July 29, 2022

International Sustainability Standards Board
Columbus Building

7 Westferry Circus, Canary Wharf

London, E14 4HD

Japanese Bankers Association

JBA comments on the ISSB Exposure Draft: “IFRS S1 General Requirements for
Disclosure of Sustainability-related Financial Information”

Dear Sirs/Madams:

The Japanese Bankers Association! (JBA) appreciates the opportunity to provide our comments on the
International Sustainability Standards Board’s (ISSB) Exposure Draft: “IFRS SI General Requirements for
Disclosure of Sustainability-related Financial Information™? (hereafter “the Exposure Draft”) released on
March 31, 2022.

We hope that our comments will contribute to further discussions at the ISSB.

Responses to specific questions

Question 2—Objective (paragraphs 1-7)

The Exposure Draft sets out proposed requirements for entities to disclose sustainability-related financial
information that provides a sufficient basis for the primary users of the information to assess the implications

of sustainability-related risks and opportunities on an entity’s enterprise value.

Enterprise value reflects expectations of the amount, timing and uncertainty of future cash flows over the
short, medium and long term and the value of those cash flows in the light of the entity’s risk profile, and its
access to finance and cost of capital. Information that is essential for assessing the enterprise value of an

entity includes information in an entity’s financial statements and sustainability-related financial information.

Sustainability-related financial information is broader than information reported in the financial statements
that influences the assessment of enterprise value by the primary users. An entity is required to disclose
material information about all of the significant sustainability-related risks and opportunities to which it is
exposed. Sustainability-related financial information should, therefore, include information about the entity’s
governance of and strategy for addressing sustainability-related risks and opportunities and about decisions

made by the entity that could result in future inflows and outflows that have not yet met the criteria for

recognition in the related financial statements. Sustainability-related financial information also depicts the
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reputation, performance and prospects of the entity as a consequence of actions it has undertaken, such as its
relationships with, and impacts and dependencies on, people, the planet and the economy, or about the entity’s

development of knowledge-based assets.

The Exposure Draft focuses on information about significant sustainability-related risks and opportunities

that can reasonably be expected to have an effect on an entity’s enterprise value.
(a) Is the proposed objective of disclosing sustainability-related financial information clear? Why or why not?

(b) Is the definition of ‘sustainability-related financial information’ clear (see Appendix A)? Why or why not?

If not, do you have any suggestions for improving the definition to make it clearer?

(a)
The Exposure Draft does not provide a definition for the term “significant sustainability-related risks and
opportunities”. It should provide a clear process for how “significance” is assessed and make it clear that it

differs from the “materiality”’, which is the basis for determining whether disclosure is optional.

(b)
The Exposure Draft should clearly define the term “sustainability”. Indicating whether sustainability is used in
the sense of “non-financial” is useful for comparison with sustainability disclosure standards developed by other

standard setting bodies.

Question 3—Scope (paragraphs 8-10)

Proposals in the Exposure Draft would apply to the preparation and disclosure of sustainability-related
financial information in accordance with IFRS Sustainability Disclosure Standards. Sustainability-related
risks and opportunities that cannot reasonably be expected to affect users’ assessments of the entity’s

enterprise value are outside the scope of sustainability-related financial disclosures.

The Exposure Draft proposals were developed to be applied by entities preparing their general purpose
financial statements with any jurisdiction’s GAAP (so with IFRS Accounting Standards or other GAAP).

Do you agree that the proposals in the Exposure Draft could be used by entities that prepare their general
purpose financial statements in accordance with any jurisdiction’s GAAP (rather than only those prepared in

accordance with IFRS Accounting Standards)? If not, why not?

We agree with the proposal. However, please avoid requiring reconciliation with accounting standards in each
jurisdiction in order to allow GAAP, which differs from IFRS Accounting Standards, as doing so would increase

the burden on entities and could undermine the spread of sustainability disclosures.

Question 4—Core content (paragraphs 11-35)




The Exposure Draft includes proposals that entities disclose information that enables primary users to assess
enterprise value. The information required would represent core aspects of the way in which an entity

operates.

This approach reflects stakeholder feedback on key requirements for success in the Trustees’ 2020

consultation on sustainability reporting, and builds upon the well-established work of the TCFD.
Governance

The Exposure Draft proposes that the objective of sustainability-related financial disclosures on governance

would be:

to enable the primary users of general purpose financial reporting to understand the governance processes,
controls and procedures used to monitor and manage significant sustainability-related risks and

opportunities.
Strategy

The Exposure Draft proposes that the objective of sustainability-related financial disclosures on strategy

would be:

to enable users of general purpose financial reporting to understand an entity’s strategy for addressing

significant sustainability-related risks and opportunities.
Risk management

The Exposure Draft proposes that the objective of sustainability-related financial disclosures on risk

management would be:

to enable the users of general purpose financial reporting to understand the process, or processes, by
which sustainability-related risks and opportunities are identified, assessed and managed. These
disclosures shall also enable users to assess whether those processes are integrated into the entity’s overall
risk management processes and to evaluate the entity’s overall risk profile and risk management

processes.
Metrics and targets

The Exposure Draft proposes that the objective of sustainability-related financial disclosures on metrics and

targets would be:

to enable users of general purpose financial reporting to understand how an entity measures, monitors and
manages its significant sustainability-related risks and opportunities. These disclosures shall enable users

to understand how the entity assesses its performance, including progress towards the targets it has set.

(a) Are the disclosure objectives for governance, strategy, risk management and metrics and targets clear and

appropriately defined? Why or why not?




(b) Are the disclosure requirements for governance, strategy, risk management and metrics and targets

appropriate to their stated disclosure objective? Why or why not?

(a)

Overall, there is a concern that the requirements are not principles-based, but rather rules-based. A global
baseline should be provided, and a framework should be developed to enable disclosure to be made based on
the judgment of each entity, rather than placing an excessive burden on entities. We are concerned that, as a
result of the adoption of a rules-based approach, management might not be able to adequately express its
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intentions to investors under the IFRS’s “tell the story”.

(b)

We understand that disclosure based on the four core contents of “Governance”, “Strategy”, “Risk management”,
and “Metrics and targets” was originally designed to enhance the disclosure of climate-related information.
Therefore, when applying the four core contents to sustainability-related financial disclosures other than
climate-related disclosures (e.g., human capital, diversity, etc.), given the nature of the relevant sustainability-
related financial disclosures, it is necessary to fully consider whether disclosure based on the four core contents

is truly appropriate.

Question 5—Reporting entity (paragraphs 37-41)

The Exposure Draft proposes that sustainability-related financial information would be required to be

provided for the same reporting entity as the related general purpose financial statements.

The Exposure Draft proposals would require an entity to disclose material information about all of the
significant sustainability-related risks and opportunities to which it is exposed. Such risks and opportunities

relate to activities, interactions and relationships and use of resources along its value chain such as:

* its employment practices and those of its suppliers, wastage related to the packaging of the products it sells,

or events that could disrupt its supply chain;
* the assets it controls (such as a production facility that relies on scarce water resources);

* investments it controls, including investments in associates and joint ventures (such as financing a

greenhouse gas-emitting activity through a joint venture); and
« sources of finance.

The Exposure Draft also proposes that an entity disclose the financial statements to which sustainability-

related financial disclosures relate.

(a) Do you agree that the sustainability-related financial information should be required to be provided for

the same reporting entity as the related financial statements? If not, why?




(b) Is the requirement to disclose information about sustainability-related risks and opportunities related to
activities, interactions and relationships, and to the use of resources along its value chain, clear and
capable of consistent application? Why or why not? If not, what further requirements or guidance would

be necessary and why?

(¢) Do you agree with the proposed requirement for identifying the related financial statements? Why or why

not?

(a)

We believe that it is possible to align the scope of consolidation between sustainability-related financial
information and related financial statements in the future. However, entities’ readiness for sustainability
disclosure varies widely, and the burden and impact of disclosure is significant for large multinational
corporations and conglomerates. Therefore, a certain grace period is necessary, such as by first limiting the

scope of reporting entities and then gradually expanding the scope in stages.

Question 6—Connected information (paragraphs 42-44)

The Exposure Draft proposes that an entity be required to provide users of general purpose financial reporting
with information that enables them to assess the connections between (a) various sustainability-related risks
and opportunities; (b) the governance, strategy and risk management related to those risks and opportunities,
along with metrics and targets; and (c) sustainability-related risks and opportunities and other information in

general purpose financial reporting, including the financial statements.

(a) Is the requirement clear on the need for connectivity between various sustainability-related risks and

opportunities? Why or why not?

(b) Do you agree with the proposed requirements to identify and explain the connections between
sustainability-related risks and opportunities and information in general purpose financial reporting,

including the financial statements? Why or why not? If not, what do you propose and why?

(a)

The Exposure Draft includes examples of connected information, but it is difficult to identify connected
information for one’s own sector, as circumstances vary by sector. In addition, in many cases, sustainability-
related information assumes a longer-term time horizon than financial statements, which might make it difficult
to identify relevant connected information properly. Therefore, specific guidance for identifying connected

information is needed.

Question 7—Fair presentation (paragraphs 45-55)

The Exposure Draft proposes that a complete set of sustainability-related financial disclosures would be

required to present fairly the sustainability-related risks and opportunities to which an entity is exposed. Fair




presentation would require the faithful representation of sustainability-related risks and opportunities in
accordance with the proposed principles set out in the Exposure Draft. Applying IFRS Sustainability
Disclosure Standards, with additional disclosure when necessary, is presumed to result in sustainability-

related financial disclosures that achieve a fair presentation.

To identify significant sustainability-related risks and opportunities, an entity would apply IFRS
Sustainability Disclosure Standards. In addition to IFRS Sustainability Disclosure Standards to identify
sustainability-related risks and opportunities, the entity shall consider the disclosure topics in the industry-
based SASB Standards, the ISSB’s non-mandatory guidance (such as the CDSB Framework application
guidance for water- and biodiversity-related disclosures), the most recent pronouncements of other standard-
setting bodies whose requirements are designed to meet the needs of users of general purpose financial
reporting, and sustainability-related risks and opportunities identified by entities that operate in the same

industries or geographies.

To identify disclosures, including metrics, that are likely to be helpful in assessing how sustainability-related
risks and opportunities to which it is exposed could affect its enterprise value, an entity would apply the
relevant IFRS Sustainability Disclosure Standards. In the absence of an IFRS Sustainability Disclosure
Standard that applies specifically to a sustainability-related risk and opportunity, an entity shall use its
judgement in identifying disclosures that (a) are relevant to the decision-making needs of users of general
purpose financial reporting; (b) faithfully represent the entity’s risks and opportunities in relation to the
specific sustainability-related risk or opportunity; and (c) are neutral. In making that judgement, entities
would consider the same sources identified in the preceding paragraph, to the extent that they do not conflict
with an IFRS Sustainability Disclosure Standard.

(a) Is the proposal to present fairly the sustainability-related risks and opportunities to which the entity is

exposed, including the aggregation of information, clear? Why or why not?

(b) Do you agree with the sources of guidance to identify sustainability-related risks and opportunities and
related disclosures? If not, what sources should the entity be required to consider and why? Please explain
how any alternative sources are consistent with the proposed objective of disclosing sustainability-related

financial information in the Exposure Draft.

(a)

Paragraphs 51-54 of the Exposure Draft propose requiring the consideration of standards other than IFRS
Sustainability Disclosure Standards to identify sustainability-related risks and opportunities. In this regard,
“shall consider” in these paragraphs should be changed to “may consider”, because there is concern that the

scope of consideration could be very broad and might lead to an undue burden on disclosing entities.

Question 8—Materiality (paragraphs 56-62)

The Exposure Draft defines material information in alignment with the definition in IASB’s Conceptual




Framework for General Purpose Financial Reporting and IAS 1. Information ‘is material if omitting,
misstating or obscuring that information could reasonably be expected to influence decisions that the primary
users of general purpose financial reporting make on the basis of that reporting, which provides information

about a specific reporting entity’.

However, the materiality judgements will vary because the nature of sustainability-related financial
information is different to information included in financial statements. Whether information is material also

needs to be assessed in relation to enterprise value.

Material sustainability-related financial information disclosed by an entity may change from one reporting
period to another as circumstances and assumptions change, and as expectations from the primary users of
reporting change. Therefore, an entity would be required to use judgement to identify what is material, and
materiality judgements are reassessed at each reporting date. The Exposure Draft proposes that even if a
specific IFRS Sustainability Disclosure Standard contained specific disclosure requirements, an entity would
need not to provide that disclosure if the resulting information was not material. Equally, when the specific
requirements would be insufficient to meet users’ information needs, an entity would be required to consider

whether to disclose additional information. This approach is consistent with the requirements of IAS 1.

The Exposure Draft also proposes that an entity need not disclose information otherwise required by the
Exposure Draft if local laws or regulations prohibit the entity from disclosing that information. In such a case,

an entity shall identify the type of information not disclosed and explain the source of the restriction.

(a) Is the definition and application of materiality clear in the context of sustainability-related financial

information? Why or why not?

(b) Do you consider that the proposed definition and application of materiality will capture the breadth of
sustainability-related risks and opportunities relevant to the enterprise value of a specific entity, including

over time? Why or why not?

(c) Is the Exposure Draft and related Illustrative Guidance useful for identifying material sustainability-

related financial information? Why or why not? If not, what additional guidance is needed and why?

(d) Do you agree with the proposal to relieve an entity from disclosing information otherwise required by the
Exposure Draft if local laws or regulations prohibit the entity from disclosing that information? Why or

why not? If not, why?

(a)

As the process of making “materiality” judgments for all of the identified “significant sustainability-related risks
and opportunities” will create confusion, a clear guidance on such process should be provided.

We believe that it will be possible to generally align the content of materiality across industries by referring to
the SASB’s Materiality Map. However, we understand that each disclosing entity will ultimately determine their
materiality and it is important for them to explain the background behind the conclusion (e.g., the reason why

an entity set its own materiality different from the SASB’s Materiality Map, etc.).



(©)
While “materiality” is defined in the Exposure Draft, we believe that a detailed explanation is needed, such as

by providing additional guidance, since no approach for the materiality judgement has been agreed upon.

Question 9—Frequency of reporting (paragraphs 66-71)

The Exposure Draft proposes that an entity be required to report its sustainability-related financial disclosures
at the same time as its related financial statements, and the sustainability-related financial disclosures shall

be for the same reporting period as the financial statements.

Do you agree with the proposal that the sustainability-related financial disclosures would be required to be

provided at the same time as the financial statements to which they relate? Why or why not?

The proposal would impose a significant burden on entities from the perspective of data collection, and it is not
practical. In addition, in order to achieve simultaneous reporting, it is considered that the timing of the reporting
of sustainability-related financial disclosures and that of financial statements might be adjusted to the later of
the two, which might impair the timeliness of the disclosure. Therefore, while simultaneous reporting is
desirable, we would like to suggest a flexible approach to allow a lag in reporting for sustainability-related
information.

For example, the reporting of sustainability-related financial disclosures could, in principle, be required at the
same time as related financial statements. However, in cases where that is not possible, it should be allowed to
use different reporting periods or to report sustainability-related financial information of the previous financial

year instead of the same financial year, along with an explanation and the reason for such changes.

Question 10—Location of information (paragraphs 72-78)

The Exposure Draft proposes that an entity be required to disclose information required by the IFRS
Sustainability Disclosure Standards as part of its general purpose financial reporting—ie as part of the same

package of reporting that is targeted at investors and other providers of financial capital.

However, the Exposure Draft deliberately avoids requiring the information to be provided in a particular
location within the general purpose financial reporting so as not to limit an entity’s ability to communicate
information in an effective and coherent manner, and to prevent conflicts with specific jurisdictional

regulatory requirements on general purpose financial reporting.

The proposal permits an entity to disclose information required by an IFRS Sustainability Disclosure Standard
in the same location as information disclosed to meet other requirements, such as information required by
regulators. However, the entity would be required to ensure that the sustainability-related financial disclosures

are clearly identifiable and not obscured by that additional information.

Information required by an IFRS Sustainability Disclosure Standard could also be included by cross-




reference, provided that the information is available to users of general purpose financial reporting on the
same terms and at the same time as the information to which it is cross-referenced. For example, information

required by an IFRS Sustainability Disclosure Standard could be disclosed in the related financial statements.

The Exposure Draft also proposes that when IFRS Sustainability Disclosure Standards require a disclosure

of common items of information, an entity shall avoid unnecessary duplication.

(a) Do you agree with the proposals about the location of sustainability-related financial disclosures? Why or

why not?

(b) Are you aware of any jurisdiction-specific requirements that would make it difficult for an entity to

provide the information required by the Exposure Draft despite the proposals on location?

(¢) Do you agree with the proposal that information required by IFRS Sustainability Disclosure Standards
can be included by cross-reference provided that the information is available to users of general purpose
financial reporting on the same terms and at the same time as the information to which it is cross-

referenced? Why or why not?

(d) Is it clear that entities are not required to make separate disclosures on each aspect of governance, strategy
and risk management for individual sustainability-related risks and opportunities, but are encouraged to
make integrated disclosures, especially where the relevant sustainability issues are managed through the

same approach and/or in an integrated way? Why or why not?

()

We agree with the proposal to allow cross-references, but we need a more specific explanation of the conditions
for “on the same terms and at the same time”.

In addition, regarding cross-references that refer to other documents, please carefully identify the points at issue,
such as whether there will be any issues in obtaining future audits and guarantees, before proceeding with

consideration of this proposal.

Question 11—Comparative information, sources of estimation and outcome uncertainty, and
errors (paragraphs 63—65, 79-83 and 84-90)

The Exposure Draft sets out proposed requirements for comparative information, sources of estimation and
outcome uncertainty, and errors. These proposals are based on corresponding concepts for financial
statements contained in IAS 1 and IAS 8.

However, rather than requiring a change in estimate to be reported as part of the current period disclosures,
the Exposure Draft proposes that comparative information which reflects updated estimates be disclosed,

except when this would be impracticable—ie the comparatives would be restated to reflect the better estimate.

The Exposure Draft also includes a proposed requirement that financial data and assumptions within

sustainability-related financial disclosures be consistent with corresponding financial data and assumptions




used in the entity’s financial statements, to the extent possible.
(a) Have these general features been adapted appropriately into the proposals? If not, what should be changed?

(b) Do you agree that if an entity has a better measure of a metric reported in the prior year that it should

disclose the revised metric in its comparatives?

(c) Do you agree with the proposal that financial data and assumptions within sustainability-related financial
disclosures be consistent with corresponding financial data and assumptions used in the entity’s financial
statements to the extent possible? Are you aware of any circumstances for which this requirement will

not be able to be applied?

(b)

We do not agree with the proposal, because it is difficult in practice. Under IFRS Accounting Standards, changes
in estimates are recognised prospectively, and it is not persuasive to change the comparatives only for
sustainability-related financial information. The purpose of sustainability disclosure is to consider short-,
medium- and long-term time horizons for how entities will respond in the future. Therefore, it is not in line with

the purpose of disclosure to include statements that are overly focused on the past.

()
Flexibility should be allowed in sustainability-related financial disclosures as uncertainty increases with longer

time horizons.

Question 12—Statement of compliance (paragraphs 91-92)

The Exposure Draft proposes that for an entity to claim compliance with IFRS Sustainability Disclosure
Standards, it would be required to comply with the proposals in the Exposure Draft and all of the requirements
of applicable IFRS Sustainability Disclosure Standards. Furthermore, the entity would be required to include

an explicit and unqualified statement that it has complied with all of these requirements.

The Exposure Draft proposes a relief for an entity. It would not be required to disclose information otherwise
required by an IFRS Sustainability Disclosure Standard if local laws or regulations prohibit the entity from
disclosing that information. An entity using that relief is not prevented from asserting compliance with IFRS

Sustainability Disclosure Standards.

Do you agree with this proposal? Why or why not? If not, what would you suggest and why?

We agree with the proposal.

Question 13—Effective date (Appendix B)

The Exposure Draft proposes allowing entities to apply the Standard before the effective date to be set by the
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ISSB. It also proposes relief from the requirement to present comparative information in the first year the

requirements would be applied to facilitate timely application of the Standard.

(a) When the ISSB sets the effective date, how long does this need to be after a final Standard is issued?
Please explain the reason for your answer, including specific information about the preparation that will
be required by entities applying the proposals, those using the sustainability-related financial disclosures

and others.

(b) Do you agree with the ISSB providing the proposed relief from disclosing comparatives in the first year

of application? If not, why not?

(a)

When disclosing sustainability-related financial information, a reasonable amount of time is required to consider
risks and opportunities, develop strategies, and gather data. The necessary preparation time should be ensured
for entities to fully understand the content of a final Standard and establish internal systems.

With regard to the relationship between the timing of application of climate-related and other themes, additional
relief should be added, such as allowing entities to prioritise climate-related disclosures and delay the application

of disclosure requirements for other themes.

(b)
We agree with the proposed relief from disclosing comparatives in the first year of application, because it might

facilitate the application of IFRS Sustainability Disclosure Standards.

Question 14—Global baseline

IFRS Sustainability Disclosure Standards are intended to meet the needs of the users of general purpose
financial reporting to enable them to make assessments of enterprise value, providing a comprehensive global
baseline for the assessment of enterprise value. Other stakeholders are also interested in the effects of
sustainability-related risks and opportunities. Those needs may be met by requirements set by others,
including regulators and jurisdictions. The ISSB intends that such requirements by others could build on the

comprehensive global baseline established by the IFRS Sustainability Disclosure Standards.

Are there any particular aspects of the proposals in the Exposure Draft that you believe would limit the ability
of IFRS Sustainability Disclosure Standards to be used in this manner? If so, what aspects and why? What

would you suggest instead and why?

Industry-based requirements are not included in the proposed disclosure standards by the U.S. Securities and
Exchange Commission or European Financial Reporting Advisory Group, and should be optional for the time

being, as it is important to first develop an international consensus.
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We thank the ISSB for the opportunity to comment on the Exposure Draft and hope our comments will

contribute to further consideration in the ISSB.

Yours faithfully,

Japanese Bankers Association
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