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% This document is a reference material to provide an easy-to-understand overview
of the Ito Report 3.0 and Guidance for Collaborative Value Creation 2.0. For details,
please refer to the text of the Report and the Guidance, respectively.



Volume on theory

Ito Review 3.0 (Ito Review SX Edition) (2022)
® |n a rapidly changing business environment (diversification of sustainability issues, increase in uncertainty in the global economy), addressing
sustainability goes beyond being a risk that companies must deal with and is a fundamental element of business strategy
® Various players (e.g. companies and investors ) should implement SX by engaging in constructive dialogues on how long-term management should be
and refining such management. This is what will become the mainstream of "how to earn money" in the future
® Formulated the Guidance for Collaborative Value Creation 2.0 (i.e., a framework for the management enhancement, effective information disclosure and

constructive dialogues to achieve SX)
i Growing demand for sustainability i
i Deepened discussion on the nature of capitalism i

Ito Review 2.0 (2017)

For the purpose of reinvestment by companies, "intangible asset investment" is important, which forms the source of competitive advantage and innovation

Need to provide a scenario to explain that intangible asset investments and ESG responses are "investments" necessary to enhance corporate value over the medium- to long-term

Formulated the Guidance for Collaborative Value Creation as a “common language” for the content of dialogue between companies and investors

. . . . 1
i Growing importance of enhancing sustainable |
I corporate value and promoting medium- to long-term i
i investment (Japan Revitalization Strategy 2016) H

Ito Review (2014)
Awareness of the paradox of Japanese companies' sustained low profitability despite their ability to create innovations, and of investors' short-term orientation
Reinvestment by companies for long-term innovation and medium- to long-term corporate value growth through investment from investors with a medium- to
long-term perspective are important
From the perspective of capital efficiency, it is important to achieve ROE that exceeds the cost of capital

t Increased momentum for corporate
L_governancereform_ . .

Volume on practice

Guidance for Collaborative Value Creation 2.0 (2022)
(Comprehensive Framework for achieving SX)

Guidelines for Human Capital Visualization (to be released
in summer 2022)
(A guide focusing on how human capital should be disclosed,
including how to utilize existing guidelines, etc.)

Ito Review for Human Capital Management 2.0 (2022)
(“Compilation of ideas” for the embodiment of human
capital management)




Overview of ITO Review 3.0 and the Guidance for Collaborative Value Creation 2.0

Rapid changes in the business environment
(e.g., diversification of sustainability issues / increasing uncertainty in the global economy)

Climate uman rights Economic
: Biodiversi i }
change issue ty Fandenic securi a5

Growing importance of incorporating social sustainability into corporate management

SX (Sustainability Transformation) practices will become the mainstream of "how to earn money" in the future
*SX: Synchronization between corporate sustainability and social sustainability, and the necessary management and business transformation

Specific efforts to achieve SX

Current status and issues Construct a company-specific value-creation scenario based on dialogue with investors, Further efforts
etc., in a long-term perspective

L e i 1) Clarification of the "intended future state" that is based on social sustainability Further acceleration of
Hesitation" of both (
5 5 SX across all Japanese
companies and investors, . . N " _ s Clarification of the companiez
etc. Clarification of "values™ _Ide;ntlﬁiil_on_of "intended future state" '
Basis (e.g., corporate philosophy) "important issues Shareable vision of how to provide the
for a company and each and every Identify social issues to be solved company’s value to society and enhance 2
employee to decide on action to be through the company’s business its corporate value in a long-term and + Promotion of SX
- Difficulties in linking solutions taken to solve social issues activities based on its values 3:?:';‘3"'9 manner (i.e., long-term throughout the value
for sustainability issues to chain, including SMEs and
profit generation . i . startups
- Difficulties in scaling (2) Development of strategies to achieve long-term value creation Y ——
innovation in a long-term W
perspective due to short-term Long-term strategies Implementation strategies (e.g.. mid-term or -ofaoraive Yelue
orientation Analyze long-term risk factors and business opportunity _ management strategy) Creatlo_n 2.0 b diverse
- factors, and then establish the intended future state (i.e., init S, estabiichment tion actors in the investment
+ Competition for profit between long-term vision), while building and reforming he S e e e chain
companies working on business model based on such state. . — » Asset management
sustainability (i.e., a common institution / asset
ﬁf'”fjn:ss“e) (3) KPIs and governance to effectively promote long-term value creation and owner
. vy further refinement of such value creation through substantive dialogues = zgglﬂﬂte_s analyst
- Formal evaluations by > rating agency
investors spur uniformity in Setting of KPIs Establishment of "Substantive dialogue” etc.
corporate behavior. Set KPIs by linking to each company’s "governance” * Collaborative value creation with
values, important issues, and long-term Examples: Succession plan, executive investors, efc.
strategies compensation (e.g., equity compensation) + High-quality disclosure

| Utilization of the Guidance for Collaborative Value Creation 2.0
Framework for management enhancement, effective information disclosure and constructive and substantive dialogues to achieve SX




What iIs SX?

Sustainability Transformation (SX)" refers to the "synchronization" between social sustainability
and corporate sustainability, and the necessary management and business transformation.

For the purpose of achieving SX, various players in the investment chain (companies, investors, clients,
etc.) must engage in constructive and substantial dialogue on how corporate management should be
over a long-term timeframe and refine such management, taking into account the demands of building
a sustainable society.

In order to secure sustainable competitive advantage in an increasingly complex business
environment (e.g., diversified sustainability issues such as climate change and human rights, changes
in various rule environments including such diversified issues, and emergence of economic security
related issues such as cybersecurity), it is expected to collaboratively create and implement a robust
value creation scenario to achieve SX.

(note) Relationship between SX,

Social sustainability« Corporate sustainability« GX d DX
, an
:;rirluéari; " For the purpose of integrated and
ESuienice Heni ol A Cusiminabitve efficient promotion of SX and Green
f;‘j;”;:":ﬁafgiaf;i‘;::i Transformation (GX) that is regarded
fights)e Enhance corporate ability to generate as a priority investment area in the

funds for growth (earning power) in a
long-term and sustainable manner«

“new capitalism”, it is useful to work
on GX by placing it in SX that is
intended for wide sustainability issues
such as climate change.

X

Synchronization between social sustainability and corporate sustainability

Management and business transformation necessary for that purpose

s . In this connection, for further effective
Collaborative creation of a robust value creation scenario to achieve SX and prompt promotion Of SX and GX,
it is desirable for companies to deal
: ) ) Investors and other . .. . .
ol Diddagts ‘ market players« with Digital Transformation (DX) in an

integrated manner with SX and GX.

3



Points of Revision of the Guidance for Collaborative Value Creation

® In light of the essential points of SX as organized in the ITO Review 3.0, the Guidance for Collaborative
Value Creation was revised to serve as a framework for management enhancement, effective
information disclosure and constructive dialogues to achieve SX.

Main points of the revision

(1) To clarify the significance of SX, more emphasis is placed on the importance of companies

providing long-term sustainable value toward the achievement of a sustainable society (descriptions
in each section are enhanced)

(2) Added a new section titled "Long-term Strategies" to emphasize the importance of management and
business transformation on a long-term timeframe

(3) Ensured consistency with the disclosure structure of "governance," "strategy," "risk management," and
"indicators and targets" in the TCFD recommendations, etc.

(4) Reorganized the structure to further emphasize the importance of investment in human capital and
human resources strategy (as specified in the section titled "Implementation Strategies")

(5) Further clarified the importance of companies and investors collaboratively creating and refining the

overall value-creation scenario through substantive dialogues (a section titled "Substantive Dialogue and
Engagement" is newly added)




Overall diagram of the Guidance for Collaborative Value Creation 2.0 (Red: Revision made to the current guidance)
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Reference diagram using the As Is - To Be Framework

- Core principles or basis for a company and individual employees to decide on action to be taken to solve social issues
Values - Identification of important social issues to be incorporated into long-term strategies, based on values such as corporate
philosophy

™, Current state of the SN
59 company [As Is] o~

N
Efforts to fill the gap between the intended future state and cument state of the company ‘\; AN Intended future state
5 (Risk/opportunity analysis, strategy formulation/implementation) b s [To Bel

- The company’s intended future state,
: i and a shareable vision of how to
i Analysis of the - Identify and analyze provide its value to society and
i company's current externall/internal enhance its cor_porate value in a long-
: businesssiustion Risks and factors that ¢an be term and sustainable manner
= Y- . E - w2 i _—
Long-te.rm and pos;t!qnlng, — > ::,r:,gbt:;?,;;ssk cAoss Business model
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: its competitive Analyze risks and oPpOINImes - A blueprint for commercializing
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: g i current situation Reflect the results impact on the sustainable value creation
of analysis in the intended future - Transform existing business
; implementation state models as needed based on long-
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- Measures to be taken in the immediate and medium- to long-

Im’;‘ﬁ:;:;::_g on term for 9mbodying Iong-te_rm strategies o
(e.g., medium-term (e.g., business portfolio strategies, establishment of organizational
m,anagement processes and support systems to achieve innovation; human capital Formulate and promote
trat investment and human resources strategies; intangible assets, implementation
strategy) including intellectual property, investment strategy, etc.) strategies to achieve the

intended future state

e

Indicators to be utilized for progress management, performance evaluation, and strategy review, showing how much
value has been created, based on long-term strategies, etc.

Performance and key

performance indicators
(KPIs)

| . Mechanisms and functions to discipline companies in the direction of enhancing corporate value in a long-term and

Govemance sustainable manner through the formulation, implementation and verification of long-term strategies, etc.



Relationship Diagram between the Guidance for Collaborative Value Creation and Other Guidelines, etc.

@ Effective guidelines for further exploration of the overall
value-creation scenario for specific sectors and industries

Performance
Implementation strategies and key

[ (1) Guidance on Climate-related Financial Disclosures 2.0 (TCED Guidance 2.0)

(e.g., medium-term g@ performance % Governance
ment strat indicat
st = el Jl : (.L';',s",‘s (2) Disclosure and Dialogue Guidance for Promoting Sustainable Finance in the Circular *4

3.1. Strategy for ESG Integration

[ (3) Intellectual Property and Intangible Asset Governance Guidelines

| 4 Guidance for integrated Corporate Disclosure Conceming Industrial and Product Safe |
[ (5) Guidance for Collaborative Value Creation: Biomedical Industry ]
5.2. Ensuring the strength of

the board etc.

@ Effective guidelines for further exploration of each element of
the Guidance for Collaborative Value Creation 2.0
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CEOs and top management l !6) CGS Guidelines

the value chain, DX promotion

|34 Improving company positions within
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—? ee? LN UL
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2:3.3.3. Cross- | | | 3.7 Investment strategy to secure and
s streng assets, (11) Market Formation Guidance - Towards the Practice of Rule-forming Market Creation
5.6. Shareholder retumn and
reinvestment policies

[ (12) Action Guidelines for Japanese Companies’ Management for Value Creation

cfruarenvesimarts i romat [_(13) Ito Review for Human Capital Management
|| 3.7Zjnw5n T o7 Compensatonpolices |_(14) Ito Review for Human Capital Management 2.0
| p— ] (_(15) Diversity 2.0 Action Guidelines

58 Reviewingboard . _ |_(16) Guidelines for Human Capital Visualization

3.7.4. Investment to accelerate growth | effectiveness and identifying

O E

3.7.1.1. R&D investment

S —

17) Guidelines for Respecting Human Rights in Responsible Suppl
Chains (public comment period open until August 29, 2022

(*2)
| i o | | (18) Cybersecurity Management Guidelines
etc.

* Itis desirable to deepen the understanding of each of (1) through @ in an integrated manner by (*1) (1) and (2) can be effectively utilized in exploring the elements of 2-3.1., etc., of the Guidance for Collaborative Value Creation 2.0, and (3) can also be effectively utilized in
reading them together with the Guidance for Collaborative Value Creation 2.0, while taking into exploring the elements of 3.7. of the same Guidance.
account the overall structure and description of the Guidance for Collaborative Value Creation. This (*2) "Business and human rights” and "cybersecurity” are mentioned in a column under the "Risks and Opportunities” in the Guidance for Collaborative Value Creation 2.0; however,
Diagram shows the relationship between items (1) through @ from the viewpoint of clearly indicating as in other areas, from the perspective of considering how to create long-term value based on the analysis of risks and opportunities, it is desirable to utilize @ and (® also at the
the items, etc., in the Guidance for Collaborative Value Creation 2.0 that are particularly relevant to stage of development of "implementation strategies”.

each item. 7





