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Introduction

* Compartmentalisation and siloed thinking are common in many companies. When employees rigidly adhere to reporting
lines and organisational structures, it can lead to dysfunctional reporting of compliance issues or misconduct. Decisions are
then made with limited, or even incorrect, information.
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* What risks do compartmentalisation and siloed thinking create for Japanese companies responding to investigations by
regulators outside Japan?
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Background

In Japanese companies, group identity is important. Employees tend to rigidly adhere to organisational structures, such as
reporting lines or the distribution of responsibility among departments.
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Silos take a particular form in Japanese companies and can be deeply entrenched. Employees often seek to preserve those

structures and individuals operating outside that strict structure can be seen as disruptors to the social fabric of the
organisation.
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* When those types of silos are entrenched, departments tend to operate independently of each other and cross-department
collaboration and information-sharing becomes limited.
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Why this can be problematic

* Limited information-sharing and reporting becomes problematic when regulatory issues arise because non-compliance or
misconduct may not be escalated effectively, and companies may then be slow to respond.
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* Social harmony within departments can create pressure to maintain the status quo. Employees risk being seen as disruptive
for stepping outside the company’s rigid internal structures, which can disincentivise them from speaking up.
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* When combined with rotational staffing policies, rigid adherence to organisational structures can be exacerbated when
employees are only temporarily in their roles. Employees may not feel empowered to speak up or take responsibility for
issues.
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Examples and further context

« Company A operated in a highly regulated industry and decided to outsource certain work to an external provider. Procedures
were required to be in place by the time the external provider started the work. There were rigid structures within this
organisation and very poor communication between departments. Because of this, the division of roles and responsibilities
for preparing the procedures was not clearly defined and it created confusion. The required procedures were not putin place
in time, and the company was non-compliant with the regulations.
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* |n some Japanese companies, it is not uncommon to encounter a strong emotional reaction from employees when they
believe an ‘outsider’ is intruding on their responsibilities. It’s seen as threatening and interfering with tasks outside the clearly
defined boundaries of their role. In these circumstances, poor decisions are often made because information has been
withheld. This can resultin non-compliance, which then may not be uncovered for some time.
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Best practice and suggestions to mitigate risk

1. Review reporting policies and procedures
HEICEAT A8 - FRE2RET

* Companies should review reporting policies and procedures to ensure that organisational structures are not preventing issues
from being escalated properly. Identify whether reporting lines can be improved so that issues are acted on promptly.
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2. Raise awareness of regulatory issues
REIIGICET 3R #@eRm LB L

« Companies should introduce or improve training around regulatory issues to increase employee awareness, collaboration and
information-sharing across departments.
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3. Setacleartone from the top
by FICKk2RELERBEZRETHIL

* Senior leaders should clearly denounce rigid, compartmentalised thinking and communication. This message needs to be
reinforced regularly by the entire leadership team to change entrenched ways of thinking.
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Key takeaways

* Rigid internal structures in Japanese companies can exacerbate regulatory issues

BAEEICHE T HEENLARBERIE. Bl LOMEZRZMELSES S

» Companies should take steps to break down these rigid structures to avoid delays in identifying and addressing
regulatory issues.
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 Clear and consistent tone from the top is necessary to change entrenched practices
Bl L-ETZ2HHBICIE. Py THOS5DOPRELGP>—ELIE-XAvE—CDBRARTH S

» A clear tone from the top that sets the leadership team’s expectations should be promoted consistently so that it filters
down to all employees. While employees may instinctively want to preserve rigid internal structures, if expectations
about communication are clear and demonstrated by management, it can shift the organisational culture and
workplace practices.
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