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1. Recommendation Regarding Transactions with Subcontractors

On July 21, 2026, the Japan Fair Trade Commission (“JFTC") issued a recommendation to Company H, a
medical device manufacturer (“Company H"), pursuant to Article 7, Paragraph 3 of the Act Against Delay in
Payment of Subcontract Proceeds, etc. to Subcontractors®, as in force prior to amendment (“Subcontract
Act’).?

Although the Subcontract Act was amended on January 1, 2026 and renamed the Act Against Delay in
Payment of Fees, etc. to Small and Medium-sized Entrusted Business Operators in Manufacturing and Other
Specified Fields'° ("Proper Transactions Act”), the pre-amendment Subcontract Act applied to this case as
a transitional measure pursuant to Article 2, Paragraph 2 of the Supplementary Provisions to the amended
Proper Transactions Act.

1.1. Overview of the Case

(1) Conduct Subject to the Recommendation

Company H is a business operator engaged in the manufacture and sale of medical devices and outsourced
to subcontractors the manufacture of parts for the medical devices that it sells. In connection with this
outsourcing, Company H had loaned molds and jigs (“molds, etc.”) to the subcontractors. However, for the
period from at least July 1, 2024 to April 17, 2026, although Company H did not place orders for medical
device parts or prototypes manufactured using the loaned molds, etc., for an extended period, it had 32
subcontractors store a total of 643 molds, etc., without bearing the storage costs.

The JFTC determined that such conduct unjustly harmed the interests of the subcontractors by causing
them to provide economic benefits for Company H's own benefit, and thus constituted a violation of Article
4, Paragraph 2, item (iii) of the Subcontract Act.

(2) Status of Corrective Action and Details of the Recommendation

This case stems from an investigation conducted by the Small and Medium Enterprise Agency, who had
filed a request for measures with the JFTC on June 11, 2026 pursuant to Article 6 of the Subcontract Act, to
which the JFTC issued a recommendation in response. By June 25, 2026, Company H paid its subcontractors
14,525,390 yen as storage costs for the period from June 1, 2023 to April 17, 2026. However, from the
perspective of preventing recurrence, the JFTC recommended that Company H take the following
measures: (i) confirm by resolution of the board of directors the facts regarding the violation of the
Subcontract Act and its commitment to not unjustly harm the interests of small and medium-sized
entrusted business operators in the future; (ii) establish internal systems, such as training for personnel in
charge of placing orders, etc. on the Proper Transactions Act; (iii) thoroughly inform officers and employees
of this case; (iv) notify small and medium-sized subcontractors with whom it does business; and (v) report
to the JFTC on the measures taken.

8 Act against Delay in Payment of Subcontract Proceeds, etc. to Subcontractors (Act No. 51, June 10, 2009)
9 JFTC/Small and Medium Enterprise Agency “Recommendation Regarding HOYA" (July 21, 2026)
https://www.meti.go.jp/files/000002761.pdf

10 Act Against Delay in Payment of Fees, etc. to Small and Medium-sized Entrusted Business Operators in Manufacturing and Other

Specified Fields (Act No. 41, May 23, 2025)
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1.2. Regulations Governing Transactions with Subcontractors

In light of the sharp increases in labor, raw material, and energy costs in recent years, it has become
increasingly important to achieve appropriate price pass-through and proper transaction practices across
the entire supply chain, based on an equal relationship between the customer and supplier.11 Against this
backdrop, the Subcontract Act was amended and expanded into the Proper Transactions Act. As a result of
this amendment, the scope of business operators subject to the Proper Transactions Act has been expanded,

and the scope of prohibited acts has also been broadened.

(1) Requirements for Application

The Proper Transactions Act defines the transactions subject to its application based on the following two
criteria: (i) the nature of the transaction and (ii) the scale of the relationship between the entrusting business
operator and the small and medium-sized subcontractors 2. Both criteria have been expanded through
the amendment of the Act.

Regarding (i) the nature of the transaction, the Proper Transactions Act covers manufacturing consignments,
repair consignments, information-based product creation consignments, service contracts, and specific
transportation consignments (Article 2, Paragraphs 1 through 7 of the Proper Transactions Act). Among
these, manufacturing consignments not only include the manufacture of the products themselves, but also
semi-finished products, parts, accessories, and raw materials, as well as molds, wooden patterns, other
forming molds, and special tools used exclusively for the manufacture of any of the foregoing. As a result
of the amendment, specific transportation consignment has been added to the scope of application.
Furthermore, with respect to criterion (ii), the Proper Transactions Act provides the definition for entrusting
business operators and small and medium-sized subcontractors (Article 2, Paragraphs 8 through 10 of the
Proper Transactions Act). Whether a business operator falls within the category of an entrusting business
operator or a small and medium-sized subcontractor is determined based on whether its capital meets
certain criteria, or, if not, whether the number of regular employees meets certain criteria. The scope of
application has been expanded due to the addition of the employee-based criteria through the
amendment.

1 JFTC/Small and Medium Enterprise Agency “Summary of the Act to amend the Subcontract Act and the Act on the Promotion
of Subcontracting Small and Medium-sized Enterprises”

https://www jftc.go.jp/partnership package/toritekihou-setsumeisiryo.pdf

12 The Proper Transactions Act uses the term “entrusted business operators,” but for ease of understanding, we will refer to them

as “subcontractors” in this document.
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In the case of consignments for the manufacture, repair, or specific transportation of goods

Entrusting Business Operators Small and Medium-Sized
Subcontractors
Capital Criteria Capital exceeding 300 million | Capital of 300 million yen or less
yen

Capital exceeding 10 million yen | Capital of 10 million yen or less
but not exceeding 300 million
yen

Employee  Criteria  (regular | Over 300 employees 300 or less employees
employees)

In the case of consignments for information-based product creation or service contracts

Entrusting Business Operators Small and Medium-Sized

Subcontractors

Capital Criteria Capital exceeding 50 million yen | Capital of 50 million yen or less

Capital exceeding 10 million yen | Capital of 10 million yen or less
but not exceeding 50 million
yen

Employee  Criteria  (regular | Over 100 employees 100 or less employees

employees)

However, the “Specific Unfair Trade Practices concerning Payment for Manufacturing Consignment, etc.”
(JFTC Public Notice No. 3 of June 18, 2026)13, issued on June 18 of this year, is scheduled to come into

effect on April 1 of next year. If this public notice applies, under certain circumstances '

, with respect to
the category of manufacturing consignment described in (i) above, payment may be required within 60
days of the date of receipt of the goods or services, regardless of the size requirements for the entrusting

business operators and the small and medium-sized subcontractors described in (ii) above.

(2) Obligations and Prohibitions Applicable to Entrusting Business Operators
If the Proper Transactions Act applies, the following obligations and prohibitions are imposed on entrusting
business operators. (Items marked with “*” were added by the amendment to the Act.)

13 Specific Unfair Trade Practices concerning Payment for Manufacturing Consignment, etc. (JFTC Public Notice No. 3 of June 18,
2026)

https://www.jftc.go.jp/dk/guideline/shiharai.html

Operational guidelines for “Specific Unfair Trade Practices concerning Payment for Manufacturing Consignment, etc.”

https://www.jftc.go.jp/dk/guideline/unyoukijun/shiharai.html

14 This regulation applies unless it is determined that the subcontractor’s position is not inferior to that of the entrusting business

operator, based on a comprehensive consideration of (1) the subcontractor’s degree of dependence on the entrusting business
operator, (2) the entrusting business operator’'s market position, (3) the subcontractor’s ability to change business partners, and

(4) other specific facts indicating the necessity of transacting with the entrusting business operator.
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Obligations

Obligation to clearly indicate order
details
(Article 4 of the Proper Transactions Act)

When placing an order, the entrusting business operator
must clearly indicate the order details immediately to
the small and medium-sized subcontractor in writing or

by electronic means.

Obligation to prepare and preserve
documents

(Article 7 of the Proper Transactions Act)

Upon completion of a transaction, the entrusting
business operator must prepare and preserve records
concerning the transaction in the form of documents or
electronic records.

Obligation to set a payment due date
(Article 3 of the Proper Transactions Act)

Regardless of whether an inspection is conducted, the
payment due date must be set within the shortest
possible period not exceeding 60 days from the date of
receipt of the ordered goods.

Obligation to pay interest on late
payment
(Article 6 of the Proper Transactions Act)

Refusal to accept goods
(Article 5, Paragraph 1, item (i) of the
Proper Transactions Act)

If the entrusting business operator delays payment or
reduces the amount of payment, it must pay interest on
late payment (at an annual rate of 14.6%) in accordance
with the number of days of delay or the amount
reduced.

Prohibited Acts

Refusing to accept the ordered goods without any
reason attributable to the small and medium-sized
subcontractor

Delay in payment
(Article 5, Paragraph 1, item (ii) of the
Proper Transactions Act)

Failing to pay the purchase price by the due date
(including the use of bills or similar instruments as a
means of payment*)

Reduction of payment amount
(Article 5, Paragraph 1, item (jii) of the
Proper Transactions Act)

Reducing the amount of payment determined at the
time of the order after the order has been placed,
without any reason attributable to the small and

medium-sized subcontractor

Returns
(Article 5, Paragraph 1, item (iv) of the
Proper Transactions Act)

Returning the ordered goods after receipt, without any
reason attributable to the small and medium-sized
subcontractor

Beating down of price
(Article 5, Paragraph 1, item (v) of the
Proper Transactions Act)

Unjustly setting the price for goods or services at a level
significantly lower than the price normally paid for such
goods or services

Coercion to purchase or use
(Article 5, Paragraph 1, item (vi) of the
Proper Transactions Act)

Coercing a small and medium-sized subcontractor to
purchase or use designated goods or services without
justifiable grounds

Retaliatory measures
(Article 5, Paragraph 1, item (vii) of the
Proper Transactions Act)

Subjecting a small and medium-sized subcontractor to
disadvantageous treatment, such as reducing transaction
volumes or suspending transactions, on the grounds
that the small and medium-sized subcontractor
informed the JFTC, the Commissioner of the Small and

Medium Enterprise Agency, or the minister with




jurisdiction over the business that the entrusting
business operator had committed an act in violation of
Article 5.

Early payment for raw materials supplied | Where the small and medium-sized subcontractor

for consideration manufactures goods using raw materials supplied for
(Article 5, Paragraph 2, item (i) of the consideration, requiring payment for such raw materials,
Proper Transactions Act) etc. before the payment due date for the goods

Requests for unjust economic benefits | Unjustly causing a person to provide money, services, or
(Article 5, Paragraph 2, item (ii) of the other economic benefits for one’s own benefit
Proper Transactions Act)

Unjust changes to the content of Forcing a small and medium-sized subcontractor to
performance or demands to re-perform | cancel orders, change order details, or re-perform the
the consigned work consigned work without compensation, without any
(Article 5, Paragraph 2, item (jii) of the reason attributable to the small and medium-sized
Proper Transactions Act) subcontractor

Unilateral determination of price without | Refusing to engage in price negotiations or failing to
negotiation* provide the necessary explanations, despite receiving a
(Article 5, Paragraph 2, item (iv) of the | request for negotiation from a small and medium-sized

Proper Transactions Act) subcontractor, and unilaterally determining the price

(3) Response to Violations

Violations of the Proper Transactions Act may result in the imposition of fines, in addition to
recommendations (Articles 14 and 15 of the Proper Transactions Act). Furthermore, following the
amendment to the Act, authority to provide guidance and advice has been granted not only to the JFTC
and the Small and Medium Enterprise Agency, but also to the minister having jurisdiction over the relevant

business (Article 8 of the Proper Transactions Act), thereby strengthening enforcement on a broader scale.
1.3. Practical Considerations

While the recommendation issued to Company H received widespread media coverage, it should be noted
that investigations, on-site inspections, and improvement guidance related to violations of the Proper
Transactions Act (Subcontract Act) have been conducted on a significant scale. In the 2024 fiscal year, on-
site inspections of 703 business operators resulted in the confirmation of 1,321 violations, and
improvement guidance was provided to 584 business operators.15 In addition to frequent instances of
delayed payment, price reductions, and the beating down of prices, numerous procedural violations such
as defective or undelivered documentation and failure to retain records were also confirmed.

While Company H's case involved a violation of the Subcontract Act, given that the scope of application
and prohibited acts have been expanded due to the amendment, it is important for entrusting business

operators to review their on-site operations, including how they handle price negotiations and whether

15 JFTC/Small and Medium Enterprise Agency "Guide to the Act on Proper Transactions with Small and Medium-sized Entrusted
Business Operators” (November 2025)

https://www.jftc.go.jp/toriteki/r7text.pdf
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they provide services free of charge, and for their legal, procurement, and accounting departments to
cooperate in establishing a robust compliance framework.
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