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Buying into Japanese property

Today we introduce Astro Japan Property Group (ASX: AJA) into the portfolio. Astro Japan is a listed property
group, which invests in the Japanese real estate market and holds interests in a portfolio of retail, office and
residential properties. We believe the Japanese property market is on the cusp of stabilisation and
possibly a return to improving values, particularly in urban areas and Astro Japan provides Australian
investors with a relatively scarce exposure to the sector.
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Prices are rotating swiftly off dynamic support found at the 50 day moving average of $3.55. The bullish
moving average cross in place signals momentum to favour the upside over the medium term. A decisive
break above resistance located at the $3.78/80 region would likely spark a second-round of upward
momentum to follow.

By setting his 2% inflation target, the new governor of the Bank of Japan, Haruhiko Kuroda, has
declared to the world that he is going to run with “Abenomics”. The bold plan sets out a doubling of the
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monetary base (over just two years!) and will include massive bond buying and consider purchases of other

asset classes such as equities, ETF’s and real estate.

“Abenomics” is a term coined for Prime Minister Shinzo Abe’s approach to turning the Japanese economy
around, and his platform for his political campaign. Mr. Abe has called for a comprehensive programme with
monetary, fiscal and structural policies, which he has likened to holding three arrows together — held
separately each could be bent or snapped, but taken together, they remain firm.

Even with expectations set high prior to Mr. Kuroda’s announcement the Yen has resumed it's downwards
slide and the Nikkei continued to surge. The slide in the value of the yen has been dramatic since last year,
already working to improve the competitiveness of Japan’s large export sector. The monetary “arrow” is now
well in flight and most believe it is on target. As of overnight the Japanese yen was on the cusp of breaching
the big 100 level against the greenback.

For Astro Japan a weakening yen influences their results in a couple of ways. The carrying values of property
will be lower when translated back to Australian dollars, as will income from tenants. This is a negative but
we are wagering that a revitalised Japanese economy, and a reversal of the decline in property values, along
with renewed interest in the asset class, will outweigh the impact from lower currency translation. The J-REIT

index was a strong performer in 2012 and has been continuing its run this year.

In addition, with an improving property market we believe the company could further modify its portfolio to
add value for shareholders. The company has flagged that its asset manager in Japan, Spring Investment,
will increase its focus on asset sales that are smaller non-strategic holdings. The intention is to release
capital from debt structures that are less efficient and either roll those into more efficiently leveraged
investment opportunities, further debt reduction, distribution increases or share repurchases.

For example the company reported that the December 2012 refinancing of one of their structures which has
a 13.5 billion yen loan, would result in a material reduction in both interest costs and amortization, which is
expected to improve cash flow by approximately 9.8 cents per share on a full year pro-forma basis.
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With reference to the weekly chart, a broad consolidation remains at play between support at $1.60 and
resistance of $5.15. Over time, we would expect prices to continue to track north, targeting the upper
boundary of $5.15.

Astro Japan Property overview

The company has a portfolio of 37 investments in a mix of retail, office and residential buildings throughout
Japan.

The following table is from the company’s half-year results presentation, dated 21 February 2013. The pro-
forma column refers to the restatement of the portfolio to adjust for the company’s capital raising and property
restructure 31 January. Since that time the company has released an announcement regarding an additional
minority investment in a Tokyo commercial property, valued at 300 million yen (~A$3 million).
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Pro-forma 31 3 Decamber
December 2M2
2012

Porifolio carmying value ¥85.4 bn ¥95.1 bn ¥98.3 bn -13.1%
Tolal number of properties 35 38 40 -10.0%
MNRA [sgm) 233513 258,734 288,122 -13.2%
Cecupancy by area 94.0% 94 0% 895.8% 1.8%
Mumbar of lwases 226 355 366 -38.3%
% non-cancellable leasas by incoma 53.5% 44 9% 44 4% 8.1%

Waighlad average lerm to axpiry (WALE) {non- 4.5 yaars 4.5 years 4.5 years -

cancolablo leasos) - yoars

Source: Company presentation

The company’s retail portfolio boasts the highest occupancy rate, sitting at 98.7% by area as of 31
December 2012. Following this was the residential portfolio, with occupancy at 88.3% and office lagging with

85.6% occupancy. This led the company to have an average occupancy of 94.0% across the portfolio. In

terms of property income, retail contributed approximately 51.4%, office 40.4% and residential just 8.2%.

As at 31 December 2012

Property incoma (¥ million)

Six months to
31 December 2012

Retail 2119
Office 1,667
Residential 339
Total portfolic 4,125
Occupancy by ansa 31 Decamber 2012
Retail 98.7T%
Offica B5.6%
Residential B8.3%
Total portfolie 04.0%

Source: Company presentation

Six months to
31 December 2011

2,191
1,704

358
4,261

30 June 2012

90,456
25.5%
100.0%
95 8%

Changa

-3.2%
2.2%
-T.4%
=3.2%

Changa

-0.7%

0.1%

-11.7%

=1.8%

We prefer the urban areas in Japan, believing they will be the first to pick up in value. The company is well
positioned in this respect, with the vast majority of its portfolio in Tokyo or greater Osaka as depicted below:
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Pro-forma diversification (by value)
as at 31 December 2012

BGreatar Tokyo - 52% W anbral Tokyo - 27%
Greater Osaka - 12% WHokkaido - 3%
Fukuoka - 3% B Shizuoka - 2%

Aichi - 1%

Source: Company presentation

The following graphic from the company’s half-year results presentation estimates the sensitivity of the
company’s pro-forma net tangible assets (NTA) to changes in the exchange rate between the yen and
Australian dollar. We note that the yen is trading at around 101 yen to the Aussie at the time of writing and

that this was prepared prior to the most recent 300 million yen investment.
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The latest A$25.4 million institutional placement and portfolio restructure has reduced gearing and improved

the company’s debt maturity profile.
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The company’s operating financials have been in decline since the financial crisis but we believe this

is largely reflected in the valuation. The following graphic shows the gradual decline in net property

income over the past four years reflecting the softness in the Japanese property market. However the small

1.3% decline in the portfolios property value in the most recent period was the smallest change since 2008.
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Looking ahead, the company is trading on 8.1 times June 2013 earnings consensus expectations for

earnings and 8.4 times 2014. On average analysts expect a dividend yield of 4.9% and 5.4%, although we

feel that distributions may fall slightly short of this. The most recent half-year distribution was 7.5 cents per

share, down from 10 cents per share the previous period.

http://members.fatprophets.com/Products/Australasian%20Equities/Fat%20ldeas?id=f1c8a1b7-0e81-402f-8694-820de1cabb2f&article=yes

6/8



6/12/2018 members.fatprophets.com/Products/Australasian Equities/Fat Ideas?id=f1c8a1b7-0e81-402f-8694-820de 1cabb2f&article=yes

Summary

We believe that Japanese property prices are on the cusp of reversing decades of decline, with
corresponding increases in the rents from tenants. Certainly investor interest in Japanese equities and
property has been reignited and we believe both are positive for Astro Japan, and this can more than offset

the impact from a weakening yen, therefore we are recommending it as a buy around current prices.

We recommend Astro Japan Property Group (ASX: AJA) as a new buy around $3.80.

DISCLAIMER

Fat Prophets has made every effort to ensure the reliability of the views and recommendations expressed in the reports published on its websites. Fat
Prophets research is based upon information known to us or which was obtained from sources which we believed to be reliable and accurate at time of
publication. However, like the markets, we are not perfect. This report is prepared for general information only, and as such, the specific needs,
investment objectives or financial situation of any particular user have not been taken into consideration. Individuals should therefore discuss, with their
financial planner or advisor, the merits of each recommendation for their own specific circumstances and realise that not all investments will be
appropriate for all subscribers. To the extent permitted by law, Fat Prophets and its employees, agents and authorised representatives exclude all liability
for any loss or damage (including indirect, special or consequential loss or damage) arising from the use of, or reliance on, any information within the
report whether or not caused by any negligent act or omission. If the law prohibits the exclusion of such liability, Fat Prophets hereby limits its liability, to
the extent permitted by law, to the resupply of the said information or the cost of the said resupply. As at the date at the top of this page, Directors and/or
associates of the Fat Prophets Group of Companies currently hold positions in: ASX-listed Australian stocks: ASX-listed Australian stocks: AAC, AAD,
AGO, AJA, AMP, ANZ, APA, APG, AVG, BCI, BHP, BKN, BOQ, BRL, BRU, BTR, BWP, CBA, CCL, CDD, CFE, CGL, CKF, CNQ, CVO, CWN, DLS, DNX,
DUE, ELD, ENV, EVN, FID, FMG, FXJ, GJT, GMG, GNS, GOR, GPT, GXL, HUB, IAU, IFL, ILU, IMF, JHX, MFG, MGR, MML, MMS, MND, MNF, MPL,
MTR, MTU, NAB, NCM, NMG, NUF, OBS, ORE, OSH, OVH, POS, PPS, PRG, PRT, PXG, QAN,QBE, RIO, RXL, RRS, S32,SDG, SFR, SGP, SIV, SLR,
SPK, STO, SUN, SYD, TAM, TEN, TLS, TME, TTN, WBC, WFD, WES, WHC, WOW, WPL, WSA. International stocks 3i Group, Acacia Mining, Amec
Foster Wheeler, Anglo American, Archipelago Resources, Arian Silver Corp, Aviva, Avocet Mining, Bank of China, Barratt Developments, BMW, Berkeley
Energy, BG Group, BOLSAS Y MERCADOS ESPANOLES,SOCIEDAD, Bovis Homes, BP, Braemar Shipping Group, British American Tobacco, BT
Group, Cairn Energy, Centamin Egypt, China Life Insurance, China Mobile, China Overseas, China Taiping, China Vanke, Country Garden, Daejan
Holdings, Development Securities, Dragon, Enquest, Esure, Euronext, FedEXx, Fresnillo, Ibiden, Infosys, Glaxosmithkline, Glencore International,
Goldbridges Global Resources, Google (Alphabet), Grainger, Gulf Keystone Petroleum, Highland Gold Mining, HSBC,ICICI Bank, Ironveld, iShares
Physical Metals, J Sainsbury, JKX Oil & Gas, John Wood Group, Kazakhmys, Legal & General, Lloyds, Low and Bonar, Market Vectors Junior Gold
Miners, Market Vectors Oil Services, Market Vectors Vietnam, Marstons, Medusa Mining, Mitchells & Butlers, Mitsubishi Tokyo Financial, Mitsubishi UFJ,
National Grid, Nippon Telegraph and Telephone, Panasonic, Paragon Group of Companies, Petra Diamonds, Petrofac, Petropavlovsk, PICC Property &
Casualty, PPHE Hotel Group, Randgold Resources, Rank Group, Reckitt Benckiser, Royal Dutch Shell, Solgold, Sony Corporation, Standard Chartered,
STV Group, Sylvania Platinum, Tata Motors, Tencent, Tertiary Minerals, Teva Pharamaceutical, Toyota Motor, Tullow Qil, Unilever, Vedanta Resources,
Vodafone, Walt Disney, Zillow.

Astro Japan Property
Latest Closing Price: $3.80

As part of the separation of AJT from the Babcock & Brown Group on 16 April 2009, AJT implemented a restructure to enable the
internalisation of the Responsible Entity and Australian management. On 12 November 2009, the units in AJT were stapled to the shares in
Astro Japan Property Group Limited (AJCo) to form the Astro Japan Property Group (Astro Group). The Astro Group is listed on the
Australian Securities Exchange and its stapled securities trade under the ASX code AJA. The company has a diversified portfolio of interests
in 37 properties in Japan.

Market Capitalisation:$249m

FY1 FY2
Price to Earnings 8.1 8.4
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Dividend Yield (%) 4.9 54
Price to Book 0.7 0.6
Return on Equity (%) 9.3 7.7

Copyright © 2000 - 2016 Fat Prophets. All rights reserved. No portion of this website may be reproduced, copied, or in anyway
reused without written permission from Fat Prophets.
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