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Freshly university graduating students who could succeed in finding a company to join
out of a total number of the graduating students look as low as 69%. But . . .

(1) How is the student side,

(2) How is the SME side, namely

namely the labor-supplying side?

« Japan's youth with 15 to 24 years old has decreased
to 13 mil. in 2009 from 19 mil. in 1991, while
university graduated students have increased.

Out of them those who succeeded in joining a
company have increased to 382 thousand in 2009
from 324 thousand in 1991.

* In case of high school graduated students, those who
joined a company in 2009 dramatically reduced to
194 thousand in 2009 from 622 thousand in 1991.

(Thousand)
High school University
gradated graduated
Joined a Joined a
(Year) Graduated company Graduated company
1991 1,767 L0000 622 400 . 324
2000 1,329 247 °39 301
2009 1,064 000 194 560 [0 382
1991—-2009 A 703 A 428 160 58
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the labor-demanding side?

* In SME's recruiting, freshly high school graduated
students primarily account for.

Finally graduated school of employee
(15-34 years old, 2007)

Large | 2|T
enterprise 2050 456

SME 273 | 217 |88

1

0 50 100 (%)

B High school
771 Vocation training school

[ University and after university graduated
[ Others

* Both large enterprise and SME could not recruit
sufficient numbers of high school graduated students
and the insufficiency exacerbated from 2000 to

2008- Large (Thousand, %)
enterprise SME

(Year)
Actually recruited/ 2000 83% 62%
desirably recruited 5003 719, | 34%
‘Recruited high school 2000 98 95
graduated 2008 120 60
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What's SME in

rule of Japan's legislation?

the basicr

I.I)

* Any firm either whose capital is no more than below expressed amount or whose number of
employee is no more than below expressed is stipulated as SME.
In a case of sole proprietor, it is solely judged by a number of employees

Before amended Current
in 1999 (after amended in 1999)
(a) (b) (a) (b)
Capital Employee Capital Employee
(mil.) (persons) (mil.) (persons)
Manufacturing, 100 300 Manufacturing, 300 300
mining, transport mining, transport
Whole sale 30 100 Whole sale 100 100
Retails and other 10 50 Retails 50 50
tertiary industries -
Other tertiary 50 100

industries
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How SMEs are populated scale-wise
and kind-of-business-wise?

» Out of approximate 4.2 million firms, SMEs account for 99.7% and small scaled enterprises do for

87%.
* In business areas such as retail and restaurants and inns, proportion of sole proprietorship is very
large.
((%) Large 12thousand  0.3%
\ enterprises
\ Employees 14.5 million 34%
} SMEs 4.2 million  99.7%
Employees 27.8 million 66%
} Small scaled 3.7 million 87%
enterprises
Employees 9.1 million 21%

\Whole| Construction Retail Other service Restaurants
sale providing and inns
\Transport Manufacturing

J J (...) means sole proprietorship/SMEs

Source: MFBATIEF L X —HBFE1(2009F) BIFEMT
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"SME" in tax-related legislation
Legal entity: with capital no more than 100 mil. yen

(number of employees does not matter)
Sole proprietor: with employees no more than 1,000 persons
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Income tax vs

due tax amount
(thousand yen)
1400

1200

/ Income tax

/ corporation tax

1000

800

600

400

200

0 1 T T T T T T T T T T T T T T

100 150 200 250 300 350

sales(million yen)

Note: assuming taxable income is 10% out of sales.
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tax rate
(tax amount divided by taxable income)

35%

// Income tax
30%

corporation tax

25%

20% /

15%

10%

5%

O% T T T T T T T T T T T T T T T 1
0 50 100 150 200 250 300 350

sales(million yen)

Note: assuming taxable income is 10% out of sales.
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Retail Wholesale Manufacturing
Rubber product
manufacturing
Number of employee Number of employee Number of employee Number of employee
NN 2 NN NCN N N
1,000 1,000 1,000 1,000
800 7 8007 800
600 600 600
400 400 400
200 2007 . 200
— = WD LLLLLLLL AL .
0 /501100 200 300 400 200 300 . . 0 100 200
Capital (¥mil) Capital (¥mil) apital (¥mil) apital (¥mil)
Tertiary industries
] Software and
Hotel information processing
Number of employee Number of employee Number of employee
NC NN AR TS TN
1,000 | 1,000 -% 1,000 -
800 800 "\\Q 800 -
600 - 600 -§ 600 -
400 7 400 ‘§ @“ -
200 - o -imﬁ 200 ’ :
0 - S——> 0 & 0~ SS
0 1501100 200 300 . 0 1501100 200 (300 , 0 100 200 _
Capital (¥mil) Capital (¥mil) apital (¥mil)
Note: Some kind of business, as an exception, are not qualified
'THE BosToN CONSULTING GROUP 8
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The Shoko Chukin Bank

® SME association and its member firm

@ Association and its member firms whose activities are so authorized
to be helpful to SME association (up to 20% of total lending)
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(Million)
6 _

5.28 5.35 5.23

4.85 470

4.21

1981 1986 1991 1996 1999 2001 2004 2006
(Year)
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(%)
0.2 -

0.0

-0.2

-0.4 -

-0.6 -

-0.8 -
1996 - 2001
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-7.76

2001 - 2004

THE BosToN CONSULTING GROUP

2004 - 2006

(Year)

|:| Mining
- Construction
|:| Manufacture

[| supply of electricity,
Gas, Heat and Water

- Information & Communication
- Transport

|:| Wholesale

[ Retail

¥ Finance & Insurance

|:| Real estate

- Restaurant and bar,
hotel and inn

[ Medical & Welfare
[ Education & Study support

- Postal service & contracted
postal service

P service

—4&— Total of non-primary industries
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Middle-scaled enterprises are playing an important role in keeping employment.
Before the Lehman Shock, they stably created employment between 2001 and

| ]
2006 when the Japan's economy showed recovery.

P“. 1 W WWwWwWwilwiil

Aggregated No. of regular employees
(Million)

6_

[ 12001

1oe M LB 11
Tl |

0~4 5~9 10~19 20~29 30~49 50~99 100~299L300~999 1,000~ 2,000~ 5,000 and
1,999 4,999 more

Enterprise size by No. of regular employees

. In 2001 Jey4:! 350 233 88 71 52 33 9.9 1.9 1.0 0.38
Enterprises

('000)

Wil 803 290 196 75 62 47 31 9.2 1.6 09 0.41
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One SME's annual sales according to the number of

(Million yen)
3,500 T : :
! 3,024
3,000 -~ | l
2,500 -
2,000 - | i
1,500 -
1,000 - i |
500 -
i | 16
0 - f
Totalof |  Total No more 6 - 20 21-50 morethan | Sole
corporation than 5 50 ' proprietor
and sole | |
proprietor | # of employee :

Corporation (legal entity)
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How much tax SMEs are paying?
Capital of SME Total
- No more than
(Million yen, number of SME
(legal entity), 2008) ¥100 More than ¥100
Total paid corporate tax
amount by SME 3,344,792 5,218,225 8,563,017
726,325 13,950 740,275
4.6 374 .1 11.6

(Million yen, number of
individuals, 2008) Total

otal paid income tax
amount by SME
sole proprietor

Number of SMEs those paid
income tax

Paid tax per each individual 0.32
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(%)
1,800 1 actual bankruptcies

1,600 - (left) comparing with a year ago - 30

100 ‘ (right)

1,200

1,000
800
600
400

200

month 1 4 7 10 1 4 7 0 1 4 7 0 21 5 8

year 08 09 10 11

Note: Bankruptcy is here defined as bankruptcy whose debt amount exceeds 10 million yen
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ankruptcies of SMEs in the constructing industry and with
ave not significantly decreased

eir employees less than five

Bankruptcies of listed companies has decreased since the mid-2009
Bankruptcies according to a number of
Bankruptcies in an each industry SME's employees
Number of employees
. . — ] — ()~ 49 Column means monthly
Construction Manufacturing Wholesale | | MG mme—e50~2GG bankruptcies of listed
Retail Real estate ——10~19 companies
450 1000 10
400 ‘vl\— 900 9
700 - -7
300 -
600 1 6
250
500 - 5
200
400 " — 4
150 -
300 77 3
100 200 -+ 2
50 e 100 - -1
0 0 0
o435 1 8 41 57 841 o 1 11 s 1 CCEERREEEEMEE \ ] \ \ i
year
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SME's share in the total patent applications

Individual Other

SME m
2009 \
Large enterprise

SME's share in the total patent registrations
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SME's share in the total patent applicants

Other [arge enterprise

Individual

w I

ME

SME's share in the total patent registrants

Individual Other

SME

Large enterprise

SME's share in the foreign patent applications

(PCT and Paris convention combined)

Individual Other
SME

2008

Large enterprise

© BCG Eiichi Hasegawa - ALL RIGHTS RESERVED. X111001MIF-e1

Other .
Large enterprise

Individual

SME

SME's share in the foreign patent applicants
(PCT and Paris convention combined)

Other

Individual

Large enterprise

SME
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(Thousand)
500 1 456 456 456
427 426 = B USA
396 391
400 - 409 349
391 \ Japan
300 - China
200 4 173
161 Republic of Korea
EU
100 - 129 135 141 147 135
0 T T T T 1
2005 2006 2007 2008 2009
(Year)

© BCG Eiichi Hasegawa - ALL RIGHTS RESERVED. X111001MIF-e1

THE BosToN CONSULTING GROUP

18



L Yylo
(Thousand)
200 - 193
Japan
USA
150 -
China
121 124
100 - 94
74
63 % 84 57
53/ Republic of Korea
50 - =
53 58 55 60 e, EU
0 T T T T 1
2005 2006 2007 2008 2009
(Year)
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How are Ja

pa
P

n's S

heir borrow

Es and

Amount-of-Capital-wise

n

a
<

?

Borrowing exposure
per one SME

Share of enterprises

Share of their borrowing
with interest

100-300 nore than
50-100 | 300

Less than
10

(JPY million)
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More than

300
100-300 Less than

10

50-100

30-50

10-30

(JPY million)

THE BosToN CONSULTING GROUP

(JPY million)
2,000 -

1,726.3

1,500 -

1,000 -

500 -

0 -
Less 10-30 30-50 50- 100- More
than 100 300 than
10 300

Amount-of-Capital-wise
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How are Japan's SMEs and their borrowing?
Number-of-employees-wise
Share of their borrowing Borrowing exposure
Share of enterprises with interest per one SME

(JPN million)

51 800 -
employees 51
21-50 or more employees 5 employees 665.7
employees or More or fewer
600 -
6-20 400 -
employees
6-20
employees 234 7
200 -
5 employees 21-50
or fewer employees 76.9

29.3

0
5 6-20 21-50 51
or fewer or more
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(Million Yen)
-100 0 100 200 700 800 1,800 2,400

~
-
~

less than 5 million yen

5 - 10 million yen

10 - 30 million yen

30 - 50 million yen

50 - 100 million yen

100 - 500 million yen

500 - 1,000 million yen

’ 634.41
O |
\

Net assets (Current liability)

— _/
~—

Liability

More than 1,000 million yen

iy

(Sales amount)
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Trend of lending exposure to SMEs
(Trillion yen)
250 -
Total
200 -
150 -
100 - 4/Regional banks
= —— s —— —— . City banks
50 - Shinkin banks
: : ﬂl : j 1 * Credit cooperatives
0 and others

As of March, 2005 March, 2006 March, 2007 March, 2008 March, 2009 March, 2010 January, 2011

Credit
cooperatives
City banks Regional banks Shinkin banks and others Total |
March, 2005 802,497 872,944 404,451 287,887 2,367,779

'March, 2006 814,950 877,391 407,727 265776 2,365,844
'March, 2007 836,331 891,456 416,941 258179 2,402,907
‘March, 2008 809,114 882,164 416,463 245552 2,353,293
'March, 20090 783,786 876,386 427170 257,531 2,349,873
'March, 20100 749644 878,754 420,924 253,158 2,302,480
January, 2011 713,148 864,676 413,848 243660 2,235,332
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0

hare of lending exposure to SMEs by private lending

(%)
100 - Credit cooperatives
and others
60 -
Regional banks
40 -
20 - .
City banks
0 ]

As of March, 2005 March, 2006 March, 2007 March, 2008 March, 2009 March, 2010 January, 2011
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SME Financ i_ng_ Credit Guarantee

 Credit guarantee corporations (52 in Japan, every prefecture plus 5 major cities) guarantee SME's

borrowed amounts to private financial institutions in order to facilitate financing to SME that lacks credit or
collateral.

* If the guaranteed SME defaults, subrogated repayments are made by the credit guarantee corporations.

[ 4. Loan

Private
SME ] - I I financial

institutions

1. Application

for guarantee 3. Guarantee agreement

(see Notes)

i Japan Finance .
Credit Guarantee ~ P 70-80% of credit
CAarnavatiane IO\ ‘ f\rhﬂl‘ﬂ"‘lf\l‘\
WUVI NVIALIVIIID \WWUWO). IMVIauivIl

guarantee
dpprox. 36 trillion yen 2. Insurance (JFC) corporations’
Contract subrogated
performance
Subsidies, Investment, paydmebntsJ gae
Supervision # Government of Japan | | & Supervision m?OSthinsurance
Qontracts

The Credit Risk Database (CRD) Association is compiling an anonymous database of more than 2.2 million
cases data of SME finances gathered from the 52 credit guarantee corporations under the guidance of the SME
Agency, with the aim of supporting the risk assessments of the private-sector banks.

© BCG Eiichi Hasegawa - ALL RIGHTS RESERVED. X111001MIF-e Tae BosToN CONSULTING GROUP 26



Exposure of the SME credit guarantee by the Credit Guarantee

Corporations according to each SME's number of employees
(excluding guarantees extended to a SME association)

29,659 Total

(1.9%)
number of SMEs ?19;’:;3 1,564,505
3,004,326
aggregated guaranteed 11,636,501 (9.1%)
amount of SMEs (34.4%) . 33,854,061
(million yen) ik
0 20 40 60 80 100 (%)
"""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""" 31,616
(2.0%)

number of SMEs

287,312
(18_1%)i 1,588,406
3’(5;1_2.’;?8 35,778,509

0 20 40 60 80 100 (%)
Fo~5 | |6~20 [ 121~50] |51~
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aggregated guaranteed
amount of SMEs
(million yen)

12,023,047
(33.6%)




Exposure of the SME credit guarantee by the Credit Guarantee

Cornoratlons to one SME accordlna to its emnl vees

(million yen)
150 -

111.3

100 -

50 -

0~5 6~20 21~50 51~

(a number of
each SME's employees)

I as of the end of FY 2008 | | as of the end of FY 2009
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Background & Aim

What SMRJ is undertaking

* Promoting SME's innovation and business
realignment by providing equity money

* Reducing weight of debt

© BCG Eiichi Hasegawa - ALL RIGHTS RESERVED. x111001MIF-e1

* Investing as a partner with limited
responsibility with no more than half of
totally invested money of each investment
association. SMRJ's commitment not only
financially bolsters the association but is
expected to invite other potential investors'
commitment.

* SMRUJ started providing equity money in
1998 to a "Venture fund” and, thereafter, has
expanded to fund aiming at support of
business resuscitation, developing a new
business and business succession.

* In July 2010, investment qualified funds
were reshuffled as "Business start-up
support fund”, "Business growth support
fund" and "Business resuscitation support
fund"”.

THE BosToN CONSULTING GROUP



LP:An association of
partners with limited
responsibility

Financial
institutions

Q Non-financial Q

business
companies
Investment
O Prefectural U Y
and city II
governments
SMRJ
Dividend

etc.

© BCG Eiichi Hasegawa - ALL RIGHTS RESERVED. x111001MIF-e1

GP:An association of
partners with unlimited
responsibility

Venture capital . SMRJ
support
— Assistance
Invest and Fee and
execute allotment

and grow
Investment fund i

(An association of partners with | Investment EXIT
limited responsibility) II Venture (A technology-
, business | or new
ﬂ s(fc\)%iilgn% m business-driven
(:? credits) TR company)
ald
| Y

Capital gain and allotment
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(Billion yen/as of the end of January, 2011)

Number of
Number of Totally SMRJ's Number of invested
invested invested committed invested firms which
funds amount? amount companies! reached IPO
Business
start-up support 85 143.5 56.7 2,150 99
fund
Business
growth support 35 73.9 36.4 398 3
fund
Business
resuscitation 22 79.4 33.5 150 0
support fund
Total 142 206.8 126.6 2,698 98
ota ] ] ’ (Net base)

1. Means as of the end of 2010
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- e = om - e W - = wn e - - es wa = = EE E W - e = -

What SMRJ has actually invested (2)

An aggregated amount of increased fund Number of invested companies

(Billion yen)

60 - - 500

7 Resuscitation fund
437.0 || Succession fund

50 - [ Growth support fund

- 400 I start-up fund
—&— Business succession
and resuscitation

40 —— Venture business region

- 300 promotion business
and etc.

30 -
- 200

20 -

130.0 140.0
111.0

- 100

10 A

46.0 l
O _—- T . T T : 0

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 (FY)

(Until the
end of JAN.)
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How many invested SMEs reached IPO?
(As of the end of 2010)

Billion yen
(15 yen) 15 15
12
11
10 10
10 -
9 9 9
8 8
7 7 7 7

0 0

~'80 '81~ 86 ’'87 ’'88 '89 90 91 '92 93 94 95 96 ‘97 98 99 00 ’'01 ‘02 03 ‘04 05 ’'06 07 08 ‘09 10
‘85

(Fiscal Year)
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Small and Medium Bus

iness Investment & Cons

!.I)
I.ﬂ

ultation Co., Ltd

 1963: Three corporations were founded at Tokyo, Nagoya and Osaka by "Small and Medium
Business Investment and Consultation Co., Ltd. Act"

« 1986: The government of Japan divested, while local governments have kept investment

<Background and purpose>
* To beef up equity base

« But, it is difficult to finance a lot of money out of intimate group of people because many SMEs
are owned within family members, while to introduce stock holder publicly may invite outsiders
who don't share the SME's business principle

«  SMBIC provides to SME through holding its equity not only financial foundation but also
business assistance until the SME would develop so much as to obtain equity by itself

© BCG Eiichi Hasegawa - ALL RIGHTS RESERVED. X111001MIF-e Tae BosToN CONSULTING GROUP 34



A qualified SME for SMBIC to invest

1. The SME's total amount of capital is no more than 300 million yen before SMBIC invests.
SMBIC's equity share may not exceed 50%.

2. The SME is expected to fear dividend stably and IPO in future.

3. Any SME except for its business is contrary to public order and standards of decency, or
speculative one.

© BCG Eiichi Hasegawa - ALL RIGHTS RESERVED. X111001MIF-e THE BostoN CoNSULTING GROUP
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General investors

Business partners and
lending firms

Stockholder's Executive and employee

broadening

o S T A

SMBIC

Family members of founder

IPO '

Foundation Growth and
beefing up expansion

4 Start-up

SME's developing stage
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(Billion yen)
100 -

80 -

60 -
" |
20
3.4 .
0 1 T T T T

1965 1970 1975 1980 1985 1990 1995 2000 2005 2010"
(FY)

1. 2010 means the end of calendar year. As of the timing invested companies reached 2,234
© BCG Eiichi Hasegawa - ALL RIGHTS RESERVED. X111001MIF-e1 Tae BosToN CONSULTING GROUP 37
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They are required for creating and running new business ventures or
innovation projects in existing firms.

@ risk assessment and warranting

@ strategic thinking

® self-confidence

@ the ability to make the best of personal networks

® motivating others to ac

Po | iava a eaoammonn nanal
=/ v lls \ ¥ 4 | | INo W U W \ ¥ 4 | |

i gvu

® the ability to deal with other challenges and requirements
"SMEs, Entrepreneurship and Innovation™ OECD 2010
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Collaboration may enable SME to achieve what it cannot do

Knowledge does not spill over long distance. Knowledge spillovers

are particularly important for the innovation activities of SMEs, and

decay with distance.

Small business have limited search patterns and will consequently

co-operate only with firms located nearby. Business linkage and

networks are therefore keys for the innovative endeavors of SMEs.

(OECD)

= agglomeration is important. Look at Ohta-ku, higashi-Osaka,

and Hamamatsu !
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Pooling business resource strengths through collaboration
between SMEs offers an important means of increasing potential
for success, and the effective combination of business resources
made possible by organic collaboration between SMEs in differing
fields can assist the cultivation of new fields of business and lead
to innovation.

Below, therefore, we examine the specific strategies being
employed by enterprises that are making good use of their ties with
other enterprises to achieve high levels of profitability. Using the
results of the Transaction Surveys, we look at the strategies
employed by enterprises in two categories: enterprises that
generate high profits by making good use of their connections with
other enterprises (referred to below as "well-connected
enterprises"),'”) and enterprises that are unable to make good use
of connections with other enterprises and whose profits are poor
(referred to below as "poorly-connected enterprises").'® Fig. 2-1-18
shows enterprises' state of involvement in networking opportunities
such as cross-industry networking associations. From this, it is
evident that well-connected enterprises participate more actively in
cross-industry networking associations than poorly-connected
enterprises.

The benefits experienced as a result of visiting other companies
on a regular basis are shown in Fig. 2-1-19. This reveals that many
well-connected enterprises cite as benefits the "ability to accurately
assess business partners' technologies and capabilities" and the
"ease of making technological modifications and proposals with
other companies." Well-connected enterprises thus appear to
pursue such interaction with clearer objectives in mind than poorly-
connected enterprises, suggesting the importance of collaboration
as a means of pooling mutual strengths to raise SMEs'
competitiveness.

41



I\ . . . .
h/NEEDRAZEMNLT-EHE /Partnerships leveraging SMEs’ strengths (2/4)
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It can thus be seen that, in comparison with poorly-connected
enterprises, well-connected enterprises engage more actively in
activities that raise the quality of their connections, as well as
simply the number of enterprises with which they do business: they
engage in a greater variety of activities, interact more actively with
enterprises other than those with which they do business, and gain
greater access to information on things such as production
technologies.

Compared with poorly-connected enterprises, then, well-
connected enterprises engage more actively in a wider range of
interaction, and interact with a clearer sense of purpose (especially
in order to learn about production technologies through their
sharing of information with other companies on a regular basis).
The SME Agency supports new business activities pursued
through organic partnerships between SMEs in different fields that
are designed to enable them to make closely coordinated use of
each other's technologies and expertise to develop new products
and services (referred to below as "new partnerships").
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Fig. 2-1-18 Enterprses’ state of involvement in exchange activities
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Fig. 2-1-19 Benefits of regularly wisiting other companies
Well-connected enterprises are more Bely than poory-connected ones to have a specific objective in
mind, such as “ability to accurately essess business partmers” technologies and capabilities™ and "sase
of making technological modifications and proposals with other companies.”
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Based in Higashiosaka City, Osaka Prefecture, with a workforce of
50 and capital of ¥12 million, Nakano Manufacturing Co., Ltd. has
been providing cutting services ever since its foundation in 1949.

Taking advantage of the benefits offered by its location in
Higashiosaka, it uses its contacts with 160 enterprises to provide
end-to-end build-to-order production services extending from
procurement of materials to precision machining, heat and surface
treatment, and assembly. It has also developed the manufacturing
capability to produce products ranging from the custom made to
the general purpose applying a combination of proprietary
technologies and production technologies.

With customer demand diversifying, it uses its broadened network
of business contacts to obtain other companies' assistance in
accommodating orders involving technologies, delivery times, and
other requirements that it would not be able to meet acting alone.

President Yasuhisa Nakano says: "As many enterprises in
Higashiosaka do work that comes to them without having
dedicated front-office operations, we feel it necessary to raise
Higashiosaka's profile and develop its sales and marketing
capabilities. | therefore think it's important that we develop our
ability to take orders building around a core of enterprises, such as
our own, that are of sufficient size to have their own front-office
operations and can share out the projects that they win to small
micro enterprises that don't have such resources."
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4 k

nds of "Industrial Properties

a

Patent (to invention): filed annually 350 thousands

» Highly advanced technological creation of industrially
applicable products or processes

« Duration: 20 years from the application date

<Examples on a mobile phone>

Patent

Ex:Invention of the compact and
lightweight lithium-ion battery

\_ - that provides longer-life
. e N
Utility Model (to device): filed annually 10 thousands Utility Model
« Creation of technical ideas on shape or structure of products Ex:ldea on the antenna
+ Duration: 10 years from the application date structure without impairing
the reception performance
J even when being stored ,
\ /
Design (to industrial design): filed annually 30 thousands T—raﬁrk
« A shape or pattern of product with novelty and creativity Design Ex:a Mark on a phone
inspiring a visually aesthetic impression Ex:Design of the labeled by the
* Duration: 20 years from the registration date shape that makes phone-maker for
\_ J its image smart identifying its
o N supply source
Trademark (to brandname, sign etc): filed annvalty """

110 thousands
« A mark of goods or service that specifies its provider

* Duration: 10 years from registration date (renewable at
every expiration)

-

AN

protects

an intellectual property such as unregistered

' trade secret.
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(
¢
¢

(new opportunities caused by inefficiencies or the emergence of technologies)
+

(the prior knowledge of individuals----which may originate from educational
background as well as past work or market experience.)

- Past experience provides an understanding of customer and market
functioning.

- Empirical evidence indicates that SMEs particularly benefit from knowledge
spillovers arising from business-to-business networks and from public
research
organizations.

* invent vs. commercialize
- product innovation vs. process innovation---Absorbing ability is important.
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How heavy burden Japan kept bearing even before the

Lehman shock.

Revis

sit?

Until July 2008, the price of petroleum and other major resource kept conspicuously hiking since 2004. This unhistorically
high price raised price of lots of materials. Due to deflated economy, business ,notably SMEs, could not smoothly transfer
this additional burden, and thus had to accept razor-thin margin. The economy of Japan as a whole had to pay more for
resource purchase year after year and became vulnerable. Since the later 2009, petroleum price has swung back, and
exacerbated inflation in the newly developing countries and other Asian countries. The impact on Japan, due to yen's
appreciation, has ironically been cushioned.

Japan's annual imported purchases of major

(trillion yen) (thousand yen/barrel) natural resources (trillion yen)
25 15 (] ] (] ] (] (] (]
price of imported oil (right) (vear) 04 05 06 07 08 09 10
‘ (diffe?!nce 6.1 8.8 115 123 163 7.6 94
2.0 ~ 12 \ithayearago) ) (+27) (27) (+0.8) (+4.0) (-8.7) (+1.8)
monthly total import purchase (dif(fi:)rz:\ce 15 16 1.7 31 21 241

1.5

1.0

0.5

year

(left)

9 with a year ago)

iron ore 0.4
(difference '
with a year ago) ()

AR

- A A l .

2004 | 2005 | 2006
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2007 ‘ 2008 ‘ 2009

naturalgas 44
(difference '
with a year ago)

(difference 7.6
with a year ago) )

2010 ($1 = 83 yen)

THE BosToN CONSULTING GROUP

(+0.4) (+0.1) (+ 0.1) (+ 1.5) (-1.0) (+0.0)

0.6 0.8 1.0 1.4 0.8 1.3
(+0.2) (+0.2) (0.2) (+0.4) (-0.6) (+0.5)

20 27 31 47 28 35
(+0.4) (+0.7) (+ 0.4) (+1.6) (-1.9) (+0.7)

11.0 140 151 207 104 12.8
(+3.4) (+3.0) (+ 1.1) (+5.6) (- 10.2) (+ 2.4)

Whenever the petroleum price hikes 1 dollar/barrel,
Japan payment would increase 111 billion yen

49



(Trillion Yen) (%)

25
450 B Large-scaled enterprises’) (Left) mmmmm SMEs? (Left) esss=s Comparison with a year ago

400 [whole enterprises] (right) 2 L 20
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1. Large-scaled enterprises mean firms whose capital is no less than 100 mil. yen.
2. SMEs mean firms whose capital is between no less than 10 mil. yen and less than 100 mil. yen.
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Why the business shrinked within a short period
after the Lehman Brothers' bankruptcy had broken out?

RISy FEICERS

Now that interbanking transactions got into turmoil, everybody worked hand to reserve cash-flow at hand

A's own
inventory

© BCG Eiichi Hasegawa - ALL RIGHTS RESERVED. x111001MIF-e1

A Co.Ltd

B's own
inventory

B Co.Ltd C Co.Ltd

i

i

20%
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How

citate an over-borrow

o
(=

to resus

ed project ?

1.

2,

The concerned SME association constructed a new business building at an entrance of
Tokyo metropolitan area where highways converged. Its function comprise wholesale
offices and a truck terminal for distribution and dispatch of goods and materials
gathering there. Since the association's most members were locating in a more central
part of Tokyo, the building had been expected to save their transporting time and to
contribute to reducing traffics into the central part

The association borrowed public fund in 1990 with 20 years duration amounting
approximately 17 billion yen both from SMRJ and from Tokyo Metropolitan Government.
Except for first several years, repayment started lagging behind the due schedule from
1995 when the economy recessed due to bursting of the "Bubble Economy", and,
therefore, the exposure looked growing exponentially without introducing drastic steps

One requested to lenders to defer repayment schedule without charging further interest
than the original contract had defined, namely additional interest-free deferral.

Another requested SMRJ through the Metropolitan Gov. to reduce some of the due
amount so that the association would not force to be bankrupted and could afford to
repay even a portion of originally borrowing amount. If SMRJ had accepted this request,
the Metropolitan Gov. could also reduce its lent amount with a consent of the Tokyo's
Assembly
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Steps to be intr

|r-l-
10
Q.
c
(@)
(0]
Q.
N

* Without further borrowing, how could the association augment cash income ?

 If it had earned more income than the due amount of interest each period (usually 6

months), the capital would never rise and could decrease. Therefore, the debt would
eventually disappear

* In order to fully utilize the value of the building and land where it constructed, could
deregulatory steps be introduced properly ? If yes, what step ?
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How to re-engineer a SME project without injecting additional
government money

(.

Standing exposure as of the end of each fiscal year
(Billion yen)

18 - -
—— Oiriginal schedule

—— After introducing improving steps
—— Without introducing steps

16 -
14 -
12 -
10 -
An additionally

8 - constructed parking
equipment started

Reduced debt

6 _
4 - Additional floors to
non-members
5 expanded
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Promulgate Guideline for SME Revitalization
—>

Based upon the guideline, an applying body
has to organize a supporting mechanism and
to implement supporting measures

METI
Minister

s Authorized Revitalization Supporting Body
Authorize

Required to keep information of concerned
SME confidential

SME Revitalization Supporting Council
As of January 1st 2011, 1 council has been
established in each prefecture under the body
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How an applied SME's turnaround is proceeding at
SME Revitalization Support Council

The first stage
By SME Turnaround Supporting Committee

 Sorting out problems and what to do
* Advice for solving them
 Orientating appropriate supporting bodies and policy measures

If the committee considers it necessary to
hammer out the plan and to coordinate with
lending firms

The second stage
Assisting a turnaround plan hammering out

* Who are hammering out? ... An assisting team would be individually organized
by an attorney-at-low, a C.P.A, a licensed tax accountant, a SME management
consultant and so on

» Coordination with concerned parties including lending firms

Following-up

After completing the plan, the team periodically conducts
following-up and provides a necessary advice

© BCG Eiichi Hasegawa - ALL RIGHTS RESERVED. X111001MIF-e THE BostoN CoNSULTING GROUP
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What SME Revitalization Support Council has achieved

- Total cases applied were 21,694 (as of the end of 2010). 58 percent of them finished at the

first stage
« Out of what reached the second stage, 2,851 cases finished with a revitalization plan
completed
Cases at the first stage (Thousand) Cases finished with the plan completed
25 - 4,000
21.7
- 3,000
- 2,000
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* A number of cases categorized according to a way of financial assistance
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Establishing a new
company
("Second Company")

Over debt Restart
Profitable Profitable
business A remaining business

business body

Unprofitabl
e business Liquidation

Assistance programs to a second company

@ Taking over a license of an original company
@ Reducing tax

® Providing loans or financial guarantee by the government sponsoring agency
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Education on Entrepreneurship is important !

The European Commission Small Business Act invites EU Member Sates to;
--- Introduce entrepreneurship as a key competence in school curricula,
--- Ensure that the importance of entrepreneurship is reflected in teacher training,

--- AND Step up co-operation with the business community for entrepreneurship
education at all levels.

Entrepreneurship;

The phenomenon associated with entrepreneurial activity, namely enterprising
human action in pursuit of the generation of value through the creation or

expansion of economic activity by identifying and exploiting new products,
processes of markets.
SMEs,

large firms and the public and non-profit sectors.

It may occur through new business creation or within

(SMEs, Entrepreneur and Innovation, OECD 2010)
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1. Office renting personnel, etc
2. Equipment
3. Raw material and other prime cost
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