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The Role of Local Public Finance

Prefectures and municipalities (cities, towns, and villages) are principal actorsin
various administrative areas, including school education, welfare and public
health, police and fire services, and the construction of such public works as
roads and sewer age systems. They play amajor rolein national life.

This brochure will introduce the state of local public finance, which is an
assemblage of the finances of individual local gover nments, with particular focus
on the state of settlementsfor fiscal 2003 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 ordinary 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.
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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 12.4%, which is about three times larger than the ratio of the
central government.

Gross Domestic Expenditure and Local Public Finance

Government sector
¥115.1640 trillion
(23.0%)

Local government

¥62.0862 trillion
(12.4%)

Net export of financial r

goods and services
¥9.1952 trillion

Central
government

(1.8%)

¥21.6205 trillion
(4.3%)

cial security fun
¥31.4574 trillion
(6.3%)

Gross domestic
expenditure
(nominal)

¥501.2535 trillion

Private sector

¥376.8943 trillion
(75.2%)



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)

Ratio of

expenditures National ratio
by function

]
Sanitation expenses* 4.3 |

School education

expenses . m-h|
Social education —

expenses, etc. ! 3‘-“‘!
Judicial, police, fire

service egpenses u "'ﬂ-‘“‘*|

Land development . Urban ;
= planning, roads and
expenses T i"‘l o 13.9% bridges, public housing, etc.

Commercialand
industrial expenses "._:'.f:. (ol ﬂ]

Land preservation
expen%es A. 2.4%

Public welfare
expenses t 'IE.E-H|

(except pension expenses)

Disaster re

. expenses,
Housing expenses,

etc.

expenses
Defense expenses

Pension expenses

¥ y
(of public welfare expenses) _'. 3.9% ,|

General administration

expenses, assembly “ 8.6%
expenses, etc. —J
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The State of Local Public Finance

(FY2003 Settlement)

Scale of Account Settlement

As aresult of such factors as a decline in ordinary construction project spending and personnel
expenses on the expenditure side and a decrease of local taxes and local alocation tax on the
revenue side, both revenue and expenditure have shrunk for four consecutive years.

110
(O trillion)
(Scale of account settlement) . Total revenue
104.0065
102.8689 . .
101.6291 Total expenditure
100 100.1975 100.2751 100.0041
97.6164 97.4317 97.1702
94.8394 94.8870
92.5818
90
80
70
60
50
FY1998 FY1999 FY2000 FY2001 FY2002 FY2003

Revenue and Expenditure
Settlement

Although both the single fiscal year balance and the real single fiscal year balance moved into
the black, the number of local government bodies with areal balance deficit are increasing.

Category Settlement figure No. of deficit organizations
FY 2003 FY 2002 FY 2003 FY 2002
Real single FY 11918 billion 00 97.8 billion 1,448 (2,435) 2,055 (2,932)
Single FY [0139.7 billion 0 0J55.4 billion 1,347 (2,356) 1,949 (2,845)
Real balance 00 1204.6 billion 00 1078.3 billion 28 25

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 income-
expenditure balance.

2. The number of organizations with real singe FY balance deficits or single FY balance deficits does not include partial administrative
associations and wide-area federations; the figures in parentheses are the number of organizations including partial administrative
associations and wide-area federations.

3. The number of organizations with a real balance deficit excludes entities with a deficit resulting from discontinued settlement (entities
with no income or expenditure in the account settlement period because of a merger, etc.).



Revenue

Where does the funds for local government activities come

from?

1 Revenue Breakdown

Local taxes account for about one-third of the revenue of local governments, followed by the
local allocation tax, local bonds, and national treasury disbursements.

Revenue Breakdown (FY 2003)

Other revenue
resources
0 15,601.9 billion
(16.4%)

Local bonds A
[0 13,789.4 billion
(14.5%) O 94,8870

billion

National treasury
disbursements

0 13,060.5 billion
(13.8%)

Other revenue

resources
{1 8,386.6 billion General revenue
(16.8%) resources

0 25,929.9 billion

(52.1%)
Local bonds Prefectures
[ 7,652.1 billion Total
(15.4%) [049,811.0;

“_bllllon A Local transfer tax
[0 174.2 billion

| 0,
Local allocation tax (0.3%)

100 9,978.5 billion
(20.0%)

National treasury
disbursements
0 7,842.4 billion

(15.7%) | Special local grants
0 351.3 billion

(0.7%)

General Revenue Resources

L,i")cal allocation ta
/018,069.3 billion
(19.0%) .

General revenue
resources
052,435.2 billion

(55.3%)

Local transfer tax
[0 694.0 billion
(0.7%)

Special local grants
[0 1,006.2 billion
(1.1%)

Other revenue General revenue

resources resources
[0 11,438.3 billion 0 28,333.8 billion
(22.4%) -(55.3%)

Municipalities
Local bonds Total
[0 6,205.6 billion
(12.1%)
Local transfer tax
[0519.9 billion

(1.0%)

Jiocal allocation ta
' 08,090.8 billion
(15.8%) .

National treasury
disbursements
[15,218.1 billion

0, | l' . —
(10-23) Special local grants

e 0 654.9 billion

Other general revenue (1.3%)

resources

0 1,828.5 billion (3.5%)

Revenue resources for which the use is not specified, like local taxes and the local alocation 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 anational 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 atax cut since FY 1999 and grants from the central government to local governments as aresult of arevision 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. Caculated as a certain ratio of five national taxes. (See page 9 for details.)

National treasury disbursements A general name for funds disbursed from the central government to local governments for specified uses.
Local bonds These refer to 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 21.)

2. Thefigures for each item are rounded off under the given unit. Therefore, they do not necessarily add up exactly to the total.
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2 Revenue Trends

In recent years, while the ratios of local taxes and local alocation tax in total revenue are on a
downward trend, the ratio of local bondsisincreasing.

Local transfer tax 2.1%
(31.9 trillion)

Local allocation tax 17.2%
(¥15.7 trillion) ocal bonds 11.2%
National treasury (10.2 trilion)
disbursements Other revenue

14.1% (¥12.9 trillion) resources 17.7%
(¥16.2 trillion)

Net Total ¥91.4 trillion

1.1% (¥1.1 trillion)

17.1%
(¥17.1 trillion) 17.2%

(¥14.3 trillion) | (¥14.1 trillion) |  (¥17.1 trillion)

¥99.9 trillion

0.6% (¥0.6 trillion)

Special local grants 0.9% (¥0.9 trillion)

20.3%
(¥20.3 trillion) 14.5% 16.3%

¥14.5 trillion) (%11.8 trilli (¥16.3 trillion)

¥100.0 trillion

0.7% (0.6 trillion)

0.9% (0.9 trillion)

20.1%

(¥19.5 trillion) 13.5% 13.7% 16.8%
(¥13.1 trilion) | (¥13.3 trillon) | (¥16.3 trillon)

¥97.2 trillion

0.7% (¥0.7 trillion)

1.1% (¥1.0 trillion)

19.0%

(¥18.1 trillion) | 13 g0 14.5% 16.4%
(¥13.1 trillion) | (¥13.8 trillion) | (¥15.6 trillion)

¥94.9 trillion




3 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 2003 settlement)

Other taxes
¥125.9 billion (0.8%)

Prefectural tobacco tax

¥277.8 billion (2.0%) 1 o6 393 t')nltl_erestlsw
Automobile acquisition tax -3 billion (1.9%)
¥447.3 billion (3.3%)

Prefectural
residents tax

¥3,273.4 billion

Real property .
acquisition tax
¥480.5 billion (3.5%)

(23.9%)

Light oil delivery tax
¥1,102.5 billion (8.1%)
Corporate
¥779.0 billion
Automobile tax Total (5.7%)
¥1,746.3 billion ¥13,693.1
(12.8%) billion

Local consumption tax
¥2,393.6 billion
" (17.5%)

Enterprise tax
¥3,845.8 billion
(28.1%)

Individual
¥216.5 billion (1.6%)

Composition of Revenue from Municipal Taxes (FY 2003 settlement)

Other taxes ¥476.1 billion (2.5%)

Municipal tobacco tax
¥853.8 billion (4.5%)

City planning tax
¥1,239.2 billion (6.5%) -

Municipal
residents tax

¥7,636.6 billion
(40.3%)

Fixed asset tax
¥8,766.9 billion
(46.2%)
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Among prefectural taxes, the ratios of the two corporate taxes (corporate business tax and
corporate prefectural residents tax) are high. Among municipal taxes, the ratios of the fixed
asset tax and individual municipal residents tax are high.
The two corporate taxes are impacted by the business cycle, so the tax revenue from prefectural
taxesisless stable.
On the other hand, municipal tax revenue has been relatively stable, although it has been on a
downward trend since fiscal 2001.

Prefectural Taxes Trend

¥ trillion
18
18 15.5850 15.5303
14.8330 14.9478 145863 CokbL R L
A o nr T N
8.1 ag 13.8035 13.6931 trilion
14 ar em Other taxes
83 Light oil delivery tax
ya Automobile acquisition tax
Automobile tax
10 162 159 Real property acauision tax
a 1 . 17.6 175+  Local consumption tax
I — < 1o 1[0 | R—
281 6.4
B- o Enterprise
250 28.5%  corporate LE2bs
4- L~ 53 |
8.3 Corporate
Figures in parentheses Interest
are the component # {24 8) 28 5) i 28.2) {284} (23,85 Prefectural
ratios of the business Individua  €SIdENtS
tax and prefectural tax
residents tax. a
Fy 1992 Fy 1997 Fy 1999 Fy 2000 Fy 2001 Fy 2002 Fy 2003
Municipal Taxes Trend
¥ trillion
22 21.2077
38 20.4399
 19.7353 26 199614 200185 g o7gg
“ —3d | _5a | 67 —2f - 26 18.9726 trillion
5B I8 : B E.& 87 2.5% | Other taxes
18 - 55 W2 | 4.3 4.3 7 BE% | City planning tax
4.5+, Municipal tobacco tax
16
14 -y 416
48 45,3 45T P
12 - $B.2+.  Fixed asset tax
W= T ——
139 e \\_
8 —
o1
109 10.9 88 Corporate
E. -—
Municipal
4 37T |\51.6) ga5 (458 {49} [41.2] {408 (38.7) #.3%)  residents
W08 0.3 0.0 a1 ndvidual X
Figuresin parentheses =
are the component
ratio of the municipal
residents tax. 1]
Fy 1992 Fy 1997 Fy 1999 Fy 2000 Fy 2001 Fy 2002 Fy 2003



4 |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 sources 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 sources are insufficient.

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% 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 awhole.

The total amount of local alocation tax in fiscal 2003 was ¥18.0693 trillion, down 7.5% from
theinitial figure for the previousfiscal year.

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:

Unit costO
X
Measured unit 0
number /amountC]
(population national census, etc.)0

X
Adjustment coefficientd
(scale modification, etc.)

Regular allocation [J
tax amount

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 financia requirements. From FY 2001 to FY 2006, part of the standard
financial requirements is being transferred to special deficit-financing local bonds (extraordinary financial countermeasures bonds) under
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.



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 socia 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

5{ ]
= 1060
)
—t+
QD
~t
=@
2o %0
B —t
—
e8
T
5T #a
3 C
5S
)
Il 70
S of general
% e resources
()
D
B S
50 a1
40
30
20
10
4]
Large Small Large Small
city city town or village  town or village

Notes:

1. A “large city” refers to a city with a population of more than 100,000 persons according to the national census of 2000; a “small city”
refersto acity with a population of less than 100,000.

2. A “large town or village” refers to atown or village with a population of more than 10,000; a “small town or village” refers to atown or

village with a population of less than 10,000.



Expenditure

What is revenue being expended for?

1 Expenses by Function

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

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

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.

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

Composition of Expenditure by Function (FY 2003)

Unit: ¥100 million

Other expenses

Public debt
payments

Education
expenses

Civil engineering
work expenses

'Iqlah

Commerce and
industry expenses

Agriculture, forestry
and fishery expenses

Sanitation expenses

Public welfare
expenses

General administration
expenses
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Breakdown of Educational Expenses by Purpose

Unit: ¥100 million

Educational
general affairs

Health and physical education
Social education

Unit: ¥100 million

O] T —
Housing

Unit: ¥100 million

Disaster relief

Livelihood protection

Child welfare




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

Trends in Expenditures by Function (ordinary account net total)

Unit: Ratio with FY 1992 as 100.

w

unit: 0 100 million
101 087
9353
o7 g
25,028
28,561
55,143
23 0
55, ha2
&4 404
216,332
182,060
71,150
a5 547

Welfare e

Of which, social welfare exp

Of which, elderly welfare expenses

Of which, child welfare exp

L]
¥
¥
E
L]

Public de
Total e

Of which, social wel
Of which, elderly we
Of which, child welfa

Of which, cleaning
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What are expenses for?

2 Expenses by Character

Classified by character, expenses can be divided into "obligatory expenses' (personnel expenses,
maintenance and relief 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.”

Expenditure by Character (FY 2003)

Other expenses
0 27,888.9 billion

(30.1%)
Obligatory expenses
Net total 046,122.1 billion

092,581.8 (49.8%)

/ \  billion
Ordinary

nstruction expense
[0 18,250.3 billion

Public debt Maintenance and relief

Unsubsidized ordinary payments
construction expenses 0 13,154.9 billion 0 7e8(§ 4e gst?iﬁion
009,107.7 billion (9.8%) ' " (7.6%)

Investment expenses

018,570.8 billion
(20.1%)

Subsidized ordinary
construction expenses
0 7,873.5 billion (8.5%)

Obligatory expenses
023,177.8 billion
(46.6%)

Obligatory expenses
023,042.4 billion
(47.1%)

Other expenses

015,271.1 billion
(31.2%)

Other expenses
[117,623.5 billion

(35.4%) \ ...--"""'."
Prefectu res'lI Municipalities '|

Total
048.917.0 o

billion ¢
5, o

II
!

billion 4,
i ™ -~

Public debt Public debt
payments ) N payments
6,659.4 billion 4 Maintenance and 8 . [0 6,593.6 billion .__|"

(13.6%) . relief expenses (13.2%)
u] 1'038'70 billion :
Unsubsidized ordinary (21%) .
construction expenses Maintenance and
[13,977.4 billion (8.1%) - ' relief expenses
Unsubsidized ordinary 05,996.2 billion
construction expenses (12.0%)

. " illi 0
Investment expenses Subsidized ordinary 05,456.7 billion (11.0%)

0 1 ) ” construction expenses
0,552%37%31 on [15,294.9 bilion (10.8%)

Subsidized ordinary
construction expenses
[12,958.6 billion (5.9%)

Investment expenses
0 8,983.3 billion (18.0%)



Trends in Personnel Expenses

40

Share
0oo

Personnel expenses

Total expenditures

Prefectures

Municipalities

FY 1970 Fy 1975 FY 1980 FY 1985 Fy 1990 Fy 1995 FY 1999 FY 2000 FY2001 Fy 2002 Fy 2003

Breakdown of Personnel Expenses by Item

Unit: ¥100 million

Subsides for local

government Other
employee mutual-aid
associations, etc.
(2.6%)
0,
100 13,064 (5.0%) 6.7%
(14.1%)
34,400 (13.3%) (12.0%)
Retirement
B allowances
0,
Temporary (0.0%)
o worker wages
180 (0.1%)
En|1pl_oyee
salaries
40 189,069 e
(72.9%)
Fa i
u - - - - .
Net total Prefectures Municipalities
¥25.9323 ¥15.3443 ¥10.5879
trillion trillion trillion




In recent years, while there has been a decline in such items as ordinary construction expenses
and personnel expenses, maintenance and relief 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: 0100 million

Obligatory expenses 359,087
= Personnel expenses 20,184
cDD_ Maintenance and relief expenses 47 065
gn-) Public debt payments 70838
o FY | o _
— 285, 6B
3 g 1992 rdinary construction expenses
8 = Subsidized ordinary construction expenses 1062 405
ol
g 8 Unsubsidized ordinary construction expenses 170,645
@ D
= Reserves 36,108
o U
% g Total expenditure BYS 597
2= :
=5 ‘
an a
>
<)
>
(e Personnel expens
(9»)

Maintenance and relief e

Public debt payments

Unsubsidized

131,549

Maintenance and relief expenses
Expenses which include child welfare expenses, livelihood protection expenses, etc., aimed at assisting the needy, children, the elderly,
mentally and physicaly 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 sources can be ensured is called the flexibility of the financial structure.

1 Ordinary Balance Ratio

The ordinary balance ratio (the ratio of ordinary revenue alotted 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]) is declining, both on a prefectural average and
national average, because of such factors as a decrease in personnel expenses and an increase in
tax-reduction supplementary bonds and extraordinary financial countermeasures bonds.

10 Prefectures
L%l
g2
91.7 81.7 a0.5 5 90.8
89.4 0.3 7,54'90': 0
20 . 4 '
: a Nationwide
B3. . . 27 0
7 =N e o 14 B
Bl Municipalities
e Other expenses
& ﬁ
e 9 =4 w1 749
&1 dod oo &7
s 92
&
Personnel expenses (%)

30
20

Note: 10

Tax-reduction supple- blic ht en 0)

mentary bonds and
extraordinary financ-
ial countermeasures
bonds have been add- @

ed since fiscal 2001. FY1993 Fy 1994 Fy 1995 Fy1996 Fy 1997 Fy 1998 Fy1999 Fvy2000 Fvy2001 Fy2002 Fy 2003
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2 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 al times, since public
debt payments, payments of principal and interest on the debts of local governments, are
expenses especially lacking flexibility.
The debt service payment ratio used to restrict the issue of local bonds, which is an index that
takes into consideration the local alocation tax calculated for debt payments and indicates the
actual degree of debt payment burden, has been continuing to maintain a high level; the nationa
average, for example, was the same as the record high figure of the previous fiscal year.

Trends in the Debt Service Payment Ratio Used for Permission

Debt service payment

ratio used for permission
to issue local bonds

The debt service payment ratio
used for permission to issue
local bonds is an index show-
ing the ratio of local debt prin-
cipal and interest repayment
(excluding advanced redemp-
tion and the amount of general
revenue resources calculated
for this purpose that includes
the local alocation tax) to the
total of standard financial
amount (excluding the amount
of local allocation tax calculat-
ed for service payment) and
possible issue of extraordinary
financial countermeasures
bonds. This index is one of the
criteria to limit the issue of
local bonds. In principle, the
issue of local bonds relating to
general unsubsidized projects,
etc. is prohibited in the case of
local governments with a ratio
of 20% or over.

%)
120

1

gl

72

to Issue Local Bonds

Fy 1993

Fy 1995
Fy 1994

Fy 1996

Fy 1998
Fy 1997

Fy 1999

12.3

Fy 2000

Fy 2001

Fy 2002

Fy 2003



¥ trillion

140

130

120

110

100

Outstanding Local Government
Borrowing (Ordinary Account)

What is the state of debts in local public finance?

1 Trends in Outstanding Local Government Borrowing

Outstanding local government borrowing, the debts of local governments, amounted to
approximately ¥138 trillion at the end of fiscal 2003. This figure has been increasing in recent
years because of such factors as the need to supplement tax revenue as aresult of the decrease in
local tax revenue and tax cuts, the added public investment by economic-stimulus measures, and
the issue of extraordinary financial countermeasures bonds. The figure is 1.5 times larger than
total revenue and 2.6 times larger than general revenue resources, such as local taxes and local
allocation tax.

Trends in Outstanding Local Government Borrowing

Economic-
stimulus
NMEESIES

Extraordinary
financial
countermeasures
bonds

Tax revenue
supplementary
bonds

Tax-reduction
supplementary
bonds, etc.

Financial aid
bonds

Other local
bonds

Fy 1998 Fy 1999 ry 2000 ry 2001 Fy 2002 Fy 2003

Notes:
1. Outstanding local government borrowing excludes specia fund public works bonds and special fund public investment bonds.

2. Economic-stimulus figures are estimates.
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2 Outstanding Borrowing of Local Finance

The outstanding borrowing of local finance, including the local burden of borrowing from the
special account for local alocation tax and transfer tax grants and those public enterprise bonds
borne by the ordinary account, as well as current outstanding local government bonds, has been
increasing sharply in recent years. The figure reached about ¥198 trillion at the end of fiscal
2003 and is expected to reach ¥205 trillion at the end of fiscal 2005.

Trends in Outstanding Borrowing That Should Be Shouldered by the
Ordinary Account and Ratio of Outstanding Borrowing to Gross
Domestic Product

¥ trillion

200 - 198.28C
193.0685
187.7146
Outstanding k
180 - 1813508 account for lo
173.7892 transfer tax g
. |
Outstanding pub
149.893% (borne by the ordi
140 -
120 -
Outstanding
bonds
10 -
79.1451
m - Q50
=40
o -3
40 - .
o -10
0

Fy 1992 Fy 1997 Fy 1999 Fy 2000 Fy 2001 Fy 2002 Fy 2003 (End of FY)

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.



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.

1 Ratio of Local Public Enterprises

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

*The graph shows the
ratio of local public
enterprises when the
total number of
business entities
nationwide is taken as
100.

*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.

100
L5l

Water-supply
population
of 124.051
million persons

facility population
of 98.54
million persons

123.129

million persons

89.25

million persons

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

Sewerage
business

ayear
of 4.812
billion persons

2.738

billion persons

Transport
business
(subways)

Sewage disposal No.of passengers No.of passengers

ayear
of 4.726
billion persons

1.193

billion persons

Transport
business
(buses)

No.of hospital
beds

of 1,643,000 beds

238,000
beds

Hospitals
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2 Number of Businesses Operated by Local Public Enterprises

The number of businesses is 12,476. By type of business, sewerage accounts for the largest
ratio, followed in order by water supply, care services, and hospitals.

Tourist
facilities

No. of businesses

12,476

End of FY2003

3 Scale of Financial Settlement

The total financial settlement scale is ¥20.3070 trillion. By type of business, sewerage accounts
for the largest ratio, followed in order by hospitals, water supply, and transport.

Others
26,489
(13.0%)

203,070

0 100 million

FY2003




4 Management Conditions

Local public enterprises had a surplus of ¥148.2 billion. By type of business, while water
supply, industrial water supply, electricity, and sewerage showed a surplus, transport and
hospitals are continuing to register a deficit.

Trends in Management Conditions of Local Public Enterprises

¥ 100 million
5,000

— | Others
e Sewerage business
—1 Hospitals
Sl Gas

4,00
— 1 Electricity
— 1 Transport
—— 1 Industrial water supply
— | water supply
including small-scale water suppl
3.000 ( g pply)
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2,702 Total surplus
2,595
Total surplus Total surplus
2,392 2,388 J
Others 242 Sewerage 60:
Others 1.175 Sewerage 556
2000 g
Sewerage 324 Electricity 196
Electricity 177|| ~ Electricity 152 Industrial
Industrial Industrial | Water supply 14
water supply 82 water supply 14
Sewerage 225
- Gas48 |
Electricity 170
1,004 Industrial
water supply 122 Water supply Water supply Water supply
1,567 1,533 1,648
Water supply
962
343
. = T8
t—FY1992|— —FY 1999
FY19
Transport 396 S92
01,472
Téag‘sflozn Transport
1 000 4 01,677
Transport
02,310
Hospitals
0887 Hospitals
£} 0578 .
Hospitals
—Saspze ]  o%e2
Total deficit Total deficit
02,314 ;
02,359 Gas []19 Hospitals
Others [ 136 0644
Total deficit
Gas ] 20
3.0 02784 Others 1113
Total deficit
0 3,087

®

Total surplus

3,927

Others 1,561

Sewerage 799

Transport
01,598

Hospitals
0627

Total deficit

02,225

Water supply

Total surplus
3,013

Others 365

Sewerage 755

Electricity 114

Industrial
5 water supply 180

Water supply
1,599

|
FY 2002

Transport
11,452

Hospitals
01,264

Gas 115
Others [ 203

—FY 2003

Total deficit
02,934

Total surplus
3,349

Others 441

Sewerage 765

Gas 2
Electricity 106

Industrial
water supply 164

Water supply
71

Transport
0754

Hospitals
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Others [1 100
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Efforts Toward Sound Financial

Conditions

What efforts have been made toward sound local finance?

While local public finance is certainly in an extremely severe situation, the role of the local
government, which is clarified as the comprehensive administrative entity of the region, is
becoming increasingly important. For this reason, various efforts for administrative reform are
being made with the aim of making administrative organizations simpler, more efficient and
more responsible to new administrative issues.

1 Number of Public Employees

The number of local public employees has declined for 10 consecutive years since 1995. The
number of employees has fallen for nine consecutive years in the general administrative sector
and 13 consecutive years in the special administrative sector and has also dropped for three
consecutive yearsin the public enterprise sector.

The background of this trend lies the efforts, which have been made to restrain the increase of
the total number of employees through the setting of numerical targets and scrap-and-build
policies, although the number of employees has increased in some areas because of such factors
as the enhancement of public-security and disaster-prevention measures.

Number of Local Public Employees
(1,000 persons)
4378 Total number of local
3,200 - AT4 3,267 public employees
3260 . = i 3249
a . 3. xR
=40 ' i l General administrative sector
3.220 - i 3,204
I

3,200 -
3,160 .
i 3,144
3,140 -
. : 3117

3,180 -
a120 '
3100 - i

§

3080 -

1980 - L1 1,1 11 1.1
1,160 -
1,140 -
1,120 -

1,100 -
1,080 -
1,060 -

1,01
i
i
FY 1995 FY1996 FY 1997 FY1998 FY1999 FY2000 FY2001 Fy2002 FY2003 FY2004



Trends in the Number of Staff in Local Governments by Sector

Unit: Ratio against 100 as the number of staff as of April 1, 1995.

Excluding welfare -
welfare

April 1,

1995 |y

_Police and fire se

D100

2 Salary Level

When the salary level of local public employees is shown on the Laspeyres Index, the average
for al local governmentsis 97.9.
More than 1,400 local governments have implemented their own salary-reduction measures, as a
result of which personnel expenses in fiscal 2004 were expected to be cut by approximately
¥140 billion.

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

1
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100
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11006
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1974 1978 1983 1988

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 employeesistaken as 100.

1024

1001

1993 1998 2003 2004



3 Administrative Transparency

Amid the increasing severity of local public finance, various efforts are being made to fulfill
accountability. Since October 2004 the Ministry of Internal Affairs and Communications has
been posting “ settlement cards’ on its homepage showing the settlement data (since fiscal 2001)
for all prefectures and municipalities by individual organization.

Example of Settlement Card (City A)

Population Industrial structure
2000 national census | 140,447 2000 national | 1995 national
Settlement for FY 2003 1995 national census | 135,570 | C%°9%Y | “Gencus ™ | " consus
Rate of change 3.60 Pri 4,168 5,078
Basic residents' register population rimary 5.9 7.3
Name of prefecture Type of - 2
ity Ared km'D 22050 March 31, 2004 | 138,661 | Secondary | ' 24 9‘ 1B ‘25
Name of local government Local allocation Population density March 31, 2003 137,928
394 , ) ; 52, 576 50, 76]
tax area (persons) Rate of change 0.50 | Tertiary
State of revenues (units: ¥ thousand; %)
Gty ST ‘ Share ‘Cuu%\; gered e e Gty S ‘ Share ‘Cumrag; gener e g1
Local taxes 18,030,921 39.8 16,550,070 65.7 |Usage fees 562,535 1. 55,851 0.2
Local transfer tax 455,452 1.0 455,452 1.8 |Handling charges 167,602 0.4 0 0.0
Interest apportionment grant 172,256 0.4 172,256 0.7 |National treasury disbursements 4,126,684 9.1 0 0.0
Local consumption tax grant 1,311,209 29 1,311,209 5.2 | National provision grant 22,047 0.0 22,047 0.1
Golf course utilization tax grant 28,423 0.1 28,423 0.1 |(special ward fiscal adjustment grant)
Special local consumption tax grant 0 00 0 0.0 |Prefectural disbursements 1,987,639 4.4 0 0.0
Automobile acquisition tax grant 259,376 0.6 259,376 1.0 | Property revenue 89,257 0.2 59,879 0.2
Light oil delivery tax grant 0 00 0 0.0 | Donations 242,814 0.5 0 0.0
Local special grant 647,171 1.4 647,171 2.6 |Money transferred 1,152,554 2.5 0 0.0
Local allocation tax 6,767,801 14.9 5,602,792 22.2 |Money carried over 816,651 1.8 0 0.0
0000000000000 Ordinary 5,602,792 124 5,602,792 22.2 | Various revenues 1,473,884 3.9 14,008 0.1
0000000000000 Special 1,165,009 2.6 0 0.0 |Local bonds 6,591,500 14.5 0 0.0
(General revenue resources total) 27,672,609 61.0 25,026,749 99.3 | Of which, tax-reduction supplementary bonds 273,200 0.5 0 0.0
Special grant for traffic safety measures 26,032 0.1 26,032 0.1 | Of which, extraordinary financial countermeasures bonds | 2,432,900 5.4 0 0.0
Charges, burdens 400,220 0.9 0 0.0 |Total revenues 45,332,028 100.0 25,204,566 100.0
State of municipal taxes (unit: ¥ thousand; %) g::'ataen&facti:eosr:gngttgd Category (,lrﬁ?s‘fnd) (J:fl?suaznd)
Category Collected | gpqre [EXCESS tax < Total revenues 45,332,028 49,773,432
amount portion Former new industrial city x Total expenditure . 44, 447 623 48 606,781
Runicipalrssidsnt sy Fomarsrel devepnen spclaea | x| State of | Reveries S exendiuies, | 984403 1166431
Individual equal apportionment 125,627 0.7 0 | underdeveloped area x | income- carried over to the next fiscal year
Income apportionment 5,349,122 297 O | Former mining area x | expenditure| Real balance 634,923 638,216
Corporate equal apportionment 405,609 2.2 426 | Rural development area o | balance gg\sgéfv? balance 73,323 -1 53,;112%
Corporate tax apportionment 1,208,083 7.2 211,295 | Underpopulated area x Advanced redempnon of Iocal loans 0
Fixed asset tax 8,322,096 46.2 0 | peninsula development area | x Reserve breakup a 200,000 500,000
[] Of which, net fixed asset tax 8,198,549 45.5 0 | Metropolitan Tokyo area - Real single FY balance -202,325 -653,021
Light motor vehicle tax 206,931 1.1 0 | Kinki area x No.of | moninly salary | Per capla average
Municipal tobacco tax 771332 43 ® || @it avea x Category TS| hunded | "R
Mining tax 0 0.0 0 | Wide-area municipality ® Genere}I staff 816 2,607,150 3,195
S o el o1 00 0 | Special rural area x| General| Of which, skilled workers 151 451,370 2,989
(Statutory ordinary tax total) 16,478,891 91.4 211,721 | Fiscal reconstruction organization | x |staff, E?:Jz;'g‘;glﬁl;ds%oavﬁmmem CIEEES 33 MS Oég 3‘92(])
Nonstatutory ordinary taxes 0 00 O | Fiscal index reference organization | o |€tC- Temporary staff 0 0 0
| T1 Earmarked taxes 1,552,030 8.6 0 | Revenue-surplus organization | x Total 853 2,752,210 3,227
:h Statutory earmarked taxes 1,552,030 8.6 0 State of membership of - No.of Jicabl Per capita average
o 00000 spatax 71179 04 0| partial administrative associations | SPecial staff, etc. |38 | JHEE, | noulyshy
- 0 O 0 O [ Business office tax 0 00 O | Accidents to assembly members in course of duty [ | Raw sewage disposal [ | Mayor 1151201 b
CHeRKIR City planning tax 1,480,851 8.2 O |Accidents to part-ime staff in course of duty |x | Garbage disposal |o | Deputy mayor 1 151201 7,458
[0 0 0O O Ol water utility and land profit tax 0 00 0 |Retirement allowance x |Crematories |o |Treasurer . 1 15.12.01 6,508
_| Nonstatutory earmarked taxes 0 0.0 0 Joint office equipment x| Reserve fire service | © | Chairperson of board of education | 1 15.12.01 6,555
(@) s (et G (s 0 00 0 | Tax administration x | Elementary schools | x| Speaker of assembly | ] 8.04.01 5,400
E . Elderly welfare o | Junior high schools | < | Deputy speaker of assembly | 8.04.01 4,650
Total 18,030,921 100.0 211,721 ||nfectious diseases x |Other o |Members of assembly | 28 8.04.01 4,350
2 State of expenditures by character (unit: ¥ thousand; %)
o Category Settlement amount | Share | Appropriated general | current expenses appropriaied aeneral | ordinary balance ratio
(dp) Personnel expenses 6,975,183 15.7 6,217,962 6,122,249 22.0
o Of which, employee salaries 4,802,591 10.8 4,145,009 ° S
— Maintenance and relief expenses 5,353,509 12.0 1,697,881 1,696,650 6.1
Public debt payments 5,904,228 13.3 5,783,224 5,781,615 20.7
> Breakdown | PTincipal and interest repayments 5,902,785 13.3 5,781,781 5,780,172 20.7
o Temporary loan interest 1,443 0.0 p ,443 0.0
(Total of obligatory expenses) 18,232,920 41.0 13,699,067 13,600,514 48.8
I I Nonpersonnel expenses 5,302,917 11.9 4,516,381 3,343,389 12.0
> Maintenance and repair expenses 201,854 0.5 182,586 182,586 0.7
D Supplementary expenses, etc. 4,971,590 11.2 4,689,436 3,796,891 13.6
Of which, burden of partial administrative associations. 2,948,997 6.6 2,888,953 2,829,946 10.2
Transfers 4,523,282 10.2 4,165,553 2,535,637 9.1
Q. Reserve 298,199 0.7 281,893 0 0.0
<Y Investment, capital, loans 1,676,656 3.8 696,191 (0] 0.0
— Appropriations carried over from previous FY 0 0.0
Investment expenses 9,240,205 20.8 2,906,084 Totalnﬁfecr\érsrgmceeépeenses appropriated general
O Of which, personnel expenses 248,779 0.6 219,128 | "'© ¥ 23,459,017,000
(@) Ordinary construction expenses 9,076,963 20.4 2,844,745 Ordinary balance ratio
> Of which, subsidized expenses 2,622,352 59 1,805 84.2%
o Breakdown | Of which, unsubsidized expenses 6,306,477 14.2 2,687,306 93.1% ax-redt tary bonds and
_ Disaster reconstruction expenses 163,242 0.4 61,339 financial bonds)
:l‘_ Unemployment countermeasures expenses o) 0.0 [0} Income general revenue resources, etc.
o Total expenditure 44,447,623 100.0 31,137,191 ¥ 32,003,480,000
= State of expenditures by purpose (unit: ¥ thousand; %) Category (¥ thousand)
o Category gﬁ}gSnmle(%‘) ‘ Share ‘ Of A, %dintary construction | Of A, appropriated genteral Standard financial revenue |14,635,451
project expenses revenue resources, etc. TS financial requirement | 20,274,073
Assembly expenses 333,173 0.7 [9) 333,173 Standard tax revenue amount, etc. [ 19,359,163
General administration expenses 6,271,805 14.1 1,067,145 5,246,072 . Standard fiscal scale 24 961,955
Public welfare expenses 9,690,126 21.8 i 5,079,284 Fiscal power index (2001-2003) 0.72
o G = AHoEs T 220 4408 112 | enis oo 9| 1010
Labor expenses 104,774 0.2 5116 67,081 P . rati
Agriculture, forestry and fishery expenses 1,468,399 3.3 646,454 1,038,736 [D)Z%ttSseerxll‘i:geeégggsneszlsmrrad(?(?(ﬂ;;m(%) } g ;
Commerce and industry expenses 1,407,149 3.2 90,459 569,949 Deb sevie payment ato used fo perission o ssue ocal bonds() 12.3
Civil engineering work expenses 7,877,409 17.7 5,208,061 3,842,387 Current reserve outstanding
Fire-service expenses 1,317,851 3.0 34,41 1,290,471 Fiscal adjustment 2,091,975
Education expenses 4,961,934 11.2 1,747,225 3,416,666 Debt payments 1,207,658
Disaster reconstruction expenses 163,242 0.4 (0] 61,339 Special purposes 6,630,887
Public debt payments 5,904,925 13.3 0 5,783, 921 Outstanding local government bonds [ 66,257,787
Various expenses (o) 0.0 0 Of which, government funds 35,760,606
Appropriations carried over from the previous FY 0 0.0 0 o Contract authorization amount (scheduled expenditure)
Special ward fiscal adjustment grant 0 0.0 [0} 0 Purchase of supplies, etc. 669,219
Total expenditure 44,447,623 100 9,076,963 31,137,191 Guhaf antee, compensation o]
Transfers to public business, etc. State of the national health insurance program account 8;5[9’“5 accruing from real debt burden acts ]'405'233
Total 5,691,249 | Real balance 611,799 MBrofit- generation business income
Sewerage business 1,947,170 | Resubtracted balance 386,831 Gurentilandidh ] 2.048.740
Water supply 1,167,967 | No. of subscriber households (households) 23,188
Industrial water supply 0 | No. of insured persons (persons) 40,138 | Collection rate(%) [Current year, total]
Transport O | Per capita| Amounted of collected insurance fees. 81 Total 96.80] 88.6
National health insurance 803,676 | insured | National treasury expenditure &7 Municipal resident's tax | 98.4(1 91.9
Other 1,772,436 | persons |Insurance benefit expenses 133 Net fixed asset tax 95.401 85.4
Note: Supplementary business expenses of ordinary construction project expenses include the supplementary business expenses of commissioned project expenses; single
project expenses include same-level group travel project expenses and the single project expenses of commissioned project expenses.




In the meantime, in recent years an increasing number of local governments have been
compiling balance sheets as a means of disclosing and analyzing financial conditionsin order to
grasp the state of their assets and liabilities in a comprehensive manner.

Example of Balance Sheet (City A)

FY 2003 Ordinary Account Balance Sheet
(As of March 31, 2004; unit: ¥1,000)

(Assets) (Liabilities)
1. Tangible fixed assets 1. Fixed liabilities
(1) General administration expenses 11,088,830 010 Local governme.nt ponds 58,864,797
(2) Welfare expenses 2896302 [ 20 Contract authorization
(3) Sanitation expenses 4'638’834 10 Purchase of property, etc.
(4) Labor expenses '375’522 [ 20 Guarantee of obligation or loss compensation
(5) Agriculture, forestry and fishery expenses 4 969’931 Total 0
i EE [ 30 Retirement allowance reserve
(6) C.ornmer_ce apd industry expenses 2.227.833 5,991,639
(7) Civil engineering work expenses 57481118 Total 64,856,436
(8) Fire service expenses 4025 20 Liquid liabilities
(9) Education expenses ’ [ 10 Scheduled redemption in next fiscal year
52,306,962 7373172
(10) Others 273.934 [] 201 Appropriation mode in advance T 9
Total 137,703,520 Total 7.373.172
(of which, land 46,861,437) A T
Total 137,703,520 Total liabilities 72,229,608
2. Investment, etc.
0 10 Investment and equity funds
020 Loan 4'23‘5)'33: (Net assets)
0 30 Funds d 1. National treasury disbursements
[ 100 Special purpose funds . 19,888,897
6,630,887 2. Prefectural disbursements
[0 200 Land development funds 2048 740 | 5,473,103
ixed-in i 3oty 3. General revenue sources, etc.
[0 30 Fixed-in investment 4,000 61,383,240
Total 8,683,627
Total 14169 731 Total net assets 86,745,240
30 Liquid assets
0 10 Cash, deposits
010 Adj i
Fi]u;tment fund for finance 2,091,975
[0 20 Sinking funds
; 1,207,658
[0 30 Cash in yearly account
884,405
X Total 4,184,038
0 20 Receivables
0 10 Local
020 O(:rc]:rstaxes AT e
730,450
Total 2,917,559
Total 7,101,597
Total assets 158,974,848 Total of liabilities and net assets 158,974,240
Information relating to contract authorization
[ 10] Matters relating to the purchase of property, etc. 669,219
[J 2[] Matters relating to guarantee of obligation and loss compensation 5,073,577
[0 30 Matters relating to compensation for paid interest, etc. 1,403,984

State of Compilation of Balance Sheets (no. of organizations)

Prefectures
(as of August 31, 2001)

Prefectures
(as of March 31, 2004)

Compiled (including being compiled and scheduled to be compiled)

Municipalities

(as of August 31, 2001) 2,033 ‘
Not compiled
Municipalities
s a8 S0 1386 |
0 20 40 60 80 100

ooo
*Number of municipalities at time of survey: as of August 31, 2001, 3,247; as of March 31, 2004, 3,155.




4 Examples of Administrative Reform Efforts

Local governments are making various administrative reform efforts with the aim of achieving
sound financial conditions. The following are some of them:

Examples of Specific Efforts

e Greater efficiency in the payment of travel expenses and salaries
through establishment of the General Affairs Administration Center
In fiscal 2002 established, for the first time in the country, a General Affairs
Administration Center for the comprehensive processing of administrative
work relating to the payment of travel expenses, salaries, etc. of main office
staff and commenced the consignment of administrative work to the private
sector. The number of staff was reduced by 41 persons through integration
and outsourcing. This move has the effect of cutting expenses by about
¥350 million a year.

e Implementation of administration evaluation utilizing administrative
inventory sheets
Since fiscal 1997 has compiled administrative inventory sheets to fully clarify
A the work of the prefecture and uses them in administration evaluation. In
fiscal 2003 the inventory sheets, with additional information for evaluation,
were submitted to the special committee on settlement of the prefectural
assembly and also reflected in the budget and business. Is building a
purpose-oriented administrative management system that can be called the
Japanese version of New Public Management (NPM).

e Building of a speedy and flexible administrative work processing setup
through the streamlining of the organization
In fiscal 1998, for the first time in the country, abolished sections and
established purpose-oriented offices. Abolished middle management posts
and trimmed ranking classes. This contributed to reducing the time take for
the standard processing of license applications to an average of about 5.2
days and a reduction in the number of staff by 100 persons.

Prefecture

e Reduction of number of staff by about 20% (about 3,000 persons) in
the 10 years from fiscal 199901 2008 (reduction of 2,540 persons in the
six years from fiscal 19991 2004)

e Reduction of managerial allowances (10% reduction from fiscal 2001-
Prefecture 04)

B e Reduction of number of prefecture-related organization staff by about

20% (about 600 persons) in the nine years from fiscal 200000 08
through a review of prefecture-related organizations (reduction of 516
persons in the five years from fiscal 200001 04)

o A review of public facilities to abolish, privatize, etc. more than 26
facilities (about 20%) in the seven years from fiscal 20021 08

o Reduction of number of staff by 1,000 persons (about 5.9%) in the five
years from fiscal 200401 08. (Reduction of 202 persons in fiscal 2004.)

o Reduction of salaries for special posts. (15% reduction for mayor and
10% reduction for deputy mayor, etc. in fiscal 200200 04.)

o In the five years from fiscal 20040 08 the number of auxiliary
organizations (45 organizations) will be reduced by more than 10% (5
organizations).

o In the five years from fiscal 20041 08 the number of full-time staff
dispatched from the city to auxiliary organizations will be reduced by
more than 30% (78 persons) from the total of 259 persons in fiscal
2003. (In fiscal 2004, the number was reduced by 8.5%, or 22 persons.)

o Raising the municipal tax collection rate from 94.8% in the settlement
of fiscal 2002 to the 96% level in the fiscal 2008.

o Revision of administrative work using the administration assessment
system. (In fiscal 2003 the revision of 430 projects had a fiscal effect of
approximately ¥10.2 billion; in fiscal 2004 the revision of 352 projects had a
fiscal effect of approximately ¥5.6 billion.)
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5 Promotion of Local Administrative Reform Through

the New Local Administrative Reform Guidelines

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.

These guidelines indicate important items in the promotion of administrative reform and, in
order to promote administrative reform in an intensive manner, requests local governments
during fiscal 2005 to disclose intensive reform plans showing specific efforts from fiscal 2005 as
the starting point to around fiscal 2009.

Administrative Reform Outline and Intensive

Reform Plan

Adoption of numerical targets,
easy-to-understand indicators, etc.

During FY 2005 T . . .
Disclosure of intensive reform plans showing

specific efforts from fiscal 2005 as the starting
point to around fiscal 2009.

[0 Reorganization and arrangement of administrative work and
projects

O Promotion of private-sector consignment, etc. (including
utilization of the designated manager system)

[0 Rationalization of staff management (show prospects for
numbers of retirees and recruits and staff target for April 1, 2010)

[0 Rationalization of salaries, including thorough inspection of
allowances (operation of wage table, revision of various
allowances, including retirement allowance and special work
allowance)

[0 Revision of third sector

O Fiscal effect through reducing expenses, etc.
Etc.

*Also disclosure concerning local public enterprises

> Regarding the intensive reform plans submitted by
prefectures, designated cities, and municipalities, the Ministry
of Internal Affairs and Communications will give advice to the
local government concerned as necessary and disclose the
plan in an easy-to-understand manner.

> In the light of severe criticism from the public concerning,
among other things, the payment of inappropriate allowances
in some local government bodies, efforts will be aggressively
made to correct such conditions.

®
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Issues of Local Finance

1 The Trinity Reform

Background of the Reform

Amid a situation in which local finance is suffering a severe shortage of resources, in
order to further promote decentralization, under the principle of “entrusting to local
governments what they can do,” it is necessary to increase the degree of freedom of local
governments in terms of both income and expenditure and to foster the true
independence of the regions. From this perspective, it was decided to mutually connect,
study, and revise, in a uniform manner, the reform of national treasury subsidies, the
distribution of tax resources, including the transfer of tax resources, and the local

allocation tax.

Realization of an income structure based mainly on local taxes

== Further clarification of correspondence between benefit and
burden of administrative services
Reduce the gap between the expenditure scale and tax revenue of
local governments as much as possible.
Expenditure state:local =2: 3
Tax revenue state:local =3: 2

Revision of involvement of the central government through national
treasury subsidies, legislation, etc.

Pro_motion of administrative reform and fiscal structure reform in the
national and local governments

: The Trinity Reform
Qeference

Distribution of Financial Resources Between the National
and Local Governments O FY 20030

Taxation (total amount: 0 78.0 trillion)

Local taxes National : local
(032.7 trillion) 58 : 42
41.90 003:20

----- ! 044.0 trillion NationaiIocd!
— > | 56.40 44 : 56

National treasury expenditure

ex'}')aeﬂ%?tﬁlre : ' Local expenditure -
(net budget) ] : (net budget) National : local
055.9 trillion ——T> |  0913tilion 38 : 62
38.01 : ; 62.00 002:30
|
v

Return through services to the public

Total national and local expenditure (net budget)
=0147.2 trillion

@



Overall Picture of the Trinity Reform Until FY 2006

Abolish and

reduce national
treasury subsidies by around ¥3
trillion in FY 2005 and 2006.

Reform of national
treasury subsidies

Revision of tax
resource distribution,
including the transfer

of tax resources

..l..‘

Aim to transfer tax resources
totaling around ¥3 trillion in
scale, including FY 2004
measures.

In the tax revision of FY
2006, realize the full-fledged
transfer of tax resources
from the income tax to the
individual resident’s tax.

J

*The income transfer tax for FY 2005 is
¥1,115.9 billion, including the amounts
resulting from the national treasury
subsidy reforms in FY 2003 and 2004.

20 0000000

*FY 2005 reform amount ¥1,768.1 billion

OReforms linked to transfer of tax
resources ¥1,123.9 billion

J Reforms for streamlining ¥301.1 billion

0 Reforms for increased grants ¥343.0
billion

*Iltems to be studied and to reach a

conclusion during FY 2005:

O Reform of subsidies relating to the
livelihood protection and child assistance
allowances

O Treatment of facility expenses that are
eligible for government bonds for
construction purposes, such as public

educational facilities
0J Others

Reform of the
local allocation tax

.

—
°
°
.
°

Ensure the total amount of general
revenue resources, such as the local
allocation tax and local taxes,
necessary for the stable fiscal
management of local governments.

Study reforms toward the expansion
of the number of local governments
(population) that do not receive
grants and continue to tackle the
simplification and transparency of the
allocation tax calculation method.

@
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Qeference

Image of National Treasury Subsidy Reform
Linked to the Transfer of Tax Resources

FY 2005 basel
(unit: ¥100 million)
O
FY 2003 FY 2004 FY 2005/06 FY 2003-06
‘ — — 17,562
National treasury subsidies(] (CYWhiShI 2005 L 259)
for compulsory education O
expenses (mutual-aid long-term Subsidi ’ -
b ubsidies for public housing O
Sl S, S rent counterm’?—:-asures O National treasury subsidies for]
H (public housing rent income subsidy)C compulsory education expensesl]
Public child day-care [J Subsidies for care expenses(] (provisional)
center management 0 &t elderly nursing homes, etc. [
expenses, etc. o
: o 6,851 8,500
2,344 | 2,440 | 2, FY 2005 : ;
& ! = =15400 [ FY 2005 = 5,449(1 [J FY 2005 provisional = 4,2500] » 24,655
National treasury subsidies [J i : .
for compulsory education [J National treasury subsidiess] i Value of national treasury[]
expenses (retirement [ for national health insurance i subsidy reform linked to the[J
allowance, child allowance) : transfer of tax resources
Speciaj grantsEf]
Incomel] for theischeduledO
transfer tax transfer of tax[l
resourpes
4,249 : A A b
02,042; i 17,452 f FY 2004—06
f (of which, FY 2005 = 11,160)
12,101
6.291 {1 FY 20050 6,851 ]
y 1 =14610 1 0 FY 2005= 5,4490] ]
i (Provisional) Value of[]
15,243 ] transfer(d
’ : 8,500 of taxCJ
] 0 FY 2005 provisionalll resources
Transfer of tax resources : 2 ,Esogg
© (Measures through speciall]
! ! ! ' grants for the scheduled
: : ! : transfer of tax resources)
I E 23,7430

Including provisional)O
*Regarding speeial grants for the scheduled transfer ofC)
tax resources relating to national treasury subsidies forQ
compulsory education expenses (retirement allowancell
and child allowance), the calculation has been made[]
(Reference) [ %n the basis of the required value for FY 2005.

Other national treasury subsidy reforms

FY 2003 FY 2004 FY 2005/06 FY 2003-06
- T — Approx. 10,680 —
National treasury subsidies(]
related to public works,C : -
H ; ’ National treasury subsidies]
incentives, etc. related to public works, etc.
[t i) messpeescgman= immmmmemmemmmme= T
: AR ! I Nation%ll'treasukry subsidies related [
! : 0 f to public works, incentives, etc. A
' irfinGE ' ' e pprox. [
'[:tt)r;in;u;g\f, ' o ! Streamlining; 0\ | Grants; [J 19,490
! ’ H [Streamllnmg; ! [ approx. 4,700; D] 1 [ approx. 6,000; D]
S I NEERAAET ) ;.2 .FY2005=3011/ | FY 2005 = 3,430
Incentive-type national [J Communit o ;
L y-building grants Value of other national(]
treasury subsidies treasury subsidy reforms

Notes:

1. Of the above, the required value of national treasury subsidies for compulsory education expenses (retirement allowance and child allowance) that is being
implemented through special grants for the scheduled transfer of tax resources from FY 2004 fluctuates depending on the fiscal year.

2. Thefigures for “other national treasury subsidy reforms’ for FY 2005 and 2006 are cal culated on the basis of an agreement between the government and
the ruling parties on November 26, 2004.

3. In addition to the above, in FY 2003 tax resources of ¥93 billion were transferred to the automobile tonnage transfer tax through the introduction of anew
direct-control formulain the construction of national highways.

@




2 Expansion of the Financial Base

Local Taxes

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
sourcesis limited and the stability of tax revenueis ensured.

Q@eference
Index of Per Capita Revenue from the Local Tax Revenue Total
and the Individual Resident’s Tax
(with national average as 100; FY 2003)
Local taxes revenue total Individual resident’s tax
HokkaidoC [ 83 — s
aomonly _ 71 settle?eﬁ?gﬁw%um _ 62 semelr:nYeﬁ? gﬁwLo‘um
wated [ 71 ¥32. 7 s ¥7.9
MiyagiDl [ 01 trillion [ 8o trillion
AkitaD [ 69 [
Yamagata' [ 75 5
Fukushima O 85 [ 65
tbaraki [ o2 P 85
Tochigit) [ 99 P 84
Gunmall [ 01 81
Saitamar) [ 88 P 110
Chibal [ 92 I, 117
Tokyo [ 173 T e
Kanagawal) Y 109 I 139
Niigatal [ 86 I 71
Toyamal(l - [ 94 [ 85
ishikawar [ 96 I s
FukuiD [ 104 [ 85
YamanashiC/ Y 01 s
Naganol [y 89 I °
GifuD [ 89 [ s7
Shizuokal [ 107 I 0°
AichiD [ 126 I, 117
MieD [ 05 P ss
Shigall [ o4 e ES
KyotoD) [ 94 I, ©7
Osakall [ 111 I 101
Hyogor | o4 I 103
NaraD [ 77 I 104
Wakayamar I 76 71
TottoriC) [ 76 [ [
shimane™) [N 75 70
Okayamall [ 88 e 78
HiroshimaO i 95 P o1
Yamaguchic] I 86 I 77
Tokushimal S 87 74
Kagawall [y 87 82
Ehimer [ 75 7
Kochill [ 70 I 71
Fukuokall [ &7 52
sagall [N 74 3
Nagasakit) [ 65 64
Kumamotor Y 69 64
Otal [ 76 I 66
Miyazakit [T 66 I 5o
Kagosnimal_ N 67 61
Okinawal [N 58 55
Neiorel e N 00 I 100
Index 0 50 100 150 200 0 50 100 150 200
Notes:
The tax revenue from the individual resident’s tax is the total of the individual prefectural resident’s tax and the
individual municipal resident’ s tax.
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Qeference

Index of Per Capita Revenue from Two Corporate Taxes and the

Local Consumption Tax (After Settlement)
(with national average as 100; FY 2003)

Two corporate taxes

Hokkaido | 63

Aomori [ 47 sett\efgeﬁ?ggmum
wate |57 ¥6.4
Miyagih o1 trillion
Akita [ 53

Yamagata| 59

Fukushima | 77

lbaraki [ 86
Tochigi 95
Gunma | 80
Saitama | 64
Chiba 62

Tokyo [ 255

Kanagawa | 86
Nigata | 179
Toyama | 85
Ishikawa [ 89
Fukai 98
Yamanashi| 84
Nagano | 76

Gifu I 71
Shizuoka | 112
Aichi [ 166
Mie I o7
Shiga [ 95
Kyoto [ 84
Osaka [ 126
Hyogo [ 65

Nara I s
Wakayama | 64

Totori [ 60
Shimane [ 68
Okayama | 76
Hiroshima 85
Yamaguchi | 73
Tokushima 99
Kagawa | 88
Ehime | 67

Kochi [ 48

Fukuoka |80
Saga [ 65
Nagasaki | 47

Kumamoto | 56

Oita 62
Miyazaki | 50

Kagoshima | 54

Okinawa | 46

National Average. [ 100

Index 0 50 100 150 200 250

Notes:

Local consumption tax (after settlement)

[ 105
[ e
[
I o7
7
[ 103
e 99
[ 92
I, 101
[ %6
e
[ 88
[ 138
T e
[ 100
[ 108
[ 106
[ 102
[ 107

FY 2003
settlement amount

¥2.4
trillion

300 0 50 100 150 200

The tax revenue from 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.




Local Allocation Tax

The local allocation tax fulfills an extremely important role in view of the fact that there
are differences in economic strength and financial strength among the regions and that in
Japan, with regard to a large part of domestic administrative affairs, local governments
are required through legislation, etc. to ensure a certain administrative level in the

regions.

@eference

State of Financial Resource Guarantees (Micro) through the
Local Allocation Tax (Prefectural Examples) FY 2003 settlement

General Revenue Resources, Etc.

Population: 1,496,929 Population:2,869,555

00100 million
6,000
Labor expenses, ]
@ sd et
and industry[]
expenses
5,000

— Agrlcu ture,]
restry and fishery
expen

Agriculture,[]

— Labor expenses,[] forestry, andC]

commercel]
and industry(] gigg;lyses
4 0 0 O expenses

Of whicl
road and brldgeEI
expenses

expenses

_

Of whi
child weIfareEI
' ]

OtherEI
3,000
admlnlstratlonEl
and welfarel]
expenses, []
- IlvellhoodD
protectionC]
’ o
road and bndgel]
expenses
Sanitation
expenses
2,000
e
Of which,[J
elderly carel]
and welfare[]
protection]
expenses
o
senior N
1,000 schooIDg
expenses
u]
Tax-relatedl]
grants toll
Tax-related(] municipalities
grants tol]
municipalities
0 S ——
General revenuell Breakdown of generall General revenuel] Breakdown of generall]
resources. etc. [ revenue restl)(urcc‘:?g etc.0 resources. etc. [ revenue restl)(uré:?g etc. O
N earmarke rJ - earmarke r0J
(0 396.1 billion) specific-purpose expenditures [ (0 620.9 billion) specific-purpose expenditures [

(total of 0 396.1 billion) (total of 0 620.9 billion)
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Q@eference

State of Financial Resource Guarantees (Micro) through the
Local Allocation Tax (Municipal Examples) FY 2003 settiement

General Revenue Resources, Etc.

Population: 108,255 Population: 10,571
and industry]

expenses

COl
expenses
0

60.0 '

Of which,[0 Of which,[J

. road and bndgel] road and bridge[)
expent expenses

expenses 0.9%0

[ 32 milliont)
& 0

Of which,[J
urban planningd
] d expenses

ooo
100.0

Other

Labor expenses,[]
commercel]

’ 0.1%0
hOefal\I{IhhIgrl'llt.jEElI 0 2 milliont]
sanitation[]

expenses

Of which,[]

health andl]
expenses sanitationC]

expenses

Of which,0
child welfare)
expenses
g{!‘grlr)llcga?eﬂ Of which,0)
IfareDD
Ilve{IhgtOdDD
protection
expenses g;%tgﬁggg K
somal educatlonD
Fire-defen: Fire-defen:
expenses expenses
Of WhICh 0
compulsory]
educallon TelatedC]
expen:
General revenuel] Breakdown of generall] General revenuell Breakdown of generall]
resources, etc. [1 revenue resources, etc. [J resources, etc. [ revenue resources, etc. [J
(022,155 million) - earmarked forl) (3,430 million) _earmarked forl]
! specific-purpose expenditures [ ! specific-purpose expenditures [
(total of 0 22,155 million) (total of O 3,430 million)




3 Promotion of Municipal Mergers

As the role of the municipality becomes increasingly important amid the advance of
decentralization, in order to strengthen the administrative and financial bases of municipalities
and to maintain and improve the administrative services of municipalities even in the present
condition of severe fiscal conditions both centrally and locally, it is necessary to expand
administrative scale and efficiency through municipal mergers.

State of Progress of Municipal Mergers

No. of municipalities
3,500
3,229
= gl 3,190
u 3,100
]
3,000
— Total
2,500
2,395
[]
1,990 1,981
2,000 - - 2o
1,872
\. 1,822
[]
Towns
1,500
1,317
[ |
1,000
- 847
—— Cities n
’I
s Bl 777
n ] (] u 739
671 675 677 695
|| | | ]
500 568 562 552 =
533 .
Villages
||
33\
| |
198
Apr. 1999 Apr. 2002 Apr. 2003 Apr. 2004 Apr. 2005 Apr. 2006
(estimate)
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What are the advantages of

1 Improvement in the convenience of residents

If a merger is implemented, it becomes possible for residents to use public facilities
and services beyond the borders of the former municipalities, making life becomes
even more convenient. s

EX “Now I can go to aschoolrl  SCNO0! D e
" near my home." (] N

In Niigata City, after the merger it has become » m“e',‘ng

possible to go beyond municipal boundaries and (5 "

make use of the vacancies in child day-care

centers.
2 Diversification and upgrading of administrative services

Through the establishment of specialized organizations and staff, which had been
difficult to implement before, it becomes possible to provide more specialized and
high-level administrative services.

Ex.

In Asagiri Town in Kumamoto Prefecture, there was
an increase in the number of staff with qualifications
as public health doctors after the merger, so it has
become possible to organize vaccinations for infants
and health courses for adults, which previously had
almost not been implemented at all.

Two or three tasks for( Better and faster(

‘one person. Help! counter services &
DO®
() o5

New services can
introduced, too.

A~

Are there any disadvantages?

Won’t the municipal
office be farther away for
some people?

After a merger, the old city,

town, or village offices can stil

be used as branches or
outposts of the new municipal office. In
addition, a law has been enacted to
ensure that certain  specific
administrative business for which there is
much local need, such as the issue of
residence certificates, can be handled by
post offices, which have deep roots in
the local community.
Furthermore, with the development of
information communication technology,
the government plans to make it
possible for people to submit online
applications and so on without even
leaving them home, so in the not too
distant future we are going to have a
society in which distance is no longer a
problem.

Beforell =
merger A City Office

Village Office
Afterl]
=

BTown O MErger (omammy
‘ m D City Office

B District Branch

C District Branch

Won'’t it become more
difficult for residents to
make their voices heard?

As well as things like local
public meetings and local
administration monitors that

have existed before the merger, district
councils will be established in the former
municipal localities after the merger so
that the wishes of residents can be
taken into consideration. Also, the
government is providing support for
community-development efforts with the
independent participation of residents,
for example in elementary school zones.
In addition, arrangements for information
disclosure and accountability will be
strengthened, and new forms of
participation by residents will become
possible through, for example, utilization
of the Internet, which has interactive
functions.

B District Council

Won’t there be a
deterioration in service?

Before a merger, there might

have been differences between

the municipalities concerned in
terms of the level of services to
residents, rates for using facilities, fees,
and so on. The settlement of such
problems will be decided through
consultations between the municipalities
concerned before the merger. The usual
approach is to coordinate such things as
the level of services and the burden in a
manner that is acceptable to residents
by increasing the efficiency of
administrative processing and so on.
In addition, legislation (
has been implemented )
so that the burden on @J @
residents does not %
increase suddenly as
the result of a merger.

@



municipal merger?

3

Wide-area community development

It becomes possible to implement more effective community development from a wide-area
perspective, including the construction of roads and public facilities, land use, and zoning that takes
advantage of local characteristics. %

in0l
E s/ out the fealuresLoiu the cormmupity: B
X stri

In Mito City, regarding housing estates, land readjustment projects,
industrial estate readjustment projects, and so on, integrated land use
from a wide perspective has become possible.

Greater administrative and financial efficiency

Greater administrative and financial efficiency becomes possible after a merger by bringing together
the work and business that was previously carried out by the separate municipalities and constructing
and operating public facilitiesin a more efficient manner. i the same b

can be put together [
Ex

to avoid overlapping,0
expenses can be reduced.

In Sasayama City, expenses of about 0 200 million a year were saved by cutting
the number of assembly members from 57 in the old municipal assemblies to 26.
In Nishitokyo City, as a result of a merger, it has become possible to reduce
expenses by an estimated O 19 billion over 10 years.

Comparison of the Old and New: Municipal Merger Laws

~(old law - -

e Special measures to eliminate

e Financial assistancel]

March 31, 2005 March 31, 2006 March 31, 2010

‘ Merger applications after April 1, 2005

e On the basis of fundamental guidelines stipulated by the minister of internal affairs and
communications, prefectures formulate concepts relating to the promotion of municipal
mergers. O

e Prefectural governors can appoint members of a municipal merger coordination
committee and have them engage in conciliation and mediation with the merger
consultation committee. [J

e Prefectural governors promote municipal mergers through the establishment of a merger
consultation committee and recommendations on the promotion of merger consultations. [J
o

obstacles relating to mergers o Establishment of special merger areas, etc.0

(At the time of a merger, through consultations among the merger-

. i related municipalities, a special merger area, etc. can be established
Imbalance of local taxes: taxation, special [

for a certain period. (*This was also possible under the old law.))C]
appointment of assembly members, etc. e Continuation
(Addition and continuation of 30,000 city designations by lawmaker
) . amendments)O
Special period of 10 years for merger [} e Shortened in phases to 5 years (plus 5 years for easing
computation change (plus 5 years for [J i

dramatic changes)

easing dramatic changes) (The special period is 9 years for mergers in FY 2005 and 2006, 7
years for mergers in FY 2007 and 2008, and 5 years for mergers in
FY 2009.)0]
Interim measures I A
period ‘ Mergers by March 31, 2010

Merger[
applicationsd
measures through O O

special merger bonds

Abolished under new law

by
March 31, 2005

Mergers by March 31, 2006 |
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