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Atlantis Japan Growth Fund (AJG LN)
Investment Funds Current price* 264.0p

Small but punchy, with a strong focus on growth
Atlantis Japan Growth Fund (“AJG”) relies upon in-house fundamental research and an 

intense schedule of company meetings in building a portfolio of under-researched and 

undervalued growth companies from across the Japanese equity market. This is supported 

by the Investment Adviser’s Tokyo based team and relatively modest level of assets under 

management, and typically results in a portfolio biased towards small and mid-caps. Lead 

adviser, Taeko Setaishi, has established a strong track record as lead adviser to the Atlantis 

Japan Opportunities open-ended fund since 2003 and has had similar success with AJG 

since being appointed as lead adviser in May 2016. AJG currently trades on a c. 10% 

discount and has several holdings poised to benefit from the disruptions caused by Covid-

19. Further, the Company targets a dividend equivalent to c. 4% of previous FY-end NAV per 

annum, paid quarterly.

Stock-selection driven all-cap strategy with bias towards small and mid-caps
Lead adviser, Taeko Setaishi, and the wider team at AIRC focus on stock selection driven by 
fundamental analysis and an intense schedule of company meetings, in order to identify 
under-researched and undervalued growth companies. Naturally, this approach favours 
small- and mid-caps, which typically have lower coverage from both buy- and sell-side 
analysts. Stocks are split into four broad categories: pure growth, cyclical growth, recovery 
(e.g. in earnings or growth rate), and potential growth (where none may currently exist). This 
results in a relatively concentrated portfolio of 50-70 holdings, where individual position sizes 
typically range from 2-3% at initiation and are allowed to grow to 5% before trimming takes 
place.

Taeko Setaishi also lead adviser to highly rated open-ended fund since 2003
Taeko has also built a long and highly rated track record as lead adviser to the open-ended 
Atlantis Japan Opportunities fund since October 2003, which was awarded a five star rating 
for its performance by Morningstar as at 30/09/2020 with total returns ahead of its Morningstar 
Category (Japan Small/Mid-Cap Equity) and the MSCI Japan Small Cap index over three, 
five, and ten years*. However, the open-ended fund and AJG are not mirror images, with an 
overlap of c. 70% currently; the difference largely resulting from AJG’s ability to invest further 
down the market cap spectrum and to employ gearing.

Regular quarterly dividend set at 1% of FY-end NAV
A dividend policy to pay a quarterly dividend set with reference to 1% of average NAV during 
the final month of each financial year (April) was introduced following approval by 
shareholders at the September 2019 AGM. Based on the upcoming quarterly dividend 
payments of 2.17p, this results in a yield on current share price of c. 3.3%. It is worth noting 
that under normal market conditions (i.e. had financial markets not been so volatile during 
April 2020) a dividend based on NAV will have its yield enhanced by any discount the shares 
trade on. Additionally, in terms of discount control measures AJG has a continuation vote 
held at every fourth AGM (the next in 2023) and the Board of Directors has made use of the 
Company’s buyback authority on an ad-hoc basis in recent years.

*3/5/10 year annualised total returns of +15.5%/+24.8%/+21.0% against +11.0%/+9.5%/+7.9% for the 

Category and +11.8%/+12.6%/+10.4% for the MSCI Japan Small Cap index.
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Investment process
Fundamental analysis supported by c. 600 company meetings a year
The AIRC investment process seeks to identify, and build a portfolio of, growing businesses with clear competitive advantages, 
strong cash flow generation, and high quality management. The process is driven by fundamental analysis, with in-house research 
taking advantage of the lack of sell side broker research coverage of small and mid-cap companies, and breaks down into the 
following steps:

 Periodic screening: quarterly screening helps to flag potential investment ideas, with key metrics including annual sales and 
operating profit growth of 10%+, sustained operating profit margin improvement, trend of return on equity, and valuation 
metrics (e.g. PB, PEG, EV/EBITDA).

 Company visits: meetings with management are crucial for the team to get a better understanding of a company’s business 
model, its strengths and weaknesses, and future strategy. The team typically conduct c. 600 meetings a year, including face-
to-face management meetings, conference calls, and results presentations. Additionally, meetings can also feed idea 
generation, for example when meeting with competitors or trading counterparties to the original subject company of the 
analysis. Whilst the frequency of meetings fell sharply during Q2 as a result of the pandemic, more recently there has been a 
gradual increase.

 Evaluation: an assessment of the company’s long-term sales and earnings growth potential is made via in-house modelling, 
and an appropriate valuation is determined based on growth measurements (e.g. PE and PEG). Alongside the fundamental 
considerations, technical factors such as the company’s size, trading liquidity, and shareholder register composition are taken 
into account.

 Portfolio construction: a buy list of c. 125 companies is then reviewed at weekly team meetings, where recent company 
meetings and analysis are formally discussed and any additions/removals decided upon. A watch list of c. 40 companies is 
also maintained, where the companies are classified as being fundamentally attractive, but are too fully valued to be on the 
buy list. Portfolio construction then follows from stocks selected from the buy list, with a top holding typically no larger than 
3-4% of the portfolio at the point of investment, and the portfolio containing 50-70 holdings. Sell discipline is driven by either a 
change in fundamentals (e.g. earnings disappoint, a deterioration in operating environment or unjustified change in business 
model) or trimming to reduce weighting within the portfolio following strong performance. Annual portfolio turnover ranges 
from 30-70%, depending on market conditions, and risk is mainly managed at the point of stock selection, which subsequently 
drives sector exposures. Despite the portfolio’s bias towards small and mid-caps the liquidity profile is robust: normally over 
90% of the portfolio can be sold within 2-3 days.

AIRC’s Tokyo based advisory team supported by wider Quaero Capital resource
Atlantis Investment Research Corporation (“AIRC”) is the appointed Investment Adviser to AJG, and comprises a team of four 
based out of the Tokyo office. AIRC’s relatively modest total advisory assets under management of c. $400m provides the team 
with significant flexibility in selecting investments (particularly smaller companies), reduces concentration risk across multiple 
Japanese equity portfolios, and also widens the investable opportunity set.

 Taeko Setaishi joined AIRC in 1996 and until May 2016 was deputy fund adviser to AJG. She had worked at Schroder 
Investment Management before AIRC as an analyst and fund adviser from 1993, alongside Ed Merner. As lead adviser to 
AJG, Taeko is responsible for portfolio construction and day-to-day portfolio management. Taeko is also lead adviser to the 
open-ended Atlantis Japan Opportunities Fund, alongside segregated mandates.

 Ed Merner founded AIRC in 1996 having been manager of the Schroder Japan Smaller Companies Fund for 22 years. He now 
takes the role of deputy fund adviser to AJG, providing research and other support to Taeko alongside portfolio oversight in 
Taeko’s absence. Ed’s primary responsibility at AIRC is as lead advisor to the Essor Japan Opportunities Fund, a French SICAV.

 Robert Burghart joined AIRC in 2013 with over 30 years of buy and sell side experience and joins Ed in advising the Essor Japan 
Opportunities Fund, and Taeko in advising segregated mandates.

 Kyomi Ando joined AIRC in 2010 and brings 29 years of buy and sell side experience, including roles as a micro-cap and IPO 
analyst. She provides research support and stock ideas to the team.

In addition to the team at AIRC, Quaero Capital LLP (“Quaero Capital”) is the appointed Investment Manager, with two team 
members contributing to the management of AJG:

 Rupert Kimber joined Quaero Capital in 2009 and has overall responsibility for the firm’s Japanese business. He is the lead 
manager to the Quaero Capital Taiko Japan Fund and also liaises with AIRC and provides support to AJG investors.

 Richard Gittus joined Quaero Capital in 2016 with over 30 years’ experience covering Asian Equity markets on the buy and 
sell side, and his role includes investor relations and investor support for AJG.
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Performance
Strong returns under Taeko Setaishi
As highlighted on page 1 AJG has delivered strong returns since the appointment of Taeko Setaishi as lead adviser on 1 May 2016, 
with a NAV total return of c. +106% being comfortably ahead of the benchmark TOPIX’s +42% return, and also ahead of the MSCI 
Japan Small Cap index’s +55% return (source: FactSet, Morningstar, N+1 Singer).

Figure 1: NAV performance ahead of both TOPIX benchmark and MSCI Japan Small Cap index
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Source: Company data, N+1 Singer estimates

Further, two subscription right exercise points took place since Taeko was appointed lead adviser, in October 2016 and October 
2017. These resulted in a  superficial dilution to NAV as existing investors were able to subscribe for new shares at a discount to 
NAV (superficial since the subscription rights were embedded to the shares – meaning that existing shareholders always had the 
ability to offset the dilution by subscribing as the subscription rights could not be traded separately). To reverse this dilution impact 
out of the NAV performance figures (including those provided by fund data aggregators such as Morningstar) in order to better 
reflect the returns achieved by Taeko, a multiplicative adjustment factor of c. 1.07x should be used; for example a return of +50% 
(1.50x initial investment) would become +61% (1.61x initial investment). This further widens the outperformance noted above, as 
AJG’s NAV return since Taeko’s appointment increases to +120%.
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Discount stable following Q1 2020 volatility
The discount had previously traded around 10% in the run up to Q1 2020; this was in part due to the existence of a discount 
triggered continuation vote with a threshold set at 10%. This discount trigger was replaced with a calendar driven continuation 
vote at every fourth AGM, as part of the structural changes approved by shareholders in September 2019. However, having 
remained around the 10% level following September 2019, the market volatility during Q1 2020 saw AJG’s discount widen to be in 
excess of 20% on brief occasions. Fortunately, recent months have seen a volatility levels subside, and the discount has now 
stabilised to be in the range of 10-15%.

Figure 2: Discount stabilised following March 2020 volatility
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Source: Company data, N+1 Singer estimates

We note that the next continuation vote is due at the 2023 AGM, and this timeline when combined with the substantial presence 
of several value-oriented investors on the share register should provide a strong incentive for the Board to narrow the discount, or 
at least prevent it widening any further from current levels. This in turn presents current and prospective shareholders with 
substantial upside potential over the next three years should the Board be successful and/or forced to narrow the discount, over 
and above any NAV returns achieved. In addition to the continuation vote, the Board has the usual permissions to buy back up 
to 14.99% of the shares in issue in order to actively manage the discount.
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Portfolio positioning and outlook
Although the portfolio is formed as a result of stock selection, common themes across holdings often occur. Currently, these 
include:

 Healthcare: companies that stand to benefit from the ageing Japanese population and corresponding rise in demand for 
medical devices, medical software solutions, support services, and pharmaceuticals; e.g. Asahi Intec (Precision Instruments – 
incl. guide wires for surgical treatments).

 Workplace reform: service provision companies against a backdrop of companies reassessing their office environments; e.g. 
S-Pool (Services – incl. outsourcing and HR solutions).

 Technology: given Japan’s role in the global supply chain of hardware and consumable materials, there are plenty of high 
growth opportunities within the sector; e.g. Lasertec (Electrical Machinery – semiconductor-related equipment 
manufacturer).

 Infrastructure: companies, particularly within software and systems, that will benefit from a rebound or increase in capex by 
corporate Japan; e.g. SB Technology (Information & Communication – incl. e-commerce services and cloud based solutions).

 New business opportunities: business models that will benefit from the disruption caused by Covid-19 and any increase in 
M&A activity, e.g. Bengo4.com (Services – websites that include matching lawyers or accountants to potential customers, 
and online contract signing services).

These themes and representative holdings help to highlight the spread of economic drivers within the portfolio and that the 
portfolio balances domestically oriented businesses with exporters; indeed, exporters (as defined by overseas sales more than 40% 
of sales) represented c. 35% of the portfolio as at 31 July 2020.

Figure 3: Sector weightings relative to benchmark – substantial exposure to business services and technology related sectors
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Source: Company data, N+1 Singer

If we then look at AJG’s portfolio positioning relative to the benchmark TOPIX, AJG has a significant weighting towards business 
services and technology related sectors. This results in a significant overweight to Services, but is not overly surprising given the 
strategy’s focus on growth and the diversity of opportunities within the Services sector, with several businesses positioned to benefit 
from the themes mentioned above.
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Outlook
The adviser makes no apologies in being cautious on the medium-term outlook against a backdrop of persistent Covid-19 
uncertainty, noting the mixed signals from economic data points. However, this is not a scenario unique to Japan, and the adviser 
draws optimism from the stock specific opportunities available, notably across the technology, healthcare, outsourcing, and 
consultant services sectors – sectors that are well represented within AJG’s portfolio. Further, recently appointed Prime Minister, 
Yoshihide Suga has committed to continuing the positive structural reform implemented under Shinzō Abe’s tenure. If the reality 
meets expectations over time, this should further increase the appeal of Japanese equities to international investors. Indeed, the 
headline-grabbing c. $6.3bn investment by Warren Buffett’s Berkshire Hathaway in five of Japan’s largest conglomerates 
(Mitsubishi Corp, Mitsui & Co, Itochu Corp, Sumitomo Corp and Marubeni Corp – source: FT.com), first disclosed during August 
2020, was a timely example of this. Whilst these companies are too large to be typical investments for AJG, the Berkshire Hathaway 
investment may prove to be emblematic of a wider shift in investor sentiment following a prolonged period of Japanese equities 
being under owned by overseas investors.

https://www.ft.com/content/55f15197-48ad-4eeb-9a89-cb183a0e7a72
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Appendices
Appendix 1
Key information table for AJG
Name Atlantis Japan Growth Fund
Launch date May 1996
Investment objective To provide investors with long term capital growth through investment wholly, or mainly, in listed 

Japanese equities

Investment policy The Company’s investment policy is flexible, however the portfolio will predominantly consist of listed 
equities.

Investment restrictions include:
• up to 20% of NAV in companies listed outside of Japan that are either controlled or managed 
from Japan, or with material exposure to the Japanese economy;
• up to 10% of NAV in unlisted securities -, though none are currently held.
• up to 20% of NAV in equity warrants and convertible debt; and
• up to 10% of total assets in other closed-end investment funds that do not themselves limit 
exposure to other closed-end investment funds to 15% of total assets, otherwise up to 15% of total 
assets.

Derivatives will not be used save for the purpose of efficient portfolio management, and no more 
than 10% of the Company may be invested in any class of securities of an investee company.

Benchmark TOPIX
Discount management Alongside a continuation vote being held at every fourth AGM (the next being in 2023 – typically 

held in September of each year), the Board of Directors generally seeks authority to purchase up to 
14.99% of the shares in issue at each AGM, and has made use of the buyback authority on an ad-
hoc basis in recent years. 

Investment manager Quaero Capital LLP is the appointed Investment Manager, with Atlantis Investment Research 
Corporation (“AIRC”) having advised AJG’s Investment Manager since launch in May 1996

Lead adviser Taeko Setaishi
Management fee 1.00% p.a. of net assets up to £125m, 0.85% between £125m-£175m, 0.70% for £175m+
Performance fee None
Ongoing charges 1.64% as at 30 April 2020
Gearing Gearing is used tactically for investment purposes, up to 20% of NAV at the time of borrowing.
FX hedging None – although the Company can hedge currency risk it will not typically seek to hedge under 

normal market conditions.
Dividend policy Quarterly dividend set with reference to 1% of average NAV during the final month of the preceding 

financial year.
Life Unlimited
Domicile / Listing Guernsey /  Main Market (Premium listing)
Website www.atlantisjapangrowthfund.com

Sources: Company data, N+1 Singer.
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Important disclosures

Analyst certification
The analyst(s) responsible for preparing this research report or sections of this report, in whole or in part, hereby certify/ies that, with respect to any and all of the securities 
or issuers that the analyst(s) cover(s) in this report, the views expressed in this report accurately reflect the individual research analyst's personal views. In addition, no part 
of the research analyst's compensation was, is, or will be directly or indirectly, related to the specific recommendations or view expressed in this report or summary.

Stock ratings
Recommendation/Target price
Click or tap here to enter text.

Conflicts of interest disclosures 
NB: please note that any companies mentioned in this report but not listed in the following table are not included in N+1’s database and therefore no disclosures have 
been made. Please follow link for full description of all Conflicts of Interest Disclosures

http://www.n1singer.com/terms-conditions/

Other important disclosures 
Please follow the link below for full Further Disclosures, Analyst Certification, Allocation of Equity Ratings, Ratings System, Valuation Methods & Risk Disclosure, Fundamental 
View & Planned Frequency of Updates. 

http://www.n1singer.com/legalandreg/Further-Research-Disclosures.pdf
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Disclaimer
N+1 Singer is a trading name of Nplus1 Singer Capital Markets Limited (“N+1SCM”) and Nplus1 Singer Advisory LLP (“N+1 SA”). This communication is issued in the UK by 
N+1SCM, which is authorised and regulated by the Financial Conduct Authority ("FCA") and is a member of The London Stock Exchange. It is intended for the sole use of the 
person to whom it is addressed and is not intended for private individuals or those classified as Retail Clients.

This is a marketing communication under the FCA Conduct of Business rules. It has not been prepared in accordance with legal requirements designed to promote the 
independence of investment research and it is not subject to any regulatory prohibition on dealing ahead of the dissemination of investment research.

This document is for persons who are Eligible Counterparties or Professional Clients only and is exempt from the general restriction in section 21 of the Financial Services and 
Markets Act 2000 on the communication of invitations or inducements to engage in investment activity on the grounds that it is being distributed in the United Kingdom only 
to persons of a kind described in Articles 19(5) (Investment professionals) and 49(2) (High net worth companies, unincorporated associations etc), of the Financial Services 
and Markets Act 2000 (Financial Promotion) Order 2005 (as amended). It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons. 
Laws and regulations of other countries may also restrict the distribution of this report. Persons in possession of this document should inform themselves about possible legal 
restrictions and observe them accordingly.

N+1SCM may distribute research in reliance on Rule 15a-6(a)(2) of the Securities and Exchange Act 1934 to persons that are Major US Institutional Investors, however, 
transactions in any securities must be effected through a US registered broker-dealer.

This document has been prepared and issued by N+1SCM on the basis of publicly available information, internally developed data and other sources believed to be reliable. 
All share price performance graphs are sourced from FactSet. The information contained in this publication was obtained from various sources believed to be reliable, but 
has not been independently verified by N+1SCM. N+1SCM does not warrant the completeness or accuracy of such information and does not accept any liability with respect 
to the accuracy or completeness of such information, except to the extent required by applicable law. Any opinions, projections, forecasts or estimates in this report are 
those of the author only, who has acted with a high degree of expertise. They reflect only the current views of the author at the date of this report and are subject to change 
without notice. N+1SCM has no obligation to update, modify or amend this publication or to otherwise notify a reader or recipient of this publication in the event that any 
matter, opinion, projection, forecast or estimate contained herein, changes or subsequently becomes inaccurate, or if research on the subject company is withdrawn. The 
analysis, opinions, projections, forecasts and estimates expressed in this report were in no way affected or influenced by the issuer. The author of this publication benefits 
financially from the overall success of N+1SCM.

This publication is a brief summary and does not purport to contain all available information on the subjects covered. Further information may be available on request. This 
report may not be reproduced for further publication without the prior written permission of N+1SCM. This publication is for information purposes only and shall not be construed 
as an offer or solicitation for the subscription or purchase or sale of any securities, or as an invitation, inducement or intermediation for the sale, subscription or purchase of 
any securities, or for engaging in any other transaction.

The investments referred to in this publication may not be suitable for all recipients. Recipients are urged to base their investment decisions upon their own appropriate 
investigations that they deem necessary. Any loss or other consequence arising from the use of the material contained in this publication shall be the sole and exclusive 
responsibility of the investor and N+1SCM accepts no liability for any such loss or consequence. In the event of any doubt about any investment, recipients should contact 
their own investment, legal and/or tax advisers to seek advice regarding the appropriateness of investing. Some of the investments mentioned in this publication may not be 
readily liquid investments. Certain transactions, including those involving futures, options, and high yield securities, give rise to substantial risk and are not suitable for all 
investors. Investors should be aware of the additional and special risks associated with securities and investments in emerging markets. Consequently it may be difficult to sell 
or realise such investments. The past is not necessarily a guide to future performance of an investment. The value of investments and the income derived from them may fall 
as well as rise and investors may not get back the amount invested. Some investments discussed in this publication may have a high level of volatility. High volatility investments 
may experience sudden and large falls in their value which may cause losses. International investing includes risks related to political and economic uncertainties of foreign 
countries, as well as currency risk. To the extent permitted by applicable law, no liability whatsoever is accepted for any direct or consequential loss, damages, costs or 
prejudices whatsoever arising from the use of this publication or its contents.

N+1SCM may act as market maker in the securities of companies discussed in this communication (or in any related investments) and may provide investment banking 
services to such companies in respect of which it receives compensation.

Notwithstanding the above, N+1 Singer makes every effort to ensure the impartiality of N+1 Singer research and strives to ensure that the research it produces is clear fair and 
not misleading.

To manage any potential conflicts of interest that arise in connection with its research business, N+1 Singer has in place a Conflicts of Interest policy which is available on the 
N+1 Singer website at http://www.n1singer.com/regulatory/

Any qualifying person or institution receiving this document requiring information or seeking to effect a transaction in the securities or investments should contact Sales Trading 
020 7496 3023.

The content may include data provided by FTSE International Limited (‘FTSE’) © FTSE 2017. ‘FTSE®’ is a trade mark of the London Stock Exchange Group companies and is 
used by FTSE International Limited under licence. All rights in the FTSE indices and/ or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability 
for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.

Copyright © N+1SCM, 2020. All rights reserved.
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