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These have been flush times for Japan's auto
industry. Toyota (TM) is now the biggest
auto company in the world, Japanese makers
continue to gain share in the U.S., high oil
prices are boosting the sale of Japan's
energy-efficient cars, and, as the worldwide
auto market continues to expand, the cheap
yen aids profits. 2007 should be another

banner year for Japan's auto industry.

But finding value among Japanese auto stocks
is difficult. The big names like Toyota, Honda
(HMC), and Nissan (NSANY) are widely
followed and very likely fully priced.
Goldman recently released new target prices
for Honda and Nissan, but as Steven Towns
has commented on Seeking Alpha, there's no
excitement, as actual prices are around (or,

now, above) target prices.

Focus has thus begun to turn to Japan’s auto
parts and equipment makers. Lack of names
is certainly not a problem: according to S&P
Japan’s classifications, 122 such firms are

publicly traded.

There are big, well-known firms like Denso
(6902) (DNZOY), a Toyota keiretsu major
parts manufacturer with over $30 billion in
market cap (about the same as Ford and GM
together). But many are small firms; some
are microcaps. A majority of the companies

have no analyst coverage.

Mizuho Securities recently released a report
on the industry. Along with Denso, a major
upgrade was Koito (7276), an automotive
lighting manufacturer affiliated with Toyota.
Koito is moving toward local development as
it expands overseas operations in the US,
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China, and Thailand. The company also
recently beefed up its Japanese capacity with

an additional ¥4 billion investment.

Another Mizuho upgrade was Tokai Rika
(6995), an auto switch maker, also affiliated
with Toyota, that has been ramping up
production in both China and
Czechoslovakia. The company’s net profit
has been rising nicely — ¥11.2B in (March)

2005, ¥14.8B in 2006, and ¥17.9B in 2007.

Nihon Securities Journal recently
recommended Nisshinbo (3105): while only
20% of its sales are auto parts, they account
for the bulk of operating profit, which grew
28% for the auto parts segment in the March
2007 year (according to Reuters, as of May

23, Steel Partners had about a 5% stake).

Among less well-known companies is H-One
(5989), a new name as a result of a merger of
two Honda group parts companies. Sales and
net profit comparisons for the most recent
year (plus 211.9% and 167.3%, respectively)
aren't useful because of the merger, but
other measures seem to indicate that the
combination resulted in some improved
ratios (per share profit is up 64.4%, ROE

improved from 7.6% to 14.7%).

Trading at a (historical) P/E of 9, the
company might be good value for small-cap
investors who believe Honda will continue to
grow in the world's marketplace (90% of H-

One's sales come from Honda).
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Stanley Electric (6923)
Shikiho says that, while
auto lighting revenue
hasn’t grown much,
margins are wider because
of factory efficiencies.
Company profit estimate
is based on ¥ 10 to $1,
and thus conservative
based on recent exchange

“The mere fact
that so many
investors read
the Kaisha
Shikiho’s
comments might
be worth
considering.”
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Keyence (6861)
Shikiho says sales of firm’s

measuring and control
equipment, like FA sensors,
are strong. Keyence is
continuing to expand its
overseas locations and this
year as much as 25% of
revenue could come from
overseas. The dividend was
¥40 in March 2007, and
estimated at ¥60 for 2008

The Kaisha Shikiho Effect on Japanese Equltles

quarterly by 1oyo Keizal, Is
considered by some to be
Japan's investment bible.
This thick, paperback-size
publication covers all of
Japan’s public companies;
over 3,700 in number. It'
like Value Line but with :
much wider readership --
Toyo Keizai says Shikiho has
70% of Japan's investment

periodicals market.

Indeed, you will often see
the most recent version on
the desks of both brokers
and small investors. Wahei
Takeda, perhaps Japan's
largest individual
shareholder, is said to read
Shikiho as his main
information source for
investing. In the US,
investors know the English-
language edition as the Japan
Company Handbook, which
appears about a month after
the Japanese edition. (Toyo
says the English version
includes any subsequent

earnings revisions.)

Prior to the release of the
summer issue on Friday,
June |5, the publisher ran a
number of "preview" articles
for subscribers of its online
magazine. While of course
there's no guarantee that its
comments and earnings

so many |nvestors read
them might be worth
considering, especially for
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on a few stocks that caught
our eye:

McDonald's Japan (2702,
Parent MCD) As in the US,
McDonald's Japan is doing
nicely. A revamped
breakfast menu, new
products like the MegaMac,
and 24-hour outlets should
push same-store sales up 8%
for the December 2007
year. Shikiho is raising its
net income forecast for
2007 to ¥6.2 billion, a big
jump from the ¥1.5 billion

earned in 2006.

Komori Corp. (6349)
The company's official

recurring profit estimate,
based on a conservative
exchange rate, is flat. But
Shikiho expects a 10%
advance for recurring profit
to ¥18.5 billion yen for the
year ending March 2008, as

well as a higher dividend.

Fanuc (6954, FANUF) This
leading factory automation
and robotics maker should

e -

auto industry. Shlklho thinks
the firm’s estimates of slight
growth in revenue and flat
operating profits are
conservative. It forecasts an
8.7% rise in net income to
¥1 16 billion yen for March

2008.

Is there an impact on stock
prices from Shikiho
upgrades? The table below
shows prices on key dates
for the three stocks, as well
as two others we noted had
favorable comments —
Stanley Electric and Keyence

(see 3-month charts at left).

Among these stocks, while
the TOPIX rose 2%
between Preview Day and
one week after Publication
Day, Fanuc rose | 1%. The
other names pretty much
tracked the market. But of
course, they’re all part of
the TOPIX, i.e., the overall
market may have gotten a
bump from a Shikiho Effect.
We recognize this is an
extremely crude and
simplistic analysis, but it
does seem an area that
could be exploited through

more rigorous study.

Stock Ticker Preview 1 Month 1Week Preview Publication 1 Week
Date Before Before Day Day (6/15) After
McDonald’s J 2702 06/13/07 1,927 2,005 2,000 2,010 2,025
Komori 6349 06/08/07 2,775 2,950 2,810 2,960 3,030
Fanuc 6954 06/13/07 11,250 11,610 11,670 12,100 12,780
Stanley Electric 6923 06/13/07 2,315 2,650 2,665 2,695 2,690
Keyence 6861 06/11/07 27,080 26,120 26,020 26,110 26,590
TOPIX (6/13/07) 1,731 1,756 1,746 1,773 1,778
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