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The report on disclosure of nonfinancial information so as to contribute to 
enhancing corporate value  
 
Executive Summary  

What is value? ～value in a narrow sense and value in a broad sense～ 

Based on the discussions held by various study groups as well as investigations and 
research conducted in various projects commissioned so far, METI has been examining 
the meaning of corporate value. In the report Takeover Defense Measures in view of 
Recent Environmental Changes, “corporate value” is assumed to be “the total amount of 
discounted present value of cash flow brought about by corporations.” To maximize 
corporate value, it is necessary to optimize both the business and the finance of 
companies. And to continuously maintain and enhance corporate value, it is essential to 
deal with both changes in the business and financial environment in a timely and 
proper manner. 

 
 

Source: Corporate Value Study Group, June 2008, Report of Takeover Defense Measures in 

view of Recent Environmental Changes p.1, and METI Industrial Finance Division 

Development of Entrepreneurship Cultivation System- Development of Regional Finance 

Professionals Training System -(1) Basic Financial Theory- corporate valuation, p.24 
http://www.meti.go.jp/report/downloadfiles/ji04_07_03.pdf） 

 
Moreover, in practice, in addition to pursuing corporate value in the narrow sense 

described above, companies repeat a trial-and-error process to measure and enhance the 
more subtle intrinsic value (corporate value in a broad sense hereafter) in which 
corporate social responsibility is reflected. 
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(E.g. example of the intrinsic value enhancement model)  
 

Enhancement of Intrinsic Value from 4 Layers 

 
Source:  Ryohei Yanagi (2009) Financial Strategy to Maximize Corporate Value 
 
The disclosure and dialogue of nonfinancial information will play a more important 

role in the efforts to enhance corporate value in a broad sense. This is because 
nonfinancial information plays an important role in combining the corporate value in 
both a narrow sense and in a broad sense. Furthermore, it is significant to share and 
convey the information concerning the relationship between corporate value in a narrow 
sense and in a broad sense within and outside the company. The selection of trading 
partners and goods, as well as the improvement of employees’ motivation by sharing the 
mission of the company has become increasingly important to enhance corporate value 
in a broad sense, not to mention that dialogue with investors and creditors is effective in 
improving corporate value in a narrow sense. 
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Direction towards sustainable corporate value creation~ from “disclosure” to “dialogue” 

Many investors and experts pointed out that the biggest reason why Japan suffers a 
long-term slump in the stock market is that the pursuit of intrinsic value is not enough.  
Therefore, before the disclosure of nonfinancial information, it is important first to 
properly represent the state of company which is pursuing financial value first to 
promote “sustainable value creation.”  

Therefore, management should go back to the basic problem of what kind of investors 
they want their shareholders to be. And it is necessary for management to clarify policy 
for appropriate communication with the markets obeying capital markets rules based 
on the fair disclosure principle. 

Then, management should properly disclose information, regardless of whether it is  
financial or nonfinancial, to explain its own value creation process to investors.  

When disclosing such information, companies are required to make a well-balanced 
disclosure and explanation of: 
 The business environment and the management’s understanding of the changes 

in the environment 
 The business philosophy and business model to deal with the changes in business 

environment, 
 The business strategy and details (not only the current, but also future prospects 

such as the height of the entry barriers),  
 Risks that might thwart the implementation of strategy and a summary of 

measures to deal with the risks when they are manifested, moreover 
 Performance indicators as well as the remuneration connected with it and 
 Corporate governance such as responsibility of the management and change of 

executives. 

Disclosure and explanation of significant nonfinancial information in the process of 
dialogue  

All the above points comprise information that is not directly disclosed in financial 
statements. Within the information there are forecasts of future financial data, as well 
as narrative information which will not be included in financial information in the 
future. In this report, all these kinds of information are referred to as nonfinancial 
information.  

Corporate governance mentioned in the above points not only means what shall be 
done according to the laws or regulations, but also the construction of a management 
system which contributes to sustainable value creation.  
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Moreover, it may be necessary to keep in mind that in quite a lot of companies the 
CSR related activities such as acquiring customers who want “environmentally friendly” 
goods or services have contributed to the corporate value creation and enhancement. 
 

Value Relevance of BCM Information in event of Emergency 

It has been observed that after the Great East Japan Earthquake, stock prices of 
companies that had disclosed information on business continuity management (BCM) in 
advance in their securities reports returned faster than those that hadn’t. It is quite 
probable that when BCM information is disclosed, investors do not react to it. But in 
event of an emergency, investors will refer to BCM information disclosed in the 
securities reports and this will be reflected in their investment behavior.  

Nonfinancial information that need to be shared even within the company 

First, in the background of accelerating innovation and expansion of globalization it is 
necessary to fully share the BCM and risk information within the company to 
sustainably create value. Furthermore, the information gained from dialogue with 
investors, as an effective driver, should be incorporated by management together with 
consideration of outside environmental changes. Strategy is modified accordingly so 
that more value can be created. The virtuous cycle of value creation and disclosure and 
dialogue should be built into corporate management.  

Carrying on an effective dialogue  ～ Integration of Financial and Nonfinancial 
Information ～  

In other words, in order to achieve sustainable value creation which starts from 
corporate information disclosure, it is important not to see disclosure only as a means of 
compliance, but to accelerate the shift from “disclosure” to “dialogue” and create a 
virtuous cycle of value creation by collaborating with stakeholders inside as well as 
outside companies (such as other companies, investors, and government).  

That is to say, in order to acquire appropriate risk money from abroad, it is important 
for companies to clearly demonstrate corporate policies, strategies, values, business 
models and most importantly their confidence in the management even to those who are 
not colleagues or partners or who belong to the same group to upgrade their dialogue to 
improve mutual understanding, and to utilize the feedback to management. 
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Preventing compartmentalized Information Disclosure  

It is not easy to explain why the above virtuous cycle of value creation and disclosure 
and dialogue has yet to appear so far. However, if we see the case of medium sized 
companies whose top managers conduct a dialogue with investors, we will find that in 
large companies representative of Japan, the finance and accounting IR, CSR and 
planning departments conduct their business in a compartmentalized fashion. 

Departments should be encouraged to overcome this compartmentalization following 
the lead of top management in line with the purpose of pursuing value. 

Emphasis on the reflection of corporate reality 

As the external business environment changes dramatically with the expansion of 
globalization and the use of IT, management and employees should unite. The blueprint 
of the integrated report published by the IIRC (the International Integrated Reporting 
Committee, which later became the International Integrated Council) in September 
2011 can be seen as the requirement for expressing corporate reality in a precise and 
clear way. 

Nonfinancial information disclosure which contributes to the stability of the audit 
environment 

The enhancement of the disclosure of nonfinancial information, especially forward 
looking information (future cash flow and risk), not only satisfies the needs of investors, 
but also is useful to external auditors. Information acquired from auditors’ interviews 
with management is disclosed voluntarily makes communication between the 

Inappropriate assessment 
of corporate value 
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(rule-based disclosure) 

Ending with disclosure to 
external stake-holders 

Indifference to the 
corporate value  

Using two different 
disclosures to internal and 
external stake-holders 

Siloed piecemeal disclosure which is 
excessively emphasized on compliance 

Appropriate assessment of 
corporate value by internal 
and external related parties  

Principle based disclosure 
policy (comply or explain) 
 

Dialogue and explanation 
to external stake-holders 
and feedback to the 
management 
 

Taking measures to 
improve corporate value  
 

 

Discussion with external 
shareholders  
(risk management 
Objective and evaluation 
of business performance)  

virtuous cycle of sustainable value 
creation by disclosure and dialogue 
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companies and the auditors easier during the audit process in which more financial 
information is disclosed. It is believed that this will also stabilize the audit environment 
for companies.  

Cultivation of medium- and long- term investors and creation of various financial 
instruments and services 

Efforts solely by companies themselves are sufficient to create a virtuous cycle of 
sustainable value creation and disclosure and dialogue. It is desirable that there are 
various kinds of investors in the market. Unfortunately, there are relatively higher 
percentages of short-term oriented investors in the current Japanese market compared 
to Europe and the U.S. 
To create a virtuous cycle and increase the variety of investors in the capital market, it 
will be a big challenge to cultivate medium- and long-term investors who base their 
decisions on their own corporate value analysis. At the same time, from the perspective 
of investment products, it is desirable to create more financial instruments to satisfy 
the pension provision needs of younger generations through ultra-long-term 
investments. 

Efforts to set up the Japanese Financial Reporting Lab ～Challenges Facing the 
Government  ①～ 

   In this research project, the mutual understanding of investors and enterprises has 
been promoted by opinion exchange. Issues that need to be addressed have been made 
clear to some extent. The UK set up the Financial Reporting Lab in October 2011 as an 
institution to promote better opinion exchange between companies and investors. 
Companies and investors can join it to exchange opinions on financial reporting or 
narrative reporting. 

The purpose of the Lab is to explore useful disclosure methodologies taking into 
consideration the balance of investors’ needs and the costs and benefits for companies to 
disclose, bearing in mind the huge amounts of data now disclosed in financial reports. 
The lab also aims at the improvement of regulation. As a place for frank opinion 
exchange between companies and investors, it is believed that a permanent institution 
or place for facilitating communication between investors and enterprises may be 
established. 
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Pursuing international consistency（harmonization） in disclosure requirements～
Challenges Facing the Government ②～ 

The current situation is that the regulations for corporate information disclosure are 
quite different from country (market) to country (market). While there have been 
attempts internationally to attain a common financial reporting standard and further 
progress in the future is expected, it is important for Japanese policymakers to continue 
to contribute to the international rule-making processes on disclosure regimes. 

In order to enhance the disclosure of nonfinancial information including forward 
looking information, it is necessary to lay down the Safe Harbor Rules which prescribe 
the responsibility of the company and the auditors if there is inconsistency between the 
ex post situation (business performance) with ex ante information. 

 

Strengthening the efforts to vitalize long-term fund management ～Challenges facing 
Government ③ ～ 

To cultivate medium- and long-term oriented investors, it is necessary to further 
strength finance and investment education concerning risk and financial analysis 
necessary to perform business analysis.  Those who have never invested in stock 
markets before have already indirectly participated if they have taken out pension 
plans.  

It is worth considering to take measures such as enhancing corporate pension 
management information disclosure and reexamining the qualification system for fund 
managers and reforming the taxation system to promote long-term share investment 
and shareholding. 

Improving the financial literacy of individual asset owners would be one of the most 
important responsibilities of policymakers in Japan. 
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Considering the introduction of a Platinum Index representative of Japan 

The indexes often quoted by players in Japanese financial market are the TOPIX and 
the Nikkei Stock Average. However, the current situation is that there are too many 
companies included in these indexes so that not only companies in the growth stage, but 
also those in the maturation stage and those require structural reform are included. In 
the U.S., the Dow 30 is used as a representative index of the U.S. stock price rather 
than S&P 500 index which represents a wider range of companies. In general, the 
performance of the Dow 30 is better than that of the S&P 500.  

In Japan, it is worth considering introducing the Platinum Index in which limited 
numbers of leading companies are included.  

 

Thorough implementation of disclosure on a “Comply or Explain” basis  

Japan will reexamine forecast disclosure methodologies and require a “Comply-or- 
Explain” approach to disclosure (meaning that companies should comply with basic 
ideas, guidelines or business customs or explain why they don’t comply in the 
disclosure). Under such rule, it is useful to have adopted share the best practices of 
companies.  
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Expected activities of companies and associated incentives/benefits 

 
Actions contributing to sustainable value creati

on Incentives/ Benefits Related Information 

com
panies  

(1）Pursuit of intrinsic value  
・continued pursuit of fundamental 

financial value  
・sharing and improvement of 

fundamental information for 
calculation of business value and 
corporate value  

 
（2）Clarification of communication 
policy  
・determining whether to comply or 

explain based on principle-based 
regulation  

・considering the expected capital 
structure 

・obey fair disclosure principle  
 
(3) Down-to-earth disclosure and 
dialogue  
・reinforcement of top managers’ 

willingness to disclose with a view to 
dialogue  

・the willingness to disclosure is 
nonfinancial information in itself = 
disclosure should not be seen as 
useless information “trash can,” but 
as a valuable description of your own 
business in your own words  

 
(4）Well balanced consistent 
explanation (non financial information 
disclosure) 
・MD&A（Management Discussion & 

Analysis : financial and business 
analysis by the management） 

・proper explanation of business model 
・explanation of business strategy, 

source of competitive advantage, 
barrier to enter 

・proper explanation of medium- and 
long-term business planning  

・explanation of risks , leading 
indicators of risks and policy to deal 
with risks (downside risk in the 
market, business continuity risk, 
KRI®（Key Risk Indicator） etc.）  

・KPI : Key Performance Indicators 
・explanation of executive compensation 
・explanation concerning corporate 

governance  
・disclosure of quantitative and 

qualitative forward looking 
information 

 

・Attraction of medium- and 
long-term oriented stable 
shareholders 

(active long-term 
concentrated investment) 

 
・Facilitation and 

optimization of funding  
（reduction of capital cost 

by taking advantage of 
BCP（business continuity 
planning）rating loan, 
environmental rating 
loan, reduction of capital 
cost by the disclosure of 
performance forecasts, etc  

 
・Reduction of the volatility 

of stock prices  
（modification of corporate 

valuation caused by 
nonfinancial information 
disclosure, especially 
reducing the fluctuation 
of stock prices in event of 
emergency; value 
relevance in emergency, 
and so on  

 
・Achievement of a stable 

funding environment 
through continuous 
dialogue with rating 
institutions and audit 
firms  

 
・Timely reexamination of 

business strategy and 
tactic through the 
dialogue inside and 
outside the company  

 
・Securing the best talents 

and keep customers and 
business partners as side 
effects ( in a time when 
there are various kinds of 
investors ) 

 
・Enhancement of 

industrial 
competitiveness of Japan, 
reevaluation of Japanese 
companies, revitalization 

＜Chapter2：
opinion exchange 
in each sectional 
meeting＞  
・business planning 

sector  
・risk management 

sector  
・IR sector  
 
＜Chapter3：
interviews with 
investors＞ 
・hedge fund  
・value-up fund  
・long-term 

investor  
 
＜Chapter 3：
interviews with 
audit firms＞  
 
＜Chapter3：
analyses of 
scholars and 
experts＞  
・BCP rating loan 
・environmental 

rating loan  
・value relevance in 

emergency  
・essence of risk 

management and 
information 
disclosure  

・discussion of the 
new COSO 
framework  

・discussion of 
international 
integrated report  

・assurance of 
nonfinancial 
information, etc. 

 
＜Chapter 5：
domestic and 
overseas disclosure 
cases＞  
・DuPont, BP, etc 
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Actions contributing to sustainable value creati

on Incentives/ Benefits Related Information 

 
 
 (5）Internal and external dialogue 
based on disclosed information  
・establishment of an integrated 

disclosure system  
・disclosure linked to internal 

investment decision-making and 
management accounting  

・calculation of intrinsic value and gap 
analysis  

・dialogue with investors and feedback 
to the management  

and upgrade of the 
attractiveness of capital 
market through the above 
mentioned aspects 
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Expected activities of investors, financial institutions, the government as well as other 
stakeholders and associated incentives/benefits 

 
Actions contributing to sustainable value creati

on Incentives/ Benefits Related Information 

investors

・financial institutions 

(6)Cultivation of medium-and 
long-term oriented investors  
・shifting excessive emphasis of the 

market away from short-term 
orientation by cultivating investors 
who make medium-and long-term 
investments based on their own 
corporate analysis  

  
（7）Planning and provision of various 
financial instruments and services  
・providing financial instruments and 

opportunities for long-term 
investments and securing the 
transparency  

・Selection of value creating 
companies  
（proper selection of 

investee company and 
proper corporate 
valuation, raising of 
maturity level of the 
investment judgment, 
appropriate capital 
allocation through 
financial market, 
enhancement of the 
intended function of 
finance, etc.）  

 
・Shift to personal financial 
assets market and 
investment  

 
・Improvement in the rate of 
investment return and 
increase of the 
attractiveness of capital 
market as results of the 
above mentioned aspects 

＜Chapter 2： 
opinion exchange 
in 3 sectional 
meetings＞  
 
＜Chapter 3 ：
interview with 
investors＞  

governm
ent  

(8) Establishment and operation of a 
permanent communication institution 
and placeas a forum for dialogue where 
investors and companies can exchange 
opinions on the content of disclosure  
・providing dialogue forums for 

investors including overseas investors 
and companies  

・presentation and development of good 
practice and form of disclosure in line 
with business   

 
(9) Ensuring consistency 
(harmonization) with international 
disclosure regulation  
・setting up “safe harbor rules” for 

disclosure  
・active participation and opinion 

expression in the establishment of an 
international framework  

 
(10) Strengthening the efforts to 
vitalize the long term fund 
management  
・continuity and strengthening of 

financial and investment education 
(concerning risk and finance)  

・consider measures to improve the 
transparency of corporate pension 

・ Improvement of the 
effectiveness of business 
disclosure made to meet 
the needs of current times  
・reduction of the disclosure 

cost of companies   
・reduction of the 

information investigation 
cost of investors  

・improvement of 
transparency of 
companies as well as 
investors 

  
・Inflow, stability and 
expansion of long-term 
investment fund  

 
・Revitalization of capital 
market and upgrade of the 
attractiveness of capital 
market through the above 
mentioned  

＜Chapter 2：
opinion exchange 
in 3 sectional 
meetings＞  
 
＜Chapter 4： 
disclosure systems 
and mechanisms 
of other countries
＞  
 
・EU 
・UK  
・Germany, etc. 
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Actions contributing to sustainable value creati

on Incentives/ Benefits Related Information 

fund management (including 
enhancement of the disclosure of 
corporate pension, reexamination of 
qualifying system for fund managers 
of corporate pension and etc.)  

・establishment of a taxation system 
that can promote long-term 
investment and long-term 
shareholding (such as reducing the 
tax rate of income tax on long-term 
stock sales)   

others  

＜for Securities Exchanges and others＞  
 
(11) thorough implementation of 
disclosure on a “Comply or Explain” 
basis 
 
(12 )considering the introduction of a 
platinum index representative of Japan  
（restructuring of the global market, 

domestic market and home market）
  

・revaluation of the 
“revitalized  Japanese 
market,” expansion of fund 
inflow which is necessary 
for the enhancement of 
industrial competitiveness 
of Japanese companies and 
reinforcement of the brand 
value of Japanese market 

 
・development and 
vitalization of 
multi-faceted, double 
tracking capital market   

＜chapter 3：
interview with 
investors ＞ 
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