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Why it is So Obvious 

 Confucian-based Asian culture 

that prizes study and proper 

preparation  

 High ethical standards for public 

conduct; high expectations for 

“socially responsible” behavior 

 Most directors are chosen from the 

internal ranks 

 Compensation + greed not out of 

control. Far more scandals arise 

from cover-ups of safety violations 

than personal greed 

 Corporate culture: even more 

impact than elsewhere. Fewer 

lateral hires. Decision-making, 

systemic change more “bottom-up” 

 “Education” and “training” are 

always considered good. People 

are diligent 

 Companies need to be very 

careful about reputational and 

brand risk  

 Therefore, most directors are 

much easier to train, and will take 

it seriously (criteria for advancing) 

 With the right training about 

policies, governance mishaps 

may be easier to control in Japan 

 Training is a key to refining corp. 

gov. culture. Necessary legal 

reforms will become easier if 

mindsets, understanding improve  
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Scar Tissue that Led to Social Entrepreneurship 

 My background: “practitioner” 
 Investment banker, M&A advisor, and now governance/compliance trainer 

 Board member (4 companies, 8 years total) in tough situations 

 Policy advocate regarding corporate governance in Japan 

 Behind the scenes, too often, things are not pretty 
 Major challenges face those outside directors who are truly dedicated 

  Outnumbered, “us vs. them”; not enough financial knowledge, common skill sets (silos); 

little awareness/ability re constraining self interest, fiefdoms; new DNA needed, 

 INEDs often cannot help (save!) the company when it needs them most  

 Not enough concept of “the Board” as something separate and distinct 

 Being “promoted to director” = “the highest management rank, right?”    

 Changing CEO does not ensure an effective board. The Chairman’s ghost 

 Insufficient accountability, liability awareness. “What will you say?” 

 Outside directors whose goal is to not make waves, be re-nominated 

 Mindsets, skill sets, and practices need to keep up with legal 
structure, and in fact, are what will contribute most to refining it 
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What Are Some of the Most Important 

Things that BDTI Teaches?  

 Why is governance so important?  (to you, company, shareholders, society, world)  Fundamental 

purposes and unsolved issues. The rise of ESG-based investing, and reasons for it 

 “You don’t have to agree with us.” You need to prepare your own skills and mindset for 

how you will act to avoid “deer in the headlights” paralysis.  (But the law, is the law)  

 Essential knowledge about the Company Law: duties, liability, issues. Mini-case study 

 How and why being  director is very different from being a manager. (There is no hierarchy on 

the board.  A director is not an “employee” but rather, a fiduciary.  Inside directors have same duties as 

outside.  When you step into the board room, you accept heavy responsibility; enter a sacred place…) 

 Securities law: requirements, scary liability aspects, and how to act to avoid them 

 Most important roles of leadership by the board (ethics, compliance + “tone at the top”), 

and how they are interconnected. “It takes only 5 minutes to destroy a reputation” 

 The role of “corporate governance culture”, and the difficulty and “how” of improving it”. 

“How to put the ‘sprit in the Buddha’ of your corporate principles and ethics code” 

 The board cycle (“learning board”). Perspective, roles, needs of independent directors 

 Hands-on, specific “director skills” based on experience.  Examples of global best practices 

 Reading, analyzing financial statements (with case study) + cost of capital (at least 3 hrs) 

 Key aspects about M&A, PMI and creating truly global organizations. Case study 
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Structure of an “Enlightened” Japanese Statutory Auditor  

Committee-Style Company (“SACC”) 

Shareholders 

Corporation 

Management 

Representative Director C 

Managing Director D 

Other inside directors 

Directors A, B, (outside) 

 + C, D, E, F, G, H, I , J, K 

    Board of    

Directors 

Shareholders and “company” delegate, 

entrust “governance” to a small number of 

supposedly qualified, trusted fiduciaries = 

the directors and statutory auditors 

Board delegates to 

 management 

Reporting, monitoring,  

  “skeptical inquiry”(?) 

Board members supposedly  

monitor each other  

“Agency” issues = “can we trust what goes on in 
closed rooms? ”  ( Need to avoid “Tone-Deaf Boards 
in Sound-Proof Rooms”)  

Many shareholders. Some want to  
manage, are capable. Most are not. So, 
as usual, we separate ownership and 
control 

Shikko-yakuin （so-called 

“executives officers” who, however  

have no  fiduciary duties, legally 

Board of Statutory 

Auditors (Kansayaku) 

For “large” companies, at least 3 persons, 
and > half are “outside”. Do not vote, but can 
speak (on the record ＝in minutes).  Perform 
“legal/business” and “accounting” audits 

Each statutory 

auditor has duty to 

attend meetings of 

the  BOD; but note, 

BOD meetings are 

valid without them 

(2) 

(1) 
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Features of Post-War Corporate Japan and 

Legal/Regulatory Framework Impede Governance  

 The following easily occur at “collectivist” organizations with 
an overwhelming majority of insiders on the board:  
 Politics of how one is “promoted” to director results in lower consciousness 

of weighty responsibilities, potential legal liability of directors  

 It is hard to criticize “senior” directors (usually, CEO) who promoted you. 

Same for the “full-time” kansayaku (almost always a former manager) 

 Instead of “maximization”, “salary-men” avoid risk, keep head low 

 Companies give little or no meaningful training to board members 

 So, most directors still think and act like managers in a hierarchy 

 No clear PDCA-type process (kaizen!) using financial/competitor analysis to 

improve performance, strategy from shareholder value viewpoint 

 Boards Director “professionalization”, skill sets in key areas,  
and common standards for minimum “good governance”, 
are needed by both inside + outside directors  
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Comparison Between:  

 
1) A U.S. company listed on the NYSE 

 

and 

 

2) A Japanese company (Statutory Auditor 

Committee-Style) listed on the TSE 
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Compare Actual Abilities  

of Board Members to:  

• Oversee Financials and Risk Mgt. 

• Optimize Capital Structure, Allocation 

• Oversee Long-Term Management, 

Investment and Strategy 

 



Actual Ability and Knowledge of Board 

Members….to Provide Effective Oversight 

Criteria U.S.  Japan 

Many directors with other 

board/executive experience, 

financial expertise?  

Yes, usually  broad 

experience, many with 

good grounding in financial 

and legal matters  

Most directors lack prior 

experience outside firm, esp. on a 

board. Financial, legal knowhow 

not widely shared  

Audit Committee or 

equivalent : members req’d 

to be financially literate?  

Yes, or must become so 

soon after appointed. Chair 

must be “financial expert” 

No requirements. Not unusual: 

prior head of sales, engineer 

becomes statutory auditor 

Enough “inside directors” 

to bring industry 

knowledge, insight to bear 

to strategy?  

Not usually. CEO and  

CFO, COO can often run 

their own show 

Too many…even though key 

strategic decisions are made in 

mgt committee. Managers 

overseeing themselves.  No 

“CFO” requirement or fixed role 

Outside directors usually 

bring relevant /synergistic 

industry experience?  

Not usually.  Many boards 

with impressive resumes 

but from other industries  

Not usually. Same tendency only 

worse. Professors, lawyers 

common as ODs 

Director training required 

or encouraged?  

NYSE requires disclosure 

of company policy re 

training and orientation 

No rules about board training at all, 

even for statutory auditors 

(kansayaku) 
14 
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Composition of a Japanese Board Arising 

from the Seniority-Based “Promotion” Ladder 

Full-Time Stat Auditor (new) 

Previously was GM of Sales. 

Knows little about law, 

compliance, accounting. Has 

never been a board member.  

Director (Products Dev’t; 

new) Excellent engineer, but 

knows little about governance, 

law, financial statements. No 

prior board experience 

Director (Sales; new)  

Knows little about governance, 

corporate/ securities law, 

financial statements. 

Director (Finance) 

Understands CFO role and 

governance, but feels 

underutilized and has no M&A 

or other board experience.  

Director (HR)  50% of 

company employees are 

foreigners abroad.  But he 

is not good at English, 

knows little about finance, 

and has no other board 

experience. CEO likes him 

Director (Planning)  An 

internationalist with long 

experience abroad, knows 

how firm must change, what 

must do. But he sometimes 

argues with CEO and loses 

favor. No M&A experience. 

President  Was abroad 

for only 3 yrs. Has proclaimed 

“we will become a global 

company by 2015”, but has not 

articulated what exactly that is 

or how to achieve the goal 

    Board Agenda 
(1) Approve foreign M&A 

(2) Approve fund-raising 

(3) Dev’t of global HR 

(4) Internal control system 

(5) Approve financials 

Outside Director  A lawyer 

whom the CEO trusts. Does 

not understand business, 

finance that well; knows law, 

but not “governance”, M&A  
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The Resulting Weaknesses 

 
Full-Time Stat Auditor (new) 

Previously was GM of Sales. 

Knows little about law, 

compliance, accounting. Has 

never been a board member.  

Director (Products Dev’t) 

Excellent engineer, but knows 

little about governance, law, 

financial statements. No prior 

board experience 

Director (Sales; new)  

Knows little about governance, 

corporate/ securities law, 

financial statements. 

Director (Finance) 

Understands CFO role and 

governance, but feels 

underutilized and has no M&A 

or other board experience.  

Director (HR)  50% of 

company employees are 

foreigners abroad.  But he 

is not good at English, 

knows little about finance, 

and has no other board 

experience. CEO likes him 

Director (Planning)  An 

internationalist with long 

experience abroad, knows 

how firm must change, what 

must do. But he sometimes 

argues with CEO and loses 

favor. No M&A experience. 

President  Was abroad 

for only 3 yrs. Has proclaimed 

“we will become a global 

company by 2015”, but has not 

articulated what exactly that is 

or how to achieve the goal 

    Board Agenda 
（１）Approve foreign M&A 

（２）Approve fund-raising 

（３）Dev’t of global HR 

（５）Internal control system

（４）Approve financials 

Outside Director  A lawyer 

whom the CEO trusts. Does 

not understand business, 

finance that well; knows law, 

but not “governance”, M&A  

 Board members lack common “director skill sets” (can’t say enough!) 

 “Silos” create disparity in knowledge levels in key areas 

 Unspoken: “I won’t criticize your dept. if you don’t criticize mine” 

 Lack of meaningful debate: the board as ritual, whose members 

are “representatives” of their departments 

 Dedication to governance often fickle when needed most, as it 

yields to collectivist firms’ complex human relations web 

 
 The corporation does not enjoy the full benefit of an 

effective board: group decision-making in which 

governance consistently injects rigor and objectivity at the 

final stage, but also engages in “stargazing” 

 

 Boards often have trouble making difficult decisions when 

they are most needed (rather than delaying them), 

intelligently and proactively taking/managing risk, and 

transforming the firm into a leading-edge multinational  
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Examples of Why Insufficient Debate, Over-

Reliance on “the Expert Among Us” Occurs  
Full-Time Stat Auditor (new) 

Previously was GM of Sales. 

Knows little about law, 

compliance, accounting. Has 

never been a board member.  

Director (Prod. Dev’t; new) 

Excellent engineer, but knows 

little about governance, law, 

financial statements. No prior 

board experience 

Director (Sales; new)  

Knows little about governance, 

corporate/ securities law, 

financial statements. 

Director (Finance) 

Understands CFO role and 

governance, but feels 

underutilized and has no M&A 

or other board experience.  

Director (HR)  50% of 

company employees are 

foreigners abroad.  But he 

is not good at English, 

knows little about finance, 

and has no other board 

experience. CEO likes him 

Director (Planning)  An 

internationalist with long 

experience abroad, knows 

how firm must change, what 

must do. But he sometimes 

argues with CEO and loses 

favor. No M&A experience. 

President  Was abroad 

for only 3 yrs. Has proclaimed 

“we will become a global 

company by 2015”, but has not 

articulated what exactly that is 

or how to achieve the goal 

    Board Agenda 
 

(1) Approve foreign M&A  

 

(2) Approve fund-raising 

 

(3) Dev’t of global HR 

 

(4) Internal control system 

 

(5) Approve financials 

Outside Director  A lawyer 

whom the CEO trusts. Does 

not know business, finance 

well; not expert in all aspects 

of  “governance”, M&A  
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Proxy Voting Criteria Used by a Certain Major Trust 

Bank re Approval of Board Members 

 
Aspect Internal  External 

Director Statutory 

Auditor 

Director Statutory 

Auditor 

Independence 

 Works or worked for a large shareholder? 

 Works, worked for a business counterparty? 

 Receives comp. other than as director? 

 Family member, relation, etc.    

   

 

  － 

 

 

   － 

    

 

   ０  

   

 

  ０  

Attendance at board meetings (% attended)   －    －    ０    ０  

Years already served   －    －    ０    ０  

Other:  e.g. cases where the level of the 

dividend is not appropriate [sufficient], or where 

there is no proposal to pay a dividend at all 

  ０     － 

 

   ０    － 

 

Other:  e.g. cases where the takeover defense 

structure is not appropriate 
  ０     － 

 

   ０    － 

 

＊ ０ : cases where that aspect is considered 
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 What is Funny About that Picture? 
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Five Criteria to Evaluate Outside Director Candidates Who 

Comprise 10% of the Board, But Essentially None to Evaluate 

the Internally “Promoted” Candidates Who Dominate It? 

Aspect Internal  External 

Director Statutory 

Auditor 

Director Statutory 

Auditor 

Independence 

 Works or worked for a large shareholder? 

 Works, worked for a business counterparty? 

 Receives comp. other than as director? 

 Family member, relation, etc.    

   

 

  － 

 

 

   － 

    

 

   ０  

   

 

  ０  

Attendance at board meetings (% attended)   －    －    ０    ０  

Years already served   －    －    ０    ０  

Other:  e.g. cases where the level of the 

dividend is not appropriate [sufficient], or where 

there is no proposal to pay a dividend at all 

  ０     － 

 

   ０    － 

 

Other:  e.g. cases where the takeover defense 

structure is not appropriate 
  ０     － 

 

   ０    － 

 

＊ ０ : cases where that aspect is considered 

It is basically the same for ISS and Glass, Lewis.  With no rules 

about board training or disclosure about it, institutional 

investors have very little basis for their decisions when voting 

on “inside director” candidates. So rather than be “the bad guy”, 

they approve almost all of them, automatically. 



Japan:  A Market Where:  

 Executives have bargain-basement prices (70% comp.= fixed salary)  

 But depending on company, you may get what you pay for (not enough 
performance comp.= not enough incentive, entrepreneurial risk-taking) 

 There is no “corporate governance code”, no rules about director 
training, and no disclosure about each company’s policy about training  

 Much depends on culture, rigor, shareholder composition at each firm 

 The main goal of governance is purposely assumed to be “improving 
mgt. performance” rather than constraining managerial self-interest 

 No takeover premiums (no hostile M&A; defenses = “No way Jose”) 

 But, “lifetime employment” does create long-term mindsets, often good 

 Domestic institutional investors do bare minimum; do not rock boat, but 
are slowly waking up now, and this + foreign voting is having impact 

 Debates about governance are often self-censored by the “experts”  

 The good news is: differentiation by excellent companies and disparity 
vs. laggards is accelerating; and greed not the cause of most scandals 

 The bad news is that the majority of firms are still relative laggards, do 
not need to raise equity, and systemic change is still very slow 
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Non-Comprehensive List of Nations with Rules or 

“Soft Law” re Director Training or Disclosure About It 

 NYSE Listing Rules 
 UK Corporate Governance Code 
 Canada-TSX Guide to Good Disclosure; CSA Staff 

Notice 58-306 2010 (CG Disclosure) 
 Australia - ASX Listing Rules 
 German Corporate Governance Code 
 France - AFG Recommendations on Corporate 

Governance 
 Norway - Code of Practice for Corporate Governance 
 Korea – Code of Best Practices for Corporate 

Governance 
 China – China Securities Regulatory Commission; 

Code of Corporate Governance for Listed 
Companies in China 

 Singapore Code of Corporate Governance 
 Malaysian Code on Corporate Governance 
 Hong Kong- HKEx Code on Corporate Governance 

Practices 
 Taiwan-Corporate Governance Best-Practice 

Principles 
 India- Corporate Governance Voluntary Guidelines 
 Bangladesh Code of Corporate Governance 
 “OECD Reform Priorities in Asia”(director training is 

one of the listed "priorities") 
 

 

 

 Japan has no rules or 

soft law about 

training, anywhere… 

 

 No disclosure about it  

 

 Japan has no 

corporate governance 

code to begin with  
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Asian Corporate Governance Association on 

Japan (“CG Watch 2012” - downgrading it to 4th in Asia) 

“Japan is also lagging most markets in not requiring any training of directors, 
which is shocking when the statutory auditors (i.e., audit committee 
equivalent) are supposed to be the guard dogs of governance.” 
 

“Japan: Quick-fix list:  Simple actions that government and companies can 
take to improve overall CG: 、、、、 (4) Increase director training.” 
 
“A further differentiating factor reflecting substance more than form is that Singapore, Malaysia 

and Thailand all have fairly well-established eco-systems supporting director training and 

board development. These variously include director training institutes, associations of 

company secretaries, business chambers, stock exchanges and, in the case of Malaysia, the 

central bank. These networks of training organizations are, arguably, far more advanced 

and/or independent than anything you will find in China, Japan, Korea or Taiwan 

(although there are some more developments in Japan on this front)…. a group of CG 

experts in Japan set up a new non-profit organization, the Board Director Training 

Institute (BDTI), to offer continuing education of this type. BDTI is the only group in Japan 

certified by the government as a tax-exempt “public-interest organization” working in this 

field. This is a significant achievement and marks the first time that the Japanese 

government has acknowledged corporate governance training as being in the public 

interest.”                                                                          (See:  http://bdti.or.jp/english/introduction   ) 

http://bdti.or.jp/english/introduction


LDP’s Headquarters for Japan’s Economic Revitalization 

Has Recently Proposed Disclosure re Director Training as 

Part of Its Growth Strategy.  Will it Follow Its Own Policy? 

  Interim Recommendations Report – May 10th, 2013 

p. 30   D) Strengthening Corporate Governance  

 

 “ Disclosure Regarding Policy for Educating Directors 

       In order to aggressively provide for the disclosure of information about the capabilities of directors, we 

will encourage each company to disclose: 1) the numbers of directors actually trained before their 

nomination; and 2) company policy regarding the provision of training and ongoing education for all 

directors, and the evaluation of the need for such training. (For instance, this might be done by adding 

the aforementioned two reporting categories to the corporate governance reports that companies 

presently submit to the Tokyo Stock Exchange.) “ 

 

 中 間 提 言    自由民主党 日本経済再生本部       平成25 年5 月10 日 

       p. 30    D) コーポレートガバナンス強化 

 

       「取締役の教育方針についての開示 
 

 取締役の能力情報を積極的に開示するため、①指名前の役員候補者への研修の実績、②全ての役員に対す
る教育、継続教育の提供、及び必要性の評価に関しての方針を開示することを誘導する（例えば、東証上場企
業が提出しなければならないコーポレートガバナンス報告書記載事項に上記２つの内容を追加する等）。  」 
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Copyright Notice 

 

Copyright and all other rights for the use of these materials are retained 

by the original author, Nicholas Benes. Without the prior written 

permission of the author, recipients may not copy or use these materials, 

or share them with others, either electronically or by any other method.  
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Please direct all inquiries to 

BDTI at info@bdti.or.jp   

mailto:info@bdti.or.jp

