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+ HReport of the Study Group on Improvement of Sustainable Corporate Value
and Human Capital (English(Provisional translation))
https://wew. meti. go. jp/policy/economy/ jinteki_shihon/pdf /20200930 le. pdf
Report of the Study Group on Improvement of Sustainable Carporate Value
and Human Capital (English(outline))
hitps://www. meti. go. jp/policv/economy/ jinteki shihon/pdf/20200830 Ze. pdf
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Comment Letter on the Human Capital Management Consortium's Opinion
in Reply to the ISSB's Requeat for Information (Q5)

The Human Capital Management Consortium is one of the largest organizations in
Japan dedicated to promoting human capital management in Japanese companies in
terms of both practice and disclosure. As of July 2023, 437 Japanese companies and
investment institutions have joined the consortium. The conzortium shares advanced
examples of human eapital management practices and examines effective information
disclosure through dialogue among companies and investment institutions.

Since the ISSB has 1dentified human eapital as one of the reporting matters for the
next disclosure standard-setting, the Human Capital Management Conscrtium
gathered the opinions of 1ts members regarding the ideal form of international
disclosure standards for human capital.

Before answering the question in detail, we would like to explain human capital
management in Japan.

Human capital management 15 a management approach that views human resources as
capital and maximizes their value to increase corporate value over mid-to-long-term.
Japanese companies once attracted the world's attention as a source of competitiveness
by their management style that valued thelr employees and employed them over the
long term. However, as the unprecedented structural transformation by digitalization
and decarbonization progresses, and the workers' sense of value changes, human
resource Imitiatives based on the Japanese management style, which were regarded as
a good thing by forelgn countries, have many problems that require updating, although
they have some positive aspects, too. These problems can no longer be solved by
reforms by human resource departments alone. The very nature of human resource
management in Japanese companies 15 itself under pressure for essential change,
involving a paradigm shift by management.

In addition, for investors. information on human capital, which is responsible for the
execution of management strategies, has become important in assessing corporate
value from the viewpoint that increasing the value of human resources will enhance
the value of intangible assets and consequently boost corporate value in a sustainable
manner.

Taking into account the context of corporate governance reform, the Mimstry of
Economy, Trade and Industry orgamized a study group, composed of corporate
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executives, experts, and investors with a capital market perspective, to discuss the
ideal form of human capital management. The culmination of these discussions is the
Ito Report for Human Capital Management. The first edition was released in 2020, and
the second edition 1in 2022. The contents of these reports are summarized in the ITO
Report for Human Capital Management. These reports identify the following three
perspectives and five common factors of human capital management (3P/5F model).

(Three perspectives and five common factors essential for a human capital strategy)
<Perspective 1> Strengthen the link between a human capital strategy and a
business strategy

<Perspective 2= Find the gap between the current situation (“As-is”) and the goal

(“To-be")

<Perspective 3= Nurture transformational corporate culture

<Factor 1> Build a dynamiec talent portfolio

<Factor 2= Embrace diversity and inclusion of employees’ knowledge and
EXperience

<Factor 3> Motivate employees to re-skill themselves

<Factor 4> Enhance emplovees’ engagement level

<Factor 5= Enable employees to work anytime, anywhere as much as possible

Of these, the core idea is Perspective 1° Strengthen the link between a human capital
strategy and a business strategy.

Currently, many Japaneze companies and their managers are intensifying their
investment in human capital with reference to the 3P/5F model Since it is essential to
communicate such human eapital investment to investors and capital markets in an
easy-to-understand manner, the government and companies are working together to
promote disclosure of human capital management. Specifically, the Human Capital
Management Consortium has been holding dialogues between companies and Investors,
and a Cabinet Office Ordinance was amended 1n January 2023 to add human eapital
information disclosure items to annual securities reports, and Japanese companies as a
whole are making significant progress in human capital information disclosure.

With this background in mind, please read the answers to @5 on the next page and
beyond.

8]
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Question 5—New research and standard-setting projects that could be added to the 1SSB's work
plan: Human capital
(&) Of the subtopics identified in paragraph A22, to which would you give the highest priarity?
Please select as many as applicable,
Please explain your choices and the relative level of priority with particular reference to the
information needs of investars,
You may also suggest subtopics that have not been specified, To help the ISSB analyse the
feedback, where possible, please provide:
(i) a short description of the subtopic (and the asscciated sustainability-related risks and
oppaortunities); and
(i) your view on the importance of the subtopic with regard to an entity's sustainability-related
risks and opportunities and the usefulness of the related information to investors,

== Excerpt from paragraph A22 ===

{a) worker wellbeing (including mental health and benefits);
(b) DEL;

(c) employee engagement;

{d) workforce investment;

(e) the alternative workforce;

(F) l[abour conditions in the value chain;

(g) workforce compaosition and costs,

1. First, we believe that the items of the subtopics presented by the ISSB are generally
consistent with the three perspectives and five common factors (3P/5F) to be
identified in promoting human capital management, as indicated by the Ito Report
for Human Capital Management (see Reference 1,2.3) (However, (f) labour conditions
in the value chain are not included because they have a strong element of human
rights aspects.) The correspondence can be organized, for example, as shown in the
figure below. These subtopics should not be discussed in parallel as separate entities,
but it is beneficial to understand the relationship between each subtopic in corporate
management by applying the 3P/5F model and proceeding with a discussion of
disclosure standards.

3P/ bF The subtopics identified in paragraph A22

<Perspective 1=
Strengthen the link between a human | —
capital strategy and a business strategy

3

59




<Perspective 2=
Find the gap between the current | (g) workforee composition and costs
situation (“As-is”) and the goal (“To-be”)

=Perspective 3>
Nurture transformational corporate
culture

(b) DEI, (c) employee engagement. (d)
workforee investment

(d) workforce investment, (g} workforee
<Factor 1=

. . i composition and ecosts, (e) the alternative
Build a dynamie talent portfohio

workforce

<Factor 2>
Embrace diversity and inclusion of | (b) DEI

employees’ knowledge and experience
plog & P

{d) workforce investment , (a) worker

<Factor 3=
actor wellbeing (including mental health and

Motivate employees to re-skill themselves

benefits)
<Factor 4>
. (c) emplovee engagement
Enhance emplovees’ engagement level )
<Factor 5> (d) workforce investment, (a) worker
Enable employees to work anytime, | wellbeing (including mental health and
anywhere as much as possible benefits)

Note: (f) labour conditions in the value chain are not included because they have a
strong element of human rights aspects.

2. The point that investors are most interested in is not the subtopies themselves, but
the link hetween human capital strategy and business strategy (Perspective 1) in the
2P/5F model, 1.e., how human capital is linked to business strategy as a means of
increasing its feasibility and contributing to the enhancement of corporate value.
Each subtopic is just one element used to explain this linkage, indicating the status
and background of human capital or the implementation of human capital strategy.
The priority of sub-toples as questioned depends on the business strategy of each
company.

3. Therefore, the disclosure standards to be set by the IS3E should first encourage each
company to discloze 1ts human capital initiatives, indicators, and goals in line with
itz own specific business strategy and model, so that investors can understand how
business strategy and human capital strategy are linked. The disclosure standards
should aim to encourage companies to disclose their human capital imtiatives,
indicators, and targets in line with their specific strategies and business models.
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Therefore, disclosure standards should take into account such individual
characteristies of each company and allow for unique disclosure.

. However, this does not preclude the inclusion of specific disclosure indicators in
disclosure standards from the perspective of ensuring comparability of disclosure
content. If there are factors common to all entities or to a particular industry, sector,
or geographic location that are important for enhancing corporate value,
consideration should be given to identifying and incorporating specific disclosure
indicators into disclosure standards to facilitate inter-company comparisons.
However, the main premise 15 that this should be done within a scope that does not
impair the uniqueness of each company's disclosure. In this regard, please also refer
to our answer to @5(h).

. We support the ISSB's policy of considering separate disclosure standards for human
rights and human capital. This is because human rights are an element that
companies are responsible for in conducting their business, and we consider that the
content and standards of disclosure desired by investors would be significantly
different from those for human eapital, which 1s highly individualized and requires
strategic disclosure by each company.

. In addition, since the social and economic environment surrounding human eapital is
expected to continue to change, we believe that disclosure standards should be
considered on the basis of dynamically reviewing and adjusting them in response to
such changes.

(Reference 1) Ito Report for Human Capital Management (The Ministry of Economy,
Trade and Industry, September 2020)
[Japanese]
Full version

https/fwww.metl.go. ]

Outline

https/fwww.metl. goJp/shingikat/economy/kievo_kachi _kojo/pdff20200930 4 pdf
[ English]

Full version

https/fwwwmeti. go jp/policv/economvijinteki shihon/pdff20200930 2e pdf

(Reference 2) Ito Report for Human Capital Management 2.0 (The Ministry of
Economy, Trade and Industry, May 2022)
[Japanese]
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https/fwww meti go jp/policv/economyvfjinteki shihon/pdfireport2. 0. pdf

(Reference 3) ITO Report for Human Capital Management (The Ministry of
Economy, Trade and Industry, August 2022)
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Question 5 (b)

Do you believe that sustzinability-related risks and opportunities related to this topic are
substantially different across different business models, economic activities and other comman
features that characterise participation in an industry, or gecgraphic locations such that measures
to capture performance on such sustainahility-related risks and cpportunities would need to be
tailored to be specific to the industry, sector or geographic |ocation to which they relate?

Please explain your reasoning and provide examples of how sustainability-related risks and
opportunities related to this topic will gither be (i) substantially different or (i) substantially the
same across different industries, sectors or geographic locations,

(1)

7. We believe that sustainability-related risks and opportunities related to human
capital often vary substantially by industry, sector or geographic location, for
example in terms of the following.

([l. Percentage of professional and regular/non-regular employment needed by
industry
(If these differ. it will not be possible to fairly compare, for example, training
(eg.. training time, cost. etc) and skills/experience)
(Z). Employment practices in the geographic location (whether long-term
employment is common, whether it is easy to lay employees off etc)
(If these differ, it will not he possible to fairly compare, for example,
recruitment (e g, total number and percentage of new hires), retention (e.g.,
retention and turnover rates), and succession (e.g., time required to fill a job
position))
(3. Composition of the workforee in the geographie location (e g, male/female
ratio, ethnic diversity, ete.)
(If these differ. it will not be possible to fairly compare. for example, pay equity
(e.g., gender wage gap) and diversity (e.g., diversity regarding employee
nationality))

8. However, as we argue here, tailoring the indicators by industry. sector, or
geographic location to reflect these differences, and establishing more detailed
indicators, 15 likely to increase the number of disclosure items and their complexty.
This will make it difficult for companies to discloze their human ecapital in a unique
and integrated manner with their business strategies, which in turn will make it
difficult for investors to see the overall picture of the link between human capital
strategy and business strategy that they are seeking.

=1
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9. Therefore, as noted in Q5(a), in the standard-settings. the first priority should be to
encourage companies to disclose their human capital initiatives, indicators, and
targets in line with their own unique business strategy and business model, so that
investors can understand how business strategy and human capital strategy are
linked. Disclosure standards should be set with an emphasis on the uniqueness of
the disclosures. Then, if there are important factors to enhance corporate value
common to all compamies, or common to specific industries, sectors, or geographic
locations, consideration should be given to identifying and incorporating specific
disclosure indicators into disclosure standards to facilitate inter-company
comparisons to the extent that the uniqueness of each company's disclosure 1s not
impaired.

10. We would like ISSB to refer to the disclosure items of human capital information
in Japanese annual securities reports. In annual securities reports, companies are
required to disclose their policies, metrics, targets, and performance related to
human resource development and workplaceenvironmental improvement, as well
as specified indicators such as "Ratio of women in managerial positions,” "Ratio of
male workers taking childcare leave." and "Gender pay gap"(see Reference 1). The
former encourages disclosure of human capital linked to each company's business
strategy while ensuring the uniqueness of each company, while the latter
encourages disclosure of important cross-industry factors by specifyving indicators
to ensure comparability.

11. Anocther cross-industry important factor from the perspective of enhancing
corporate value is employee health. Employee health is the foundation of a
company's future profitability. In Japan, a management style that strategically
addresses employee health promotion as part of human capital investment (health
and productivity management) has become widespread, and in FY2022, more than
10,000 applications were submitted for the certification system for companies
engaging in health and productivity management, regardless of industry or
company size (see Reference 2).

(Reference 1) Summary of Report by the Working Group on Corporate Disclosure of
the Financial System Council (Financial Services Agency)

[English]

https/iwwwfsa go jp/policy/kaiji/sustainability01 pdf
(Reference 2) Health and Productivity Management (The Ministry of Economy,
Trade and Industry, April 2023)
[English]
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httpsfwww meti go jp/fpolicy/mono info service/healtheare/downloadfiles/healthan
dproductivitymanagement. pdf
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Question 5 ()

In executing this project, the ISSB could leverage and build upon the materials of the ISSB and
other standard setters and framework providers to expedite the project, while taking into
consideration the ISSB's focus on meeting the needs of investors, Which of the materials or
organisations referenced in paragraph A25 should be prioritised by the ISSB in pursuing its
research? Please select as many as applicable,

Please explain your choices and the relative level of priority with particular reference to the
information needs of investors, You can suggest materials that are not specified, You can suggest
as many matenals as you deem necessary, To help the ISSB analyse the feedback, where possible,
please explain why you think the materials are important to consider,

== Excerpt from section A25 ===

SASE Standards, the research and materals of the SASE's research project on human capital and
its standard-setting project on DEI, the latest version of the CDSB Framewark for reporting
environmental and social information, the Integrated Reporting Framework, the Capitals
Coalition, the International Labour Organization (ILO), EFRAG, GRI standards, and the US

12. Among the materials presented in A25, the Integrated Reporting Framework
organizes the relationship between s1x types of capital, including human capital,
and business models through a principle-based approach, which we believe is useful
for investors to understand the diverse connection of each company's human eapital
to its corporate value.

13. The following documents are not presented in A25 but are useful” The Guidance for
Collaborative Value Creation (Reference 1), Ito Report for Human Capital
Management and Ito Report for Human Capital Management 2.0 (Reference 2,3.4),
disclosure items in annual securities reports (Reference 5), and Guidelines for
Human Capital Visualization (Reference 6).

14 First, as a precondition for disclosing human capital, we believe it is important to
present an overall picture of how finanecial information and non-finanecial
information, including human capital, are each linked in corporate value creation,
in order for investors to understand the link between a human capital strategy and
a business strategy. The Guidance for Collaborative Value Creation, first published
by the Japanese government in 2017 and subsequently revised, provides guidance
for constructive dialogue between companies and investors and other stakeholders,
as it indicates that the value ereation story should be organized in an integrated
manner based on corperate values and long-term vision. In this guidance, non-
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financial information including human capital strategy is positioned as one of the
implementation strategies to realize values and long-term vision, ete.

(The Guidance for Collaborative Value Creation 2.0)
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On this basis, the Ito Report for Human Capital Management and Ito Report for
Human Capital Management 2.0, disclosure items in annual securities reports,
and the Guidelines for Human Capital Visualization can be used as references
when considering specific disclosure standards for human capital.

The Ito Report for Human Capital Management and Ito Report for Human
Capital Management 2.0 were published by the Japanese government in 2020 and
2022 as reports that, as mentioned at the beginning of this letter, consider human
resources as capital and provide the direction of reform. the three perspectives
and five common factors(3P/5F model) essential for human capital strategy, and
their specific actions to enhance corporate value over the mid-to-long-term. As
indicated in the answer to Q5(a), the 3P/5F model also corresponds to the
subtopics proposed by the ISSB. We recommend the ISSB to utilize this model to
understand the relationships among the subtopics in corporate management.
Next are annual securities reports. As explained in @5(b), annual securities
reports must disclose policies regarding human resource development and
workplace environmental improvement, as well as their targets and achievements,

1

67




18.

18.

and specifically designated indicators such as "Ratio of women 1n managerial
positions, Ratio of male workers taking childeare leave, and Gender pay gap. The
former encourage disclosure of human capital linked to each company's business
strategy while ensuring the unigqueness of each company, while the latter
encourage disclosure of important cross-industry factors by specifying indicators
to ensure comparability.

Finally, the Guidelines for Human Capital Visualization were compiled by the
Cabinet Secretariat as reference guidelines for human eapital disclosure. The
guidelines, on the premise of human capital management based on the Ito Report
for Human capital Management and Ito Report for Human capital Management
2.0, indicate the need for disclosure that describes the relationship between
business strategy and human resources strategy and the need to ensure a balance
between uniqueness and comparability of dizclosure. The report also explains the
usefulness of clarifying the linkage between human capital investment and the
enhancement of corporate value, as well as specific approaches to this i1ssue.
Specifically, the following 15 a summary. First, regarding 1ts disclosure policy,
"Given that investors are interested in the relationship between disclosure items
and long-term performance and competitiveness of companies, we recommend that
companies first draw a relationship between their business strategy and their
investment in human capital and human resource strategy (an integrated story)
by referring to the principles-based framework. It is then advisable to disclose
specific matters (qualitative matters, goals, and indicators) in line with the
integrated story.” The report then divides the specific disclosures related to human
capital into two categories” (1) Disclosure of initiatives, indicators, and targets
that are unique and in line with the company's own business strategy and
business model, and (2) Matters expected to be disclosed from the perspective of
comparability. The report says that investors are concerned that companies’
pursuit of comparability may inhibit unique disclosures. The report also
emphasizes the usefulness of clarifying the inkage between human capital
investment and corporate value enhancement, and as an example of a disclosure
method, it presents an approach that uses an inverse tree to link strategies and
1mitiatives related to human eapital investment with financial indicators such as
ROE and ROIC. This will contribute to enhancing the connectivity between
financial and nen-financial information, which the ISSB emphasizes. Therefore,
we recommend the ISSB to refer to the report.
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(Example of ROIC decomposition (inverse tree of ROIC))
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20. We believe 1t 1s useful to refer to these reports and regulatory measures for two
main reasons.

21. First, from the perspective of ensuring that the international disclosure standards
set by the IS3B are truly global and based on the human capital situation of
diverse companies, we believe it 15 essential that the materials and standards
referenced by the ISSB in standard-setting include not only the materials
presented in A25 but also those from an even more diverse background, such as
those reports and regulatory measures developed in Japan.

22, Next, Japan is the third largest country in the world in terms of GDP and is a
sizeable part of the global economy. In addition, Japan is an advanced country
facing challenges such as a declining birthrate, aging society, and decliming
population ahead of the rest of the world. The Guidance for Collaborative Value
Creation, Ito Report for Human Capital Management, Ito Report for Human
Capital Management 2.0, disclosure items in annual securities reports, and
Guidelines for Human Capital Visualization were all developed against the
hackdrop of these structural challenges from the perspective of how to enhance
human capital and link it to sustainable growth for each company and Japan as a
whole. As countries around the world are likely to face similar challenges in the
future, it will be extremely important in the mid-to-long-term to consider the
international disclosure standards to be set by the ISSB with reference to these
reports and regulatory measures.

23. Besides, these standards were developed or introduced based on discussions with
academics and other experts, as well as companies and Investors, and are in line
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with the reality of the situation, including content that contributes to
understanding the subtopics presented by the ISSB and enhancing the
connectivity between financial and non-finanecial information. Harmonized with
these, the ISSB will be able to set truly valuable standards and will be beneficial

to companies and investors.

(Reference 1) The Guidance for Collaborative Value Creation (The Ministry of
Economy. Trade and Industry, published May 2017, revised August 2022)

(Reference 2) TIto Report for Human Capital Management (The Ministry of Economy,
Trade and Industry, September 2020]
[Japanese]
Full version

[English]

https/fwwwmeti. go jp/policv/economyvijinteki shihon/pdff20200930 2e pdf

(Reference 3) Ito Report for Human Capital Management 2.0 (The Ministry of
Economy, Trade and Industry, May 2022)
[Japanese]
https/fwww.meti.go jp/policy/economvijinteki_shihon/pdffreport2.0.pdf

(Reference 4) ITO Report for Human Capital Management (The Ministry of
Economy, Trade and Industry, August 2022}

(Reference 5) Summary of Report by the Working Group on Corporate Disclosure of
the Financial System Couneil (Financial Services Agency)
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[English]
https/fwww fsa go jp/policy/kaiji/sustainability Q1. pdf

(Reference 6) Guidelines for Human Capital Visualization (Cabinet Secretariat,
August 2022}
[Japanese]
hitps/fwww.cas.gojpphoudow/pdf/20220830shiryoul pdf
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