Summary of Public Comments on “Development of Listing Rules for Cash Equity Market Restructuring

(second set of revisions)”

Tokyo Stock Exchange, Inc. (TSE) published a number of proposed rule revisions on December 25, 2020 in the consultation

paper ” Development of Listing Rules for Cash Equity Market Restructuring (second set of revisions)”, and widely sought

comments until February 26, 2021. TSE received thirty-nine (39) comments from the public to this consultation.

Below is a summary of the comments received and TSE’ s responses to them.

Investigation” should be submitted.

No. Summary of Comments TSE’ s Response
1. Listing Rules of New Market Segments
(1)Listing examination criteria
1 Please specify when the “Report on the Listing Eligibility The “Report on the Listing

Fligibility Study” shall be submitted
at least three business days prior to
the date of listing approval, and it
will be clearly stated as so in the
“Initial Listing Guidebook”, etc.
published by TSE.

In order to facilitate efficient
listing examination process, a draft
of the report shall be submitted on
the date of the listing application,

and if there are any items in the




No. Summary of Comments TSE’ s Response
report that cannot be finalized by
the date of the listing application,
please inform TSE of that fact, the
details of the items, and the
expected date of finalization.

2 « I understand, under the new market segment, there will be no similar | 3¢ Under the new market structure, each
mechanism as reassignment (transfer from the 1% Section to 2™ market segment is positioned as an
Section by the exchange), however, if the Prime listed company has independent market segment with its
no problem with governance or business performance, and there is a own clear market concept. Therefore,
technical noncompliance of the continuing listing criteria when a listed company wishes to
regarding liquidity, there should be automatic transfer of the transfer to another market segment,
company directly to the Standard market, rather than having the it will be subject to a listing
company apply for listing again and undergo a listing examination. examination to determine whether it

meets the listing criteria of the

3 « If a company prepares a plan to improve its corporate value in order market segment to which it wishes to

to meet the criteria for the Prime market, but fails to meet the

criteria as a result, it will be required to go through the same
procedures as an initial listing on the Standard Market, which will
incur large cost and effort to deal with. Simplifying the procedures
for transferring the market segment from the Prime market to the
Standard market would lead to willingness to increase corporate

value and to the interests of shareholders.

transfer to. When undergoing actual

listing examination, for efficiency
of the examination, the company s
trach record of the appropriateness
of disclosure of corporate

information, etc., the effectiveness

of corporate governance and internal
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When Prime listed companies are noncompliant with the continuing
listing criteria, basically, there should be few cases that lead to
delisting, because most of the companies’ will either be compliant
during the grace period or transfer to another market segment.
However, companies that have not taken corrective actions or applied
for a transfer of market segment by the end of the grace period
should be aware of the risk of losing trading opportunities due to
delisting. From the perspective of investor protection, measures
such as automatically maintaining the listing on the Standard market
and securing trading opportunities for companies that do not meet
the criteria for the Prime market but do meet the criteria for the
Standard Market would be preferable. In addition, when transferring
the market segment, it should be a seamless transfer with no

unlisted periods or trading suspension periods.

control systems, and other matters
which the listed company should have
been complying as a listed company,
will be taken into consideration.

If a that is

listed company

noncompliant with the continuing

listing criteria of the market
segment to which it currently belongs
submits an application to transfer to
segment within the

will

another market

grace period, the company
continue to be listed in the market
segment to which it currently belongs
to, until the examination based on
the application is completed (or by
the day before the transfer if the
company is found to be in compliance
with the listing examination criteria
of the other market segment as a
result of the examination).

With regard to the issue of the risk
of losing trading opportunities due

to delisting, Final Report by the
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Expert Study Group on Capital Markets
in Japan of the Financial System
Council (December 27, 2019) also
stated, “once the strict delisting
criteria are applied, securing
opportunity for investors to sell
their shares to be delisted 1is
necessary. Therefore, when
considering tightening the delisting
criteria, it 1is also necessary to
consider developing secondary
markets which seamlessly function as
alternative, secondary venues of
trading for  these investors.”

Therefore, the exchange will continue

to consider necessary measures.

(2) Continuing Listing Criteria

{Standard Market>

- Establishing a new listing criterion regarding monthly average | 3¢ Corporate Governance Code, which also
trading volume is appropriate from the perspective of maintaining applies to companies listed on the
a balance with other markets and ensuring liquidity. Existing listed Standard  market, clarifies the
companies should be encouraged to enhance their IR activities to concept that “companies should take
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increase trading volume.

the initiative in providing
information other than that required
by law” and sets out various points
to be considered in the principles
and supplementary principles.

In addition, TSE has been working on
deeper understanding of the purpose
of the Corporate Governance Code by
the listed companies and we will
continue to make efforts to support
the enhancement of proactive and

voluntary IR activities by listed

companies.

{Prime Market>

With regard to the criteria for the Prime market, I think that too
much attention is being paid to the small and medium—sized companies
that are currently listed on the 1°" Section of the market. Only a
limited number of blue—chip companies that represent Japan should
be listed on the Prime market, and they should be required to work
very hard to stay listed, and TOPIX will be their stock price index,

and then all will be competitive.

PS

The criteria for maintaining a listing on the Prime market is too

The Prime market’ s continuing listing
criteria are the minimum requirement
from the perspective of providing
market capitalization (liquidity)
and governance on a scale that
enables many institutional investors
to invest in the Prime market, and

are not intended to limit the number
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loose. If the percentage of companies that can be listed on the
Prime market is set, for example, within the top 30% of shares
traded, listed companies will not spend their time in peace, but

will compete and constantly make efforts.

or percentage of companies to be
listed on  the Prime  market.
Sustainable growth and medium— to
long—term enhancement of corporate
value are commonly expected of all
listed companies, but it 1is the
vitality of the listed company itself
that makes this possible, and
constructive dialogue between the
listed company and its shareholders
and investors that supports this.
Under the new market segmentation,
listed companies in the Prime market
will be required to meet minimum
continuing listing criteria, and will
be expected to conduct constructive
dialogue with institutional
investors in order to achieve the
growth. As for TOPIX, we are
separately planning to revise the
index to make it both more
representative of the market and more

functional as an investment measure,
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and we are planning to improve the
index by gradually reducing the
weighting of stocks with a tradable
share capitalization of less than 10

billion yen.

As for the Prime market, there is room for consideration of setting
continuing listing criteria on the basis of business performance
and financial condition, as well as listing examination criteria,
so that companies with persistent deficits do not continue to remain
on the market. Since it is expected that a company may temporarily
incur a large loss, it may be possible to balance the purpose of
the listing examination criteria with the continuing listing
criteria if it is possible to operate the criteria in a way that
does not significantly restrict the freedom of corporate management,
for example, by adopting a multi-year review period or allowing

companies to set their own grace period.

Sustainable growth and medium— to long-
term enhancement of corporate value
are commonly expected of all listed
companies, and listed companies
that have experienced continuous
poor performance in the past have
usually made efforts to improve
their performance.

¢ The purpose of establishing criteria

related to business performance and
financial condition in the listing
examination criteria for the Prime
market 1is, before listing, in the

absence of a corporate value based
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on the diverse investment decisions
of many investors, to ensure, as an
exchange, that there is a sufficient
business, earnings, and financial
base for investors to evaluate
corporate value after listing.
However, after listing, based on the
fact that there will be an
evaluation of corporate value based
on timely and appropriately
disclosed corporate information, we
will adopt only the criteria
regarding the positive net asset
value as the criteria for continuing

listing criteria.

The number of shareholders required to maintain a listing is too

low. In particular, 800 or more shareholders required for the Prime

market is too small. It is expected that the number of companies

introducing shareholder benefit programs will decline,

and there

The liquidity criteria are required
to ensure fair and smooth price

formation in the market. In the Prime
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are concerns that liquidity will decline as individuals lose
interest in the stock market. The number should be 5,000 or more to

improve the quality of the Prime market.

market, the purpose of the criteria
is realized through the combination
of criteria related to the number of
shareholders as well as the the total
market value of shares in
circulation and trading value
requirement.

The number of shareholders in the
Prime market have been set in light
of recent changes in the structure
of stock ownership and similar
standards in other foreign
exchanges, but it does not imply a
decline in the importance of
individual investors in the
securities market.

Participation of the various types

of investors 1in the securities
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market is essential for fair and
smooth price formation, and based
on the recognition that securities
investment is the foundation of
Japan’s wealth and that the
promotion of sound individual
financial asset formation through
securities investment is an
important issue that  supports
Japan’ s wealth, TSE has been taking
various measures to expand the
number of individual investors,
including the promotion of
financial literacy, and will
continue to do so 1in cooperation

with market players.

10

Four criteria should be added to the listing criteria of the Prime

market:

compliance with all corporate governance codes;

higher

$%¢ The Prime market requires a higher

level of governance than other market

10
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standards of corporate governance if the company has a listed parent
company or listed subsidiaries; no shareholder benefits that are
unrelated to the company s products or services or that have little
relevance; and has no shareholder who is a “client shareholding
association” and does not participate in a client shareholding

association.

11

If the prime market is intended to be a market that is valued by
foreign investors, it is appropriate to limit it to companies with
a majority of the board of directors are outside directors, the
chairman of the board is an independent outside director, and the
company has a nominating committee and a compensation committee,

based on global standard governance.

segments on the premise that it will
be the target of investment by many
institutional investors, and the
“"Corporate Governance Code (Revised
Draft)” released on April 7, 2021
includes provisions onh the
composition of the Board of Directors
and the establishment of  the
Nomination Committee and the
Compensation Committee.

Prime market listed companies are
expected to have their own governance
structure, taking initiatives based
on their own circumstances, in
alignment of the principles of the
Corporate Governance Code.

TSE continues to adopt a principles—
based approach for Corporate
Governance Code and aims for listed
companies to achieve effective
governance by ensuring that listed
companies “comply with or explain”

each principle etc. of the Code in an

11
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appropriate manner.

12

The Prime market’ s requirement that the ratio of tradable shares be
at least 35% is expected to have a certain effect in encouraging
companies to “engage in constructive dialogue with investors.” On
the other hand, there are still some cases where a majority of
shares are held by specific shareholders, such as parent companies
or founding families, so it is necessary to continue considering
improvements from various perspectives, such as market segment,
treatment on TOPIX, and further strengthening of governance, from

the perspective of protecting minority shareholders.

13

We believe it is appropriate to prohibit listed subsidiaries who
has an entity that holds more than 50% of the voting rights, from
being listed on the Prime market. In the case of a listed subsidiary
where there is an entity that holds more than 50% of the voting
rights, minority shareholders would not be able to influence the
approval or disapproval of ordinary resolutions such as the election
of directors even with the consensus of minority shareholders. In
addition, even if outside directors make up the majority of the
board of directors, it is difficult to evaluate the effectiveness
of outside directors appointed by the parent company from the

outside.

x

14

There are listed companies where a large number of shares are held

As pointed out, the listed companies
that have a controlling shareholder
face risk of structural conflicts of
interest between the controlling
shareholder and minority
shareholders other than the
controlling shareholder, and from the
perspective of allowing investors who
are minority shareholders to make a
medium— to long—term investment with
confidence, it will be important to
develop an environment in which
minority shareholders are
appropriately protected.

In the past, TSE has been taking
initiatives from various
perspectives, such as establishing
procedural regulations to ensure
fairness 1in transactions between
controlling shareholders and listed

companies and requiring listed

12
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by the founding family or a shareholding association, and the
founding family holds the important posts of chairman and president
on the board of directors. In addition to the number of tradable
shares, the exchange should have other criteria to ensure that it

does not become a Prime market listed company.

companies with controlling

shareholders to disclose  their
policies on minority shareholder
protection and their implementation
status.

The report also includes a
requirement for listed companies with
controlling shareholders to develop
an appropriate governance structure
to protect the common interests of
the company and its shareholders. TSE
will continue to strive to create the
necessary environment for investors

to participate in medium— to long—

term investments.

15

It is necessary to strengthen the independence standards for outside
directors (Independent Directors) at Prime market companies. TSE s
current independence standards for outside directors are looser than
those set by many domestic institutional investors, and even if a
company deems that a certain outside director is independent based
on TSE standards, there are many cases where domestic institutional

investors oppose the appointment of such directors on the grounds

x

The Corporate Governance Code
established by TSE requires the Board
of Directors of each listed company
to formulate and disclose its own
criteria for determining
independence, based on the

independence standards established

13
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that they are not independent.

by the exchanges, with a focus on
ensuring independence in terms of
substance. In addition, when a
company’ s  proposal receives  a
significant number of negative votes
at a general meeting of shareholders,
the company is expected to analyze
the reasons for the opposition and
the causes of the large number of
negative votes, and to engage in
dialogue with shareholders.

For companies listed on the Prime
Market, while taking into account the
purpose of the Corporate Governance
Code as stated above, it is important
to engage with constructive dialogue
with institutional investors and work
on appointing officers who are

substantially independent.

16

In order for the Prime market to be recognized as a truly global

capital market,

it is important to encourage its listed companies

to apply globally accepted accounting standards.

We hope that the

TSE has long been a strong supporter
of the goal of establishing a single,

high—quality set of international

14
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exchange will encourage listed companies in the Prime market to use

IFRS standards.

accounting  standards, and will
continue to work with a wide range of
market participants, regardless of
whether or not they are listed on the
Prime  market, to  promote  the
voluntary adoption of International
Financial Standards

(IFRS).

Reporting

{Growth Market>

17

A company who has a controlling shareholder should be able to list
as a public company. It is possible that a controlling interest by
a visionary leader is exactly what investors are looking for.
Although it may be appropriate to exclude stocks with a tradable
equity ratio of less than 25% from the indices for growth markets
due to increased passive investment, etc., requiring a tradable
equity ratio of 25% and raising the liquidity standard by revising
the definition of tradable equity are excessive. It unnecessarily
restricts access to the capital markets and narrows the liquidity

and scope of the TSE market.

The liquidity criterion is the basis
for achieving smooth and fair price
formation in the secondary market and
is a prerequisite for promising
smart—up companies to achieve smooth
procurement of equity capital.

In order for investors who acquire
shares through the secondary market
to make medium— to long—term
investments with confidence, it is
considered necessary for listed
companies in the Growth market to

have effective corporate governance

15
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structure in place.

For this reason, in addition to
requiring the continuing listing
criteria of the minimum Tradable
Share ratio (25% or more) that a
public company should have, the
definition of Tradable Shares is
revised to ensure substantial
liquidity.

As pointed out, especially for listed
companies in the Growth market, it is
assumed that there may be cases in
which it is in the common interest of
shareholders for a certain person to
maintain certain level of control of
the company and continue to be
involved in management in order to
achieve high growth. Therefore, for
example, listing using dual class
shares, such as shares with few
voting rights or no voting rights are

permitted.

16
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{Others>

18

In order to promote awareness of the fundamental purpose of

“equity”’ (capital), which 1is to enhance corporate value by
investing in one’s own business rather than in other listed
companies, the new rules should indicate that the criteria for the
ratio of tradable shares will be raised to over 50% in the future
and that companies with cross—shareholdings will be delisted in the
future. In the future, companies with cross—-shareholdings shares

should be delisted.

PS

¢ From the perspective of realizing the

sustainable growth and medium— to
long—term enhancement of corporate
value of listed companies, listed
companies are expected to take
proactive measures to improve their
profitability and capital
efficiency, etc., and the Corporate
Governance Code set forth by TSE
emphasizes that point.

The comment suggests requiring 50%
Tradable Shares ratio as a continuing
listing criterion, which effectively
prohibits all those companies that
have a certain controlling
shareholder from listing. However,
there are no major exchanges in other
countries that have adopted such a
listing policy, and we believe that
this would excessively restrict the

opportunities for fund-raising

17
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through the stock market only for
listed companies in Japan. Since
there is currently no consensus among
market participants to impose such a
restriction, it will not be
implemented. With regard to the issue
of the risk of structural conflicts
of interest between the controlling
shareholder and other minority
shareholders of a listed company that
has a controlling shareholder, we
will continue to take necessary
measures from the perspective of
securing the confidence of
shareholders and investors in the TSE
market.

The listing criteria for Tradable
Shares ratio at the Standard market
and the Growth market is  25% or
more, which is the minimum level that
a listed company with shares traded
on the secondary market should have,

based on the levels set by major
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exchanges 1in other countries. The
ratio of Tradable shares traded on
the secondary market will be 35% or
more, which is a higher level from

the perspective of ensuring the

effectiveness of constructive
dialogue with institutional
investors.

With regard to the reduction of
strategic shareholdings (cross—
shareholdings), the Corporate
Governance Code established by TSE
requires disclosure of policies and
approaches regarding the reduction of
strategic shareholdings and details
of verification of the
appropriateness of such holding.

Revised Guidelines for Dialogues with
Investors published on April 7th,
(hereinafter referred to as the
“"Revised Guidelines for Dialogues”)
also lists points such as whether the

the effects of such holding 1is

19
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sufficiently evaluated based on the
perspective of the common interests
of shareholders through, for example,
the effective involvement of
independent outside directors.

With regard to strategic
shareholdings, current framework
includes company’ s voluntary
efforts, proactive information
disclosure, and additionally,
reduction of such holdings through
constructive dialogue with
institutional investors based on the
content of disclosure, and the
effectiveness of this framework has
not been denied at this point in
time. Therefore, we will not adopt
the ”“policy of delisting companies
with strategic shareholdings in the

future.”

With regard to the tradable share ratio, is it correct to understand

that this standard does not apply to foreign companies’

initial

In the same way as in the (current)

Securities Listing Regulations

20
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listing? before the amendment, with respect to
the listing criteria and continuing
listing criteria applicable to
foreign companies, the criteria
regarding the ratio of Tradable
Shares shall be applied to the
foreign company.
(3) Revision of the definition of tradable shares
{General Comments>
20 |+ We would like to know how the revised Tradable Share definition was | 3¢ In order to ensure smooth trading and
formulated, such as whether it was based on definition used by other fair price formation in the secondary
exchanges, global standards, evidence, estimates, or some other market, TSE has long established
discussion. standards for Tradable Shares. Smooth
21 |+ Clearly, the review of the definition of tradable shares is aimed and fair price formation 1in the
at eliminating cross—shareholdings. This is truly inappropriate as secondary market is essential for
a continuing listing criterion. listed companies to raise funds
2 2 |+ There is no consideration for listed companies. What actions are smoothly by issuing new shares.

being taken to explain the changes and seek understanding from the
listed companies regarding the review of the Market segmentation.
Has the exchange obtained understanding from the listed companies?
It will be a problem if companies are delisted by tightening the

criteria for maintaining listing. We believe that the current

Under the current definition of
Tradable Shares, many institutional
investors in Japan and abroad have
pointed out that the shares that are

actually not tradable in reality are

21
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concept/definition of the Tradable Shares should remain unchanged.

There is no problem with banks, insurance companies,

and business

corporations owning shares as long as they are operating their

businesses in a stable manner. Is it really necessary to give that

much consideration to foreign investors?

PS

counted as Tradable Shares, and as a
result, the criteria may not be
functioning properly. Report of the
Expert Study Group on Market
Structure (Dec. 27, 2019) have

Also suggested that “consideration
should be given to making it more in
line with the actual situation,
taking into account the trading
situation of the holder and the
intention of the holder.”

Therefore, revision will be made to
the definition of the Tradable Shares
to exclude stocks held by domestic
ordinary banks, insurance companies,
business corporations, etc., for
which the actual trading frequency in
the market (trading turnover) has
been confirmed to be extremely low
based on past statistics.

As mentioned above, the definition of
Tradable Shares has been revised from

the perspective of ensuring

22
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X

liquidity, which is a prerequisite
for the functioning of the secondary
market. The intention is to change
the content to be “more in line with
the actual situation. The purpose is
not to “eliminate Cross—
shareholdings.”

In addition, since TSE started this
review of the market structure in
2018, it has been working on the
details of the review step by step
through public comments from market
participants and listed companies,
examinations and discussions by
experts including those from listed
companies, and open discussions in
the Expert Group. The progress of the
deliberation has been published
timely the TSE website as necessary,
and efforts have also been made to
publicize the deliberation through
seminars and other means. We will

continue to work on disseminate
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necessary and sufficient

information.

{Shares held by domestic banks, insurance companies and business

corporations, etc.>

23

Even those shares in the most recent Large Shareholding Report or
Annual Securities Report, etc., the purpose of ownership described
as “pure investment, should be excluded if they are extremely
unlikely to be traded in the foreseeable future. Specifically, even
if they are classified as “pure investment,” the stocks recorded in
“Investments and other assets” of fixed assets and “Available—for—
sale securities” should be excluded from tradable shares. We cannot
explain the inclusion of shares in the Tradable Shares definition
if the shareholders have declared in their legal disclosure
documents that they will not be traded for at least the next one

(1) year.

x

PS

24

In the calculation of Tradable Shares, we have to rely on the
disclosure of companies, such as the status of their cross-—
shareholdings. Since there is no such thing, efforts should be made

to ensure that there is no fraud, including conducting sufficient

monitoring.

295

The revision of the definition of Tradable Shares is appropriate

from the perspective of improving the effectiveness of the

In the revision of the definition of
Tradable Shares, shares held by
domestic ordinary banks, domestic
insurance companies, and domestic
business corporations, are excluded
from Tradable Shares.

As many have commented, this
exception should be more in line with
the actual situation, amendments have
been made to the original proposal.
In the case of shares held by
domestic ordinary banks, domestic
insurance companies, and domestic
business corporations, if the purpose
of holding is fore “pure investment”
and there is a track record of stock
trade in the last five years, these

shares will be treated as Tradable

24
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regulations and increasing the liquidity of shares. However, for

high-risk companies, such as those that are on the verge of losing

their listing status, investment purpose, whether or not a

shareholders’ holding purpose is a “pure investment,” should not

be determined solely on disclosure documents of the companies. The

effectiveness of the regulations should be enhanced through

additional monitoring.

26

When a business corporation, etc. holds shares of a listed company

for purposes other than cross—shareholding, there is a possibility
of long—term holding, but there is also a possibility of short-term
trading. Wouldn’t it be contrary to the original purpose to treat

them uniformly as non-Tradable Shares?

27

Business corporations that hold shares in each other in pursuit of
substantial business synergies, etc., and insurance companies that
exercise voting rights based on their own publicly announced
criteria, should not be uniformly excluded from Tradable Shares,

because they are not so—called stable shareholders.

28

I feel that excluding business corporations, etc. from Tradable
Shares in a uniform manner is excessive. The company has no control
shares are

over whether the holders of its corporations or

individuals. I think it is necessary to keep it within the range

where at least the company has control over.

Shares as an exceptional.
Confirmation of the purpose of
shareholding will be based on, in

addition to the statement in the
“"Purpose of holding” column of the
Large Shareholding Report and the
Amendment Report, where the listed
company 1is not subject to the
submission of a Large Shareholding
Report (where the shareholding ratio
5%), the

prepared by the

is less than document
shareholder 1in
accordance with the form prescribed
by TSE. The listed company and the
shareholder will agree to TSE making
the document submitted publicly
available.

TSE will continue to work on refining
the manner in which it confirms the
purpose of holding, and track record
of trading, for a more objective and

transparent method of determining

25
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29

Is it correct to understand that even if the purpose of holding is
“pure investment,” but the holding ratio is less than 5% and is
not subject to the Large Shareholding Report, then those will be

uniformly excluded from Tradable Shares?

30

What are procedures if Large Shareholding Report, etc. are not
submitted? There are likely to be many business corporations, etc.,
that hold less than 5% of the shares, without the obligation to
submit a Large Shareholding Report, but in effect hold the shares
as a “pure investment” , and if these are not counted as Tradable
Shares, there will be cases where the listing maintenance criteria
cannot be met. Please count them as Tradable Shares through

additional reporting requirement.

31

Even among shareholders who are not obliged to submit Large
Shareholding Reports, there are likely to be a large number of
investors who intend to make a “pure investment” . We believe that
excluding these from the list of ”“shares with little tradability” will

lead to a correct understanding of Tradable Shares.

32

The exception for shares held by “domestic ordinary banks, insurance
companies, and business corporations” is limited to cases where the
shareholding is 5% or more if the purpose of shareholding is only

confirmed by a Large Shareholding report. Usage of Annual Securities

Tradable Shares and continue to
review the method in light of the
situation after the transition to the
new market segment.

Listed companies will be notified of the
practical handling of this matter,
including the submission of the

"Distribution of Share Certificates,

etc.”, around the week of May 10.

26




No.

Summary of Comments

TSE’ s Response

Report, etc. should be considered as one possible alternative

confirmation method.

33

In most cases, Annual Securities Reports only list the “number of
stocks” of listed stocks for both “pure investment” and “other than
pure investment” purposes and omit the “name of individual stocks.”

Therefore, in order to maintain objectivity in confirming the
purpose of shareholding, the following measures should be taken:
(1) TSE should encourage listed companies to publish additional
information such as the names of stocks held; (2) TSE should receive
letters from shareholders stating that they hold stocks for “pure
investment” purposes and use them as evidence in the reports
submitted to TSE; and (3) in addition to receiving letters, trace
the movement of those stock holdings from the quarterly
shareholders’ register and report on it liquidity, which will be

provided as an evidence attached to the letter.

34

It is difficult for business corporations not required to submit
Annual Securities Reports, to clarify that their purpose of
shareholding is “pure investment,” and so it is not appropriate to
treat all business corporations as the same, excluding its
shareholdings from tradable shares. For example, there could be a
standard for excluding small shareholding from Tradable Shares, such

as if the holding ratio is less than 1%.

27
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39

The idea to remove all Corporate shareholdings from Tradable Shares,
even if they are held in small units of one is not in line with

reality.

36

In light of the fact that the majority of business corporations,
etc., that purchase shares in offerings are considered to be small
and medium—sized companies or asset management companies, etc., with
a “pure investment purpose” , so in order to treat them fairly, it
is necessary to find a way to confirm that the investment is a
“pure investment,” even if it cannot be confirmed by statutory
disclosure documents. For example, exceptions could be made when a
shareholder owns less than a certain number of shares or less than
a certain percentage of the total number of listed shares, and those

shares could be counted as the Tradable Shares.

37

In the case of small and medium—sized companies, there are many
cases where the owner owns shares as a “pure investment” for asset
management, so in principle they should be included in Tradable
Shares. Only those shares that are clearly identified as “cross—
shareholdings” in Annual Securities Reports, etc., should be

excluded from Tradable Shares.

38

With respect to “listed shares owned by domestic ordinary banks,
insurance companies, and business corporations (corporations other

than financial institutions and financial instruments business
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operators),” the scope should be limited to ”special interested
parties, etc.” as defined in Article 1, Item 31 of the Ordinance on

Disclosure of Corporate Information.

39

When life insurance companies disclose their shareholdings for

“pure investment” purpose in their Integrated Reports, etc., then
those shares should be treated as “Tradable Shares.” Specifically,
the distinction between ” pure investment purposes” and “for
purposes other than pure investment purposes” should be clarified,
and details of investment shares that are “for purposes other than
pure investment purposes” should be disclosed in those reports, so
that shares other than those in question can be treated as “pure

investments.

x

40

Please confirm if the disclosure materials based on Article 111 of
the Insurance Act that are disclosed every fiscal year by companies
that do not submit Annual Securities Reports, for example, mutual
company—type life insurance companies, are statutory disclosure

documents as mentioned in the TSE’ s outline.

41

Although shares owned by insurance companies are supposed to be
excluded from Tradable Shares, many life and non—life insurers own
them for “pure investment” purposes and should be included in
Tradable Shares because they exercise their voting rights as

investors in accordance with the Stewardship Code and their own

¢ In the case of shares owned by an

insurance company, if the insurance
company holds the shares as “pure
investment” and have made trades
within the most recent five-year,
such shares will be treated as
Tradable Shares.

In cases where the purpose of holding
and trading performance of individual
stocks are disclosed in materials
disclosed by insurance companies in
accordance  with  the Insurance
Business Law (e. g., integrated
reports and disclosure documents),
listed companies may submit such
disclosure materials to TSE in lieu

of the documents prescribed by TSE to
be prepared by shareholders.
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voting standards.

4 2

With regard to the shareholding by Small and Medium Business
Investment & Consultation Co., they do not hold listed companies’

shares with a perspective of long—term continuous ownership, as
their rules of business operations state that “after that company
lists and shares are still held, then after listing those shares
are to be sold with market trends taken into account” , so in
calculating Tradable Shares, Small and Medium Business Investment
& Consultation Co., shall be excluded from “business corporations,

etc.” and its shareholdings should be treated as Tradable Shares.

4 3

The portion owned by the investment development company is intended
to be sold after the growth of the company that it invests in, so

should be considered as Tradable Shares.

¢ As mentioned above, shares owned by

Small and Medium Business Investment
& Consultation Co., Ltd. will also be
treated as Tradable Shares if the
purpose  of  holding is  “pure
investment” and the track record of

trading activity within the last five

years can be confirmed.

4 4

Treatment of “cross—shareholdings” held by trust banks that are
not “ordinary banks” in their banking accounts and large holdings
of shares held in the name of trust accounts of trust banks, which
the trust bank explicitly states as “cross—shareholdings” in their

Large Shareholding Report should be discussed.

45

Stocks held by the trust bank in the banking account are considered
to have low liquidity in the market, unlike stocks held in the trust

account, and should be excluded from the Tradable Shares.

46

What will be the treatment of trust accounts held in the name of

The shares held in the name of the
trust bank are not excluded from the
definition of Tradable Shares, as a
certain level of liquidity in the
market has been confirmed.

On the other hand, in light of
suggestion that shares held in the
name of trust banks as bank accounts

have low liquidity in the market, we
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trust banks, which are not retirement benefit trusts, etc., but are
simply entrusted with the management of the trust accounts? Isn t
it possible that cross—shareholdings will be allowed in practice?
Also, are there any plans to establish penalties in the event that

a trust is created for the purpose of evading the listing rules?

will examine the practical measures
to be taken to ascertain the number
of such shares and verifying the
actual situation.

Even if the shares are transferred
under the name of trust bank as a
result of the establishment of the
trust, if TSE deems that the purpose
of such transfer was to avoid the
listing criteria, the shares will
fall under the category of ”shares
that the Exchange deems inappropriate
to include in Tradable Shares” and
will  be revised

excluded from

definition of Tradable Shares.

47

Is it correct to understand that shares held by a client company of
a client stockholding association fall under the category of “listed

shares owned by domestic common banks, insurance companies, and

business corporations, etc. (corporations other than financial

institutions and financial instruments business operators)”? Also,

although the members of a business partner’ s shareholding

association include individuals (franchise owners and non—life

x

The shares held by business partners’
shareholding associations and other
unincorporated entities are not, by
definition, shares held by domestic
ordinary banks, insurance companies,
or business corporations.

Foundations fall under the category
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insurance agents) is it correct to understand that the shares owned

by individuals are not considered to be cross—shareholdings?

48

Even if you are a major shareholder (e.g., more than 10%), the
nature of the company’ s shareholding association is such there will
be monthly trading activities. As a result, it should be treated as

a Tradable Shares.

49

The revision of the definition of tradable shares reflects the
structural problems of the Japanese stock market, which is said to
have many stable shareholders in reality, including policy holders,
and is moving toward a good direction, and it will encourage changes
in the structure of ownership in the future. However, stable
shareholders, client shareholding associations and foundations,
which may not necessarily be clearly defined as business
corporations, should not be counted holders of Tradable Shares. A
client shareholding association is a form of cross—shareholding,
and a foundation has been established in recent years as a stable
shareholder in some case, and therefore it is inappropriate to

include those holdings in “Tradable Shares.”

of business corporations, and
therefore will be excluded from the

definition of the Tradable Shares

{Shares held by specially interested parties other than directors>

50

In the review of the definition of Tradable Shares, it is proposed
that the number of shares held by ”spouses and blood relatives

within the second degree of kinship of directors of listed

% Under the current review of market
structure, in order to standardize

the continuing listing criteria with
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companies” and “affiliates of listed companies and their directors”
will be excluded from “Tradable Shares” . Each of these points is
likely to be very broad, which would be very burdensome for listed
companies to investigate and monitor, and the draft may also raise
concerns about the operation from the perspective of personal
information. Even from the perspective of effectiveness, it may

cause problems, so this revision of the definition should be

reconsidered.

o1

In the review of the definition of Tradable Shares, if the ”spouse
and blood relatives within the second degree of kinship” (e.g.,
brothers and sisters) of an director refuse to cooperate in
declaring their shareholdings, how should a listed company submit

a “list of distribution of share certificates, etc.”?

o2

There is a considerable amount of work involved in compiling the
“Ownership of Specially Interested Parties Other Than Directors and
Officers,” however the percentage of the total number of shares
issued will be extremely limited. When listed companies with a large
number of shareholders are expected to have special interested

parties, it is desirable to set exceptions or smaller criteria from

the viewpoint of reducing the workload.

53

With regard to “spouses and blood relatives within the second degree

of kinship of directors of listed companies” and “affiliated

the initial listing criteria, the
continuing listing criteria also
define “special interested parties
other than directors and officers” to
include (1) spouses and blood
relatives within the second degree of
kinship of directors and officers of
the listed company, (2) companies in
which the majority of voting rights
are held by directors of the listed
companies’ and the parties listed in
(1)  above, and  (3)

affiliated with listed companies and

companies

their directors, are excluded from
Tradable Shares.

As suggested, in light of the fact
that it may be difficult for listed
companies to confirm the above (1) to
(2), it is sufficient to report to
TSE to the extent that it 1is
currently possible to ascertain. For

example, there may be cases where it
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companies of listed companies and their officers,” it is difficult
to conduct regular checks at the current frequency, given the
increasing number of cases of foreign nationals serving as officers
and companies with a vast number of affiliated companies under, and
they should not be included in the “Continuing Listing Criteria.”
It is desirable to take measures to ease the practical burden, such
as making confirmation unnecessary for non-resident foreigners.
From the perspective of reducing the burden on issuer companies,

please consider building a system to make it easier.

is difficult to ascertain the
ownership, such as, of the parties in
(1) those who do not live with the
officer or who reside overseas, and
those affiliated companies whose
individual names are not listed in
"Part 1. Corporate Information”, ”1.
Summary of the Corporation,” “q,

Affiliated Companies” of the Annual

54 With regard to confirming and ascertaining the shareholdings of Securities Report and their officers.
“executives of affiliated companies of listed companies,” for In the event that there is any person
example, is it required to accurately ascertain the number of shares whose ownership status is difficult
held by all of these individuals as of the record date, even if the to ascertain among those listed in
number exceeds 1,0007 After the record date, there will be an (1) through (3) above, the listed
enormous amount of preparation, information gathering, calculation, company will report to TSE the reason
verification, and risks associated with handling of personal thereof.
information and other information.

55 Is it correct to understand that only the shares held by directors | As 1is currently the case, the
and executive officers under the Companies Act are non—-Tradable Directors’ Shareholding Association

shares in the case where directors and executive officers are

members of the directors’ shareholding association? In addition,

shares less than one unit held by directors and executive officers

will be treated as falling under the

category of shares owned by

directors. In the case  where
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(who acquire their own shares through salary deductions) are held

in the name of the securities company handling them,

and are

classified as the directors’ holdings in the supplementary register,

and will these shares be treated as non— “Tradable Shares” ?

directors and executive officers
under the Companies Act are members,
only the portion owned by such
directors and executive officers (as
defined in the Companies Act) will be
excluded  from  the shares in
circulation.

Shares held in the name of the
securities company in the
shareholders’  register, will be
counted as Tradable Shares as unless
it holds more than 10% of listed

shares.

{Shares that the Exchange deems inappropriate to be counted as

“Tradable Shares” >
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o6

Who will determine whether or not there has been an evasion, and by
what method? In practice, the 1issuing company prepares the
shareholdings distribution report, based on the 1list of
shareholders, and it is unlikely that the issuing company will check
whether or not its own shareholders are trying to evade the listing

rules, so it may not be able to stop the act of misconduct.

The “shares that the Exchange deems
inappropriate to include in Tradable
Shares” will be determined on a case-
by—case basis.

Examples include, but not limited to
cases when a shareholder who owns 10%
or more of the listed shares divided
and held those shares under multiple
accounts (fictitious person), even
though the beneficial owners is the
same, as 1if there were multiple

shareholders with less than 10%.

o7

Is it correct to assume that the top 10 shareholders listed in (b)
of “Special Interested Parties, etc.” as defined in Article 1, Item
31 of the Disclosure Office Ordinance are not considered to fall

under this category for that reason alone?

As understood.

{Publication of umber of Tradable Shares etc.>

5 8

When an investor invests in a listed company, whether that company
is listed on the Standard market, Prime market or the Growth market
is an important information in making an investment decision. The
number of Tradable shares and the market capitalization of Tradable

shares are elements of the listing criteria should be publicly

From the perspective of ensuring
transparency in the operation of the
continuing listing criteria, TSE will
consider how to publicize the

information provided by each listed

36




No.

Summary of Comments

TSE’ s Response

available at the time of listing or when there is a change in the

number of Tradable shares.

59

We comment that the exchange is revising the current definition of
Tradable shares so that it is more in line with actual conditions.
A similar concept is that of “free floating shares” in TOPIX, but
the coexistence of the two is likely to cause confusion among users.
There are many problems with “free floating shares,” such as the
fact that shares held by ETFs in the name of domestic custodians
are treated as fixed shares, so the new “Tradable Share” definition
is more appropriate. Therefore, the number of Tradable Shares and
the ratio of Tradable Shares of listed stocks should be updated at
an appropriate frequency and announced both domestically and
internationally, and the ratio of Tradable Shares should be used in

the calculation of TOPIX as Free-Floating Weight.

6 0

Although the number of Tradable Shares can be calculated by third
parties under the current definition, only TSE, the listed company
itself, and the administrator of the listed company’ s shareholder
registry will be able to calculate the number under the revised
definition. We are concerned that this will undermine the
transparency of how the listed companies are complying with the
continuing listing criteria. As with the Free Float Wight, we

request transparency of these numerical information through

company.
If a listed company 1is not in
compliance with the criteria for
Tradable Shares, it is required to
disclose a “”Plan for Compliance with
Continuing Listing Criteria”;
therefore, the status of compliance
with the criteria for Tradable Shares
can be confirmed by this disclosure.
The definition of “floating stock” in
TOPIX is different because it can be
calculated using publicly available
information and it is important that

it is widely trackable by users of

the index.
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dissemination of information, etc.

In addition, since the number of Tradable Shares under the revised
definition is only available to certain people, if the applicability
of such figures is unclear, such as if it is left to the discretion
of the listed company to determine whether or not such figures fall
under the category of “material information” under the fair
disclosure rules, investors and analysts may be unduly sensitive to
the handling of such figures. This may lead to unnecessary
speculation and confusion. In light of the above, TSE should manage

this information and make all the relevant figures transparent, etc.

61

In the future, it will be possible for TSE to ascertain the ratio
of all cross—shareholdings in the reporting of the “Distribution of
Share Certificates, etc.”. Currently, information on the top cross—
shareholdings held by the companies with which we have dialogues is
available in the periodic Annual Securities Report, however, it is
difficult to collect and analyze information on how much the
companies’ shares are held by others as cross—shareholdings and
use it for dialogues. Therefore, it 1is appropriate to publish
information TSE obtains  through  “Distribution of  Share

”

Certificates, etc.

6 2

In line with the revision of the definition of Tradable Shares, the

format of the ”“Distribution of Share Certificates, etc.” is also
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scheduled to be revised, but it would be better if “business
corporations, etc. and special interested parties other than
directors and officers” are disclosed separately rather than being
combined in the same category as “domestic ordinary banks, insurance
companies, business corporations, etc. and special interested
parties other than directors and officers”. It is better to disclose
business corporations, etc. and special interested parties other
than directors and officers separately in the form of “ordinary
banks, insurance companies, business corporations, etc. and special
interested parties other than directors and officers,” rather than

adding them together as the same category.

6 3

Since it is currently possible to estimate the number of Tradable
Shares by the “status of shareholders by type of ownership” and
"status of major shareholders” in Annual Securities Reports, in
addition to the revision of the definition of the Tradable Shares,
the revision of the Ordinance on Disclosure should be considered as
well. For example, the “shareholders by type of ownership” should
be reclassified into three categories, “financial institutions” and
“financial instruments business operators” should be separately
counted for “trust accounts, etc.” and “others” in the ”status by
ownership” section (i.e., those held as custodians and those held

for cross—shareholdings should be classified separately), and
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“foreign corporations, etc.” should be classified in the same way
as in the domestic section.
<At the time of initial listing>
6 4 Currently, the shares to be offered in the initial public offering, | ¢ In principle, under the revised
secondary offering and other offerings (excluding the shares to be Tradable Share definition, the new

offered through over—allotment) are counted as Tradable Shares, will
this treatment change? In the case where there is an assumption that
a portion of the offering is placed to certain party at the time of
will the portion of the offering that is placed
should

initial listing,

excluded from Tradable Shares. In addition, how such

placements be described in the “public offering or sale of

securities ” and “notice of public offering or sale of securities”.

shares to be offered in the initial
public offering and the shares to be
offered in the secondary offering
(excluding the shares to be offered
through over—allotment) are counted
as Tradable Shares. With respect to
new shares issued to certain persons
by way of a parallel third-party
allotment, such new shares may fall
under the category of Tradable Shares
and it will be determined on a case-
by—case basis.

However, if the number of Tradable

Shares, the total market
capitalization of Tradable Shares,
and the ratio of Tradable Shares on

the listing date are expected to be
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close to the minimum levels specified
in the listing criteria, and if there
is a possibility that the continuing
listing criteria will be violated
after the listing when taking into
account the portion of the shares to
be sold through the placement to
third parties at the time of listing,
underwriters will be required to
explain the allocation policy, etec.
6 5 In the case where a private equity fund or a venture capital | ¥ It is not expected that the shares
management fund is a shareholder, up to a certain percentage of the held by shareholders who are private
shares held by such fund in the initial listing, regardless of equity funds, venture capital funds,
whether such fund is a major shareholder or not, shall be sold. Is and business corporations that invest
it correct that no consideration will be given to the inclusion of in unlisted companies will be treated
Tradable Shares? Due to their nature, there is a possibility that as Tradable Shares regardless of the
these shares will be sold at the time of the initial public offering ownership ratio.
and after. % In case of an initial public
6 6 It is assumed that there may be cases where business companies, etc. offering, ©please take steps to

that invest in unlisted companies cannot necessarily be classified

as holding such shares as “pure investment” purposes, such as

investing in certain industries, etc. with an interest in the

improve the distribution of shares so
that sufficient liquidity is ensured,

taking into account the market
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synergy in their own business and the business or intellectual
property, etc. of the company in which they invest. Of these shares,
shares held for purposes other than “pure investment” purposes,
such as those held by financial institutions and business companies
that own less than 10% may well be sold and disposed of after
listing (except for shares held through business or capital tie—
ups). Therefore, transitional measures, such as allowing these
shares to be included in Tradable Shares for a certain period of
time, taking into account the lock—up period and subsequent period

of sale and disposal, should be taken for initial listing.

concept to list on.

<Others>

67

In calculating the number of Tradable Shares, it is expected that
it will be difficult for issuer companies to determine shares held
in trust and/or the exceptions based on the purpose of holding as
stated in Large Shareholding Reports. Since not all queries can be
covered in the Q&A in advance, TSE should consider establishing a

dedicated consultation service.

% Fach listed company has 1its own

person to contact in terms of

disclosure related questions, so
please do not hesitate to ask the
person in charge.

In light of the requests, we will
consider setting up a contact point
for inquiries regarding this matter
prior to the start of the application

period for market segment selection.

2. Procedures for selecting new market segments
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(1) Selection by listed company

6 8

Rather than having all listed companies select and apply for a new
market segment, TSE should first notify each listed company of the
market to which it plans to transition, depending on its compliance
with the continuing listing criteria, and only if the listed company
wishes to list on a market other than the one notified by TSE should
it submit a “Market Selection Application. ” Even if all listed
companies have to choose a new market segment, if they choose to
transition to the market to which they have been notified by TSE
based on their compliance with the continuing listing criteria, it
should be left to the discretion of the listed company to decide
whether or not another resolution of the board of directors is
necessary, and submission of a “Document certifying the resolution
of the board of directors regarding the intention of market
selection” may be optional. If a resolution by the board of
directors 1is still necessary, it may be necessary to submit a
“document certifying the contents of the resolution by the board of
directors regarding the intention to select a market.” Sample of
the “Document certifying the resolution of the board of directors
regarding the intention of market selection” should be published as

soon as possible.

e

6 9

TSE, as a creditor of a listed company, to request the submission

The purpose of this review of market
structure 1is to encourage listed
companies to select the market
segment that they believe is most
appropriate for their company, based
on the new market segment concept and
listing criteria (including the
Corporate Governance Code), and to
further promote sustainable growth
and medium— to long—term corporate
value enhancement.

Therefore, it is not expected that
TSE will select the new market
segment for each company, and we
would 1like each listed company to
deliberate and have the Board approve
the new market segment it is going to
apply to.

In the event that the procedure for
selecting the new market segment is

not carried out, listed companies on
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of the minutes of the board of directors,

i.e., to request

inspection or copying, without following the legal procedures, would

be damaging it legal relationship. Therefore,
the results of the resolution passed by the
should be notified.

in this case, only

board of directors

the 1st Section, 2nd Section and
JASDAQ Standard Market are expected
to move to the Standard market, and
listed companies on Mothers and
JASDAQ Growth Market are expected to
move to the Growth market.

In addition, the “Document
certifying the Board resolution
regarding the market selection”
shall be included application form
for market selection”.

“Document certifying the Board
resolution regarding the market
selection” can be a copy of a
relevant excerpts of the minutes of
the Board of Directors’ meeting. If
the date of the Board of Directors’
resolution is specified 1in the
application form for market
selection, the copy of the excerpts
of minutes itself can be submitted

later.
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70

There is a concern that companies will be overburdened by having to
prepare and submit a “Plan for Compliance with Continuing Listing
Criteria” in a very short period of time. In addition, it is
necessary to ensure sufficient transparency around the process of
how the content of the plan will be reviewed and the content itself,

in order to build confidence in the New Market Structure.

PS

¢ The guidelines for preparing the

"Plan for Compliance with the
Criteria for Maintaining Listing”
will be notified to each listed
company by the week of May 10. If
there are any matters that have not
yet been determined by the end of
December this vyear, which is the
deadline for the procedures to select
a new market segment, it may be
possible to include a statement to
that effect, the basic policy for
dealing with such matters, and the
expected timing for determining the
details.

Listed companies are required to
disclose their ”“plan for compliance
with listing maintenance criteria. In
addition, the progress of the plan
should be disclosed at least once a
year on an ongoing basis, and any
material changes to the disclosed

information should be disclosed as
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TSE’ s Response

appropriate.

The content of the “Plan for
Compliance with the Criteria for
Maintenance of Listing” must be a
reasonable plan to compliance with
the continuing listing criteria, but
TSE does not plan to review the
content in advance (TSE will conduct
a review from the perspective of
appropriateness of disclosure, as
with the handling of any other timely

disclosure materials in general.).

No. Summary of Comments

71 Regarding the market selection procedure application, does it
require timely disclosure?

72 How should the listed companies handle the information regarding

the market selection procedure application?

Although we do not believe that the
content of the application for the
new market segment selection
procedure falls uniformly under the
category of matters that require
disclosure in a timely manner, we may
request disclosure in light of its
impact on the investment decisions of
investors (for example, if the

content of the application becomes
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the subject of media
coverage/reporting, etc., and as a
result affects the formation of stock
prices in the market).

As a general rule, from the
perspective of proactive IR and
avoiding violation of insider trading
regulations for executives, etec.,
voluntary proactive information
disclosure is encouraged regardless
of whether it falls wunder the
category of mandatory timely
disclosure requirement.

When commenting on the details of the
application for  market segment
selection in meetings, etc., there is
a possibility that the institutional
investors may require disclosure of
the details in order to avoid
violating fair disclosure
regulations. In addition, 1in the
business plan to be announced at the

announcement of financial results or
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the general meeting of shareholders,
the ”“Plan for Compliance with the
Criteria for Maintenance of Listing”
could be mentioned, based on the
contents of the application in the
procedure for selecting the new

market category.

(2) Determination of new market segments

73

With regard to the procedures for applications for the selection of
new market segments, if it requires examination to confirm
compliance with the initial listing criteria of the new market, is
it correct to understand that the application can be made at any
time from September 2021 up to December 30, 20217 Also, when TSE
says that application should be submitted at the earliest
convenience, is there a specific deadline? Also, please confirm
whether there are any differences in the initial listing examination

from the current examination.

74

How will the new market segment for those companies that are still
going through listing examination at the time TSE publishes in
January 2022 the new market segment, for example, a listed company
on the 1st section of the market chooses the Growth market. Is it

correct that the review will be completed in January? In addition,

As the deadline for the procedures
for applying for the selection of a
new market segment is December 30,
2021, if the listed company chose a
market segment that requires listing
examination, the process should be
completed by the deadline as well.

In this examination procedure, the
same documents as those for the
application for change of market
classification under the new market
structure must be submitted, and the
same procedures as for the initial

listing must be followed. (In this
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is it correct to understand that the fact that the announcement will
be made in a short period of time after the end of the selection
period (December 30, 2021) means that, in effect, only the numerical
aspects will be examined, except in cases where an examination is
conducted to confirm whether the initial listing criteria of the

market segment to be selected are met?

case, the appropriateness of
disclosure of corporate information
and the effectiveness of corporate
governance and internal control
systems will be reviewed based on the
track record of the company after

listing)

Transitional Measures Concerning Continuing Listing Criteria

75

The application of the transitional measures should be limited to
a minimum period of time. Since under the transitional measures,
companies that do not meet the new market concept and criteria may
continue to remain if they continue to submit “Plan for Compliance
with Continuing Listing Criteria” and “progress reports” based on
those plans. If the transitional measures are to be applied for a
long period of time, it may be necessary to take measures such as
a gradual increase in each criteria to encourage companies that do
not meet the criteria for the new market category to take action to
meet the criteria and to submit a “progress report” based on the

criteria, or transfer to other market segments.

PS

76

With regard to transitional measures, it is appropriate not to set
an effective date for transitional measures for the time being in

consideration of the impact of COVID-19. However, the content of

The transitional measures are
designed to provide a period of time
for listed companies to make progress
toward compliance in cases where they
do not meet the continuing listing
criteria for the new market segment.
The application period of the
transitional measures will be
reviewed after the transition to the
new market segment, taking into
account the contents of the “Plan for
Compliance with the Criteria for

Maintenance of Listing” of each

listed company (the period required
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the improvement plan should be strictly examined, especially for for improvement and the progress
listed regional banks, in accordance with the report of the Banking after the transition to the new
System Working Group of the Financial System Council. market segment) and the external

77 A time limit should be set for transitional measures. It seems as environment such as the impact of the
if companies can stay listed indefinitely even if they do not meet COVID-19 on the business activities
the continuing listing criteria, as long as they submit (or update) of each listed company.
their “Plan for Compliance with Continuing Listing Criteria” within | 2¢ In considering the delisting of
the prescribed period. This would make the continuing listing shares, TSE will continue discussions
criteria meaningless, and it would also make it difficult to with a wide range of market
determine which companies meet the criteria and which companies do participants on issues such as
not meet the criteria but maintain listing through transitional securing trading opportunities for
measures, which is a risk of fostering a sense of distrust with a shareholders.
market that lacks transparency for users. The deadline for the | ¢ TSE plans to announce the results of
transitional measures should be aligned with the schedule for the the selection of the new market
revision of TOPIX. However, it should be noted that this would be segment by listed companies on its
regarded by global investors as “de facto procrastination” and TSE website in January 2022 and will also
may lose credibility. announce the results for companies to

78 In light of the expected impact of the transition to the new market which the transitional measures

segment in April 2022, we understand that the provision of

transitional measures to apply relaxed listing standards to

companies that have submitted a “Plan for Compliance with Continuing

Listing Criteria” is a necessary measure to avoid unnecessary

apply.
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confusion. However, the transitional measures should be closely
monitored, and information sufficiently disclosed, so that it does

not become effectively indefinite,

79 |+ Regarding the grace period for when the listed company is not
compliant with the continuing listing criteria for Tradable Shares,
realistic period of time should be set in consultation with the
company, taking into account the situation of individual
shareholders, etc., rather than a uniform period.
80 |+ It is necessary to propose how to create a market to receive
companies that will no longer be able to maintain their listing
status.
4. Others
81 «  The names “Prime,” ”Standard,” and “Growth” markets are ¢ The purpose of the review of market

confusing. First section, second section and third section would

be better.

structure is to clarify the concept
of each new market segment and to
create a market structure that
supports the sustainable growth and
medium— to long—term corporate value
enhancement of listed companies and
is attractive to investors.

Each market segment is independent

and there is no structural order (no
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one segment is superior or inferior

to the other)

82

Under the new market structure, each market is positioned as an
independent market with no clear hierarchical relationship, but
investors regard the Prime market as the top tier market.
Therefore, encouraging more companies to meet the high standards
of the Prime market will promote the health of the stock market
and contribute to the revitalization of capital markets. From
this point of view, it is necessary to provide sufficient merits
and incentives for companies to seek listing on the Prime market,

however, the present model does not show the merits clearly.

PS

PS

The Prime market is designed based
on the concept of “a market for
companies that have a market
capitalization (liquidity) large
enough to be the investable by many
institutional investors, have a
higher level of governance, and are
committed to sustainable growth and
medium— to long—term enhancement of
corporate value, with a focus on
constructive dialogue with
investors.”

TSE will continue to make every
effort to ensure that many companies
achieve sustainable growth and
enhancement of corporate value over
the medium to long term with a focus
and as a result, have many companies

listed on Prime market.

{Revision of the Corporate Governance Code, etc.>
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83 Please clarify the “higher level of governance” that is supposed | With regard to the revision of the
to be required of listed companies in the Prime market. If it is Corporate Governance Code, the
expected that issuers may need a certain amount of time to respond “"Revision, etc. of Japan s
depending on the contents of the revised requirements, introduction Corporate Governance Code Based on
of transition measure may be appropriate to to set aside sufficient the Proposal of the Council (Third
period of time to prepare. set of revisions pertaining to cash
8 4 The “principle-based approach,” which is “comply or explain” equity market restructuring) ”
basis, of the Corporate Governance Code should be maintained. Based (hereinafter referred to as the
on expectations for improved rational, consistency, and “Third Amendment to the Rules”),
transparency, by clarification of the concept of market segments, (hereinafter referred to as the
the requirements of each market segment should be maintained. “Third Amendment”) was published on
With respect to the principles and supplementary principles of the April 7, 2021 for public
Corporate Governance Code should be set as rules for listing. The consultation.
principles and supplementary principles of the Corporate Governance Companies listed on the Standard and
Code, other than those required to be complied with in the listing Prime markets are required to
rules, it is of course sufficient to “comply or explain” them in “comply or explain” with all the
accordance with the principle—-based approach of the Code. principles of the revised Corporate
85 In order to encourage the voluntary application of all the Governance Code, while companies

principles of the Corporate Governance Code by the Growth market
listed companies, some incentives such as stock price indices

according to the degree of a compliance should be considered.

listed on the Growth market are
required to “comply or explain”

only with the basic principles. The
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86

I agree that Corporate Governance should aim for a higher level,
but I hope that the content will be such that it will ensure
substantive aspects. In particular, the disclosure aspect needs
to be strengthened. For example, it cannot be said that the
importance of the Independent Director is sufficiently known and
understood even among companies that fall under the Prime market,
and it is currently not sufficient for judging independence. We
hope that excessive burdens will be eliminated, taking into
account the opinions of companies, and that governance-related
disclosures will be promoted so as to contribute to investors’

decision—making.

“"Follow—up Meeting on the
Stewardship Code and Corporate
Governance Code” recommended that
the "Revision of the Corporate
Governance Code and the Guidelines
for Investor—Corporate Dialogue”
should promote voluntary efforts to
improve governance in the Growth
market as well, in line with the
principles and supplementary
principles, depending on the
situation of each of the company.
Of the revised Corporate Governance
Code, principles that only applies
to Prime market listed companies
will be effective from April 4,
2022. Listed companies with fiscal
year ending on March 31, for
example, is required to submit
Corporate Governance Report after
the Annual General Meeting held on
or after April 4, 2022 with “comply

or explain” on all principles,
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including those for Prime market
listed company.

“Corporate Governance Report Manual”
will be revised based on the
revision of the “Corporate
Governance Code.” Additionally,
based on the comments received
during public consultation, the
necessary measures to enhance
disclosure of other governance—
related matters, including

independent director will be taken.

87

If a provision is made to make it easier for companies with a
market capitalization of more than 100 billion yen to stay listed
even when they are insolvent, the fee for staying listed must be
raised.

In the case where a company is unable to eliminate its excess
liabilities despite having more than market capitalization of 100
billion yen, it must mean that the company has been unable to
increase its capital for a certain period of time due to

malicious window dressing.

As for the listing-related fees
after the transition to the new
market segment, public consultation
of the above mentioned Third
Amendment started in April 7, 2021.
Structure of the annual listing fee
is the same and will be calculated
based on the market segment and

market capitalization.
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% Although the listing-related fees
after the transition to the new
market segmentation do not reflect
the suggestion, if TSE finds that a
listed company has damaged the
confidence of shareholders and
investors in TSE’ s markets by
committing a material violation of
the listing rules, as with the

current treatment, the company will

be subject to a penalty charge.

*Comments

: 1,19, 36, 38, 47, 48, 55, 57, 64, 65, 73 & 74 are from Nomura Securities Co., Ltd, 2,37 & 41 are from ALPS
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from Simplex Asset Management Co., Ltd., 20,50,51,60 & 66 are from Daiwa Securities Co. Ltd., 23,61,77 & 84
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