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The Role of Local Public Finance

Prefectures and municipalities (cities, towns, and villages) are principal actors in various administrative areas,
including school education, welfare and public health, police and fire services, and the construction of such public
works as roads and sewerage systems. They play a major role in national life.

This brochure will introduce the state of local public finance, which is an assemblage of the finances of individual
local governments, with particular focus on the state of settlements for fiscal 2006 and efforts toward financial
soundness of the local public entities centered on the ordinary account.

[Classification of the Accounting of Local Governments
Applied in the Settlement Account Statistics]

Although the accounts of local governments are divided into general accounts and special accounts, the account
classification of each local government is not uniform. Therefore, we have adopted a uniform method in the settlement
account statistics by classifying accounts as an ordinary account, which covers the general administrative sector,
and other accounts (public business accounts). This enables us to clarify the financial condition of local governments
as a whole and to make a statistical comparison among local governments.

Accounts of Local Governments

Account of general administrative sector

Ordinary
account

Other
accounts

(Public business accounts)

Nursing care
insurance
account

Etc.
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[How large is local public finance compared with central

government finance?]

Looking at the scale of local public finance to gross domestic expenditure, we see that the ratio of the local
government sector is 11.2%, which is about three times larger than the ratio of the central government.

Gross Domestic Expenditure and Local Public Finance

bt Suatlid ¥511.8770 trilion |

Government sector

¥111.2618 trillion
— (21.7%)
¥57.5223 trillion
Central

(11.2%)
Net export of fina.ncial ¥20.4033 trillion
goods and services (4.0%)
¥7.1335 trillion
(1.4%)

The Role of Local Public Finance

The State of Local Public Finance
(FY 2006 Settlement)

Private sector
¥393.4817 trillion
(76.9%)
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[In which fields are local expenditure ratios high?]

Local expenditure ratios are higher in the areas that have a close relationship with our daily lives, such as public
health and sanitation, school education, social education, and police and fire services.

Shares of National and Local Governments in Main Expenditures by Function (final expenditure base)

T Localratlo () | Nationalratio |11

v
Sanitation .
expenses R 4_0/,
School education .
expenses m M

Judicial, police and fire %
service éxpenses il

Social education 3.0% |
_expenses, etc. ’ —

museums, etc.

Land development
expenses

Land preservation A
Commercial and .
industrial expenses ¢ S_W’I

Public welfare * 0
expenses 17.5% |

(except pension expenses)

Urban planning, roads and .
bridges, public housing, etc. \ 70% ) M

66%

Disaster reconstruction
expenses, etc. =

expenses

Public debt o
S N E

Pension expenses 5
(of public welfare expenses) a 4.5% I 100% I

Defense expenses q_ 3.3% I 100% !

Family register,

ff::ﬁiif'ﬂ:iﬂﬁgm L] L:Z] 8.3% | basic residents’ 77%) 23% |

expenses, etc. register, etc.
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The State of Local Public Finance

Overall Condition of FY 2006 Settlement

Drastic Cuts in Expenditures Under Severe Fiscal Circumstance (seventh consecutive year of reduction)

1 | Expenditure | cContinuation of Cuts in Expenditures

The total expenditure declined for the seventh consecutive year to ¥89.2106 trillion.

While there were many factors that increased the expenditure such as the increase in the number of
households receiving livelihood protection and the system changes concerning child allowance (raising
of eligibility age), there were drastic cuts in expenditure such as employee salaries (reduction of 1.9% in
comparison to the previous fiscal year), investment expenses (6.5% reduction), and so on.

2 | Revenue | Decline in Revenue

The total revenue declined for the seventh consecutive year to ¥91.5283 trillion.

While local tax revenue (4.9% increase in comparison to the previous fiscal year), local transfer tax
revenue (101.7% increase) , and so on increased, local allocation tax revenue (5.7% decrease), national
treasury disbursements (11.5% decrease), and so on decreased.

3 | Public Debt Payments / Outstanding Local Government Bonds | Righ tavel™~

Public Debt Payments have fluctuated between ¥13 trillion and ¥14 trillion since fiscal year 2001.
Outstanding Local Government Bonds have fluctuated between ¥130 trillion and ¥140 trillion since
fiscal year 2001.

Both increased significantly, compared with 10 years ago (FY1996).

M Trends in Public Debt Payments M Trends in Outstanding Local Government Bonds
:l‘.:nit : Trillion Yen) (Unit : Trillion Yen) ¥139.0596 trillion
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¥12.8207 trillion ¥13.2511 trillion 140 — ¥130.9371 trillion
12 — 120 —
¥103.3313 trillion
10 — ¥9.4417 trillion 100 —
8 — 80 —
6 — 60 —
4 — 40 —
2 — 20 —
oL 1 1 ) o 1 1 )

FY 1996 FY 2001 FY 2006 FY 1996 FY 2001 FY 2006

4 | Flexibility of the Financial Structure | Jidinary Balance Ratio

The ordinary balance ratio indicating the flexibility of the financial structure is the same ratio as the
previous year at 91.4%. A 6.6% increase, compared with 10 years ago (FY1996).




Scale of Account Settlement

As a result of the fact that, on the revenue side, local allocation tax and national treasury disbursements declined
and, on the expenditure side, personnel expenses and investment expenses including ordinary construction
expenses and so on declined, both revenue and expenditure decreased for the seventh consecutive year. Excluding
special causes involving the Large Earthquake Rehabilitation Fund, revenue and expenditure declined from the
previous fiscal year by ¥509.3 billion and ¥589.8 billion, respectively.

Scale of account settlement

(Unit : Trillion Yen)
99.8878

! Total revenue
97.6738 i
97.1702 Total expenditure

Amount corresponding to
94.8394  94.8870 Large Earthquake Rehabilitation Fund

93.4422
92.9365
91.5283

92.5818
91.2479
90.6973
I B I ‘ml 18921060
93.1372 92.0376
925814 90.|9425 89.|8004

O ] ma A0 o=l me
FY1992 FY1997 FY2002 FY2003 FY2004 FY2005 FY2006

Note: The lower column shows amounts excluding special causes involving the Large Earthquake Rehabilitation Fund.

Revenue and Expenditure Settlement

Although the real single fiscal year balance showed a surplus for the second consecutive year, the amount of
surplus as well as the single fiscal year balance declined.

Settlement figure No. of deficit organizations

Categor
LR FY 2006 FY 2005 FY 2006 FY 2005

Real single FY _— -
balance ¥ 423.9 billion ¥ 429.2 billion 750 (1,446) 923 (1,693)
e Y ¥220.4 billion  ¥237.0 billion 768 (1,445) 876 (1,644)
balance ’ ’ ’ ’
Real balance ¥ 1524.5 billion ¥ 1316.4 billion 25 (27) 26 (28)
Notes:

1. Real single FY balance: Calculated by adding reserves to the fiscal adjustment fund and advanced redemption of local loans to the single
FY balance and subtracting the used part of the fiscal adjustment fund.
Single FY balance: Calculated by subtracting the real balance of the previous fiscal year from the real balance of the fiscal year concerned.
Real balance: Calculated by subtracting the revenue resources that should be carried over to the next fiscal year from the incomeexpenditure
balance.

2. The number of deficit organizations does not include partial administrative associations or wide-area local public bodies; the figures
in parentheses are the number of organizations including partial administrative associations and wide-area local public bodies.

3. The organizations with a real balance deficit in the fiscal year 2006 include entities with a deficit resulting from discontinued settlement.
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Revenue

[Where does the funds for local government activities come from?]

n Revenue Breakdown

The revenue of local governments comes mainly from local taxes (about one-third), local allocation tax, national
treasury disbursements, and local bonds, in that order.

Revenue Breakdown (Fy 2006 settiement)
TR ¥91,528.3 billion)

General revenue

resources
Other revenue ¥57,046.0 billion
resources (62.3%)

¥14,412.9 billion

(15.8%)

¥Loggl bo!':::!s
Y Local taxes

¥36,506.2 billion

N;tignal treasury (39.9%)
isbursements
= Local transfer tax
¥10.47 -1,/‘:'"'°“ ¥3,728.5 billion
(11.4%) (4.1%)

Local allocation ta:
¥15,995.4 billion

17.5%
( ) Special local grants

¥816.0 billion
(0.9%)

MM CERTIET ¥48,438.2 biIIion] (el ENERLEIR ¥49,361.9 biIIion]

General revenue

General revenue

resources resources
Other revenue ¥29,610.9 billion ¥29,436.0 billion
w':;:g’ﬁﬁﬁ - (61.1%) Other revenue (59.6%)
(16.4%) ¥10r,%§:‘:?;lor;?lslion
¥é'%%glf g"}f"s L. It Local taxes
,367.4 billion ocal taxes
11.1%) T Local bonds illi
(11.1%) ¥18,345.2 billion Tt © ¥18,161.0 billion
(37.9%) (8.7%) (36.8%)

National treasury

disbursements National treasury

¥5,520.1 billion disbursements’
(11.4%) 7 ST ¥4,9(%.% P/i)llion LS — Local transfer tax
¥8,622.3 billion ¥2,358.6 billion = ¥7,373.0 billion ¥ ’3?3_'3‘2)'"'0"

(17.8%) (4.9%) (14.9%)
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revenue resources Spt-;c;g})lgﬁh%ﬁnts revenue resou rces Sp?!:gygﬁ:l%‘:ms
¥3.8 billion (6.6%) ¥1,997.1 billion (1'_1%)

(0.0%) (4.0%)
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General Revenue Resources

Revenue resources for which the use is not specified, like local taxes and the local allocation tax, are called general revenue resources. Here, the
total of local taxes, local transfer tax, special local grants, the local allocation tax, and so on is treated as the general revenue resource. It is
extremely important for local governments to ensure sufficient general revenue resources in order to handle various administrative needs properly.

Local transfer tax  Collected as a national tax and transferred to local governments. Includes local road transfer tax, etc.

Special local grant A revenue source with the character of a substitute for local taxes, introduced to supplement a part of the decrease of local tax
caused by a tax cut since FY 1999 and grants from the central government to local governments as a result of a revision of
national treasury subsidies.

Local allocation tax ~ An intrinsic revenue source shared by local governments in order to adjust imbalances in tax revenue among local governments
and to guarantee revenue sources so that local governments in whatever region can provide a certain level of administrative
services. Calculated as a certain ratio of five national taxes. (See page 11 for details.)

National treasury A general name for funds disbursed from the central government to local governments for specified uses.

disbursements

Local bonds The debts of local governments for which fulfillment continues for more than one fiscal year.

Notes:
1. The figures here are mainly for the ordinary account. (For the accounts of public enterprises, such as water supply and sewerage businesses,transportation

businesses, and hospitals, see page 23.)
2. The figures for each item are rounded off under the given unit. Therefore, they do not necessarily add up exactly to the total.




E Revenue Trends

While the shares of local taxes and local transfer tax to total revenue increased, the shares of local allocation tax,
national treasury disbursements and local bonds are on a downward trend.

Nationwide

Local transfer tax 2.1% (¥1.9 tillion)

Loca(l taxes 3)7.8% :—g‘;'/a':mmhx) National
¥34.6 trilli o ¥15.7 trilli ational treasul
rilfion o rithion disbursementsry Local boonds
General revenue resources 57.0% 14.1%
(¥52.1 trillion) (¥12.9 trillion)

Net Total ¥91.4 trillion

FY

- 0
(¥10.2 trillion)

-
O
O
N

1.1% (¥1.1 trillion)

36.2% 17.1%
(¥36.2 trillion) (¥17.1 trillion)

25

14.3% 14.1%
. 55444ﬁ7ﬁ N (¥14.3 trilli?)n) (¥14.1 trilli?)n)
X 1

Net Total ¥99.9 trillion

~
O
©O
N

0.7% (¥0.6 trillion) Special local grants 0.9% (0.9 trilion)

| 34.4% 20.1%
(¥33.4 trillion) X (¥19.5 trillion) 13.5% 13.7%
56.0% (¥13.1 trilion) | (¥13.3 trillion)
(¥54.5 trillion)

Net Total ¥97.2 trillion

N
S =<K
o

0.7% (¥0.7 trillion) 1.1% (¥1.0 trillion)

| e e
./ trilhon . .1 tnifhon, 13_8% 14.5%
55.3% (¥13.1 trilion) | (¥13.8 trillion)
(¥52.4 trillion)

Net Total ¥94.9 trillion

1.2% (¥1.2 trillion) 1.2% (¥1.1 trillion)
0, 0,
| (¥33.5 trillion) (¥17.0 trillion) 13.2% 13.2%

(¥55268?‘|’f: ) (¥12.4 trillion) | (¥12.4 trillion)
.8 triflion,

Net Total ¥93.4 trillion

2.0% (¥1.8 trillion) 1.6% (¥1.5 trillon)

| 4% .2%
(¥34.8 trillion) (¥17.0 trillion)

(¥55591§|‘|’|/:) o (¥11.8 trillion) | (¥10.4 trillion)

Net Total ¥92.9 trillion

4.1% (¥3.7 trillion) 0.9% (¥0.8 trillion)

39.9% 17.5%
(¥36.5 trillion) (¥16.0 trillion)

62.3%
(¥57.0 trillion)

Net Total ¥91.5 trillion
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B Local Taxes

Local taxes consist of prefectural taxes and municipal taxes. (In the case of the special wards of Tokyo, the Tokyo
Metropolitan Government collects some municipal taxes.)

Composition of Revenue from Prefectural Taxes (Fy 2006 settiement)
¥16,324.3 billion

Other taxes
¥128.2 billion (0.8%)

Prefectural tobacco tax

¥280.7 billion (1.7%)
Automobile acquisition tax
¥457.0 billion (2.8%) 3

On Interests

¥159.5 billion
Real property ° (1.0%)
acquisition tax \
¥485.0 billion (3.0%) Light oil
delivery tax
¥1,050.7 billion Individual  ©
& '¥2,712.6 billion
O/ \
Automobile tax (5]
¥1,725.5billion || Gmorae
(10.6%) N el
Local
consumption tax
¥2,628.9billion ysaodorat _
(16.1%) z (32' 9%) Enterprlse_ t_ax
: ¥5,579.1 billion
(34.2%)
Individual

¥216.5 billion (1.3%)

Composition of Revenue from Municipal Taxes (FY 2006 settiement)
¥20,181.9 billion)

Other taxes ¥491.8 billion (2.3%)
Municipal tobacco tax

¥862.0 billion (4.3%) —l

City planning tax
¥1,181.8 billion (5.9%) —————— @

Municipal
residents tax
¥9,074.4 billion
(45.0%)

Individual
¥6,238.4 billion

(30.9%)

Fixed asset tax
¥8,571.9 billion

(42.5%) Corporate

¥2,836.0 billio

The municipal tax revenue figure includes municipal taxes collected by Metropolitan Tokyo.




Revenue from prefectural taxes, in which the share of the two corporate taxes (corporate business tax and corporate
prefectural resident's tax) is high, increased for the third consecutive year due to such factors as buoyant corporate
earnings.

Furthermore, municipal tax revenue also rose for the third consecutive year due to such factors as an increase in
municipal resident's tax.

Prefectural Tax Revenue Trend

(Unit : Trillion Yen)

18 —
16.3243trillion
0.8% Other taxes
16— 48330 14.9478 124870 2299 R ooty
. U | uISIt X
20 o 13.8035  13.6931 e 71 S q
14 — 6.1 8.9 0.9 08 7.6 30 10.6% Automobile tax
39 Il o8 EE
A . 8.1 05 “1.7% Prefectural tobacco tax
95 4 30 33 T8 : 3.0% Real property acquisition tax
12 — — : i
45 :‘igﬂ 23 12.8 2322 -l 16.1% Local consumption tax
: = 20 =
10 — 3.8 35 16.8
18.0 “1.3% Individual
17.6 17.5 14
8 — 36.5 e
(38.4) s - ' 32.9% (34.2%) Enterprise
(32.3) i Corporate tax
6 — (34.1) ops | (30.0) [1809
250 | (266) | 285 (51 [E8
5.5
4 — 6.4
77 4 6.8% Corporate
T30 gg 57 6.0 62 +1:0%> Interest
o _ : 1.9 1.9 : o Prefectural
199 | (331) 138 |(282) 18 |(250) 163 | (239) 4se |(235) 160 |(235) 16.6% Individual res;gints
0

FY1992 FY1997 FY2002 FY2003 FY2004 FY2005 FY2006

Figures in parentheses are the component ratios of the business tax and prefectural residents tax.

Municipal Tax Revenue Trend

-
(Unit : Trillion Yen) g
22 — 21.2077 &
25 20.1819trillion 2
19.7353 ’
20 — 6.3 19.5750 18.9726 19.0518 19.5775 2.3% Other taxes 5 g
o 3.8 28 —24 5.9% City planning tax <=n
56 — —25 L 6.3 — N
18 — — 6.7 6.5 6.5 L 4.3% Municipal tobacco tax = 8
— 42 _— r—— CEOm| 0D
4.5 : o =
16 — p— e
35
41.6 o 25
14 — g 42:5% Fixed asset tax ?ﬂ
46.8 462 = =
1 2 — 46.2 Q
3
D
10 —
13.9
8 _ 1.9
E— 14.1% Corporate
9.6 105 95 12,6
6 — I [ I
— Municipal
4 (51.6) (45.8) (39.7) (40.3) (40.3) (41.7) (45.0%) residents
7.7 —_ 30.9% tax
30.1 29.7 28.7 29.1 Individual
2 __
0
FY1992 FY1997 FY2002 FY2003 FY2004 FY2005 FY2006
Figures in parentheses are the component ratio of the municipal residents tax.
The municipal tax revenue figure includes municipal taxes collected by Metropolitan Tokyo.
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In order for local governments to provide administrative services in response to local needs with responsibility
and at their own discretion, it is necessary to expand and secure local taxes so as to build a local tax system in
which the uneven distribution of tax sources is limited and the stability of tax revenue is ensured.

Index of Per Capita Revenue in Local Tax Revenue (with national average as 100; FY 2006)

Local taxes revenue total

FY2006 settlement
amount

Hokkaido
Aomori
lwate
Miyagi
Akita
Yamagata
Fukushima
Ibaraki
Tochigi
Gunma
Saitama
Chiba
Tokyo
Kanagawa
Niigata
Toyama
Ishikawa
Fukui
Yamanashi
Nagano
Gifu
Shizuoka
Aichi
Mie
Shiga
Kyoto
Osaka
Hyogo
Nara
Wakayama
Tottori
Shimane
Okayama
Hiroshima
Yamaguchi
Tokushima
Kagawa
Ehime
Kochi
Fukuoka
Saga
Nagasaki
Kumamoto
Oita
Miyazaki
Kagoshima
Okinawa
National Average
Index
Notes:

Individual resident’s tax

Two corporate taxes

Local consumption tax
(after settlement)

¥35.8 trillion ¥8.7 trillion ¥8.7 trillion ¥2.6 trillion
78.1 745 55.0 106.1
66.4 57.7 476 96.9
67.9 60.1 50.0 93.3
85.7 777 75.5 98.3
64.4 56.9 44.9 93.5
1714 63.0 52.3 94.6
81.5 64.8 70.0 93.1
92.6 85.1 88.8 92.7
101.5 86.1 101.6 98.5
92.5 81.7 83.3 97.2
88.0 109.5 66.0 81.8
91.6 115.0 68.1 89.6
180.9 179.4 262.9 139.3
106.5 138.3 83.9 92.3
84.3 70.6 74.6 97.2
91.3 84.2 82.1 95.5
93.5 85.9 86.0 99.4
96.9 82.2 89.5 98.1
92.0 81.3 93.4 101.1
| 86.2 775 72.9 103.5
87.9 85.9 71.4 93.6
106.0 98.8 104.5 102.9
128.1 119.5 159.2 106.8
96.7 88.4 97.5 93.0
94.3 91.1 96.5 83.4
95.9 97.2 92.8 104.5
109.1 98.9 122.2 108.7
93.7 102.2 75.3 91.4
73.0 100.2 435 74.2
751 7041 | 63.2 84.1
1 69.9 64.5 51.6 98.0
68.4 65.7 51.9 95.1
89.4 78.8 86.5 90.0
96.0 917 93.1 97.3
87.8 77.9 85.9 90.9
81.2 72.2 69.8 90.4
86.3 80.0 84.9 102.9
747 68.4 65.6 91.9
65.4 65.3 428 94.3
186.2 81.5 78.3 98.7
71.8 61.5 | 60.3 91.7
62.9 62.2 | 428 91.8
68.3 63.4 1 53.2 93.6
77.3 65.6 65.5 97.5
63.8 58.7 | 458 88.2
65.2 60.3 48.1 89.4
57.7 53.9 45.2 74.9
P 100 100 100 100
0 50 100 150 200 50 100 150 200 100 200 300 50 100 150

1. The local tax revenue total amounts do not include excess taxation, non-statutory ordinary taxes, or non-statutory special purpose taxes.
2. The revenue of the individual resident's tax is the total of the prefectural individual resident's tax (taxation on per capita basis and taxation on income basis)

and the municipal individual resident's tax (taxation on per capita basis and taxation on income basis) and excludes excess taxation.

3. The revenue of the two corporate taxes is the total of the corporate prefectural resident's tax, the corporate municipal resident's tax and the

corporate business tax and excludes excess taxation.

4. Calculations are made from the basic residents' register population as of March 31, 2007.




n Local Allocation Tax

From the perspective of local autonomy, it would essentially be the ideal for each local government to ensure the
revenue sources necessary for administrative activities through local taxes collected from their residents. However,
there are regional imbalances in tax revenue, and many local governments are unable to acquire necessary tax
revenue. Therefore, the central government collects financial resources that should fundamentally be attributable
to local tax revenue through national taxation and reallocates them as the local allocation tax to local governments
where financial resources are insufficient.

1 | Determination of total amount of local allocation tax

The total amount of the local allocation tax is determined on the basis of certain ratios for national taxes (32% for
income tax and liquor tax, 35.8% [34.0% from fiscal 2007] for corporate tax, 29.5% for consumption tax, and

25% for tobacco tax) as well as estimates of standard revenue and expenditure of local public finance as a whole.

The total amount of local allocation tax in fiscal 2006 was ¥15.9954 trillion, down 5.7% from the previous fiscal year.

2 | Method of calculation of regular local allocation tax for each local government

The regular local allocation tax for each local government is calculated by the following mechanism:

Notes:

1. Standard financial requirements are calculated as the financial requirements of each local government based on rational and appropriate standards.It is
required to include the local share of the national treasury projects, such as compulsory education, livelihood protection, and public works, work project in
calculating the standard financial requirements. From FY 2001 to FY 2009, part of the standard financial requirements is being transferred to special
deficit-financing local bonds (extraordinary financial countermeasures bonds) as an exception to Article 5 of the Local Finance Law.

2. Normal local tax revenue neither includes “non-statutory ordinary taxes” and “non-statutory special purpose taxes” imposed independently by the
local government nor “excess tax” that exceeds the standard tax rate stipulated in the Local Tax Law.
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3 [ Function of the local allocation tax

The function of the local allocation tax is to adjust imbalances in revenue among local governments in order to
guarantee revenue so that local governments can provide standard administrative services and basic social
infrastructure to their residents in whatever region.

Accordingly, as a result of the revenue adjustment mechanism through the local allocation tax, few differences in
such factors as size of population have been found in the ratio of general revenue resources to total revenue.

Ratio of General Revenue Resources to Total Revenue for Municipalities

100 -G S TR TR -
(%)
1 L
1
Ratio of general
revenue resources
70 ---- e ] to total revenue
64.4 ‘
63.1 62.9 - - 62.7
N L L —— = T e -
e e | 68 ... A8 ... |
60— 72 6.6 e
07 03— Local
transfer
50 - JNENEE - SN SN SN
Q
(3]
c
©
(=
£
O =
£5 T -
& — Special
=3 local
a8 General
gg 30 -l ! revenue
P resources
s
n
[}
i =
5 20 - S - S - - .-} ;
allocation
tax
10 -
0
Midsize Small Town or Village Town or Village
city city [Population of more than 10,000] [Population of less than 10,000]
Notes:

A “midsize city” refers to a city with a population of more than 100,000 persons among cities excluding large cities, core cities, and special
cities, and a “small city” refers to a city with a population of less than 100,000.




Expenditure

[What is revenue being expended for?]

n Expenses by Function

When expenses are classified by function, we see that a lot of revenue is expended for such items as education
expenses, public welfare expenses, and civil engineering work expenses. In prefectures it is mainly expended for
education expenses, debt servicing, and civil engineering work expenses, in that order. In municipalities it is
primarily expended for public welfare expenses, civil engineering work expenses, and debt servicing, in that order.

Education expenses : Expenses for school education, social education, etc.
Public welfare expenses . Expenses for the construction and operation of welfare facilities for children, the
elderly, the mentally and physically disabled, etc. and for the implementation of livelihood protection, etc.
Civil engineering work expenses : Expenses for the construction and improvement of public facilities, such as
roads, housing and parks.

. Expenses for the payment of principal, interest, etc. on debts.

Composition of Expenditure by Function (ry 2006 settiement)

" Nettotal Municipalites

¥89,210.6 billion ¥47,535.9 billion  ¥47,946.5 billion

Education
expenses

Public welfare
expenses

Civil engineering
work expenses

General
administration
expenses

Sanitation
expenses

Commerce and
industry expenses

Agriculture, forestry
and fishery expenses
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Breakdown of Educational Expenses by Purpose
[ Nettotal

¥16,472.4 billion ¥11,331.2 billion ¥5,213.2 billion

Elementary
school

Junior high
school

Educational
general affairs

Health and physical
education

Breakdown of Civil Engineering Work Expenses by Purpose
[ Nettotal

¥13,853.4 billion ¥6,875.4 billion ¥7,213.1 billion

Urban planning

Roads and

bridges 4.405_1

Rivers and coast 1
.567_5

1 ,233_7
964

Breakdown of Public Welfare Expenses by Purpose
[ Nettotal

¥16,258.5 billion ¥4,863.1 billion ¥13,014.4 billion

Harbors

Child welfare

Social welfare

Elderly welfare

Disaster relief




In recent years, while there has been a decline in such items as agriculture, forestry and fishery expenses and civil
engineering work expenses, welfare expenses, public debt payments and so on have been increasing.

Trends in Breakdown of Expenditures by Function (ordinary account net total)

Unit: Ratio with FY 1992 as 100.

FY
1997

FY
2002

FY
2006

General administration expenses
Welfare expenses

Of which, social welfare expenses

Of which, elderly welfare expenses

Of which, child welfare expenses
Sanitation expenses

Of which, cleaning expenses
Agriculture, forestry and fishery expenses
Commerce and industry expenses
Civil engineering work expenses
Education expenses
Public debt payments
Total expenditure

General administration expenses 7
Welfare expenses

Of which, social welfare expenses

Of which, elderly welfare expenses

Of which, child welfare expenses
Sanitation expenses

Of which, cleaning expenses
Agriculture, forestry and fishery expenses
Commerce and industry expenses
Civil engineering work expenses )

(Unit:¥1 billion)
10,108.7

9,935.3
2,792.2
2,672.8
2,956.1
5,614.3
2,339.8
5,676.2
4,4454
21,633.2
18,406.0
7,115.0
89,559.7

i128]

gl 25

gl d)

1120

g 20
ikl

24

Education expenses 1 gﬁ

Public debt payments
Total expenditure

General administration expenses :i5)
Welfare expenses

Of which, social welfare expenses

Of which, elderly welfare expenses

Of which, child welfare expenses
Sanitation expenses

Of which, cleaning expenses
Agriculture, forestry and fishery expenses :J|
Commerce and industry expenses
Civil engineering work expenses :j2
Education expenses 96
Public debt payments
Total expenditure

.l:"‘

184

General administration expenses ] 8,617.7

Welfare expenses
Of which, social welfare expenses
Of which, elderly welfare expenses
Of which, child welfare expenses
Sanitation expenses 98
Of which, cleaning expenses 94"
Agriculture, forestry and fishery expenses 515} 3,753.1
Commerce and industry expenses
Civil engineering work expenses (<1:: . 13,853.4
Education expenses 389
Public debt payments
Total expenditure

3N 16,2585
44 4,426.0
| 4,069.5
39 4,888.1

15,5102
2,196.8

1A 47505

16,472.4

; ‘L:fA 132832

e} 89,2106
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[What are expenses for?]

E Expenses by Character

Classified by character, expenses can be divided into "obligatory expenses" (personnel expenses, social assistance
expenses and public debt payments), which are mandatory and difficult to cut down at the discretion of individual local
governments; "investment expenses," including ordinary construction expenses, etc.; and "other expenses."

Composition of Expenditure by Character (rv 2006 settiement)
DEREET ¥89,210.6 billion )

~

Personnel
Other expenses expenses
¥28,237.5 billion ¥25,135.3 billion
(31.6%) (28.2%)

Unsubsidized ordinary Ordinary Social assistance
construction expenses construction expenses
¥7,216.4 billion expenses
(8.1%) ¥14,282.9 billio

‘ (160%) | Ppyplic debt
Investment expenses payments
¥14,797.5 billion ¥13,251.1 billion
(16.6%) (14.9%)

Subsidized ordinary
construction expenses

¥5,807.3 billion
(6.5%)

M CER NIl ¥47,535.9 biIIion] Municipalities Total JEAYEZIES biIIion]

Personnel
expenses

Other expenses ¥10,124.0 billion

¥17,308.0 billion (211%)
(36.1%)

Personnel
Other expenses expenses

¥16,392.0 billion ¥15,011.3 billion
(84.5%) (81.6%)

Social assistance
expenses

rc:inalt'
constructio .
expenses | Public debt

¥8,655.0 billion ~ payments

(14.5%)

expenses | )
¥6,872.5 billion  Public deb

o o |
Unsubsidized 170%) | ¥6,878.8 billion (143%) | payments
ordinary ) (14.5%) . ¥6,459.0 billion
construction Unsubsidized ordinary | (13.5%)
expenses construction expenses |
¥3,294.9 billion ¥4,167.2 billion

(6.9%) (8.7%)

Investment expenses Social assistance Investment expenses

Subsidized ordinary

. Subsidized ordinar e
¥8,404.4 billion construction expens!.s expenses ¥7,115.6 billion construction expenses
(17.7%) ¥3,632.3 billion ¥849.4 billion (14.8%) ¥2,378.5 billion
(7.6%) (1.8%) (5.0%)




Trends in Personnel Expenses

(Unit:¥1 billion)
28,000.0 -ttt

26,928.7 27,045.1 27,047.5 26,8775 26,8383

26,394.2

26,000.0 - - B
25,135.3

25,264.3

25,000.0  -----s-sosomomomonnnnnnnsiiioiiioooooooooo . EECCCN

—_—
P

15,0000 o T --

—_—
P

L

11,0079 111106 11,151.9 11,086.0 11,0405

10,0000 <o = -

—_
P

| | | |
0
FY1997 FY1998 FY1999 FY2000 FY2001 FY2002 FY2003 FY2004 FY2005 FY2006

Breakdown of Personnel Expenses by ltem

m Prefectures Municipalities
¥25,135.3 billion ¥15,011.3 billion ¥10,124.0 billion
Unit:¥1 billion
100 _____ R R RRRRRRRRREESRSEEEnS e
(%)
80 ----- Basic salaries ---------- | —-------- . -
11,889.2 48.6% 45.3%
(47.3%)
ey 69.2+
sa L%
60 ----- 182406 0 - 748» .
(72.6%)
Other
40 allowances . 23.8%
6,341.0 o
(25.2%) e
Subsides for local govemment ‘ 2 1 12.0%
20 ----- employee mutual-aid associations, et¢, - - - - ------~ -
3,330.5 (13.3%) | 14.1%
Retirement allowances 10.9%
2,401.6 (9.6%) 8.6% o
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In recent years, while there has been a decline in such items as ordinary construction expenses, social assistance
expenses, public debt payments and so on have been increasing.

Trends in Breakdown of Expenditures by Character

(ordinary account net total)

Unit : Ratio with FY 1992 as 100. @ Unit¥1 billion

Obligatory expenses 35,908.7

Personnel expenses 24,119.4

Social assistance expenses 4,706.5

Public debt payments 7,082.8

=Y/

Ordinary construction expenses 28,568.4

N

Subsidized ordinary construction expenses 10,243.6

Unsubsidized ordinary construction expenses 17,064.5
Reserves 3,610.9

Total expenditure 89,559.7

121

Iile

Obligatory expenses
Personnel expenses
Social assistance expenses

=V Public debt payments

1 997 Ordinary construction expenses 97
Subsidized ordinary construction expenses 103!
Unsubsidized ordinary construction expenses )|
Reserves 43!

Total expenditure )

Obligatory expenses
Personnel expenses 109!

Social assistance expenses 1)ikey

FY Public debt payments 184!
200 2 Ordinary construction expenses <}
Subsidized ordinary construction expenses )

Unsubsidized ordinary ~
construction expenses )

Reserves <

Total expenditure 106

Obligatory expenses 129 46,175.6

Personnel expenses 102! 25,135.3

Social assistance expenses 165 7,789.2

FY Public debt payments
Ordinary construction

2006 expenses o0 14,282.9

Subsidized ordinar
construction expenses 3 5,807.3

Unsubsidized ordinary

Ly 13,2514

construction expenses il 17,2164
Reserves i 2,0825
Total expenditure i) 89,210.6

Social assistance expenses :

Expenses which include child welfare expenses, livelihood protection expenses, etc., aimed at assisting the needy, children, the elderly,
mentally and physically disabled, etc., as a part of the social security system.

Ordinary construction expenses : Expenses necessary for the construction of social capital, such as roads, bridges, parks, schools, etc.




Flexibility of the Financial Structure

[How can local finance respond to the demand toward local governments?]

In addition to revenue sources allocated to obligatory expenses required every year, it is necessary for local
governments to ensure revenue sources for measures to respond properly to social and economic trends and
changes in the demand of the residents. The extent to which these revenue resources can be ensured is called the
flexibility of the financial structure.

n Ordinary Balance Ratio

The national average of the ordinary balance ratio (the ratio of ordinary revenue allotted to expenses recurring
every fiscal year to the total of ordinary revenue recurring every fiscal year, centered on local taxes and the local
allocation tax, as well as tax reduction supplementary bonds and extraordinary financial countermeasures bonds
[see note]) remained at a high level of 91.4%, the same as the previous fiscal year.

92.6 Prefectures

91:4 Nationwide

91.7 93.5 ) 92.6

Municipalities

80 : : H N B B BN BN BN .

70 - : : - -

60 - : : § B B BN B N N .

50 - : : - -

40 - . . S B BN BN BN BN W e

30 : : § BN BN BN BN BN N .

20 - : : 216 215 219 215 214

10 - - - T B = - B N =

Fy 1997 Fy 1998 FY 1999 Fy 2000 FY 2001 Fy 2002 FY 2003 FY 2004 Fy 2005 FY 2006

Notes:
Tax-reduction supplementary bonds and extraordinary financial countermeasures bonds have been added since fiscal 2001.
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Real Debt Service Ratio and Debt Service Payment
Ratio Used for Permission to Issue Local Bonds

It is necessary to keep a close watch on trends in public debt payments at all times, since public debt payments,
payments of principal and interest on the debts of local governments, are expenses especially lacking flexibility.
The real debt service ratio, which is an index indicating the extent of the real debt payment burden, was calculated
for the first time on the basis of fiscal 2005 account settlements. Past trends can be seen in the debt service
payment ratio used for permission to issue local bonds.

The national average is 11.6%, which is approximately the same ratio as the previous fiscal year, and remains at
a high level.

State of the Real Debt Service Ratio

2.3%(@‘ 0.2%

: (43 organizati (3 organizations)
National | 72.6% 25.0%
(1,874 organizations) (1,360 organizations) (468 organizations)
91.5% 8.5%
(43 organizations) (4 organizations)
Y
2.4% i —0.2%
(43 organizations);| { (3 organizations)
72.1% 25.4%
(1,317 organizations) (464 organizations)

: under k) over 18% i over 25% i over

18% = under25% i under35% 'Y 35%

*Real debt service ratio
The real debt service ratio indicates the ratio of the principal and interest repayments on local bonds (excluding advanced redemption,etc.) and
the real debt service amount, including items corresponding to debt service expenses, such as disbursements to public enterprise bonds,minus
that portion of the local allocation tax allotted for this purpose to the total of the standard financial amount and the issuable extraordinary
financial countermeasures bond amount. It is used to determine organizations that require consultations or permission to issue bonds. If the
ratio is over 18%, the organization needs permission to issue bonds; if it is over 25%, the issue of certain kinds of local bonds is restricted; and
if it is over 35%, the restrictions are tightened even more.

Trends in the Debt Service Payment Ratio Used for Permission

[«}}
= to Issue Local Bonds
i.|E.
2F (%)
8¢ 12,5
Q=
§§ Nationwide
18 12.0 » »
= 4 4
oL 11.6 11.6 11.6 o o 11.6
s e ® o ®
n 11.5 11.3
2 o
1170
11.0 @)
10.7
8
10.5
104 @
10.0

FYy1997 Fy 1998 FY 1999 FY2000 FY2001 FY2002 Fy2003 FY2004 FY2005 FY 2006

*Debt service payment ratio used for permission to issue local bonds
The debt service payment ratio used for permission to issue local bonds indicates the ratio of the total of local debt principal and interest and
expenditure relating to debt-burden acts corresponding to debt service expenses, excluding the amount of advanced redemption, and also
excluding the amount of general revenue resources calculated for this purpose that includes the local allocation tax, to the total of the standard
financial amount and possible issue of extraordinary financial countermeasures bonds (excluding the amount of local allocation tax calculated

for service payment).



Outstanding Local Government
Borrowing (Ordinary Account)

[What is the state of debts in local public finance?]

n Trends in Outstanding Local Government Borrowing

Outstanding local government borrowing, the debts of local governments, amounted to approximately ¥139
trillion at the end of fiscal 2006. This figure has been increasing in recent years because of such factors as the need
to supplement tax revenue as a result of tax cuts and the issue of extraordinary financial countermeasures bonds.
The figure is 1.5 times larger than total revenue and about 2.4 times larger than the total sum of general revenue
resources, such as local taxes and local allocation tax.

Trends in Outstanding Local Government Borrowing

(Unit : Trillion Yen)

140 a0 R
Economic-stimulus
measures
130
Extraordinary
120 financial
countermeasures
bonds
110 Taxrevenue
supplementary bonds
Tax-rleduction
supplementary
100 bonds, etc.
-]
90 R >
Financial aid
bonds, etc. %
@
80 <9
...................... Sr-
S0
© 0
0D
P2
=
[0}
c
70 35
=]
Z06
L
=
o
60 3
@
Other local bonds
50
0
Fy 1992 Fy 1997 Fy 2002 Fy 2003 Fy 2004 Fy 2005 FY 2006 (End of FY)
Notes:
1. Outstanding local government borrowing excludes special fund public investment bonds.
2. Economic-stimulus figures are estimates.
v
J




E Outstanding Borrowing of Local Finance

Also, the outstanding borrowing of local public finance, which includes the local burden of borrowing from the
special account for local allocation tax and transfer tax grants and those public enterprise bonds borne by the
ordinary account, as well as current outstanding local government bonds, remains at a high level, amounting to
approximately ¥200 trillion at the end of fiscal 2006.

Trends in Outstanding Borrowing That Should Be Shouldered by the

Ordinary Account and Ratio of Outstanding Borrowing to Gross
Domestic Product

[ Ratio of outstanding borrowing that should be shouldered by the ordinary account to GDP ]

50 —
) 39.4 40.2 40.4 400  39.1%

40 — ——= * e O
29.2 W
30 —

20 _ 16.4

10 —

0

[Fy 19921 [Fy 19971 [Fy 20021 [Fy 20031 [Fy 20041 [Fy 20051 [Fy 20061 (End of FY)

210 —
(Unit : Trillion Yen)

201.4874 201.4167 200.1561

200 — 198.2831 -
193.0685 -
32.8177 33.6142
180 ‘ 31.8357 33.6173
- 30.7243
_ - T— §g 2 goccoooococooocaocooctoos
160 — P Outstanding public
149.8931 ' | e 28.0539 27.7509 Soayeel enterprise bonds
{ 28.2435 (borne by the
© G | 152187 ordinary account)
S ‘, L . | P - - - - <<
=
©
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oa 120 — i 23.1823
=5
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E ]
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(o !
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8 < 100 —
&
u— ‘o
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P 80 79.1451 ||
:é o -85 ”' 140.6158 140.0516
[75) TRAn007 138.1009 : 139.0593
Py 15.8279 :
= "
60 — 111.4971
40 —
61.1313
20 —
0
Notes:
1. Outstanding local government borrowing excludes special fund public works bonds and special fund public investment bonds.
2. Outstanding public enterprise bonds (borne by the ordinary account) are estimates based on settlement statistics.
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Local Public Enterprises
[What is the state of local public enterprises?]

Local public enterprises are managed directly by local governments for the purpose of social and public benefit.
They provide social infrastructure and services indispensable for local residents and the development of the

community, including water supply, sewerage, transport and hospitals.

n Ratio of Local Public Enterprises

Local public enterprises play a major role in improving the standard of living of residents.

Current water-supply Sewage disposal No.of passengers No.of passengers No.of hospital
population population ayear ayear beds
of 124.93 of 104.68 of 21.954 of 4.545 of 1,631,000 beds

million persons million persons billion persons billion persons

1.063
billion persons
(23.4%)
Water-supply Sewerage Transport Transport Hospitals
business business business business
(including small-scale (railways) (buses)

water supply business)

Notes:
1.The graph shows the ratio of local public enterprises when the total number of business entities nationwide is taken as 100.
2.Figures for the total number of enterprises nationwide are compiled from statistical materials of related organizations;
figures for local public enterprises are compiled from figures for the total number of enterprises and settlements for the previous fiscal year.
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n Number of Businesses Operated by Local Public Enterprises

The number of businesses is 9,317. By type of business, sewerage accounts for the largest ratio, followed in order
by water supply, care services, and hospitals.

517 )

Residential Others
development 1,445
519 (15.4%)
(5.6%)
N
Sewerage
Hospitals business
669 — 3,709
(7.2%) (39.8%)
Snt1all-scal<|-:
; water-su
Care services I Dusin eg‘s) y
6708 891 water-supply
(7.3%) (9.6%) business
1,406
Water-supply (15.1%)
business
2,297 (End of FY2006)
(24.7%)

n Scale of Financial Settlement

The total financial settlement scale is ¥19.3012 trillion. By type of business, sewerage accounts for the largest
ratio, followed in order by hospitals, water supply, and Residential development.

Others
Residential ¥2.6157 trillion
development (13.6%) s
¥1.2875 trilli l ewerage
(6.7%? 'on business
¥6.3685 trillion
(83.0%)
Water-supply
business
(including small-scale
water supply)
¥4.3410 trillion
(22.5%) Hospitals
¥4.6885 trillion
(24.3%)
(FY2006)




n Management Conditions

Local public enterprises had a surplus of ¥193.3 billion. By type of business, while water supply, electricity, and
sewerage showed a surplus, hospitals are continuing to register a deficit.

Trends in Management Conditions of Local Public Enterprises

Total balance

(Unit : 100 Million Yen)
3,000

[Fy 19921 [Fy 19971 [Fy 20021 [Fy 20031 [Fy 20041 [Fy 20051 [Fy 20061

(Unit : 100 Million Yen)
Others Total surplus

. 5,102
Sewerage business
5,000 -- _ ..o mmmmemeeeeoooooo- Total-surplus. - - - S - - - - - - - - - - - - - - - -.

Hospitals 4,690
Gas
Electricity
Transport
4,000 -- W Industrial water supply - Others 1,185 _ | ___ I

Water supply Others 723
(including small-scale water supply)

Total surplus
Others 1,512 4,283

Total surplus

3,349
Total surplus

3,013 Sewerage 805
3,000 -- _Total-surplus. - - - - - - - . ____ ’ . Others 441 ___ Sewerage 931 ____Sewerage 893 @

2,702 Others 365
Total surplus

Electricity 93
Electricity 99 Electricity 122
2,392 Sewerage 765 v‘* ‘,‘ Transpct)yrt 2

Others 242 Sewerage 755

Gas 2
2,000 -- Other51:175f”fSewerage324~~ ,,,,‘m‘{”, == - - Sl L Ll
Electricity 114
Electricity 177 *
water supply 82

SewGeragf8 225 Water supply
as Water suppl 2,503
Electricity 170 Wa‘;’;‘:PP'Y 2_453pp Z
1,000 -+ 2l """ Watersupply  Water supply "~ ’ sl a0
Water supply 1,599 1,871
1,567 :
Water supply
962
0
Transport Transport atst SUPPY
Transport
e 1638 £640 At
Transport
Transport
1,472 Transport 41,452
A1,000 -- -- - S - - - - -~ - -
Hospitals ospitals Hleral
pitals A1.985
21,013 21,261 A1.476 :
Hospitals Hospitals ) Others A100 Gas.A53
A2,000 -- A887 ---- As7g  ---- "'A°1Sp2"6a"‘5 ***** Total-deficit - - - - - Others A48~ _Gag a2~~~ oo g
Gas-A24 ’ A1,867 Total deficit Others A197 ey
Total deficit Total deficit A2,100 Total deficit Total deficit
A2,359 A2,314 Gas.A15 A2,335 2,351
Others A203
A3,000 --ommmmmommom oo TotaldefiGit -~~~ 77T T TT T TToTTooTToommooomooooo oo
A2,934
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Trends and Issues in Local Public Finance

n Promotion of Decentralization Reform

Enactment of the Law for the Promotion of Decentralization Reform

The Law for the Promotion of Decentralization Reform, which aimed to clarify the basic philosophy for the
promotion of decentralization and the responsibilities of the central and local governments, to stipulate fundamental
matters, and to promote decentralization in a comprehensive and planned manner by establishing the necessary
system, was enacted on December 8, 2006, and enforced on April 1, 2007. On the basis of this law, efforts are
being made to promote new decentralization reforms, thoroughly review the role sharing between the central and
local governments, advance the transfer of authority and financial resources to local governments, and establish
the independence and responsibility of the regions.

Basic Policy 2006
(approved by the cabinet on July 7, 2006; extract)

"Through the comprehensive revision of related laws and ordinances and
so on toward decentralization, efforts will be made to review the role
sharing between the central and local governments, abolish or reduce
state involvement and national treasury subsidies, etc."

D

Law for.the Promotion of Decentralization Reform
(enacted on December.8, 2006)

Outline of Law

@ Establishment of a setup within the government to promote decentralization
reform (Decentralization Reform Promotion Committee)
— To study the form of role sharing between the central and local
governments, etc.

@ The government shall compile a Decentralization Reform Promotion Plan.

® The law shall be valid for a limited period of three years from its
enforcement.

Compilation of Decentralization Reform Promotion Plan

Comprehensive Law on Decentralization I efe]yy oI =1 ISR Eilo]s Wo Mo Wil [VE:
Reform (tentative name) laws




Decentralization Reform Promotion Committee “Interim Report” (Outline) November 11,2007

“Compass” showing the direction of study toward recommendation

FY 2007 FY 2008 FY 2009 FY 2010
April November
End of May Year End March

Egrs‘i‘; - Recommendation, Cabinet decisionon  Time limit of
P Opinion, etc.: Sequential decentralization reform  committee
promotion plan

Inauguration of recommendation” from

committee spring 2008 onward Submission of new
. comprehensive law

Decentralization conference (7 times) — Report from respective on decentralization

Committee (29 times) government ministries reform to Diet

Efforts so that “Local Governments Play Leading Part in Nation Building”

© Transfer of power for establishing local governments @ Revitalization of local communities
@ Realization of completely autonomous entities @ Improvement of capabilities for assuming
@ Ensurement of comprehensiveness of governments autonomous control

Review of Legal Schemes, etc.

(@ Thorough abolishment or curtailment of obligations, framing (method of enforcement, etc.) and
involvement (consultation, consent, etc.) by the central government

(2 Expansion of ordinance making power

(® Check system regarding new obligation, framing and involvement

@ Legislation of transfer of power from prefectures to municipalities

Drastic Review and Examination of Individual Administrative Areas and Administrative Works

© Priority Issues
(D Medical care (@ Public assistance @ Unification of kindergartens and nursery schools

@ Compulsory education (& Roads (® Rivers (@) Agriculture
© Other Key Issues

(D Welfare and health (@ Labor (® Children (@ Education (® Housing and cities
(® Transportation @ Environment  ® Agriculture @ C%mngerce and Disaster prevention
industry

Decentralization Reform and Revitalization of Local Communities

Path to revitalization of depopulated central cities and local villages

Public Finance and Taxation

( Financial relation of central and local governments @ Central government subsidy reform
(@ Rectification of interregional disparities in financial strength (8 Financial discipline
(® Financial burden on social capital improvement

Administrative System Toward Conversion to Decentralized Society

(@ Enhancement of wide-range cooperation (® Review of local branch offices, etc.
@ Concept of large city system
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IEA Promotion of Administrative Reform

(1) Intensive Reform Plans

In order to solidly promote local administrative reform, the Ministry of Internal Affairs and Communications
compiled the New Guidelines for the Promotion of Administrative Reform in Local Governments (the New Local
Administrative Reform Guidelines) and notified local governments of them on March 29, 2005.

As a result, local governments have compiled and disclosed intensive reform plans indicating specific efforts,
such as the reorganization and arrangement of administrative work and projects and the promotion of private-sector
consignment, to be undertaken in general until fiscal 2009.

(2) Further Promotion of Administrative Reform

On August 31, 2006, the Ministry of Internal Affairs and Communications formulated "Guidelines for the Further
Promotion of Administrative Reform in Local Governments" and requested local governments to make positive
efforts toward three reforms: reform of total personnel expenses, reform of public services, and reform of local
public accounting.

Reform of total personnel expenses

Further net reduction in number of employees bearing in mind the net reduction
(down 5.7%) in the number of national public employees

Promotion of salary reform (reflection of regional private-sector salaries, further
streamlining of salaries)

Efforts to curb personnel expenses in third-sector enterprises, etc.

Reform of public services

Implementation of studies in light of project classification and overall inspection
of need for public services and implementing entities

Setting of performance indexes relating to the maintenance and improvement
of public services and numerical targets relating to expenditure reduction, etc.
in the implementation of marketization tests

Reform of local public accounting (local asset and debt management reform)

Promotion of the compilation of four documents: balance sheet, administrative =~ =-------- i
cost statement, financial balance statement, and net asset fluctuation statement :
Formulation of the direction and specific measures for asset and debt reform including
promotion of the sale of unused assets, effective utilization of assets, etc.

Formulation of Rules for Information Disclosure to
Facilitate Comparisons and Appraisal Between Local
Governments and Strengthening of Resident Monitoring

Enhancement of disclosure systems, including salary information
Further promotion of financial information disclosure to
enable comparisons between organizations

Disclosure of implementation process and implementation
results of marketization tests

Active appointment of outside personnel as auditors and utilization
of external auditing




Number of Public Employees

The number of local public employees has declined for 13 consecutive years since 1995. The number of employees
has fallen for 12 consecutive years in the general administrative sector and 6 consecutive years in the public
enterprise sector.

The reason for these declines is that, although the number of staff in the police and fire service sectors is increasing
due to such factors as the enhancement of public security and disaster-prevention measures, efforts are being
made to reduce the number of staff as a whole by, for example, setting numerical targets for personnel management
and implementing cuts in other sectors on the basis of scrap-and-build policies.

Number of Local Public Employees

1,000 persons

3260 — 3,249
3,240 — 3,232 Total number of local
3,220 — ’ 3,204 public employees

3,200 —

3,180 — ’ 3,172 o
3,160 — General administrative
' 3,144 sector
3,140 — 3,117
3,120 — ;
3,100 — 3,084

3,080 — ’

3,060 — ’ 3,042

3,040 —

3,020 —

3,000 — ' 2,998

2,980 —

2,960 — ’ 2,951
2,940 —

1,114

1,180 — 1,166 1,161 e
1,100
1,086
1,069

1,160 —

1,140 —

1,120 —

1,100 —

1,080 —

1,060 — 1,049

1,040 — 1,027
1,020 —

000 — .

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Trends in the Number of Staff in Local Governments by Sector

I Excluding welfare |

-
welfare I

Unit: Ratio against 100 as the number of staff as of April 1, 1998.
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Salary Level

When the salary level of local public employees is shown on the Laspeyres Index, the average for all local governments
is 98.5.

In fiscal 2006 a total of 577 local governments adopted measures to correct wage levels, such as the revision of salary
scales, and a total of 781 local governments implemented the revision of various allowances and retirement allowances.
In addition, 1,636 organizations (approximately 87%) among 1,874 organizations had a Laspeyres Index of less than 100.

Trends in the Laspeyres Index (Trends in the Average for All Local Governments)

111 R 11 R TR e e R R T T PR P EEEERE PR ERTEETRESEEREREPRRR

* Laspeyres Index
The Laspeyres Index is used to compare price levels,
wage levels and so on. Here it is used to show the salary
level of local public employees when the salary level of
national public employees is taken as 100.
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The State of Local Public Finance
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[E] Promotion of Soundness of Local Public Finance

(1) Law Relating to the Financial Soundness of Local Governments, etc.

Amid severe financial conditions caused by such factors as the redemption of local bonds and the advance of aging, local governments
are required to conduct autonomous financial management that takes into account the needs of local residents. Furthermore, it is
extremely important to establish the financial discipline of local governments in order to promote decentralization from now on.

In response to this situation, the present system of local government financial reconstruction only uses flow indexes for the real
deficit, such as the general account, and various problems have been pointed out, such as the fact that it is a mechanism for
reconstruction through application.

Therefore, the present system of local government financial reconstruction was drastically revised for the first time in about 50 years,
and in June 2007 the Law Relating to the Financial Soundness of Local Governments (2007, Law No. 94) has been enacted as a new
system to thoroughly establish and disclose financial indexes and to strive for the early soundness and rebuilding of financial affairs.
Financial indexes will be enforced from April 2008, and regulations concerning duties of formulating financial soundness plan, etc.
will be enforced from April 2009.

Comparison of New Law and Present System

Sound stage Seipnaesic Financial rebuilding

Establishment of indexes Financial soundness Definite rebuilding through
and thorough information through independent involvement of the
disclosure improvement efforts central government, etc.
Flow indexes : Real deficit ratio, Formulation of financial Formulation of financial rebuilding plan
consolidated real deficit ratio, soundness plan (approval by (approval by assembly), obligatory
real debt service ratio assembly), obligatory request request forexternal auditing
for external auditing i ) o
Stock indexes : Future burden Report of progress of The fmalnc[al rebuilding plan ca? seek
ratio = indexes by real implementation to assembly consultations and agreement from
liabilities, includin f } the minister of internal affairs and
, g public and public announcement P
enterprises, third-sector every fiscal year communications.
SERIES, G If the early achievement of (No agreement) Restrictions on the issue
financial soundness is deemed of local bonds, excluding disaster

rehabilitation projects, etc.

—Reported to assembly
(Agreement) Possible to issue local bonds

e to be strikingly difficult, the

L . minister of internal affairs and idi i
auditor inspection attached SATL (rebuilding transfer special bonds) whose
P communications or the redemption deadline comes within the plan
prefectural governor makes period in order to transfer the balance
necessary recommendations. shortfall.

If financial management is deemed not
to conform with the plan, etc.,

Soundness of public enterprise management e

ancial deterioration

Present system
Law on Special Measures for the
Problems of present system Promotion of Local Financial Reconstruction

Disclosure of easy-to-understand financial . . . .
information, etc. is inadequate. Formulation of financial reconstruction plan

through application by the deficit organization

(Agreement of the minister of internal affairs and communications

is necessary.)

There are only standards for reconstruction
organizations and no early corrective functions.

Therg are only balance Indexgs centered on the *Prefectures with a deficit ratio of 5% or more and
ordinary account, and even if problems relating to municipalities with a deficit ratio of 20% or more
the financial condition of stock (liabilities, etc.) cannot issue local construction bonds unless they
are cited, they are not taken up. ur)t%etrgakle financial reconstruction in accordance

wi e law.

There are no early corrective functions for public

enterprises. Etc. Corresponding reconstruction system for public
enterprises as well (Local Public Enterprise Law)
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Subject of Ratio for Determining Soundness

Present
I System |

[ Law Relating to the Financial Soundness ]
of Local Governments

Local government

General nga[t
i account efici
Rearla(tji%flc“ Ordinary ratio
account

g Consolidated

& real deficit

iE ratio

L2

E Real debt

= service ratio

3

-

5 Future

% burden

8 7 Special L

= accounts [ SRR S DEEEE
. BEEEEEEEREE | 1 0 0 0 EEEEEEEE N R
2
S Public
ST Of which, (HEALEIPISE
=0 ’ - -
=35 public | Accounts *Financial
=5 Bad enterprise shortfall
§ < Debts accounts ratio

[=]
5
oun
©
Al 2 et TR T . W I [ p-.
= *Calculated for each *Calculated for each
= public enterprise public enterprise
account. account.

Partial administrative
associations,
wide-area local
public bodies

Local public
corporations,
third-sector
enterprises, etc.
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Outline of Ratio for Determining Soundness

real deficit of general account, etc.
standard financial scale

Real deficit ratio =

*Real deficit of general account, etc.: Amount of real deficit in account corresponding to ordinary account among
general account and special accounts
+Amount of real deficit = amount of advanced appropriation + (amount of deferred payment + amount of business balance carried forward)

consolidated real deficit
standard financial scale

Consolidated real deficit ratio =

-Consolidated real deficit: If the total amount of A and B exceeds the total amount of C and D, such exceeding amount
A. Among general account and special accounts excluding public enterprises (enterprises regulated and enterprises not regulated by
the Local Public Enterprise Law), the total amount of real deficit of accounts subject to real deficit
B. Among special accounts of public enterprises, the total amount of deficit of funds of accounts subject to deficit of funds
C. Among general account and special accounts excluding public enterprises, the total amount of real balance surplus of accounts subject
to real balance surplus
D. Among special accounts of public enterprises, the total amount of surplus of funds of accounts subject to surplus of funds

(redemption of principal and interest of local bonds + quasi-redemption of principal and interest) -

Real debt (special revenue sources + amount included in standard financial reguirements pertaining to
service ratio — redemption of principal and interest and quasi-redemption of principal and interest)
(3-year average) standard financial scale - (amount included in standard financial reguirements pertaining to
g ]

redemption of principal and interest and quasi-redemption of principal and interest)

»Quasi-redemption of principal and interest: Total amount of A to E

A. Amount corresponding to annual redemption of principal in a case of principal equal amortization where the redemption period is 30 years
regarding bullet local bonds

B. Among the transfers from the general account, etc. to special accounts other than the general account, etc., the amount acknowledged to
be appropriated for revenue resources for the redemption of public enterprise bonds

C. Among the burdens and subsidies to associations/local development corporations (“associations, etc.”), the amount acknowledged to be
appropriated for revenue resources for the redemption of local bonds issued by the associations, etc.

D. Expenditure based on liabilities that can be treated similarly to debt service among the expenditures based on debt burden

E. Interest of temporary loan

future burden amount - (amount of appropriable funds + estimated amount of special revenue sources + amount

l':::::: __ expected to be included in standard financial reguirements pertaining to outstanding local government bonds, etc.)
ratio standard financial scale - (amount included in standard financial reguirements pertaining to redemption of

principal and interest and quasi-redemption of principal and interest)

*Future burden amount: Total amount of A to H
A. Outstanding local government bonds as of end of fiscal year previous to relevant fiscal year of general account, etc.
B. Expected amount of expenditure based on debt burden (those pertaining to the expenses of each item under Article 5 of the Local
Finance Law)
C. Estimated amount of transfer from the general account, etc. to be appropriated to the redemption of principal of local bonds of
accounts other than the general account, etc.
D. Estimated amount of burden, etc. of the local government concerned to be appropriated for the redemption of principal of local bonds of
the associations, etc. of which the local government concerned is a member
E. Among the expected amount of retirement allowance to be paid (amount of allowance that will be paid to all employees at the term end), the
estimated amount of burden of the general account, etc.
. Among the amount of debts of certain corporations established by the local government and among the amount of debt burden in the case
of bearing the debts for such certain corporations, the estimated amount of burden of the general account, etc.
giving consideration to the financial and business condition of the such corporations, etc.
G. Consolidated real deficit
H. Among the amount corresponding to the consolidated real deficit of the associations, etc., the estimated amount of burden of general account, etc.
+«Amount of appropriable funds: Funds under Article 241 of the Local Autonomy Law that can be appropriated for the
amount of redemption, etc. of Ato F

n

deficit of funds

Financial shortfall ratio = . .
size of business

-Deficit of funds:
Deficit of funds (enterprises regulated by the law) = (current liabilities + outstanding local government bonds issued to be appropriated for revenue
resources of expenses other than construction and improvement expenses, etc. - current assets) — resolvable amount of financial shortfall
Deficit of funds (enterprises not regulated by the law) = (amount of advanced appropriation + amount of deferred payment and
amount of business balance carried forward + outstanding local government bonds issued to be appropriated for revenue
resources of expenses other than construction and improvement expenses, etc.) — resolvable amount of financial shortfall

*Resolvable amount of financial shortfall: A fixed amount to be deducted from the deficit of funds when there are circumstances where deficit of funds will arise due to
the nature of the project or structurally for a given period of time after the commencement of the project.

*Public enterprises that are engaged in residential land development projects are subject to a special exception concerning the calculation of the current assets pertaining
to the assessment of the land, etc.

+Size of business : Size of business (enterprises regulated by the law) = amount of operating revenue — amount of consigned construction profit
Size of business (enterprises not regulated by the law) = amount of profit corresponding to operating revenue — amount of
profit corresponding to consigned construction profit

*Public enterprises adopting the designated administrator system (usage fee system) are subject to a special exception concerning the amount of operating revenue.
*The size of business of public enterprises that are only engaged in residential land development projects shall be the total amount of capital and debts that show the
“financial resource scale for business management” (scale of procured funds).
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Image of Early Financial Soundness, Financial Rebuilding and Soundness of Public Enterprise Management

Financial
deterioration

N B Early financial soundness Financial rebuilding criterion
[ Early financial soundness Y trion 9

and financial rebuilding

0% ;

Real deficit ratio
0%

*Under the existing reconstruction system, an organization under reconstruction is required to
ensure equilibrium of the real balance.

'S

Soundness of public enterprise management ]

Management soundness criterion

®

Trends and Issues in Local Public Finance




Early Financial Soundness Criterion, Financial Rebuilding Criterion, Management Soundness Criterion, etc.

® “Law Relating to the Financial Soundness of Local Governments” was enacted in June 2007.

® Regulations concerning the disclosure of financial indexes has been enforced since April 1, 2008,
and will be applied from the settlement of FY 2007.

® Regulations concerning the obligation to formulate plans, etc. will be enforced from April 1, 2009,
and applied from the settlement of FY 2008.

Early financial soundness

Formulation of financial soundness plan, request for external auditing, etc.

Formulation of financial rebuilding plan, procedure for seeking agreement of central government on
plan, restriction on the issue of local bonds, rebuilding transfer special bonds, etc.

Early financial soundness criterion _

Real deficit ratio
+ Real deficit ratio of general account, etc.

Prefectures : 3.75%

Municipalities : 11.25 to 15% Prefectures : 5%
according to Municipalities : 20%
financial size

Consolidated real deficit ratio

- Real deficit ratio of all accounts

Prefectures : 8.75%

Municipalities : 16.25 to 20% ELEEINGE Tl ()
according to Municipalities: 30% (*)
financial size

Real debt service ratio

- Ratio of debt service expenses and
expenditures similar to debt service
expenses

Prefectures Prefectures
and municipalities : 25% and municipalities : 35%

Future burden ratio

+ Ratio of substantial debts to be borne by the
general account, etc. in the future in addition
to outstanding local government bonds

Prefectures and cities
designated by

government ordinance: 400%
Municipalities: 350%

Financial shortfall ratio of
public enterprises

+ Financial shortfall ratio of each public
enterprise

20% -

(*) With respect to the financial rebuilding criterion of the consolidated real deficit ratio, a 3-year temporary criterion (in the case of municipalities,

40%—40%—35%) is provided.
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(2) Promotion of Local Public Accounting Reform and Information Disclosure

A. Promotion of reform of local public accounting

With respect to the establishment of local public accounting, the Ministry of Internal Affairs and Communications
requested local governments to make efforts toward disclosing information that is required for the compilation and
formulation of financial documents based on “Guidelines for the Further Promotion of Administrative Reform in Local
Governments.” In consideration of the fact of the formulation of the direction and specific measures for asset and debt
reform by fiscal 2009 and the enforcement of “Law Relating to the Financial Soundness of Local Governments,” it is
important for every local government to conduct certain asset valuation and compile financial documents by fiscal 2009.
Further enhancement of transparency in the financial conditions of local governments through the establishment of local
public accounting is expected, and it is, therefore, important to disclose information to residents, etc. in an
easy-to-understand manner, and the Ministry of Internal Affairs and Communication gave the model of financial
documents showing concisely the overall financial conditions.

Balance Sheet

@ A balance sheet shows the state of assets/properties and the revenue resources for procurement
as of the end of the fiscal year.
Assets Amount | Liabilities Amount
1. Public assets *okx 1. Fixed liabilities * ok
(1) Assets for business *okx (1) Local government bonds —_
(2) Infrastructure assets Xk (2) Retirement allowance *hk
3) DI bl ¢ reserve
(3) Disposable assets *okk (3) Other .
2. Investments, etc. *okk .
. 2. Current liabilities *kx
(1) Investments and capital *kx
investments (1) Local government bonds >k
(2) Loans *okx redeemable in following year
(2) Other *kk
(3) Reserve funds, etc. * ko
Liabilities total *hk
3. Current assets *okx
Net assets Amount
(1) Funds * ok k
(2) Accounts due * k% Net assets total b
Assets total Kk Liabilities and net assets total * kK




Financial Balance Statement

@ A financial balance statement shows the state of revenue and expenditure classified by the
categories of ordinary administrative activities, public investments, and other administrative
activities.

Amount

1. Ordinary revenue and expenditure ok
2. Public asset establishment revenue and expenditure *okk
3. Investment and financial revenue and expenditure *kk
Revenue and expenditure for this term *kk
Fund balance at beginning of term ok
Fund balance at end of term *kk
(Basic financial revenue and expenditure)

Total revenue *kx

Total expenditure .

Amount of issue of local government bonds >k ok

Amount of redemption of principal and interest of local government bonds *oxx

Increase/decrease of sinking funds, etc. o
Basic financial revenue and expenditure *okk

Administrative Cost Statement

@ An administrative cost statement shows the amount (cost) of administrative resources spent on
administrative services during the year.
Amount

Ordinary expenditure -

1. Costs of persons ok
(1) Personnel expenses *xk
(2) Payment into retirement allowance reserve *xk

,etc.

2. Costs of properties —_—
(1) Property expenses ook
(2) Depreciation expenses *xk
(3) Maintenance and repair expenses *hk

,etc.

3. Costs of transfer expenditures bl
(1) Disbursements to other accounts o
(2) Social security benefits *hk

,etc.

4. Other costs -

(1) Debt service (interest paid) *rk
,etc.

Ordinary revenue ok

Usage fee, handling fee, etc. ok

Net ordinary administrative cost (ordinary expenditure - ordinary revenue) >k
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Net Asset Fluctuation Statement

@ A net asset fluctuation statement shows the fluctuations of net assets calculated as the difference
between assets and liabilities during the year.

Amount
Net asset balance at beginning of year .
Net ordinary administrative cost JANT.
Revenue resources ok
Local tax ok
Local allocation tax -
Ordinary subsidy *hk
Construction subsidy .
Other kK
Asset re-evaluation and acceptance
without consideration i
Other kK
Net asset balance at end of year *kk

Incidentally, local governments are required to specify whether they used the “reference model” or the
“MIC system revised model” upon disclosing their financial documents.

With respect to the state of compilation of financial documents, all municipalities of prefectures
and designated cities answered “Compiled” and 1,047 (58.2%) out of 1,799 municipalities
excluding designated cities answered “Compiled,” 232 municipalities (12.9%) answered “Being
compiled” and 520 municipalities (28.9%) answered “Not yet compiled” as a result of the survey as
of March 31, 2008.

State of Compilation of Financial Documents of local governments

State of compilation of financial documents pertaining to settlement of FY 2006

(The models scheduled to be compiled in the future were counted for municipalities of “Not yet compiled”) (Unit: Organization, %)

Prefectures Municipalities Designated cities &n:sr:g;r:g?éﬁlgﬁlz);cludlng

Compiled 47 (100.0%) 1,064 (58.6%) 17 (100.0%) 1,047 (58.2%)

Reference model 0 (-) 2 (0.2%) 0 (-) 2 (0.2%)

MIC system revised model 0 (-) 45 (4.2%) 2 (11.8%) 43 (4.1%)

MIC system 44 (93.6%) 995 (93.5%) 15 (88.2%) 980 (93.6%)

Other 3 (6.4%) 22 (2.1%) 0 (=) 22 (2.1%)

8 Being compiled 0 (-) 232 (12.8%) 0 (-) 232 (12.9%)

s Reference model 0 - 3 (1.3%) 0 - 3 (1.3%)

‘: MIC system revised model 0 (-) 143 (61.6%) 0 =) 143 (61.6%)

-?;I MIC system 0 (-) 83 (35.8%) 0 (=) 83 (35.8%)

% Other 0 (=) 3 (1.3%) 0 (=) 3 (1.3%)

§ Not yet compiled 0 (-) 520 (28.6%) 0 (=) 520 (28.9%)

= Reference model 0 (-) 82 (15.8%) 0 (-) 82 (15.8%)

g MIC system revised model 0 (-) 393 (75.6%) 0 (=) 393 (75.6%)

ﬁ Other 0 “) 45 (8.7%) 0 ) 45 (8.7%)

g *Number of municipalities at time of survey: as of March 31, 2008, 1,816.
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Trends and Issues in Local Public Finance

B. Promotion of Information Disclosure

Amid the increasing severity of local public finance, various efforts are being made to fulfill accountability. In order for each
local government to promote financial soundness while gaining the understanding and cooperation of residents, etc., the

and “financial

comparative analysis tables,” etc. and posted them on its homepage with the aim of disclosing information to residents, etc. in

Ministry of Internal Affairs and Communications has compiled “expenditure comparative analysis tables”
an easy-to-understand manner based on forms that are comparable with those of other local governments.

From the settlement of FY 2006, it is expected that the formulation and disclosure of “expenditure comparative analysis

tables” for conducting a comparative analysis of expenditures among similar organizations will be utilized for the effective

reduction of expenditures.

Website address: http://www.soumu.go.jp/iken/saishutsuhyo/index.html
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The settlement data of all prefectures and municipalities (since fiscal 2001) are shown in balance sheets for each individual

organization posted on the homepage.
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In response to the growing demand for comprehensive transparency in local public finance information, as a means of
disclosing the overall financial condition of each local government, including the condition of special accounts, such as
enterprise accounts, as well as the ordinary account, the management condition of third-sector enterprises and so on, and the
state of financial assistance to them, the Ministry of Internal Affairs and Communications compiles financial condition tables
and so on and posts them on its homepage.

Website address:http://www.soumu.go.jp/iken/zaisei_ichiran.html

Example of Table of Financial Condition, Etc.

Example of Table of Financial Condition, Etc. (Fy n)

(¥ million
Name of organization S s | e (A r)
Prefecture 554,057 34,288 588,345
1. Financial condition of general account and special accounts (mainly items relating to ordinary account) (¥ million
Revenue | Expenditure lfa"l’a':“gL Real balance |  Curentoustandng, %ﬂ:;?"‘""g from | pemarks

General account 1,340,867 | 1,320,292 20,575 1,461 | 2,435,272 3,253

Prefectural debt management special account 22,705 22,705 0 0 - 18,505

Disaster relief project special account 4,987 4,986 1 1 5,439 3,788

Mother-child widow welfare financial loan project special account 452 136 316 316 870 1

e e e e POt 9,425 7,853 1,572 1,560 12,098 226

Agricultural improvement financial loan project special account 1,197 98 1,099 1,099 406 22

Forestry promotion financial loan project special account 848 551 297 297 160 1

Offshore fishing improvement financial loan project special account 167 30 137 137 - 1

Prefectural forest project special account 167 163 4 4 1,695 104

Urban development finance project special account 1,320 1,320 0 0 - 3

Ordinary account (Total of all accounts) 1,251,970 | 1,227,495 24,475 3,835 | 2,451,403 217
Notes:

Since the ordinary account is adjusted for the overlapping portions of the respective accounts, it does not coincide with the total of the general account and the
respective special accounts.

2. Financial condition of other special accounts (items relating to public enterprise accounts including public enterprises) (¥ million, %

Total earnings|Total expenses Fﬂmalbﬂhme“Neiproiiiorloss Outstandi | Borrowing rom 0 Accumulatedfoss of
( :g (expenditure) | SneprBesnOl ezl balance) m’?"se' other accounts W;‘g,",;‘g b Remarks
Hospital business 19,963 21,093 - A1,130| 28,094 4,455 93.6 0 25,707
Industrial water-supply business 2,422 2,416 - 6 9,400 41 100.5 0 0
Bl dand devglopment project)  10,917| 15,194 -| a4,277| 25720 0 71.6 0| 4424
- : - Enterprises
Rgsidential land development project) 4169 5,249 -| &1,080| 20,721 24 80.2 0| 9,366 yoermed
Water-supply business for water service 11,026 9,097 - 1,929| 52,298 206 121.5 0 0| bylaw
Port improvement business o8 770 (**T6 4| " Go7 | "Eb4| 117,639 363 - - -
Sewerage business (watershed sewerage business) | ™% 741 (expendg:?ﬂ (hrma‘balamH (sl balance) o| 30,345 2,769 - - -
Sewerage business REER 245 (apend\lur§)45 (formal balance)o (real balance) 0 1,201 65 _ _ _
Notes:

1. "Enterprises governed by law" means public enterprises to which the Local Public Enterprise Law applies.

2. With respect to enterprises other than the “enterprises governed by law,” the items of “revenue,” “expenditure” and “real balance” are indicated in the columns of
“total earnings,” “total expenses” and “net profit or loss.”

3. Bad debts and accumulated loss are shown in a positive number.

3. Financial condition of related partial administrative associations, etc. (¥ million, %)
o i ‘SRR | fee | B | BB || S T o
Regional Federation of Water Supply Enterprises 951 807 144 - 2,955 13.4 113.9 - 350
Federation of Coastal Water Supply Enterprises 196 246 a50 - 524 90.0 106.5 - 542
4. Management condition of third-sector enterprises, etc. and state of local government financial assistance (¥ million)
N N (i Outstanding debt Outstanding debt
e, | saptmor | Moaniaion | oniston | ogeniaton "SI RMISeE  Romarks
Cultural Promotion Foundation 63 2,281 2,010 28 - - -
Industrial Creation Organization 74 4,694 259 1,070 3,556 - 2,986
Construction Technology Center 55 1,961 3 - - - -
Cultural Deposits R h Corporati Al 32 30 - - - -
Forest Develoy Humanf f { A2 2,006 1,950 - - - -
Marine Products P ion Foundation 39 2,345 2,175 - - -
Agriculture and Forestry Public Corporation a27 388 313 634 12,881 - 17,126
Women's Foundation 1 120 99 37 - - -
Sports Association A25 770 15 30 - - -
Notes:

Enterprises that do not compile profit/loss statements enter their increase or decrease of net assets in the current term in the "Ordinary profit/loss" column.

5. Financial indexes

Financial strength index Real balance ratio Real debt service ratio Ordinary balance ratio
0.46365 1.1 14.4 93.6

Notes:
The real debt service ratio is a 3-year average from FY Heisei (n-2) to FY Heisei n to be used in the procedures for the bond issue consultation of FY Heisei (n+1).
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