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apan’s Commercial Code has been revised nearly ten times since the beginning of the 1990s.

While the code is one of the six basic laws on Japan’s statute books, frequent revisions have
been required for various reasons over the past dozen years. In particular, as successive “big-
bang” in the financial world have accelerated the deregulation of capital markets, needs have
clearly shifted to provide increased support to enterprises facing the rapid moves towards greater
shareholder-oriented management.

Perhaps the most controversial and time-consuming issue in the Commercial Code revisions
of 1990s was the deregulation of the share repurchasing system. Because corporations had
issued a large volume of new shares during the heady days in later half of the 1980s, they want-
ed to buy back outstanding shares to improve their balance sheets. However, the government
pursued a cautious approach in this regard in the interest of maintaining creditor protection.

At the same time, the disclosures of consolidated or market-price accounts were subjecting
companies to severe market appraisals on the basis of actual balance sheet results. As a conse-
quence, the Commercial Code was amended to support companies in improving their
profitability and effectiveness by defining new business reorganization measures, including
share exchanges and spin-offs.

Three steps were taken to revise the Commercial Code in 2001. These included lifting the ban
on treasury stock (i.e., shares repurchased and held by the issuing corporation), creating a new
stock option called shinkabu-yoyaku-ken and expanding the classes of shares, and increasing the
authority of statutory auditors. All of these measures were aimed at encouraging management
strategies that emphasized increasing shareholder value.

The Commercial Code is to be amended again in the spring of 2002 to introduce new types of
corporate governance systems. This will require that management select one of the prescribed
systems.
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I Characteristics of
Commercial Code Revisions
in the 1990s

Since the beginning of the 1990s, Japan’s Commercial
Code has been revised nearly ten times (see Table 1).
While the Commercial Code is one of the six basic
codes on Japan’s statute books, frequent revisions have
been required for various reasons during the past dozen
years. These amendments reflect the history of

deregulatory measures in terms of corporate financing
and that of strengthened regulations aimed at corporate
governance.'

1 Deregulating the Repurchase of
Issued Shares and Efforts to
Improve Balance Sheets

(1) Increased need for stock buybacks

In the later half of the 1980s, listed companies in Japan
rushed to increase the amount of direct financing from
investors through the issuance of stocks and corporate

Table 1. Revisions of the Commercial Code and Trends in Other Regulations and Industries

Year

Revisions of the Commercial Code

Trends in Other Regulations and Industries

1990

* Introducing a minimum capital requirement system

» Deregulating the issue of preferred stock

* Abolishing the limitation on the number of incorporators (seven or
more) in establishing a corporation

* Eliminating the requirement for examiners to inspect in-kind
contribution to capital and asset acceptance at the time of
incorporation

 Simplifying the procedures for changing organizations, including
joint-stock and limited companies

» Separating the procedures to incorporate profits available for
dividends to capital from the procedures relating to the issuance of
new shares

* Specifying the standards for setting aside reserves

 Rationalizing the procedure to issue preferred stock dividends

* Battle between Boone Pickens and Koito Manufacturing

» US-Japan structural impediment talks

* Court approval of Shuwa’s lawsuit demanding that third-party
allocation of new shares between Chujitsuya and Inageya be
suspended (1989)

* Revisions of the Securities and Exchange Law (report on large
securities holdings and reforms of the take-over bid system)

1993

* Introducing new systems for the board of statutory auditors and
outside statutory auditor

* Setting a fixed legal fee of ¥8,200 for shareholder class-action
lawsuits

* Reducing the minimum number of shares owned by those entitled
to demand to inspect accounting records (from 10% to 3%)

¢ Enactment of the Financial System Reform Law (incorporating
subsidiaries of banks, securities companies and trust banks)

* MOF’s guidelines on “the restart of capital increases by public
offering at market price”

* Abolishing limitations on the amount of corporate bond issuance
» Mandating the establishment of corporate bond management
companies

1994

* Deregulating the limitations on the repurchase of outstanding
shares D
(approving the retirement of outstanding shares by profits and the
transfer of such shares to employees)

* Asahi Breweries and Amway Japan use profits to retire outstanding
shares (1995)

1997

* Deregulating the limitations on the repurchase of outstanding
shares 2
(enactment of the Special Exemption Law for the Retirement of
Stock and the introduction of the stock-option system)

* Lifting the ban on the establishment of holding companies
* A holding company established by Daiei

 Simplifying the procedures for company mergers and creating a
simplified company merger system

1998

» Deregulating the limitations on the repurchase of outstanding
shares 3
(deregulating limitations on capital reserves and stock
repurchases by the use of funds gained through land reevaluation
(covering the specified duration only))

* Enforcing the revised Foreign Exchange Law
* Approval of the Financial System Reform Law
» Approval of the Law on Revitalizing Financial Institutions

1999

* Creating a stock swap system and stock transfer system

* Share exchanges by Sony to incorporate a wholly-owned subsidiaries

» Approval of the Law on Revitalizing Industries (effective through
2004)

» Approval of the Law on Revitalizing Civilian Activities

2000

* Creating a company spin-off system

* Full-scale shift to consolidated accounting system

2001

« Lifting the ban of treasury stock and creating a new stock-unit
system

* Abolishing the Special Exemption Law for the Retirement of Stock
¢ Full-scale enforcement of the market price accounting system for

* Creating the shinkabu-yoyaku-ken system

financial products

* Expanding the authority of statutory auditors

2002

* Introducing a new corporate governance system

« Start of a new share-purchasing organization

Commercial Code Revisions: Promoting the Evolution of Japanese Companies
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bonds, as shown by Figure 1. Offering new shares at the
market price in response to the very active stock market
made it possible for the issuing corporations to acquire
huge amounts of internal funding. The funds paid in by
shareholders were directed towards the expansion of
facility investments and used for various financial
transactions. However, the collapse of the bubble
economy has left such companies with huge floats in
outstanding shares and inefficient or only marginally
profitable assets. For several years from April 1990,
equity-financing measures were actually suspended and
companies turned to corporate bonds, for which the
limitations on issue amounts had been abolished.” Under
these circumstances, companies began to call for the
deregulation of stock repurchase limitations as a means
of reducing the number of outstanding shares to an
appropriate level.?

Japanese corporations can issue new shares in a
flexible manner on the basis of a resolution of board of
directors under the authorized capital provisions.
However, companies have faced strict limitations on
the repurchase and retirement of issued shares from the
viewpoint of creditor protection. In the United States,
on the other hand, corporations can acquire and own
their stocks without specific objectives. Such
repurchased stocks, which are called treasury stocks,
have been used for a wide range of purposes, including
providing better returns to shareholders, incentive
compensation such as stock options, and as
countermeasures to offset sudden falls in stock prices.

Various economic organizations in Japan including
the Federation of Economic Organizations (Keidanren)
have also been calling for relaxing the current stringent
restrictions on stock repurchases. In response to these
requests, the government has taken gradual steps since
1994 to revise the Commercial Code by easing the lim-
itations on stock buybacks.

Figure 1. Changes in Equity Finance by Listed Companies

(¥ Trillion)

(2) From the 1994 revisions to the enactment of the
Special Exemption Law for the Retirement of
Stock

Originally, Japanese corporations have been able to buy

back their own shares in a limited range of cases, such

as reducing capital or meeting legal requirements.

However, the revised Commercial Code of 1994 also

allowed such buybacks in cases that involved: (1)

transferring shares to employees with justifiable

reasons; and (2) using dividend profits to retire such
shares in response to a resolution adopted at a general
shareholder meeting.

Moreover, revisions made in 1997 included the
following changes to allow greater flexibility in using
profits to retire stock issues and in awarding shares to
directors and employees as an incentive compensation
program. First, a company can acquire its own shares
up to a ceiling equivalent to 10 percent of the
outstanding shares in order to transfer such shares to its
employees, directors and statutory auditors as stock
options, and to hold such stocks for a maximum period
of 10 years to prepare for the exercise of such options.
Second, the Special Exemption Law for the Retirement
of Stock was enacted to allow companies to use profits
to retire issued shares in accordance with a resolution
adopted by a general meeting of shareholders, if such
steps are prescribed in the corporation’s articles of
incorporation.

As an emergency measure for a limited period of
time of two years, the scheme for repurchasing and
retiring outstanding shares was expanded in 1998 to
allow the use of capital reserves for stock repurchases
under the Exemption Law. Capital reserves refer to the
capital stock accumulated by equity financing that was
widely used in the later half of the 1980s. For all listed
companies in Japan, the sum of such capital reserves is
roughly equivalent to the total in issued share capital
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1985 86 87 88 89 90 91

93 94 95 96 97 98 99
(Year)

Source: Prepared by NRI based on the White Paper on Capital Raising, 1997 and Capital Markets Review 2000, Commercial Law Center.
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itself. As the use of capital reserves has traditionally
been confined to cover retained losses only, the return
of reserves to shareholders as profits was not assumed.*
Due to this series of legislative measures, the stock
repurchase and retirement scheme has been gradually
used by a broad range of companies for the purpose of
not only improving their balance sheets, but also of
returning surplus cash to shareholders. Learning from
the experience of such companies, the ban on treasury
stocks (i.e., the repurchase and retirement of shares
without restrictions on the purposes behind the
transactions) was finally lifted in the spring of 2001.

2 Viewpoint of Corporate Governance

“Who owns a joint-stock company?” and “For whom
and how should a joint-stock company be managed?”
These questions concerning corporate governance—a
term born in the United States—have provided a
chance for Japanese company managers and sharehold-
ers to develop a renewed interest in the basic issues of
company management.

Symbolically, Japanese companies first came up
against the issue of corporate governance in 1994 and
1995, when the US public employee pension fund
CalPERS (California Public Employees’ Retirement
System) demanded Japanese companies improve their
management strategies. CalPERS also exercised its
voting rights against the reappointment of directors in
certain companies. The history of battles between cor-
porate management and shareholders relating to
corporate governance in Japan can be traced back to
the end of the 1980s, when Boone Pickens exercised
various shareholder rights against Koito Manufacturing
Company. At the time, structural impediment negotia-
tions between the US and Japan to resolve various
non-tariff trade barriers were under way, and the US
government called for a number of reforms. These
demands included the deregulation of stock repurchas-
es and ownership to resolve the cross-holding issue, the
introduction of outside directors to Japanese compa-
nies, improved disclosure requirements in keiretsu
(“affiliated company group”) transactions, and the
strengthening of shareholder rights.

Japan’s Commercial Code was revised in 1993 to
slightly ease the US pressure. Important revisions
included: (1) legally requiring large companies subject
to the Special Exemption Law under the Commercial
Code to introduce a board of statutory auditors and
appoint outside statutory auditors; and (2) lowering
from 10 percent to 3 percent the shareholding ratio
needed by a stockholder to demand the right to inspect
financial records. In addition, the fee for shareholder
lawsuits was set at ¥8,200, regardless of the amount
claimed. This set off a rapid influx of shareholder law-
suits, partly as a result of successive revelations about a
host of scandals in Japanese industrial circles.

3 Creation of Schemes to Encourage
Business Reorganizations

As the Japanese Commercial Code traditionally lacked
systematic provisions concerning business
reorganizations, large-scale business mergers were
handled by means of business transfers and assigning
spheres of interest. For small-scale tie-ups, the
complicated official procedure was eased with the
implementation of a share exchange system. However,
in parallel with the rapid promulgation of deregulation
measures following the big-bang in the financial world,
companies and capital markets were forced to operate
in a free, fair and global environment, leading to a
much greater need to create and improve the legal
underpinnings of business reorganizations.

As the first step in the Three-Year Deregulation
Promotion Plan, which the government decided to
announce every March starting in 1996, procedures for
business mergers were simplified in the 1997 revisions
to the Commercial Code. This was finally realized 20
years after it had been initially proposed.

The year 1999 also saw the introduction of a new
stock swap and transfer scheme, under which compa-
nies were allowed to use their own shares in purchasing
other businesses and in establishing holding compa-
nies. In 2000, a company division scheme was created
that made it possible for companies to spin-off and pur-
chase business operations by allocating their own
stocks for such purposes. The introduction of such new
mechanisms has clearly contributed to rapid progress
in business reorganizations.

As described above, the revisions in the Commercial
Code realized in the 1990s have been successful in
expanding the scope of options in financing and busi-
ness organization tools, and have helped Japanese
companies in achieving their evolutionary business
strategies.

I Three Successive Revisions
of the Commercial Code
in 2001

Throughout 2000, the Japanese stock market continued
to experience plummeting prices as a result of the col-
lapse of IT-related economic bubbles and the
deepening financial crisis. Both business firms and
financial institutions rushed to sell off cross-holdings in
response to such regulatory changes as the requirement
for full-scale market-price disclosure of stock holdings
as well as the strict reexamination of bad debts held by
financial institutions.

At the beginning of 2001, the three leading parties
(the Liberal-Democratic Party, the Komeito and the
New Conservative Party) held a conference to discuss an
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emergency economic package designed to shore up the
securities markets and venture businesses. The resulting
stimulus package was announced on April 6, 2001 by a
ministerial meeting on economic measures, and served
as the basis for legislation proposed in the Diet for a
partial revision of the Commercial Code. Following this
first revision in the year 2001, two further bills to revise
the Commercial Code were adopted in the extraordinary
session of the Diet in the autumn of 2001.

1 Revitalizing Japanese Securities Market
and Providing Support for Venture
Businesses

On May 18, 2001, the Commercial Code was revised to
ease regulations concerning corporate financing tools,
including a lifting of the ban on treasury stocks and
revising the trading unit for shares.

(1) Approval of treasury stocks

Regulations regarding the acquisition of outstanding
stocks by the issuing companies were eliminated in
principle in the revision of the Commercial Code passed
in the spring of 2001. In the past deregulation process,
stock repurchase systems had gradually been approved
under certain restrictions, allowing only the use of prof-
its to retire such shares and/or provide stock options. As
a result, the provisions that allowed the repurchase of
shares for retirement or the granting of stock options
were eliminated and the Special Exemption Law for the
Retirement of Stock was also abolished.

The following three means were newly provided for
share repurchases: (1) repurchases under the authoriza-
tion of a regular general shareholders meeting; (2)
purchasing shares owned by subsidiaries based on a
resolution of the board of directors; and (3) legally
acquiring shares by offering to buy back the shares of
any shareholders owning less than tangen-kabu (a new
unit of shares). Treasury stocks can also be used as an
alternative means in place of new stock issues at the
time of mergers or share exchanges.

(2) Increased flexibility in lowering investment units
In the past, the face value of shares issued in establish-
ing a corporation was legally set at ¥50,000, and shares
could be split only on condition that the net asset value
of the share after a split was ¥50,000 or more (regula-
tion on net asset value). However, the venture securities
markets that have rapidly expanded since 1998 saw
cases in which the price of certain Internet-related
companies rose to more than ¥100 million per share, as
those generally had a low trading liquidity and high
growth expectations. In such cases, the net asset value
regulation prevented such ventures from splitting their
shares to reduce the stock price to more reasonable lev-
els with the aim of increasing liquidity and making
them easily accessible to individual investors. Under

these circumstances, some of these firms have changed
their par-value shares to non-par value shares and
increased their capital by making new stock distribu-
tions to shareholders at a price of ¥1 per share, thus
lowering the unit for investment while avoiding the
restrictions imposed by the stock-split regulation.

The revised Commercial Code has eliminated such
net asset value requirements in order to allow compa-
nies to reduce their share prices to a level that makes
their shares more easily obtainable by individual
investors, while at the same time improving liquidity
and preventing extreme price fluctuations by increasing
the number of shares outstanding. Under the revised
code, moreover, companies can increase the number of
authorized shares even without a resolution of a gener-
al shareholders meeting. The new code also eliminates
the requirement on the total amount of stock capital
(i.e., the requirement that the per-share par value multi-
plied by the number of outstanding shares does not
exceed the stock capital) for corporations with out-
standing par-value shares that wish to split their stocks.
In short, all stocks have been changed from par-value
shares to non-par value shares.

The elimination of the net asset value requirement
has also led to the abolition of the tanni-kabu system.
In the Commercial Code revision of 1981, the mini-
mum face value was increased from ¥50 to ¥50,000.
Companies established before 1981 had to change the
face value of their stock to ¥50,000, which required
the implementation of reverse stock splits. To avoid
saddling companies with excessive costs, the tanni-
kabu (e.g., a stock-unit standard that considered 1000
shares of ¥50 face value shares as ¥50,000) system
was introduced. At the time, it had been stipulated
that this tanni-kabu unit would be merged into one
share. In consideration of the significant effects this
would have on companies and markets, however, the
tangen-kabu system was created instead. Just as in
the case of the tanni-kabu, the tangen-kabu represent-
ed a certain number of shares that was set as the
minimum unit for exercising voting rights. The tan-
gen-kabu is also used as a trading unit in securities
exchanges.

The new stock unit has voting rights. The number of
component shares making up the new stock unit should
not exceed 1,000 shares, nor should it exceed 1/200th
of the total number of outstanding shares. The new
stock unit differs from the previous provisions in that
the company can freely determine the number of shares
that will be included in a new stock unit, as the shares
have no par value. Furthermore, the number of shares
included in the new stock unit must be specified in the
articles of incorporation. The system can be abolished
and the number of stocks can be reduced based on a
resolution of the board of directors, as such measures
will not negatively affect the interests of existing
shareholders.

Commercial Code Revisions: Promoting the Evolution of Japanese Companies
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2 Diversified Means of Equity Financing
and the Response to
Information Technology

The precedent for the legislation proposed in the Diet
was the long-standing argument over a radical revision
of Commercial Code. In September of 2000, the
Corporate Law Division of the Legislative Council
decided to study the Commercial Code with a view to
(1) creating effective corporate governance, (2) meet-
ing the needs of a society based on highly developed
information technology (IT), (3) improving the means
of procuring funding, and (4) adapting to the interna-
tionalization of corporate activities. The ensuing debate
resulted in an interim draft revision of the Commercial
Code, which was announced on April 18, 2001. This
proposal advocated flexibility in corporate manage-
ment in terms of fiscal strategies and called for
improved corporate governance through far-reaching
changes in the code (see Table 2).

Additionally, the division proposed that revisions
should be made in principle at the next regular Diet
session of March 2002, while items requiring faster
action, such as the expansion of the stock-option sys-
tem and responses to corporate disclosure documents
and other matters pertaining to the IT environment
should be acted on in the extraordinary Diet session in
autumn of 2001. Accordingly, the House of Councilors
took the first step in realizing the interim draft by
approving the revisions to the Commercial Code on
November 21, 2001. These revisions went into effect
on November 28 of the same year.’

(1) Expanding the stock-option system:
shinkabu-yoyaku-ken

The revisions made in the autumn of 2001 did away

with the restrictions that had limited the maximum

number of shares granted in stock options, and expand-

ed the period for exercising option rights (10 years) and

the beneficiary categories (namely, the directors and

Table 2. Revised Items in the Interim Draft Revisions of the Commercial Code

Stock-Related Items

Items Relating to Company
Organizations

Items Relating to Company Evaluations
and Information Disclosure

Other ltems

1 Deregulating the limitations on
the number of authorized
shares and on new share
issuance

2 Diversification of classes of
shares

3 Convertible stock

4 Rights of holders of class share
to appoint and dismiss directors

5 Issuing shinkabu-yoyaku-ken
rights

6 System allowing for optional
issuance of stock certificates

7 Creating a system to invalidate
stock certificates

8 Creating a system allowing
shares owned by missing
shareholders to be sold off

9 Shortening the effective period
to exercise shareholder rights
to make proposals

10 Reducing the quorum for
special resolutions at general
shareholder meetings

11 Selling subsidiary stocks, etc.

12 Simplifying procedures for
convening shareholder
meetings (i.e., eliminating
procedures for convening
shareholder meetings based
on the agreement of all
shareholders, and allowing
resolutions to be made in
document form for shareholder
meetings and board of director
meetings.

13 Setting the compensation for
directors

14 Decision-making sub-committee
regarding major assets

15 Mandating the appointment of
outside directors (Note 1)

16 Audits by account auditors for
joint-stock companies other
than large corporations
(Note 1)

17 Shareholder class-action
lawsuits relating to the
responsibilities of accounting
auditors to their companies

18 Determining profit distribution
plans and reducing the term of
tenure for directors (Note 1)

19 Introducing an audit
committee, nominating
committee and compensation
committee and statutory officer
systems (Note 1)

20 Methods of specifying
standards for asset evaluation,
etc.

21 Introducing a document
system for consolidated
accounting (Note 1)

22 Disclosing balance sheets and
other materials

23 Certifying prices for in-kind
contribution to capital, and
accepted assets

24 Preparing electronic
documents for company
accounting purposes

25 Preparing electronic means for
public notifications by joint-stock
companies

26 Preparing electronic means for
public notifications by limited
companies

27 Rationalizing the procedures
for reducing company capital

28 Non-Japanese companies

Notes: (1) These items apply to large companies subject to the Special Exemption Law of Audit (joint-stock companies with a capital of ¥500 million or more
or with debts of ¥20 billion or more); (2) Items 1 through 3 and 24 through 26 were amended in the extraordinary session of the Diet in the autumn of 2001.
Other items are to be approved in the ordinary session of the Diet in 2002, excluding Iltem 6 (which is scheduled for review in the ordinary session of the Diet

in the autumn of 2002 or thereafter).
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employees of the granting corporation). In other words,
this made it possible for the issuing company to grant
stock options not only to its own directors and employ-
ees, but also to the directors and employees of its
subsidiaries and affiliated companies.

Concomitant with this revision in the stock-option
system, subscription rights were renamed shinkabu-
yoyaku-ken (Section 19, Article 280 of the
Commercial Code as revised).

Shinkabu-yoyaku-ken rights are defined as the
“obligation of a corporation to permit the acquisition of
shares at a prescribed price.” The subscription rights
under the Commercial Code prior to these revisions
placed restrictions on the recipients and the method of
issuance. For example, the rights were granted to (the
company’s) directors and employees, and/or issued
together with company bonds like warrant bonds. In
contrast, the new rights to reserve shares included no
restrictions on recipients, and allowed for the issuance
of such rights alone. In addition, these issues can be
made free of charge or carry a price. And the new
shares can be issued when authorized by a resolution of
the board of directors in a manner similar to that for the
issuance of new shares.

A company that issues shinkabu-yoyaku-ken rights
can, when notified of an intention to exercise such
rights, respond by issuing new shares or by releasing
shares it already owns (treasury stock). As restrictions
on the repurchase of shares have already been relaxed,
a company can use repurchased shares to meet the
exercise of such rights without any fear of diluting
market positions. The issuance of rights to reserve new
shares will be utilized to meet various management
needs for long-term incentives within the remuneration
system—most typically through stock options and the
ability to acquire and dispose of treasury shares.

Since stock options allow for no-cost rights to pur-
chase new shares, they are considered to be issued at
relatively low prices, which requires a special resolu-
tion of a general meeting of shareholders. As
restrictions on such low priced issues have also been
relaxed, it is now possible to extend the validity of such
special resolutions for a period of one year after the
vote and to offer low priced shares as many times as
the board of directors may determine (Sections 2-4 and
21-2, Article 280 of the Commercial Code as revised).

(2) Diversified classes of shares

The revised Commercial Code has increased the types
of shares from the current few such as ordinary and
preferred stock in order to recognize the issuance of
diversified classes that differ not only in terms of
dividends but also of voting rights.

<Tracking stocks>
In June of 2001, for example, Sony Corporation issued
subsidiary-linked tracking stocks (a type of share

linked to the business performance of its subsidiaries)
and listed them on the first section of the Tokyo Stock
Exchange. While Japanese companies had previously
been studying the issuance of tracking stocks (stocks
linked to business earnings) by various American
firms, it was unclear how far the issuing company was
legally bound to spell out the details of subsidiary-
linked stocks in its articles of incorporation. Sony
Corporation took the approach of including all details
of such issues in the company’s articles of incorpora-
tion. This type of stock has come to be called
performance-linked subsidiary tracking stocks, and the
Ministry of Finance has outlined both the listing rules
and the disclosure requirements for such issues.

The latest revisions of the Commercial Code allow
the details of the stock types to be determined by either
a general meeting of shareholders or a meeting of the
board of directors, provided that the articles of incorpo-
ration set rules on the maximum amount and itemize
the other standards used in calculations, even if such
matters are not stipulated in detail nor approved at a
general meeting of shareholders (Section 3, Article 222
of the Commercial Code as revised). In addition, new
rules have been set on “stocks with provisions for
mandatory conversion,” so that a company can convert
various types of issues into ordinary shares if required.®

From now on, enterprises that are oriented towards
efficient group management can raise the necessary
funds for their growing business segments by issuing
stocks linked to the performance of subsidiaries or
specified business divisions. Along with the above,
they can also combine various finance methods such as
issuing shinkabu-yoyaku-ken rights in classes of shares
to provide incentives to the directors and employees of
such subsidiaries.

<Stocks with limited voting rights>

The 1990 revision of the Commercial Code raised the
cap on the number of preferred stocks from one-quarter
to one-third of the total volume of the outstanding
shares. It also reduced the number of items that
required statutory authorization. Conversely, the
issuance of preferred stocks has not been clearly
defined with respect to how much detail should be pre-
scribed in the articles of incorporation, how to adjust
rights among the holders of classes of shares and other
matters. This has apparently resulted in the low popu-
larity of certain stock types, except for those occasions
when they are adopted by financial institutions to boost
their net worth.

In recent years, as the nurturing of venture business-
es has come into greater focus, the need has arisen for
classes of shares with varied voting rights befitting the
requirements of venture capitalists and other investors.
Accordingly, the revised Commercial Code permits the
issua