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Background Regarding Parent-Subsidiary Listings i
_ 10 1] JPX

® For some time now, TSE has had listing rules in place to protect minority shareholders, given that there is a
potential conflict of interest between the parent company and minority shareholders when a subsidiary is listed.

® In recent years, due in part to the growing interest of institutional investors, there is a growing need for parent
companies to consider the nature of group management itself, taking into account the need to ensure
adequate protection of minority shareholders at their listed subsidiaries.

O Statement of Views on the Listing of Subsidiaries and Development of Listing Rules to Protect Minority

2007
Shareholders

®  TSE stated that the listing of subsidiaries “may not necessarily be viewed as a desirable capital policy for many market
players,” since companies may take actions that undermine the rights of minority shareholders due to the potential
conflict of interest between the parent company and minority shareholders.

o In addition, TSE developed listing rules to protect minority shareholders, such as requiring companies to disclose their
guidelines on measures to protect minority shareholders. (Since then, TSE has furthered initiatives to protect minority
shareholders through measures such as the Corporate Governance Code).

2023 () Request for Action to Implement Management that Is Conscious of Cost of Capital and Stock Price
March ®  TSE made a request for action to implement management that is conscious of cost of capital and stock price (including a
request that a listed company with listed subsidiaries, etc. review its group’s business portfolio).
» As of the end of September 2024, 88% of Prime-listed companies and 46% of Standard-listed companies had
disclosed their actions (including companies with a status of “under consideration”).
December () Enhancement of Information Disclosure on Protection of Minority Shareholders and Group Management

® Based on discussions at the study group, TSE assembled and published “Specific Points for Disclosure” in order to
ensure sufficient predictability for minority shareholders when making investment decisions (thereby allowing a
reasonable premium/discount to be factored in) and to encourage listed companies to voluntarily enhance their
information disclosure on minority shareholder protection and group management.

® In addition, a summary of the role of independent directors in protecting the interests of minority shareholders was

prepared for listed companies with controlling or quasi-controlling shareholders.
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Number and Percentage of Listed Subsidiaries |I||
I AR/ JPX

® The number and percentage of listed subsidiaries is declining gradually mainly due to the parent company making the subsidiaries wholly-owned
or selling off their stake in the subsidiaries.
® The number and percentage of listed companies with major shareholders (excluding parent companies and non-corporate shareholders) holding
20% or more but less than 50% of their shares is gradually increasing mainly due to the formation of controlling and dependent relationships after
listing.
Number and Percentage of Listed Subsidiaries
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Note: The figures were calculated from companies whose largest shareholders hold 20% to 50% of their shares after excluding companies with a parent company and companies whose largest shareholder is an individual.
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Reference: Discussion at the Council of Experts Concerning the Follow-up of Market Restructuring (1) “"

R JPX

® At the meeting, the participants discussed revising the Code of Corporate Conduct to adequately ensure the
interests of general shareholders when a squeeze-out occurs, assuming that the number of MBOs and
conversions of listed subsidiaries into wholly-owned subsidiaries by controlling shareholders (hereinafter
referred to as "subsidiary conversions") will increase in the future.
» Regarding “Fairness Ensuring Measures” indicated in Fair M&A Guidelines -Enhancing Corporate Value and Securing

Shareholders’ Interests- published by the Ministry of Economy, Trade and Industry (hereinafter the “Fair M&A
Guidelines”) in 2019, the necessity for TSE to provide support and specific measures for achieve this were considered.

Reference: Opinions of Market Stakeholders —Following the Publication of the Fair M&A Guidelines-

® There were many comments from advisors and others, who provide support to companies that have
received an offer, that there has been progress regarding fair procedures to appropriately ensure the
interests of general shareholders based on the Fair M&A Guidelines.

® On the other hand, some comments, mostly from investors, still raised concerns that in some cases
prices are not fair or that fair procedures have not been implemented.

® |n this context, a wide range of market users commented on the importance of encouraging the
setting of fair prices through the better functioning of the fair procedures set forth in the Fair M&A
Guidelines.

- For listed companies with a holding company accounted for under the equity method (e.g., holding between 20
and 50%), there were also opinions that since reviews of group management are expected to increase, ensuring
the interests of minority shareholders in situations where a holding company under the equity method carries out
a subsidiary conversion will also become a matter of debate.
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Reference: Discussion at the Council of Experts Concerning the Follow-up of Market Restructuring (2) ““
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® As specific measures, review of the “opinion that the transaction will not undermine the interests of
minority shareholders" to be obtained from the special committee and enhancement of disclosure of such
things as the assumptions used in the calculation of share value were discussed.

Opinions of Market Stakeholders

® Some say that the perceptions of special
committees are changing, but investors
say that it is unclear whether
deliberations by special committee are
effective in some cases, and some of
them call for clarification of the
perspective of the deliberations and
further disclosure of the details of the
deliberations.

Special

Committees

® To judge the fairness of the price, there is still
strong demand for enhanced disclosure of
the assumptions used in the calculation of
share value (with expectations for the special
committee to verify their validity) and the
independence of the calculation agent.

® Amid growing expectations for indirect
market checks, there is also demand for
enhanced disclosure regarding
counteroffers.

Share Valuation

Reports/
Market Checks
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Matters Discussed

Review of the “opinion that the transaction will not undermine
the interests of minority shareholders" to be obtained from the
special committee was discussed. (Review of applicable cases
(expansion to MBOs), clarification of viewpoints, enhanced
disclosure of details of deliberations)

In addition, one commented that, when viewed from the
perspective of global investors, the level of procedures should be
comparable to that of the U.S., and if measures indicated in the
Fair M&A Guidelines, such as the establishment of a majority-of-
minority condition, are not implemented, then the reasons for
this should be explained and alternative measures sought.

Although the Code of Corporate Conduct requires necessary and
sufficient disclosure when expressing opinions about such things
as MBOs, the further enhancement of disclosure of the
assumptions used in the calculation of share value and the
details of consideration of counteroffers was discussed.
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Enhancement of Information Disclosure on Protection of Minority Shareholders and Group ““

Management
* JPX

® In December 2023, TSE again assembled and published “Specific Points for Disclosure” in order to ensure
sufficient predictability for minority shareholders when making investment decisions (thereby allowing a
reasonable premium/discount to be factored in) and to encourage listed companies to voluntarily enhance
their information disclosure on minority shareholder protection and group management.

Listed companies in a parent-subsidiary relationship Listed companies in a relationship

(Listed parent company/listed subsidiary) under the equity method

Disclosure

Rules Disclosure of minority shareholder protection and group B Disclosure of minority shareholder protection and group
management is required in the CG report. management is not required in the CG report.

C t Discl . .

s;:r;?on SEEEE Actual disclosures vary from company to company, and many B Lack of disclosure makes the actual state of group management
companies do not disclose enough. and shareholder influence unclear.

Insufficient disclosure of the following points in particular is said to hinder long-term investment in listed subsidiaries, for example.
» Influence of the parent company and other shareholders on the listed company's decision-making
»  Basic approach to group management and review of business portfolios
»  Conflicts of interest and their monitoring and control

B Regarding matters related to the protection of minority
Set out and clarify the specific points for disclosure related to shareholders and group management, set out the items that are
the required disclosure items. recommended for disclosure and specific points to disclose, and
newly recommend disclosure.

» Followed up on the disclosure status in listed companies’ corporate governance reports submitted after their AGMs in
June 2024

v’ Listed companies in a parent-subsidiary relationship: e.g., disclosure status by each specific point for disclosure

v Listed companies in a relationship under the equity method: e.g., disclosed or not disclosed
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Disclosure by Listed Companies with Listed Subsidiaries (1) i

R JPX

® Regarding group management in general, the disclosure rate for a listed company’s basic approach to business portfolio strategy
was 49% and that for its rationale for holding each subsidiary and for keeping them listed was 82%.

» Regarding disclosure of the rationale for holding the company as a subsidiary and for keeping it listed, many of the examples
referred to such advantages as expanding business partners, securing human resources, and fundraising from the capital
market, while few of them mentioned disadvantages or gave a rationale compared to other forms of group company
ownership, such as wholly owned subsidiaries.

30% 10% 0%
~50% | ~30% | ~10%

50%~

Disclosure Item Outline of Specific Points for Disclosure Dlslt;Lots;ure
Approachtoand @ Basic approach to business portfolio strategy (disclosure of any of the following points; the same applies 49%
policy on group for the other disclosure items)
management » Approach to/policy on ownership of listed subsidiaries 16%

» Approach to/policy on the use of the listed subsidiary framework and other forms of group company 5%
ownership 0
» Approach to/policy on coordination and allocation of business opportunities and business areas 14%
within the group 0
» Approach to/policy on reviewing and revising the business portfolio and actual implementation 29%
status 0
Reasons for having @ The rationale for holding the company as a subsidiary and for keeping it listed 82%
subsidiary remain
listed » Background to holding the company as a listed subsidiary 28%
Note: If the company
has r.m."t'.ple I'§ted » Advantages and disadvantages of it being a listed subsidiary 77%
subsidiaries, disclosure
for each listed ) .
subsidiary. » Rationale compared to other forms of group company ownership, such as wholly owned 3%
subsidiaries

Note: Tabulated from 112 listed companies with listed subsidiaries that have updated their corporate governance reports since 12/27/2023 with content that had changed from

the previous year
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Disclosure by Listed Companies with Listed Subsidiaries (2) i

R JPX

® The disclosure rate for a listed company’s basic approach to/policy on treatment of its listed subsidiaries in
its group management system was 58%.

® The disclosure rate for whether there is involvement in the decision-making process at listed subsidiaries was
high at 55%, whereas that for the treatment of listed subsidiaries with regards to the cash management
system was 4%.

» Regarding whether there is involvement in the decision-making process at listed subsidiaries, many of the
examples disclosed that a certain level of involvement (e.g., prior consent or prior reporting) was
stipulated in the group’s rules or contracts. However, regarding the matters subject to involvement,
many of the examples were vague and limited to “important matters in terms of management.”

30% 10% 0%

%~
= ~50% | ~30% | ~10%

. . o . . Disclosure
Disclosure Item Outline of Specific Points for Disclosure Rate

Approach toand @ Basic approach to/policy on treatment of listed subsidiaries in the group management 58%

policy on group system (disclosure of any of the following points) °

management » Whether there is involvement in the decision-making process at listed subsidiaries, and if so, the 55%

nature of such involvement .

» Treatment of listed subsidiaries with regards to the cash management system 4%

Note: Tabulated from 112 listed companies with listed subsidiaries that have updated their corporate governance reports since 12/27/2023 with content that had changed from
the previous year
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Disclosure by Listed Companies with a Parent Company |I||
| JPX

® The disclosure rate for the positioning of the company in its parent company's business portfolio strategy was 33%.

» Many of the examples indicated where the company belongs within the business segments of the parent
company.

® However, since disclosure by parent companies was limited, the disclosure rates for the status of segregation of
business areas within the parent company's group and the reasons for carrying out cash management with the
parent company were low at 23% and 7%, respectively.

» Some listed companies with a parent company commented that it was difficult for the company to disclose
information because the parent company is not proactive about disclosure.

» In addition, if the parent company is non-listed, the disclosure rate of listed subsidiaries tends to be lower.

30% 10% 0%

0/~
S0%> | 509 | ~30% | ~10%

With a Listed With a Non-

. o . . Disclosure .
Disclosure Item Outline of Specific Points for Disclosure Rat Parent listed Parent
ate Company Company
Parent ® Positioning of the company in its parent company's business portfolio
- 2 EIUNREL . £ 33% 41% 12%
company's strategy
approach/
policy ® Current status and future prospects for segregation of business areas
i Irre prosp gree 23% 28% 7%
within the parent company's group
group
management ® If carrying out cash management with the parent company (e.g.,
participation in the parent company's cash management system), the 7% 9% 0%
reasons for this

Note: Tabulated from 217 listed companies with a parent company that have updated their corporate governance reports since 12/27/2023 with content that had changed from
the previous year.
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Disclosure by Listed Companies with Listed Subsidiaries i
| JPX

® The disclosure rate for the approach to/policy on voting on the election and dismissal of officers of listed subsidiaries and
that for the approach to/policy on involvement in the nomination process for officers at listed subsidiaries were 24% and
21%, respectively.

» There were some examples where the decision on voting on the election and dismissal of officers of listed
subsidiaries was made based on whether the governance systems of the subsidiaries were ensured (for example, the
election of outside directors independent from the listed company) or whether the candidates for officers of the
subsidiaries could contribute to improve the corporate value of the subsidiaries or the group.

» Regarding involvement in the nomination process, there were many examples where the listed company only
disclosed that it respected the judgment of its subsidiaries and a limited number of examples where the listed
company disclosed whether it was involved as a parent company and the extent of its involvement in detail.

30% 10% 0%

0/~
0%~ | 509 | ~30% | ~10%

Disclosure
Rate

Disclosure Item Outline of Specific Points for Disclosure

Measures to ensure
effectiveness of ® Approach to/policy on voting on the election and dismissal of officers of listed subsidiaries 24%
governance framework for
listed subsidiary

Note: If the company has multiple ® Approach to/policy on involvement in the nomination process for officers at listed
listed subsidiaries, disclosure for subsidiaries
each listed subsidiary.

21%

Note: Tabulated from 112 listed companies with listed subsidiaries that have updated their corporate governance reports since 12/27/2023 with content that had changed from
the previous year
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Disclosure by Listed Companies with a Parent Company

JPX

® The disclosure rates for the outline of the special committee and whether the parent company is involved in the decision-
making process were high at 60% and 54%, respectively.

» Regarding the outline of the special committee, many of the examples disclosed that it was comprised of independent
directors and that material transactions that may cause conflicts of interest were agenda items. However, there were
some examples where the details of the agenda items and the actual activities were not clearly disclosed.

® The disclosure rates for the use of the nomination committee and the parent company's approach to/policy on voting on the
election and dismissal of independent officers were low at 19% and 6%, respectively.

Disclosure Item

50%~

30%

10%

0%

Approach and
measures to
ensure
independence
from the parent
company that
are necessary to
protect minority
shareholders

~50% | ~30% | ~10%
Disclosure With a Listed With a Non-
Outline of Specific Points for Disclosure Rate Parent listed Parent
Company Company
® Whether/how the parent company is involved in the decision-making process 54% 59% 41%
® Outline of the special committee esta?bllshgd to ensure independence from the parent 60% 70% 37%
company (disclosure of any of the following points)
>  Permanent or non-permanent 16% 21% 7%
»  Approach to the |ndepend<.ar.1ce of the co_mmlttee composition from the parent 57% 66% 37%
company, and the composition of committee members
»  Agenda items, authority and roles of the special committee 56% 66% 33%
> Actual activities 14% 18% 7%
® Rol_e and use of the nomination committee in ensuring independence of independent 19% 21% 3%
officers from the parent company
® !’arent company.s approach to/policy on voting on the election and dismissal of 6% 3% 0%
independent officers

Note 1: Tabulated from 217 listed companies with a parent company that have updated their corporate governance reports since 12/27/2023 with content that had changed from the previous year.
Note 2: For “Outline of the special committee established to ensure independence from the parent company,” the figures were calculated after excluding listed companies that appoint at least one-third of their directors
(the majority of directors if listed on the Prime Market) as independent directors.
Note 3: For “Role and use of the nomination committee in ensuring independence of independent officers from the parent company,” the figures were based on listed companies with a statutory or voluntary nomination

committee.
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Disclosure by Listed Companies in a Relationship Under the Equity Method ||||
_ 10 1] JPX

® |nthe December 2023 summary, we recommended that listed companies in a relationship under the equity method, which had not been
required to disclose information on minority shareholder protection and group management in their CG reports, disclose such information
and summarized the specific points for disclosure.

® 61 listed companies with listed affiliates and 144 listed companies with other associated companies have disclosed information on minority
shareholder protection and group management.

» Considering that there are about 1,000 listed companies with major shareholders (excluding individual shareholders) that hold 20% or
more but less than 50% of the shares, the number of disclosing companies is currently very limited.

» There were some disclosures that took into account the listed company’s relationship with the companies that it is in a relationship
with under the equity method and the amount of influence it has over those companies. For example, some disclosed their policies
on group management and minority shareholder protection, much like listed companies in a parent-subsidiary relationship, and
others disclosed that the companies were not subject to group management.

» On the other hand, there were also some disclosures where the relationship (e.g., whether the companies were subject to group
management) was unclear.

G LN AS L (UL Whether the listed affiliates are
in a Relationship Under the Equity Method X
subject to group management

200
144 Subject

150 Unknown

100 61 21 companies

(34.4%)
i -
0 20 companies
0,
Listed companies Listed companies with other (32.8%) Not Subject
with listed affiliates associated companies

Note: Totaled from companies that have updated their corporate governance
reports since 12/27/2023 with content that had changed from the previous year
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Items for Discussion !|P|)!
IR/

® TSE has not clearly stated its stance on such matters as parent-subsidiary listings since 2007, when it declared that
such listings “may not necessarily be viewed as a desirable capital policy.”

® Although there has been a growing trend toward reviews/revisions of groups’ business portfolios, some listed
companies and other market stakeholders have expressed the following views.

v' It is difficult to proceed with discussions on the ideal form of group management because it is difficult to tell
what TSE’s stance is on the listing of companies in a parent-subsidiary relationship or in a relationship under
the equity method as well as what direction its future measures will take.

» When the parent company does not particularly feel the need to discuss it, it is difficult for the
subsidiaries to discuss it either.

v' It is difficult to understand the purpose of the request for enhanced disclosure made last year.

v" We would like to consider a response while also looking at the disclosure status of and examples from other
companies.

® Should we consider clearly stating TSE’s “Views and Future Policy on Such Matters as Parent-Subsidiary Listings”
(page 21) again so that listed companies in parent-subsidiary relationships or relationships under the equity method
can proceed with considering the ideal forms of group management and minority shareholder protection and
enhancing their disclosures to shareholders and investors voluntarily? What do you think of the contents of the
proposal?

® In addition, we would like to hear your opinions on the need for additional measures and follow-up points, based on
the status of information disclosure regarding minority shareholder protection and group management (pages 10 to
18).

» We plan to compile and publish a collection of examples of disclosures based on the specific points for
disclosure, taking into account the opinions of investors, by the beginning of next year.

________________________________________________________________________________________________________________________________________
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Views and Future Policy on Such Matters as Parent-Subsidiary Listings (Proposal) |!!|
_ 10 1] JPX

® A listed company in a parent-subsidiary relationship or a relationship under the equity method needs to ensure that
the protection of minority shareholders is suitably addressed, taking into account the structural conflict of interest
between the listed company and its listed subsidiaries, listed affiliates, and those companies’ minority shareholders.

® TSE will continue to consider the development of listing rules that are necessary for protecting minority
shareholders (e.g., ensuring the independence of independent outside directors) in order to foster confidence in the
fairness of Japan’s capital market and to create an environment in which investors, including minority shareholders,
can invest with confidence.

® |n addition, at a listed company with listed subsidiaries and/or listed affiliates, the board of directors must regularly
consider and discuss how to achieve the overall optimization of the group and realize the group’s medium- to long-
term improvement in corporate value, taking into account not only the synergy aspect of group management but
also the need to suitably protect minority shareholders. The listed company must also fulfill its accountability to its
shareholders and investors.

Note: TSE does not intend to deny or restrict specific relationships such as parent-subsidiary relationships or
relationships under the equity method. Instead, TSE considers it important for a listed company to fully consider
the reasons for having such relationships from a group management perspective, its approach to minority
protection, and other matters and explain them to its shareholders and investors.

® Based on such views, TSE summarized and released “Enhancement of Information Disclosure on Protection of
Minority Shareholders and Group Management” in December 2023.

® However, disclosures based on this are currently very limited. Their content also needs to be improved from the
perspective of ensuring predictability for shareholders and investors.

® TSE again expresses its views behind its request for enhanced disclosure so that companies can proceed with
considering the ideal forms of group management and minority shareholder protection and enhancing their
disclosures to shareholders and investors voluntarily. It will also continue its efforts to enhance disclosure content
and follow up on them.
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