Outline of the Act on Financial Debt Adjustment Procedures for Enterprises to Facilitate Business Recovery (Early Business Recovery Act)

Background

v Corporate debt in Japan has increased by over 120 trillion yen since before the COVID-19 pandemic. With ongoing challenges such as rising raw material costs and labor shortages, the
number of bankruptcies in 2024 has surpassed 10,000 for the first time in 11 years. Given the continued depreciation of the yen, inflation, labor shortages, and potential increases in
borrowing interest rates due to monetary policy revisions, there is a growing concern that the debt burden will become a hindrance to business activities to improve profitability, causing
companies to miss opportunities for business growth and leading to increased bankruptcies.

v" In response to these economic and social circumstances, it is important to establish a framework that enables enterprises at risk of falling into financial distress to pursue early business
recovery and avoid the damage to business value and the loss of technology and human resources, and to enhance economic dynamism.

Challenges in the current debt restructuring procedures (in-court restructuring procedures such as civil rehabilitation and out-of-court restructuring procedures such as Turnaround Alternative Dispute Resolution (ADR))

v" In-court restructuring procedures are publicly announced and all claims, including trade debts, are subject to debt adjustment, which may likely have a significant impact on the
damages to business value and profitability.

v' Qut-of-court restructuring procedures, which are not publicly announced and have less impact on commercial transactions, require unanimous consent from all relevant creditors,
which can hinder further business recovery.

\/

To facilitate an early business recovery for enterprises at risk of financial distress, it is necessary to establish a new procedure that allows for the adjustment of debt obligations, limited to
financial debts*, with the involvement of a neutral third party designated by the Minister of Economy, Trade and Industry. The adjustment must be approved by a majority vote of relevant
creditors, such as financial institutions (i.e., those holding more than 3/4 of the total voting rights) and is subject to court approval.
*Trade claims, labor claims, and other non-financial claims are not included.
*In European countries, there are frameworks in place that allow for debt adjustment prior to insolvency based on majority vote of creditors and subject to court approval, separate from formal insolvency proceedings. Japan, however, does not currently have such a framework.

@ Application for the procedure

The enterprise (debtor) applies for the procedure to a third-party organization (designated organization)*
* The Minister of Economy, Trade and Industry designates a neutral third-party organization to supervise the procedures. The designated organization must meet certain
requirements, such as having the capacity to appoint appropriate professionals for each case who possess expert knowledge and practical experience in business recovery. i

(@ Confirmation by a third-party organization

The third-party organization confirms, based on documents submitted by the enterprise, including written materials outlining the
proposed changes to the financial claims held by financial institutions, etc. and the direction of business recovery, and a list of the l
Confirmation

Application and acceptance of the procedures

Confirmation by the third-party organization

Where

relevant claims, whether the requirements are met such as the necessity of debt adjustment (the enterprise is at risk of falling into ;I:cee‘:‘s‘:“ fzzz::*;igz:"f‘o :;‘:Sifension irmation is
financial distress), the likelihood of a resolution being approved at the relevant creditors' meeting, and the likelihood of R P no

conformity with the general interest of the relevant creditors (satisfying the liquidation value test). Relevant creditors' meeting

3 Resolution at the relevant creditors’ meeting . . )
At the relevant creditors' meeting, after the enterprise provides information and the creditors are given an opportunity to express l}}e:g;u;g%?lpaone;cé'?ty Res‘::;t.loo ; :Zstzd by Reshtion not
their opinions, a resolution to modify the unsecured portion of the relevant claims is passed by a majority vote, specifically, ! majority
consent of creditors holding at least 3/4 of the total voting rights. If a single creditor holds 3/4 or more of the voting rights, the
consent of a majority in number of the voting rights creditors is also required. Court approval
* An early business recovery plan, containing projections of the enterprise’s assets, liabilities, and other relevant information, is presented to assist in deciding whether to
approve or reject the proposed adjustment of rights. Appr oval Disapproval
* Before a resolution is passed, the third-party organization investigates the matters provided by laws and regulations, such as the calculation of the business operator’s assets \ Filing an appeal /
and liabilities, regarding the modification of the relevant claims and the early business recovery plan, and then report the results.
@ Court approval of the resolution adopted at the relevant creditors' meeting Immediate appellate review
The court, acting in a supervisory capacity, determines whether to approve or disapprove the resolution after examining whether A
. . . . . pproval Disapproval
there are any defects such as procedural violations of laws and regulations or any elements that undermine the fairness of the becomes becomes
resolution, and whether the liquidation value test is satisfied, while hearing the opinions of the third-party organization and the % v final l l final 7
creditors.
* Immediate appeal against court approval is possible (ensuring an opportunity to file an objection). Resolution passed Resolution not passed

and takes effect and does not take effect
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