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These Things Do Not Make Sense

m [he vast majority of economic activity is done by corporations, and

m Everyone complains about corporations especially financial
institutions, but -

m Many people do not really understand what corporations are: very
effective fund-raising tools, but with liability avoidance features that
lead to increasingly frequent, larger-and-larger “risk externalization”
events. Society and the next generation picks up the tab

AND YET,

m There are no qualifications needed to a director or a statutory
auditor. Your barber, taxi driver, accountant and hairdresser
must register, take a test, meet criteria for minimal knowledge...

.. but not board members of billion $ companies !
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What Do These Events Have in Common?
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Some Famous Quotes About Corporations
that Capture Key Issues

m “Did you ever expect a corporation to have a
conscience, when it has no soul to be
damned, and no body to be kicked? “

(Edward, First Baron Thurlow, British lawyer and judge, 1731-1806)

m “The corporation is a risk externalization
machine, in the same way that a shark is a
killing machine.”

(Robert Monks (2003), corporate governance adviser in the film "The
Corporation®)
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Two Scenarios: Sole Proprietor, and Company

Case 1 Case 2
Nick’s Coffee A|[BJ]LC|[D][ Nick
(Sole Prorietorship)
Each of Nick’s
C friends invests
Nick’'s Assets File lawsuit — \200,000 in
=\10 million demanding Nick's Nick’s Coffee
\5 million in Coffee. Inc. Inc., by buying
_ damages! - stock. Like
- of which the (A Corporation) Nick, each
coffee shop YOU Total friend has
uses assets personal
corporate assets of \10
that .C(.)St » assets = million
\1 million \1 million

There was a poisonous substance in the coffee you drank, and you had to
spend a month in the hospital and receive medical care costing \5 million
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Needed: “Director Competency Assurance’

The FSA, SEC, and similar authorities should establish
self-regulatory bodies that require:

m Minimum knowledge, competency testing for directors

m Maintenance of professional standards and knowledge
(continuing education requirements)

m Registration by all directors of publicly-listed (or very large)
companies

m Tiering (a higher level required for directors of the largest
companies)

m A central database to enhance transparency re past
performance

m A disciplinary tribunal w/ authority to act (e.g., de-register)
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Almost all Countries Require or Encourage
Director Training at Public Companies

NYSE: Companies must disclose director training policy on web site
NACD and 400+ other programs for director training in the US

UK: Chairman required to consult with each director about his
development and training needs

Canada: disclosure of continuing education measures; tiered programs
Germany: directors can charge training costs to the firm

Hong Kong, Singapore, Australia, Asia in general: rules requiring or
encouraging director training, especially for first-time directors

Pakistan requires training of all directors at certified training programs

Literally more than a thousand programs worldwide; Institutes of
Directors; business schools and law schools; online programs

OECD: quality nominations and director training is a “priority” in Asia

Popularity of business schools results in a widespread minimum
competency knowledge of accounting/finance in many countries

At least there is some sort of guidance, or encouragement
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What About Japan? BDTI By

LEtHEASHERTRER

BDTI’s certification as a “public interest” non-profit (2011): the first time the
government acknowledged that training about governance is “good for society”

Most (85%) of directors are internal managers who rose through the ranks ->
thus, almost none of them have any board experience, or any experience
working at a different company

Less executive mobility + vertical organizations + “engineering” vs “other”
categorization + not nearly as many people have MBA’s -> fewer of the skill
sets needed by board directors, especially re finance, law and governance

Japanese companies have excellent “OJT” training practices, but tend to
underutilize off-site executive training. Less rigor, requirements

To many executives: a) becoming a director is just a desirable “promotion” as a
manager; b) they are relatively unaware that their role has changed that much;
c) the board is still hierarchical organization, in which they owe loyalty to the
person who “promoted” them (the CEOQO, usually)

Probably only 500 out of 4,000 listed companies have significant internal
programs. Perhaps only half just receive 2-hour boring lectures from lawyers

Japan needs director training much more than most countries!
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Until Now, Japan Had NO Rules
or Public Encouragement
about Director Training

It was a very conspicuous outlier
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BD I Training Institute of Japan

Japan’s New Corporate Governance Code (1)

Principle 4.14 Director and Kansayaku Training

New and incumbent directors and kansayaku should deepen their understanding of their
roles and responsibilities as a critical governance body at a company, and should
endeavor to acquire and update necessary knowledge and skills. Accordingly, companies
should provide and arrange training opportunities suitable to each director and kansayaku
along with financial support for associated expenses. The board should verify whether

such opportunities and support are appropriately provided.

Supplementary Principles

4.14.1 Directors and kansayaku, including outside directors and outside kansayaku, should
be given the opportunity when assuming their position to acquire necessary knowledge on
the company’s business, finances, organization and other matters, and_fully understand
the roles and responsibilities, including legal liabilities, expected of them. Incumbent
directors should also be given a continuing opportunity to renew and update such
knowledge as necessary.

4.14.2 Companies should disclose their training policy for directors and kansayaku.

Progress at last!
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BD I Training Institute of Japan
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Japan’s New Corporate Governance Code (2)

Principle 4.11 Preconditions for Board and Kansayaku Board Effectiveness

The board should be well balanced in knowledge, experience and skills in order to fulfill its
roles and responsibilities, and it should be constituted in a manner to achieve both
diversity and appropriate size. In addition, at least one person who has appropriate
expertise on finance and accounting should be appointed as kansayaku.

The board should endeavor to improve its function by analyzing and evaluating
effectiveness of the board as a whole.

Supplementary Principles

4.11.1 The board should have a view on the appropriate balance between knowledge,
experience and skills of the board as a whole, and also on diversity and appropriate board
size. Consistent with its view, the board should establish policies and procedures for
nominating directors and disclose them along with its view....

4.11.3 Each year the board should analyze and evaluate its effectiveness as a whole,
taking into consideration the relevant matters, including the self-evaluations of each
director. A summary of the results should be disclosed.

Progress at last!
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BDTIl's Governance Training Offerings

m \Web Discussion Forum and Data Library
m e-Learning: (a) Company Law and (b) Corporate
Governance. Nine hours in total

m Drill-down seminars on a wide variety of topics:

CG Code implementation, ROE/ROIC enhancement, cyber security risk,
M&A oversight, global HR policy, succession planning, Company Law
changes, trends in stewardship and engagement, comparison of audit
committee methods, etc.

m Japanese intensive director training course

English intensive director training course

In both cases, seek to be interactive and seek to use examples, cases
and mini-cases

m Customized director/executive training, or compliance
training, for specific companies

12






Example of English Program Schedule

BDTI

Time Topics / Activity

09:30 — 09:45 Opening Self-introductions

Course goals
09:45 -12:30 Morning @O What is corporate governance? Why does it matter?
(10 min. coffee break) Session Role of the board

@ Review of Company Law: questions about e-learning?

Review of Company Law: statutory provisions
Role of kansayaku

(® Audits and internal control

(@ Important securities law provisions

Anti-organized crime ordinance
12:30 — 13:00 Lunch Outside speaker — How to Have Impact at Board Meetings
13:00 — 16:45 Afternoon The “Tone at the Top and corporate governance culture

Session “Director skills” and “best practices”

©@ Legal department and corporate secretary

Risk Management and strategy, business model

@ Nominations and succession planning

@ Corporate scandal “patterns”

Alternative scenarios at Olympus

What makes companies better: simple things + good process
16:45—-17:15 Q&A and Questions, unresolved issues, and discussion

Discussion

17:15-17:30 Closing Wrap-up and related activities

14
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Observations

Often, no one is in charge of director training. A sensitive topic

m \W/o any government or stock exchange encouragement, no
perceived need. This is changing. Now we receive requests for
consulting about CG Code implementation

m Usually people are sent to our courses by a single individual
(kansayaku, general manager, managing director) who simply cares
about his company and improving governance. Scar tissue?

m When the CEO leads, customized course, motivation, and more
people get involved. We can help the organization think about its CG

practices and issues: quasi-consulting, with follow-up

m Many executives lack key knowledge about law, governance practice,
and finance. This can make the job of an outside director difficult

Especially, balance sheet management, cost of capital, and capital allocation
issues). Therefore, in the Japanese course we devote the most time to finance
m Our courses are mainly “a wake-up call” so participants can self-
diagnose about what they need to learn more about

m Almost all participants seem to enjoy the process, say they learned

something useful, and are eager to learn more about governance
17
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What Does the Future Hold?

m Possibly:
Cooperation with other groups

More sharing of best practices and management,

oversight methods by leading companies who become
“participating members”

Advanced, next-level courses: finance, case studies
about difficult situations, where knowledge is applied

Courses for institutional investors. In-depth courses
about investors’ viewpoints and ESG issues

CG Code and internal practice improvement consulting.
Examples of “success stories” to learn from

A test and certificate of minimum knowledge?

18
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About BDTI Consulting Interactive Forum Participation

BDTI

Board of Directors

# Kenichi Osugi
#Nicholas E. Benes
#Koichiro Hayashi

#Nobuyuki Hiraizumi
»Masataka Ueda
#Sachiko Ichikawa

Advisors

# Christina Ahmadjian
#Harald Baum
#Thomas 1. Dreves
#Robert Eberhart

# Peter Fuchs

#Kyoji Fukao
#Kotaro Inoue

#»Ken Kiyohara

# Katsuyuki Kubo

# Curtis J. Milhaupt
#Yosuke Mitsusada

# Koichiro Naganuma
#Kazuo Noda
#Theodore A. Paradise
» Takuji Saito
»Takaya Seki
#»Wataru Tanaka
#Ko-Yung Tung
#Masao Yanaga

SViimil-a Miw =

Smart investors are helping +
sending a message

About the Institute

The only certified public-interest non-profit in Japan \

committed to building sound corporate organizations
and the "directorship” skills needed by every board member,
by providing training that the age of globalization demands.

The Board Director Training Institute of Japan (BDTI), a non-profit Japanese
"public interest” organization certified by the government, was established in
2009 by experts and opinion leaders active in academic and business circles.
BDTI's mission is to increase trust between corporations and the public, and
facilitate the safe, sustainable and ethical development of the Japanese
economy and Japanese companies, by improving corporate governance and
accelerating the spread of effective management methods. We believe that
training is the key to doing these things while also enhancing corporate
value, for the reasons explained in this memo and also in this Summary of
BDTI, its Programs and Activities.

Since BDTI's establishment, we have been fortunate enough to receive the
support and participation of senior leaders (and leading firms) around the world,
all of whom share our purpose and sense of mission.

In order to spread knowledge about corporate governance and related
management methods widely, BDTI provides a low-cost E-Learning Course with
modules covering both Company Law core knowledge and corporate
governance theory and practice.

Together with first-class collaborating organizations and professionals, BDTI also
offers (a) intensive “director training” programs that combine corporate
governance know-how with global management methods; (b) customized
programs for enhancing director skills, or governance and compliance

I

Special Sponsors

# Aberdeen Investment
Management K. K.

» Aflac

# Baillie Gifford & Co

# Chubb Group

# Cosmo Public Relations
»Dalton Advisory KK

# Fidelity Worldwide
Investment

#Ichigo Asset Management
#Shearman & Sterling LLP
# State Street Trust and
Banking Co., Ltd.
#Symphony Financial Partners
# TANABE & PARTNERS
»Regional Fund Manager
(US$25 Bln AUM)
»Institutional Investor
(US$3 BIn AUM)

»Fund Manager

#Nicholas E. Benes

» Above: Sustaining Donors

# CLSA (Credit Agricole
Securities Asia B.V.)

» Give2Asia

#The Canadian Chamber of
Commerce in Japan (CCCJ)



] Translation of the Japanese version. BDTI

A Virtuous Circle to Support Engagement

» Strategic leadership of * Value creation model
companies, by boards one « CG Code adoption
can have confidence in Constructive - Substance, not just form

- Board training Engagement. = - Effective governance,
> Sharing best practices Improve both f|rm/ capital allocation

and investment
performance .
Investors Companies
Corporate_

l MeTers
Systematic

Support training,

* “Public interest” non-profit
« Specialists= quality training
* Objective= effective boards,

send a highly evaluated and trusted SOURIIEITEL Bl
constructive board training
message B DTI policies
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BDTI's Diverse Perspectives and Network
D)

* Broad knowledge of : :

.  Why CG is an essential
CG, domestic + abroad
° Legal experts EXpe rt proc.;ess ,

* Role, value of INEDs

« Communicating strategy « Value creation based
and vision for growth, on sound CG and
value creation modern financial

» Global organization B D I I methods

* The language
of investors

Investor Manager

Perspective \/
\/

“Core” director skills * Practical knowhow
Building a “real” board gained on boards + from
actual management

Perspective

* Investment experience
®* Networked among global
institutional investors

Handling difficult decisions
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Help BDTI make Japan’s boards
more effective and aligned with the
interests of shareholders, society,

and the global economy.

Make a donation today!
http://bdti.or.|p/english/donate
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The Board Director
Training Institute of Japan
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Nicholas Benes, The Board Director Training Institute of Japan

nbenes@bdti.or.jp

BDTI
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