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The corporate governance of KOITO MANUFACTURING COID. (“the Company”) is described below.

I. Basic Views on Corporate Governance, Capital Structure, Corporate Profile and
Other Basic Information

1. BasicViews
The Company’s basic approach to corporate goveenanto recognize the importance of ethical stadlar
and sound management in order to retain the triigtllats stakeholders. Based on this approach,|the
Company is making efforts to enhance corporate mavee and strengthen compliance.

[Reasonsfor Non-compliance with the Principles of the Corporate Governance Code]

Supplementary Principle 4.10.1 Involvement and advice of independent directors in examination of

important matters such as nominations and remuner ations

Remuneration for individual directors has been deiteed by consultations among the representative

directors based on the authorization by the Boafdictors. As for director candidates, a drafpispared

and proposed to the Board of Directors through eltatons among the representative directors.
The Company will continue to consider establishardesirable decision-making process.

Principle 4.11 Preconditionsfor Board and Audit and Supervisory Board Member effectiveness
Each director has a thorough knowledge of the aisgebusiness management. Including outside direg
the Company regards director’s knowledge, expeggand capabilities as diverse and well balancee.| T
Company will continue to consider the appropriatecture for the Board of Directors.

As for the election of Audit and Supervisory Boaédmbers, the Company expects candidates to have a
good personality and a strong sense of ethics ¢arately, fairly, and efficiently execute the asdif the
execution of director duties. In particular, ougsiludit and Supervisory Board Members are selefrtad
among experts with expertise in legal and finantiatters.

—

[Disclosure Based on the Principles of the Corporate Gover nance Code]

Principle 1.4 Cross-Shar eholdings
Based on the management strategies and plans, dmpady believes that it is necessary to strengthen
business relationships with other companies inra@expand business and to achieve sustainablelyro

From this perspective, in a comprehensive manher,Gompany holds shares that are not purposedefor n
investments and discloses them in the securitipsrtdogether with the purpose of the cross-shddégs. In
addition, the Company periodically reviews and exa® cross-shareholdings to determine whether dhey
commensurate with dividend yields and capital gostsile taking into consideration a reduction ire th
holdings.

As for voting, the Company does not exercise vbtesed on uniform criteria but based on the perisect
of whether or not such votes lead to the sustagnglwth of the Company and to improvements in caie
value over the mid- to long- term.
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Principle 1.7 Related Party Transactions
As for transactions with directors, the Companseiguired to deliberate and resolve the detailbatBoard
of Directors. The conditions and other matters wibard to transactions are to be disclosed imtiiee to
the general meeting of shareholders or in the @irzmeport.

Transactions with major shareholders are determimeder the same manner as general transaction
conditions and take market prices, total costs,ahdr factors into account.

Principle 2.6 Roles of Corporate Pension Funds at Asset Owners
The Company operates the corporate pension fuedighikKOITO MANUFACTURING Corporate Pension
Fund The Corporate Pension Fund has a Diet Membengh@lp which meets twice a year, in principle.
Members of the Diet consist of representativeshefCompany and an executive officer of the labdorun
They resolve the budget, business plan, businpssty@and financial report for each fiscal year.
Asset management is entrusted to financial ingitigtwith sufficient investment performance.
Regarding the fact that the operation of corpopetesion funds not only affects employees' statdetas
formation but also their financial condition, arttht there should be appropriate management of lpessi
conflicts of interest between the beneficiariestlod corporate pension and the Company, management
committees composed of representatives of the Coyngad the management companies meet four times a
year to monitor the investment status.

Principle 3.1 Full Disclosure

1. Corporate principles, management strategiespkams

The corporate principles of the Company consistheffollowing statements: "We will contribute tocsa
development through lighting,” "We will step forwlato realize our employees’ dreams," and "We will
support a sustainable society as one of its merhbers

To realize these principles, the Company condugsiness activities through its group companiesedhas

on the following four strategies and plans:

1. To address the automobile industry’s expansfagiadally optimal production systems, the
KOITO Group will work to enhance its system to rasg to the five major regions of the world
(Japan, North America, Europe, China, and Asia}hi®end, the Group will further reinforce
product development, manufacturing, and the salestibns of its overseas bases, among other
measures.

2. The KOITO Group will respond to future chasge mobility, such as connectivity, autonomous
driving, sharing, and electric vehicles. The Graulbalso develop cutting-edge technologies thay s
ahead of customer and market needs and commeecatbducts at the earliest opportunity. Moreover,
we will bring attractive products to market in@e¢ly manner.

3. The KOITO Group aims to pursue the higheslityuand safety standards, while advancing the
protection of the environment and strengtheningm@nce.

4. The KOITO Group plans to further reinforceprofit structure and operations by securing and
effectively allocating resources.

In the automotive industry, where globalizatiand further competition is expected to intensify, &

“Global No. 1 Supplier,” the Company will continteedevelop its business with three key phrases:
1) World-leading technology and advancement, 2jasusble growth, and 3) a trustworthy company.

2. Basic philosophy and policy on corporate govecea
To realize corporate principles, management stiegegnd plans, the Company recognizes the impmgtan
ethical standards and sound management in ordeet&in the trust of all stakeholders. Based on [this
approach, the Company is making efforts to enhangeorate governance and strengthen compliance.
As for the corporate governance structure, tbar@ of Directors manages decision-making and &ses
supervision in accordance with Company regulatidirectors and executive officers execute the lassrof
the Company, and Audit and Supervisory Board Membeadit the execution. The Board of Directors, Wh
comprises 14 directors (including two outside divex), in principle, meets once per month, andotines and
Audit and Supervisory Board Members attend suchtimge The Board reports on the progress of busines
execution and makes decisions on important matinrs. Managing Committee comprises the full-time
directors and a corporate officer as a body thais@sthe Board of Directors. The committee meigts,
principle, three times per month, determines bwsinexecution, reports on progress, and follows mp o
business execution. T
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The Audit and Supervisory Board comprises foudiféand Supervisory Board Members (including t
outside Audit and Supervisory Board Members). EAcidit and Supervisory Board Member audits
performance of directors in line with the auditipglicies through participation in meetings of thealBd of
Directors and surveys the Company’'s operations farahcial condition. Moreover, standing Audit al
Supervisory Board Members attend the Managing Cateenand other important meetings or committee
audit business execution by directors.

3. Remuneration of Directors

As for the remuneration of directors, the Compahbylighed directors’ retirement bonuses and dirstt
bonuses at the 112th Ordinary General Meeting afr&dtolders held on June 28, 2012, and introduc
remuneration system based on basic remuneratiopenfamance-linked remuneration.

In addition to the quantitative factors of the pemfiance of the company and the level of dividerald
to shareholders, remuneration at other companied, ramuneration of employees, the remuneratior
directors is determined by comprehensively takingnagement capabilities, achievements, and
contributions into account. Basic remunerationatednined from the size and position of each dareahd
based on the degree of contribution and performaRegformance-linked remuneration refers to vaeia
remuneration regarding achievements for the previisgal year.

The remuneration of each director has been detednby consultations among the representg
directors based on the authorization of the Bo&mli@ctors.

As to outside directors, only basic remuneratiopail, not performance-linked remuneration.

Furthermore, at the 115th Ordinary General MeetigShareholders held on June 26, 2015, si
compensation-type stock options (stock subscriptights granted) were introduced for directors &
corporate officers, excluding outside directors.e TBompany expects stock options to help corpg
managers recognize the extremely close relationahip correlation between corporate performance
stock value. Moreover, the Company expects shader®land corporate managers to share the benedit
risks caused by stock price fluctuations, and aimatse corporate managers' willingness to coriibo the
improvement of business performance and corpogdteeover the mid- to long- term.

In addition, in order to further share the bendditgl risks of stock price fluctuations with shatdbcs,
and to raise the motivation to contribute to arréase in stock prices and corporate value, the @oyn
introduced allotting restricted shares at the 1Titinary General Meeting of Shareholders heldwre 29,
2017.

4. Election and dismissal of directors and Audd &upervisory Board Member candidates

The Company's policy is to select director candidates who respond to the delegation of management b
shareholders, possesses a wealth of experiencasigit into management, and who can fulfill diorst
duties and responsibilities.

Based on this policy, a draft of director candiddt@s been prepared through consultations amon
representative directors and proposed to the BolaBirectors. Director candidates have been elebiethe
Board of Directors.

With regard to the appointment of Audit and Supsawy Board Members, the Company's policy is
select candidates who have good personalitiesghiisand high ethical standards that enable ther
properly, fairly, and efficiently execute auditstb& execution of director's duties. Based onpbigy, Audit
and Supervisory Board Member candidates are elégtéioe Board of Directors with the consent of Aulit
and Supervisory Board.

In the event of a situation that deviates from d@heve-mentioned policy, the Board of Directors ks
decide on dismissal after a resolution at a gemeeaiting of shareholders.

Corporate Officer Regulationstipulate that the appointment and dismissal gp@@te officers shall b
subject to a resolution of the Board of Directors.

5. Election and dismissal of individual candidate
For director candidates, the Board of Directorsoiis a person who occupies an important positiogaich
division, has a thorough knowledge of the duties afithe Company’s operations, and has made dfismi
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contribution to the Company's performance and aatpovalue. The candidates are to be elected at the

general meeting of shareholders.
As for outside director candidates, the Board a&Btors appoints a person with extensive knowledge
experience in corporate management and with espeirti legal and financial matters. Outside directme

also elected at the general meeting of shareholders
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The reasons for the election of directors and Aadd Supervisory Board Members are described in]
reference document of the Notice of the Generaltidgeof Shareholders. In the event of dismissad,
reason for such dismissal shall be stated in tfegerece document dhe Notice of the General Meeting
Shareholders

The election and dismissal of each corporate offiees been decided by the Board of Directors.

Supplementary Principle 4.1.1 Roles and responsibilities of the Board

The Company’s Board of Directors discusses, repartd makes decisions on matters stipulated iBtdaed
of Directors’ Regulationsincluding those stipulated by laws, regulaticsusg the Articles of Incorporation
Other matters are determined in accordance withriles of theManaging Committee Regulatioasdthe
Decision-Making Regulationglepending on the scale and agenda.

Principle 4.8 Effective Use of Independent Directors
The Company appoints two independent outside direciThe Board of Directors actively listens toith

opinions and makes management decisions. The Cgmpadlh continue to consider the preferre

configuration of the Board of Directors.

Principle 4.9 I ndependence Standar ds and Qualification for | ndependent Directors
The Company's policy is to appoint an outside dinewith effective independence in accordance \tlith

independence requirements set forth in the Conpor&ct and the independence standards set forthemn

Independent Directors/Auditors System of the Togyock Exchange.

Supplementary Principle 4.11.1 View on appropriate balance between knowledge, experience and skills
of the Board and on diversity and appropriate board size
The Company has introduced a corporate officer esysto distinguish between the managem
decision-making and supervisory functions and t&ress execution functions. Currently, the Compzas/
14 director members, and we believe that this isappropriate scale for prompt and appropr
decision-making.

Each director has thorough knowledge of the managewf each business. Including outside direct
directors are structured in a way that balancesrtige, experience, and capabilities.

When selecting the director, a draft of candidaiesprepared through consultations among
representative directors, and selections are madeelBoard of Directors.

Supplementary Principle 4.11.2 Directors and Audit and Supervisory Board Member who serve as
management of other companies

In the event that the Company’s director or Auditl &Supervisory Board Member concurrently serveara
executive of another listed company, the Compangeawors to limit the appointment to the ext
reasonable. Additionally, directors’ concurrent tsoef listed companies are stated in the Noticehef
Ordinary General Meeting of Shareholders every.year

Supplementary Principle 4.11.3 Analysis and evaluation of effectiveness of the Board
The results of self-analyses and evaluations okffextiveness of the Board of Directors are sunwadras
shown below.
1. In principle, the Board of Directors meets onceanth to discuss important issues in a timely and
appropriate manner in accordance withBoard of Directors’ regulations
2. Prior to the beginning of the fiscal year, the aimeeting schedules will be announced to directo
and Audit and Supervisory Board Members, includintside directors, making it easier for them tg
attend.
The Company is actively and sufficiently discussingnagement issues.
3. In addition to directors, who have experience mvhrious business divisions such as manageme
sales, technical, and production, the Board of dines also receives advice and proposals from
outside directors with experience and knowledgeonporate management, and receives opinions
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from outside Audit and Supervisory Board Memberhwexpertise in law and finance. The committee

ensures sufficient time and discusses managensmsisrom a variety of perspectives.
In the future, the Company will further strengthéa functions as the highest decision-mak
organization for management and improve the spéathnagement decision-making in order to enhanes
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Supplementary Principle 4.14.2 Director and Audit and Supervisory Board M ember training
The Company provides training for directors ancpoaaite officers to promote knowledge acquisitiod an
understanding of their roles and responsibilites@cessary.

Principle 5.1 Policy for Constructive Dialogue with Shareholders

In order to achieve sustainable growth and increaggorate value over the mid- to long- term, tleernPany
strives to establish long-term relationships ostrihrough constructive dialogues while providirapuate
information to shareholders and investors.

1. The Company assigns the General Affairs Departiteeatminister dialogues with shareholders and
investors. Managers and persons in charge of gathand disclosing information are assigned to the
Department. In cooperation with related departmehtsGeneral Affairs Department discloses
information in a timely, fair, and appropriate mann

2. The Company strives to promote investing opporiesiand disclose information by holding
semiannual earnings release conferences and lpiigli|act books and annual reports.

3. In order to reflect shareholders’ opinions intopmrate management, any matter that is objectively
important for a review is reported to the managdraed the Board of Directors.

4. In order to prevent unauthorized disclosure ofritial statements and ensure fairness, the Company
has set a quiet period and refrains from discudgnagcial results during that period. The Company
also strives to control insider information in atance with ouinsider Trading Regulations

2. Capital Structure
Foreign Shareholding Ratio More than 30%

[Status of Major Shareholder s

Name / Company Name Number of Shares Owned| Percentage (%
TOYOTA MOTOR CORPORATION 32,158,233 20.00
The Master Trust Bank of Japan, Ltd. (Trust accpunt 7,707,000 4.79
Sumitomo Mitsui Banking Corporation 5,442,674 3.38
Nippon Life Insurance Company 5,382,250 3.34
Japan Trustee Services Bank, Ltd. (Trust account) , 309200 3.30
JPMC OPPENHEIMER JASDEC LENDING ACCOUNT 5,273,600 3.28
MUFG Bank, Ltd. 5,154,225 3.20
The Dai-ichi Life Insurance Company, Limited 4, (8%8B 2.48
JP MORGAN CHASE BANK 385632 3,106,673 1.93
DENSO CORPORATION 3,024,200 1.88
Controlling Shareholder (except for Parent

Company)

Parent Company None

I Supplementary Explanation

The status of the above major shareholders is &epfember 30, 2018. The percentage of shares oaned
calculated by deducting treasury stock (58,220esh)ar
As of April 9, 2018, MUFG Bank, Ltd. and three atheint holders have been reported to have held
10,418 thousand shares (percentage of shares: &5#¢ Report on the Change of the Report on Large
Volume Holdinggpublished by MUFG Bank, Ltd., on April 16, 2018oWever, the actual number of shares
held by MUFG Bank, Ltd., as of the end of the cotreecond quarterly accounting period has not been
confirmed by the Company.
As of August 31, 2018, Nippon Life Insurance Compand one joint holder have been reported to have
held 6,597 thousand shares (percentage of shaiés) ¢ theReport on the Change of the Report on Large
Volume Holdinggpublished by Nippon Life Insurance Company on Saier 7, 2018. However, the actuyal
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number of shares held by Nippon Life Insurance Camgpas of the end of the current second quarterly
accounting period has not been confirmed by the fizam

As of November 15, 2018, BlackRock Japan Co., ladd eight other joint holders have been repoded t
have held 10,025 thousand shares (percentage m@sst&a2%) in th&keport on the Change of the Reportjon
Large Volume Holdingpublished by BlackRock Japan Co., Ltd., on Novan®tie 2018. However, the actual
number of shares held by BlackRock Japan Co., a&lgf the end of the current second quarterly ataa
period has not been confirmed by the Company.

3. CorporateAttributes

Tokyo Stock Exchange
First Section

Fiscal Year-End March

Listed Stock Market and Market Section

Type of Business Electric Appliances

Number of Employees (consolidated) as of the Endthef
) ) More than 1000
Previous Fiscal Year
Sales (consolidated) as of the End of the Prek@acsal Year From ¥100 billion to less than ¥1 trillior
Number of Consolidated Subsidiaries as of the Efdthe

Previous Fiscal Year

=

From 10 to less than 50

4. Policy on Measures to Protect Minority Shareholdersin Conducting Transactions with Controlling
Shareholder

5. Other Special Circumstances which may have Material Impact on Cor por ate Gover nance

As listed companies, KI HOLDINGS CO., LTD. is lidten the Second Section of the Tokyo Stock Exchange
and Ta Yih Industrial Co., Ltd., is listed on thaiwan Stock Exchange. KI HOLDINGS CO., LTD. opesate
independently from the Company. Their customersdipets, production patterns, and business domais a
completely different from those of the Company.




ll. Business Management Organization and Other Corporate Governance Systems
regarding Decision-making, Execution of Business, and Oversight in Management
1. Organizational Composition and Operation

Organization Form Company with Audit and Supervisory Board
[Directorsg|

Maximum Number of Directors Stipulated in ArticleSIncorporation 15

Term of Office Stipulated in Articles of Incorpoiat 2 years

Chairperson of the Board President

Number of Directors 14

Number of Outside Directors 2

Number of Independent Directors 2

Outside Directors’ Relationship with the Company (1

*

_ Relationship with the Company*
Name Attribute - -
a|b|c|d|e]|f g | h i j k
Haruya Uehara From another company
Kingo Sakurai CPA
*

ST D QOO0 oD

«

Categories for “Relationship with the Company”

" O” when the director presently falls or has recefdlien under the category;

“ /A" when the director fell under the category in faest

“ @” when a close relative of the director preserdljsfor has recently fallen under the category;
“ A"when a close relative of the director fell undee tategory in the past

. Executive of the Company or its subsidiaries

. Non-executive director or executive of a pasampany of the Company

. Executive of a fellow subsidiary company of @empany

. A party whose major client or supplier is then@pany or an executive thereof
. Major client or supplier of the listed compamyaa executive thereof

Consultant, accountant or legal professional wdreives a large amount of monetary consideration
other property from the Company besides compensata directokansayaku

. Major shareholder of the Company (or an exeeutivthe said major shareholder if the sharehaklar

legal entity)

. Executive of a client or supplier company of @@mpany (which does not correspond to any of dr 8,

(the director himself/herself only)

. Executive of a company, between which and then@any outside directofsinsayakuare mutually

appointed (the director himself/herself only)
Executive of a company or organization that nee® a donation from the Company (the director
himself/herself only)

. Others



Outside Directors’ Relationship with the Company (2

Designation

as Supplementary Explanation o
Independent the Relationship

Director

Name

Reasons of Appointment

Mitsubishi UFJ Trust and
Banking Corporation, senior
advisor

Haruya Ueharg O Mr. Uehara served as chairmatr
of Mitsubishi UFJ Trust and
Banking Corporation until April
2012 and is currently a senior
advisor of the company.

Mr. Uehara is a senior advisor
Mitsubishi UFJ Trust and Bankin
Corporation and has been selected a
outside director to reflect his experti
and experience in the Company
management.

The Company recognizes him as
highly independent outside direct
because he is not from the pare
company, affiliated company, maj
shareholders, or major business partn
and others.

Because of his independence and
knowledge, the Company judged that
was qualified as an independent direg
of the Company and appointed him
independent director.

The Company does not owe any debts
loans to Mitsubishi UFJ Trust an
Banking Corporation.

N

Kingo Sakurai @) CPA

As a CPA, Mr. Sakurai was appointed
outside director to reflect his financi
and accounting knowledge ai
experience in to the Company
management.

The Company recognizes him as
highly independent outside directd
because he is not from the pare
company, affiliated company, maj
shareholders, or major business partn
and others.

Because of his independence and
knowledge, the Company judged that
was qualified as an independent direg
of the Company and appointed him

an
al
nd
'S

a
DI,
2Nt
DI
ers,

full
he
tor
an

independent director.

Voluntary Establishment of Committee(s)
Corresponding to Nomination Committee |oNot Established
Remuneration Committee

[Audit and Supervisory Board]

Establishment of Audit and Supervisory Board Established
Maximum Number ofAudit and Supervisory Board Member Stipulated inticdes of 5
Incorporation

Number of Audit and Supervisory Board Member 4

-8-



Cooperation among Audit and Supervisory Board MembBecounting Auditors and Internal Audit
Departments

The Company's Internal Audit Department, an indepeh organization, performs internal audits of the
operations, finance, compliance, and other aresschan annual audit plans. The results are reptotéue
directors and Audit and Supervisory Board Members.

The Audit and Supervisory Board comprises two stapdudit and Supervisory Board Members and two
outside Audit and Supervisory Board Members. Thditand Supervisory Board Members participate a|th
Board of Directors and other important meetings esmdmittees, review significant authorization doemts,
and audit the performance of directors. In addjtihe Audit and Supervisory Board Member monitdwes |t
structure and operation of the internal controkeysby site visiting plants and branches, interiigmthe
administrative divisions, and auditing domestic aowkerseas subsidiaries. Moreover, the Audit and
Supervisory Board Members attend the audits peddriyy the independent auditors and the InternalitAud
Department, along with working to promote collalimra by exchanging information through regular
meetings with the independent auditors, the in-BoG@G®mpliance Department, and the Internal Audit
Department.

Appointment of Outside Audit and Supervisory Boltember Appointed
Number of Outside Audit and Supervisory Board Membe 2
Number of Independent Audit and Supervisory Boagdrider 1

Outside Audit and Supervisory Board’s Relationshith the Company (1)

) Relationship with the Company*
Name Attribute ——
a|lb|lc|{dje|f|g|h|i]|]j|k]I]|m
Yukinobu Suzuki Tax Accountant
Hiroshi Kimeda Lawyer

*  Categories for “Relationship with the Company”
* " (" when the director presently falls or has recefalien under the category;
“ A" when the director fell under the category in faest
*  “@” when a close relative of the director preseralsfor has recently fallen under the category;
“ A"when a close relative of the director fell undee tategory in the past

a. Executive of the Company or its subsidiary

b. Non-executive director or accounting advisothef Company or its subsidiaries

c. Non-executive director or executive of a pacamhpany of the Company

d. Audit and Supervisory Board Member of a parembjgany of the Company

e. Executive of a fellow subsidiary company of @@mpany

f. A party whose major client or supplier is thengzany or an executive thereof

g. Major client or supplier of the Company or ar@&xtive thereof

h. Consultant, accountant or legal professional vdugives a large amount of monetary consideration
other property from the Company besides compemsasan Audit and Supervisory Board Member

i. Major shareholder of the Company (or an exeeua¥ the said major shareholder if the sharehdkler
legal entity)

j- Executive of a client or supplier company of @empany (which does not correspond to any of érdn)
(the Audit and Supervisory Board Member himseliedronly)

k. Executive of a company, between which and then@my outside directors/ Audit and Supervisory
Board Member are mutually appointed (the Audit Sagervisory Board Member himself/herself only)

|. Executive of a company or organization that rez® a donation from the Company (the Audit and
Supervisory Board Member himself/herself only)

m. Others
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Outside Audit and Supervisory Board Member’s Retahip with the Company (2)

Name

Designation as
Independent
Audit and
Supervisory
Board Member

Supplementary
Explanation of
the Relationship

Reasons of Appointment

Yukinobu Suzuki

Tax Accountant

As a tax accountant, Mr. Suzuki w
appointed an outside director to reflect

as
his

financial and accounting knowledge

d

experience in the Company’s auditing

system.

The Company recognizes him as a highly
independent outside Audit and Supervispry
Board Member because he is not from the

parent company, affiliated company, ma
shareholders, or major business partn
and others.

Because of his high independence and
knowledge, the Company judged that
was qualified as an independent Audit &
Supervisory Board Member of the Compg
and appointed him an independent Ay
and Supervisory Board Member.

or
ers,

full
he
ind
ny
dit

Hiroshi Kimeda

Attorney
Nishimura & Asahi,
partner

Mr. Kimeda was appointed an outside Au
and Supervisory Board Member because
has thorough knowledge of corporate le
affairs as an attorney and has suffici
insight to supervise corporate managem
The Company has a business relations
with Nishimura & Asahi, where Mr. Kimed
is a partner, but the Company is aware

the relationship is highly independe
because the Company does not hav
corporate attorney contract with Nishimy

dit
he
gal
ent
ent.
5hip
a
hat
nt
b a
ra

& Asahi.

[Independent Directors/ Audit and Supervisory Board Member]

Number of Independent Directors/Audit and Superyi®oard Member 3

Matters relating to Independent Directors/ Audidl 8upervisory Board Member

[Incentives)

Incentive Policies for Directors

Stock Options / Other

Supplementary Explanation

Under the recognition that the corporate perforreaand stock value closely relates or correlg
shareholders and corporate managers share thatberaf risks caused by stock price fluctuatiors. the
purpose of raising corporate managers' willingnesontribute to the improvement of business peréorce

tes,

and corporate value over the mid- to long- terre, @ompany has introduced stock compensation-tyjmk $
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options (stock subscription rights granted).

In addition, in order to further share the bendditgl risks of stock price fluctuations with shatdbcs,
and to raise the motivation to contribute to arréase in stock prices and corporate value, the @oyn
introduced allotting restricted shares for direst@@xcluding outside directors) and corporate effcat the
117th Ordinary General Meeting of Shareholders baldune 29, 2017.

©

Recipients of Stock Options Inside Directors

Supplementary Explanation

The Company's directors (excluding external dinejtare granted stock options. Stock compensayioa-t
stock options are also granted to the Companyjsarate officers under the same conditions.

[Director Remuneration]

Disclosure of Individual Directors’ Remuneratiorselected Directors

Supplementary Explanation

In the securities report, the Company disclosesto@ remuneration, the amount by different tymds
remuneration, and the number of directors or caifgorofficers eligible for such remuneration, and
individually discloses the directors with remungrat of ¥100 million or more. The total amount |of
remuneration paid to directors (excluding outsigleaiors) was ¥1,174 million as of March 31, 2018.

Established
and Calculation Methods

Policy on Determining Remuneration Amour‘vts

Disclosure of Policy on Determining Remunerationddmts and Calculation Methods

The Company has introduced a remuneration systemsistmg of basic remuneration apd
performance-linked remuneration. The annual renatiwer for directors is to be ¥1.2 billion or less.

[Supporting System for Outside Directors and/or Audit and Supervisory Board Members]

Outside directors are supported by the Generaliraflaepartment, and outside Audit and Superviscrgre
members are supported by Audit and Supervisory®oember office personnel.

2. Matters on Functions of Business Execution, Auditing, Oversight, Nomination and Remuneration

Decisions (Overview of Current Corporate Gover nance System)

At the Company, the Board of Directors conducts ag@ment decision-making and supervision, diregtors
and executive officers execute business operatamd, Audit and Supervisory Board Members audit|the
execution.

[Business execution]

The Board of Directors, which comprises 14 dex (including two outside directors), in prin@p
meets once per month and is attended by directmtsAadit and Supervisory Board Members. It reportg
the progress of business execution and makes degish important matters.
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The Managing Committee comprises full-time direstand a corporate officer and is a body to aid|the
Board of Directors. The committee meets, in prilgithree times per month, determines businessuérec
and reports on progress and follows up on busieessution.

[Audit and supervision]

The Audit and Supervisory Board comprises foudifand Supervisory Board Members (including two
outside Audit and Supervisory Board Members). EAcidit and Supervisory Board Member audits the
performance of directors in line with the auditimglicies through their participation in meetingsttoé Board
of Directors and surveys the Company’s operationsfaancial condition. Moreover, the standing Auatid
Supervisory Board Members attend the Managing Cdieenand other important meetings or committees to
audit business execution by directors.

Accounting audits are conducted by ARK MEIJI AIOx Co.

3. Reasonsfor Adoption of Current Corporate Gover nance System

Regarding corporate governance, the Company bsli¢vat objective and neutral external monitoring
function is essential for the Board of Director$iet has the functions of management decision-ngadird
supervising business executions. Along with thécgptwo outside directors monitor, advise, andvje
guidance, and audits are conducted by two outsigitAand Supervisory Board Members.
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1.
1. Measuresto Vitalizethe General Shareholder M eetings and Smooth Exercise of Voting Rights

Implementation of Measures for Shareholders and Other Stakeholders

Supplementary Explanations

Early Notification of General The Company sends notices of the general meetirghafeholders thre

Shareholder Meeting

weeks prior to the date of the meeting. Prior tivdey, the Company post

website.

the notices on the Tokyo Stock Exchange website anthe Company’s

n O

Allowing Electronic Exercise

of Voting Rights

Voting rights can be exercised via the Internet.

Participation in Electronic
Voting Platform

The Company participates in the voting platform ifwstitutional investors
operated by ICJ, Inc.

Providing Convocation Notic
in English

e Notices of the general meetings of shareholderg&nglish have bee
prepared and posted on the Tokyo Stock Exchangesitgelihe voting
platform for institutional investors, and the Compa website.

Other

At general meetings of shareholders, the Compahyegpond to question
from shareholders in good faith.

[72)

2. IR Activities

Supplementary Explanations

Regular Investor Briefings for Regular briefings are held at the beginning of May early November. A

Analysts and Institutional
Investors

the briefings, the President, Vice President, anectbrs in charge provid
explanations and answer questions.

Posting of IR Materials on
Website

Notices of general meetings of shareholders (Jagarend English)
earnings report (Japanese and English), mater@lseérnings releas
conferences (Japanese and English), various mlesses, financial report
quarterly reports, fact books (annually and intgrimnd annual report
(English and Japanese) are posted on the website.

(URL.: http://www.koito.co.jp/english/)

Establishment of Departme
and/or Manager in Charge
IR

niDepartment in charge of IR: General Affairs Depaititn
biPerson in charge of IR: Atsushi Inoue, ManagingpBoate Officer,
General Affairs Department

3. Measuresto Ensure Due Respect for Stakeholders

Supplementary Explanations

Stipulation of Internal Rule

for Respecting the Position ¢fand contribute to the progress of society, whiktddng mutually beneficia

Stakeholders

5 The KOITO Group’s basic management policy is tcat¥ecustomer need

relationships with all stakeholders, including steders, customer
employees, and business partners, under the theigiet™ The Company

defines its policies ithe KOITO Group Corporate Behavior Charter

O—==

Implementation of
Environmental Activities,
CSR Activities etc.

The environmental report is available on the Comgjsawebsite (Japanes
only).
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IV. Matters Related to the Internal Control System
1. BasicViewson Internal Control System and the Progress of System Development

At the Board of Directors held on May 26, 2006, Basic Policy on Internal Control System was resdl

The Company revised the policy at the Board of @oes meeting held on April 24, 2015, and estabksh

internal control systems based on the followingdpslicies.

1. System ensuring that directors and employeesuéxeheir business duties in compliance with lawd
regulations and the Company’s Articles of Incorpiora

The Compliance Committee, Compliance Departmeriermial Audit Department, whistle-blower internal

reporting system, and other organizations and systas well as the Code of Corporate Ethics androth

relevant regulations, will be developed and enhdnlgased orthe KOITO Group Corporate Behavior

Charter.

At the same time, KOITO’s directors, corporate adfs, and employees will receive education

familiarizing them with organizations, systems, aegulations.

2. System for the preservation and administratidnformation on directors executing their busindasies
Regulations will be developed and enhanced to gpjately preserve and administer minutes to theeGemn

Meeting of Shareholders, the Board of Directorsnitsing Committee, and other information on direstor

executing their business duties.

3. Regulations and other systems for managingiskeof loss
Risk Management Regulatioasid other regulations and systems for managigwi$i be developed tg
avoid and eliminate material risks that could tteaghe Company’s survival, and minimize the impalsen
they arise. At the same time, KOITO’s directorgparate officers, and employees will receive edooatnd
training on risk management.

4. System for ensuring the efficient execution udibess duties by directors
The Board of Directors and Managing Committee mestiwill be held regularly. Meanwhil®oard of

Directors Regulationgvlanaging Committee Regulatioaad other regulations pertaining to the execution

business duties by directors, as well as the catpafficer system and other organizations ancesyst will
be developed and enhanced to ensure the efficiestigon of business duties by directors.

At the same time, business duties will be execatabrding to specific plans the divisions develaphe
year based on the president’s policy.

5. System for ensuring appropriate business ex@tlty the corporate group comprising KOITO and
subsidiaries

KOITO and its Group companies will subscribe togetto the KOITO Group Corporate Behavior Charter

and develop a system for ensuring and administén@gppropriate execution of business duties.

i . Based on thaffiliates Management Regulatioatc., KOITO will specify matters to be reported by
affiliates, enhance the Group’s reporting systamd, ensure that Group companies file periodic report
with KOITO.

ii . Based on théffiliates Management Regulatioa., KOITO will monitor the risks to the Group as

whole in a comprehensive and centralized mannken&ver it finds insufficiency in a Group companys

action, KOITO will give guidance or implement otlomllective measures.

iii. KOITO will ensure that Group companies prepart keep their regulations, organizations, and system

to ensure periodic Board of Directors’ and direstéulfillment of their duties. For important affites,
directors of KOITO may concurrently hold officesdifectors of such affiliates.

iv. Based orthe KOITO Group Corporate Behavior Charté&OITO will ensure that Group companies
achieve compliance (with laws and ordinances)K@tro’s Administrative and Internal Audit
Departments audit affiliates’ operations and actiognFurther, based on tidfiliates Management

RegulationKOITO will specify matters subject to KOITO’s agwal, and ensure that Group companies

first obtain KOITO's approval before carrying ouick matters.

6. Matters pertaining to the status of certain @ygés, independence from directors, and the \iplofi
instruction in the event corporate auditors regjgesh employees to assist in the execution of theies

ts

An Audit and Supervisory Board Member’s Office Mde established to help the Audit and Supervisory
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Board Members execute their duties under the iostnos and orders of the Audit and Supervisory Baar

Members and the Audit and Supervisory Board. Moeeoassignment of personnel to the Audit
Supervisory Board Members’ office shall be decidedn approval by the Audit and Supervisory Boarg
ensure independence from directors.

7. System for directors and employees of KOITO #sdsubsidiaries to report to Audit and Supervis
Board Members and for preventing unfair treatmérihe directors and employees for reporting toAluelit
and Supervisory Board Members

Directors, corporate officers, and employees of KQ&nd its Group companies shall report to the Aand
Supervisory Board Members when they learn of mattdr material impact on the Company; seri

violations of laws, regulations, atigde Company’s Articles of Incorporatipand other issues of compliance.

Moreover, each Audit and Supervisory Board Memisbedl exercise their own discretion in reporting
findings from such reports to the Audit and Supsoxy Board.

Meanwhile, the Company’'s organization and systenis bg developed and enhanced to rigorou
prevent the unfair treatment of directors, corporafficers, and employees for reporting to the Awulid
Supervisory Board Members.

8. Policy on expenses arising from the Audit ange®visory Board Members of KOITO executing th
duties and system for enabling the Audit and Supery Board Members to conduct effective audits

The Company shall pay all necessary expenses iedoin the Audit and Supervisory Board Meml
executing their duties.

The Audit and Supervisory Board Member shall maratod audit the execution of business duties al
Company by means that include attending the Bodrdicectors, Managing Committee, Complian
Committees, and other relevant conferences and dteesiand examining important documents.

The Audit and Supervisory Board Member shall exgeaonpinions periodically, or as need be w
directors, corporate officers, independent auditnsl the Internal Audit Department, among others.

nd
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2. Basic Viewson Eliminating Anti-Social Forces

The Company stipulates that "antisocial forces theeaten the order and safety of civil societyllsha
firmly intercepted and resolutely dealt with"time KOITO Group Corporate Behavior Chartdthe General
Affairs Department serves as its management depattrand regularly works with outside specializ
organizations to collect and manage informatiorantisocial forces. The Company will continue et
educate its employees and strengthen the system.

ed
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V. Other
1. Adoption of Anti-Takeover M easures

Adoption of Anti-Takeover Measures Not Adopted

I Supplementary Explanation

The Company believes that those who control thésidecmaking of the financial and business policés
the Company must have a good understanding ofinendial and business content and the sourcge of
corporate value. The Company also thinks that thagt be able to continuously and sustainably seaue
improve the corporate value and the common inteists shareholders.

As a company listed on the stock exchange, the @ognpespects the free trading of its shares in the
market. We do not generally deny a large-scalelfase of the Company’s shares by a particular peesn
long as it contributes to securing and improving €roup’s corporate value and the common interafsts
shareholders. In addition, the Company believes wheether or not the Company will ultimately aceept
large-scale purchase of shares should be lefetdeision of all shareholders.

However, some large-scale stock purchasing propasaly risk our corporate value or the common
interests of shareholders, which may be able totaiai good relationships with stakeholders. Moreove
some proposals may not adequately reflect the Coygpaorporate value or the common interesty of
shareholders, and it may be possible that suffidigiormation was not provided to shareholders taken
final decisions.

In response to such proposals, entrusted by shHderhpthe Company’s Board of Directors believed th
it is imperative to secure necessary time and im&bion, and to negotiate such large-scale stockhasing
proposals.

2. Other Matters Concerning to Cor por ate Gover nance System

To strengthen the compliance system, the Compasesiablished the Compliance Committee, Compliance
Department, and Internal Audit Department.
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(1)Corporate Governance System
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(2) Internal System for Timely Disclosure
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