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Dalton Kizuna Fund 
December 2017 Newsletter 

Fund Description 

The Dalton Kizuna Fund is an equity fund that invests opportunistically in Japan. The Fund strives to 

buy shares in companies with good businesses run by management with a strong alignment of interest 

with shareholders, at prices that reflect a significant margin of safety to intrinsic value. The Fund is ex-

pected to be a highly concentrated portfolio (no more than 20 companies) of strong conviction ideas. In 

addition to performing onsite due diligence and rigorous fundamental analysis, the investment team 

engages in active collaboration with managements and directors of portfolio companies in order to en-

courage actions that will lead to revaluation in the equity market.  

“Kizuna” is a traditional Japanese word meaning the strong bonds between people; we use the word to 

reflect our aspiration of pursuing greater good for all stakeholders through our investment practice.  

Private and Confidential — Not for Public Distribution 

FUNDS AT A GLANCE AS OF  

DECEMBER 2017 

Lead Portfolio Manager …... James B. Rosenwald III 

Investment Style……………….…...Concentrated Equity 

Index.. …………………..………...MSCI Daily TR Net Japan 

Inception Date ….……...................................……..Mar ‘17 

Fund Assets (December 31)….………..…….………..$37 mil 

Asian Equity Assets (December 31)………….….$3.5 bil** 

Firm Assets (December 31)…………………………..…$3.8bil 

Net Asset Value/Share (December 31)............$1,161.65 

Minimum Investment ….……….……………....…..…...$1 mil 

High Watermark .. …………..…………………..……………...Yes 

Structure……… ..................................... Master-Feeder 

Administrator…………..….…….……..…….Northern Trust 

Custodian…………….………………..….…….Northern Trust 

Auditor…………………..……...PricewaterhouseCoopers 

Liquidity .. ………………………..Annual (1-yr Lock-up)*** 

Management Fee……………………………….…….....…..…1.0% 

Incentive Fee………………………………….….….....……..…20% 
 

 

CONTACT INFORMATION 

Telephone……………….…..…………….…………..424.231.9100 

Email .............................. info@daltoninvestments.com 
 

1601 Cloverfield Boulevard – Suite 5050 N 

Santa Monica, California 90404 

www.daltoninvestments.com 

 

 

 

 

 

 

 

 

 

 

*Past performance is no guarantee of future results. 

All investments involve risk including the loss of 

principal. Please see final pages for performance 

disclosures.  

**Asian equity assets include all assets managed by 

James B. Rosenwald III, which include the assets 

from the Dalton Kizuna Fund, several other Pan-Asia 

and Japanese separate accounts and other products.   

***Liquidity terms are more restricted for hard-to-

value or illiquid “special securities.” The manager has 

the authority to designate up to 10% of the fund in 

special securities, and these investments must be 

held to realization of investment. Please see fund 

documents for more information. 

  Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Year 
MSCI 

Japan 

2017   -0.44% 1.28% -2.06% 0.87% 1.47% 2.12% 0.95% 4.18% 3.43%  3.45% 16.17% 18.22% 

MONTHLY PERFORMANCE (%) NET OF FEES* 

TOP 5 LONG POSITIONS SECTOR BREAKDOWN 

Fund Performance (Net of Fees)* 

Company   Sectors   % Equity 

Shinsei Bank Ltd Financials 9.3% 

Kadokawa Dwango Corp Consumer Discretionary 4.5% 

Mitsubishi Heavy Industries Ltd Industrials 4.4% 

Toa Corp/Hyogo Consumer Discretionary 2.6% 

Plathome Co Ltd Information Technology 1.3% 

Company   % Equity Sectors   

Plathome Co Ltd Information Technology 11.9% 

Shinsei Bank Ltd Financials 9.1% 

Kadokawa Dwango Corp Consumer Discretionary 7.2% 

Macnica Fuji Electronics  Information Technology 6.1% 

Mitsubishi Heavy Industries Ltd Industrials 4.7% 
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Commentary 

Performance Update 

 In the fourth quarter of 2017, the Dalton Kizuna 

Fund (“the Fund”) increased by +11.48% while the Index 

increased by +8.49%. Since Inception, the Fund has 

returned +16.17% (net of fees) while the Index returned 

+18.22% 

Portfolio Overview 

 During the latest quarter, we made a new 

investment in Taisei Oncho, a family-owned company 

that installs and maintains air conditioning and 

plumbing in large commercial buildings in Japan and 

abroad. Unlike major construction companies, 

maintenance and replacement are the main source of 

cash flow and that business is enjoying growing 

demand from renovating existing buildings, NOT new 

building construction. Renovation demand among 

buildings constructed during the bubble economy era 

remains huge. The company also has a strong overseas 

business - US (Hawaii), China, India, Philippines, and 

Vietnam - which accounts for 20% of total cash flow. 

The Mizutani family owns some 20% of the company; 

we have met with and were impressed by the third 

generation CEO for his sound crisis management skills 

and willingness to use new technologies to improve 

business processes.  

 We invested in the company when it was trading at 

70% of its net cash value and generating highly stable 

cash flows. The current CEO has focused on 

restructuring the business since he assumed the 

position two years ago. We believe that he will allocate 

capital wisely and aspires to improve shareholder 

return going forward from its current 20% payout. We 

see significant upside in the company valuation. 

 In addition to establishing a position in Taisei 

Oncho, we added to existing positions in Shinsei Bank, 

Kadokawa, and Tenma on stock price weakness.  

 The top two contributors for the quarter were Plat’ 

Home and C Uyemura. Plat’ Home, a leading supplier 

of the IoT (Internet of Things) gateway, continued to 

attract investor attention as a key beneficiary of "Edge 

Computing". Since 2017, the company has benefited 

from more IoT projects heading towards full 

implementation than from its previous demonstration/

experiment phase. C Uyemura, one of the global leaders 

in surface treatment chemicals for electronic parts, 

revised its performance forecast upwards for the 

current fiscal year. We continue to see significant 

upside in both companies from current prices. 

 The top two detractors for the quarter were 

Mitsubishi Heavy and Tenma. Underperformance of 

Mitsubishi Heavy, the largest producer of heavy 

machinery in Japan, reflects the market’s negative 

sentiment towards thermal power. Renewable energy 

has attracted significant attention globally as an 

environmentally responsible replacement for thermal 

energy. However, we believe that many countries will 

continue to rely on thermal power, particularly gas, as a 

source for base-load energy because of low costs. 

Mitsubishi Heavy has a strong franchise in countries/

regions where thermal power will remain a base energy, 

such as Japan and Southeast Asia. Additionally, our 

confidence in the current management, who have been 

tackling a number of legacy issues, remains intact.  

 Tenma, a manufacturer of plastic household/

industrial component products, announced a 

downward revision in earnings due to price hikes in 

naphtha/PP, additional expenses in the launch of their 

Indonesian factory, and lower-than expected sales in 

China. We are not concerned about the price hikes in 

naphta/PP as Tenma’s furniture business has 

historically been profitable even with naphtha at twice 
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today’s price. We are comfortable with the underlying 

fundamentals in the South East Asia market. We took 

the opportunity to increase our positions on price 

weakness and will continue to work on engagement 

with management related to capital allocation - net 

cash on the balance sheet today accounts for 80% of 

market capitalization, resulting in a 80%+ equity ratio, 

implying lots of room for improvement on capital 

allocation. 

Stock Highlight 

 C Uyemura & Co. is one of the global leaders in 

surface treatment chemicals for electronic parts such as 

semiconductor devices and hard-disc drives. Over 60% 

of sales comes from overseas. The company has enjoyed 

its increasing dominance in the field supported by the 

following advantages:  

1) Growth in total physical surface areas of 

semiconductor circuits  

2) Company’s technology, while crucial for the quality 

of customer products, makes up a very small portion of 

total production costs  

3) Company’s technology, its chemicals recipe, is easier 

to be made “black box” compared to the alternative of 

assembled products,  

4) The worldwide customer market (for 

semiconductors) is geographically concentrated in 

nearby Asian regions 

 As a result, C Uyemura boasts a dominant presence 

in plating chemicals, accounting for 40% of the global 

nickel print circuits, 20% for gold plating, 50% of 

aluminum HDD, etc.  The company has been 

recovering from the slump during the financial crisis 

with a rather stable 15% ROIC. The founder family owns 

some 25% of the company. Despite the robust business 

model and the promising signs of performance 

recovery, the stock traded at a P/B ratio below 1.0 

throughout 2016, as we were doing research and 

meeting with company executives and directors. We 

initiated our investment in January 2017. 

 We see significant potential for the company to 

generate value, including the opportunity to improve its 

capital allocation away from non-core businesses that 

do not appear to justify their “synergy” impact. C 

Uyemura’s main business, the plating chemicals 

business, which employs about two thirds of the 

company’s total assets, generates more than 100% of the 

total profit. Less successful businesses include 

manufacturing plating machines, chemical coating 

services, and real estate management. We estimate that 

simply divesting the real estate business would raise the 

company’s ROIC by about 7 percentage points. It is less 

straightforward to assess further upside potential by 

removing other businesses, but it is worthwhile to 

compare the company’s valuation to its peers in the 

plating chemicals industry, such as JCU Corp and Japan 

Pure Chemical, that have boasted around 50% ROIC 

compared with C Uyemura’s 15%. 

 Since our initial investment about a year ago, 

Dalton has exchanged its views on this company with 

other asset managers with large stakes and sent out 

candid questions about the capital allocation and 

performance impact to management late last year. We 

are hopeful that the company will respond before too 

long, and we will thoughtfully consider our next steps 

in engaging with management. 

"Dear Chairman" in Japan 

 During this quarter, we accelerated our shareholder 

proposal projects, sending more than 10 letters to the 

boards of our portfolio companies. The agenda includes 
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business portfolio management, independent outside 

directors, dividend policy, buybacks, and stock 

compensation – all customized for each target. As 

opposed to making official public proposals 

immediately, we have opted for a less direct approach 

and which may not be public in many cases. Below is a 

description of Dalton’s strategies in Japan related to 

engagement. 

 We have four native Japanese investment 

professionals based in Tokyo, and they start from 

bringing (not sending) letters with "DRAFT" marks on 

the top right, to their counterparts at portfolio 

companies - from IR managers to CEOs, depending on 

the circumstances. We explain the message face-to-

face, listen to the personal opinions of our counterparts, 

and inform them the letter will be sent in the future. 

Such a process is very time and energy consuming, but 

we believe the approach gives our proposals a much 

better chance of being well received.  

 Japan is often described as a “Shame Culture” where 

people care deeply about what others in their 

organization think of them, much more so than say 

God or Buddha. Starting with a private dialogue with 

our counterparts signals our concern for their “shame”, 

and the letter with "Draft" on the top right means we 

are open to improving the contents based on their 

feedback.  

 In fact, the proposals have been well received by our 

counterparts and have provided opportunities to dive 

deeper into the agenda beyond the typical IR meeting. 

Some middle managers were even excited as they 

viewed the proposal from outside shareholders as 

providing a tailwind to their own goals. We believe the 

evolution of Corporate Governance is a structural trend, 

but its transformation has to incorporate and include 

the shame mentality that has been passed down from 

generation to generation and surfaces in many ways in 

corporate Japan.  

 We are NOT asking for company approval or 

censorship on our proposals which are ready to be 

submitted as open public proposals for Shareholder 

Meetings in 2018. However, our decision either to keep 

the proposals private or to go public depends on our 

judgement of the efficacy of either course of action, 

meaningfully informed by dialogue with our 

counterparts.  

 Lastly, we tend to wrap-up the early engagement 

projects by sending a gift – the Japanese edition of "The 

Outsiders" by Mr. William N. Thorndike - to portfolio 

companies. The book discusses CEOs with exceptional 

track records at capital allocation and was #1 on Warren 

Buffett's recommended reading list in the Berkshire 

Hathaway Annual Shareholder Letter in 2012. The ideas 

in the book are likely to be very unconventional to most 

Japanese CEOs, but, if they understand the philosophy 

and adopt some of the ideas from the book then I think 

we will have made a few long-term friends. In any case, 

we believe sending gifts rarely backfires. 

Outlook 

 The Goldilocks market continues to be supported 

by solid economic fundamentals (e.g. seven consecutive 

quarters of GDP growth, BOJ diffusion index at a 10-

year high, job application ratio at a 43-year high), low 

interest rates and low volatility. Since the launch of the 

fund in March last year, our performance has suffered 

from holding significant amounts of cash while we 

slowly and carefully allocated capital and did our best 

to avoid cyclical businesses.  

 We do not know if we are heading towards a full-

scale market bubble, or if risk taking behavior and the 

economy will stall out in the near future. What we do 
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know is that global credit to corporates, real estate, and 

individuals, currently at historically peak levels and 

trading at tight spreads, is enlivening speculative 

spirits. Additionally, the boom in crypto currencies 

fueled by individual buying and emerging as an asset 

class reminds us of the days of the "Dot.com" bubble. 

(By the way, more than 40% of Bitcoin trading is 

accounted for by the Japanese).  

 With a sense of caution, we are staying focused on a 

limited number of opportunities to buy companies with 

entrepreneurial CEOs managing businesses with a 

(sometimes hidden) structural growth theme. It's 

always challenging to buy such companies with a 

sufficient margin of safety, but preservation of capital 

remains our top priority. We hope the portfolio 

provides you with stable and uncorrelated returns to 

your other investments and will grow substantially over 

the time. Thank you very much for your long-term 

support. 
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Disclosure 
This document has been prepared for qualified investors, is provided for informational purposes only, and does not constitute a solicitation of any shares in any 

investment vehicle managed by Dalton Investments LLC.  Such solicitations can only be made to qualified investors by means of the private placement 

memorandums, which describe, among other things, the risks of making an investment.  Additionally, this presentation does not constitute investment advice of 

any kind.   

 

All of the information in this document relating to Dalton Investments LLC or its affiliates (collectively, “Dalton” or the “Firm”) is communicated solely by Dalton, 

1601 Cloverfield Boulevard, Suite 5050 N, Santa Monica, CA 90404, regulated by the U.S. Securities and Exchange Commission (SEC).  SEC registration does not 

imply SEC endorsement.  No representation or warranty can be given with respect to the accuracy or completeness of the information, or with respect to the terms 

of any future offer of transactions conforming to the terms hereof.  Certain assumptions may have been made in the analysis which resulted in any information and 

returns/results detailed herein.  No representation is made that any results/returns indicated will be achieved or that all assumptions in achieving these returns 

have been considered or stated.  Additional information is available on request.  Opinions and estimates offered constitute our judgment and are subject to change 

without notice, as are statements of financial market trends, which are based on market conditions.  Unless otherwise indicated, figures presented are preliminary, 

unaudited, subject to change and do not constitute Dalton’s standard books and records. 

 

Individual portfolio account returns and holdings within a referenced Dalton composite may vary substantially for such factors including, among others, account 

specific restrictions – e.g. whether currency investments are permitted, timing of transactions, contributions, withdrawals, and market conditions at the time of 

investment. 

 

PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE PERFORMANCE. THE VALUE OF THE INVESTMENTS AND THE INCOME FROM THEM CAN 

GO DOWN AS WELL AS UP AND AN INVESTOR MAY NOT GET BACK THE AMOUNT INVESTED.  THESE INVESTMENTS ARE DESIGNED FOR 

INVESTORS WHO UNDERSTAND AND ARE WILLING TO ACCEPT THESE RISKS. PERFORMANCE MAY BE VOLATILE, AND AN INVESTOR COULD LOSE 

ALL OR A SUBSTANTIAL PORTION OF ITS INVESTMENT. 

 

Please note that neither the Funds/Composites nor the Investment Manager/Investment Advisor complies with the requirements of the Alternative Investment 

Fund Managers Directive (“AIFMD”) of the European Union. No direct or indirect offering or placement of shares by or on behalf of the Funds/Composites or the 

Investment Manager may be made to or with investors in member states of the European Union in breach of either the applicable requirements under the AIFMD 

or the private placement regime in each relevant member state. You are receiving this presentation either because (a) you are an existing investor and we are 

sending you an update to discharge our obligation, or (b) you have previously requested for submission of such information. If neither of these apply to you, please 

kindly ignore this presentation and reply to InvestorRelations@daltoninvestments.com with the subject “AIFMD distribution list review” as soon as possible so that 

we can remove you from our relevant distribution list in the future. 

Any specific securities referenced herein are holdings as of the date identified in the document and any performance information relates only to the period covered 

by this document.  No inferences should be made as to the profitability of specific positions overall.  

Returns present hypothetical performance (the “Hypothetical Returns”) for a hypothetical $1,500,000.00 investment (the “Initial Investment”) made at the inception 

of the Fund (the “Hypothetical Investor”).  The Gross-of-Fees Hypothetical Returns are calculated by applying the Fund’s actual cumulative gross-of-fee returns 

which include all trading expenses, withholding taxes, custodial fees (if applicable) and other administrative fees but exclude accruals and payments of all 

management and performance fees to the Hypothetical Investor’s Initial Investment.  The Hypothetical Investor’s Returns assume no subscription or redemption 

and reinvestment of all dividend income.  Net-of-Fees Hypothetical Returns are calculated, in reference to any applicable high water mark, by deducting a model 

1% management and 20% performance fees (the “Model Fees”) from the Gross-of-Fees Hypothetical Returns.  The Model Fees represent the current highest 

management and performance fee schedule of the Fund.  Information regarding year to date and annual Performance Results is compounded.  The Hypothetical 

Results shown do not represent the results of any actual investor in the Fund.  Investment results for each investor will vary from the Hypothetical Results shown 

herein due to, among other factors, differing investment dates and additional contributions or withdrawals.  Actual fees may differ due to various factors including, 

but not limited to, account size. Additional information regarding the Firm’s fees is available upon request and may also be found in Dalton Investments LLC’s 

Form ADV Part 2.  Performance is expressed in US Dollars.  To compute currency exchange rates, the Fund uses Bloomberg at 4PM EST close while the Benchmark 

uses WM Reuters at 4PM GMT close, which may result in differing exchange rates. 

 

The Fund’s benchmark is the MSCI Daily Total Return Net Japan Index (MSCI Japan (USD), symbol: NDDUJN) (the “Benchmark”) and is compiled by Morgan 

Stanley Capital International, Inc. It is a total return, free float-adjusted, capitalization-weighted index that is designed to track the performance of Japanese 

securities listed on the Tokyo Stock Exchange, Osaka Stock Exchange, JASDAQ and Nagoya Stock Exchange. Net total return indices reinvest dividends after the 

deduction of withholding taxes, using (for international indices) a tax rate applicable to non-resident institutional investors who do not benefit from double taxation 

treaties. For comparison purposes, Benchmark returns do not reflect transaction costs, investment management fees or other fees and expenses that would reduce 

performance in the Fund.  It is not possible to invest in the Benchmark. The Fund has held and is expected to continue to hold securities that are not included in the 

Benchmark and the Firm makes no representations that the Fund is comparable to the Benchmark in composition or element of risk involved.  


