
CorporateGovernance

BasicPolicy

GuidedbyourCorporatePhilosophy,Kanekaaimstoachievesustainablegrowth,improvemedium-to

long-termcorporatevalue,andbuildtrustamongallstakeholders,includingshareholders,investors,

customers,localcommunities,vendors,andemployees,realizingoptimumcorporategovernanceto

fulfilloursocialresponsibility.

DiagramofCorporateGovernanceSystem■

PleaseseeherefortheBoardofDirectors.
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CorporateGovernanceStructure

OrganizationalDesign

Wecurrentlyhavetwoindependentexternaldirectorsandtwoindependentexternalauditors.Sinceboth

theoverseeingofbusinessoperationsbytheBoardofDirectorsandauditingbytheBoardofAuditorsare

functioningwell,KanekahaschosentobeaCompanywithBoardofAuditorsundertheCompaniesAct.

DirectorsandtheBoardofDirectors

TheBoardofDirectorsseekstoensureefficientandeffectivecorporategovernanceinordertorealizethe

company’ssustainablegrowthandincreasecorporatevalueinthemediumtolongterm.

TheBoardofDirectorsexercisesitsoversightfunctionsonoverallmanagementtoensurefairnessand

transparency,aswellastoappointmanagementpositions,evaluateanddetermineremuneration,

evaluateseriousrisksanddeterminestrategiestocounterthem,andmakethebestdecisionson

importantbusinessoperations.TheBoardofDirectorsmakesresolutionsonimportantmattersrelatedto

themanagementoftheKanekaGroupafterdeliberationbytheManagementCommittee,whichincludes

thepresident.Thereareatmost13membersontheBoardofDirectors.Ofthese,twoareindependent

externaldirectorstostrengthentheoversightfunction.Directorsserveforaperiodofoneyeartoclearly

definemanagementresponsibilities.

AuditorsandtheBoardofAuditors

AuditorsandtheBoardofAuditorsseektoensurehealthyandsustainablecorporategrowthandto

establishastructurewithgoodcorporategovernancethatcangainsocialtrustbycheckingonthe

performanceofdirectorsinregardtotheirduties.

TheBoardofAuditorscomprisesfourmembers,twoofwhomareindependentexternalauditorsin

principle,andperformsauditsincoordinationwiththeAccountingAuditorandtheESGDepartment

InternalControlDivision’s.Auditorsaregivenspacetoperiodicallyexchangeviewswiththepresident,

andmonitorthestateofbusinessoperationswhennecessary,byattendingkeymeetingsoftheBoardof

DirectorsandthoseoftheManagementCommittee,whichdecidesontheimplementationofimportant

matters,aswellasdivisionheadmeetings.

AppointmentandRemunerationAdvisoryCommittee/IndependentExternalDirector’s

Meeting

TheAppointmentandRemunerationAdvisoryCommitteediscussestheremunerationofDirectorsand

theappointmentofDirectorandAuditorcandidatestoreporttotheBoardofDirectors.TheIndependent

ExternalDirector’sMeetingdiscussestheeffectivenessoftheBoardofDirectorstoreporttotheChairof

theBoardofDirectors.
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ImplementationofBusinessOperations

Kanekahasadoptedtheexecutiveofficersystemtoharmonizetheoversightfunctionofdirectorswith

theimplementationfunctionofbusinessoperations,whichalsofacilitatesdecision-makingandclearly

definesroles.TheBoardofDirectorsdecidesonkeymanagementstrategiesandbusinessoperationsof

theentireKanekaGroup,whileexecutiveofficersassumeresponsibilityforbusinessoperations.Division

heads,includingexecutiveofficersappointedbytheBoardofDirectors,aregivenextensiveauthority

overdailybusinessexecution.Monthlydivisionheadmeetingsareheldtoenablethedirectorsand

auditorstodirectlyhearprogressreportsfromeachdivisionhead.TheInternalControlDivisionofthe

ESGDepartmentevaluatestheeffectivenessofinternalcontrolandconductsaninternalaudit.

StandardsforIndependenceofExternalDirectors/Audit&SupervisoryBoard

Members

WehavedefinedtheStandardsforIndependenceofExternalDirectors/Audit&SupervisoryBoard

Memberstoguaranteetheindependenceofindependentexternaldirectorsandauditorsinpractice.The

standardsaredisclosedinournoticeofconvocationgeneralmeetingofshareholders,corporate

governancereport,etc.

SelectionCriteriaforDirectors

AtKaneka,directorsareselectedbytheBoardofDirectors,onthebasisofcharacter,judgment,expertise

andexperienceaswellasethicswithoutlimitationsongender,age,nationalityandotherattributes,

afterdeliberationbytheAppointmentandRemunerationAdvisoryCommittee,whichiscomprisedof

representativedirectorsandindependentexternaldirectors.

AnalysisandEvaluationofEffectivenessoftheBoardofDirectors

KanekaregularlyimplementsananalysisandevaluationoftheeffectivenessoftheBoardofDirectors,

anddisclosesasummaryoftheevaluationresults.Specifically,theChairofBoardofDirectors

periodicallyreceivesreportsfromtheIndependentExternalDirector’sMeetingandopinionsfromthe

internaldirectors.Basedonthesereports,thecurrentstatusofoperationsoftheBoardisevaluated.In

theevaluationprocessinfiscal2018,theIndependentExternalDirector’sMeetinghelddiscussions

focusingontheoperationoftheBoardofDirectors(numberofmeetingsheld,frequency,length,

contentsofinformationprovidedbeforehand,contentsofagendas,deliberations,etc.),roleofexternal

directors,andriskmanagement.Basedonthediscussionresults,theBoardofDirectorsconductedaself-

evaluation.Asaresult,ithasbeenconfirmedthattheBoardofDirectorsfunctionseffectivelyinmaking

decisionsonimportantmattersfortheGroupsuchasriskmanagementandsupervisingbusiness

execution.WewillcontinuetoenhancetheeffectivenessofourBoardofDirectorsthrougheffectiveness

evaluations.
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2006

2011

2013

2015

2016

2019

OurEffortstoStrengthentheGovernanceCapacity■

Introducedtheexecutiveofficersystem

Changedthenumberofdirectorsfrom21to13

FormulatedtheBasicPolicyonInternalControlSystem

Appointedanoutsidedirector

FormulatedtheCriteriaforIndependenceofOutsideDirectors

Increasedthenumberofoutsidedirectorsfrom1to2

FormulatedtheBasicPolicyonCorporateGovernance

EstablishedtheAppointmentandRemunerationAdvisoryCommittee

EstablishedtheIndependentOutsideOfficersMeeting

CommencedtheeffectivenessevaluationontheBoardofDirectors

RevisedpartoftheBasicPolicyonCorporateGovernance

- 82 -



BusinessRisksandUncertainties

BasicPolicy

Ourbasicriskmanagementpolicyisthateachdivisionidentifiesoperationalrisksandothertypesof

risksthatitmayface,takesappropriatepreventivemeasures,andrespondsappropriatelyincooperation

withotherrelevantdivisionsifariskmanifestsitself.

Forpreventivemeasuresagainstpotentialrisksincludingthoserelatedtoethicsandlegalcompliance,

theComplianceSubcommitteeoftheESGCommitteeoverseesthedevelopmentandimplementationof

thecompany-wideplans.

Whenariskoccursorislikelytooccur,theESGCommitteehandlestheriskincooperationwiththe

relevantdivisions.

Weregularlycheckwhethertheabove-mentionedactivitiesareimplementedproperlytopreventourrisk

managementsystemfromfallingintomereformality,andstrivetomaintainandimproveits

effectiveness.

Business-RelatedRisks

FactorsthatmaysignificantlyaffecttheperformanceandthefinancialpositionoftheKanekaGroup

includethosedescribedbelow.

PleasenotethatthemattersdescribedareonlythosethatweconsideredrisksasofMarch31,2019and

thatthisisnotanexhaustivelistofrisksbornebytheGroup.

1. RisksrelatedtotheGroup’sabilitytomaintainoperationaladvantagesandtrendsintheJapaneseand

overseaseconomicenvironments

2. Risksassociatedwiththeglobalizationofourbusiness(fluctuationsinforeignexchangeratesand

overseasbusinessdevelopment)

3. Risksofpricefluctuationsofrawmaterialsandfuels

4. Risksassociatedwithproductliability,industrialaccidentsandlargescaledisasters

5. Risksassociatedwiththeprotectionofintellectualpropertyrights

6. Impactofenvironmentrelatedregulations

7. Risksassociatedwithlegalaction

8. Otherrisks

SeetheFinancialSectionformoredetails
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StrengtheningofInformationSecurity

KanekaGrouphasestablishedaBasicInformationManagementPolicy,andworkstodisseminateittoall

employees,therebyensuringappropriatemanagementofinformation.

BasicInformationManagementPolicy

1.Observanceoflaws/regulationsandrules

ThetrustandconfidenceofsocietyandcustomersisthemostpreciousassettheGroupmust

protect.

Complyingwithlawsandregulations,socialnorms,andinternalregulations/proceduresisthe

basicprinciplethatallindividualsengagedinbusinessactivitiesshouldfollow.

2.Protectionofconfidentialinformation

Confidentialinformationconcerningmanufacturingprocesses,research,sales,etc.isthe

sourceoftheGroup’scompetitiveness.

Allindividualsengagedinbusinessactivitiesmustbefullyawareofthis,andmustnotleak

suchinformationoruseitforillicitpurposes.Inparticular,datarequiringstricthandling,such

aspersonalinformationandinformationentrustedasconfidentialfromotherentities,mustbe

identifiedassuchandmanagedstrictlybythepersoninchargeofinformationmanagementat

eachcompany.

3.Establishmentofsystems/structures

InordertosustainandexpandtheGroup’sbusiness,itisessentialtomakeeffectiveuseof

informationandincreasetheefficiencyofbusinessoperations.

Inadditiontoestablishingrulesregardinginformationsecurityandcontinuingtoimprove

informationsystemstoensuresafe,effectiveuseofinformation,thepersonsresponsiblefor

informationmanagementshouldbedeterminedtoensureappropriateinformation

management.

4.Implementationoftrainingandawareness-raisingprograms

WiththestrengtheningofGroupmanagementandincreaseduseofexternalresources,people

withdiversevaluesandethicsareinvolvedinKaneka’sbusinessoperations.

Toensuresmoothcooperationwiththesemembers,effortsshouldbemadetoraiseawareness

ofinformationsecurityrisksandtoenhanceandcontinuetrainingoninformationsecurity

includingethicalaspects.

Toprotectitsinformationassetsfromrisksincludingcyberattacks,KanekaGroupcontinuesstrivingto

enhancesecuritylevels,byutilizingtheknowledgeofexternalexperts.Sincefiscal2018,measureshave

beentakentoreducerisksassociatedwithrapidchangeintheinformationsecurityenvironment,

includingreviewingexistingfacilitiesandintroducingvarioussecuritytools.Stratifiedtrainingprograms,

audits,drills,ande-learningeducationareheldregularlytoimproveemployees’informationsecurity

literacy.
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EnhancingCrisisManagementSystems

Basedonitsbasicriskmanagementpolicy,KanekaGroup'sCrisisManagementRegulationsgive

employeesabetterunderstandingofbasicmattersconcerningemergencyresponse.

WealsoprovidedemployeeswiththeCrisisManagementHandbook,containingintelligiblegraphsof

emergencyinitialresponserules.Thishandbookexplainsemergencyprocedures:properincident

notification,instructions,consultation,andresponse,aswellasthesmoothflowofinformation.

Infiscal2018,werevisedtheCrisisManagementRegulationstoclarifyabasicsystemandrolesfor

emergencyresponseaswellasemergencyexamplesandranks.Wewillcontinuetofulfilloursocial

responsibilitybymaintainingcorporateactivities,whileavoidingandreducingadverseeffectsonthe

KanekaGroupasmuchaspossible.
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Compliance

BasicPolicy

Viewingcomplianceasanimportantmanagementissue,weimplementvariousinitiativestoensureall

directorsandemployeescomplywithallapplicablelawsandregulations.

ComplianceAwarenessRaising

OurcorporateIntranetprovidesreadyaccesstoourComplianceGuidebook,which

providesaclearexplanationofourEthicalCodeofConductaswellasthelawsand

regulationstobeobservedbyallofourdirectorsandemployees.Additionally,a

varietyoftrainingsessionsandmeetings,andactivitiesoftheCompliance

Subcommitteeensurethatwestrictlyadheretoourcompliancepolicies.

ComplianceGuidebook

Self-CheckinTrainingSession

Thecomplianceonlinecourseforallemployees,launchedin2014,wasexpandedtoincludeGroup

companiesinJapanin2016;employeesfrom43companiesparticipatedinfiscal2018.

TrainingsessionsontheAntimonopolyActareconductedregularlywithallofmanagerialofficersfrom

theKanekaandGroupcompaniesinJapanwhoareinvolvedinsales,purchasing,andbusiness

development,allofwhomarerequiredtosubmitapledge.
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InternalAuditsandEstablishmentofConsultationHotlines

ThescopeofESGevaluationaudits,whicharecarriedoutfor

allGroupcompaniesinJapan,theU.S.andEurope,was

expandedtoincludethoseinChinainfiscal2018.Going

forward,GroupcompaniesoutsideJapanwillbeincludedas

well.

Wehavealsosetupcomplianceconsultationhotlinesboth

internallyandwithoutsidelawfirmsinordertoanswer

inquiriesfromthosewithintheGroup.Westrivetorespond

quicklytoprovidearapidresolutiontoanyconcernsthatmay

arise.

Acompliancetrainingsession
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IntellectualProperty

BasicPolicy

Kaneka’s IntellectualPropertyDepartment,operatingdirectlyunderthePresident,securesintellectual

propertyrightssuchaspatentsforourR&Dresults,aimingtoprovidepromptsolutionstohelpresolve

socialissues.

Fromtheglocalperspective,theintellectualpropertystaffareallocatedtoeachsiteintheAmericas,

Europe,andAsia,withtheDepartmentservingasacenter,toresponddirectlytolocalissues.

TheDepartmentformulatesandimplementsintellectualpropertystrategiesforeachdivision,including

establishmentofpatentportfolioscoveringupstreamtodownstreambusiness,incooperationwiththe

businessandR&Ddivisions.

Ourinventionincentiveprogramsincludepatentapplicationincentives,patentmasterincentivesforthe

acquisitionofacertainnumberofregisteredpatents,andoverseaspatentregistrationincentives.

Increasingapplicationincentivesforemployeesactivelycreatesintellectualproperty.

Werespecttheintellectualpropertyrightsofothercompaniesand,toavoiddisputes,weconductcareful

patentsearches,securingpatentclearanceateachphaseofdevelopmentincludingthemeproposal,

commercialization,andspecificationchanges.

EstablishmentofPatentPortfolioandExecutionofPatentRights

Infiscal2018,weacquiredpatentrightsmainlyinpriorityareascontributingtoour“Wellness-First

Management.”InJapan,patentswereregisteredforresincompositionswithsuperiormoldability,made

ofmarinebiodegradableKanekaBiodegradablePolymerPHBH,for“KanekaLuce,”anorganicELlighting

devicewithatiltable/rotatablelight-emittingsurface,andformargarinecontainingfermentedbutter.

OutsideJapan,weacquiredpatentrightsforhybridorganicELelementsthatproduceacolorcloserto

naturallight,foraplant-growthpromotingagentfollowing“KanekaPeptide,”andforamanufacturing

methodofoxidizedandreducedformsofcoenzymeQ10,mainlyintheU.S.

Executingintellectualpropertyrights,weadministrativelyprosecutedthreecompaniesthatillegally

producedandsoldwigproductsunderthenameof“Kanekalon”inChinaandconfiscatedlabelsand

productsinfringingonourtrademarkright.InEurope,basedonpatentrights,weissuedwarningstosix

companiesinvolvedindistributingandsellingreducedformofcoenzymeQ10,blockedthemarketingof

infringingproducts,andreplacedthemwithourregularproducts.
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NumberofPatentsHeld

Morethan200domesticpatentswerenewlyregisteredinfiscal2018,asinlastyear,towardtransforming

ourbusinessportfolio.Meanwhile,someproductpatentsexpired,sothetotalnumberofdomestic

patentsremainedalmostthesame.ForeignpatentscontinuedtoincreaseinallSUs,reflectingourrecent

effortstostrengthenourforeignpatentportfolio.Consequently,domesticandforeignpatentsheldby

theGroupasoftheendoffiscal2018numbered3,481and3,519,respectively.Inparticular,globalization

ofbusinessessignificantlyincreasedthenumberofforeignpatentsintheHealthCareandNutritionSUs,

ournewpriorityareas.

NumberofNationalPatentsHeld■ NumberofForeignPatentsHeld■
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