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Introduction

* Japanese companies prefer to act in accordance with established practice and previous decisions. This can make it difficult
to revisit a decision once made, even if new, relevant information becomes available.
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* Conservatism and inflexibility in decision-making can create issues when a company is exposed to regulatory scrutiny or
litigation outside Japan.
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* What risks arise for Japanese companies operating outside Japan if the highest priority when making important decisions is
that a certain process has been followed rather than a careful analysis of all critical information?
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Background

* Decision-making tends to involve a time-consuming consensus-building process in Japanese companies. There is a strong
emphasis on consistency and following the ‘correct’ process. This can make it difficult to reverse decisions without
extenuating circumstances.
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* Qutside Japan, employees are expected to share relevant information as soon as they become aware of it, especially if it
changes the risk exposure and means that a previous decision is now sub-optimal. In Japan, some employees are not
comfortable sharing new information if they believe that it is not what their colleagues will want to hear.
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Why this can be problematic

* Processes themselves may be carefully designed to achieve results but simply following them is no guarantee of success.
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* Overseas regulators may not understand and will not be receptive to explanations that non-compliance was created and
perpetuated by a cultural difference or an entrenched process.
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* A significant reluctance to adapt or make decisions quickly can be problematic in cross-border litigation, because litigation
is dynamic and the situation can change very quickly.
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Examples and further context

* Once a decision has been made, Japanese companies may be reluctant to seriously consider new information because the
decision-making process has ‘closed’. Some companies may want certainty that a newly identified risk will materialize
before they will consider revisiting a previous decision.
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* This mindset can arise in relation to both routine and significant decisions. For example, stock market notifications about
regulatory action or litigation outside Japan. If a similar notification has been provided previously, there can be a lot of
pressure to follow a ‘cookie-cutter’ approach, regardless of previous errors or new risks that may arise.
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* Some employees feel that they will bear responsibility if they suggest reversing a previous decision and their suggestion then
leads to a poor outcome.
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Best practice and suggestions to mitigate risk

1. Implement training on managing expectations in non-Japanese environments
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* Employees should be aware that processes used in Japan are not automatically transferrable or effective in jurisdictions outside Japan.
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2. Implement training on communication
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* Clear communication should be prioritised over concerns about embarrassing colleagues.
BEADEEBLY S, BEAII2=27r—arvzBET20ELH 5,

3. Management should lead by example

REMIFREEHITHIL

* Management should be flexible and tolerant of changes, and should demonstrate through their own actions that they make decisions
flexibly.
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Key takeaways

Inflexibility in decision-making can create issues in overseas regulatory environments
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» Where non-compliance is identified, it is critical that companies address the non-compliance in a timely manner.
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» When circumstances change because new information has come to light, plans should be able to change as well.
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Overseas regulators will not accept entrenched processes as a reason for ongoing non-compliance
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» Companies are expected to structure their business to operate in overseas jurisdictions in accordance with local laws,
and to respond quickly and appropriately to non-compliance.
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