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1. Focus on value relevance in sustainability-related information disclosure1 

 

(Materiality and value relevance) 

⚫ In order to ensure effective and efficient dialogue between preparers and users through 
sustainability-related information disclosure, it is necessary to disclose information in a 
manner that emphasizes the relevance to enterprise value2 (value relevance). 

⚫ In addition, in sustainability-related information disclosure, which is required to express 
enterprise value over a medium- to long-term time frame, it is necessary to examine a 
wide range of events that could affect corporate activities not only in the short term but 
also in the medium- to long-term, and then identify matters that have importance 
(materiality) for the sustainability of corporate activities. 

⚫ Also, matters of importance to a company and their relevance to enterprise value are 
constantly changing due to changes in the perspectives from which capital and consumer 
markets evaluate companies as well as changes in society, the environment, and the 
economy. 

⚫ Therefore, sustainability-related information disclosure must be addressed in a 
comprehensive and continuous manner, as an integral part of advanced management 
decision-making and consideration of management strategies related to ensuring 
corporate sustainability. 

(Disclosure for a wide range of stakeholders) 

⚫ At the same time, it is important for companies to respond to social demands for 
proactive disclosure of the broader impact of corporate activities on society, the 
environment, and the economy in general, including information that is not necessarily 
highly relevant to enterprise value. 

⚫ Meanwhile, it would be more effective and efficient to make disclosures based on the 
difference in purpose, i.e., to whom and what kind of information should be disclosed, 
regarding disclosures for dialogue with stakeholders who are closer to the company, 

 

 
1 In these recommendations and this report, “sustainability-related information disclosure” is defined as the disclosure of information relevant to enterprise 

value among sustainability items, i.e., ESG (environmental, social, and governance) items, strategies, risk management, etc. 
2 In these recommendations and this report, “enterprise value” is defined as the value of a company’s future cash flow prospects and its ability to realize 

them, taking also into account the evaluation by capital market participants and other stakeholders of the externalities that the company may have on the 

environment, society, and the economy. 

In sustainability-related information disclosure, it is necessary to emphasize the relevance 
to enterprise value (value relevance). Issues of medium- to long-term importance 
(materiality) must be identified, and disclosure must be addressed in a comprehensive 
and continuous manner, as an integral part of management decision-making and 
consideration of management strategies. 
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such as investors, employees, business partners, and consumers, and disclosures for a 
wider range of stakeholders. 

2. Demonstrate ownership in the application of sustainability disclosure 
standards (achieving an appropriate balance between normativity and 
originality)  

 

 

⚫ When a company makes a sustainability-related information disclosure, the content of 
the disclosure must be objective and reasonable. Meanwhile, it would be preposterous 
if the pursuit of excessive objectivity or scientific evidence in sustainability-related 
information disclosure leads to reluctance in disclosure or formulaic disclosure 
(boilerplate disclosure). 

⚫ In particular, the following points need to be considered in sustainability-related 
information disclosure: 

(1) Determining value relevance essentially requires taking into account business 
characteristics such as industry and business model, which could lead to diverse 
judgments of materiality by each company. As a result, originality tends to emerge in 
disclosure. 

(2) Management and the board of directors need to take ownership and determine value 
relevance of each type of sustainability information based on their own perception of the 
external environment and the direction the company is aiming to take. 

 
⚫ The “prototype” by the group of five also distinguish the purposes of financial information 

and sustainability information, citing the “Conceptual Framework” of the IASB 
(International Accounting Standards Board). 
o Relevance to the purpose inherent in financial information 

Helping users make the right decisions, available for the process of predicting future 
results, and providing historical feedback 

o Relevance to the purpose inherent in sustainability information 
Based on industry-specific metrics, and explaining business models that enable 
companies to improve their performance and, ultimately, increase their enterprise 
value 

  
⚫ In light of the above background, we should keep a close watch on the status and content 

of discussions on presentation standards, thematic standards, and industry-specific 
standards and metrics at the International Sustainability Standards Board (ISSB), and 
ensure a degree of originality and discretion for companies in clarifying the value 
relevance of their disclosures, when applying the standards or considering standards in 
Japan. 

⚫ Meanwhile, it is desirable that companies make repeated efforts to ensure objectivity, 
quantification, and comparability of disclosed information, including the gradual 
enhancement of disclosure. 

⚫ Therefore, with regard to applying sustainability disclosure standards, companies should 
take ownership of the content of their disclosures and adopt an “Apply or Explain” 
approach as a general rule. 

⚫ In doing so, it is not desirable from the perspective of the effectiveness and quality of 
disclosure to report in accordance with the standards simply by, for example, checking 
boxes, in an attempt to avoid showing originality. 

From the perspective of realizing disclosure that conveys enterprise value, companies 
need to find the optimal solution to strike a balance between ensuring objectivity and 
comparability of disclosed information and demonstrating their originality by taking 
ownership of the content of their disclosure. 
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⚫ If companies opt for “explain,” it is desirable to actively explain the background and 
rationale for adopting an approach that differs from the disclosure standards, as well as 
when they can start disclosure by applying the standards. 

3. Deepen understanding of the relevance between enterprise value and 
sustainability information 

⚫ As pointed out in Recommendation 1, while it is important to emphasize value relevance 
in sustainability-related information disclosure, a common understanding of what kind of 
sustainability information is highly relevant to enterprise value and financial information 
is far from being developed among both preparers and readers, except in relatively 
advanced fields such as climate-related information disclosure. 

⚫ In this regard, as pointed out in Recommendation 2, while following the principle of the 
“Apply or Explain” approach to maintain a balance between normativity and originality of 
disclosure, it is hoped that certain guidelines on what kind of sustainability information is 
considered to have high value relevance will emerge in the development of international 
standards and guidance. 

⚫ At the same time, it is desirable for companies as preparers, capital market participants 
as users, and other stakeholders, as well as researchers, to make repeated efforts, not 
just by presenting qualitative analysis and ideas, but also by analyzing correlations and 
changes over time, including monitoring and reviewing KPIs, and to find and share how 
sustainability information in individual companies affects their enterprise value. 

 

4. Disclose sustainability-related information in a manner that leads to 
dialogues with investors and stakeholders 

⚫ In order to deepen dialogue with users through disclosure in line with the direction of 
Recommendations 1 to 3, it is necessary to first identify stakeholders that are important to the 

company, such as employees, business partners, and consumers, as well as investors, and to 
deepen discussions on matters that are important to the company. 

⚫ In addition, when engaging in dialogue with investors that are expected to be the primary users 
of sustainability-related information disclosure, it is necessary to keep in mind that different 
investors have different stances, time frames, and ways of thinking when researching and 
analyzing companies. In other words, it is necessary to consider what kind of information is 
useful for each investor, bearing in mind that investment policies vary among investors (passive 
and active), among asset owners as investors, and among the departments involved in 
investment. 

⚫ It is also important for investors to clearly communicate their investment policies and ideas when 
talking with companies in order to realize effective dialogue. Then, companies are required to 
incorporate the suggestions obtained from the dialogue into their management policies and 
strategies in a timely and appropriate manner. 

⚫ Through these continuous dialogues with investors and stakeholders, it is important to realize a 
virtuous cycle of sustainability-related information disclosure and sustainable value creation. 

A common understanding of what kind of sustainability information is highly relevant to 
enterprise value and financial information is still under development among preparers and 
users. It is hoped that discussions will continue in international forums and that analysis 
of the relevance will be deepened. 

In order to achieve sustainable enterprise value creation, it is important to create a 
virtuous cycle of sustainability-related information disclosure and sustainable value 
creation by engaging in continuous dialogue with investors and stakeholders through 
disclosure in line with the directions outlined in Recommendations 1-3. 
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Introduction 

 

-- Overcoming three issues concerning sustainability-related information 

disclosure -- 

 

<Three issues generating diverse views concerning sustainability-related 

information disclosure> 

 

⚫ In recent years, the importance of disclosing sustainability information such as ESG 
(Environmental, Social and Governance) information and non-financial information as 
represented by “Management’s Discussion and Analysis of Financial Condition, Results 
of Operations and Cash Flows” (MD&A) has been increasing worldwide. 

⚫ Meanwhile, on November 3, the IFRS Foundation officially announced the establishment 
of the International Sustainability Standards Board (ISSB), as well as the future 
consolidation of the CDSB and the VRF, which set international sustainability disclosure 
standards, into the IFRS Foundation, further increasing the momentum toward the 
development of globally consistent disclosure standards. At the same time, discussions 
are underway on a regional and country basis, such as the formulation of standards to 
expand the scope and content of disclosure based on the Corporate Sustainability 
Reporting Directive (CSRD) in Europe and the introduction of mandatory disclosure of 
human capital information in the United States. 

⚫ The Study Group on Disclosure Policies for Non-financial Information (hereinafter 
referred to as the “Study Group”) has met five times since June 2021 to share global 
trends in disclosure guidelines and standards for non-financial information, and to 
discuss the direction required to achieve high-quality disclosure in Japan and around the 
world. 

⚫ In the course of the Study Group’s discussions, it was pointed out that there is a wide 
range of interpretation and understanding regarding sustainability disclosure, i.e., the 
information to be disclosed, the subject of disclosure, and the purpose of disclosure itself 
among stakeholders, including companies that prepare sustainability information, 
investors, employees, customers, and business partners. 

⚫ There are three issues that generate diverse views among the stakeholders. The first 
issue is how to balance the ensuring of “uniformity” and “comparability” as expected in 
the development of international disclosure standards, with the “originality” and “diversity” 
of companies. 

⚫ The second issue is the question of “to whom” and “what companies should 
communicate,” given the continuing situation where many disclosure standards are in 
place and each standard assumes a different audience and materiality and specifies 
different disclosure items, while international disclosure standards are being developed. 

⚫ The third issue is about the understanding of the relationship among financial information, 
non-financial information, sustainability information, and other terms and concepts, 
including their containment relationship, as discussions in Japan and overseas have 
progressed without a common understanding of these terms and concepts. 
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⚫ In this interim report, we would like to begin by summarizing the discussions on the “three 
issues generating diverse views” as we recognize them as issues underlying future 
discussions as well. 

<Wider range of information needed to understand enterprise value> 

 

⚫ As a premise for organizing the discussions on the three issues, it is necessary to take 
into account the fact that there is a broadening of the range of information used to 
understand “enterprise value.” 

⚫ In other words, in addition to financial information, there is growing importance of non-
financial information related to a company’s ability to generate cash flow, such as its 
long-term strategies and management policies, as well as its governance structure and 
organizational capabilities to realize these strategies and policies, in understanding 
“enterprise value” more accurately. 

⚫ In addition, in recent years, with the growing interest in sustainability of the environment, 
society, and the economy in general, there has been a growing movement to include in 
assessment of enterprise value and investment activities, not only factors related to the 
ability of companies to generate cash flow, which have been considered so far, but also 
positive and negative externalities of corporate activities on the environment, society, 
and the economy other than those that directly affect corporate performance through 
regulations and taxation. 

⚫ Meanwhile, what kind of information should be considered relevant to enterprise value 
is in a state of dynamic change amid changes in the awareness of stakeholders such as 
capital market participants, employees, customers (including end consumers), and 
business partners regarding the state of the environment, society, and the economy in 
general, and their future prospects. 

 

<The first issue generating diverse views: a balance between “uniformity” and 

“originality”> 

 

⚫ First of all, the Study Group discussed the significance of the fact that the study of 
globally consistent disclosure guidelines is underway. 

⚫ Compared to financial information, non-financial information covers a wide range of fields, 
and looking at the current state of information disclosure by companies, there is a great 
deal of variation in the items disclosed and their content and definitions. Therefore, the 
development of an international sustainability disclosure standard will not only raise the 
level of disclosure efforts by companies, but also increase the uniformity and 
comparability of information available to investors and other users, and eventually 
increase the efficiency of capital markets as a whole. 

⚫ On the other hand, if disclosure standards lay down excessively detailed rules, the room 
for originality and ingenuity by companies will be reduced, and there will be concerns 
that disclosure will become conservative and formulaic (boilerplate disclosure). 

⚫ For readers of disclosure information, it is extremely useful if the connection between 
sustainability items and the long-term strategy and business model of the company is 
clearly disclosed. However, how sustainability items are connected to long-term 
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strategies and business models may differ from company to company. Therefore, it is 
natural that disclosure may contain originality or be diverse in its content. 

⚫ However, it was also pointed out that many Japanese companies have a corporate 
culture in which they tend to think that compliance with established disclosure standards 
is sufficient, and thus tend to make formulaic disclosures that lack consideration of the 
unique connection between sustainability items and each company’s long-term strategy 
and business model. 

⚫ The following points were raised in the Study Group regarding diverse views on the issue 
of a balance between “uniformity” and “originality”: 

➢ Sustainability item disclosure made in an integrated manner with the company’s long-
term management strategy, management recognition, and governance structure, 
taking into account the importance of the sustainability items to the company, is 
effective and efficient for both the company as a preparer and the stakeholders as 
readers. 

➢ In other words, it is important to ensure value relevance, i.e., a perspective on how 
disclosed sustainability items are related to variables that affect enterprise value (e.g., 
long-term strategies, business models, governance, and organizational capabilities). 

➢ Given that the way companies create value varies by industry and business model, 
some degree of originality and diversity in disclosure should be allowed. 

➢ In addition, from the perspective of investors, there is a lot of information, even 
qualitative information, that can be helpful in evaluating enterprise value. It would be 
undesirable for investors if companies were to focus too much on disclosing 
quantitative data and information backed by scientific evidence, and as a result, 
refrained from disclosing information that would be important in assessing enterprise 
value but unquantifiable, leading to conservative and formulaic disclosure (boilerplate 
disclosure). 

➢ On the other hand, companies should continue to make efforts toward disclosing 
information that is rational, quantitative, and comparable, and it is desirable for 
companies to take ownership and consider their policies for complying with 
international standards once they are established. 

➢ Companies need to be reminded that “taking ownership” is not the same as reporting 
in accordance with disclosure standards simply by, for example, checking boxes, in 
an attempt to avoid making disclosure with originality. In addition, in cases where a 
company does not “apply” disclosure standards, it is required to proactively “explain” 
the background to the decision, the rationale for adopting a different approach, as 
well as when it can start disclosure by applying the standards. 

➢ The use of electronic tagging (XBRL, etc.) for disclosure items can help ensure 
integration and consistency between sustainability disclosure and corporate 
strategies, as well as comparability and overview of information. 
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<The second issue generating diverse views: “materiality”> 

 

⚫ So how should companies identify or determine what information to disclose? 

⚫ The so-called institutional disclosure based on the Financial Instruments and Exchange 
Act in Japan and the recommendations of the Task Force on Climate-Related Financial 
Disclosures (TCFD) have taken a “single materiality” approach that emphasizes financial 
impact. In contrast, the European Commission has called for a “double materiality” 
approach, in which materiality is judged from two aspects: financial impact and 
environmental and social impact. The fact that the two trends regarding materiality 
coexist and the both approaches have been strongly demanded in society is thought to 
be one of the reasons for causing diverse views on “what information companies should 
disclose and to whom.” 

⚫ With regard to the diverse views on materiality, the following points were raised at the 
Study Group: 

➢ By taking a longer-term view of enterprise value and examining environmental, social, 
and economic changes that present future opportunities or risks to the company over 
a long time frame, a link can be established between the impact of corporate activities 
on the sustainability of the environment, society, and the economy in general 
(environmental and social impact) and the impact of corporate activities on the 
sustainability of the company itself (financial impact). 

➢ In this regard, it is necessary to be aware of the concept of so-called “dynamic 
materiality,” which considers sustainability items that are material to a company 
change with the passage of time and changes in the economy, society, and the 
environment, and support for this concept is growing internationally. 

➢ While the overlap between materiality based on financial impact and materiality 
based on environmental and social impact is expected to increase over a long time 
frame, the two will never be completely identical, so it is important to distinguish 
between the recognition of enterprise value based on long-term, continuous, and 
dynamic consideration and the evaluation of overall impact on the environment, 
society, and the economy. 

➢ For this reason, the ideal approach to disclosure is that companies consider long-
term strategies, management policies, governance structures, etc., while looking at 
these two types of sustainability, and then present financial and non-financial 
information in an integrated manner. 

➢ In the process of dialogue with investors and other stakeholders, top management 
may gain insight into what information is needed. In addition, it is important for 
investors to clearly communicate their investment objectives and ideas as well as 
necessary information in order to have an effective dialogue. 

➢ Presenting what the company is aiming for in the long term and where it is now will 
be useful for those who are concerned with sustainability of enterprise value and 
those who are concerned with broader sustainability of the environment, society, 
and the economy. 

➢ The “prototype” by the group of five follows the “Conceptual Framework” of the IASB 
(International Accounting Standards Board) by the IFRS Foundation, and 
emphasizes information that is useful for investors to predict corporate outcomes and 
assess enterprise value. This direction should be supported in order to ensure the 
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connectivity and consistency between financial information, non-financial information, 
and sustainability information. 

 
<The third issue generating diverse views: “relationship” between financial, 
non-financial, and sustainability information> 
 

⚫ The Study Group’s discussion pointed out that it is necessary to organize the relationship 
and inclusiveness of financial, non-financial, or sustainability information. 

⚫ Specifically, it was pointed out that a common understanding was not necessarily 
developed about the relationship between the term “non-financial information,” which is 
thought to imply a wide range of information other than financial statements, and the 
term “sustainability information,” which is thought to imply disclosure items that are based 
on an awareness of the relationship between the sustainability of corporate activities and 
the sustainability of the environment, society, and the economy, or about the connectivity 
between these types of information and financial information. 

⚫ With regard to the diverse views on “relationship” between financial, non-financial, and 
sustainability information, the following points were raised at the Study Group: 

➢ The Study Group should clearly state its position on whether it is seeking to enhance 
disclosure of non-financial information itself, or focusing on the connection and 
relevance between financial information/value creation and non-financial information, 
including sustainability information. 

➢ For example, it should be noted that the recommendations of the TCFD (Task Force 
on Climate-Related Financial Disclosures) provide a framework that focuses on 
climate-related information relevant to financial matters, as the name suggests. 

➢ For financial accounting standards, international standards are already in place by 
the IFRS Foundation. When ISSB is established and international sustainability 
disclosure standards are developed, it will be necessary to ensure consistency 
between the definitions of terms and concepts in the financial accounting standards 
and those in the sustainability standards. 

➢ The IFRS Foundation’s Practice Statement “Management Commentary” whose 
exposure draft is currently under public consultation contains a number of easy-to-
understand, helpful examples of disclosures of financial-related non-financial 
information. 

⚫ The four recommendations in this interim report are based on the discussions and points 
raised regarding diverse views on these three issues and summarize recommendations 
for companies and investors in Japan and overseas, disclosure standard setters, and 
policymakers related to corporate disclosure. 

⚫ In the following, CHAPTER 1 describes the domestic and international trends regarding 
non-financial information, CHAPTER 2 describes the discussions in the Study Group on 
climate-related and human capital-related disclosure, and CHAPTER 3 summarizes the 
issues to be discussed in the future. 

 



 

 

 

(Reference) Table 1 Institutional disclosure and international sustainability disclosure standards 

 

(Reference) Prepared by the METI based on materials released by each organization. 
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  Investors       
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International Integrated 
Reporting Framework 

  Investors       

SASB Standards*5   Investors       

GRI Standards   Multi-stakeholders       

CDSB Framework   Investors       

TCFD Recommendations   Investors       

 
*1: A field clearly indicated in the standard/framework is marked as “●”. 

*2: Discussions are currently underway in the Working Group on Corporate Disclosure of the Financial System Council. 

*3: Companies listed on the prime market, which will be established in April 2022, will be required to enhance the quality and quantity of their climate change disclosure based on TCFD or an 

equivalent international framework. 

*4: The International Integrated Reporting Framework identifies “human capital” as one of the six capitals that support organizations. 

Companies are also required to provide insights into the relationship between the skills, diversity, etc. of those responsible for governance and the organization’s value creation capabilities 

in their integrated reports. 

*5: This is an industry-specific standard, and the content required to be disclosed varies by industry. 

*6: Companies listed on the premium segment of UK’s London Stock Exchange are required to disclose on a “comply or explain” basis. As for Japan, see *3. 



 

 

 

CHAPTER 1 Developments in Non-Financial Information 
 
I. Developments in major standard setters 
 

In response to the growing interest in non-financial information, including ESG information 
in recent years, various standard setters were very active in 2020. In September 2020, five 
major standard setters for non-financial information disclosure (hereinafter referred to as the 
“group of five”), i. e., the Carbon Disclosure Project (CDP), the Climate Disclosure Standards 
Board (CDSB), the Global Reporting Initiative (GRI), the International Integrated Reporting 
Council (IIRC), and the Sustainability Accounting Standards Board (SASB), announced that 
they would work together to realize a comprehensive framework for corporate reporting.3 

In the same month, the World Economic Forum (WEF) released a white paper titled 
“Measuring Stakeholder Capitalism: Towards Common Metrics and Consistent Reporting of 
Sustainable Value Creation,” which presents a set of ESG metrics consisting of 21 core 
metrics and 34 expanded metrics categorized into four areas, i.e., “Principles of Governance,” 
“Planet”, “People,” and “Prosperity,” and recommends that companies adopt these metrics.4 

In addition, the IFRS Foundation, an international accounting standard setter, conducted 
a public consultation from September to December 2020 on the establishment of a 
sustainability standards board based on calls for greater consistency and comparability in 
sustainability reporting (see Chapter 1, II for details). 

In December 2020, the group of five released a document titled “Reporting on enterprise 
value - Illustrated with a prototype climate-related financial disclosure standard” as one of 
the initiatives based on the joint statement released in September of the same year. This 
document reviews the common vision for a comprehensive corporate reporting system 
presented in September of the same year, and presents the applicability of the conceptual 
framework of the International Accounting Standards Board (IASB) to sustainability-related 
financial disclosure standards, a prototype of a sustainability-related financial disclosure 
presentation standard, and a prototype of a climate-related financial disclosure standard. 

This document presents Figure 1 as a concept that represents comprehensive corporate 
reporting, and identifies three categories of disclosure of sustainability-related information 
by companies: “sustainability reporting,” “sustainability-related financial disclosure,” and 
“financial accounting and disclosure.” The document then categorizes the overall reporting 
on sustainability items into “sustainability reporting” and “enterprise value reporting,” with 
“enterprise value reporting” comprising “sustainability-related financial disclosure” and 
“financial accounting and disclosure.” With these categories in mind, the document states 
that sustainability issues that are important to companies may move between these 
categories over time. This idea of materiality is called dynamic materiality. 

 

 
3 “Statement of Intent to Work Together Towards Comprehensive Corporate Reporting” (September 2020) 
4 “Measuring Stakeholder Capitalism: Towards Common Metrics and Consistent Reporting of Sustainable Value Creation” (September 2020) 
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Figure 1 Comprehensive corporate reporting  

(Materials) Prepared by the METI from CDP, CDSB, GRI, IIRC, SASB “Reporting on 
enterprise value - Illustrated with a prototype climate-related financial disclosure standard” 
(December 2020). 

 
In addition, this document summarizes the applicability of the IASB Conceptual 

Framework to sustainability-related financial disclosure standards, based on the fact that the 
IFRS Foundation has started working on the development of sustainability disclosure 
standards. Since the IASB Conceptual Framework provides the financial reporting objectives 
and underlying concepts of IFRS (International Financial Reporting Standards), and is 
important for the development of standards based on a consistent concept, the group of five 
discussed how to adapt it for use in a comprehensive corporate reporting system that 
includes non-financial disclosures. 

In addition, in order to ensure comparability with the financial statements of past years 
and of other companies, the International Accounting Standards (IAS) 1, “Presentation of 
Financial Statements,” as set forth by the IFRS Foundation, lays out the general structure 
and content for the preparation of financial statements in accordance with IFRS. From the 
same perspective as IAS 1, the document released by the group of five presents a prototype 
of a presentation standard that can be used as a basis for disclosing sustainability-related 
financial information (Figure 2). The prototype presentation standard adopts the structure of 
the four pillars of the TCFD recommendations (Governance, Strategy, Risk management, 
and Metrics and targets), based on the belief that they represent the core elements of an 
organization and are widely accepted in the market. Based on this presentation standard, 
the document presents a “prototype of a climate-related financial disclosure standard” 
(hereinafter referred to as “climate-related prototype of the group of five”), which will be the 
specific disclosure standards for the climate area expected to be prioritized by the 
International Sustainability Standards Board that will be newly established by the IFRS 
Foundation. (See Chapter 2, I for details). 

 

 

 

 

 

Sustainability reporting 
Reporting on all sustainability items that reflect a company’s positive or 
negative impacts on sustainable development 
 

Sustainability-related financial disclosure 
Reporting on sustainability items that influence enterprise value 
(they concern financial returns to providers of financial capital, 
but are not necessarily measured in monetary amounts.) 

Financial accounting and disclosure 
Reporting on sustainability items that influence enterprise value 
(in so far as they affect monetary amounts accounted for and 
disclosed in the financial statements) 

Enterprise 
value reporting 
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Figure 2 Prototype sustainability-related financial disclosure presentation standard 

 

(Materials) Prepared by the METI from CDP, CDSB, GRI, IIRC, SASB, “Reporting on 
enterprise value - Illustrated with a prototype climate-related financial disclosure standard”. 

 

 

  

Foundation 

Objective 

Scope 

General Features 

Comparative information 

Materiality 

Content Elements 

Governance 

- Disclosure objective 
- Content 

 Strategy 

Strategy Business model 

 Outlook 

Risk management 

 Operational - Disclosure objective 
- Content (including cross-industry and industry-

specific sustainability-related financial 
disclosures) 

Metrics and targets Risk 

Prototype Annex A: Definitions 
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[Column 1] Single materiality and double materiality 
 

A key point in non-financial information disclosure is the concept of materiality. 

Materiality is a measure to determine the priority of issues and to identify issues of 

importance, but the concept of materiality differs depending on the framework/standard. 

The European Commission explains the concept of “double materiality” in its 

guidelines on climate-related information disclosure. This concept suggests that when 

companies consider disclosing certain information, they need to consider it from two 

aspects of materiality: financial materiality and environmental and social materiality. The 

former is focused on information that is necessary to understand the impact of 

sustainability matters on a company’s development, business performance, financial 

position, etc., and is considered to be a perspective that is of interest mainly to 

investors. The latter is focused on information that is necessary to understand the 

impact of corporate activities on the outside world, and is considered to be a perspective 

that is of interest to citizens, consumers, employees, business partners, civil society 

organizations, etc. 

Based on the concept of double materiality, the European Commission states that if 

companies determine that certain sustainability information is material from either 

perspective, they should disclose it. The European Commission also points out that 

these two perspectives may overlap, and will likely overlap even more in the future. 

On the other hand, the concept of focusing on financial materiality is called “single 

materiality.” For example, the TCFD says in its recommendations that companies should 

disclose climate-related information that has a financial impact on them, which indicates 

that it adopts a single materiality perspective. 
 

 

Figure 3 Single materiality and double materiality 

 

(Materials) Prepared by the METI from the European Commission, “Guidelines on reporting climate-related 

information” (June 2019). 

Company Environment/Society 

Single materiality 

Impact of the 
environment and society 

on the company 

Impact of the company on 
the environment and 

society 

Double materiality 
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II. Developments in the IFRS Foundation 

 

(1) Moves to establish ISSB 

1. Release of Consultation Paper on Sustainability Reporting 
In September 2020, the IFRS Foundation released a “Consultation Paper on 

Sustainability Reporting” (hereinafter the Consultation Paper) and conducted a 
consultation on the proposals in the Consultation Paper. 

Prior to the release of the Consultation Paper, the IFRS Foundation conducted 
informal dialogue and research with various stakeholders involved in sustainability 
reporting. From the results, the IFRS Foundation provided its current understanding 
of sustainability reporting as follows: 

⚫ As sustainability reporting becomes increasingly important to stakeholders, 
there is an urgent need to improve its consistency and comparability. 

⚫ Many organizations provide frameworks, standards and metrics for 
sustainability reporting. However, the effectiveness and evaluation of 
sustainability reporting is limited because these standard-setting organizations 
adopt different approaches and objectives so much so that preparers are faced 
with a difficult choice. 

⚫ Delays in introducing internationally consistent disclosures increase the threat 
of fragmentation and make it difficult for capital markets to engage in a smooth 
transition to a low-carbon economy. 

Based on this current understanding, the IFRS Foundation proposed in the 
Consultation Paper that a new sustainability standards board (SSB) be created to 
develop international sustainability standards. The purpose of the creation was to 
reduce complexity and achieve comparability in sustainability reporting. 

In addition, noting that the development of an international sustainability 
reporting standard for climate-related information was shown to be the most 
pressing concern in the Consultation Paper, the IFRS Foundation proposed that 
the SSB first focus its efforts on climate-related information. Then, it was suggested 
that other environmental priorities, social items, etc. will be also discussed 
depending on subsequent changes. 

 
2. Response based on public consultation 

On March 8, 2021, the IFRS Foundation published the following four views about 
the strategic direction of a new board for the development of sustainability reporting 
standards, based on the feedback on the Consultation Paper. 

⚫ Investor focus for enterprise value 
The new board would focus on information that is material to the decisions of 
investors and other global capital market participants. 

⚫ Sustainability scope, prioritizing climate 
Due to the urgent need for better information about climate-related matters, 
the new board would initially focus its efforts on climate-related reporting, 
while also working towards meeting the information needs of investors on 
other ESG matters. 
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⚫ Build on existing frameworks 
The new board would build upon the work of the TCFD as well as the alliance 
of standard-setters in sustainability reporting focused on enterprise value. 
The Trustees will consider the prototype proposed by the group of five for an 
approach to climate-related disclosures. 

⚫ Building blocks approach 
By working with standard-setters from key jurisdictions, standards issued by 
the new board would provide a globally consistent and comparable 
sustainability reporting baseline, while also providing flexibility for 
coordination on reporting requirements that capture wider sustainability 
impacts. 

In addition, on March 22 of the same year, in order to accelerate the integration 
of sustainability reporting standards, prior to the launch of the new sustainability 
standards board, the IFRS Foundation announced that it would continue to work 
with jurisdictions based on the building blocks approach and would launch the 
following two organizations: 

⚫ Technical readiness working group 
Organizations that have expertise in sustainability and are involved in 

integrated reporting standards and frameworks that focus on enterprise value 
will participate and make technical recommendations to the new board. 

The members of the working group are the TCFD, the Value Reporting 
Foundation (VRF)5, the CDSB, and the WEF, which set disclosure guidelines 
on non-financial information, as well as the IASB, with the International 
Organization of Securities Commissions (IOSCO) participating as an 
observer. It was also noted that the working group would work closely with 
the GRI and the CDP. 

⚫ Multilateral working group 
A forum for conducting dialogue between international stakeholders involved 
in sustainability reporting and the proposed new board. 

  

 

 
5 Organization established by the merger of IIRC and SASB in July 2021 
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Figure 4 Proposal of the IFRS Foundation 

 
 

3. Publication of proposed amendments to the constitution to newly establish and 
operate an “International Sustainability Standards Board” 

In April 2021, based on the results of the public consultation conducted on the 
Consultation Paper, the IFRS Foundation published “Proposed Targeted 
Amendments to the IFRS Foundation Constitution to Accommodate an 
International Sustainability Standards Board to Set IFRS Sustainability Standards” 
(hereinafter referred to as the “Proposed Amendments to the Constitution”). 

The Proposed Amendments to the Constitution are based on the Consultation 
Paper and the results of its review, and include the strategic direction of the new 
standard setter and specific proposed amendments to the IFRS Foundation 
Constitution. Specifically, the Proposed Amendments to the Constitution are 
targeted at the institutional provisions that would have to be revised or 
supplemented to newly establish a sustainability standards board, and include the 
following three points: 

I. Expand the Foundation’s remit to create a new board that will set IFRS 
sustainability standards 
➢ Add provisions to expand the objectives of the Foundation to encompass 

the development of IFRS sustainability standards 
➢ Add provisions to outline the structure and function of a new sustainability 

standards board 

II. Create the International Sustainability Standards Board under the Foundation’s 
governance structure to set IFRS sustainability standards 
➢ Name the new board the International Sustainability Standards Board 

(ISSB) 
➢ The new board’s standards would be styled as “IFRS sustainability 

standards” 

III. (In accordance with the above amendments to the constitution,) amend the 
provisions regarding the appointment of the IFRS Foundation’s Executive 
Director 

 
 

Monitoring board 

Trustees 

Developing IFRS Developing sustainability reporting 
standards 

International Accounting Standards 
Board 
(IASB) 

International Sustainability Standards 
Board (ISSB) 

Technical readiness working group 

Multilateral working group 
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4. The state of discussions at the technical readiness working group 
On June 21, 2021, the IFRS Foundation published on its website a summary of 

discussions at strategic meetings held from May to June the same year by the 
technical readiness working group (hereinafter “TRWG”). 

The summary of discussions indicated that the TRWG would provide the 
following three items as deliverables of the discussions prior to the establishment 
of the ISSB. 

I. Provision of technical opinions and suggestions, specifically: 
➢ Improvements to the prototype disclosure standards built on the TCFD 

recommendations 
➢ Addressing issues in setting standards at the ISSB 

II. Plan for appropriate transfer of technical expertise, content, and resources to 
the ISSB for the purpose of advancing the integration of sustainability 
disclosure standard setting (including opinions and suggestions on how the 
ISSB should operate) 

III. Provision of comprehensive corporate reporting frameworks and standards for 
enterprise value creation and provision of input to the IFRS Foundation’s 
strategy to facilitate prioritization and planning of governance and activities of 
the IFRS Foundation/ISSB 

Subsequently, the state of discussions in the TRWG and the outline of proposals 
(deliverables) were reported to the IFRS Advisory Council on September 13 and to 
the IFRS Trustees on September 20 of the same year. The reported TRWG 
deliverables include eight items, including an expansion of the prototype climate-
related disclosure standard developed by the group of five, connectivity between 
financial and non-financial information, and the architecture of the non-financial 
disclosure standard. 

Among them, the architecture of the standards is explained separately from the 
eight items, illustrated by the basic structure of the standards (the four pillars of 
governance, strategy, risk management, and metrics and targets) and then the 
three areas: presentation standards (general requirements), thematic standards 
(first: climate), and industry standards (industry-specific disclosures). 
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Table 2 The technical readiness working group’s 8 proposals 

(Materials) Prepared by the METI from the IFRS Foundation, “Update on the work 
of the Technical Readiness Working Group (TRWG)” (2021/9) 

 

Figure 5 The architecture of standards presented by the technical readiness working group  

(Materials) Prepared by the METI from the IFRS Foundation, “Update on the work of the 

Technical Readiness Working Group (TRWG)” (2021/9) 

 

(2) Revisions to Practice Statement6 1 “Management Commentary” 

1. Outline of the exposure draft and background of its publication 
On May 27, 2021, the IFRS Foundation published an exposure draft of Practice 

Statement 1, “Management Commentary” (hereinafter, the “Revision Proposals”) 
and launched a consultation on the Revision Proposals. Comments are accepted 
until November 23, 2021. 

  

 

 
6The IFRS Practice Statement does not constitute an IFRS standard because it is not required to be followed in the preparation of financial statements in 

accordance with IFRS. However, regulators in each country can additionally require compliance with the IFRS Practice Statement. 

Proposal Description 

(1) Enhanced prototype climate standard 
Further develop the content of the prototype climate-related disclosure standard to provide a basis for 
consideration as an  
exposure draft under an ISSB 

(2) Enhanced prototype presentation standard 
Further develop the content of the prototype presentation standard to provide a basis for consideration as an 
exposure draft under an ISSB 

(3) Conceptual guidelines for standard setting Principles and concepts to support the early standard setting activities of an ISSB (e.g., materiality) 

(4) Architecture of standards 
Key concepts and architecture of what standards look like 
(e.g., reporting areas, cross-industry metrics and industry-specific metrics) 

(5) Other items to inform a standards agenda 
Other items to inform a standards agenda (The items that demonstrate the features of “pressing topics” for 
potential standard-setting) 

(6) Due process characteristics Considerations for transitory and steady-state due process of an ISSB 

(7) Digitisation strategy Digitisation strategy from onset of ISSB’s work 

(8) Connectivity 
Evolution of management commentary to provide connecting framework and connectivity between ISSB and 
IASB. 

 

Presentation Standard (general requirements) 

● General requirement to disclose all material sustainability information (“what” information to disclose) 

● Sets out general approach to disclosure for material information based on the 4 pillars (“how” to disclose) 

● Sets out what to do if an ISSB Standard is not yet in place for a material topic (a concept that already exists 

in IFRS Standards) – this will set a hierarchy of what guidance to use to meet the disclosure requirements. 

  

Thematic Standards (*) (first – Climate) 

● Establishes requirements for: 
➢ Narrative-based disclosures 
➢ Cross-industry metrics 

● General requirement for 
industry/activity/business model-specific 
metrics (but does not establish the metrics) 

 
(*) Thematic Standards are developed when: 

1. a theme is pervasive across the market; 

2.  tailoring of the four pillars to establish narrative-based 

requirements is value-adding; and 

3. cross-industry metrics are feasible and useful. 

 

Industry Standards (*) (disclosures specific to an 
industry) 

● Industry-specific disclosure topics (those 
covered by a thematic standard plus others) 

●  Specific narrative and metrics : 
➢ To meet Thematic Standards 
➢ Requirements for all other industry-

specific disclosure topics not covered 
by Thematic Standards 

 

(*) Industry standards are developed for an established set of 

industries. 

 

 

Proposal that all 

standards are based 

on this structure 

 

● Governance 

● Strategy 

● Risk Management 

● Metrics and targets 
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The Revision Proposals cite the following as the background to the amendment 
to “Management Commentary”: progress in narrative reporting (focus on value 
creation, progress in sustainability reporting), changes in information needs (long-
term perspective, intangible assets, ESG matters), and gaps in reporting practices. 

Then, the Revision Proposals go on to explain that the objective of the revision 
is to develop comprehensive requirements that focus on information that investors 
and creditors need as well as guidance with sufficient flexibility and sufficient 
discipline to help management identify that information and present it clearly. 

The Revision Proposals define management commentary as “a report that 
complements an entity’s financial statements” and then states its objectives as 
follows: 

⚫ To enhance investors and creditors’ understanding of the company’s financial 
performance and financial position reported in its financial statements 

⚫ To provide management’s insight into factors that could affect the company’s 
ability to create value and generate cash flows in the future as well as the 
factors that affected the company’s financial performance and financial 
position 

The Revision Proposals, then, divide the content of “Management Commentary” 
into six interrelated areas, and explain the purpose of disclosure and items to be 
included in each area. In addition, with regard to the information to be included in 
the “Management Commentary,” they present the concept of materiality 7  in 
selecting information and the requirements for the information and metrics to be 
included. 

The Revision Proposals also provide guidance on providing information on 
matters relating to a company’s intangible resources and relationships (including 
resources that are not recognized as assets in the company’s financial statements) 
as well as environmental, social and governance (ESG) matters. 

It is explained that the guidance was provided because investors and creditors 
are particularly interested in information about matters that could affect a 
company’s long-term prospects and the previously mentioned matters may contain 
such information. 

 
2. Relationship between the ISSB and “Management Commentary” 

The Revision Proposals mention how the proposed revisions to “Management 
Commentary” interact with the IFRS Foundation Trustees’ project on sustainability 
reporting, stating “In the future, entities might be able to apply (sustainability 
reporting) standards issued by that board to help them identify some of the 
information needed to comply with the Practice Statement.” 

  

 

 
7 The Revision Proposals define materiality as follows: 

“In the context of management commentary, information is material if omitting, misstating or obscuring it could reasonably be expected to influence 

decisions that investors and creditors make on the basis of the management commentary and of the related financial statements.” 
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Then, as one of the questions for the Revision Proposals, they invite comments 
on issues that should be considered in relation to the IFRS Foundation Trustees’ 
project on sustainability reporting in finalizing the Practice Statement. 

In this regard, in the “Connectivity,” one of the eight deliverables of the 
aforementioned TRWG, it is stated that “Evolution of management commentary to 
provide connecting framework and connectivity between ISSB and IASB,” which 
suggests that “Management Commentary” is expected to play a role in connecting 
the efforts of the IASB and the ISSB. 
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III. Developments in the IOSCO 

 

(1) Establishment of a Technical Expert Group 

In March 2021, the IOSCO expressed its welcome to the IFRS Foundation’s 
establishment of the TRWG and its invitation to participate as an observer, and 
announced the establishment of a new Technical Expert Group (“TEG”) under the 
Sustainable Finance Taskforce. 

The TEG will assess refinements to the content of the climate-related prototype of 
the group of five, including industry-specific metrics, and then consider whether the 
refined prototype could be a sound basis for the development of an international 
sustainability reporting standard under the ISSB. 

The following will be the focus of the consideration: 

⚫ Meeting the capital market’s core information needs and serving as a baseline for 
consistent and comparable approaches to mandatory sustainability-related 
disclosures across jurisdictions 

⚫ Being compatible with existing accounting reporting standards and promoting good 
governance of sustainability-related disclosures among preparers 

⚫ Forming the basis for the development of an audit and assurance framework 

 

(2) Publication of “Report on Sustainability-related Issuer Disclosures” 

In June 2021, the IOSCO published a “Report on Sustainability-related Issuer 
Disclosures” compiled by the Sustainable Finance Taskforce. The report elaborates on 
the IOSCO’s vision and expectations for the ISSB, i.e., establishing a global baseline 
of investor-focused sustainability standards and improving the global consistency, 
comparability and credibility of sustainability reporting. 

The report also analyzes and evaluates the climate-related prototype of the group of 
five from three perspectives: “potential enhancements to the prototype, in order to meet 
investors’ needs,” “interim guidance needed prior to the establishment of the ISSB,” 
and “longer term considerations for a steady state functioning of the ISSB”. 

The potential enhancements and considerations for the climate-related prototype of 
the group of five are then summarized from five perspectives. 
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Table 3 The IOSCO’s comments on the climate-related prototype of the group of five 

 

(*1) Provides six scenarios divided into three dimensions (orderly scenarios, disorderly scenarios, 

hot house world scenarios) 

(Materials) Prepared by the METI from the IOSCO, “Report on Sustainability-related Issuer 

Disclosures” (2021/6) 

 

  

Attribute Groups Potential enhancements and considerations 

The completeness, 
consistency and comparability 
of sustainability-related 
information 

Prototype enhancements: 

● Specify the need to assess risks and opportunities attributable to other entities and stakeholders beyond reporting entity that may 

be material to enterprise value creation for the reporting entity. 

Principles, frameworks and 

standards 

Prototype enhancements: 

● Facilitate independent audit and assurance, enforcement by relevant regulators and integration with financial reporting standards. 

● Include minimum requirements for specific narrative information and quantitative metrics across specified content elements. 

 

Interim considerations: 

● Provide guidance to ensure interoperability of the ISSB’s standards once available with disclosures on other standards and 

broader reporting obligations. 

Topic scope and materiality 

Prototype enhancements: 

● Clarify that the materiality assessment should capture contemporaneous and anticipated future impacts (including over the long 

term) of the reporting entity where these may have a significant influence on investors’ decisions. 

● Provide guidance on how the standard will take into account size, business model and geographic factors when providing 

industry specific metrics. 

Narrative disclosures and 

quantitative metrics 

Prototype enhancements: 

● Provide detailed guidance on quantitative metrics,  

including use of globally accepted and consistent labels, definitions and measurement methodologies. 

● Provide guidance on methodologies to measure the long-term financial impact of the most relevant sustainability matters. 

● Provide guidance on metrics to ensure comparability with prior periods and with other companies. 

● Consider need to refine industry specific guidance, 

as SASB’s Climate Disclosure Guide may not be fully coherent with the wider Prototype. 

● Include guidance on definitions of short, medium and long term and provide guidance on forward looking metrics across all three 

time horizons. 

● Provide guidance on science-based parameters (e.g., alignment with 1.5°C pathway) 

including assumptions for decarbonisation pathways and negative emissions technologies 

● Ensure that appropriate guidance is provided for both transition and physical risks, including transition (to decarbonisation) 

planning. 

● Specify the provision of raw data, the format including machine readability(and designation of which data – narrative or only 

metrics – will be subject to data tagging), and location of information. 

● Provide guidance for scenario analysis, including relevant assumptions and methodologies (for example, the NGFS published 

the second iteration of its climate scenarios in June 2021, providing “a common starting point for analysing climate risks”(*1)), 

including sector-specific guidance. 

Linkage between 

sustainability issues and 

business strategy and 

financial implications  

Prototype enhancements: 

● Provide guidance on how disclosures should be integrated with the narrative section of the annual financial report. 

● Provide guidance on how sustainability disclosures should be factored into figures and accompanying notes in financial 

statements. 
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IV. Developments in Europe 
 

In April 2021, the European Commission published a proposal for a new directive on the 
disclosure of sustainability information, the Corporate Sustainability Reporting Directive 
(hereinafter, “CSRD”). 8  This is a revision of the Non-Financial Reporting Directive 
(hereinafter, “NFRD”), which has been in effect since 2018, as one of the initiatives to help 
promote sustainable finance. The four main revisions are: (1) expansion of the scope of 
companies, (2) more detailed disclosure items, (3) mandatory audit and assurance, and (4) 
digitalization of disclosure. 

(1) Expansion of the scope of companies 
While the current NFRD applies to listed companies and financial institutions with 500 or 

more employees, the proposed CSRD would apply to all large companies 9  and listed 
companies (excluding micro undertakings)10. As a result, the number of companies covered 
is expected to increase from about 11,000 to about 49,000. 

(2) More detailed disclosure items 
The CSRD maintains the double materiality concept of the NFRD, but with additional 

content and details as shown in Figure 6. In addition, the European Financial Reporting 
Advisory Group (EFRAG), commissioned by the European Commission, is to develop draft 
sustainability reporting standards in order to specify the disclosure items that are specified 
in the Directive in more detail at the level of metrics. The NFRD provides optional guidelines11 
for the disclosure items specified in the Directive, but does not require the use of such 
guidelines, whereas in the proposed CSRD, disclosure based on the sustainability reporting 
standards will be mandatory, and comparability will be improved through detailed provisions 
of disclosure content. 

In September 2021, the EFRAG Project Task Force published a working paper on climate 
standard prototypes12  as a starting point for future task force discussions. The working 
paper states that it has three climate standard key goals, i.e., (1) to provide transparency to 
investors and other stakeholders, (2) to address the objectives of the EU as reflected in the 
CSRD, Taxonomy Regulation, SFDR (Regulation on Sustainability-related disclosures in the 
financial services sector), etc., and (3) to ensure compatibility with international initiatives, 
and presents three reporting areas (strategy, implementation, and performance 
measurement) that are fleshed out with 10 disclosure areas (see Appendix.4 for details of 
the draft climate standards).  In the future, it is expected that standards in areas other than 
climate will be developed gradually. 

  

 

 
8 The European Commission, “Proposal for a IIRECTIVE OF THE ERROPEA  PARIIAME T A I OF THE COR CII amending Iirective 

2013/34/ER, Iirective 2004/109/EC, Iirective 2006/43/EC and Regulation (ER)  o 537/2014, as regards corporate sustainability reporting” (April 2021) 
9Iarge companies are those that meet at least two of the following criteria: a: total assets of at least 20 million euros, b: net sales of at least 40 million euros, 

and c: at least 250 employees. 
10 Iisted companies, excluding micro-undertakings (companies that do not exceed the limits of two or more of the following criteria: a: total assets of 

350,000 euros; b: net sales of 700,000 euros; c: 10 employees) 
11 The European Commission, “Guidelines on non-financial reporting” (June 2017), “Guidelines on reporting climate-related information” (June 2019) 
12 EFRAG, “‘Climate standard prototype’ Working Paper” (September 2021) 
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Figure6 Disclosure items under NFRD and CSRD  

 

(Materials) Prepared by the METI from the European Commission, “Proposal for a 
DIRECTIVE OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL amending 
Directive 2013/34/EU, Directive 2004/109/EC, Directive 2006/43/EC and Regulation (EU) 
No 537/2014, as regards corporate sustainability reporting” (April 2021) 
 
(3) Mandatory audit and assurance 

In order to improve the accuracy and reliability of sustainability information reported by 
companies, the proposed CSRD will require companies to audit and assure the content of 
their reports. There are two types of assurance: “limited assurance” and “reasonable 
assurance,” each with a different level of assurance.13 Since reasonable assurance is more 
stringent than limited assurance, requires more work, and costs more money for companies, 
the proposed CSRD proposes a phased approach, starting with limited assurance and then 
moving to more stringent reasonable assurance after sustainability assurance standards are 
developed. The proposed CSRD also proposes opening the market for sustainability 
assurance services to “independent assurance service providers.” In other words, each 

 

 
13 The conclusion of a limited assurance engagement is usually provided in a negative form of expression by stating that no matter has been identified to 

conclude that the subject matter is materially misstated. The conclusion of a reasonable assurance engagement, on the other hand, is usually provided in a 

positive form of expression and states an opinion on the measurement of the subject matter against previously defined criteria. 

NFRD (Non-Financial Reporting Directive) 

・ The following information relating to environmental, social and employee matters, respect for human rights, anti-corruption and bribery matters 

- Outline of the undertaking’s business model 
- Policies in relation to the above matters, including due diligence 
- Outcome of those policies 
- Principal risks and how the undertaking manages those risks 
- Non-financial key performance indicators relevant to the particular business 

・ Objectives of the diversity policy in relation to the undertaking’s directors, how it has been implemented and the results 

 

Corporate Sustainability Reporting Directive (CSRD) 

a. A brief description of the undertaking’s business model and strategy, including: 

(1) the resilience of the undertaking’s business model and strategy to risks related to sustainability matters; 

(2) the opportunities for the undertaking related to sustainability matters; 

(3) the plans of the undertaking to ensure that its business model and strategy are compatible with the transition to a sustainable economy and with the limiting of 

global warming to 1.5 °C in line with the Paris Agreement; 

(4) how the undertaking’s business model and strategy take account of the interests of the undertaking’s stakeholders and of the impacts of the undertaking on 

sustainability matters; 

(5) how the undertaking’s strategy has been implemented with regard to sustainability matters 

b. A description of the targets related to sustainability matters set by the undertaking and of the progress the undertaking has made towards achieving those targets 

c. A description of the role of the administrative, management and supervisory bodies with regard to sustainability matters 

d. A description of the undertaking’s policies in relation to sustainability matters 

e. A description of: 

(1) the due diligence process implemented with regard to sustainability matters; 

(2) the principal actual or potential adverse impacts connected with the undertaking’s value chain, including its own operations, its products and services, its 

business relationships and its supply chain; 

(3) any actions taken, and the result of such actions, to prevent, mitigate or remediate actual or potential adverse impacts 

f. 6A description of the principal risks to the undertaking related to sustainability matters, including the undertaking’s principal dependencies on such matters, and how 

the undertaking manages those risks 

g. Indicators relevant to the disclosures referred to in points a to f 

● Undertakings shall also disclose information on intangibles, including information on intellectual, human, and social and relationship capital. 

● Undertakings shall report the process carried out to identify the information that they have included in the management report and in this process they shall take 

account of short, medium and long-term horizons. 

✓ The above information shall contain forward-looking and retrospective information, and qualitative and quantitative information. 

✓ Where appropriate, the above information shall contain information about the undertaking’s value chain, including the undertaking’s own operations, products 

and services, its business relationships and its supply chain. 

✓ Where appropriate, the above information shall also contain references to, and additional explanations of, other information included in the management report 

and amounts reported in the annual financial statements. 
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member country will be able to choose to allow those other than auditors who normally audit 
financial information to provide assurance on sustainability information. 

(4) Digitalization of disclosure 
The proposed CSRD stipulates that sustainability information should be disclosed in the 

management report, which is a component of statutory disclosure, and that both financial 
statements and management reports should be submitted using a single electronic format. 
Specifically, financial statements and management reports are required to be prepared in 
XHTML format and tagged according to a classification system that will be developed along 
with the sustainability reporting standards. 

The expected schedule for the future is that the first version of the sustainability reporting 
standards will be developed by EFRAG by the middle of 2022. The proposed CSRD is 
currently under consideration by the European Parliament and the European Council, and if 
they reach an agreement on this by the middle of 2022, it is expected that the sustainability 
standards will also be adopted as a delegated act by the end of 2022. As a result, companies 
subject to the CSRD will be required to disclose information in accordance with the 
sustainability reporting standards starting with their annual reports for 2024, which cover 
fiscal year 2023. 
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CHAPTER 2: Disclosure of Sustainability Information in Individual Fields 
 

I. Climate-related disclosure - Prototype of a climate-related financial 
disclosure standard by the group of five 

 

1. Background of the discussion 

The group of five’s climate-related prototype released in December 2020 (see Appendix. 
3 for details) establishes disclosure requirements for providing information about climate-
change-related financial risks and opportunities and their impact on a company's financial 
performance, financial position and ability to create value. Since this prototype is expected 
to serve as a basis for the development of climate-related reporting standards at the IFRS 
Foundation and ISSB, the Study Group held discussions based on this prototype and 
organized the following opinions. 

 

2. Discussions in the Study Group 

(1) General remarks 

The group of five’s climate-related prototype adopts a structure similar to the four pillars 
(Governance, Strategy, Risk management, and Metrics and targets) used in the TCFD 
recommendations, and the group of five indicate in their public documents that they have 
included all of the disclosure items recommended by the TCFD. Since disclosures in line 
with the TCFD recommendations are already being made by many companies in Japan and 
abroad, the adoption of a similar structure in the climate-related financial disclosure standard 
to be developed by the IFRS Foundation is likely to gain the support of both preparers and 
users. On the other hand, how the TCFD recommendations are implemented varies from 
company to company, and it is expected that companies that have already begun disclosing 
information based on the TCFD recommendations will generally be able to implement this 
prototype, while companies that have not made sufficient efforts so far will need several 
years to implement it. 

In addition, there were many concerns that if international standards were to be developed, 
requiring, as the level of application, uniform disclosure, it would lead to formulaic disclosure. 
The TCFD recommendations stipulate “recommended disclosures”, whereas the prototype 
stipulates that preparers “shall disclose” information. However, if all the disclosure items 
specified here are disclosed in a uniform and automatic manner, there is a possibility that 
even contents that have not been substantially considered by the management will be 
disclosed as a formality, and as a result, the purpose of the report and the individuality of the 
company may not be communicated through the report. In addition, it is not cost effective to 
require detailed disclosure of information that a company judges to be immaterial as a result 
of its materiality analysis. It would be effective and efficient for both preparers and users, 
and would lead to constructive dialogue with investors, if companies take ownership and 
make disclosures based on the “Apply or Explain” approach, with due consideration of 
materiality for each company. 
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In addition, opinions were expressed that listed companies in the prime market, which will 
be established in April 2022 with the reorganization of market segments, might be required 
to make disclosures in accordance with international standards, including those set by the 
IFRS Foundation and ISSB. 

Opinions were also expressed on the need to consider disclosure media. Since the 
information required differs depending on the characteristics of the users and the purpose 
of use, it is important to use different disclosure media and chapters for efficient disclosure 
of non-financial information. In particular, for information that requires comparability with 
other companies in Japan and overseas, a data book, website, etc., separate from the main 
report may be used to disclose the information at a glance. There was also an opinion that, 
in light of the EU’s move to require non-financial information to be submitted as digital 
information in an integrated manner, it would be necessary to consider a database for non-
financial information in the future. 

In addition, given that the IFRS Foundation is working on the development of sustainability 
standards, it was suggested that attention should be paid to the consistency between IFRS 
and the sustainability standards to be developed in the future. For example, the use of a 
common segmentation concept between the two standards will lead to greater convenience 
for preparers and users. It was also suggested that by following the structure of related 
documents, i.e., “Conceptual Framework,” “Standards,” and “Practice Statement” in IFRS, it 
would be possible to respond flexibly when the need for revision arises. 

 

(2) About individual items 

Apart from that, the following opinions were presented on individual disclosure 

items stipulated in the climate-related prototype of the group of five. 

[Governance] 

 With regard to “the identity of the board member, senior executive or committee 
responsible for climate-related risks and opportunities” (4.c.) and “board skills and 
competencies to govern and manage strategies designed to respond to climate-related 
risks and opportunities” (4.d.), investors are paying a lot of attention, and active 
disclosure is expected. 

 The five items specified in the climate-related prototype of the group of five are useful to 
a certain extent, and companies should refer to these five items and consider which 
items should be included in their explanations to be persuasive, rather than viewing them 
simply as an increase from two items specified in the TCFD recommendations. 

 It should be understood that the “board skills and competencies to govern and manage 
strategies designed to respond to climate-related risks and opportunities” (4.d.) do not 
necessarily question whether the board has scientific knowledge related to climate, 
knowledge of the specifics of various regulations, or experience in specialized fields, but 
rather whether the board can use common sense to judge the pros and cons from a 
broad perspective. Therefore, it should be noted that companies are not encouraged to 
think that just appointing “qualified persons” in specialized fields should be enough. 
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[Strategy] 

 It is significant to “disclose changes in management’s strategy to address climate change 
since the previous reporting period” (9.d.). 

 Changes since the previous reporting period and time horizons over which risks and 
opportunities are expected to manifest (9.c.-9.e.) are essential for checking progress 
toward achieving long-term goals. 

 Disclosure of “climate-related research and development investments and activities and 
adoption of new technology” (10.a.) should be encouraged from the perspective of 
promoting innovation. 

 While we agree on the need for the information, it is a challenging item for companies 
starting to comply with TCFD. As with TCFD, it is more realistic to allow them some time. 

 It is useful as an item that should be taken into account in disclosure, but the necessity 
of disclosure should be determined according to the materiality at each company. 

 “Primary trends that are monitored by the entity for the purposes of assessing the impact 
of climate-related risks and opportunities on the entity’s strategy” (9.f.) are important 
information, but disclosure may be reduced to a formality. If all the companies disclose 
their information in the same manner based on an “industry standard” recommended by 
consultants, it is no longer a useful disclosure. 

 Disclosure of “the estimated time horizons over which the identified climate-related risks 
and opportunities are expected to manifest” (9.e.) is difficult. For example, companies 
would need to discuss “how much uncertainty is involved” “on the basis of information 
reasonably available at present”. 

 As a result, there is a conceivable risk of every company doing what other companies in 
the same industry do in terms of making assumptions and designing models for scenario 
analysis. Attention and efforts are required to avoid such a risk. 

 The question of “how the entity’s financial position supports the resilience of the 
organisation’s strategy over the short-, medium- and long-term” (11.c.) demands answer 
in relation to the entity’s financial position. But many factors would need to be estimated, 
and there is a sense of danger that only the quoted amounts will attract undue attention, 
obscuring other factors. 
 

[Metrics and Targets] 

(Metrics) 

 The “methodology used for the calculation or estimation of metrics and targets, scope of 
what is included, and any assumptions underlying the calculation or estimation” (27) are 
necessary to confirm the certainty of the analysis, but disclosure would lead to 
homogenization with other companies. 

 Given the nature of the climate change topic, industry-specific metrics are necessary. 
However, considering the expansion of business models beyond traditional industries 
and the existence of companies that operate multiple businesses, uniform application of 
industry-specific standards may lead to an explosion in the volume of disclosed 
information and a decline in the value relevance of information. 
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 We should introduce at least a Comply or Explain approach, or go one step further and 
use a combination of the following multiple measures to find a way to achieve value 
relevance and comparability simultaneously. 

➢ Principle of proactive selection based on materiality judgment 

➢ Requirements for processes related to materiality judgment (board leadership, 
process disclosure, etc.) 

➢ Active use of digital disclosure (introduction of metric database using XBRL) 

➢ Explanation of policies and reasons for selection or non-selection of metrics 

 Industry-specific metrics need to be set, as they are also used to correct cross-industrial 
metrics. In particular, consideration should be given to sectors such as energy-intensive 
industries, where significant changes are expected in the initiatives to be evaluated 
between the transition phase and the subsequent innovation demonstration phase, and 
to sectors such as the food industry, where the weight of adaptation is high. 

 How about organizing the standards for metrics as a kind of dictionary? Companies may 
select useful metrics from that dictionary in terms of key issues and related value creation, 
or they may come up with their own metrics. It is enough to have a convincing explanation 
for the selection of the metrics, and disclosing all the metrics in an automatic manner will 
rather make the materiality of the company unclear. 

 It would be desirable to allow not only “minimum metrics that should be disclosed in the 
form of numerical values,” but also “KPIs that can be presented in the form of definitions 
and concepts, but not numerical values due to corporate circumstances,” and 
“explanations that can be presented as narratives.” We need to avoid a situation where 
important information is not disclosed or unimportant information is disclosed due to an 
excessive focus on quantification. 

 For financial impacts (21.a.), there are so many estimation factors that we should be 
cautious about requiring specific amounts. Climate change is very difficult to predict. 
Short-term predictions are still acceptable, but the longer-term predictions are made, the 
more unreliable the results of the simulations become. 

(Targets) 

 The 2°C target is an overall target, and it is impossible to apply it directly to individual 
companies as their targets. On the other hand, it is important for individual companies to 
set their own targets with an awareness of the overall 2°C target. Companies can also 
show what kind of ideas, logic, and evidence are behind their targets, and it is worthwhile 
to clarify this point. 

 Targets often presuppose the implementation of uncertain innovations, including the 
development of social infrastructure. Regarding the setting of baselines, target years, 
etc., we need to ensure that companies are not required to set KPIs in an automatic and 
uniform manner. 
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II. Disclosure of human capital information 

1. Background of the discussion 

The following shows two main reasons why this Study Group has put the disclosure of 
human capital information on the discussion table after the climate-related disclosure. 

(1) Increasing importance of human capital information 
As the environment surrounding companies changes drastically, it is becoming 

increasingly important for companies and investors to promote dialogue on how their 
human resources and human resource strategies can lead to the realization of 
management strategies and sustainable enhancement of enterprise value. The 
Corporate Governance Code revised in June 2021 also calls for clear and concrete 
information disclosure on human capital investment with an awareness of consistency 
with the company’s management strategies and issues. 

In addition, from an ESG perspective, there is a growing demand from investors and 
consumers for achievement of higher standards on issues related to human capital, 
such as occupational safety, employees’ health, wage fairness, and diversity. In 
addition, human capital information is becoming increasingly important in terms of 
brand value and supply chain risk management. In response to this trend, companies 
are increasingly citing topics related to human capital as a major theme in their ESG 
activities. 

 
(2) Discussions on the disclosure of human capital information overseas 

1. Amendments to Regulation S-K by the US Securities and Exchange Commission 
In August 2020, the US Securities and Exchange Commission (SEC) amended 

the disclosure items stipulated in Regulation S-K (regulations on qualitative 
disclosure of non-financial information) to require listed companies to disclose 
information on human capital. 

Specifically, it requires disclosure of a description of the registrant’s human 
capital resources, including the number of employees employed by the registrant 
(listed companies, etc.), which has been required in the past, and the human 
capital measures or objectives that the registrant emphasizes in managing its 
business, to the extent that they are material to understanding its business. 

Although Regulation S-K does not state any specific disclosure items, it does list, 
as examples of disclosure items, measures or objectives that address the 
development, securing, and retention of human resources, according to the nature 
of the registrant’s business and labor force. 

 
2. Publication of a report on human capital by the UK Financial Reporting Council 

In January 2020, the UK Financial Reporting Council (FRC) released a report on 
human capital. In the report, the FRC summarizes the current disclosure rules 
related to human capital, and then explains the perspectives necessary to enhance 
human capital disclosure and to promote dialogue with investors, as well as the 
content of disclosure for this purpose. 
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The report explains that for investors’ understanding, it is desirable to disclose 
not only items directly related to human capital, such as employee engagement, 
training and skills development, but also the process of considering issues related 
to human capital (e.g., whether the board’s consideration of human capital is 
reflected in management strategy) and how human capital creates value for the 
organization. 

2. Discussions in the Study Group 

(1) General remarks (structure of issues in human capital information) 
One of the characteristics of human capital information is that there is a wide range 

of issues and information disclosed as “human capital.” For example, ISO 30414, a 
voluntary disclosure guideline for human capital disclosure information set by the 
International Organization for Standardization (ISO), defines 58 metrics divided into 11 
areas. 

Here, the issues of human capital disclosure can be organized broadly from the 
perspective of “value enhancement” and the perspective of “risk management.” 
Specifically, there are two types of disclosure: one is disclosure for value enhancement, 
i.e., aiming to increase enterprise value over the medium to long term through efforts 
to maximize the value of human capital that supports the realization of management 
strategies, which will lead to higher evaluation by investors; the other is disclosure for 
risk management, i.e., responding to investors’ needs for risk assessment by 
disclosing efforts to ensure fairness and equity in human capital. 

In considering the disclosure of human capital information, we kept these two 
perspectives in mind as we examined the direction of disclosure. 

Figure 7 Conceptual diagram of human capital issues 
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(2) Itemized discussion (about how human capital information should be disclosed) 

The following issues were discussed in the Study Group regarding the disclosure of 
human capital information. 

1. Disclosure based on the characteristics of human capital information 
As mentioned earlier, the disclosure of information on human capital can be 

organized into two categories: disclosure for “value enhancement” and disclosure 
for “risk management.” When disclosing human capital information, it is considered 
that keeping in mind the characteristics of each disclosure item will lead to effective 
disclosure. 

For items that require disclosure for “value enhancement,” it is important to show 
the relationship between human capital information and enterprise value through 
disclosure of efforts to enhance the value of human capital. In this case, opinions 
were expressed that it is necessary to emphasize the disclosure of explanations 
and information from the perspective of how much a company’s human capital is 
relevant to its value creation and will bring value in the future. For example, in the 
case of a company whose strength lies in patented technology and R&D, 
disclosure from the perspective of value enhancement can be achieved by 
explaining, along with the details and quantitative information on the strengths of 
the relevant technology and development, the human capital investment and 
organizational efforts to pass on and nurture such strengths. 

On the other hand, in the items requiring disclosure for “risk management,” the 
focus is on meeting the risk assessment needs of investors from the perspective 
of fairness and equity in human capital. In this case, it was suggested, it is 
necessary for companies to disclose explanations and information from the 
perspective of investors’ risk assessment through analysis of the current status of 
human capital in terms of fairness and equity, as well as explanations of future 
initiatives in light of social demands. For example, the risk assessment needs 
would be met by disclosing information such as the status of compliance training 
to prevent harassment and the description of the internal reporting system, working 
environment development and system structure, regardless of the industry. 

2. Linkage between human resource strategy/human capital information and value 
creation process 
 In many cases, when companies explain their value creation processes or 
corporate strategies, they emphasize the importance of human capital that 
executes the processes and strategies, as well as the importance of human 
resource investment and human resource strategies as inputs for utilizing and 
developing human capital. As outputs, many companies explain the outcomes of 
their human resource investment and human resource strategies by using the ratio 
of women in management positions and other diversity-related metrics, as well as 
turnover rates. 

However, many of the Study Group members commented that the lack of a clear 
explanation of how the realization of human resource strategies and investment in 
human capital are connected to the value creation process and the realization of 
corporate strategies makes it difficult for readers to understand the progress and 
positioning of human resource strategies and human capital information in the 
value creation process. 
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Then, it was suggested that, in disclosing information on human capital, it would 
be effective to indicate the positioning of human resource strategy in the value 
creation process or corporate strategy of the company, and then to provide an 
explanation of the relationship with metrics that show the progress and results of 
human resource strategy. This will link the positioning of human resource strategy 
in the value creation process or corporate strategy with human capital information 
as an outcome of human resource strategy, and make it possible to grasp corporate 
human resource strategy and human capital information as a sequence of 
information, which is expected to facilitate appropriate understanding. 

For example, readers can gain a better understanding with an awareness of the 
time frame by receiving an explanation of over what time frame (short, medium, or 
long term) the human resource strategy and human capital initiatives will be 
reflected in the value creation process and corporate strategy, along with metrics 
and targets. In addition, if a company presents the human resource image that 
supports the business model it is aiming for, and then discloses and explains the 
human resource strategy for securing such human resources and the metrics for 
measuring the progress, readers will be able to understand in detail the progress 
on the human resource strategy, which is part of the management strategy. 

【Column 2】 
Relevant section in the Human Resources version of the Ito Review: “Linking 
Management Strategy and Human Resources Strategy” 

In September 2020, the METI released the “Report of the Study Group on 
Sustainable Enhancement of Corporate Value and Human Capital: The Human 
Resources Version of the Ito Review” (hereinafter referred to as the “Human 
Resources Version of the Ito Review"), which states that in order to sustainably 
enhance corporate value, it is essential to develop and implement human 
resource strategies that are inextricably linked to management strategies and 
business models and support their realization. 

On top of that, it is necessary to visualize information such as how the 
company’s human resource strategy is linked to its business model and 
management strategy, and how far the initiatives for the human resource strategy 
have progressed. 

The Human Resources Version of the Ito Review also states that companies 
should proactively communicate such information to investors, along with its 
linkage to results and value creation. 

 

[Column 3] Promotion of diversity management 

The METI promotes initiatives for “diversity management,” which it defines as 
management that creates innovation that leads to value creation by utilizing 
diverse human resources and providing them with opportunities to maximize 
their abilities. 

Specifically, the ministry supports companies in incorporating the use of 
diverse human resources, including women, into their management strategies, 
by disseminating leading examples through the selection of “Nadeshiko 
Brands” and providing various support tools for implementing diversity 
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management. 

These companies disclose the results of their diversity-related initiatives 
using objective KPIs (e.g., increase in the ratio of women in management 
positions), and also provide examples of how the initiatives have led to long-
term improvements in enterprise value (e.g., development of new business 
models in new business creation programs), thereby practicing the disclosure 
of human capital for “value enhancement.” 

 

[Column 4] Good example of human capital disclosure (MS&AD Insurance Group 
Holdings, Inc.) 

MS&AD Insurance Group Holdings’ integrated report, “MS&AD Integrated 
Report 2021,” clearly shows the positioning of the company’s human capital 
initiatives in the entire company by linking information on human capital to the 
company’s value creation process and to its medium- and long-term growth 
strategies. 

In addition, the report discloses quantitative information and metrics (KPIs), 
including targets, related to human capital in both the value creation process 
section and the section of medium- to long-term growth strategy. This ensures 
that the current location and future goals of human capital initiatives are clearly 
communicated to readers, leading to a high quality dialogue. 

 

3. Explanation of qualitative information that contributes to understanding of 
disclosure metrics (KPIs) 

As for information on human capital, for example, it is relatively easy to calculate 
and disclose the ratio of women in management positions, training hours per 
employee, etc., if information on the basic attributes of employees is available. This 
shows that human capital information has the advantage of being more 
comparable across companies than other non-financial information. 

On the other hand, it was pointed out that it is sometimes not possible to evaluate 
the quality of human capital efforts by simply comparing metrics. For example, in 
the case of employee satisfaction or engagement surveys, it is not appropriate to 
make comparisons among companies based only on metrics, since it is assumed 
that survey methods, such as question items and formats, may differ from company 
to company. In addition, it may not be appropriate in some cases to evaluate efforts 
toward human capital among companies solely on the basis of absolute values of 
turnover rates, since each company has different policies for human resource 
strategies, including recruitment. In this case, when making comparisons among 
companies, it is necessary to take into account, in addition to metrics, company-
specific information such as survey methods, survey policies, items of importance 
to the company, and changes over time. 

It was also pointed out that information on human capital is affected by the 
characteristics of the industry and the business structure of the company, and that 
this should be taken into consideration when evaluating and comparing metrics. 
For example, when comparing and evaluating companies whose manufacturing 
bases are located in Japan and those whose bases are located overseas by using 
diversity-related metrics, racial composition and cultural backgrounds should often 
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be taken into consideration. In addition, it is not appropriate to simply compare and 
evaluate occupational safety-related metrics between R&D-oriented companies 
and capital- and labor-intensive companies because of the differences in their 
working styles. In such a case, when comparing metrics, it is necessary to keep in 
mind the characteristics of the industry to which the company belongs and 
background information such as the business structure of the company. 

Thus, when disclosing information on human capital with computed metrics, it is 
desirable to include qualitative information, explanations, or complementary 
quantitative information that contributes to the understanding of the metrics. This 
will enable the recipients of information to properly understand the meaning of 
information and metrics related to human capital, and will ensure the usefulness 
and comparability of the information. 

In some of the existing frameworks for non-financial information (e.g., SASB 
Standards), disclosure items related to human capital are specified in detail for 
each industry. In addition, as mentioned earlier, it is expected that the ISSB will 
consider industry-specific standards in the future. Therefore, it was suggested that 
from the perspective of ensuring comparability with overseas companies, it is 
important to be aware of information disclosure in light of the international 
framework on non-financial information. However, even in this case, it is essential 
to disclose the information in such a way that the recipients of the information can 
properly understand the meaning of the information and metrics. 

[Column 5] Relevant section in the Human Resources version of the Ito Review: 
“Quantitative assessment of the As-is-To-be gap” 

The Human Resources version of the Ito Review recommends that the 
management should “set quantitative KPIs related to the future vision to be 
achieved (To Be)” for each issue related to human capital that is important in 
realizing the corporate philosophy, corporate raison d’etre (purpose) and 
management strategy. 

Then, what is ultimately important is to understand the gap between the current 
state (As is) and the future state (To be), and to develop a strategy on how to fill 
this gap and on what time frame. In doing so, the following questions may also 
be helpful. They are introduced in the Human Resources version of the Ito 
Review as questions that the board of directors should ask themselves to ensure 
highly effective supervision. 

⚫ Is there sufficient explanation from the perspective of “why,” such as why this 
KPI was selected? 

⚫ Is there sufficient explanation from the perspective of “how,” such as how the 
KPI will be achieved? 
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4. Issues specific to Japanese companies 
 At the Study Group, many expressed the opinion that it is necessary to 
promote the disclosure of issues that are characteristic of Japanese companies 
regarding human capital and the status of efforts to solve them. 

For example, with increasingly diverse workforce, it is important not only to 
disclose figures such as the number of regular and irregular workers and the 
number of employees by gender and nationality, but also to show how to 
strategically achieve both greater added value of human capital as a whole, 
including diversifying human resources, and the resolution of issues such as 
eliminating wage differences. 

In addition, the human resource systems of Japanese companies are often not 
globally unified, and they do not give sufficient consideration to the human resource 
management of overseas offices. Also, an opinion pointed to the necessity of 
explaining how to build a consistent human resource strategy and governance 
system for value creation at the group level. 

These issues are closely related to the nature of the corporate culture of 
Japanese companies, so when promoting efforts to resolve the issues, it is 
necessary to pay close attention to how firmly the corporate culture is established 

【Column 6】 
Relevant section in the Human Resources version of the Ito Review: 
“Establishment of corporate culture” 

The Human Resources version of the Ito Review states that corporate culture 
is not something given, but something that is fostered through day-to-day 
activities and efforts, and that it is necessary to define a corporate culture that is 
linked to corporate philosophy, corporate raison d’etre (purpose), and 
sustainable enhancement of enterprise value, and to work toward the 
establishment of such a corporate culture. 

Specifically, it states that the top management itself must persistently 
communicate the message towards the corporate culture’s establishment, and 
that appropriate KPIs must be set and verified for the corporate culture. 

5. How investors and companies should engage in dialogue (engagement) 
At the Study Group, it was suggested that more effective and efficient disclosure 

may be achieved if both companies and investors devise ways to engage in 
dialogue. 

Specifically, companies can gain insights into what information investors really 
need through the process of identifying key stakeholders and conducting dialogue 
between top management and those stakeholders. 

Also, more effective dialogue can be expected if investors clearly communicate 
the purpose of and approach to their investment, as well as how they judge human 
capital, when engaging with companies. 
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CHAPTER 3: Future Considerations 

 

I. Use of the interim report and recommendations 
 

This interim report and recommendations summarize four recommendations based on the 
discussions held at the Study Group to date, and also summarize the international trends 
and discussions in individual fields (climate-related disclosure, human capital information) to 
date, as we are now at a time when international discussions are expected to accelerate 
further with the official establishment of the ISSB. 

We will promote the development of high-quality sustainability disclosure and dialogue 
(engagement) in Japan, contribute to the discussions for that purpose, and communicate 
the contents of the interim report and recommendations to standard setters such as the ISSB, 
which will be established by the IFRS Foundation, as well as to investors in Japan and 
overseas. By doing so, we aim to incorporate the essence of the discussions in this Study 
Group into international discussions, including those at the ISSB. 

 

II. Future considerations based on the progress of domestic and international 

discussions 

 

In addition, the situation of international discussions continues to be fluid (presenting 

something of a moving target), as studies at the ISSB are expected to progress and lead to 

a draft ISSB standard on climate change in the first quarter of 2022. Considering this, we 

will continue our discussions according to the domestic and international situations. 

At present, the following issues are expected to be considered in the future, and we will 
prioritize them based on the status of considerations in Japan and overseas. 

(1) Analysis and consideration based on international trends and standards, such as the 

draft ISSB standard on climate change, the status of additional agenda consultation at 

the ISSB, and the status of consideration by the EU, the US, etc. 

(2) Further analysis and consideration of linkage between financial information and various 

types of non-financial information 

(3) Analysis and consideration of improved efficiency in disclosure information analysis 

through electronic management of disclosure information (XBRL and other information 

tagging, information platform, etc.) 
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Appendix 1: Meetings of the Study Group on Disclosure Policies for Non-

financial Information 

 

Meeting No. Agenda 

No. 1 

(June 10, 2021) 
Understanding global trends in disclosure guidelines 

➢ Outline of the proposed amendments to the IFRS Foundation’s 

constitution related to the establishment of an international 

sustainability standards board. 

➢ Outline of the revision of the EU Non-Financial Reporting Directive 

➢ Developments in non-financial standard setters 

• Collaboration among non-financial standard setters and the 

Value Reporting Foundation (VRF) 

• International trends in non-financial information disclosure as 

seen through the CDP 

No. 2 

(July 16, 2021) 
Analysis of disclosure policies 

➢ Developments since the first meeting 

➢ In response to the first meeting’s discussion 

➢ Discussion on “Reporting on enterprise value - Illustrated with a 

prototype climate-related financial disclosure standard” 

No. 3 

(September 1, 2021) 
Discussion on human capital disclosure based on disclosure 

cases 

➢ Developments since the second meeting 

➢ Review on the second meeting’s discussion 

➢ Consideration of issues related to human capital disclosure 

No. 4 

(October 4, 2021) 
Discussion on disclosure based on the prototype climate-related 

financial disclosure standard 

➢ Discussion on disclosure based on the prototype climate-related 

financial disclosure standard, building on the second meeting’s 

discussion 

➢ Outline of the proposed revision to the IFRS Foundation’s Practice 

Statement, “Management Commentary” 

➢ Main points of the interim report (image) 

No. 5 

(November 5, 2021) 
Discussion on the interim report 

➢ Disclosure of non-financial information in light of the discussions so 

far 
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Appendix 2: Member List of the Study Group on Disclosure Policies for Non-financial 

Information 

 

Chair 

Tetsuo Kitagawa, Ph.D.  Emeritus Professor of Aoyama Gakuin University and 

Professor of Tokyo Metropolitan University 

Members (Alphabetical order) 

Chie Mitsui  Senior Researcher, Nomura Research Institute, Ltd. 

Emi Onozuka  Executive Vice President, COO, Japan Catalyst, Inc. 

Hidemi Tomita  Managing Director, Lloyd’s Register Japan K.K. 

Keisuke Takegahara  Executive Fellow, Research Institute of Capital Formation, 

Development Bank of Japan Inc. 

Manabu Sakaue, Ph.D.  Professor, Faculty of Business Administration, Hosei 

University 

Michiyo Morisawa, Ph.D.  Director, CDP Worldwide-Japan 

Ryosuke Mizouchi  Senior Executive Officer, Creating Shared Value, Kirin 

Holdings Co. Ltd. 

Ryusuke Ohori  Executive Director, Institutional Investors Collective 

Engagement Forum 

Takayuki Sumita  President and CEO, Sumitomo Corporation Global Research 

Co. Ltd. 

 Executive Officer, Assistant Chief Strategy Officer, Sumitomo 

Corporation 

 Chairman, World Intellectual Capital/Assets Initiative 

Toshihiro Yamauchi  General Manager, Corporate Communications Dept., 

Sumitomo Chemical Company, Ltd. 

Yoichi Mori  Technical Director, Japanese Institute of Certified Public 

Accountants (JICPA) 

 

 

Observer 

• Financial Services Agency 

• Financial Accounting Standards Foundation 

• Intellectual Property Strategy Headquarters, Cabinet Office 

• Japan Business Federation (KEIDANREN) 

• The Japanese Institute of Certified Public Accountants 

• The Securities Analysts Association of Japan 

• Tokyo Stock Exchange, Inc. 
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