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6" December 2022

Dear Mr. Hirokawa,

Cabinet Office Ordinance Revision on Sustainability and Corporate Governance
Disclosure

On behalf of the International Corporate Governance Network (ICGN), | am pleased to
submit our comments on the Draft Revision of Cabinet Office Ordinance on Sustainability
and Corporate Governance Disclosures (“Ordinance”).

Established in 1995, ICGN’s purpose is to convene capital market participants to develop,
promote and embed high standards of corporate governance and investor stewardship
worldwide to preserve and enhance long-term value, contributing to sustainable economies,
societies, and the environment. ICGN Members, many of whom are investors responsible for
assets of around $70 trillion, are based in over 40 countries - largely in Europe and North
America, with growing representation in Asia. For more information visit www.icgn.org.

ICGN'’s work programme is guided by the ICGN Global Governance Principles! (“ICGN
Principles”) first introduced in 2001 and most recently updated in 2021. The ICGN Principles
are developed largely from an institutional investor perspective and are intended for
application by companies of all types. The ICGN Principles are used by many ICGN
Members in their voting polices, company engagements and investments; and are often
referred to by Governments in the development of national codes and guidelines.

We welcome efforts by the Financial Services Agency (FSA) to revise the Ordinance to
improve sustainability and corporate governance related disclosure by Japanese listed
companies. Japan is a very important market for ICGN Members, many of whom have
significant investment holdings in Japanese companies. As such, ICGN has actively
engaged with authorities in Japan for over two decades, particularly FSA, Ministry for
Economic Trade and Industry and the Tokyo Stock Exchange to help encourage corporate
governance and investor stewardship reforms. This engagement supports our domestic
Japanese investor members, but also represents the voice of overseas investors who hold
over 30% of the Tokyo Stock Exchange market capitalisation.

ICGN has participated in the Expert Council of Follow-up of Corporate Governance Code
and Stewardship Code convened by the FSA and TSE since 2017. We have often
expressed views to improve corporate disclosure, particularly around governance and
sustainability matters as articulated in our most recent Statement to the Council in March
2021.2 These issues have been summarised more recently in the ICGN Japan Governance
Priorities 2022 released in October, 2022.3

1 ICGN Global Governance Principles, September 2021

2 26" Meeting of the Follow-up Council of Stewardship Code and Corporate Governance Code, 315 Mar. 2021,
Annex 2. Statement of the member, Kerrie Waring 05.pdf (fsa.go.jp)

3 ICGN Japan Governance Priorities 2022 1CGN Japan Governance Priorities2022 FINAL (ENG and JP) (4).pdf
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We are pleased that many ICGN recommendations have been taken into account in the
revisions of the Ordinance. We support the efforts of FSA in continuing to reform corporate
governance policies and practices in Japan. Notwithstanding these positive steps forward as
exemplified in the latest revision of the Ordinance, ICGN recommends a number of
additional considerations in the spirit of fostering long-term corporate value creation.

1. Sustainability disclosure positioning

ICGN welcomes requirements for all companies subject to the Ordinance to disclose their
policies and measures on sustainability matters in the “Governance” and “Risk
Management” section of Annual Securities Reports (“Yuho”).

The Ordinance also requires companies to disclose sustainability matters which they
consider “material” in “strategy” and “Metrics and Targets”. This accords with the framework
provided by the global sustainability standard drafts issued by International Sustainability
Standards Board as well as the Taskforce for Climate Related Financial Disclsoures.

We also welcome FSA’s revision recommending that companies should disclose the
rationale for any factors not considered to be material to the company as described in the
FSA ‘Principles on Qualitative Information Disclosure.’

2. Human capital management

We welcome requirements for companies to disclose human capital management policies
and measures in the “Strategy” and “Metrics and Targets” sections. In this regard, we
support requirements for companies to disclose the “ratio of female managers”, “rate of
taking childcare leaves of male workers” and “difference of average wages of male/female
workers” in the Annual Securities Report. These disclosures will help improve job

opportunities and lead to a more equal treatment of female workers.

We expect that such disclosures will be required on an individual company basis, as well as
on a consolidated basis as a company group.

3. Climate change

It is understood from revisions to the Ordinance, that information around climate related risk
and opportunities, as well as policies and net zero transition measures will be disclosed in

“Governance”, “Risk management” as well as “Strategy” and “Metrics and Targets” sections
of the Annual Securities Report.

However, it does not clarify how climate change-related disclosure will be required in the
Ordinance revision draft. There is reference to the remarks on climate change by the
Financial Council Disclosure Working Group Report in June 2022 in the footnote 2 of the
attached material No.5, “Principles on Qualitative Information Disclosure” as follows:

‘When companies identify climate related issues as material to them, such issues
should be disclosed in the framework of “governance”, “strategy”, “risk management’,
“metrics and targets”, and it is expected that companies should particularly disclose
GHG emission level in Scope 1 and Scope 2 based on their business conditions and

management environment.”

Given the global trend for improved disclosure requirements around climate related
information, we recommend that this be explicitly mentioned in the Ordinance or “Principles
on Qualitative Information Disclosure”.



The Ordinance should require all companies to disclose climate change related information
in “Governance” and “Risk Management” sections, and evaluate the materiality of climate
change in “Strategy” and “Metrics and Targets” sections of Annual Securities Report
including Green House Gas emission level in scope 1, 2 and 3.

4. Corporate governance

We welcome requirements for companies to disclose the status of the board of directors,
nomination committee, remuneration committee, audit committee, and other committees in
the Annual Securities Report. This includes the frequency of meetings, meeting agenda
items and committee member attendance rates. Companies should be required to disclose
the rationale for composition and skills of the board of directors in allignment with the
company purpose, long-term strategy, and policies on diversity, equity and inclusion.

We welcome disclosure around the effectiveness of internal audit, particulalry whether there
is a dual reporting line from internal auditors to the board of directors or supervisory audit
committee of the board.

We also strongly support disclosure of business relationships when the reporting company
has cross-share holdings with other companies. We recommend that the Ordinance requires
that such companies disclose a plan for reduction of cross share holdings within a specific
timeframe in the Annual Securities Report.

In order to enhance long-term corporate value creation, we also recommend that the
Ordinance states that companies should disclose a clear capital allocation policy based on
recognition of their capital cost in reference to their returns on capital and costs of capital,
when available.

Thank you for this opportunity to provide comment for the Ordinance revision. Should you
have any questions or would like to discuss our comments in more detail, please contact me
or colleagues noted below. We hope our comments are helpful and we look forward to the
continued deliberations.

Yours faithfully,

ANAQ

Kerrie Waring

Chief Executive Officer

International Corporate Governance Network
Kerrie.waring@icgn.org

Copy: Seiji Kawazoe, Board Director. ICGN (kawazoe_seiji@smatam.jp)
Amane Fujimoto, Japan Advisor, ICGN (amane.fujimoto@icgn.org)
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