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I.  Market News: 
 

1. TSE leads discussions on minority shareholder protection of 

listed companies with controlling shareholder 

 

In late December 2019, Tokyo Stock Exchange (“TSE”) 

established a study group (“Study Group”) to protect minority 

shareholders of listed companies with a shareholder holding 

substantial controlling power (“Controlled Listed Company”). 

The Study Group will hold discussions as to the possible 

measures to address issues implied by recent cases observed 

around Controlled Listed Companies, ideal ways to balance 

conflicting interests between controlling shareholder and 

minority shareholders, and framework of minority shareholder 

protection. The Study Group is constituted of representatives 

from institutional investors, listed companies with listed 

subsidiaries, law firm, and academic scholars, including CFO of 

Softbank Group Corp, a director of Hitachi. Ltd. and an 

executive officer of Nippon Steel Corporation. Financial Services 

Agency of Japan, Ministry of Economy, Trade and Industry, and 

Ministry of Justice. 

 

TSE is moving quite intensively, and already held two 

meetings in January. In the second meeting on 27 January, TSE 

presented a paper summarizing various opinions raised in the 

first meeting. Firstly, regarding the purposes of listing of a 

company with a substantial controlling shareholder, participants 

pointed out that there are legitimate purposes for such listing, 

like acquisition of own funding measure by a subsidiary, 

improvement of credit, industry or group restructuring, and both 

listed parent company and listed subsidiary could be attractive 

investment targets if there are appropriate synergy effects 

although parent-subsidiary listing may not always be the best 

business strategy. Given such opinions, TSE proposed to give 

further consideration to determine in what situation listing of a 

company with a controlling shareholder could be reasonable to 

generate common understanding among market participants, 

while listing of a company with a controlling shareholder itself as 

a precondition. 

 

Secondly, regarding minority shareholder protection, there 

were opinions like listed parent and listed subsidiary share the 

same goal to maximize the corporate value of both companies, 

and regulations should be carefully considered not to be 

excessive. Further, it was also pointed out that investors were 

making their own investment decisions with the knowledge as to 

the existence of controlling shareholder. Nonetheless, there 

were several negative opinions on inadequate disclosures, such 

as opaqueness in the strategy of parent to use different 

subsidiary forms, i.e., wholly-owned subsidiary, listed subsidiary, 

or affiliated company subject to equity method, or agreement 

with the controlling shareholder that could be material to 

investment decisions, 

 

Thirdly, as a possible measure to balance conflicting interests 

between the controlling shareholder and minority shareholders 

of Controlled Listed Companies, potential use of so-called 

“MoM,”, i.e., Majority of Minority, condition, was suggested. 

Situations to apply MoM might include the selection process of 

external director in Controlled Listed Companies, or any other 

situation where conflict of interest become evident. It was also 

proposed to consider the framework to allow minority 

shareholders to recover actual damages by imposing fiduciary 

duty to parent or controlling company of Controlled Listed 
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Companies. 

 

The materials are available only in Japanese. 

 
Information compiled from TSE & Mizuho research 

 

 

2. JFSA to postpone to implement mandatory audit firm rotation 

framework 

 

Financial Services Agency of Japan (JFSA) commenced 

discussion in Business Accounting Council back in the fall of 

2017 to drive further the accounting audit reform with the 

target implementation in March 2020. Audit reform is one of the 

focal areas of JFSA especially given several cases of 

“inappropriate accounting practices”, putting the audit quality in 

question. 

 

One of the key proposals from the Roundtable was to look 

into the pros and cons of implementation of mandatory audit 

firm rotation, i.e., requiring business firms to switch the audit 

firm in a certain period of time. This is because the long-term 

relationship between the company and the auditor is recognized 

as a possible cause that audit firms rely on the documents and 

explanations from the issuer too much, thus leading to the lack 

of healthy tension between the company and the auditor.  

 

In the initial research paper assembled by the Roundtable 

pointed out that so-called “partner rotation system” turned out 

to be not having sufficient level of deterrent effects as some 

inappropriate accounting practices have been spotted after the 

introduction of such framework. Moreover, the report brought 

the facts that the same audit firm continued auditing Toshiba for 

47 years, and actually only 5 of TOPIX 100 companies changed 

their audit firms in past 10 years. 

 

In EU, a rule to require listed companies to rotate audit firms 

in a certain period of time went into effect in June 2016 to 

tackle on the issue of such inappropriately long standing 

relationship between an audit firm and a company. Under the 

rule, an audit firm is allowed to audit for maximum of 10 

consecutive years, and shall have an interval of at least 4 years 

after the change of audit firm. Whether this system is effective 

or not is still being tested. 

 

However, JFSA has reportedly decided to postpone the 

implementation of such framework considering the burden 

imposed on issuers, according to Nikkei Shimbun, Japan’s 

leading financial daily. JFSA conducted a research to hear the 

voices of audit firms and listed companies, then released a 

summary report in October 2019. Through such research, 

survey respondents emphasized the concerns on rotation 

system such as deterioration of audit quality, and increase in 

expenses and workloads due to the change of audit firms. 

 

Nonetheless, JFSA is requesting the improvement of practice 

that encourages stricter adherence to the “partner rotation rule” 

under the Public Accountant Act of Japan. In response to such 

request by JFSA, the Japanese Institute of Certified Public 

Accountants commenced designing the measures, such as 

periodic verification of audit practice, to be implemented in April 

this year. 

 
Information compiled from JFSA, Nikkei Shimbun & Mizuho research 

 

 

3. JPX releases ETF/REIT list likely to subject to double taxation 

adjustment for reference 

 

As the result of lobbying efforts through Japan Securities 

Dealers Association, double taxation adjustment (i.e., foreign 

tax deduction) mechanism was introduced in January 2020. 

Prior to 1 January 2020, there was no adjustment as to the 

foreign tax was made when distribution by investment trusts 

that invest into foreign assets (e.g., equities or real estates) 

then make distribution to investors from the profit derived from 

such foreign assets, and there was double taxation although 

such investment trusts are rather limited. 

 

As the result of the introduction of new taxation mechanism 

in Japan, as for distributions made on or after 1 January 2020, 

Japanese tax are imposed with consideration to such tax already 

paid in foreign countries. From the perspective of investors, 

such foreign taxation adjustment on the distribution by such 

investment trusts made on or after 1 January 2020 are made 

automatically by taking foreign taxation into consideration 

before actual distribution; therefore, no particular action is 

required for foreign investors to benefit from the new scheme. 

 

Japan Exchange Group (JPX) commenced releasing a list of 

ETFs, REITs, and JDRs listed on Tokyo Stock Exchange, which 

are likely to be subject to the new taxation mechanism over its 

website for reference of investors; however, the list is only 

available in Japanese. JPX requests in its website to contact 
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Investment Trusts Association, Japan, if there is any question as 

to the information released by JPX on this taxation topic. 

 

The list of JPX is available at the following URL (Japanese 

only): 

https://www.jpx.co.jp/learning/basics/tax/tvdivq00000170tw

-att/nlsgeu000004gjxm.pdf 

 
Information compiled from JPX, JSDA & Mizuho research 

 

 

4. TSE sets Action Program for Strengthen its Cash Equity 

Market 

 

Tokyo Stock Exchange (“TSE”) posted a paper and 

supplemental material that sets forth “Action Program for 

Strengthening the Functions of the Cash Equity Market” (“Action 

Plan”) over its website on 30 January 2020. TSE is to improve 

its trading rules and services in order to provide stable market 

operations for the benefit of investors in the quickly evolving 

market environment by taking various measures under the 

Action Plan. 

 

TSE wrote that some of the proposed measures under the 

Action Plan are yet to be further discussed to give more 

consideration among various market participants to actually 

materialize as the market infrastructure framework, and also 

admitted that other possible measures could exist to be added 

on the measures set forth under the Action Plan. 

 

There are three pillars for measures proposed under the 

Action Plan: (1) improvement of reliability and safety of the 

market; (2) development of environment that facilitates 

investment; and (3) consideration of trading rules to address 

diversified investors’ needs and changes to market environment. 

 

For the first pillar, TSE will introduce new regulations, and 

will conduct more sophisticated trade monitoring and market 

surveillance to improve the reliability and safety of the market. 

Market access rule to mitigate the risks inherent to automated 

trading and high-speed trading is planned to be introduced in 

early 2021, and self-trade prevention function will be added in 

fiscal year 2021 to prevent possible self-trade caused by 

automated trading. TSE plans to improve its trade monitoring 

and market surveillance with the possible support of new 

technologies, such as artificial intelligence. For dark pool 

regulation, TSE will add a flag to identify orders from dark pools 

to ToSTNeT market, scheduled in August 2020. 

 

For the second pillar, TSE will further improve its market 

making framework some time in fiscal year 2020 to vitalize ETF 

market. Promotional actions targeting individual retail investors 

will be taken to encourage investment to individual issues by 

retail investors, and will consider the introduction of mechanism 

to support retail investors, such as a trust-based small-lot 

investment program. Tick-sizes will be also optimized in fiscal 

year 2020, aiming to make a market environment where a 

variety of investors can execute trades at better prices. For 

foreign investors, TSE commences study to verify the usability 

and feasibility of distribution of English materials based on the 

transcripts of IR events of listed companies as well as analyst 

reports on small- and medium-cap utilizing alternative data. 

 

Lastly for the third pillar, TSE will consider trading rules and 

services and infrastructure for the next generation by taking into 

account opinions from market participants and foreign market 

trends. 

 

English translation of the Action Plan and its Supplementary 

Material are posted at the following URL in the website of TSE: 

 

Action Plan: 

https://www.jpx.co.jp/english/corporate/news/news-releases

/0060/b5b4pj0000039tsc-att/b5b4pj0000039tuy.pdf 

 

Supplementary Material: 

https://www.jpx.co.jp/english/corporate/news/news-releases

/0060/b5b4pj0000039tsc-att/actionprogram_referencematerial.p

df 

 
Information compiled from JFSA & Mizuho research 

 

5. JFSA to tighten capital adequacy regulation on equity 

investment by banks 

 

Financial Services Agency of Japan (JFSA) is reportedly to 

tighten capital adequacy regulation imposed on banks, and will 

increase the capital requirement to offset the risk of equity 

investment to the range from two and half to four times of the 

present requirement level in 2022, according to Nikkei Shimbun, 

Japan’s leading financial daily. Banks will be required to increase 

their capital, or alternatively to decrease the holding of shares. 

 

The regulation will be tightened gradually over the period of 
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five years commencing from the accounting year ending in 

March 2022. Under the new regulation, changes to the required 

capital will vary depending on the type of a bank and a type of 

the investment. For example, equity investment in a private 

company through a venture capital will require four times of 

capital comparing to the required capital as of today. 

 

After the implementation of Corporate Governance Code set 

by Tokyo Stock Exchange (TSE), listed companies have been 

actively unloading equity stakes in other companies not held for 

pure investment purpose, i.e., cross-shareholdings, as one of 

the principles focuses on cross-shareholdings, and require 

disclosure of policy as well as annual review by the board for 

such shareholding, taking into consideration both associated 

risks and returns. 

 

Although cross-shareholdings have long been justified in 

Japan as a market norm, regarded as effective measures for 

building solid and long-lasting business relationship. However, 

shareholders, especially non-Japanese investors, started to voice 

out, questioning whether cross-shareholding is a mere tool to 

loosen the corporate governance by securing “friendly and silent 

large shareholders” each other. If listed companies become 

unable to rely on the supporting votes from cross-shareholders, 

they will have no way but to strengthen corporate governance. 

Besides, risk-return may sometimes be seen unjustifiably low, or 

investors are otherwise simply not given any clue for risk-return 

analysis of cross-shareholdings.  

 

The requirement to be newly introduced by JFSA is for the 

purpose of investment risk mitigation at the time when equity 

market is in the downward trend; however, it could also be an 

additional tailwind for the benefit of minority shareholders 

including foreign investors that expect listed companies to 

improve corporate governance and capital efficiency. 

 
Information compiled from TSE, Nikkei Shimbun & Mizuho research 
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II. New Equities Listing Approvals: 

 

Listing 

Date 
Name of Company ISIN Code 

Board 

Lot Size
MKT

Feb-25 AHC GROUP INC. JP3160170001 100 M 

Mar-2 CURVES HOLDINGS Co., 
Ltd. JP3205100005 100 TBC

Mar-4 Kids Smile Holdings Inc. JP3240500003 100 M 

Mar-6 KIZUNA HOLDINGS Corp. JP3236900001 100 M 
 

Information compiled based on postings from the TSE (T), Mothers (M), NSE (N)、FSE 

(F), SSE (S) & JASDAQ (J), Tokyo Pro Market (P) 
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III. Foreign Ownership Limit Ratio: 

 

 Click for up-to-date FOL information: 

http://www.mizuhobank.com/service/custody/actions.html 
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Please visit our Custody homepage on the Web at:  
http://www.mizuhobank.com/service/custody/index.html 

 


