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ACCJ Viewpoint

Recommendations

The American Chamber of Commerce in Japan
(ACC)) requests that the Government of Japan
(GOJ) and the Financial Services Agency (FSA)
implement the following reforms concerning

the requirements for disclosure and delivery of
performance reports for investment trusts and
investment corporations (hereinafter, collectively
“investment funds”), which we believe will
improve the continuous disclosure system by
providing a legal framework that results in
more meaningful, investor-friendly performance
reports, delivered or made available in a cost-
effective manner.

Specifically, the GOJ and FSA should:

o Bifurcate the information now included in
performance reports into the most essential
information, which should be “delivered”
to all investors, and the other information,
which should be made available to investors
who wish to review such information;

o Provide for the most essential information
to be included in performance reports and
for the other information to be included
in the annual securities reports that
are disclosed to investors through the
Electronic Disclosure for Investors’ NETwork
(EDINET); and

o Simplify the conditions for electronic
delivery of performance reports by
harmonizing them with requirements for
electronic delivery of prospectuses.

Background

The GOJ is on record as being committed to
encouraging and supporting the shift among
Japanese citizens from savings to investing, a
laudable goal. Investment funds can and should
play a major role in this process. Therefore,
it is important to address any weaknesses in
the legal regime regarding investment funds
promptly and appropriately so that the shift
is supported, not impeded. This Viewpoint
highlights a weakness in the legal framework
and proposes appropriate reforms.

Reducing the Length, Increasing the User-
Friendliness of Performance Reports
Japan was one of leaders among the major

investment fund jurisdictions to embrace the
disclosure concept that less can be more when it
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adopted the current simplified prospectus regime.
Investors, who were overwhelmed and turned-off
by prospectuses that were too long, now have
the best of both worlds. They receive “delivery”
prospectuses that contain essential information,
sufficient for most investors, and can also request
an “upon request” prospectus if they would like
to review more information. We applaud the
efforts of the FSA, the Japan Investment Trusts
Association (JITA) and other relevant parties for
this accomplishment.

Unfortunately, investors view the current form of
performance reports the same way they viewed
prospectuses before the introduction of the
simplified prospectus regime: long, irrelevant
and difficult to understand. In fact, according to
a survey conducted on present or past holders
of investment trusts by the JITA in 2008, 36% of
respondents had never even read an investment
report. Of those, 48.8% had never done so
“Because [they were] not especially interested in
it,” and 41.7% “because it seemed difficult.”

Clearly, the performance report regime is in need
of reforms similar to those that took place with
regard to prospectuses. In contrast to 8 to 10
page simplified prospectuses, performance reports
are still typically three or more times longer than
that. In the case of fund of funds, the problem

is even worse: it is not unusual for performance
reports to exceed 100 pages — or more than ten
times the length of a simplified prospectus.

As part of the process of bifurcating information,
specific rules should be developed for funds of
funds with regard to the number of holdings
that must be disclosed, such as requiring only
the fund’s top ten holdings. Requiring disclosure
of the full holdings of the target funds is one of
the principal reasons for the extraordinarily long
performance reports for funds of funds.

Further details should be developed in the
same way they were for the prospectus reform,
because a significant factor in the success of
that reform was that stakeholders were given
the opportunity to provide meaningful input
prior to determination of the specifics. This was
accomplished through the leadership of the FSA,
which received input from the Financial System
Council, the JITA, industry participants and
investor advocacy groups. Here, we encourage
the FSA similarly to solicit and consider input
from stakeholders before adopting specific
reforms. The issue of length is one of the most
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important, but once the specific items that

will be included in the performance reports is
determined, the format must be decided, so that
it is logical, investor-friendly and uniform, so
that investors need not be distracted by different
formats for different funds and can easily
compare among funds.

Simplifying the Conditions for Electronic
Delivery of Performance Reports

Although the delivery requirement for
prospectuses may be satisfied through electronic
delivery, that is still not the case for performance
reports. The ACCJ is aware of no reason for the
distinction, other than that the reforms regarding
prospectuses have preceded those regarding
performance reports. Electronic delivery has many
advantages over delivery of hard copies, including
speed and cost-effectiveness. The conditions

that must be satisfied for electronic delivery of
performance reports should be simplified at the
level currently set for delivery of prospectuses.

Conclusion

The current performance report regime

suffers from many of the weaknesses that the
prospectus regime suffered from before the
introduction of the current simplified prospectus
regime. The ACCJ encourages the GOJ and FSA
to review the current performance report regime,
engage stakeholders and then introduce a regime
that (i) provides for shorter, more investor-
friendly performance reports, (ii) allows the
desire of some investors for more information

to be satisfied through annual securities reports
available via EDINET, and (iii) permits the
performance report delivery requirement to be
satisfied through electronic delivery.

These reforms will benefit investors through
continuous disclosure that better communicates
and informs. Furthermore, these reforms will
benefit investors and the industry through
speedier, more cost-effective delivery of
performance reports and support the shift from
saving to investing.
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