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Dear Minister Hiraguchi,
Subject: Interim Proposal on the Review of the Companies Act

The International Corporate Governance Network (ICGN) appreciates the opportunity to
comment on the Interim Proposal on the Review of the Companies Act (hereby referred to as
“the Act”).

Led by investors responsible for assets under management of over $100 trillion, ICGN is an
authority on global standards of corporate governance and investor stewardship.

Headquartered in London, our membership is based in more than 40 countries. ICGN’s
Global Governance Principles' and Global Stewardship Principles?, written from an investor
perspective, are widely used by our members in their company assessments and voting
decisions, and by regulators when developing corporate governance rules.

We offer the following comments on the Act:

Part 1, Section 3: Review of Contributions in Kind

We note the proposal to relax the requirement for external inspector valuation of in-kind
contributions to companies, presumably with the primary aim of facilitating start-up formation
and broadening employee participation in share ownership schemes. We are broadly
sympathetic to measures that expand employee participation in ownership, and we
recognise the policy intent behind reducing administrative burdens on early-stage
companies.

However, we encourage consideration of whether the removal of the inspector requirement
could give rise to valuation risks, particularly in relation to the integrity of opening balance
sheets. We note that any such risks would in principle be subject to scrutiny at the point of
listing, when an audited balance sheet would be required. We do not have a firm objection to
this proposal at this stage, but we would welcome further clarification on the safeguards that
would remain in place to ensure the reliability of reported asset values in the absence of an
external inspector.

Part 2, Section 1: Virtual Shareholders Meetings

The Annual General Meeting is a cornerstone of shareholder rights. It provides institutional
investors with the opportunity to meet directly with boards and management, to ask
questions, and to exercise their rights as owners. Expanding access to AGMs through the
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use of technology is broadly welcome, and we support measures that enable greater
participation by both domestic and international investors. However, expanded access must
not come at the cost of the fundamental purpose of the AGM. Virtual-only formats risk
materially weakening the transparency and accountability of boards and management
precisely at the moments when shareholder oversight matters most.

ICGN's position on virtual-only shareholder meetings is consistent across all jurisdictions in
which this question is under consideration. We do not consider virtual-only meetings to
represent best practice, and we strongly prefer hybrid formats, which enhance accessibility
while preserving the ability of shareholders to attend and participate in person. Physical
participation remains an important safeguard of shareholder rights and the quality of
dialogue between investors and companies.

Emergency Scenarios

¢ While we generally believe that virtual only AGMs should only be used in an
emergency, if companies wish to allow for this circumstance in their articles, they
should be required to achieve a super maijority vote of support from their
shareholders, and the allowance should be time bound.

Safeguards

¢ An amendment to articles permitting virtual-only meetings should therefore be treated
as a significant constitutional change affecting shareholder rights, not simply an
operational question about meeting format. Once a broad authority is embedded in
the articles, shareholders may have limited practical recourse if future meetings fall
short of expectations. As such, any permission for virtual only AGMs should be time
bound and investors should have the opportunity to vote again on any extensions —
for example a maximum three-year permission and then the requirement for another
binding vote to continue a virtual only format. Additionally, shareholders need an
additional mechanism to be able to quickly reverse a previously-approved decision to
approve virtual-only AGMs in the event of a governance change, issue or significant
change of circumstances.

¢ In circumstances where virtual-only meetings are permitted, we believe robust
safeguards are essential to protect the rights of shareholders. We offer the following
as illustrative examples of the safeguards we would consider necessary, noting that
this list is not exhaustive and that appropriate safeguards will need to keep pace with
evolving technology and market practice:

o Shareholders must receive timely, complete, and accessible information
about the meeting, including all materials necessary to assess the items on
the agenda, in sufficient time to participate meaningfully.

o Shareholders must be able to exercise their voting rights in full, including the
ability to vote in advance by proxy, to vote live during the meeting, and to
change a previously submitted vote during the course of the meeting where
they wish to do so in light of proceedings.
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o Companies must ensure that all shareholders who wish to attend are able to
do so, with clear and reliable access arrangements guaranteed in advance. In
the Japanese context, this should include explicit provision for institutional
asset managers who have been identified as instruction-giving persons under
the beneficial shareholder identification framework to attend and participate,
consistent with the provisions on AGM access set out in Part 2, Section 2 of
the proposal.

o Shareholders must have a meaningful right to ask questions of, and receive
responses from, the board and management, without filtering, batching, or
time-limiting that avoids substantive issues. Shareholders should also be able
to virtually “raise their hands” to ask questions in a way that is visible to other
shareholders, so that they are able to identify whether there are unanswered
questions.

o All board members and key members of management should be required to
attend, with their camera switched on throughout the meeting, and be
available to engage with shareholders.

o Proponents of shareholder proposals must be able to access the meeting and
present their proposals effectively.

o Companies should have robust contingency arrangements in place to
address technical failures, with alternative means of communication specified
in advance, consistent with Part 2, Section 1, Subsection 2(1)(e) of the
proposal.

We also note that the cost argument made in favour of virtual-only meetings deserves
careful scrutiny. Once appropriate safeguards are implemented, including the systems
necessary to ensure meaningful shareholder participation and protect against technical
failure, the cost advantage of virtual-only formats over well-run hybrid meetings is not
straightforward. For some companies, particularly smaller ones, the systems required to
deliver a virtual-only meeting with adequate safeguards may be more costly than a hybrid
format. We suggest ensuring that cost arguments do not drive the adoption of virtual-only
formats without proper regard for the quality of shareholder participation they deliver.

For virtual-only formats specifically, we believe it may be appropriate for companies to seek
external assurance over the operation of meeting safeguards, to provide shareholders with
confidence that their rights are being protected. This is consistent with the proposal's
provisions on communication records under Part 2, Section 1, Subsection 2(3), which we
welcome as an important transparency measure.

Part 2, Section 2: 1. Beneficial Shareholder Identification System

We welcome the overall objective of the proposed beneficial shareholder identification
system. In modern securities markets, legal title, custody, investment discretion, and voting
authority are frequently distributed across multiple parties. A framework that enables listed
companies to identify the parties with authority to direct the exercise of voting rights has the
potential to support more constructive issuer-shareholder dialogue and better reflect the
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practical realities of intermediated securities holdings. We are pleased that the proposal
explicitly frames the purpose of the system as the promotion of constructive dialogue. This
framing must remain central to the system's design and implementation.

We believe several aspects of the proposal would benefit from further consideration to
support effective and proportionate implementation.

Scope of Identification

o We support the proposal's focus on the instruction-giving person as the endpoint of
the identification chain. This appears well aligned with the practical realities of voting
and engagement in intermediated holding structures, and identifying the party with
authority to direct voting rights provides issuers with a meaningful basis for dialogue.

¢ We would also encourage consideration of what restrictions should apply to the use
of information disclosed through the identification system. The framework should
include clear limits on how issuers may use shareholder information once obtained,
to ensure it is used solely for the purpose of promoting constructive dialogue and not
for other purposes. Appropriate confidentiality safeguards would strengthen investor
confidence in the integrity of the system and support its stated objective.

¢ We also note that the proposal is broadly modelled on the EU Shareholder Rights
Directive (SRD) Il, which we consider a reasonable and well-established reference
point for the framework's design.

e We suggest considering the introduction of a minimum shareholding threshold below
which identification requests need not be fulfilled, consistent with the approach taken
under EU SRD Il. A threshold of this kind would help ensure that the operational
burden on intermediaries remains proportionate, without materially limiting the ability
of issuers to identify shareholders with whom meaningful dialogue is realistic.

o We would like to see it ensured that the identification chain does not extend beyond
the asset manager level to asset owners. ICGN considers such an extension to be
operationally impractical, and we do not believe it would materially enhance the
quality of issuer-shareholder dialogue in a manner proportionate to the operational
burden it would impose.

o The proposed definition of intermediary and its exclusion of investment managers,
alongside unit holders of mutual funds appearing not to be envisaged as beneficial
owners of shares held through those fund structures, suggest the current definition
may require further consideration. In particular, the treatment of pooled investment
vehicles such as mutual funds is not fully addressed by the current drafting. Given
the prevalence of such structures among institutional investors, clarification of how
the framework applies to fund structures would help issuers develop a fuller and
more accurate understanding of their shareholder base.

Operational Implementation
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We believe careful consideration should be given to the practical and technical
arrangements necessary to support consistent implementation.

e The proposal does not yet specify the technical mechanism for disclosure, including
message formats, structured data standards, or processing timelines. We encourage
adoption of a standardised, digital-first approach aligned with internationally
recognised standards such as ISO 20022, which is already widely used across
intermediary chains in other jurisdictions and would support efficient and machine-
readable communications.

¢ On timing, we note that the proposal presents several options for response
deadlines, ranging from same-day processing to periods of up to seven days. We
suggest setting timeframes that are operationally realistic for global custodians and
cross-border intermediary chains, while remaining consistent with the system's
objectives.

Costs

o We support the approach that costs should be borne by the listed company making
the request, and we support further consideration of safeguards to promote
transparency, predictability, and proportionality of fees.

e We would also like to draw attention to a practical observation from experience of
comparable frameworks in other jurisdictions. Shareholder identification regimes in
Europe and the United Kingdom have not, in practice, eliminated reliance on third-
party service providers, and have continued to involve recurring operational costs for
both issuers and intermediaries.

o We suggest this experience should be taken into account when assessing the likely
cost implications of the proposed framework, and to ensure that issuers have realistic
expectations of the operational savings the system may deliver.

Enforcement Mechanism

o We would draw attention to a specific concern regarding the application of
administrative fines. Where information about an investment manager is provided to
an issuer by a custodian as part of the identification chain, and where that process
occurs without the investment manager's direct knowledge or involvement, it would
be inappropriate for administrative fines to be imposed on the custodian as a result.
We suggest it is ensured that the enforcement framework explicitly addresses this
scenario and that liability for the accuracy of information rests with the party
responsible for providing it.

Constructive Dialogue and AGM Access

¢ We welcome the proposal's stated purpose of promoting constructive dialogue and
suggest the framework is implemented consistently with this objective. A system
designed to facilitate shareholder identification should not be capable of being used
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to obstruct engagement with investors who have proactively identified themselves.
The integrity of the framework depends on companies using shareholder
identification to support dialogue, not to selectively avoid it.

¢ We would also note that improved AGM access for beneficial shareholders is an
important practical benefit this framework could deliver. The provisions on attendance
and voting by instruction-giving persons as agents are welcome, and believe it is
important to consider, as a future development, whether instruction-giving persons
should be permitted to attend and exercise shareholder rights as principals rather
than as agents, and the scope of the instruction-giving persons should not be limited
to those whose information has been provided by the identification system.

Part 2, Section 2: 2. Rules Requiring the Shareholder Side to Notify the Stock
Company

It is not clear why the Companies Act requires this notification system in addition to the
requirements of the Financial Instruments and Exchange Act (FIEA). We believe that it
would be helpful for the Act to clarify the purpose of this system and its intended outcomes.
Although Page 62 of the supplementary explanation says that the stated purpose of the
proposed amendments is the identification and disclosure of material information concerning
control over companies, this is not mentioned in the draft Act. We are concerned including
the notification system could mean a lack of safeguards in cases where issuers could be
incentivised to abuse their ability to suspend voting rights under the Act.

Enforcement Mechanism

e We have significant concerns regarding the proposed enforcement mechanism under
Part 2, Section 2, Subsection 2, which would allow a listed company's board of
directors to determine, by internal resolution and without any requirement for
independent oversight or judicial process, that a shareholder has violated large-
volume shareholding reporting obligations and issue a notice suspending that
shareholder's voting rights.

o We recognise that the proposal includes a contest period of three weeks to one
month during which a shareholder may seek a provisional disposition to restore
voting rights. However, we do not consider this period sufficient, particularly for global
institutional investors operating across multiple jurisdictions and legal entities, for
whom responding to a notice of this kind may involve complex cross-border
coordination.

o We are also concerned about the proportionality of voting rights suspension as a
sanction. Large-volume shareholding reporting violations by institutional investors
frequently arise from administrative or clerical errors rather than any intent to conceal
material information. The proposal itself acknowledges this risk in Note 2.
Suspending voting rights in such circumstances is a severe sanction that is
disproportionate to the nature of the underlying conduct.

e The proposal contemplates, in Note 5, a suspension of voting rights lasting up to five
years following a violation. We consider this disproportionate. A sanction of this
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duration would risk permanently impairing the ability of long-term institutional
investors to exercise their rights as shareholders, and could have a material chilling
effect on institutional investment in Japan more broadly. We urge that this aspect of
the proposal be reconsidered.

¢ More fundamentally, we question whether it is appropriate for voting rights
suspension to take effect prior to a final judicial determination that a violation has
occurred. Voting rights are a fundamental right of shareholders. The ability of an
issuer's board to initiate suspension through internal resolution, before any
independent or judicial process has confirmed that a violation has taken place,
represents a significant and disproportionate power. We would encourage the
consideration on whether suspension of voting rights should be permitted only
following a final court judgement, consistent with the treatment of other shareholder
rights under the Companies Act.

o We are further concerned about the treatment of joint holders. It is unclear whether a
notice of voting rights suspension issued against one entity within a group could
extend to all affiliated entities sharing joint-holder status under the Financial
Instruments and Exchange Act. For large global financial institutions, this could result
in the disenfranchisement of entirely separate entities, including investment
managers acting solely in the interests of their clients, on the basis of an error made
elsewhere within the group. We call for explicit clarification of this point to ensure that
entities acting with a pure investment purpose are excluded from any extended
suspension of voting rights.

¢ We would also note that the cumulative effect of the enforcement provisions as
currently drafted risks undermining investor confidence in Japan as a destination for
long-term institutional capital. Measures that create uncertainty around the security of
fundamental shareholder rights, including the right to vote, are likely to give global
institutional investors pause. We believe it should be ensured that the enforcement
framework strengthens rather than weakens Japan's reputation among global
investors.

¢ In summary, we suggest that the enforcement framework be reconsidered. At
minimum, we would encourage: a longer and clearly defined contest period that
reflects the operational realities of global institutional investors; explicit exclusion of
entities acting with a pure investment purpose from group-wide voting rights
suspension; and consideration of whether civil fines represent a more proportionate
sanction for procedural violations than the suspension of voting rights.

Part 2, Section 5: Review of Rules on Shareholders’ Right to Propose

ICGN believes the exercise of shareholders’ right to propose is a fundamental ownership
right. Many of our members file shareholder proposals sparingly and often only consider
using them as a last resort, deployed only after direct engagement has failed or is
unavailable. While we recognise Japan’s current threshold of 300 or 1% or more voting
rights is the lowest among comparable peers and appreciate shareholder proposals in Japan
are typically binding resolutions, we are concerned about the suggestions to either abolish
the number of voting rights or increase them to a certain number (e.g. 500, 1,000, or 1,500).
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Restricting the threshold to 1% or more risks disproportionately eliminating retail
shareholders and smaller institutional investors whilst leaving the largest holders unaffected,
achieving little beyond filtering out a small number of shareholder proposals that existing
refiling and six-month holding period rules already filter out over time. Even a 1% threshold
could effectively insulate the largest Japanese companies from legitimate shareholder
proposals given the capital required.

Furthermore, given most investors view shareholder proposals as a significant escalation,
restricting them as a path for recourse could lead to an increased litigation risk for
companies as an unintended consequence of restricting the mechanism. ICGN believes the
existing threshold is sufficient and should not be raised. Japan has established itself as a
leader in its approach to governance reform, we believe raising the threshold would sit in
tension with Japan’s broader governance reform agenda.

Part 3, Section 1: Review of the Authority of the Nominating Committee

We are broadly supportive of the proposal to allow a board to consider when and where
appropriate depart from the recommendations of its nominating committee, subject to the
condition that a majority of directors are outside directors. We consider this conditionality to
be an important safeguard. Where a board is already majority independent, it is reasonable
for that board to exercise collective judgement over nomination decisions in a manner
consistent with how unitary independent boards operate in other markets, where nominating
committee recommendations are made to, and approved by, the full board.

We would note that this proposal provides a further argument in favour of majority
independent boards as a baseline expectation for listed companies in Japan. We reiterate
our view that majority independent boards should be the expected direction of travel for all
listed companies, and we welcome any measure that reinforces the conditions under which
boards can exercise genuine independent judgement.

More broadly, we would encourage the Ministry to ensure that reforms to governance
structures prioritise practical effectiveness over formal compliance. The value of strong
nomination processes and independent oversight is realised in the boardroom, not on paper.
We would welcome measures that reinforce the expectation that governance structures
function as intended, and that independent directors are equipped and empowered to
exercise genuine independent judgement in practice.

Part 3, Section 2: Review of the Rules of the Agreement Limiting Liability

We note the proposal to extend the scope of limited liability agreements to executive officers,
with liability excluded where an individual acted in good faith without gross negligence. We
understand this proposal may reflect broader trends in other jurisdictions, including certain
states in the United States, where similar exculpation provisions have been extended to
executive officers in recent years.

However, we believe any extension of liability limitation to executive officers raises important
questions about accountability, particularly in the context of companies with controlling
shareholders, where shareholder litigation may represent one of the few effective remedies
available to minority investors. We believe it should be ensured that any such extension is
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subject to shareholder approval, and that appropriate carve-outs are maintained to preserve
accountability where shareholder rights may otherwise be difficult to enforce.

Part 3, Section 3: Streamlining Disclosure in Business Reports and Annual Securities
Reports

We strongly support the proposal to permit listed companies to satisfy their business
reporting obligations through a single consolidated annual securities report, rather than filing
two separate documents. We have advocated for this initiative on multiple occasions and are
pleased to see it progressed in this consultation. Streamlining reporting requirements in this
way supports timely disclosure, reduces administrative duplication, and helps ensure that
investors have access to decision-useful information in a coherent and accessible format.

We would encourage the Ministry to ensure that any streamlining measures preserve the
comparability and consistency of information available to investors across reporting
frameworks. Simplification that reduces duplication is welcome; simplification that makes it
harder for investors to assess companies on a consistent basis, or that limits the
accessibility of decision-useful governance information, would not serve the interests of long-
term institutional investors or the broader goal of well-functioning capital markets.

We are pleased to see continued efforts to streamline and optimise, and hope there will be
further consideration moving forward on whether further opportunities for consolidation and
simplification exist within the broader reporting framework.

We would also take this opportunity to encourage continued efforts to improve the
accessibility of Japanese corporate disclosures for global market participants, including
through more comprehensive and timely English-language reporting. As Japan continues to
attract long-term international institutional capital, ensuring that decision-useful information is
accessible to global investors in a timely and readable form will be an important component
of sustaining and strengthening that confidence.

Conclusion

In conclusion, ICGN reiterates our support for Japan’s governance reform agenda and our
willingness to continue to be a long-term partner and supporter of this work.

Japan has established itself as a leader in its approach to governance and stewardship
reform, and we want to see that leadership position maintained and strengthened.

We encourage the Government not to slow its pace of reform. We look forward to continued
dialogue and stand ready to contribute the global investor perspective to the Ministry’s
ongoing work.

Thank you again for the opportunity to share our perspective. If you would like to follow up
with questions or comments, please contact policy@icgn.org.

Yours faithfully,
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C }Q)A Nssen

Jen Sisson
Chief Executive Officer, ICGN
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Courtesy translation - In the event of any inconsistency between the English original and
the Japanese translation, the former shall prevail.
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