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1. Revision of CGS Guidelines
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Goal and pathway of the corporate governance reforms

® Through enforcement of governance functions and interaction between
companies and capital markets, corporate governance reforms will lead to
sustainable growth and long-term corporate value creation through
promoting healthy entrepreneurship.

Enforcement of the Engagement and investment decision
governance functions on interactivity with companies
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Strengthening both executive and monitoring functions

® In addition to strengthening monitoring functions, it is also important to
strengthen executive functions (leadership of management).

® In order to improve governance reform efforts practically, it is important for
companies to work consciously to strengthen both their executive and
monitoring functions svynergqistically.

Promotion to strengthen functions synergistically

Executive Monitoring
(management) (Board of Directors)
[Relationship]

@Formulating management strategies jointly with each other
@Influencing each other in the governance system

» The success of bold management » Selects outstanding managers and
reforms depends mostly on “Top encourages them to manage the
Management Power” business with awareness of increasing

» Executive systems that support corporate value

leadership of management are also » Changes the mindsets of outside
needed directors and improves their qualities



The Meaning of “Monitoring” in the Board of Directors

1
> The core of the “monitoring” expected of the board of directors will

consist of evaluating performance and judging the propriety of
management activities through nomination and compensation
decisions, in light of the basic management policies and strategies
formulated by top management and approved by the board of directors
themselves.

> The “Monitoring” does not simply consist of things like reining in
executive decisions and uncovering misconduct but also includes
encouraging appropriate risks to be taken and internal management
reforms to be made, and drawing attention to the risk posed by not
taking risks (i.e., the risk of inaction).

» The board of directors must also be aware of how the capital markets
view the company and understand how favorably its corporate value is
rated by them. So, it Is also important to keep in mind whether the
shareholders and other stakeholders will benefit, especially when
outside directors perform monitoring functions.




Choice of governance systems

® The CGS Guidelines presents two models of the board of directors and
indicates the direction of each.

® The Guidelines state that companies should ideally make choices regarding
which governance system to adopt and which organizational design is
appropriate for it, and ensure they can explain the reasons for them to the
shareholders and other stakeholders.

Typical models of boards of directors
B

One oriented toward strengthening the monitoring
both within and outside the board of directors
while emphasizing its decision-making functions

One oriented toward having the board of directors

specialize in monitoring

Typically, a Company with a Nominating Committee,
etc., Company with an Audit and Supervisory Typically, a Company with Auditors.
Committee.

Organizatio
nal Design

Less important matters for decisions on the execution
of individual business actions are delegated to the
Executive.

DLEIEIsEN[elall Decisions on the execution of individual business
o)ilWAUjuale]gla¥d actions are largely delegated to the Executive.

Mainly internal executives (on the other hand, a
(@e]al53ulullule]a] Mainly outsiders certain number of outside directors are appointed to
ensure monitoring functions)



Ratio of three forms of corporate organization

® The number of Companies with an Audit and Supervisory Committee has
increased to the point where more than one-third of the companies listed on
the Prime Market of TSE have such a committee.

® The CGS Guidelines state that governance systems which emphasize the
monitoring functions are beneficial for promoting management to take
risks and relativizing internal logic.

Forms of corporate organization of companies listed on the first

section and the Prime Market of the TSE

The First Section The Prime Market
[ A \ ——*—— Company with

100% 3.1% 3.1% 2.9% 3.0% 2.9% 3.2% Nominating
Committee, etc.
18.10/0 21 90/0 24 40/ .
: 4% 26.8% 0 Company with
80% 30.4% 34.2% Audi
. udit &
Supervisory
Committee
60%
40% 78.8%
() 75.0% 72.7% 70.2% 66.7% 25 Company with
’ Auditors
20%
0% : : : ' ' '
2016 2017 2018 2019 2020 2021 2022

(Note) Targeting companies listed on the first section of the TSE (2016 to 2021), the Prime Market of the TSE (2022).
(Source) Japan Association of Corporate Directors (August 2021), EoL (July 2022).



Nominating directors based on the company’s issues

® In particular, important issues for many Japanese companies are the need to
increase their mutual understanding with the capital markets and shift
their management focus toward emphasizing efficiently allocating
management resources.

® The CGS Guidelines state that one possible option is to select outside directors
who have sufficient knowledge, experience, and abillities regarding capital
market-aware management.

Skills of Board Members (comparison between Japan, the USA and the UK)
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(Note) 9% = number of the board members that have particular skills / total number of board members .
(Source) The Japan Research Institute.



1

Nominating “people related to investor shareholders” to be directors

® When nominating “people related to investor shareholders” to be directors,
due care must be taken regarding matters like conflicts of interest,
information control, independence, externality, and disclosure.

Points of view / Measures to be considered

when nominating “people related to investor shareholders” to be directors

Disagreement
with General
Shareholders

Disagreement with general shareholders can become a
problem when the time horizon about investment
between the investor and general shareholders is
different.

The board of directors and nomination committee
should consider whether it is appropriate to nominate
“people related to investor shareholders” to be directors.

Conflicts of
Interest with
the Company

If there are conflicts of interest between the director
and company, it is necessary to consider measures to
exclude the director from deliberations / decisions of
board of directors.

Information
Control

Information control can require special consideration
because the directors inevitably know important
information.

It is especially important to ensure that investor
shareholders comply with insider trading regulations
and impose confidentiality of important information
before publication and prohibition of trading.

4

» If nominating investor
shareholders to be directors,
Inlcsl:(etpend(l?:nce, disclosure regarding the fact that
ernality the directors belong to investor
shareholders should be made.
Disclosure > When making consensus, such as
about settlement agreements, both
Important companies and investors should
Contracts disclose appropriate information.



Nominating / Compensation committee members and chairpersons

® The ratio of outside directors in Non-statutory Nominating Committee has
Increased. Directors make up the majority of committee members in more
than 85% of companies listed on the Prime Market.

® For non-statutory nominating or compensation committees, consideration
should be given to appoint outside directors for the majority of the
members and for their chairpersons.

Ratio of outside directors in

Chairpersons of Nominating

Non-Statutory Nominating Committees

Committees (Statutory / Non)

0,
0% 20% 40% 60% 80% 100% 0.5% 1.9%4-2%

Majority: 48.6% Non
————————————— 2017
PARWAN2.4% 28.9% 10.6% Statutory
________________ 0.7% ~2.5%
2019 | .8% Non 3.1%
———————————————— 2019
Statutory
2021 | 21.9% kB
| 0.5% 1.6%
----------------------- Non -90/0
I > S " . 2021
2022 I 3.6% 55.8% 29.3% IR . 7% Statutory
0, 0, ) 0, ) 0,
= Al mOver 2/3 0 /‘o ‘ 20% 4‘10 Yo . 60% SF) Yo 100%
= Maijority to less than 2/3 m More than 1/3, less than 1/2 B Outside Director m Inside Director Outside Expert
Others None
Less than 1/3

(Note) Non=Non-statutory. Targeting companies listed on the first section of the TSE (2017 to 2021), the Prime Market of the TSE (2022).
(Source) TSE (August 2022). 10



Evaluation of outside directors

® Japanese companies tend to not conduct evaluations for outside directors
definitely and best practices for evaluation of them are not entirely
established.

® In the guidelines, we stipulate best practices for evaluation of outside
directors, such us interviews for mutual evaluations conducted by the
chairpersons of nominating committees who are also outside directors.

Ways of Evaluation for Outside Directors

0% 20% 40% 60% 80%
I

Not Conducted Definitely _ 66%
Conducted by Representative Director h 19%

Self-made Evaluation [l 6%

Conducted by Nominating Committee (incl., non-statutory) [l 6%
Conducted by Board of Directors [l 3%

Mutual Evaluation with Other Directors [ 3%

Others 1%

(Note) The results are based on a survey of 1,787 Japanese-based companies.
(Source) Sumitomo Mitsui Trust Bank (October 2021).
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Composition of the top management team and authority delegation

® The guidelines state that it is effective to clarify the responsibilities and
authority of each executive officer in the top management team led by

the president/CEO, then delegate authority to them accordingly.

® Itis important to make sure of the diversity of the top management

team led by the president/CEO inh order to create innhovation, and their

Information including the diversity aspect should ideally be actively disclosed.

Ratio of Companies Establishing CXOs

FTSE100

100% r

50% F

0%

TOPIX100

90.4%
First Sec.
of the TSE

All listed
Companies
in the UK

/

/ 61.7%

Japan UK

(Note) Aggregated data for 9 major CxOs excluding CEOs, and officers who i ’ )
concurrently serve as multiple CxOs are counted and aggregated for each (Note) Data corresponding to "Executives” was extracted, and "Non-Executive
Directors" was excluded from the data, which was defined as the top

CXO.

(Source) OSIRIS, Kubo et al.

i -

30%
20% |

10% |

0%

Comparison of top management team

Average Age

- B

UK (FTSE350)

Japan (JPX400)

Diversity

Ratio of Females Non-Japanese/British

®Japan (JPX400) m UK (FTSE350)

management team and aggregated. 12



Using committees to strengthen managerial and executive functions

® One possible option for strengthening the managerial and executive functions
Is as follows: establish committees to consider and promote specific
themes (like strategies, sustainability), based on the commitments of
the president/CEO.

Note: There are also committees for the purpose of strengthening and complementing the functions of the board of
directors.

® If the purpose is to strengthen the managerial and execution functions,
it is assumed that the committee members consist mainly of inside
directors.

Strengthening Managerial and Strengthening and Complementing the

Executive Functions

Board of Directors

Functions of the Board of Directors

Board of Directors

Committee

Outside Director

Management / Execution

Committee

® cco © N an
- - Expert

CXO Officer, etc.
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Ensuring a period of time for pursuing the management strategy

® For the purpose of long-term corporate value creation, it is important to
appoint younger candidates to positions and not replace them with a
successor after a few years based on seniority.

Internally Promoted CEO Tenure and Appointment Age

Tenure (Average years) Age at Appointment (Average)
13.4
57.5
46.8
5.1 I
Best CEOs of USA Japan(TOPIX100) Best CEOs of USA Japan(TOPIX100)

(Note) US: Average 36 of 49 CEOs selected by Harvard Business Review in the 2018 edition of “World’s Best 100 CEOs” excluding founders and CEOs
invited from outside.
Japan: Average 95 of CEOs in TOPIX100 Companies excluding 5 founders.
(Source) NLI Research Institute 14



Top Management’s Compensation

® The guidelines state that making the proportion of long-term incentive

compensation the same as the global level of around 40 to 50% is the

best practice for the top management’s compensation.

Comparison of CEO Compensation Composition by Country

Long-term
Annual Incentive Incentive
Compensation Compensation
2015 58% 28%
Japan @
P 2019 40% 31%
USA E= 2015 11% 20%
= 2019 10% 18%
UK S 2015 25% 31%
4N 2019 25% 29%
2015 28% 39%
Germany ™=
y 2019 27% 33%
2015 29% 35%
France
l I 2019 29% 36%
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

(Note) Targeting companies with sales of 1 trillion yen or more.
(Source) Willis Towers Watson (2020)
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2. Corporate Value Creation
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Overview of the Ito Review 3.0 https://www.meti.qo.jp/english/press/2022/0831 003.html

® Amidst a rapidly changing business environment, the Ito Review 3.0 was formulated, advocating the importance of
corporate management centered on sustainability as a means of increasing sustainable corporate value.

® In addition, "Guidance for Collaborative Value Creation 2.0" was formulated as a guide for companies, investors, and
others to implement SX.

= Reinvigorate the "earning power" of Japanese companies through the implementation of SX.

Ito Review 3.0 (Ito Review SX Edition) (2022)

® In a rapidly changing business environment (diversification of sustainability issues, increase in uncertainty in the
global economy), addressing sustainability goes beyond being a risk that companies must deal with and is a
fundamental element of business strategy

® |t is important for various players (e.g., companies and investors) to implement SX by engaging in constructive
dialogues on how long-term management should be and refining such management

® Formulated the Guidance for Collaborative Value Creation 2.0 (i.e., a framework for the management enhancement,
effective information disclosure and constructive dialogues to achieve SX)

Ito Review 2.0 (2017)

- For the purpose of reinvestment by companies, "intangible asset investment" is important, which forms the source of
competitive advantage and innovation

- Need to provide a scenario to explain that intangible asset investments and ESG responses are "investments"
necessary to enhance corporate value over the medium- to long-term

- Formulated the Guidance for Collaborative Value Creation as a “common language” for the content of dialogue
between companies and investors

lto Review (2014)

- Awareness of the paradox of Japanese companies' sustained low profitability despite their ability to create
innovations, and of investors' short-term orientation

- Reinvestment by companies for long-term innovation and medium- to long-term corporate value growth through
Investment from investors with a medium- to long-term perspective are important

- From the perspective of capital efficiency, it is important to achieve ROE that exceeds the cost of capital

17



Overall diagram of the Guidance for Collaborative Value Creation 2.0

=2 Long-term strategies 5<  |mplementation strategies ] (Performance and key] (
Values |r LS . ) e omy | (e.g., medium-term management 5=performance indicators 5= Governance
)g?Long-term wsmn)gg Business model k strategy) JL (KPIs) JL

2-2.1. Position in the
competitive landscape

2-2.1.1. Position
in the value
chain

2-21.2.
Differentiating
factors

2-2.2. Essential
elements for ensuring
competitive advantage

2-2.2 1. Intangible
assets (including
management resources
and intellectual property)
as sources of
competitive advantage

2-2.2 2. Relationships
with stakeholders to
support competitive
advantage

2-2.2 3. Profit
structure/drivers

2-3.1. Awareness of
risks and
opportunities related
to ESG such as
climate change

2-3.2.
Relationships
with key
stakeholders

2-3.3. Responses
to changes in the
business
environment

2-3.3.1.
Speed and
impact of
technological
change

2-3.3.2.
Country risk

2-3.3.3.
Cross-
border risk

3.1. Strategy for ESG Integration

3.2. Capital Allocation Strategy

3.3. Business portfolio management
strategies, including exit strategies

3.4. Improving company positions within
the value chain, DX promotion

3.5. Establishment/promotion of organizational
processes and support systems to achieve
innovation

3.6. Investment in human capital, human resources

strategy
3.7. Investment strategy to secure and
strengthen intangible assets, etc_, including
intellectual property

3.7.1. Investment in technology (intellectual capital)

3.7.1.1. R&D investment

3.7.1.2. Investments in IT and software /
investments in promoting DX

3.7.2. Investment in brand and customer loyalty
3.7.3. Organizations

3.7 4. Investment to accelerate growth

4 1. Financial
Performance

4.1.1. Management
Discussion and
Analysis (MD&A)

4.1.2. Creation of
economic and
shareholder value

4.2. Designing linkages
between corporate value
creation and specific
KPIs

4 3. Setting of the specific
KPIs that demonstrate the
progress of strategies
(including KPIs related to
the value provided to
society)

4 4. Awareness of cost
of capital

4.5. Progress
evaluation

5.1. Division of roles and
functions between the board of

5.2. Ensuring the
strength of the board

5.3. Skills and diversity of
CEOs and top management

5.4. Skill and diversity of
non-executive directors

5.5. Monitoring
strategic decisions

5.6. Shareholder return and
reinvestment policies

5.7. Compensation
policies

5.8. Reviewing board
effectiveness and
identifying priority issues

)

Substantive dialogue and engagement

= o o e = = e = = e e = = = = = = = S = = = = = = = = = = = = = e = = = = = = = = e = = = = = = = = = = = = = = = = = = = = = = = = = = = = e = = = = = e = e = e = = =

6.1. Principles of substantive dialogue, etc. 6.2. Content of substantive dialogue, etc. 6.3. Methods of substantive dialogue, etc. 6.4. Action after substantive dialogue, etc. 1 8



3. Disclosure timing in Japan of
(1)Company Securities report (Yuho) and
(2)Sustainability-related information
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The comparison of the annual disclosure schedules of listed
companies in Japan, France and the US.

The closing date of
financial accounts

2Q

+
Notice

Business
report
Financial
statements

Control
report

Audit
(Financial Instruments and Exchange Act)

Quarterly
Earnings
report

Quarterly
Eamnings
report

Quarterly
Eamings

report

Quarterly
report

Quarterly
report

Earning
Companies Act . report
Financial
Instruments and
Exchange Act
Regulations of A
the Exchange Audit
(Company Law)
Commercial
Fm———————
code

Earmnings

1
Announce- |
1
4

1
1
: ments * 1
-~

Monetary and
financial code

Management
report

Annual

| I
: : Interim 1
financial i Management |
report |  statements :

|

As obsolete in 2015

notice 1

"“{;IIIIIIlll--I-lull-lIIllIIlllv.-.'.‘

]
Half year ! Interim !
report ,  Management !
' statements |

]

As obsolete in 2015
* 1 All companies shall disclose information defined in Article 621-1(regulation
on internal information) without delay

* 2 Deadline of registration for AGM attendance. It seems that only those who
have stocks at the date are qualified to register AGM

The Securities I Announce-
Exchange Act : ments * 2
Of 1934 - -

Internal
Control
report

v.------------.--..---.-----------.v

r- -
1 Eamings ! A
I Announce- : G
. 1
Notice | mentstz— JM
T :?-1:.:......--|-.

— SRS EEEEEEEEEEEEE
\ 4 — .

e = __________________-____,‘4.___________________.

Audit

Quarterly Quarterly

Earnings :
Announce- .
1

1

1 Announce-
: ments * 2

-

r -

| Earnings
1

: ments % 2
-~

-

* 1 Under the commercial code, preparation and provision of financial statements
based on financial accounting regulation is not required.

* 2 Listed companies shall disclose information which is expected to have
significant effect on the market without delay.
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The comparison of the gap between the timing of disclosure of annual

report and the timing of disclosure of report including sustainability
information

Japanese U.S. European

Companies Companies Companies

Average GAP

(Top 30 in Sales) 2.9months 4.0months 0.03months

* Gap between the timing of disclosure of annual reports and the timing of disclosure of reports including sustainability information
for the five top revenue-generating companies in Japan, the U.S., and Europe.

(Source) Survey commissioned by the METI
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4. Human Capital Management
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ITO Report for Human Capital Management

® The Ministry of Economy, Trade and Industry has organized two study
groups to encourage human capital management in Japanese
companies from 2020 to 2022, chaired by Kunio Ito, a professor
emeritus at Hitotsubashi University. The culmination of these
discussions is the "Ito Report for Human Capital Management” .

® The first edition of the Ito Report on Human Capital Management,
which included these perspectives, was reflected in the 2021 revision
of the Corporate Governance Code, which is a set of rules for listed
companies that requires their investment in and disclosure of human
capital initiatives. The “Ito Report on Human Capital Management 2.0”,
published in 2022, has been read by many Japanese corporate
executives and managers in charge of human capital management as a
guide to concrete actions to be taken.

23



Human Capital Management Consortium

® Human Capital Management Consortium was established with the
support of 320 Japanese corporations from the perspective of
promoting both the “implementation of human capital strategies
linked to business strategies” and the “disclosure of human capital
initiatives”.

AMIBFEEA V=7 L BRIUER
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Reference
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Stagnant Economic Growth

® Since the 1990s, Japan’s potential GDP growth rate has consistently been
lower than other developed countries.

International Comparison of
Potential Growth Rate (2012-2019)

Japan’s potential GDP growth

(2012-2019, by factor)

(%)
1 Potential
Growth
0.8 Rate
B “
0.6 0.2 UK
0.4 Total 0.2 3 /
Factor
0.2 Productivity = US
' 2 / 1.9
o — ‘/
2012 2014 2015 2016 2017 2018 2019
-0.2 German 1.2
\ Capital 1 y
0.4 Stock = J /‘ 0.7
apan
Labor Force P
-0.6 0

2012 2013 2014 2015 2016 2017 2018 2019
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Japanese companies’ low profitability

® For nearly 30 years, Japanese companies have had lower profitability than
those of other countries. The growth of corporate value represented in stock
price is the worst among Western and Asian countries.

Comparison of ROS (Return on Sales) Long-term trends in equity indices
between Japan and the U.S. (1990 vs. 2022)

(%)

14 ——Japan —US 1990[& 2022

12

Nikkei 225 (Japan) | 23,849 {26,848
10 Dow Jones 2,634 32,979
8 \/\/\/\ FT100 (UK) 2,143 7,545
6 DAX (DE) 1,398 14,098
\ \/_/\ Hang Seng 3,025 | 21,089
5 BSE Sensex 1,048 57,061

Shanghai 128 3,047
0 .
2007 2010 2015 2020  Jakarta Composite | 418 7,222
(Fiscal year) |SET (TH) 613 1,667
(Note)TOPIX500 for Japan and S&P500 for the U.S. (Note)The numbers are from late December in 1990 and late April in 2022.
(Source) Bloomberg. (Source) Investing.com.
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Trend of equity holding ratios

% %
ol Ratio of equity holdings by each types of investor i
40 1 40

Banks, insurance companies,
35 | Individuals Other financial services, etc. | 55
/ and others
30.4%
30 - = 30
/
25 | Business | 5
corporations, etc.
20 + 20
15 | 1 15
Trust banks
10 | Foreign Corporations, etc. ——— 110
5 5
1970 1975 19%80 19%85 19%90 19?95 2(;00 201)5 2610 2615 2620 (FY)

(Note)

Foreign corporations, etc.: Corporations established under the laws of a foreign country, foreign governments, local governments, organizations without juridical
personality, and individuals with non-Japanese nationality, regardless of whether they reside inside or outside Japan.

Business corporations, etc.: All domestic corporations with legal personality other than financial institutions and securities companies.

Individuals and others: Individuals of Japanese nationality, regardless of whether they reside in or outside Japan, and unincorporated organizations in Japan.

(Source) TSE, et al (July 2022)



Characteristics of Japanese corporate governance

® Traditionally the “management model” is used in a

Rules on the traditional company with an Audit & Supervisory

Companies
Act

Board.

® After revisions of the Companies Act, companies can
choose their governance model from three
options.

® Since 2013, the government has led corporate
Corporate governance reforms as a part of its “Growth

Strateqgy”.
Governance ® The Corporate Governance Code formulated by the
Reforms

Tokyo Stock Exchange establishes the comply-or-
explain based rule.

As a result, Japanese corporate governance has undergone
rapid change over the past several years.
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History of corporate governance reforms (1/2)

Main points

« It includes the proposal of legislation of the Companies Act to
. promote the introduction of independent directors and the
introduction of Japan’s Stewardship Code.

....................................................................................................

..................

« It includes the “stewardship responsibility” provision to :
: encourage institutional investors/asset owners to disclose thelr
acceptance statements and responsibility fulfillment policies.

Schedule
Strategy for the ™ Feb. 2013
Revitalization of Cablnet
Japan (2013) - decision
Stewardship Code Feb. 2014
established
“Ito Report” Aug. 2014
Companies Act May. 2015
amended Enforced
Corporate
Governance Code June. 2015
established

- It presented a way of sustainable corporate value creation
. through "dialogue and engagement" between companies and
investors.

« The Companies Act was amended to establish provisions
. regarding stricter requirements for independent directors, etc.

« The major principles were established to contribute to make
. corporate governance effective. The appointment of two
independent directors was enforced as the general rule.

Corporate

Governance

System Guidelines

Japan’s
Stewardship :
Code revised .-~

« It shows best practices to promote the utilization of
: independent directors and the Nominating and
Compensation Committee.

_« It promotes in-depth "constructive dialogue" between
:  companies and institutional investors and the disclosure of
voting results.




History of corporate governance reforms (2/2)

Main points

Schedule
Corporate T
Governance Code »  July. 2018
revised ‘

It includes the clarification of the criteria for CEO selection
and dismissal, and the establishment in principle of a

In the light of the revised code, it presented best practices for
the development and operation of succession plans for

Companies Act |

...........................................................................................

.« In order to ensure the effectiveness of group governance, it

presented best practices concerning governance and
internal controls of listed subsidiaries.

...........................................................................................

It was amended to make it mandatory for companies to have
directors, and to revise principles regarding directors'

...........................................................................................................

Sustainability was added to the “stewardship responsibilities”

section, and asset owner engagement was encouraged, in order

Dec. 2019
amended Enforced
Stewardship :
Code re-revised Mar. 2020
Practical Guidelines g
for Business July. 2020

Transformations

.......................................................................................................

It presented best practices for the review of business portfolios,
such as practical ideas for smoothly executing business carve-

Corporate
Governance Code
re-revised

...........................................................................................

It presented best practices for the roles and mindsets of
directors and their specific actions.

...........................................................................................

It established the principles of the appointment of 1/3 of
independent directors in the Prime market and sustainability

» Because entrepreneurship and animal spirits were demonstrated in sound

ways for enhancing the “earning power” of Japanese companies, it

presented best practices for both executive and monitoring functions. :




Re-revision of the Corporate Governance Code (June 2021)

Main points of re-revision

4 b » Companies should appoint at least one-third of their directors as independent
Effectiveness of directors.*
the Board > The board should disclose the combination of skills that each director
N y possesses in an appropriate form such as a "skills matrix".
e i i o
N;g;'\ﬂitel?gtizr:‘d » Companies should basically have a majority of the members of each
: committee be independent directors.*
 Committee
8 : b > The board should effectively supervise the implementation of business
Eusé?el_ss portfolio strategies.
L ortrofio DR Companies should clearly present the basic policy on the business portfolio.
i Listed 0 > Companies that have a controlling shareholder should either appoint the
Subsidi majority of directors as independent directors or establish a special
L ubsidiary ) committee composed of independent persons.*
e D S T

» Companies should present their policies and disclose voluntary and
Diversity measurable goals for ensuring diversity in promotion of core human
resources, such as women, foreign nationals and midcareer hires.

N J

4 "\ » The board should develop a basic policy for the company’s sustainability
initiatives and appropriately disclose it.

Sustainability » Companies should analyze the impact of climate change-related risks and
enhance the quality and quantity of disclosure based on the TCFD

\_ J recommendations or an equivalent disclosure framework.

*Principles which apply only to listed companies on the Prime market of the TSE.
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(Reference) The concept of “growth-oriented governance”

® The purpose of “growth-oriented governance” is primarily to stimulate
healthy corporate entrepreneurship by promoting the timely and decisive
decision-making of Japanese companies.

The Preamble of “Japan’s Corporate Governance Code [Final Proposal]” Section. 7

7. Itis important that companies operate themselves with the full recognition of
responsibilities to a range of stakeholders, starting with fiduciary responsibility
to shareholders who have entrusted the management. The Code seeks
“growth-oriented governance” by promoting timely and decisive decision-
making based upon transparent and fair decision-making through the
fulfillment of companies’ accountability in relation to responsibilities to
shareholders and stakeholders. The Code does not place excessive emphasis
on avoiding and limiting risk or the prevention of corporate scandals. Rather, its
primary purpose is to stimulate healthy corporate entrepreneurship,
support sustainable corporate growth and increase corporate value over
the mid- to long-term.
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Appointment of outside directors

® Since the establishment of the Corporate Governance Code, more and more
outside directors have steadily been appointed.

® The new Corporate Governance Code has a principle requiring companies
listed on the Prime Market to appoint at least one-third of their directors
as outside directors.

Ratio of listed companies appointing at least

Ratio of listed companies appointing a majority
of outside directors

100.0% r 92.1% 20.0%

one-third of outside directors

80.0% 72.8%
15.0%

58.7% 12.1%
60.0% [
43.6% 10.0%

7.7%

| 0
40.0% 33.6% 6.0%

4.3%
2000 | 50% [ 3.9 I
0.0% 0.0% .

2018 2019 2020 2021 2022 2018 2019 2020 2021 2022

the Prime
Market

the First Section the Prime the First Section

Market

(Source) Tokyo Stock Exchange (August 2022).



Increasing the number of outside directors
® The number of outside directors in companies listed on the First Section /
Prime Market of TSE has more than quadrupled in a decade.

® As the humber of outside directors increases, it becomes more
necessary to improve the quality of outside directors.

Number of Outside Directors (First Section, Prime Market)
0 1,000 2,000 3,000 4,000 5,000 6,000 7,000 8,000 (Persons)

Lo Wmflenendent e Drecer Exchang

2012 |EWTERNCTIN 1,784

2013 |EVEZERNCEE 2,037

2014 |EEWORNVPN 2,462

2015 |V TN 3,588

2016 Yy WY 57 4,748 -First Sec.
2017 |y 7 R 5,199

ZJkny 5174 463 IN%y

2019 - Az 6,140

2020 I A 6,133

2021 | Yy H A 7,330
2022 NI E 6,972 ome

(Source) Japan Association of Corporate Directors (August 2021), EoL (July 2022). 35



Establishment of hominating committee

® Non-statutory nominating committees are actively utilized.

® In 2022, more than 80% of companies listed on the Prime Market of the TSE
(Tokyo Stock Exchange) have established nominating committees (Statutory
/ Non-statutory).

Ratio of Establishing Nominating Committees (First Section, Prime Market)

100.0% r

B B : statutory : Non-statutory 83.6%
80.0%
66.3%
60.0% | >8.0%
49.7%
40.0% r 34.3% 79.7%
63.1%
55.1%
46.7%
20.0% 31.4%
2.9% 2.9% 2.9% 3.1%
0.00/0 I I I
2018 2019 2020 2021 2022
the First Section the Prime Market

(Note) Targeting companies listed on the first section of the TSE (2017~2021), the Prime Market of TSE (2022).
(Source) TSE (August 2022).
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(Reference) Three forms of corporate organization

Company with

Company with Audit and

Company with Auditors

Traditional model

> Essential decisions on execution
cannot be delegated to
representative directors.

Audit & Supervisory Board
(Kansayakukai) has a majority of
outside auditors.

IR

Shareholders

meeting Appointing

\“auditors

Appointing
direct
Irectors v Audit &
Supervisory
Board

Board
(Kansayakukai)

ecution of duties

Appointing/ F’[
Monitoring ~ A 4

Executive officers

Nominating Committee,
etc.

Available since 2003

> Basic management policies are
mandatory for resolution by the
board of directors.

> Each committee has a majority
of outside directors.

Shareholders
meeting

)

Board

Appointing
directors

Committee

Compen
sation 7
App0|nt|ng/| |
Monitoring

I Auditi
vAudltlng

Executive officers

Supervisory Committee

Available since 2015

» Each committee has a majority
of outside directors.

/’—\
Shareholders

meeting

Appointing
members

Appointing
dlrectors

Board 5

Superwsory

Commlttee
4

Auditing/ l | Appointing/

Monitoring ~ ./ Monitoring

Executive officers

N

Nominating / Compensation Committee (statutory / non-statutory) are

typically utilized in these forms.
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