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The problem with profitability

Strugqling to string 3 consecutive years of growth together 15th October 2015
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many a corporate. In a former life as a sell-side analyst in the UK, | covered one company that

had so many r e brdiray éesnséo ft hé& eoxutgrhao ut  that nsahyoirr the

market quaffed that they shoul d be renamed O&éordinariesbo

companies that have | os atthbfast sign ef faiure geat branded with
OXXX¥XXockd such that i f it r-gshacle 3 XOXX-s hesek f 3 d
on. However could we have avoided such occurrences as investors were we to pay attention to

what the data were telling us? Did analysts miss the obvious trends?
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Custom Products Research has always held that there was an upward bias in FY2 and FY3
sell-side estimates, but we did not think that it was really as bad as it is. For the overall market,
in the last 10 years the average % of Analysts with positive FY3 EPS growth is 90% with a
standard deviation of 3%. One may say that FY3 is too far out to predict, but FY2 EPS reveals
the % of analysts with positive growth is 87% with standard deviation of 5%. What that means
is if you are a fan of next twelve months (NTM) PE then you could be picking up a positive
growth bias not related to realistic EPS growth but more dhe future is always brighterd
forecasting.
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Stringing 3  So we investigated which companies had not been able to string together 3 consecutive years
years of  of positive EPS momentum over the last 20 years. Among that illustrious list are companies
profits  such as Sony (6758), Nomura (8604) and IHI (7013) and so on. The guiltiest sectors have
together been Consumer Durables, Utilities and Finance.
The following table highlights there is a pervading sense of hope over substance given many of
the companies listed below. These companies have managed at best two periods of EPS
growth twice in the last two decades.
Number
Mkt- of Two
Ticker Company Name Sector Cap Cons.
JPY mn Positive
Growth
6758 Sony Corporation Consumer Durables 4,045.2 2.0 35.3
8604 Nomura Holdings, Inc. Finance 2,793.9 2.0 67.5
9503 Kansai Electric Power Company, Incorporated Utilities 1,366.3 1.0 15.0
9506 Tohoku Electric Power Company, Incorporated Utilities 872.0 2.0 22.6
5938 LIXIL Group Corp. Producer Manufacturing 799.5 1.0 5.1
9504 Chugoku Electric Power Co., Inc. Utilities 646.0 1.0 39.1
7013 IHI Corporation Producer Manufacturing 530.6 2.0 46.3
6417 Sankyo Co., Ltd. Consumer Durables 394.7 1.0 14.0
5002 Showa Shell Sekiyu K.K. Energy Minerals 388.5 2.0 23.6
9766 KONAMI HOLDINGS CORP Consumer Durables 380.6 2.0 -2.9
4676 Fuji Media Holdings, Inc. Consumer Services 348.5 2.0 11.6
8242 H20 Retailing Corporation Retail Trade 297.6 1.0 1.7
9509 Hokkaido Electric Power Company, Incorporated Utilities 267.4 2.0 17.7
9076 Seino Holdings Co., Ltd. Transportation 264.8 0.0 -1.8
2579 Coca-Cola West Co. Ltd. Consumer Non-Durables 258.5 1.0 29.9
8202 Laox CO.,LTD. Retail Trade 243.0 2.0 8.5
2811 Kagome Co., Ltd. Consumer Non-Durables 195.4 2.0 62.8
8616 Tokai Tokyo Financial Holdings, Inc. Finance 194.2 2.0 11.8
8840 Daikyo Incorporated Consumer Durables 172.9 2.0 3.6
8361 Ogaki Kyoritsu Bank, Ltd. Finance 169.9 0.0 -14.6
1824 Maeda Corporation Industrial Services 158.0 2.0 7.8
7003 Mitsui Engineering & Shipbuilding Co.,Ltd Producer Manufacturing 155.4 2.0 -2.5
4547 Kissei Pharmaceutical Co., Ltd. Health Technology 152.7 2.0 -1.8
1861 Kumagai Gumi Co., Ltd. Industrial Services 144.2 1.0 21.1
8130 Sangetsu Co., Ltd. Consumer Durables 140.6 1.0 -6.2
8386 Hyakujushi Bank, Ltd. Finance 138.6 2.0 14.6
1969 Takasago Thermal Engineering Co., Ltd. Producer Manufacturing 135.5 2.0 13.0
8244 Kintetsu Department Store Co.Ltd. Retail Trade 130.6 2.0 -38.3
1821 Sumitomo Mitsui Construction Co., Ltd. Industrial Services 126.1 1.0 -25.2
8397 Bank Of Okinawa, Ltd. Finance 104.8 2.0 20.8
Source: Custom Products Research
What does  Of course, as Oscar Wilde once said,ievery saint has a p athis$doese
the future  not rule out these companies cannot still reform. Still 20 years of failure to string three years of
hold?  consecutive EPS growth with a growing spotlight on profitability and shareholder returns driven
by the new corporate governance code should cause investors to ponder. The following section
e Corporate g6\ just what a mixed bag poor EPS growth can result in terms of share performance.
overnance
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We also analyze the accuracy of sell-side analysts in predicting EPS growth at a stock level
and at a sector level which unfortunately makes for grim reading.

We also look at the stocks with good track records of long term EPS growth and whether the
market has noticed the performance.

Poor We look at the following names to represent those companies with poor consistency of EPS

history of
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growth
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Ticker

8279
4689
2791
9974
4967
9989
4521
4666
9843
9728
4732
2502
1878
9627
4530
9962
7203
7936
8379
8273
4063

growth over time.

Sony (6758)

Seino Holdings (9076)
Ogaki Kyoritsu Bank (8361)
LIXIL (5928)

IHI (7013)

Nomura (8604)

Asics (7936)

Kikkoman (2801)

Glory (6457)

JGC (1963)

NSK (6471)

Toyota (7203)

Kureha (4023)

Nippon Nohyaku (4997)

Company Name

Yaoko Co., Ltd.

Yahoo Japan Corporation
Daikokutenbussan Co., Ltd.
BELC Co., Ltd.

Kobayashi Pharmaceutical Co., Ltd.

Sundrug Co., Ltd.

Kaken Pharmaceutical Co., Ltd.
Park24 Co., Ltd.

Nitori Holdings Co., Ltd.

Nippon Kanzai Co., Ltd.

USS Co., Ltd.

Asahi Group Holdings,Ltd.

Daito Trust Construction Co., Ltd.
AIN PHARMACIEZ INC
Hisamitsu Pharmaceutical Co., Inc.
Misumi Group Inc.

Toyota Motor Corp.

Asics Corporation

Hiroshima Bank Ltd.

Izumi Co., Ltd.

Shin-Etsu Chemical Co Ltd

Retail Trade

Technology Services
Retail Trade

Retail Trade

Consumer Non-Durables
Retail Trade

Health Technology
Consumer Services
Retail Trade

Finance

Commercial Services
Consumer Non-Durables
Finance

Retail Trade

Health Technology
Producer Manufacturing
Consumer Durables
Consumer Non-Durables
Finance

Retail Trade

Process Industries

We look at the following names to represent those companies with good consistency of EPS
growth over time.

Number

of Two Price

Cons. Change

Positive 1Y (%)

Growth

212.5 18.0 56.9
2,716.6 18.0 14.7
59.5 16.0 23.3
92.4 16.0 46.9
386.6 16.0 36.3
446.0 16.0 37.9
437.9 14.0 79.2
333.2 14.0 31.5
1,091.8 14.0 38.7
70.0 14.0 22.0
653.1 14.0 29.6
1,798.9 14.0 15.9
1,003.9 13.0 -0.4
200.9 13.0 142.9
388.3 13.0 8.4
395.7 13.0 36.7
25,125.7 12.0 15.5
593.5 12.0 20.7
427.1 12.0 30.8
390.4 12.0 39.0
2,834.6 12.0 -5.9
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Ticker

9039
9787
2815
7532
8876
2782
1963
7287
8524
6367
2593
8173
8282
4613
1333
4212
9449
4716
8566
8570
8591
4708
7611
7451
7564
9997
7606
4733
7267
7201
7269
7309
5110
1883
6486
6463
9682
2220
4088
7276
9956
9058
8331
4023
6744
8015
6201
8218
7947
8227
9008
6371
4997
9983
6471
6645

Company Name

Sakai Moving Service Co., Ltd.
AEON Delight Co., Ltd.
Ariake Japan Co., Ltd.

Don Quijote Holdings Co.,Ltd.
Relo Holdings, Inc.

Seria Co., Ltd.

JGC Corp.

Nippon Seiki Co., Ltd.

North Pacific Bank, Ltd.
Daikin Industries, Ltd.

ITO EN,Ltd.

Joshin Denki Co., Ltd.

K'S Holdings Corporation
Kansai Paint Co., Ltd.
Maruha Nichiro Corp.

Sekisui Jushi Corporation
GMO Internet Inc.

Oracle Corporation Japan
Ricoh Leasing Company,Ltd.
AEON Financial Service Co., Ltd.
ORIX Corporation

Relia, Inc.

Hiday Hidaka Corp.
Mitsubishi Shokuhin Co., Ltd.
Workman Co., Ltd.

Belluna Co., Ltd.

UNITED ARROWS LTD.

OBIC Business Consultants Co., Ltd.

Honda Motor Co., Ltd.
Nissan Motor Co., Ltd.
Suzuki Motor Corp.

Shimano Inc.

Sumitomo Rubber Industries, Ltd.
Maeda Road Construction Co., Ltd.
Eagle Industry Co., Ltd.

TPR Co., Ltd.

DTS Corporation

Kameda Seika Co., Ltd.

Air Water Inc.

Koito Manufacturing Co., Ltd.
VALOR HOLDINGS CO.LTD.
TRANCOM Co., Ltd.

Chiba Bank, Ltd.

Kureha Corporation

Nohmi Bosai Ltd.

Toyota Tsusho Corp.

Toyota Industries Corp.
KOMERI CO., LTD.

FP Corporation
SHIMAMURA Co., Ltd.

Keio Corporation
Tsubakimoto Chain Co.
Nihon Nohyaku Co., Ltd.
FAST RETAILING CO., LTD.
NSK Ltd.

OMRON Corporation

Sector

Transportation
Commercial Services
Consumer Non-Durables
Retail Trade
Commercial Services
Retail Trade

Industrial Services
Producer Manufacturing
Finance

Producer Manufacturing
Consumer Non-Durables
Retail Trade

Retail Trade

Process Industries
Consumer Non-Durables
Non-Energy Minerals
Technology Services
Technology Services
Finance

Finance

Finance

Commercial Services
Consumer Services
Distribution Services
Retail Trade

Retail Trade

Retail Trade
Technology Services
Consumer Durables
Consumer Durables
Consumer Durables
Consumer Durables
Consumer Durables
Industrial Services
Producer Manufacturing
Producer Manufacturing
Technology Services
Consumer Non-Durables
Process Industries
Producer Manufacturing
Retail Trade
Transportation

Finance

Process Industries
Producer Manufacturing
Distribution Services
Producer Manufacturing
Retail Trade

Process Industries
Retail Trade
Transportation
Producer Manufacturing
Process Industries
Retail Trade

Producer Manufacturing
Electronic Technology

60.2
183.4
166.3
765.9
192.4
222.6
462.7
154.8
194.7

2,169.9
230.3

53.0
253.6
470.0

90.8

76.4
194.6
669.8
105.4
535.0

2,297.2

84.4

62.6
167.3
147.3

79.7
212.4
236.9

6,995.7
5,302.8
2,162.8
1,685.7
451.1
205.6
111.7
105.7

71.6
112.7
375.6
670.5
157.7

66.6
752.1

825

85.2
956.0

2,017.0
143.9
206.4
508.7
565.0
157.0

63.5

5,282.5
711.7
843.5

Number
of Two
Cons.
Positive
Growth

12.0
12.0
12.0
12.0
12.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
11.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0
10.0

Hong Kong

Price
Change
1Y (%)

44.9
22.8
106.6
55.0
69.5
45.3
-37.1
11.2
16.7
14.4
12.8
-3.5
25.7
12.1
7.1
10.2
84.6
23.9
11.6
19.3
215
18.9
20.8
20.8
30.0
45.2
43.6
91.2
7.5
14.9
15.7
38.9
111
31.3
4.2
19.3
29.2
57.1
15.9
43.2
67.6
35.2
16.6
=155
-14.3
538
20.7
12.6
54.6
39.5
111
-3.3
-11.0
34.7
-12.9
-21.2

Tokyo

Source: Custom Products Research
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Sony (6758) i the one and only?

Taking Sony as exhibit A. There is no question a lot of forces have been at play. In the most
recent decade, a strong currency, biting global consumer electronics business compounded by
commoditized product suites. The company has embarked on a raft of restructurings in its core
electronics business and has raised capital through equity offerings and sell downs of stakes in
companies like M3 (2413). Sony has outperformed TOPIX by 132% over the last three years
presumably on the expected benefits from restructuring and future growth. Sony is also trading
at around 81% of its 52 week high. 23% of Sony is owned by ETFs. Sony is trading at 1.6x
consensus PBR, 3.7x the level of its 7 year historical low.

Sony Corporation (6758) EPS Growth
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Source: Custom Products Research

The following table and chart highlight the forecasting gaps. For any given year, we have the
actual YoY EPS growth. The FY1 sell-side growth forecast one year prior to the actual results
and the FY2 growth estimates two years before the actual numbers are announced. So if we
look to FY2000, the FY2 EPS growth estimate in 1998 is 5,314%, however the tech wreck of
2000 caused an 87% fall in the actual figure. We refrained from adding FY3 figures as these
only exacerbated a poor record of forecasting. While Sony 6 s company

6 ma k e . bveelthinleperbaps the sell-side is somewhat guilty of taking this too literally when
forecasting its earnings.

Sony Corporation (6758)
6,000.0

mActual Growth FY1 Growth FY2 Growth
5,000.0

4,000.0
Tech

wreck
spoils the

party

3,000.0
2,000.0

1,000.0
0 0 - - - I - L} - -

-1,000.0 |

-2,000.0

EPS Growth (%)

-3,000.0 FY94 FY95 FY96 FY97 FY98 FY99 FYO0 FYO1l FY02 FYO3 FY04 FYO5 FY06 FYO7 FY08 FY09 FY10 FY1l FY12 FY13 FY14
®Actual Growth -1,75 119.2 130.7 804 -21.7 -33.8 -87.3 -88 6520 -23.7 833 -30.3 2.9 1920 -126. 588 -536. -75.9 109.4 -392. 9.6
FY1 Growth -31.9 -59.8 -423 -6.7 -821 -49 645 -37.0 -109 -264 85 -164 -23.1 -34 1350 56.3 -51.4 432 -19.0
FY2 Growth 274 -30.5 13.6 5,314 6064 0.6 99.7 -17.5 470 1120 54 428 325.6 634 1346 186.0 179.2 218.9
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Source: Custom Products Research

Seino Holdings (9076) i Kangaroo EPS growth

If we remove currency as a factor and focus on domestic only companies, Seino Holdings
(9076), the kangaroo branded transport company, has failed to produce more than 2 years
EPS growth consecutively over the last two decades. In fact it is one of only two companies in
our screen to achieve this feat of only managing to post positive EPS growth once before
sliding back into negative EPS growth. Despite this Seino has outperformed the broader
market almost 60% over the last three years. The company has a poison pill in place. Seino
has retraced to 78% of its 52 week high. Seino is trading at 14.4x consensus FY1 PER, a slight
discount to the 5yr average but at 0.7x PBR which is a 60% premium to its 7yr PBR low.

Seino Hldgs (9076) EPS Growth
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Source: Custom Products Research

Sei nods f @satscomentpoonatthodgh perhaps analysts could be forgiven early on to
think this was a short term aberration rather than a two decade long phenomenon. Admittedly
post FYO5 analyst forecasting became more tepid but this could also be a function of the
relatively small number of analysts actually covering the stock. None-the-less the performance
of Seinobs actuals paint a picture of a st
an operational sense.

Seino Holdings Co., Ltd. (9076)
400.0

200.0 I

00 — 8- = I

-200.0

-400.0

m Actual Growth FY1 Growth FY2 Growth

EPS Growth (%)

-600.0

-800.0 FY94 FY95 FY96 FY97 FY98 FY99 FYO0 FYO1 FY02 FY03 FY04 FY0O5 FY06 FYO7 FY08 FY09 FY10 FY1l FY12 FY13 FY14

mActual Growth 326 80 180 -375 -444 28 -708.1 1814 -222 -1.8 -51 -160.0 203.1 -32.3 -43.7 1795 -10.8 485 -3.1 275 -6.7
FY1 Growth 134 69 -45 -59 -732 -24 61 -33 180 128 424 -160 -28.2 -17.8 -31.7 -17.1 -151 -7.7
FY2 Growth 0.0 18 99.7 465 -62 41 19.0 2538 126 141 158 83 109 47 10 -91 196

Source: Custom Products Research
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Ogaki Kyoritsu Bank (8361)

Ogaki Kyoritsu Bank (8361) of Gifu-ken is the other company that has not achieved more than
one consecutive period of positive EPS growth. Over the last three years the company has
underperformed TOPIX by 33.6%. The bank is trading at 97% of its 52 week high. Its PER is
17.1x consensus FY1 PER (1.3x the 5yr median) and 0.6x PBR, a 60% premium to the Syr

low.
Ogaki Kyoritsu Bank (8361) EPS Growth
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Ogaki Kyoritsu has been the victim of sporadic sell-side coverage. Forecasting has been a
random walk but the stock seems to be getting dragged by the sector as opposed to the
underlying performance.
1000 Ogaki Kyoritsu Bank, Ltd. (8361)
200.0 I I
o.o.-llll_ .l__l_._
-200.0
Sector
driven? < 00
E
o -600.0
o
4
w -800.0
m Actual Growth FY1 Growth FY2 Growth

-1,000.0

-1,200.0
FY94 FY95 FY96 FY97 FY98 FY99 FY00 FYOl FY02 FY03 FY04 FYO5 FY06 FYO7 FY08 FY09 FY10 FY1l FY12 FY13 FY14

mActual Growth -42.3 -15.7 108.8 -69.1 -1,007 150.3 -57.9 -26.5 -866.4 185.8 -47.5 726 -41.5 -9.7 -200.9 2146 -13.9 -34 245 -44 196
FY1 Growth 136.1 70.2 -30.2 -28 -57 -406 -82 -13.2
FY2 Growth -40.5 123.8 -59 -264 330 143 -88 -17.0

Source: Custom Products Research
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LIXIL (5938) 1 flushed with overseas M&A led growth?

LIXIL (5938) has stepped up its overseas business with the acquisitions of Grohe and
Permasteelisa SpA however this overseas expansion would appear not to be helping to drive
the companybs group EPS. The TOPKrbe62% overdhe ladt
three years. The stock is trading at 86% of its 52 week high. LIXIL has seen its ETF weight fall
from 22.6% to 17.8% of outstanding shares in the last 12 months.

LIXIL (5938) EPS Growth
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Source: Custom Products Research

While analyst coverage only took off in earnest from 1999, sell-side accuracy of coverage has
been poor especially two years forward. LIXIL has only managed to make more than two years
consecutive EPS growth once in the last 20 years, yet it is trading at a 110% premium to its 5yr
median FY1 PER and 160% PBR premium to the low of the last 7 years. A dividend yield of
2.4% is expected.

LIXIL Group Corp. (5938)

2,500.0
2,000.0
1,500.0
: 1,000.0
Trading at =
. S
premiums = 500.0
£
: I
o 5 00 - - , 1 Ba_ = = S .
historical 9 I
2 -500.0
W mActual Growth FY1 Growth FY2 Growth
-1,000.0
-1,500.0
FY94 FY95 FY96 FY97 FY98 FY99 FYO0 FYO1l FY02 FY03 FY04 FYO5 FY06 FYO7 FY08 FY09 FY10 FY1l FY12 FY13 FY14
mActual Growth 421 -12.0 -16.0 -134.2 172.6 -434.9 166.2 -20.2 62.6 76.6 -3.5 -27.8 57.8 -48.8 -97.2 -1,224 390.3 -88.3 1,031. -1.9 47
FY1 Growth 181.2 208 -289 222 -31 -53 -224 -03 29.7 2,065. 303 66.1 713.3 -19.3 1094 36.8
FY2 Growth 159 71 853 165 146 54 938 114 215 398 7151 370 101.8 1293 100 51.2

Source: Custom Products Research
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IHI (7013) i EPS sailing the rough seas?

IHI (7013) has managed two periods in the last 20 years where it has posted two consecutive
years of positive EPS growth. 3 year performance had the stock underperform a shade under
11% vs TOPIX. Although the stock had up until July 2015 outperformed the index by 91.4%
suggesting the market expected strong EPS performance after posting 40% EPS growth
several years ago. IHI formed a JV, Japan Marine United Corporation, with JFE Holdings
(5411) and Hitachi Zosen (7004) in 2013 in a move to consolidate production and improve
competitiveness in shipbuilding against Korean and Chinese makers. IHI is now at 54% of its
52 week high despite its 23.7% ETF weighting.

IHI (7013) EPS Growth
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Once again we have a poor track record when examining forecasts. Admittedly, diversified
industrials play to many cycles. For instance, ship building is a notoriously hard sector to
forecast given lead times, movements in raw materials such as steel plate not to mention the
risk of slowdown in shipping trade while the keel is being laid but the same trend is evident in
terms of inability to forecast, despite the impacts of restructuring skewing the outcomes.

IHI Corporation (7013)
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Source: Custom Products Research
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Nomura (8604) i Pogo stick EPS growth

Nomurads (8604) EPS growt h i DOnlginthedast! sgears leak then
company reported consecutive years of EPS growth. Higher market transaction volumes would

have supported industry revenues. Most recently Nomura has traded at 11x FY1 consensus

PER, a 20% discount to the 5yr median and 130% premium on its 7yr low PBR. The stock is

sitting at 80% of its 52 week high. Nomura ETF ownership is at 26.3% of outstanding shares,

up around 30 basis points over the last 12 months.

Nomura (8604) EPS Growth
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It comes as no surprise that a broker has volatile earnings given the swings in market turnover
but analyst forecasting has missed by a reasonably wide margin as shown below.
Nomura Holdings, Inc. (8604)
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Source: Custom Products Research
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On a sector level

We looked at the Sector level to see if FY2 and FY3 EPS are affected by cycles. They are
clearly not. For the Producer Manufacturing Sector, the chart below shows that FY1l EPS
growth picks up the different cycles. However, the 10-year average % of Companies with
positive FY3 EPS growth is 91% with a standard deviation of 5%. Clearly analysts are not
forecasting cycles.

Producer Manufacturing
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We also see the same thing in the Retail Trade, FY1 moves around appropriately but on
average 95% of the analysts are forecasting FY3 growth.
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Comparing FY1 PE to NTM PE out of 859 names only 104 names have a NTM PE lower than
FY1 PE. That is just 12%, which seems a little too low. Yes, there will be companies that will of
course grow next year we just think there is enough data to show that an upward bias clearly
exists and investors should probably discount FY2 and FY3 estimates.
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We now look at those names with consistent EPS growth track records where some names
have been ignored by the market.

Asics (7936) i Hiking the EPS track shoe?
Growth of
FYlto Sportswear maker Asics (7936) has had a reasonably impressive track record of consistent
NTM EPS growth, including the last 5 years. The stock is trading at 80% and 90% premiums of
respective consensus PER and PBR ratios with the share price at 74% of its 52 week high.
ETF ownership has slipped from 17.4% to 16.4% over the last 12 months. Asics has
outperformed TOPIX by 76% over the past 3 years although it was as high as 157%
outperformance in the 3 years to August 14" 2015.

Asics (7936) EPS Growth

R
200.0 5 i
= %
_ 150.0 ® S
Asics - 3 ]
[é;]
track 1000, & ~ " .
o — N © 8 - ©
record 500 S I B 5 N
N = N o [{e]
good 11. 0 11:_ aif:
0.0 - - —
o . 1
50.0 o o =
S
100.0 -
@ A e B > N R S A S B X B a4 N
N N N N N N N N N ¢ 4 . 4 4 4 S
‘ ‘ ‘ ‘ ‘ ‘ O N N > NN N N > O <
FSFIFEFFITIFTISFISIT & &S & & & & &S
C € € € € ° ° € L & & & & & & & & & e
B B B B B S BB A LLLLLLLL L
& & & & ¢ ¢ ¢ ¢ ¢ ¢ ¢ ¢ ¢ Qg
Source: Custom Products Research
Analyst forecasting has been far more realistic on an FY2 basis than FY1 post Lehman Shock.
With seven analysts officially covering the stock (excluding technical analysis based ratings) it
is interesting to see why FY1 EPS growth has tended to be negative or flat in the recent
decade.
Asics Corporation (7936)
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Kikkoman (2801) i Saucy EPS performance?

Kikkoman (2801) unsurprisingly shows stability of EPS, notably lifting its growth rate from
single digit to double digit levels. Kikkoman shares are trading at a 190% premium (34.9x) to its
5yr median FY1 PER and 240% (2.9x) premium to its 7yr low PBR. The company is trading at
80% of its 52 week high. In the past three years the stock has outperformed TOPIX by 138%
and almost 200% in the three years to August 18™, before the market sold down.

Kikkoman (2801) EPS Growth
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Much like Asics, Kikkoman FY2 forecasts have shown greater accuracy than FY1 in terms of
EPS growth versus the actual results.
Kikkoman Corporation (2801)
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Glory (6457)

Glory (6457) has had three consecutive years of double digit EPS most recently on a 20%
discount (15x) FY1 PER and 50% premium on the 7 year PBR low. The shares are at 76% of
the 52-week high but have underperformed TOPIX by 37% in the last 3 years.

Glory (6457) EPS Growth
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JGC (1963) i Consistent EPS growth despite industrial cycles

JGC has had an impressive track record of consistent EPS growth for what could be argued a
company at the mercy of the industrial cycle. The shares currently trade at 11x FY1 PER, a
20% discount to the 5-year average with book value broadly in line with the 7 year low.
Dividend vyield was 2.2% in the outgoing fiscal year. In the last year the stock has
underperformed TOPIX by 54.94%. With such a decent track record over the long run it begs
thequeston as to why the marketdés judgement co
a Sony which we showed had not strung two consecutive years of positive EPS growth more
than twice?

JGC (1963) EPS Growth
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Analyst forecasts on an FY1 basis have proved relatively more reliable than FY2 estimates but
still consistently off the end results. So
business model that can lead to lumpy earnings reporting.
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NSK (6471) i Bearing consistent EPS growth

Bearings maker NSK has had a relatively good consistency in getting EPS growth. The stock is
currently 61% of its 52 week high and at a 30% discount to its 5 year median FY1 PER (9.8x)
and healthy dividend of 2.7%. The stock has underperformed TOPIX by approximately 20%
over the past 12 months.

NSK (6471) EPS Growth
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Analyst forecasting has been more accurate at the FY2 level than FY1 but generally far from
the mark.

NSK Ltd. (6471)
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Given automotive parts make wup ar ound omelofis
customers, Toyota, to see if analyst accuracy was any better.
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Toyota (7203) i Driving consistent EPS

Toyota unsurprisingly has had a pretty consistent track record of EPS growth. With the
exception of 1998, Lehman shock and the aberration caused by the accelerator recall issue
EPS growth has been positive. Toyota is trading at a 20% discount to its 5yr median FY1 PER
with a 3.1% dividend yield. Toyota has broadly traded in line with TOPIX given its weight in the
index and holdings among ETFs.

Toyota (7203) EPS Growth
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Toyota _ , _
gr gwth At a micro level, FY2 EPS growth estimates have proved more reliable but rarely accurate save
for perhaps FY00 FY2. Of course the skew of FY2 EPS growth will be influenced by a poor
estimate for EPS growth in FY1. Some of the miss could be due to conservative company
forecasting and provisions for recalls but none-the-less would tend suggest analyst accuracy
on growth is poor.
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Kureha (4023) i Chemically challenged?

Kureha has managed to report consistently positive EPS growth but its FY1 PER (9.8x) trades
at a 30% discount to its 5yr median and book value of 0.6x and dividend of 2.4%. Perhaps the
market cap of ¥82.5bn has kept it off the radar screens of institutional investors given the
shares have underperformed TOPIX by 32% in the last 12 months.

Kureha (4023) EPS Growth
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Nippon Nohyaku (4997) i Spraying consistent EPS
Agricultural fertilizer specialist Nippon Nohyaku (4997) has underperformed TOPIX by 22%
over the last 12 months despite consistent recovery in EPS growth. The company trades at
9.1x FY1 PER, a 30% discount to the 5yr median with PBR at a 90% premium to the low
reached over the past 7 years
Nippon Nohyaku (4997) EPS Growth
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Summary

As the newly corporate governance code forces more companies to get with the program to
deliver more consistent shareholder returns we find the track record of many corporates
remains poor. The plight of Sony has been well documented and while the market has placed
faith in the companyés abil ity hasnotbeentpromising. |
Seino Holdings share performance in recent years is at odds with its EPS growth delivery.

Sector level forecasting does not provide much confidence in that the predictions remain based
on O6hoped6 rather t hhamryilgtopradictcycled, especially
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Important Disclosures:

This material was prepared for you and is for your information and use only. This material
should only be distributed to other members of that organization on a need to know basis and
should not be distributed or disseminated to any other person or entity.

This material is for information purposes only and it should not be regarded as an offer to sell or
as a solicitation of an offer to buy the securities or other instruments mentioned in it. This
material is based on current public information that Custom Products Group Limited ("Custom
Products") considers reliable, but we make no representation that it is accurate or complete,
and it should not be relied on as such. No investment opinion or advice is provided, intended,
or solicited. Custom Products offers no warranty, either expressed or implied, regarding the
veracity of data or interpretations of data included in this report. This material is provided with
the understanding that Custom Products is not acting in a fiduciary capacity. Opinions
expressed herein reflect the opinion of Custom Products and are subject to change without
notice.

The products mentioned in this document may not be eligible for sale in some states or
countries, and they may not be suitable for all types of investors. The value of and the income
produced by products may fluctuate, so that an investor may get back less than they invested.
Value and income may be adversely affected by exchange rates, interest rates, or other
factors. Past performance is not necessarily indicative of future results. If a product is income
producing, part of the capital invested may be used to pay that income. © 2015 Custom
Products Group Limited. All rights reserved.
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