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COMPLIANCE PROCEDURES FOR INTERNATIONAL
SECURITIES OFFERINGS BY JAPANESE ISSUERS

I. INTRODUCTION

This manual sets out procedures that have been developed by a securities industry working group to
facilitate compliance with new Japanese tax rules affecting international securities offerings by Japanese
issuers during the period beginning on April 1, 1998. The working group’s objective has been to develop
uniform procedures that can be applied to a broad class of securities and market participants.

Compliance with the procedures in this manual will satisfy the requirements of the Japanese withholding
tax rules.

The procedures may not be suited to all securities in all circumstances, and are not intended to be an
exclusive means by which market participants will satisfy the requirements of Japanese law.! However, in
order to minimize the risk that failures of coordination will result in inadvertent noncompliance, it is
imperative to provide adequate notification to all relevant parties if alternative arrangements will be adopted
with respect to a particular offering, account relationship or payment.

The procedures may be modified to reflect changes in market practice and regulatory interpretation or to
introduce operating efficiencies. Significant changes will be reflected in supplements to this manual.

This manual is not intended as a description of substantive Japanese tax law and, in particular, does not
discuss the Japanese tax reporting or payment obligations applicable to Japanese financial institutions and
Japanese investors. Issuers and paying agents (acting in their capacity as such) will not be obligated to
withhold Japanese tax from payments to investors that have established their status as “Gross Recipients”
pursuant to the procedures described below. The availability of this exemption will not affect the applicability
of other Japanese tax compliance rules to payments made within Japan or by Japanese financial
intermediaries.

IO. OBLIGATIONS SUBJECT TO THE NEW RULES

The rules apply to interest-bearing debt obligations (the “Securities”) issued outside Japan during the
period beginning on April 1, 1998 by Japanese corporations, certain Japanese government agencies and, with
respect to securities denominated in currencies other than Japanese yen, the Japanese government. The rules
were adopted on December 5, 1997 pursuant to the Law to Amend Part of the Special Taxation Measures
Law amending Article 6 of the Special Taxation Measures Law (Law No. 26 of 1957) (the “Law”), were
implemented by a Cabinet Order (as amended on December 17, 1997) (the “Cabinet Order), and entered
into force on April 1, 1998 (the “Effective Date™).

The Law and the Cabinet Order are scheduled to remain in force until March 31, 2000. Interest on
Securities issued between April 1, 1998 and March 31, 2000 will continue to be subject to the withholding tax
requirements of the Law and the Cabinet Order (and therefore the procedures will continue to be applicable
to those Securities) after March 31, 2000, unless new rules are adopted that apply to interest on outstanding
Securities and do not provide for a grandfather rule.

Under the rules, issuers and paying agents will not be required to withhold Japanese tax from interest paid
to holders that establish their status as “Gross Recipients” in the manner described below. A Gross Recipient
for this purpose is (i) a beneficial owner that is not an individual resident of Japan or a Japanese corporation
for Japanese tax purposes; (ii) a Japanese “designated financial institution” (as defined in Section V.D,
below) holding Securities for its own proprietary account; or (iii) an individual resident of Japan or a Japanese
corporation whose receipt of interest on the Securities is made through a payment handling agent in Japan as
defined in Article 2-2 paragraph (2) of the Cabinet Order.

1 The manual does not address the treatment of Securities held by entities that have agreed to observe alternative procedures
satisfactory to the Japanese Ministry of Finance. Compliance procedures developed by The Depository Trust Company for Securities
held through the DTC system will be described in a separate document.
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The rules do not apply to a limited class of instruments, including commercial paper and “tap notes”
provided for in securities offerings prior to the Effective Date. Special procedures, which are not described in
this manual, apply to Securities denominated in Swiss francs that are offered and provide for payments only in
Switzerland.

Section IIT of this manual describes procedures that must be followed in connection with the original
issuance of Securities. Section IV provides an overview of the procedures for establishing that interest may be
paid free of Japanese withholding tax. Sections V through IX then describe the procedures in the context of
the particular responsibilities of holders, paying agents and issuers, as well as securities clearing organizations,
settlement institutions and similar entities (“clearing organizations”), entities that maintain accounts with a
relevant clearing organization (“participants”), and entities (other than participants) holding Securities as
nominee or custodian (“financial intermediaries”). A diagram illustrating the operation of the procedures, and
appendices that provide model documentation, are set out at the end of this manual.?

III. OFFERING PROCEDURES

The following procedures will be observed in connection with offerings of Securities that are intended to
qualify for an exemption from Japanese withholding tax:

A. Contractual sales restrictions. Underwriting and related syndicate agreements and invitation telexes will
incorporate contractual sales restrictions to the effect that Securities may be offered and sold only to
Gross Recipients during the offering period and for an initial 40-day period after the issue date of the
Securities (the “Restricted Period”). See the model language in Section D of Appendix 1. Underwriters
will not have an obligation to police secondary market transactions involving other market participants.

The certification and blocking procedures (as described below) that will be adopted to enforce
compliance with the 40-day contractual restrictions will not apply with respect to Securities that are held
by (i) an entity that has provided evidence sufficient to the clearing organization that it is a payment
handling agent in Japan, as defined in Article 2-2 paragraph (2) of the Cabinet Order, that holds the
Securities for individual residents of Japan or Japanese corporations or (ii) a clearing organization that
maintains alternative procedures satisfactory to the Japanese Ministry of Finance.

The adoption of this contractual Restricted Period will not affect the determination of the primary
distribution period as a matter of Japanese securities law. Underwriting documents will continue to
provide customary restrictions on offers and sales within Japan or to J apanese residents otherwise than in
accordance with the Securities and Exchange Law of J apan.

B. Disclosure. The offering circular, pricing supplement or other offering materials (the “Prospectus”) will
describe the sales restrictions and the procedures required to establish an exemption from Japanese
withholding tax. See Section A of Appendix 1.

C. Legend. Physical Securities will include a legend as set forth in Section B of Appendix 1.

D. Certifications. Securities clearing organizations will transmit a certification (the “Clearing Organization
Certificate”) to the paying agent at least two business days® prior to each interest payment date of the
Securities to the effect that, based on certifications and notices received from participants, interest on a
specified principal amount of Securities is subject to withholding tax and interest on a specified principal
amount of Securities may be paid free of withholding tax. Participants (other than (i) entities that
provide evidence sufficient to the clearing organization that they are payment handling agents in Japan, as
defined in Article 2-2 paragraph (2) of the Cabinet Order, that hold Securities for individual residents of

2 It is anticipated that contractual provisions included in the model documentation may be negotiated between or modified by the
parties to the relevant agreements.

3 Time periods provided in this manual for the performance of obligations such as the delivery of certifications may be adjusted to take
account of holidays in relevant jurisdictions and similar considerations in accordance with the usual practices of the clearing
organization. Such time periods are expressed in terms of business days in the time zone in which the clearing organization is located.
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Japan or Japanese corporations; and (ii) clearing organizations that maintain procedures approved by the
Japanese Ministry of Finance) will be required to transmit certifications (the “Participarits’ Certificates”)
to clearing organizations on the earlier to occur of (i) the first day following the expiration of the
Restricted Period and (ii) three business days prior to the first interest payment date (the “Scheduled
Certification Date”). In order to ensure orderly compliance with certification requirements imposed by
multiple jurisdictions, a clearing organization may, by providing prior written notice to its participants,
request that its participants provide Japanese tax certifications on the same date as any other required
certifications, if the timetable for the delivery of such other certifications is consistent with that applicable
to Japanese Securities (i.e., the earlier to occur of the expiration of the Restricted Period and the first
interest payment date). In that event, the date for the delivery of such other certifications will be treated
as the Scheduled Certification Date. A participant will determine the identity and residence of its
accountholders based on internal “know your customer” procedures that it observes in opening accounts,
which may include reliance on oral representations. In the event that a relevant participant® does not
provide a certification in respect of a portion of the Securities held through the clearing organization on
the Scheduled Certification Date (for example, because the participant has not yet received information
from an accountholder), the clearing organization will block that portion of the participant’s position.”
Forms of these certificates are provided in Sections A and D of Appendix 2.

Blocked positions. As indicated above, if a relevant participant does not deliver a Participant’s
Certificate on the Scheduled Certification Date with respect to any portion of the Securities held by a
clearing organization for its account, the clearing organization will block transfers of that portion of the
Securities. This blocking corresponds to the procedures currently followed by clearing organizations in
order to enforce compliance with the U.S. TEFRA D rules. The clearing organization will advise the
paying agent of the existence of any blocked Securities by delivering a Clearing Organization Certificate
two business days prior to each interest payment date so that Japanese tax can be withheld from interest
payments on those Securities.® So long as an account maintained by a participant with a clearing
organization includes any blocked Securities, the “no news is good news” presumption will not apply to
other Securities of the same issue held in that account, and the participant will be obliged to provide a tax
certification at each interest payment date.

Securities owned by a Gross Recipient will cease to be blocked if:

1. The participant provides a Participant’s Certificate in respect of those Securities (for example, if
further information becomes available concerning the identity and residence of an accountholder or,
within a single participant’s account, ownership of Securities is transferred from a Japanese resident
to a Gross Recipient) on the Scheduled Certification Date or after that date. Such a certification
may be dated as of the date it is made, and need not speak as of the Scheduled Certification Date; or

2. The participant notifies the clearing organization that it proposes to transfer the Securities to another
participant in the same clearing organization. The participant must deliver with its settlement
instructions a Participant’s Certificate from the proposed transferee to the clearing organization, if
the transferee has not already provided a Participant’s Certificate to the clearing organization in
respect of all other Securities of the same issue held in its account, certifying that the transferee is
acquiring the Securities for the account of a Gross Recipient and that the transferee’s Participant’s

As indicated above, Securities will not be subject to blocking if they are held by a participant that is (i) an entity that has provided
evidence sufficient to the relevant clearing organization that it is a payment handling agent in Japan, as defined in Article 2-2
paragraph (2) of the Cabinet Order, that holds Securities for individual residents of Japan or Japanese corporations or (ii) a clearing
organization that has agreed to maintain alternative procedures approved by the Japanese Ministry of Finance.

The difficulties associated with blocked positions will provide a very strong incentive for participants to provide their certification on
the Scheduled Certification Date. For example, blocked Securities may not be delivered in satisfaction of a trade requiring delivery of
the Securities.

In accordance with market practice, the settlement date for payments denominated in certain currencies may be deferred by one day.
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