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IPIan for Future Discussions (Governance) !'I,l)!

m Regarding the governance of listed companies with controlling shareholders, what is important from
the perspective of protecting minority shareholders is that an effective governance system should be
in place and functioning to monitor the risk of structural conflicts of interest between controlling
shareholders and minority shareholders.

> The 2021 revision of the Corporate Governance Code (CG Code) established a new principle that
requires companies with controlling shareholders to establish a governance system centered on
independent directors who are independent of the controlling shareholders.

m |n light of the discussions to date in this Study Group and the situation surrounding the CG Code, it is widely
thought to be important that independent directors be utilized in terms of the development and
functioning of such a governance structure.

m In order for independent directors to be utilized in the development and functioning of governance
systems, we would like to discuss the role of independent directors and how to ensure their
independence from controlling shareholders from the perspective of what measures are necessary at
the stock exchange and in the listing rules (under the current legal system).
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Role of Independent Directors




Jitems for Discussion (Role of Independent Directors) !|P|)!

B Given that under the current CG Code, independent directors and special committees are expected to play a
role in monitoring the risk of conflicts of interest, it would be useful to further define what these roles could be
in view of specific situations.

ltems for discussion

B What are your thoughts on the idea of TSE presenting the results of the Study Group’s discussions as a
"basic approach’ on the role of independent directors?

Presuming this as the outcome, potential discussion topics are:
B In what situations is it important for independent directors and special committees to be involved?

B What actions are required of independent directors and special committees in each situation?
» For example,

(1) In what categories of transactions/activities that may involve a risk of conflict of interest (i.e., (i) direct
transactions, (ii) business transfers/adjustments, and (iii) conversions into wholly-owned subsidiary) is it
important for them to be involved? In addition to these, are there any other cases in which involvement is
necessary?

In each case, what kinds of action are required? (see pages 10-13)

(2) Regarding the procedural regulations of the Code of Corporate Conduct (procedures for obtaining opinions
from disinterested third parties), in principle, should independent directors and special committees be
involved (be the opinion provider)?

What kind of opinions are independent directors and special committees required to give? (see page 14)

B Are there any other matters that need to be addressed or kept in mind in order for independent
directors to fulfill their roles?
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| (Reference) Previous opinions 1

» It is important to clarify in the Code of Conduct, as a principle, the role of independent directors at a company
with a controlling shareholder.

» A principle is also necessary to clarify in what matters independent directors should get involved. Having
independence means that the independent directors may not understand the business. Having independent directors
deciding everything about a listed subsidiary would not necessarily lead to enhanced corporate value.

i » Special committees should not always deliberate under normal circumstances but should discuss where the :
: transaction is a category which could cause a conflict of interest between a parent company and general :
shareholders of the subsidiary, or when a specific transaction becomes problematic.
» Since there are various relationships between a parent company and a subsidiary, it would be too rigid to require
: consultations with a special committee whenever there is any transaction between the parent company and the !
I subsidiary. It is essential to take a more balanced approach of having each company consider what transactions are I
i important to the interests of the listed subsidiary and minority shareholders, and then have the listed subsidiaries disclose .
the situations in which the special committee plays an important role. :

» As a general approach, rather than encouraging further use and expansion of special committees, it would be
better to encourage the use of independent directors.
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IRoIe of Independent Directors Under CG Code (Principle 4.7) !|P|)!

B Principle 4.7 in the CG Code expects independent directors of companies with controlling shareholders
to monitor the risk of conflicts of interest between the controlling shareholder and minority
shareholders and to reflect the views of minority shareholders.

— Listed companies are required to comply with each principle of the CG Code, or if not, to explain why
not (comply or explain)

B Almost all listed companies with a controlling shareholder report compliance with Principle 4.7.

Principle 4.7

Companies should make effective use of independent directors, taking into consideration the expectations

listed below with respect to their roles and responsibilities:

i), i) (omitted)

iii) Monitoring of conflicts of interest between the company and the management or controlling
shareholders; and

iv) Appropriately representing the views of minority shareholders and other stakeholders in the boardroom
from a standpoint independent of the management and controlling shareholders.

Status of compliance with Principle 4.7

Existence of controlling shareholder Comply Explain
Number of listed companies with controlling shareholder 344 4
Number of listed companies without controlling shareholder 2,820 25
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IGovernance Structure Under CG Code (Supplementary Principle 4.8.3) !|P|)!

B CG Code Supplementary Principle 4.8.3 requires listed companies with a controlling shareholder to
establish a governance system centered on independent directors who are independent of the
controlling shareholder (appointing a specified percentage of independent directors or establishing
a special committee to manage conflicts of interest)

Supplementary Principle 4.8.3

Companies that have a controlling shareholder should either
> appoint at least one-third of their directors (the majority of directors if listed on the Prime Market) as
independent directors who are independent of the controlling shareholder or
> establish a special committee composed of independent persons including independent director(s) to
deliberate and review material transactions or actions that conflict with the interests of the controlling
shareholder and minority shareholders.

Responses to public consultation regarding Supplemental Principle 4.8.3

B With regard to ensuring greater independence within the Board of Directors, at the Follow-Up Council, while some members
said that listed companies with controlling shareholders should appoint a majority of independent directors
regardless of market segment, others said that it would be excessive to require listed companies with controlling
shareholders to make all business decisions with a majority independent of the parent company. In light of these
suggestions and the concept that a higher level of governance is required of companies listed on the Prime Market,
listed companies on the Prime Market that have controlling shareholders are required to appoint a majority of independent
directors who are independent of the controlling shareholder, and those on other market segments are required to appoint at
least one-third independent directors who are independent of the controlling shareholder.

B [n addition, based on the above suggestions, depending on individual circumstances, companies are required to adopt
at least one of the following two measures: (1) ensuring further independence of the Board of Directors and (2) establishing
a special committee to manage conflicts of interest.
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IGovernance Structures (Status of Compliance with Supplementary Principle 4.8.3) !'Pl)!

® Of the Prime Market listed companies that have “complied” with Supplementary Principle 4.8.3,
> less than 20% have appointed a majority of independent directors.
» the remaining over 80% have established a special committee to manage conflicts of interest.

B Companies “explaining” are more likely to say they are considering establishing a special committee
to manage conflicts of interest.

(Based on CG reports as of July 14, 2022)

Companies that “comply” with Supplementary Principle 4.8.3

: compliance through appointment of a specified percentage of

: compliance through establishment of a special committee
independent directors

Prime Market Standard Market

Ratio of independent

With special

. . With special
directors No. of companies Percentage committee No. of companies Percentage committee
More than 1/2 21 (+8) 16.7% (+6.2pt) 1 (+1) 15 (+7) 7.4% (+3.2pt) 1 (+0)

More than 1/3 or more — 1/2 97 (+1) 77.0% (-0.4pt) 64 (+34) 135 (+10) 66.5% (+1.4pt) 15  (45)
Less than 1/3 8 (-7) 6.3% (-5.7pt) 4 (£0) 53 (-6) 26.1% (—4.6pt) 15 (+4)
Total 126 (+2) — 69 (+33) 203 (+11) — 40 (+18)

Note: Figures in parentheses indicate increase/decrease from the aggregate results as of December 31, 2021.

Companies that “explain” for Supplementary Principle 4.8.3

Prime Market

Standard Market

Category No. of companies Percentage No. of companies Percentage
Total 38 81 |
- Planning/discussing increase of independent directors 10 | 26.3% 33 40.7%
- Planning/discussing establishment of special committee 17 44.7% 29 35.8%
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Categories of Transaction that Have Potential for Conflicts of Interest ““
with Minority Shareholders JPX

B The following three major categories of transactions and actions can occur in a company with a
controlling shareholder, which may cause conflicts of interest risk.

— Category (1) can include general transactions and recurring/ongoing transactions.

— Category (2) can include business adjustments that do not involve specific transactional activities (e.g., starting a
competing business with a subsidiary or preventing a subsidiary from starting a new business).

— These categories can be considered both for situations where conflicts of interest in a specific transaction/action
become an issue and in daily supervision situations.

| Category (1]: Direct transactions Catemnry (2) Biisingias traisfir or adiistinent Category (3) Conversion into a wholly-owned subsidiary
(excluding (2) and (3}) | b : by a controliing shareholder
H"'_‘l of ! Risk of conflicts of interest | Risk of
i conflicts of Parent conflicts af
TramE. Parent company interest 1 company ! Parent company interest
i 1 I Exclusion, etc.
Image Real estate i Partial busihess transfer or i canversion thto
transactiond ar General shareholders | productign outsourcing  Ganeral shareholders S Ganeral shareholders
. i involving ogerating division : B E
cash deposits, etc / i 4 g // | subsidiary /
Subsidiary : w Subsidiary Subsidiary
|
{inthe case of cash deposits) i = The parent company wants to consolidate + The parent company wants to exclude the
The parent company wants to make use of the campeting or duplicate businesses to optimize | shareholders of the subsidiary and convert into a
S | cash which the subsidiary deposited with at the | the entire group at the lowest cost possible. - wholly-owned subsidiary at the lowest cost
Cﬂﬂﬂiﬂ_ﬁ-l‘-‘:f lowest interest rate possible. i * The subsidiary does not want to transfer, i possible.
interest! -+ The subsidiary wants to invest cash in its own adjust, downsize, or abolish its business unless | * The peneral sharehalders of the subsidlary does
i company unless an interest rate that covers the | fair compensation is paid in consideration of : not want the subsidiary tgghe acquired unless a fair
cost of capital is paid. future profitability and business continuity. price is presented in considdation of factars such

as future cash flows.

The most serious case of conflicts of interest is believed to be found in category (3): conversion into a wholly-owned
subsidiary by a controlling shareholder. The Fair M&A Study Group is considering the development of guidelines on the role
of measures to ensure fairness to protect the interests of general shareholders.

10

Source: Material 2 prepared by Ministry of Economy, Trade and Industry for The Council of Experts Concerning the Follow-up of Japan’s Stewardship Code and Japan’s
Corporate Governance Code at the eighteenth council on March 5, 2019
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I (Reference) Fair M&A Guidelines

JPX

Chapter 3 Practical Specific Measures (Fairness Ensuring Measures)
3.2 Establishment of an Independent Special Committee

3.2.4 Practical Measures for the Effective Functioning of the Special
Committee

3.2.4.2 Committee Composition
A)
(Omitted)

Specifically, persons who will become Special Committee members should be
required to maintain independence from (1) the acquiring party and (2) the
success or failure of the M&A transaction (in other words, they should have no
significant interest in the success or failure of the M&A transaction different from
that of general shareholders). This independence should be appropriately determined
for each M&A transaction taking into account the specific circumstances, such as the
relationship between the candidate and the acquiring party/target company and between
the candidate and the M&A transaction, and from the perspective of whether such
candidate generally can be expected to make an appropriate decision from the point of
view of increasing corporate value and protecting the interests of general shareholders.

Independence

With respect to independence from the acquiring party (factor (1)), in cases
involving an acquisition of a controlled company by the controlling company, it is
advisable that, taking into account the requirements to qualify as an outside
director or outside company auditor under the Companies Act (for example,
Article 2, ltem 15a of the Companies Act), potential Special Committee members
who are former executives or employees of the controlling company have not
been either an executive or an employee of the controlling company during the
period of at least 10 years prior to becoming a Special Committee member.

In addition, with respect to business relationships with an acquiring party and personal
relationships other than those described above, it is beneficial to apply the independence
criteria for independent officers established by the financial instruments exchanges to
relationships with the acquiring party; however, it is difficult to establish a uniform
objective standard, and it is necessary to make a practical decision taking into account
the specific circumstances of each.

B) Attributes / Expertise of Special Committee Members
It is advisable that the Special Committee be composed of outsiders, that is, outside

directors, outside company auditors, and outside experts, in order to eliminate the
influence of structural conflicts of interest. Persons eligible for membership on the
Special Committee are described generally below.

a) Outside Directors: (1) are appointed at a general meeting of shareholders, have
legal obligations and liability to the company, and may also be subject to
liability claims from shareholders, (2) are by nature expected to participate
directly in business decisions as a member of the Board of Directors, and (3)
have a certain degree of knowledge of the target company’s operations.
Taking into account these attributes, and the role of the Special Committee, an
outside director is the most suitable type of member. In principle, if
independent outside directors exist, it is advisable to select members from
among such directors. In addition, one practical measure to enhance the
effectiveness of the Special Committee is to have an outside director act as
committee chair.

(Omitted)

If all outside directors have issues, such as a lack of independence, that prevent them
from being selected as Special Committee members, establishing a Special Committee
consisting only of outside company auditors and outside experts may be considered the
second-best solution.

On the other hand, the fundamental role expected of an outside director is to manage
the Special Committee appropriately and responsibly while employing the expert advice
of advisors and others, based on a proper understanding of the Special Committee’s role
and the legal obligations and liability they have to the company. Because they are not
expected to exercise expert judgment on their own, the fact that an outside director does
not have expertise in M&A cannot justify a decision not to select that outside director as a
Special Committee member.

The most advisable approach is that the Special Committee be composed of
only outside directors, who are most suitable to serve as members, and that M&A
expertise be supplemented by obtaining expert advice from advisors and others.
At present, it appears that many companies may encounter difficulty in forming
Special Committees with this composition due to having a small humber of
outside directors; however, in the future, many companies are expected to appoint
multiple independent outside directors, and it will become easier to form Special
Committees with this advisable composition.

Source: Ministry of Economy, Trade and Industry, Fair M&A Guidelines

— Enhancing Corporate Value and Securing Shareholders’ Interests —June 28, 2019

https://www.meti.go.jp/policy/economy/keiei_innovation/keizaihousei/pdf/fairmaguidelines _english.pdf

Note: Bold and underline formatting is added by TSE

© 2023 Tokyo Stock Exchange, Inc.



IRoIe in Conversion to Wholly-Owned Subsidiary Situation 1

JPX

Since the publication of the Fair M&A Guidelines by the Ministry of Economy, Trade and Industry, it has
been established in practice that a special committee including outside officers should be established
when a controlling shareholder conducts a tender offer to take a listed subsidiary private.

It is also now common for the board to comply with the decision of the special committee.

Disclosure status based on Fair M&A Guidelines

Cases covered by survey 19 24 27
Information on the eligibility of members of special committees 19 24 27
Disclosure that the committee consists solely of outside officers 9 9 11
(Of which, disclosure of reasons for appointment, etc.) (3) (3) (1)
Disclosure that the committee is composed of outside officers and outside experts 9 13 15
(Of which, disclosure of reasons for appointment, etc.) (3) (6) (12)
T
Disclosure that the committee consists solely of outside experts : 1 2 1 i
(Of which, disclosure of reasons for appointment, etc.) E (1) (2) (1) ]
____________________________ em——————————
Handling of the decision of the special committee by the board of the company 9 20 25

Note: "Outside officers” is not limited to independent directors, but includes outside directors and outside company auditors (kansayaku)

Disclosure (1) that the board will respect the decision of the special committee to the maximum extent

+(2) that it is stipulated in advance by the board that if the special committee determines that the terms of the 9 20 25
transaction are not appropriate, the company will not support the M&A.
No disclosure on any of the above 0 0 0

=

Reasons for appointment where the committee is composed solely of outside experts

>
>

>

>

Independent director concurrently serves as outside director of a subsidiary of the controlling shareholder

Outside director concurrently serves as an employee of a subsidiary of the controlling shareholder / belongs to a law firm that serves as
a legal advisor to the controlling shareholder

Outside director concurrently serves as a director or official of a subsidiary of the controlling shareholder / belongs to a law firm that is a
legal advisor to the controlling shareholder

All directors and sompany auditors (kansayaku), including independent directors, are from the controlling shareholder group
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IExampIes of Discussion ltems at Special Committee
JPX

(Examples of Disclosures in CG Reports)

Itmedia Inc../2148
[HI\FRAEBER
EFEROBRINEL LT, BUFRANEEEICHI SHIMARNEISCH L,
REM - ZERENSH UTEIfE LD, kTR B S =(C@EY)(C
RREE, HHOBEEBRTEONENHZIBRT B EZBNICHEFRIEERTRE
LTHEDET,

A EEFSE 4 27 BRE E U, LUTICERH I R RSfTEREIEICH T BE
SIDOEIBM G I ZFOEYEMDEE - IREZITO>THDET,

O & SHDE. KABETDOMOBERBHETS

@ finst kR (CXT D LHEN

® BRINDIEABE

@ FEFOEDEY (REDEREZRHBELUTVIEEICHET HIES)

® BEHLIIN -T2t LDOEERS

® O~GICEUZHHDRER\UMBHIBICEAL. BFEaRRNSHEEZ
R(IER

@ ©@ofth, AESSOEENBELHRUESR(CIRUIEER

(September 29, 2022)

Suntory Beverage & Food Limited,/2587 (February 13, 2023)

(1) The Company has established the Special Committee as a system to
safeguard the interests of general shareholders.
To ensure fairness, transparency and objectivity regarding transactions,
activities, etc. with the Suntory Group, the Special Committee verifies
the necessity and reasonableness, the appropriateness of the terms
and conditions, etc., and the fairness of transactions equal to or
exceeding a certain amount with the Suntory Group, including
Suntory Holdings Limited, and transactions, activities, etc. related
to the business resources forming the source of Company’s
corporate value, such as brands, human resources, key assets
and information (hereinafter collectively referred to as “Important
Transactions, Activities, etc.”), and reports to the Board of Directors.

© 2023 Tokyo Stock Exchange, Inc.

Rakuten Bank,Ltd. /5838 (April 21, 2023)

B, <FRAI1 - 7 : BEHEEEFMEOESE|> THiARzES D, HIT(E, HIIE
B (—HstkE EFIBERNE U DB ZNDORWVINEGHEE RO EEEE % L)
WET, ) SN FRIEEREER| ZREL. BEXII—T(#)H
S5DON—TEEEBIE LOERICED S BEAHDREDHITIN—T EXX
OIWN—TDHREB(ICEET DABEHRVEXRIIN—T LOBEI RUVITADRET
(CBRUT, 7—ALX - L2TR - JL—)L0OFIGEHERESIE(C DT, SBITDE
BOEEHN DEVIMEERFROB AN SEEHUERIITDIDEEBIC. D
KREREOH AN SHEBHERUEHUMZERITZCEE L. BEER(CEHHIIC
X (FBE(CHREZ UTNERSRNWCEELTED,. B Siatka
RIBEZITDS (CHIED CIIREZRESNADER - REZTEBEC TEHEZIRILT D
1z, BITOMIIMENEE SNSRI DEHKREDHRZNEIE SN DEEL
EURWEEZITVWEY, (FEB8)

EXIN—TICEI I EZEMHE L UTERITIBAICIE. WRENSHTERE
(CRETDZENERTIL—T EHITDERDEFTZ—DBRNUEXRTIL—
THNCHITDHITOFHEEBILTICET D%, HiTDOhEMER D =S
BHRTHINFZRIDIR. <RAI3 -1 : [BIRFERDOFEE> (iv) THA
JZiBD., HITFIOIWN—TEERIIN—TOHEICEAETIAERMHGLELT. 5
HUSHHTORBOEEH DERMESE RV BREREDOH RN S55Z[EHR
LWHhERBIERESRICEARITSI L LEULTVET,

If the company does not disclose the information in English, only the

Japanese is provided

Note:

Relevant parts of each company’s disclosure have been extracted and partially
edited for inclusion here. Blue text formatting was added by TSE.




IRoIe in Procedural Regulations under Code of Corporate Conduct "“
JPX

B Under the Code of Corporate Conduct, when carrying out a material transaction or activity involving
the controlling shareholder, listed companies with controlling shareholders are required to obtain an
opinion from a person who has no interest in the controlling shareholder regarding whether the
transaction would undermine the interests of minority shareholders.

B [nrecent years, it has become an established practice to obtain opinions from independent directors
or special committees that include independent directors as members.

Rule 441-2. Matters to be Observed Pertaining to Significant Transactions, etc. with Controlling Shareholder
A listed company that has a controlling shareholder shall, in the cases referred to in the following items, obtain opinion from an entity that has

no interest in such controlling shareholder, that any decision on the matters prescribed in such items* will not undermine interests of minority
shareholders of such listed company. (omitted)
*  Prescribed actions among the events for timely disclosure (third-party allotment of shares, organizational restructuring,
transfer/accession of business/fixed assets, becoming a wholly owned subsidiary, etc.), which are related to a controlling shareholder
Recurring/ongoing transactions or business adjustments that do not accompany with transactions are not covered.

Opinion providers (Jan. 2022 — Apr. 2023) (Ref.) Opinion providers (Jan. 2014 — June 2019)
Independent director 63 33.3% Independent director 174 34.3%
Ingependent auditor ° s 90.4% Independent auditor 151 29.8%
Special committee (including independent 108 57.1% , , .
directors) i Third party committee 115 22.7%
Special committee (including independent 4 219, Lawyer or CPA 21 41%
auditors .

E— c)ommittee pem— 3 1.6% External calculation agency 15 3.0%
Lawyer or CPA 5 2.6% Other (disinterested director, etc.) 31 6.1%
External calculation agency 1 0.5% Total 507 100%
Other (disinterested director, etc.) 0 0.0%

Total 189 100%
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Ensuring Independence of Independent Directors
from Controlling Shareholders




Items for Discussion i
(Ensuring Independence from Controlling Shareholders) JPX

ltems for discussion

m How could "independence from controlling shareholders™ be ensured in the requirements for
independent directors (independence standards)?

> Are there any elements not covered in the current independence standards for independent
directors in terms of minimum requirements to ensure "independence from controlling
shareholders"?

> If there are elements that are not covered, how might this be addressed in the listing rules?

(Reference) Previous opinions

» Independent directors of a listed company with a controlling shareholder must be independent from the controlling :
shareholder (including group companies with a controlling shareholder at their core) as well as the management
of the listed company. :

» As an independent director/auditor rule for listed subsidiaries, it is necessary to establish a rule whereby the listed
subsidiaries appoint at least one director/auditor who is independent from the parent company or controlling :
shareholder (in particular, independent in terms of economic and business relationships).

__________________________________________________________________________________________________________________
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Joverview of Independence Standards !|P|)!

B The independent director/auditor rules require an independent director/auditor to be "a person who is unlikely to have a
conflict of interest with general shareholders" as a qualitative requirement, and within that, establishes independence
standards as the minimum requirements that must be satisfied (e.g., when there would typically be deemed to be a
likelihood of a conflict of interest with general shareholders).

— Current independence standards apply to all independent directors/auditors.
» Independence standards primarily require independence from management (see (1) in the table below)

» In terms of independence from the controlling shareholder, it is required that the director/auditor has no
employment relationship with the controlling shareholder and is not a close relative of someone who has an
employment relationship with the controlling shareholder (see (2) in the table below), but there is no
prohibition of business relationships with the controlling shareholder.

Attributes of directors/auditors \41ing ependent Independent
Executive 1 . 1
officers, etc. of | off:i)::ugt‘::e of 1 Executive officers, etc. of major Executive
the listed ' barent o; sib-lin 1 business partner or consultant officers. etc. of Executive officers, etc. of non- Those who do
company or : P companies 9 : who receives a large amount of - m;jor : major business partners, mutual not fall under
osr&s;ﬁlz::,essé : or their close : money c:irstt);ge; :;szt: from the T appointees, and donors any of these
: relatives : pany

relatives

g Current/ NOT independent Disclosure
= recent required
o
o
I _____
' . Expansion of
L L independence
- Past (2) : : standards in 2020
(within 10 years) : . with a view to
: ' improving
————————— e e R T e e e e e s = governance of listed
Past subsidiaries

(over 10 years ago)

I
[
I
|
1
|
I
I
[
I
I
|
|
I
e b .
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Items for discussion i
(Ensuring Independence of Independent Directors from Controlling Shareholders) JPX

m How can the voting rights of the controlling shareholder and independence from the controlling
shareholder be reconciled?

- TSE anticipates further future discussion on Majority of the Minority (MoM) and the relationship with the Nominating Committee in the appointment of independent directors.)

(Reference) Previous opinions

» A possible measure to protect minority shareholders from a governance perspective would be a MoM mechanism that would allow listed
subsidiaries to file the appointment of independent directors/auditors only if they are elected by a majority of minority shareholders.

v" Without a certain level of support from minority shareholders, it may not be possible to justify that an independent director is an
advocate for the interests of the general and minority shareholders.

v Requiring a MoM condition would not prevent a parent company from exercising its right to appoint and dismiss the executive
directors of its subsidiaries. Moreover, the entire board of directors of the subsidiary has the authority to supervise the subsidiary’s
operations, and therefore, requiring a MoM condition would not disable the parent company’s ability to supervise the subsidiary.

v" At a company without a controlling shareholder, independent directors are qualified through the independence requirements plus an
appointment by the general meeting of shareholders, which is also independent. A MoM condition is equivalent to requiring companies
with a controlling shareholder to secure similar requirements in practice, and it follows naturally from the current Corporate
Governance Code and listing rules.

| Because the basic structure of the stock company is based on control backed by the share of voting rights, it would be excessive to
: always require approval by a majority of minority shareholders for independent director appointments, even in the ordinary course of
| business.

‘/7

v" We should go back and review the original concept of what shareholder rights and voting should mean. The perspective that the voting
rights themselves represent how much responsibility they have in investing in the company is also very important.

» The concept of independent directors/auditors is to determine independence based on objective attributes, whereas the MoM ensures
independence through focusing on the process. Mixing these two ideas is questionable and only one of them should be taken.

» [Establishing a nomination committee at a listed subsidiary makes it look like the company is giving consideration to governance, but
there are considerable differences among companies in terms of the actual situation. The role that can be expected of a nomination
committee when the parent company or controlling shareholder controls most of the voting rights at the AGM is very different from that of a
normal company.

Use of nomination committees in listed subsidiaries requires careful consideration.

TSE should take steps to stop "companies with three committees (nomination, audit and remuneration)" from entering into agreements with
controlling shareholders regarding the nomination of director candidates, even though such agreements violate the principle of the law and can be
thought to be invalid. Such agreements are also not desirable at companies with a voluntary nomination committee, even though that may depend
on the characterization of the nomination committee.

__________________________________________________________________________________________________________________

‘/7

‘/7
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Other Topics




Jitems for Discussion (Other Topics) !|P|)!

Items for discussion

m Are there any additional topics that should be discussed from the perspective of changing the listing
rules with regards to the use of independent directors?

m Are there any topics that should be prioritized for discussion in addition to the use of independent
directors?

(Reference) Previous opinions
Responsibility of controlling shareholder

» The note to General Principle 4 in the Corporate Governance Code states “controlling shareholders should respect the
common interests of the company and its shareholders and should not treat minority shareholders unfairly.”

v Since the Code is principle-based, these "notes" are very important, so we should be considering how to
implement this concept as some kind of framework.

v" These "notes" should be utilized when designing specific rules related to governance.

» Under TSE's independence standards, persons who execute operations at a parent company are not considered
"independent,"” but persons related to the so-called major shareholders are considered "independent.” TSE's
independence standards need to be reviewed in light of the survey results showing that some companies have certain
contracts even with shareholders whose shareholding ratios are low.

» It could also be discussed how the independence of independent directors/auditors should be considered under
the independence standards when there is a shareholder whose shareholding ratio is at a certain level but is not
a parent company.

» Itis necessary to consider expanding the scope of procedural regulations in the Code of Corporate Conduct.

__________________________________________________________________________________________________________________

Extension of the scope of the minority shareholder protection framework with respect to governance
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