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The Role of Local Public Finance

Prefectures and municipalities (cities, towns, and villages) are the central actors in various areas of public services, including school
education, public welfare and health, police and fire services, and public works such as roads and sewage systems, thereby fulfilling a
major role in the lives of the citizens of the nation.

This document describes the status of local public finance (which comprises collectively the finances of individual local governments), the
state of settlements for FY2019, and the initiatives of local governments towards sound public finances (mainly the status of the ratios
for measuring their financial soundness), with particular attention given to ordinary accounts (Public enterprises, such as water supply,
transportation, and hospitals are described in the section on Local Public Enterprises).

Classification of the Accounts of Local Governments Applied in the Settlement Account Statistics

The accounts of local governments are divided into the general accounts and the special accounts, but classification of these accounts
varies between local governments. Therefore, the accounts are classified in a standardized manner into ordinary accounts, which cover
the general administrative sector, and other accounts (public business accounts). This makes it possible to clarify the financial condition
of local governments as a whole and to make a statistical comparison between local governments.

Local Government Accounts

General administrative sector accounts
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Roads Fire service Etc.

Public enterprise accounts

Water supply © Transportation Electrical power © Gas
Hospitals Sewerage systems © Residential land development  Etc.
Other accounts
OIS Latter-stage elderl
accounts) National health medical care y Nursing care
insurance accounts insurance accounts
accounts

Etc.
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How large is local public finance?

The ratio of expenditure by local governments in gross domestic product (nominal) is 11.1%, about 2.6 times that of the central
government.
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The Role of Local Public Finance

How large is local government expenditure in total public expenditure?

Looking at the breakdown of public expenditure classified by final expenditure entity, local government expenditure accounts for 42.0% of
Government final consumption expenditure, and 51.3% of Public gross capital formation. As a final expenditure entity, local governments
above the central government and play a major role for the national economy.

Breakdown of public expenditures

Central government
¥23,234.0 billion (16.5%)
. \ Public gross capital formation
Local governments Public ¥6,968.7 billion (4.9%)

¥61,941.7 billion (43.9%) expenditures P p——

¥140,965.7 billion ¥48,577.7 billion (34.5%)
(100.0%)

Public corporations
¥7,212.4 billion (5.1%)

¥7,212.4 billion (5.1%) ¥16,265.3 billion (11.5%)

¥15,007.2 billion (10.6%)

¥46,934.5 billion (33.3%) ¥48,514.9 billion (34.4%)

Public gross capital formation
¥62.8 billion (0.0%)

Government final
consumption expenditure
¥111,714.7 billion

Public gross capital
formation 17 2457%;
¥29,251.1 billion ‘ ‘ : : |
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In which areas is the share of local expenditures high?

The below graph shows central and local governments’ expenditures by purpose as a share of net total expenditure, classified by final

expenditure entity.

The share of local governments’™ expenditures is higher in areas that are deeply related to daily life, such as public welfare, sanitation,

and school education.
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FY2019 Settlement Overview

K} Revenues
¥103,245.9 billion (up ¥1,900.6 billion, 1.9% year on year)

Regular portion: ¥101,123.8 billion (up ¥2,147.5 billion, 2.2% year on year)
Great East Japan Earthquake portion: ¥2,122.1 billion (down ¥246.9 billion, 10.4% year on year)

The increase of revenues in the regular portion resulted from an increase in National treasury disbursements, Local taxes, etc.
The decrease in revenues in the Great East Japan Earthquake portion resulted from a decrease in Transfers, National treasury
disbursements, etc.

Bl Expenditures
¥99,702.2 billion (up 1,681.6 billion, 1.7% year on year)

Regular portion: ¥97,896.9 billion (up ¥1,962.8 billion, 2.0% year on year)
Great East Japan Earthquake portion: ¥1,805.3 billion (down ¥281.2 billion, 13.5% year on year)

The increase of expenditure in the regular portion resulted from an increase in Ordinary construction work expenses, Social assistance
expenses, etc.

The decrease in expenditures in the Great East Japan Earthquake portion resulted from a decrease in Ordinary construction work
expenses, Disaster recovery project expenses, etc.

E}| Revenue and Expenditure Settlement

The real balance showed a surplus of ¥2,159.5 billion.

Cateaor Account Settlement No. of local governments with a deficit
gory FY2019 FY2018 FY2019 FY2018
Real balance ¥2,159.5 billion ¥1,982.8 hillion - 2
Single year balance ¥177.4 billion A¥54.9 billion 1,373 1,583
Real single year balance ¥77.9 billion ¥35.0 billion 1,609 1,690

Notes : Real balance refers to the amount calculated by subtracting the revenue resources that should be carried over to the next fiscal year from the income expenditure balance.
Single year balance refers to the amount calculated by subtracting the real balance of the previous fiscal year from the real balance of the relevant fiscal year.
Real single year balance refers to the amount calculated by adding reserves and advanced redemption of local loans for the public finance adjustment fund to the single year
balance and subtracting public finance adjustment fund reversals.
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EY Trend in Scale of Account Settlement

Both revenues and expenditures of the regular portion have increased for seven consecutive years.
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Bl Major Financial Indices

Ordinary balance ratio rose 0.4 percentage points year on year, to 93.4%.
Real debt service ratio declined 0.4 percentage points year on year, to 8.0%.

Category FY2019 FY2018 Change
Ordinary balance ratio 93.4% 93.0% 0.4
Real debt service ratio 8.0% 8.4% AQ4

Il Outstanding Borrowing Borne by Ordinary Accounts

Outstanding borrowing, which includes Outstanding public enterprise bonds (borne by ordinary accounts) and Outstanding borrowing
borne by the special accounts for Local allocation tax (borne by local governments) in addition to Outstanding local government bonds,
amounted to ¥192,265.1 billion (down ¥1,349.0 billion, 0.7% year on year).

Category FY2019 FY2018 Change amount Change rate

Outstanding local government bonds ¥143,456.5 billion | ¥143,654.4 billion | a¥198.0 billion A0.1%

Outstanding local government bonds

(Bonds for the extraordinary financial ¥53,966.2 billion ¥53,979.2 billion A¥13.0 billion A0.0%
measures)

Outstanding public enterprise bonds

. ¥17,596.3 billion ¥18,342.4 billion | A¥746.1 billion A41%
(borne by ordinary accounts)

Outstanding borrowing borne by the
special accounts for Local allocation ¥31,212.3 billion ¥31,617.3 billion | A¥405.0 billion A1.3%
tax (borne by local governments)

Total ‘ ¥192,265.1 billion | ¥193,614.1 billion | a¥1,349.0 billion A0.7%

Local Public Finance, 2021 -lllustrated—
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Revenues

What are the revenue sources for local governments’ activities?

K} Revenue Breakdown

The revenue of local governments consists mainly of Local taxes, Local allocation tax, National treasury disbursements, and Local bonds,
in order of share size. Among them, revenue resources which can be spent for any purpose, such as Local taxes and Local allocation tax,
are called General revenue resources. It is important for local governments to ensure sufficient General revenue resources in order to
handle various administrative needs properly. General revenue resources accounted for 59.1%.

Composition of Revenues (Fv2019 settiement)

@ Other revenue resources
¥15,508.1 billion (15.1%)

General revenue resources

¥61,032.8 billion (59.1%)

¥41,211.5 billion (39.9%)

Local transfer tax
¥2,613.8 billion (2.5%)

Local bonds
¥10,870.5 billion (10.5%)

Net total
¥103,245.9 billion

Special local grants

¥3,231.1 billion (3.1%) ¥468.3 billion (0.5%)

Local allocation tax

@ National treasury disbursements ¥16,739.2 billion (16.2%)

¥15,834.4 billion (15.3%)

4 Other revenue resources General revenue resources

*(‘1969:3,2)9 billion ¥32,070.5 billion
: (52.2%)

4 Other revenue resources General revenue resources
o .
¥7,683.4 billion (15.1%) ¥31,676.3 billion (62.2%)

Local bonds

¥5,600.9 billion
(11.0%)

@ Prefectural ¥20,507.9 billion
disbursements (33.4%)

BT Local transfer tax
¥4,165.9 billion S )
(6.8%) ¥429.0 billion (0.7%)

¥20,703.6 billion
(40.7%)

Prefectures

total
¥50,914.0 billion
Local transfer tax

&'
¥2,184.8 billion

¥1,785.3 billion (4.3%)
(3.5%)

Local bonds
¥5,294.8 billion
(8.6%)

Special local grants
¥312.5 billion

0.5%
Special local grants (0.5%)

¥155.8 billion
(0.3%)

Local allocation tax

¥1,445.8 billion (2.4%) ¥8.108.0 billion

@ National treasury

disbursements Local allocation tax @ National treasury (13.2%)
¥5,953.4 hillion [l other lge'neml revenue resources ¥8,631.3 billion disbursements Other general revenue
(11.7%) ¥0.9 bilion (17.0%) - . resources
(0.0%) ¥9,881.0 hillion (16.1%) ¥2,713.1 billion (4.4%)
Local transfer tax : Collected as a national tax and transferred to local governments. Includes Local gasoline transfer tax, etc.
Special local grants : Special local grants for reduced revenue provided to cover decreases in revenues of local governments associated with the implementation of special tax deductions

for housing loans in individual inhabitant tax, as well as reduced revenue of local governments due to extraordinary reductions of auto mobile environmental
performance tax and light vehicle environmental performance tax for leveling demands associated with the rise in consumption tax, and extraordinary grants for
child care support for the amount borne by local governments associated with the policy to make preschool/nursing free started on October 1, 2019.

Local allocation tax : An intrinsic revenue source of local governments in order to adjust imbalances in tax revenue among local governments and to guarantee revenue sources
so that all the local governments across the country can provide a consistent level of public services. (See page.13, “6. Local Allocation Tax.”)

National treasury : A collective term for the national obligatory share, commissioning expenses, incentives for specific policies, or financial assistance, disbursed from the

disbursements central government to local governments.

Local bonds : The debts of local governments to be repaid over a period of time in excess of one fiscal year for which redemption continues for more than one fiscal year.

Bonds for the extraordinary : Local bonds issued as an exception to Article 5 of the Local Finance Law to address shortages of General revenue resources of local governments. Proceeds

financial measures from these bonds can be used for expenses other than investment expenses.

Note : “National treasury disbursements™ includes “special grants to measures for traffic safety” and “grants to cities, towns and villages where national institutions are located.”
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EA| Revenues in Regular Portion and Great East Japan Earthquake Portion

Net Total

QGeneraI revenue resources
¥60,476.4 billion (59.8%)

@ Other revenue resources General revenue resources
- 0
¥893.3 billion (421%) ¥556.4 billion (26.2%)

@ Other revenue resources
¥14,663.8 billion (14.5%)
¥463.4 billion (21.8%)

National treasury disbursements

@ Local bonds ¥649.3 billion (30.6%)

¥10,847.5 billion (10.7%)

Great East Japan

Earthquake portion ¥823  billion (3.9%)

¥2,122.1 hillion 0f this amount, recovery and
reconstruction expenses were

¥186.3 billion (8.8%)

0f this amount, grants to measures

for earthquake disaster reconstruction were

¥99.1 billion (4.7%)

@ Local bonds

¥23.1 billion (1.1%)

Regular portion
¥101,123.8 billion

National treasury
disbursements
¥15,136.1 billion (15.0%)

Of this amount, ordinary
construction expenses were
¥1,844.8 billion (1.8%)

Of this amount, recovery and
reconstruction expenses were
¥367.7 billion (0.4%)

@ Other revenue resources General revenue resources
¥532.9 billion (40.4%) ¥320.6 billion (24.3%)

@General revenue resources
¥31,355.7 hillion (63.2%)

@ Other revenue resources
¥7,178.7 hillion (14.5%)
¥265.6 billion (20.1%)
National treasury dishursements

@ Local bonds ¥448.3 billion (34.0%)

¥5,583.6 billion (11.3%)

National treasury Regular portion
disbursements ¥49,594.9 billion

¥5,476.9 billion (11.0%)

Great East Japan
Earthquake portion . ¥541 billion (4.1%)

¥1,319.1 billion Of this amount, recovery and

/ reconstruction expenses were

¥139.6 billion (10.6%)

0f this amount, grants to measures
for earlhquake disaster reconstruction were
¥26.9 billion (2.0%)

@ Local bonds

¥17.3 billion (1.3%)

¥1,169.0 billion (2.4%)

0f this amount, recovery and
reconstruction expenses were

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
¥243.7 billion (0.5%) :
1

Municipalities

OGeneraI revenue resources
¥31,834.6 billion (52.6%)

OOther revenue resources General revenue resources

¥383.7 billion ¥235.9 billion (25.2%)
(41.0%)

@ Other revenue resources
¥9,629.9 billion (16.0%)
@ Local bonds
¥5,263.9 billion (8.7%)
@ Prefectural disbursements
¥4,080.2 billion (6.7%)
National treasury
disbursements
¥9,659.3 billion (16.0%)

¥197.8 billion (21.1%)
National treasury disbursements
¥201.0 billion (21.4%)

Great East Japan

. ¥28.2 billion (3.0%)
Earthquake_ POI’tIOI’I [ Of this amount, recovery and
¥937.2 bilion

Regular portion
¥60,467.9 billion

reconstruction expenses were
¥46.7 billion (5.0%)
0f this amount, grants to measures
for earthquake disaster reconstruction were
¥72.2 billion (7.7%)
@ Prefectural disbursements
’ Local bonds ¥85.7 billion (9.1%)

¥30.9 billion (3.3%)

¥675.8 billion (1.1%)

I 0f this amount, recovery and
reconstruction expenses were

¥124.0 billion (0.2%)

Note : “National treasury disbursements™ includes “grants to cities, towns and villages where national institutions are located” and excludes “special grants to measures for traffic safety.”
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Revenues

EJ| Revenue Trends

The ratio of general revenue resources turned downward in FY2011, but have been rising since FY2014.

Net Total

¥1.3 trillion (1 .3%)1[ ¥0.5 trillion (0.5%) ¥4.7 trillion (4.7%)

'¥35:2itrillion| ¥15 .8 trillion
35:8% (16.1%) '¥16!8] gﬁm‘mﬂm
FY2009 ( ) L ((ﬂ?%%m E?ﬂ% (1616%) ¥98.4 trillion
¥52/8]trillion](53!6%))

[¥57.4 trillion (58.4%)]

¥2.7 trillion (2.6%) —1 [ ¥0.1 trillion (0.1%)
¥391ftrillion; ¥17.4 trillion

(38.4%) || (17.1%) Y153l trillion| ¥16.7 trillion
(15!0%), 1 0%7/trillion) (16:3%)
¥5913ftrillion|(58:2%) (10/5%)

[¥63.7 trillion (62.5%)]

¥2.3 trillion (2.3%)][¥0.1 trillion (0.1%)
¥39!4trillion; ¥17.2 trillion

(38!8%) (17.0%)

¥4.4 trillion (4.4%)

FY2015 ¥101.9 trillion

¥3.7 trillion (3.7%)

¥16.3trillion -
(16:1%) ¥101.5 trillion
¥59ktrillion|(58:2%) (1012%)

[¥62.8 trillion (61.9%)]

FY2016

¥0.1 trillion (0.1%) ¥4.0 trillion (3.9%)

¥2 4 trillion (2.4%) 1[
¥39:9 trillion’ ¥16.8 trillion

39.4% 16.5% illi ¥15.9 trilli -
FY2017 (92%) -1 ) _gg,g};""_ ¥101.3 trillion

Ros2ilionlG870) (10'5%)
[¥63.2 trillion (62.4%)]

¥2 7 trillion (2.6%) —1 [ ¥0.2 trillion (0.2%)
¥40:8jtrillion; ¥16.5 trillion

(4012%) || (16-3%)

¥3.9 trillion (3.9%)

¥15.8itrillion
oo (156%)
60 rilion)(5913%) e

[¥64.0 trillion (63.2%)]

¥2.6 trillion (2.5%) 1 [ ¥0.5 trillion (0.5%) ¥3.2 trillion (3.1%)
Y41 2itrillion: ¥16.7 trillion i
! 0/ 0, am
) B ) m@@ﬁm{m HISSON | y1032 tillon
G0 tlion) | (15:1%)

OO ERNE) (1 015%)

FY2018 ¥101.3 trillion

FY2019

[¥64.3 trillion (62.2%)]

|
0 100 trillion yen

[ General revenue resources  [W Local taxes [ Local transfer tax Special local grants Local allocation tax
[ National treasury disbursements [l Local bond I Bonds for the extraordinary financial measures [ Other revenue resources

[ 1shows general revenue resources + bonds for the extraordinary financial measures.

Note : “National treasury disbursements™ includes “special grants to measures for traffic safety” and “grants to cities, towns and villages where national institutions are located.”
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3| Ratio of National Taxes

and Local Taxes

The total of taxes collected as national and local taxes amounted to |
¥103,386.6 billion. Of this amount, national and local taxes accounted

for 60.1% and 39.9% respectively.

B} Local Taxes

Note :

Local taxes consist of prefectural taxes and municipal taxes.

Composition of Revenue from Prefectural Taxes (Fv2019 settiement)

@ Automobile acquisition tax

¥103.9 billion (0.6%)

@ Prefectural tobacco tax
¥130.5 billion (0.8%)

@ Real estate acquisition tax
¥404.2 billion (2.2%)

@ Light oil delivery tax
¥944.8 billion (5.2%)

@ Automobile tax

¥1,588.1 billion (8.7%)

@ Local consumption tax
¥4,795.5 hillion (26.1%)

¥18,343.7 billion

@ National taxes
¥62,175.1 billion
(60.1%)

Local taxes

¥41,211.5 hillion
(39.9%)
Prefectural taxes

Total amount of
taxes
¥103,386.6 billion

(17.7%)

¥22,867.8 billion
(22.1%)

Municipal taxes collected by the Tokyo Metropolitan Government are included in
municipal tax revenue figures, but not included in prefectural tax revenue figures.

© Other taxes ¥110.0 billion (0.6%)

Prefectural inhabitant tax
¥5,661.1 billion (30.9%)

¥30.3 billion (0.2%)

Individual
Total ¥4,809.6 billon (26.2%)
¥18,343.7 hillion Corporate

¥821.2 billion (4.5%)

Enterprise tax
¥4,596.6 billion (25.1%)

¥4,385.1 billion (23.9%)

Individual
¥211.4 billion (1.2%)

Composition of Revenue from Municipal Taxes (Fv2019 settiement)

@ Other taxes
¥689.9 billion (3.0%)

@ Municipal tobacco tax

¥853.9 billion (3.7%)
@ City planning tax T
- otal
¥1,317.7 hillion (5.8%) ¥22,867.8 billion
@ Fixed asset tax
¥9,286.0 billion (40.6%) /

Municipal inhabitant tax
¥10,720.3 billion (46.9%)

¥8,325.1 billion (36.4%)

—I Corporate
¥2,395.2 billion (10.5%)
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Revenues

Prefectural tax revenues increased 0.1% year on year.

Trends in Prefectural Tax Revenues

(trillion yen)
20

18

16

14

12

10

[ Local consumption tax MMM Real estate acquisition tax [ Prefectural tobacco tax [ Automobile tax [ Automobile acquisition tax MM Light oil delivery tax [ Other taxes

Municipal tax revenues increased 2.0% year on year, demonstrating increase for four consecutive years since FY2016.

Trends in Municipal Tax Revenues

(trillion yen)
24 ¥22.9 trillion—
22 20.5 21.1 (78
20 0.5, - m0IOR"
2R w09

18 [ (O | 3
16
14
12
10

8 1.8 2.3

6

9.1 9.5

4 7:3 7:2

2

0 | |

FY2009 FY2015 FY2016 FY2017 FY2018 FY2019
I Municipal inhabitant tax -IndwlduaICorporate [ Fixed asset tax [ Municipal tobacco tax [ City planning tax [Z00 Other taxes

Note : Municipal tax revenue figures include municipal taxes collected by the Tokyo Metropolitan Government.
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In order for local governments to provide public services in response to local needs on their own responsibility and at their own discretion,
it is necessary to build a less imbalanced and stable local tax system.
Comparing local tax revenue amounts, with the national average set at 100, Tokyo, the highest, was approximately 2.4 times the amount
for Nagasaki Prefecture, which was the lowest.

Index of Per Capita Revenue in Local Tax Revenue with national average as 100)

settlement
amount

Hokkaido
Aomori
Iwate
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

Individual inhabitant tax

Two corporate taxes

Local consumption tax
(post settlement)

Fixed asset tax

¥40.3 trillion ¥1 2.8 trillion ¥6.8 trillion ¥4.8 trillion ¥9.3 trillion
Max/Min 2.4 Max/Min 2.5 Max/Min 6.0 Max/Min 1.4 Max/Min 2.3
848 808 68.5 7105.8 770
77 66.4 52.6 | 985 73.8
773 72.1 61.3 ' 99.9 76.6
| 927 187.6 89.3 | 99.6 188.1
707 64.3 52.9 101.7 70.9
74 727 588 1102.2 76.4
90.0 79.4 1104.7 1931
919 | 905 195.7 | 946
95.4 | 90.7 100.1 1100.0
93.0 186.8 1100.2 976
87.8 1 104.1 887 86.0
924 11075 | 98.8 190.4
P 166.6 : 162.0 259.7 - 120.6 : 157.0
£ 102.8 124.9 192.5 1101.3
86.2 77 1100.5 1936
94.1 89.5 1103.6 1101.4
955 89.4 1103.4 | 935
975 885 197.9 106.4
895 86.7 1 999 943
87.1 845 1101.9 88.9
88.8 87.4 1973 92.1
1 1009 96.2 | 99.6 1106.8
115.3 1128 1100.2 17.2
97.4 91.7 1102.2 108.9
93.0 91.8 90.4 95.9
94.8 94.7 | 97.6 94.7
| 105.0 94.9 1100.8 1104.3
| 928 | 98.0 193.0 | 96.6
744 1 88.9 84.5 705
77.8 73.8 195.8 80.8
726 702 195.6 736
76.4 72.9 196.3 79.5
1902 82.2 1973 | 947
1932 1 91.8 | 98.5 1939
186.2 803 1100.0 190.0
80.3 75.4 90.9 187.9
185.8 82.1  98.4 85.1
80.4 733 1973 190.5
716 711 100.1 726
1883 185.1 97,1 87.3
775 70.8 195.2 80.8
703 69.6 197.0 67.6
75.0 716 1955 757
793 714 1 96.6 85.9
725 65.7 | 98.1 763
721 66.0 196.6 796
723 67.1 88.6 83.8
. 100.0 | 100.0 1100.0 100.0
100 150 100 150 200 0 50 100 10 20 250 300 0O 50 100 150 200 O 50 100 150 200

Notes : 1. “Max/Min” indicates the value obtained by dividing the maximum value of per-capita tax revenue for each prefecture by the minimum value.

2. Local tax revenue amounts, not including the amount of local corporation special transfer tax, and exclude overassessment and discretionary taxes, etc.

3. Individual inhabitant tax revenue is the total of the prefectural individual inhabitant tax (on a per-capita basis and on an income basis) and the municipal individual inhabitant
tax (on a per-capita basis and on an income basis), and excludes overassessment.

4. Revenue from the two corporate taxes is the total of the corporate prefectural inhabitant tax, the corporate municipal inhabitant tax, and the corporate business tax (excluding
local corporation special transfer tax) and excludes overassessment, etc.

5. Fixed asset tax revenues include prefectural amounts, and exclude overassessment.

6. Calculations were made in accordance with the basic resident register population as of January 1, 2020.
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Revenues

B Local Allocation Tax

From the perspective of local autonomy, it would be ideal for each local government to ensure the revenue sources necessary for their
activities through Local tax revenue collected from their residents. However, there are regional imbalances in tax sources, and many
local governments are unable to acquire the necessary tax revenue. Accordingly, the central government collects revenue resources that
would essentially be attributable to Local tax revenue and reallocates them as Local allocation tax to local governments that have weaker
financial capabilities.

1.Determining the total amount of Local allocation tax
The total amount of the Local allocation tax is determined in accordance with estimates of standard revenue and expenditures in local
public finance as a whole, based on a fixed percentage for national taxes (33.1% for Income tax and Corporate tax, 50% for Liquor tax,
20.8% for Consumption tax, and the total amount of Local corporate tax).
The total amount of the Local allocation tax in FY2019 was ¥16,739.2 billion, up 1.2% year on year.

2.How regular Local allocation taxes are calculated for each local government
The Regular local allocation tax for each local government is calculated by the following formula.

(Standard financial requirements) —_— (Standard financial revenues) — ( )

Unit cost

x Measurement unit
(national census population, etc.)

Standard local tax revenue
x Calculation rate (75%)
+ Local transfer tax, etc.

x Gorrection coefficient
(gradated correction, etc.)

Notes : 1. Standard financial requirements are figured out based on the rational and appropriate service standards for each local government. For this reason, the local share of the
services, such as compulsory education, benefits for livelihood protection, and public works which are subject to national obligatory share, is mandatorily included. Beginning
in FY2001, part of the Standard financial requirements is being transferred to special local bonds (bond for temporary substitution for local allocation tax) as an exception
to Article 5 of the Local Finance Law.

2. Normal local tax revenue does not include Non-act-based tax or over-taxation that sets tax rates above the standard tax rate stipulated in the Local Tax Act.

3'Fu"Ct'9" of the Local Ratio of Total Revenue for Municipalities Composed of General Revenue Resources
allocation tax

The function of the Local allocation tax is gﬁ)

to adjust imbalances in revenue resources
between local governments and to ensure

their financial capacity to provide standard 4
public services and basic infrastructure to
residents across the country.

The adjustment of revenue resources o
through Local allocation tax makes the
ratios of General revenue resources to the

total revenues between local governments 0 Midsize cities Small cities Towns and villages Towns and villages
practically flat regardless of the size of (10,000 people or more)  (Less than 10,000 people)
population. I Local taxes [ Local transfer tax, etc. [ Special local grants [l Local allocation tax

54.8 55.0 53.4

Note : A “Midsize city” refers to a city with a population of 100,000 or more excluding Government-ordinance-
designated cities, Core cities, and Special cities at the time of the effective date, and a “Small city” refers to a city
with a population of less than 100,000.
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Expenditures

What are expenses spent on?

Kl Expenses Classified by Purpose

Classifying the expenses by purpose demonstrates that much of public money is appropriated for Public welfare expenses, Education expenses, and
Debt service. In prefectures, Education expenses, Public welfare expenses, and Debt service have the highest shares in that order. In municipalities,
Public welfare expenses, Educational expenses, and General administrative expenses account for the largest amounts in that order.

Composition of Expenditure Classified by Purpose (Fv2019 settlement)

@ Other
¥7,250.9 billion (7.2%)

@ Agriculture, forestry and fishery
¥3,319.2 hillion (3.3%)
@ Commerce and industry
¥4,782.1 hillion (4.8%)
Net total

@ Sanitation
¥6,354.0 hillion (6.4%) ¥99,702.2 billion
@ General administration ——— .
¥9,670.0 billion (9.7%) @ Education
¥17,523.5 billion (17.6%)
@ Debt service

¥12,141.4 billion (12.2%)

@ Public welfare
¥26,533.7 hillion (26.6%)

@ Civil engineering work
¥12,127.4 billion (12.2%)

@ Other
¥2,953.1 hillion (5.0%)

@ Other
¥8,264.8 hillion (16.8%)

@ Public welfare @ Agriculture, forestry

@ Agriculture, forestry ¥8,182.9 billion and fishery

and fishery (16.6%) ¥1,378.6 billion (2.3%)

o )

¥2,437.6 billion (4.9%) @ Education @ Commerce and @ Public welfare
4 Commerce and ¥10,181.0 billion industry ¥21,786.7 billion

industry (20.6%) ¥1,793.5 hillion (3.0%) (36.7%)

¥3,031.4 billion @ Sanitation

(6.1%) ¥4,929.8 billion

(8.3%)

Municipalities

Prefectures
4. total

- total
' ¥49,339.0 hillion ¥50,436.3 billion
@ General

@ Sanitation administration

¥1,581.3 billion @ Debt service ¥7,156.4 billion

(3:2%) ¥6,646.5 billion (12.0%)

(13.5%) @ Education
¥7,482.0 billion

@ General (12.6%)

administration @ Civil engineering work @ Civil engineering @ Debt service

¥3,109.1 billion (6.3%) ¥5,904.4 billion (12.0%) work ¥5,527.2 billion (9.3%)

¥6,429.0 billion (10.8%)

General administration : Expenses for general administration, financial management, accounting administration, etc.

Public welfare . Expenses for the construction and operation of welfare facilities for children, the elderly, the mentally and physically disabled, etc.,
and for the implementation of public assistance, etc.

Education : Expenses for school education, social education, etc.

Civil engineering work : Expenses for the construction and maintenance of public facilities, such as roads, rivers, housing, and parks.

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

A Expenditures in Reqular Portion and Great East Japan Earthquake Porton (Expenses Classifed by Purpose)

@ Other
¥6,222.6 hillion (6.3%)
@ Disaster recovery
¥762.4 billion (0.8%)
@ Agriculture, forestry

Public welfare
¥26,409.1 billion (27.0%)

¥79.5 billion (0.1%)

and fishery @ Education
¥3,21 t;4.9 billion ¥17,479.1 billion
(. _0) ) Regular portion (17.9%)

@ Sanitation ¥97,896.9 bilion

¥6,269.5 billion
(6.4%)

< Cozqngrcci @ Debt service
and in “f ‘ry ¥12,092.7 billion
¥4,543.3 hillion (4.6%) (12.4%)

@ General administration @ Civil engineering work

¥9,386.7 billion (9.6%) ¥11,576.6 billion (11.8%)

Prefectures

@ Other
¥19.3 billion (1.0%)

@ Disaster recovery
¥246.7 billion (13.7%)

Public welfare

¥124.6 billion (6.9%)

¥110.4 billion (6.1%)
@ Education

@ Agriculture, forestry
and fishery

¥164.3 billion ¥44.3 billion
Great East Japan
(9.1%) a (2.5%)
o Earthquake portion
@ Sanitation bill
¥84.5 billion ¥1,805.3 billion @ Debt service
(4.7%) ¥48.7 hillion
4 Commerce and (2.7%)
industry
¥238.8 billion (13.2%) @ Civil engineering
@ General administration work
¥283.3 billion (15.7%) ¥550.8 billion (30.5%)

@ Other
¥7,667.1 billion (15.9%)
@ Disaster recovery
¥431.8 billion (0.9%)
@ Agriculture, forestry

Public welfare
¥8,049.7 billion (16.7%)

¥54.8 billion (0.1%)

and fishery @ Education
¥2,320.9 hillion illi
" ¥10,155.2 billion

(“4.8%) BB Regular portion (21.1%)

@ Sanitation ¥48,221.2 hillion
¥1,559.4 hillion
(3.2%)

2 2 Commerce @ Debt service
and lndlfstrv ¥6,633.4 billion
¥2,815.2 hillion (5.8%) (13.8%)

@ General administration
¥3,009.5 hillion (6.2%)

@ Civil engineering work
¥5,579.0 billion (11.6%)

Municipalities

@ Other
¥7.2 hillion (0.7%)

@ Disaster recovery
¥159.0 billion (14.2%)

@ Agriculture, forestry
and fishery

Public welfare
¥133.1 billion (11.9%)

¥120.4 billion (10.8%)
Education
// 2

¥116.6 billion on
(10.4%) Great East Japan fzzg; )b'"mn
@ Sanitation — g Earthquake portion =
il ¥1,117.8 billion
!(‘;ﬁ?z,)hmmn @ Debt service
: ¥13.0 billion
4 Commerce (1.2%)

and industry
¥216.2 hillion (19.3%)

@ General administration
¥99.6 billion (8.9%)

@ Civil engineering
work
¥325.4 billion (29.1%)

-

@ Other
¥2,464.3 hillion (4.1%)
@ Disaster recovery
¥386.8 billion (0.7%)
@ Agriculture, forestry

Public welfare
¥21,728.7 hillion (37.1%)

¥35.0 billion (0.1%)

and fishery

¥1,304.9 billion

(2:2%) Regular portion
@ Sanitation ¥58,620.7 billion

¥4,865.4 billion @ Education

(8.3%) ¥7,459.8 billion
@ Commerce (12.7%)

and industry @ Debt service

¥1,769.0 billion (3.0%)

@ General administration
¥6,958.7 hillion (11.9%)

¥5,489.3 billion (9.4%)
@ Civil engineering work
¥6,193.8 billion (10.6%)
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@ Other
¥13.2 billion (1.7%)

@ Disaster recovery
¥88.7 hillion (10.9%)

@ Agriculture, forestry ‘
and fishery ’
¥73.7 billion Great East Japan

Public welfare
¥58.0 billion (7.1%)

¥48.9 billion (6.0%)

@ Education
¥22.2 billion
(9'0‘_%) ) Earthquake portion @7%)

@ Sanitation ¥815.6 hillion 4 Debt service
¥64.4 billion ¥37.9 billion
(7.9%) (4.6%)

4@ Commerce and
industry
¥24.5 billion (3.0%) @ Civil engineering

@ General administration work
¥197.8 hillion (24.3%) ¥235.2 billion (28.8%)



El Trends in Expenditures Classified by Purpose

Public welfare expenses for FY2019 rose significantly, compared to those for FY2009.

Trends in Expenditures Classified by Purpose

(trillion yen)
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[ General administration [l Public welfare [ Sanitation WM Agriculture, forestry and fishery [l Commerce and industry
I Civil engineering work [l Education [ Debt service [ Other
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Trends in Breakdown of Public Welfare Expenses by Purpose

(trillion yen)
30

¥26.5 trillion

26'3 26'0 25.7 —0:2—

25.3 OB 03 (o

7:2)

1 1 1 1
FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019

I Social welfare [l Elderly welfare [ Child welfare [l Public assistance [l Disaster relief
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Expenditures

Breakdown of Public Welfare Expenses by Purpose

¥26,533.7 billion

Prefectures
¥8,182.9 billion

I
|

— AR |i0n|(2'.11.%)—

¥242:5)billion;(3:0%)
,898!

Municipalities
¥21,786.7 billion
¥83.9;billion; (0:4%)

({751%)

Breakdown of Educational Expenses by Purpose

I Disaster relief
I Public assistance
[ Child welfare
I Elderly welfare
I Social welfare

‘ ¥17,523.5 billion \

(1Z72%)

¥2:200.9.billion|(12/6%),

277215 billion)
({15'8%)

41920 7.billon
(28517%)

Prefectures
¥10,181.0 billion

]

¥1,080:1/billion (10:6%)

¥21024%7/billion](19!9%)
¥420101billion!(4%1%)
¥183:3ibillion([{1:8%)~

¥2107.2!41billion|(20:4%)

Municipalities
[ vao7ibillionl (5%4%)
U415510]billion[(154%);

¢537174]billion] (1 8:3%)

411 0153]billion)
B LA T:81billion](1:9%) s
1152151 billion (1154%)

¥2;152:3]billion
(288%)

Breakdown of Civil Engineering Work Expenses by Purpose

[0 Other

I Educational general
affairs

I Health and
physical education

I Social education

[ Senior high school
I Junior high school
[ Elementary school

‘ ¥12,127.4 billion \

I ¥6 1415 billion)(5519%)
MRS (B42)

¥418810)billion
(34:5%)

¥ A60:91billion1(318%6)

¥18627:4)billion] (1:3:4%))

47223:3]billion
3418%)
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Prefectures
‘ ¥5,904.4 billion \
[ 299 Ibillion](551%)
1¥965:4)billion](116:4%)
[ ¥316!5]billion](574%

¥17463'6]billion

2418%)

Municipalities
¥6,429.0 billion

[ Y3335 billion](512%)

¥3128910]billion)

(283%),

[0 Other

I Housing

[ City planning
[ Harbors

I Rivers and coasts
I Road and bridges




What are expenses used for?

B} Expenses Classified by Type

Expenses are also classified, according to their economic nature, into “Mandatory expenses” (consisting of Personnel expenses, Social
assistance expenses, and Debt service), the payment of which is mandatory and the amount of which is difficult to reduce at the discretion
of individual local governments, “Investment expenses” including Ordinary construction work expenses, and “Other expenses,” (such as
Goods expenses, Subsidizing expenses, Reserves, Transfers to other accounts).

Composition of Expenditures Classified by Type (y2019 settiement)

Transfers to other accounts

¥6,004.8 hillion (6.0%)

[ National health insurance accounts
¥1,911.9 billion (1.9%)

@ Other
¥5,207.4 hillion (5.1%)

I Elderly nursing care insurance accounts
¥1,682.5 billion (1.7%)

Mandatory expenses
¥49,511.1 billion (49.7%)

¥1,642.4 billion (1.6%)

@ Reserves \

¥2,945.2 billion (3.0%) Net total ¥22,456.8 billon (22.5%)
@ Subsidizing ¥99,702.2 billion -

¥9,628.4 billion (9.7%) N
@ Goods o '

¥9,981.4 billion (10.0%) S

Investment expenses

¥16,423.9 billion (16.5%)

I Debt service
¥12,113.3 billion (12.1%)

¥15,416.4 billion (15.5%) || Non-subsidized public works Subsidized public works
' ¥7,008.4 billion (7.0%) ¥7,585.5 billion (7.6%)
@ Transfers to other accounts @ Other @ Other
@ Transfers to other accounts
L o - o - o
¥833.6 billion (1.7%) ¥3,227.4 hillion (6.6%) ¥5,171.2 billion (8.7%) ¥2,007.0 billion (3.4%)
@ Reserves

Mandatory expenses Mandatory expenses

¥1,190.2 billion -
(2.4%) ¥20,286.3 billion @ Resarves ¥29,257.0 billion
R 1% :(;; 075?0 billion (49.2%)
A 0,
¥13,472.8 billion o
(27.3%) @ Subsidizing ¥9,904.3 billion

¥12,552.5 billion

(25.4%) ¥4,414.9 hillion

(7.4%)

(16.7%)

Municipalities
total
¥59,436.3 billion

Prefectures \

total i
¥49,339.0 billion

@ Goods
¥8,192.4 hillion
(13.8%)

|l Social assistance
¥1,108.7 billion
(2.2%)

@ Goods
¥1,789.0 billion
(3.6%)

|| Social assistance
¥13,832.3 billion

Debt service (23.3%)
Investment expenses ¥6,625.1 billion Investment expenses
¥8,530.7 billion (17.3%) (13.4%) ¥8,638.8 billion (14.5%) Debt service
¥5,520.4 billion
(9.3%)

¥7,950.2 billion (16.1%)
I Non-subsidized public works
¥2,939.9 billion (6.0%) ¥4,352.7 billion (7.3%)

| Subsidized public works l Subsidized public works
¥4,255.2 billion (8.6%) ¥3,598.8 billion (6.1%)

¥8,163.5 billion (13.7%)
|| Non-subsidized public works
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Expenditures

| Expenditures in Regular Portion and Great East Japan Earthquake Portion (espenss Cessfed by Tyoe

@ Other - Mandatory expenses | # Other — Mandatory expenses
¥10,992.9 hillion -~ 1 ¥219.4 billion - o
(11.3%) ¥49,4°27.2 billion : (12.1%) ¥83.9 hillion (4.6%) -

@ Reserves (50.5%) | ¥24.1 billion (1.3%)
¥2 665.2 billion \ : Social assistance  ¥11.0 billion (0.6%)
2.7%) ¥22,432.7 billon : Debt service ¥48.7 billion (2.7%)

Regular portion\ (22.9%) | @ Reserves Investment expenses
o Social assistance ! .
o ¥97,896.9 billon ¥149300bilon | ¥279.9 billion ¥515'°g,?'6 billion

* :;t;SZI:I;I:?:I' (15.3%) ! (155%) Great East Japan (65.8%)

,020.0 billion Debt service I o E K i
(9.7%) ¥12,064.6 billion ! @ Subsidizing arthquake !)o.rhon =
(12.3%) ! ¥107.8 billion ¥1,805.3 billion gf?;))bullon
I 1,
(6.0%)

@ Goods Investment expenses E § E:g?esgfr recovery
¥9,873.7 billion ¥15,417.3 billion (15.7%) | ¥246.7 bilon
(10.1%) ¥14,656.4bilion (15.005) | & G000S — (13.7%

Disaster recovery project | ¥760.8 billion (0.8%) I ¥107.7 billion (6.0%)

Prefectures

@ Other

Disaster recovel
@ Goods P v

¥40.0 billion (3.6%) ¥159.0 billion (14.2%)

¥1,749.0 billion

¥7,498 5 billion (15.6%)
(3.6%)

¥430.5 billion (0.9%)

- Mandatory expenses : @ Other Mandatory expenses
¥3’288'0 billion ¥20,259.7 billion (42.0%) | ¥173.0 billion ¥26.6 billion (2.4%)
(8.2%) I (15.5%)
I
@ Reserves ! ¥12.5 billion (1.1%)
¥1,069.1 billion ¥12,540.0 billion ! Social assistance
(2.2%) i (26.0%) | ¥1.0 billion (0.1%)
Regular portion Social assistance | Debt service
¥48.221.2 billion  * ¥1,107.7 billion I @ Reserves ¥13.0 billion (1.2%)
2.3% | -
:Jebt s:ervice ! ¥121.2 billion Great East Japan Investment expenses
0,
@ Subsidizing ¥6,612.1 billion ! (10.8%) Earthquake portion ¥610.7 billion
¥13,326.5 billion (13.7%) ! & Subsidizing ¥1,117.8 billion (54.6%)
(27.6%) | -~
Investment expenses : ¥11 :‘1501/3 billion o lon 404
.7 billion (40.4%;
@ Goods ¥7,928.9 billion (16.4%) | (131%)
I
I
I

Disaster recovery project

Municipalities

¥8,219.3 hillion (14.0%)
¥7,832.6 billion (13.4%)
¥386.6 billion (0.7%)

Disaster recovery
@ Goods project

¥67.7 billion (8.3%) ¥88.7 billion (10.9%)

¥8,124.7 billion
(13.9%)

‘3;'113?:0 9 bl Mandatory expenses : ’3:';8; - FrI———
,130.9 billion p— o | .1 billion -
(12.2%) ¥29,197.5 billion (49.8%) : (5.8%) ¥59.5 billion (7.3%)
I
@ Reserves — ! ¥11.6 billion (1.4%)
¥1,596.2 billion ¥9,892.7 bion | @ Reserves - Social assstance
(2.7%) 9 (16.9%) ! ¥158.8 billion ¥10.0 billion (1.2%)
Regular portion Social assistance ! (19.5%) Debt service
¥58,620.7 billion ¥13,822.3 billion | ¥37.9 billion (4.6%)
@ Subsidizi (23.6%) !
ubsidizing ) I Great East Japan Investment expenses
¥4,352.1 billion DohiiSE VI \ i =
7 '4.y ¥5,482.5 billion : Earthquake portion ¥419.6 billion
(74%) (9:4%) ! @ Subsidizing —' ¥815.6 billion (51.4%)
: ¥62.9 billion
Investment expenses | (7.7%) - )
@ Goods : ¥330.9 billion (40.6%)
I
I
I

Disaster recovery project
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B Trends in Expenditures Classified by Type

Social assistance expenses, Investment expenses, Goods expenses, and Transfers to other accounts have been rising.

Trends in Expenditures Classified by Type

(trillion yen)
100 961 : . g
o B EN El I El S8 e pw e e ool
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23'5) 234 230 2212 2215 2216 2215 225
| | | | | |

FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019

I Personnel [ Social assistance [ Debt service I Investment expenses
[ Goods I Subsidizing [ Transfers to other accounts [ Other

(trillion yen)

16

14

12

10
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[ Social welfare [ Elderly welfare [ Child welfare [l Public assistance [0 Other
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Expenditures

Personnel expenses in FY2019 remained at the same level as last year.

Trends in Personnel Expenses

(trillion yen)
27
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‘ @@= Nettotal =M=Prefectures =V~Municipalities ‘

Breakdown of Personnel Expenses by ltem
Prefectures Municipalities
¥22,456.8 billion ¥12,552.5 billion ¥9,904.3 billion

(%)
100 | e ————————— - e
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20 A7.8%. 2%
0

[ Employee salaries [0 Base salaries [ Other allowances [ Temporary employee salaries
I Retirement allowances [ Local public servant, mutual-aid associations, etc. [ Other
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Ordinary construction work expenses increased year on year due to increased number of Subsidized public works, etc. In addition, Civil
Engineering Work Expenses account for the largest ratio in the breakdown of Ordinary construction work expenses by purpose.

Trends in Breakdown of Ordinary Construction Work Expenses Classified by Type

(trillion yen)
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0 L L L L L L L L L

FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019

‘ I Subsidized public works [l Non-subsidized public works [l Obligatory share of public works directly carried out by the national government

Municipalities
¥8,163.5 hillion
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80

60

7ieb)IE3]billion:

40
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Expenditures

Trends in Breakdown of Subsidizing Expenses by Purpose
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Flexibility of the Financial Structure

How financially capable are local governments to respond to local demands?

It is necessary that local governments have financial resources for not only the Mandatory expenses but also for the expenses for projects
to properly address challenges caused by changes in the social economy and administrative needs so that they can adequately meet
the needs of their residents. The extent to which the resources for such purposes are secured is called the “flexibility of the financial
structure.”

n | |
Bl Ordinary Balance Ratio .., G e s et o e s

= ) 2 X100
. . . balance ratio Ordinary general revenue resources, etc. (Local tax + Regular local allocation tax, etc.)
The FY2019 Ordinary balance ratio rose 0.4 points + Special exception portion of loans for covering decreases in Local tax revenues
year on year to 93. 4%’ staying above 90% for 16 + Bonds for temporary substitution of local allocation tax
. The Ordinary balance ratio is the proportion of General revenue resources allotted to Ordinary expenses such
consecutive years. as Personnel expenses, Social assistance expenses, Debt service and other annually disbursed expenses

with regularity to a total amount of Ordinary general revenue resources primarily consisting of Local tax and
Regular local allocation tax, Special exception portion of loans for covering decreases in Local tax revenues
and Bonds for temporary substitution of Local allocation tax.

Trends in the Ordinary Balance Ratio
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* Special wards and partial administrative associations, etc., are not included in total and municipalities.

(%)
100938 gg5 926 927 o916 921 917 934 935 930 934

i B N NN EEE BN BN
60 - [ R g — S I
50 1 ReRl 2078 kel 2090 il F2008)  Rokif R20l00 00 ﬁ ”””” 19/0
R R N e e e

75 [l 7 I 75

FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019

I Personnel expenses [l Social assistance expenses M Debt service [ Other

Local Public Finance, 2021 —lllustrated— 2 4



Flexibility of the Financial Structure

E1| Real Debt Service Ratio and Debt Service Payment Ratio

Close attention should be paid to the trend of the Debt service, which is the expense required to repay the principal and interest of the
debts of local governments and has an especially negative impact on financial flexibility. The Real debt service ratio and the Debt service
payment ratio are indices that measure the extent of the burden of the Debt service.

Trends in the Real Debt Service Ratio

(%)
15

FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019

‘ @ @®m Net total =M= Prefectures =V~ Municipalities ‘

*<Real debt service ratio : The real debt service ratio is an index of the size of the redemption amount of debts (local bonds) and similar expenditure, and represents the cash-flow level.

Trends in the Debt Service Payment Ratio
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@« @®m Net total =M= Prefectures =V~ Municipalities

*Debt service payment ratio : The Debt service payment ratio indicates the ratio of general revenue resources allocated for debt service (amount of repayment of the principal and
interest on local bonds) in the total amount of General revenue resources. This index is used to measure the flexibility of the financial structure by
assessing the degree to which Debt service restricts the freedom of use of General revenue resources.
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Future Financial Burden

What is the status of debt in local public finance?

Bl Trends in Outstanding Local Government Bonds and Debt Burden

Real future financial burden resulting from Outstanding local government bonds and Debt burden amounted to ¥137,051.1 billion at the
end of FY2019, increased 0.1% year on year.

(trillion yen)

180
150 | 1614
O O O
11372 13741
120 [
9]112; 89!5
90 [
60 [
30 [
‘ 85 G0 I G
0 N RN RS R SRR R R
30 ! ! ! ! ! ! ! ! ! ! !

FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019

[ Reserves on hand [ Bonds for the extraordinary financial measures [l Outstanding local government bonds (excluding Bonds for the extraordinary financial measures)
[ Debt burden =M= Qutstanding local government bonds + Debt burden - Reserves on hand

Notes : 1. Outstanding local government bonds excludes special fund public investment bonds.
2. Debt burden is the amount scheduled to be expended in the following fiscal years.

E1 Trends in Outstanding Borrowing Borne by the Ordinary Accounts

Outstanding local public finance borrowing, which includes borrowing in the special account for Local allocation tax and Transfer tax for
addressing revenue resource shortages, as well as the redemption of Public enterprise bonds borne by the Ordinary accounts, remains at
a high level, amounting to ¥192 trillion at the end of FY2019.

(trillion yen)
250
¥192.3
200 1987 77777777 1998 2004 201.0 2014 20051991 1973 1956 4936 trillion
E DEC
150 | [2553) 2 720 700 ) - K% [ii6)
QLSS B . W S O S o)) B () o) — CR) BN G| ) B 1)) ) (3 .
ol o7 R 2 R 1 I I
50 L—| UM | O O [ L e I

FY2009 FY2010 FY2011 FY2012 FY201 3 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019

I Bonds for the extraordinary financial measures [l Outstanding local government bonds (excluding Bonds for the extraordinary financial measures)
[ Outstanding public enterprise bonds (in ordinary accounts) [l Outstanding borrowing borne by special account for local allocation tax and transfer tax grants

Note : Outstanding local government bonds excludes special fund public investment bonds.
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Future Financial Burden

EJ Trends in Reserves on hand

Reserves on hand at the end of FY2019 was ¥22.9 trillion, an increase of ¥5.7 trillion from the end of FY2009.

(trillion yen)
25.0

20.0

15.0 (-

10.0 |-

5.0 -

FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019

[ Public finance adjustment fund [l Sinking fund [ Special purpose fund

Note : Reserves on hand do not include the amount of reserves for Sinking fund to be appropriated for principal and interest for local government bonds to be redeemed in full on
maturity.
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Local Public Enterprises

What is the status of local public enterprises?

Kl Roles Played by 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

population population

No. of hospital beds

per year per year
Out of 124.56 million Out of 116.36 million Out of 25,190 million Out of 4,532 million Qut of 1,529,000
124.02 million 105.22 million 2,599 million 859 million 172,000
(99.6%) (90.4%) (10.3%) (19.0%) (11.2%)
(%)

100

10

Water-supply business
(including small-scale
water supply business)

Sewerage business

Transportation business
(railways)

Transportation business
(buses)

Hospitals

Notes : 1. The graph shows the ratio of local public enterprises when the total number of business entities nationwide is set at 100.
2. Figures for the total number of enterprises nationwide have been compiled from statistical materials of related organizations.

B3| Number of Businesses Operated [EJ| Scale of Financial Settlement

by Local Public Enterprises

8,222 businesses are operated by local public enterprises. By type of
business, sewerage accounts for the largest ratio, followed, in order,
by water supply, hospitals, care services, and residential development.

@ Other
1,175 (14.2%)

@ Residential . No. of

development

@ Sewerage
business
3,617
(44.0%)

businesses
434 (5.3%) 8,222
@ Care services
517 (6.3%)
Water supply
business
@ Hospitals

1,856 (22.6%)

1,321 (16.1%)
Small-scale water supply business
535 (6.5%) (End of FY2019)

623 (7.6%)

The scale of total financial settlement is ¥16,588.0 billion. By type
of business, sewerage accounts for the largest ratio, followed,

in order, by hospitals, total water supply, transportation, and
residential development.

@ Other N @ Sewerage business
*(‘ggf/-‘; billion ¥5,434.5 billion
L.U'/0,
(32.8%)
@ Residential
development
¥663.7 billion $cale 0 f
(4.0%) financial
settlement
¥16,588.0 billion
@ Transportation
¥919.7 billion
(5.5%)
@ Hospitals
@ Water supply business ¥4 g30_9 billion
(including small-scale water supply) (27’ 9%)
¥3,952.8 hillion (23.8%)
(End of FY2019)
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Local Public Enterprises

B3| Financial Status

Local public enterprises had a surplus of ¥752.2 billion. By type of business, water supply, industrial-use water, transportation, electricity,
gas and sewages showed a surplus.

Trends in the Financial Status of Local Public Enterprises
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Impact of Great East Japan Earthquake

Kl Settlement of Disaster-Struck Organizations

1.Specified Disaster-Struck Prefectures
The total revenues of the nine specified disaster-struck prefectures amounted to ¥9,590.7 billion, increasing by ¥23.0 billion year on year,
or 0.2% (1.1% national increase). Total expenditures of the entities amounted to ¥9,174.0 billion, decreasing by ¥40.7 billion year on year,

or 0.4% (0.8% national increase).

* Specified disaster-struck prefectures : Prefectures stipulated in Article 2, Paragraph 2 of the Act on Special Public Finance Support and Assistance to Deal with the Great East
Japan Earthquake (Act No. 40 of 2011). These prefectures are Aomori, Iwate, Miyagi, Fukushima, Ibaraki, Tochigi, Chiba, Niigata, and Nagano
prefectures.

Revenues
¥9,567.7 billion
FY2018 ¥3,031:9 billion P PSIBOTDIONEEE i v8 1633 bl for el porion
(31:7%) () of which,¥1,414.4 ilon for Great Eat Japan Earthquake porton

¥9,590.7 billion
7 bill 191billi
FY2019 ¥2,987.8 billion! 11950 3 billion ¥1”4$2'7ut)"||'°n _&3’180'?3'"'0" of which, ¥8,285.9 billion for Regular portion
(31:2%). (15:3%) (33:1%) of which, ¥1,304.8 billion for Great East Japan Earthquake portion

l ¥264.6 billion (2.8%)

‘ [ Local taxes [ Local allocation tax [0 Earthquake disaster reconstruction allocation tax [S¥ National treasury disbursements [0 Other ‘

Expenditures Classified by Purpose

¥353:3 billion ¥9,214.8 billion

FY2018. [[p2%)| SR¥3744 bilon @3%) _@6?22‘; ')"'0" of which, ¥7,984. o for Reguarportion
(1419%) i of which, ¥1,230.0 billion for Great East Japan Earthquake portion
¥131.7 billion (1.4%) L ¥259.7 billion (2.8%)
V5301 ilon ¥3297 bilion N ¥9,174.0 billion
F2019 (i) Bl omon @6 *0:030.0MIONEEEEEEEEEE ot wich, ¥.068.4 il o egue portion
(15:7%) . (72:3%) (ofwhich, ¥1,105.6 billion for Great East Japan Earthquake portion)

¥144.4 billion (1.6%) ¥237.2 billion (2.6%)

‘ I General administration B Public welfare [0 Disaster relief [ Sanitation [ Disaster recovery [0 Other ‘

Expenditures Classified by Type

— ¥9,214.8 hillion
(1.783.2biin (194%) . ¥3/688!6illion ’

FY2018 ¥3474310]billion|(40!6%) ] . of which, ¥7,984.8 billion for Regular portion
J (300%) of which, ¥1,230.0 bion for reat East Japan Earthquake porton
¥1,523.5 billion (16.5%) ¥259.7 billion (2.8%) ¥332.0 billion (3.6%)
- ¥9,174.0 billion
¥118437,billon(20:1%) (X1 DT ’
FY2019 ¥317.1941] billion] (405%) — _¥3'%g'i$')"'°"_ of which, ¥8,068.4 billon for Reguiar orton
s ( of which, ¥1,105.6 billion for Great East Japan Earthquake portion )

¥1,606.5 billion (17.5%) ¥231.2 billion (2.6%)‘T ¥270.4 billion (2.9%)

[ Mandatory expenses [ Investment expenses [ Ordinary construction work Disaster recovery project [0 Other [ Reserves ‘
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Impact of Great East Japan Earthquake

2.Specified Disaster-Struck Municipalities
The total revenues of the 227 municipalities designated as specified disaster-struck municipalities amounted to ¥7,562.5 billion, increasing
by ¥73.3 billion year on year, or 1.0% (2.5% national increase). Total expenditures of the entities amounted to ¥7,192.2 billion, increasing

by ¥52.7 billion year on year, or 0.7% (2.5% national increase).
* Specified disaster-struck municipalities : Municipalities designated in Appended Table 1 and those designated in Appended Tables 2 and 3 that are other than specified disaster-struck
local public bodies of the Japanese government ordinance (No. 127, 2011) concerning Article 2, Paragraphs 2 and 3 of the Act on Special Public
Finance Support and Assistance to Deal with the Great East Japan Earthquake. (A total of 227 organizations in 11 prefectures, including, 33
organizations within Iwate Prefecture, 35 organizations within Miyagi prefecture, and 59 organizations within Fukushima prefecture.)

Revenues

¥7,489.2 billion
FY2018 %ﬁﬂm ¥10(192g of which, ¥6,431.1 billion for Regular portion
e of which, ¥1,058.1 billion for Great East Japan Earthquake portion

¥187.3 billion (2.5%)

¥7,562.5 billion

1457b||||0 ¥2,867:1billion i, Y6666 ilon o egur pur
(37/9%) (0 whic ilion for Regular portion )

of which, ¥895.7 billion for Great East Japan Earthquake portion

FY2019

[¥1 97.2 billion (2.6%)

‘ [ Local tax [ Local allocation tax [ Earthquake disaster reconstruction allocation tax I National treasury disbursements [0 Other ‘

Expenditures Classified by Purpose

¥7,139.5 billion
FY2018 8 3‘222'1;"""’" of which,¥6,201.4 bilon for Reguiar porton
s e (#5:4%) of which, ¥938.2 billion for Great East Japan Earthuake portion

¥64.3 billion (0.9%) ¥597.9 billion (8. 4%

¥7,192.2 billion
I 19
FY2019 mgﬁﬂm mﬂ ¥3, 1:2 ;;')"'0" of which, ¥6,414.1bilon for Regular portion
> ( of which, ¥778.2 billion for Great East Japan Earthquake portion )

¥64.0 billion (0.9%) ¥609.3 billion (8.5%) ¥132.9 billion (1.8%)

¥106.5 billion (1.5%)

‘ [ General administration [Bl Public welfare [0 Disaster relief [ Sanitation [ Disaster recovery [F00 Other ‘

Expenditures Classified by Type

] 41,9485 bilion (17/5%) ¥7,139.5 billion
Freots e ] 2 7.4Db|II|on of which, ¥6,201.4 billion for Regular portion
(D) of which, ¥938.2 billion for Great East Japan Earthquake portion

¥1,142.2 billion (16.0%)  ¥106.3 billon (1.5%)] ¥331.3 billion (4.6%)
¥7,192.2 billion

_2033b||||on (17 g,
FY2019 ¥31068!5]billion|(42:7%) o2 gig g;’"")n of which, ¥ 414.1 bilionfor Regulr portion
) ( of which, ¥778.2 billion for Great East Japan Earthquake portion )

¥1,070.5 billion (14.9%)  ¥132.8 bilion (1 .8%)4T ¥318.4 billion (4.4%)

‘ [ Mandatory expenses [l Investment expenses [0 Ordinary construction work Disaster recovery project [0 Other [ Reserves ‘
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Bl Financial Status of Businesses of Local Public
Enterprises in Disaster-Struck Organizations

Total revenues and expenditures of local enterprises of disaster-struck organizations amounted to a surplus of ¥102.2 billion, an increase of ¥3.7

billion year on year, or 3.7%. There were 794 businesses with surpluses, or 89.8% of all businesses, while 90 businesses had deficits, or 10.2%.

*Local enterprises of disaster-struck organizations : Nine prefectures stipulated in Article 2, Paragraph 2 of the Act on Special Public Finance Support and Assistance to Deal with
the Great East Japan Earthquake, and 178 municipalities stipulated in Appended Table 1 of the Japanese government ordinance
concerning Article 2, Paragraphs 2 and 3 of the Act on Special Public Finance Support and Assistance to Deal with the Great East
Japan Earthquake (including some labor unions joined by the above bodies).

Financial Status of Businesses of Local Enterprises of Disaster-Struck Organizations

“’"'1“;5‘ yen) Net amount ¥98.5 billion Net amount ¥102.2 billion
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% & 90

0 = ' = |

. Ne23Wpilion ' %28 albilion |
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‘ [ Surplus [ Deficit =4~ No. of businesses with surpluses == No. of businesses with deficits ‘

Settlements by Businesses of Local Enterprises of Disaster-Struck Organizations

(billion yen)
150
Net amount ¥98.5 billion Net amount ¥102.2 billion
N T A
V20N Surplus 357 bilion Surplus
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Promotion of the Soundness of Local Public Finance

B Overview of the Act on Assurance of Sound Financial Status of Local Governments

A number of drawbacks were pointed out with the conventional system of financial reconstruction of local governments, including the lack
of a legal obligation to disclose comprehensible financial information and of rules for early warning. In response, the Act on Assurance of
Sound Financial Status of Local Governments was enacted and has been in force since April 2009. The act establishes new indexes and

requires local governments to disclose them thoroughly, aiming to quickly achieve financial soundness or rebuild.

Outline of the Act on Assurance of Sound Financial Status of Local Governments

e N\ a a\
Sound stage Early financial soundness Financial rebuilding stage
restoring stage
49 Establishment of indexes and 9 Solid rebuilding through
thorough disclosure @ Restoring financial soundness involvement of the central
through their own efforts
® Flow indexes: Real deficit ratio, 9 IR IE, G
Consolidated real deficit ratio, Real debt © Formulation of financial soundness plan ® Formulation of financial rebuilding plan
service ratio (approval by the council), mandatory (approval by the council), mandatory
_ _ requests for external auditing requests for external auditing
® Stock indexes: Future burden ratio R fimol ) h o o
=indexes by real liabilities, including ® epﬁﬂlm:‘gmgl;;«’_ss ﬁnlmﬁ er[lenr:?tlon toft e e © Agreement on the financial rebuilding
public enterprises, third-sector councliand public anfiouncement every fiscal yea pI_an N b_e _sought LG consgltatlon
enterprises, etc. ® If the early achievement of financial soundness is with the Minister for Internal Affairs and
) o ] deemed to be significantly difficutt, the Minister for Communications
=» Subject to auditor inspection, reported to Internal Affairs and Communications or the prefectural © If financial management is deemed not to
the council and publicly announced governor makes necessary recommendations conform with the plan, the Minister for
- o Internal Affairs and Communications
- - - - makes necessary recommendations,
Financial soundness of public enterprise such as budget changes
\ J
Sound I I Financial
finance deterioration
CEarIy financial soundness restoring standard) CFinanciaI rebuilding standard)
( "\ *kThe real deficit ratio and

Prefectures : 3.75%
Municipalities and special wards : 11.25% - 15%

Prefectures : 5%
Municipalities and special wards : 20%

consolidated real deficit
ratio standards for Tokyo
are set separately from
the ratios shown here.

Real deficit ratio

p
Consolidated real Prefectures : 8.75% Prefectures : 15%

deficit ratio Municipalities and special wards : 16.25% - 20% Municipalities and special wards : 30%
( Real debt service A
\ ratio 25% 35% )

. Prefectures, Government-ordinance-
Future burden ratio  designated city : 400%

L Municipalities and special wards : 350%

20%
Finance shortfall ratio

(for each public enterprise) CManagement soundness standard)

Public announcement of indexes began with FY2007 settlement
of accounts. Obligatory formulation of financial soundness plan
was applied as of FY2008 settlement of accounts.
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Targets of the Ratio for Measuring Financial Soundness

(Previous Reconstruction Law) (Act on Assurance of Sound Financial Status of Local Governments)
g General : -
g & enera General g 3
N ] account S 2
= -] account, etc. = g
5 S 5 2 =
e = =
77777777777777777777 | Special o - e
2 accounts = @ z
e Of this, Public il s 8 e3
. - [=}
5 - public enterprise ° 5 g S %
=3 enterprise accounts S ) 3
# accounts | | L s =
= R
* CaLclgIatetfj forl each > Calculated for each
public enterprise public enterprise
account Partial administrative associations, account
wide-area local public bodies, etc.
Local public corporations,
third-sector enterprises, etc.

A Status of the Ratios for Measuring Financial Soundness and Financial Shortfall Ratio

Real Deficit Ratio

The following graph shows the trend in the number of local governments Real deficit amount of real account. etc.
with a real deficit. Real deficitratio. = Standard financial scale

Based on FY2019 account settlements, no local government had a real The Real deficit ratio is an index of the deficit level of the general account, etc.
’ of local governments offering welfare, education, community-building, and

deficit (Real deficit ratio exceeding 0%). other services, and represents the extent to which financial administration
has worsened.
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Promotion of the Soundness of Local Public Finance

Consolidated Real Deficit Ratio

The following graph shows the trend in the number of local Corsated el gttt = T T
governments with a consolidated real deficit. onsolcated reat elietrato = Standard financial scale

Based on FY2019 account settlements. none of them had a consolidated The consolidated real deficit ratio is an index of the deficit level for a local
o . ’ . ) governments as a whole by taking the sum of the deficits and surpluses of all
real deficit (i.e., a consolidated Real deficit ratio that exceeds 0%). accounts, and represents the extent to which financial administration has worsened

for a local government as a whole.
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Real Debt Service Ratio

The following graph shows the trend in the

[ Local governments with real deficit [l Of this number, those equaling or exceeding the early financial soundness standard

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

number of local governments with a Real ) ) — (special revenue resources + amount included in standard financial requirements
Real debt service ratio _ pertaining to redemption and quasi-redemption of principal and interest)

. i . . ¢
debt service ratio equal to or exceeding 18%. (3-year average) Standard financial scale — (amount included in standard financial requirements

Based on FY2019 account settlements, there pertaining to redemption and quasi-redemption of principal and payments)
.. . The real debt service ratio is an index of the size of the redemption amount of debts (local bonds) and similar
was one local mun|0|pal govemment with a expenditure, and represents the cash-flow level.
Real debt service ratio equa| to or exceeding * Local governments with a Real debt service ratio equal to or exceeding 18% require the approval of the Minister of
. i L Internal Affairs and Communications, etc., to issue local government bonds.
the financial rebuilding standard.
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Future Burden Ratio

The following graph shows the trend in the number of
local governments with a Future burden ratio equal to or
exceeding the Early financial soundness restoring standard.
Based on FY2019 account settlements, there was
one local municipal government with a Future
burden ratio equal to or exceeding the Early financial
soundness restoring standard.

Future burden amount — (amount of appropriable funds + estimated amount of special revenue source

Future + amount expected to be included in standard financial requirements pertaining to outstanding
purden = local government bonds, etc.)
ratio Standard financial scale — (@amount included in standard financial requirements pertaining to

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

The Future burden ratio is an index of the current outstanding balance of burden, including that of debts (local bonds)
of the general account, etc. as well as other likely future payments, and represents the extent to which finances may
be squeezed in the future. No Financial rebuilding standard is established for the Future burden ratio.
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Financial S all Ratio

The following graph shows the trend in the number of local public enterprises with

a financial shortfall.

Based on FY2019 account settlements, there were 92 local public enterprises with
afinancial shortfall (i.e., with a Financial shortfall ratio that exceeds 0%). Of these,
5 local public enterprises had a Financial shortfall ratio that equals or exceeds the

Management soundness standard.

(Number of enterprises)
00

Deficit of funds

Size of business
The Financial shortfall ratio is an index of the deficit of funds of
public enterprises compared to the size of their income, which

shows the size of business of local public enterprises, and
represents the extent to which financial health has worsened.
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