Minutes of the 16th Council of Experts Concerning the Follow-Up of Market Restructuring

Date: Tuesday, May 21, 2024 1:00 - 2:30 p.m.
Place: Tokyo Stock Exchange 15F Conference Room

Attendees: See member list

Watanabe, Director, Listing Department, TSE:
We will now convene the 16th Council of Experts Concerning the Follow-up of Market Restructuring.

Mr. Uchida, Advisor to MITSUI & CO., LTD., joins us from today as a member. Mr. Uchida, thank you for your
help.

On the TSE side, |, Watanabe, will be chairing this meeting in place of my predecessor, Mr. Kikuchi.

Mr. Kumagai and observer Mr. Kameyama from the Ministry of Economy, Trade and Industry, METI, are in
attendance online today.

Now, we would like to begin the meeting. First, let us explain today's agenda.

lkeda, Senior Manager, Listing Department, TSE:
Thank you again for your cooperation today.

There are two main agenda items today. The first one is in document one, status after market restructuring
and future follow-up. It has been two years since the market restructuring. Therefore, we would like to ask
you to review the current status of the four measures that you have discussed and we have promoted so far:
transitional measures, management that is conscious of cost of capital and stock price, English disclosure, and
the enhancing the functionality of the Growth Market.

Second, in accordance with document two, we would like to report on our additional analysis of the Code of
Corporate Conduct regarding MBOs, etc., which you pointed out in the previous meeting. We would

appreciate your feedback on this as well. The review of the Code of Corporate Conduct itself will be discussed
at the next meeting, and we would appreciate any comments you may have in advance.

Those are today's agenda, etc.

Watanabe, Director, Listing Department, TSE:

We would now like to begin to explain the materials. There are two agenda today, and we would like to ask
for your opinion on each of them.

First, we will explain the status after the market restructuring and future follow-up based on document one.



Monden, Senior Manager, Listing Department, TSE:
| will now explain document one.
The introduction on page four summarizes the purpose of today's meeting.

The main part that follows is divided into four major parts, the first of which is on transitional measures
regarding continued listing criteria.

Page six is a summary. Last year, we decided to terminate the transitional measures regarding the continued
listing criteria in March 2025, three years after the transition, and at the same time, we provided Prime Market
listed companies with an opportunity to re-select the Standard Market.

As for changes during the first two years after the transition, 60% of the companies that were initially subject
to the transitional measures were no longer subject to the transitional measures due to compliance with
criteria, etc., while the remaining 40% continue to fail to meet the criteria. Apart from this, 136 new
companies have failed to meet the criteria over the past two years, bringing the latest total number of
companies subject to the transitional measures to 345 in the three markets.

In addition to efforts to comply with the criteria, it is expected that companies, especially companies in the
Prime and Growth markets, will move toward shifting to the Standard Market or will consider other options

such as M&A and, in some cases, listing on other exchanges.

Based on the above, as a follow-up policy going forward, it is important for companies that have not achieved
the criteria to be fully aware of when the improvement period will end and to proceed with their studies and
actions as soon as possible. In order to avoid as much delay as possible, TSE will communicate closely with
those companies as soon as possible. In addition, some companies will actually enter the improvement period
from next year onward, and we would like to fully inform investors of the status of these companies.

Following pages present various data. Due to time constraints, | will introduce only titles.

Page seven shows the number of listed companies by market segment.

Page eight shows changes in companies subject to transitional measures after market restructuring.

Page nine shows the current status of the 345 companies that do not meet the continued listing criteria.
Page 10 shows the status of companies that do not meet the criteria for tradable share market capitalization.

Page 11 shows a breakdown of the 136 companies that newly failed to meet the continued listing criteria in
two years.

Page 12 shows the status of companies going private, delisting.

And page 13 shows the schedule for the end of transition measures.

The second agenda item is the status of initiatives to enhance corporate value, which is summarized on page
15. In March of last year, as part of our efforts to create a framework for enhancing corporate value, we
requested all listed companies on the Prime and Standard Markets to take actions to implement management
that is conscious of cost of capital and stock price. As of the end of this past April, the percentage of companies



disclosing their information reached 69% in the Prime Market and 28% in the Standard Market, and investors
have positively evaluated the positive changes as a first motion.

Stock prices and market capitalization have been rising, especially in the Prime and Standard Markets, due to
a combination of various factors, including inflation, and some improvement has been seen in P/B ratio and
P/E ratio indicators. On the other hand, ROE continues to be an issue for future improvement, and progress
in substantive efforts by companies is expected.

In light of this situation, our future follow-up policy is to summarize the situation again after the summer
when all the responses of the companies for the fiscal year ended March 31 are available and to discuss
measures to be taken thereafter. Two points are listed under the arrowheads as perspectives on this.

First, for the Prime Market, a certain degree of progress has been made in the disclosure status. Therefore,
we expect to shift the focus of follow-up to a more substantive perspective, i.e., whether the company's

initiatives are effective and whether constructive dialogue with investors is being promoted.

On the other hand, the situation for the Standard Market differs from that for the Prime Market. So, we would
like to consider what approach would be appropriate in the future, again based on the circumstances.

Following pages provide reference data. | will only introduce titles.

Pages 16 to 18 provide status of disclosure on action to implement management that is conscious of cost of
capital and stock price.

Page 19 shows the distribution of market capitalization and changes over two years.
Page 20 shows trends in total market capitalization and stock price indices.

Page 21 shows trends in trading value and trading volume.

Page 22 shows trading trends of foreign investors.

Page 23 shows comparison of the Prime Market and overseas markets.

Pages 24 to 26 show changes in the distribution of PBR, ROE, and PER.

And page 27 is a reiteration of recent TSE measures.

The third part is about English disclosure, and page 29 is a summary.

First, for the Prime Market, we have just decided to revise the rules to expand English disclosure starting next
April. Disclosure has continued to progress over the past two years, with a particularly marked increase in
disclosure by smaller- and medium-sized companies. On the other hand, the timing of disclosure continues to
be an issue, and the number of companies that are disclosing information in English and Japanese
simultaneously remains limited.

In the Standard and Growth markets, we have provided reference content and seminars with a view to
promoting voluntary disclosure. In each market, the disclosure implementation rate has progressed to about
30%.



As for our future follow-up policy, we would like to continue our support efforts, including the expansion of
reference content, including that of companies in other market segments, in preparation for the mandatory
English-language disclosure in the Prime Market next year.

Following pages provide reference data.

Page 30 is the status of English disclosure in the Prime Market.

Page 31 is the timing of English disclosure in the Prime Market.

Page 32 is the status of English disclosure in the Standard and Growth Markets.

Page 33 shows the details of the expansion of English disclosure in the Prime Market from next April.

And pages 34 and 35 introduce TSE's support measures.

The fourth and final agenda item is about the enhancing the functionality of the Growth Market, and page 37
is a summary.

To date, the number of IPOs has not changed significantly since before the restructuring, with about 100
companies per year. Of these, 70% have chosen the Growth Market, and there has been no significant change
in the situation where the size of market capitalization and amount of funds raised at the time of initial listing
tend to be small. The median market capitalization of listed companies is approximately JPY6 billion, and half
of all companies have a market capitalization below that of their initial listing.

In light of this situation, in January of this year, we compiled six major policies for enhancing the functionality
of the Growth Market. We intend to promote those measures in the future.

Among them, we are planning to guide the interested parties on one, encourage companies to disclose their
reasons for listing, etc., and three, promote proactive sharing of information with investors by the end of this
month, and have attached a draft as appendix one. With regard to four, assist in the sharing of information
with institutional investors, we will also promote various seminars and other activities.

Regarding two, promote a proper understanding of listing preparation, we are planning to inform interested
parties by the end of this month that a consultation service is available at TSE and a collection of FAQs that
address common misunderstandings and questions regarding listing examinations, whose draft is attached as
appendix two. This is assumed to be updated as appropriate. We also plan to provide a forum to share with
market participants, including underwriting securities firms, auditing firms, venture capitalists, and possibly
related government ministries and agencies, mainly based on the information disseminated there.

Finally, we would like to continue to discuss five, implement stricter listing criteria, and six, promote the use
of professional market at this council.

Following pages provide reference data.
Page 38 shows the number of IPOs, amount of capital raised, and market capitalization at the time of IPO.
Page 39 shows the status of market capitalization.

Page 40 shows the growth after listing.



Page 41 shows measures compiled so far.

And page 42 is an introduction of the review of operations and rules implemented by the TSE from 2022 to
2023 to encourage smooth IPOs.

We have attached as appendix one and two drafts of the materials that we plan to disseminate by the end of
this month. Due to time constraints, | will skip the explanation.

That concludes our explanation of the materials. Today, we would like to ask for your evaluation of the
situation to date and your comments on our follow-up policy for the future.

Watanabe, Director, Listing Department, TSE:

Now, we would like to hear any comments or questions from the members.

Kumagai, member:

| would like to comment on transitional measures concerning continued listing criteria, initiatives to enhance
corporate value, and enhancing the functionality of the Growth Market in document one.

First of all, thank you very much for your reflecting my opinion at the prior meeting in the future follow-up of
the transitional measures.

As you have stated in the materials, it is extremely important to be able to move forward with efforts to
comply with the criteria as soon as possible. For companies with a fiscal year ending in March, there are less
than two years remaining when the transitional measures application period and the improvement period are
combined. Since there are still less than two years to go, it appears that some companies believe they can
take a variety of actions. However, as they enter the improvement period, the options for corporate actions
may diminish. | think we need to make people aware of the vital importance of taking action as soon as
possible.

Next, | would like to discuss follow-up on initiatives to enhance corporate value. As | have discussed here
before, | think it is better to indicate KPIs in order to implement the PDCA cycle. In verifying the effectiveness
of measures and developing improvement measures to address issues, it is difficult to firmly implement the
PDCA cycle unless there are indicators to evaluate the results. Of course, measuring efforts in the stock market
only by a particular indicator may be self-seeking only to improve that indicator and may lead in the wrong
direction, so we may have to present the big picture.

Next, | would like to comment on the Standard Market. While we will not be able to discuss this in earnest
until after the summer, | am concerned that the disclosure rate in the Standard Market is significantly lower
than in the Prime Market. | recognize that the TSE has positioned the Standard Market as the core market
among the three markets. Although it is voluntary disclosure and cannot be enforced, | believe that there may
be bottlenecks in the disclosure process, so | suggest that you investigate these points and make use of them
in your measures.



Finally, regarding the enhancing the functionality of the Growth Market, | would like to comment on the
appendix you have prepared. Thank you very much for preparing the material that was discussed at the
previous follow-up meeting.

| feel it is very important to strengthen information disclosure and IR activities as described in appendix one.
Through these two points, | believe that management will gain a new understanding of the significance of
listing or having listed on the Growth Market and recognize the importance of planning at the time of listing.
| also expect that this will help them understand the investor's perspective.

| sometimes feel that some managers do not really understand the significance of being listed on the Growth
Market and the expectations of investors. In this regard, | hope that you will devise a way to ensure that these
materials and the messages contained in them reach management. | would like to request that the handling
of such information not be limited to internal IR personnel, etc.

The appendix two concerns not only securities firms but also many other parties involved in the IPO. It is
essential that each and every one of those involved have a solid awareness of this. | hope that you will
distribute this information so that it will be well received by all concerned.

Aside from the future follow-up, | have heard that the JPX Research Institute will release a draft revision of
TOPIX by the end of this year. | am aware that the JPX Research Institute is the entity responsible for reviewing
and deciding on the review, but | would like to ask you to introduce the proposed review and exchange
opinions at this meeting as well.

Koike, member:

Regarding the transitional measures regarding the continued listing criteria, | think it is positive that
approximately 60% of the original 492 companies subject to measures were exempted from the transitional
measures. On the other hand, there are 136 companies that have newly failed to meet the standard, and |
assume that a certain percentage will continue to appear in the future, but | expect that this cycle will lead to
a certain level of renewal and a change in corporate awareness. In the future, | want you to urge companies
that have not made progress to make progress, and at the same time, | want you to strive to stimulate their
metabolism by introducing best practices.

Let me ask you one question. Page seven shows that the number of companies in the Standard Market has
increased from 1,127 to 1,609, and page 20 shows that the market capitalization of the entire market has also
increased from JPY22 trillion to JPY29 trillion. What is your analysis of the other factors that contribute to the
increase in market value other than the increase in the number of companies? Has the change in market
segmentation from the Prime to Standard Market increased the value of companies? | think you should do a
better analysis of this area. Because, in the future, the Standard Market will be increasingly nuanced in its
positioning as a destination coming down from the Prime Market, and many companies will move to the
Standard because they can no longer stay in the Prime. In this context, | believe that we should consider what
the Standard Market should be after determining whether corporate value is being demonstrated in the
Standard Market.

Regarding page 12, | note with interest that the number of companies going private is on the rise. From our
point of view, it is good from a market activation and discipline point of view that companies that do not
readily disclose after our engagement or that do not improve their ROE can have this option.

| believe that this is a good first motion in terms of initiatives to enhance corporate value. However, for those
companies that do not disclose such information in the midst of so much attention being paid to the Japanese



stock market, | would like them to disclose the reasons for not doing so. | would like to receive a good
explanation as to why they have not taken actions while this has been talked about so much in the market.

As a side note, if you look at the conversation in our engagement, you will see that many of the topics are
stock price conscious. We, as institutional investors, should also make an effort to respond to the efforts of
companies by increasing discussion and digging deeper.

On the other hand, a P/B ratio below 1x is a unique aspect of the Japanese market, and we should discuss to
what extent we should delve deeper into the question of whether or not the P/B ratio of a company is above
1x. It is not necessarily a good idea to appeal to the world about the attractiveness of the Japanese market
with the theme of a P/B ratio of 1x. We should discuss the thematization of how we should next encourage
them to improve capital efficiency and change management's mindset.

Monden, Senior Manager, Listing Department, TSE:

As for your question about the factors that led to the increase in market capitalization in the Standard Market
as a whole, | believe that in addition to the increase due to some companies moving from the Prime Market,
there may also be examples of such companies increasing their market capitalization in the Standard Market.
In addition, there may be a certain amount of increase in companies that were originally listed on the Standard
Market. However, a detailed analysis has not yet been conducted. In the next meeting and beyond, we would
like to proceed with our analysis as a reference for considering the state of the Standard Market.

Sampei, member:
| will ask confirmation questions and comments along with the materials.

First of all, the chart on page 10 is interesting. | believe that the companies circled by the red dotted line are
those that can meet the criteria simply by increasing their tradable share ratio. How many companies is that?
Why don't they take action even though it would be relatively easy to solve the problem by simply offering
shares for sale? | would like to know if they are unwilling or if special circumstances make this impractical.
This is also true for companies that newly failed to meet the criteria on page 11. | especially wonder why ratios
are not being improved for these companies in particular.

Next, regarding page 12, the number of companies going private has been increasing recently. | would like to
confirm whether TSE is only neutral about the increase in the number of delisted companies. Some investors
are concerned about the TSE's stance. | think it is good that you clarify your position, e.g., you do not mind
some companies go private if it is reasonable.

Regarding page 13, | think it means that some companies are finally going to delist. However, if a company is
to be delisted due to business failure or other such reasons, there will be a move to sell quickly before that
happens because the shares will lose value. On the other hand, in the case of delisting due to failure to meet
the continued listing criteria, the shares will no longer be traded, but the value itself will not be lost, and some
shareholders will be reluctant to part with their valuable shares. In this regard, in your earlier explanation,
you mentioned that there should be no confusion in the market. | am concerned about how we should
smoothly delist companies, such as how to avoid lawsuits if we tried to force the company to relinquish the
shares.

With regard to page 15, | have a suspicion that companies in the Standard Market, unlike those in the Prime
Market, are not necessarily applying what is required from a global perspective, but also not doing the



minimum required of a listed company. For example, generating returns in excess of the cost of capital is a
requirement of being listed on the stock exchange, not just from a global perspective, and we need to reiterate
the need to ensure that this is the case. | also feel that companies in the Standard Market are lax in protecting
minority and common shareholders. | also believe that the quality of information disclosure that contributes
to investment decisions is quite low. | think it is necessary to clarify once again that such things must be
observed at a minimum, even in the Standard Market.

On page 17, it states that progress is being made in the disclosure status, which | believe is a good thing.
Earlier, Mr. Koike mentioned that he wondered what the companies that have not yet disclosed their
information intend to do. | hear from the presidents of such companies that PBR is determined by the market.
| tell them even though the market determines PBR, it is the president's responsibility to provide the materials
for the market to decide, and the president must manage the market's expectations. | believe that this is not
understood, and that there is a misunderstanding as to why efforts are being sought when it is not possible
to forcibly increase PBR.

According to page 23, the number of companies has decreased and market capitalization has increased except
in the Hong Kong market. This is especially true in foreign markets. Could the main reason for this be that
there are many mergers and acquisitions taking place?

Regarding pages 24 to 26, | think it is highlighted that the improvement in terms of substance is far from
complete. How should these data be viewed? First, the fact is that ROE has hardly improved, PBR has improved
slightly, and PER has improved rather a lot. | do not believe that expectations for growth potential are rising
at one bound while ROE is not improving, and that is not the reason why PER is rising. If anything, it should be
viewed as the inverse of PER, i.e., the earning yield, the cost of capital demanded by investor, is declining. |
thought it should be read as a stage where the higher required cost of capital, which had been penalized by a
growing awareness of the cost of capital, has come down, therefore the slight improvement in ROE =+
earnings yield = PBR.

Although the analysis may be a bit difficult, | think that in the future it would be helpful to see whether there
is a difference in market valuation depending on whether companies disclose improvement plans, such as
whether they are focused on shareholder returns or are also trying to fundamentally revamp their business,
and if so, how.

Then, regarding the English disclosure data on page 31, | was curious about the median number of days for
the next day or later. | think it would not be good if the English disclosure took longer.

In talking to various companies about their efforts in the Growth Market on page 37 regarding the reasons for
listing, it seems that they often confuse the reasons for listing with the benefits of listing. The benefits of
listing include, for example, increased name recognition and credibility in recruiting personnel, but | believe
that these are benefits of being listed and not the purpose of being listed. | believe that the purpose of listing
is to raise funds from outside that would not be sufficient with ordinary internal funds in order to change
gears for growth, and to raise risk money rather than fixed income with a fixed repayment date. This is not
limited to the Growth Market, but | think it would be good to have a clear distinction between the reasons for
listing and the benefits.

Regarding appendix one, | think it is necessary to have a barometer to evaluate the progress in the future.

Monden, Senior Manager, Listing Department, TSE:

We will respond to your questions in the order they are asked.



First, on page 10, we discuss the status of companies that do not meet the criteria for market capitalization
of tradable shares. For example, there are 12 companies with a market capitalization of JPY20 billion or more
and 27 companies with a market capitalization of JPY15 billion or more among companies that do not meet
the criteria in the Prime Market. Those companies have a certain level of market capitalization and could be
able to meet the criteria through improving the ratio. We would like to make another estimate as to how
many companies would meet the criteria if the ratio were raised and by what percentage.

| will also answer why they have not yet done so, even though they could meet the criteria for market
capitalization in circulation if they increased the ratio. As with companies that simply do not meet the tradable
share ratio criteria, there are a certain number of companies that, in coordinating a secondary offering with
their major shareholders, are told that they cannot sell their shares until initiatives are made to enhance
corporate value and the share price rises a little more, as it is difficult to sell at the current share price level.
In such cases, a certain period of time is expected to be required.

Going back to page 15, we recognize that the background to the decrease in the number of listed companies
in overseas markets is the increase in de-listings due to M&As and buyouts by PE funds, as you mentioned.

Ikeda, Senior Manager, Listing Department, TSE:

Regarding page 13, we ourselves are often asked by investors about the TSE's stance on the decrease in the
number of listed companies due to MBOs and other reasons. People say that the TSE will be troubled if the
number of listed companies decreases, but we do not have such an idea. If delisting is the result of a listed
company facing the market, we would say we are neutral to it, or rather, we think it is a good thing that more
and more companies are facing the market in this way. If it is better for the company's management to go
private, then it should do so. | also believe that it is a good thing for the Japanese market and the Japanese
economy as a whole if going private brings money back to investors, which will go to listed companies that
are trying to meet the expectations of shareholders and investors and grow in the future.

We will report back to you regarding the English disclosure question.

Nagami, member:

The overall view is that it is very important to see how we can continue to maintain the momentum of market
reform. To this end, | believe it is important for the TSE to put forth a message. For this reason, | propose that
this follow-up meeting be a review of what has happened since the meeting began, a brief summary of the
changes we would like to make and actions we would like to take over the next year or two, and a marketing
plan to investors and other interested parties, both domestic and international.

| am looking at various data, and | think there are many things that are changing and improving, but I think it
would be good to also put forth an evaluation by the TSE of these changes and improvements. Investors are
very interested in the TSE's approach to reform and its future plans. | believe that marketing activities, such
as summarizing the facts with the TSE's evaluation, presenting a vision of how it would like to change over the
next year or two, and communicating based on this vision, are extremely important to keep the momentum
of market reform going. | hope that you will use this meeting to summarize and show us that you create a
new vision and change for the next year or two.



In terms of individual issues, if the listing criteria are to be changed for the Growth Market, | believe this is a
point of great concern to all concerned, so | think it is important to make a decision and make it known as
soon as possible.

Kuronuma, member:

With regard to transitional measures, | believe that cross-holdings are being eliminated as some companies
are meeting the continued listing criteria, but | would like to know the specifics of the situation going forward.
Since this is an important point related to the requirement for market capitalization of tradable shares, | would
like to encourage them to do what we can to help.

I am concerned about the lack of disclosure in the Standard Market regarding initiatives to enhance corporate
value. | think it will be necessary to investigate the reasons why efforts are not progressing and to take
measures to resolve these issues.

Also, | believe that you have been promoting efforts to encourage disclosure of the status of dialogue with
investors, but is this not dealt with in today's agenda?

One last point, in the medium to long term, | think that we have not followed up very closely with the
characteristics of the Standard Market. How to handle this is a difficult question because of the variety of
companies in the Standard Market, but | think it is an issue for the future.

Ikeda, Senior Manager, Listing Department, TSE:

The disclosure of the status of dialogue with investors is often visible based on the corporate governance
report. We will compile the information in light of the updated Corporate Governance Report after the
upcoming AGM season and report on the status at the next meeting.

Okina, member:

Overall, we see some aspects of the market becoming very active. However, while PER and other indicators
have improved in some areas, there are still issues to be addressed on a global basis, and | feel it is necessary
to continue our efforts.

As for the Prime Market, | believe there has been quite a change in management awareness due to the TSE's
request and other factors. On the other hand, in the Standard Market, there are few opportunities for
dialogue with investors, and management lacks a sense of urgency, and disclosure efforts do not seem to be
making progress. In addition to the TSE's efforts to encourage companies to take their own initiatives, | feel
that we must also consider what investors can do.

Regarding the transitional measures for the continued listing criteria, there is a move to go private, but some
new companies are failing to meet the criteria. As a macro trend, the phase of the economy is changing
considerably, and companies that are unable to collect wage resources are being placed in a difficult situation
due to rising wages associated with labor shortages. In such a situation, some companies will not be able to
survive unless they reform their business models themselves, and each company must increase productivity
and develop earning power that will lead to wage resources. M&A is another important option for individual
companies to think about what their business model should look like from an early stage. While this is a matter



for individual companies to consider, | believe it will be important to encourage companies to take action as
soon as possible, as the labor shortage is expected to become increasingly severe in the future.

With regard to the growth market, | would like to urge you to proceed with the initiatives described in the
document. The situation is very different for deep tech and other companies, and | think it is important to
screen listings accordingly. It is difficult for all companies to scale up globally, but | believe it is important for
such start-ups to emerge from Japan on a sustained basis. | hope that you will proceed with your efforts while
keeping in mind what is necessary to achieve this goal.

Matsumoto, member:

| have a question. As Mr. Sampei mentioned, a company that fails to meet the continued listing criteria and is
delisted, unlike in the case of an MBO, etc., is delisted with the stock price remaining, so | believe there are
still quite a few shareholders. If so, are you, including trust banks, discussing what kind of response to be
made?

Ikeda, Senior Manager, Listing Department, TSE:

We are not doing enough at this time. Therefore, we would like to get the picture of the delisting cases, etc.,
in light of the past de-listings.

Matsumoto, member:

All in all, to put it crudely, many companies listed on the Standard and Growth Markets should seriously
consider consolidation. The number of listed companies is very large, and their market capitalization is very
small, and some of them fall below the continued listing criteria. | think that in many cases, as Ms. Okina
mentioned, they need to do mergers and acquisitions to get off the ground. | don't think this is an issue only
for TSE-listed companies, and | think consolidation is an important theme for the productivity of the country
as a whole. | believe there was a discussion a year ago that it would make sense to have a mechanism that
would encourage companies to merge with each other to accomplish what one company could not accomplish
alone. I think there could be specific good ways to encourage this.

We may consider TSE rules, etc. to make mergers easier to meet the continued listing criteria. Regarding the
number of companies, the Standard and Growth Markets combined have more companies than the Prime
Market, but only about 3% of the total market capitalization. So, | think it is a good idea to proceed with
consolidation.

Also, if they look into how troublesome it would be to deal with the delisting of the company, for example,
the need to manage shareholders even though the company is not listed, they may decide that it is still better

to merge because the hassle is so great. | know this is not the purpose of this conference, but | think it would
be good to promote such practical aspects as well.

Uchida, member:

| am participating from today. Thank you for your help.
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| am very sorry to join today and comment on the past discussions, but | hope you will forgive me. Overall, |
believe that you have taken careful and effective measures while also taking into account the practical
circumstances of the issuers and other parties involved.

After the transitional measures end, | feel that the trend will inevitably be to promote metabolism in the
direction of strict application of the original continued listing criteria. Currently, | wonder if the world, or
should | say the issuers, share the same awareness of such trends. | think we will continue to implement
various policies over time, but | think there will be many voices as those concerns become more apparent. |
hope you will continue to pursue adequate communication and research.

With regard to the cost of capital, | was initially somewhat skeptical, as | thought the efforts against the P/B
ratio below 1x have significantly gone into depth. However, when | looked at the contents, | was convinced
that the initiatives were related to capital efficiency improvement and growth strategies. There have naturally
been changes in the external environment, which | am sure have had a positive effect, but | also believe that
considerable progress has been made in corporate awareness and reality. However, | believe there is still
room to deepen and expand mutual understanding between issuers and investors, which is expressed here
as dialogue. Also, you mentioned KPI's, and one might say that even though the stock price and valuations
have gone up so much, the real side has not progressed. | think you are right in the direction of considering
how to evaluate progress on the substantive side.

On the other hand, while improving capital efficiency and implementing growth strategies are important, |
hope that the discussion should not be biased toward technicalities such as the resulting valuation and cost
of capital figures. | guess the situation is different in the Standard Market, but regardless of market
segmentation, it is basically about the management of the company itself, and | would like to see information
clearly communicated that it is necessary to respond to this issue.

| believe that the current rate of disclosure regarding cost of capital and actions taken to achieve management
that is conscious of cost of capital and stock price is not sufficient in either the Prime or Standard Markets.
There is no reason why capital efficiency should not be included in management plans and policies, and in
fact, | believe that in many cases it is being considered. On top of that, | think it is important to have a well-
developed forum for dialogue.

From the issuer's point of view, it is actually a hurdle to analyze the gap with market valuation. Even when
conducting IR and dialogue, the reasons for the gap are not always easy to understand. There is a lack of
capacity for analysis as well as industry, and it is difficult to understand what is happening in the secondary
market because there are few points of contact. | think you mean that we should increase dialogue, but |
would also like to see efforts to improve the view from the issuer's perspective.

Although the implementation of English disclosure is progressing, the disclosure rate of timely disclosure
materials is frankly quite low, and the rate of simultaneous disclosure is even lower. | believe that the
simultaneous disclosure of financial results and timely disclosure information will be mandatory only for the
Prime Market this time, but | think that there should be an incentive for the entire market as well. The TSE
seems to be doing a lot to support the efforts of listed companies, but | wondered a little how well they are
recognized by issuers.

Kanda, member:
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A certain amount of time has passed since we established the rule transitional measures of three years plus
one year, improvement period, from the market restructuring, and | feel that progress is being made smoothly
as a result. Although there will be companies that newly fail to meet the criteria after the transitional
measures expire, | would like to believe that we are in a situation where the new system will function smoothly,
including through metabolism. | hope that there will not be any situations that require urgent consideration
later in the fall, but our overall impression at this point is that we are making good progress.

However, the review of market restructuring is not an end in itself. Its original purpose is to support the growth
of companies. In that sense, | think there are many things to consider. In the Growth Market, IPOs have
become exits and have not led to company growth. Also in the Prime Market, net buying by foreign investors
amounted to JPY6.6 trillion. | know it is difficult to say whether the real contributors of funds are from Japan
or not, and whether this net buying trend will continue or not, due to various economic factors, but | would
like to see an analysis on this point.

In addition, although most companies know that it is important to review their business portfolios, | believe
that most companies are not making much progress in this area. This is a difficult issue, because although the
exchange may confirm the nature of the business during the listing examination, it is not reviewed when the
company changes its business model after listing, nor is it appropriate for the exchange to say anything about
the content of the management. So, personally, | think it would be a good idea for the experts in this council
to give their opinions on business model transformation and business portfolio review during the meetings,
and for companies to use them as a reference. Since our original purpose is to support the growth of
companies, we must not become complacent with the smooth progress of the market restructuring.

Watanabe, Director, Listing Department, TSE:

Thank you very much. We would like to continue with an explanation of the review of the Code of Corporate
Conduct based on document two.

Yamawaki, Manager, Listing Department, TSE:

| would like to explain about document two.

First of all, page two is about the previous discussion and the way forward.

At the last meeting, we received the opinion that, with regard to the Code of Corporate Conduct, the situation
of listed companies has changed significantly since its enactment in 2007, and that a general review is needed
in light of these changes in the environment.

Then, we received the opinion that in proceeding with the study, priority should first be given to matters to
be observed, and in doing so, while maintaining what is necessary with respect to the current code, we should

promptly consider the need for additional allowances, especially in the MBO and wholly-owned subsidiary
phase by the controlling shareholder.

As a premise for our consideration, you also pointed out the need for additional analysis of recent MBOs and
other cases of purchase price and share price movements immediately prior to the announcement.

In this meeting, we would like to report on the results of these additional analyses. From the next meeting
onward, we expect to have a discussion on the code as a whole, including specific proposals on how to respond
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to MBOs and other situations, as well as the code as a whole, which is listed in the matters to be observed. If
you have any comments or suggestions for us today, we would be happy to receive them later.

Page three shows the number of recent MBOs, etc. and the distribution of takeover premiums. The graph on
the left shows the number of disclosures, which, as you pointed out at the last meeting, has remained at a
high level. The graph on the right shows the distribution of acquisition premiums for cases disclosed between
2021 and 2023. Although it varies from deal to deal, on average, a 40% premium is attached to the average
pre-announcement market price.

Relatedly, page 5 summarizes the status of overseas regulations regarding MBOs, etc.

In Europe, the laws and regulations governing takeover bids, etc., establish price limits such that the purchase
price paid by the bidder during a certain period in the past or the average price in the market in the past shall
be the lower limit.

The impression is that the content indicates a minimum level rather than asking for a reasonable premium
through price regulation. In Japan, there have been no cases of purchases at a level that violates the market
average price in the most recent three-year total shown on page three.

Page six shows recent examples of unsuccessful MBOs. In recent years, there have been cases where the
market price has exceeded the purchase price, triggered by investors' remarks, etc., and the lower limit has
not been reached, resulting in the tender offer not being successful.

Page seven shows the trend of stock price before MBO disclosure. It has been pointed out that MBOs, etc.,
may be triggered by a deliberate reduction of the acquisition price after a downward revision of business
performance, etc., immediately before the MBO. However, as a whole, there was no extreme downward trend
in stock price trends prior to disclosure.

This page shows the distribution of stock price changes for the 250 business days prior to disclosure. In terms
of percentage, the number of stocks that are rising and those that are falling is half and half, and the same
trend was observed for different time periods. However, there have been cases where TOB and other actions
have been taken at times when some stocks have fallen sharply.

Page eight shows, for your reference, an actual case where an MBO, etc. is disclosed at a time when the stock
price has fallen.

From page nine onward, we have presented the concept and structure of the current Code of Conduct in
order for you to discuss specific proposals for action in the next meeting and beyond.

As for MBOs, there are guidelines from the Ministry of Economy, Trade and Industry, METI, and individual
court decisions, etc., and it is a difficult issue as to what extent the Exchange should cover such matters. Until
now, the code has been established from the perspectives under the middle arrowheads, based on the issues
of structural conflicts of interest and information asymmetry.

The first is to enhance the disclosure of necessary and sufficient information to enable general shareholders
to make appropriate decisions. The second is to encourage fair trading conditions to be set through ensuring
fair procedures.

Asyou can see in the table below, the specific standards are to enhance timely disclosure, to obtain a valuation
report, or to obtain an opinion that the conversion of a company into a wholly owned subsidiary by the
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controlling shareholder is not disadvantageous to the minority shareholders. We would be happy to discuss
the excesses and deficiencies of the current code in the following meetings.

Pages 10 and 11 present the contents of the Timely Disclosure Guidebook regarding the necessary and
sufficient disclosure required by the code.

| will not go into details, but | would like to add a few additional points in terms of comparison with METI's
guidelines. While information disclosure regarding the effectiveness of the special committee and the
independence of the calculation entity is relatively advanced, we recognize that there are only a limited
number of cases in which detailed disclosure of background thinking is provided regarding the assumptions
used in share value calculations.

Page 12 shows for your reference the interim report of the Study Group to Review Minority Shareholder
Protection and other Framework of Quasi-Controlled Listed Companies, which was separately established. It
was pointed out that it is necessary to reexamine how the opinion that the transaction will not undermine
the interests of minority shareholders should be formulated.

On page 13, we have introduced our current efforts to ensure the effectiveness of the MBO Code and other
regulations, which you pointed out in the previous meeting.

As with other matters to be observed, violations are subject to measures to ensure effectiveness, such as
improvement reports, public disclosure measures, and the collection of listing penalties.

On the other hand, as you pointed out, since this is a measure to ensure effectiveness for companies that are
subject to delisting, there is a concern that its effectiveness may be weaker than usual. We also note that,
because of this, in 2016, we also organized and published additional examination perspectives and operations
with a view to cases in which stocks that have undergone MBOs are to be listed again.

Since page 14 onward contains a summary of the previous discussion, | will skip the explanation.

That is all.

Watanabe, Director, Listing Department, TSE:

Now, if you have any comments or questions, we would like to hear from you. Thank you for your help.

Kumagai, member:

I missed the last meeting, so only in general terms, | would like to make a few remarks. In reviewing the Code
of Corporate Conduct, | believe that it is important to take into account its clarity for listed companies, which
are the target of the code, and to ensure that market discipline is applied to the code.

In terms of ease of understanding for listed companies, some overlap with the Corporate Governance Code
can be seen, so it is considered that these parts could be reorganized. Although the philosophies of both codes
are strictly different from each other, if the listed companies, which are the targets of the code, have trouble
understanding those, the system may not be as effective as it is expected to be.

At the same time, | think it is necessary to clearly state TSE's approach to the matters to be observed in the
Code of Corporate Conduct. For companies, it may be unclear to what extent matters to be observed are
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indications that should be considered. | am not certain that this is an appropriate metaphor, but if we take
the school analogy and think of matters to be observed as the kind of expulsion, suspension, or suspension,
and matters desired as the kind of educational guidance and remedial classes, it seems that matters desired
would be whether or not the TSE provides educational guidance that motivates companies to make
improvements. There seems to be a danger that listed companies may view this as a matter for others. |
suggest that the contents of the matters desired be organized based on these ideas.

Sampei, member:

| will not go into details as they will be discussed in the future. The distribution of MBO and other premiums
on page three has no problem as a fact. However, as a matter of problem consciousness, as discussed in the
first half of the meeting, there are a great many companies in the Japanese market with low P/B valuations,
in other words, the stock price remains at a low valuation, which is the situation where this level of premium
paid in an MBO. | don't think that is good enough because it is comparable to foreign countries when
comparing only premiums.

The Ministry of Economy, Trade and Industry's Guidelines on Fair M&A Practices, hereinafter referred to as
the Fair M&A Guidelines, carefully discusses the concept of price as the value that can be realized without an
acquisition, which should be enjoyed by all shareholders, including general shareholders, rather than being
monopolized by the acquirer because it can only be realized through a change in management. Although it is
difficult to define the scope in each case, it would be helpful to include such information in this document as
an appendix to broadly convey how price is considered in the Fair M&A Guidelines and the Guidelines for
Conduct in Business Acquisitions. In particular, | would like you to reiterate that this is described in 2.2.1
Conceptual Arrangement for Value Realized upon M&A and footnote 15, as well as 2.2.2 Arrangement in
Actual Cases and footnote 17 of the Fair M&A Guidelines. After the meeting, page 4, "(Ref.) Basic Issues
Regarding Acquisition Consideration in the Fair M&A Guidelines was added.

On page seven, you have shown us the trend of stock price changes before MBO and other disclosures.
However, investors are more concerned about the 45 stocks that are falling than about the overall trend, and
they are inevitably suspicious that they may have fallen with malicious intent. If you could give us the mean
and median for the 45 stocks that have fallen and how much they have fallen, we can confirm that there are
more cases like the one on the next page.

There is a discussion of independence on page 10. Independence in an MBO is different from independence
in the ordinary appointment of directors. There was a point in the case of a large MBO conducted by a
Standard Market company last year and this year where | strongly questioned whether this was the right thing
to do. In the Independent Director Notification submitted to the TSE regarding outside directors, if they are a
major shareholder of a listed company, they should be required to be marked with a circle. However, he is
not circled even though he is a director of a foundation that is the largest shareholder of the company, nor is
he mentioned in the important concurrent positions in the business report or the reference materials for the
general meeting of shareholders. However, when the special committee was formed for the MBO, it was
explained that he would not be a member of the committee because he was not independent, and that is
when | first learned that he was a director of the foundation, which was the largest shareholder. | don't think
that is okay, and | think it violates their commitment to provide important information to investors in a
transparent manner. | hope that you will think carefully about where and how you can provide guidance to
make such things more disciplined and use this information in future discussions.

Matsumoto, member:
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| think the key issue will be obtaining an opinion that the transaction will not undermine the interest of
minority shareholders, which is at the bottom of page nine. While it is thought that when a parent company
acquires a subsidiary, the parent company remains a listed company and is therefore more easily checked, |
think it is disproportionate that there are no regulations on MBOs, which are thought to be more difficult to
ensure effectiveness. There are also some that do not have the condition from an entity that has no interest
in the controlling shareholder, and there are nuances regarding who is required to obtain the calculation
report.

In the next rounds of discussions, if we do not know how loopholes exist or how ineffective they are in specific
cases of actual MBOs or wholly owned subsidiaries by controlling shareholders, the discussion on how to
rework the Code of Corporate Conduct will not be fruitful. | would appreciate it if you could summarize what
problems are occurring based on the case studies.

Also, regarding regulations in various countries, | believe that the lack of regulation in the US, which seems to
be the most robust, is due to a function of the fiduciary duty of directors. | think that fiduciary duty is a topic
that does not fit into the discussion of the Exchange, since it is about the responsibility of individual directors,
but | think it is an important reference for thinking about how to create the Code of Corporate Conduct. So, |
hope you will investigate what fiduciary duty means in the US and what kind of rules and precedents result in
checks and balances.

Kuronuma, member:

There are already the Fair M&A Guidelines and other guidelines for MBOs, and the Code of Corporate Conduct
is of a slightly different nature. However, | think it is worthwhile to examine the issue from the perspective
that there may be norms that should be observed as a listed company even if they are not necessarily required
by law.

Personally, | believe that the Code of Corporate Conduct is meaningful if it can go into areas that the Fair M&A
Guidelines, etc. do not go into, with the primary purpose of serving the interests of the general shareholders
as investors. If it is the same thing, there is no point in doing it if it only adds sanctions, which are not very
effective either. However, | believe that it should go into.

Kanda, member:
First, | think it is fine to discuss MBOs, etc. here.

There are two points. The first point is related to what Mr. Kuronuma said. In the first place, the Code of
Corporate Conduct is a demand for norms that are on top of the Companies Act. There was some discussion
on this point at the time of enactment as to whether it was acceptable to add norms on to the Companies Act,
or whether the Law should set forth the norms.

Looking at the subsequent history, for example, the norms introduced in the Code of Corporate Conduct later
came to fruition in the Companies Act as Article 206-2, Special Provisions for Allotment of Offered Shares, etc.
in Publicly Traded Companies. Such is also the case with the independent director system. We have seen a
mutual back and forth, and as a result | think you are doing well.

You started this system because, after all, there are norms required of a listed company as a publicly traded

company. Considering this, there is no problem in the system to add on to METI's Fair M&A Guidelines and
stipulate the same matters in the Code of Corporate Conduct.
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However, METI's Fair M&A Guidelines, once decided, are of course not to be unchanged forever, and may be
revised in some cases as circumstances change. In particular, the FIEA has now amended the TOB regulations.
Based on such contents, | also assume that METI will review the Fair M&A Guidelines if necessary.

Then, based on the purpose of the Code of Corporate Conduct, | think it is fine to discuss the possibility of
adding on top of it, which in itself is systemic and possible.

Second, | agree with what Mr. Matsumoto said, and | think the US can act as a useful reference. One of the
recent developments that is almost unknown in Japan is that in the US, guidelines for cash-outs for such as
MBOs and making a company wholly owned subsidiary are based on a standard called MFW in the Supreme
Court decision in Delaware. The American Law Institute, ALI, has been working on a restatement of the law
on corporate governance in the United States for the past several years. The most contentious issue in that
work was whether the MFW standard applicable to cash-outs also applies to transactions by controlling
shareholders other than cash-out transactions.

In the meantime, a new Supreme Court decision in Delaware came out this spring, and the answer was yes.
Specifically, it was a spin-off transaction, but it was almost decided that the criteria applicable to cash-outs
also applied to other transactions with controlling shareholders.

It is strange that this fact is rarely introduced in Japan. Moreover, MFW standards are stricter than Japanese
standards. | think it is important to share information about what kind of cases were handled and how they
were handled.

This does not mean that we should follow the US in everything. But there is such a big movement, and they
have discussed it extensively in the US to make restatement. In such a situation, | think it is problematic that
this kind of information is not shared at all, and Japan is discussing on its own.

In order to have a proper discussion, we would like the TSE to investigate information to some extent and
compile it into a document. There is currently no document that has been compiled in Japan, but it would be
good to have the member experts discuss the issue based on such a document.

What to do after that is another story. | think we can consider this in a more constructive manner, including,
if necessary, putting it in the Code of Corporate Conduct.

Okina, member:

| was also absent last time. The Code of Corporate Conduct as a whole is organized on page two. | also think
it is important to give priority consideration to matters to be observed. | believe that we should carefully
consider MBOs, etc., which are on today's agenda, and other matters that are important from the perspective
of protecting the rights of minority shareholders and the functioning of the market.

As for desired matters, the environment has changed considerably since the establishment of the Code of
Corporate Conduct 15 years ago and the Corporate Governance Code. There is quite a bit of overlap with the
Corporate Governance Code, and | think it would be a good idea to consolidate this into a principle-based,
comply-or-explain code. | was involved in the revision of the Corporate Governance Code, which includes the
recent multi-stakeholder approach and calls for long-term enhancement of corporate value while addressing
sustainability and other social issues.

We hope that understanding of such things will spread more widely among both investors and companies. |
believe this will ultimately contribute to increasing the value of many shareholders.
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Recently, difficult situations such as economic security have emerged, and conflicts of interest among
stakeholders are likely to continue in the future. However, | believe that what the TSE is looking for is a
company that can respond well to shareholders who support the enhancement of corporate value over the
medium to long term. | think it would be a good idea to think carefully about how the Code of Corporate
Conduct should be in light of the Corporate Governance Code.

Nagami, member:

Regarding MBOs, etc., | refer to the slide of overseas systems on page 5, which Mr. Matsumoto also pointed
out. Especially in the US, not only the fiduciary duty of directors, but also business practices are a culture of
litigation.

There is a certain amount of litigation itself in Japan, and it is likely to increase in the future. However, | believe
that commercial practices are less prone to litigation than in the US, and that no matter how many ordinary
shareholders are gathered, they may be reluctantly squeezed out, partly due to the high hurdles for lawsuits.
Therefore, | think it is important to ensure fairness at the entrance point.

In this premise, | believe that the difference between a calculation report and a fairness opinion should be
strictly defined, but | believe that it is better to focus on the reasonableness of the price. | believe that there
is room for a certain amount of improvement in the fact that number of cases where fairness opinions are
obtained is limited.

Watanabe, Director, Listing Department, TSE:
Thank you very much.

Finally, we will explain our next meeting.

Ikeda, Senior Manager, Listing Department, TSE:

At our next meeting, we would like to discuss the promotion of management that is conscious of cost of capital
and stock price, Code of Corporate Conduct, and the Standard Market. However, we have received a wide
range of opinions today, so we will discuss the details again and discuss them with you in advance. Thank you
for your help.

Watanabe, Director, Listing Department, TSE:

With that, we will conclude today's meeting.

Thank you very much again today. We look forward to working with you again next time.

[END]
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