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Response to the consultation of revising Corporate Governance Code
May 6" 2021 CFA Society Japan

CFA Society Japan conducted a survey for the purpose of gathering and disseminating
the opinions of domestic and foreign stakeholders regarding the proposal to revise the
Corporate Governance Code, which is inviting public comments from April 7 to May 7,
2021. There were many opinions in favour of revisions and strengthening of director
functions (more than 1/3 of independent directors for companies listed on the prime
market, disclosure of skill matrix, etc.). But on the other hand, many responded of
insufficiency, concerns that it would only become boilerplate. In addition, the
overwhelming majority of respondents chose [Good] for sustainability issues and the
addition of TCFD disclosure, but some respondents also said that it was as “insufficient”,
and in particular, responses from outside Japan, nearly half respondents suggested
"insufficient".

Although the revisions and additions are generally well-received by market participants,
it is still necessary to discuss whether this is sufficient or not as well as whether only
companies listed on the prime market are sufficient.

There were 55 respondents, 30% of whom were asset managers, and many of "others"
were accountants and investor's group /NGOs. In addition. Over half of respondants are
non-CFA. 35% of the responses were from outside Japan, and less than half were from

the United Kingdom. The breakdown of the respondents is as follows.
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Specific answers and opinions are summarised below.

Answers for Questionl, asking respondent's opinion about the amendment of Principle
4.8 “Companies listed on the Prime Market should therefore appoint at least one-third of

their directors as independent directors (two directors if listed on other markets)” were,
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64.6% choose [Good], the reasons of some respondents chose [Not Good] were, 68.2%

was [1/3 is not enough], 13.6% was [Only Prime Market is not enoughl].
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As [Other reason], there was a comment, "1/3 is not enough, but raising the number
requirement may reduce the quality of outside directors, so it is unavoidable."

However, looking only at the responses from overseas, [Good] was 52.6%, [Not Good]

was 42%, and the breakdown was all [1/3 is not enough] or [Only Prime Market is not



enough].

Answers for Question2, asking respondent's opinion about the proposal, disclosure of
“Skill Metrix” for the board is required on Supplementary Principle 4.11.1 were, 83.3%
chose [Good], 11.1% chose [Not Good]. 80% of the latter chose [Worried for the
boilerplate explanation]. Others commented, "The nominating committee should actively
discuss the needs to create a skill (needs) matrix when considering candidates". There

was no big difference between the domestic and overseas respondents.
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Answers for Question3, asking respondent's opinion about the proposal, Supplementary
Principle 4.10.1 will be amended as "Companies listed on the Prime Market should
basically have the majority of the members of each committee be independent directors,
and should disclose the mandates and roles of the committees, as well as the policy
regarding the independence of the composition”,were 70.4% chose [Good], 22.2%
chose [Not Good]. 26.7% of the latter chose [ Over 1/2 is not enough], 20% chose [Only
Prime Market is not enough]. However, about half of them chose [other], and commented
various opinions that the chairman must be independent, or that the compensation
committee and the nominating committee must all be independent. Regarding overseas

respondents, [Good] was 63.1%, which was slightly lower than the overall average.
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Answers for Question4, asking respondent's opinion about the proposal, Supplementary
Principles 3.1 will be added as "Companies listed on the Prime Market should disclose
and provide the necessary information in their disclosure documents in English “ were,
76.4% chose [Good], 23.6% chose [Not Good]. In the latter, [Need to mention them in
other more sections] was chosen by 50% respondents who answered [Not Good], and
[Only Prime Market is not enough] was 28.6%. Other opinions expressed anxiety about

the inaccurate information being transmitted due to the problem of English quality.
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Answers for Questionb-1, asking respondent's opinion about the proposal,
Supplementary Principle 3-1-3 will be added as “Companies listed on the Prime Market
should enhance the quality and quantity of disclosure based on the TCFD
recommendations” were, 85.4% chose [Good]. Of the 7.3% who answered [Not Good],
60% (3 people) chose [Not necessary] as the reason. Other than that, there was an
opinion as to why only TCFD was mentioning and no mention about SASB or GRI.
Regarding this question, all respondents from overseas answered [Good] except for only

one person who chose [No opinion].
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Answers for Questionb-2, asking respondent's opinion about the proposal,
Supplementary Principle 3-1-3 will be added as “Companies listed on the Prime Market
should enhance the quality and quantity of disclosure based on the TCFD
recommendations” were, 74% chose [Good], 14.8% chose [Not Good]. Of the latter, 25%
(4 people) answered [Only Prime Market is not enough], 16.7% (3 people) answered [Not
necessary], and others said that it should be applied to all companies. There were various
opinions, such as those who wanted to strengthen the application, those who requested
that the business characteristics be taken into consideration, and those who left it to the

free will of the companies to clarify the disparity between the companies.
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Answers for Question6, asking respondent's opinion about the proposal, the introduction
of the “Revisions of Japan’s Corporate Governance Code and Guidelines for Investor and
Company Engagement” mentioned the importance to develop governance systems of
listed subsidiaries, ensuring reliability of audit, Internal Control and Risk Management.
88.9% chose [Good]. Of the 7.4% (4 people) who chose [Not Good], 3 people were against

that the companies which have a parent over 50% voting rights can be listed.
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Answers for Question7, asking respondent's opinion about the proposal, Supplementary
Principle 2-4-1 will be added as "Companies should present their policies and voluntary
and measurable goals for ensuring diversity in the promotion to core human resources,
such as the promotion of women, foreign nationals and midcareer hires to middle
managerial positions, as well as disclosing their status.” 65.5% chose [Good], 25.5%
chose [Not Good]. Of the latter, 37.5% answered [Considering the fairness of both
genders and LGBT should not specify “women”] as a reason. In addition, one person
answered [Not enough]. More than half of the respondents who chose [not good]
expressed their opinions, such as that all factors of diversity should be considered, that
they should be addressed as a matter of human capital, that female directors should be
required mandatory, that gender-gap ratios should be included. They are various view

about “diversity”. There was an opinion about "target disclosure is too uniform (Box-



checking)".

A+3TH3/ Not
enough

WSS B ZEH FDR
ALIERINRETRARV
(MEDOFED LGBT A
D E B N 5 )
Considering the
fairness  of  both
genders and LGBT
should not specify
“woman”

Zoft /Other

P THB/
Not
enough

s T AR E- v
B EHL
+
EDH~ETIEN
W (@itEo...

0%

10%

20%

30%

40%

£t/ other

Answers for Question8, asking respondent's opinion about the proposal, Supplementary
Principle 1-2-4 will be amended "Companies listed on the Prime Market should make the

Electronic Voting Platform available, at least to institutional investors were, 90.9% chose
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Finally, the following opinions were received as others.

Opinions about the issues not included in this proposal are "something needs to be stated
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in order to use the securities report as a material for exercising voting rights", "more
measures should be taken to decrease the cross-holding shares”, and "need of
mentioning about training for independent directors". "The CEO and the chairman should
be separated”, "lIs the current framework okay that targets only dialogue between
companies and investors? Please consider also mentioning how to interact with

securities brokers and companies.”

On the other hand, regarding the description of the code itself, there were concerns as
follows "the range of interpretation has expanded further than the previous code" and
"the subject is" 'company’, but if it is 'board of directors’, the request could be clear." and
" there should be a goal to move toward replacing "shoulds" with "musts" and backing
up with penalties? "

There was also the opinion, "Corporate governance issues are prevalent in smaller

companies but the wording is too weak for standard listed companies".

All of these are important opinions, and we thank those opinions. We plan to include as
many comments as possible in the consultation response. It will be necessary to continue
to discuss whether this revised code can really improve the corporate governance of

Japanese companies.



