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Corporate Governance train has left the
station ...

June was a good month for the Pelargos Japan Alpha Fund. The
EUR share class fund appreciated +4.27% and the USD share
class +4.18%, whilst the market (Topix ) was only up +1%. The
high conviction positions rallied strongly and the losing
positions were minimal. The hit ratio was excellent last month.

Whilst ISID (ticker 4812) was the biggest drag on performance
in May, the share price rebounded strongly and appreciated
19% in June. Earnings momentum and outlook are great. More
importantly, as outlined in more detail in the February
newsletter, its parent company, Dentsu Group, is now closing
its sale-and-leaseback of its headquarter. This financing deal
provides sufficient capital to buy out the minority shareholders,
totaling 38.2% of outstanding ISID shares. Dentsu has officially
announced that the sale-and-leaseback is aimed at ‘improving
capital efficiency, financial footing and secure funds for growth’.
Earlier this year, Dentsu divested its stake in Macromill, stating
‘Dentsu to Continue to Review All Non-Core Assets to Improve
Shareholder Value'. Dentsu now has raised sufficient capital to
buy out ISID. Strategically it makes a lot of sense for Dentsu
Group. Generally, Japan is tremendously lagging in IT / digital
adoption, as is the parent company. Corporate Governance
wise, a decision needs to be made how to proceed with this
majority owned, listed subsidiary. Strategically as well as
financially, it makes tremendous sense to take full control. The
timing of such deals is always the most intriguing part of the
story. ISID was and remains the largest position in the fund.

The second biggest contributor in June was Daibiru (ticker
8806). Our latest update was in the April newsletter and little
has happened in the meantime with regards to fundamentals.
This real estate company, 51.74% majority owned by Mitsui
OSK (a shipping company) held its AGM on June 24th. Based on
our voting policy we were NOT supporting the management
proposals. The current CEO Sonobe-san had only 79.9%
support and the future-to-be CEO Maruyama-san 87.5%.
Assuming the parent company voted in favor of the board it has
installed itself, one can conclude that of the 48.26% minority
votes, only 58% approved the current CEO. The book value of
Daibiru’s investment and rental properties is JPY337bn, whilst
the fair value is stated at JPY586bn. The current market
capitalization is just JPY166bn. In addition, Daibiru has
JPY27.8bn invested in listed equities (incl. JPY5.7bn treasury
shares). 95% of its gross floor area is related to office and
commercial buildings in Osaka and Tokyo. Daibiru has its
origins in the Osaka region as this was the founding place of its
parent's predecessor OSK (as OSK stands for Osaka Shosen
Kaisha). In Japan corporate history matters, the blood line is of
utter importance and with it, reputation and social standing. We
mention this, as the steep decline in approval rate for the CEO
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matters a lot. The corporate governance deficiencies are
obvious as the board lacks, in our opinion, independence and
diversity. Daibiru has a two-tier board (Kansayaku board: board
of directors and statutory auditors) and despite having
voluntarily established a nomination & compensation
committee, those committees are only ‘for the show' in order to
comply with formalities. Obviously, Daibiru is a value situation,
not vastly different from when we first invested in Heiwa Real
Estate in 2016. The share price trades at a steep discount to
NAV, however there is a risk that the board, which lacks real
estate credentials, starts to invest shareholders money in
projects that are almost by definition delivering lower return-
on-investment than buying back shares.

Our investment thesis on Nippon Pillar (ticker 6490) finally paid
off. The stock rallied another 15% in June after the 9% earnings
related price jump in May. In the March newsletter we wrote
about the company, the investment case is not so much about
engagement but the company is under-researched, mis-
understood and therefore undervalued. Please let us know if
you want to see the March newsletter. SRE (ticker 2980) stands
for Sony Real Estate and is a rather new position that
immediately delivered a significant P&L contribution. SRE is
37.96% owned by Sony, and 21.5% owned by Z Holdings (Yahoo
Japan) and its initial public offering was in December 2019. The
stock rallied 32% in June. More on SRE in the July newsletter.

OUTLOOK

June was peak season for annual shareholder meetings and,
in our view, this year's AGMs are extremely important,
because the proxy advisors, such as Glass Lewis or ISS, have
been tightening their voting recommendations. The Toshiba
case has once again displayed the sorry state of Japan’s board
room ethics and involvement of politically motivated
technocrats. On June 10, an extremely detailed, 139-page
report was published by external, independent lawyers on
how the board and government officials tried to influence the
2020 AGM. The report uses unusual clear language in
describing the way Toshiba and METI cooperated to exert
influence on shareholders. Indeed, as veteran investors
involved in Japanese equities we are not hugely surprised. At
the same time, we are disappointed to see how vested
interests take the liberty to bully investors. At the end, it is
encouraging that these facts made it into the public domain
for all to see. METI's intervention and Toshiba's power-play
have, at the end, back fired. At the 2021 AGM, the Toshiba
board was defeated and educated investors highlighting
deficiencies in corporate governance have won. The majority
of our investments are deeply undervalued and the Toshiba
scandal is a wake-up call for other boards to take their
shareholders seriously.
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TOP 5 MOVERS
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FUND PERFORMANCE*

usbn EUR*
Month to date performance 418%  4.27%
Year to date performance 5.57%  5.53%
Inception to date performance  15.55%  66.48%

*hased on share class B EUR, “based on share class C USD

FUND FACTS*

Fund size in min EUR 147.26
Fund size in min USD 174.58
Firm size in min EUR 180.35
Firm size in min USD 213.81
RISK STATISTICS
Net Exposure 73%
Gross Exposure 171%
Volatility (ex-ante; 3 months daily data) 6%
Beta (ex-ante) -0.03
Sharpe Ratio 0.52
Sortino Ratio 117
Sterling Ratio 0.27
Max Drawdown (monthly) 13.5%
Annualized Return 3.69%
SECTOR EXPOSURES (IN PERCENT) "
jud )
g 5 28
Consumer Discretionary 4 -15 -11 19
Consumer Staples 3 9 -6 12
Energy 16 0 16 16
Financials 4 -3 o 7
Health Care 1 9 -8 11
Industrials 34 -15 20 49
Information Technology 29 -10 19 39
Materials 7 -4 2 1
Real Estate 19 -3 16 23
Communication Services 5 -8 -3 12

Utilities o -2 -2 2

-100%

GENERAL STATISTICS

9% Return long book 8.26%
% Return short book 5.84%
# Long stocks 68
# Short stocks 13
% Long stocks 1 75%
% Short stocks | 85%
# Up days / Down days 15/6
Turnover as % NAV 68%
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FUND PERFORMANCE

Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2021 -1.38% 155% 3.76% -0.97% -1.66% 4.27%
2020 1.70% -6.30% 2.66% -1.17% 1.80% 0.83% 0.23% -1.54% 3.86% 1.16% -2.95% 0.82%
2019 1.05% 000% 051% 0.98% -0.04% 0.56% 1.54% 0.90% -1.46% 3.43% 235% 2.34%
2018 -0.26% -1.77% -1.03% -0.63% -0.06% -0.36% -0.87% -1.66% 0.36% -3.69% -0.13% -4.14%
2017 056% -0.92% -1.63% -0.57% 0.23% 1.32% 1.18% 046% 0.99% 125% 020% 0.14%

o
it 2016 1.27% 092% 1.18% -0.19% -1.06% -433% 212% -1.05% -0.29% 2.38% 1.77% 0.78%
; 2015 -1.24% 4.89% -027% 3.25% 2.57% -1.67% -2.94% -3.01% 2.46% 1.88% 2.06% -1.42%
< 2014 -3.16% -0.60% -0.56% -0.99% -2.24% 1.44% 0.23% -0.60% 2.06% -1.89% -1.24%  0.96%
© 2013  535% -0.58% 6.98% 6.48% -1.07% -0.78% 031% -092% 1.18% -0.80% 1.46% 1.73%
2012 -1.38% 381% 1.35% -121% -3.83% 1.76% 0.84% 093% 1.32% 0.58% 2.50% 4.06%
2011 093% -0.03% -1.55% 0.14% -0.14% 042% 003% -3.63% 0.69% -038% -2.60% 1.68%
2010 0.73% -0.23% 3.52% 3.69% -3.11% -131% 1.23% -037% 0.91% 1.13% 1.40% 1.89%
2009 2.07% 1.67% -0.73% -0.67% 1.34% 1.13% -1.93% 224% -1.68% -039% -2.99% 2.84%
2008 0.96% -135% 1.40% 3.44% 0.52% 1.39% |JEIIEA
Year  Jan Feb Mar  Apr May  Jun Jul Aug  Sep Oct Nov  Dec
a 2021 -134% 163% 347% -0.84% -1.50% 4.18%
0 2020 1.57% -5.92% 2.93% -0.95% 1.90% 0.92% 0.29% -1.39% 3.49% 1.12% -2.51% 0.85%
a 2019 1.33% 025% 0.75% 1.29% 0.45% 0.87% 1.82% 043% -1.19% 3.77% 2.35% 2.36%
é 2018 -027% -1.58% -0.86% -0.36% -0.05% -0.09% -0.64% -1.42% 0.52% -3.33% 0.20% -3.81% |ERKIRRAG ECE
2017 117% 0.64% 1.13% 1.21% 0.16% 0.38%, | |
DISCLAIMER

Pelargos Capital B.V. has compiled this publication. Pelargos Capital B.V. is a management company and in that capacity avails of a license pursuant to
section 2:65 of the Act on Financial Supervision of the Netherlands (Wft) as that section reads following the incorporation of the AIFM Directive in the
Wit

Although the information contained in this publication is composed with great care and although we always strive to ensure the accuracy, completeness
and correctness of the information, imperfections due to human errors may occur, as a result of which presented data and calculations may vary.
Therefore, no rights may be derived from the provided data and calculations. All information is provided "as is" and is subject to change without prior
notice.

Pelargos Capital B.V. does not warrant the adequacy, accuracy or completeness of any information and expressly disclaims any liability for errors or
omissions therein. The recipients of this publication are responsible for evaluating the accuracy, completeness or usefulness of this information.

The information contained in this publication does not constitute any recommendation, investment proposal, offer to provide a service, nor a solicitation
to buy or sell any security or other investment product.

The publication of this information may be subject to restrictions imposed by law in some jurisdictions. Pelargos Capital B.V. requests any recipient of
this publication to become acquainted with, and to observe, all restrictions. Pelargos Capital B.V. accepts no liability for infringement of such restrictions.

The recipient shall not distribute, forward or publish this information. No rights may be derived from the provided information, data and calculations.
Also by risks inherent to this investment fund, the value of the investments may fluctuate. Past performance is no guarantee or guide to future
performance.

Don’t take any
unnecessary risks.
Highes

Lower isk
Typcally lower rewardy

Read the Key Investor
Information Document.




