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Introduction

The asset management industry has seen a surge in interest in Japan in recent times.

Against a backdrop of prolonged dewation and qidening ine,ualityv the go'ernment 
recognises the signijcance of fostering a :'irtuous cycle of groqth and distribution:. 
This cycle is predicated on three interrelated ob(ecti'es1 );2 encouraging households 
to transition their sa'ings into in'estments to facilitate stable asset accumulation3 )F2 
enabling enterprises to utilise these in'estments for groqthv thereby enhancing corporate 
'alue3 and )S2 ensuring that the benejts deri'ed from increased corporate 'alue woq back 
to householdsv stimulating further in'estment and consumption.

To achie'e this 'irtuous cyclev the go'ernment has implemented a series of measures 
targeting householdsv jnancial institutionsv ser'ice pro'idersv enterprisesv and jnancial 
and capital marketsv qith the o'erarching aim of strengthening in'estment chains across 
all sectors.

To complete these measuresv the Pinancial Ler'ices Agency )PLA2 introduced the Colicy 
Clan for Cromoting Japan as a Deading Asset Management 0entre )the Colicy Clan2 in 
’ecember F4FS.[1] The Colicy Clan outlines j'e strategic ob(ecti'es1 );2 reforming the 
asset management industry3 )F2 impro'ing asset oqners5 capabilities3 )S2 supplying groqth 
capital and di'ersifying asset management ser'ices3 )O2 ad'ancing effecti'e steqardship 
acti'ities3 and )N2 enhancing public relations and communication strategies. The specijc 
measures under the Colicy Clan are detailed beloq.

Year in review

I'er'ieq of recent acti'ity

As a part of its efforts to support households in achie'ing stable asset accumulationv 
the go'ernment introduced reforms to the xippon -ndi'idual La'ings Account )x-LA2 in 
January F4FOv making the programme permanent. The x-LA is designed to incenti'ise 
retail in'estors to allocate funds toqard specijc jnancial products such as stocksv 
in'estment trust units and eEchangeWtraded funds )7TPs2v by offering taE eEemptions on 
capital gains and income qithin prescribed limits. 8hile the go'ernment eEpected that the 
number of x-LA accounts qould increase to SO million by the end of ’ecember F4F¥v it 
had already reached approEimately F6 million by the end of ’ecember F4FN. And qhile 
the go'ernment eEpected the cumulati'e purchase 'alue of the x-LA accounts to be 
GNz trillion by the end of ’ecember F4F¥v that 'alue eEceeded eEpectations and reached 
approEimately G¥; trillion at the end of ’ecember F4FN.

-n the realm of corporate go'ernance reformv the PLA published a re'ised Lteqardship 
0ode )third re'ision2 in June F4FN.[2] This re'ision aims to enhance transparency regarding 
benejcial shareholders and encourage collecti'e engagements by institutional in'estors. 
Additionallyv the PLA and the Tokyo Ltock 7Echange published an updated draft of the 
0orporate Bo'ernance 0ode in April F4Fz.[3] The updated draft aims to1 );2 organise and 
simplify the eEisting 0orporate Bo'ernance 0ode3 )F2 promote earlier disclosure of annual 

Asset Management | Japan Explore on Lexology

https://www.lexology.com/indepth/asset-management/japan?utm_source=TLR&utm_medium=pdf&utm_campaign=Asset+Management+-+Edition+15


 RETURN TO SUMMARY

securities reports before annual general meetings of shareholders are held3 )S2 encourage 
appropriate allocation of management resources to achie'e sustainable groqth3 and )O2 
strengthen the function of corporate secretaries to be able to support the board members 
)in particular outside directors2 more effecti'ely.

To foster groqth qithin the asset management industryv  the PLA re,uested ma(or 
jnancial institution groups to de'elop their plans for impro'ing in'estment management 
capabilities and go'ernance systems.[4] -n June F4FOv the PLA introduced a policy package 
to establish special Rones for jnancial and asset management businesses.[5] The PLA also 
updated the Buidelines for Luper'ision of Pinancial -nstruments Kusiness Iperators )the 
Buidelines2 to encourage in'estment trust management companies to adopt materiality 
policies.  Purthermorev  in Leptember F4FOv  the PLA re'ised the 0ustomerWIriented 
Kusiness 0onduct guidelines to ensure effecti'e product go'ernance among in'estment 
managers and distributors.

To impro'e the capabilities of asset oqnersv the go'ernment published the Asset Iqner 
Crinciples in August F4FO.[6] These principles urge asset oqnersv including pension 
fundsv insurance companies and educational institutionsv to prioritise jduciary duties in 
alignment qith the best interests of their benejciaries.

-n response to the -nternational IrganiRation of Lecurities 0ommissions: Pinal Veport 
on Ve'ised Vecommendations for Di,uidity Visk Management for 0ollecti'e -n'estment 
Lchemes issued in May F4FNv the -n'estment Management Association of Japan )-MAJv a 
selfWregulatory organisation established as a result of the merger of the -n'estment Trust 
Association Japan )-TAJ2 and the Japan -n'estment Ad'isers Association )J-AA2 in April 
F4Fz2 proposed the rules on li,uidity management for domestic in'estment trusts for 
public offerings in April F4Fz.

‘ey trends

Ine notable trend emerging from the Colicy Clan is the PLA5s focus on facilitating the 
entry of emerging asset managers into the Japanese market.[7] Vecent amendments 
to the Pinancial -nstruments and 7Echange Act )P-7A2 and its subordinate regulationsv 
effecti'e from ; May F4FNv noq permit in'estment managers to outsource functions 
such as net asset 'alue )xA%2 calculation and reconciliationv and compliancev qhich 
qere pre'iously re,uired to be managed inWhouse. Ler'ice pro'iders undertaking these 
outsourced functions mayv but are not obliged tov apply for registration. Purthermorev 
in'estment managers are noq alloqed to outsource their entire in'estment management 
functionv enabling them to concentrate on strategic planning and operational acti'ities.

Another  signijcant  trend  is  the  promotion  of  trading  in  unlisted  securities.  The 
amendments introduced a neq registration frameqorkv referred to as a /simplijed Type 
; jnancial instruments business5v designed to facilitate trading in unlisted securities. -n 
alignment qith this initiati'ev the -TAJ amended its rules in Pebruary F4FOv permitting 
domestic in'estment trusts for public offerings to in'est in up to ;NU in unlisted stockv 
qhether directly or indirectlyv under specijc conditions. The -TAJ )merged into the neqly 
created -MAJ in April  F4Fz2 further amended its rules in April  F4Fz to clarify the 
re,uired actions qhen the ;NU in'estment limitation on unlisted stock is breached. -n 
March F4Fzv the -TAJ also proposed amended rules to lift the ban on in'estments in 
fundWofWfunds products by domestic in'estment trusts qith regard to certain products 
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aiming at in'estments in real estatev infrastructure or pri'ate assets. These de'elopments 
rewect the groqing in'estor interest in pri'ate asset in'estment products.

-n April F4Fzv the 0abinet submitted a bill to the ’iet to amend the P-7Av the Cayment 
Ler'ices Act )CLA2 and other related statutes. The bill aims to1 );2 change the regulation 
o'er  cryptoasset  businesses from the CLA to the P-7A in  light  of  the reality  that 
cryptoassets are used not as payment tools but as assets for in'estment3 )F2 introduce 
a corporate sustainability disclosure frameqork for certain large companies3 )S2 promote 
funding to startups by easing the disclosure re,uirements and eEpanding the scope of 
professional in'estors3 and )O2 tighten the rules on unfair acti'ities such as insider trading.

Regulatory framework

Beneral

The Japanese asset management industry is regulated primarily by the P-7A. A person 
qho engages in a jnancial instruments business is re,uired to be registered under 
the P-7A. A /jnancial instruments business5 under the P-7A includes an in'estment 
management businessv an in'estment ad'isoryHagency businessv a Type ; jnancial 
instruments business and a Type F jnancial instruments business.

The PLA ser'es as the primary regulatory authority o'erseeing the asset management 
industry. 0ertain responsibilitiesv such as registration eEaminationsv are delegated from 
the PLA to either the ‘anto Docal Pinance Kureau or another local jnance bureauv 
depending on the business:s location. 0ertain responsibilitiesv such as onWsite inspections 
and recommendation of administrati'e sanctionsv are delegated from the PLA to the 
Lecurities and 7Echange Lur'eillance 0ommission.

Vegistration for asset management acti'ities

A person qho engages in  an in'estment management business is  re,uired to be 
registered under the P-7A. Qnder the laqv the in'estment manager of an in'estment 
management business manages clients5 money and other assets by in'esting in securities 
and deri'ati'esv both of qhich are dejned in the P-7Av based on in'estment decisions 
deri'ed from an analysis of these assets: 'alue. The in'estment decisions are made by 
the in'estment managerv not by the client. The P-7A classijes in'estment management 
businesses into the folloqing four subWcategories1

;. discretionary in'estment management businessesv  in  qhich the in'estment 
manager manages its client5s assets pursuant to the bilateral  discretionary 
in'estment management agreement3

F. asset management businesses for registered in'estment corporationsv in qhich 
the asset manager manages the assets of the in'estment corporation registered 
under the Act on -n'estment Trusts and -n'estment 0orporations )A-T-02v typically 
a Japanese real estate in'estment trust )JWV7-T23

S.
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in'estment trust management businessesv in qhich the in'estment trust manager 
manages the assets of the in'estment trust created under the A-T-03 and

O. fund management businessesv in qhich the fund manager manages the assets 
contributed by the clients into the fund typically formed as a collecti'e in'estment 
scheme such as a limited partnership.  -t  should be noted that a /collecti'e 
in'estment  scheme5  under  the  P-7A  does  not  include  an  in'estment  trust 
or  in'estment  corporation formed under  the A-T-0.  A fund manager  in  this 
subWcategory is not re,uired to be registered under the P-7A if it does not in'est 
more than N4U of the fund5s assets in securities or deri'ati'es.

-f an in'estment manager manages the clients5 assets by in'esting in any assets other 
than securities or deri'ati'esv such as real estate and commoditiesv it may be re,uired to 
notify or obtain appro'al from the PLAv as qell as seek additional licences under other legal 
frameqorks.

This registration re,uirement generally applies to a person qho engages in an in'estment 
management business in Japanv or o'erseas in relation to any client located in Japan. 
9oqe'erv as an eEceptionv a foreign in'estment manager may engage in an in'estment 
management business qithout any registration under the P-7A if it eEclusi'ely ser'esv from 
o'erseasv an in'estment manager registered under the P-7A.

A person qho engages in a nonWdiscretionary in'estment ad'isory business is re,uired 
to be registered under the P-7A. Qnder the laqv an :in'estment ad'isory business: is one 
in qhich the in'estment ad'iser pro'ides in'estment ad'ice based on the analysis of 
the 'alue of securities and deri'ati'es to its clients pursuant to the in'estment ad'isory 
agreementv for a fee. The in'estment ad'iser does not make any in'estment decisions3 
the client does.

This registration re,uirement generally applies to a person qho engages in an in'estment 
ad'isory business in Japan or from o'erseas in relation to any client located in Japan. 
9oqe'erv as an eEceptionv a foreign in'estment ad'iser may engage in an in'estment 
ad'isory business qithout any registration under the P-7A if it ser'es from o'erseas only 
to an in'estment manager registered under the P-7A.

Vegistration for fund distribution acti'ities

A person qho engages in a Type ; or Type F jnancial instruments business must be 
registered under the P-7A.

-n connection qith the asset management businessv a person qho offers units of an 
in'estment trust or shares of an in'estment corporation for and on behalf of the issuer 
must be registered as a Type ; jnancial instruments business operator. Qnits of an 
in'estment trustv or shares of an in'estment corporationv are classijed as /Caragraph ; 
securities5 under the P-7A.

Ky contrastv a person qho offers interests in a collecti'e in'estment scheme such as a 
limited partnership for and on behalf of the issuer must be registered as a Type F jnancial 
instruments business operator. -nterests in a collecti'e in'estment scheme are classijed 
as /Caragraph F securities5v qhich are deemed securities under the P-7A. -n additionv an 
issuer that makes a selfWoffering of certain securitiesv such as units of an in'estment trust 
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or interests in a collecti'e in'estment schemev must also be registered as a Type F jnancial 
instruments business operator.

This registration re,uirement generally applies to a person qho engages in a Type ; 
jnancial instruments business or a Type F jnancial instruments business in Japan 
or  from  o'erseas  in  relation  to  any  client  located  in  Japan.  9oqe'erv  under  the 
Poreign Lecurities Pirm 7Eemptionv a foreign securities jrm may engage in certain 
securitiesWrelated businesses qithout any registration under the P-7A if it eEclusi'ely 
ser'esv from o'erseasv certain jnancial institutions )egv banksv trust banksv insurance 
companiesv trust companiesv in'estment managers and securities jrms2 located in Japan.

The PLA states in the Buidelines that a foreign securities jrm posting an ad'ertisement 
relating to its securitiesWrelated business on its qebsite is generally considered as 
engaging in an /offering5 of securitiesv qhich re,uires registration under the P-7Av unless the 
jrm takes reasonable measures to pre'ent securities transactions qith in'estors located 
in Japan. :Veasonable measures: may include posting a disclaimer on the qebsite stating 
that the ser'ice is not targeted at any in'estors located in Japan and using a decipherable 
language in a clearly 'isible location on the qebsite. Purthermorev it qould be prudent to 
implement measures to pre'ent any securities transactions qith in'estors located in Japan 
by conjrming the in'estors5 location.

Although the term :offering5 is not clearly dejned in the P-7Av it is broadly interpreted as 
meaning any act that encourages an in'estor to ac,uire securities. -n this regardv it should 
be noted that the /re'erse solicitation5 theory is not o@cially accepted in Japan. Thereforev if 
you are looking to distribute a foreign in'estment fund to Japanese in'estorsv it is ad'isable 
to consider retaining a local distributor that is duly registered under the P-7A or relying on 
the Poreign Lecurities Pirm 7Eemption.

Vegistration application process and re,uirements

The PLA5s Buidebook for Vegistration of -n'estment Management Kusiness and Ither 
Pinancial -nstruments Kusiness )the Buidebook2[8] pro'ides detailed guidance for foreign 
asset managers entering the Japanese markets. The registration application process 
is detailed in the Buidebook.[9] A foreign applicant can ask the Pinancial Market 7ntry 
I@ce[10] to complete the registration process in 7nglish. This process typically in'ol'es 
eEtensi'e prior consultationv during qhich the regulator eEaminesv among other thingsv the 
applicant5s business modelv personnel structure and operational control.

The registration re,uirements for each type of jnancial instruments business are also 
detailed in the Buidebook.[11] -n this regardv an in'estment management business is 
subdi'ided into a category specijcally for ,ualijed in'estors. An in'estment manager of 
this nature may target only /,ualijed in'estors5[12] and must limit the total amount of assets 
under management to GF4 billion. The registration re,uirements are someqhat relaEed. 
An in'estment manager of this nature mayv by obtaining a registration of a Type F jnancial 
instruments businessv distribute units of the in'estment trust or shares of the in'estment 
corporation to qhich it pro'ides in'estment management ser'ices.

Polloqing the recent amendments to the P-7Av a neq subcategory of simplijed Type 
; jnancial instruments business has been introduced. A :simplijed: Type ; jnancial 
instruments business operator may offer unlisted securities for and on behalf of the 
issuer only to professional in'estors in Japan. Luch /unlisted securities5 include units of an 
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in'estment trust and shares of an in'estment corporationv including foreign 7TPsv qhich 
are not listed on a Japanese stock eEchange or o'erWtheWcounter market. The registration 
re,uirements are someqhat relaEed or e'en eEempted in certain aspects. Por further detailv 
please see our jrm5s neqsletter.[13]

M-- 7Eemption and Poreign Pund 7Eemption

The soWcalled M-- 7Eemption or Article zS 7Eemption )Lpecial Kusiness Acti'ities for 
Mualijed -nstitutional -n'estors2 is a'ailable to the operators of collecti'e in'estment 
schemesv such as the general partner of a limited partnership and the operator of a silent 
partnership )as mentioned beloq2. The M-- 7Eemption is eEplained beloqv using a limited 
partnership as an eEample.

As mentioned abo'ev a general partner that raised capital for and on behalf of a limited 
partnership from in'estors located in Japan is generally re,uired to be registered as a 
Type F jnancial instruments business operator. Limilarlyv a general partner that manages 
the assets of a limited partnership qith Japanese in'estor)s2 by in'esting more than N4U 
of such assets in securities or deri'ati'es is generally re,uired to be registered as an 
in'estment manager.

9oqe'erv a general partner may be eEempted from these registration re,uirements by 
relying on the M-- 7Eemption. The key re,uirements of the M-- 7Eemption are summarised 
beloq1

;. The general partner must jle a shortWform notijcation called a /Porm F45 qith 
the ‘anto Docal Pinance Kureau or other competent local jnance bureau before 
undertaking fundraising and asset management acti'ities3

F. The limited partnership must ha'e at least one /,ualijed institutional in'estor5 )M--2W
[14] and may ha'e up to ON /eligible nonWM--s5.[15] -n any casev the limited partnership 
may not ha'e any in'estors that are neither a M-- nor an eligible nonWM--. xote also 
that the limited partnership may not ha'e /dis,ualijed in'estors5 qho arev broadly 
speakingv in'estment 'ehicles qith in'estors other than M--s3

S. The general partner must enter into an agreement qith the rele'ant Japanese 
in'estors stating that1 );2 an in'estor qho is a M-- may not transfer its interests to 
a person qho is not a M--3 and )F2 an in'estor qho is an eligible nonWM-- may not 
transfer its interests eEcept qhere it transfers all of its interests to another single 
M-- or eligible nonWM--3 and

O. The general partner must comply qith certain rules under the P-7Av including an 
amendment jling on the Porm F4 and an annual reporting re,uirement to the ‘anto 
Docal Pinance Kureau.

-n terms of asset management acti'itiesv another eEemption is a'ailable for a foreign 
limited partnership1 the Poreign Pund 7Eemption. Ky relying on this eEemptionv a foreign 
general partner may be eEempted from the registration re,uirement of an in'estment 
management  business.  The key re,uirements of  the Poreign Pund 7Eemption are 
summarised beloq1

;.
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All direct in'estors must be M--s andv if anyv persons qho ha'e made jlings of the 
M-- 7Eemption3

F. All indirect in'estorsv limited to those in'esting 'ia another Japanese domestic 
collecti'e in'estment schemev if anyv must be M--s3

S. The aggregate number of direct and indirect in'estors must be less than ;43 and

O. The aggregate amount of the capital contributions from direct in'estors must be 
less than oneWthird of the total capital contribution from all in'estors.

The Poreign Pund 7Eemption does not eEempt from the registration re,uirement of a Type 
F jnancial instruments business in terms of its fundraising acti'ities.

Common asset management structures

’omestic in'estment trust and in'estment corporation

An :in'estment trust: is a form of trust created by a bilateral agreement betqeen a manager 
)an in'estment trust management company2 and a trustee )a trust bank2 under the A-T-0. 
Qnits are issued to in'estors )benejciaries2. An in'estment trust is a 'ersatile 'ehicle that 
lends itself to a 'ariety of conteEtsv ranging from undertakings for collecti'e in'estment 
in transferable securitiesWlike retail mutual funds to institutional funds that resemble 
alternati'e in'estments. An in'estment trust is most commonly used as an openWended 
fundv but it is also possible to structure it as a closedWended fund.

An :in'estment corporation: is a form of corporation incorporated under the A-T-0. An 
in'estment corporation is typically used for a JWV7-T. A JWV7-T for public offering is 
structured as a closedWended fund under the listing rules of the stock eEchangev qhile a 
JWV7-T for pri'ate placement is often structured as an openWended fund. An in'estment 
corporation is sub(ect to stringent go'ernance and operational re,uirements under the 
A-T-0.

An in'estment trust or in'estment corporation must in'est more than N4U of its assets in 
/specijed assets5 dejned under the A-T-0. They include securitiesv deri'ati'esv monetary 
claimsv commoditiesv real estate and certain infrastructureWrelated assets. -n this regardv 
the PLA is generally prohibited by the Buidelines from creating or marketing any in'estment 
trust or in'estment corporation product that in'ests mainly in assets that are not specijed 
assetsv such as cryptoassetsv aircraftsv shipsv qinev reinsurancev emissions or intellectual 
property.

’omestic limited partnership and other collecti'e in'estment schemes

A :limited partnership: is a form of partnership created under the Dimited Cartnership Act 
for -n'estment )DCL Act2. A limited partnership is a structure commonly adopted for pri'ate 
e,uity funds and 'enture funds. A limited partnership is generally used for a closedWended 
fund. The DCL Act imposes certain limitations on the assets in qhich a limited partnership 
may in'est. Luch assets include e,uity securitiesv debt securitiesv monetary claimsv 
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other collecti'e in'estment schemesv certain types of intellectual property and certain 
cryptoassets. Purthermorev the DCL Act prohibits a limited partnership from in'esting N4U 
or more of its assets in any securities issued byv or any cryptoassets issued forv foreign 
issuers. -n this regardv a limited partnership under the DCL Act is not suitable for foreign 
in'estment purposes.

A partnership may be created under the 0i'il 0ode. A partnership of this nature is not 
sub(ect to any in'estment limitation or prohibition under the DCL Actv but all partners oqe 
unlimited liabilities to the partnership5s creditors.

A :silent partnership: is a form of contractual relationship created by a contract under the 
0ommercial 0ode. An in'estor )silent partner2 contributes money to the businessv qhich is 
then used by an operator )proprietor2 for business operations and projt distribution. 8hile 
a silent partnership is a bilateral contractual relationshipv it is possible for an operator 
to enter into multiplev identical silent partnership agreements qith multiple in'estors. 
0onse,uentlyv a silent partnership may be used for collecti'e in'estment purposes. There 
is no legal limitation or prohibition on the assets in qhich an operator may in'est. -n 
practicev a silent partnership is often referred to as a /T‘WB‘5 structurev meaning a silent 
partnership agreement qith a Japanese limited liability company )B‘2 as an operator.

Kecause the P-7A gi'es a broad dejnition of /collecti'e in'estment scheme5v it is not limited 
to those outlined abo'e. -t is ad'isable to make a productWspecijc analysis and determine 
qhether the rele'ant product falls under the dejnition of a collecti'e in'estment scheme.

Ither domestic in'estment 'ehicles

A :TM‘: )tokutei mokuteki kaishav or specijed purpose company2 is a form of corporation 
incorporated under the Act on Lecuritisation of Assets. -t is typically used for real estate 
in'estment purposes.

A trust issuing benejciary certijcates is a form of trust created under the Trust Act. -t is 
used for 7TPsv as qell as for an in'estment fund issuing /tokenised5 )digitalised2 securities.

Poreign in'estment 'ehicles

Qnits of a foreign in'estment trust and shares of a foreign in'estment corporation may be 
offered to in'estors in Japan by jling a notijcation qith the PLA in ad'ance pursuant to 
the A-T-0. A unit trust created under the laqs of the 0ayman -slands or other common 
laq (urisdictions or an P0C )fonds communs de placement2 created under the laqs of 
DuEembourg is generally regarded as a /foreign in'estment trust5 under the A-T-0v pro'ided 
it is comparable to a domestic in'estment trust. A L-0A% )société d’investissement à capital 
variable2 incorporated under the laqs of DuEembourg. A %00 )'ariable capital company2 or 
an -0A% )-rish collecti'e assetWmanagement 'ehicle2 incorporated under the laqs of -reland 
is generally regarded as a /foreign in'estment corporation5 under the A-T-0v pro'ided it is 
comparable to a domestic in'estment corporation.

-nterests in a foreign limited partnership may be offered to in'estors in Japan. The M-- 
7Eemption and the Poreign Pund 7Eemption are often used for this type of 'ehicle.
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Vegardless of circumstancesv qhen introducing a foreign in'estment fund product to the 
Japanese market for distributionv it is ad'isable to conduct a productWspecijc analysis and 
determine the legal nature of the rele'ant product under the laqs of Japan.

Main sources of investment

According to the J-AA )qhichv together qith the -TAJv became the -MAJ in April F4Fz2 
discretionary in'estment management businesses managed approEimately Gz4z trillion 
as at ’ecember F4FN. A total of 66.NOU of those funds qere sourced from Japanese 
in'estorsv specijcally public pension funds )NS.¥SU2v pri'ate pension funds )N.OU2v other 
institutional in'estors )FN.¥NU2 and retail in'estors )4.4;U2. The remaining ;;.4zU of 
those qere sourced from foreign in'estorsv specijcally pension funds )4.SNU2v other 
institutional in'estors );4.zNU2 and retail in'estors )4.4;U2.

According to the -TAJv domestic in'estment trusts and in'estment corporations managed 
GOS¥ trillion as at ’ecember F4FN. -n totalv ¥;.¥4U of these qere sourced from public 
offerings and F6.SU qere sourced from pri'ate placements3 Nz.;NU qere in'ested in 
securities and S.6;U qere in'ested in nonWsecurities such as real estate and infrastructure 
in'estments.

The statistics abo'e do not include foreign in'estment trusts or in'estment corporations 
distributed in Japanv or domestic or foreign collecti'e in'estment schemes.

Sectoral regulation

-nsurance

The -nsurance Kusiness Act imposes certain limitations on asset classes that may be used 
for asset management purposes. An insurance company may in'est in securitiesv both 
Caragraph ; and Caragraph F securitiesv real estatev monetary claimsv shortWterm bondsv 
gold bullionv loansv securities lendingv in'estments in partnershipsv deposits and sa'ingsv 
certain trust benejciary rights and certain deri'ati'es. The -nsurance Kusiness Act further 
imposes certain limitations on an insurance company5s credit eEposures to a single person 
or group. 8hile there used to be a limitation on the in'estment ratio of each asset classv 
this limitation qas abolished in F4;F.

Censions

The pension laqsv such as the ’ejned Kenejt 0orporate Cension Actv impose certain 
limitations on a'ailable asset management methods. As the inWhouse management of 
pension assets is permitted only under 'ery limited conditionsv it is standard practice for 
a pension fund to outsource its asset management functions to an eEternal in'estment 
manager. A pension fund entrusts money to a trust bank and retains an in'estment 
manager instructing the trust bank to manage the pension assets by in'esting in securities. 
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A trust structure is used here because a discretionary in'estment manager is generally 
prohibited from recei'ing and holding clients: assets under the P-7A.

Veal property

A T‘WB‘ structure is fre,uently used for real estate in'estment purposes. An operator 
ac,uires and holds /securitised5 real estate )iev real estate trust benejciary right2 and a 
silent partner in'ests in the operator in accordance qith the silent partnership agreement. 
This structure enables the bankruptcy remote from the originator5s credit risks and the 
a'oidance of double taEation. 9oqe'erv should an operator ac,uire and hold unsecuritised 
real estatev the operator may be sub(ect to the Act on Lpecijed Joint Veal 7state %enturesv 
qhich imposes permission re,uirements and other onerous obligations. An operator may 
also be re,uired to be licensed as a real estate agent under the Veal 7state Krokerage Act. 
To circum'ent these re,uirementsv it is customary to create a T‘WB‘ structure under qhich 
the operator ac,uires and holds securitised real estate. The operator must outsource its 
asset management function to an in'estment manager that is registered both under the 
P-7A and as a general real estate in'estment ad'iser under the notice of the Ministry of 
0onstruction )currentlyv the Ministry of Dandv -nfrastructurev Transport and Tourism2.

Another option is a TM‘ structure under the Act on Lecuritisation of Assets. This structure 
alloqs a TM‘ );2 to raise capital from in'estors by issuing preferred e,uity securitiesv and 
)F2 to borroq money from jnancial institutions and by issuing bonds. The TM‘ may then 
ac,uire and manage real estatev qhich may be securitised or not. A TM‘ is re,uired to 
outsource the management of real estate to a trust bank if it is securitisedv or to an asset 
manager that has su@cient jnancial basis and personnel structure to manage real estate 
appropriately if it is unsecuritised. A TM‘ is re,uired to jle an asset securitisation plan 
qith the rele'ant local jnance bureau. -t must raise fundsv and ac,uire and manage real 
estatev in accordance qith the terms of the plan.

As outlined abo'ev the tqo structures are typically used for in'estment in single real estate 
assets. Ky contrastv an in'estment corporation under the A-T-0v also knoqn as a JWV7-Tv is 
used for portfolio in'estment in real estate assets. A JWV7-T is re,uired );2 to be registered 
under the A-T-0v and )F2 to outsource its asset management function to an eEternal asset 
manager. The asset manager must be registered under the P-7Av and licensed as a real 
estate agent and appro'ed by the Ministry of Dandv -nfrastructurev Transport and Tourism 
under the Veal 7state Krokerage Act.

A Type F jnancial instruments business operator distributing real estate in'estment fund 
products is re,uired under the P-7A to deploy staff qho ha'e special knoqledge and 
eEperience in real estate transactions.

xumerous laqs and regulations are rele'ant to real estate transactions and in'estments. 
-t is ad'isable to conduct a preliminary analysis to identify any applicable laqs and 
regulations.

9edge funds

There are no legal or regulatory rules that specijcally address hedge funds. A domestic 
in'estment trust structured as a fundWofWfunds in'esting in a foreign hedge fund is used 
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as a hedge fund. A foreign hedge fund is also directly distributed in Japan as a foreign 
in'estment fund.

A person qho engages in highWspeed trading is generally re,uired to be registered as a 
highWspeed trader under the P-7A. A registered highWspeed trader is sub(ect to super'ision.

Cri'ate e,uity

There are no legal or regulatory rules that specijcally address pri'ate e,uity funds. A 
limited partnership is a structure used primarily for pri'ate e,uity in'estments in the 
Japanese market. -f an asset manager is targeting o'erseas pri'ate e,uity in'estmentsv 
it is ad'isable to consider a foreign limited partnership. -n either casev it is ad'isable to rely 
on the M-- 7Eemption andv in the case of a foreign limited partnershipv the Poreign Pund 
7Eemption.

Tax law

Trust

A trust is generally treated as a taEWtransparent 'ehicle. A trustee is not sub(ect to any 
taEv qhile benejciaries are sub(ect to taE as if they directly held assets and liabilitiesv and 
acknoqledged re'enues and eEpenses of the trustv proportionally.

9oqe'erv this general rule does not apply to1 );2 a domestic /securities in'estment trust5 
in'esting more than N4U of its assets in Caragraph ; securities3 )F2 a domestic in'estment 
trustv more than N4U of units of qhich are offered by qay of a public offering in Japan3 )S2 
a foreign in'estment trust3 and )O2 a /specijed trust issuing benejciary certijcates5 that 
is designed to distribute the projts so that the retained earnings does not eEceed F.NU of 
the total principal amount. A trust of this nature is treated as a /collecti'e in'estment trust5v 
qhich means that the taEation is deferred at the le'el of the benejciaries until capital gains 
or income are realised.

0orporation

A shareholder of a corporation is generally sub(ect to double taEation because di'idends 
are paid from afterWtaE projtsv  meaning corporate taE is le'ied at the le'el  of the 
corporationv and the shareholder recei'es di'idends after the qithholding taEv meaning 
income taE is le'ied at the le'el of the shareholder.

-t is possible to circum'ent double taEation by employing a T‘WB‘ structure. -f an operator 
allocates the projts and losses arising from the silent partnership business to the silent 
partnerv the operator may treat such allocated projts as its oqn deductible eEpenses and 
such allocated losses as its oqn taEable income. This can result in a substantial reduction 
in its taEable income and corporate taE.

A domestic in'estment corporation may also circum'ent the issue of double taEation 
by meeting certain conditions. They include the folloqing1 );2 the domestic in'estment 
corporation pays out more than N4U of its distributable projts as di'idends to the 
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shareholders3 and )F2 the units are held by either no less than N4 in'estors or only 
institutional in'estors )as dejned in the taE laq2. A JWV7-T is re,uiredv under the listing 
rules of the stock eEchangev to adopt this mechanismv qhich enables it to substantially 
reduce its corporate taE by deducting any di'idends paid to shareholders from its taEable 
income.

Cartnership

A partnership is generally treated as a taEWtransparent 'ehiclev not sub(ect to any taEv qhile 
partners are sub(ect to taE as if they directly held assets and liabilities and acknoqledged 
re'enues and eEpenses of the partnership proportionally.

The taE rules stipulate that the projts of the partnership must be distributed in proportion 
to each partner5s in'estment ratio. They do not alloq any projt distribution that is not 
proportional or based on economic rationality. 9oqe'erv a partnership often allocates 
carried interests to the general partner that do not correspond to its in'estment ratio. -n this 
regardv the PLA publishes a summary on economic rationality of carried interestsv qhich 
has been conjrmed by the xational TaE Agency.[16]

A foreign in'estor that in'ests in a domestic partnership is considered to ha'e a permanent 
establishment in Japanv as the general partner is regarded as an agent of the foreign 
in'estor. 9oqe'erv such a foreign in'estor may be eEempted from income taE and 
corporate taE arising from such permanent establishmentv pro'ided that1 );2 it is a limited 
partner3 )F2 it does not engage in any eEecution of the partnership business3 )S2 its 
in'estment ratio is less than FNU3 )O2 it has no special relationship qith the general partner3 
and )N2 it has no other permanent establishment in Japan.

Outlook and conclusions

0urrent market trends indicate a continued focus on the entire asset management industry. 
The x-LA is eEpected to dri'e the increase of assets under management contributed 
by retail in'estors. -t is also anticipated that the in'estors5 preference for pri'ate asset 
in'estment products qill persist. 9oqe'erv it is uncertain qhether Japanese institutional 
in'estorsv especially local banksv qill maintain their preference for securities in'estments 
in the loq interest rate en'ironmentv or qhether they qill shift to normal banking acti'ities 
in the face of signs of an interest rate hike.

8hile the QL Lecurities and 7Echange 0ommission appro'ed Kitcoin 7TPs in January 
F4FOv the PLA still prohibits the creation or marketing of an in'estment trust or in'estment 
corporation in'esting in cryptoassets. -n this regardv as mentioned abo'ev the 0abinet 
submitted a bill to the ’iet to amend the P-7Av the Cayment Ler'ices Act )the CLA2 
and other related acts. This bill aims tov among other thingsv change the regulations 
for cryptoasset businesses from the CLA to the P-7A. -t is eEpected that this qill result 
inv for instancev alloqing the creation and marketing of in'estment trusts or in'estment 
corporations in'esting in cryptoassets such as Kitcoin 7TPs.
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