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Introduction

* Historically, Japanese companies may have saved money by having small Legal and Compliance functions compared to their
peers outside Japan. That makes sense when your company is highly unlikely to find itself involved in regulatory enforcement
action and ultimately liable for significant fines and penalties. However, does this approach still make sense when your

business becomes more exposed to regulatory and litigation risks outside Japan?
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Background

* Japanese companies have historically had relatively limited incentives to invest in their Legal departments, given that when
things do go wrong, the monetary consequences in Japan are significantly lower than outside Japan.
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* Japanese regulators do not have the same enforcement powers as some regulators outside Japan, and Japanese companies
do not have to worry about multi-billion dollar class actions within Japan. But those are real risks in many common law
jurisdictions.
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*  While in recent years more companies have been strengthening their Legal functions, historically, the Legal department’s
main focus at Japanese companies was on administrative matters such as documentation and contract management rather
than mitigating risks and exercising strategic judgement.
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Why this can be problematic

* Japanese companies are pivoting to markets with a vastly different risk profile to Japan and may not have the right legal and
compliance capabilities to do so. Some companies are finding it challenging to adapt to an environment where different
regulatory expectations apply.

BAEBYRIFEAREL RLLIMBABTEOHMELB T EENMEAS—AT. TNICREIEH - AV T 747 2 AEEDN T2 11K
Do TWEWAIREDY D S, REILER/OPFTOERKENELL2BEANDERICEHERT 2BEOFEDRRITON5,

* Lack of a robustly staffed and independent legal department can make it difficult to identify legal and regulatory risks in a
timely manner, and to take proper action if those risks materialize.
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* Given the different regulatory landscapes, what might work perfectly well and effectively in Japan may not work, or even be
an option, in other jurisdictions. Regulatory enforcement abroad can result in substantial fines or even criminal penalties.
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Examples and further context

* Powers that regulators in other jurisdictions have that are not available or are extremely rare in Japan:
HARTIE@ZO oNTWARL, £LEBOTHLG, MEBORTIZREAE T 2HEROH !

» Corporate criminal prosecution
EANIIXT T B HEFRE

» Independent corporate monitor
BoHICLBMTHATZ 4 —DBRIT - BB

* Fines and penalties incurred by Japanese companies outside Japan when there were no significant fines in Japan in relation
to the same misconduct:

A—DOARETHICE L., BAREANTIIREAFHFDIBINGA >7c—F T, BATIEHAREELNSREOSIE - flEET R I NFEH) :

» Criminal charges and fines totaling approximately USD 1 billion in the US
KETOMEFES L THI0EXR FLEZDOEIE

» US civil lawsuit resulting in a settlement of approximately USD 2.4 billion
KETOREBRDICH T DH24EK FILOMEE

» Criminal fine of USD 1.2 billion plus consumer compensation and settlement costs in the US
KETO1REK FILORIFESIRICNZA., HEERES L CNBEEROEE
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Best practice and suggestions to mitigate risk

1. Tone from the top
by 7DES

* Reconsider how the Legal department operates internally and the importance of its role.
EHBEPFIOANEZEDMUE DT ZBiML., TORINOEEEZRET Z &,

* Reuvisit procedures and existing structures to ensure that lawyers are included in strategic discussions.
FETHEEIERICSE TCEZS L), 70X EREHZRET Z &,

2. Be aware of the increased regulatory risk outside Japan
BACEITZERFY R Z2RETHZ L

* Recognize the difference between operating within Japan and outside Japan. What has traditionally worked in
Japan in a domestic context may not work outside Japan. Regulatory enforcement abroad can result in
substantial fines or even criminal charges.

ERN & BATIIRIRNER D Z & IW’UﬁxJNZu’PU AEATITERLREWGEELNHS I EZBETH L, BADE
HITIZ, 2RO CHESTICOANYE
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Key takeaways

Legal and regulatory risk outside Japan may not be fully understood by some Japanese companies
BAREEIZBADOEN - A Y X7ICBT2+90ERBZ2EH> TOAVLAIGEYEDYH S

» Japanese companies operating in other jurisdictions under the assumption that what works in Japan will work outside Japan may have a
blind spot that could be very costly.

BARTY FLWLKRYANBATHLRATL2EWVHIFHRTERZEDL &, BBELPEL. MOTEL 2 VRIADH 5,

Investing in the Legal function is key
IETSRBEN DB D KA~ b

» Arobust Legal function can identify, anticipate and address new regulatory risks arising from operations in unfamiliar markets. The legal
function will pay for itself many times over in the long run if it is resourced and financed appropriately.
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Risk will continue to grow as Japanese companies pivot to international markets
EREROERICEHEWV) R7I3HEKL TWLW L

» As Japanese companies derive a greater proportion of revenue from foreign jurisdictions, more interaction with overseas markets means
an increased risk of regulatory scrutiny and litigation.

BHNT LD EFICHVL, BTSSR EOESANIBER 2L, AFAR» O DEECHFILY X 7IEE X %,
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