actual results may vary materially
from those we currently anticipate. Given these risks and uncertainties, you are cautioned not to place undue reliance on forward-looking statements, which speak only as of the
date of these materials. We disclaim any obligation to update any of the forward-looking statements contained in these materials to reflect future actual events or developments.

JPX REPORT 2017
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Overview of JPX

The Creation
of JPX -

A New Group
Structure

JPX REPORT 2017

Provide market users
with secure, reliable,
and convenient venues
for trading

JPX was formed in January 2013 through a markets for users to trade with confidence at
merger between Tokyo Stock Exchange any time. As Japan'’s leading securities
Group, operator of one of the world’s largest exchange group, JPX will continue to
stock markets, and Osaka Securities enhance its competitiveness in increasingly
Exchange, the market with the largest share connected and globalized financial markets,
of derivatives trading in Japan. while providing highly innovative, quality
JPX, together with its subsidiaries and services with a level of reliability required by
affiliates, establishes and administers their public nature.

JPX
Organizational
Structure

Cash Equities Markets

Tokyo Stock
Exchange, Inc.

JPX

JAPAN EXCHANGE
GROUP

Japan Exchange Group, Inc.

Derivatives Markets Self-Regulation Clearing

Osaka Japan Exchange Japan Securities
Exchange, Inc. Regulation Clearing
Corporation




The JPX
Philosophy

In order to understand the needs
of various stakeholders and to
maximize overall customer
satisfaction, we always think
from the customer’s perspective
and continue to look for optimum
solutions.

Putting the Customer First

Securing Social Credibility

We stably operate markets with
a high degree of fairness and
transparency on a daily basis
and, with that, construct a highly
reliable social infrastructure that
achieves strong competitiveness,
stability, convenience, and cost
efficiency.

Overview of JPX

Place public confidence as
our top priority and
constantly strive to

improve convenience

JPX monitors the needs of diverse
stakeholders and works constantly to
maximize overall customer satisfaction.
Driven by our commitment to the continual
challenge of improving convenience, we
provide highly innovative, quality products
and services. We build highly reliable social
infrastructure that is not only fair and

ustomer
First

Four "C’s"

bility

Creativity

ompetency

transparent, but also highly competitive,
stable, convenient, and cost efficient.

To strengthen global
competitiveness and improve
customer convenience, we work
on offering creative products
and services with the spirit and
passion for a challenge, without
fear of failure.

Pursuing Creativity

Harnessing

Employee Talent

We maintain a working
environment that allows us to
capitalize on the diversity of
each and every employee and
where they are able to perform
at their full potential.

JPX REPORT 2017




Overview of JPX

Overview of Comprehensive services, from
listing and trading of securities,
to clearing and settlement,

Business
Operations

as well as information distribution

JPX integrated cash equities markets at comprehensive services also encompass
Tokyo Stock Exchange in July 2013, and clearing and settlement functions. We are
derivatives markets at Osaka Exchange in continually working to provide attractive
March 2014. In addition to these two markets as secure, convenient trading
exchanges, JPX Group also includes a environments.

self-regulatory subsidiary, which carries out

the examination and supervision processes

needed to maintain market quality. Our

JPX Group Structure

Listing Trading Clearing Settlement

Cash Equities Markets

Japan Exchange Group

Derivatives Markets

Self-Regulation

Notes: 1. The number of companies and issues are as of Mar. 31, 2017.
2. Osaka Securities Exchange was renamed Osaka Exchange on Mar. 24, 2014.
3. Tokyo Stock Exchange Regulation was renamed Japan Exchange Regulation on Apr. 1, 2014.
4. Tokyo Stock Exchange, Osaka Exchange, Japan Exchange Regulation, and Japan Securities Clearing Corporation are JPX subsidiaries. Japan
Securities Depository Center is a JPX affiliate.




Overview of JPX

Business Founded on the provision of

Model services to meet the needs of
market users, with revenue from
fees for those services

Our revenues consist of fees paid by market trading services, clearing services, listing
participants including securities companies, services, and information services.

as well as listed companies and information While our revenue structure is exposed
vendors, in consideration of the services to market fluctuations, our operating

done across JPX Group to provide an expenses are less likely to be affected by
optimal trading environment with high market conditions.

standards of fairness, security, and reliability.
Our income is derived from revenues from

=P Trading
Clearing and settlement

Price data (web, newspapers, etc.)

N Information Vendors
Listing

Information services Price data Price data

Information fees
Data distribution

Order placement Orders

Companies

Benefits
(fund-raising, better Trade execution

. s—

name recognition, J Px

higher credit standing)

l l l | Securities

JAPAN EXCHANGE
———
Trading participant

Cash Equities Markets fees
Derivatives Markets

Listed
Companies
Listing fees
Securities, money Securities, money.

Clearing and
settlement

Clearing and
settlement fees

JPX REPORT 2017 05



Overview of JPX

Value
Creation

Steady contribution to value creation
for companies, investors, and
the overall society by providing
essential infrastructure to
support economic revitalization

Vibrant securities markets are essential to
economic development and general
prosperity. Expanding the base of market
participants is a key factor for sustainable
growth and requires a continually robust
financial market infrastructure, together with

Infrastructure for

sustainable development

Market reliability

Guaranteed fairness (self-regulation)

System usability (ease of trading)

diverse products and services. JPX Group
supports the creation and improvement of
value for companies and investors and
prosperity for the greater society through
sustainable market development.

Basic policy

Increasing investment in sustainable
market development based on
successful integration

Realization of integrated group strengths

Attractive listed products

Wide-ranging investor base

JPX REPORT 2017

Proactive expansion into new business
areas




Overview of JPX

Key policies for
sustainable development

Meeting diverse investment needs and
revitalizing medium/long-term asset
building

Supporting enhancement of value for
listed companies

Addressing social expectations by
improving market infrastructure

Opening up new frontiers for
exchange business

Value creation

e]d
companies:

A society offering flexible
business financing
methods

For
investors:

Effective
asset management
opportunities

For
society:

Price discovery functions

Economic thermometer ‘

JPX REPORT 2017
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Overview of JPX

Financial Highlights

)) Operating Revenue/Operating Expenses

Information Services Revenue 18.1
Listing Services Revenue 12.9
Clearing Services Revenue 21.4
Trading Services Revenue 45.7

Operating Revenue
(FY2016)

Other 9.7 T

W > 4ev107.8
: ° JPY = O billion
System Maintenance & Operation Expenses 10.8
Depreciation and Amortization 10.9 Operating Expenses
— Personnel Expenses 15.6 (FY2016)
22% 31% 254 Other 12.7 50 1
. ’ JPY = 1 billion
0 30 60 90 120 (JPY bil.)

)) Operating Revenue/Operating Income

B W Operating Revenue | M Operating Income

(JPY bil)
120 114.7
106.1 107.8
90
66.2
59.3
60 53.5
30
0
2014 2015 2016 (FY)

>> Net Income (attributable to owners of
the parent company)/ROE

M Net Income - —ilF ROE

(WPY bil) %)
100 180 20
16.4
15(/ \.
75 15
1
20 44.8 42.1 0
34.4
25 5
0
2014 2015 2016 (FY)
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)) Operating Expenses

W Operating Expenses

(JPY bil.)
120
90
60
52.8 50.9 50.1
30
2014 2015 2016 (FY)

) EPS'/Dividends per Share

W W EPS M Dividends per Share
(JPY)
100
81.74
77.00
75
62.70
50
50 47
25 25
0
2014 2015 2016 (FY)

Note 1: Figures are for basic net income per share.



Overview of JPX

Non-Financial Highlights

)) Lectures and Classes

) Composition of the Board of Directors o B

Approx.

Directors 6 8 3 O sessions

1 3 Independent APDVOX-

Outside
~ y attendees

) Seminars for Retail Investors

Approx.

) No. of Employees by Gender 1 2 O sessions

Approx.

Femaie 293 1 7, OOO attendees

1,085

vate £ 92 > No. of Visitors to JPX Facilities

Approx.

68,000

Employees’ Average Years

) No. of New Hires by Gender 2 of Service

Male

Fomale { 1 5 . 9

25 Female

.18 20.5

Note: FY2016 results

JPX REPORT 2017
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Overview of JPX

FY2016 TOPICS

2016  April

Start of PoC testing for blockchain technology

June

JPX commenced proof of concept (PoC)
testing to verify whether blockchain technology
can be applied to the financial market
infrastructure. The first round of testing was
carried out with multiple vendors between April
and June 2016. In August, we published a JPX
Working Paper concerning the usability of
blockchain technology, issues going forward,

and other aspects. Since April 2017, we have
continued testing to verify the technology in
cooperation with a wide range of stakeholders,
including financial institutions and IT vendors,
based on the experience and knowledge
gained during the first round of PoC testing.

First listing on infrastructure funds market

TSE established the infrastructure funds market
in April 2015 as a means for responding to

a) growing infrastructure investment needs in
such areas as sustainable energy power
generation and b) the rising social awareness
of the importance of infrastructural
development. The first issue was listed in June
2016, and there were a total of three listed

Launch of New J-Gate

infrastructure funds available for trading in the
market as of the end of March 2017. We will
continue our efforts to further stimulate growth
in the infrastructure funds market by attracting
more listings and growing AUM.

July
V.

2017 February

OSE launched a new derivatives trading
system (New J-Gate) with the aim of fortifying
market infrastructure and, thereby, making
room for further expansion of the derivatives
market. New J-Gate boasts greater system
processing capacity and new functionalities to
enhance system convenience and reliability
for market users.

Alongside the new system, four new
products, including TSE Mothers Index Futures,
hit the market and trading hours were further
extended.

New J-Gate has given rise to a market
environment that offers more convenience and
security to investors, trading participants, and
all market users.

Application of Al to market surveillance

March

JPX-R has become the first organization in the
world to use artificial intelligence (Al) in market
surveillance operations. Typically, surveillance
personnel screen each and every transaction
to detect malicious activities, such as insider
trading and market manipulation. The partial
transfer of such tasks to an Al system is
expected to enhance the fairness of JPX

markets, because the staff will now be able to
focus on detailed investigations and scrutinize
transactions more deeply and in greater detail.
Testing has verified that the Al system can
detect the possibility of unfair trading with high
accuracy. Preparations are now underway to
introduce a working Al system by the end of
FY2017.

Launch of JPX-Nikkei Mid and Small Cap Index

JPX REPORT 2017

TSE and Nikkei, Inc. commenced joint
calculation and publishing of the new JPX-
Nikkei Mid and Small Cap Index, which focuses
on stocks of small and medium enterprises.
The new index applies the concept of the
JPX-Nikkei Index 400, which is an index
comprised of highly attractive listed companies,
to mid and small cap equities in order to meet

the needs of a wider range of investors.

With JPX-Nikkei Mid and Small Cap Index,
we aim to further develop and vitalize the
Japanese securities market by providing new
investment options via index-linked products to
investors in and outside Japan.



t of our targets under the

rm Management Plan, we are
working under the 2nd Medium-Term
Management Plan to step up our investment
in growth, further develop JPX markets, and
diversify our business portfolio.

JPX REPORT 2017 11
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Enhancing Corporate Value

Akira Kiyota

Director & Representative
Executive Officer, Group CEO
Japan Exchange Group, Inc.

JPX is currently implementing its 2nd Medium-Term Management Plan.

Our goal for this plan, now into its second year, is to leverage the successful
business integration as the foundation for sustainable market growth and
development. Under the plan, we are focusing the combined strengths of
JPX Group to introduce new products and services to enable us to meet a
wide range of investor needs. We aim to continue improving our corporate

value while providing value to market participants on various levels,

including support for enhancing the value of listed companies, expansion of
the scope for IPOs, further reinforcement of risk management and

other market systems as public infrastructure, and the expansion of

new exchange business.

JPX REPORT 2017



Enhancing Corporate Value

Message from the CEO

Step Up to the Next...

Corporate Philosophy and Creed

JPX’s mission is to "contribute to the realization of an affluent
society by promoting continuous development of the market
by ensuring our public nature and credibility, constructing the
foundation of the market which is highly convenient, efficient
and transparent, and providing creative and attractive
services". These efforts help us to garner greater support and
confidence from investors and other market users, which then
allows us to reap rewards in the form of profits.

This corporate philosophy expresses the goals and values
that guide our business activities and is the foundation for our
management planning and decision-making. All JPX officers
and employees look to fulfill this unchanging philosophy in
their day-to-day tasks.

Challenges

Trading in cash equities and derivatives markets provided by
JPX is significantly influenced by global economic and market
trends. To achieve sustainable market development, we need
to earn the support of market users in Japan and overseas by
offering high quality services. We are also working to diversify
our business portfolio to maintain a robust financial base so
that we can continue to operate our markets reliably even if
the external environment deteriorates.

Under our 2nd Medium-Term Management Plan spanning
FY2016 to FY2018, we aim to leverage the success of our
business integration as the foundation for sustainable market
growth and development. Our basic policy is to focus the
combined strengths of JPX Group toward dynamic expansion
into new business areas, while also targeting business
portfolio diversification from a medium- to long-term
perspective and aggressively pursuing our core initiatives.

Medium-Term Management Plan

March 31, 2017 marked the end of the first year of the 2nd
Medium-Term Management Plan. The plan has been updated
to that date to reflect developments, including progress on the
core initiatives and those relating to high-speed trading, which
is a new priority for JPX Group. We will continue to focus on
the core initiatives while maintaining the basic policy of the
2nd Medium-Term Management Plan.

Our first core initiative is to encourage medium- and long-
term asset building while satisfying diverse investor needs.
We will employ various channels to enhance our ability to
provide information to the younger generation and those new
to investing. We will also seek to attract new investors, list
investment products to accommodate investor needs, and
develop new indices to showcase the appeal of Japanese
stocks. For derivatives, we will introduce new products and
promote the use of derivatives among institutional investors.
We will also continue working toward the comprehensive
exchange initiative.

Our second core initiative is to help listed companies
enhance their corporate value. We will encourage companies
to disclose reports on corporate governance, financial results,
and other information in English, and we will create an
environment in which information on listed companies is
readily available to investors. Through initiatives in these and
other areas, we aim to facilitate dialogue between investors
and listed companies, while further enhancing the
effectiveness of corporate governance.

We also aim to contribute to the sustainable growth of the
Japanese economy by enabling the efficient supply of risk
money. Specific initiatives in this area include measures to
expand the scope for IPOs, including unlisted companies from
outside Tokyo. We will also be working to clarify the concepts
of our different markets.

The third core initiative is to reinforce our market
infrastructure in keeping with our social role. We will enhance
risk management and improve usability in relation to clearing
and settlement services. We will also take steps to shorten the
settlement cycle for stocks and JGBs with the aim of further
reducing settlement risk.

Meanwhile, besides enhancing our backup systems as
part of our preparedness for wide-area disasters, we will also
strengthen our cyber security.

JPX REPORT 2017
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Enhancing Corporate Value

In addition to these initiatives, we will continue our efforts
to enhance risk management systems related to market
operations. We will also pursue other objectives, including a
smooth transition to the new rules related to high-speed
trading, further reinforcement of our cash equity trading
platform, and the actual deployment of artificial intelligence for
market surveillance.

The fourth core initiative is to expand our exchange
business. In line with our commitment to diversifying our
business portfolio over the medium- to long-term, we will target
expansion into new business areas, including expanding our
clearing services for OTC derivatives.

Global trends in financial regulatory reform and new
technological advances could dramatically change the business
environment for JPX Group. We are preparing for these changes

2nd Medium-Term Management Plan (FY2016-FY2018)

Step Up
to the Next

through research and development relating to exchange
business and through nurturing an innovative organizational
culture, as we continue to strengthen our overseas business
bases and improve our research capabilities.

Social Responsibilities

Our core business activity, the operation and management of
market infrastructure, entails extremely important social
responsibilities.

We recognize the public nature of our activities and the
need for neutrality, and we are strongly aware of the
importance of continuing to enhance our corporate
governance, especially compliance, as well as management
transparency and accountability.

Your Exchange of Choice

The Most Preferred Exchange in Asia

“»
: -Term Vision
Pursue the next step forward in developing market .
infrastructure and services and encouraging investment ' Well-balanced business portfolio
in the securities market .
3rd year . Highly liquid cash equities markets
that offer a broad range of attractive
. . ducts t i i t
Increase investment for sustainable products fo various invesiars
market development to build on
successful TSE-OSE integration Cash equities
market
2nd year business
Leverage competencies across
JPX Group
Further develop JPX markets through stronger Maintain and
cross-division cooperation and complementary enhance trust
relationships in the corporate group 1st year Derivatives \ N the market
. market
Aggressively pursue business
new business
Diversify business portfolio toward ensurin: ;
fy o 9 2nd Medium-Term Derivatives markets that offer New business segments that
stable market operations S ’ . :
Management Plan deep liquidity across multiple accommodate diverse investor needs
< )  assetcl and support stable market operations

JPX REPORT 2017



Enhancing Corporate Value

In addition, we will also tap into resources for our core We hope our stakeholders will give us their continued
business areas to provide financial and economic education support in our endeavors.
programs and engage in activities to deepen our ties with local
and international communities, and with our stakeholders to
increase our contributions to society.

Conclusion
August 2017

JPX Group will continue to pursue sustainable market
o . .9
development and the revitalization of the Japanese economy,
as we strive to cooperate with and gain the understanding of
both Japanese and overseas investors, listed companies,

securities companies and other market participants, our
regulators, and society in general.

Director & Representative Executive Officer,
Group CEO
Japan Exchange Group, Inc.

Overview of 2nd Medium-Term Management Plan (FY2016-FY2018)

Increase investment for sustainable market development to build on successful TSE-OSE integration

Leverage competencies across JPX Group Aggressively pursue new business

Core Initiatives

e Increase efforts to encourage stable asset building by young generations and those
new to investing

e Promote necessary improvement of an environment conducive to use of ETFs as a
long-term regular and diversified investment tool

e Strengthen efforts to expand the range of investor base for derivatives trading

| Satisfying diverse investor needs and
encouraging mid- to long-term asset building

I Supporting listed companies in ® Encourage constructive dialogue between listed companies and investors in order to
enhancing corporate value enhance effectiveness of cooperate governance

Il Fulfilling social mission by e Strengthen the structure and operation of risk management for market operation
reinforcing market infrastructure e Smoothly introduce rules and regulations for high-speed trading

|\/ Creating new horizons of exchange business | e Promote research and study towards utilization of fintech

Update of 2nd Medium-Term Management Plan

http://www.jpx.co.jp/english/corporate/investor-relations/management/mid-business-plan/tvdivg0000008p9w-att/Update_of_2nd_
Medium_Term_Management_Plan_E_20170331.pdf

JPX REPORT 2017 15



Enhancing Corporate Value

Financial Strategy

Realizing Integration Synergies

The 1st Medium-Term Management Plan, which was formulated
at the time of management integration in 2013, encompassed
management and financial objectives for maximizing cost
synergies through organizational and infrastructural integration
and streamlining to create a stable earnings base. The major
objective for these initiatives was a reduction in costs of at least
JPY 8.5 billion by FY2015 in comparison with FY2012.
Thereafter, JPX succeeded in achieving this objective
through cost-cutting of about JPY 7.0 billion via integration of
overlapping systems and through another JPY 1.5 billion in cost
reductions from realignment and consolidation of the business
network and review of operations. As a result, JPX built flexible
and resilient financial foundations that allow for new investments.

Financial Objectives under the
2nd Medium-Term Management Plan

While the 1st Medium-Term Management Plan aimed to clamp

down on expenses, such as by reducing operating expenses
by JPY 8.5 billion, the 2nd Medium-Term Management Plan
aims for expansion.

In concrete terms, the initiatives taken under the 2nd
Medium-Term Management Plan are geared toward achieving
two main targets for FY2018. The first is adding JPY 15.0
billion in operating revenue, and the second is working on
expanding net income by JPY 8.0 billion, taking into account
increases in operating expenses and other factors.

Compared with actual average results under the 1st
Medium-Term Management Plan, operating revenue and net
income are expected to increase by 13% and 20%,
respectively.

Though it is difficult to forecast the market conditions
through the end of FY2018, if the average actual results for
FY2014-2016 are examined, return on equity (ROE) will reach
approximately 17%, resulting in performance levels that are
comparable with those of FY2015.

Maintain the overall framework for management and financial policies for 2nd Medium-Term
Management Plan and mid- to long-term capital policy
Accelerate capex, considering increase in the initially planned amount

+JPY 1 5 bil.

Operating

Revenue

Net +JPY 8 bil.
Income

Approx. +20%

Notes: 1 Targeted revenue and income increase from initiatives in the 2nd Medium-Term Management Plan.

Management Plan (Actual)?

1st Medium-Term
FY20183%4

JPY 1 23 bil.

(FY2013-FY2015)

JPY 1 08 bil.

==

JPY 40 bil. JPY 48 bil.

(Reference)

2 Estimates based on 3-year average trading activity during the 1st Medium-Term Management Plan (cash equity daily
trading value JPY 3.1 tril. and derivatives annual trading volume 350 mil. contracts)

3 Revenue and income based on total of actual performance for 1st Medium-Term Management Plan and targets for
2nd Medium-Term Management Plan, ROE projections based on such income.

4 Implementation of initiatives stated in the 2nd Medium-Term Management Plan and targeted revenue and income
increase may be affected by external environment. Revenue is also linked to cash equities and derivatives trading
conditions. As such, actual performance may deviate from targets due to market conditions and other factors.

JPX REPORT 2017
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Enhancing Corporate Value

Capital Policy for Sustainable
Development of the Market

Under the 2nd Medium-Term Management Plan, JPX will
implement a policy of increasing its investments for growth to
support sustainable development of the market. In the
medium-to-long term, this will contribute to the enhancement
of revenue stability and expansion of revenue size of JPX
through diversification of its business portfolio.

If the figures are combined for the Tokyo and Osaka
exchanges during the five years before JPX came into being
and before the policy of monetary easing, the average
estimated ROE was approximately 5%. Going forward, we will
continue our business management in consideration of capital
efficiency in order to implement a business model that allows
us to secure an ROE of approximately 10% in the medium-to-
long term, even under unfavorable market conditions.

JPX must secure a firm financial base to stably operate the
market as a public infrastructure. However, JPX will also give
flexible consideration to providing further returns to

shareholders as it considers the necessity of growth investment
while maintaining a target dividend payout ratio of 60%.

Acquisition of Own Shares and Issuance
of Corporate Bonds

In FY2016, we conducted the first acquisition of own shares
since the founding of JPX. Between July 29, 2016, and May
18, 2017, we bought back approximately 12.71 million shares
on the TSE market for a total of approximately JPY 20 billion.

The JPY 20-billion acquisition of own shares was financed by
a bond issue for the same amount on March 16, 2017. Japan’s
negative interest rate environment has further reduced the cost of
borrowing and facilitated the use of debt. We therefore decided
to conduct acquisition of own shares and issuance of corporate
bonds as a way to improve capital efficiency by adjusting the
balance between debt and shareholders’ equity. These actions
also helped to improve shareholder returns.

JPX will continue to make active use of both debt and
shareholders’ equity to improve its corporate value.

Invest aggressively to pursue revenue/profit expansion and stability, while balancing sound financial
health and shareholder returns, and thereby achieve sustainable development of the market

Increase profits and
expand stable
revenue base

Increase investment
(Total capex: approx. JPY 46 bil.)

Invest to expand derivatives and
new business to grow revenues

v

Reinforce revenue base through
diversifying business portfolio

Generate profit

Sustainable Market
Development

Mq N
N, - e
é'ge""'e"it focus on capita! effic

ROE susceptible

Financial Resilience

Secure financial base to
ensure stable operations as
public infrastructure provider

Shareholder Returns
e Aim for approx. 60% dividend
payout ratio
e Flexibly consider further shareholder
returns while securing growth capex

to market conditions

5yr avg. ROE before BOJ easing (FY2008-FY2012) approx. 5%’
3yr avg. ROE after BOJ easing (FY2013-FY2015) approx. 16%

Regardless of market
conditions

Target 10% ROE that is above capital costs over the mid- to long-term

Note 1: 5-year average ROE for FY2008-FY2012 is based on combined net income and equity capital of TSE and OSE before business integration.

JPX REPORT 2017
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Enhancing Corporate Value

Tokyo Stock Exchange, Inc.

Encouraging Mid- to Long-Term Asset Building

One of the core initiatives targeted by JPX under its 2nd
Medium-Term Management Plan is to satisfy diverse investor
needs and encourage mid- to long-term asset building.
Because of changes in Japan’s demographics, there is an
urgent need to improve the financial literacy of retail investors
and to diversify and enhance mid- and long-term asset
management, including management by institutional investors.
Progress in these areas is dependent on sound and sustainable
market development.

For these reasons, TSE aims to create sustainable markets
that will be attractive to investors through initiatives that focus
on support for asset building of retail investors, and on listing of
attractive investment products that meet investor needs.

One specific initiative is the reinforcement of promotional
activities targeting retail investors by the Financial Literacy
Support Department, which was established in FY2016. We are
actively engaged in promotional activities for retail investors,
including JPX-led lectures at various seminars, and the
operation of a dedicated website, money-bu-jpx.com, launched
in December 2016 to provide information about asset building.

We place particular importance on the development of an

Size of ETF market

environment to encourage the use of ETFs. ETFs offer a number
of advantages, including excellent usability and transparency;,
which make them ideal as a long-term regular and diversified
investment tool for retail investors. By FY2018, we aim to
increase the number of ETF holders by over 500,000, and the
total net asset value of ETFs by over JPY 5 trillion. In the past
year, the number of ETF holders has risen by 280,000, and the
total net asset value of ETFs by JPY 6.5 trillion.

Going forward, we will consider introducing a market-
making system to enhance liquidity and improving the
efficiency of ETF creation and redemption process. ETFs will
also be eligible for the installment-type Nippon Individual
Savings Account (NISA) system, which will be launched in
2018. The establishment of new systems and development of
new ideas by related parties are expected to stimulate further
growth in the use of ETFs.

A second focus will be the development of new indices.
TSE has long been engaged in the calculation of indices to
meet a variety of investment needs. In January 2016, we
launched the JPX-Nikkei Mid and Small Cap Index. We expect
the development of new indices to contribute to the further
diversification of the product lineup.
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Net asset balance (left axis) — Average daily trading value (right axis)

(JPY bil)

Net asset balance: over JPY 22 trillion 450
Average daily trading value in 2016: approx. JPY 250 billion
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Note: The net asset balance excludes foreign ETFs and certain types of ETFs with different structures.
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Enhancing the Value of Listed Companies

Another core initiative under the 2nd Medium-Term
Management Plan is to support listed companies in enhancing
corporate value.

In June 2015, TSE began to apply Japan’s Corporate
Governance Code as the framework for structural reforms
designed to strengthen the ability of Japanese companies to
cope with international competition. Investor perceptions of
Japanese stocks are starting to improve in response to these
reforms and environmental changes. For example, almost 90%
of companies listed on the TSE 1st Section have appointed two
or more independent outside directors, and the ROE of
Japanese companies is starting to improve.

Corporate governance reforms will remain a key part of the
"third arrow" of Abenomics. To ensure the effectiveness of these
reforms, we need to foster constructive dialogue between
investors and companies. TSE will continue its initiatives to
improve the effectiveness of corporate governance, including
the creation of an environment conducive to dialogue between
listed companies and investors.

For the Japanese economy to achieve sustainable growth,
we need to ensure stable supply of risk money to growth

IPOs

Growth in the number of IPOs by
companies in regions other than Tokyo

100
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sectors. TSE is promoting IPOs of attractive companies that are
considering listing, through its support activities, including
seminars and one-on-one visits. We are actively engaged in
such activities in regions other than Tokyo. Such promotional
campaigns have led to the IPOs of 31 companies outside of
Tokyo in 2015, and 31 in 2016. These figures represent 32%
and 36% respectively of total IPOs in those years. Regional
economic revitalization is one of the most challenging goals for
Japan. TSE aims to contribute to the achievement of this goal
through its contribution to IPOs.

Going Forward

TSE will remain focused on the creation of more convenient and
more attractive markets for all market participants. Initiatives
toward this end include promotional activities designed to
expand the breadth of the investor base, listing of diverse
products, and the improvement of liquidity.

B Companies in regions other than Tokyo Tokyo
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JPX REPORT 2017

19



Enhancing Corporate Value

Osaka Exchange, Inc.

Expansion of Derivatives Market and
Nighttime Trading

Trading in OSE’s derivatives market has quadrupled over the
past 10 years. One reason for this growth is the existence of
the Nikkei 225 mini contract, which began trading in 2006.
Enjoying over 20% of retail participation by volume, it has
grown to become the world’s third most traded stock index
futures product.

Another key feature of developments over the past decade
has been the extremely rapid expansion of nighttime trading.

We began nighttime trading in 2007 and have since
extended the trading hours several times to meet the needs of
market participants. In July 2016, we extended the night
session to 5:30 a.m., and moved up the start of the day
trading session for stock index futures from 9:00 a.m. to 8:45
a.m.

The ratio of activity in the night session to overall volume
in a trading day is increasing. In 2015, this ratio was 36%,
renewing the yearly all-time high. Recently, in May 2017, it has
risen to 41.8%.

Derivatives Market Trading Volume
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Initiatives to Strengthen Competitiveness

The key factors to the competitiveness of a derivatives market
are service quality and reliability, the diversity of listed products
available, and the expansion of its investor base.

Service quality and reliability are determined by three
aspects. First, whether the trading system, including its
processing speed, meets the global standard; second,
whether the market provides risk management functions for
trading participants; and third, whether the trading hours
provide global coverage. We believe that our new J-GATE
trading system, which launched in July 2016, measures up
well in the current global competitive landscape.

As systems and technologies continue to develop and
improve, we will make the necessary investments to further
enhance usability and reliability.

We are also working to enhance the diversity of our listed
products. In addition to the listing and promotion of new
equity-related products, we will also continue to explore the
possibilities for evolving into a comprehensive exchange.

For example, in July 2016, we launched TSE Mothers

W Nikkei 225 mini B Nikkei 225 Options Nikkei 225 Futures TOPIX Futures
10-year JGB Futures M JPX-Nikkei Index 400 Futures Others

385 mil. contracts
|

Nearly quadrupled

97 mil. contracts
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Index Futures as Japan’s first futures product for Japan’s
emerging stocks. Also, in May 2015, we introduced trading in
Nikkei 225 Weekly Options in line with the global expansion of
weekly options trading. These products have yet to fulfill their
potential, but we will continue to implement measures to
promote and develop these markets.

OSE already offers an extensive product line-up, especially
in terms of equity-based products. However, we have not yet
moved into commodities, a field that is expanding globally, so
we will continue to explore the possibilities in this area.

The third factor | mentioned earlier is the expansion of the
investor base. Overseas investors account for around 70% of
trading volume on the OSE derivatives market. We see the
expansion of the domestic investor base, covering retail and
institutional investors that currently contribute around 30% of
trading volume, as an important part of our efforts to expand
the overall investor base; and, we will strengthen various
initiatives toward the achievement of this goal. Measures
targeting retail investors include promotion activities, such as
joint seminars with securities companies, designed to raise
awareness of derivatives as effective tools for asset building

Derivatives Trading Volume and Ratio of Night Session Trading
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and management. While these efforts are unlikely to reap
benefits quickly, we will continue to step up our efforts to
facilitate asset building by retail investors from a medium- to
long-term perspective.

Some Japanese institutional investors have started to
make active use of derivatives as part of a shift toward more
sophisticated asset management methods. We see this trend
as an excellent opportunity, and we will actively support other
Japanese institutional investors to start and expand trading
with a view to increasing the use of derivatives.

Shifting the topic to overseas investors, new players are
continually emerging, and we see a trend toward growing
regional diversity. Our perception is that there are still many
overseas investors who could potentially participate in the
OSE derivatives market.

In these circumstances, there are plans to introduce new
HFT regulations. To prevent confusion arising from
misunderstanding of these regulations, we will disseminate
accurate information in a timely manner to both our existing
and new investors.

Night session volume (left axis) — Night session ratio (right axis)
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Japan Exchange Regulation

Maintaining Market Confidence, Contributing
to Capital Market Development in Japan

The mission of an exchange is to provide fair, dependable
markets in which investors can trade with confidence, while
enjoying efficiency and usability. An extremely important
requirement for market operators—being the parties closest to
the markets—is to develop suitable rules and systems, allowing
them to exercise appropriate self-regulation to ensure that all
listed companies are qualified, prevent unfair market
transactions, and maintain the soundness of securities
companies and other market participants.

Direct finance is playing an increasingly important role in the
revitalization of the Japanese economy. We need to strengthen
functions and structures for market supervision so that we can

JPX and Japan Exchange Regulation

build a financial system with market functions at its core.
Regulation by government authorities and self-regulation by
exchanges and other organizations both have their advantages.
We need to combine and use those advantages to build an
efficient and harmonious structure that is highly effective and
efficient as a whole.

Self-regulation can be seen as a quality control system for
exchanges because of its role in ensuring that markets are fair
and dependable, and it is the core function of any market
operator. The self-regulatory processes of JPX Group are based
on this mindset.

Tokyo Stock Exchange (operation of cash equities markets)
Japan Exchange Regulation g
3
Auditors Auditors Office ©
o
5
—— General Administration Office -
Japan — General Board of President —— Listing Examination Department
; Governors
Exchange Meeting of
9 Members Listed Company Compliance
Group Department
DISCIp“,nary Trading Participants Examination %
Committee — . =
and Inspection Department 3
Q
Market Surveillance and g%
Compliance Department 5
Osaka Exchange (operation of derivatives markets)

Japan Securities Clearing Corporation
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We will combine our core values—
neutrality and independence—
with efficiency and convenience.

To perform our self-regulatory role appropriately, we need to
build an organizational structure that combines a high level of
autonomy focused on the protection of the public good and
investors, with management and administration based on
fairness and neutrality. At the same time, we must respond
quickly and effectively to various market phenomena, while
maintaining extensive and highly specialized knowledge about
market functions and characteristics. This is why exchanges
have historically performed self-regulatory functions.

With the trend toward borderless trading and the
emergence of international competition among markets,
exchange organizations will increasingly need to adapt flexibly
to environmental changes, while working with increased
determination to improve efficiency and usability. This is
reflected in a general shift toward demutualization of exchanges.
TSE and OSE are companies within JPX Group and operate as
subsidiaries of JPX, which is a listed company itself.

In this context, we need to satisfy dual imperatives: the
neutrality of self-regulation, and the business strategies and
profitability of our exchanges. The method that JPX Group
chose to achieve this was to create an organizational structure
in which an independent regulatory corporation specializing in
self-regulation processes exists within the same corporate
group as the exchanges. Our aim was to establish a corporation
that would exist close to the markets and possess a high level
of specialized knowledge, while operating independently from
the exchanges that run markets, and performing its functions

Activities of Japan Exchange Regulation

effectively from a position of neutrality.

In addition, outside governors hold the majority of seats
on the Board of Governors, which is the supreme decision-
making body for JPX-R. This ensures that our decision-making
processes are also subject to an independent governance
structure.

JPX-R performs its tasks in close cooperation with the
exchanges and is constantly sharing essential information with
them. We carry out investigations independently, and the
exchanges implement measures, such as approval or
disciplinary action, on the basis of our findings.

Globally Unique Organizational and
Operational Structure

In other countries and regions, self-regulatory processes are
performed by a variety of organizational structures. The structure
of those organizations is determined by the historical evolution
of each market, as well as by legal systems and practices.

The organizational and operational structure of JPX-R is
unique in the world. We believe that this structure enables us
to ensure the efficiency, usability, and profitability of market
operations, as well as the fairness and reliability of capital
markets, while also maintaining a high standard of specialist
knowledge.

JPX-R is determined to ensure market fairness and earn
the confidence of investors by continuing to deliver highly
effective self-regulatory functions that are in harmony with the
market environment and legal framework.

Listing examination

Examinations concerning the qualifications of companies that wish to be listed

Monitoring of listed companies

Checking information disclosure and corporate behavior by listed companies

Examination and inspection of
trading participants

Inspections concerning the trading qualifications and
regulatory compliance of securities companies, etc.

Market surveillance

Investigation and examination of unfair market trading

Prevention of unfair transactions

Compliance support and information dissemination for listed companies and trading participants
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