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I Empirical Research on the

Value Relevance of Japanese
Firms Conformance to the

IFRS S2 Climate-Related
Disclosures®@

Japan has one of the fastest-growing and
highest number of companies that disclose
ESG information among other developed
economies (KPMG, 2021). The convergence of
global standards on sustainability disclosures
has gained momentum with the International
Sustainability Standards Board (ISSB) issuing
its foundational standards on sustainability
reporting - IFRS S1 and S2 - in June 2023.
Both the IFRS S1 and S2 standards serve as
a baseline for individual countries and juris-
dictions, including Japan, to begin adopting
the reporting standards as early as 2025
(Toplensky, 2023). The research on the value
relevance of the IFRS standards is timely as
the Sustainability Standards Board of Japan
(SSBJ) published exposure drafts of the
Sustainability Disclosure Universal Standards

and the Sustainability Disclosure Theme-
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specific Standards in March 2024 to create
Japanese standards that are equivalent to
IFRS S1 and S2 (SSBJ, 2024).

To the best of our knowledge, there has
been no empirical evidence that analyzed the
impact of firms’ conformity with the IFRS S2
quantitative environmental disclosures on
firm value. The following hypothesis Hla
examined the relationship between stock
price and the firm’s conformance with the
IFRS S2 climate-related disclosures.

H1la’ The share price is positively associated
with the absolute measure of the firm’s
conformance with the IFRS S2 Climate-

related Disclosures.

The following alternative hypothesis H1b
considers the firm’s conformance with the
IFRS S2 that is relevant to the industry
metrics and argues that the relevant and
surplus disclosures provide more granular
and firm-specific information that is useful
for investors as indicators for investment

risks or opportunities.

H1b: For a firm that discloses IFRS 52
relevant metrics, the share price is positively
associated with the surplus measure of the
firm’s conformance with the relevant IFRS

S2 Climate-related Disclosures.

Several firm-specific characteristics such as
environmental performance, financial struc-
ture, and corporate governance could affect

the extent of quantitative CSR disclosures



(Gao et al, 2016). We hypothesize that several
firm-level financial, emission, and financial
reporting characteristics — company size,
profitability, emissions, environmental fines,
and adoption of IFRS — could determine the
extent of IFRS S2 disclosure conformance.
Accordingly, the following alternative hy-
pothesis H2 is proposed:

H2: Firm-level financial, emission, and
financial reporting characteristics — company
size, profitability, emissions, environmental
fines, and adoption of IFRS — are associated

with the firm’s conformance with the relevant
IFRS S2 Climate-related Disclosures.

We follow Giner et al. [2020] to construct
the IFRS S2 Disclosure Conformance Index
(DCD to measure the extent to which
environmental corporate disclosure at the
firm level conforms to the quantitative
disclosure metrics recommended by the IFRS
S2 Industry-based Guidance on Implementing
Climate-related Disclosures document (IFRS,
2023). Prior empirical research has employed
a similar index to assess the quality of
environmental disclosures that is based on
the Global Reporting Initiative (GRI) (Clarkson
et al., 2008).

The DCI variable represents an absolute
measure of the company’s disclosure con-
formance to the IFRS S2 standard that
considers all quantitative environmental
metrics disclosed by the company, regardless
of whether the disclosed metrics are relevant

to the industry-based metrics. we recalculate

SEMBIERDEFR & R RME

the conformance index to incorporate only
disclosure metrics that are considered relevant
according to IFRS S2. We calculate the
SurplusDCI variable to measure the extent
of relevant surplus quantitative environmental
disclosure metrics after exc/uding firms with
disclosures that do not match any of the
IFRS S2 industry-based metrics guidance. A
final sample of 17,737 firm-year observations
from 9 fiscal years that consist of 2,158

unique firms and 10 industries is obtained.

Our study employs the modified Ohlson
[1995, 2001] value relevance model that
estimates the market value of equity from
equity book value, current earnings, persistence
information as
Higher

earnings value relevance is defined as the

of earnings, and other

determinants of company value.

increase in the ability of current earnings to
predict future earnings (Baboukardos and
Rimmel, 2016).

Results show 51.3% of the sample disclosed
at least one quantitative environmental
metric that is relevant per IFRS S2 and the
rest of the sample did not disclose any
environmental metric that match the IFRS
documentation. Firms with NonRelevantDisc
equal to O (i.e., firms whose disclosures match
sector-relevant disclosures) have significantly
higher mean values for market value (M),
book value (BV), net income (N, forecasted
net income (forNI), disclosure conformance
index (DCD, total assets (7A4), and total
assets (7A4) compared to firms with Non-
RelevantDisc equal to 1. Firms with Non-

RelevantDisc equal to 0 also have a higher
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proportion of environmental violations (£nvVio)
and IFRS adoption (/FRS compared to firms
with NonRelevantDisc equal to 1.

The regression estimates results suggest
that overall conformance to IFRS S2 disclosure
standards 1s value-relevant for investors, and
higher levels of conformance are associated
with higher stock prices. However, for the
subsample of firms whose disclosures do not
match IFRS S2 sector-relevant metrics
(NonRelevantDisc =

conformance is not value-relevant for these

1), overall disclosure

firms. The higher coefficients of the Surplus-
DCI compared to DCI suggest that surplus
disclosures have a greater value relevance
than overall conformance for firms whose
disclosures match IFRS S2 metrics. These
surplus disclosures likely provide firm-specific
information that is more useful for equity
investors to assess the firm’s environmental
performance and its potential impact on
business risks or opportunities.

The regression estimates on the determi-
nants of the absolute IFRS S2 disclosure
conformance show that the coefficient of
InTA 1s positively and significantly associated
with DCI, suggesting that larger firms have
conformance to IFRS S2. The

relationship between profitability and con-

higher

formance to IFRS S2 environmental disclosure
requirements (DCI and SurplusDCI varies
depending on the scope of the emission. More
profitable firms tend to have lower conformance
to IFRS S2 when considering total GHG
emissions. In contrast, profitability does not
significantly influence firms’ conformance to

IFRS S2 when scope 1 emissions are

114

considered. This difference could arise because
scope 1 emissions are more directly linked to
a firm’s operations and are within the firm’s
direct control, making them a more relevant
issue for all firms to disclose regardless of

their financial performance.
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