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Executive Summary
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.
Bunka Shutter’s issues are as follows
• Cross-shareholdings that reduce capital efficiency
• Excessive accumulation of equity capital
• Poison pill that undermines corporate governance
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Details I
Excessive accumulation of equity capital
The Company’s equity capital ratio is already high at around 50% and if the Company continues current level of shareholder returns, the
equity capital will only build up and capital efficiency will decline.
We propose a 100% dividend payout ratio to prevent further build-up of equity capital.
Abolish the poison pill
If the Directors of Bunka Shutter wish to prevent the takeover, the best way is to manage the Company and increase the valuation of its
stock price so that the acquirer will give up the takeover. If they are not confident of such management, they should resign their post.
Taking into consideration these factors, we propose to abolish the takeover defense measures.
Sell cross-shareholdings

As of March 31, 2020, the Company held cross-shareholdings and cash amounting to 60% of its market capitalization. Not only reducing
capital efficiency, the price movement of the listed shares impacts the stability of the Company’s financial results.
We propose to sell the cross-shareholdings promptly and to use the proceeds from the sale to increase shareholder value. We hope the
excess cash to be used as a source of funds for investing or payout as dividends.
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What’s New
04.28.2021
Campaign website for Bunka Shutter opened
05.14.2021
Shareholder proposals were disqualified by Bunka Shutter
05.25.2021
Company released a new MTBP. See our section on new MTBP in Issues & Solutions
06.22.2021
Attended the AGM and expressed our opinions
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Valuation low PBR
5-yr PBR

ROE&PBR

TOPIC

Cheap valuation due to management ignorance of cost of capital
Bunka Shutter has a low PBR. In the past, the PBR was
closer to 1x but more recently it has almost been
consistently below 1. The fact that PBR is less than 1x
means the return on equity (ROE) is lower than the
return expected by shareholders (i.e. the cost of equity
(r)). (see TOPIC I: Equity Spread)
If ROE is greater than r (i.e. equity spread > 0) then PBR
will be greater than 1. In the past, this was the case but
recently it has hovered around 1. The mission of listed
companies is to increase shareholder value. Bunka
Shutter needs to aim for a level of efficiency above the
cost of capital to do so.

Source: Quick Astra Manager as of 06.10.2021
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Valuation low PBR
5-yr PBR

PBR&ROE

TOPIC

ROE and PBR
Over that same period, ROE has stayed relatively stable in
the 8-10% range. We believe a reason for the decline in
stock price valuation is the rise in the cost of equity.

(*) In order remove the effect of extraordinary gains and losses, ROE is calculated
using the forecast ordinary income after tax (assuming the tax rate is 30%). For the
period where the forecast ordinary income has not been announced, the forecast for
the previous fiscal year is used.
Source: Quick Astra Manager as of 06.10.2021
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Valuation low PBR
5-yr PBR

ROE&PBR

TOPIC

TOPIC I - Residual Income Valuation and the Equity Spread
A method of calculating shareholder value using ROE, cost of equity (r), and growth (g)
For more information see here

Equity Spread

Theoretical
PBR

=

Price per share
Book value per share

= 1+

(ROE – r)
(r – g)

As can be 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.
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Company adoption declining, investor support falling
The best defense against takeovers is to increase shareholder value.
In fact, the mere possibility of a hostile takeover should be taken as
an incentive to increase shareholder value. This is in contrast to a
takeover defense measure which, we see as self-preservation of the
directors. Simply put, we believe that directors who do not want
someone to acquire the company should not rely on takeover
defense measures or create stable shareholders (see here) and strive
to improve shareholder value according to their expected role (see
TOPIC).

According to the most recent report by the Japan Exchange Group
(JPX), 283 Tokyo Stock Exchange listed companies adopted a
takeover defense measure. This contrasts with the 460 from the first
report, an approximately 40% decrease. On the other hand, an
increasing number of institutional investors are exercising their
voting rights against takeover defense measures.

Source: Top JPX report English to 2018, and Japanese 2020
Bottom: Investor Communications Japan Inc
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Declining support for Bunka Shutter poison pill
Specifically for Bunka Shutter, they first introduced the takeover defense measures in 2008. Since then, the proposal is voted on every three
years where the favor rate has fallen from 83.1% in 2008 to 62.5% in 2020.

Takeover defense measure proposal favor rate
100%

83.1 %

75%

62.5 %

50%
25%
0%
2011

2014

2017

2020

Source: Bunka Shutter extraordinary reports
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Use of stable shareholders
One reason we believe why the takeover defense
measures are continuing despite a decline in the for
favor ratio is the creation of stable shareholders. For
example, the largest shareholder of the Company is
a client stock ownership plan*. This is rare as only
1.7% of all listed companies have these as the
largest shareholder.

No cos where the
largest shareholder is a
client stock ownership
plan* 65 (1.7%)

The adoption of takeover defense measures and the
creation of stable shareholders are nothing but the
protection of management.
Source: Quick Astra Manager

We believe it is against this backdrop of such blatant disregard for shareholders, as a company with poor corporate governance,
the cost of capital has risen and stock price valuation has become so cheap.
*Client stock ownership plan - Loosely similar to an employee stock ownership plan (ESOP), it is a mechanism for business partners to systematically
acquire shares of the company on a periodic basis (often monthly). Companies often request business partners to participate as it helps create a stable
shareholder. Unlike an ESOP, companies don’t grant shares at discounted prices.
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TOPIC: Reasons for not introducing takeover defense measures
Tokyo Stock Exchange (TSE) conducts a comprehensive analysis of the corporate governance situation of TSE listed companies and issues
the "TSE Listed Companies White Paper on Corporate Governance.“ On March 30, 2021, the most recent edition was published (currently
available in Japanese only) where they examined why companies that have not introduced takeover defense measures do not introduce it
and they highlighted the following
When looking at the companies that have not introduced a takeover defense measure, the majority of those who
provided context explained that increasing enterprise value is the best takeover defense measure and they do
not have plans to introduce such measures.
(Source – TSE Listed Companies White Paper on Corporate Governance 2021 (Japanese only, translated by SC)
As many companies noted in the survey results, what is needed to prevent being acquired is not to create stable shareholders and
introduce takeover defense measures, but to improve shareholder value (≒ enterprise value).

We strongly hope for management to abolish the current takeover defense measures and realize the "best
takeover defense measure" is increasing shareholder value.
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MTBP

Dilutive Financing

Accumulating equity capital
The Company continues to accumulate equity capital due to a low payout ratio. If this situation continues, the Company will need to
continue finding investments with high returns in order to increase shareholder value.

Source: Quick Astra Manager
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MTBP

Dilutive Financing

Holding too much cash & cash equivalents
However, if we look at the assets, we observe
that the capital is mainly being accumulated as
cash equivalents. In other words, the assets are
not being used efficiently and are merely
accumulating as low-return assets such as cash
equivalents.

In addition, they have twice raised funds with
(potential) dilution of shares in the last decade,
despite having sufficient cash. Given the level
of cash equivalents already held, we question
the need to be raise more with dilutive stock in
2013 and 2018. We can only conclude that
they are blatantly disregarding shareholders.
Source: Quick Astra Manager, company press releases
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MTBP

Dilutive Financing

Dilutive financing
Immediately after financing was announced, the
stock price plummeted due to the effects of dilution
(especially when announcing the share of treasury
stock which will cause a dilution at the moment of
sale). The fall was significantly greater than the
actual dilution rate due to the lack of need for such
moves.

Source: Quick Astra Manager, company press release

We strongly urge management to return excess cash to shareholders and not to raise unnecessary funds
that damage such shareholder value again.
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Questionable reasons

TOPIC I

TOPIC II

Cross-shareholdings that increase risk
As of FY2019, the Company held approx. 8.6B yen in cross-shareholdings on the balance sheet. After adjusting for the change in the
number of cross-shares the impact from fluctuations in the market value to the balance sheet was over 2B yen. The Company's net
income for FY2019 was 6.6B yen, so the impact from fluctuations in the market value of cross-shareholdings was equal to almost onethird. In this way, cross-shareholdings make the financial position less stable. Also see due to fluctuations in market value (see also Topic
I - View of proxy advisory services on cross-shareholdings).

Source: company annual report
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Questionable reasons

TOPIC I

TOPIC II

Cross-shares held for uncertain reasons
According to the Company’s annual report, the purpose for cross-shareholdings is "to maintain and strengthen good relationships with
business partners“, but frankly we do not understand the causal relationship between holding shares and maintaining and/or
strengthening good relationships.
Bunka Shutter holds shares of Sanwa Holdings (ticker 5929), which holds the largest market share in the shutter industry and is its
main competitor, as cross-shareholdings. It is extremely difficult to comprehend what type of “good relationship” can be maintained
and strengthened by holding shares in competitors.
Given past anti-trust violations in the shutter industry (see TOPIC II), we believe that maintaining and strengthening "good
relationships" with competitors increases risks.
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Questionable reasons

TOPIC I

TOPIC II

TOPIC I – View of proxy advisory services on cross-shareholdings
Voting advisory firms Glass Lewis and the ISS have pointed out governance issues regarding cross-shareholdings and have expressed
negative views that they will lead to reduced capital efficiency.
Excerpt from Glass Lewis
Given the nature of the strategic or cross-shareholding relationship between the companies, the relationship is the best describe as “You scratch my back and I’ll
scratch yours.”…As such, the strategic shareholding or cross-shareholding is considered as one of takeover defense mechanisms among Japanese companies.
Such practices have been attributed to decrease management accountability, lax risk management and inefficient capital management policy, and have been
additionally shown to limit potential hostile approaches. Though companies often attempt to justify these cross-shareholding relationships as strategically
important, the benefits of such relationships, if any, are generally both unquantifiable and ambiguous in nature.

Excerpt from ISS (Japanese version, translated to English)
Problems caused by cross-shareholdings, such as inefficient capital allocation and hollowing out of capital, are said to be one of the biggest problems in Japan's
corporate governance. In Japan, it is common practice to hold shares of other companies such as customers, suppliers, and lenders for purposes other than pure
investment reasons to maintain business relationships. The capital isn't available for capital investment in the core business, business acquisitions, dividends or
share buybacks. There is also concern that the act of cross-shareholding is against the long-term interests of shareholders. Furthermore, voting rights are almost
always exercised in favor of company proposals and against shareholder proposals, so there is concern that market discipline may decline. Also, holding such
shares may lead to a decline in capital productivity. Low capital productivity has affected the low profitability of Japanese equity investment for decades.
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TOPIC II – Anti-trust violations in the shutter industry
In June 2010, Bunka Shutter, along with Sanwa Shutter Industries (now called Sanwa HD) and Toyo Shutter, were issued a cease and
desist order and order to pay a surcharge from the Japan Fair Trade Commission for anti-trust violations for a nationwide price cartel and
bid rigging in the Kinki region. Bunka Shutter was ordered to pay a surcharge of around. 2B yen (approx. $20 million).
Bunka Shutter filed an objection in the courts to both findings, and in August 2020 a court decision was made reducing the surcharge by
44.7m yen (approx. $440,000). Bunka Shutter announced that it would accept the decision on the collusion, which resulted in operations
being suspended for 30 days (from January 9th to February 7th, 2021). Bunka Shutter announced that it will file a lawsuit to revoke the
court’s decision regarding the cartel.
According to an article in the Nihon Keizai Shimbun (Nikkei newspaper), the three companies also received a cease and desist order for
Anti-trust violations related to price cartels in 1977 and 1989. They were also warned in 1995. Given this background, we can only say
that maintaining and strengthening “good relationships” with competitors in the shutter industry seems to only increase the risk of antitrust violations.
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ROIC

WACC

TOPIC - ESG

Contents of MTBP and our expectations
On May 25, 2021, Bunka Shutter announced a 3-year medium-term management plan (MTBP) starting for FY2021. Included in the plan was
the "use of cost of capital in management," a proposal we had made during our dialogue with the Company (see presentation and letter)
They disclosed a weighted average cost of
capital (WACC) figure of 7.3%, in addition to
detailing the cost of equity and cost of debt.

A goal to increase BxVA (an EVA® or
economic value added. Refer to link for an
overview), by aiming for a return on invested
capital (ROIC) that exceeds WACC.
BxVA can be increased by either (1)
increasing ROIC or (2) decreasing WACC.

FY2020

FY2023

Change from 2020

In 100m yen
Sales
Op. Income
Profit Margin

Cost of Equity Cost of Debt

BxVA Spread

DE ratio
Equity Ratio

Less than 0.20

Represents the amount of added value
to invested capital.
Calculated assuming an effective
corporate tax rate is 30.62%.

Source: Excerpt from Company MTBP 2021/05/25 (translation to English)

SC believes Bunka Shutter can increase BxVA by providing

a concrete path for achieving its numerical targets and by reducing the cost of equity (a component of WACC).
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View on increasing ROIC
[ROIC - The Return perspective]
Bunka Shutter disclosed the direction of business strategy by product (sales and profit growth matrix). However, there was no explanation
on why sales (e.g. will sales increase due to market growth rate, price increases, increased market share etc.) or profit margins (improving
the product mix, reducing cost etc. ) will increase.
Enhancing disclosures on these issues will not only improve expectations for increased returns, but also reduce uncertainties regarding the
business outlook, leading to a reduction in the cost of capital.

[ROIC - The Invested Capital perspective]
Holding businesses or assets which deliver low returns reduce the overall ROIC. Such assets should be sold and reallocated to high-return
businesses or returned to shareholders.
Bunka Shutter holds a large number of cross-shareholdings. We expect the Company to sell low-return stocks as soon as possible to
increase ROIC.
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View on decreasing WACC
[WACC - The Leverage perspective]
The equity ratio had risen to 50.1% by the end of FY2020. We believe that WACC can be lowered by utilizing interest-bearing debt.
However, the DE ratio target is almost flat throughout the MTBP (0.18 in FY2020 → less than 0.2 for FY2023) . Also, because Bunka
Shutter holds a large amount of cash equivalents the net interest-bearing debt (interest-bearing debt minus cash equivalents) is
negative.
Regardless whether it is DE ratio or net DE ratio, we expect the Company to increase leverage to decrease the WACC
[WACC - The ESG perspective]
While Bunka Shutter has announced a policy of decarbonization by 2050, we are hopeful for further disclosures, such as a scenario
analysis of the impact of climate change on Bunka Shutter and other non-financial information from the perspective of
E:Environmental.
In addition, Bunka Shutter has a poison pill defense measures, and a policy of selling all cross-shareholdings, that we had requested,
was not in the MTBP. (See TOPIC) We expect the WACC to decrease by resolving these issues.

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

Overview
Poison Pill

Valuation

Excessive equity capital

Issues &
Solutions
Cross-shareholdings

Dialogue &
Actions

Shareholder
Proposals

Revision History
Disclaimer

MTBP
MTBP

ROIC

WACC

TOPIC - ESG

TOPIC – Relationship between poison pill, cross-shareholdings and ESG
Poison Pill
Poison pills defense measures reduce the possibility of hostile takeovers and weaken the discipline (G: Governance) of the Board of
Directors.
Cross-shareholdings
Cross-shareholdings, in effect, use the Company’s assets to create stable shareholders where the Directors of the cross-held shares will
provide unconditional support (i.e. cooperate to protect the Directors), and in turn become stable shareholders for the issuing
company. Increasing the number of stable shareholders weaken the management discipline (G: Governance) of the Directors.
In addition, Bunka Shutter discloses that the shares are held in order to "maintain and strengthen relationships with business partners,"
There is a possibility the Directors are violating the duty of care as a prudent manager by using the assets entrusted to them by the
shareholders to protect the management of the business partners. Also, if business is being conducted on the condition of share
ownership, then the profits can be viewed as a payoff for voting for the Directors. Furthermore, if the issuer of cross-shares is forcing
Bunka Shutter to hold the shares, there is a suspicion that it is an act similar to the abuse of a dominant bargaining position. (S: Social)
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Presentation

Letter

Some of our dialogues
As a shareholder, we are very dissatisfied with the fact the
stock price valuation is valued at only half that of other
companies in the same industry.

We expect management to formulate, announce and achieve
a truly effective medium-term management plan for
increasing shareholder value. (update – since our dialogues
with the Company they have released an MTBP which we
examine here)
Included is an excerpt from a presentation to management as
well as a letter sent to management

Source: Excerpt from SC presentation made to Bunka Shutter on
April 15, 2021 (translation to English)
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Presentation

Letter

Letter to management
Points covered in letter to director following initial meeting with Company
Category

Our requests

Goals of
the new
MTBP

❑ Make the goal to improve shareholder value. If it is announced and achieved,
shareholder value will increase.
❑ Instead of setting target figures for P&L items only, disclose the cost of capital
and aim for capital efficiency that exceeds those figures.
❑ Aim for a dividend PO of 100% to avoid further buildup of equity capital that is
already too high due to the continued low payout ratio

Improve
capital
efficiency

❑ Do not own unnecessary assets. e.g. sell cross-shareholdings and use the
proceeds as a source of funds for buying back shares.
❑ M&A - do not make acquisitions where valuations are higher than your own.

Other

❑ Abolish takeover defense measures
❑ Do not raise funds that damage shareholder value as has been done in the past
❑ Conduct your IR via face-to-face meetings (taking measures against COVID) or
videoconferencing instead of a telephone conference call
❑ Hold an online (attendance hybrid) shareholder meeting
Source: SC letter sent to Director Haruhiko
Ichikawa, Director-Managing Operating Officer
(partial translation to English)
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AGM

Shareholder Proposal Disqualified
The shareholder proposal made to the Company were disqualified. See Press Release for more details
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2021
Proposal

AGM

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.
•

Cross-shareholdings means becoming a stable shareholder of the issuing company. This poses a major problem from an ESG
perspective. Using assets entrusted by the shareholders to help preserve the executives of a business partner may mean the
Directors are in violation of the duty of due care of a prudent manager. Or if business is being done on the condition of the crossshareholdings than the profits can be viewed as a payoff for holding those shares. (Omitted) It is time to end these “Showa era1”
bad habits, such as cross-shareholdings, which are problematic for ESG, capital efficiency and financial stability.

•

(Regarding poison pills) If management view the acquisition of the Company as a potential threat, the goal should be to increase
shareholder value so that it will not be acquired, rather than adopt a poison pill takeover defense measure. (Omitted) By letting the
stock price persist below the liquidation value and letting ROE remain low, Company management is damaging shareholder value in
the medium term. Management is neglecting efforts to increase shareholder value and has introduced the poison pills to protect
themselves.

1

Showa era (1926-1989), often associated with the rise of Japan but also a time when many of the current corporate governance issues such as crossshareholdings, cronyism in CEO nomination, keiretsu (business associations) etc. were widely adopted.
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Document Revision History
April 28, 2021 - created campaign website

May 14, 2021 – updated due to disqualification of shareholder proposals
June 16, 2021 – updated due to release of MTBP
June 25, 2021 – added section on opinions expressed at 2021 AGM
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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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