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Civil Affairs Bureau, Ministry of Justice of Japan
Counsellor’s Office

Re: Comments on “Interim Proposal on the Review of the Companies Act (Regarding
Shares, Shareholders Meetings, etc.)” — Shareholders’ Right to Propose

Dear Sir or Madam,

Nanahoshi Management Ltd. (“we” or “our firm”) has filed a notification under the Financial
Instruments and Exchange Act as an operator of Specially Permitted Business for Qualified
Institutional Investors, etc. Through the management of investment funds and investments made
with our own capital, we invest in Japanese equities and engage with portfolio companies.

We respectfully submit the following comment.

Comments on Part 2, Section 5, 1: Review of the Requirements for the Number of Voting
Rights for Shareholders’ Right to Propose

| support [Proposal A], which would abolish the requirement based on the number of voting rights.
However, | oppose Note 1 to [Proposal A], namely the view that companies should be permitted
to exclude the requirement on the number of voting rights by provisions in their articles of
incorporation.

Reason

First, | support [Proposal A], which would unify the requirement by reference to the percentage of
voting rights held, from the perspective of securing a level playing field with other jurisdictions and
ensuring the durability of legislative policy. | oppose, however, the approach set out in Note 1 to
[Proposal A].

Second, in order to address the fundamental risk of abuse of shareholders’ right to propose, it is
necessary to introduce a mechanism under which proposing shareholders themselves bear a
certain degree of the costs arising from the exercise of that right.

Third, | would add that the starting point for the present discussion on reform lies in the fact that
management failed to make appropriate use of the existing doctrine of abuse of rights under
current law.

1. Anabsolute threshold based on the number of voting rights is highly unusual when compared
with other jurisdictions. It is also inevitably liable to become outdated as investment units
change and as shares are consolidated or split. It therefore lacks durability as a matter of
legislative policy.
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In fact, as an incidental and unintended consequence of institutional changes such as the
unification of trading units at 100 shares and the lowering of minimum investment amounts,
the class of shareholders holding less than 1% of voting rights who can exercise
shareholders’ right to propose under the current 300-voting-right requirement has expanded
substantially beyond what was contemplated when the legislation was enacted in 1981.

Accordingly, while abolition of the numerical voting-right requirement would, as a formal
matter, restrict the proposal rights of shareholders holding less than 1% of voting rights who
currently qualify under the 300-voting-right requirement, in substance it should be
understood as a return to a system design consistent with the original legislative intent.

| therefore support [Proposal A], which would unify the requirement by reference to the
relative threshold of the percentage of voting rights held, namely 1%. [Proposal B] should
not be adopted, as it would retain a threshold based on the number of voting rights and would
therefore fail to resolve the issues described above.

| also oppose the approach in Note 1 to [Proposal A]. Whether or not there should be a
requirement based on the number of voting rights should be governed uniformly by the
Companies Act and should not be left to the articles of incorporation of individual companies.

2. That said, merely abolishing the numerical voting-right requirement would not provide a
fundamental solution to proposals submitted by shareholders acting with abusive intent, and
there is a risk that the law and abusive practices will continue to escalate in response to one
another.

A fundamental solution requires the introduction of a mechanism under which the proposing
shareholder bears, to a certain extent, the costs associated with exercising shareholders’
right to propose. As a direction for future system design, it would be desirable to consider a
comprehensive framework similar to the US shareholder proposal regime under SEC Rule
14a-8, under which shareholders’ right to propose is recognised broadly, while companies
may exclude proposals from the notice of meeting on specified grounds.

3. More fundamentally, the trigger for the discussion on revising shareholders’ right to propose
in the present Interim Proposal was that, in past cases of abuse, companies were already
able under current law to refuse to accept shareholder proposals by relying on the doctrine
of abuse of rights under the proviso to Article 304, Article 305, paragraph (6) of the
Companies Act, and Article 1, paragraph (3) of the Civil Code, yet management failed to
make decisive decisions to do so.

Before reducing shareholders’ common-interest rights through legislation, management
should have made business judgements to make active use of the existing doctrine of abuse
of rights under current law. | would ask that the fact that this was not done be expressly
recorded as part of the legislative facts underlying the proposed reform.

Yours faithfully,

Satoru Matsuhashi
Founder and CEO
Nanahoshi Management Ltd.




