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Summary of Previous Discussion (March 2024)
I/

® As the Growth Market is not currently functioning as expected, small changes to the status quo will not lead to
the necessary fundamental change. We should first consider what the “ideal” Growth Market should look like
and strive to create a market where listed companies take on bold challenges.

® The Growth Market is functioning in terms of producing entrepreneurs who want to go public, but many of the
companies are small, and production factors such as human resources and capital are dispersed. As a
result, many companies have not been able to achieve the necessary size. Given the current state, in which
companies are not able to continue after going public, could we consider encouraging M&A to help them take
their companies to the next level?

® Wihile the new, stricter initial listing criteria is expected to encourage a higher standard for business owners
aiming to go public, it could also stifle the growth of small companies using the capital market. Therefore, we
should be cautious going forward.

® While promoting M&A among growing companies to create and foster core companies that represent Japan
could have a significant impact, could we also consider stricter continued listing criteria?

® Similar to the request for Action Towards Management that is Conscious of Cost of Capital and Stock Price, we
should first ask Growth Market listed companies to come up with policies and frameworks for growth and
promote voluntary initiatives. If no significant change occurs, we could consider reviewing the continued
listing criteria. Could we consider a step-by-step approach like this?

® Based on the subsequent interviews with related parties, today we will discuss which
approach to take.
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Interviews With Startup Owners and Related Parties
L T ———

. * Please refer to the following documents for opinions raised in previous interviews. | llll

> Call for Comments from Managers of Listed Companies: Document 5 of the Eleventh |
Council Meeting (P, 6-19) |

> VC/Institutional Investor Interviews : Document 2 of the Thirteenth Council Meeting !

____________________________________________________________________________________________________________________________
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Interview Summary

® Interviews were conducted with startup owners and related supporting parties

« Owners of unlisted companies aiming for significant growth/owners who
utilize M&A as an exit strategy

« Owners who grew their company to a large size before going public/owners
actively engaged in M&A after going public

« Venture capitalists that provide active support even after listing
 Institutional investors that actively invest in the Growth Market Etc.

Respondents

Current Issues

« Mindset of business owners aiming to go public
« Mindset of business owners after going public

« Environment surrounding business owners

Topics
Covered
Future Measures
« Stricter initial listing criteria
« Stricter continued listing criteria

e Other measures Etc.
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Current Issues: Mindset of Business Owners Aiming to Go Public
_ 10 1]

® Rather than doing something for Japan, business owners’ mindset is that they can get higher price through
IPO than through M&A, and they want to make a small fortune. They are all starting businesses in areas

Mlij';?;ﬁ;gf with no potential for market expansion in the first place. (Listed company owner)
ngs:;y ® Many managers have the vague notion that they should go public, as that as what many business owners

before them have done. Their goal is just to go public, without a clear idea of what they should do
afterwards. (Unlisted company owner)

® Without a growth strategy that will allow your company to continue to grow by at least 20% per year for
at least 10 years after listing, there is no point in going public and doing so will only lead to struggle. It is
strange to go public when your business and organization aren’t growing. (Unlisted company owner)

® When considering an exit strategy, you should first think about M&A and only go public if you are
confident that your company can achieve significant growth. In the U.S., if a company doesn’t have growth
potential, owners will exit through M&A and then start a new company with the aim of growing it to a certain level.

. These practices, however, are not widespread in Japan. (Unlisted
Understanding P p pan. (Unlisted company owner)

e e Al e ® The background to this is that M&A is difficult to coordinate between the parties involved, including the buyer.

There is also a lack of public understanding (it looks like you are selling yourself), and valuations are lower for IPOs.
However, unlike the U.S., in Japan there is also the problem that nobody tells you about the option of M&As
in the first place. (Unlisted company owner)

® A very successful business owner told me not go to public until I have made JPY 10 billion in profit, because
going public without that kind of growth will not lead to further growth. It is also important to have
people around you who can give you this kind of advice. (Unlisted company owner)

© 2024 Japan Exchange Group, Inc., and/or its affiliates




Current Issues: Mindset of Business Owners After Going Public
_ 10 1]

® Many business owners who dreamed of going public and actually did so found themselves unable to raise
capital for investment, losing staff, and with no room for growth in the market. This left them in a difficult
situation. (Unlisted company owner)

® Even if a listed company is stagnant, business owners can still make a reasonable living at the individual level.
Their sole purpose in life is to stay in charge of the company, so they do not take proactive measures to
raise the share price or consider selling the company to do something else. Even if someone wants to do
something about it, nobody listens to them. (Unlisted company owner)

® The managers of listed companies are caught in the trap of having to manage the company for their entire

Mindset of lives. There are many managers who started a business without thorough consideration of a growth vision, and
Listed although it saw some success and was listed with a market capitalization of several tens to several hundreds of

Company billions of yen, they have continued to manage the company without making any progress. (Venture capitalist,
owners institutional investor, etc.)

® Our company often approaches the management of other companies in our industry about an M&A. The
companies we approach are also keen on a capital tie-up, but for some reason most of the management
want to maintain their listing, so we never end up making them a wholly owned subsidiary. It seems that
the status of being “the owner of a listed company” holds a strong appeal for owners who want to be the
masters of their own castle. (Listed company owner)

® It used to be that the people who were respected as owners were those who steadily raised their share
prices after going public, but this is not the case in today’s industry. Even without growth, they are still
pampered as “owners of listed companies.” (Unlisted company owner)

® Listing on the stock exchange should mean exposing yourself to a competitive world where if you can’t
manage your company well, you will be forced to step down. After listing, however, many owners do not
act conscious of this possibility. They lose the fire in their belly. They may talk about expanding their business,

) but their actions and enthusiasm are inferior to how they were before listing. (Venture capitalist, institutional
Understanding investor, etc.)

of Listing
® There are cases where small companies that are not growing well want institutional investors to invest in

them, but they should understand that there is no demand for institutional investors to do so. They should
first analyze the reasons why their company’s market capitalization is consistently low and then take
steps towards improvement. (Venture capitalist, institutional investor, etc.)
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Current Issues: Environment Surrounding Business Owners (1)
_ 10 1]

® The influence of venture capitalists is also significant in the case of startups going for IPOs rather than M&As.
As long as they are aiming to maximize returns, the structure is such that they seek IPOs, which can be sold at a
higher price than M&As, and they hope for an early IPO because of the investment period. They are optimized to
quickly turn over the cycle of conducting small-scale IPOs and using the funds recovered to make the
next investment. (Unlisted company owner)

® Originally, venture capitalists should have been making startups aware of the importance of growth
potential from the time they were unlisted. However, there is also the problem of who provides the funds to
Influence of the venture capitalists. For example, companies are looking for business partnerships, so they are not

Ecosystem necessarily looking for IRR as long as they do not lose their initial investment. (Unlisted company owner)
Stakeholders
® Recently, there have been cases of former listed company executives becoming venture capitalists. I think

that if investors who understand how to manage a company after it has been listed join the industry, the
companies they invest in will naturally improve, and I think this will lead to changes in the venture capitalist
industry as well.(Unlisted company owner)

® As other surrounding market stakeholders make going public their primary goal, when I advise someone
against waiting on going public until they achieve further growth, they express great disappointment. (Unlisted
company owner)

® Recently it is possible for companies to raise funds even if they are not listed. However, because the
unlisted secondary market is not functional, companies have no choice but to go public in order to raise funds for
existing shareholders. (Unlisted company owner)

® From personal experience in the field, there is enough funding available for solid startups. I think the biggest
issue is that there are not many managers who know what to do after a company goes public. (Venture capitalist,
institutional investor, etc.)

There is also “Startup Development Five-year Plan”, and funding is beginning to flow to unlisted startups. However,
in addition to such support, is it not important to think seriously about how to use that funding? If funding is
provided to companies that are not trying to grow, it will only spoil them. (Venture capitalist, institutional investor,
etc.)

Fundraising
Environment

® Especially recently, institutional investors’ money has stopped flowing into the Growth Market. In addition
to the fact that scrutiny of growth stocks is increasing worldwide, large companies in the Prime Market are
buried in working to improve their corporate value, so it is not clear whether we will see any companies listed
as unicorns. The tide has changed from a few years ago, and it is becoming quite difficult to get out of the
situation where venture capitalists leave after an IPO and institutional investors do not come in. (Venture
capitalist, institutional investor, etc.)

© 2024 Japan Exchange Group, Inc., and/or its affiliates




Current Issues: Environment Surrounding Business Owners (2)
_ 10 1]

® In Japan, independent directors are brought in just before a company goes public, but ideally,
independent directors who understand what happens after a company is listed should be brought in at a
stage when IPO discussions begin, and the board should discuss whether the company should go public.
The current structure does not have effective governance, and the interests of management and venture
capitalists take priority. No one is considering what is right for the company, and the environment is such that
companies are often forced into going public. (Venture capitalist, institutional investor, etc.)

® Even after listing, if governance is truly functioning, the company would not be able to leave their stock
Governance price in a slump. They would think about how to respond, including outside directors, and they would
give serious consideration to whether or not to accept an M&A offer as a company. With no venture
capitalist governance, no functioning institutional investor governance, and no effective independent
directors, this does not happen. (Venture capitalist, institutional investor, etc.)

® From the time we went public until we grew to a size that made us a target for institutional investors, venture
capitalists left but no institutional investors stepped in. This left us with no one around to motivate us. We
became the “king of the mountain” because we were more successful than we had imagined, and it was difficult
to maintain our high motivation. (Listed company owner)
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Future Measures: General Remarks

Necessity of
Alliances
and
Coalitions

Owners’
Perspective
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The Japanese market needs consolidation (integration between companies). In the Prime and Standard
Markets, we are starting to see this trend through the promotion of “Management That is Conscious of Cost of
Capital and Stock Price”. In the Growth Market, however, companies with similar businesses and business
models are unable to grow and get left behind. Human resources are scattered unnecessarily, and each
company bears the cost of maintaining its own management structure, which is inefficient. Companies that
are small in scale and unable to generate sufficient profits are unable to make proactive growth investments.
(Venture capitalist, institutional investor, etc.)

The Growth Market is full of small system companies and consulting firms, each of which has its own sales
and management departments, which is inefficient. Of course, each of these companies is running a business
that is necessary for society, and it is necessary to consolidate these to create a large company. (Listed
company owner)

It is definitely more impressive to raise the share price after listing than before, and using M&As to create a
company with growth potential that can compete on the world stage is a good thing. It is becoming the
norm for both the buyer and the company being bought. It is important to establish this way of thinking as a
culture. To do this, it is necessary to work together with those involved to improve the mindset of owners.
(Listed company owner)




Future Measures: Stricter Initial Listing Criteria

e® If initial listing criteria were to be significantly stricter, I think it will elevate business owners’ perspective and
mindset. This would make them more willing to compete in markets and improve the quality of their
services. (Listed company owner)

® \With it becoming harder to attract funding in the Growth Market, it is becoming more difficult than before to
go public with a small company and grow it into a large one. The risk of ruining the company is increasing,
so we should consider stricter initial listing criteria. (Venture capitalist, institutional investor, etc.)

® There are some who say that stricter initial listing criteria will narrow the options available to startups, but even if
it becomes possible to list with a smaller size, I don’t think it will be a problem, as companies that can
grow steadily will simply list when they are ready. If you need to raise a few hundred million yen, you can
simply borrow it from a bank. (Listed company owner)

® Stricter continued listing criteria could be considered as another approach to elevating perspective, but
owners are is not looking beyond the listing stage. If we consider potential bad faith actors, they will try to sell
off after listing, leaving individual investors to take the hit. Therefore, continued listing criteria should be made

MG stricter in conjunction with stricter initial listing criteria. (Listed company owner)

Listing
Criteria
® Whether it is a small IPO or not, it is important to think about how big you can become after listing, and I

do not think it is necessary to implement stricter criteria for new listings. There are companies that have
listed with a market capitalization of a few billion yen and grown significantly. (Listed company owner)

® One common criticism of small IPOs is that, once listed, they will no longer be able to make losses or growth
investments, so they should remain unlisted and grow (and so the criteria for new listings should be
stricter). However, the reason they are not allowed to make losses is simply that the management teams are not
communicating with investors. If they explain things properly, of course investment will be possible, and
they will be able to grow from small IPOs. (Venture capitalist, institutional investor, etc.)

® Stricter criteria for IPOs will reduce the number of companies that can be listed, and will increase the number of
unlisted company owners in a zombified state, who continue to pursue an IPO somewhere in the distant
future. This could have a negative impact on the entire ecosystem. Owners who have never experienced life
after being listed do not know how to grow, and there is no point in producing a large population of people who do
not know how to succeed.(Venture capitalist, institutional investor, etc.)
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Future Measures: Stricter Continued Listing Criteria

® To encourage M&A of listed companies by obligating owners of listed companies to unload their burdens,
it may be necessary to raise the minimum market capitalization. (Venture capitalist, institutional investor, etc.)

® When promoting M&A, it is natural to consider things like appointing management from the other company to your
own company, but there is no way to persuade those who want to maintain their status as “owners of a
listed company”. Shouldn’t we raise the minimum market capitalization and get them to give up their
shares, and encourage M&As between companies? (Listed company owner)

® Stricter continued listing criteria would mean owners of listed companies will be encouraged to start their
next business, and this will have a positive ripple effect on the entire ecosystem (not just the listed
market). It is a waste to keep skilled owners with the ability to build a company from scratch in a
company that is not growing. Rather, they should be encouraged to start a new business with the aim of

. achieving a market capitalization of JPY 100 billion by making use of their experience. (Venture capitalist, institutional
Continued investor, etc.)

Listing
Criteria
® As large companies on the Prime Market work to improve their corporate value and the overall level of

listed companies rises, it may be possible to implement stricter continued listing criteria accordingly.
However, in principle, listing criteria are merely a minimum requirement, and whether or not to go public or go
private is a matter that each company should decide on its own, regardless of listing criteria. Could we
consider an approach that encourages these management decisions to be made appropriately? (Venture
capitalist, institutional investor, etc.)

® In the Growth Market, there are many companies where the management holds a large share of the
company’s stock. If this works in a positive way it is a good thing, but in some cases it has become a weapon
to prevent corporate integration and to protect the company in the case of failure to achieve growth. In
order for external shareholders to be able to keep a check on the company, why not raise the criteria for the
ratio of tradable shares after a certain period of time has passed since listing, similar to the minimum
requirement for market capitalization? (venture capitalist, institutional investor, etc.)
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Future Measures: Stricter Continued Listing Criteria, Etc.
_ 10 1]

Preparations
for the End
of
Transitional
Measures

Contact With
Institutional
Investors
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Recently, we have also seen examples of companies that have not met the continued listing criteria on the
Growth Market (due to the end of the transitional measures) merging with other companies. I think it
would be good if this kind of movement were to occur, rather than being delisted without being able to do
anything about it. (Venture capitalist, institutional investor, etc.)

Our company (a company subject to transitional measures) considered three options as we approach the end of
transitional measures: whether to remain listed, to transfer to the Standard Market, or merge with another
company. We decided to merge with another company because we thought that if did so, we could grow
together. (Listed company owner)

To be honest, our company is not concerned about the continued listing criteria. However, we are not in contact
with institutional investors, and we are wondering whether we should just quietly continue to improve
our performance or whether we should be more proactive with IR. It would be helpful if we could be
provided a list of companies that wish to be contacted by institutional investors, as is the case with the Prime and
Standard Markets. (Listed company owner)




Status of the Growth Market (Facts)
D

* Please refer to the following documents for more facts about the Growth Market, llll
' » Document 2 of the Eighth Council Meeting (p. 1-22)
» Document 3 of the Fifteenth Council Meeting (p. 3-12) JPX

GGGGG
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Changes in Stock Price Indices

® After the market restructuring in April 2022, the share prices of the Prime Market and the
Standard Market have been going up, while the share prices of the Growth Market have
been floundering.

Changes in Stock Price Indices

* The values of each index have been converted using 100 as the As of October 31, 2024
value on the date of the market restructuring (April 4, 2022)
160 Nikkei 225
140.9
140 TSE Prime Market Index
138.1
* TOPIX 138.0
120
TSE Standard Market Index
121.7
100
80 TSE Growth Market Index
76.8
60

Apr Oct Apr Oct Apr Oct
2022 2022 2023 2023 2024 2024
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Number of IPOs, Amount of Capital Raised, and Market Cap. at Initial Listing *An Update of Past Materials
SR AN 111/

€ The number of IPOs has remained around 100 per year after the market restructuring (about
80% are listed on the Growth Market).

» The size of market cap. and amount of funds raised at the time of initial listing continue to be small.
(Of the newly listed companies on the Growth Market, 57% have a market capitalization of less than
JPY 10 billion and have raised less than JPY 1 billion.)

Number of New Listings Market Cap. and Amount of Capital
Raised at newly listing
: : Median value in the Growth Market:
136 Amount of Capital Raised at IPO (548 million yany e
120 JPY 100
108 TOKYO PRO billion IPO on Growth Market
102
2N % ¢ Market 10 billion ,
87 N\ _
1 billion gl s IPO on Mothers
Growth 100 million I .
| Standard 10 million Market cap. Less than JPY 10 billion
: _—" and amount of capital raised less

than JPY 1 billion
Before restructuring (Mothers): 55%

2018 2019 2020 2021 2022 2023 2024 After restructuring (Growth): 57%

(until the end i i - . - o
(Logarithmic JPY 1 billion 10 billion 100 billion 1 trillion

of September) scale)
AR (Median value in the Growth
Market Cap. at listing Y.t 6.5 billion)
Note: Excludes technical listings and listings via TOKYO PRO Market Note: Plots 463 companies newly listed from 2018 to Sep. 2024
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Growth Status of Companies Listed on the Growth Market (1)

® Although companies of a certain scale when they went public tend to have low growth rates afterward, their
median market capitalization is of a certain level even if they are not achieving growth.

> It looks as though companies could still meet the continued listing criteria for market capitalization (currently:
JPY 4 billion 10 years after listing) even if it were raised slightly.

* On the contrary, while companies that were small when they went public tend to have high growth rates, their
median market capitalization is low.

Median Market
Capitalization at the End 180
of the Listing Month
(Low - High) 160

Category

Small Group 1 JPY 4.0 bil. 140
-Scale @RSl ERIES)] (JPY 1.0 bil. - 5.7 bil.)
R Group 2 120
Group 2 IPY 7.2 bil. . Group 3 101 100
(131 Companies) (JPY 5.7 bil. - 8.8 bil.) .
100 96 g
Group 3 JPY 11.0 bil. .
CEINT A o (JPY 8.8 bil. - 13.7 bil.) [JPY Al b"'] 76 84 60
Group 4 JPY 17.8 bil. G 5 58 40
CEINCINHERIESIM  (IPY 13.8 bil. - 24.9 bil.) roup JPY 24.0 bil
(Largest Scale at Time of Listing) [ -0 bi ] 20
v
Large Group 5 JPY 41.5 bil. O
~Scale NCERRCHULEUTEON (JPY 25.1 bil. - 613.7 bil.) End of Listing 1 Year 3 Years 5 Years 7 Years
Month Later Later Later Later

Note:
Companies listed on the Mothers/Growth Market between January 1, 2010 and June 30, 2023 were classified into five groups in the order of their market capitalization at the end of the month they were listed.

Using 100 as the market capitalization of each company at the end of the month it was listed, the market capitalization of each company at the end of the month X years after it was listed is scored, and the
median for each group is graphed (The 35 companies that have been delisted to date are excluded from the calculation after the point of delisting).
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Growth Status of Companies Listed on the Growth Market (2)

® Some of the companies that have grown significantly since going public were small

when they were first listed.

Companies That Have Grown Their Market Capitalization to over 10 Times Its Initial Value
and over JPY 100 Billion After Listing on the Growth Market (Mothers)

Company Name Industry

1 SHIFT Inc.

2 MonotaRO Co.,Ltd.

8 Z0Z0,Inc.

4 SMS CO.,LTD.

5 JAPAN ELEVATOR SERVICE HOLDINGS CO.,LTD.
6 TORIDOLL Holdings Corporation

7 NEXTAGE Co.,Ltd.

8 GMO Payment Gateway,Inc.

9 Kasumigaseki Capital Co.,Ltd.

10 SAKURA internet Inc.

11 M3, Inc.

12 COSMOS Pharmaceutical Corporation
13 RAKUS Co.,Ltd.

14 GNI Group Ltd.

15 KeePer Technical Laboratory Co.,Ltd.
16 U-NEXT HOLDINGS Co.,Ltd.

17 Nihon M&A Center Holdings Inc.
18 BayCurrent,Inc.

19 M&A Research Institute Holdings Inc.
20 Money Forward,Inc.

Information &
Communication

Retail Trade
Retail Trade
Services
Services
Retail Trade
Retail Trade

Information &
Communication

Real Estate

Information &
Communication

Services
Retail Trade

Information &
Communication

Services
Services

Information &
Communication

Services
Services
Services

Information &
Communication

Listing Year

2014

2006
2007
2008
2017
2006
2013

2005

2018

2005

2004
2004

2015

2007
2015

2014

2006
2016
2022

2017

Current Market Segment

Prime

Prime
Prime
Prime
Prime
Prime

Prime

Prime

Prime

Prime

Prime

Prime

Prime

Growth

Prime

Prime

Prime
Prime

Prime

Prime

Some of the
companies
had a market
capitalization
of less than
JPY 10.0
billion when
they first
went public

JPY 16.1 bil.
JPY 20.0 bil.
JPY 3.7 bil.
JPY 5.3 bil.
JPY 7.7 bil.
JPY 5.3 bil.

JPY 15.2 bil.
JPY 4.4 bil.
JPY 5.5 bil.

JPY 36.4 bil.
JPY 17.5 bil.

JPY 12.2 bil.

JPY 6.4 bil.
JPY 6.7 bil.

JPY 15.8 bil.

JPY 16.2 bil.
JPY 32.5 bil.
JPY 24.6 bil.

JPY 28.3 bil.

Note: Companies listed on the Mothers/Growth Market between July 1, 2004 and June 30, 2024 (excluding delisted companies)
Note: The company’s growth rate since listing was calculated by dividing the company’s most recent market capitalization (based on the average closing price from April to June 2024)
by the company’s market capitalization at the time of the company’s listing (based on the public offering price).
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JPY 295.7 bil.

JPY 889.4 bil.
JPY 1,089.5 bil.
JPY 185.5 bil.
JPY 228.7 bil.
JPY 330.9 bil.
JPY 214.0 bil.

JPY 602.1 bil.
JPY 157.3 bil.
JPY 198.5 bil.

JPY 1159.4 bil.
JPY 543.3 bil.

JPY 326.4 bil.

JPY 120.9 bil.
JPY 116.9 bil.

JPY 275.9 bil.

JPY 274.0 bil.
JPY 501.7 bil.
JPY 269.3 bil.

JPY 304.1 bil.

Market Capitalization
At Time of Lsting

JPY 3.6 bil.

82.5x

55.2x
54.6x
49.9x
43.4x
43.2x
40.1x

39.7x

36.1x

35.8x

31.9x
31.0x

26.8x

18.9x
17.5x

17.4x

16.9x
15.4x
10.9x

10.7x




Appointment of Independent Directors and Their Backgrounds

® Companies in the Growth Market are making progress with the appointment of independent
directors (more so than companies in the Standard Market).

® Many companies appoint executives from other companies as outside directors.

Ratio of Independent Directors on
Companies’ Boards of Directors

Backgrounds of Independent Directors at
Newly Listed Companies

1/2 or More , Companies | 9%
o 20% That Do Not :
61% of Growth- Have Such
Iiste; companies’ Outside
b -
direc(t)c‘-;llr;I z;):sist 50% Directors
o_f t/3 orénore 75% 77%
89%
Companies
91%
1/3 or That Have (59 CO(S’_)
More but Such
Less than Outside
Directors i
1/2 390/0 440/0
25% 239% .,
/ (16 Cos.) (15 Cos.)
/0 (7 Cos.)
Growth Standard Prime Another .
_ B - Company’ s Legal Accounting  gcholar
(n=586) (n=1601) (n=1643) Executive Expert expert

Market Segment

Note: Figures are based on the contents of corporate governance reports as of June 30, 2024.
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Backgrounds of Outside Directors

Note: Aggregated which of the 65 companies listed on the Growth Market in 2023 had

outside directors of such backgrounds




Percentage of Tradable Shares

® Many companies in the Growth Market have a lower percentage of tradable shares than
companies in the other market segments. (However, the percentage of a company’s tradable
shares tends to increase the longer the company has been listed).

Distribution of the Percentage of
Tradable Shares

50% or
More

35% or More
but Less than
50%
2/3 of
companies in
the Growth
Market have a
percentage of
tradable shares
that is less than

50%
25% or
More but
Less than
35%

Less than Growth Standard Prime
25% (h=562)  (n=1595) (n=1640)
Market Segment

Distribution of the Percentage of
Tradable Shares in the Growth Market
(Grouped by No. of Years Since Listing)

37%
38%
35%

. 23%
;esi/so than el 6% =
Lessthan3 3 -5Years 6 -9 Years 10 Years or
Years More
(n=203) (n=164) (n=113) (n=82)
No. of Years Since Listing

50% or
More

35% or More
but Less tha
50%

25% or
More but
Less than

Note: Figures as of June 30, 2024 (excluding companies that have not yet reached the end of their fiscal year since they were listed)
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Business Domains of Companies Listed on the Growth Market

® The business domains of Growth-listed companies are concentrated (i.e., there are many companies

running similar businesses).

> The top 10 industries account for 81% of the companies in the Growth Market and 57% of the companies in

the NASDAQ CM.

Industry Classification of Listed Companies
(Compared Internationally)

Growth Market

(Nikkei NEEDS Industry Classification
Sub-classification: 67 industries)

81% of
o) - -
11, Other 19% companies are in
(113 Cos.)
the top 10
10. Education industries

2% (9 Cos.)

9. Living-Related & Personal
Services 3% (20 Cos.)

1. System Software
28% (165 Cos.)

8. Content Creation &
Distribution 4% (25 Cos.)

7. Staffing & Recruitment
5% (27 Cos.)
2. Website Management

10% (57 Cos.
6. Real Estate & Housing o %)

5% (32 Cos.)

3. Professional Services for
Companies
8% (49 Cos.)

5. Bio/Pharmaceutical-Related

7% (44 Cos.) o
4. Advertising

8% (48 Cos.)

NASDAQ Capital Market

(GICS Industry Classification: 74
industries)

57% of
companies are in
the top 10
industries

1. Biotechnology 18%
(221 Cos.)

2. Banks 7% (81 Cos.)

11. Others 43%
(519 Cos.)

3. Software
7% (79 Cos.)

4. Health Care
Equipment & Supplies

10. Media 2% (23 Cos.) 6% (78 Cos.)

9. Hotels, Restaurants &

Leisure | 2% (23 Cos.) 5. Pharmaceuticals

6% (77 Cos.)

8. Health Care Providers

& Services 2% (29 Cos.) 6. Electronic Equipment,

Instruments & Components

7. Electrical Equipment 4% (49 Cos.)

2% (30 Cos.)

Note: The listed companies are those as of June 2024 (for NASDAQ, only companies for which data could be obtained are included).
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M&A Trends in the Growth Market

® The percentage of Growth-listed companies that have performed M&As each year has
remained at around 10%.

® There are around 10 cases each year of Growth-listed companies being the subject of an
M&A by another company.

Performance of M&As by Listed Listed Companies That Were the Subject of an
Companies M&A (Announced in 2023)

Growth-Listed Company
0 o
10% 11%  11% H That Was the Subject of | Company Performing the M&A
9% an M&A

8% 8% 1 MELDIA Development & PRESSANCE CORPORATION
Construction CO.,LTD. (Standard Market)
Percentage of SENKO Grou i
) p Holdings Co.,Ltd.
Companies 2 SERIO HOLDINGS CO.,LTD. (Prime Market)
Performing SPACE SHOWER NETWORKS INC
M&As 504 3 SKIYAKI Inc. (Standard Market)
459 4 amana inc Infinity brand capital Co.,Ltd
No. of 381 ' (Unlisted)
Companies Not : , RAKSUL INC.
. 317 5 AmidA Holdings Co.,Ltd. )
Performing 290 g (Prime Market)
M&As 221 .
6 UUUM Co. Ltd FreakOut Holdings,inc.
e (Growth Market)
No. of
Companies 61 7 TABIKOBO Co.Ltd. EVENIETE, T,
Performing 1248 25 L) 40 57 (Growth Market)
. The capital Co., Ltd.
M&AS 7018 2019 2020 2021 2022 2023 8 Success Holders,inc. (Unlisted)
Note: “Companies Performing an M&A” refers to companies listed on the Mothers/Growth Market that Note: Excludes M&As that were performed within the company’s group.
have merged with another company or made another company into a subsidiary (excluding Note: Created by TSE from data provided by Nikkei Telecom's “RECOF M&A
companies worth less than JPY 100 million and M&As carried out within the listed company’s Information”

group) in said year (counted based on the date of announcement).
Note: Created by TSE from data provided by Nikkei Telecom's “RECOF M&A Information”
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Reference: Proposal by the UTokyo Center for Applied Capital Markets Research
IR ]

Policy Proposal Report No. 2 “The Low Growth Problem of IPO Companies on TSE’s
Growth Market” (published on October 11, 2024)

2. Purpose of the Proposal

In the past, discussions on supporting startups in Japan have often assumed organic growth (growth through
one's own efforts), and there has been insufficient discussion of non-organic growth strategies and the
creation of an environment for such strategies, which promote a company’ growth and improvements in its
corporate value based on the resources of other companies through M&As.

3. Contents of the Proposal

... in order for a company to achieve non-continuous growth after the IPO, it is essential for the company to
restructure its business model through the proactive use of M&As and to expand its business overseas. Many
companies that make their IPOs in the Growth Market are listed because they are “niche No. 1” companies, but
their growth often stops after their IPOs because the size of these niche markets themselves is small.

« ... startup entrepreneurs who have been aiming for IPOs under the assumption of organic growth often lack
knowledge and awareness of M&As. It is essential to proactively plan seminars and other events for startup
entrepreneurs to widen their perspective of corporate growth through the strategic use of M&As.

- In addition, the high percentage of shares held by the founder makes it difficult for outside shareholders to
exercise governance and also makes it difficult to hold discussions on necessary efforts by management and
on policies on stock price and shareholder returns. If it becomes common practice to reduce the percentage of
company shares held by the founder, it will be easier for the company to raise funds after listing and to implement
growth strategies using those funds or perform M&As through stock swaps because the company’s shares have been
diluted. It is also expected to boost the incentive to increase the company’s market capitalization, which is in the
denominator, so that even if the company’s shares are diluted, the value of one's own assets will increase.

* Excerpt (emphasis is TSE’s)
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Reference: M&A's Contribution to Growth

® There is even data showing that companies that have performed M&As have higher growth
rates in sales, ordinary profit, and labor productivity than companies that have not performed

110
108
106
104
102
100
98
96
94
92
90

Changes in the Performance of Companies That Have

Performed M&As Versus Those That Have Not

M&AS.
Sales
Companies That 150
Performed M&As in 140
FY2017
130
103
120
110
100
100 90
100
80
Companies That
Did Not Perform 70
M&As 60
50

2017 2018 2019 2020 2021

Ordinary
Profit

146

118

100

2017 2018 2019 2020 2021

110
108
106
104
102
100
98
96
94
92
90

Labor
Productivity

105

100 101

2017 2018 2019 2020 2021

Note: Created by TSE based on the Small and Medium Enterprise Agency's “Analysis of the Current State of Business Successions and M&As and the Future

Direction of Initiatives” (June 28, 2024)

Note: The graphs show the changes in the sales, ordinary profits, and labor productivity of companies that fell under the category of small and medium-sized
enterprises under the Small and Medium-sized Enterprise Basic Act in FY2017, with the figures for FY2017 set to 100.
© 2024 Japan Exchange Group, Inc., and/or its affiliates




Initial Listing Criteria (Compared Internationally) #an update of Past Materials

® There are no significant differences between the initial and continued listing criteria of the Growth Market and

those of NASDAQ.

» Designed not as an incentive for growth, but to ensure minimum standards for listing

Growth Market

NASDAQ Capital Market

Criterion (1)

Criterion (2)

Criterion (3)

USD 50 million
Market Capitalization N/A N/A (approximately JPY 7.5 N/A
billion) or more
USD 15 million USD 15 million USD 5 Million
Tradable Share Market - . - . - .
Capitalization JPY 500 million or more (approximately JPY 2.3 billion) or (approximately JPY 2.3 billion) (approximately JPY 750
more or more million) or more
Number of Tradable Shares 1,000 units or more More than 1 million shares
Tradable Share Ratio 25% or more N/A
Number of Shareholders More than 150 people More than 300 people
Net income (for the current fiscal
D7
Performance N/A N/A N/A ygar) USD 750,000 .
(approximately JPY 100 million)
or more
Shareholdi:ﬁ”iguny USDS Stockholders' equity USD 4 million | Stockholders' equity USD 4 million
Financial Condition N/A i illi i illi
(approximately JPY 750 million) (approximately JPY 600 million) or | (approximately JPY 600 million) or
more more
or more
Years in Business More than 1 year More than 2 years N/A N/A
Public Offering 500 units or more N/A
Stock Prices N/A

More than USD 4

*Converted at JPY 150 JPY to the dollar.
Note: NASDAQ Capital Market has several initial listing criteria , and a company can be listed if it meets any one of them.
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Continued Listing Criteria (Compared Internationally) *an update of Past Materials
_ 10 1]

NASDAQ Capital Market
Growth Market

Criterion (1) Criterion (2) Criterion (3)

JPY 4 billion or more More than $35 million

Market Capitalization e N/A approximately JPY 5.3 billion N/A
P (after 10 years of listing) (@pp y )

or more
USD 1 Milli
Tradable.Share. Market JPY 500 million or more . : |on_ )
Capitalization (approximately JPY 150 million) or more
Number of Tradable Shares 1,000 units or more 500,000 shares or more
Tradable Share Ratio 25% or more N/A
Number of Shareholders More than 150 More than 300
Net income for the current fiscal
Performance N/A N/A N/A yeel LSlD @ [l e

(approximately JPY 75 million)
or more

positive net assets Shareholders' equity USD 2.5

Financial Condition o million (approx. JPY 400 million) N/A N/A
(from 3 years after listing) o T

Stock Prices N/A More than USD 1

Monthly average of 10 units or
more

Trade N/A

*Converted at JPY 150 JPY to the dollar.

Note: NASDAQ Capital Market has several continued listing criteria, and a company can continue its listing if it meets any one of them
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Reference: Japanese Government’s “Grand Design and Action Plan for a

New Form of Capitalism 2024 Revised Version”
_ 10 1]

“Grand Design and Action Plan for a New Form of Capitalism 2024 Revised Version”
(June 21, 2024)

IV. Industrial Innovation through Facilitation of Entry and Exit of Firms
1. Implementing the Startup Development Five-year Plan
(1) Enhancing funding provision and diversifying exit strategies

5) Review of listing markets on the Tokyo Stock Exchange

With regard to the "Growth Market" of the Tokyo Stock Exchange (a market for emerging
companies with high growth potential), in light of the situation where many companies stagnate
in growth after small-scale listings, we will consider the medium- to long term approach to
continued listing criteria, etc., from the perspective of promoting the growth and
turnover of listed companies, while paying attention to the impact of the 2022 market
restructuring and ensuring support mechanisms after delisting.

* Excerpt (emphasis is TSE’s)
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Items for Discussion
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Items for Discussion (1)

(TSE’s Aims for the Growth Market)

¢ 1In order to produce startups that will drive the growth of the Japanese economy in the future, TSE must aim to

make the Growth Market a market where companies that boldly take on the challenge to grow after their IPOs
have gathered.

»  TSE should consider policies that focus on how to produce companies that will grow significantly (without

being overly concerned about the number produced) from among those companies that make their IPOs / are
listed on the Growth Market.
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Items for Discussion (2)

(Approaches)

€ In order to encourage each company’s bold challenges, TSE must first make business owners acutely aware of the
following:

»  Companies listed on the Growth Market should pursue growth after their IPOs

» If the company’s growth grinds to a halt, it will have to take measures to achieve further growth, including
mergers and acquisitions with other companies (if it is difficult for the company to expand its business alone)

TSE should cooperate with the relevant parties and the entire ecosystem should raise awareness of the above.

€ In its capacity as an exchange, what kind of approaches can TSE consider to raise an awareness of the above using
the listing rules (listing criteria), among other things? For example,

»  Encouraging business owners: Could TSE consider raising awareness that companies listed on the Growth Market
are required to consider, disclose, and implement initiatives to achieve significant growth through bold challenges
(such as sending out easy-to-understand messages, adding incentives, introducing into the “Code of Corporate
Conduct”, etc.)?

»  Qualitative criteria: Could TSE consider requiring an appropriate level of scale (market capitalization) to be
investment instruments for institutional investors either at the time of a company’s IPO (initial listing criteria) or after a
certain period of time has passed since the company’s IPO (continued listing criteria) so that, at the very least, the
viewpoints of institutional investors can be adopted by the company’s management?

» Governance: Could TSE consider using independent directors (business owners that are entrepreneurs) to ensure that
such things as the decision to conduct an IPO before listing and the consideration of growth initiatives and M&A offers
after listing are made appropriately or introducing a system to reduce the shareholding ratio of business owners after
listing in order to provide an incentive to grow toward this reduction and make governance by outside shareholders
effective?

>  Other: Continue to promote the understanding of the preparation for a company’s listing and the perspectives of
institutional investors after listing (Are there any other possible approaches?)
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Reference: IPO Practitioner Liaison Meeting

® In order to promote the understanding of the process of preparing for a company’s listing,
meetings will be established to regularly exchange opinions with the relevant parties
(securities companies, auditing firms, etc.) regarding issues surrounding IPO-related

work.

<Outline of the Meetings>

Theme

Members

Other

Discussions will be held with those involved in IPO-related work about the basic concepts and
points to keep in mind when preparing for a listing, and this information will be compiled and
disseminated to startup business owners.

* In addition, the status of the discussions of the Council of Experts Concerning the Follow-up
of Market Restructuring will be shared with those involved in IPO-related work.

Practitioners from the IPO-related departments of lead underwriting securities
companies and auditing firms will participate.

* Depending on the circumstances, venture capitalists, the relevant government authorities, and
others may also participate as speakers, observers, etc.

* TSE and JPX-R will serve as the secretariats.

The first meeting is scheduled to be held in late January 2025 (the timing of the next meeting
will be decided based on the status of the discussions).

« After each meeting, the meeting materials and summary of the proceedings will be made public.
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Reference: Compiling a List of Companies Listed on the Growth Market
That Wish to Have More Active Contact from Institutional Investors
SR AN 111/
® TSE will compile a list of companies listed on the Growth Market that wish to have more active
contact from institutional investors in order to support companies that are actively engaged in
IR activities. (The initial list will be published on January 15, 2025, and will be updated on the
15th of each month thereafter.)

Follow-up of Market Restructuring

(Location: shown on the left)

Action to Implement

Council of Experts Concerning Summary of Discussions of Management that is Conscious Measures to Enhance the
the Follow-up of Market the Follow-up Council and of Cost of Capital and Stack Functionality of the Growth . . .
i rS's Farurs Actons B ket « The list will be posted on the foll g webpag the JPX
: o ce erime 3 stance e list will be posted on the following webpage on the
ite: h the Functionality of the Growth
Tokyo Stock Exchange (TSE) is taking measures to further enhance the functionality of the Growth Market based on the discussions WebSIte Measures to En anCe e unC Iona | V O e ro
at the “Council of Experts Concerning the Follow-up of Market Restructuring.”

Market”

Measures to Enhance the Functionality of the Growth
Market (As of May 2024)

=

Measures to Expand and Improve the Dissemination of Information to Investors

(Layout: shown below)

» The contact information and IR website URL that appear in your
application will be listed in an Excel worksheet.

List of Companies Listed on the Growth Market That Wish to Hawve More Active Contact from *

Institutional Investors The location of the list and its layout is tentative and subject to change.

nies listed on the Growth Market that wish to have mare active contact
at are actively engaged in IR activities. The list will be updated on the
as received by the end of the month in gquestion

Compiling a List of Companies Listed on the Growth

Market That Wish to Have More Active Contact from i A B C D E F G
Institutional Investors 1
List (as of the end of December 2024) a List of Companies Listed on the Growth Market

That Wish to Have More Active Contact from Institutional Investors

As of December 31, 2024

* For information on each company, please refer to their respective IR websites.

~ o Ul W

* For more information on this matter, please

refer to the document “Compiling a List of g | ceas | sestor |SSCCile Company name e e IR website
Companies Listed on the Growth Market 9 e XX department https-..

That Wish to Have More Active Contact from |55 — | B XX department o

Institutional Investors” released on 12 . =

November 28, 2024. o
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https://www.jpx.co.jp/english/equities/follow-up/dh3otn0000007e82-att/dh3otn000000lsdp.pdf
https://www.jpx.co.jp/english/equities/follow-up/dh3otn0000007e82-att/dh3otn000000lsdp.pdf
https://www.jpx.co.jp/english/equities/follow-up/dh3otn0000007e82-att/dh3otn000000lsdp.pdf
https://www.jpx.co.jp/english/equities/follow-up/dh3otn0000007e82-att/dh3otn000000lsdp.pdf
https://www.jpx.co.jp/english/equities/follow-up/03.html
https://www.jpx.co.jp/english/equities/follow-up/03.html
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