Outline of Act Partially Amending the Companies Act

Judicial System Department of the
Ministry of Justice

Process of Review

Article 25 of the Supplementary Provisions to Amendment of the Companies Act 2014 (Enforced May 2015) \
"The Government of Japan is to, when two years have passed after the enforcement of this Act, review systems of corporate governance taking into account
changes which occur to the socioeconomic environment, including prevalence of the appointment of outside directors. The Government of Japan is to take
necessary measures including imposing the obligation to appoint an outside director, in cases where this is deemed necessary based on the findings of the

review". .
February 2017 Minister of Justice consults with the Legislative Council February — April 2018 Public comment
April 2017 Legislative Division deliberations commence January 16 2019 Summary outline compiled
\ February 2018 Interim draft policy compiled February 14t 2019 Summary outline compiled and reported /

fEstainshment of a System for Providing General Shareholder Meeting Materials in Electronic Format \
[Article 325-2~325-5]

Under current law, the consent of each individual shareholder is required in order to provide general shareholder
meeting materials in electronic format.
*Provide a new system whereby general shareholder meeting materials are uploaded onto a website, and
shareholders are notified in writing of the website address, etc.
*Shareholders can request the delivery of materials in paper-based format if desired. )

————————————\
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Send the notice to convene containing
the website address, etc. by 2 weeks
prior to the general shareholder meeting

Shareholder

Request for delivery of materials in paper-based format

Notice to convene and general shareholder meeting materials N

Send notice to convene as well as a
paper copy of materials by 2 weeks
prior to the general shareholder
meeting

Prepare measures against abuse of Shareholder’s Right to Propose
In recent years, some shareholders have abused their right to propose (for instance, one shareholder making a
large number of proposals). The court has recognized such cases as an abuse of rights.

*Limit the number of proposals for each shareholder up to 10. [Article 305, paragraph 4, 5]




ﬁeview of Regulations on Director Remuneration \
In many cases remuneration of directors is determined by the Board of Directors or representative directors.

Remuneration acts as an incentive for directors to conduct their duties appropriately, and its process needs to be

made transparent in order to achieve this.

*In companies where remuneration of each director is not established in general shareholder meetings, the

board of directors must establish and disclose its policy on this. [Article 361, paragraph 7]

*When shares, etc. are provided as remuneration to directors, add the upper limit to the number of shares, etc.

as a matter to be resolved at general shareholder meetings. [Article 361, paragraph 1]

* Contribution of money or other property is not required when shares are provided as remuneration to

directors. [Article 202-2/Article 236, paragraph 3, 4/ Article 361, paragraph 1/ Article 409, paragraph 3]

*Enhance the disclosure of information through business reports.

Prepare regulations on company indemnification [Article 430-2]
Although a conflict of interest exists when an action to enforce the liability of an officer, etc. is brought and a
stock company indemnifies cost or loss incurred by such officer, etc. (company indemnification), under current
law, there are no rules that specifically apply to such a situation.

» *Establish new provisions concerning procedures for company indemnification and its scope.

Prepare regulations on Directors and Officers liability insurance contracts [Article 430-3]

Although a conflict of interests may exist when a stock company enters into a contract of Directors and Officers
Liability Insurance (D&O Insurance) which insures directors or officers of the company, under current law, there
are no rules that specifically apply to such a situation.

» *Establish new provisions concerning procedures for entering into a contract of Directors and Officers Liability
Klnsurance (D&O Insurance). /

Company Indemnification Directors and Officers liability insurance
4 o q |
Claim for damages yas ﬁ Claim for damages

Director, Officer _ Director, Officer
Indemnity agreement

»

Stock company Insurance | Stock company
| |

premium
Indemnify cost or loss incurred 0
by officer, etc. Compensate for cost or /T I
loss incurred by officer, nsurance policy

etc.

ﬁelegation of execution of operation to outside directors \
{ """"""

Article 348-2]) )
. . . . Conduct operations
Under current law, it is provided for that an outside director may execute el e
operation of a stock company. However, it is necessary to ensure that outside
directors are not hindered from performing actions that are considered
appropriate to be delegated to them.

= Clarify that, in cases where there is a conflict of interest
between stock companies and directors, the board of directors
may delegate the execution of certain operations of stock
companies to their outside directors, and they will not lose their
status as outside directors by executing delegated operations.

Mandatory appointment of an outside director [Article 327-2]
Under current law, in cases where a Listed Company, Etc. doesn't have any outsia-é-E
director, a reason for that is to be given at a general shareholders meeting. 98.4%
of companies listed in the Tokyo Stock Exchange (99.9% of those listed in the first
section) have outside director(s).

Q. Make it mandatory for a Listed company, Etc. to have at Ieast// kStock Company>

one outside director.

4 A

board of directors.

‘ Parent CompanyJ

\

Negotiations, etc.

Supervision
from an
objective
standpoint

Executive
Directors,

etc./

=41~ Outside Director
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ReVieW Of rules on the administration Of Corporate (Banks, Trust banks, Attorneys, Legal Professional Corporations, etc.)

bonds [Article 7‘14-2"'4/ Article 737 paragrap.)h. 1) ‘ = | Assistant bond administrators | <=
Although there is a system for bond administrators in the —
administration of corporate bonds under current law, due - =
. . e Assist administrating corporate bonds
to the wide range of authority and depth of responsibility, by filing claims involving corporate
iti i H bonds in insolvency proceedings,
it is hard tc‘) flnd those who can approprlately performas a distributing mformation given by bond-
bond administrator, and costs are high. issuing company to bondholders, etc.
» = Establish a new system for cases when a bondholder
can administer corporate bonds themselves (e.g. when < >

the amount of each bond is 100 million yen or more), — L
Bondholder administrates corporate bonds.

whereby administration can be entrusted to assistant hol
\ bond administrators. Bondholder
(Share Delivery (Kabushiki Kofu) [Article 2 / Article 774-2~11 / Article 816-2~10) \

Under current law, Share Exchange (Kabushiki Kokan) is available for a stock company as a measure to make another company its subsidiary
by using the stock company’s own shares as consideration, but by conducting Share Exchange, a stock company will acquire all the issued
shares of the other company (the other company becomes a wholly-owned subsidiary). A stock company may also acquire another company
by issuing its new shares in exchange for shares of the other company as contribution, but procedures for this are considered to be
complicated and costly.

*Introduce a new measure (Share Delivery) whereby a stock company can make another stock company its
k subsidiary by delivering shares, even when it is not planning to make the other company a wholly-owned subsidiay

Transferor of shares of the subsidiary

*Money, etc. can be
I delivered in addition to

Parent company | sh2res-

Deliver parent company shares*

——

**Share options, etc.
may be acquired along
) with shares.

Acquire subsidiary shares**

Subsidiary
Acquisition

Shareholders of subsidiary
voluntarily choose whether they
become transferors or not.

Like in cases of Share Exchange, etc., parent
companies are to conduct procedures such
as general shareholder meeting resolutions,
creditor objection proceedings.

(. )

Other

* Clarify that principal and interest of corporate bonds can be reduced or released by resolution of bondholders
meetings [Article 706, paragraph 1]
*Stipulate reasons for which a request for inspection or copying voting forms can be refused [Article 311, paragraph 4,5]
* Discontinue the system of registration at the location of company branch offices [Article 930~932]
kDeIete clauses disqualifying adult wards, etc. as directors [Article 331, paragraph 1 / Article 331-2] )

Date of Enforcement

*Enforced from the date specified by Cabinet Order within 1 year and 6 months from the day of promulgation

*Establishment of a system for providing general shareholder meeting materials in electronic format under ltem 1
and discontinuation of registration at the location of company branch offices under Item 3 are supposed to be
enforced from the date specified by Cabinet Order within 3 years and 6 months from the date of promulgation
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