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Daisuke Fukushima - NSC Looking at the spread between the implied cap rates (based on our calculations) for 
Mitsui Fudosan [8801] and Mitsubishi Estate [8802] since 2003, we see that while the 
spread between the two companies' implied cap rates has narrowed from 2.6ppt in late 
August, it is still at an unprecedentedly high level of 1.9ppt based on 8 September 
closing prices. Except for the brief time when real estate stocks dropped sharply in the 
wake of the global financial crisis in 2008, Mitsui Fudosan's implied cap rate has been 
consistently higher than Mitsubishi Estate's, and the spread between the two 
companies cap rates has generally been around 0-1ppt. Even in September 2014, 
when Mitsui Fudosan's market cap was temporarily higher than Mitsubishi Estate's due 
to increased expectations for Mitsui Fudosan's profit growth following its capital 
increase in June 2014, the spread was still only 0.4-0.5ppt. We believe this is because 
real estate in the Marunouchi area (the focus of Mitsubishi Estate’s portfolio) is valued 
higher than real estate in Nihonbashi (the focus of Mitsui Fudosan's portfolio), which 
results in a lower cap rate.  
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The spread between the two companies’ implied cap rates started to widen significantly 
over the past range of 0-1ppt beginning in January 2016, and this picked up 
substantially from mid-June. In terms of fundamentals, at the beginning of 2016, the 
market became strongly aware of (1) the risk that Mitsui Fudosan's brand could be 
damaged when it came to light that there were construction problems involving the 
pilings for a large condominium building in Yokohama that the company had supplied 
and (2) the risk that the company might have to pay out compensation, including for 
rebuilding the condominium. Furthermore, around the time of the 23 June Brexit vote, 
the market appears to have priced in the risk that Mitsui Fudosan would be unable to 
sell off condominiums or find tenants for office buildings that it was developing in 
London. Like Mitsui Fudosan, Mitsubishi Estate also has real estate in London, so it 
faces risks from real estate prices in London and the possibility of asset values 
deteriorating due to a weakening in the pound sterling, but the company mainly rents 
out properties using long-term rental agreements and since it is not currently 
developing any properties in London, both we and the market consider its risks here to 
be relatively small. That said, it is our understanding that Mitsui Fudosan's brand has 
not been damaged by the condominium issue and that overall compensation for the 
issue amounts to around ¥40bn, of which a portion is expected to be charged to the 
construction company that was subcontracted to perform the work. It appears that 
Mitsui Fudosan's total investment for real estate under development in London 
amounts to around ¥180bn, but even if it ends up taking losses on half of this amount, 
its risk exposure, when combined with its portion of the compensation amount for the 
Yokohama condominium issue, looks to be around ¥100-120bn. We estimate that this 
equates to around 20-30bp in cap rate terms, so in our view, the recent gap in Mitsui 
Fudosan and Mitsubishi Estate's implied cap rates seems excessive.  
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Project details 

Obayashi JV handling central west zone of Nagoya Chuo Shinkansen station  
Central Japan Railway [9022] on 7 September announced that it had signed contracts 
with a joint venture of JR Tokai Construction, Maeda [1824], and JN Construction for the 
central east portion of construction on the Chuo Shinkansen Nagoya station and with a 
joint venture of Obayashi, JR Tokai construction, and Maeda for the central west portion. 
Work began on 6 September following the contract signing for both zones, and is 
scheduled for completion on 31 May 2019. The contract price has not been disclosed. 

While JR Central had initially intended to sign contracts for the work on Nagoya Station 
itself before the end of March, the large scale and long duration of construction led the 
company to take a more cautious stance, and it had been putting off signing any 
contracts as it continued its talks with prospective contractors. The new Nagoya 
shinkansen station is scheduled to be constructed over roughly 1km intersecting the 
current conventional line station underground at a depth of 30m, and the portions on 
which work just began are the roughly 130m central east zone and the roughly 90m 
central west zone, which are within the site of the existing station. As the construction 
planned will use the cut-and-cover method, orders for the remaining zones will be made 
as the company makes progress on buying the necessary land. The company targets a 
start of construction for all portions of Nagoya Station by FY19. This construction mainly 
involves replacing the conventional line rails in the central east zone with construction 
girders and building the temporary piles and underground continuous walls for the 
foundations under the elevated shinkansen tracks in the central west zone. The 
company plans orders for various types of construction in these zones from here, but has 
not yet decided whether these will be separate or batch orders.  

Construction has already begun on the New Shinagawa Station, the opposite terminus 
from Nagoya station on the new Chuo Shinkansen line. Construction for the north zone 
of the New Shinagawa Station (roughly 150m) will be handled by the Shimizu 
[1803]/Meiko Construction [1869]/Sumitomo Mitsui Construction [1821] JV, the south 
zone (roughly 300m) by the Obayashi/Kumagai Gumi [1861]/Toa [1865] JV, and the non-
open cut zone (roughly 300m) by Hazama Ando [1719].  

Obayashi joint venture chosen to construct New Shinagawa Station between 
Shinagawa Station and Tamachi Station 
East Japan Railway [9020] on 6 September announced the overview of plans for the 
New Shinagawa Station (provisional name) to be constructed between Shinagawa and 
Tamachi stations on the Yamanote and Keihin Tohoku lines, and named the 
Obayashi/Tekken [1815] JV as the contractor.  The JR East Consultants/JR East Design 
Corporation JV is responsible for the project design. Preparatory work will begin in 
September, while main construction is scheduled to begin at the beginning of 2017. A 
preliminary opening is planned for spring 2020, to be followed by a full opening around 
2024. The plans call for a station 30m high with one underground floor, three floors 
above ground, and floor area of around 7,600m2. The company also plans to invest 
roughly ¥500bn in redevelopment of the 130,000m2 of land surrounding the new station. 
Construction is scheduled to begin after the 2020 Tokyo Olympics, with facilities 
scheduled to open as they are completed beginning in 2024.  

Obayashi JV garners demolition contract for Marunouchi 1-3 project 
The Obayashi/Taisei [1801]/Shimizu JV landed the contract for demolition work on the 
provisionally named Marunouchi 1-3 project, in which Mitsubishi Estate, the Japanese 
Bankers Association, and Mizuho Financial Group [8411] plan the combined 
redevelopment of the Ginko Kaikan, the Tokyo Bankers Association Building, and the 
former Mizuho Bank head office building. Obayashi was the original contractor for the 
former Mizuho Bank head office building. After demolition of these three existing 
buildings, the site will be used to construct a tower building with a height of around 150m, 
four floors below ground, and 29 floors above ground, with total floor area for the new 
buildings around 177,000m2.Demolition work is scheduled to start in October 2016, with 
the main construction to start in December 2017, and completion targeted in FY20. 
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Transactions involving Japanese equities (including Japanese REITs, Japanese ETFs, and Japanese ETNs) are subject to a sales commission 
of up to 1.404% of the transaction amount (or a commission of ¥2,808 for transactions of ¥200,000 or less). When Japanese equities are 
purchased via OTC transactions (including offerings), only the purchase price shall be paid, with no sales commission charged. However, 
Nomura Securities may charge a separate fee for OTC transactions, as agreed with the customer. Japanese equities carry the risk of losses 
owing to price fluctuations. Japanese REITs carry the risk of losses owing to fluctuations in price and/or earnings of underlying real estate. 
Japanese ETFs carry the risk of losses owing to fluctuations in the underlying indexes or other benchmarks. 
Transactions involving foreign equities are subject to a domestic sales commission of up to 1.026% of the transaction amount (which equals the 
local transaction amount plus local fees and taxes in the case of a purchase or the local transaction amount minus local fees and taxes in the 
case of a sale) (for transaction amounts of ¥750,000 and below, maximum domestic sales commission is ¥7,668). Local fees and taxes in 
foreign financial instruments markets vary by country/territory. When foreign equities are purchased via OTC transactions (including offerings), 
only the purchase price shall be paid, with no sales commission charged. However, Nomura Securities may charge a separate fee for OTC 
transactions, as agreed with the customer. Foreign equities carry the risk of losses owing to factors such as price fluctuations and foreign 
exchange rate fluctuations. 
Margin transactions are subject to a sales commission of up to 1.404% of the transaction amount (or a commission of ¥2,808 for transactions of 
¥200,000 or less), as well as management fees and rights handling fees. In addition, long margin transactions are subject to interest on the 
purchase amount, while short margin transactions are subject to fees for the lending of the shares borrowed. A margin equal to at least 30% of 
the transaction amount and at least ¥300,000 is required. With margin transactions, an amount up to roughly 3.3x the margin may be traded. 
Margin transactions therefore carry the risk of losses in excess of the margin owing to share price fluctuations. For details, please thoroughly 
read the written materials provided, such as listed securities documents or documents delivered before making a contract. 
Transactions involving convertible bonds are subject to a sales commission of up to 1.08% of the transaction amount (or a commission of 
¥4,320 if this would be less than ¥4,320). When convertible bonds are purchased via OTC transactions (including offerings), only the purchase 
price shall be paid, with no sales commission charged. However, Nomura Securities may charge a separate fee for OTC transactions, as 
agreed with the customer. Convertible bonds carry the risk of losses owing to factors such as interest rate fluctuations and price fluctuations in 
the underlying stock. In addition, convertible bonds denominated in foreign currencies also carry the risk of losses owing to factors such as 
foreign exchange rate fluctuations. 
When bonds are purchased via public offerings, secondary distributions, or other OTC transactions with Nomura Securities, only the purchase 
price shall be paid, with no sales commission charged. Bonds carry the risk of losses, as prices fluctuate in line with changes in market interest 
rates. Bond prices may also fall below the invested principal as a result of such factors as changes in the management and financial 
circumstances of the issuer, or changes in third-party valuations of the bond in question. In addition, foreign currency-denominated bonds also 
carry the risk of losses owing to factors such as foreign exchange rate fluctuations. 
When Japanese government bonds (JGBs) for individual investors are purchased via public offerings, only the purchase price shall be paid, with 
no sales commission charged. As a rule, JGBs for individual investors may not be sold in the first 12 months after issuance. When JGBs for 
individual investors are sold before maturity, an amount calculated via the following formula will be subtracted from the par value of the bond 
plus accrued interest: (1) for 10-year variable rate bonds, an amount equal to the two preceding coupon payments (before tax) x 0.79685 will be 
used, (2) for 5-year and 3-year fixed rate bonds, an amount equal to the two preceding coupon payments (before tax) x 0.79685 will be used. 
When inflation-indexed JGBs are purchased via public offerings, secondary distributions (uridashi deals), or other OTC transactions with 
Nomura Securities, only the purchase price shall be paid, with no sales commission charged. Inflation-indexed JGBs carry the risk of losses, as 
prices fluctuate in line with changes in market interest rates and fluctuations in the nationwide consumer price index.The notional principal of 
inflation-indexed JGBs changes in line with the rate of change in nationwide CPI inflation from the time of its issuance. The amount of the 
coupon payment is calculated by multiplying the coupon rate by the notional principal at the time of payment. The maturity value is the amount 
of the notional principal when the issue becomes due. For JI17 and subsequent issues, the maturity value shall not undercut the face amount. 
Purchases of investment trusts (and sales of some investment trusts) are subject to a purchase or sales fee of up to 5.4% of the transaction 
amount. Also, a direct cost that may be incurred when selling investment trusts is a fee of up to 2.0% of the unit price at the time of redemption. 
Indirect costs that may be incurred during the course of holding investment trusts include, for domestic investment trusts, an asset management 
fee (trust fee) of up to 5.4% (annualized basis) of the net assets in trust, as well as fees based on investment performance. Other indirect costs 
may also be incurred. For foreign investment trusts, indirect fees may be incurred during the course of holding such as investment company 
compensation. 
Investment trusts invest mainly in securities such as Japanese and foreign equities and bonds, whose prices fluctuate. Investment trust unit 
prices fluctuate owing to price fluctuations in the underlying assets and to foreign exchange rate fluctuations. As such, investment trusts carry 
the risk of losses. Fees and risks vary by investment trust. Maximum applicable fees are subject to change; please thoroughly read the written 
materials provided, such as prospectuses or documents delivered before making a contract. 
In interest rate swap transactions and USD/JPY basis swap transactions (“interest rate swap transactions, etc.”), only the agreed transaction 
payments shall be made on the settlement dates. Some interest rate swap transactions, etc. may require pledging of margin collateral. In some 
of these cases, transaction payments may exceed the amount of collateral. There shall be no advance notification of required collateral value or 
collateral ratios as they vary depending on the transaction. Interest rate swap transactions, etc. carry the risk of losses owing to fluctuations in 
market prices in the interest rate, currency and other markets, as well as reference indices. Losses incurred as such may exceed the value of 
margin collateral, in which case margin calls may be triggered. In the event that both parties agree to enter a replacement (or termination) 
transaction, the interest rates received (paid) under the new arrangement may differ from those in the original arrangement, even if terms other 
than the interest rates are identical to those in the original transaction. Risks vary by transaction. Please thoroughly read the written materials 
provided, such as documents delivered before making a contract and disclosure statements. 
In OTC transactions of credit default swaps (CDS), no sales commission will be charged. When entering into CDS transactions, the protection 
buyer will be required to pledge or entrust an agreed amount of margin collateral. In some of these cases, the transaction payments may exceed 
the amount of margin collateral. There shall be no advance notification of required collateral value or collateral ratios as they vary depending on 
the financial position of the protection buyer. CDS transactions carry the risk of losses owing to changes in the credit position of some or all of 
the referenced entities, and/or fluctuations of the interest rate market. The amount the protection buyer receives in the event that the CDS is 
triggered by a credit event may undercut the total amount of premiums that he/she has paid in the course of the transaction. Similarly, the 
amount the protection seller pays in the event of a credit event may exceed the total amount of premiums that he/she has received in the 
transaction. All other conditions being equal, the amount of premiums that the protection buyer pays and that received by the protection seller 
shall differ. In principle, CDS transactions will be limited to financial instruments business operators and qualified institutional investors. 
No account fee will be charged for marketable securities or monies deposited. Transfers of equities to another securities company via the Japan 
Securities Depository Center are subject to a transfer fee of up to ¥10,800 per issue transferred depending on volume. 
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Nomura Group manages conflicts with respect to the production of research through its compliance policies and procedures (including, but not 
limited to, Conflicts of Interest, Chinese Wall and Confidentiality policies) as well as through the maintenance of Chinese walls and employee 
training. 
Additional information regarding the methodologies or models used in the production of any investment recommendations contained 
within this document is available upon request by contacting the Research Analysts listed on the front page. Disclosures information 
is available upon request and disclosure information is available at the Nomura Disclosure web 
page: http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx 
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