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Summary

Under the Financial Instruments and Exchange Act revised in response to the subprime problem, the duty
to exercise due diligence of the underlying assets associated with ratings of structured finance instruments
is not required due to the freedom of expression, it is entrusted to the disclosure-based market discipline.
However, rating agencies can be held liability of good faith principle in the private law to the investor who
trusted the rating and suffered damage, if they neglect due diligence intentionally or by gross negligence.
The liability of good faith principle for rating has been established through judicial precedent, the freedom of
ratings should be subject to limitations imposed in the name of the investor’ s trust protection. In the revised
Financial Instruments and Exchange Act (article 32- 66), rating agencies shall endeavor to ensure issues
related to produce fair and sincere ratings from an independent standpoint. Although the violation of this
statutory duty does not induce damage compensation, details of this duty such as the Government
Ordinance, the Cabinet Office Ordinance, the Guideline for Supervision, and the Inspection Manuals become
important in a future contentious case, when a court authorizes synthetically the violation of good faith
principle.
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