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Nagashima Ohno & Tsunematsu has an established
reputation as a leading Japanese law firm in the
area of corporate governance. With a team of ap-
proximately 80 partners, having various backgrounds
ranging from corporate/M&A and capital markets to
litigation and investigations, the firm regularly advises
on corporate governance matters. It provides practi-
cal and strategic advice related to corporate govern-
ance based on relevant laws, regulations and guide-
lines as well as current practices. The key areas of the
firm’s practice in the corporate governance sector in-
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NAGASHIMA

1. Corporate Governance
Requirements

1.1 Corporate Forms and Governance
Requirements

The following are the principal forms of corporate/
business organisations in Japan. Explanations found
in 1.2 Corporate Governance Legislation and Regu-
lation and later sections focus on the joint stock com-
pany unless otherwise indicated.

Joint Stock Company (Kabushiki Kaisha or KK)

A joint stock company is the most commonly used
form of corporate/business organisation in Japan. All
Japanese listed companies are joint stock companies.
This form is commonly used for closely held compa-
nies as well. All shareholders of a joint stock company
enjoy limited liability up to their respective contribution
amounts. This form is not a pass-through entity for
Japanese tax purposes.

Limited Liability Company (Godo Kaisha or GK)

The form of a limited liability company is used only
for closely held companies. The governance struc-
ture and rights of equity holders (including the alloca-
tion of profit distributions among equity holders) can
be determined in a flexible manner by the articles of
organisation, so this form is suitable for joint ventures
and wholly owned subsidiaries. All equity holders of
a limited liability company enjoy limited liability up to
their respective contribution amounts. This form is not
a pass-through entity for Japanese tax purposes.
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General Partnership Company (Gomei Kaisha) and
Limited Partnership Company (Goshi Kaisha)

The form of a general partnership company and that
of a limited partnership company are used only for
closely held companies, but are not commonly used.
General partners in these companies have unlimited
liability; limited partners enjoy limited liability. These
forms are not pass-through entities for Japanese tax
purposes.

Limited Liability Partnership (LLP)

The form of a limited liability partnership is used for
joint ventures. The number of limited liability part-
nerships has been increasing but, despite its pass-
through nature for Japanese tax purposes, has not
become very popular because of some practical
inconveniences arising from its lack of legal person-
ality.

1.2 Corporate Governance Legislation and
Regulation

There are various sources of corporate governance
requirements for companies in Japan. The following
are the principal sources.

Companies Act (Act No 86 of 2005, as Amended)
The Companies Act, together with its subordinate
regulations, provides the basic corporate governance
requirements for companies, whether listed or not.
The latest major amendment was made in December
2019, and another major amendment is being dis-
cussed at the Legislative Council of the Ministry of
Justice.
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Financial Instruments and Exchange Act (Act No
25 of 1948, as Amended) (FIEA)

The FIEA, together with its subordinate regulations,
requires listed companies and certain other publicly
held companies to make disclosures related to cor-
porate governance in various filings.

Securities Listing Regulations Published by the
Tokyo Stock Exchange (TSE Regulations)

The TSE Regulations include certain corporate gov-
ernance requirements which companies listed on the
Tokyo stock exchange must comply with. The Tokyo
stock exchange has three segments (Prime, Standard
and Growth). Companies listed at the Prime Market
must meet enhanced corporate governance require-
ments. Companies listed at the Prime Market, the
Standard Market and the Growth Market respec-
tively account for approximately 42%, 42% and 16%
among approximately 3,750 companies listed at the
Tokyo stock exchange as of April 2026.

Corporate Governance Code

The Corporate Governance Code is a part of the TSE
Regulations. The Tokyo stock exchange requires
listed companies to “comply or explain” with respect
to the principles included in the Corporate Govern-
ance Code and to disclose some corporate govern-
ance matters in their corporate governance reports.
The latest amendment to the Corporate Governance
Code took effect in June 2021, and another major
amendment is being discussed at the Financial Ser-
vices Agency and the Tokyo stock exchange.

Stewardship Code

The Stewardship Code published by the Council of
Experts on the Stewardship Code, established by the
Financial Services Agency, is another source of impor-
tant corporate governance requirements, although it
is not directly applicable to listed companies but to
institutional investors. The Stewardship Code of 2025
is the most recent version. Many major institutional
investors have published their own proxy voting poli-
cies in response to the Stewardship Code, will vote
at shareholder meetings in accordance with their own
policies, and will have engagement discussions with
the management of listed companies to encourage
mid- to long-term growth.
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Guidelines and Study Reports

Japanese governmental agencies or study groups
organised by them from time to time publish vari-
ous guidelines or study group reports with respect to
corporate governance issues, which include the Cor-
porate Governance System Guidelines, the Fair M&A
Guidelines, the Outside Directors’ Guidelines and the
Guidelines for Corporate Takeovers.

1.3 Companies With Publicly Traded Shares
Listed companies are subject to various corporate
governance requirements, including the following.

Governance Structures

Having a board of directors is mandatory. Listed com-
panies must choose one of the three governance
structures:

« company with a board of statutory auditors;

« company with an audit and supervisory committee;
or

« company with nominating and other committees.

Companies with a board of statutory auditors, com-
panies with an audit and supervisory committee, and
companies with nominating and other committees
respectively account for approximately 51%, 46%
and 3% among approximately 3,750 companies listed
at the Tokyo stock exchange as of April 2026.

Outside/Independent Members
All the listed companies are required to have outside
director(s) under the Companies Act.

The Corporate Governance Code provides that one
third or more of the directors should be independent
outside directors in the Prime Market (or two or more
directors must be independent outside directors in the
other markets). If a listed company has a controlling
shareholder, enhanced requirements regarding inde-
pendent outside directors will apply in order to protect
the interest of minority shareholders.

1.4 Stock Exchange Requirements
Developments

The Tokyo stock exchange has recently been focusing
on protecting the interest of minority shareholders in
a listed company with a controlling shareholder. An
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enhanced regulation was introduced in April 2025 for
a going private transaction by way of management
buyout (MBO) or acquisition by a controlling share-
holder, under which a listed company contemplating
such going private transaction needs to (i) obtain from
the special committee the opinion to the effect that
the transaction is fair for general shareholders and (i)
make robust information disclosure about the fairness
of the transaction.

2. Corporate Management

2.1 Principal Bodies or Functions

Shareholder Meeting/Directors/Board of Directors
All joint stock companies are required to have a
shareholder meeting and directors. If a company has
a board of directors, it must appoint three or more
directors. A listed company is required to have a board
of directors. A company may have one of the follow-
ing bodies:

« a statutory auditor and, as the case may be, a
board of statutory auditors;

+ an audit and supervisory committee; and

* nominating and other committees.

If a company has any of a board of statutory audi-
tors, an audit and supervisory committee or nominat-
ing and other committees, it must also have a board
of directors. A listed company that is a large-sized
company (daigaisha), ie, a company that has record-
ed on its audited and approved balance sheet for its
most recent fiscal year either JPY500 million or more
in stated capital, or JPY20 billion or more in liabilities,
is required to have one of these bodies.

Statutory Auditors
The main role of a statutory auditor is to audit the exe-
cution of the duties of the directors. A listed company
with statutory auditors is required to have a board of
statutory auditors.

Audit and Supervisory Committee

An audit and supervisory committee consists of three
or more audit and supervisory members, who are also
directors of the company elected as such by its share-
holder meeting. A majority of the audit and superviso-
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ry members must be outside directors. The main role
of the audit and supervisory committee is to audit and
supervise the execution of the duties of the directors.

Nominating and Other Committees

Nominating and other committees means a set of
a nominating committee, an audit committee and a
compensation committee. Each committee consists
of three or more directors, and a majority of each com-
mittee’s members must be outside directors. The main
roles of a nominating committee, an audit committee
and a compensation committee are, respectively, to
determine the candidates for directors, to audit and
supervise the execution of the duties of the manage-
ment, and to determine the compensation of each
management member.

In a company with nominating and other committees,
an executive officer is supposed to have the broader
authority to decide the execution of the company’s
operation as compared to other types of companies.
A representative executive officer appointed from
among the executive officers by a board of directors
represents the company.

Amendment to the Companies Act to modify the
authorities of each committee is now being discussed.

Accounting Auditor

In addition, a large-sized company must have an
accounting auditor who is expected to audit the
accuracy of the company’s financial statements. An
accounting auditor must be appointed from among
external accounting firms or licensed accountants. A
company with an audit and supervisory committee or
nominating and other committees is also required to
have an accounting auditor.

2.2 Types of Decisions

The roles of a shareholder meeting and directors may
differ depending on whether or not a company has a
board of directors. In the case of a company without a
board of directors, a shareholder meeting may adopt
any action on behalf of the company, and a director
has the broad authority to decide and execute the
company’s operation.
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If a company has a board of directors, the authority of
a shareholder meeting is more limited. In this case, the
shareholder meeting may adopt only such matters as
provided under the Companies Act or the articles of
incorporation. A board of directors typically delegates
to the representative director and other executive
directors the authority to decide the execution of the
company’s operation except for the matters specifi-
cally prescribed under the Companies Act.

Monitoring Model Approach

However, in the case of a company with nominating
and other committees, a board of directors may del-
egate to the executive officer the broader authority to
decide the execution of the company’s operation, and
the matters that the board of directors is required to
decide are fairly limited as compared to other types of
companies. In this sense, the corporate governance of
a company with nominating and other committees is
designed as a monitoring model. Likewise, a company
with an audit and supervisory committee may take a
similar approach if:

+ a majority of its directors consist of outside direc-
tors; or
« it is so provided in the articles of incorporation.

2.3 Decision-Making Processes

At the board level, unless otherwise provided in the
articles of incorporation, a decision by a board of
directors is made by a majority of the directors pre-
sent at a board meeting, as long as a majority of the
directors who are entitled to participate in the vote
are present. Directors who have a special interest in
the resolution may not participate in the vote. A board
meeting may be held through a video-conference or
conference call system.

If so provided in the articles of incorporation, a board
resolution may be made without holding a physical
meeting if all directors who are entitled to participate
in the vote agree in writing (whether physically or elec-
tronically) to a proposal submitted by a director. That
being said, circulation of board minutes to the board
members together with their signatures on the min-
utes is not deemed to be a board resolution.
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3. Directors and Officers

3.1 Board Structure

A board of directors consists of three or more directors
and is required to appoint one or more representative
directors. In the case of a joint stock company with an
audit and supervisory committee or nominating and
other committees, a majority of each committee’s
members must be outside directors.

In the case of a company with nominating and other
committees, members of each committee may serve
as members of other committees.

3.2 Board Members
The board members are, in general, divided into the
following categories:

* representative directors;
- other executive directors; and
« outside directors.

Representative Directors

The role of the representative director is to execute
the company’s operation and represent the company.
The authority of the representative director extends to
all actions (whether judicial or non-judicial) in connec-
tion with the company’s operation. The representative
director may also decide the company’s operation to
the extent permitted by law as long as the board of
directors authorises them to do so.

Other Executive Directors

Other executive directors may not represent the com-
pany without a delegation from the representative
director but may decide and execute the company’s
operation, as is the case with a representative director
subject to the same condition. However, in the case
of a company with nominating and other committees,
directors (other than executive officers) are not gen-
erally allowed to decide and execute the company’s
operation because such functions are carried out by
an executive officer.

Outside Directors

Outside directors are expected to supervise the man-
agement of the company from an independent point
of view.
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3.3 Board Composition

A company with an audit and supervisory committee
or nominating and other committees must have two
or more outside directors. There are several require-
ments or recommendations for listed companies.

« First, a listed company with a board of statutory
auditors is obligated to have one or more outside
directors under the Companies Act.

« Second, the Corporate Governance Code recom-
mends that:

(a) listed companies on the Prime Market ensure
that one third or more of their directors are
independent outside directors; and

(b) other listed companies appoint at least two
independent outside directors.

+ Third, the TSE Regulations require listed compa-
nies to make efforts to secure at least one inde-
pendent outside director as a board member.

3.4 Appointment and Removal of Directors/
Officers

Appointing Directors

Directors are appointed by a resolution of a sharehold-
er meeting. Unless otherwise provided in the articles
of incorporation, this resolution must be made by a
majority of the votes of the shareholders present at
the meeting if a quorum is satisfied (ie, by the pres-
ence of shareholders representing a majority of those
who are entitled to exercise their voting rights). The
company may lower the quorum for the appointment
of directors down to a third pursuant to the articles of
incorporation.

A cumulative voting system is also available although
this is not common in Japan. In the case of a com-
pany with an audit and supervisory committee, direc-
tors who are audit and supervisory members must
be appointed separately from the other directors of
the company. Other management members, includ-
ing an executive officer in a company with nominating
and other committees, are appointed by the board of
directors.

In addition, the Corporate Governance Code recom-
mends that a listed company, unless it has nominat-
ing and other committees or its independent outside
directors constitute a majority of its board of directors,
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seek the involvement of, and advice from, an inde-
pendent nominating committee regarding the appoint-
ment of its directors or other management members.
In particular, a listed company on the Prime Market is
encouraged to ensure that a majority of such nomi-
nating committee’s members are independent outside
directors and disclose, among other things, the view
on the independence regarding the composition of
the nominating committee and its authority and roles.

Qualifications of Directors

Although the Companies Act provides the restrictions
on qualification of directors that a corporation cannot
be a director or an individual who was sentenced for
breaching laws and regulations may not become a
director during a certain period, there are no national-
ity or residence restrictions.

Dismissing Directors and Other Members of
Management

Directors may be dismissed at any time by a majority
of the vote at a shareholder meeting, except audit and
supervisory members, whose dismissal requires two
thirds of the votes at a shareholder meeting. However,
a dismissed director is entitled to seek damages aris-
ing out of the dismissal except in cases where justifi-
able grounds exist. Typically, a dismissed director may
claim the compensation they would have received
during their remaining term.

In addition, if a director engages in any misconduct
or commits a material violation of law or the articles
of incorporation in connection with the execution of
their duties as a director, and a proposal to dismiss the
director is rejected at the shareholder meeting, then
a shareholder holding, for the preceding six months
or longer, not less than 3% of the voting rights of all
shareholders may file a lawsuit to dismiss the director.

Other management members, including an executive
officer in a company with nominating and other com-
mittees, may be dismissed by a board of directors. A
dismissed executive officer may seek damages, as in
the case of a dismissed director.

Statutory Auditors
Statutory auditors are appointed by a majority of the
votes at a shareholder meeting. However, dismissal of
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statutory auditors requires two thirds of the votes at a
shareholder meeting. As in the case of directors, a dis-
missed statutory auditor is entitled to seek damages
arising out of the dismissal, except in cases where
justifiable grounds exist.

3.5 Independence of Directors

An outside director is a director who does not, in prin-
ciple, execute the company’s operations, and has no
relationship with its affiliate companies or their man-
agement, etc. A more detailed definition of an outside
director is provided in the Companies Act.

Furthermore, the TSA Regulations and the Corporate
Governance Code have certain requirements or rec-
ommendations in relation to “independent” outside
directors. An independent outside director is an out-
side director who satisfies the “independent officer”
criteria as established by the Tokyo stock exchange,
which are more stringent than the “outside director”
criteria under the Companies Act. Under the Corpo-
rate Governance Code, if a listed company on the
Prime Market does not appoint such a number of
independent outside directors as to constitute one
third or more of its directors (or if a listed company
on other markets does not appoint two or more inde-
pendent outside directors), it must publicly explain the
reason why.

The Corporate Governance Code also suggests that a
listed company with a controlling shareholder appoint
such number of independent outside directors who
are independent of the controlling shareholder as to
constitute at least one third of its directors (in respect
of a company listed on the Prime Market, a majority)
unless the listed company establishes a special com-
mittee composed of independent persons, includ-
ing independent outside directors, to deliberate and
review material transactions or matters that involve a
conflict of interest between the controlling shareholder
and the minority shareholders.

3.6 Legal Duties of Directors/Officers

Directors owe a fiduciary duty to the company. The
Companies Act specifically provides that directors of
a company must perform their duties to the company
in a loyal manner, with this duty of loyalty being con-
strued as part of a fiduciary duty. Furthermore, direc-
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tors have a duty to supervise other directors’ execu-
tion of the company’s operation.

In connection with the decision on a company’s oper-
ation, the business judgement rule applies, whereby
directors are given broad discretion in making busi-
ness decisions and are not to be held liable for those
decisions unless the business decision or the process
thereof is construed as significantly unreasonable.

If a director intends to carry out any transaction:

+ with the company;

+ that competes with the business of the company;
or

- that results in a conflict of interest between the
director and the company,

then the director is required to disclose the material
facts relating to the transaction to the board of direc-
tors and obtain its approval.

3.7 Responsibility/Accountability of Directors
In general, directors owe their duties to the company.
However, if a director breaches its fiduciary duty or
any other duties, it may be held liable not only to the
company but also to any third party that has suffered
damage arising from the breach.

3.8 Breach of Directors’ Duties

Injunctive Relief

If a director engages, or is likely to engage, in an act
in violation of law or the articles of incorporation (such
acts include breach of a fiduciary duty) and this act
is likely to cause substantial damage to the company,
a shareholder holding shares in the company for six
consecutive months or longer (or a shorter period if
so provided in the articles of incorporation) may seek
injunctive relief. In the case of a closely held company,
the restriction on the shareholding period does not
apply. In the case of a company with statutory audi-
tors, an audit and supervisory committee or nominat-
ing and other committees, injunctive relief is granted
only if the company is likely to suffer irreparable dam-
age because statutory auditors or the relevant com-
mittee members are expected to audit and supervise
the directors.
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Compensation for Breaches/Third-Party Claims

If a director or a statutory auditor breaches their
duties, the company may seek compensation for the
damage caused by the breach. In addition, a share-
holder may also file a shareholder derivative action on
behalf of the company if the shareholder requests that
the company file a lawsuit against a breaching director
or statutory auditor but the company does not do so
within 60 days of such a request. Moreover, if a third
party suffers damage arising from the performance
of the duties by a director or a statutory auditor who
had knowledge that their conduct was inappropriate
or was grossly negligent, then the third party may seek
recovery of the damage from the director or statutory
auditor.

Even if a director or a statutory auditor fails to perform
their duties, their liability to a company arising from
such failure may be discharged or limited through:

« the consent of all shareholders;

« a resolution of a shareholder meeting; or

- a resolution of a board of directors (or, in the case
of a company without a board of directors, consent
of a majority of two or more directors) pursuant to
the articles of incorporation.

In addition, a director who is neither a representa-
tive director nor an executive director or a statutory
auditor may enter into an agreement with a company
to limit their liability, if so permitted by the articles of
incorporation. Amendment to the Companies Act to
allow an executive director to enter into such agree-
ment is now being discussed.

3.9 Other Claims/Enforcement Against
Directors/Officers

In relation to corporate governance, a third party is
able to make claims against directors, statutory audi-
tors and other officers for damage incurred in connec-
tion with misrepresentations in a company’s financial
statements, business reports or any other documents
unless the directors, statutory auditors or other offic-
ers can prove that they have exercised due care.
Directors, statutory auditors and other officers of a
listed company are also liable for misrepresentations
in the public disclosure documents of the company,
such as annual securities reports, under the FIEA.
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3.10 Payments to Directors/Officers
Compensation to Directors

Compensation to directors must be approved by
a shareholder meeting unless it is provided in the
articles of incorporation. In usual circumstances, a
shareholder meeting approves the maximum aggre-
gate amount of compensation of all directors and del-
egates to the board of directors the authority to decide
the compensation to be paid to each director within
the approved maximum aggregate amount. In such
a case, the board of directors of a listed company
with a board of statutory auditors that is a large-sized
company or a company with an audit and supervi-
sory committee must approve the policy as to how
to determine the specific amount of compensation of
each director and disclose this policy in the annual
business report. The authority to decide the compen-
sation of each director based upon this policy is often
delegated to a representative director or an independ-
ent compensation committee.

If the total amount of the compensation of all direc-
tors exceeds the maximum aggregate amount of
compensation approved by a shareholder meeting,
the compensation in excess of the maximum aggre-
gate amount is invalid. In such case, it is considered
that the amount of the compensation of each director
would be reduced based on a ratio of the total amount
of the compensation of all directors to the maximum
aggregate amount approved by a shareholder meet-
ing; and a company has a right to request each direc-
tor to return the excessive amount regardless of its
negligence. In addition, the directors involved in such
illegal payment are jointly and severally liable to the
company for the amount in excess of the maximum
aggregate amount approved by a shareholder meet-
ing. If a company issues its stock or stock options to
its directors as compensation, it also needs to obtain
the approval of a shareholder meeting on the maxi-
mum number of such stock or stock options to be
issued and other prescribed details.

In the case of a company with an audit and supervi-
sory committee, the compensation of audit and super-
visory members must be determined separately from
other directors, and the allocation of compensation
among audit and supervisory members is determined
based upon their discussion unless a shareholder
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meeting resolves otherwise or the articles of incorpo-
ration provide differently.

In the case of a company with nominating and other
committees, a compensation committee determines
the compensation of each director and executive
officer.

Principles Under the Corporate Governance Code
The Corporate Governance Code recommends that
a listed company, unless it has hominating and oth-
er committees or its independent outside directors
constitute a majority of its board of directors, seek
involvement of and advice from an independent com-
pensation committee regarding the compensation of
its directors. In particular, a listed company on the
Prime Market is encouraged to ensure that a majority
of such compensation committee’s members consists
of independent outside directors and disclose, among
other things, the view on the independence regarding
the composition of the compensation committee and
its authority and roles.

Compensation to Statutory Auditors

Compensation to statutory auditors must also be
approved by a shareholder meeting unless it is pro-
vided in the articles of incorporation. If a company has
two or more statutory auditors, compensation of each
statutory auditor may be determined based on their
discussions, within the maximum aggregate amount
of compensation approved by a shareholder meeting
or provided by the articles of incorporation.

Disclosure of Payments to Directors/Officers

A listed company must disclose the compensation of
its directors, statutory auditors and other officers in
its business report. Such disclosure is required with
respect to the total amount of the compensation on
a position-by-position basis along with the number
of persons appointed to each position, if and to the
extent that the amount of the compensation of each
individual is not disclosed. Where a company has out-
side directors/statutory auditors, the total amount of
the compensation paid to them and the number of
such outside directors/statutory auditors must also
be disclosed.
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Further, a listed company is required to disclose its
basic policy, if any, on the determination of the com-
pensation of each director, statutory auditor and other
officer. Unless the specific amount of compensation
for each director is stated in the articles of incorpora-
tion or approved at a shareholder meeting (which is a
rare case in practice), the policy as to how to deter-
mine the specific amount of compensation of each
director also needs to be disclosed. If the compensa-
tion is linked to performance, the KPIs used for the
calculation of the amount of such compensation, the
reasons for choosing such KPIs or other prescribed
details must also be disclosed.

Furthermore, a listed company is required to disclose
the compensation of individual directors, statutory
auditors and other officers in its annual securities
report under the FIEA if the amount of such individual
compensation is JPY100 million or more.

In the case of a closely held company, while there
is no such disclosure requirement, its financial state-
ments may have to make available the total amount of
compensation paid to its directors, statutory auditors
and other officers.

4. Shareholders

4.1 Companies and Shareholders
Shareholders, through their ownership of shares, have
equity interests in a joint stock company. The basic
and primary rights of shareholders are:

+ the right to receive dividends;

» the voting right at shareholder meetings; and

* the right to receive residual assets upon the liqui-
dation of the company.

Shares are issued only upon the full payment of the
issuance price by a shareholder; accordingly, there
exists no obligation of shareholders to make an
additional investment/payment in their capacity as
shareholders. Additionally, unlike in some other juris-
dictions, it is generally construed that a controlling
shareholder does not owe any fiduciary duty in rela-
tion to the operation of the company.
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Accordingly, in principle, the risk assumed by share-
holders is limited to the equity amount invested in the
company. However, in limited circumstances, a doc-
trine to pierce the corporate veil exists pursuant to
court precedent where the benefit of the corporate
form is abused or the existence of the corporate form
becomes a mere facade.

While there is no publicly available record of the share-
holders of a company, a shareholder or a creditor of a
company can request inspection of the shareholders
register that the company is required to keep under
the Companies Act.

4.2 Role of Shareholders

Shareholders are not directly involved in the man-
agement of a company. Rather, shareholders, in their
capacity as members of a shareholder meeting, vote
on agenda items presented at the shareholder meet-
ing and make resolutions on such proposed matters.
In the case of a company with a board of directors,
the shareholder meeting only has the power to make
resolutions on the matters stipulated by law or stipu-
lated in the articles of incorporation. Accordingly, it
is not expected that a shareholder meeting will make
resolutions regarding the day-to-day management of
the company.

Once a resolution is passed by a shareholder meet-
ing, the directors of the company owe a duty to act in
accordance with such a resolution.

In the case that a director or a company is to take
certain actions that are likely to adversely affect share-
holders or the company, under limited circumstances
satisfying the criteria stipulated in the Companies
Act, a shareholder may demand that the company or
director refrain from taking such actions. Additionally,
a shareholder may bring a claim against the company
or directors as explained in 4.4 Shareholder Claims.

For the purpose of monitoring the company’s man-
agement, when satisfying the requirements provided
under the Companies Act:

+ a shareholder holding 3% or more of the voting

rights may request the court to appoint an inspec-
tor for the company’s business;
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+ a shareholder holding 3% or more of the voting
rights may request the disclosure of the accounting
books and related documents of the company; and

+ a shareholder may request, with the court’s permis-
sion, the disclosure of the minutes of meetings of
the board of directors.

4.3 Shareholder Meetings

Types of Shareholder Meetings

A company is required to have an annual shareholder
meeting once every fiscal year. At an annual share-
holder meeting, the financial statements/business
reports are approved or reported and annual divi-
dends may be declared. The appointment of directors
or statutory auditors may also take place.

The articles of incorporation usually set forth that the
shareholders as of the end of the relevant fiscal year
will have voting rights at the annual shareholder meet-
ing, and, in such case, this annual shareholder meet-
ing is required to be held within three months after the
end of the relevant fiscal year.

An extraordinary shareholder meeting may be con-
vened from time to time. For a company whose shares
may be transferred without restriction (including listed
companies), the company must set a record date by
giving public notice in order to identify the sharehold-
ers who may exercise their voting rights at the relevant
shareholder meeting.

Some listed companies are holding a virtual or semi-
virtual shareholder meeting by using web conference
systems.

Convocation Procedure

The convocation of a shareholder meeting by the
company is required to be made by a resolution of
the board of directors and, in general, a convocation
notice is required to be sent out to the shareholders
at least two weeks prior to the scheduled date of the
shareholder meeting.

In the case of a listed company, the required content
of the proxy statements for a shareholder meeting is
stipulated in the relevant regulations. A listed company
is required to provide the proxy statements via elec-
tronic means at least three weeks prior to the sched-
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uled date of the shareholder meeting. In exchange, it
is not legally required to send the proxy statements
in printed form unless so requested by a shareholder.

In the case of a closely held company with a limited
number of shareholders, if all the shareholders agree
to have a shareholder meeting with a shortened notice
period, a shareholder meeting may be validly held
in accordance with such agreement. Additionally, if
all the shareholders approve the proposed agenda
unanimously in writing (or by email), then the resolu-
tion of a shareholder meeting will be deemed to have
been made without having an actual physical meeting.
Amendment to the Companies Act to introduce an
alternative procedure to simplify the resolution of a
shareholder meeting is now being discussed.

Apart from the convocation of a shareholder meeting
by the company, a shareholder holding 3% or more
of the voting rights may, with the court’s permission,
convene a shareholder meeting.

Proposal by a Shareholder

When the company convenes a shareholder meeting,
within the scope of an agenda item proposed by the
company, a shareholder may make a counter proposal
during the meeting. For example, if the company pro-
poses one individual as a director candidate, a share-
holder may make a counter proposal to make another
individual a director candidate during the meeting.

Further, a shareholder holding 1% or more of the vot-
ing rights (or holding 300 or more voting rights) may
request the company add a certain agenda item for an
upcoming shareholder meeting by making the request
eight weeks prior to the scheduled date of the share-
holder meeting.

Resolution Requirement

The voting/quorum requirements for a shareholder
meeting resolution differ depending on the agenda
item to be resolved.

A super-majority vote, requiring two thirds or more of
the affirmative votes among the shareholders present
at the meeting, is required for some important matters
such as amendments of the articles of incorporation,
approval of mergers, dissolution of the company, and
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others. The quorum requirement, which is the attend-
ance of shareholders holding more than half of all the
voting rights, may be relaxed by the articles of incor-
poration.

A simple majority vote, requiring more than half of
the affirmative votes among the shareholders pre-
sent at the meeting, applies to general matters such
as the approval of financial statements, distribution
of dividends, appointments of directors or statutory
auditors, and others. The quorum requirement is the
attendance of shareholders holding more than half of
all the voting rights, which may be relaxed by the arti-
cles of incorporation.

There are some other resolution requirements for cer-
tain exceptional matters.

Disclosure of Result of Resolution

In the case of a listed company, the voting results for
each agenda item (ie, the number of affirmative votes,
negative votes and abstentions) are required to be
disclosed to the public.

4.4 Shareholder Claims

A shareholder has the right to request the compa-
ny institute a suit against a director by itself seek-
ing indemnification of the company by the director
(or statutory auditors or an accounting auditor). If the
company does not bring such a suit by itself within
60 days of the demand being made by the sharehold-
er, the shareholder may, on behalf of the company,
bring a suit (a derivative suit) against the director (or
statutory auditors or an accounting auditor). In limited
circumstances satisfying the requirements under the
Companies Act, a shareholder may also bring a deriv-
ative suit against the directors (or statutory auditors or
an accounting auditor) of a wholly owned subsidiary.

A shareholder may also file an action with the court
to nullify certain corporate actions taken by the com-
pany, such as the issuance of new shares, merger,
company split and resolution of a shareholder meet-
ing, if there exist grounds for such nullification.
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4.5 Shareholders in Publicly Traded
Companies

For publicly traded companies, a bulk shareholding
report system exists. A shareholder holding more than
5% of the outstanding shares, as calculated pursuant
to the relevant regulations, is required to file a bulk
shareholding report within five business days of it sat-
isfying such requirements. Thereafter, as long as the
shareholder satisfies the requirements, the sharehold-
er is required to file updated reports when material
changes occur with respect to the information con-
tained in the report, including the case of an increase
or decrease of 1% or more in the shareholding ratio.
In this regard, some beneficial owners satisfying the
criteria stipulated in the FIEA are deemed to hold the
relevant shares, but such regulation is not necessarily
able to capture the ultimate beneficial owners.

In the case of institutional investors, some excep-
tions exist to relax the reporting timing and reduce
the reporting contents. In relation to disclosure/iden-
tification of beneficial owners of the shares held by
institutional investors, amendment to the Companies
Act is now being discussed.

Under the Stewardship Code, institutional investors
should have a clear policy on voting and publicly dis-
close the same. Additionally, under the Code, insti-
tutional investors are expected to disclose voting
records, including reasons for their voting decisions,
for each investee company on an individual agenda
item basis.

5. Corporate Reporting and
Disclosures

5.1 Financial Reporting Requirements

The Companies Act provides for annual financial
reporting requirements for all joint stock companies.
Following the end of each fiscal year, a joint stock
company is required to prepare:

« financial statements (consisting of a balance sheet,
profit and loss statement, statement of changes in
shareholders’ equity, and notes to financial state-
ments);

+ a business report; and
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* supplementary statements to each of the forego-
ing.

When finalised, the financial statements and business
report will ultimately be submitted to the company’s
annual shareholder meeting for either approval or
report to the shareholders.

Requirements Under the FIEA

Publicly traded companies (in this context, listed com-
panies and other companies that are required to file
annual securities reports under the FIEA) are required
to prepare consolidated financial statements as well.
In addition, under the FIEA, a publicly traded com-
pany is required to submit an annual securities report,
which must contain audited financial statements (con-
solidated and non-consolidated) and be filed within
three months of the fiscal year end. A publicly traded
company is also required to submit a semi-annual
report, which contains summary financial information
and must be filed within 45 days of the semi-annual
end. Financial information contained in semi-annual
reports is required to undergo semi-annual review by
the accounting auditor.

Requirements Under the Stock Exchange

With a view to providing more timely financial informa-
tion to public shareholders, the TSE Regulations also
require that Japanese listed companies publish annual
and quarterly summaries of consolidated financial
results. Accounting auditors’ review of financial infor-
mation contained in such summaries is voluntary sub-
ject to certain exceptions. The Tokyo stock exchange
requests that such summaries be made public within
45 days of the quarterly end.

5.2 Corporate Governance Arrangement
Disclosure

Corporate governance arrangements are generally
required to be disclosed in business reports. Matters
to be disclosed include:

+ a summary of the company’s corporate govern-
ance system, internal audit and statutory audit
system, outside directors and statutory auditors
and their relationships with the company; and

* details regarding compensation, corporate indem-
nification and D&O insurance.
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Publicly traded companies also need to disclose in
annual securities reports certain information regarding
corporate governance.

In addition, the TSE Regulations require that each
listed company submit a corporate governance report
based on the Corporate Governance Code. In the cor-
porate governance report, each listed company must
explain, among other matters:

« its basic policy on matters included in the Corpo-
rate Governance Code established by the Tokyo
stock exchange;

« the reasons for non-compliance with any of the
principles of the Corporate Governance Code (if
applicable);

« any disclosures required under the Corporate Gov-
ernance Code;

« the composition of shareholders (eg, foreign share-
holders, top ten largest shareholders, controlling
shareholders, if any);

« the measures for protection of minority sharehold-
ers and group management policy where a listed
company has a listed subsidiary, parent company,
listed downstream affiliate or upstream affiliate;

« its corporate governance system, including
appointment of outside directors;

« the initiatives with respect to shareholders or other
stakeholders; and

« its internal control system.

5.3 Incorporation and Registration

A joint stock company is required to file certain mat-
ters in a commercial registry, which is administered
by the legal affairs bureau, upon incorporation and
whenever any change to such matters arises.

Matters registered in the commercial registry are pub-
licly available, while the filings made to the legal affairs
bureau are not. The legal affairs bureau is tasked with
review of the application to confirm if the filings com-
ply with the statutory requirements for the matters
required to be registered and it may reject the appli-
cation if the statutory requirements are not satisfied.

A failure to file a required commercial registry may
result in a civil penalty not exceeding JPY1 million.
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5.4 Global Anti-Money Laundering

Financial institutions and certain designated business
operators are subject to statutory reporting obligations
to file Suspicious Transaction Reports (STRs). These
entities are required to establish systems for detect-
ing, monitoring and analysing suspicious customers
and transactions through a risk-based approach tai-
lored to their business activities, utilising IT systems,
internal manuals and other resources. When a trans-
action is determined to be suspicious, an STR must
be filed promptly.

Other corporations are not subject to statutory STR
filing obligations. However, depending on the specific
circumstances, it is advisable for such corporations
to consider contacting or consulting with the relevant
authorities.

Directors of financial institutions, etc subject to the
aforementioned statutory reporting obligations are
generally expected to undertake the following meas-
ures:

+ treat AML as an important management priority,
appoint a designated AML officer, and establish
a framework whereby such officer receives timely
and appropriate reports and can provide explana-
tions regarding AML matters;

- allocate appropriate resources, including special-
ised personnel and budget, to the department
in charge of AML and establish a co-ordination
framework with other relevant departments; and

+ ensure that the board of directors approves the for-
mulation and revision of AML plans, and receives
regular and ad hoc reports on their implementation
status.

If directors of such financial institutions, etc fail to
implement the AML measures described above and
the company consequently suffers damages due to
substantial penalties or reputational harm, such direc-
tors may be held personally liable for monetary com-
pensation for damages incurred by the company on
the grounds of breach of their fiduciary duties.
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6. Audit, Risk and Internal Controls

6.1 External Auditors
The following categories of joint stock companies
must appoint an accounting auditor:

- a large-sized company (daigaisha);

+ a company with an audit and supervisory commit-
tee; and

» a company with nominating and other committees.

An accounting auditor must be appointed from among
external auditing firms or licensed accountants. For
publicly traded companies, the accounting auditor
usually provides audit certification on the financial
statements filed under the FIEA.

In order to ensure independence of an accounting
auditor, the Companies Act bars interested firms or
persons with ties to the company from serving as an
accounting auditor. Also, with the aim of shielding
an accounting auditor from undue influence from the
management, the board of statutory auditors (or their
equivalent), rather than the board of directors, has the
right to approve the appointment, removal and com-
pensation of the accounting auditor.

With respect to an accounting audit for a listed com-
pany, a statutory registration system is in place where
the Japanese Institute of Certified Public Accountants
assesses the appropriateness of an external auditing
firm, etc that engages in an accounting audit.

6.2 Risk Management and Internal Controls

In relation to geopolitical risk, compliance with trade
controls, investment controls and economic sanctions
has been enforced under the Foreign Exchange and
Foreign Trade Act. In 2022, the Economic Security
Promotion Act was enacted, introducing four new
regulatory frameworks:

* ensuring stable supply of critical materials;

* ensuring stable provision of essential infrastructure
services;

« supporting the development of advanced critical
technologies; and

« establishing a non-disclosure system for patent
applications.
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Government authorities are expected to address geo-
political risks primarily through these statutory frame-
works.

Companies are required to comply with these laws
and regulations related to economic and national
security, and the board of directors is expected to
oversee such compliance including the internal sanc-
tions based on their fiduciary duties.

7. Environmental, Social and
Governance

7.1 ESG Requirements
The Corporate Governance Code suggests that a
listed company:

* take appropriate measures to address sustain-
ability issues, including social and environmental
matters;

« develop a basic policy for the company’s sustain-
ability initiatives from the perspective of increasing
corporate value over the mid- to long-term; and

« appropriately disclose its initiatives regarding sus-
tainability in its management strategies and provide
information on investments in human capital and
intellectual properties.

In addition, under the FIEA, publicly traded com-
panies (in this context, listed companies and other
companies that are required to file annual securities
reports under the FIEA) are required to disclose their
notion and efforts on sustainability in annual securi-
ties reports.

7.2 ESG Developments

While there have been notable anti-ESG policy move-
ments in the global political landscape, particularly
under the Trump administration in the United States,
Japan views ESG as a long-term social issue rather
than a partisan matter. Accordingly, Japan continues
its commitment to addressing ESG issues, and there
has been no significant shift away from the promotion
of ESG initiatives.
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8. Artificial Intelligence

8.1 Board Oversight of Al

In Japan, no special requirements are imposed on
companies regarding board composition, committee
mandates, or risk and control matters, in connection
with the use of Al. In Japan, the Act on Promotion of
Research and Development, and Utilization of Artifi-
cial Intelligence-related Technology (the “Al Promotion
Act”) was enacted in 2025. The principal provisions
of the Al Promotion Act applicable to companies are
() the obligation to co-operate with the measures
implemented by the national government and (ii) the
government’s authority to provide guidance, advice,
information and take other necessary measures to
companies based on the results of government inves-
tigations into infringement of citizens’ rights and inter-
ests. The Al Promotion Act does not regulate matters
relating to board oversight in connection with com-
panies’ use of Al.

8.2 Al Use-Related Risks

Governance Frameworks and Al Governance

The Al Guidelines for Business (the “Guidelines”)
provide Al business operators (developer, provider
and user) with fundamental principles regarding the
risks and countermeasures associated with utilising
Al. Among other things, the Guidelines highlight the
importance of Al governance. The Guidelines intro-
duce that, in order to respond to complex and rapid
changes, it is important to practise “agile govern-
ance” in which a cycle of “environmental and risk
analysis”, “goal setting”, “system design”, “opera-
tions” and “evaluation” is continuously and rapidly
iterated among multiple stakeholders. Version 1.0 of
the Guidelines was formulated in April 2024 but the
Guidelines continue to be updated: Version 1.2 was
published in March 2026.

Corporate Bodies or Functions Responsible for Al
Strategy

In Japan, there are various corporate bodies responsi-
ble for Al strategy and risk management. At companies
where the promotion of Al utilisation has advanced,
there are cases where a position such as CAIO (Chief
Al Officer) has been established within the manage-
ment to handle Al strategy and risk management, or
where a department overseeing Al utilisation has been
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set up. On the other hand, at companies where Al
utilisation has not progressed as far, there are many
cases where no dedicated department overseeing Al
utilisation exists, and departments such as corporate
planning, DX, legal and compliance are involved in Al
utilisation only to the extent relevant to their respec-
tive functions.

8.3 Liability Exposures Arising From Al Use
Principal Risks

The principal risks include copyright risk, reputational
risk and tort liability. With respect to copyright, as a
general rule, if an Al-generated output is found to have
similarity and dependence with existing copyrighted
works, it will be considered a copyright infringe-
ment. A generative Al that produces output similar to
existing copyrighted works poses a risk of copyright
infringement. For example, characters appearing in
Japanese animation were generated in connection
with OpenAl’s Sora2, which resulted in the Cabinet
Office requesting that OpenAl refrain from committing
copyright infringement. With respect to reputational
risk, given that there is criticism in certain industries
concerning the use of generative Al, there are risks
such as the discontinuation of services or withdrawal
of advertisements utilising generative Al.

Furthermore, with respect to damages arising from Al
generating erroneous content, there is the question
of which Al business operator (developer, provider or
user) bears what type of liability. In principle, the mat-
ter is governed by the principles of tort law. In April
2026, the Guidance on the Interpretation and Applica-
tion of Civil Liability in Al Utilization [Version 1.0] was
published, which attempts to organise what liability
arises in various cases.

In addition to the liabilities above, using Al may cause
exposure to the risk of breach of confidentiality if
inputs include confidential information provided under
a non-disclosure agreement, and the risk of violation
of the Act on the Protection of Personal Information
(APPI) if using personal data in inputs does not comply
with the APPI.

Enforcement
Pursuant to the Al Promotion Act, the Al Strategy
Headquarters has been established within the Cabi-
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net, and analysis and investigation into infringement
of citizens’ rights and interests are conducted by the
Cabinet Office. Based on the results of investigations,
the Cabinet Office may provide guidance, advice and
information, and take other necessary measures.

8.4 Key Disclosure Requirements for Al Use

At present, no disclosure obligations are imposed on
companies with respect to Al-use, strategy and gov-
ernance. Although not legally binding, the Guidelines
provide that, from the perspective of transparency,
companies should endeavour to provide information
such as data collection methods, training methods,
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and information relating to foundation models. The
Cabinet Office is currently deliberating on the formu-
lation of the Generative Al Principles and Code. The
draft Generative Al Principles and Code, as released
for public comment, provides principles for ensur-
ing transparency and protecting intellectual property
rights, and requests that generative Al developers
and providers disclose information relating to models
used, training data, accountability, and the status of
measures taken to protect intellectual property rights.
The public comment period closed on 26 January
2026 but the Generative Al Principles and Code have
not yet been formally finalised.
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