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The Foreign Chambers in Japan (FCIJ) has been conducting Business Confidence surveys online twice a
year since 2002 among foreign-affiliated companies in Japan. The ninth survey was conducted between
April 17 and 28 and received 426 valid responses.

The optimistic mood in the Japanese economy was reflected in this survey. On a scale from -2 (strong
decline) to +2 (strong improvement), this survey’s forecast on the Japanese economy for the next six
months had an overall index of +1.09 (compared to +0.81 in the October 2005 survey) and an even higher
index for the next 12 months, +1.12 (+0.96. October 2005).

Regarding their own performance, the companies reported and forecasted for the next six months further
gains in sales and profitability, where the indices rose an average of 15%. The finance industry especially
has improved its business results and expects to do so even further in the coming six months.

Concerning the strategies of the foreign-affiliated companies in Japan, they continue to see Japan as a
market with room to expand — 82% looking for further growth (79% in October 2005) and 14% expecting to
sustain their current level. Only 2% reported that they plan to downsize and 1% are considering withdrawing
from the market.

The survey also asked the respondents to give their estimate on the yen/USD exchange rate and the Nikkei
index in six months’ time. The averages in the estimates were 114.7 for the exchange rate and 18,090 for
the stock index. This time the survey also included a question on whether the companies have or are going
to hire new graduates this year. Forty percent reported that they are hiring, of which 30% did not hire last
year. Five percent had hired last year, but are not planning to hire this year. Of companies with more than
500 employees, 82% reported that they have hired or will hire this year, compared to 76% last year.

The next survey will be conducted in October 2006.
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Questions
1.1. Japan's economic situation (next 6 months) _
1.2. Japan's economic situation (next 12 months) ) % % KL —
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.1. Sales during the past 6 months ). " =
2.2. Sales during the next 6 months #) | KB [ ]
3.1. Profitability during the past 6 months )% ! KB []
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4. Reasons behind changes The index makes it posglble to compare results
_ _ from consecutive surveys and to create graphs
5. Strategies in Japan on how the sentiments change over time.
6. Nikkei index in 6 months
L
7. Yen/USD exchange rate in 6 months ]
o _ _________\/_/( | % ! %
8.  Hiring new graduates this year I S
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1.1. Japan's economic situation for the next 6 months
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1.1. Japan's economic situation for the next 6 months (2)
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1.2. Japan's economic situation for the next 12 months
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1.2. Japan's economic situation for the next 12 months (2)
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2.1. Sales during the past 6 months
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2.1. Sales during the past 6 months (2)
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2.2. Sales during the next 6 months
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2.2. Sales during the next 6 months (2)
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3.1. Profitability during the past 6 months
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3.1. Profitability during the past 6 months (2)
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3.2. Profitability during the next 6 months
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3.2. Profitability during the next 6 months (2)
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A Comparison (1)

= & =SalesForecast (6 months)
=fl— Sales Result (past 6 months)
=== ECconomy next 6 months
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Conclusions:
(1) The companies’ views on the economy and their sales forecasts go hand-in-hand.

(2) The sales result during the past 6 months was very close to the forecast 6 months ago.




A Comparison (2)
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Conclusions:
(1) Changes in profitability are smaller than changes in sales and views on economy.

(2)

The forecast on profitability was very close to the reported result (0.79 vs. 0.72).




A Comparison (3)
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4. Reasons behind the changes in business performance
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4. Reasons behind the changes — comments (2)
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5. Strategies in Japan
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5. Strategies in Japan - Comments
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5. Strategies in Japan — Comments (2)
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6. Nikkel index In six months time?
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7. The Yen/US dollar rate in 6 months time?
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8. Have you or are you going to hire new graduates this year?
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8. Have you or are you going to hire new graduates this year? (2)
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General Verbal Comments

Il

8 7 /12 9

Obsolete infrastructure in the major financial exchanges pose a risk to our business strategy.

Need more pressure on the Japanese government to create an environment that will support easier

access to capital for small- and medium-sized firms (i.e. more incentives for investment in terms of tax
breaks).

Wish to learn more about the US trade deficit and impact with Japan/China

Compliance to 2005 Pharmaceutical Affairs Law (PAL) is difficult & costly. Changes make regulatory
approval of medical products more difficult, time-consuming, and expensive than ever before.

Can still expand a lot; however, a lack of skilled bilingual people available in the market to meet the
demands of the client requests limits the growth somewhat. General outlook is bright and

strong. Competition will however force up prices of wages and this is not good. Likewise — a rise in the C-
Tax is not welcome at this stage.

No regulatory problems. No trade barriers

Lack of viewer ratings for all pay TV channels has been a barrier to increasing advertising sales revenue.

However, the digitalization of the cable industry has opened up new opportunities for additional channels,
including high-definition services.

Lack of one place/website location for listing all conferences, business, academic and government, in each
major Japan venue/city each year in time for call for papers or call for exhibits. (Having such a website)
would save many 100s of hours looking up hundreds of individual industry and discipline of knowledge
group listings.




General Verbal Comments (2)
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Once FDA or MHLW have approved medical devices or pharmaceutical drugs in each country, mutual
approval should be applied to expedite introduction of products to each country in three months. EU nations
should also be subject to this global harmonization.

Need to stay focused on continuing to advocate needed reforms going forward. As Japan continues to see
positive economic recovery, the tendency to back-paddle on reforms will grow stronger. Some of this has
already started.

Big issue for medical companies is Yakka price declines combined with long timescales and costly processes
to bring new products to market.

No global harmonization in a real sense; US government needs to strongly raise those issues for better.
(The Chamber) extremely useful as it provides us with valuable information and opportunities to expand our
human network.

Regulatory problems is really critical issue for many years.

Pricing system for pharmaceuticals needs improvement; clinical trial environment needs improvement
Not yet, but privatization of Japan Post may result in unfair advantages for them.

Biggest competitors for worldwide business are located in Japan.

The usual problems such as employees, market entrance, quality issues and decreasing margins....

Too many regulations, too long time to get approval from Japanese authorities




General Verbal Comments (3)

FSA is getting increasingly difficult with regard to the extent of regulation, which, sometimes goes beyond
necessity.

Definitely the Japanese Domestic Railway Industry is quite closed with very little penetration from any foreign
company.

Anything you can do to bring industry sectors together in smaller forums to share issues, opportunities etc.
Example - telecom, financial fervices, IT etc. Simple events such as lunches (we can all pay our own
way....) Making industry contacts and understanding how we can help each other would be a big step forward.

Few problems; we continue to observe that foreign money managers are welcomed by Japanese investors and
intermediaries for their expertise, experience in home markets and solutions to new problems. Japanese are
naturally curious and anxious to learn, but of course doing the actual deal requires enormous perseverance
and patience. The job rotation system at counter parts with whom a good 2-3 year relationship has been built,
remains a big obstacle in building our business.

Increased competition from China (serious price pressure) — stricter pharma regulations

The agreement that governs our business is more than 50 years old, which means that several clauses are
outdated Q especially regarding pricing and distribution.

The new pharmaceutical and medical devices law creates tremendous problems for the entire industry.
No difficulties encountered except to recruit suitable people.

The new PAL (Pharmaceutical Affairs Law) has increased the data required to get approval, especially for
medical device




Summary

Economy in the next 6 months: continued improvement expected

The views on the economic outlook in Japan for the next 6 months represents a
significantly higher growth forecast than in the previous survey (October 2005) — the
index is now +1.09 compared to +0.82 in the Fall survey. Eighty-eight percent expect
strong or some improvement while the rest expect no change.
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Economy in the next 12 months: even stronger growth in the longer term

The index for the next 12 months is +1.12 (compared to +0.95 in the previous survey),
l.e. the growth estimate is even more positive in the longer term.

Here, the North Americans (+1.16) see the economic development slightly more
favorably than the Europeans (+1.09).

By type of business, the finance sector (+1.34, the highest figure ever recorded in this
survey) was again most optimistic. The service sector was least optimistic (+1.05).




Summary (2)

Sales Performance

Past 6 months...

Index for the October 2005 survey was +0.68, while this survey indicates +0.86, i.e.
showing a fairly strong growth of sales.

The European affiliates reported a better sales performance (+0.89) than the North
Americans (+0.82).

By sector, the best increase in sales comes from finance (+0.98) and service (+0.94).
Manufacturing reported the lowest increase at +0.79.

Next 6 months...

Looking ahead, respondents continue to forecast further improvement in sales, with an
index of +1.07, compared to +0.94 in the Fall survey. Only 4% expect some decline, and
none strong decline.

The North American affiliates forecast a stronger improvement (+1.15) than the
Europeans (+1.00).

By sector, there was a range from finance at +1.20 to manufacturing at +1.00




Summary (3)

Profitability, the past 6 months...
Also the profitability forecast improved from the previous survey (+0.72 vs. +0.53).

North American and * affiliates % almost the same performance (+0.73 vs.
+0.71).

By sector, finance had best improvement with +1.02, with manufacturing trailing at +0.41.

And the coming six months?

Profitability is expected to improve at a better rate than in the Fall survey (now +0.91 vs. +0.79

in the Fall); 74% of the respondents forecast strong or some improvement in profitability; only
6% some decline.

North American affiliates (+1.01) are more positive than Europeans (+0.82).

By sector, finance predicts the strongest growth (+1.28). Manufacturing reports the slowest
growth (+0.77).




Summary (4)
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Strategies in Japan

Respondents continue to see Japan as a market with room to expand —
82% looking for further growth (79% in the Fall survey) and 14% expecting
to sustain their current level. Only 2% reported that they plan to downsize
and 1% is considering withdrawing from the market.




Commentary by Dr. Willlam Schrade
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Commentary by Dr. Willlam Schrade (2)
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