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Declaration of Commitment to Development of an Eco-Oriented Nation
Proposdsfor environmentaly oriented business management and environmenta businesses
(Compiled from the Interim Report of the Industry & Environment Subcommittee of the Environmental Committes,
Industrid Structure Council)

Introduction

Faced with the ever-worsening environmenta problems of globa warming, resource depletion and waste disposdl, the issue of how to
pursuethedua godsof environmenta protection and industriad devel opment and devel op asugtai nable economy hasbecome ameatter of
extreme importance. At the same time, alarge proportion of these environmenta problems stem from indudtria activities. As a reault,
corporate management is under pressure to make grester efforts for environmental protection. Recent years have seen an incressing
number of private companies making their own effortstowards environmenta preservation asevidenced by theincreasein acquisitions of
19014001 certification, the advancement of information disclosure through environmentd reports, the growing trend towards setting
voluntary environmentd targets and the greater provison of environmentally sound products and services. The current trend towards
voluntary environmental management by private industry is fundamentaly different from the reectionary environmental activities of the
1960s and 1970s, which were largely performed in response to the Basic Law for Environmenta Pollution Control passed by the so-
cdled anti-Pollution Diet in 1970. Thisisindicative of the increasing number of companies which practice sustainable management and
€00-CONSCious management as ameans for generating profit, and which consider environmentd efforts as crucid to the development of
competitivenessand new businesses.

In order to promote voluntary environmenta management and the establishment of environmenta businesses in the market, it is
essentid to firgt develop an environmentdly oriented market, one that can support cregtive business models as well as obtain the
cooperation of citizens, consumersand publicadminigtration..

Inlight of these circumstances, anew committee was formed to examine the directions our economy should takein order to become
an eco-oriented economy. Named the Industry & Environment Subcommittee, the new committee was established in October 2002
under the Environmenta Group of the Industrid Structure Council. Thisreport isbased upon thefindings of the Subcommittee.

Chapter 1. Higtory of industria environmenta problems
1. Higtory of industria environmenta problems

During the 1960s and 1970s, the problem of pollution becamewidely recognized in Japan. The pollution at thistimelargely semmed
fromindustrid activities, and variouslaws and regul ationswere executed in an effort to curb this. During the 1980sand thefirst half of the
1990s, globd environmentd problemssuch asgloba warming, the depl etion of the ozonelayer and the disposal of waste becometopics
of concern. The period was aso marked by increasing awareness of the dangers of hazardous chemicals. Many of these problemsarose
not only fromindustrid activitiesbut aso from the day-to-day activitiesof ordinary citizens. Unlikeindustrid pollution, thenew problems
semmed from dl eementsof society and affected the entire nation. The second half of the 1990swas characterized byan incressing
awareness of thefundamental problems of economic systemsbased on mass production, mass consumption and massdisposdal.
2. Higtory of environmenta policy

Environmenta policy has progressedaong with the changesin environmenta issuesand conditions. Over the years, the government
has mede effortsto aleviate environmenta problemsthrough preparation of lega systemsand industrid support. During thelate 1960sto
early 1970s, the government enacted various pollution control laws such asthe Clean Air Law (1968) and the Clean Weter Law (1970) in
an effort toincorporate environmental srategiesinto theindudtria sector. Furthermore, in order to help industries achieve better
environmenta performance, the government supported implementati on of end-of-pi petechnol ogies such asdesul furization and
denitration, and provided facility investment support. During thefirst half of the 1990s, amid the surgein public concernwiththe
environment, the government enacted the Basic Environment Law (él993), and promoted voluntary environmenta effortsby corporations



through the Action Program to Arrest Globa Warming (1990) and Law for the Promation of Utilization of Recycled Resources (1991).
Gregter support wasa so extended to technica production facilitieswith the passing of the Energy Saving and Recycling Support Law in
1993.

Inthe second half of the 1990s, variousrecycling lawswere executed based on the Basic Law for Establishing aRecycling-Based
Socigty. Systemized resource saving and recycling measureswere d so promoted through the “ Eco-Town” system. Inan effort to combat
globa warming, the Energy Saving Law wasreviewed in 1997 and the“ Top Runner System” wasimplemented. The Top Runner
systemn requires manufacturersto improve the energy performanceof their productseach year sothat the average productsof tomorrow
exceed the performance of today’ svery best “top runner” product. Itisanided environmenta system that fostersingenuity and cregtivity
in manufecturers. Under the PRTRsystem, st forth in the Law Concerning Reporting, etc of Releasesto the Environment of Specific
Chemica Substances and Promoting Improvementsin their Management, companies arerequired to provide dataon releesesand
transfersof specific chemica substances.

Furthermore, the government established a Green Purchasing Law in 2000, which hel ped to support producers by promoting the
demandfor green products. Asillustrated by these examples, the government hasimplemented various methodsto ded with
environmenta problems, including establishment of new laws, provision of economic assistance, and mandatory datadisclosure.

3. Deve opment of environmental management

Inaccordance with the above changesin environmenta problemsand palicies, theefforts of companiestowardsenvironmental
problemshaveaso been developing. In the 1960s and 1970s, new regulaions were established requiring companiesto invest in anti-
pollution strategies. The new regulaions did not include any incentivesfor companiesto recover their increased cogts, and companies of
thetimeresponded in areactionary manner to the new requirements. From the 1980sto thefirst half of the 1990s, the notion that
environmenta problemshaveanegative effect on corporate management cameto berecognized. Asaresult, companiesbeganto
developtheir own voluntary environmenta srategies, based on the concept that preventive methodsarefinancialy beneficid inthelong
run. In 1991 the Japan Federation of Economic Organi zations became one of thefirgt in theworld to establish an Earth Environmenta
Charter, and pledged to helpitsmember companiesin their voluntary environmenta preservation activities. Thisevent added agreat dedl
of momentum to theenvironmenta effortsof the nation’ sindustries. The type of environmenta management carried out by the mgority
of companiesat thetime, however, wasdtill closer to rel uctant acceptance of mandatory regulationsthan aproactive effort.

Thesecond half of the 1990s saw asignificant increasein the number of companiesacquiring 1S014001 certification, releesing
environmenta reports, and setting their own voluntary targets, aswell asmany examplesof voluntary practice of environmental
management throughout entire corporate groupsin preparation for export and sdesin marketswith ahigh level of environmenta
awareness, such asthe EU. With the practi ceof environmental management becoming the norm rather than theexceptioninthelate
1990s, companieswithout strong environmenta strategiesfound it increasingly difficult to compete.

4. Expansgion of themarket for environmental businesses

Thenation’ smarket for environmenta businessesiscurrently estimated to bein theorder of 48trillion yen. Thisisexpected to expand
further to reach 67 trillionyen by 2010. Environmenta businesses currently provide employment for 1.36 million people. Thisisexpected
to expand to 1.7 million by 2010.



Chapter 2. Points at issue regarding eco-conscious economic devel opment
1. Environmentd and market isues

< Perectives of corporate activitiesand environmental problems>

Increasing severity of global environmental problems
(Globa warming, waste, recycling chemical substance management)

Governmental environmental Increasing environmental Greening of
regulations awareness of market stakeholderg oversess markets
< L

Increasing dobalization of )::>|Shift towardsenvironmental management unavoidable k:l Increasing
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; Difficult to recover increased costs through market
Increase in corporate value True value of environmental efforts cannot be
Creation of environmental businesses assesses properly due to insufficient
communication with stakeholders

Environmental standards not consistent with

Provision of new products and services

Increase in competition through environmental those of international market
performance Social systems hinder crossdisciple
collaborations and entry into new fields
Increase in efficiency through environmental Difficult to adopt environmental management du
\ management _/ to difficulty in securing personnel, finance, €c, /
r

Management and socioeconomic systems need to be redeveloped in order to minimize
risks while maximizing opportunities associated with environmental management

(1) Environmental regulations— risk or opportunity?

Intoday’ sworld, companiesare subject to awide range of demands and regulations concerning environmenta meatters, indluding
increasing socid concern with the environment, tightening of national environmenta laws anda rise of the notion of environmental
preservation asacorporate socia responsbility. Accordingly, thebusinessmanagement policiesof each company vary considerably
depending onwhether they view such demandsand regul ations asabusiness opportunity or asanobstruction. It goeswithout saying that
intheinternational marketplace, companiesareforced to competein awiderange of fidds, not only environmenta matters. Inview of
such circumstances, thereisastrong need for theimplementation of regul atory systemsthet allow corporate environmenta effortsto be
evd uated under fair and competitive conditionsand that promote voluntary environmentd efforts asameansto gain acompetitiveedge
within the market.

Concerning this maiter, the following opinion was raised within the Committee: “ Although the internationa marketplaceis not exactly
fairinthat companies environmentd effortsarenot fully gppreciated, companies are compensating for the differencewith technology
and know-how.”

(2) Environmenta costs

Companies face additiona costs when carrying out environmenta strategies. In the course of pursuing eco-conscious economic
activities, thequestion of how to treat such additiona costsisatopic of considerable debate. In connection with this, committee members
voiced avariety of opinions, namely: “ Thenotion of having society 7asawholebear the cogts of environmental preservation, asispopular



in Europe, isworth considering, but would requireanationa consensus. Although thiswould mean that companies and consumerswould

shareenvironmental cogtsa acertainraio.” “Inview of theheavy burden of environmental costson small- and medium-sized companies,
tax and subsidiary systemsshould bedevdopedtohelpdleviatethis” “ Therearevarious argumentsasto who should bear environmenta
cogts, but when you think about it, companies have the strongest potentid to reduce such costs. Japanese companiesin particular can be
counted ontodothis, asfinding waysto cut costsisoneof their strong points.”

(3) Supply and demand in the marketplace

It is often claimed that the current market provides little opportunity for consumers or citizens to evaduete or gppreciate the eco-
conscious products or activities of companies. Regarding this metter, a number of committee members have recommended the cregtion
of more opportunities for environmenta education, citing the low leve of environmental awareness among consumers and the lack of

information disclosureby companies.

(4) Corporate management and environmenta Strategies

Regarding the relationship between corporate management and environmenta Strategies, the view that companies should emphasize
economic factors while carrying out their socia responsibilities is the most common. Regarding this maiter, the Committee maintains a
number of views, namdly: “Although companies should actively ded with environmental matters, treating such as a socid issue and
acting asamember of society, in the case of joint-stock companies, they should carry out environmental measures only to the extent that
they satisfy the interests of shareholders, as excessive environmenta strategies may cause shareholder oppostion.” “The environmental
cogtsto beborneby companiesassocid costsshoul d be determined by the public and vary according to thedegree of public concern.”

2. Unification of environmentd regulations and sandardsin domestic and oversees markets

One outcome of the increased globa activities of the nation’s corporations is that environmenta activities carried out in an effort to
improve competitiveness in overseas markets can sarve to both help and hinder a company’s competitiveness in domestic markets.
Consequently, intheinterests of fair market competition, the standardization of domestic and internationa environmenta regulationsand
theegtablishment of internationa standardsisessential.

Concerning thismaiter, the Committee put forth anumber of views, namely:“In the EU market, domesticaly manufactured products
are subject to the EEE directiveand the Rohsdirective under agovernment-initiated go-green policy. Although thishashelped toimprove
the competitiveness of productsin oversees markets, it has dso served to make the products less competitive in domestic markets where
environmental performanceislessof anissue. Infact, domestic products are facing tiff price competition from imported products, which
iscompletdy unfair.” “It isimportant thet the Japanese market becomes aleading-product market in the interests of securing internationa
competitiveness” “It is doubtful that the greening of markets of advanced nationswill bring about avirtuous circlein their relaionships
with developing countries.”

3. Pointsat issue concerning government environmental legidation and economic gpproaches
(1) Environmenta regulationsand voluntary efforts of companies

Another mgjor point in question is whether the government should establish and enforce strict environmenta regulations or merely
support the voluntary environmentd activities of companies, in its pursit of environmenta preservation. Thisissue deserves particular
condderation, especidly in today’s market where the voluntary environmentd activities of many companies are not dways given their
goproprigteweight in the principle of the market mechanism.

Regarding this matter, the Committee voiced anumber of views, namdy:“ The fundamenta purpose of environmenta regulationsis
to protect the environment. The setting of stringent environmenta regulationsisaso agood thing asit will force companiesto developthe
technology to reach the targets, increasing their technologica p%owess and competitiveness in the process” “New environmenta



regulations should be consarvative; in fact they should function to enhance the voluntary environmenta efforts areaedy being performed
by companies.” * Regulations shoul d be combined and bal anced with the vol untary environmental activitiesof companies.”

(2) Review of current administration of environmenta regulations

Under the current regulations of nationd government and local authorities concerning air pollution, water quaity and waste, etc., the
ultimate responsibility for the activities of private industry remains with the government, as such activities are carried out under
government approva. Accordingly, the question of the degree to which the government should be involved in corporate ectivitiesas a
topic of congderable debate, especidly in view of the current climate of widespread voluntary environmenta activities and the trend
towards eco-conscious economic development. Regarding this matter, the Committee voiced a number of views, namdy: “Current
environmenta regulations should be relaxed, rationalized and coordinated in order to stimulate the cregtion of innovative businesses that
embrace the principle of saf-responsibility.” “Regulations should be reviewed as they serve as a barrier, hindering the development of
new environmenta businesses.” “The government should consider streamlining the authorization procedures of locd authoritiesin line
with the movement towards information disclosure.” “Weshould consder thevoluntary agreement system used in Europe as amethod

for promoting independencein industry.”

(3) Review of economic measuresby the government

In order to cover cogts arising from environmental measures and establishment of conditions for free competition in the marketplace,
the government utilizes economic measures such as subsidies and tax systems as part of its environmenta policy. Ancther significant
point in question regarding environmenta policy isthe diversification of economic measures. Regarding this maiter, the committee holds
two principd views, namdy, that the government should do more to support the environmentd activities of smal and medium-sized
companiesthrough financia aid, and that it should promote expansion of green purchasing and setting of high environmental targets(i.e,
higher than those set under subsidy systems, which are gpt to hinder free competition) in companiesthat dready carry out environmenta
activitiesaspart of their busnessstrategy.

4. Pointsat issueregarding environmenta technology systems

Thetask of finding economicaly viable solutionsto environmental problemswill require the application of new technologiesthat can
reduce the environmental impact of products and their manufacturing processes. At the sametime, however, there remain a number of
issues that must be resolved before the fruits of environmenta technology can be transformed into viable businesses or even begin to
contribute to environmenta presarvation. Accordingly, the support of the national government, regiona authorities and researchers is
essentid. Inaddition, environmenta technology isan objective-based technology, that is, atechnology thet aimsto preserve and improve
the environment for the good of society. Furthermore, it is across-disciplinary science involving awide range of fields, such as materids
technology and biotechnology. In view of these circumstances, gepsshould betaken to devel op across-disciplinary network of expertsso
as to provide the opportunity for collaborative efforts thet will lead to the development of new technologies. Moreover, the transfer of
some of the nation’ s advanced environmenta technol ogies such as energy-saving technology isan important example of the application
of environmenta technology.



Chapter 3. Current state and i ssues surrounding company management with environmenta and economic gods
1. The advancement of corporate environmenta activities- from production processto product & businessmanagement
(1) Advancement of voluntary environmental management
(i) Trendsindomestic and internationa environmenta management
The 1990s were marked by proposds from both domestic and internationa business circles for companies to make active efforts
towards sugtainabl e devel opment and the crestion of internationd standardsfor environmental management systemssuch asthel SO1400
series. Furthermore, recent years have a so seen trendstowards the establishment of standardsfor corporate socia responghility.

< Development of environmental management >

Thefirg indication of resolute corporate efforts towards sustainable devel opment occurred in 1991 when the Internationa Chamber of
Commercerdeasad its” Indugtrid Charter for Sustainable Development.” The rdease of thisreport helped sat the stage for tightening of
sandards for environmental management at the Rio Summit in 1992 and the Johannesburg Summit in 2002 and prompted the
development of environmenta management standards by the 1SO. The Japan Federation of Economic Organizations aso released the
world sfirg Earth Environment Charter.

Furthermore, recent years have seen atrend towards establishment and unification of standardsfor not only environmental mattersbut
corporate socid responshility management systems as wel. The 1SO has darted to examine the need to establish standards for
Corporate Socid Responsibility (CSR) and adraft proposd for the adoption of acommon st of CSR regulaionsfor the entire EU was
released.

(i) Diffusion of environmental management sysems
Environmental management is practiced widdly in Japan, as evidenced by the world's largest number of corporate registrations for
19014001 examination. Furthermore, there has been a substantiad increase in the number of regiond authorities and other public
administration bodiesmaking effortsto attain | SO14001 certification.

Number of regigtrationsfor 1S014001 examinations
(12,274 regigrationsasof May 31,2003)
Source IS Ervironmenial Senderds Deliberation Committee Seoretariat
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(iiif) Theadvancement of environmenta governance
Recent years have seen a reinforcement of systems for improving corporate governance of environmenta management systems,
induding improved company auditing systems and strengthening of relationships with stakeholders (employees, suppliers, consumers,
NGO:s, etc.) and a broadening of the scope of corporate responsibility to include socid and environmenta factors that take into account
corporate ethicsand long-term corporate profit.

(iv)Advancement of environmenta accounting
Environmental accounting is a system of accounting that quantifies the environmenta activities of a company so as to provide
information for internal decison-making in much the same way asin manageria accounting. The Ministry of the Environment and the
Minidry of the Economy, Trade and Industry advocate the spread of environmental accounting in their guidebook Environmenta
accounting has found favor with numerous companies, many of whom have used the systlem to improve yidd on raw materids and
reduce wagte trestment costs.

(v) Offering incentivesto employeeswho contributeto environmental management
Recently, we have seenincreased useof incentive systemsto reward employeeswho show exceptiond performancein environmenta
management. Many companiesimplement environmental incentive systems by adding environmenta festuresto their in-house award
sysems.

Totd world regisraions 36, 765
(Reggared with 1S0 as of Dec. 31, 2001)
4% (Source)d S Webste



< Exampledf application of environmental management in performanceevaluations>

Sncethefirg hdf of fiscal 2000, the home gppliance manufacturer “Company S’ has used environmentd adtivities as a messure of
business paformancein its domestic production divisons. Environmental metters account for 10% of items evaluated by the compeny.
Points acquired for environmenta performance are added to points acquired in other fidlds, and are taken into account when determining
bonuspayouts of section chiefsor managersof higher rank.

Environmenta performance evauations consist of “green product evauations” which meesure efforts and achievements related to
the development of green products and “green factory evauations” which meeaure efforts and achievements rdated to reducing the
impact of the production Steonthelocd and globd environment.

Itemsevauated in FY 2002

Items evauated Detailed destription
1.GPachievemantratio Number of certified GPs (Points given according to number of
Green Products new GPsrdeased for e
(GP) 2. Sed acqisiion ratio Number of products with G sedl on sde  (Points given
acoording to number of cartified GPs)
3.C0O2 Reductionraio Points given for degree of achievement of emisson reduction
tergets
Green Fectory 4Zeroemissonreductionratio | Pointsgiven for degree of achievement of plan for reduction of
(GPH landfill amournt.
5.Chemicd subgtance Points given for degree of achievement of plan for reduction of
management spedified chemicds under PRTR law.

Certified GPs/ Producsincompliancewith sdandardsse forthinthe Green Products Guiddine

G seal products/ Productstha conformwith the Green Sed Certification Standards (In-house ganderd for cartifying
green products with particularly high performance in energy and resource saving.) Products that
mext these dandards are marked with the officid Green Sedl

Final adjustment/ Evduaionsmadeforoverdl efortstowards compliance, CO2 reductions, and prevention of weste
and reduction of emissons, &c.

Note: Thenumber of itemseva uated, their rdaiveimportance and year-on-year performance advancement arereviewed eech year.

(2) Advancement of eco-conscious productsand services

(i) Useof LCA, DfE

Inorder to promotethe devel opment of eco-conscious products, many companies make use of amethod called Design for Environment
(DfE), with some even producing their own DfE guidelines. When designing aproduct under the under the DfE system, companies
follow apre-determined sat of rulesdesigned to promote energy saving, reduce use of harmful chemicasand incresse useof used parts
and recycled materias. Also, more companiesare using the Life Cycle Assessment (L CA) method in the design and manufacture of eco-
conscious products. Under this system, companies design productswith low environmenta impact following andysis of the potentid
environmenta impact of the product throughout itsentirelife cycle, from procurement of raw materiasto disposd. Sandardsfor life
cycleassessments have been established under the | SO1400 series. Furthermore, in 1998, the government initiated a5-year nationd
project to prepareinventory datato be used for life cycle assessments and eva uation of environmenta impact. Prompted by this project,
many companiesa o now disclosetheresultsof suchlife cycle assessmentsin annua environmentd reports.

(i) Environmental efficiency

Environmentd efficiency isthe measurement of product improvement and service efficiency againgt environmenta impect. Itis
determined by performing arel ative comparison of environmenta impact and theva ue of the product or service (e.g., product sdes/
environmenta impact). The method wasfirst put forward by theWuppertd [ngtitute of Germany in the early 1990s, andiscurrently being
examined by various OECD governments. Being relatively easy to grasp, many businesscirclesin Jgpan have showed interest the
concept of environmenta efficiency. Many companies now release dataon environmenta efficiency intheir environmenta reports, using
their own methods of calculation.



(iii) Environmental JS
The Jgpanese Indudtrid Standards Commiittee etablished its “Action Program to Promote Environmentd S’ in April 2002. The
program callsfor the establishment of 200 categories of environmental standardsby April 2003.

(3) Thedevel opment of greener production processes

Prompted by the bitter experiences undergone during the oil shocksinthe 1970s, Japaneseindustries have made greet sridesin
implementing energy-saving technologies, especidly in high energy-consumption industries. More recently, an incressing number of
companies have been implementing energy-saving technol ogiesinto production processes such asassembly sysemsand reducing the
environmental impact of such processesby reducing waste generation, thereby contributing to improvement in management efficiency.
Furthermore, there has been an upsurge inthenumber of companiesthat have realized zero-emission and which contributeto the
recyding of industrid waste.

(4) Advancement of corporatetie-upsbetween differentindustries

With thetrend towards atightening of environmental management, many companiesare expanding their effortsfor environmental
procurement within the supply chain.When evaluating the quaitiesof apotential supplier, many companiesnow includeenvironmental
soundnessasan important matter for consideration alongside the more conventiona factorsof quality, cost, ddivery timeframeand
financid strength, with someestablishing their own green purchasing Sandardsand guidelines. In order toimprovetheoverdl
environmenta performance of the supply chain, many companiesare stepping up their effortsto form partnershipswith different
indugtries, especialy thosewith small and medium-sized suppliers, whose cooperationisessentid inorder to redizean overdl
improvement. Such effortsare not only restricted to the supply chain. In the Chubu region some 300 companies havejoined to form the
non-profit organization EPOC in order to carry out collaborative projects, including the devel opment of methods and evaluation systems
for environmenta management, training, and the devel opment of universal systemsfor companiesto disclosethestate of their
environmentd efforts.

< Examplesof collabor ative effortsfor promotion of environmental management >

Deailsof Efforts
Compary M performs group-basad consulting and examingions in preparation for
1014001 | acquistion of 1S014001 catification, dividing its materids suppliers into five or six
group different groups The company has compiled a compliance manud sdting forth the
Promation of e(ayni- adtivities common to each group. The am of the examindions is to establish two
environmental nations environmental manegement systems, one for the dlements common to eech group and
arategiesthroughout another for everything dsein an effart to improve the effidency and economy.
theentiresupply Company F peforms joint ressarch and development with its parts suppliers by
chain hoI(_jing megtings once or twice a month to discuss common themes regarding
Joint R&D environmentd drategies and to presant reports on progress mede in this regard. Under
this sysem, each company is regpongble for its own research and development. The
effort has led to a number of new developments, which have served to srengthen the
overdl compditivenessof eech supplier.
Pra/llsgn o icesb Energy- In FY 2000, Compary E began an energy-saving consultation and diagnods sarvice
Ioonsu ting SVICeshy sving targeting locd indudries. The sarvice enjoys a good reputation. “We now know the
argecor por_anonsto diagnosis | directiontotakein our energy-saving efforts” wasthe comment made by onelocal firm.
local indugtries
Promation of Environ- In the Chubu region ome 300 companies h_we joi_ned t_o forT_n the _nqnprofit
environmental efforts mental | orgenization EPOC in order to cary out (_:olleboralve prqectg induding training, and
by regionally based Partnership | the devdlopment of methods and evauation systems for ermrmmd managemmt
. ) /cLUB and of universdl systems for companies to disdose the sate of ther environmental
indudrial group (EPOC) dfforts
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2. Distlosing datato stakehol ders—the advancement of environmental communications
(1) Effortsto discloseinformation through environmental reports

The Environmental Ministry andthe Ministry of Economy, Trade and Industry have relessed guiddlines advocating the rel ease of
environmentd reports. According to the Environmental Ministry’ sreport on corporate environmenta activities(FY 2002), thetrend
towardsrelease of environmenta datahasbeen increasing throughout al industries, regardless of company size. Based onthe number of
repliesreceived in arecent survey , theMinistry estimatesthat 20% of companiesproducether own environmenta reportsand estimates
that around 1,000 companies released such reportsin FY 2002.

Number of companies producing environmental reports
Number of companies Peroantageof compenies
produding reports produding reports (%)
1000 250
20.0
800 r 1 200
600 1 150
400 1 100
200 | 270 1 50
169 197
O 1 1 1 1 0.0
1997 1998 1999 2000 2001
— Number of companies producing reports
—&— Percentage of companies producing reports
(Source Ervironmental Minigry’ s Examination of Environmentaly-Sound Companies,” FY'2002)

(2) Development of environmenta labels

Theuseof environmentd labeling to provideinformation on the environmenta performance of productsand serviceshasbecome
popular among companiesin recent years. The | SO has established three different categories of standardsfor environmental |abelsthet are
intended asameans of environmenta management. Category | coverslabdsthat are awarded by third partiesin recognition of
achievement of certain standards. Category |1 coverslabelsthat indicate achievement of standards set by the manufacturer. Category 11
coverslabe sthat indicate quantitative environmenta information. In Japan, specid symbolsare used to indicate thetype of
environmenta label concerned. Category 11 |abels provide quantitative environmenta informeation for the entirelifecycle of the product
and aredesigned to dlow the purchaser make up hisgher mind asto the significance of this. The* Eco-Leaf Environmenta Labd,”
operated by the Japan Environmental Management Association for Industry (JEMA) isonesuch Category 111 1abel. Asof November
2002, EMA had registered 41 different productsfrom 14 different companiesin thiscategory.
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< Regigrationsfor Eco-L eaf environmental labe >

Productsregigered on Eco-Ledf (Asaf ne30, 2008)
Totd pointsof regitered Number of compenies
Frodctiype procucts paricipeting
Dry indirect dectrodatic copiers 18 9
Polystyrenechip packing materid 3 3
Dispossblecamaras 18 2
EPand [Jprinters 13 10
Camaag usng siver-tfilm) 3 5
Digjtd printers 4 3
Daaprojectors 0 7
Thamodedric card printers 1 1
Facsmiles 2 8
Water aupply meter boxes 4 3
Communicaion code 0 1
Hot-Water washing toilet seets 0 5
Structurd aggregates 1 1
Ceramic products 0 2
Officedeks 0 3
Digitd cameras 1 7
Lgptop computers 1 1
System Hectric Power 0 3
Dranagecovers 0 1
* “Number of compenies participeting” may indudereplications of the same company (Sourae Website of Jgpen Environmenta Management Assodiationfor Industry)

(3) Sate of environmentd public relaions activities

Many companies are employing avariety of innovative public relations efforts to raise awareness of their environmental preservation
activities, induding efforts to establish relaionships with consumers, use of eco-products as advertisng materids, presentation of green
fectoriesin advertisng materids or environmenta educationd programs, indication of numerical targets, and even release of negetive
informationin an effort to search for solutionswith thehelp of users.

(4) Advancement of environmenta communications
Many companiesnow perform “environmental communications,” thet is, provide environmental seminarsand stageenvironmental

events, etc. for local citizensand/or consumersin an effort to foster appreciation of their own environmenta preservation activities.

< Examplesof company environmental education programs >
The EcoiNico Workshops (nico=gmile)

In 1997, company S, a ditribution company, etablished its Eco-Nico Workshops for children. Origindly held & dorefronts, the
workshops were devisad to awaken interest in the environment through the introduction of products with environmental festures such as

energy-saving and recycledproducts.
In recant years, the workshops have dso been hdd a recyding plantsand parks. In FY' 2001, the compeny held atota of 11 workshops,
attended by atotd of 5,555 children.

Eco-KidsPage

Company T, abrewing compeany, has eablished an* Eco-Kids’ pagefor childrenwithinitswebste The page hasbeen designed to help
children learn about environmenta mattersin afun and lively way, and indudes such menu headings as Woodland recyding factory (The
richesof refuss), Digitd picture card show (Where do dl those used containers go?), and Our green bdance shet.

Environmental Energy Pavilion
In 1998, company T, a gas company, opened its “ Environmental Energy Pavilion!” The pavilion has been especidly

designed to dlow childrento learn about the environment andenergy through fun, hands-on experiences.
The pavilion includes displays and theaters as well as working examples of solar batteries and miscellaneous weate
systemsthat can beoperated andstudied at will. A total of 980,000 peoplevisted thepavilion in FY 2001

15



3. Advancement of stakehol der demandsregarding environmentd activities
(1) Advancement of green purchasing and procurement

Green procurement is the practice of giving priority to environmentally sound products and services during the procurement or
purchasing process. The practice of green purchasing is becoming more widespread among general consumers, businesses and
governmentd organizations. According to the Green Purchasng Survey (No.6) performed by the Green Purchasing Network (a
voluntary organization) in October 2001, 75% of private industry and government offices practice green procurement of office supplies
(stetionary, office supplies, paper, office equipment, uniforms, vehides, etc.), while 38% of companies practice green procurement of
materids (parts, raw materias, wrapping, etc.). The survey dso predicts the trend towards green procurement to gainfurther momentum
in the future. An increasing number of companies are establishing their own standards and guiddines for green procurement when
purchasing products. These guiddines set forth rules concerning the use of chemica substancesin procured parts and raw materids, the
reduction of environmental impact during the processing stage, and the use of raw materialswith low environmental impact. Someeven
demand the establishment of environmenta management systems certified to the 15014001 standard. Furthermore, many home
gopliance and automobile manufacturers are stepping up their effortsto establish environmenta ly sound supply chainsby setting globd
sandards for green procurement. Another trend has been for corporate headquarters to attempt to establish common guiddines
concerning use of chemica substances among its domestic affiliates and to work in cooperation with overseasindusirial organizetionsto
edtablishtheseasgloba standards.

(2) Eco-funds

Recent years have seen the cregtion of a market for eco-funds, which make direct invesments into corporations with an
environmentally sound business performance. This has come about asaresult of theincreasing concern of consumersand investorswith
environmental matters and the advancement of voluntary environmentd efforts by corporations. The practice of socidly responsble
investment (SRI), has a o been gaining momentum in Europe and the United States. Under SR, investors consider socid, environmental
and ethicd factors in addition to financid soundness when making investment decisions. In Japan, securities firms began offering eco-
fundsin August 1999. By June 2002, theeco-fund net asset amount exceeded ¥100 hillion, illustrating the devel opment of adistinct trend
towards green investment.

(3) Environmentd ranking sysems

Thepracticeof using environmenta rankingsto evauateacompany’s environmenta performance ishecoming more widespreed. In
the United States and Europe, anumber of environmental ranking companiesaready exist, and indtitutiona investors often refer to
environmenta rankingswhen making investment decisions. In Japan thetrend towardsthe provision of environmenta informationon
companiesand products has a so taken root, asevidenced by the establishment of anumber of academic socigtiesand privateranking
organizations, and the practi ce of ranking companiesaccording to theresultsof surveyshasbecomewidespread. A typicd exampleisthe
Environmental Management Survey performed by theNihon Keizai Shimbun since 1997.

4. ssues asociated with voluntary environmental management
(1) Strengthening personal and technica support in order to promote environmental management

Theestablishment and operation of ameaningful environmental management system can be aformidabletask for many priveate
industries, especidly if they aresmall or mediumin scale. Furthermore, cases of successful adoption of environmental management
systems cannot dways be replicated in other companies, assuccessful operation often hingeson the degreetowhich asysemis
customized tofit the characterigtics of the company concerned. Accordingly, in order toestablish an independent environmental
management system tailored tothei r company’s needs, companiesmust first strengthen their persona and technica support systems.
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(2) Desgning environmental management systemsto promoteindependence within companies

The effectiveness of globa standard environmental management systems such as those certified under the 1SO14000 series largey
depends on the way the system is adapted to fit in with the characteridtics of the company concerned. Thus, in order to fogter
independence within a company and stimulate the crestion of competitive environmenta  management systems in the marketplace,
companies should be encouraged to take their own crestive approach towards implementation. Government guiddines have played a
significant rolein prompting companies to produceenvironmenta reports and adopt accounting systems. At the sametime, however, this
has occasiondly led to perfunctory efforts, some of which even run counter to the origina objectives of disclosure, that is, accountability
and improvement in managerid efficiency. In order to avoid this Stuation, and in the interests of stimulating competition, it is therefore
important to foster independence within companiesand provide support for corporateenvironmental activities aswell asto foster demand
for green purchasing, etc.

(3) Egtablishing domestic environmenta standards consstent with international standards

Giventheincreasingly globa scope of corporate activities, the establishment of conditionsfor fair competition with overseasindustry
isessntid, asisthe need for internationa environmental standards concerning production processes and product specifications. Much
thought needs to be given to the WTO theme of “ Trade and the Environment,” including evaluation of environmenta factors in the
domestic market. Furthermore, in the interests of presarvation of the globa environment, the government should be promoting
nationwide effortsto establish Japan’s advancedenvironmental and energy technologies asinternationa standards.
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Chapter 4. Current state of environmental businesses and rel ated issues
1. Diversification of environmental businesses

Recent years have seen the emergence of many new environmental business modd's designed to support sustaingble management.
Many of these modd swere deve oped in responseto the environmenta problems associated with our socia economy and include global
warming prevention strategies, waste and recycling strategies, and chemica substance management strategies.

(1) Servicebusinesses

A large number of service business modes have been devel oped. These businesses aim to reduce environmenta impact by creating
businessesthat will provide aneconomicaly viablesolution to theenvironmental problemsof thecompany concerned.

The emergence of energy service companiesis anexample of this. Such companies have made anew business out of specidizingin
energy-saving equipment and provision of performance-guaranteed energy-reduction solutions services, and are currently undergoing
rapid expansion.

(2) New businessesusing exigting production facilities

Although Jepan’s domestic manufacturing industries have been facing toughinternationa competition in recent years, anumber have
managed to carve out a new niche for themsdves in recycding, usng existing production facilities and know-how. Such new recyding
businesses promise to play aleading rolein public-oriented recycling activitiesin the future. An example of thistype of businessis sted!
manufacturerswhich recyclewaste plagtic asfud in blast furnaces, thereby reducing reliance on overseas cod resources.

(3) Cross-indudtry tie-ups

Cross-indugtry tie-ups have become more commonplace in recent years. Such arrangements typicaly involve tie-ups between
companies operding in different industries such as materid suppliers and assemblers, or producers and waste disposers. The benefits of
tie-up businessesindude stability in supply of raw materids and more efficient use of exigting facilities. Such arrangements are expected
to bring about economicbenefits while reducing environmenta impact. Many examples of cross-indudtry tie-ups can be seen ineco-town
busi nesses where companies often join forcesto carry out waste collection, reuse discarded materids, maintain joint facilitiesand perform
joint sdes. The callection of waste paper from such eco-towns by paper manufacturers is another good example. By forming a
cooperdive rdationship with citizen groups for the collection of used paper, paper manufacturers are assured of a stable supply of paper
for recycling whilethe citizen groups achieve green procurement through the purchase of recycled paper.
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< Examples of Busnessesperformed at eco-towns>
Locetion Ovavien Examplesof tie-up busnesses
13 compeanies (peper Wadte paper that ariseswithin the group iscollected by the group and
menufacturers, metd recyded by companieswithin the zero-emission indudtrid park.
processors, dectroplaters, Wadte plastic thet arissswithin the group is callected by the group and
cagters €c,) st up operations reused as blagt furnace fud a another eco-town near the seain Kawasaki.
withinthe park, forminga Theenergy emitted from heating fureces and indneratorsisreused es
Zero-emisson partnershipintheprocess heet energy.
industrial perkin By forming businesstie-ups Incineration ash is reused in cement making.
Kaweseki Eoo-Town with eech other, and with other Raw garbage arising within the group isturned into compost and used as
companiesin the region, fertilizer inthe gardensaround theindustrid park.
companies can find solutionsto
weete problemsthet are beyond
the capecity of each individuel
busness
TheHibiki Recydelndustria | (Common partswarehouse)
Parkisbeing developedto The partnership hasesteblished acommon warehousefor storing and
support small-and medium managing partsremoved from vehides such asbumpers, doors, engines
Sized businesses and dectrica system parts. Inventtory control isfully computerized.
TheKitaKyushuELV, a Thewarehousesuppliespartsdirectly to theused part market.
partnership consisting of 71ocdl | (Joint processing businesses)
Automohile companies, established an The partnership hes also established abody processing system for
recyding company automobilerecyding zone. The vehidesthat have had their enginesand other partsremoved. During
inHibiki Recyde partnership begen construction processing, the body iscrushed into ablock after removing thewiring
Industrial Parkiin of thezonein September and glass efc.
KitaKyushu Eco- Zooggsbler??ﬂ‘ r%”g_rm (Joint slesbusinesses)
Toan gprgof the zonezto enticethe The partnership performs peckage slesof commerdid metdssuchas
. ) . ged and duminum.
various dsmantling companies
dotted around the city to move
tothepark wherevehidescan
be recyded using efficient,
environmentally sound
methods
The Sgpporo municipa Themunicipa government joined forces with two private companiesto
government formed a deveop an effident PET bottlerecyding sysem.
partnershipwith private Thetasksof flaking the PET bottles, turning theminto sheats and
industry toestablishthe applying the shetsto other uses hasbeen divided into three separate
Sapporo Recyding Industrid operations
Park, aspedidizedrecydling The partnership solved the problem of finding sdesoutletsfor the
_ fedlity. recyded productshby joining with consumer cooperatives, theusers of the
PET bottlerecyding | e andifor thepark was original bottles
g?g\}rl]n Sapporo provided under aleesing The sheets crested through PET bottle recydling are used asraw materials
syslemin order to promote in packaging for confectionary, eggs, etc.
devdopment of stesand
reduce theinitid invesment of
new businessss entering the
pak.
(4) Community businesses

Recent years have seen the development of new community-based businesses that combine the resources of loca industry, regiond
authoritiesand locd residentsto deve op products and serviceswith astrong locd flavor, thereby stimulaing and providing employment
within thelocal community. A good example of acommunity business is the Rape Blossom Project carried out by the Shiga Prefecture
Environmenta Cooperative Group. Under this project, the group produces rgpeseed ail, whichiit sdlls as cooking ail to loca schoolsand
supermarkets. The group grows rape flowers in disused paddocks, and performs al operations including planting, harvesting, pressing,
refining and distribution. The group even reuses the | eftover seed husks asfertilizer and recovers used ail for further processing into bio-
diesd, whichisthen used asafue for public vehicles, garbage collection trucks, farm tractorsand fishing boats.
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(5) Eco-product busnesses
Eco-product businesses are businesses that ded with the supply of environmentdly sound eco-products such as energy-saving
products, 3R products, and products free of hazardous chemicals. Although such products are sold a higher prices than
generd products, they often can compete on the strength of brand image and high eco-performance such as long-life and
waste reduction. A typica eco-product is the inverter-type fluorescent light. Such lights boast high energy-efficiency and
help to reduce CO2 emissonsand waste, and haveremained strong sdllerseven as salesfor fluorescent lightshavefdlen.

2. Issues associated with the expangion of theenvironmental businessmarket
(1) Securing public acceptancefor environmental businesssites

One of the essentia conditions for successful commercidization of a new environmenta technology is the securing and public
acceptanceof the production site. Thisinitsdf involves consderable effort, induding assurance of trangparency andaccountability by the
company concerned, aswell ascoordination of requirementsfor development of environmenta businessesby theloca authorities.
(2) Egtablishment of businessnetworks

In order to promote speed and efficiency in effortsto tackle common environmenta problems, it is necessary to execute cooperetive
businesses that make the most of the resources of each business sector. Specificaly, this will mean the development of new business
models such astie-ups between businesses and suppliers/ digtributors of environmentaly sound materiaswithinthe supply chain, cross-
industry tie-ups to ensure more effective use of exigting facilities, and multi-level tie-ups between regiond authorities, consumers and
NPCs, €c.
(3) Opening of government businesses by regiond authorities - Prospectsfor the public market

Recent years have seen increased demands for reformsin government policy, including adminidtrative policy (e.g., decentralization of
regiond authorities and the opening of the public service market to private industry); commercid, industrid and urban development
policy (eg., support for crestion of new businesses designed to increase tax revenues and employment and stimulate the local economy
and develop local communities); and waste and recycling policy (e.g. restrictions on landfill Stes). Environmenta businessesare expected
to play asignificant rolein redizing these demands. In addressing these demands, it is hoped that government authorities will transform
themselves from mere adminigtrators of environmenta regulaions into multi-functional bodies that can provide information to support
the environmenta efforts of citizens and companies, provide incentives and coordinete tie-up operdtions, improve the overal
environmental performance of locd regions, and expand the public market by contracting government-run environmental businessesto
private industry.
(4) Providing incentives for thedevelopment of innovative businessmodeds

The cregtion of new, innovative businessmodd sisvita to the devel opment and maintenance of sustainable businessoperations.
Without the proper conditionsfor growth, however, many new business modelswill never develop their full potentia. Accordingly, itis
essentid for the government to establish incentive systemsto encourage businessesto makefull use of ther cregtivetdents. Idedlly, such
systemswill dlow companieswho actively developenvironmentally sound productsand servicesto acquire competitiveness and proper
recognition within the marketplace. Of particular importance is the encouragement and support of new business modds thet inspire a
transformati on within our economic system towards provision of functionsand performancerather than mere products.
(5) Development of overssesbusinesses

Thenation’senvironmenta businesses have the potentia to make even greater contributions to environmenta preservation if they can
be applied in overseas countries. Specifically, thiswould mean globa application by the ODA of the nation’s environmental technol ogy
such as energy-saving and waste processing technology and development of recycling and water processing technologies in developing
countries. Companies with advanced environmental technologies should consider such applications as an opportunity to enhance

businessaswell asto contributeto environmenta preservation onagloba scae.
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3. Is3ues asoci ated with expansion of recyding businesses
(1) Promoting use of exigting facilitiesin arterid businesses

Recycling businesses must reduce the cost of recycled materias further so as to remain competitive with suppliers of virgin raw
materids. In order to achieve this, such businesses must make greater use of existing production systems, devise and execute business
modelswith lower depreciation costs, and make environmenta effortsbeyond their norma scope of businessaswell aseffortsto develop
new markets for recycled materids. At the same time, however, in view of the consderable risk involved in redizing such goals,
recycling businesses dso requiregovernmenta support.
(2) Promotion of multiplebusinesstie-upsto receive benefitsof scae

Materid recycling businesses often suffer from the inherent risks of poor stability of product qudity and supply volume. Neverthdess,
by forming collaborative rationships of right mix of scae and varidty, it is possible to reduce this risk condderably. Specificdly, this
would involve the formation of multiple business tie-ups over a broad area, including cross-discipline collaborations, and tie-ups with
businessesin other citiesand prefectures. Needlessto say, the government needstoestablish support systemsto encouragethis.
(3) Proposd of recycling moddsinvolving oversees markets

Recent years have seen an increesing trend towards the export of recyded resources and used products. In view of this trend, the
government should consider new business models involving recycled products in overseas markets. This should be carried out with due
consideration, however, taking into account the provisons of the Basd Convention and the need to strike a baance with domestic
recycling fadlities, and with sufficient precautions to ensure that this does not lead to illega disposal or trestment of waste in overseas
countries. Prompted by the difficulty in securing stable supplies of recycled meterids in overseas sites, anumber of Japanese companies
have dready began exports in waste plagtic chips for use intheir own factories abroad. In view of this Stuation, the establishment of
recycling networksin East Asaisametter of particular importance.
(4) Achievement of trangparency andconsistency inlegd systems

The Waste Digposd Trestment Law, the laws and regulations of the legal systems of locd authorities, and their execution aredsoin
need of review in order to encouragedevel opment of therecyding industry.

Chapter 5. Current date of environmentd preservation activities involving collaborative efforts of citizens, busnesses and public
adminigration
1. Advancement of cross-sector collaborative bus nessesoperations
(1) Environmental preservation activities by locd citizens

Following the enactment of the NPO law in 1998 there has been a surge in environmenta activities of loca citizens, indluding the
formulation of alarge number of NPOs, and activities aimed at revitdizing loca economies, community building, and environmenta
improvement. A number of these activities have devel oped into sustainable community-based businesses, whichshould berecognized as
proper environmental businessesin their ownright.
(2) Current state of environmental presarvation activitiesinvolving collaborative efforts of citizensand businesses

An increasing number of companies are involving citizens and NPOs in their environmenta preservetion efforts, which include
information disclosure, provison of eco-conscious products and services that respond to consumer needs, and implementation of

philanthropic effortsand taking greeter socid responghility.
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< Rdationships between companies citizensand NPOs>

»  Many of thenation’s corporations now work in cooperation with citizensand NPOswhen performing environmenta activities

»  Such cooperdive efforts bring many advantagesto companiesand NPOs dike. In the case of compenies, collaborating with an NPO can
sveto improve trangparency and reputation, while making it essier to keep in touch with consumer opinion when performing
environmenta activities NPOs, on the other hand, can meke use of thefinandd support and networking opportunities afforded by the
relationship, whichin turn can enablethe puraLit of bigger and better projectsnormally out of reech.

Typedf collaborative : .
ot Examplesin practice
The Tokyo Hlectric Power Company (TEPCO) made a donation of funds to the Renewable
Energy Promating Peoples Forum (NPO), which in turn usss it to offer finandd assstance to
Joint operation personswho inddl solar power sysemsin their homes TEPCO aso cdllects data on the amount of
power generated by the sysems to support its efforts to promote home solar power generation
sydems

Toshiba had The Naturd Step, Jgpan (NPO) presant a seminar for its employees who work in
Product development new product devdlopment. The company dso deveops prototypes of products besed on the
principd of sustainable devel opment asadvocated by The Naturd Step.

NEC produces environmenta reports in cooperation with the NPO, The Jgpan Assodiaion of
Ervironment and Sodiety for the 21% Century (JAES 21) as pat of a 3-year joint prgject. The

ENVironmental eports | ¢ oet objectives of the effort are (1) to produce deer, Simulating environmental reportsthet will
gpped to awide audience, and (2) to promotefurther evironmentd eforts.
TamaEco FTC, the cooperativein charge of treting garbage produced within TamaNew Town,
Recyde cernter has subcontracted the operation and management of itsrecyding center tothe Tokyo TamaCitizen's

. Recyding Federation (NPO). At the recyding center, the federation recydes raw garbege, repars
& operation and SHIs hicydes, and podts information on unwanted goods for sdle. In the near future it hopesto
offer guided tours of the cantter’ swaste trestment plant and recydling workshops.

Cooperative efforts The labor unions of Toyota, Panesonic and Tokyo Gas parform  environmental adtivities in

between |abor unionsand . . ” . ”
lovd ritimre cooperaion with locd dtizensand regiond authorities.

(3) Regiond authority coordination activities

Prompted by the limitations of efforts to lure industry into regiona aress, regiond authorities have been making efforts to spur loca
development using loca human resources. Part of this involves the development and coordination of cooperative projects with NPOs,
which support the objectives of both industry and locd citizens. NPO-backed environmenta preservation activities have proven to be
ingrumentd in helping the government to achieve isloca development plans. The following describes three typical examples of such
collaborative efforts: In Tgjimi, Gifu Prefecture, the municipa government has embarked on a collaborative project involving citizens
groups, local residents, and eementary schools tomaintain and manage the “ Medaka Douri,” acand running through the city. In lwate
Prefecture, residents, businesses and environmental organizations havejoined forcesto form the “ Environmenta Partnership;” anetwork
that conducts mutua diaog and other activities concerning environmenta matters. In Sendal, the municipa authoritiesheld a “ Citizens
Activity Exhibition” in an effort to promote the formation of collaborative relationships between NPOs and private companies. NPOs
planned and executed many of the exhibition events, which included examples of collaborative efforts between NPOs and industry, and
proposasfor new joint projects.

2. |ssues associated with expansion of collaborative efforts
(1) Thedeve opment of environmentd activity networksasacitizens movement

The cause of Jgpan’s current environmenta problems is not due to any a single factor but to a vast range of dements involving
everything from the day-to-day activities of individuasto the business operations of mgjor corporations. In light of these circumstances,
any endeavor to resolve such problems should be a well-coordinated collaborative effort involving dl entities of society. Above dl,
coordination isof vital importance. A lack of coordination between consumer demand and green product devel opment, for example, will
merely render the manufacturer's environmentd effortsineffective. By the same token, companies with bold new proposds to establish
environmental R& D centersin regiond aress are likely to find their plans thwarted if they fail to acquire understanding and acceptance
from loca resdents and authorities. Inlight of the&drwmstanoaztzhedeveloprmqt of anationa network for environmenta activitiesis



dedrable. The network should be of alarge scale, enabling participation by dl people on al levels, and be coordinated so that overal
cross-industry collaboraions and cooperative arrangements bring about a synergy effect and combine and develop into a netionwide
movement.
(2) Pivatd role of NPOs insocio-economicactivities

Given the nation’s expanding proportion of senior citizens and shrinking child population, the task of encouraging involvement of
regiond citizens in environmental activities has become increasingly important. One way to achieve this is to promote incressed
involvement by citizens groups and private individuas in NPOs. In view of this, NPOs are now expected to play a pivotd role in
incressing local participation and interest inenvironmental meatters. Furthermore, increased participation by locdl citizenswill also lead to
improved efficiency in adminidrative activities of regiona authorities as well as stimulate urban development. Given the effectiveness
thereof, participation by citizens’ groups in environmentd presarvation activities is both important and desirable, as are collaborative
effortsbetween corporations, locd authorities and NPOs.
(3) Private and public participation in urban devel opment

Given that environmenta issues are a so economic problemsthat affect thewhole of society, they should betackled through avariety
of activities, including those involving ordinary citizens, such ascollaborative efforts between companiesand citizens groups. This could
be achieved by involving locd ditizens in environmentaly oriented urban development projects, such as those thet use lifecyde
assessments as a key design factor. Projects such as this so would dso serve to increase the understanding and acceptance of
environmental undertakingsby local citizens.

Chapter 6. Proposa sfor s multaneous pursuit of environmenta and economic interests

Theachievement of environmentally sound economic development isaworldwideissue.

The world currently faces environmental problems on a globa scae, including globa warming, waste disposdl, recyding and
chemicd substance management. Given that the causss of these problems are multiple, involving avast range of economic entities, it is
reasonable to ask that each company, group and person should make efforts to increase their understanding of environmenta problems
and actively undertake environmentd activities. Specificdly, this means that the nation should work towards becoming theworld’s first
economy to pursue and achieve of dud policy of environmenta preservation and economic development. Thefirgt step towards thisis
performance of voluntary activities by companies, consumers, and investors and the provison of environmenta information to
sakeholders. Such efforts would stimulate activities in individuad markets that would trickle down to simulete the overal economy,
finally deve oping into nationwide citizens movements.

It is hoped that this proposa will serve as the basis for future policy of stakeholders in the marketplace and as a reference when
determining future effortsby regiond authorities.

Furthermore, the underlying theme of “go green” inthis proposal has been used to emphasize the importance of strengthening efforts
towardsenvironmenta presarvetion in dl fiddswhile kesping in mind the rationa e of socio-economicfactors.

1. Anticipated effectsof corporateactivities - Green management

The activities performed by companies account for a significant proportion of al socid and economic activities. Consequently, an
issue of considerableinterest for suich companiesishow to buildenvironmenta factorsinto products while maintaining the profitability of
the product concerned. Recent years have seen an increasing number of companies make voluntary efforts to build environmenta
condderationsinto their corporate management palicy, actively producing and supplying environmentally sound products and services
whileimproving businessmanagement and efficiency inthe process. Such trendssignal the establishment of abusinessculturethat places
as much importance on environmenta protection asit does on pursuit of economic gods, and which promisesto sarve asadriving force

for increasing the competitiveness of companiesinthisnew age of increasing environmental demands.
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< Anticipated operation and effects of green management >
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(1) Environmental management systemsand corporate governance

In Jgpan, many companies now incorporate environmental condderations into their day-to-day corporate activities in away that is
both effective and economically vigble. In the mgority of cases, the company president takes the leading role in setting the company
manageria andenvironmental policy whilethe executive staff develop and carry out strategies and methods for its execution. Inview of
the dangers associated with waste disposal and management of chemica substance (when left to themsdlves, even smdl problems can
develop into serious environmenta problemsthat can thresten the very foundations of management), many companies develop manuas
setting forth procedures for emergency response and daily monitoring and assessment tasks. Furthermore, in addition to corporate
monitoring systems, anumber of companies now practice corporate governance by alowing grester participation in corporate affairs by
stakeholderssuch assharehol dersand consumers.

We hopethat Jgpan’s corporationsactively implement corporate governance asavita tool for improvingenvironmental performance
and market competitiveness. Specificaly, this will mean improving trangparency and accountability in regard to environmental
management policy and organizationa sructures, strengthening risk management performance, and improving operationa efficiency
through environmental accounting such asmaterid flow cost accounting.

(2) Expanding the scope of environmental information provided by companies

When acompany voluntarily pursuesenvironmentaly sound businessactivitiesthat arewell documented and presented tothe public,
it not only enhances the company’s reputation but dso brings it added economic vaue. The practice of providing regular, well-
documented information to the public, however, istill not firmly established in many of the country’sfirms. However, given thefact that
the number of companies reasing environmentd reportsis believed to bein excess of 1,000, it stands to reason that many stakeholders
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do not fully gppreciate the efforts being put into information release. Accordingly, it is hoped that companies will step up their effortsto
provide further information to stakeholders. Consumers in particular need information concerning the environmenta activities of
digributors, wholesdersand retailers, considering the roles that such businesses play in their daily lives. It is aso desrable that they be
provided with environmentally sound products and services. This means that companies should make greater efforts to promote
disclosure of environmentd information such as environmenta reports, make grester use of advertisng to raise awareness of
environmenttaly oriented brands, and promote use of environmental labels, aswell as providing environmenta seminarsfor citizens.

(3) Promotion of environmentally sound production processesand services

Prompted bythe bitter experiences of the oil shocksin the 1970s, Japaneseindustries have made greet stridesin implementing energy-
saving technologies, especialy in high energy-consumption industries. Today, an increasing number of factories are making efforts to
reduce landfill waste, some even achieving zero emissionthrough on-site reuse and stringent gpplication of waste separation procedures.
Inthe assembly and processing industry, many companies have converted to cell-based production systems, which offer greater efficiency
and flexihility towardsfluctuationsin demand, besides helping to reduceenergy consumption and reduce waste.

Efforts such as these leed to direct improvementsin managerid efficiency while reducingenvironmenta impect. Inthis respect, they
are ided arrangements thet redlize the dua objectives of economic development and environmenta preservation. Accordingly, such
arrangementsare expected to play asgnificant rolein the devel opment of soundproduction processesinthefuture.

Currently, persond use and transportation use are being caled upon to execute measures against globa warming. Companies are
responding to such demands by improving energy efficiency and reducing the use of hazardous substances in the development of
productsand services.

Inresponseto the establishment of new regulations such asthe Top Runner standards under the Energy Saving Law; and prompted by
the environmenta regulations in force in Europe, companies are now designing and producing products with high environmental
performance. Examples include the development and supply of energy-saving home appliances, the development of low-pallution
vehicles such as fud cdl-powered vehicles, and the use of lead-free solder and development of non-CFC air conditioners, c.
Furthermore, in addition to production systemsthat use recycled parts, recycling systems that incorporate the three Rs (Reduce, Reuse
and Recycle) arebeginning to emerge. Asillustrated by these examples, the supply chain for supporting the devel opment of eco-products
isbecoming greener, with more and more companies incorporating environmental management systems, performing LCA assessments,
and keeping chemica substanceinventories.

In the future, the trend towards voluntary environmental preservation activities such as these is expected to increase further. The
chdlenge now is for companies to promote voluntary efforts for the development and implementation of innovative new technologies,
commercidize environmenta technologies usng DfE, continue development of an environmentaly sound supply chain, supply eco-
products, and release environmental information to overseas audiences.

(4) Towardsinnovetive environmental busnesses

In order to solve environmenta problems in an economicaly vigble way, the commercidization of innovative new environmental
businessesby privateindustry isessentiad . Recent years have seen the emergence of environmental busi nessesthat solve other companies’
environmenta problems through the provision and execution of solutions such as ESCO (Energy Service Company) operations and Ste
ground contamination cleanup services. We hopeto seefurther devel opment of innovative new business models such asthese by private
industry. Another area.of expansion isenvironmental businesses borne from cross-discipline, cross-industry collaboretive efforts, and the
future dso looks bright for environmenta businesses such as tie-ups between materid manufacturers and assemblers, as wdl as new
businessesthat utilizeexisting productionfacilities.

The key advocators of these new environmenta businesses are expected to emerge from a number of fields including exigting
businesses, venture businesses, citizens' movements, and newly pg\éatized government businesses. In light of these circumstances, the



government should devel op systemsto promotethe creation of new businesses, such asfinancid support systemsand deregulation.

Furthermore, given that such innovative environmental businesses will aso contribute to overseas environmental preservation, the
government is counting on the nation’s corporations to make further efforts to establish environmental businessesin oversess countries
using technol ogieswith good potentia for local application.

(5) Didogue andcooperation with stakeholders
Inthe course of reinforcing their environmental management efforts, companies need to promote furtherdidogue and collaboration
with their stakeholders, kesping in mind that stakeholders conditute a diverse group, many of which are dresdy involved in

environmental activities.

2. Expected activities of stakeholders- The development of an environmentally sound market

Inour economy, themarket isaffected by not only corporate activitiesbut aso by those of stakeholderssuch assharehol ders, investors,
suppliers, consumers and financid indtitutions. Accordingly, companies who fail to obtain the understanding and appreciation of their
sakeholders will find it difficult to establish sugtainable management. Furthermore, the activities of externd stakeholders may have a
sgnificant impact onthe activities of such companies.

Inthe USA, activities by citizens groups such as NPOs, socialy responsibleinvestment, and consumer trends have asignificant impact
on corporate activities.

In recent years, the nation has seen a surge in stakehol der-related environmenta efforts such as the advancement of environmenta
NPOs, the development of eco-funds, the expansion of green procurement in consumption, etc. It ishoped that not only stakeholders but
al market entitieswill becomeinvolved in environmenta preservation activitiesin thefuture.

(1) Towardsgreener businesstransactions

Besides setting standards for procurement necessary for the production/ supply of products and materials such asraw materids, parts,
etc., businesses dso function as consumers of office supplies and equipment. Therefore, it is hoped that companies will make efforts to
promote greener busi ness-to-businesstransactionsthat will hel p toimprove the environmenta competitivenessof thenation’s companies,
including small- and medium-sized companies.

(2) Towardsgreener financing and investment

Being key corporate stakeholders, financid indtitutions nat only play animportant roleinsecuring thefundsthat help to redize projects,
but they aredso in aposition to factor inenvironmental eva uations and strategies when determining loans, conditions or business plans.
Accordingly, financia ingtitutions are expected to play a sgnificant role in providing incentives for companies to pursue voluntary
environmenta strategies.

(3) Towardsgreener consumption

Many citizens groups, familiesand individua citizens are making effortstowards green purchasing, energy saving and reduction and
separdion of household refuse. We look forward to further expansion of such grass-roots environmenta preservetion activities, and
believethat companiesandloca authorities can play asignificant rolein supporting this.

(4) Towardsgreener citizensmovements

Environmenta NPOs and other citizen-based groups are becoming increasingly active. It is hoped that private indusry will form

partnerships with such groups and thet loca authority coordination between private industry and NPOs will help to stimulate locdl

€COonomies.
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3. Expectationsof regiond authorities- Development of environmentally sound regional policy

Thenation’s locd authorities are making efforts to improve the environmental performance of their adminidrative activities through
acquisition of 15014001 and improvement of operationd efficiency. An increasing number of authorities are gpplying environmental
efforts in regiona business circles and urban development policy. Accordingly, what is needed is a merging of the policies of various
government departments towards the common goa of environmentally sound urban development. These include the environmenta
departments (which deal directly with waste problems andenvironmental preservation of loca authorities), the commercid and industrid
labor departments (which ded with industrial advancement and employment strategies), thecitizens' life departments (which ded with
urban planning and support of citizens movements such as NPOs), the Education Committee (which handles educational meatters) and
the financid and congtruction departments (which ded with green purchasing and procurement). It is aso hoped that these government
departmentswill makefurther effortsto transform themsdves from mere administrators of environmenta regulationsinto bodiesthet that
actively contributeto regiona industria and urban devel opment, whileat the sametime preserving nature.

It is hoped that such eco-conscious urban planning will promote regiona environmenta preservetion efforts, serve asadomestic and
internationa example of aneco-consciouseconomic mode, and help to stimulateloca economies.
(1) Promotion of environmentally sound urban development - coordinating activitiesof citizensand privateindustry

Idedlly, local authorities should function to coordinate the environmenta srategiesof loca industry and thevarious environmental
activities of locd citizens. The coordination activitiesshoul d bring about asynergy effect between companiesand local citizens, aswell as
stimulatetheloca economy through urbandevel opment and creation of new employment opportunities.

(2) Opening of the public market toenvironmenta undertakings

A large proportion of the undertakings concerning environmenta matters under the jurisdiction of regiond authorities are performed
by government-run businesses. In view of the potentia for stimulation of local economies and provision of employment opportunities, it
isdesirablethat such undertakingsbe sub-contracted to privateindustry.
(3) Support of citizens movements andeducation concerningenvironmental metters

Effortstowardscitizen’s environmental education are dso on therise. It isdesirable that regiond authorities play asgnificant rolein
securing environmentd ingructorsin regiona areasand hel p coordinate the activities of employeesof loca indudtries.

(4) Promotion of environmental education

Giventhat loca authoritiesare the directors of dementary and intermediate education, it isdesirablethat they play asignificant rolein
incorporating environmenta mattersinto school educationa programs. Thisis aredigtic objective now that schools are afforded grester
freedom in choosing the content of their educationd programs and given the rising awareness in the importance of adapting curriculato
Uit the characterigtics of each region. It ishoped that educationd programswill cover items such astheimportance of executing Strategies
to tackle the problems of globd warming, waste, recycling, and chemical substance management, as well as acknowledging the
importanceof environmenta effortsby locd citizens.

4. Harnessing thenation’s potertid - Environmentally sound nationd policy

The development and execution of sound environmenta policy in Japan is expected to promote voluntary efforts by various
stakehol ders such ascompanies, consumers, investors, citizensand governmenta organizationsand promotethevoluntary environmental
preservetion efforts by companies, thereby |eading to the devel opment of rulesfor competition in the globa market and the devel opment
of internationa recycling mechaniams.

Accordingly, it is hoped that environmental policy will be developed to stimulate demand for environmental education and support
voluntary environmenta preservation effortsby private industry, thereby leading to an increesein green purchasing.

Furthermore, the nationd government is expected to play a roI2e7 in the development of networks between citizens, companies and



regiond authorities, in view of the fact that cooperation between stakeholders is essentid in the pursuit of eco-conscious economic
development.

In the course of implementing environmental regulations, policymakers will need to carefully consder the positive effects thet a
nationa environmenta presarvation policy will bring to the economy, namely, that environmentally oriented economic activity isthevery
means of achievement of sustainable development, and that pursLit of such policy will serveto enhance the vaue of Japanese products
and sarvicesintheinternational market.

(1) Support for companies performing voluntary environmental management

Giving companiestheincentiveto makevoluntary effortstowardsenvironmental preservation activitiesisanimportant issue.
However, it gppearslikely that companies engage inenvironmentd adtivitiesif it can be assured that:

(8 The environmenta preservation activitiesthemsa veswill heptoimprovetheefficiency of the company concerned and,

(b) Theenvironmenta preservation activitieswill receive market recognition, whichin turn will lead to added economic vaue.
Toensurethat voluntaryenvironmental effortswill lead to economic benefitsand added val ue, it will be necessary to devel op the socio-
economic structuresto support this.

(1) Research, devel opment and gpplication of environmental management sysems

In the interests of operationd efficiency improvement, it is desirable that further research, development and gpplication be made of
environmentad management systems such as those in the 1S014000 series, environmenta accounting, environmenta efficiency
evauation methods and LCA, DfE, etc. The nationd government is expected to assist companies who pursue these gods, especidly
small and medium-sized companies, by offering technica guidanceand staff devel opment assistance.

(i) Supporting overseas devel opment of advanced environmenta businessmodels

Thenationa government will need to assist companiesto commercidize and devel op innovative busnessmode sin oversess markets.
Furthermore, it will need to support cross-industry tie-upsaimed a commercidizingenvironmentaltechnol ogiesand businesses.

(iii) Development of methodsto eval uateenvironmental strategies and businesses, and development of datainfrastructure

It will be necessary to develop methodsto eva uate theenvironmental strategies of companies and the economic performance of such
drategies, aswell asadatabase to processthe datadisclosed by such companies. Furthermore, the proactive disclosure of awiderange of
environmental information compiled by the government will aso play an important role in promoting environmental education and
increasing theleve of stakeholder interest in environmental matters.

(2) Development of environmental standards cons stent with thosein overseas marketsand recydling networks

In the interests of promotion of voluntary environmentd efforts by companies, it is important that the implementation of
environmentally sound production processes and the provison of environmentally sound products and services be given proper
recognition in the marketplace. We now live in aworld where establishment of production bases, procurement of raw materidsand sale
of products occur on agloba scale, and price-competitive materias and products from Asa are aregular feature of domestic markets.
One factor that can gill have significant influence on the competitiveness of such products and trade is environmental gandards. The
desirefor environmenta preservation isacommon vauethroughout theworld. It therefore standsto reason thatcompanies that pursethis
desireshould beeva uated according to common globa standards.

Recent yearshave seen arisein overseas exports of recydable resources, partly due to changes in domestic production basesand a
sharpincressein theamount of recyclable resourcesrecovered. Thissituation has prompted anumber of ariticiams to the effect thet it will
be impossible to achieve a fully recyding-oriented society through domestic markets done. In order to dleviate this Studion, it is
thereforenecessary to develop aninternationa recycling system based in East Asiaand recycling networkswith other countries.
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(3) Greening demand though environmenta education and governmenta green purchasing

Withthe enactment of the Green Purchasing Law in May 2000 and its execution in April 2001, governmenta organizations are now
required to perform green purchasing on their own initiative. As of February 2003, the law applied to 176 items in 13 categories. The
system is seen as a strategy for securing initia demand and strengthening competitiveness of environmentally sound products and
sarvices such asthose rdaed to energy saving, 3R, or chemica substance management, and will require further strengthening and
improvement in the future. Furthermore, it is desirable that higher green purchasing standards be applied to products and servicesto be
purchased by the government, andthet interim targets be gpplied to promote voluntary technica development in companies. It is hoped
thet green purchasing by government agencieswill have arippleeffect on transactionsbetween regiond authoritiesand private businesses,
and on the consumption habitsof consumers, whichin turnwill contributeto the overal greening of thedomestic market.

It will also be necessary to strengthen environmental education. This should cover such aspects as the current state and urgency of
globa environmenta problems, thefact that al economic entities are both the cause and the victim of environmenta problems, and that
effortsby each and every entity arenecessary to combet thisproblem.

(4) Thedeve opment of abroad environmenta network

Theworldwide problemsof globa warming, waste disposd, recycing, and chemical management need to betackled by all entities of
our society, induding companies, citizens, governments and academic experts. It is essentia that these entities each develop acommon
awareness of environmenta problems and make collaborative efforts to improve the effectiveness of their environmentd activities. The
government is expected to play a significant role in coordinating environmenta activities of such entities, including the devel opment of
networks and cross-discipline collaborative efforts, promoting exchange and collaboration between academic societies.

(5) Formulating policy for environmentally sound economic development
Addressing globa environmenta problemswhile maintaining economic viability isanurgent issue for Japan. Inthecourse of drafting
and reviewing soundenvironmental policy, including review of existing laws and progpective system structures, thefollowing points need
to be considered:
(i) Will the proposed policy measures be effectivein bringing about the desiredenvironmental preservation effects?
(i) Will the proposedenvironmental regul ations serve to encourage additional investment?
(i) Will the proposed regul ationsand other means of coercion havean adverse effect on business, suppressing credtive effortsboy
companiestoimprovetheir economic efficiency?

(iv) Wil the proposed guidance regul ations be economically sustainable?

Conclusion

Recently, companies, citizens and government agencies have made consderable progressin the performance of economicaly viable
environmenta activities. At thesametime, however, the Committee’ sreview hasshownthat virtually noneof theseeffortsaredevel oping
of their own accord and that aconsiderable number of issuesremain.

The committee noted a number of issues related to environmental problems that need to be reviewed or addressed by stakeholders,
namely, the state of corporate environmenta management and other forms of corporate governance, provision of environmenta
information by companiesto stakeholders, adjustment of domestic and overseas marketsthat can affect corporate management, theroles
of market stakeholders such as consumers and financid indtitutions, the coordinating role of government agencies and local authorities,
and government environmental policy.

In this interim report, the Committee st forth various proposals to achieve the greening of companies, cities, regiond policy and
nationa policy, and made suggestions concerning the directions and roles that should be taken by various entities such as companies,
citizens, consumers and government bodies. That is, we have st fogtg proposasfor theided formsand functions of various entitiessuch



as companies, market stakeholders, regiond authorities and the nationd government so that Japan may emerge as an “Environmentd
Nation.” Corporate environmental management and thefruits of environmental businessesare expected to play acrucid rolein hdpingto
resolvethe nation’ senvironmenta problems. It ishoped that developmentsin thisregard will contribute Sgnificantly to our emergenceas
an environmentally aware country.

Inthe near future, we believe that Japan will seethefurther development of trendstowardsthisthrough better corporate environmental
management, active participation in environmenta preservation activities by investors and other market stakeholders, and specific actions
by local authorities and the nationa government. In addition, as nationd environmenta policy carries universa themes, we bdieveit is
important to plan and implement environmenta policy through closer coordination and cooperation between the ministries and agencies
concerned, and look forward to the redlization of environmentally orientedsocio-economic moddsin the domestic market.

Topicsfor future discussion by the Committee are likely to include economicaly viable environmental policy in the globa economy
and methods to achieve this, both important references for the development of future environmenta policy. We have dready had some
preliminary discussions regarding these matters, and morein-depth discusson will commenceat alater dete.

Findly, we hope to conduct a follow-up to this paper, to examine the socio-economic trends of the nation and the development of
government policiestoreflect suchtrends.
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