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JPY 17,180 million JPY 972 Real estate business

(As of November 25, 2022) .
Price performance
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Business is growing steadily
75-day moving ave. ¥918

The number of subleased properties is steadily building up, and earnings are
strong. Management reported that the seventh wave of COVID-19 did not impact
the number of subleases. Management's explanation is convincing: there is strong
demand for new restaurants in good locations in Tokyo, and the small size and low
rents of the company's unoccupied properties meet the needs of new tenants.
Recurring income is positive with a steady increase.
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Management's forecast for FY2023/3 is +14% subleasing properties and +11% sales to mark the 11th
consecutive year of growth, with operating profit up +17% yoy. These should be achieved
comfortably, and strong results are expected to be revealed in the 3Q earnings report on 2 February
2023. The shares have outperformed TOPIX by 6.3% year-to-date after losing 4.5% to it last year;
TOPIX benchmark investors should be happy.

A clear focus on scale-up

The management's long-term approach to increasing corporate value by maximising the number of
sub-leased properties and maximising rental margins is clear and very to the point. To achieve this,
the company will remain dedicated to the restaurant sub-leasing business while extending the know-
how essential for this business and spreading it to every corner of the company. All these are
plausible. The short-term actions appear to be well-prepared, which include actively purchasing
properties, restructuring the sales organisation, spreading sales know-how, strengthening
Inukitenpo.com, improving the quality of management and stabilising property sales.

Management's earnings targets are ambitious

Management expects an operating profit of approximately 1.5 times this year's forecast of 1.5 billion
yen in three years and then triple that to around 3 billion yen in FY2029/3, with sales of about 30
billion yen. This would be attractive growth if achieved. Management's calculations are based on
acquiring 5% of the 110,000 properties available to the company in the metropolitan area and
achieving 5,500 properties eventually.
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How the shares are rated

From the above, the earnings visibility, profit growth and quality of the management team, which
are essential in estimating the fair value of the shares, are highly rated. However, the ratings on the
balance sheet, shareholder awareness and business strategy are low. These are opportunities for the
company to challenge itself and, if improved, could make the share price more attractive.
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The premium attached to the shares is declining

As we predicted in August last year, the equity premium is slowly declining. PBR stood at 6.8x in
February 2021, fell to 4.3x in June 2022 and has since recovered but currently stands at 4.8x. PER is
only a short-term indicator and swings widely, but it has declined to 23x from 34x in the same period.

The eroding multiples despite solid earnings make us concerned.
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The prospects for business model evolution are lacklustre

One of the reasons for the eroding multiples is that, while the company's earnings growth highly
reassures us, we cannot envision any exciting future developments of the company's business model.
Innovation and renovation still need to be added to the management plan. Prospects for business
expansion are good, but the evolution of an exciting business model that could exceed investors'
expectations has yet to sprout.

ROE is on the decline

Another primary reason is the structural decline in ROE. The current ROE is as high as 20%, but it has
declined from 28% in 2019 and is below the five-year average on a downward trend. If management
does not take action on BS and cash flow, ROE will decline further.
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DuPont Analysis - Annual
Asset Turnover Operating Margin ROE
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Asset Turnover - - - - 1.06 1.06 1.00 1.02 1.02
x Operating Margin - - - 5.9 8.9 7.8 71 8.0 8.6
X Interest Burden - - - 1.01 0.97 1.04 1.15 1.08 1.08
X Tax Burden - - - 0.59 0.71 0.69 0.68 0.67 0.68
= ROA - - - - 6.6 6.0 5.6 5.9 6.4
x Equity Leverage - - - - 4.28 4.05 3.75 3.55 3.56
=ROE - - - - 28.0 243 209 211 22.9
x Earnings Retention - - - 72.3 76.4 71.6 721 67.9 71.5
= Reinvestment Rate - - - - 24.3 18.9 15.1 16.0 -

The decline in ROE is due to the falling equity leverage. The ability to increase profits and improve
operating margins while maintaining an asset turnover at about 1x is a significant attraction of the
company. However, no active reinvestment exists, and the growing cash is weighing on the efficiency
of BS. Economic value creation is also restrained; ROIC is high at around 20%, but there is no
borrowing, and the only invested capital is equity.

Bottom-line profit growth is overwhelming at a four-year CAGR of +30%, but the dividend is a drag
on the reinvestment rate, so equity growth is stuck at a CAGR of 20%. Dividends are determined with
a payout ratio of around 30% in mind. If ROE is to decline further, shareholder equity growth will also
slow down.

Where the upside of the share price resides

BS is inflating. Management should find opportunities for reinvestment to use cash flow and, if not,
return it to shareholders. On the other hand, the share price would respond immediately if the
company were to consider financial measures such as buybacks to return shareholders' equity to a
leaner position and if it were to take a radical financial review, such as using borrowing to cover
working capital. Management has many choices, but a BS adjustment, such as suspending dividends
for a few years and using all surplus cash flow to buy back shares, would be very popular with
investors and should positively affect the share price. However, the probability of the current
management team, which appears solid but conservative, deciding on such a measure is extremely
low. If this is the case, the return on equity will continue to decline, and the loss of share premium
will not stop unless there is an enormous improvement in business profitability. We expect market
capitalisation to grow but at a slower rate. Our investment view is, therefore, mildly positive.
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Omega investment view - Definition

An insight into intrinsic value of the business and the stock price, and a presentation of investment
views or perspectives that contribute to intelligent investment decisions. Stock recommendations are

not the purpose. Contrarian views and non-consensus ideas are valued.

Investment ideas are put into the portfolio managers’ context, taking into account the broader picture
of the financial market and the economic environment, as well as the primary clients of institutional
investors such as pension, wealth management, family offices and holders of investment trust, etc.
Investment views are produced by digesting various data, company materials, analyst reports, and other

easily available materials. One-on-one interviews may be held if deemed appropriate.

Rich in subjective discussion and de-emphasizes detailed explanation of the business. Equity investment
strategies vary widely, therefore stocks are not graded. However, in most Omega Investment Views
readers should easily see what the sensible investment action is. In case of excellent alpha expectation,

we would not hesitate to express strong opinions.

Omega Investment Co. Ltd.

E-mail: info@omegainv.com

KS Floor, Risona kudan building 5F, 1-5-6, kudan-minami, chiyoda-ku,
Tokyo, Japan



