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Kiltearn Partners LLP (“Kiltearn”), acting on behalf of its clients, controlled 482,400 shares in SECOM
CO., LTD. (the “Company”) as of 5 June 2023. This represented 0.21% of the Company’s issued share
capital. Kiltearn’s clients have been shareholders in the company since January 2022.

Kiltearn has reviewed Dalton Investments, Inc.’s shareholder proposals that it intends to bring at the
Company’s upcoming annual general meeting (“AGM”). The proposals are broadly consistent with
concerns and suggested action Kiltearn expressed in a private letter to the Company’s Board of
Directors in December 2022.

The Company issued a public response to the proposals on 22 May 2023. We have reviewed the
Company’s public response which stated opposition to the shareholder proposals. We do not believe
the Board of Directors’ rationale for opposing the proposals is persuasive.

Current Overcapitalisation of the Company’s Balance Sheet and Shareholder Returns

We are encouraged that the Company acknowledged in its SECOM Group Road Map 2027 (the “2027
Road Map”) that its balance sheet is overcapitalised, and it needs to take steps to address that
overcapitalisation and increase shareholder returns. However, the action that the Company has taken
to date and proposes to take in the future is, in Kiltearn’s opinion, insufficient.

Under the 2027 Road Map, the Company has committed to maintaining a dividend pay-out ratio of
around 45% and “conducting share buybacks in a timely manner to achieve an ROE of 10%”. While
this is an incremental improvement, given the magnitude of the excess capital on the balance sheet,
Kiltearn believes that even if the Company meets these targets, return on equity (“ROE”) — a key
measure of shareholder value creation — will likely continue to be depressed.

The first shareholder proposal is for the Company to repurchase up to ~10% of its issued share capital
with a maximum total price of ¥180 billion in the twelve-month period following the conclusion of the
AGM. We note that the proposed maximum buyback would equate to ~22% of the Company’s “cash
and deposits” and “investment securities” (¥820.76 billion) stated in the Company’s consolidated
balance sheet as of 31 March 2023.

As of 31 March 2023, the Company held ¥298.36 billion of “investment securities” on its balance sheet.
Based on publicly available information, Kiltearn understands that these include crossholdings in:

e publicly traded security companies (e.g., S-1 Corporation and Toyo TEC);
e afilm company (e.g., Shochiku);

e anairport management company (e.g., Japan Airport Terminal); and

e afinancial services company (e.g., Mitsubishi UFJ Financial).

The crossholdings do not allow the Company to exercise day-to-day influence on the underlying
business operations of the crossholding companies. Arguments from management that these are
strategic investments are not valid. Kiltearn believes that the investments have been made solely for
the convenience of the Company’s management and are reflective of the Company’s historic practice
of hoarding excess capital. If the Company’s shareholders wished to invest in the shares issued by
these crossholding companies, the Company’s shareholders could do so directly.

Kiltearn believes that such crossholdings, for which there is no recognised need, could be liquidated
and the proceeds used to fund partly the share buyback proposed. The proposed maximum buyback
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of ¥180 billion equates to ~60% of the “investment securities” held on the balance sheet as of 31
March 2023.

Finally, we note that the proposed level of buyback would cause no problems in terms of the
Company’s financial soundness and business continuity. Even with the buybacks at the maximum
value, the level of the Company’s free cash flows and capitalisation would allow the Company to invest
in its core businesses, prepare for various technology changes and expand its business activities in a
reasonable and prudent manner.

Board Independence

We believe that it is in the best interests of shareholders for Japanese companies to have boards that
are composed of a majority of independent directors. We note that executives’ interests are often not
aligned with minority shareholders. It is common for management to put self-interest or the interests
of parent companies before those of minority shareholders due to a lack of accountability or incentive
to maximise shareholder returns. We consequently believe that the practice of having a majority
independent board, which we see in other developed markets, provides the necessary independent
oversight to hold executives accountable.

We note that Japanese companies with majority independent boards tend to outperform. The
following analysis, produced by CLSA, illustrates that Japanese companies with majority independent
boards outperform from day one and outperform by 13.3% by the end of the second year.

Performance relative to Topix-500 of 50 stocks with majority independent boards
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The Company’s Board of Directors is composed of six insiders — the Company intends to reduce this
to five at its upcoming AGM — and three independent outsiders. The Company’s Board of Directors
consequently remains majority non-independent.

As a result of the above, we believe that the Company needs to address its overcapitalised balance
sheet, improve shareholder returns and take steps to improve the level of independent representation
on its Board of Directors.

Kiltearn consequently intends to vote in favour of the shareholder proposals relating to the
repurchase of the Company’s shares and the composition of the Company’s Board of Directors.

Please contact Douglas McArthur (dmcarthur@kiltearnpartners.com) with questions on this press
release.



mailto:dmcarthur@kiltearnpartners.com

About Kiltearn

Kiltearn is a UK-based asset management firm. Kiltearn invests its clients’ assets in publicly traded
global equity securities using a bottom-up, value-based, investment approach. Kiltearn is a ‘long-only’
manager. Kiltearn does not short securities, utilise derivatives or invest in convertible instruments.
Kiltearn seeks to invest in companies trading cheaply relative to their assets, earnings or dividends.
Kiltearn has been invested in Japanese equity securities since its inception in 2011. As of 5 June 2023,
Kiltearn had more than 13.4% of its clients’ assets invested in equity securities issued by publicly
traded Japanese companies.

Kiltearn is the appointed investment manager for several commingled funds. Unitholders in our
commingled funds are institutional investors. The majority of these investors are charities,
foundations, endowments, corporate pension plans, church plans and state pension plans. As a result,
Kiltearn believes that generating investment returns for its clients and their beneficiaries has
sustainable benefits for society.

Kiltearn is not an ‘activist’ investor. Kiltearn is a fiduciary for its clients’ assets and takes its stewardship
obligations seriously. Kiltearn will engage with portfolio companies where appropriate.

Kiltearn first invested its clients’ assets in the Company in January 2022. Kiltearn recently engaged
with the Company via a formal letter in December 2022 on the Company’s approach to capital
allocation, its overcapitalised balance sheet and the level of independence of its Board of Directors.
Kiltearn believes the shareholder proposals will go some way to addressing its concerns.

As of 5 June 2023, Kiltearn could exercise control over 0.21% of the Company’s issued share capital.
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