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Purpose and Use of the Guidance

Purpose of the Guidance
® This Guidance has been developed based on the deliberations on what types of human capital disclosures are useful for facilitating constructive
dialogue between entities and investors.
® The Guidance consists of the following two parts:
® Part 1 Alignment between Business Strategy and Human Capital Management Strategy
Part 1 provides guidance for all entities aiming at describing human capital management strategy aligned with their business strategy.
® Part 2 Disclosures Based on the Four Core Contents
Part 2 provides guidance for entities aiming at providing human capital disclosures based on the four Core contents in the IFRS
Sustainability Disclosure Standards, developed by the International Sustainability Standards Board (hereinafter the “ISSB Standards”) or
the sustainability disclosure standards developed by the Sustainability Standards Board of Japan (SSBJ) (hereinafter the “SSBJ
Standards”). Part 2 would also be useful for entities aiming at providing human capital disclosures based on the four Core contents even
when they do not state compliance with the ISSB or SSBJ Standards.
® Topic standard on human capital-related risks and opportunities has not been published by the ISSB or SSBJ. Therefore, when human capital-
related risks or opportunities could reasonably be expected to affect an entity’s prospects, an entity applying the ISSB Standards is required to
apply IFRS S1 “General Requirements for Disclosure of Sustainability-related Financial Information.” An entity applying the SSBJ Standards is
also required to apply the Theme-based Sustainability Disclosure Standard No. 1 “General Disclosures.”

Use of the Guidance

® The Guidance is non-binding and is not intended to serve as a checklist or a template for disclosure.

® Entities that state compliance with the ISSB or SSBJ Standards are required to disclose in accordance with those standards. The ISSB or SSBJ
Standards state the disclosure objectives, and disclosures are required to be made in line with those objectives.

® “Investor Expectations” and “Possible Disclosures” in the Guidance are illustrative examples of human capital disclosure. The paragraph
numbers of the ISSB Standards shown alongside “Possible Disclosures” indicate related paragraphs in IFRS S1. “Possible Disclosures” do not
imply that specific disclosures are recommended under the ISSB Standards or SSBJ Standards. Therefore, even if an entity does not disclose
an item indicated in the Guidance, its disclosures may still be compliant with the ISSB or SSBJ Standards. Conversely, if disclosures cover only
the items indicated in the Guidance, such disclosures may not be compliant with the ISSB or SSBJ Standards.

® The illustrative examples included in the Guidance are developed solely to facilitate understanding and do not relate to actual entities,

organisations, or facts.
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Part 1

Alighment between Business Strategy and
Human Capital Management Strategy




Background




Why Human Capital Disclosures Are Needed for Informed Investment Decision (1/2)

e |nvestors tell us that financial statements alone do not provide the information necessary for making informed
investment decisions related to human capital.

Company A Company B

Revenue 500 Revenue 500
Expenses® 400 Expenses™* 400
Income 100 Income 100
*Company A’'s Expenses include “Necessary **Company B’s Expenses do not include
Investments in Human Capital” but this is not “Necessary Investments in Human Capital” but
shown in the financial statements. this is not shown in the financial statements.

e When two entities in the same industry generate the same income and cash flows, their future growth
and sustainability can differ depending on whether they make necessary investments in human capital.
However, financial statements do not provide this information.

e Management may perceive human capital investments as mere expenses that can be minimized or
postponed to increase short-term profit.

e Relevant human capital investments contribute to corporate value creation over the medium to long term
and, in turn, enhance shareholder returns, even though they may reduce short-term profit. Accordingly,

disclosure of human capital investments is critical to facilitating constructive dialogue between investors
and management.




Why Human Capital Disclosures Are Needed for Informed Investment Decision (2/2)

¢ [ntangibles have become a key source of competitive advantage and a driver for sustainable corporate value
creation. Among these intangibles, investment in human capital is a core element, and it has been pointed out
that current corporate disclosures do not provide investors with sufficient information in this area.

Human Capital

Management Strategy

Human Capital

Metrics / Targets

What types of human capital are necessary to achieve the entity’s business strategy and future success
(Vision of Optimal Human Capital).

What are the Necessary Investments in Human Capital for the entity to attract such human capital,
provide a workforce environment in which they can grow, and encourage their contributions.
Whether the entity is considering human capital-related risks and opportunities that could
reasonably be expected to have a material impact on its future cash flows or affect the entity’s
prospects.

Whether the entity’s human capital management strategy is aligned with its business strategy and
business model.

The relationship between the amounts of human capital-related expenses included in the financial
statements and the Necessary Investments in Human Capital (connectivity).

Targets associated with the human capital management strategy, as well as relevant metrics that
represent the entity’s progress toward those targets.



Metrics-Focused and Strategy-Focused Human Capital Disclosures

e |n a metrics-focused human capital disclosure framework, entities are expected to prioritise disclosures based

on comparable and predefined metrics.
e |n contrast, in a strategy-focused human capital disclosure framework, entities are expected to emphasise

disclosures that reflect an entity-specific human capital management strategy aligned with the business

strategy, as well as the metrics based on the entity-specific human capital management strategy.

Metrics-Focused

Strategy-Focused

Human Capital Disclosure Framework™ Human Capital Disclosure Framework™

In many cases, the
metrics also include
those related to impact
materiality and double
materiality.

For the purpose
of addressing
social issues

Disclosure framework listing
predefined metrics

*1 GRI Standards

Entity-specific business
strategy/business model

Entity-specific human capital

Disclosure management strategy

Disclosure based on

items :
Disclosing metrics based on [ financial materiality

the entity-specific human
capital management strategy

*2 U.S.SEC'’s principles-based human capital disclosure framework introduced in 2020
Japan’s Guidance for Human Capital Disclosures



1. Concept of Alignment between Business Strategy
and Human Capital Management Strategy




Guidance for Human Capital Disclosures (Previous version)
Alignment between Business Strategy and Human Capital Management Strategy

Guidance for Human Capital
Disclosures (Previous version)

Business Model /
Strategy e The previous version of the Guidance for Human Capital

Disclosures emphasised the importance of human capital
management strategy aligned with business strategy. On this
point, it is widely recognised that disclosures of human capital
management strategy aligned with business strategy are useful—
not only among Japanese investors but also among international
investors.

\/ e However, the previous version of the Guidance did not
Human Capital necessarily provide guidance how to disclose human capital
Management Strategy management strategy aligned with business strategy.

=

Human Capital
Metrics / Targets
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Guidance for Human Capital Disclosures (Revised version)
Alignment between Business Strategy and Human Capital Management Strategy (1/3)

Guidance for Human Capital
Disclosures (Revised version)

Business Model /
Strategy

RITPTELIEY ’_|

Vision of Optimal Human Capital

Necessary Investments in Human Capital

Human Capital
Management Strategy

Human Capital
Metrics / Targets

The revised version of the Guidance provides specific guidance on
how to achieve the alignment between business strategy, human
capital management strategy, and human capital investments on the
basis of international disclosure standards, as well as on the specific
concepts and their practical application.

Looking ahead, as a result of the rapid advance of innovative
technologies, such as generative Al, and the declining population, it
is expected that business environments and business processes will
change significantly. In this context, it is essential to describe, as
clearly as possible, the human capital portfolio that will be required in
the future in order for entities to achieve their business and growth
strategies.

By clarifying this “Vision of Optimal Human Capital” and by identifying
the “Necessary Investments in Human Capital” to address the
challenges in achieving the vision, entities will be able to clarify how
their human capital management strategy is aligned with their
business strategy.

11



Guidance for Human Capital Disclosures (Revised version)
Alignment between Business Strategy and Human Capital Management Strategy (2/3)

Approaches under
the ISSB standards

Business Model / Strategy

=

Dependencies / Impacts on

Human Capital

-Investing employee training

*Investing employee wellbeing

-Enhancing the workplace environment to improve the level of employee satisfaction
-Employee engagement

Human — )

[ =Impacts
[ | =Dependencies

Highly specialised workforce
(Workforce necessary for the achievement of
strategic purposes)

In considering the “Vision of Optimal Human Capital” and the “Necessary
Investments in Human Capital,” description in the ISSB standards serves
as a useful reference.

Appendix B Application guidance of IFRS S1 describes an example of an
entity that requires (depends on) a highly specialised workforce to
achieve its strategic purposes. In the example, an entity’s future success
“depends” on its ability to attract and retain human capital, and its ability is
“affected” by the entity’s investments in employee training and employee
wellbeing, enhancement of the workforce environment to improve the
level of employee satisfaction, and employee engagement.

The Application guidance notes that the relationship (interaction)
described above may give rise to sustainability-related (human capital-
related) risks or opportunities that could be expected to materially affect
the entity’s cash flows.

An entity can explain its human capital management strategy aligned with
its business strategy as an integrated story, by clearly and logically
aligning the human capital-related risks and opportunities arising from its
business strategy with its human capital management strategy and the
human capital investments that respond to those risks and opportunities.

12

Source: Prepared by the FSA based on IFRS S1 Appendix B Application guidance, paragraphs B1-B3.



Guidance for Human Capital Disclosures (Revised version)
Alignment between Business Strategy and Human Capital Management Strategy (3/3)

Guidance for Human Capital

Disclosures (Revised version)

Business Model /
Strategy

N\
g

Dependencies /
Impacts on Human
Capital

< 5=

N\
SN

Human Capital Risks /
Opportunities

e

Human Capital
Management Strategy

Human Capital
Metrics / Targets

Based on the discussions above, the Guidance for Human Capital Disclosures
(revised version) describes the alignment between business strategy and human
capital management strategy in a more specific way, through two steps, that is,
“dependencies and impacts on human capital” and “human capital-related risks and
opportunities”. We think that this approach is consistent with the approaches under
the ISSB standards.

(i): Dependencies and impacts on human capital

An entity’s achievement of its business strategy depends on whether it can secure the
necessary human capital in light of the “Vision of Optimal Human Capital.” In addition, in
order to secure such human capital, the entity makes the “Necessary Investments in
Human Capital,” including recruitment, training and development, and workforce
environment improvements such as setting appropriate wage levels, investment in
employee wellbeing, and initiatives to enhance employee engagement, thereby having an
impact on its human capital. This represents an interaction between the entity and its
human capital.

: Human capital-related risks and opportunities

Clarifying such interactions is helpful for identifying the human capital-related risks and
opportunities that could reasonably be expected to affect the entity’s prospects,
e.g., affect the entity’s cash flows, in achieving its business strategy.

Moreover, performing this analysis helps clarify not only the human-capital-related risks
and opportunities that arise at the consolidated group level, but also in specific parts of the
business model—such as business segments, functions within the value chain, or
geographical areas.

Through this process, it is considered that entities will be able to disclose their human
capital management strategy in a manner that is useful for investors’ decision-making.

13



(Reference) Description of Dependencies and Impacts on Human Capital in IFRS S1 (1/2)

e Based on paragraphs B1-B3 of Appendix B Application Guidance of IFRS S1, an example of an entity
that “depends” on a highly specialised workforce can be illustrated as follows. Based on this, an entity is
expected to disclose information about human-capital-related risks and opportunities that could
reasonably be expected to affect the entity’s cash flows over the short, medium or long term.

[ Affecting the entity’s cash flows over the short, medium or long term ]

Achieving strategic

purposes

[ Entity’s business model ]

*Investing employee training
*Investing employee wellbeing
*Enhancing the workplace environment to improve the level of employee satisfaction

*Employee engagement

Human —

. Entit
Capital [ d
Highly specialised workforce
- —| (Workforce necessary for the achievement of
=Impacts :
strategic purposes)
- =Dependencies 14

Source: Prepared by the FSA based on IFRS S1 Appendix B Application guidance, paragraphs B1-B3.



(Reference) Description of Dependencies and Impacts on Human Capital in IFRS S1 (2/2)

e Appendix B Application guidance of IFRS S1 describes the relationship between “dependencies” and
“impacts,” as well as the resulting “sustainability-related risks and opportunities that could reasonably be
expected to affect the entity’s prospects” as follows:

IFRS S1 Appendix B, Application guidance (paragraphs B1-B3)

B1 This Standard requires an entity to disclose information about all sustainability-related risks and opportunities that could reasonably be
expected to affect the entity’s cash flows, its access to finance or cost of capital over the short, medium or long term (referred to as
‘sustainability-related risks and opportunities that could reasonably be expected to affect the entity’s prospects’) (see paragraph 3).

B2 An entity’s sustainability-related risks and opportunities arise out of the interactions between the entity and its stakeholders, society,
the economy and the natural environment throughout the entity’s value chain. These interactions—which can be direct and indirect—
result from operating an entity’s business model in pursuit of the entity’s strategic purposes and from the external environment in
which the entity operates. These interactions take place within an interdependent system in which an entity both depends on
resources and relationships throughout its value chain to generate cash flows and affects those resources and relationships through
its activities and outputs—contributing to the preservation, regeneration and development of those resources and relationships or to
their degradation and depletion. These dependencies and impacts might give rise to sustainability-related risks and opportunities that
could reasonably be expected to affect an entity’s cash flows, its access to finance and cost of capital over the short, medium and long
term.

B3 ...Similarly, if an entity operates in a highly competitive market and requires a highly specialised workforce to achieve its strategic
purposes, the entity’s future success will likely depend on the entity’s ability to attract and retain that resource. At the same time, that
ability will depend, in part, on the entity’s employment practices—such as whether the entity invests in employee training and
wellbeing—and the levels of employee satisfaction, engagement and retention. These examples illustrate the close relationship

between the value the entity creates, preserves or erodes for others and the entity’s own ability to succeed and achieve its goals.
15



2. Disclosure of Metrics and Targets Based on the
Human Capital Management Strategy




Human Capital-related Metrics and Targets Aligned with the Human Capital Management Strategy

e |t is considered important that the disclosure of human capital-related metrics and targets be aligned with
the human capital management strategy.

Current S years
later
—I—I—> e |nvestors often note that it is
important to set human
Current state of Strategic capital-related targets to be aligned
the business Targets with the strategic targets. For
Business Strategy example, considering that human
capital management strategy plays
a critical role in achieving the
@ business strategy, investors
commented that the time horizons
Human Capital \/ for human capital-related targets
Management Strategy should be set in line with the time
[ Current state of Human Capital horizons of the strategic targets.
the Human Capital Targets

Human Capital »
Metrics




Entity-specific and Comparable Human Capital-related Metrics (1/2)

¢ |n setting human capital-related metrics, investors expect entities to monitor the progress of their entity specific
initiatives on human capital management strategy. The initiatives address entity-specific management challenges,
taking into account their business strategy and business model, which differ from entity to entity.

Investors’ Views on Entity-specific and Comparable Human Capital Disclosures

® As business models and sources of competitive advantage have become more diverse across entities, an entity cannot describe its own
business strategy and human capital management strategy using only comparable information. It is important for an entity to consider
entity-specific disclosures that describe its human capital management strategy and human capital investment.

® Entities using entity-specific human capital-related metrics are expected to disclose the definitions of those metrics, the method used to
calculate them and the inputs to the calculation, in line with the ISSB standards. In addition to these disclosures, investors also expect the
following:
+ the reasons why the disclosure is considered important
* how the metrics are aligned with the human capital management strategy
+ time-series performance that enables an assessment of progress and comparability over time
« connectivity with the current period’s financial statements

® Even when an entity uses common metrics, the reasons for disclosing those metrics may be strongly influenced by its own business
strategy or business model. In that case, the entity can provide entity-specific information while providing comparable information, by
explaining why the entity considers those disclosures to be material to their strategy or business model and how the entity
positions the common metrics within its integrated story.

® However, investors are concerned that an excessive emphasis on comparability could undermine entity-specific disclosures.
Investors expect that, when entities use entity-specific metrics to explain their initiatives based on their own strategies, the entities logically
explain their growth story based on objective evidence. Entity-specific metrics are considered preferable to the extent that they
demonstrate the progress of the entity’s human capital management strategy that is aligned with its business strategy.

Source: Prepared based on Guidance for Human Capital Disclosures (Previous version) and the views of members of the government advisory council on non-financial information.



Entity-specific and Comparable Human Capital-related Metrics (2/2)

e Regarding the metrics that a wide range of entities are expected to disclose — (1) employee numbers, (2) personnel
expenses, (3) turnover rate, and (4) employee engagement score — global investors expressed the following views.

(1) * Understanding employee composition — including the number of employees by business segment and region, as well as whether
employee employee numbers are increasing or decreasing — provides deeper insight into the entity’s business model and helps investors identify
numbers challenges in recruitment.

* Human capital disclosures are very useful as they provide additional insights on the entity’s intangibles that are not reflected in financial

(2) statements. For example, breaks down information of personnel expenses—including salaries, stock-based compensation and training
personnel costs—by job level, expense category, and business segment or region is considered as very useful for investment decision-making, as
expenses it helps investors understand how an entity manages and utilises its workforce. Such disclosure enables investors to gain a clearer

understanding on how human capital investments contribute to the entity’s long-term financial performance.

» Itis important to provide contextual information explaining how management interprets turnover and retention rates. The levels of
turnover and retention that management considers appropriate differ between rapidly growing entities and more stable ones.

(3)

turnover rate (*) It has been noted that a certain degree of workforce mobility can contribute to innovation by enabling entities to incorporate diverse perspectives, which is
important for improving medium- to long-term corporate value. (See the “Report of the Study Group on Improvement of Sustainable Corporate Value and Human
Capital,” p. 48.)

(4) + Regarding employee engagement, disclosing engagement scores and related metrics (such as survey results) over time, together with

future targets, is highly useful for monitoring the effectiveness of an entity’s human capital management strategy.

employee : : g " : , : :
ploy t * As the survey questions and scoring methodologies differ across entities, simple cross-entity comparisons are not possible. Therefore,
engagemen information that provides insight into areas where improvements have been observed, changes over time, distinctive features relative to
score industry peers, and what is the value the entity emphasizes is particularly useful.
Source: Prepared by the FSA based on Boston Consulting Group GK, “Study on Global Investors’ Focus Areas Regarding Human Capital Disclosure and Corporate Case Studies,” April 2025, pp.30-32. 19

https://www.fsa.go.jp/en/news/2025/20250411/01.pdf
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Examples of Investor Expectations for Disclosures on Human Capital-related Metrics and Targets (1/2)

e The UK investor association, the Investment Association, expects entities to disclose a combination of entity-specific

metrics and comparable metrics.

(1) Entity-specific disclosures: investments to enhance employee productivity; key opportunities and risks related to human capital management

and corresponding strategies; etc.

(2) Comparable disclosures: (a)Employee numbers (b)Turnover rate (c)Investments in training/skills development (d)Employee engagement scores

Excerpt from The Investment Association Long Term Reporting Guidance

This section outlines our members’ expectations as to how companies should report on human
capital and culture.

46. A key driver of productivity is how a company is managing its workforce and whether it is
being deployed efficiently,. Our members believe a well-engaged, stable, and trained
workforce is more likely to be more productive and, in turn, be more likely to drive long term
business success.

47. However, there is limited reporting by companies setting out their approach to human capital
management, how it is working to develop a positive operating culture, and of the significant
investments being made to improve the productivity of their workforces over the longer term.

48. We believe that these Issues are deserving of more transparency by companies through
enhanced annual disclosures on human capital. Human capital considerations are integral to
our members’ initial decision-making processes and ongoing stewardship activities.

48, Company disclosures should foster improved investor understanding of the role played by the
company's workforce in generating sustainable, long term value creation. To achieve this,
within the Strategic Report companies should provide shareholders with a narrative discussion
on:

49.1. The significant investments that the company has made over the past year, and is
planning to make in the next, to improve the productivity of its werkforce, including the
outcomes of those decisions where possible;

49.2. The significant opportunities, and principal risks, relating to the company’s approach to
human capital management, and of the strategy adepted by the Board to respond these
issues; and

49.3. The manner by which the workforce is incentivised to be more productive, and how this
approach to motivating the workforce is compatible with the businesses’ long term
strategy.

52.

55.

Our members consider that boilerplate statements based on a long-list of reporting metrics
are unhelpful when it comes to understanding a company’s approach to managing its human
capital.

Companies should consider the appropriate mix of quantitative and qualitative disclosures to
help explain its approach to human capital management, and how this creates value.
Companies should develop a combination of both narrative discussion and metric-based
reporting to facilitate investor understanding.

As each company will likely have a different approach to human capital management, our
members acknowledge that is up to ¢ i to determine which metrics best
support the narrative discussion to shareholders.

Having i the its of 12 other ions and bodies and consolidated the
potential metrics that could be used to explain a company’s approach to human capital. As a
minimum, our members have identified the following metrics as being of particular
importance:

53.1. Total headcount — broken down by the division between full-time and part-time
employees, gender, and diversity;

53.2. Annual turnover — including both planned and regrettable tumover;

53.3. Investment in training, skills, and professional development - including the rate of
progression and promotion within the business; and

53.4. Employee engagement score.

In addition to disclosing the headline company-wide figure, each metric should be segmented
by market, geographic location, and/or sector to provide greater awareness of the workforce's
overall composition and stability.

For each metric, companies should provide an explanation for how the figure is calculated
Companies should also provide an explanation of what figures for a particular metric represent
in terms of progress towards broader strategic objectives or productivity improvements.

Paragraph 49 requires companies to
provide strategic narratives to
shareholders on:

@ Investments made (past year) or
planned (next year) to enhance
employee productivity, including
outcomes if available

(@ Key opportunities and risks related
to human capital management, and
corresponding strategies

(3 Incentives to boost employee
productivity and alignment with
long-term business strategy

Entity-specific

disclosures

Paragraph 53 sets minimum disclosure
requirements for all companies:

(® Employee numbers (by division,
employment type, gender)

(2 Turnover rate (planned and
unplanned turnover)

@ Investments in training, skills
development, and professional
development (including promotion
linkage)

@ Employee engagement scores

Comparable

disclosures

Source: Boston Consulting Group GK, “Study on Global Investors’ Focus Areas Regarding Human Capital Disclosure and Corporate Case Studies,” April 2025, p. 21.

https://www.fsa.go.jp/en/news/2025/20250411/01.pdf
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Examples of Investor Expectations for Disclosures on Human Capital-related Metrics and Targets (2/2)

e The global investor group that emphasises human capital, the HCMC, expects entities to disclose a combination of

entity-specific metrics and comparable metrics.

(1) Entity-specific disclosures: how human capital management strategy supports overall business strategy; how performance aligns with
benchmarks and objectives; etc.

(2) Comparable disclosures: (a)Employee headcount (b)Total labour costs (salaries, training, etc.) (c)Employee turnover rate (d)Diversity data

Excerpt from HCMC HP Foundational Human Capital Reporting: Taking a Balanced Approach

« Effective management and
integration of financial, physical,
and human capital are essential for
long-term corporate value creation.

Forms of Capital Key Criteria for Mandatory Human Capital Reporting

1. RELIABLE, CONSISTENT, CLEAR and COMPARABLE - Quantitative disclosure that

cient collection, analy:

F'il_'lysircul cnsistency, clarity, v . A

(Inraskucture) £ UNVERAL- Ui These three capitals combined serve
3. TIMELESS - Any ¢ port as key drivers of corporate growth.

4. POINTN-TIME - Postiond! inanchi melicrcovoa iy « Disclosures required from companies

reater efficiency in colle

Fiancia e regarding human capital includes
[Shareholders] i
- e vatte o s four fundamental metrics:
furmon Capfal s @ Amdomentol st ¢ oot umcono ovn i D Employee Neadcount (by
employment type: full-time, Comparab'e
® . ) : ~ part-time, contract, etc.) .
o @ Total labor costs (salaries, disclosures

overtime, stock compensation,
retirement benefits, welfare,
training, etc.)

(3 Employee turnover rate

@) Diversity data

n addition to these metrics, the
report recommends principle-based

Balanced Approach: Four Fundamental Metrics

Requires four Y i disclosures to anchor open-ended human
capitalrelated information companies provide under Item 101 [c) (1] {xili) ond establish a through-
line with financial staternents

company's

The HCMC supperts the following four fundemental disclosures:

1. how many workers (including employees ond independent contractors) the company
uses fo accomplish ifs sirategy

» Principle: os shou
— Workforce Health & Safety
Workforce Skills & Capabilities

el
in the abiiity to atfract and retai

strategy: and _  eree Cure, Enaepement erd Empovement disclosures to help investors
* ".k“"""l ?fﬁ:";:'%;E;L'i?'siﬂiii;;'c'.f"ﬁ'jf?'ﬁi!‘..'ES.IZ"3‘:';’25'&'2??;:;f’_g”.ii‘!f"" T sy understand how the company's Entity-s pecific
weaknesses in s abilty o do so human capital management strategy
) : ° - supports its overall business strategy, disclosures

and how performance aligns with
benchmarks and objectives.

Source: Boston Consulting Group GK, “Study on Global Investors’ Focus Areas Regarding Human Capital Disclosure and Corporate Case Studies,” April 2025, p. 20.
https://www.fsa.go.jp/en/news/2025/20250411/01.pdf
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(Reference) Segment Disclosures of Human Capital-related Metrics and Targets

Material human-capital related risks and opportunities may be concentrated in specific parts of the business model,
such as business segments or geographical areas. For this reason, investors note that disclosures limited to the
consolidated group level do not necessarily provide useful information.

While the entity maintains its human capital management strategy at the consolidated group level as the foundation,
investors note that it is useful for investment decision-making to focus on the businesses, countries and geographical
areas that could materially affect the entity’s cash flows and to disclose human capital-related risks and opportunities
at that level, together with the corresponding human capital management strategy. Disclosure of human

capital-related metrics and targets on a segment basis, reflecting such risks, opportunities and associated strategies,
is considered particularly informative.

(*) An example of human capital-related risks and opportunities are concentrated in a specific country or geographical area is as follows: the entity identifies, as human capital-related risks and opportunities, in a
subsidiary that has expanded its operations into a new country, whether it can secure the local personnel necessary to provide services that are suited to local business practices, culture and language.

Usefulness of Segment Disclosures

An entity may need to differentiate workforce investments or human capital management strategies among different business segments or
geographical segments, although the entity maintains the entity-wide human capital management strategy as the foundation. The entity
may reflect differences in characteristics or business environments in different business sectors. The entity may also reflect differences in
human resource systems, hiring regulations, and practices, as well as unique considerations in different regions.

In this case, human capital-related disclosures are obscured if an entity only discloses average data on an entity-wide/consolidated basis
and provide narrative disclosures that combine the initiatives in different segments, instead of disclosing segment-specific initiatives and
quantitative information.

In addition, even when the same strategy or initiative is implemented across multiple segments, the outcomes of the strategy may differ
due to differences in segment-specific characteristics.

In light of the above, it is beneficial for an entity to determine whether to provide segment-specific disclosures by business or geographical
segments, in addition to developing entity-wide human capital management strategy and providing entity-wide disclosures.

Source: Prepared based on Guidance for Human Capital Disclosures (Previous version).
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3. lllustrative Examples of
Alignment between Business Strategy and Human Capital Management Strategy,
and of Metrics and Targets Based on the Human Capital Management Strategy




Alignment between Business Strategy and Human Capital Management Strategy,
and the Resulting Metrics and Targets—Example: Entity A (1/2)

Example: Entity A (an entity in the technoloqy industry)

e Entity Ais in the technology industry, which has set the practical implementation of autonomous driving
using Al technologies as a business strategy. To realise this business strategy, Entity A “depends” on
human capital in the form of highly specialised Al professionals and software development personnel as
part of its future talent portfolio. Looking ahead, to secure the necessary human capital, Entity A also
“affects” it by setting competitive compensation levels to attract and hire such personnel and by investing
in human capital through training for software development personnel.

e Because the realisation of Entity A's business strategy depends on securing such human capital in the
future, Entity A has concluded that failing to secure highly specialised Al professionals and software
development personnel required for the practical implementation of autonomous driving constitutes a
human capital-related risk that could reasonably be expected to affect the Entity’s prospects, as it would
determine whether the business strategy of realising autonomous driving can be achieved. On the other
hand, Entity A has concluded that, if it is able to implement the necessary measures through the
execution of its human capital management strategy, opportunities will arise to secure the human capital
necessary for realising the business strategy.

The examples presented under “Possible Disclosures” in Part 2 were developed with a hypothetical Entity A (an entity in the technology industry) above.
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Alignment between Business Strategy and Human Capital Management Strategy,
and the Resulting Metrics and Targets—Example: Entity A (2/2)

Business Model / Practical implementation of autonomous driving using Al technologies
Strategy
Dependencies

/ Impacts on Highly specialised Al professionals and a large number of software development personnel

Human Capital

~~ ~

Hum;ir;'galpltal Whether the highly specialised Al professionals and software development personnel
Y- required for the practical implementation of autonomous driving can be secured
Opportunities

~_~

v Setting competitive compensation levels for highly specialised Al professionals

v' Conducting global recruitment activities
v" Providing training for software development personnel

~_~

Human Capital
Management
Strategy

Recruitment targets and progress rates for highly specialised Al professionals and software
development personnel required for the practical implementation of autonomous driving
Training costs and training hours for software development personnel

Human Capital
Metrics / Targets

Note: The above has been prepared with reference to the matters under consideration by the ISSB in its human capital—-related research project as of October 2025. It does not represent a definitive

decision to develop standards on human capital in the manner described above.
Source: Prepared by the FSA with reference to “Structuring the ISSB’s analysis of research findings” (pp. 20-23), a document used at the October 2025 ISSB meeting and published on the IFRS Foundation 25
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Alignment between Business Strategy and Human Capital Management Strategy,
and the Resulting Metrics and Targets—Example: Entity B (1/2)

Example: Entity B (an entity in the retail industry)

e Entity B’s business model is a labour-intensive retail business and therefore “depends” on human capital
in the form of a large number of unstable non-regular employees. Looking ahead, to secure this human
capital, Entity B also “affects” it by setting wage levels that enable employees to contribute and stabilise
turnover, and by improving the workforce environment.

e Because Entity B’s business model depends on securing such human capital, Entity B has concluded
that failing to motivate employees through wage setting and improvements to the workforce environment
constitutes a human capital-related risk that could reasonably be expected to affect the Entity’s
prospects, as it would lead to higher turnover and increased hiring costs to fill vacancies. On the other
hand, Entity B has concluded that if it is able to motivate employees through the implementation of its
human capital management strategy, opportunities will arise to achieve stable operation of its business
model by keeping turnover and hiring costs at an adequate level.
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Alignment between Business Strategy and Human Capital Management Strategy,
and the Resulting Metrics and Targets—Example: Entity B (2/2)

Business Model / Labour-intensive retail business
Strategy
Dependencies

/ Impacts on Large numbers of unstable non-regular employees

Human Capital
Human Capital

Risks /
Opportunities

~_~

Human Capital
Management
Strategy

Risk of increased turnover and hiring costs due to the inability to motivate employees

~_~

v Setting wage levels that enable employees to contribute and stabilise turnover

v" Trends in wage levels, turnover rates, and hiring costs

Human Capital
Metrics / Targets

Note: The above has been prepared with reference to the matters under consideration by the ISSB in its human capital—-related research project as of October 2025. It does not represent a definitive

decision to develop standards on human capital in the manner described above.
Source: Prepared by the FSA with reference to “Structuring the ISSB’s analysis of research findings” (pp. 20-23), a document used at the October 2025 ISSB meeting and published on the IFRS Foundation 27
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Alignment between Business Strategy and Human Capital Management Strategy,
and the Resulting Metrics and Targets—Example: Entity C (1/2)

Example: Entity C (an entity in the manufacturing industry)

e Entity C is in the manufacturing industry, which has set the enhancement of production processes
through the use of Al technologies and the strengthening of price competitiveness as its business
strategy. To realise this business strategy, Entity C “depends” on human capital with the expertise
required to apply Al to improving production processes. Looking ahead, to secure such specialised
human capital, Entity C also “affects” the human capital by developing its workforce through highly
specialised Al training provided to employees engaged in improving production processes.

e Because the realisation of Entity C’s business strategy depends on securing human capital with
Al-related expertise, Entity C has concluded that failing to develop personnel with the specialised skills
required to apply Al to improving production processes constitutes a human capital-related risk that could
reasonably be expected to affect the Entity’s prospects, as it would hinder progress in improving those
processes, prevent productivity from increasing, and place the entity at a disadvantage in price
competition with industry peers that are utilising Al. On the other hand, Entity C has concluded that, if it is
able to secure such specialised personnel through the execution of its human capital management
strategy, opportunities will arise to realise productivity improvements and to strengthen competitiveness.




Alignment between Business Strategy and Human Capital Management Strategy,
and the Resulting Metrics and Targets—Example: Entity C (2/2)

Enhancement of production processes through the use of AI technologies

Business Model /
and the strengthening of price competitiveness

Strategy
D/elpendenCies Personnel with the specialised skills
mpacts on required to apply AI to improving production processes

Human Capital

~

¢

HumRa_n kCa/pitaI Risk of failing to develop personnel with the specialised skills
ISKS T necessary to improve productivity
Opportunities

~_~

v" Providing highly specialised AI training to employees engaged in improving
production processes

~_~

Human Capital
Management
Strategy

v Number of employees who have completed the AI training
v' Training hours per employee

Human Capital
Metrics / Targets

Note: The above has been prepared with reference to the matters under consideration by the ISSB in its human capital—-related research project as of October 2025. It does not represent a definitive

decision to develop standards on human capital in the manner described above.
Source: Prepared by the FSA with reference to “Structuring the ISSB’s analysis of research findings” (pp. 20-23), a document used at the October 2025 ISSB meeting and published on the IFRS Foundation 29
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Ongoing ISSB Deliberations on Human Capital Disclosure
and a Proposed Categorisation of “Human Capital-related Risks and Opportunities”

In the ISSB’s Human Capital Research Project, the ISSB has presented the view that human capital-related risks and
opportunities arise from an entity’s “dependencies and impacts” on human capital, based on its business model and strategy.

Furthermore, the ISSB has considered classifying human capital-related risks and opportunities into three categories.

| Business model

External .
and sirategic environment ‘ P ifi
pupose A / — Composition: Workforce composition
" (e.g., whether the optimal workforce composition has been achieved)
Dependencies and
impacts H t | | t d
/ uman capital-relate .r- . .
'] risks and opportunities | | Capability: Workforce capabilities and skills
- (e.g., whether the workforce possesses the capabilities and skills
Human capital-related . .
risks and opportunities required to realise the strategy)

— Conditions: Workforce conditions
(e.g., whether the workforce environment enables the entity to secure

and retain the necessary talent)

Composition

Risks and opportunities related to the
form of the workforce

i \
e \
y. .
s n,

oo

Risks and opportunities related to the Risks and opportunities related to the nature
extent workers can or will carry out of tagsks that workers perform and/or the
work. circumstances in which they perform them.

Note: The above has been prepared with reference to the matters under consideration by the ISSB in its human capital—-related research project as of October 2025. It does not represent a definitive

decision to develop standards on human capital in the manner described above.
Source: Prepared by the FSA with reference to “Structuring the ISSB’s analysis of research findings” (p.13), a document used at the October 2025 ISSB meeting and published on the IFRS Foundation 30
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Example Based on the ISSB’s Proposed Categorisation of Human Capital-Related Risks and Opportunities (1/2)

e The following is an example, based on the categorisation of human capital-related risks and opportunities on Page 30, which
illustrates how a hypothetical entity—one that is entering into a new business as its business strategy—may consider human
capital disclosure from the perspectives of Composition, Capability, and Conditions.

Composition
(e.g., workforce composition)

Capability
(e.g., capabilities and skills)

Conditions
(e.g., workforce conditions)

Human Capital
Risks /
Opportunities

~

Human Capital
Management
Strategy

Human Capital
Metrics / Targets

Whether the entity can secure the
number of personnel required for
entering the new business

Whether the entity can secure talent
with the level of specialised skills
required for entering the new
business

Whether the entity can provide a
workforce environment that attracts
the necessary talent in a new
business where competition for talent
is intensifying

Estimating the number of personnel
required for entering the new
business and setting annual hiring
targets

Establishing a structured training
programme for acquiring the
specialised skills required for entering
the new business

Setting competitive wage levels to
strengthen the entity’s ability to attract
talent

Target and actual hiring numbers in
the new-business segment

Number of employees who have
completed training programmes in
the new-business segment

Wage-increase policy (wage-increase
rate) in the new-business segment

Note: The above has been prepared with reference to the matters under consideration by the ISSB in its human capital—-related research project as of October 2025. It does not represent a definitive
decision to develop standards on human capital in the manner described above.
Source: Prepared by the FSA with reference to “Structuring the ISSB’s analysis of research findings” (pp. 20-23), a document used at the October 2025 ISSB meeting and published on the IFRS Foundation
website. https://www.ifrs.org/content/dam/ifrs/meetings/2025/october/issb/ap4-structuring-issb-analysis-research-findings.pdf
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Example Based on the ISSB’s Proposed Categorisation of Human Capital-Related Risks and Opportunities (2/2)

e The following is an example, based on the categorisation of human capital-related risks and opportunities on Page 30, which
illustrates how a hypothetical entity—one that has set the overseas expansion of its B-to-C business as its business
strategy—may consider human capital disclosure from the perspectives of Composition, Capability, and Conditions.

Composition
(e.g., workforce composition)

Capability
(e.g., capabilities and skills)

Conditions
(e.g., workforce conditions)

Human Capital
Risks /
Opportunities

~

Human Capital
Management
Strategy

Human Capital
Metrics / Targets

Whether the entity can secure the
number of personnel required to
provide services at its overseas
subsidiaries

Whether the entity can secure talent
at its overseas subsidiaries that can
deliver service quality equivalent to
that in the home country

Whether the entity can provide
incentives for employees to remain
with the entity over the long term in
countries with high workforce mobility

Estimating the number of personnel
required to provide services at
overseas subsidiaries and setting
annual hiring targets

Establishing training programmes to
provide local employees with the
skills needed to deliver service quality
equivalent to that in the home country

Providing attractive welfare and
benefits programmes, compared with
industry peers, to support the
long-term retention of local talent

Target and actual hiring numbers at
overseas subsidiaries

Number and pass rate of certification
exam candidates for training
programmes designed to ensure
service quality equivalent to that in
the home country

Annual investment in welfare and
benefits programmes
Voluntary turnover rate

Note: The above has been prepared with reference to the matters under consideration by the ISSB in its human capital—-related research project as of October 2025. It does not represent a definitive
decision to develop standards on human capital in the manner described above.
Source: Prepared by the FSA with reference to “Structuring the ISSB’s analysis of research findings” (pp. 20-23), a document used at the October 2025 ISSB meeting and published on the IFRS Foundation
website. https://www.ifrs.org/content/dam/ifrs/meetings/2025/october/issb/ap4-structuring-issb-analysis-research-findings.pdf
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Part 2

Disclosures Based on the Four Core Contents




Overview




Overview of Human Capital Disclosures with the Four Core Contents

e Under the ISSB Standards, entities are required to disclose information based on the four core contents: governance, strategy, risk
management, and metrics and targets. Among these four core contents, we have discussed (human capital management) strategy and
(human capital) metrics and targets in Part 1 “Alignment between Business Strategy and Human Capital Management Strategy.”

e Furthermore, when entities also provide information on governance and risk management aligned with their (human capital
management) strategy and (human capital) metrics and targets, human capital disclosures will cover all four core contents in the ISSB
Standards (four blue boxes in the following diagram).

Governance Ib

)

Business Model / Strategy

~_=

Dependencies / Impacts on Human Capital

Human
Capital

(Impacts) Investing in Human Capital

(Dependencies) Workforce necessary for
the achievement of strategic purposes

Entity

=

Human Capital Risks / Opportunities

_=

Human Capital Management Strategy

Human Capital Metrics / Targets

Risk

Management

Note: The above provides an illustrative overview of approaches to human capital disclosure, with reference to the four core contents under the ISSB Standards. While the ISSB Standards include
descriptions related to human capital, the ISSB Standards do not prescribe any specific disclosure requirements in human capital.

Source: Prepared by the FSA with reference to the ISSB Standards
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Human Capital Disclosures Based on the Four Core Contents

e When preparing human capital disclosures that meet investors’ expectations, entities may consider presenting human capital
disclosures in line with the four core contents (governance, strategy, risk management, and metrics and targets) set out in the
ISSB Standards.

Explanation Disclosure objective

To enable users of general purpose financial reports to understand the
governance processes, controls, and procedures an entity uses to
monitor, manage, and oversee human capital-related risks and
opportunities

The governance processes, controls, and procedures the
Governance entity uses to monitor, manage and oversee human
capital-related risks and opportunities

Human Capital The approach the entity uses to manage human capital- To enable users of general purpose financial reports to understand the
Management related risks and opportunities (human capital entity’s strategy for managing human capital-related risks and
Strategy management strategy) opportunities (human capital management strategy)

. To enable users of general purpose financial reports to understand an

Risk The processes the entity uses to identify, assess, prioritise, entity’s processes to identify, assess, prioritise, and monitor human
Management and monitor human capital-related risks and opportunities capital-related risks and opportunities, and to assess the entity’s overall
risk profile and its overall risk management process

The entity’s performance in relation to human capital-
Human Capital related risks and opportunities (progress towards any
Metrics / Targets targets the entity has set in relation to its human capital

management strategy)

To enable users of general purpose financial reports to understand an
entity’s performance in relation to its human capital-related risks and
opportunities, including progress toward any targets the entity has set

Note: The above provides an overview of approaches to human capital disclosures, with reference to the four core contents under the ISSB Standards. While the ISSB Standards include descriptions
related to human capital, the ISSB Standards do not prescribe any specific disclosure requirements in human capital. 36
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Investor Expectations for Human Capital Disclosures Based on the Four Core Contents

» Investors expressed the following expectations regarding human capital disclosures based on the four core contents.

Governance

Human Capital
Management
Strategy

Risk
Management

Human Capital

Metrics / Targets

The governance processes, controls, and procedures the entity uses to monitor, manage and oversee:

(1) whether the entity’s human capital management strategy is aligned with its business strategy and business model; and

(2) whether the entity’s metrics and targets enable the entity to understand the human capital’s contributions for achieving
its business strategy and maintaining and reinforcing its business model, and to identify indicators of risks.

The strategies for the formation and development of human capital, and related investment strategies in human capital
(human capital management strategies), contributing to the achievement of the entity’s business strategy and to
maintaining, reinforcing, and transforming its business model. Human capital includes intangibles that are not
recognised in the financial statements, such as employees’ performance capabilities and organisational culture.

Processes that the entity uses to identify, assess, prioritise, and respond to sustainability-related risks and
opportunities, including unexpected events or changes in the business strategy’s and business model’s dependencies
and impacts on human capital.

Metrics and targets (which may be a combination of entity-specific and comparable metrics)that the entity uses to:

(1) make it clear how its human capital management strategy contributes to achieving its business strategy, through
human capital-related initiatives and their expected effects, given the business strategy’s and business model’s
dependencies and impacts on human capital; and

(2) assess the progress of those initiatives toward achieving its targets.
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1. Governance




Human Capital Disclosure in Line with IFRS S1 — Governance

S1.27(a)(i)(ii)

S1.27(a)(iii)

Governance Human Capital Risks / Opportunities

S1.27(a)(iv)
Risk

Governance

Human Capital Management Strategy

Management

body

$1.27(a)(v)

Management-
level position/
committee

Human Capital Metrics / Targets

$1.27(b)(i) S1.27(b)(ii)

Note: If an entity integrates its oversight of sustainability-related risks and opportunities, the entity may integrate the disclosures on governance instead of providing separate disclosures on governance for human
capital-related risks and opportunities.



Human Capital Disclosure — Governance (1/6)

Identification and Role of the Governance Body

Investor Expectations Possible Disclosures
IFRS S1 Requirements

® To achieve sustainable corporate growth and enhance ® \When a governance body responsible
corporate value over the medium to long term, it is for oversight of human capital-related
important that there is a governance body—such as the risks and opportunities exists, the
board of directors, when it holds such responsibility— entity may identify that governance
that both sets the overall direction of the business body and disclose information about
strategy and effectively oversees management in its how responsibilities for human capital-
execution. It is also essential that this governance body related risks and opportunities are
functions appropriately. reflected in the terms of reference,

® |tis important that the governance body oversees and mandates, role descriptions and other
monitors the formulation and implementation of the related policies applicable to that body.

human capital management strategy in order to ensure
alignment with the business strategy and business
model and to support the achievement of the business
strategy.

27. ...

(a) the governance body(s) (which can
include a board, committee or equivalent
body charged with governance) or
individual(s) responsible

for oversight of sustainability-related risks and
opportunities. Specifically, the entity shall
identify that body(s) or individual(s) and
disclose information about:

(i) how responsibilities for sustainability-
related risks and opportunities are reflected in
the terms of reference, mandates, role
descriptions and other related policies
applicable to that body(s) or individual(s);

lllustrative Example of “Possible Disclosures”

Management Committee, address the Entity’s sustainability issues.

basic policies.

(For all sustainability topics) Under the oversight of the Board of Directors, the XX and the XX Committee, which are delegated by the Executive

® The Board of Directors approves the medium- to long-term management plan that sets the entity’s strategic direction and determines the basic
policies for addressing sustainability issues, including human capital utilisation, that support the plan. In addition, the “Sustainability
Committee” and the “Human Capital Management Office,” both delegated by the Executive Management Committee, report to the Board of
Directors on the progress of their initiatives on a quarterly basis. Based on these reports, the Board of Directors oversees the execution of the

Note: The illustrative examples of “Possible Disclosures” provided from this page are created for illustrative purposes, based on a hypothetical Entity A (an entity in the technology industry), to support readers’

understanding.
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Human Capital Disclosure — Governance (2/6)

Skills and Competencies of the Governance Body

investor Expectations Possible Disclosures
IFRS S1 Requirements

® |tis important to clarify the skills and competencies required ® An entity may disclose whether

for the governance body to oversee human capital appropriate skills and competencies (a) (i how the body(s) or individual(s)
management strategy and human capital-related risks and necessary to oversee the human EElI =D MR ERTICRIEID 641

uniti b th Kill q t . ital t strat and competencies are available or will
opportunities, because these skills and competencies are capital management strategy are be developed to oversee strategies
prerequisite for the effective function of the governance available, and, how these skills and designed to respond to sustainability-
body. It is also important to determine how these skills and competencies will be developed when  related risks and opportunities;
competencies will be developed when these skills and these are not available.

competencies are not sufficient.

® |n addition, in some cases it may be useful to disclose the
entity’s approach to ensuring an appropriate composition of
the board of directors.

lllustrative Example of “Possible Disclosures”

® The skills and competencies required for the Board of Directors are incorporated into the skills matrix used by the Nomination Committee—
established under the Board—when selecting director candidates. By including the skills and competencies necessary to oversee
sustainability and human capital management within this matrix, the Entity seeks to ensure appropriate oversight by the Board of Directors. In
addition, the entity organizes meetings with external experts to further enhance these skills and competencies. During the current fiscal year,
the Entity conducted XX and XX for this purpose.
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Human Capital Disclosure — Governance (3/6)

Governance Body’s Oversight (1/3)

Investor Expectations Possible Disclosures (Reference)
IFRS S1 Requirements

® |t is important for the governance body to obtain, in a timely = ® An entity may disclose how and how  27. ...

manner, the information necessary to monitor target setting often the governance body discusses (@) (iii) how and how often the body(s) or
individual(s) is informed about

and progress toward the targets, using performance metrics human capital-related risks and sustainabilitv-related risks and
related to the progress of the human capital management opportunities, and what information it | Y

’ - ) i ) i ) pportunities;
strategy, so that it can conduct in-depth oversight of the receives in those discussions.

human capital management strategy and human
capital-related risks and opportunities.

® |n addition, disclosure on information that provides visibility
into how key issues are being deliberated, including the
frequency of meetings and the contents of discussions, can
be useful.

lHlustrative Example of “Possible Disclosures”

® The Board of Directors receives quarterly reports from the XX Committee on the hiring status of software development personnel—broken
down by required skill sets—necessary to realise the business strategy of commercializing autonomous driving technology using Al. For those
development positions where actual hiring has fallen short of the hiring plan, and where such shortfalls are expected to have a significant
impact on achieving the business strategy, the Board held quarterly discussions on the hiring status and the measures to be taken.
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Human Capital Disclosure — Governance (4/6)

Governance Body’s Oversight (2/3)

Investor Expectations Possible Disclosures
IFRS S1 Requirements

Same as above ® An entity may disclose how the governance body 27. ... -
oversees progress in implementing the human capital (&) (iv) how the body(s) or individual(s)

takes into account sustainability-related
risks and opportunities when overseeing
the entity’s strategy, its decisions on major
transactions and its risk management
processes and related policies, including
whether the body(s) or individual(s) has
considered trade-offs associated with
those risks and opportunities;

management strategy from the perspective of realising
the business strategy.

Hlustrative Example of “Possible Disclosures’

® The Board of Directors deliberates on the basic policies for addressing sustainability issues, including human capital management, as key
matters supporting the execution of the medium-term management plan. During the current fiscal year, the Board deliberated on XX, XX, and
XX.
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Human Capital Disclosure — Governance (5/6)

Governance Body’s Oversight (3/3)

Investor Expectations Possible Disclosures
IFRS S1 Requirements

® Disclosures regarding the oversight of setting of targets and the
monitoring of progress towards achieving those targets related to
the human capital management strategy are considered
important information for investors. For example, it can be useful
to disclose whether the entity monitors the appropriateness of its
plans—such as the development of a future human capital
portfolio and the measures for securing that talent—by taking into
account the external competitive environment as well as the
objective perspectives of external directors.

® Reflecting human capital-related performance indicators that are
critical to realising business strategy in the determination of
executive compensation can also enhance both the transparency
of the human capital management strategy and the effectiveness
of the governance body’s oversight, when the governance body
supervises human capital-related risks and opportunities.

® An Entity may disclose how the
governance body oversees the
setting of targets for
performance metrics related to
their human capital
management strategy and how
it monitors progress towards
achieving those targets.

27. ...

(a) (v) how the body(s) or individual(s)
oversees the setting of targets related to
sustainability-related risks and
opportunities, and monitors progress

towards those targets (see paragraph 51),

including whether and how related
performance metrics are included in
remuneration policies.

lllustrative Example of “Possible Disclosures”

® The Board of Directors oversees whether the hiring targets for software development personnel—necessary for achieving the business
strategy—are appropriately set based on that strategy, and monitors progress on a quarterly basis. Detailed reviews are delegated to the XX

Committee, from which the Board receives reports.

® |n addition, to enhance the effectiveness of the Board’s oversight of sustainability initiatives, the Entity includes overall sustainability-related
items (e.g., GHG emissions) and human capital-related items (e.g., employee engagement scores) in the evaluation criteria for the
medium- to long-term performance-linked portion of executive compensation. (For further details, see Executive Compensation.)
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Human Capital Disclosure — Governance (6/6)

Delegation from the Governance Body to Committees in which Management Participates

Investor Expectations Possible Disclosures
IFRS S1 Requirements

® To enhance the feasibility of the ® |[f the roles related to the governance 2 e

business strategy and the human processes, controls, and procedures (b) management's role in the governance processes, controls
capital management strategy that used to monitor, manage, and oversee and procedures used to monitor, manage and oversee

v e s . . sustainability-related risks and opportunities, including
supports it, it is important to clearly human capital-related risks and information about:
delineate the roles of oversight and opportunities are delegated to (i) whether the role is delegated to a specific management-level
execution—that is, to clarify the committees in which the CHRO or position or management-level committee and how oversight is
respective roles of the governance management participate, an entity may exercised over that position or committee; and
body and management, as well as the disclose such delegation. (i) whether management uses controls and procedures to

support the oversight of sustainability-related risks and
opportunities and, if so, how these controls and procedures are
integrated with other internal functions.

relationship between them.

Hlustrative Example of “Possible Disclosures”

® |n executing the basic policies determined by the Board of Directors, the sustainability matters are divided into two areas—“(1) Overall
Sustainability” and “(2) Human Capital—and the execution for each area is monitored accordingly.

(1) Overall Sustainability: Under the Executive Management Committee, the Entity has established the Sustainability Committee, chaired by the
CEO and composed of the heads of relevant business units. The committee monitors the progress of initiatives based on the basic policies for
sustainability issues and provides quarterly reports to both the Executive Management Committee and the Board of Directors.

(2) Human Capital: Under the Executive Management Committee, the entity has established the Human Capital Management Office, chaired by
the CEO and joined by the CHRO and managements of key business units. The Office monitors progress on initiatives based on the basic
policies for human capital and provides quarterly reports to both the Executive Management Committee and the Board of Directors. The Entity’s
CHRO shares responsibility and authority with the CEO for formulating and executing the human capital management strategy.
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Human Capital Disclosure in Line with IFRS S1 — Strategy
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Human Capital Disclosure — Strategy (1/11)

Human Capital-related Risks and Opportunities (1/2)

. . . (Reference)
Investor Expectations Possible Disclosures IFRS S1 Requirements

It is important for an entity to identify human capital-related risks and
opportunities that could reasonably be expected to affect its cash flows,
in order to sustain and enhance its business model over the long term

amid rapid changes in industry structures and the business environment.

For investors, understanding such human capital-related risks and
opportunities is also important from the perspective of corporate
valuation.

In identifying human-capital-related risks and opportunities, it is useful to
consider and organise them along three dimensions: (1) Workforce
composition (e.g. whether the optimal workforce composition has been
achieved), (2) Capabilities and skills (e.g. whether the workforce
possesses the skills required to realise the strategy), and (3) Workforce
conditions (e.g. whether the workforce environment enables the entity to
secure and retain the necessary talent). Although human capital-related
risks and opportunities vary depending on an entity’s business strategy
and business model, this classification is generally applicable to all
entities. It is pointed out that disclosing such risks and opportunities
across these three categories helps users understand whether the entity
has undertaken the necessary analysis.

® An entity may disclose human
capital-related risks and
opportunities that could
reasonably be expected to
affect the entity’s cash flows.

30. An entity shall disclose
information that enables users of
general purpose financial reports to
understand the sustainability-related
risks and opportunities that could
reasonably be expected to affect the
entity’s prospects. Specifically, the
entity shall:

(a) describe sustainability-related
risks and opportunities that could
reasonably be expected to affect the
entity’s prospects

Hlustrative Example of “Possible Disclosures”

® Because autonomous driving is expected to come into widespread use in the future, the Entity expects that its ability to adapt to this trend will have a
significant impact on its future competitiveness and profitability. In addressing this trend, the Entity believes that securing highly specialised Al
professionals and software development personnel—both necessary for the practical implementation of autonomous driving—is particularly important,
and has therefore identified the securing of such talent as its most important human capital-related risk and opportunity.




Human Capital Disclosure — Strategy (2/11)

Human Capital-related Risks and Opportunities (2/2)

. . g (Reference)
Investor Expectations Possible Disclosures IFRS S1 Requirements

It is recognised that entities differ in their investment and business
cycles, as well as in the time horizons used for decision-making and
capital-allocation planning, reflecting the characteristics of the industries
in which they operate.

Therefore, understanding how an entity considers the time horizons
over which the effects of human capital-related risks and opportunities
could be expected to occur is important for investors.

® An entity may present the time

horizons over which the effects
of human capital-related risks
and opportunities could be
expected to occur as the short,
medium or long term, and
explain how the entity defines
‘short term’, ‘medium term’ and
‘long term’ and how these
definitions are linked to the
planning horizons used by the
entity for strategic decision-
making.

30. ...

(b) specify the time horizons—short,
medium or long term—over which the
effects of each of those sustainability-
related risks and opportunities could
reasonably be expected to occur; and
(c) explain how the entity defines
‘short term’, ‘medium term’ and ‘long
term’ and how these definitions are
linked to the planning horizons used
by the entity for strategic decision-
making.

lllustrative Example of “Possible Disclosures”

® The Entity manages its business in line with a medium-term business plan formulated every three years under a ten-year vision of “Becoming

an Entity that contributes to people’s new lifestyles and safety.” Adapting to autonomous driving is one of the pillars of the current

medium-term business plan.

Because securing highly specialised Al professionals and software development personnel—which the Entity has identified as its human
capital-related risks and opportunities—is aligned with this business plan, the Entity adopts the same time horizons as the plan: one year for
the short term, three years for the medium term and ten years for the long term.
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Human Capital Disclosure — Strategy (3/11)

Effects of Human Capital-related Risks and Opportunities on the Business Model (1/2)

. . g (Reference)
Investor Expectations Possible Disclosures IFRS S1 Requirements

® By understanding an entity’s human capital-related risks and ® An entity may disclose
opportunities, investors can deepen their understanding of the business information on the current and
model the entity has developed, how its existing business model may anticipated material effects of
need to transform, and how the entity plans to carry out such human capital-related risks and
transformation. opportunities on the entity’s

® Information on an entity’s human capital management strategy— business model.

including the setting of competitive wage levels to secure the talent
necessary for executing its business strategy—is valuable for investors.

® [urthermore, as the spread of generative Al and other developments
may change the “Vision of Optimal Human Capital” and the “Necessary
Investments in Human Capital,” disclosure by the entity of how it
intends to respond to such changes is valuable to investors.

32. An entity shall disclose
information that enables users of
general purpose financial reports to
understand the current and
anticipated effects of sustainability-
related risks and opportunities on the
entity’s business model and value
chain. Specifically, the entity shall
disclose:

(a) a description of the current and
anticipated effects of sustainability-
related risks and opportunities on the
entity’s business model and value
chain; and

lllustrative Example of “Possible Disclosures”

compared with overseas competitors, in order to recruit talented individuals from around the world.

® Demand for autonomous driving is expected to increase rapidly in the future. As a result, the impact of securing “highly specialised Al
professionals” and “software development personnel” on the Entity’s business model is also expected to grow significantly. In light of this
situation, the Entity will introduce a global HR policy applied consistently across the group and provide competitive compensation packages
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Human Capital Disclosure — Strategy (4/11)
Effects of Human Capital-related Risks and Opportunities on the Business Model (2/2)

. . g (Reference)
Investor Expectations Possible Disclosures IFRS S1 Requirements

® By disclosing where and how human capital-related risks and ® An entity may disclose 2. _
opportunities affect the entity’s business model and value chain, information on where in the é?])tﬁy?sesﬁgﬂ;‘;’;?;&h;r:r:g f/r;?ue
investors can deepen their understanding of the entity’s human capital entity’s business model and chain sustainability-related risks and
management strategy, thereby enabling more informed decision-making value chain human opportunities are concentrated (for
in relation to that strategy. capital-related risks and example, geographical areas, facilities

it types of assets).
opportunities are concentrated, 24 ypes of assets)

lllustrative Example of “Possible Disclosures”

® The Entity considers that the part of its business model most affected by the practical implementation of autonomous driving will be the XX
Electronics Division, which engages in the relevant operations. This division is expected to become a major driver of the Entity’s growth in the
future, and in the long term, the Entity anticipates that it will have a significant impact on the Entity’s overall business model as well.
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Human Capital Disclosure — Strategy (5/11)

Financial Effects of Human Capital-related Risks and Opportunities

. . g (Reference)
Investor Expectations Possible Disclosures IFRS S1 Requirements

® |nvestments in human capital tend to reduce profit and lower capital
efficiency in the short term, given that most human capital investment is
recorded as an expense in financial statements. However, not only
entities but also investors are increasingly recognising that human
capital investment is a strategic investment that directly contributes to
growth and the enhancement of corporate value.

® Ensuring connectivity between financial statements and human capital
disclosures can be helpful to bridge the gap between the information
disclosed in the financial statements and the information investors
require. When such information cannot be presented quantitatively,
qualitative disclosures may also provide useful insights.

® An entity may disclose

quantitative and qualitative
information about how human
capital-related risks and
opportunities have affected its
financial position, financial
performance and cash flows for
the reporting period.

35. Specifically, an entity shall
disclose quantitative and qualitative
information about:

(a) how sustainability-related risks
and opportunities have affected its
financial position, financial
performance and cash flows for the
reporting period;

(b) the sustainability-related risks and
opportunities identified in
paragraph 35(a) for which there is a
significant risk of a material
adjustment within the next annual
reporting period to the carrying
amounts of assets and liabilities
reported in the related financial
statements;

lllustrative Example of “Possible Disclosures”

® Based on its human capital management strategy of securing “highly specialised Al professionals” and “software development personnel”
required for the practical implementation of autonomous driving, the Entity conducted training for Al software developers in collaboration with
a training institution in the United States and recognised ¥XX billion in training expenses for the current reporting period.
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Human Capital Disclosure — Strategy (6/11)

Anticipated Financial Effects of the Human Capital Management Strategy

. . g (Reference)
Investor Expectations Possible Disclosures IFRS S1 Requirements

® Among investors, the effects of an entity’s human capital management ® An entity may disclose 35. ...

strategy on future cash flows are widely regarded as the most important quantitative and qualitative OIS CIN S G IS ek
position to change over the short,

information within human capital disclosures. information about how the entity  megium and long term, given its
® Therefore, it is expected that an entity disclose such information in a expects its financial position, strategy to manage sustainability
manner that enables investors to understand the effects of the entity’s financial performance and cash Fet'ated “?(‘;S a{?d opportunities, taking
. . . INtO consideration: ...
humap capital management stratggy on |t§ future cash flows and flpws t.o change in th_e future, ol b e iy e e Tanesl
financial statements. When such information cannot be presented given its human capital performance and cash flows to
quantitatively, qualitative disclosures may also provide useful insights. management strategy for change over the short, medium and

managing human capital-related ~ 'ong term, given its strategy to

. o manage sustainability-related risks
risks and opportunities. and opportunities.

lllustrative Example of “Possible Disclosures”

1. The Entity plans to increase its training expenses for software development personnel in the Al field required for the practical implementation of
autonomous driving from ¥XX billion in the current reporting period to ¥XX billion in one year, ¥XX billion in three years and ¥XX billion in ten
years. As a result, the proportion of these training expenses within the Entity’s total training expenses is planned to increase from XX% in the
current reporting period to XX% in one year, XX% in three years and XX% in ten years, enabling the Entity to allocate training resources more
efficiently to priority areas.

2. With respect to the anticipated financial effects associated with the opportunity to secure “highly specialised Al professionals” and “software
development personnel” required for the practical implementation of autonomous driving, the Entity considers it difficult to distinguish and
identify those effects separately from other factors. However, the Entity expects that the personnel developed through this training will become
critical talent supporting its competitiveness in the autonomous-driving field—which is anticipated to become a major market in the future—and
will contribute to increases in future revenue and profit. Specifically, the Entity expects that such talent will make a significant contribution to
achieving the targets set out in its medium-term business plan—revenue of ¥XX billion, profit of ¥XX billion and ROIC of XX%—as well as the
long-term targets stated in its corporate vision—revenue of ¥XX billion, profit of ¥XX billion and ROIC of XX%. T




Human Capital Disclosure — Strategy (7/11)

Effects of Human Capital-related Risks and Opportunities on Human Capital Management Strategy and Decision-making (1/4)

. . . (Reference)
Investor Expectations Possible Disclosures IFRS S1 Requirements

® An entity can explain its business strategy and human capital
management strategy as an integrated story by clearly and logically
aligning the human capital-related risks and opportunities arising from
its business strategy with its human capital management strategy and
the human capital investments that respond to those risks and
opportunities.

® |t is valuable for investors when human capital management strategies
include following information:

What types of human capital are necessary to achieve the entity’s
business strategy and future success (Vision of Optimal Human
Capital).

What are the Necessary Investments in Human Capital for the
entity to attract such human capital, provide a workforce
environment in which they can grow, and encourage their
contributions.

Whether the entity is considering human capital-related risks and
opportunities that could reasonably be expected to have a
material impact on its future cash flows or affect the entity’s
prospects.

Whether the entity’s human capital management strategy is
aligned with its business strategy and business model.

® An Entity may disclose

information about how they have
responded to, and plans to
respond to, human
capital-related risks and
opportunities in their human
capital management strategy
and decision-making.

33. An entity shall disclose
information that enables users of
general purpose financial reports to
understand the effects of
sustainability-related risks and
opportunities on its strategy and
decision-making. Specifically, the
entity shall disclose information about:
(a) how the entity has responded to,
and plans to respond to,
sustainability-related risks and
opportunities in its strategy and
decision-making;
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Human Capital Disclosure — Strategy (8/11)

Effects of Human Capital-related Risks and Opportunities on Human Capital Management Strategy and Decision-making (2/4)

lllustrative Example of “Possible Disclosures”

® As a human capital management strategy addressing the human capital-related risks and opportunities associated with whether the Entity can
secure highly specialised Al professionals and software development personnel necessary for the practical implementation of autonomous
driving, the Entity has launched a “Workforce Capability Enhancement Project” and is implementing the following two-stage approach.

(i) Hiring of external talent

At present, the Entity has limited Al-related capabilities, and recognises that, in launching the “Workforce Capability Enhancement Project,” it is
essential to hire external professionals with cutting-edge expertise in the Al field. Accordingly, the Entity has appointed an externally recruited
professional as the project leader, who is responsible for developing the training programmes and internal rules necessary to enhance capability
of its workforce.

(i) Enhancement of employees’ skills

To transform the Entity’s business model in response to the accelerating trend towards autonomous driving, it is necessary that not only a
limited group of employees but, at a minimum, all employees of the XX Electronics Division understand the importance of Al and enhance their
skills. Accordingly, the “Workforce Capability Enhancement Project” team is developing an Entity-specific training system to facilitate the reskilling
of employees, mainly those in the XX Electronics Division. The Entity monitors the status of talent development by assessing reskilling progress
using a five-level scale from A to E. Looking ahead, the Entity will continue its reskilling initiatives under this proprietary training system. In
securing highly specialised Al professionals, the Entity recognises that, in addition to reskilling, the reform of its corporate culture—including the
development of a comfortable and supportive workforce environment—is also essential. The Entity therefore plans to implement various
measures to improve the workforce environment. To monitor employees’ circumstances, the Entity will track employee engagement scores and
other metrics, and will continue working to enhance the workforce environment.
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Human Capital Disclosure — Strategy (9/11)

Effects of Human Capital-related Risks and Opportunities on Human Capital Management Strategy and Decision-making (3/4)

. . g (Reference)
Investor Expectations Possible Disclosures IFRS S1 Requirements

® Disclosure of information regarding the progress, analysis, and ® An entity may disclose 33. ... .
challenges associated with the implementation of a human capital information about the progress (e?tittgehgg’gifjiff da::S;gsigz ;he
management strategy is valuable for investors’ investment against the plans the entity has reporting periods, including
decision-making. disclosed in previous reporting quantitative and qualitative

® Disclosure of plans under human capital management strategies periods. information; and

developed in the past and the subsequent progress in their
implementation constitutes material information, as it clarifies the
importance and direction of newly developed human capital
management strategies.

lllustrative Example of “Possible Disclosures”

® The cumulative number of software development personnel hired and trained through the current fiscal year, compared with the hiring and
training plans previously disclosed.

® As at the end of the current reporting period, the number of personnel who have reached Level B or above in their reskilling stage is XX.
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Human Capital Disclosure — Strategy (10/11)

Effects of Human Capital-related Risks and Opportunities on Human Capital Management Strategy and Decision-making (4/4)

. . g (Reference)
Investor Expectations Possible Disclosures IFRS S1 Requirements

® |n some cases, trade-offs may exist between human capital-related ® An Entity may disclose 33. ... -
risks and opportunities and other sustainability-related risks and information about trade-offs ﬁgfat{:g?i'sogsabf;";izg iﬂﬁfﬁ;@a&"a'ttyt'he
opportunities. related to human capital-related  gnity considered ...

® Disclosure of information on the interrelationships among sustainability risks and opportunities.

topics may, in such cases, be useful information for investors.

lllustrative Example of “Possible Disclosures”

(i) Trade-offs among different human capital-related risks and opportunities

In order to allocate resources, including human capital, to the XX Electronics Division, the Entity needs to implement business portfolio
transformation, such as scaling back other business divisions that are currently highly profitable but for which future growth is not expected.
Employees in the business divisions to be scaled back will be transferred to the XX Electronics Division and reskilled through the training
programmes described above so that they can become talent that contributes to the Entity’s growth.

(ii) Trade-offs between different sustainability topics

A trade-off exists between the opportunity to secure highly specialised Al professionals and software development personnel through the
acquisition of another entity’s Al business division and the risk of a significant increase in GHG emissions resulting from the large volume of
electricity consumed by Al data centres owned by the acquired division.
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Human Capital Disclosure — Strategy (11/11)

Resilience

. . g (Reference)
Investor Expectations Possible Disclosures IFRS S1 Requirements

® Because a human capital management strategy is long-term in nature,  ® An entity may assess and 41. An entity shall disclose
information that enables users of

it is developed based on various assumptions about the entity’s future disclose the nature of e
. ves . ) . . . . general purpose financial reports to
state. Acpordlngly, entities may need to dlsclqse |nformat|9n that unc_ertalntles arising from human  nderstand its capacity to adjust to
enables investors to understand the assumptions underlying the human capital-related risks, as well as the uncertainties arising from
capital management strategy. They may also need to disclose the the resilience of the entity’s S;J]Sffg?abl"'ty're'ate?,t“f,ks- A”de,’]‘ct'ty
c . . . . . . . snall disclose a qualitative and, |
measures the ent!ty would consider taking tp maintain the ef_fectlveness stratggy and business moc_jel in cronilieslile, CLETIEG Seacss a6l
of the human capital management strategy if those assumptions are not relation to such uncertainties. AN the resilience of its strategy and
met. Such disclosures can enhance investors’ confidence in the human entity may also disclose the time  business model in relation to its
capital management strategy. horizons considered in carrying ~ Sustainability-related risks, including
t h t information about how the
out such assessments. assessment was carried out and its

time horizon.

lllustrative Example of “Possible Disclosures”

® According to research conducted by XX, labour shortages in Japan are expected to become more severe over the long term as the working-age
population declines. In particular, the research indicates that the supply of specialised talent in the IT and Al fields is likely to become increasingly
constrained.

® On that basis, the Entity recognises that risks associated with implementing its human capital management strategy of securing highly specialised Al
professionals and software development personnel include the possibility that the Entity may be unable to acquire the external talent it had anticipated,
or that skilled employees developed through training programmes may leave the Entity, resulting in an inability to secure the required talent.

® To enhance the resilience of its human capital management strategy, the Entity is working to secure highly specialised Al professionals and software
development personnel by improving the workforce environment, as described in the “Strategy” section. In addition, through its “Risk Management”
processes, the Entity monitors progress in the implementation of the strategy. The status of such progress is reported to the Board of Directors, and the
Entity intends to revise its human capital management strategy as necessary, including its medium- to long-term strategy, to support the realisation of
the strategy. The Entity has also secured financial resources to cover additional personnel and training costs that may arise if circumstances change,
enabling it to take appropriate actions in response to revisions to the human capital management strategy.

b |
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3. Risk Management




Human Capital Disclosure in Line with IFRS S1 — Risk Management

Overall Risk Management Process
(the extent to which the human capital risk
management processes are integrated into
the overall risk management process)

Risk Management S1.44(c)

S1.44(a)
S1.44(b)

Risk Opportunity

Human Capital Risks / Opportunities

Identify Identify

Governance

Assess Assess

Human Capital Management Strategy

Prioritise Prioritise

Monitor Monitor

Human Capital Metrics / Targets

Note: If an entity integrates its risk management of sustainability-related risks and opportunities, the entity may integrate the disclosures on risk management instead of providing separate disclosures on risk
management for human capital-related risks and opportunities.
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Human Capital Disclosure — Risk Management (1/7)

Processes for Managing Human Capital-related Risks (1/5)

Investor Expectations Possible Disclosures

® Information on what inputs an entity uses to ® An entity may disclose the information about the 44. ... .
identify, assess, prioritize, and monitor human processes the entity uses to manage human (a) the processes and related policies the
capital-related risks can help investors evaluate capital-related risks. ST IEES 10 [EEN CEEEss, pianise

and monitor sustainability-related risks,

the adequacy of the entity’s risk management ® The entity may also disclose information about including information about:
activities. the inputs the entity uses in its risk (i) the inputs and parameters the entity

® |n addition, it is also important to consider management activities, such as data sources. uses (for example, information about data
unexpected events and changes in the sources and the scope of operations
dependencies and impacts of the entity’s business covered in the processes);

strategy and business model on human capital.

lllustrative Example of “Possible Disclosures”

® The Human Capital Management Office, chaired by the CEO and joined by the CHRO and other members, identifies, assesses, prioritises,
and monitors the risks and opportunities associated with human capital that are critical to executing the Entity’s medium- to long-term
management plan. The Office reports its activities to the Board of Directors on a quarterly basis, and when issues are identified, the basic
policies are supplemented or revised as necessary.

® Data source: Benchmarking of compensation levels for software development personnel.
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Human Capital Disclosure — Risk Management (2/7)

Processes for Managing Human Capital-related Risks (2/5)

Investor Expectations Possible Disclosures
IFRS S1 Requirements

Same as above ® An entity may disclose information about how 44. ... _
the entity assesses the nature, likelihood, and (@) (ii) whether and how the entity uses

magnitude of the effects of human

. ) of sustainability-related risks;
capital-related risks. v

(iif) how the entity assesses the nature,
likelihood and magnitude of the effects of
those risks (for example, whether the
entity considers qualitative factors,
quantitative thresholds or other criteria);

scenario analysis to inform its identification

lllustrative Example of “Possible Disclosures”

® The Human Capital Management Office identifies the risks and opportunities related to human capital that are necessary for executing the
medium- to long-term management plan. In doing so, it considers both the magnitude of the expected impact on the Entity’s prospect—such
as future cash flows and the cost of capital—and the likelihood of such risks materializing.

® The division assessed the likelihood of the risk of failing to secure sufficient software development personnel as moderate. It further
determined that, if this risk were to materialize, the resulting delays in software development—and consequently in establishing autonomous
driving technology—would have a high impact on cash flows. The likelihood assessment was based on the scarcity of the skills required of
development personnel in the labour market.
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Human Capital Disclosure — Risk Management (3/7)

Processes for Managing Human Capital-related Risks (3/5)

Investor Expectations Possible Disclosures
IFRS S1 Requirements

Same as above ® An entity may disclose information about 44. ... _
whether and how the entity prioritises human (@) (iv) whether and how the entity
capital-related risks relative to other types of prioritises sustainability-related

. risks relative to other types of risk;
risk. s

lllustrative Example of “Possible Disclosures”

® The prioritisation of risks and opportunities is conducted based on the magnitude of their potential impact on the Entity’s prospect and their
likelihood, as described above. However, when issues arise in executing the medium- to long-term management plan and such issues are
identified as being attributable to human capital, new human capital-related risks and opportunities may be established, or the prioritisation of
existing risks and opportunities may be revised.

® For example, securing software development personnel with highly scarce XX skills was assigned a high priority, as the likelihood of this risk
materializing was assessed to be high.

® Furthermore, the entity analysed software development areas that can be outsourced versus those that cannot, and assigned higher priority to
securing software development personnel possessing skills in areas where outsourcing is difficult.
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Human Capital Disclosure — Risk Management (4/7)

Processes for Managing Human Capital-related Risks (4/5)

Investor Expectations Possible Disclosures
IFRS S1 Requirements

Same as above ® An entity may disclose information about how S

the entity monitors human capital-related risks. (&) (v) how the entity monitors
sustainability-related risks;

Hlustrative Example of “Possible Disclosures”

® To monitor the identified risks and opportunities, the Entity has established metrics and targets that enable the Entity to measure the progress
of its human capital management strategy and assess that progress towards its targets.
® Software development personnel are categorized based on the sKkills required, and the quarterly hiring results for each skill category are

continuously aggregated against the planned number of hires. These results are reported to the XX Committee. Based on the progress
reported, the XX Committee decided to implement YY.
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Human Capital Disclosure — Risk Management (5/7)

Processes for Managing Human Capital-related Risks (5/5)

Investor Expectations Possible Disclosures
IFRS S1 Requirements

Same as above ® An entity may disclose information about how
the entity has changed the risk management
processes it uses compared with the previous
reporting period, if the entity changed the
process.

44. ...

(a) (vi) whether and how the entity has
changed the processes it uses compared
with the previous reporting period;

lllustrative Example of “Possible Disclosures”

® As the actual hiring results for software development personnel have begun to deviate from the hiring plan, the Entity has decided to increase

the monitoring frequency to a monthly basis and to implement XX as an additional measure.
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Human Capital Disclosure — Risk Management (6/7)

Processes for Managing Human Capital-related Opportunities

Investor Expectations Possible Disclosures
IFRS S1 Requirements

® \When an entity manages not only risks but also
opportunities, information about its management
processes may be useful to investors.

® An entity may disclose the information about the 44. ... _
processes used to manage human (b) the processes the ent|ty uses to

TN " identify, assess, prioritise and monitor
capital-relaied opportunities. sustainability-related opportunities;

lllustrative Example of “Possible Disclosures”

® To secure a large number of software development personnel within a short period, the Entity continuously gathers information from external
research firms regarding the feasibility of pursuing M&A with startups specializing in autonomous driving technology and has implemented XX
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Human Capital Disclosure — Risk Management (7/7)

Human Capital Risk Management Processes are Integrated into the Overall Risk Management Process

Investor Expectations Possible Disclosures
IFRS S1 Requirements

® An entity often have established processes for ® An Entity may disclose the information about S _
identifying, assessing, and responding to how the processes for managing human (c) the extent to which, and how, the
sustainability-related risks and opportunities as capital-related risks are integrated into the PEEEESEE el [REMINIY, EEEsIg,
. . . o . prioritising and monitoring sustainability-
part pf their ent_erprlse r!sk management process. entity’s overall risk management process. related risks and opportunities are
® In this context, information on how human integrated into and inform the entity’s
capital-related risk management processes are overall risk management process.

integrated into the overall risk management
process can help investors evaluate the adequacy
of an entity’s risk management activities. For this
reason, investors are interested in such
information.

Hlustrative Example of “Possible Disclosures’

® For human capital-related risks, the XX Committee, chaired by the CEO, conducts in-depth discussions and reports material matters to the
Executive Management Committee and the Board of Directors. In addition, as part of enterprise risk management, the Executive Management
Committee and the Board of Directors discuss important human capital-related risks together with other business risks and
sustainability-related risks.
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4. Metrics and Targets




Human Capital Disclosure in Line with IFRS S1 — Metrics and Targets

Disclosure of Metrics (Note2)
| | . . . . 46(a) S
Metrics required by Yes - Disclose metrics required by the ISSB Standards, if any = g
the ISSB standards? (At this point, no ISSB topic-specific standard for human capital has been issued.) ::; o
“
)
. - _ _ 46(b), 49
No | Metrics from existing Yes - Sources of guidance (name of the guidance)
o sources? . .
(Note 1) - Metrics from the sources (name of metrics)
N 't\:']etfici_tadti)usteg by - Definition of metrics 46(b), 50
O »| [he entity based on (including differences from the metrics of the sources)
existing sources? : : :
(Note 1) - Calculation method, inputs to the calculation, etc. m
=2
o : 46(b), 50 | EEN
No - Definition of metrics oS
(Metrics developed by the entity) - Calculation method, inputs to the calculation, etc. @ ﬂ:’h
(g
Disclosure of Targets
- Targets set towards achieving its human capital - Quantitative or qualitative targets 51
management strategy - Period over which the target applies, milestones and interim targets,
- Targets required by law or regulation performance against each target, etc.

Note 1: The SASB Standards, the CDSB Framework Application Guidance, the GRI Standards, the ESRS, and most recent pronouncements of other standard-setting bodies whose requirements are designed to
meet investors’ needs.[IFRS S1 Paragraphs 47, 57, 58 and C2]

Note 2: Metrics disclosed shall include metrics associated with particular business models, activities or other common features that characterise participation in an industry. [IFRS S1 Paragraph 48] 69



Human Capital Disclosure — Metrics and Targets (1/7)

Disclosure of Metrics (1/2)

(Reference)
Investor Expectations Possible Disclosures IFRS S1 Requirements

For an entity to enhance corporate value over the long term in a sustainable = ® An entity may disclose metrics the  46. An entity shall disclose, for each

manner, it is important to monitor, using metrics, the progress in entity uses to measure and monitor  Sustainability-related risk and
implementing the human capital management strategy to realise the human capital-related risks and nggggg'% tgf?;gft“r:g ;i?i“:’?gably be
business strategy. opportunities that could reasonably  /5chects:
® Useful metrics and targets (which may be a combination of entity-specific be expected to affect the entity’s (a) metrics required by an applicable
and comparable metrics) are ones that the entity uses to: cash flows, etc, as well as the IFRS Sustainability Disclosure
* make it clear how its human capital management strategy contributes entities’ performance in relation to Standard; and
to achieving its business strategy, through human capital-related the risk or opportunity. () MENTIES (G G 525 18 MEEEliE
initiatives and their expected effects, given the business strategy’s and ® In doing so, entities may disclose a an(zi)m ot?:;c*:réustainabi|ity-re|ated risk
business model's dependencies and impacts on human capital; and combination of entity-specific or opportunity; and
« assess the progress of those initiatives toward achieving its targets. metrics that are important for (ii) its performance in relation to
® Because it takes time for the effects of a human capital management monitoring their human capital that sustainability-related risk
strategy to be reflected in the financial statements, demonstrating the management strategy and or opportunity, including
progress of the strategy using such metrics is important. investments in human capital, f;ggerft?titﬁ;v:;if 2?;:;3%
® |t is useful to provide explanations regarding the linkage between disclosed together with metrics that enable targets it is required to meet by
human capital-related metrics and the financial statements. In particular, it is investors to compare entities. law or regulation.
important for personnel expenses, including investments in human capital ® An entity may disclose progress
development, to be disclosed as sustainability information while ensuring towards any targets the entity has
connectivity with figures in the financial statements. set.

® As entities differ in their business strategies and business models, it is
important for each entity to use a human capital management strategy that
addresses its entity-specific challenges, together with entity-specific metrics
to monitor the progress of that strategy, in order to support meaningful
discussions by the Board of Directors. It is also considered useful to disclose
such metrics.



Human Capital Disclosure — Metrics and Targets (2/7)

Disclosure of Metrics (2/2)

lllustrative Example of “Possible Disclosures”

® To monitor progress toward the realisation of the human capital management strategy objectives described under “Strategy,” the Entity has
established the following metrics. There have been no changes from the previous fiscal year.

Current Fiscal Year 1 Year Later 3 Years Later 10 Years Later

XX Electronics Division

Highly specialised Al professionals XX (persons) XX (persons) XX (persons) XX (persons)
Software development personnel*1 XX (persons) XX (persons) XX (persons) XX (persons)
Training for Al-related software development personnel*2 XX billion yen XX billion yen XX billion yen XX billion yen
<Workforce Environment>

Employee engagement score*3 XX% XX% XX% XX%
Turnover rate XX% XX% XX% XX%
Paid leave utilisation rate XX% XX% XX% XX%

*1: “Software development personnel” refers to workers whose skill level has been recognised as Level B or above under the Entity’s training programme (criteria for

Level Ato E: see p. XX).
*2: Of the XX billion yen recorded in the current fiscal year as “training for Al-related software development personnel,” this amount is included in “Selling, general and

administrative expenses” in the consolidated financial statements.
*3: “Employee engagement score” refers to the positive-response rate among regular employees in the Entity’s employee survey, based on the following survey

questions: XX, XX and XX.

Hiring and training of “highly specialised Al professionals” and “software development personnel” are proceeding as planned. On the other hand,
improvements in the employee engagement score are falling short of the plan because of XX. Accordingly, the Entity will focus on improving the

workforce environment and will implement measures including XX.




Human Capital Disclosure — Metrics and Targets (3/7)

Comparable Metrics

. . g (Reference)
Investor Expectations Possible Disclosures IFRS S1 Requirements

® From a comparability perspective, investors may place emphasis on ® |[f an entity discloses a human 49. If an entity discloses a metric
metrics specified in existing sustainability disclosure standards and capital metric taken from a tsake” el
. . - ustainability Disclosure Standards,
frameworks. source (existing sustainability the entity shall identify the source and
® \With respect to such comparable metrics, entities are expected to disclosure standards and the metric taken.
explain them in alignment with their human capital-related risks and frameworks) other than IFRS
opportunities and/or their human capital management strategy. Sustainability Disclosure
® Following metrics are useful and expected to be disclosed by a wide Standards, the entity may
range of entities — (1) employee numbers, (2) personnel expenses, (3) identify the source and the
turnover rate, and (4) employee engagement score metric taken.

® |t has also been noted that, in relation to human capital-related risks
and opportunities that are common within a particular industry, the
disclosure of metrics that enable a high level of comparability among
entities within that industry is valuable.



Human Capital Disclosure — Metrics and Targets (4/7)
Entity-specific Metrics (1/2)

. . . (Reference)
Investor Expectations Possible Disclosures IFRS S1 Requirements

® |t has been noted that, if an entity discloses metrics that have been ® If a human capital metric (entity-  50. If a metric has been developed by
adjusted from human capital-related metrics specified in existing specific metric) has been ﬁ;;rr:gib t:zbegj'tt_y shall disclose
S’Fandards_or frameworks, it is valuaple for such adjustments to be developed by an entity, and (a) how the metric is defined,
disclosed in a manner that enables investors to understand them. where such metric is derived by  including whether it is derived by

adjusting a human
capital-related metric taken from
a source other than IFRS
Sustainability Disclosure
Standards (existing sustainability
disclosure standards or
frameworks), in order to provide
basis for investor’s
understanding, an entity may
disclose information including:
v how the metric is defined,
(e.g., the source and how the
metric disclosed by the entity
differs from the metric
specified in that source)
v’ the method used to calculate
the metric
v The inputs to the calculation

adjusting a metric taken from a source
other than IFRS Sustainability
Disclosure Standards and, if so, which
source and how the metric disclosed
by the entity differs from the metric
specified in that source;

(b) whether the metric is an absolute
measure, a measure expressed in
relation to another metric or a
qualitative measure (such as a red,
amber, green—or RAG—status);

(c) whether the metric is validated by
a third party and, if so, which party;
and

(d) the method used to calculate the
metric and the inputs to the
calculation, including the limitations of
the method used and the significant
assumptions made.
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Human Capital Disclosure — Metrics and Targets (5/7)

Entity-specific Metrics (2/2)

. . . (Reference)
Investor Expectations Possible Disclosures IFRS S1 Requirements

® FEven within the same industry, business strategies may vary from entity ® If a human capital metric (entity-

to entity, and the human capital management strategies that support specific metric) has been
them are also considered to vary accordingly. Therefore, the metrics developed by an entity, and
used to measure progress in human capital management strategies are where such metric is not derived
likely to be entity-specific. by adjusting a human
® \With respect to entity-specific metrics, in addition to the disclosure of capital-related metric taken from
the definitions of the metrics, the methods used to calculate them, and a source (existing sustainability
the inputs to the calculation, investors also expect the following disclosure standards or
disclosures: frameworks), in order to provide
« the reasons why the entity-specific metrics are important basis for investor’s
» an explanation of how the metrics are aligned with the human understanding, an entity may
capital management strategy of the entity disclose information including:
» time-series performance that enables an assessment of progress v how the metric is defined,
and comparability over time (including a statement that the
« connectivity with the current period’s financial statement figures metric has been developed by
® |t has also been noted that the disclosure of human capital-related the entity)
metrics that contribute to enhancing creativity and productivity is v’ the method used to calculate
valuable. When these metrics are used, an entity is expected to the metric
consider which metrics represent creativity and productivity for the v The inputs to the calculation

entity, taking into account their entity-specific circumstances.

50. If a metric has been developed by
an entity, the entity shall disclose
information about:

(a) how the metric is defined,
including whether it is derived by
adjusting a metric taken from a source
other than IFRS Sustainability
Disclosure Standards and, if so, which
source and how the metric disclosed
by the entity differs from the metric
specified in that source;

(b) whether the metric is an absolute
measure, a measure expressed in
relation to another metric or a
qualitative measure (such as a red,
amber, green—or RAG—status);

(c) whether the metric is validated by
a third party and, if so, which party;
and

(d) the method used to calculate the
metric and the inputs to the
calculation, including the limitations of
the method used and the significant
assumptions made.

lllustrative Example of “Possible Disclosures”

the number of software development personnel who satisfy these criteria as an entity-specific metric.

® As there were no relevant metrics available under existing sustainability disclosure standards or frameworks, the Entity specified XX and XX
as the criteria that software development personnel required for the practical implementation of autonomous driving must meet, and defined

14




Human Capital Disclosure — Metrics and Targets (6/7)

Disclosure of Changes in Metrics

Investor Expectations Possible Disclosures

To understand the progress in the implementation of a human capital
management strategy over time, the definitions and calculation methods
of the metrics used need to be consistent over time. However, metrics
may be changed as a result of material changes in the business
strategy or human capital management strategy. Accordingly, if an entity
redefines or replaces a human capital metric, investors need
information about the reasons for those changes.

Disclosure of a revised comparative amount based on the redefined or
replacement metric enhances time-series comparability and is
considered useful information for investors.

If an entity redefines or replaces

a human capital metric in the
reportlng period, the entity may
explain the changes
» explain the reasons for
those changes; and

* Disclose a revised
comparative amount

based on the redefined or

replacement metric.
If an entity introduces a new
metric in the reporting period, it
shall disclose a comparative
amount for that metric.

(Reference)
IFRS S1 Requirements

B52. If an entity redefines or replaces
a metric in the reporting period, the
entity shall:

(a) disclose a revised comparative
amount, unless it is impracticable to
do so;

(b) explain the changes; and

(c) explain the reasons for those
changes, including why the redefined
or replacement metric provides more
useful information.

B53. If an entity introduces a new
metric in the reporting period, it shall
disclose a comparative amount for
that metric unless it is impracticable to
do so.

lllustrative Example of “Possible Disclosures”

In response to advances in autonomous driving technology, the Entity changed one of the criteria that the software development personnel
are required to meet from XX to XX. As a result, the Entity recalculated the number of the software development personnel hired that had
been disclosed in the previous fiscal year based on the revised definition and disclosed the updated figure.




Human Capital Disclosure — Metrics and Targets (7/7)

Disclosure of Targets

(Reference)
IFRS S1 Requirements

Investor Expectations Possible Disclosures

® Presenting the vision (targets) that a human capital management
strategy seeks to achieve, and disclosing information that enables the
monitoring of progress toward those targets, is valuable for investors.
® |[nvestors often note that it is important to set human capital-related
targets to be aligned with the strategic targets. For example, considering
that human capital management strategy plays a critical role in
achieving the business strategy, investors commented that the time
horizons for human capital-related targets should be set in line with the
time horizons of the strategic targets.
® |n relation to targets, the following information is particularly useful:
* progress toward previously disclosed targets;
« analysis of performance against those targets; and
* identified challenges.
® Human capital management strategies may be changed in response to
revisions to the business strategy or progress in implementing the
business strategy. In such cases, information should be provided in
relation to targets, including whether any revisions were made to the
targets and, if not, the reasons why the targets were not revised.

® An entity shall disclose following
information about human capital target:

v’ the metric used to set the target and
to monitor progress towards
reaching the target;

v' the specific quantitative or
qualitative target the entity uses;

v' the period over which the target
applies;

v’ the base period from which progress
is measured(e.qg., fiscal year XX as
the base year);

v any milestones and interim targets;

v’ performance against each target
and an analysis of trends or
changes in the entity’s performance;
and

v' any revisions to the target and an
explanation for those revisions.

51. An entity shall disclose
information about the targets it has set
to monitor progress towards achieving
its strategic goals, and any targets it is
required to meet by law or regulation.
For each target, the entity shall
disclose:

(a) the metric used to set the target
and to monitor progress towards
reaching the target;

(b) the specific quantitative or
qualitative target the entity has set or
is required to meet;

(c) the period over which the target
applies;

(d) the base period from which
progress is measured;

(e) any milestones and interim targets;
(f) performance against each target
and an analysis of trends or changes
in the entity’s performance; and

(g) any revisions to the target and an
explanation for those revisions.

lllustrative Example of “Possible Disclosures”

® In order to set targets for securing software development personnel necessary for the practical implementation of autonomous driving and to manage
progress toward achieving those targets, the Entity established, as a metric, the number of software development personnel who meet the Entity’s
definition of such personnel. As specific quantitative targets, the Entity aims to hire XX personnel within one year, XX personnel within three years, and
XX personnel within ten years. In the current fiscal year, the number of software development personnel hired was XX. While progress toward the
targets shows an improving trend when viewed on a time-series basis, the Entity analyses that XX.
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