Minutes of the 21st Council of Experts Concerning the Follow-up of Market Restructuring

Date: Tuesday, April 22, 2025 2:30 - 3:50 p.m.
Place: Tokyo Stock Exchange 15F Conference Room

Attendees: See member list

Watanabe, Director, Listing Department, TSE:

It is now the scheduled time, so | would like to open the 21st Council of Experts Concerning the Follow-up of
Market Restructuring.

First, regarding today’s attendance: Members Okina and Kuronuma are absent.

With that, | would like to proceed to the agenda. Let me begin by outlining today’s proceedings.

Ikeda, Senior Manager, Listing Department, TSE:

Thank you again for your time today. | would like to begin by explaining today’s agenda while referring to
Document 1, which outlines our current policy approach.

The first topic is shown in the upper left corner: Management that is Conscious of Cost of Capital and Stock
Price. Two years have now passed since we issued the request in March 2023, and the key point is to continue
this initiative on an ongoing basis. While we are in regular communication with listed companies, we believe
it is important to look back, together with institutional investors, on the progress made and the challenges
encountered since the request was issued two years ago.

Today, we would like to focus our discussion on Document 2. This includes the results of a corporate survey,
which we hope will help us explore effective and practical measures to further advance companies’ initiatives.
We would appreciate your thoughts based on this data.

Although it is not a formal agenda item today, | would also like to briefly touch on the topic of going private.
Earlier this month, we published the outline of the relevant regulatory framework, including enhancements
to IR frameworks. We will proceed with rule revisions following the public comment process. Additionally, in
line with feedback we have received from this council, we recognize that expectations for outside directors
are increasing, particularly in situations such as going private. To support them in understanding the relevant
knowledge and responsibilities required in such situations, we will continue our awareness-raising efforts,
such as seminars targeted at outside directors.

The second agenda item concerns Document 3 and the Growth Market. We aim to promote a comprehensive
set of measures, including engagement with companies both before and after listing, and the revision of
continued listing criteria. We hope to receive your comments and suggestions on these proposals today.
Based on today’s discussion, we plan to coordinate with government-led startup initiatives and release the
measures as a cohesive package at an appropriate time.



The third agenda item relates to Document 4 and the expiration of transitional measures. As the conclusion
of these measures approaches, with just over a year remaining until potential delisting in the earliest cases,
we would like to report on our communications with shareholders and investors, which were also pointed out
in the previous meeting. We welcome any feedback you may have on this point.

Watanabe, Director, Listing Department, TSE:

Thank you. Let us move directly into the explanation of the materials. We will begin with the topic of
Management that is Conscious of Cost of Capital and Stock Price.

Sakata, Senior Manager, Listing Department, TSE:

I will explain the results of the survey on Management that is Conscious of Cost of Capital and Stock Price as
presented in Document 2.

Turning to page two. This outlines the background for conducting the survey. In order to gain a comprehensive
understanding of the challenges companies face in considering and implementing related initiatives and to
feed this back into future policy development, we conducted a survey of all companies listed on the Prime
and Standard Markets. In total, we received responses from 1,428 companies, including more than half of all
Prime Market companies, so we believe we received broad cooperation.

On page three, we’ve listed the survey questions. We focused on two main areas: one, the issues when
considering and making initiatives; and two, the measures and support expected from the TSE. In particular,
the questions about issues were expanded based on comments received at the last council meeting, and we
categorized them for clarity. From the next page onward, | will go through the results by category.

Now, moving to page four. This covers challenges related to organizational structure and internal systems.
The most frequently selected options were (1) to (3). Regarding (1), Lack of resources and systems for making
considerations, many companies selected this, regardless of their disclosure status. For (2), No progress is
being made in considerations at the board level, this was cited especially by companies that have yet to make
disclosures. And for (3), Internal considerations and coordination take time, we saw this particularly among
Prime Market companies, but overall, it was widely selected as a challenge across the board.

Next, page five addresses challenges related to the content of initiatives. Options (6) through (9) were selected
to varying degrees, but (6), It is difficult to figure out the company’s cost of capital, stood out as slightly more
common. Most notably, (10), It is difficult to formulate a medium- to long-term capital policy, had a markedly
high selection rate. When cross-referenced with other answers, companies that selected (10) also tended to
choose (1), Lack of resources, and (3), Internal considerations and coordination take time. This suggests that
some companies find the capital policy itself difficult to formulate, while others may be stalled by upstream
issues, such as organizational or process bottlenecks, contributing to the high selection rate for (10).

Page six deals with issues around dialogue with investors. (13), Lack of contact with institutional investors,
continues to be a common concern, even as we provide support measures at the TSE. Moreover, even among
companies with institutional investor contact, many cited issues such as (14) and (15), indicating that
challenges persist within those interactions as well. In the open-ended comment field, we received remarks
such as: Some investors take a short-term view, and there is a disconnect between their timelines and ours,
and Domestic institutional investors tend to rely on formulaic assessments, whereas overseas investors tend
to engage in long-term dialogue.



Moving to page seven. Here, we list other challenges. While more companies are updating their initial
disclosures on capital cost- and stock price-conscious management, many still struggle with how to approach
these updates or how to effectively communicate them to investors. Also, about one-third of companies that
have already made disclosures selected (19), Initiatives are not rewarded or reflected in the stock price,
suggesting that many companies are not seeing tangible outcomes from their efforts.

Pages eight and nine present open-ended comments related to these challenges. In the interest of time, | will
highlight only the main themes, which include: Linkage with medium-term management plans, Formulation
of medium- to long-term capital policies, and Dialogue with institutional investors.

Starting from page 10, the focus shifts to the measures and support companies expect from the TSE. With
respect to item (1), Examples of other companies’ initiatives (good case studies/examples of misalignment},
we published updated materials in November last year. Over 70% of companies indicated interest in these
materials, and the open-ended comments show that companies are finding both types, best practices and
misalignment examples, useful. In addition to the various documents we publish, companies also expressed
strong interest in having direct explanation sessions that cover the background and intent of our initiatives,
as well as in the provision of content aimed at enhancing IR skills.

Page 11 is provided for your reference. It analyzes how companies’ expectations for measures and support
vary depending on the specific challenges they face. For instance, companies citing a lack of resources and
internal systems tend to expect explanation sessions for IR personnel and content to improve IR skills. On the
other hand, companies that are struggling with more fundamental issues, such as no progress in board-level
discussion or a lack of action on business portfolio reform, have indicated that they expect direct engagement
with executive management, such as briefings for CEOs. We hope to use this type of insight as input when
designing future policy measures.

Pages 12 and 13 present comments submitted via the open-ended fields of the survey, one concerning
expectations for the TSE and the other covering general impressions across the entire survey. Regarding
expectations, we received a number of comments related to the good practices and misalignment examples
we mentioned earlier. We would like to incorporate that feedback into future updates. As for the general
comments, and in the interest of time, | will just mention the topics: internal shifts in awareness regarding
management conscious of capital cost and stock price and anticipated steps toward future disclosure.

Page 14 is a summary of the survey results, including frequently cited challenges and expected
measures/support from the TSE. We believe this survey has given us a comprehensive understanding of the
real issues companies face, especially in the categories of organizational and structural issues and content of
initiatives.

Turning to page 15. This outlines proposed future measures based on the survey results. In order to sustain
the momentum of this initiative, we intend to move forward with measures that support companies in
resolving these issues.

More specifically, first, in response to the strong demand for good practices and misalignment case examples,
we plan to continue updating these. In addition, we are considering adding elements not only on disclosure
outcomes but also on the process of internal consideration. For example, based on the kinds of challenges
identified in the survey such as medium- to long-term capital policy formulation or fundamental initiative
execution, we plan to conduct interviews with companies that have already tackled and overcome such issues.
By sharing those experiences, we hope that other companies facing similar difficulties will find practical
guidance in both the content and the process behind successful initiatives.



Second, on communication with institutional investors, a topic where many companies reported issues, we
will continue to take steps to facilitate dialogue. This includes monitoring how the List of Companies
Requesting Contact from Institutional Investors, which we began publishing in January, is being used.

With these two focus areas, one, enhancing support through practical examples; and two, facilitating
institutional investor engagement, we hope to further accelerate reform without losing momentum.

The remaining pages and the appendix provide reference data. The appendix includes breakdowns of survey
responses based on company size and P/B ratio. That concludes the explanation of Document 2.

Watanabe, Director, Listing Department, TSE:

We would now like to open the floor for your comments. Thank you.

Kumagai, member:

Thank you very much for the explanation. The materials you’ve prepared are extremely helpful in deepening
our understanding of how listed companies perceive these issues. | believe that based on this, we can establish
a strong PDCA cycle. As for the proposed future measures shown on page 15, | think they are generally
appropriate, but | would like to offer three comments.

First, on page five, items (7), It is difficult to find growth opportunities that exceed the cost of capital; (8), No
progress is being made in reviewing the company’s business portfolio; and (9), No progress is being made in
improving the company’s balance sheet, were cited by surprisingly few companies. According to the detailed
data in Appendix 1, which breaks down responses by P/B ratio, even among companies with a P/B ratio below
1x, only about 30% cited these as challenges. In my view, these are issues that many more companies should
recognize and address proactively. In the footnote to the proposed measures on page 15, you mention
interviewing companies that have overcome challenges. | suggest not limiting these interviews to what's
already listed but also including questions on business portfolio reform and balance sheet improvement.

Additionally, reforming the business portfolio is likely to lead to an increase in business consolidations and
M&A by business segment. However, in my experience, many M&As are later followed by impairment losses.
Companies will increasingly need to develop governance frameworks that include pre-acquisition due
diligence, e.g., through investment committees and post-merger integration, PMI. Since M&A is also expected
to be a focal point in the Growth Market discussions, to be addressed in Document 3, it may be worthwhile
to conduct interviews that clarify best practices and key points for M&A due diligence, decision-making, and
PMI, along with investor-oriented disclosure. We should consider asking companies with growth strategies
centered on M&A to establish governance systems and enhance disclosures accordingly.

Second, on page six, item (14), Institutional investors lack an understanding of the business models of and
issues facing the company and the industry, is, in my opinion, something that companies themselves should
address through proper explanation and disclosure. When selling their products or services, companies
naturally put effort into explaining them. Likewise, if they want investors to buy into their stock, they should
clearly communicate their business model, competitive advantages, and market environment. These are
already required under the Business Plans and Growth Potential in the Growth Market. However, they are not
explicitly emphasized under the Management that is Conscious of Cost of Capital and Stock Price framework.
It may be appropriate to issue a reminder on this point.



Third, regarding item (19) on page seven, Initiatives are not rewarded or reflected in the stock price, | believe
this indicates a gap in the initial status analysis that was requested as part of the capital cost and stock price-
conscious management initiative. This status analysis should include not only capital cost and capital efficiency
but also market valuation metrics like share price and market capitalization. However, it seems that many
companies are not conducting such analysis appropriately.

At Daiwa Institute of Research, in our discussion with executives, we often hear comments like: “We’ve
increased sales and profits, but the share price hasn’t gone up,” “Why is our stock undervalued?” In many of
these cases, the company has either never conducted a proper market valuation analysis or has done so
inadequately. | suggest re-emphasizing the need for companies to conduct this analysis. At the same time, it
might be helpful to ask institutional investors how they approach valuation to better align expectations on
both sides.

Sampei, member:

Regarding the section in Document 1 titled, Action to Implement Management that is Conscious of Cost of
Capital and Stock Price/Promoting Dialogue with Investors, | believe it is very commendable that the TSE has
not stopped at simply issuing a request but is also following up and providing ongoing support in a careful and
proactive manner.

From the investor side, one area that draws significant interest is parent-subsidiary listings, particularly the
development of listing rules in this context. Going forward, the response will likely involve first following up
on the current status of disclosures, then developing listing rules based on that. Therefore, | think it is crucial
to begin with a thorough follow-up process.

As for awareness-raising activities for outside directors in situations such as going private, | expect this will
continue to attract considerable attention. It may be helpful to identify common areas of concern and compile
them into a publicly available FAQ.

Turning to Document 2, as Kumagai-san also noted, item (10), It is difficult to formulate a medium- to long-
term capital policy, received the highest response rate, and | believe this points to a very serious issue. While
the survey was completed by those in charge of IR and disclosures, the core of this problem is not about
resources. Rather, it is about executives failing to fulfill their responsibilities and boards failing to supervise
them. In essence, this highlights a lack of management skills, which | view as a deeply troubling situation.

Item (3), Considerations are limited to staff, and no progress is being made at the board level, also reflects a
lack of leadership and skill on the part of CEOs. It is not uncommon in Japanese companies for executives to
be promoted based on strong sales performance. However, such individuals may only possess the skillset of
a division manager, not the capabilities required of a CEO to address company-wide challenges. This, | believe,
is at the root of the problem. We need to engage more directly with companies to reconsider what corporate
leadership should really entail.

One detail that particularly caught my attention was the 12 companies listed on the Prime Market that
responded, Not disclosed (no disclosure planned). None of these 12 selected item (7), It is difficult to find
growth opportunities that exceed the cost of capital, which suggests that they believe such opportunities do
exist. Similarly, none selected item (9), No progress is being made in improving the company’s balance sheet,
implying that they believe their balance sheets are in good shape. However, six of them selected item (20),
Do not recognize the need to make initiatives. If those companies already have high P/B ratios and feel no
further improvement is needed, that stance may be somewhat understandable. Still, when reviewing the
comments from these companies at the bottom of page nine in Document 2, one noted that even though



they hold around 100 meetings with investors each year, there have been no requests for specific initiatives.
| wonder whether that means the company is truly well understood and valued by investors or whether
something is being missed in that assessment.

Also, | think the fact that companies that have already made disclosures selected item (19), Initiatives are not
rewarded or reflected in the stock price, warrants close attention. There is a risk that this perception could
spread that initiatives won’t have any impact regardless and that would be a harmful outcome. That said,
simply making disclosures is not enough. Unless investors believe that a company is genuinely committed to
its initiatives, those efforts will not be reflected in the share price. If companies do not properly understand
what investors are actually seeking, and instead present their initiatives in a one-sided, product-out fashion,
it is inevitable that this won’t resonate in the market.

Koike, member:
This survey provides a valuable, comprehensive view of how listed companies are thinking today.

Many companies that previously lacked an investor-oriented mindset have now, thanks to the TSE’s
leadership, taken the first step toward such thinking. Regardless of whether their initiatives have become
effective yet, the fact that many companies have started to grapple with these issues is something we should
view positively. Of course, one could take a harsher stance and scrutinize these efforts more severely. But the
more important point is: how do we improve things from here?

Regarding item (1), Lack of resources and systems for making considerations, | suspect this mainly points to a
shortage of IR personnel. At our firm as well, we are seeing an increase in dialogue with companies, especially
around stock price valuation and corporate finance. That said, while many IR officers are capable of explaining
their company’s business operations, | often find that they lack the necessary knowledge when it comes to
valuation or corporate finance. If they are going to engage with market participants, they need to be better
equipped with the relevant knowledge. For context, there are about 30,000 Certified Member Analysts, CMAs,
registered with the Securities Analysts Association of Japan, but only around 20% of them are working inside
operating companies. The number is gradually increasing, but | believe that even within the analysts'
association, we need to strengthen follow-up on this issue.

Regarding item (2), Considerations are limited to staff, and no progress is being made at the board level, |
believe this reflects the lack of awareness or knowledge of corporate finance among board members. If the
knowledge were there, meaningful discussion could happen. | believe this is an area where CEOs and other
top executives need to take the lead and drive change.

As for items (12) to (16), challenges in dialogue with investors, | think there is also a need for institutional
investors like us to make further efforts. | serve as a director of the Investment Trusts Association, Japan, and
as vice chairman of the Japan Investment Advisers Association, so | would like to share this information with
member firms and also request that the TSE offer a briefing session. That way, institutional investors can
reflect on the current situation and consider the appropriate path forward.

Lastly, regarding the comments from companies that do not recognize the need to take action, listed at the
bottom of page nine, | would like to see highly profitable companies take the lead and show strong leadership.
Up to now, policy initiatives may have been aimed at getting lagging companies to catch up. Going forward, |
believe we need policies that help companies already taking action to further enhance their efforts. As I've
said in past meetings, a P/B ratio of 1x is low by global standards. If a company currently has a P/B of 3x or 4x,
it should aim for 5x, 6x, or even 10x. Unless Japanese companies start thinking at that level, they won’t be
able to compete on the world stage.



Uchida, member:

Thank you for conducting such a thorough survey and analysis. | believe that the companies who responded
to the survey understood its purpose, but | do wonder about the fact that the response rate was slightly under
50% of all listed companies. Ordinarily, when a request comes from the TSE, | would expect most companies
to respond.

Additionally, the level or rank of the individuals who prepared the responses likely varied from company to
company. In general, you wouldn’t expect a company to officially submit a response saying something like,
“Our executives are not supporting these efforts.” However, it is also important to capture views from the
staff level, so | believe that compiling these voices and using them to inform future measures is a meaningful
approach.

Regarding the earlier discussion about the differing time horizons between companies and investors, | believe
the most important thing is for companies to steadily implement their growth strategies. While it might invite
criticism from the investor side to say, “These things take time,” the reality is that executing a growth strategy
and seeing results does, in fact, take time. As a result, companies may focus more on shareholder returns,
which can be executed relatively quickly, but that shouldn’t be the only approach. | think there is a certain
level of understanding that what’s truly important is identifying growth strategies that exceed the cost of
capital and executing them even if it takes time. The key is to keep pushing forward on this. It has only been
two years since the request on capital cost awareness was issued, so | have no objection to the direction being
pursued. | hope the TSE will continue its diligent engagement.

Changing the perspective slightly, I'd like to note that even among Prime and Standard Market companies,
many still seem to have insufficient engagement with investors. Of course, disclosure alone does not raise a
company’s share price, tangible results are required. Even if performance is trending upward, the share price
may not necessarily respond. At the same time, we see extreme volatility in stock prices immediately after
earnings announcements. This led me to wonder, though it may be a bit of a provocative idea, whether the
number of listed companies is exceeding the market’s capacity. It's possible that capital in the market is
becoming concentrated in a limited group of companies, distorting how the market functions. From a macro
perspective, government policy is pushing from savings to investment, but within that context, are we
securing sufficient liquidity to ensure that the price discovery function of the market can operate properly?
Are these companies covered by analysts? If we can start viewing such factors as part of the market’s
infrastructure, it may help alleviate some of the frustration felt by issuers.

Nagami, member:

I've reviewed the materials, but | must say that | find it somewhat odd that lack of resources and systems was
selected by so many companies. The reason is that, in my view, a core responsibility of executive management
is to resolve bottlenecks.

Rather than trying to increase the number of responses or asking more questions, | would suggest focusing
on quality, even if that means fewer responses. For example, making it mandatory for CEOs or CFOs to respond
would yield more insightful answers. | hope this can be considered when conducting similar surveys in the
future.



Watanabe, Director, Listing Department, TSE:

Thank you very much. We will now move on to the next item: Future Measures in the Growth Market.

Isogai, Manager, Listing Department, TSE:
Allow me to explain. Please refer to page two, which presents an overview of the proposed measures.

As discussed in the previous council meeting, we hope to move forward with a three-pronged package of
measures to support startups in achieving sustained high growth from the pre-IPO stage through to post-
listing.

The details begin from page three. The first area concerns measures related to IPOs.

As shown on page four, on April 8, we held a roundtable discussion with the heads of IPO departments from
six major lead managing securities firms.

We exchanged views on how to create good IPOs that will lead to growth post-listing. The timing of the
meeting was just after we had published a proposal to revise the continued listing criteria to require a market
capitalization of JPY10 billion five years after listing, so this became a focal point in our discussions.

Key comments from that session are summarized on page five.

Overall, participants supported raising the continued listing threshold to attract more institutional investors,
but they also cautioned against narrowing the overall entry point for IPOs.

As noted under, Points to Note for Companies Preparing for Listing, there is general consensus that IPOs
launched at a small scale tend to face more post-listing challenges. The JPY10 billion standard is seen as a
minimum threshold companies should aim higher, taking into account potential market downturns. It was
also suggested that a JPY30 billion market cap may be needed to truly attract institutional investors.

Other comments included the need for listing reviews by the TSE and securities firms to focus more on post-
listing growth potential rather than current earnings.

On page six, we highlight further opinions. Some suggested that companies listed on the Growth Market need
not necessarily aim for a Prime Market transfer. Remaining on the Growth Market could also be a valid path,
provided the market remains attractive. There was also support for greater involvement by analysts.

Going forward, we plan to use these insights to improve our communications with pre-IPO companies and
enhance our review practices.

Pages seven and onward address our engagement with listed companies. We’ve included a draft document
that we intend to present to Growth Market-listed companies.

Page eight outlines the background. It goes without saying that companies listed on the Growth Market are
expected to pursue high growth. To achieve this, it is essential that companies continuously refine their
growth strategies.



Although companies are already disclosing their growth strategies on a regular basis, we now wish to share
specific points for consideration, based on investor feedback, and encourage companies to actively
incorporate them.

On page nine, we’ve listed specific opinions from investors, such as: “They should analyze their current
situation, which includes considering whether or not their current business model is effective, and restructure
growth strategies,” “Rather than just aiming for their own company’s growth, they should also consider
inorganic growth strategies, such as partnering with other companies, and mergers and acquisitions,”
“Growth strategies should not be overly optimistic or speculative. They should be based on sound and realistic
analysis,” and “Growth targets and initiatives to achieve those targets should be formulated and disclosed as
guantitatively and specifically as possible, using KPIs, etc., and executives should personally engage with
investors.”

Based on this, page 10 outlines the key items we will be asking companies to address. Because these are
startups, we are trying to keep the requests flexible and minimal, rather than imposing rigid standards. That
said, we would like companies to analyze and evaluate their growth performance using quantitative metrics;
evaluate the underlying reasons for their current performance, such as whether market size or competitive
advantages have shifted and whether their business model is functioning properly; use these insights to
review and update their growth strategy; and disclose both the results of the analysis and the updated
strategy clearly, along with relevant KPls.

This is not intended to be a onetime effort but something companies should engage in on an ongoing basis.

On page 11, we stress that this is not a one-way request. As the TSE, we also intend to work hard to make the
Growth Market more attractive with a vision similar to Nasdaq. For companies seeking to actively improve,
we will provide full support, collaborating with other market participants.

Specifically, this includes sharing case studies, holding seminars, and facilitating connections with institutional
investors.

From page 12, we move to the third component: Revision of Continued Listing Criteria.

As outlined on page 13, the current rule requiring a market cap of JPY4 billion 10 years after listing is proposed
to be revised to JPY10 billion five years after listing. This is aimed at encouraging earlier growth to a scale that
would qualify as an investment target for institutional investors while also stimulating M&A and serial
entrepreneurship.

Recognizing the significant impact this could have, we are planning to implement the revised criteria from
2030 onward, giving companies sufficient lead time.

On page 14, we note that some companies have successfully listed at a small scale and grown significantly
afterward. Therefore, we are not planning to raise the initial listing standards. However, since the JPY10 billion
in five years criterion will now be in place, we plan to work with securities firms to confirm at the time of
listing whether a company has a reasonable prospect of meeting that threshold.

Page 15 addresses the companies most likely to be affected by the revision. Roughly 30% of Growth Market-
listed companies, around 200 firms, with market capitalizations between JPY4 billion and JPY10 billion fall into
this category. There have been some reports claiming the revision will affect 70% of companies, but that figure
includes all those under JPY10 billion. Since the JPY4 billion threshold was already introduced during the



previous market restructuring, this revision actually applies to the 30% of companies in the JPY4 billion to
JPY10 billion segment.

These companies may pursue different paths. Some will aim to exceed JPY10 billion, others may consider
M&A or going private, and still others may wish to transfer to the Standard Market. Currently, as shown in
the grey table at the bottom of the page, Standard Market transfers require JPY100 million in net profit as a
formal listing requirement.

This could lead some companies to scale back their growth investments just to meet the profit threshold,
which would defeat the purpose of the reform. To address this, we plan to allow companies with a market
capitalization of at least JPY4 billion to apply for transfer to the Standard Market even if they do not meet the
formal profit requirement, on the premise that they have earned a certain level of market recognition.
Specifically, companies would be subject to the same formal listing criteria as those required for continued
listing. They would then undergo a separate substantive review. In short, companies that fall short of the
profit requirement may still be considered through this substantive review process.

The remaining pages are provided for reference only. That concludes my explanation.

Watanabe, Director, Listing Department, TSE:

We would now like to hear your comments. Thank you.

Kumagai, member:

Thank you for the explanation. | support all the initiatives proposed by the TSE, including the revision of the
continued listing criteria. With that said, | would like to offer some comments on each individual initiative.

Regarding the topic of, Promote IPOs Aimed at High Growth after Listing, as discussed during the exchange
with securities firms, | believe it is essential to revisit how IPO reviews are conducted. In particular, for smaller
IPOs, the review must take into account future growth potential in light of the proposed requirement of a
market cap of JPY10 billion five years after listing. Furthermore, new IPO applicants must be properly informed
in advance of the challenges associated with fundraising through small-scale listings and the difficulty in
securing liquidity.

On the topic of, Request Management that Strives for High Growth, | believe it is important to elevate the
focus on stock price and market capitalization awareness. As | also mentioned during the discussion of
Document 2, companies listed on the Prime and Standard Markets were requested to conduct market
valuation analysis, but many have fallen short. In this new round of engagement, | believe the section titled,
Use quantitative indicators to analyze and evaluate growth after listing, should more strongly emphasize the
need for thorough analysis. It will also be important to implement a PDCA cycle for these initiatives and to
ensure they are discussed at the board level.

At Daiwa Institute of Research, we are already receiving inquiries from Growth Market-listed companies
regarding initiatives and disclosures related to management that strives for high growth. | believe we must
increase the number of companies demonstrating this high level of awareness. To achieve this, it is necessary
to clearly communicate the request content to Growth Market-listed companies, just as we did for the capital
cost initiative, in a way that prompts a fundamental rethinking of corporate behavior. We must also maintain
close communication with companies after the request to build an environment that supports
implementation.
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As for the revision of the continued listing criteria, setting the bar at JPY10 billion in market cap five years
after listing, | support the measure to allow transfers to the Standard Market. However, in order to prevent
the hollowing out of the Standard Market’s initial listing criteria, | believe we need to define clear boundaries
for which companies and over what period these transitional accommodations will apply.

Once this measure is implemented, we can expect the number of companies listed on the Standard Market
to increase. Currently, among Standard Market companies, the disclosure rate under the management that is
conscious of capital cost and stock price initiative stands at only 38%, excluding companies still under
consideration. Going forward, the follow-up council should consider how to increase disclosure rates and
strengthen initiatives in the Standard Market. One approach could be to focus on companies with controlling
shareholders, which were shown to lag in disclosure in prior surveys. That concludes my comments.

Nagami, member:

Of all the topics in the materials, | believe the revision of the continued listing criteria is the most important,
so | will focus my comments there. | support both the timing and level of the proposed criteria, and | also have
no objection to providing the option for companies to transition to the Standard Market. With that in mind, |
would like to make four comments.

First, it's clear that we’ll see an increase in Growth Market companies shifting to the Standard Market. That
makes it extremely important to clearly define and offer the benefits of remaining listed on the Growth
Market.

This isn’t something the TSE alone must address. For example, attracting investors who track Growth Market
indices, securing support from national funds such as JIC, and even broader policy efforts like eliminating
goodwill amortization in M&A are being discussed outside the TSE. | believe it’s crucial that we work with
relevant government agencies to create such incentives.

Otherwise, the Growth Market could become a place with only stringent requirements and no advantages,
which would raise questions about the purpose of being listed there or the purpose of the market itself. As
was mentioned earlier, we need to build a market that, like Nasdaq in contrast to NYSE, is one that growth
companies actively want to be part of.

Second, while | support allowing transitions to the Standard Market, we must ensure this doesn’t become the
path of least resistance for management. We should consider how to clearly communicate the intent of this
accommodation, including the fact that companies will still be subject to substantive review, not just formal
criteria.

Third, | think we should clearly emphasize that the initial listing standards are not being raised.
Since the leak article appeared, this topic has become widely discussed in the startup and venture capital
communities. There’s growing concern that, with stricter continued listing criteria, the actual review process
for new listings may become tougher, and securities firms may stop underwriting smaller IPOs altogether.
There will inevitably be some impact, but the fundamental goal of this reform is to promote the renewal and
innovation of industries and companies. Therefore, we should stress that narrowing the IPO pipeline is not
the intent.

Fourth, a related topic is the positioning of the Standard Market. Given the end of transitional measures and

the revised Growth Market listing criteria, the number of companies in the Standard Market will likely increase
significantly.
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If we’re positioning the Standard Market as a destination or fallback, then that’s one strategic approach.
However, if there is room for improvement in how the market functions, | think we should also consider
potential enhancements to the Standard Market itself.

Sampei, member:

First, | would like to highlight a point not written in Document 3, which | believe is important:
When market capitalization is small, it becomes difficult to attract executive talent.

While many IPO-bound companies are led by founders with strong ideas and vision, such individuals may not
necessarily excel in scaling operations as COOs or CFOs. In terms of overall corporate governance, their
qualifications as CEOs may also be insufficient.

In such cases, it may be necessary to bring in external executive talent, CEOs, CFOs, COOs, to help expand
promising business ideas into larger enterprises. However, if the company's market capitalization is too small,
it's difficult to attract such talent. This applies equally to the supervisory side, securing capable board
members becomes a challenge. When a company genuinely seeks significant growth, being too small can
present structural obstacles. | believe this should be mentioned somewhere in the documentation.

Now, turning to the materials on page two. At the bottom right corner, there’s a footnote that says, “Listed
companies affected by this revision will be eligible for a segment transfer to the Standard Market.” A similar
note appears on page 13. This wording may give the impression that companies unable to meet the Growth
Market’s continued listing criteria are being steered toward the Standard Market, which | find concerning.

As the explanation on page 15 indicates, that is not the true intention. As Nagami-san also mentioned, we
should avoid creating the perception that companies are being guided toward an easier path. | believe the
language should be reconsidered with more caution.

What should be clearly stated is that if a company applies to change its market segment to the Standard
Market, the applicable criteria will be those for continued listing on the Standard Market. Making this explicit
would help avoid confusion.

Another point relating to pages 11 and 6 is the idea that success for a Growth Market company doesn’t have
to mean transferring to the Prime Market. Rather, if companies that grow substantially remain on the Growth
Market, that in itself can define the market’s character and increase its appeal.

When one looks into the Growth Market, there should be successful companies—a showcase of emerging
growth enterprises. If all the successful ones graduate to the Prime Market, leaving behind only newly listed
firms or those struggling to grow, the Growth Market loses its allure.

Nagami member also emphasized the importance of benefits. For example, if a company is listed on the
Growth Market, it may be included in both the Tokyo Growth Market 250 Index and TOPIX. Being included in
both allows the company to attract capital from investors tracking either index. This is a concrete advantage
of remaining listed on the Growth Market, and | believe we should articulate that more clearly.

One more point in Document 3, page nine mentions that the business model of certain companies may no
longer be effective, and page 10 discusses the need to analyze whether a business model is functioning as
expected. This applies not only to Growth Market companies but more broadly, many Japanese executives
struggle to clearly explain their business model. In many cases, their explanations end up being about business
processes rather than true business models.
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Some companies may have been operating for years with inherently unsustainable models, which then quickly
stop functioning. As | believe | mentioned previously, in the UK, the statutory annual report includes a
Strategic Report section. The guidance for that section clearly explains what a business model is, what should
be communicated, and how it should be linked to the company's overall strategy. There’s even a separate
Business Model Reporting Guidance booklet. It emphasizes the importance of providing a careful and
comprehensive explanation, not in isolation but as part of an integrated narrative across all sections of the
report.

Explaining a business model properly also requires discussing what management resources are necessary to
sustain it and how those will be secured and maintained. In Japan, we often throw around buzzwords, but |
feel the real substance is not fully understood. | believe more awareness-raising and education in this area is
necessary.

Matsumoto, member:
| generally agree with the proposals as summarized.

There’s one point that may not be directly under the purview of the TSE, but it’s highly relevant, and since
officials from the Financial Services Agency and METI are present today, I'd like to raise it here. On page five,
the third comment from the top reflects the views of securities underwriters: While not outright rejecting
small-scale IPOs, they note that such listings often fail to achieve liquidity and are left neglected. This is a very
candid and honest concern.

It seems to me that this is part of what the TSE is trying to address through its efforts to create systems that
encourage post-listing growth. However, another issue lies outside that scope. In Japan, IPOs are essentially
the only exit strategy for venture capital.

In the US, under the JOBS Act framework, a secondary market for private shares has been developed. As a
result, risk capital can change hands pre-IPO, allowing venture capitalists to exit by selling to the next fund.
That kind of system has helped startups scale significantly before going public. Enabling this are services like
Carta, which provides robust cap table management, and Forge Global, which facilitates trading in private
shares.

| believe the FSA began exploring secondary trading of private shares about three years ago, but if we want
to promote the growth of startups across Japan, we need to establish a mechanism to facilitate the handover
of capital providers between founding and IPO stages. This is a major structural issue, and | hope this comment
can serve as a prompt for deeper consideration.

Koike, member:

First, regarding the views of the underwriter securities firms, | think they have been very well summarized,
and | found them helpful. As Matsumoto-san also mentioned earlier, strengthening the IPO-centered
ecosystem remains a major issue.

As institutional investors, we do not expect that every company listed on the Growth Market will grow
successfully. However, there are cases where companies go public with a market cap of JPY3 billion to JPY4
billion and eventually grow into the hundreds of billions. It is our job to identify such potential winners. To do
so, however, ongoing dialogue with companies and analyst insights are indispensable.
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Currently, one serious issue is that many companies lose analyst coverage after their IPO.
Even when their market capitalization grows to JPY30 billion, if they are not covered by analysts, institutional
investors face fiduciary duty constraints that make it difficult to invest.

One possible approach would be to require lead managing securities firms to commit to analyst coverage as
part of the IPO process. Frankly, | question the idea of underwriters recommending IPOs without assigning
analysts. If companies lose analyst coverage post-IPO, there is no follow-up. If JPY10 billion in market cap after
five years becomes a benchmark, then it may be appropriate to require underwriters to commit to five years
of coverage at the time of recommendation.

Regarding capital policy, | also hope to see tighter management of the balance between equity financing and
secondary offerings. Since the purpose of IPOs is to raise funds for growth, equity financing should be actively
used to strengthen business foundations. But when IPOs are made up entirely of secondary offerings, it raises
guestions about the company's growth intentions. Capital policy should be thoroughly revisited at the IPO
stage.

As for the idea of allowing transfers to the Standard Market as a sort of relief measure, | understand the
rationale, but I’'m still uncertain about what kind of market the Standard Market is ultimately supposed to
become.

Uchida, member:

On the topic of market capitalization, while many institutional investors view JPY10 billion as a minimum, the
guestion is, who will support companies on the path to JPY10 billion after listing? We’ve already touched on
the role of analysts and pre-IPO capital providers. We need to examine this properly and reflect it in the design
of new systems.

One way to build the kind of infrastructure that makes it easier for potential investors to support companies
on the path to JPY10 billion in market cap is for the lead underwriter to commit to analyst coverage. But given
that the government is now promoting financial literacy through institutions outside the securities industry,
it might also make sense for the TSE to consider supporting retail-oriented buy-side analysts, those who serve
individual investors, from a cost perspective, as a way to bring more of them into the market.

Sampei, member:

On analyst coverage overseas, you often find buy-side analysts covering unlisted companies that lack sell-side
coverage. This allows them to conduct their own evaluations and invest boldly.

There’s no intermediary. Investors engage with companies directly. This leads to closer proximity between
issuers and investors, enabling a more engaged and long-term relationship.

We need such a system in Japan as well. However, it’s a chicken-and-egg problem. If a company goes public
with only secondary offerings, investors won’t be interested, and asset managers will see no return on
assigning coverage, given the costs.

So, the challenge is how to increase the number of ambitious, growth-oriented IPOs, and to produce success

stories. That, in turn, will create a virtuous cycle, where investors recognize the value of devoting resources
to those companies.
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There is no simple solution, but we must create this cycle. Currently, this is a weak point among Japanese
asset managers.

Kanda, member:

| have no objection to the content presented, so my comments will be somewhat overarching, but | would
like to offer two points.

First, as Sampei member noted, Japan has far too few professionals in the securities markets, including
analysts. And as we discussed in the first agenda item, companies themselves are also short on these
resources.

Yes, population decline is a factor, but there’s also uneven allocation of talent. We must increase the number
of people involved in valuation and the capital markets. It’s not clear what the TSE can do in this area, but at
minimum, awareness-raising and educational outreach should be considered. We often hear that Japan has
an abundance of professionals skilled in loan evaluation but a shortage of talent in the capital markets. Unless
we start transitioning more people into this area, resource shortages will persist.

Second, as Matsumoto-san mentioned, the issue of private share trading is currently being addressed. A
working group has been established, the Study Group on Growth Capital Supply for Startups, led by the
Financial Services Agency and the Japan Securities Dealers Association.

Relatedly, | support the decision not to raise the initial listing criteria, but the reality is that VCs exit pre-IPO,
and institutional investors won’t invest unless market cap is at least JPY10 billion. So, in the end, just as the
underwriters pointed out, we’re still in a situation where no one is happy, not even the companies.

I’'m not suggesting that we reject all IPOs from companies below a certain scale. But approving IPOs from
companies that are unlikely to benefit from going public isn’t doing anyone any favors.

Still, in many cases, stock options are expiring, and VCs have held shares for 10 years, so they need to monetize.
Without late-stage capital as an alternative, companies are forced to IPO.

There are plenty of cases where waiting would have been better, in hindsight. So, | think it is necessary to

consider whether there is anything we can do about that. In short, we must recognize that this new JPY10
billion in five years rule is not the end.

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

We will now proceed to the explanation regarding measures in response to the expiration of transitional
measures.

Yamawaki, Manager, Listing Department, TSE:

| will now explain Document 4: Actions Relating to Expiration of Transitional Measures.
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Please refer to page two, which outlines our proposed response plan.

As the transitional measures officially ended in March of this year, and with just over a year remaining until
potential delistings, including the improvement period, we believe it is necessary to thoroughly raise
awareness among shareholders and investors while also encouraging appropriate responses from listed
companies.

Specific measures are outlined in the lower section of the page. First, regarding communication with
shareholders and investors, the TSE plans to disseminate information through various channels. As shown by
the arrows, a dedicated section has been created on the TSE’s website, providing the schedule for the
expiration of transitional measures and a list of companies subject to the improvement period. We have also
asked securities firms, including online brokers, to assist with client communications. Additionally, we are
working with media outlets, such as newspapers, to ensure the issue is reported widely.

Second, for companies subject to the improvement period, we intend to formally request that they explain to
their shareholders the specific progress made toward compliance and the risks associated with potential
delisting. A one-page request form is included in the appendix. As many companies with March fiscal years
are now entering earnings season and approaching shareholder meetings, we expect them to use these
opportunities to provide clear explanations.

As the delisting deadline draws nearer, more companies are also considering actions such as transferring to
other markets, seeking listings on other exchanges, or going private through M&A. However, some companies
have yet to consider these options. To address this, we plan to share examples from other companies, and in
future disclosures, request not only updates on compliance efforts but also transparency regarding other
potential corporate actions. This is intended to encourage more active strategic consideration.

From page three onward, we have re-summarized the schedule for the expiration of transitional measures
and the most recent compliance status. | will not go into detail here.

One point to supplement, as shown on page three, now that transitional measures have ended, the March-
year-end companies will be the first to be evaluated under the original continued listing criteria. These
assessments and the official announcements of companies entering the improvement period are expected
between mid-April and mid-June.

We hope to continue monitoring the status of such companies in future council meetings.

That concludes my explanation.

Watanabe, Director, Listing Department, TSE:

Thank you. We now welcome any comments or questions.

Kumagai, member:

| support the proposed course of action. While global markets are currently volatile due to the policies of
former President Trump, it’s important to note that we have already provided ample transitional time.
Additionally, since the transitional period was first announced, when the Nikkei 225 was around 28,000, the
market has risen substantially. Taking this into account, we can say that the overall environment for taking
corporate actions has been favorable.
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In conclusion, we should proceed with the expiration of transitional measures and the subsequent
improvement period, including designations such as Securities Under Supervision and Securities to Be Delisted
in a calm and methodical manner. At the same time, we must ensure that the TSE provides proper support to
companies that reach out for advice.

Matsumoto, member:

| believe this response is appropriate. However, given that a significant number of companies may face
delisting, it’s important to recognize that shareholders include a much broader population than just
institutional investors or brokerage clients. We must engage in communication that goes beyond standard
awareness efforts.

Using diverse media channels, and even involving lawmakers, will be essential to ensure we reach a wide
range of stakeholders. | urge you to develop a well-considered communication strategy and implement it
swiftly.

Kanda, member:
| support the proposed response and agree that we must proceed steadily and resolutely.

Sending formal letters to listed company representatives is certainly appropriate. At the same time, disclosure
to shareholders and investors is critically important. For example, the wording in the letter could be
strengthened to more clearly request that companies adequately inform shareholders and investors of their
current status.

Nagami, member:

| believe many investors still do not fully grasp the reality that delisting may actually happen. We must
therefore be especially attentive to investor protection, particularly for retail investors.

There’s also the risk of accumulation by speculators targeting delisting, so | believe the TSE should closely
monitor the situation going forward.

Watanabe, Director, Listing Department, TSE:

Thank you very much. Lastly, we will explain the next steps and timeline.

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

The documents presented during this meeting will be made public at 5:00 PM today after the conclusion of
the meeting. Following that, we will also hold a press briefing.
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As for the agenda of the next meeting, we will consider today’s discussions and consult with you again.
Watanabe, Director, Listing Department, TSE:
That concludes today’s meeting. Thank you very much for your participation.

We look forward to seeing you again next time.

[END]
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