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Draft Amendments to the Cabinet Office Ordinance on Disclosure of Corporate Details, etc. (Disclosure
of Cross-shareholdings)

Dear Sir or Madam,

We write in response to an invitation for public comments on the revised "Cabinet Office Ordinance on
Disclosure of Corporate Details, etc." We appreciate the opportunity to provide our input on the
proposed changes. ACGA is firmly supportive of the amendments for greater disclosure on cross-
shareholdings to be provided and would like to take this opportunity to make some suggested additions
to the guidelines. The guidelines for corporates having shareholdings under pure investment purpose
should require those corporates to follow the same rules as asset managers. This means they should
commit to fiduciary duty and act as responsible investors. We also need disclosures that demonstrate
these commitments Please see below for our comments and suggestions.

The Asian Corporate Governance Association (ACGA) is a non-profit membership association founded in
1999. We conduct research on corporate governance and ESG in 12 markets in Asia-Pacific and advocate
at the regulatory and corporate level across the region to improve standards and practices. ACGA is
funded by a network of over 100 organisations, of which 80% are institutional investors with more than
USS40 trillion in assets under management globally.

1. Definition of "Pure Investment Purpose":
We agree with the definition that "pure investment purpose" refers to holding shares solely for the
purpose of benefiting from changes in the value of the shares or dividends. It is important to note that
shares held under circumstances with restrictions that hinder the company's ability to sell them, such as
requiring the issuer's consent for sale, should not be considered as held for pure investment purposes.

2. Responsible Shareholder Commitment:
We expect the company to act as a responsible shareholder and adhere to the principles of responsible
investment and fiduciary duty. This commitment should reflect the expectation of return and adequate
governance oversight, including the rights of minority shareholders. We thus recommend that the Japan
Stewardship Code should also be adhered to by investor companies that have pure investment category
shareholdings.

3. Disclosure of Cross Shareholdings:
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For listed companies, we expect, in principle, a detailed disclosure of the rationale for holding cross
shareholdings, detailing their purpose and how they support value creation of the investor company that
has the investment.

Changes in Investment Purpose:

If there have been changes in the investment purpose from non-pure investment to pure investment,
the company should act as a responsible investor, with a commitment to adhere to fiduciary duties,
similar to other institutional shareholders. The disclosure and rationale from the company regarding the
change in purpose should clearly demonstrate the above commitments in detail.

We believe these amendments will enhance transparency and ensure that the company's actions align
with the principles of responsible investment for holding pure investment cross shareholdings.

Please find some proposed additions to the guidelines below.
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Translation
If there have been any changes in the purpose of holding assets from purposes other than pure
investment to pure investment purposes in the last five business years (or ten business years for
companies with a six-month business year), we recommend that the following items should be stated:
i.  The matters specified in (a).
ii.  The business year in which the purpose of holding was changed.
iii.  The reasons for changing the purpose of holding and policies regarding holding or selling after
the change of purpose. Additionally, the company should act as a responsible investor and
respect the rights of minority shareholders generally.
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"Pure investment purpose" as stipulated in Notes (58)a, e, and f of Form No. 2 of the Disclosure
Ordinance refers to the purpose of solely benefiting from fluctuations in the value of the stock or
dividends related to the stock. For example, two corporates that hold stocks in each other (strategic cross
holdings) for business relations or stocks that require the issuer's consent for sale, are not considered to
be held for pure investment purposes due to circumstances that may hinder the submitting company's
sale in relation to the issuer. We reiterate, that the investor companies should act as responsible
shareholders, adhering to the principles of responsible investment and fiduciary duty as contained in
the Japan Stewardship Code. As these share holdings are purely for investment purpose, the
expectations of shareholder value appreciation should be accompanied by appropriate governance
oversight.

We would like to refer your attention that ACGA has written extensively on this topic in an open letter
on Strategic Shareholdings in Corporate Japan on 26th April 2024 which is available on our website in
English and Japanese, highlighting the significant governance, competition and economic efficiency
implications of cross-shareholdings. We would like to also refer to the open letter written on 17 October
2024, where the topic of strategic shareholdings was the top matter for potential corporate governance
improvement based on member feedback from the ACGA Japan delegation on 24-27 September 2024.
The delegation consisted of 31 delegates from 25 asset managers.

ACGA members ranked areas of improvement for Japanese corporates
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ACGA thanks FSA for the opportunity to comment on the draft proposals. We would welcome any further
opportunity to share our views as the drafts are finalized.
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Yours faithfully,

Amar Gill Secretary General, ACGA
amar@acga-asia.org

Anuja Agarwal, Head of Research, Japan and India
anuja@acga-asia.org
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