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Tagging of non-financial information!
Does it bring about a new stage of digital reporting?

18" June 2019

Chie Mitsui
Senior researcher N'{

Nomura Research Institute """



What I speak today:---

Part 1
Usage of XBRL is expanding in Japan.

Japan FSA and TSE both have disclosure (filing report ) system for
investors. These systems adopted XBRL in 2008. We have over 10 years
of experience using XBRL.

This year, Japan FSA expanded its detail tagging to more information,
mainly corporate governance information.

Introduction of XBRL in Japan is my first part of the presentation.

Part 2

Under current situation, Taxonomy and Tagging seems to get in the third
stage.

At the First stage, Designing taxonomy, tagging reports were made from
regulator and accountant’s perspective.

After the initial XBRL started, more and more users’ voices were reflected.

Today what we need to consider going forward is taxonomy design and
tagging?

I would like to share my thought of the future digital reporting.



1. Japanese Corporate reporting regulation

» Japan has a regulatory framework of
corporate reporting which includes non-
financial information.(mainly related to
corporate governance )

> Under the Financial Instruments and
Exchange Act, detail provisions by the
Cabinet Office ordinance on the disclosure of
corporate information.

» In 2013, FSA expanded tagging to all
reports, and introduced inline XBRL but
most of non-financial sections were left
block tagged.

» This year, more detailed tags are introduced
for non-financial sections.

Japanese non-financial information has
a_fixed format.

Some people want more flexibility, but

others are in favor of the current format.

Copyright (C) Nomura Research Institute, Ltd. All rights reserved.

v Cabinet Office Ordinance On Disclosure Of Corporate

Information Etc Form No 3 Annual Securities Report

Business results of group (Key index)
Information about employees

Overwew of business
Business policy, business environment, issues to address
Business risks
Significant events related to going concern risks, etc.
Management analysis of financial position, operating results and
cash flows
Analysis and responses to significant events related to going
concern risks, etc.
Critical contracts for operation
Research and development activities

Information about facilities
Overview of capital expenditures, etc.
Major facilities
Planned additions, retirements, etc. of facilities

Information about reporting company
Employee share option plans
Rights plans
Shareholding by shareholder category
Dividend policy

Information about directors (and other officers)
Information about corporate governance
Cross-share holding
Remuneration, etc. paid by group to each director

Details of remuneration to independent auditors
Audit fees / Non-audit fees

Financial Statements



a
2. EDINET has made considerable progress Now};"y;;o

Annual Securities Report Called “Yuho”

» EDINET expanded detail tagging to many parts of on the EDINET

non-financial information of Corporate Governance =

[#2 B48) ABELHRES
[igfnsE] EROTASRHNE A5 2455 1R
SUCh aS [F2H %] B pedat=d
. . (st ) FRIVEBALTH
v~ Number of Employees, capital expenditures, R&D (REm) B8 FROEASIE B FROEIAINE)
disclosed by each segment il PRSI A
[#ERA] Nomura Research Institute, Ltd.
v Shareholding by shareholder category (o R Romigiis. iix B8
[RIE OFFTEDISFT] RRATAERARH—THIFLS
v~ Number of female / male directors ) ot (55
[EFhERERA] FHGEEE B AR
v Information of each board member, (title, position, (R R T RE
. BHES 03-5533-2111(f§
Name, Date of birth, Career summary, Term, Number of A CRENE B A
e i fE g7 SIS ATHTERT AR a L2 -
Shares held Ry 2 (tﬁﬁﬁtﬁ'ﬁﬁv‘:{t@mzf,%z'rﬁz%‘l%)
H HRASTL RIS [P
v Remuneration (ﬁ:ﬁzwkzsmﬁsﬂ;ﬂgﬂ%)

v Cross-shareholdings (number, name, book value,
purpose of holding)

v" Audit fees / Non-audit fees

Inline XBRL, tags in

the documents

Copyright (C) Nomura Research Institute, Ltd. All rights reserved.



3. What can we do for new data?

» Case: Cross-holding shares information

number, name, book value, purpose of holding--- are tagged from this year

Developed software to search Typing manually.
specific information and to
copy&past to the DB
automatically

Using this data for Proxy voting,
Engagement:--

Before
. Investor
Inform'atlon @ Responsible i
provider . .

investment section,

Require companies

“ to reduce cross-shareholdings”
From Yuho Automatically
This year (inline XBRL) capture data

From XBRL

Copyright (C) Nomura Research Institute, Ltd. All rights reserved.



4. But normally companies are not in favor

Fixed format makes the report boilerplate.
Free format is better for communication:--
Company IR, Accounting
Department people

Besides, tagging is still difficult to obtain company's understanding:-:----

Why should we tag those information?

If Information providers want it, they can type —
into the database.:--

What is the merit of making digital (tagged) report?

Copyright (C) Nomura Research Institute, Ltd. All rights reserved.



5. Cases; Audit / Non-audit fee data

» Audit / Non-audit fee are
disclosed in annual securities
report.

® Japanese regulatory report requires
companies to disclose them.

® Most analysts and investors do not
pay attention to the data, these
days.

® Japanese local information providers
usually do not store this data.

® One of global information providers
stores this data manually.

I haven’t used them
before:--

Those data are going to be
tagged from this year.

Copyright (C) Nomura Research Institute, Ltd. All rights reserved.

(2) Audit Fees

1) Fees to Certified Public Accountants

Fiscal year ended March 31,2017 Fiscal year ended March 31,2018
Category Fees for audit Fees for non-audit Fees for audit Fees for non-audit
services services services services

(Millions of yen) | (Millions of yen) | (Millions of yen) | (Millions of yen)

The Company 485 34 502 58

Consolidated 1,009 118 914 61
subsidiaries

Total 1,494 152 1,416 119

2) Other fees
Audit fees paid by the Company and its consolidated subsidiaries to the Company’s accounting
auditor, Ernst & Young ShinNihon LLC Group (including Ernst & Young and its group firms which
belong to the same network as Ernst & Young ShinNihon LLC), were ¥2,993 million for the fiscal year
ended March 31, 2017, and ¥3,166 million for the fiscal year ended March 31, 2018, respectively.
These fees are mainly paid for audit services to its overseas consolidated subsidiaries.

3) Descriptions of non-audit services to the Company
Non-audit services to the Company in the fiscal year ended March 31, 2017 and the fiscal year
ended March 31, 2018 were various consulting services.

4) Policy on determination of audit fees

For determining the amount of audit fees, the Company conducts hearing of the audit plan and
verify efficiency of audit services, including the number of days, hours for auditing, the number of
subjects to be audited and the scope of audit, etc., and appropriateness of the estimate. The Company
also discusses with the accounting auditor taking into consideration the formation of auditors and audit
fees for the preceding fiscal year. In addition, the Audit Committee receives the audit plans of the
accounting auditors and the results of discussion between the auditors and Executive Officers of the
Company and approves the amount of the fees in advance of the Company’s decision.

Audit / non-Audit fee disclosed in Yuho
(March 31, 2018) Hitachi, Ltd.




6. What those data tell us ?

» Using the database of the global provider, we can see that information

® 2141 companies are listed in the first market of Tokyo Stock Exchange.

® For 13 companies, non-audit fee exceeds audit fee in 2018.
* Some companies case, different numbers are stored from disclosed data.

® For over 40 companies, non-audit fee is over 50 % of audit fee. For-almost 2100 companies, non-
audit fee is less than 50% of audit fee.

10 of 13 companies’ non-audit fee were not over audit fee in 2017. They became large
only in 2018. The reasons for the non-audit fee are also disclosed.

v Financial Due diligence

v" IFRS conversion advisor Why that non-audit
v" Advice for internal control, > fee increased this
v Advice for information systems, year?

If you are investing in those shares, why
you won't pay attention to them?

Copyright (C) Nomura Research Institute, Ltd. All rights reserved.



7. Tag brought us New finding

» The negative cycle of "not to use data",

Investors cannot afford the
cost if they finally didn't
make use of the data. ( But
they might miss finding risk
because they didn't see the
data)

If the investor does not pay
attention to the data, it might
not be recognized as important.
So the information provider
might not be able to decide to
store the data.

(or becomes expensive)

But if the data were more easily available (or cheaper), investor could use it.

It might make if easy for the company to prove its value (vs cost).

This year, one of information provider said---.

We are supposed to consider collecting audit /
non-audit fee data from this year because they

are going to be tagged...

Copyright (C) Nomura Research Institute, Ltd. All rights reserved.
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9. CFA 72nd conference in London (May, 2019)

» 8 sessions are related to AI or Big
DATA!!

At one of session related to Al for

investment:--

What is the weak point of the
human analyst to evaluate the
company, human fund
manager to make a decision
of investment?

?

Audience

Copyright (C) Nomura Research Institute, Ltd. All rights reserved.

72nd CFA Institute Annual Conference
Disruption: The New Reality in Investment Management
12-15 May 2019 | ExCeL London | London | #Disrupt19

N .
7/\:\\%/ CFA Institute

Schedule Speakers Fees and Travel Supporters FAQ Know Before You Go Conference Live Partner/Guest Save the Date Safety Blog

I NNTE Watch archived sessions and interviews from the 72nd CFA Institute Annual Conference!

/4 CFA INSTITUTE ANNUAL CONFERENCE

Disruption: The New
Reality in Investment
Management

The Human forget.

The human can not make quicker.
The human can not work parallel.
The human becomes emotional.
The human has a bias.

Presentator
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10. Investment industry is gradually changing---.

It becomes very difficult to win Al for
the performance...

Al can make a very tough calculation

which we can never do. .
A hedge fund manger said

It can search for unusual cases from a

huge number of data in one second.

L

A quants analysts said...

More machine readable information will be needed for
better investment

Even some investors

and analyst denied it,

Copyright (C) Nomura Research Institute, Ltd. All rights reserved. 11



11. Still difficult to collect data from non-tagging information.

SART T« INsSLANLZ7ZUTITVOTO NS XDT T« ITsSLdnL s v
<Ixbrliperiodyd
xbrlizscenariord )
<xbridizexplicitMenber dimension="jppfs_cor:ComponentsOfEquitvixis™ jppfs_cor:ShareholdersEauityMe
<Ixbrlizscenariord
<Ixbrlizcontext>d
<xbrlizcontext id="CurrentYearInstant_YaluationDifferenceOndvailableForSaleSecurit iesMemnber™> 4
Sbrlizentityd
Obrlizidentifier scheme="http://wam.tse.or. ip/sicc™>38470</xbrli:identifier>y

Data collected by internet needs ol izent ityad
i i Odbrlicinstant>2019-03-31</xbrl it instant> 4

cleaning and arranging. We need <G isrericd

H <xbrlicscenariord
to remove unusual SpOtS and pICk- /<éb|r|di texplicitMenber dimension="ippfs_cor:Components0fEquitydxis™ jppfs_cor:ValuationDifferencel

<Ixbrlitscenariord
up better data. {Ixbrlizcontext>d ) .
{dborlizcontext id="CurrentYearlnstant_Remeasurements0fDef inedBenef itPlansMember™ L

Obrlizentity>d . .
<xbrlizidentifier scheme="http://www.tse.or. ipdsicc >38470</ xbrli:identifier>y

<Ibrlizentity>d
orlitperiodrd
xbrlitinstant

<xbrliperiod> “« ”

cbrlizscerario  Qur Al “read” company announcement
<xbridizexpli . “« ) :

- and automatically “write” article. But
after that, we make sure whether
numbers are correct using XBR' tags

isurement sOf Def i

An New provider writing news
automatically using Al

We should discuss the quality of machine-readable.
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12. Message

Do you wanna tag on your company report, more?

It is Your choice ?

% Think and work together !

Copyright (C) Nomura Research Institute, Ltd. All rights reserved.
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Appendix
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Public filing (corporate report) systems in Japan

B Fundamental environment, Regulatory filing system and digital reports (XBRL)

In Japan companies must file their regulatory reports to EDINET, which is operated by the Japan FSA. The
public cannot access this information until it is filed and disclosed, so EDINET provides us (users) with the
quickest possible access to this information. The regulatory reports are prepared in inline XBRL format, it
means regulatory reports and XBRL are made available at the same time.

In Japan, company also

: ool Upload to
disclose pEellmlnary rep(?rts, ) e
known as “the earning digests”,
that are not audited. These
documents also must be filed Check format and tags,
with another disclosure system Validation Check whether all necessary
(TDnet; Timely disclosure ftems are d'Sd.o sedor not

K ted by the Tok Check calculation relationship
networ ) operate y the 10KyO Validation result between accounting items.
Stock Exchange. (error information)
*If there is no
. problem EDINET create PDF file

As W'th regulatory repO_rtS, the EDINET accept separately (for download usage)
pubic cannot access this using XBRL file.
information until it is filed and
disclosed. To obtain the Search and view The moment when it
: : : : : rtabl becomes avertable on EDINET,
!nfc?rmatlon |mmed|ately after it avertable on e
is filed and disclosed, they must All market players can access

this information equally.

access TDnet.
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