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Reference English Translation
10 July 2026

Industry Creation Policy Division
Economic and Industrial Policy Bureau
Ministry of Economy, Trade and Industry

Re: Comments on the Draft Growth Investment Guidelines

Dear Sir or Madam,

Nanahoshi Management Ltd. (“we” or “our firm”) has submitted a notification under the Financial
Instruments and Exchange Act to conduct Specially Permitted Businesses for Qualified Institutional
Investors, etc. Through the management of investment funds and investments made with our own
capital, we invest in Japanese equities and engage with portfolio companies.

We respectfully submit the following comments.

Comment 1: Board Support for Risk-Taking Should Be Predicated on Balance Sheet
Optimisation

We respectfully request that Section 3.3.2(iii) expressly incorporate the following principle:

Before encouraging risk-taking in connection with growth investments, the board of directors should
set out a clear policy for the disposal, reduction or monetisation of surplus cash and deposits,
strategic shareholdings, investment and rental property, other non-operating assets, and low-spread,
low-growth businesses, as well as for the reallocation of the capital released from such measures.

Rationale

Before encouraging risk-taking in connection with growth investments, the board must first assess
whether the company’s existing allocation of capital across its balance sheet is economically
justified in light of its cost of capital. Balance sheet optimisation can prevent capital from remaining
tied up in low-spread assets, facilitate its reallocation to investment opportunities expected to
generate returns above WACC, and thereby enhance the effectiveness of growth investment.

Against this background, assigning responsibility for encouraging growth-related risk-taking to a
board that continues to leave low-spread, low-growth assets on the balance sheet may instead
promote growth investment without adequate capital discipline.

Comment 2: Non-Operating Assets Should Also Be Subject to Cost-of-Capital Discipline

We respectfully request that Sections 3.1.3.6(iii) and 3.3.2(ii) expressly incorporate the following
principle:

Where a company is unable to demonstrate that a non-operating asset generates economic returns
above its cost of capital or produces clear synergies with the company’s core business, continued
ownership should not be presumed. The company should instead dispose of the asset, reduce its
holdings in it, or monetise it.

In the case of investment and rental property, the rationale for continued ownership should generally
be assessed by reference to whether the economic returns generated by rental income exceed the
relevant cost of capital, rather than by reference to direct synergies with the company’s core
business.
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Rationale

Section 1.3(d) of the Draft Growth Investment Guidelines (the “Draft”) defines invested capital as
“working capital plus fixed assets less non-operating assets” and therefore excludes non-operating
assets from invested capital for the purposes of calculating ROIC. This does not, however, mean
that such assets carry no cost of capital.

Investors assess how the capital provided by shareholders and creditors is allocated across the
company as a whole. This assessment extends not only to operating assets, but also to surplus
cash and deposits exceeding the liquidity required for business operations, strategic shareholdings,
investment and rental property, and other assets. Investors also assess whether each category of
assets generates returns above the relevant cost of capital.

The Draft itself recognises this point. Footnote 30 states that the disposal of non-operating assets
does not directly reduce the amount of invested capital. At the same time, Section 5.2.3 states that
the accumulation of non-operating and similar assets may reduce a company’s economic profit,
including by lowering its invested capital turnover.

Investment and rental property, in particular, should generally be evaluated on the basis of the
economic returns generated primarily through rental income, rather than on the basis of synergies
with the company’s core business.

According to publicly disclosed data, the median after-tax return on investment and rental property,
calculated using fair value as the denominator, was only 2.30%. In fiscal year 2025, 94.1% of the
companies analysed generated returns below the 6.41% average WACC for Japanese companies
shown in Figure 8 of the Draft (see note).

As Section 3.1.3.4 of the Draft correctly notes, the appropriate cost of capital may differ depending
on the nature of the relevant business or asset. Even if an asset-specific cost of capital reflecting the
lower business risk of investment and rental property were applied, however, the gap between an
after-tax return of 2.30% and the average WACC of 6.41% remains substantial. Accordingly, the
conclusion set out above would remain unchanged.

For these reasons, the Draft should expressly bring non-operating assets, and investment and rental
property in particular, within the scope of management with a focus on the cost of capital. Where a
company cannot demonstrate that such assets generate economic returns above their cost of
capital or produce clear synergies with its core business, continued ownership should not be treated
as the default. The company should instead consider disposing of those assets, reducing its
holdings in them, or monetising them.

(note)

Under ASBJ Statement No. 20, Accounting Standard for Disclosures about Fair Value of Investment and
Rental Property, listed companies disclose the fair value of their investment and rental property, together with
the related income and expenses, in the notes to their annual securities reports and other filings. These
disclosures make it possible to compare fair-value-based returns with the cost of capital.

Nanahoshi compiled and analysed data from every note entitled “Disclosures about Fair Value of Investment
and Rental Property” in annual securities reports. Among listed companies disclosing information on
investment and rental property, the median after-tax rental yield based on fair value was 2.48% in FY2023 (669
companies), 2.38% in FY2024 (676 companies), and 2.30% in FY2025 (659 companies). In each of the three
fiscal years, between 93% and 95% of the companies generated yields below the average WACC.

The yield was calculated using the following formula: net rental income after depreciation and other expenses
x (1 — assumed effective tax rate of 30%) + average fair value, where average fair value is calculated as
(opening fair value + closing fair value) + 2. The calculation excludes capital gains. For purposes of this
analysis, each fiscal year comprises accounting periods ending between April of that year and March of the
following year.




