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What is required for a sustainable Japanese equity market rally

in medium to long terms?

W Lately P/B (Price to Book value) is rising alongside
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the Japanese market prices rise. However, we need to
keep it in mind to take also into account of Return on
Equity (ROE) level when analysing a share price
valuation using the P/B.

ROE measures the ability of a company to generate
profits from its shareholders’ investments in
the company. Provided that comparing the two
companies with the same net profit, the higher ROE
company tends to generate higher profit to
shareholders in each 1 dollar they invest. Therefore,
the share price and the P/B for the higher ROE company
tend to be higher. In general, the share price of
a company would not be deemed expensive if the ROE
is reasonably high enough to prove its high P/B.
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1. Data is from Jan. 2001 to Mar. 2015.
To calculate the Average and STD (Standard Deviation) of P/B,
we used the data from Jan. 4, 2011 to Dec. 30, 2014.
STD is a measurement to quantify the degree of data dispersion.
2. P/B: Price of share divided by its net asset.

(Source) SMAM, based on Bloomberg L.P. data

Sustainable profit growth through “Maximizing shareholders’ interest” is key issue.
ROE (Return on Equity) seems to be a useful measure to foresee the future performance.

B The below show average ROE of Japanese companies
has been leveling off, while the share prices and
the P/B have been surging until recently. Going forward,
lifting up the ROE should help the sustainable rally for
the equity market in medium to long term. Japanese
companies are required to focus more on
shareholders’ interest and maximize the profits on
their investment as the ROEs are lower than those of
the other developed countries .

B In these days, increasing number of Japanese
companies adopt ROE as the key financial goal for their
corporate management plans. The key for the Japanese
stock market is how they improve the corporate
governance focusing more on shareholders’ interest
and lift up the ROE as this movement spreads out.
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(Note) 1. Data is from Jan. 2006 to Mar. 2015.

2. ROE: Net income divided by shareholders’ equity.
Based on Bloomberg’s forecast.
(Source) SMAM, based on Bloomberg L.P. data
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Please read this disclaimer carefully.

e This material is for non-Japanese institutional investors only.

® The research and analysis included in this report, and those opinions or judgments as outcomes thereof, are
intended to introduce or demonstrate capabilities and expertise of Sumitomo Mitsui Asset Management Company,
Ltd. (hereinafter “SMAM”), or to provide information on investment strategies and opportunities. Therefore this
material is not intended to offer or solicit investments, provide investment advice or service, or to be considered
as disclosure documents under the Financial Instruments and Exchange Law of Japan.

® The expected returns or risks in this report are calculated based upon historical data and/or estimated upon the
economic outlook at present, and should be construed no warrant of future returns and risks.

e Past performance is not necessarily indicative of future results.

@ The simulated data or returns in this report besides the fund historical returns do not include/reflect any
investment management fees, transaction costs, or re-balancing costs, etc.

@ The investment products or strategies do not guarantee future results nor guarantee the principal of investments.
The investments may suffer losses and the results of investments, including such losses, belong to the client.

@ The recipient of this report must make its own independent decisions regarding investments.

@ The opinions, outlooks and estimates in this report do not guarantee future trends or results. They constitute
SMAM’s judgment as of the date of this material and are subject to change without notice.

@ The awards included in this report are based on past achievements and do not guarantee future results.

@ The intellectual property and all rights of the benchmarks/indices belong to the publisher and the authorized
entities/individuals.

e This material has been prepared by obtaining data from sources which are believed to be reliable but SMAM can
not and does not guarantee its completeness or accuracy.

e All rights, titles and interests in this material and any content contained herein are the exclusive properties of
SMAM, except as otherwise stated. It is strictly prohibited from using this material for investments,
reproducing/copying this material without SMAM’s authorization, or from disclosing this material to a third party.
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