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Dear Fellow Council Members,

ICGN Statement to the Council of Experts for the Follow-up of Japan's Stewardship
Code and Japan's Corporate Governance Code (the “Council”)

| have pleasure in sending you ICGN’s comments on the items noted in the Agenda for the
next Council Meeting which will take place on 20" October 2020. Regretfully, | will not be
able to join you in person on this occasion and hope that the comments presented in this
letter can serve as a contribution to the Council’s discussion.

Led by investors responsible for assets under management of USD$54 trillion, ICGN is a
leading authority on global standards of corporate governance and investor stewardship.
Our membership includes business leaders and institutional investors who have a shared
interest - and thus a shared responsibility - in promoting the success of companies to
preserve and enhance long-term value, contributing to strong economies and healthy
societies.

ICGN’s mission supports this shared responsibility, as advocated in the ICGN Global
Stewardship Principles *and the ICGN Global Governance Principles?, the latter of which is
currently subject to Member consultation as part of a three-year review cycle. Our comments
forthwith are therefore guided by ICGN Principles and largely written from the perspective of
the global institutional investor community.

COVID-19 and Corporate Governance

ICGN understands that the first meeting of the Council is to assess the economic and social
challenges brought about by the COVID-19 and how this impacts corporate governance.

The COVID pandemic presents the most significant public health and economic crisis of our
time and calls for new forms of cooperation on a global scale. In response, ICGN published
a letter to corporate leaders 3in April in the spirit of solidarity to provide an agenda for
dialogue with investors as we navigate this unprecedented challenge together. This agenda
elevates the importance of social factors as a key determinant to a company’s long-term
financial health and sustainability and respectfully suggests broad priorities companies might
consider while dealing with the crisis. These include:

1 ICGN Global Stewardship Principles, 2020:
https://www.icgn.org/sites/default/files/ICGN%20Global%20Stewardship%20Principles%202020_0.pdf

2 |CGN Global Governance Principles, 2017: http://icgn.flpbks.com/icgn_global_governance principles/

3 ICGN letter to corporate leaders (English), April 2020:

https://www.icgn.org/sites/default/files/6.%201CGN%20L etter%20to%20Corporate%20Leaders 23%20April%202020 0.pdf
Japanese version:

https://www.icgn.org/sites/default/files/6a.| CGN%20L etter%20to%20Corporate%20Leaders 23%20April%202020 Japanese%

20version.pdf
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o Ensuring employee safety and welfare while meeting short-term liquidity
requirements to preserve financial health and solvency;

e Pursuing a long-term view on social responsibility, fairness and sustainable value
creation and publicly defining a social purpose as we all adjust to a new reality;

e Taking a holistic and equitable approach to capital allocation decisions, considering
the workforce, stakeholders and providers of capital; and

o Communicating comprehensively with all stakeholders to instil confidence and trust
in a company’s approach to building resilience into strategy and operations.

We published a statement of shared responsibilities for companies and investors alike which
addresses the above points and organised a series of webinars, the summaries of which are
available on the ICGN website.*

Japan’s Corporate Governance Code Priorities

The Council has articulated priorities for consideration as part of the review of Japan’s
Corporate Governance Code. These subjects are identified by the Japan FSA as follows:

Cost of capital and capital efficiency

Board effectiveness, including independence and diversity
Sustainability

Ensuring confidence in audits

Governance of group subsidiaries

arwnNpE

ICGN has already opined on these subjects in our contribution to previous Council meetings
which we will reiterate in due course. We also published a series of Japan related policy
priorities at the ICGN Annual Conference, hosted by the Japan Exchange Group in July
2019 and which we have taken the liberty of providing as an annex to this letter.

We agree that the aforementioned subjects are important, and we look forward to opining
further on these matters. Additionally, we respectfully suggest that the Council considers
three further matters being: (1) timing of publication of the securities report, (2) annual
general meetings, and (3) human capital management.

Timing of publication of the Securities Report

The Securities Report (Yuho) includes valuable information for investors around the
business model, corporate strategy, audited financial results, Key Audit Matters and other
corporate governance related information such as cross-shareholdings. The Yuho should
therefore be published pre-AGM, not post. Companies listed in TSE prime market should
make both English translated Securities Report and Notice of AGM.

Our Japan related policy priorities (provided in the annex) encourage companies to move
their respective record dates from March to April to allow AGMs to be held in July. Not only
will this lead to less AGM clustering, but this will also give companies additional time to
prepare the abovementioned materials in English before the AGM.

4 The Evolving Social Contract & Covid-19 Webinar Series, 2020: https://www.icgn.org/events/webinars/evolving-social-
contract-covid-19-webinar-series
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Annual General Meetings (AGM)

The AGM is an important forum for shareholders to hold the board and management
accountable for preserving and enhancing long-term corporate value. Ideally AGMs should
allow for the physical presence of participants, including provision for voting electronically by
proxy, and ensure live interaction is possible between shareholders and the board and
management.

During the COVID crisis, virtual-only AGMs have become the ‘new normal’ and has led to
emergency legislation being enacted in multiple markets to allow companies to seek
shareholder approval on things like dividend proposals, share issuance authorisations,
director elections and auditor appointments. Hybrid AGM’s have also been popular which
allows for both physical and virtual presence by participants via ‘live streaming’ of the AGM
proceedings accessible via the internet.

While ICGN Members recognise the need for hybrid and virtual-only AGMs in this current
environment, we encourage regulators to ensure that shareholder rights are not infringed so
as not to restrict their ability to hold companies properly to account. Certain minimum
shareholder rights should be guaranteed to allow for robust challenge of boards and
management through interactive and unmoderated questioning or statements made by
shareholders to have meaningful dialogue on contentious proposals.

When holding a hybrid or virtual-only AGM, we strongly encourage companies to ensure
interactivity with shareholders and to replicate as best as possible the in-person AGM
experience. In doing so companies might consider the following as an optimal format as
described in a Viewpoint from the ICGN Shareholder Rights Committee:®

e Publish AGM information at least one month ahead of the meeting, including the
meeting format and procedures around registration, access, participant identification,
shareholding verification and voting options.

e Use video technology as well as audio technology to allow for facial expression to be
shown.

¢ Allow participants to ask questions and make statements — in advance and during
the AGM — and allow for follow up questions and statements if necessary.

¢ Record and respond to all questions and made such responses promptly publicly
available (avoid legalistic language).

¢ Enable participants to be able to cast votes live, noting all matters on the ballot
should be voted by poll.

e Ensure accuracy of tracking and reconciling any advance votes received pre-AGM
with any live votes cast during the AGM itself.

Disclosure around human capital management

The COVID-19 pandemic has exposed deep social inequalities, for example in terms of
income, gender or race. ICGN Members are increasingly addressing these issues with
companies including:

5 The Future of Annual General Meetings, ICGN Viewpoint, September 2020: https://www.icgn.org/future-annual-general-
meetings
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¢ health and safety especially in industries where human interactivity is high,
e diversity noting the disproportionate number of female redundancies,

e anti-discrimination policies and practices,

e human rights in the supply chain,

o staff training as companies have transitioned their operations to a virtual and socially
distanced world, and

e income inequality to ensure ordinary employees are treated fairly in terms of pay,
bonus, pension and other benefits, e.g., access to medical insurance.

Many ICGN Members are calling on regulators to require companies to publish better
information around how human capital is managed as part of a longer-term strategy for
value creation. ICGN recently issued a letter ®to support a coalition of our Members who had
formed the Human Capital Management Coalition which called on the United States
Securities and Exchange Commission (US SEC) to require companies to disclose
information about their human capital policies, practices and performance.

We subsequently welcomed, a change of reporting rules by the US SEC to require
companies to report ‘material’ human capital objectives. This is a helpful first step and we
encourage the US SEC and other regulators to continue to require companies to provide
more transparency around human capital management, particularly on things like workforce
stability, total workforce costs and ethnic/racial diversity across different employee levels.

Thank you for this opportunity to provide commentary for the Council meeting and we look
forward to the continued deliberations.

Yours faithfully,

AN

Kerrie Waring
Chief Executive Officer

5 ICGN letter to US Securities and Exchange Commission,26 August 2020:
https://www.icgn.org/sites/default/files/12.%201CGN%20L etter%20Req%20S-K%20t0%20%20SEC. pdf

Saffron House 6-10 - Kirby Street - London - EC1N 8TS - UK t: +44 (0)207 612 7011 e: secretariat@icgn.org ¥ @ICGNCorpGov

VAT No. 927 1665 09 | Registered in England No 6467372 f: +44 (0)207 612 7085 W: WwWw.icgn.org in ICGN



https://www.icgn.org/sites/default/files/12.%20ICGN%20Letter%20Reg%20S-K%20to%20%20SEC.pdf

AF 2T — Ry e a— RERa—RL—F"HNRNFUVR e a—ROTFua—7T v L5
(% 20 [8])

2020 4£ 10 A 20 H
T A U7y TREA N DER

AFaU—=Ryy7 s a—RFBELRa—RL— INFUR e a—FDT7 =7 v 7T
By oAmARE ([AlASE ) ~DO ICNERE

FAIE, 2020 £ 10 A 20 H&:Fﬁ!ﬁéénéﬁu&%xm B DEE S LGRS H R IZ O Y
TICN DEREEZBED TEHZ L2 9N LIBVET, FRERN5, A@@ ik | IF £
BT LIECE £t Aﬁ\:®%F CR Ut B R o i O i\ B B &
ZE-THY £,

ImmiS4%%Pw®§%é§%#5&§ (CRN B, T— R — h ST R LR
FDAF 2TV — Ry w7 O7a— )L I OWCOTFERREMEEETH Y 3, FL7-
%@%Eﬁ\ﬁ%%&mﬁwﬁﬁ%mb\ﬁ%@&%%%@b\:mm;@%mﬁﬁgﬁé
%%??ﬁ%\it_ WCEBRT 2 FICHL L B2 AT 5 BEOREEOHBEREFR T

ICON DffifriL, ICGN Zm— 3L « 2F 27— Ry A "B X OVICON 7 a— 3L « HS

FUREH] S BEITSEMORE LY A 7 LB L L THEREN LU B ROZEES
TER, ZNOFANCRE Sh - Z ORFEOETEZ XETLIHICHY £, REZLOLLFD

ﬁ%migm@ﬁmmgdg\zmﬁm~ﬂw@%%E§%:i1:%4@ﬁﬁ#%%ﬂ
TWET,

apFRYE L a—RL— N AF R
ICGN (X, % 1 IEIODﬁ%%E%‘%%ﬁ:DTWQy“ iEIZ & %f:%é@f:ﬁ?ﬁﬁ@%i@*ﬁ%ﬁ@%%
e, I a—RL— NN FrRAZED LD C B D)0 a5 L L TOET

o

=0 FRYUIE D EFE (TR 2 ORHRIZIS T D e b BRI ARMTAE LF Ofatz b7 b L, M
%ﬁ&fwﬁt&%ﬁwﬁﬂugkéhfmifo;hmﬁmbf ICGN (% Z DR D 72
VPR 2 @D&Tét 4HK®%¢%@%%%K%F9%%1L AT DA 2 Z
@ S & ORIEICE Té&%%*hbfwi?o:®ﬁékbfi RO RWIR 72
m&@%eﬁﬁTﬁﬁmégg& %ﬁkbfﬁ%@%i@i%ﬁ%ﬁﬂb {373 faik
(CXHLS DB BT D TH A O KR EAFEHAERZ L TWET, IhbiZid, UFRE

ES

- B ORERNE L AR MR T 2 T D OB INRENE D LB Z T L2 b,
FREDLE L R E R T D,

ST IR BB T D P CHER AT, A & R alRE 2R RS~ 0> R TR 7
BB+ 2 s, REOHSMRAMNEZER LAIZT D,

C . FIEBGRE. BARAORMEEZZE L T, BAR D OWRTIZEETIFHI o0
ST T u—F b L,

TICGN 7 — )L « 2AF 2 U— Koy 7JEALL 2020 4 :
https://www.icgn.org/sites/default/files/ICGN%20Global%20Stewardship%20Principles%202020 0.pdf

8 ICOGNZ m— )b« HoNF o ZAJFHI, 20174F : http://icgn.flpbks.com/icgn_global _governance_principles/

9 TCONRZERE H ~DERM (J5E) . 20204F4 A4 -

https://www.icgn.org/sites/default/files/6.%201CGN%20L etter%20to%20Corporate%20Leaders 23%20April%202020 0.pdf

A AGE
https://www.icgn.org/sites/default/files/6a.| CGN%20L etter%20t0%20Corporate%20Leaders 23%20April%202020 Japanese%
20version.pdf

Saffron House 6-10 - Kirby Street - London - EC1N 8TS - UK t: +44 (0)207 612 7011 e: secretariat@icgn.org ¥ @ICGNCorpGov

VAT No. 927 1665 09 | Registered in England No 6467372 f: +44 (0)207 612 7085 W: www.icgn.org in ICGN



https://www.icgn.org/sites/default/files/ICGN%20Global%20Stewardship%20Principles%202020_0.pdf
http://icgn.flpbks.com/icgn_global_governance_principles/
https://www.icgn.org/sites/default/files/6.%20ICGN%20Letter%20to%20Corporate%20Leaders_23%20April%202020_0.pdf
https://www.icgn.org/sites/default/files/6a.ICGN%20Letter%20to%20Corporate%20Leaders_23%20April%202020_Japanese%20version.pdf
https://www.icgn.org/sites/default/files/6a.ICGN%20Letter%20to%20Corporate%20Leaders_23%20April%202020_Japanese%20version.pdf

- R & OFMELHERL S DO DEEOT T —F~OEH L EHZRESED
BTN TOMEFREEE L AEICERBET D Z &,

A BiE, ERRORIZONTE R LIZAERSCEEZ O OO FEFEOFP 2R L, 1CN
DIR—=L_R—=Y L THEPAFTEDL V=T =DV ) =X &l LE L,

HADa—RL— AN F R« a— ROELFE

BEHERHIT, AADI—RL— I AF U2 a— FORELO—BRE LTEETEE
REHZPAREICLTWET, ZHO0MEIT, @fTIC K> TRO LI ITHESNTWET

o

1. BRI N EBEARBE

2. S & ZARME A G T B A 2 D TR
3 Frfoe rIRetE

4. B AT 2 R M DO fr

5. TN—TFEFED T NF A

ICON IX, T E TOFMERHE~DOBINMIBNT, IO DOFBEICHONWTT TICE R 2
SRTHEY ., WEHLD TSRO LET, FaldEr. Hﬁﬁ%% — TR LT 2019

£ 7 D ICON FEREFHIC T HARICET A EA T2 AT L DERE~DOHECEE L
TRMAEIETHEEx £,

FxIX EREOFENEETH D Z &K%EL\;M%@$% Té%ﬁﬁ%%ﬁNkm
CEZTHBYET, £, AREbITAEHBESEN, () Amarsms T@%%\12>

Blias, 3) AMEAYRT AL FNedlHkatsEs LT %@ 5T e e TR

ZLET,
AMFERHREERITOLA I T

AMFEEmEEER) 1TE, FEETT L, DEEIK, EEFEHLORBEMER, BX FoTHE
TRRE S, B L ORI EZOMD T —R L— ~ HAF o 2 BRI B L
HIZL SO THERIERPZENLTOVET, Lo THE mﬁ%fﬁA%T¢<%%m N/NE
éhé«%f%@iﬁoﬁﬂ®774Amﬁ I EGT AR, JEEICERR S A MmRES:
R LKA LRI O T 2B T & T,

ﬁt%@ﬁﬁ:%#éiﬁﬁ%(Wﬁiikbfﬁﬁ>Ti EITEEREZ 3 AN 4 1
%%éﬁﬁ#ﬁzﬁé%7ﬂ CHAfETE D L 91 %HLTDiTO;ﬂ L0 RERE
DIEPRL IS 7 51715 T . R TR LoVl & %5 Tl 5 7 0l
MOWEIZ 1G5 Z ENTEET,

ERR TR (RERE

frr

9‘v

REREIT, MRENBEGERS & e b BB 22 Ml o#eR: & 1 OB T2 -¥ 57
DOEERYLTY, AL, BREREIT. %{K;é%&%ﬁﬁ@%#%aw e IIIEAR
@%ﬁ%&ﬁ%%T%&f«% S BRE L ERIREB I OREMOM TT A 7 TOMA
ORI WARETH D = & AT D2 ME R ) £9,

2o FRYSEOFERED T, N—=F ¥ LA ) —B3E [Za— /=<)L LY Tk
T%k#é§u4&@@&®ﬁ%f%mém ﬁ%#%é@%ﬁ %ﬁ%ﬁ\ﬁﬁﬁwﬁﬁ
LERNOEAD LS REHC OV TR EDKRE RO L FE AL LELE, A7)
v FEEERES S, A v ¥ —3%y MATTY 7 BATARER [FAT AN —I 7 12X

U DAL Covid-19 7= EF— U — X 2020 4 :
https://www.icgn.org/events/webinars/evolving-social-contract-covid-19-webinar-series

Saffron House 6-10 - Kirby Street - London - EC1N 8TS - UK t: +44 (0)207 612 7011 e: secretariat@icgn.org ¥ @ICGNCorpGov

VAT No. 927 1665 09 | Registered in England No 6467372 f: +44 (0)207 612 7085 W: Www.icgn.org in ICGN



https://www.icgn.org/events/webinars/evolving-social-contract-covid-19-webinar-series

MEBRV TNV ENR—=F v LINVTUTHERERERBICIBMT L ENTE, LR ELE

o

:J’ocl: /\‘“3:’(’/1/2]‘/ Y *ﬁ‘%%@ﬂgﬁ

5%gé *%wtbif ﬁ%&%@ﬁﬁ
&@&b%%%iﬁ%%%T E LT, BT
%JEV@%E@%%i%&éhéA%TT

mm®xﬁ ﬁf@%ﬁ BiFbHNA 7]

AL COETA. B biE. A
%E@%ﬂ#éiém&m$%%ﬁéné
HA~DODHEDORLYVED LY, FREICKLDE
%Kﬁ#é%%@&éﬁﬁﬁﬁaénéi

o

NATY v R if_ IAN—=F v LA ) —RSZ BT 256, EITKREL 0>ﬂ27|“ﬂ‘f$%fﬁﬁ
L, HRERSOXIE TORERZ AGEZ Bwﬁﬁﬁézk%ﬁ<ﬁﬁbi?o%oﬁéz

Tﬁ%m\mmwﬁzﬁﬂiééweﬁ mewﬁﬁjmﬁ%émfméuT®$%%
KEREAREEZ LN LIVER A,

- BRER 2 DBRAEIZ A, ﬁmﬂﬁiﬁ 7 A, BINEOHERD, RARAHER, %
ﬂii‘éﬁﬁjﬂi% a TR OFRZ /J\fcf < &b L A RNIHEITT 5,

HE LT BHORNE 2B E T AT OF

- ZINF IR FERE %ki@%zf ’Eﬁ%iﬁ%%%#ézk%ﬁ%kb\%%
NHIET7 o —7T v 7T DE W%ﬁﬁﬁﬁ%T T 5,

°??g?gﬁ%£ﬁbfﬁﬁb T O LD REEZREICART 5 (B2 EH
)

. 72?73[1%753%03%“@%%%??@“6% . ETOFBFHIIREIC I VERETESN D Z

- RERESATOFEFITTHE & . B OITEEDIBHR & 4R D 2 O IEMEMED R,

ANEAR~ 2T A v MZBIT 2 BR
U TN SR W E 5 e & L 0 A A o A i A2 R
A THET,

- NHEOXREMED @O ERRIZ I 1T DR & L

- LMD NBRF ORI 2B B LI 2k

- ZERIER I O F & TR

W TTA F =BT DN

- RZEOERARR THEMIEREL & D HR~OBITIEI A v T D M L—= 7

- O ARNEE . EEOWNEENRRE., R—F A, FE&B IO, mxﬁﬁﬁ%@«@7
7?2@&%@ﬂ@$ﬁk%ot5TA$ﬁﬂ HERT D Z

%< O ICGN 2B 1%, MfEAIED =D DEMEM O —E & L TED L I I AEARNEH X
NTWDENLY BVFREZBENARTOLIERMLETH D &%’*g%’u@c:ﬂ?(ﬁbsﬁ“(b}i?o
I%NiWL NHYEABOR %Mﬁﬁkivﬁ% LT DIEREBIRT D 2 L B R¥EICE
BT D 80 KEREAIGIEES CKESEC) I[CERLI-E2a—~< 2 « FrEH L« vV
%yb-:~Uv§y%i%¢5%%%%MLibto”

FL7=BlX, ZO%KESECIZE D THE (7 U7 | RAWEARD B FE
ﬁ&ﬁféW—W@ﬁE%ﬁﬁbibtoymiﬁﬁﬁﬁ BTHY ., FK

1 FERR RS ORE, ICGN DA, 202049 H :  https://www.icgn.org/future-annual-general-meetings

2 KERESRIB 1 ZEE S~ ICGN i?’ 2020 4E 8 A 26 H :
https://www.icgn.org/sites/default/files/12.%20ICGN%20L etter%20Req%20S-K%20t0%20%20SEC.pdf

Saffron House 6-10 - Kirby Street - London - EC1N 8TS - UK t: +44 (0)207 612 7011 e: secretariat@icgn.org ¥ @ICGNCorpGov

VAT No. 927 1665 09 | Registered in England No 6467372 f: +44 (0)207 612 7085 W: Www.icgn.org in ICGN



https://www.icgn.org/future-annual-general-meetings
https://www.icgn.org/sites/default/files/12.%20ICGN%20Letter%20Reg%20S-K%20to%20%20SEC.pdf

U%®m®b%%%> B, ﬁu%%%@mﬁ \%¥% SRR & TR HILER
LA IS 5 BRI/ AR BRI B 2 A 206 2 1 5 I 172 5 B & 3615
1135 2 2B L £,

A

7T

TUV—U=07
B R E SRR

Annex: ICGN Policy Priorities: Japan
With Summary Japanese Translation

As discussed at the ICGN Annual Conference, hosted by the Tokyo Stock Exchange, taking place
between 16-18 July 2019.

ICGN Policy Priorities: Japan
1. Corporate reporting

ICGN welcomes the reforms proposed in the Report of the Disclosure Working Group convened by
the Financial Services Agency which includes recommendations to enhance financial and narrative
information and the reliability and timeliness of corporate reporting. Other matters of concern to
ICGN members include:

e AGM Clustering: While the issue of AGM concentration in Japan has improved since the
1990s, many companies maintain a March fiscal year end with subsequent meetings in June.
This clustering of AGM’s, often within a few days in the last week of June, causes difficulties
for investors to allocate appropriate time to read annual reports and make voting decisions.

e AGM notifications: Notices are issued on average 19 days in advance of the meeting taking
place in Japan — compared to international best practice of 30 days.

e Timing of Securities Report: The Securities Report (Yuho) is published post AGM despite the
fact that it includes valuable information for investors around the business model, corporate
strategy, audited financial results, Key Audit Matters and other corporate governance
related information such as cross-shareholdings.

e English language: As of May 2019, 40% of companies issued English AGM Notices this year
and the Securities Report is often not published in English, despite companies wishing to
attract overseas capital.

Recommendation: 1) AGM Notices and the Securities Report should be issued at least 30 days in
advance of the AGM; (2) Companies should move their respective record dates from March to April to
the allow AGMs to be held in July; and (3) Companies listed in TSE section 1 should make both English
translated Securities Report and Notice of AGM

2. Board independence

Independent Directors are relied upon by investors to bring their industry knowledge and experience
to the Board to assess the quality of managerial decisions, for example relating to strategic
investments in fixed assets, acquisitions, research and development and human resources. ICGN
welcomes that over 90% of 1% Section JPX listed companies now have two or more independent
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directors and 33% of companies have one-third. ICGN encourages further progress towards a
majority of independent directors on Japanese boards, or at least one-third.

ICGN Members comment that it is difficult to determine the extent to which a director is
independent in Japan. Further clarity around the definition of independence in the JPX Listing Rules
might be helpful in this regard, for example around issues such as cross-shareholdings, major client
and supplier relationships, business relationships, the provision of consultancy services and family
ties. There should also be clarity around how long any conflicts should be absent before a candidate
can be considered independent.

Often in Japan board directors are promoted from within the company and this has become a
symbol of career progression. Furthermore, is no reference to how independent directors are
nominated and appointed in Japan’s Corporate Governance Code and the process is therefore often
opaque. More disclosure around the process would be helpful along with the rationale for director
selection.

Recommendation: (1) Listed company boards should comprise one-third independent directors, or
preferably a majority of independent directors particularly in subsidiary companies. (2) Enhance the
definition regarding the factors which impact a directors’ independence in the TSE Listing Rules,
aligned with international best practice. (3) Companies should disclose clear procedures and
disclosure around the rationale for individual director appointments including how their experience
aligns with company strategy and any factors affecting their independence.

3. Board evaluation and nomination committees

ICGN advocates that board evaluation (collectively, individually and for the Chairman) should take
place annually by the board itself and periodically (e.g. every three years) by an external evaluator.
A ‘skills matrix’ which maps the experience of the current board with the company’s long-term
strategic needs can be a helpful tool to aid the board evaluation process.

The board evaluation should be led by a Nomination Committee comprised of independent chair
and a majority of independent directors. Outcomes from the board evaluation can help to inform
the types of candidates of strategic relevance to the company

Recommendation: (1) All listed companies (not just those with a three-committee structure) should
establish a Nomination Committee comprised of independent chair and a majority of independent
directors. (2) Listed company boards should be subject to periodic external board evaluation and
director tenure should be contingent on individual performance and annual re-election premised on
satisfactory evaluations of his or her contribution to the board. (3) Board evaluation disclosure
should include the process for board evaluation and any material issues of relevance arising from the
conclusions.

4. Executive pay and remuneration committees

ICGN welcomes improvement to regulations for corporate disclosure on executive pay in January
this year and also welcome reference in Japan’s Corporate Governance Code under principle 4.2.1
regarding the board’s role to determine executive remuneration through ‘objective and transparent
procedures.” We understand that 46% of 1% section JPX listed companies have a Remuneration
Committee — up from 13% in 2015. The Committee should be responsible for establishing clear
remuneration policies and reports which are aligned with the company’s long-term strategic
objectives and executive key performance indicators and progress towards achieving such
indicators.
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Regarding remuneration related disclosure, the board should disclose who is responsible for setting
executive pay, the process for remuneration setting, rationale for individual levels and how it fits
within the overall context of the company’s human resource strategy. We note that the current rule
in Japan only requires disclosure of individual remuneration above YEN 100 million (£700,000) which
may create an artificial ceiling on pay levels.

Recommendation: (1) Listed companies to establish a Remuneration Committee comprised of
independent chair and a majority of independent directors. (2) The rule requiring disclosure of
individual remuneration in excess of YEN 100 million should be abolished. (3) A new rule to require
disclosure of CEO and senior executive pay on an individual basis and annually should be introduced.
The disclosure should include the proportions of fixed pay, bonus and long-term incentives. This
extends to non-cash items such as director and officer insurance, pension provisions, fringe benefits
and terms of severance packages if any.

5. Capital efficiency and cross-shareholdings

ICGN notes that progress has been made since the minimum target of 8% return on equity (RoE) was
introduced in the Ito Review in 2014 to a median of 11.5%. Whilst setting profitability targets are
important, the rationale for targets and what progress is being made towards achieving them as part
of a longer-term capital allocation strategy is of more interest to investors. For example, this
includes information in relation to acquiring new businesses, making large capital investments,
discontinuing existing businesses and research and development expenditure. ICGN members are
likely to vote against management if RoE is less than expected over a prolonged period and not
expected to improve.

Regarding cross-shareholdings, ICGN welcomed the revisions to Japan’s Corporate Governance Code
last year requiring companies to disclose their policies and rationale for cross-shareholdings as well
as an annual assessment of the costs and benefits and how that impacts a company’s cost of capital.
However, we understand that cross-shareholdings are still high in companies as a proportion of
overall shares with voting rights, despite the progress that has been made in Japan’s banking sector.
It is important that Issuer Companies do not prevent companies in receipt of cross-share-holding to
sell through tactics employed to threaten trading relationships. Cross shareholdings impede
shareholder rights and business relationships are prioritized over proper corporate governance
practices at the expense of asset efficiency.

Recommendation: (1) Japanese companies should improve disclosure to shareholders on the
company'’s capital policy which would highlight the Board'’s risk appetite and understanding of the
company'’s cost of capital. (2) Companies should disclose a target to reduce their cross shareholdings
over a specified period including their policies; and the nature of the cross-shareholding, for example
if they are a parent company, subsidiary, supplier.
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