THIRD JOINT STATUSREPORT ON THE U.S.-JAPAN ENHANCED INITIATIVE
ON DEREGULATION AND COMPETITION POLICY
July 22, 2000

On May 3, 1999, the Governments of the United States and Japan issued the Second Joint Status
Report on the U.S.-Japan Enhanced Initiative (Second Joint Report) on Deregulation and
Competition Policy under the U.S.-Japan Framework for a New Economic Partnership. Based
on the reaffirmation of the two governments in the Second Joint Report of their determination to
promote further deregulation, they have continued to devote substantial resourcesto the
implementation of the Enhanced Initiative on Deregulation and Competition Policy (Enhanced
Initiative), recognizing the importance of actively promoting deregulation and applying an
effective competition policy.

The Governments of the United States and of Japan have held meetings of the High-Level
Officials Group and of six Expert-Level groups (telecommunications, housing, medical devices
and pharmaceuticals, financial services, energy, and structural issues, including competition
policy, distribution, and issues related to transparency and government practices) during the third
year of the Enhanced Initiative. Consistent with the principles of two-way dialogue and the aim
of the achievement of tangible progress, both sides have exchanged views and interests on a
wide variety of deregulation items. As part of that effort, both governments provided
submissions to each other in October 1999.

The Government of Japan has taken a series of deregulatory measures, the latest and the most
significant being the adoption on March 31, 2000 of the final revisionsto its Three-Year
Programme for Promoting Deregulation. The salient deregulatory and other measures by both
governments that relate to the dialogue under the Enhanced Initiative are set out in this Report.

Both governments welcomed the progress that has been achieved under the Enhanced Initiative
over the past year. The Governments of the United States and Japan share the view that these
measures will improve market access for competitive goods and services, enhance consumers
interests, increase efficiency, and promote economic activity. Consistent with international
obligations, the measures undertaken under the Enhanced Initiative will provide
nondiscriminatory treatment to competitive foreign goods and services.

Both governments reaffirm their determination to further promote deregulation. Thetwo
governments, upon the request of either government, will meet at a mutually convenient time to
address the measures contained in this report.



DEREGULATION AND OTHER MEASURESBY THE GOVERNMENT OF JAPAN

UNDER THE ENHANCED INITIATIVE

l. TELECOMMUNICATIONS

A. | nter connection

1.

In line with Paragraph B.1.(3) of the First Joint Status Report on the U.S.-Japan
Enhanced Initiative on Deregulation and Competitive Policy of May 15, 1998,
prior to the introduction of long-run incremental cost (LRIC)-based rates, the
Ministry of Posts and Telecommunications (MPT) has promoted the reduction of
interconnection rates of NTT regiona networks and approved further reductions
of interconnection rates for FY 1999 on February 25, 2000, with atotal reduction
of 177 billion yen over FY 1998. Thiswasthe largest annual reduction ever,
which included rate reductions of 4.1 percent (GC interconnection, 180 seconds)
—11.2 percent (ZC interconnection, 180 seconds) for analog switch traffic, 27.5
percent (ZC interconnection, 180 seconds) — 32.6 percent (GC interconnection,
180 seconds) for ISDN traffic, and 46.7 percent (1.5 Mbps, within MA) for leased
line rates.

MPT will examine the method of introducing fair and transparent interconnection,
in case measures need to be taken to facilitate interconnection between NTT
DoCoMo and other carriers, in FY 2000. Inthe course of MPT’ sreview of the
interconnection regimein FY 2000, MPT will determine whether to categorize
NTT DoCoMo as a“designated carrier.” MPT will provide an opportunity for
interested parties to comment on this proceeding.

In line with Paragraph B.1.(3) of the First Joint Status Report on the U.S.-Japan
Enhanced Initiative on Deregulation and Competition Policy of May 15, 1998, the
Government of Japan submitted a bill to amend the Telecommunications Business
Law to the ordinary session of the Diet on March 31, 2000, which passed on May
12, 2000.

MPT will amend its ordinances so that reductions of interconnection rates based
on “Model Case A” (22.5 percent reduction for GC interconnection, 60.1 percent
for ZC interconnection compared with FY 1998) will be phased in over three
years. Inthisregard, MPT welcomes NTT East’s and West’s plans to frontload
the reductionsin the first two years by 80 percent for ZC exchange and GC-ZC
transmission and 70 percent for GC exchange and other functions, using FY 1999
traffic data. Based on these plans, pending final calculations, GC rates are
expected to decline approximately 20 percent by FY 2001, and ZC rates are
expected to decline approximately 50 percent by FY 2001, compared with FY
1998 rates.



MPT welcomes NTT East’s and West’ s plans to apply to implement FY 2000
interconnection rates retroactive to April 1, 2000.

MPT will launch a study in the autumn of 2000 on revision of “Model Case A,” to
be completed in CY 2002, including studies of depreciation rates, choice and
price of inputs, and the costing of local loops. MPT will decidein CY 2002 on
the issue of applying the revised LRIC model as a basis for pricing unbundled
local loops and implementing further interconnection rate cuts, with the
possibility of retroactive application to April 1, 2002, using FY 2001 traffic data.

MPT will launch astudy in CY 2000 on how to recover non-traffic sensitive
(NTS) costs and will decide in CY 2002 whether or not NTS costs should be
recovered from the current usage-based interconnection rates.  In this process,
MPT will pay due consideration so that the revised LRIC model would: 1) cause
no disruption of universal service; 2) not prove destructive to business operations
of NTT East and West; and 3) garner broad-based public support for the possible
shift of cost recovery from usage-based interconnection rates to fixed end-user
charges.

The study group reviewing the LRIC model will use an open and transparent
process on a hon-discriminatory basis that will include broad participation in the
study by interested carriers and will use public comment procedures.

The Government of Japan will exchange views with the Government of the
United States, no later than October 2002, on the timely application of the revised
LRIC mode.

Promotion of Competition and Use of the Inter net

The Government of the United States and the Government of Japan initiated a dialogue
on competitive carriers’ concerns regarding access to subscribers of Internet services and
the impact of retail pricing and termination policies on the viability of alternate networks.

Unbundling/Co-location

Unbundling

a MPT will amend its ordinance in CY 2000 to designate Main Distribution
Frame (MDF) and I-interface Subscriber Module (ISM) in the
communications buildings of NTT East and West as standard
interconnection points, so that terms and conditions, such as
interconnection rates and technical conditions regarding interconnection
with unbundled metal subscriber lines and ISM should be included in the
“Articles of Agreement concerning Interconnection” of NTT East and



West in order to promote local competition, including in Internet Services.

To enhance the spread of Digital Subscriber Line (DSL) technology, an
MPT Study Group recommended in July 2000 that NTT East and West
allow interconnection on a nationwide basis in order to provide DSL
services, thereby expanding trial areas and facilitating the introduction of
the full range of DSL technologies, whenever feasible.  In addition, the
study group recommended a seven-working-day target provisioning period
for DSL services and a system for the expeditious disclosure by NTT East
and West of information needed by competitors to initiate service.

MPT will launch a study in the autumn of 2000, to be completed by the
summer of 2001, on issues concerning the necessary rulemaking for
unbundling of optical fiber to promote competition.

2. Co-location

a

MPT amended its ordinance to change the co-location rates of NTT East
and West from the market value basis to the book value basis and
approved the new rates on February 25, 2000.

In approving the FY 1999 “Articles of Agreement concerning
Interconnection” of NTT East and West, MPT took stepsto prohibit NTT
East and West from denying competitors access to co-location space for
their equipment based on either NTT East’s or West’ s subjective
evaluation that competitors equipment was not proved necessary for
interconnection.

To further improve the opportunities for co-location, MPT will amend its
ordinanceto require NTT East and West to stipulate necessary procedures
in their interconnection tariffs that 1) permit interconnecting carriersto
undertake, on an expeditious basis, construction and maintenance
regarding co-located facilities and 2) provide competitors 24-hour access
to their equipment co-located in the buildings of NTT East or West.
According to MPT’ s draft ordinance, NTT East and West will also be
required to include in their tariffs a standard period for the NTT East and
West to reply to co-location requests and do construction for co-location,
if they are asked to do so, and procedures for disclosure of information on
available space for co-location. MPT consulted with the
Telecommunications Council in May 2000 about the amendment.
Whether competitors should be allowed to enter the buildings of NTT East
and West to see the availability of space for co-location is now being
discussed in the Council .



D. Network flexibility

1.

In order to facilitate understanding among parties interested in constructing
telecommuni cations networks, on December 24, 1999, MPT published the
“Manual for the Construction of Networks by Telecommunications Carriers’
which compiles the current framework, examples and related matters concerning
network construction.

On December 24, 1999, MPT invited comments on 1) the implementation of the
two measures outlined below, 2) issues to be considered when implementing them,
such as measures to ensure fair competition and user benefits, and 3) other
measures to increase flexibility in the construction of networks. This step was
taken with a view to conduct further study to increase flexibility in the
construction of networks.

a To allow a Type 1 telecommunications carrier to use telecommunications
circuit facilities, procured from another telecommunications carrier on a
user tariff basis, as part of its own network, and to operate the whole
network as one network for the Type 1 business.

This enables carriers to use capacity-based (including wavel ength-based)
telecommunications circuit facilities for their operations, procured from
another telecommunications carrier.

b. To eliminate the “ separate company requirement” that requires
telecommunications carriers to establish separate companies for their Type
1 and Type 2 businesses and instead to allow a Type 1 carrier to operate a
Type 2 business or a Type 2 carrier to operate a Type 1 business, as an
independent business, in asingle entity.

In order to increase flexibility in the construction of networks by
telecommunications carriers, MPT will complete its study on the above two items
and take necessary measures by the end of 2000.

E. Rights of Way and Accessto Incumbent Facilities

1.

2.

In FY 1999, the Government of Japan received complaints with regard to laying
of cables, and conducted areview, listening to a broad range of views. The
Government of Japan reviewed the circumstances of rights-of-way and access to
incumbent facilities and the need for additional means other than those proposed
in FY 1998 to improve access to rights-of-way and incumbent facilities. The
results of the review were published on March 27, 2000.

In FY 2000, the Government of Japan will continue to receive complaints with
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regard to laying of cables, look into the matters needed within the scope of
available cooperation from related entities and then reply to the complaint of
applicantsin the form of appropriately compiled results. In case problems are
clarified through complaints and other means, the Government of Japan will also
examine appropriate measures to address those problems.

In FY 2000, the Government of Japan will continue areview by the Interagency
Review Group and also continue to make efforts to facilitate laying of cables by
telecommunications carriers and cable television operators.

By the end of September, 2000, the Government of Japan will research the
situation of the measures for improvement taken by the entities concerned in the
“Result of the Review of Rights of Way in Japan” issued on March 27, 2000, and
will publish the results in October, 2000 through the Ministry of Foreign Affairs
Web Site (http://www.mofa.go.j p/mofaj/gai ko/economy/husetsu/index.html).

1. HOUSING

A. Building Regulation and Standards

1.

The Ministry of Construction (MOC) implemented an interim inspection system
for building code enforcement on May 1, 1999. MOC implemented
performance-based building standards for the construction of three-story,
multi-family wood housing in quasi-fire protection districts on the same date. In
June 2000, the revised Building Standard Law (BSL) that introduces
performance-based standards became effective.  MOC clarified
performance-based requirements for fireproof buildings, in accordance with the
revised BSL, that allow construction of four-story, multi-family and mixed-use
wood-frame buildings that satisfy the requirements. The Governments of Japan
and of the United States continue to discuss technically the performance
requirements for special use buildings.

MOC implemented the Public Comment Procedure in developing enforcement
ordersin February and March 2000 to implement revisionsof BSL. It will
further implement the Public Comment Procedure in developing future
enforcement orders and notifications.

In December 1999, MOC clarified that sections of a building separated by
firewalls meeting the criteria specified in Notification 1059 would be treated as
separate buildings for the purpose of calculating permissible floor area.

MOC implemented in June 2000, a system of recognized/designated evaluation

bodies for the nationwide acceptance and evaluation of test data for building
methods and materials, and facilitated implementation by providing opportunities

6



for discussions with potential applicants.

In June 2000, MOC adopted appropriate | SO testing methods to evaluate the
performance of structures and interior finish materials such as noncombustible,
guasi-noncombustible, and fire-retardant materials.

During FY 1999, MOC participated in anumber of seminars both in the United
States and Japan, aimed at acquainting U.S. and Japanese builders and consumers
with ongoing reforms and expanded choices of building methods and materials.

On July 5, 1999, MOC provided to the United States information on the approval
process for aluminum fire-resistant windows.  Within six months of submission
of all necessary test data from the United States, MOC will authorize the use of
U.S. power-driven nails and staplesin Japan. MOC is still awaiting certain U.S.
test data. MOC is aso awaiting the final report from the United States needed to
re-evaluate the existing correction factors of Oriented Strand Board (OSB) with
the view to applying the existing plywood correction factors to OSB, thereby
achieving equivalency.

In July 1999, the Diet passed an amendment to the Japan Agricultural Standard
(JAS) Law to alow testing organizations overseas to function as JAS-registered
grading organizations (RGO) and/or JAS-registered certification organizations
(RCO). InJduly 1999, the Ministry of Agriculture, Forestry and Fisheries
(MAFF) implemented arevised JAS for structural plywood, which places
increased emphasis on performance, including board strength.

Housing Policy

1.

On December 9, 1999, the Diet approved the Law Concerning Special Measures
for Encouragement of the Supply of Quality Rental Housing and Other Facilities.
The Law, whose implementation was completed on March 1, 2000, revised the

Land and House Lease Law by introducing fixed-term lease regimes as an
alternative for housing leases. The Law exempts contracting parties (i.e., lessor
and lessee) signing fixed-term leases from automatic lease renewal and
“justifiable cause” requirements and furthermore allows them to waive their right
to claim rent changes with a special clause.

In May 2000, the City Planning and the Building Standard L aws were amended in
order to further promote intensive and effective use of land.  The amendment
established a new framework to allow a construction site, including aresidential
building, to utilize unused floor areain commercial districts.

By December 2000, MOC will initiate assistance to the Real Estate Transaction
Modernization Center in strengthening the appraisal system for resale housing so



B.

that maintenance and renovation quality are reflected in price evaluations.

In December 1999, MOC informed the United States that it had taken necessary
measures to ensure that its housing programs do not discriminate against imported
products.

Following the amendment of the Government Housing L oan Corporation Law,
the maximum repayment term for resale condominiums meeting certain quality
criteriawill be extended, within FY 2000, from 30 to 35 years, which is the same
asthat for newly built houses. Similarly, the maximum repayment term for
resale detached houses meeting certain quality criteriawill be extended from 20
to 25 years.

MEDICAL DEVICESAND PHARMACEUTICALS

Recognition of Innovation: Reaffirm the value of innovation of pharmaceuticals and
medical devices, so as not to impede the introduction of innovative products which bring
more effective and more cost-effective treatments to patients.

1.

1.

As the Government of Japan discusses, devel ops, and implements pharmaceutical
pricing reforms, including the treatment of innovative products as well as the
treatment of originator products and generic products, with the aim of finalizing
measures by April 1, 2002, it will continue to study the pharmaceutical pricing
system, the comparitor product selection process, and the scientific basis of
product evaluation with related parties, including U.S. industry, with the goals of
promoting innovation and increasing the availability of innovative pharmaceutical
products. This process will recognize both the value of such products, which
bring more effective and more cost-effective treatments to patients, as well as the
role of the market.

In reforming the by-function system for medical devices, pursuant to Chuikyo’'s
March 1, 2000 policy outline, the Government of Japan will take appropriate
action based on measures to be discussed by the Subcommittee on Insurance-
covered Medical Materials of Chuikyo, including multiple prices for the same
function, to absorb excessive price changes, so as not to place disproportionate
burdens. Such measures would be subject to the approval of Chuikyo and
implemented in October 2000 with other by-function system reforms.  And the
Government of Japan will seriously consider incremental functional differences
based on clinical benefit in medical device development.

Approval Process

The Ministry of Health and Welfare (MHW) will continue to coordinate the
efforts of the Pharmaceutical and Medical Device Evaluation Center (PMDEC),



the Japan Association for the Advancement of Medical Equipment (JAAME), and
the Evaluation and Licensing Division to eliminate redundant work and facilitate
the smooth operation of the medical device approval process. The Government
of Japan re-categorized the previous categories for device applicationsinto three
categoriesin April 2000: “new medical devices;” “improved devices;” and “me-
too devices” The Government of Japan will thereby exempt the applications for
“new medical devices” and “improved devices’ from equivalence review at
JAAME and require them to only be reviewed at PMDEC. The Government of
Japan will take measures in which “me-too devices’ would be only subject to
equivalencereview at JAAME in principle.  On request reviewers will answer
guestions from applicants prior to application submission regarding proper device
classification. In addition, MHW will start to list items necessary for applicants
to determine equivalence of the medical devicesin each area of devices through
consultations with industry to ensure that MHW Notification 1677, issued on
December 1, 1999, will be implemented in a flexible manner, including assurance
that data requests do not include asking for proprietary information on other
firms products.

MHW will consult with U.S. industry regarding biocompatibility testing
requirements with the objective of minimizing the data burden on applicants.

The Government of Japan has taken stepsto allow the start of clinical trials for
certain radiation therapies.

In March 2000, MHW issued notifications, including question and answer
sections, for pacemakers and orthopedics that are not subject to clinical trials.
MHW will decide on future product categories through consulting with industry.

The speed of the whole New Drug Application (NDA) approval process has been
improved recently and review times are decreasing. As agreed in the First and
Second Joint Status Reports, MHW has shortened the standard processing period
for NDAsto 12 months since April 1, 2000, and to help meet this goal and
promote smooth and expeditious NDA approvals, MHW:

a Will encourage improvements in the quality of NDAs through the active
use of consultations provided by the Organization for Pharmaceutical
Safety and Research (OPSR); and

b. Will ensure the consistency of, and adherence to during the review of
applications, advice given in prior consultations provided by OPSR, which
are based on MHW policy.

MHW will allow for the submission and review of an NDA for an additional
indication while the NDA for the molecul€e sinitial indication is still pending.
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10.

11.

12.

13.

MHW will allow for the submission of an application for partial change for an
additional indication while the initial application for partial changeis still pending.

MHW will allow applicants to continue clinical work on a molecule, including
work on additional indications, during the NDA review of the molecul€e sinitial
indication.

MHW abolished the Sub-Committees of the Central Pharmaceutical Affairs
Council in November 1999 and strengthened ateam-review system in the
Pharmaceutical and Medical Devices Evaluation Center, that allows for
continuous direct communication between the reviewers and the applicant.

MHW will continue to offer opportunities, as appropriate, for applicants to
discuss their NDAs with senior MHW officials.

MHW has divided the Special Committee on Drugs of the Central Pharmaceutical
Affairs Council into two bodies that will meet for up to 16 times-a-year.

MHW has established a Specia Committee to review In-vitro Diagnostics (1VD),
including 1VD-related devices, and Medical Equipment.

MHW will maintain dialogue with applicants so that they may have some sense as
to how long it will take to process an individual medical device or new drug
application.

Acceptance of Foreign Clinical Data

1.

Regarding acceptance of foreign clinical datafor the approval of pharmaceuticals,
the Government of Japan provides opportunities for consultation with the
Organization for Pharmaceutical Safety and Research (OPSR) and the like to
promote the facilitation of acceptance of foreign clinical data based on
International Conference on Harmonization (ICH) E5 guidelines.

MHW notification issued in November 1999 clearly provides protection of rights
of natural and legal persons, including protection of business proprietary
information, when the data as well as patient records are made public after
product approval.

MHW affirms that on a case-by-case basis, it is possible to submit a bridging data
package, as defined by ICH E5 Guidelines, without a new bridging study, in order
to obtain product approval, if ICH and Good Clinical Practices-consistent data for
extrapolation are available to confirm comparability.
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MHW noatification issued in August 1998, based on the International Conference
on Harmonization (ICH) guidelines, resulted in the expanded acceptance of
foreign clinical test datafor the approval of new pharmaceuticals. This progress
will continue.

The Government of Japan has accepted clinical test data for the approval of new
medical devices and pharmaceuticals that meet Good Clinical Practices,
regardless of origin, whether domestic or foreign.  This progress will continue.

D. The Reimbur sement Process

1.

Based on the policy outline adopted at Chuikyo on March 1, the Government of
Japan will work to develop prompt, streamlined and transparent reimbursement
procedures for medical devices, including written category definitions (e.g., Al to
C2); provisional pricing; written procedures for the creation of new by-function
categories that, based on general written principles, have been evaluated to have
clinical benefits, including providing an appropriate provisional price, within 4
monthsin principle, until the new category isimplemented; the treatment of
“products no longer new to Japan” through the clarification of by-function
category definitions; and time-clocks for granting reimbursement, as well asto
institute restructured categories and a by-function system for medical devices, and
will work to implement these measures simultaneously in October 2000. In
doing so, the Government of Japan will seriously take into account of the
opinions of related parties, including U.S. industry.  The Government of Japan
will continue to consider the timing to implement new by-function categories for
medical devices aswell as the treatment of C2 products, outlined by Chuikyo on
March 1, with the aim of facilitating the introduction of highly advanced

technol ogies into the Japanese market, taking into consideration the views of
interested parties, including U.S. industry, and subject to the approval of Chuikyo,
after October 2000. Dialogue with the United States Government will continue
as necessary.

An appeals process for medical device and pharmaceutical pricing decisions will
be implemented in October 2000. The processes by which judgments will be
made will be clearly set out in writing. Judgments will be based on the
appropriate and accurate application of pricing rules which are set out in writing.

On developing and implementing the Drug Pricing Organization and the Special
Organization for Insurance-covered Medical Materials, MHW will ensure that the
members serving on these bodies have objective scientific expertise and no
conflicts of interest, and that membership in these organizations is balanced,
serioudly taking into account of the opinions of related parties, including U.S.
industry. Membership is subject to the approval of Chuikyo. MHW, which
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calculates prices and is responsible for pricing and appeal s decisions, will
continue to provide related parties, including U.S. industry, with direct access to
MHW.

Transparency: To ensure transparency in the consideration of health care policies,
foreign pharmaceutical and medical device manufacturers will continue to be provided,
upon request, with opportunities to state their opinions in the relevant Councils and
relevant study groups on an equal basis with Japanese manufacturers, and to exchange
viewswith MHW officials at all levels. MHW, together with manufacturers, including
foreign manufacturers, will make maximum efforts so that such opportunities will be
meaningful.

Nutritional Supplements

1. On March 9, 2000, MHW dropped the requirement that, in order for capsules and
tablets of B6, B12, K, Pantothenic acid, Folic acid, Biotin, Zn, Cr(lll), Se, Cu, Mn,
Mo, and | to be regarded as food, the daily dosage of each vitamin or mineral
preparation must be below a certain amount.

2. MHW will continue to institutionalize and implement the measures recommended
by the Office of the Trade and Investment Ombudsman on March 18, 1996 to
promote liberalization of the Japanese nutritional supplements market, for
example, vitamins, herbs, and minerals by:

a Taking existing safety data of excipients that have been used in
pharmaceuticals into consideration in the evaluation process of food
additives under the Food Sanitation Law; and

b. Allowing minerals, vitamins, and herbs to make nutritional and health
benefit claims, if there are scientific data and information to support such
claims.

3. The scope of utilizing foreign data and information to evaluate and approve

products in Japan as well as the publication of data required and the criteria by
which approvals of herbs, minerals, vitamins, excipients, and nutritional/health
benefit claims are judged will be discussed in MHW with opportunities for
interested parties, including U.S. industry and the U.S. Government, to offer
views and opinions. The progress of these discussions will be reported in the
MOSS.

Services: The Government of Japan will endeavor to deregulate its health care services
sector with an aim to improving the efficiency of the system, including advertising and
scope of provided services.
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FINANCIAL SERVICES

Specific M easures. The Japanese financial system reform program (the so-called
Japanese “Big Bang”), which was started at the initiative of former Prime Minister
Hashimoto in November 1996, aims at revitalizing the Japanese financial markets
through fundamental financial liberalization and deregulation based upon the principles
of “Free, Fair and Global.” Up to now, most of its measures have already been

implemented.

1. The following measures, in addition to the measures described in the former Joint
Status Reports, have already been implemented:

a

Establishment of a system to provide data such as base price to private
rating institutions so as to improve disclosure by investment trustsin order
to allow standardized and accurate comparisons of investment
performance (April 1997); The provision of data has been growing to
serve as many as 18 rating institutions as of end of November 1999. Itis
expected that more and more investors will utilize thisinformation on
performance assessment when choosing which products to invest in.

Provision of a public comment period of about 30 days, on all financial
services draft measures as required by the “Public Comment Procedure for
Formulating, Amending or Repealing a Regulation” (Cabinet Decision of
March 23, 1999), with an appropriate period provided to permit public
comment on extensive or complex draft measures, The Government of
Japan takes seriously the public comments received, and publishes a
review of those comments, both those taken and those not accepted, in
principle, by the time that afinal regulation isissued. For those measures
requiring significant changes in operating, administrative, data processing,
or other procedures, the government of Japan is committed to providing a
sufficient transition period before finalized regulations take effect.

Implementation of the constant review on the regulations for financial
services according to the “Three-Y ear Program for Promoting
Deregulation” (April 1, 1998, its revised version of March 30, 1999 and
itsre-revised version of March 31, 2000); In keeping with the policy that
was established during the “ Three-Y ear Program for Promoting
Deregulation,” the Japanese government will continually review financial
services regulations, and revise those regulations as necessary, taking into
consideration comments and requests received from interested parties,
both domestic and foreign.

The Financial Services Agency (FSA) providesin its Guidelines for
Supervision, “Responding to Inquiries Concerning the Interpretation of
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Laws and Regulations, etc.” (Section 0-6), a mechanism for the FSA to
respond to inquires on matters under itsjurisdiction. Theseinclude
inquiries on interpretations of laws and regulations, on whether operations,
practices and transactions proposed by financial servicesintermediaries
are permitted or otherwise lawful under those laws and regulations, and on
whether the FSA staff would recommend taking enforcement actions
based on the facts described by the requestor. The FSA may also require
requestors to provide a draft response with their inquiry. The FSA under
this procedure shall request that inquiries which are deemed to have
precedential value be madein writing. The FSA shall respond in writing
to all written inquiries, except where the inquiry isincomplete or frivolous
or depends on facts or circumstances the FSA cannot verify, or it would
otherwise be inappropriate for the FSA to give aresponse, and shall make
publicly available the content of the inquiry and the FSA’s response,
taking appropriate measures to protect business proprietary and other
confidential information. When the FSA declines to respond to an
inquiry, it will inform, and provide an explanation to, the requestor within
areasonable period of time. Asresources and experience with this
system grow, the FSA expects that inquiries under this Guideline will play
an increasingly important role in improving transparency and
predictability in the regulatory process, similar to that provided by no-
action letters and published guidance in other jurisdictions.

Elimination of restrictions on financial company (non-bank) use of
proceeds from bond and commercia paper issuance (May 20, 1999);

Elimination of restrictions on the scope of business activities for securities
operating subsidiaries of banks and trust banks, and trust bank operating
subsidiaries of banks and securities companies (October 1, 1999);

Full liberalization of brokerage commissions (October 1, 1999);

Entry of insurance companies into the banking business (October 1, 1999);

Modification of the provisions concerning the Employee Pension Funds
(kosal nenkin kikin) and National Pension Funds (kokumin nenkin kikin) to
allow fund sponsorsto directly transfer securities when shifting business
from one asset manager, including investment advisory companies, to
another (June 1, 2000).

In addition, the Japanese financial system reform has been proceeding towards its
completion by the year 2001. The following measures are on track to be
implemented as previously scheduled:
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B.

Entry of banks into the insurance business to complete mutual entry
between the insurance business and other financial business areas
(scheduled to be implemented by March 2001);

Modification of the provisions concerning management of the Nempuku
successor fund to alow fund sponsors to directly transfer securities when
shifting business from one asset manager, including investment advisory
companies, to another, and, once guidelines have been set for the
successor fund’s investment policy, to allow introduction of a new trust
scheme (tokutei shintaku) as an alternative to the limited partnership
scheme for management of the successor fund for Nempuku (scheduled to
be implemented by April 1,2001);

Regulatory modifications expanding the scope of assets able to be
securitized by special purpose companies and improving the convenience
of the system (the bill to amend the SPC Law (the Law on Securitization
of Specified Assets by Special Purpose Companies) and related laws were
approved by the Diet in May 2000, and will take effect as prescribed by
government ordinance on a date no later than the end of November 2000.

Furthermore, the Government of Japan will study:

Possible revision of current regulations, taking investor protection into careful
consideration, so that authorized investment advisory companies can invest
customers' assets on a co-mingled basis according to the customers’ decision.

Insurance

Note however that, starting from December 1998, authorized investment
advisory companies can be approved to manage investment trusts and can
then invest some pension fund assets on a co-mingled basis by, in effect,
establishing private offering investment trusts.

1. Improvements in Administrative Procedures and Practices

a

The Financial Services Agency (FSA) is undertaking every effort to
conduct prompt and efficient processing of all insurance product and rate
applications and notifications. Also, the FSA provides guidance,
including that regarding insurance product and rate applications and
notifications, in writing at the request of insurance providersin
accordance with the Administrative Procedure Law (APL), and conducts
communications with insurance providers including in writing whenever
appropriate from a supervisory standpoint. Recognizing the importance
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of transparency, the FSA introduced in August 1999 a voluntary checklist
system for use by insurance providers. The purpose of the checklist is
both to accelerate the examination of insurance product notifications, and
to clarify for insurance providers the examinations standards for insurance
products subject to the notification system. Also, asis already
commonly practiced in the United States, when processing insurance
products and rates, the FSA is, as ageneral rule, examining insurance
products and rates in chronological order according to when they were
filed or submitted, although this neither predetermines nor predicts the
order in which examinations will be compl eted.

The Governments of the United States and Japan welcome efforts by the
regulatory authorities of both countries to work together to exchange
views, experience, and expertise, in the pursuit of superlative regulatory
frameworks and operations including efficient approval processes and
examination standards in their respective countries. The United States
and Japan have common views on the importance of continued
appropriate deregulation within the insurance sector and of giving the
utmost consideration to prompt and efficient processing of insurance
products and rates for the benefit of consumers and providersin both
countries, in response to the rapidly changing environment of the
worldwide insurance market.

The FSA’ s recent steps to deregulate concerned most commercial lines, of
which in respect to certain commercial lines, once the notification
procedure is completed on a specific line, insurance firms can utilize the
“free endorsement” system within the scope and objective of the origina
policy, and/or “free/standard rates,” whereby providers are not required to
file with or notify the FSA of changesin the products or rates related to
that line.  Similarly, many U.S. states have adopted and are implementing
laws to re-engineer their commercial linesregulatory functions. The U.
S. Congress recently passed new legidation, the Gramm-Leach-Bliley
Financial Modernization Bill, that encourages further harmonization of
state insurance regulation.  Among other things, the legislation mandates
anational producer licensing system if the states do not improve their
current systems.  In response to passage of thislegidation, the U.S.
National Association of Insurance Commissioners (NAIC) adopted a
Statement of Intent in March of this year regarding the future of insurance
regulation that calls for, among other things, steps to improve speed to
market for insurance products and to shift the focus of states away from a
prior approval system where appropriate. With similar goalsin mind, the
FSA has abasic policy to further deregulate the insurance product and rate
approval processes and to further shorten in practice examination periods
for product and rate applications, and recognizes the need to best utilize
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personnel and other relevant resources. The FSA also intendsto
continue to:

Q) Study the transition to a notification system for commercial lines,
aswell asfor appropriate personal lines with due consideration for
the protection of policyholders, in accordance with the report
issued by the Regulatory Reform Committee on December 14,
1999, which stated the study is expected to be completed by the
end of FY 2001.

(2 Review the notification system for commercial lines, including
clarification of the examination standards for insurance products,
with due consideration for the protection of policyholders and
minimization of discretionary factors, in accordance with the
report issued by the Regulatory Reform Committee on December
14, 1999, which stated the review is expected to be completed by
the end of FY 2000.

2. Kampo (Postal Insurance)

a

The insurance products or riders underwritten or sold on consignment by
the Ministry of Posts and Telecommunications (MPT) are to be offered
pursuant to law. Approval from the Diet is required to expand or change
the insurance products or riders offered by MPT except for limited
aterations within the scope of the products or riders authorized by law.

Regarding the future of the Kampo, the Basic Law on the Administrative
Reform of the Central Government of 1998 provided for the Soumusho
and the Postal Services Agency, and later the Soumusho and the new
public corporation, to take over the management of the system, and to
implement the system, reflecting its objective as defined in the Postal Life
Insurance Law as well as the basic ideas contained in the Administrative
Reform Program adopted by the Cabinet on December 25,1996.

The Diet passed alaw in its 147" session, authorizing post offices to sell
on consignment compul sory automobile liability insurance products
underwritten by private non-life insurance providers for mopeds and
motorbikes with engine displacement of 250 cc or less. MPT currently
has no plans to propose legislation to authorize post offices to sell non-life
insurance products other than what is already authorized by the Diet.

(1)  Thelaw enables post officesto sell the products mentioned above

for the purpose of expanding the coverage of compulsory
automobile liability insurance for mopeds and motorbikes with
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engine displacement of 250cc or less.

2 The law stipulates that, when the Postal Services Agency is
engaged in this business, the Agency will be subject to the relevant
provisions of the Insurance Business Law.

3 MPT will, at the time of inviting consignors, announce the
selection criteria, and at the time of selecting consignors, will treat
domestic and foreign insurance providers on a non-discriminatory
basis. MPT confirms that in response to requests from private
insurance companies, it will meet with those companies to explain
the selection criteriato be utilized when choosing a private sector
underwriter to be a consignor.

d. MPT reaffirms the contents of paragraphs 1V (4)b and VI of the Measures
by the Government of the United States and the Government of Japan
Regarding Insurance of October 1994.

e MPT confirms that, in response to requests from private interested parties,
including foreign insurance providers, it will meet with those partiesto
explain matters regarding the formulation of proposals to seek from the
Diet an amendment to the law to expand, or change, Kampo products.

ENERGY

Energy Sector Restructuring: The Government of Japan and the Government of the
United States exchanged views on Japanese Government plans for energy sector
deregulation, as well as the ongoing restructuring of this sector in the United States, and
both sides shared the view that the goal of deregulation in the energy sector isthe
introduction of a more competitive market, which would lead to a more efficient, rational
and less expensive supply of energy. The two sides also shared the view that in
implementing deregulation in this sector, the two governments should be mindful of its
potential effects on public welfare, energy security, and the environment. Based on
these shared views, the Government of Japan has taken and will take a series of
deregulatory measures in the energy sector.

Electricity Sector: Regarding deregulation in the electricity sector, liberalization of

retail supply of electricity to extra high-voltage customers was implemented on March 21,
2000, in accordance with the revised Electric Utility Industry Law. To ensure fair and
effective competition in the liberalized retail market, the Government of Japan has taken
and will take the following measures:

1 After January 2001, the Policy Planning Division of Electricity and Gas
Department at the Ministry of International Trade and Industry (MITI) will be
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responsible for policy making, while the Electricity Market Division will be
responsible for regulation (titles of the divisions are tentative). MITI will
implement and enforce rules, regulations and guidelines regarding the newly
deregulated electricity market by assigning personnel as appropriate.

MITI and the Japan Fair Trade Commission (JFTC) will implement and enforce
Guidelines on Fair Electricity Transactions that MITI and JFTC jointly
established and publicly announced in December 1999 and will expand or clarify,
as appropriate, the joint Guidelines, as further experience is gained as to types of
activities that may give rise to competition problems.

MITI will implement and enforce administrative rules on transmission rate
calculations, fair, transparent and non-discriminatory access to transmission lines,
and other terms and conditions which were established and publicly announced
by MITI in December 1999, including reviewing transmission tariffs to be
submitted by the electric utility companies hereafter and issuing change orders if
they are not drawn up in accordance with the related administrative rules and
regulations.

MITI will implement Guidelines on Information Disclosure on Electricity Tariffs,
which were established by MITI in December 1999, in order to make clear
information that both MITI and utilities are required to publicly provide,
including information regarding transmission tariffs.

MITI will address complaints that are brought to MITI pertaining to the newly
deregulated electricity market in afair and impartial manner based on the
Guidelines on the Settlement of Disputes and its related rules developed by MITI
in December 1999 and post to the MITI website issues brought to MITI for
dispute resolution.

The Government of Japan submitted a bill to the Diet, passed on May 12, 2000,
that repealed section 21 of the Antimonopoly Act (AMA), thereby eliminating the
antimonopoly exemption for the electricity and other sectors.

JFTC will devote sufficient resources for effective and continuous monitoring of
implementation of deregulation in the electricity and gas sectors and will actively
promote additional procompetitive regulatory reforms.

MITI will review the results of the liberalization of retail electricity supply to
extra high-voltage customers, roughly three years after the start of the new system.

Gas Sector:  Regarding deregulation in the gas sector, the scope of liberalization of
retail supply of gasto large-scale customers was expanded on November 19, 1999, in
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VI.

accordance with the revised Gas Utility Industry Law. To create a competitive gas
market, the Government of Japan has taken and will take the following measures:

1.

The Government of Japan submitted a bill to the Diet, passed on May 12, 2000,
that repealed section 21 of the AMA, thereby eliminating the antimonopoly
exemption for the gas and other sectors.

A regulatory framework for fair, transparent and non-discriminatory access to the
existing utility-owned gas pipelines was established.

MITI drew up Guidelines on the Settlement of Disputes on March 23, 2000.
MITI and JFTC jointly established Guidelines on Fair Gas Transactions on March
23, 2000.

MITI will develop methodology for the calculation of fair, transparent and non-
discriminatory transmission rates in a transparent manner.

MITI will review the results of regulatory reformsin the gas sector roughly three
years after the revised Gas Utility Industry Law takes effect.

DISTRIBUTION

Customs/Import Processing

1.

The Government of Japan has taken a number of steps to reduce costs of and to
expedite import processing of goods in Japan, including:

a Raising the ceiling for the number of declarations for customs clearance
outside of regular working hours that can be cleared in one hour from 20
to 60, whereby high volume importers were able to significantly reduce
their overtime expenses.

b. Introducing in October 1999, along with Japan Maritime Safety Agency
and other related regional seaport authorities, acommon electronic format
for entry/exit reports for vessels.

C. Upgrading Sea-NACCS (N