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Strategic Capital, Inc.’s goal is to improve enterprise and shareholder value through dialogue with the 
company management team and the exercise of shareholder rights.

We identified Kyokuto issues as follows 

• Board of directors who remain ignorant of capital market theory

• Low stock valuation due to poor capital efficiency

• Holding securities either as cross-shareholdings or for “pure investment” purposes

Executive Summary

Executive Summary What’s New

Summary Details I Details II
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Board of directors who remain ignorant of capital market theory and continue to damage shareholder value

Kyokuto’s board of directors is composed of former employees of Kyokuto, a person from IHI (a business partner and major shareholder),
a lawyer and an accountant, etc. Through our dialogue with them, we conclude that they do not understand capital markets (even the
basic concepts such as cost of capital) nor have the awareness to reflect the viewpoint of shareholders.

We propose Tsuyoshi Maruki, Strategic Capital’s representative, join the board of directors to convey a better understanding of capital
market principles and promote measures to improve shareholder value. Since we hold approximately 17% of the Company’s shares and
are the largest shareholder, we propose that he become a part-time outside director rather than an independent outside director whom
the Company needs to register with the Tokyo Stock Exchange.

Low stock valuation

Kyokuto’s capital efficiency is well below the weighted average cost of capital (WACC), resulting in extremely low stock price valuations.
Two years ago, and again last year, we have made a shareholder proposal to disclose the WACC, which gained 33 and 37% of favor votes
respectively, yet the Company has failed to respond.

We propose the Company disclose the WACC and its basis of calculation to raise management awareness of the cost of capital and
promote more effective dialogue with shareholders to improve the stock valuation.

Details

Executive Summary What’s New

Summary Details I Details II
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Sell cross-shareholdings and shares held without reason

There is a suspicion that although Kyokuto holds some listed shares that should be reported as a cross-shareholding, the Company is
misstating the purpose as "pure investment" to avoid disclosure under the Corporate Governance Code. The shares held as "pure
investments" at the end of FY2019 accounted for 19% of its market capitalization as of May 17, 2021, even though "investment in
securities" is not stipulated as one of the Company’s “Purposes” in the Articles of Incorporation.

We propose the prompt sale of all the securities Kyokuto holds, whether it is reported as cross-shareholdings or pure investment, to
improve capital efficiency and eliminate the unnecessary impact from the stocks' price movements on the Company's financial results.
We further hope that the proceeds will be used to enhance shareholder value.

For more details on the formal shareholder proposal for 2021 please see here.

Details continued

Executive Summary What’s New

Summary Details I Details II
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04.28.2021

Special website for Kyokuto Boeki opened

05.19.2021 

Added content on new MTBP that changed to a policy of not accumulating equity capital

06.23.2021

Attended the AGM and expressed our opinions 

08.18.2021

Added the current letter sent to Kyokuto Boeki regarding the the BoD’s opinion about our proposal 

What’s New

Executive Summary What’s New

https://stracap.jp/english/


Overview Valuation
Disclaimer

Revision HistoryIssues & 
Solutions

Dialogue &
Actions 

Shareholder 
Proposals

Copyright © 2021 Strategic Capital, Inc. All rights Reserved.

TOPIC II: Comparing EV/EBIDTA

Cheap valuation due to management ignorance of cost of capital
The stock valuation of the Company has been extremely low for a long time.  Over the last 5 years, the highest PBR the company reached 
was only 0.78x.    The fact that PBR remains below 1x means the Company’s ability to efficiently earn money on shareholder’s equity 
(Return on Equity, ROE) is lower than the required return by shareholders (cost of equity) (See TOPIC I)

Source: Quick Astra Manager as of 05.17.2021

TOPIC I: Equity Spread

5-yr PBR Vs Peers WACC

Valuation

MTBP
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TOPIC II: Comparing EV/EBIDTA

Valuations compared to peers

The PBR is low compared to the industry and while the gap 
has narrowed over the past year* it is still cheap

Source: Quick Astra Manager as of 05.17.2021

* note May 15, 2020 used as May 17, 2020 was a Sunday.  

TOPIC I: Equity Spread

5-yr PBR Vs Peers WACC

Comparing ROE, the actual and target are again below peers. Even 
with the lower target, the gap between current ROE and target is 
large

Source: MTBP of Kyokuto Boeki, Daiichi Jitsugyo, Tokyo Sangyo

Valuation

MTBP

https://stracap.jp/english/
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Valuation TOPIC II: Comparing EV/EBIDTA

Management awareness of WACC

One of the reasons why the Company’s valuation is so low can be attributable  to Kyokuto’s management lacks awareness of cost of 
capital (see TOPIC II for valuation methods other than PBR).  

All listed companies have the mission to increase shareholders’ value, and to achieve the mission, management should pursue capital 
efficiency which exceeds capital costs.

In addition to the disclosure of the capital efficiency goal, what is also important for a listed company is to provide information 
regarding the WACC and its basis of calculation, thus increasing shareholder’s value through effective dialogue with shareholders.

The medium-term business plan announced on May 10, 2021, stated that "securing returns that exceed the cost of capital" and 
"Flexibly implement capital policies that contribute to the improvement of corporate value by recognizing the cost of capital ". .. 

Although sufficient results have not been obtained, we are hopeful the Company will manage with an awareness of the 
cost of capital going forward.

TOPIC I: Equity Spread

5-yr PBR Vs Peers I WACC MTBP
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Valuation TOPIC II: Comparing EV/EBIDTA

New MTBP

Excerpt from new MTBP discussing 
capital strategy

TOPIC I: Equity Spread

5-yr PBR Vs Peers I MTBPWACC

Source: MTBP of Kyokuto Boeki (EN)
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TOPIC I - Residual Income Valuation 

Valuation TOPIC I: Equity Spread TOPIC II: Comparing EV/EBIDTA

A method of calculating shareholder value using ROE, cost of equity (r), and growth (g) 

For more information see here

Theoretical
PBR 

= Price per share

Book value per share
= 1+ (ROE – r)

(r – g)

As can be seen by the equation, PBR will increase as ROE and g increases, and decreases as the r, cost of equity
increases. ROE minus the cost of equity (ROE- r) is also called the equity spread and if the equity spread is greater
than 0 then the theoretical PBR will be greater than 1.

Equity Spread

https://stracap.jp/english/
https://www.cfainstitute.org/en/membership/professional-development/refresher-readings/residual-income-valuation
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TOPIC II – Comparing EV/EBIDTA

Valuation

The Company’s EV/EBIDTA compared to the average for
the TSE first section* as well as the Wholesale Trade
sector of the 33 TOPIX Sector indices, is very low.

As a result of not using the invested capital efficiently,
the return on invested capital (ROIC) is less than the
return required of a company (the weighted average
cost of capital, WACC)

TOPIC II: Comparing EV/EBIDTATOPIC I: Equity Spread

* Note: based on arithmetic average using expected profit
and current quarter results. Excludes outliers stocks where
the absolute value of EV/EBIDTA was greater than 100x.

Source: Quick Astra Manager as of 05.17.2021
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Disregarded shareholder value – equity financing 

On September 7, 2015, Kyokuto Boeki issued additional equity raising only 1.233 billion 
yen (approx. 12 million USD) while resulting in a dilution of 21%.  As can be seen by the 
right chart, shareholder value was damaged by the dilution as the stock price fell by 
more than 21% after the announcement

Disregard shareholder value Shares owned Outside directors

Source: Quick Astra Manager and Company press release on 9/18/2015

MTBP Prime market listing Shareholder incentive plan

Equity financing Impact to cash

The capital increased by only 6% of total capital (as of FY ending 
March 31, 2016), in contrast to the negative impact from the 
dilution on the stock price.   
The reason is the valuation of the stock price at the time of the 
issuance was extremely low and the amount raised (in blue) was 
not significant. 

Source: Quick Astra Manager 

https://stracap.jp/english/
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Shareholder value that is neglected – minimal impact to cash

Kyokuto announced that the funds raised from
the equity issuance would be used to pay down
the interest bearing debt (which temporarily
increased following the acquisition of its
consolidated subsidiary, Eto) in order to
strengthen its financial base.

However, looking at the cash (including estimated
cash from sale of securities), it can be seen that
the impact from the cash raised from the
additional equity issuance was small. It raises the
question whether it was really necessary to dilute
equity by 21% in order to raise 1.2B yen while
already holding 17.3B yen in cash & securities.

Disregard shareholder value

Source: Quick Astra Manager and Company press release on 9/18/2015

Equity financing Impact to cash

Shares owned Outside directors MTBP Prime market listing Shareholder incentive plan
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Suspicion of misstating the disclosure of cross-shareholdings

In its financial statement for the fiscal year ended March 2020, Kyokuto disclosed that it held two cross-shareholdings.  The other 

listed shares held by the company are classified as being held for “pure investment purpose” and that cross-shareholdings 

account for only 20% of the listed shares held by the Company.

However, 14 companies have disclosed the Kyokuto Boeki shares they own as cross-shareholdings.  Of those companies, Kyokuto 

owns shares in 11 of them, so they, in fact, should be disclosed by the Company as cross-shareholdings.  (for more details see 

here) 

This raises suspicion that despite knowing that they are cross-shareholdings, Kyokuto is classifying them as holding for pure 

investment purposes. With the revisions to the Corporate Governance code, investors are now increasingly paying attention to 

cross-shareholdings. If Kyokuto misstates these holdings, they are trying to deceive investors.

Disregard shareholder value Shares owned Outside directors MTBP Prime market listing Shareholder incentive plan

Share disclosure Our thoughts TOPIC

https://stracap.jp/english/
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Selling the shares

Kyokuto states the purpose for the cross-shareholdings is to “be a supplier and collaborate to develop business”. However, we do not 
understand how cross-shareholdings serve this purpose. Kyokuto should not be trying to develop business by holding shares, instead 
business relationships should be developed based on the merits of the products and services offered to its business partners.
Moreover, we can’t condone the holdings of securities be it for pure investments purposes or as cross-shareholdings. Shareholders 
become owners of the company with the expectation that the company will make money from its core business not from equity 
investments.

Also see the TOPIC on the Company’s Articles of Incorporation and lack of stipulation on securities to be managed for pure investment 
purposes.

Solution
Kyokuto should promptly sell its shares and use the proceeds to improve shareholder value.

Share disclosure

Shares owned

Our thoughts TOPIC

Disregard shareholder value Outside directors MTBP Prime market listing Shareholder incentive plan
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TOPIC

In the Articles of Incorporation, it is stipulated that Kyokuto’s 
corporate purpose is to conduct business as a trading company 
such as “export, import, sales and wholesale sales of and agent 
services” with nothing specified regarding investment in, or 
management of securities. Despite that the Company continues to 
hold stocks for ‘pure investment’ purposes.

（Source: Kyokuto website）

Share disclosure Our thoughts TOPIC

Does Kyokuto holding shares for ‘pure investment’ 
purposes violate the Articles of Incorporation?

Shares ownedDisregard shareholder value Outside directors MTBP Prime market listing Shareholder incentive plan

https://stracap.jp/english/
https://www.kbk.co.jp/en/corporate/company
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Outside directors who do not understand their responsibility  

In February 2020, Strategic Capital held an online meeting with the outside directors of Kyokuto.  Following the meeting we came
to the conclusion their sense of commitment to fulfilling their responsibilities as an outside director was weak.   

In particular, this was the case with Director Terai, who is a former representative director of, and current advisor to IHI 
Corporation (IHI).  IHI is a business partner of Kyokuto and has voting rights equal to approx. 6% in the name of a retirement 
benefit trust.   Director Terai, who was appointed at the June 2019 AGM, replaced former IHI CEO Kazuaki Kama (who was also a
consultant to IHI at the time of the appointment) continuing a succession of IHI alumni being appointed as Directors of Kyokuto.

During the meeting, Director Terai cited one of the reasons why IHI alumni were being appointed as Kyokuto directors was due to 
the “history of helping found Kyokuto Boeki”.  We do not understand how the “history of helping found Kyokuto” should lead to 
the “appointment of an IHI representative to the Board of Directors” and are deeply concerned the practice of appointing a 
director due to custom will lead to the demise of the Company’s nominating committee and eventually a failure in corporate 
governance from the Board.  

We have informed the Company in writing that we do not want Director Terai to be a candidate for the AGM to be held this June 
2021.    

Outside directors

Summary Letter

Disregard shareholder value Shares owned MTBP Prime market listing Shareholder incentive plan
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Letter to IHI expressing our opinion 

Pertinent content from the letter

Outside directors

Letter sent to IHI 
February 24, 2021

The practice of making an IHI alumni as an outside director of 
Kyokuto should be abolished because it is a corporate governance 
failure. 

Perhaps due to the way he was appointed, the current outside 
director Ichiro Terai, a former vice president of IHI, lacks a sense of 
commitment and is not suitable as a candidate for an outside 
director 

Summary Letter

MTBP Prime market listing Shareholder incentive planDisregard shareholder value Shares owned
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New Medium-term business plan that does not accumulate equity capital

On May 10, 2021, Kyokuto after reviewing the old medium-term management plan (from May 27, 2019) and announced a new 
five-year MTBP starting for FY2021.  The new medium-term plan incorporates some of our requests, such as maintaining a 
dividend payout ratio of 100% so as not to increase equity capital.  Refer here for our requests to management.  For our 
thoughts on the old plan refer here.

MTBP 

Point I

Source: new MTBP – KBK Plus-One 2025, EN)

Point II Old MTBP I Old MTBP II

Disregard shareholder value Shares owned Outside directors Prime market listing Shareholder incentive plan
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Improved Medium-term business continued

In addition to the dividend policy, our proposal for making 
listing on the Prime market a management goal was also 
incorporated.

We also hope the Company will work on the requests that 
have not yet been implemented and also work on the sale 
of cross-holdings and the abolition of the meaningless 
shareholder incentive plan. 

（Source：Kyokuto’s Mid-term management plan “KBK Breakthrough 2023”, KBK Plus-One 2025）

Point I Point II

MTBP Disregard shareholder value Shares owned Outside directors Prime market listing Shareholder incentive plan

Old MTBP I Old MTBP II

Comparing MTBP and SC proposals

Old MTBP SC Proposal New MTBP

Shareholder Return

 (dividend PO ratio)

Total shareholder return 

greater than 35%
100% dividend payout same as our proposal

Shareholder Return

 (share buyback & 

special dividend)

buy back 10% (5% 

completed)

special dividend (500m yen) 

funded by unimplemented 

buy back quota

same as our proposal

Cost of capital Not disclosed
Disclose including basis of 

calculation
Not disclosed

Capital efficiency ROE 8% ROE greater than 10% ROE 8%

Business portfolio 

strategy
disclosed qualitatively

Disclose capital efficiency 

targets by business
disclosed qualitatively

Listing on prime market Not disclosed Make it a management goal
same as our proposal

(a im for market cap of 10B yen 

or more)

ESG Not disclosed
Withdraw from coal-power 

generation related business 

same as our proposal
(shi ft to disaster prevention, 

decarbonization bus iness  etc.)

https://stracap.jp/english/
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Old MTBP – Issues 
On May 27, 2019 Kyokuto announced its current medium-term business plan (MTBP).  The MTBP is a 5-year plan which covers the FY ending March 2020 to 
the FY ending March 2024.   We had two issues with the targets. 

Point I Old MTBP I

MTBP Disregard shareholder value Shares owned Outside directors Prime market listing Shareholder incentive plan

Old MTBP IIPoint II

Issue 1 - The current MTBP does not increase shareholder value
In creating the MTBP, the Company ignored the proposals we made in the spring 
of 2019 (see table) to help Kyokuto formulate an MTBP which would improve 
shareholder value.  
However as the numerical targets suggest, under  the current MTBP, equity capital 
will accumulate and shareholder value will be damaged 

Issue 2 - The current MTBP lack concrete strategies
Not only did the previous MTBP (which ran until March 2019) fail to improve 
shareholder value, Kyokuto also failed to achieve the targets it set.  In reflecting on 
that failure, Kyokuto concluded the reason for the miss was “lack of execution to 
achieve the strategies”. 
The current MTBP again lacks concrete strategies, which raises concerns that 
Kyokuto will again “fail to achieve the targets because of the lack of execution” 
and “fail to provide information to investors appropriately”.

Goals as per Kyokuto MTBP

Consolidated ordinary income 2.5B yen

ROE 8%

Total return ratio Greater than 35% 

Share buybacks Around 10% of issued 
shares (within 1-2 
years)

Kyokuto goals in MTBP vs SC proposals

KYOKUTO SC

ROE 8% 10%+

Targets by business 
segment  

None Required

Shareholders’ return Greater than 
35% 

At least 100%

Source: Kyokuto website (https://www.kbk.co.jp/en/ir/about/management_plan)

Basic Strategy Pursuit and rally of functions to realize 
stronger profitability

Thorough improvements of corporate structure 
to meet responsibility of all stakeholders 

- Optimize business portfolio
- Execute M&A and business investment that 

creates new value
- Practice group management with awareness of 

cost of capital
- Improve enterprise value by strengthening IR, PR, 

ER
- Foster creative and flexible HR

（Source：Kyokuto’s MTBP “KBK Breakthrough 2023”translation by SC）

https://stracap.jp/english/
https://www.kbk.co.jp/en/ir/about/management_plan
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Old MTBP - Need to disclose useful information for investor

In addition, as part of its “Optimization of Business Portfolio”, Kyokuto announced it would reduce its coal-fired power generation equipment 
business (November 2019), merge a Mexican subsidiary and its subsidiary (June 2020), and transfer a seismometer-related business
(November 2020).  

However, the Company did not disclose useful information for investors such as how the “Optimization of Business Portfolio” would affect 
capital efficiency.   SC presented on these deficiencies and what type of disclosure the Company should make. 

Source: SC presentation made to Kyokuto Boeki (partial translation to English)

Point I Point II Old MTBP I Old MTBP II

MTBP Disregard shareholder value Shares owned Outside directors Prime market listing Shareholder incentive plan

We expect Kyokuto Boeki to 
review its current MTBP and 

formulate a new medium-
term business plan to 

improve shareholder value.

https://stracap.jp/english/
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Summary – TSE reviewing the Prime market
For Kyokuto, the current review of the market segmentation by the 
Tokyo Stock Exchange should be an urgent issue.  

As can be seen by the chart, the average daily trading value of Kyokuto’s 
shares had been below the standard needed to maintain listing on the 
Prime market (ADV over 1-year ending December of 20m yen or more) 
but following the announcement of the MTBP on May 10, the ADV 
exceeded the threshold.  However, if the trading value becomes sluggish 
again (like last August to before 10 May), it will be difficult to maintain 
the listing after this recent spike in volume is no longer included in the 
calculation period.  In addition, the market cap has only recently 
exceeded the 10B yen criteria of the index.  

SC explained the situation to Kyokuto management and that 
maintaining the listing on the Prime market should be a top priority, and 
that in order to do so, the stock price and trading volume have to be 
raised.  To that we are positive that “maintaining listing on the Prime 
market” and “a market cap greater than 10B yen” are goals in the MTBP.

Prime market listing

Summary Roadblock

Source: Quick Astra Manager as of 05.17.2021

Disregard shareholder value Shares owned Outside directors MTBP Shareholder incentive plan
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Roadblock – Shares held by other companies

One obstacle to maintaining a listing on the Prime
market, is the existence of Kyokuto shares held for
strategic reasons by other companies. Based off
our analysis, at least 13 companies hold Kyokuto
shares with some increasing their holdings during FY
ending March 2020 (of which 11 are also held by
Kyokuto – see Suspicion of misstating the disclosure
of cross-shareholdings.)

These shares are not bought or sold in the market
and are one cause of the decrease in trading
volume. We expect Kyokuto management to
encourage these companies to sell these shares in
an effort to improve the liquidity of the shares of
the Company (≒ maintain listing on the prime
market).

Summary

Source: Quick Astra Manager, securities report

Roadblock

Prime market listingDisregard shareholder value Shares owned Outside directors MTBP Shareholder incentive plan
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Special shareholder incentives created for questionable reasons

Kyokuto established a special shareholder incentive plan (SSIP) in 2019.  Many companies have an SSIP and if the intent, through the free 
distribution of its own products or services, is to increase brand loyalty and contribute to business results, this may not be an issue.

However, if the SSIP involves a distribution of cash vouchers such as a Quo Card, it is an issue. This is because distribution of such cards 
(1) causes the decline of management discipline due to an increase in the number of obedient and undemanding shareholders, and (2) 
can be seen as a violation of the principle of shareholder equality because such vouchers are essentially a cash dividend. 

Prime market listing Shareholder incentive plan

The Company explained the reason for the SSIP was because the stock was in danger of 
not meeting the listing criteria of TSE 1st section that required more than “2,000 
shareholders”.  First, the number of shareholders is decreasing because the Company’s 
stock is not attractive as an investment target.  Trying to maintain the listing standards by 
handing out Quo Cards is not good business judgement, and we cannot overlook this as 
the largest shareholder.

Second, according to TSE’s “Outline of the New Market Segments”, the listing 
requirement for the Prime market (successor to TSE 1st section) is 800 shareholders (not 
2,000). Therefore, the original rationale for establishing the SSIP is no longer relevant.

Disregard shareholder value Shares owned Outside directors MTBP 

Source: Quick Astra Manager 
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Our dialogues with Kyokuto Boeki
As a shareholder, we holding dialogues with Kyokuto. In addition to interviews with management, we also express our opinions in writing with 
management.  Due to the sheer magnitude of our dialogue with the company we cannot list them all but below are a sample.

Overview of dialogues

The reason why the stock price valuation is low is because the Company 
does not utilize leverage and that the equity ratio is too high due to the 
accumulation of capital.

The equity ratio is high compared to the industry as a whole.  The business 
model of a trading company includes the use of leverage to a certain 
extent.  As such, it is necessary to increase the leverage.

That is why we are continuously proposing to improve shareholder returns 
by increasing leverage.  Specifically we are proposing to reduce excessive 
equity capital; increase dividends using the proceeds from the sale of 
securities and increase leverage by borrowing

Overview Presentation

Our Dialogues

Source: Quick Astra Manager 

Letters ‘21 Letters 19-20
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Presentation to management
Recent, 57 page presentation from Jan 19 2021 discussing the 
deficiencies with the current MTBP

Overview Presentations Letters ‘21

8.6

Our Dialogues

Source: SC presentation made to Kyokuto Boeki (partial 
translation to English)

Letters 19-20

https://stracap.jp/english/
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Written communications 2021
In addition to meetings, we have also expressed our opinions in writing

Our Dialogues

Overview Presentation

Mar 2021 See letter (in Japanese) here

Key points covered
• It is important to understand the 

amount of the Company’s 
greenhouse emissions and disclose it 
with reduction targets in the MTBP 

• Disseminate a policy for withdrawing 
from the coal-fired power 
generation business through the 
MTBP 

Feb 2021 See letter (in Japanese) here

Key points covered
• Given the Company has rejected our 

offer for Director candidates, they 
must improve shareholder value.

• Outside director Terai does not 
understand the responsibility of a 
director so should not be a 
candidate

• Review the current MTBP and 
announce a new MTBP that 
improves shareholder value.

Jan 2021 See letter (in Japanese) here

Key points covered
• Hold an AGM which allows virtual 

participation
• Allow for an abstention vote in the 

voting right exercise form even when 
doing via internet.

• For votes which are unclear or left 
blank, count the vote as an 
abstention*

*SC has a policy of abstain from voting where it 
is difficult to judge ‘for’ or ‘against’

Letters 2021 Letters 19-20

Aug 2021 See letter (in Japanese) here

Key points covered
• Withdraw and apologize for the 

unfounded slanderous comments 
made by the Board of Directors 
regarding our shareholder proposal.

• Request an exchange with their IR 
advisor to confirm whether the 
advice being provided is from the 
perspective of increasing 
shareholder value.

https://stracap.jp/english/
https://proposal-for-kyokuto-from-sc-2021.com/wp/wp-content/uploads/2021/03/2021034%25BD%259C%25E6%25A5%25AD%25E4%25B8.pdf
https://proposal-for-kyokuto-from-sc-2021.com/wp/wp-content/uploads/2021/03/2021024%25BD%259C%25E6%25A5%25AD%25E4%25B8.pdf
https://proposal-for-kyokuto-from-sc-2021.com/wp/wp-content/uploads/2021/03/2021014%25BD%259C%25E6%25A5%25AD%25E4%25B8.pdf
https://proposal-for-kyokuto-from-sc-2021.com/wp/wp-content/uploads/2021/20210817_sent.pdf
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Written communications 2019-2020

In addition to meetings, we have also expressed our opinions in writing

Our Dialogues

Overview Presentation

November 2020 See letter (in Japanese) here

Key points covered
• Abolish meaningless special shareholder 

incentive plan
• Trading value should be increased by 

abolishing SSIP, increasing dividends and 
increasing the overall attractiveness of the 
stock.

March 2020 See letter (in Japanese) here

Key points covered
• To make the Company stock more attractive 

and become maintain listing on the 
upcoming Prime market, adopt a 100% 
dividend payout ratio.

• Do not leave the low valuation of the 
Company such as PBR below 0.3x. Take 
action to improve the low PBR. Example, 
strengthen shareholder returns through 
special dividends.

February 2019 See letter (in Japanese) here
Key points covered

• If you want to include the adviser of IHI (a 
business partner) as a board director, then 
the candidate should be as a part-time 
director NOT an independent outside 
director.

• The independence of longtime outside 
directors cannot be ensured, so identify the 
appropriate candidate for the appropriate 
roles and deliberate at the AGM.

Letters 19-20Letters ‘21

https://stracap.jp/english/
https://proposal-for-kyokuto-from-sc-2021.com/wp/wp-content/uploads/2021/03/2020114%25BD%259C%25E6%25A5%25AD%25E4%25B8.pdf
https://proposal-for-kyokuto-from-sc-2020.com/wp/wp-content/uploads/2020/04/20200318.pdf
https://proposal-for-kyokuto-from-sc.com/wp-content/uploads/2019/04/4f393f067a8462eb6d1c262511fde442.pdf
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Summary of Shareholder Proposal for 2021

Proposal I – Appoint Tsuyoshi Maruki as a part-time director 

① Election of one director not serving as an Audit and Supervisory Committee Member

Proposal II – Disclosure of weighted average cost of capital

② Revision of the provisions of articles with regard to disclosure of cost of capital

Proposal III – Sell all cross-shareholdings

③ Revision to the provisions of articles with regard  to the Dissolution of Shares held by the Company

See Press Release for more details 

2021 2020 Older

Proposal Add. I Add. III Add. IV Results AGMAdd. II Add. V

https://stracap.jp/english/
https://proposal-for-kyokuto-from-sc-2021.com/To%20Shareholder%20of%20KYOKUTO%20BOEKI%20KAISHA%2C%20LTD..pdf
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Addendum I – Add a Director who will look to increase shareholder value 

Strategic Capital has continued to hold dialogues with 
Kyokuto and made proposals to increase shareholder value 
(covered throughout this website).  However as the current 
stock valuation underscores, Kyokuto is not managing in 
order to increase shareholder value. 

There was no discussion of capital efficiency in the minutes 
of the Board of Directors meeting (see TOPIC: Empty Board 
minutes to the right).  In addition, when SC recommend a 
candidate for director, we were rejected.  

Therefore, we have decided that making the representative 
director and CEO of Strategic Capital, Tsuyoshi Maruki, a 
part-time director of Kyokuto, his knowledge capital 
markets etc. would help increase shareholder value.

Click here for Maruki's profile.

Proposal Add. I

TOPIC: Empty Board minutes

In March 2020, we exercised our rights to inspect 
the Board of Directors minutes.  After the “favor 
for” rate on our 2019 AGM proposals had exceeded 
30%, we wanted to see what discussions were 
being held on the results and what actions would 
be taken to increase capital efficiency and 
shareholder value. 
However, outside of a discussion on the 
allowability of cross-shareholdings, the board only 
referred to the convocation notice and no 
substantive discussions were recorded.  For 
example, there was no evidence of any discussion 
regarding the large amount of securities for 
investments held. 

2021 2020 Older

Add. III Add. IVAdd. II Add. V Results AGM

https://stracap.jp/english/
https://stracap.jp/english/team_profile/
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Addendum II - Expected return calculation 

Assuming shareholder proposal is passed, and the PO ratio is continuously 100% and a special dividend is received.  

Expected return is based on (1) stock price gains and (2) special dividends.   As shown below the total of (1) and (2) is 1,498 yen.  
Compared to the stock price of 2,025 yen (as of May 17, 2021), an increase of 1,498 yen would equal a return of 74%. 

Calculations for table
Expected stock price –Using the avg. dividend of 133 yen/share 
(based on net income for FY2020 of 498 yen) and assuming a dividend 
yield of 5%, the expected stock price will be 2,660 yen.  If the income 
were to increase, the expected stock price and (1) expected gain on 
the stock price would also increase.)

(2) Calculation of special dividends (sale of securities) 
see Addendum III    

Data Source: Quick Astra Manager as of May 17, 2021, public filings

2021 2020 Older

Proposal Add. I Add. III Add. IVAdd. II Add. V Results AGM

https://stracap.jp/english/
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Addendum III – Calculation of the special dividend 

Assumptions

• There is no appropriate target to invest the funds 
so 100% of proceeds from the sale of securities 
will be returned to shareholders in the form of a 
special dividend.

• The value of the securities sold is based on the 
amount recorded on the balance sheet as of 
March 31, 2021 and does not account for any 
market fluctuations, transaction cost etc.

2021 2020 Older

Proposal Add. I Add. III Add. IVAdd. II Add. V Results AGM

https://stracap.jp/english/
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Addendum IV – Our view of cost of equity 

Cost of Equity (COE)

Assumptions: 
g  3%
ROE 5.4% *

Adj. PBR 0.56 x

Result:     7.3%
* Calculated by dividing the initial forecast profit for FY2019 
by equity capital reported on FY2020 so does not include the 
impact of COVID 19. PBR is as of 05.17.2021

2021 2020 Older

Proposal Add. I Add. III Add. IVAdd. II Add. V Results AGM

https://stracap.jp/english/
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Addendum V – Previous AGMs
Strategic Capital made formal shareholder proposals in 2020 
and 2019.  See “favor for” rate of our proposals in the table 
to the right.  

Please see here for the results in Japanese

2020

2019

Greater details on our past actions can be found 

2020

2019 and older

2021 2020 Older

Source: Extraordinary Report

Proposal Add. I Add. III Add. IVAdd. II Add. V Results AGM

https://stracap.jp/english/
https://proposal-for-kyokuto-from-sc-2020.com/wp/wp-content/uploads/2020/06/8093_202006_report.pdf
https://proposal-for-kyokuto-from-sc.com/wp-content/uploads/2019/07/201906%E8%87%A8%E6%99%82.pdf
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Results of exercising voting rights 2021

2021 2020 Older

Proposal Add. I Add. III Add. IV Results AGMAdd. II Add. V

Source: Extraordinary report

https://stracap.jp/english/
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Opinions expressed at the AGM 2021
Strategic Capital attended the AGM and expressed our opinions.

Please refer here for more SC transcript details (Japanese only).

The following is a summary of our key points made at the meeting.

• Since last year, we have made at least three proposals to improve the liquidity (i.e. average daily trading value) in order to be listed on 
the TSE’s Prime market.  That is to sell shares equal to 3% market cap of the share we own through an off-market sale despite the fact 
that it was trading at a low stock price at the time.  Contrary to the dissenting opinion the shareholder proposal will “prioritize the 
interests of a particular major shareholder“ the proposal would make all the shareholders happy at the expense of the “interests of the 
particular major shareholder.”

• Unless you have a concrete or rational reason for the dissenting opinion, saying that adding Maruki to the board would "risk prioritizing 
the interests of specific major shareholders and intervening in specific management decisions" is vicious slander against Maruki.  We 
believed that we had built a relationship of trust with management so are very disappointed with such slanderous defamation. 
(Omitted) Saying we are only looking out for our own short-term profits is terrible.  It is okay to disagree, but please stop placing such 
unsubstantiated labels on Maruki.

• At 17%, we are a major shareholder and proudly believe we want the Company to improve, and increase shareholder value more than 
any other shareholder.

2021 2020 Older

Proposal Add. I Add. III Add. IV Results AGMAdd. II Add. V

https://stracap.jp/english/
https://stracap.jp/wp2/wp-content/uploads/2021/06/1454d6b92b081e16acdd43085d85aa7d.pdf
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Summary of Shareholder Proposal 2020
Proposal I – Disclosure of WACC and its basis of calculation for more effective dialogue

① Revision of the provisions of articles with regard to disclosure of cost of capital

Proposal II – Sale of cross-shareholdings and shares held for investment purpose

② Revision of the provisions of articles with regard to the Dissolution of Shares held by the Company

Proposal III – Set the dividend payout ratio to 100%

③ Appropriation of surplus 

Proposal III was withdrawn.  Please find details here

See Press Release for more details of shareholder proposal

2020

Proposal Results AGM

2021 Older

https://stracap.jp/english/
https://stracap.jp/english/wp-content/uploads/2020/04/To-Shareholders-of-KYOKUTO-BOEKI-KAISHA-LTD.-2.pdf
https://stracap.jp/english/wp-content/uploads/2020/04/To-Shareholders-of-KYOKUTO-BOEKI-KAISHA-LTD.-1.pdf
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Results of exercising voting rights 2020
We opposed the proposal to elect all of the senior directors.   Highlighted in BLUE are the proposals we voted in favor with, while 
RED are the proposals we voted against 

2021 2020

Proposal Results AGM

Older

Source: Extraordinary Report

https://stracap.jp/english/
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Opinions expressed at the AGM 2020
Strategic Capital attended the AGM and expressed our opinions.

Please refer here for more SC transcript details (Japanese only).

The following is a summary of our key points made at the meeting.

• We would like you to understand the true meaning of cost of capital. While, in the medium-term management plan, you wrote that 
“group management is considering cost of capital”, we doubt you truly understand it. For if truly understood the cost of capital, you 
would not continue to own around 4.6 billion yen in cross shareholdings.

• In regards to your capital policy, the equity ratio was 46% for this term and we question whether it needs to be this high for a trading 
company. Instead of simply letting equity capital rise unchecked, the company should make investments that are appropriate for the 
cost of capital. Simply owning cross-shareholdings will result in a return that is far below the cost of capital and the stock price will 
not increase. If there is nothing good to invest in, then the surplus should be returned to shareholders to increase the stock’s price. 
The proposal we made for a 100% dividend payout ratio was for that purpose. While we withdrew the proposal following the 
announced dividend of 60 yen, we would like you to continue to maintain the 100% payout ratio.

Proposal Results AGM

20202021 Older

https://stracap.jp/english/
https://proposal-for-kyokuto-from-sc-2020.com/wp/wp-content/uploads/2020/06/20200626-%E6%A5%B5%E6%9D%B1%E8%B2%BF%E6%98%93%E6%A0%AA%E4%B8%BB%E7%B7%8F%E4%BC%9A%E8%AD%B0%E4%BA%8B%E8%A6%81%E6%97%A8_final.pdf
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Past shareholder proposals

2020 Older

2019 - Proposal

2019 - AGM

2018 – AGM (Japanese only)

2018 – Results (Japanese only)

2021

https://stracap.jp/english/
https://proposal-for-kyokuto-from-sc.com/english/task08
https://proposal-for-kyokuto-from-sc.com/english/task09
https://proposal-for-kyokuto-from-sc.com/wp-content/uploads/2019/04/2018AGM.pdf
https://proposal-for-kyokuto-from-sc.com/wp-content/uploads/2019/03/2018R.pdf
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April 28, 2021 - created special website

May 19, 2021 - Added content on new MTBP that changed to a policy of not accumulating equity capital

June 25, 2021 - Added opinions expressed at 2021 AGM

August 18, 2021 – Added Written communications 2021

https://stracap.jp/english/
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Important Legal Disclaimer

• This presentation is a reference translation of the original website in Japanese. In the event of any differences between the original Japanese 
version and the English translation, the original Japanese version shall prevail.

• This presentation is composed of analysis of Strategic Capital, information from our activist activities and release from companies. 
Information and documents in this presentation are composed of materials we believe to be trusted and latest, however we do not guarantee 
the accuracy, completeness etc. 

• We are not responsible for any judgement using information in this presentation. All copyrights and other intellectual property rights belong 
to us. Reproducing all or any part of the contents of this site is prohibited without author's permission.
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