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WITH EUPHORIA COMES CAUTION

The Nikkei 225 has just crossed ¥50,000 and since
the lows of April, the Index has risen by 65% — quite
remarkable. Even more striking has been the +20%
move over just eight weeks since mid-August. But, as
we have often experienced during our careers, such
euphoria should be treated with caution.

An old boss at Martin Currie used to refer to this as
the “stretched elastic-band syndrome”: markets can
remain extended for some time before eventually
snapping. Effectively, there are two markets today in
Japan: a thematic and Al-dominated one, and almost
everything else. A concentrated cohort of stocks
driven by the demand for Al now dominate indices.

CONCENTRATION RISK

To give you some context for the concentration

risk that has been building. Since early August, the
TOPIX Index has gained 12.5%, with 11 of 33 sectors
outperforming the market. Non-Ferrous Metals
stand out at +91.6% year-to-date, dominated by Al
infrastructure and materials names. Fujikura (+193%
YTD), a key supplier of optical cables, now trades on
a P/B of 13x and P/E of 50x. Mitsui Kinzoku, which
produces copper alloys and electronic materials, has
surged by 210% this year. The Al boom has driven
much of this increase.

The Technology and Al segments have been rampant.
In Information and Communications, SoftBank has
soared 122% in ten weeks — the most frenzied activity
we have seen since Q4 1999. Together, these two
stocks account for over 20% of the Nikkei 225 and
have become the representative Al stocks in Japan.
We would not usually dwell on this, but the scale of
concentration warrants attention this time.

KIOXIA, the Toshiba memory spin-out, is up 278%

in eight weeks. Ibiden, a semiconductor packaging
company, is up 73%, and Advantest, which provides
testing equipment, is up 89%. Earnings in these areas
have generally exceeded those of the broader market
by a wide margin — Advantest today raised its full-year
operating forecast by 25% - but this is not unexpected
by the market given the heavy investment in Al
datacentres. The question is how large their medium-
term earnings power will be, given that the shares
already trade at over 60x estimated FY2028 earnings.
We see no margin of safety at 25X FY2 PBR.

It is a time to remain calm. For those familiar with our
investment process, periods of maximum pain are
often the time to add and look for opportunities — and
we would note that we have minimal exposure to Al.
This lack of exposure has, of course, meant that our
portfolios have missed some of the most significant
gains in recent months. Still, we simply cannot
reconcile valuations with our estimates of longer-run
earnings power. Indeed, when the opportunity set
for other companies remains exceptionally attractive,
chasing ultra-high-multiple stocks is an unattractive
use of your capital.

So far, the Al and Technology themes dominate.

But other areas also stand out, such as Defence

—a key priority for the Takaichi government. The
administration aims to revitalise Japan’s defence
industry, including its shipbuilding sector and increase
defence spending as a share of GDP. Mitsui E&S has
risen 234% YTD, trading on a forward PER of 25x and
P/B of 4x.

The parallels with Q4 1999 are clear in terms of
thematic euphoria. Earnings and cash flow from Al
capex investors such as Microsoft, Meta, Alphabet,
and Amazon are enormous, but even these are being
consumed by their investments. The “Magnificent
Seven” driving much of the Al build-out are expected
to invest over USD 5 trillion over the next five years,
according to McKinsey. Bain estimates that to justify
this level of capital expenditure, data centres would
need to generate USD 2 trillion of annual revenue by
2030. Three years after ChatGPT's launch, Al revenues
remain modest still. The Magnificent Seven now
represent 35% of total S&P 500 market capitalisation,
and Al stocks have accounted for 75% of the index’s
move over the past three years. Japan is now seeing
a similar concentration; on 30th October, three stocks
accounted for >100% of the Nikkei 225's move.




OVER INVESTMENT

In our view, the biggest risk lies in over-investment.
History offers plenty of parallels —the US railroad
boom and the 1999 telecom bubble among them.
The question is: what happens to the “asset-light” tech
model when capex becomes this aggressive? Such
investment surges rarely lead to high returns for those
deploying capital. The recent market dynamics can be
neatly captured by the chart below (Chart 1). KIOXIA,
Mitsui Kinzoku, JX Advanced, Ibiden, and SoftBank are
all part of the Al theme, while Mitsui E&S fits squarely

within the shipbuilding theme.

The second chart (Chart 2) highlights the relative
price-to-book multiple of Mitsubishi Heavy Industries
(MHI) —the strongest defence proxy in Japan, in our
view. MHI's relative price-to-book has tripled from its
lows, and the stock now trades on 50x forward PER
and 6.2x stated book value.

In contrast, the broad market now trades on a forward
PER of 18x. Looking across the key subsectors within
technology, Non-Ferrous Metals now trade on 28x
PER, and the Electrical Appliances sector on 27x PER.

Chart 1: Topix Largest Contributors Year-to-Date
Source: Zennor Asset Management, Bloomberg data 28.10.2025
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Chart 2: Mitsubishi Heavy Industries: Relative Price-to-Book Multiple
Source: Zennor Asset Management, Bloomberg data 28.10.2025
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ZENNOR JAPAN FUND:

PORTFOLIO CHARACTERISTICS

The strongest earnings growth within ZJF comes from
Genda (9166), where the PER will compress from 62x
to 16x (13X IFRS) and from our regional banks, which
are seeing +15% earnings growth. Our technology
holdings exhibit a much lower beta, with no direct

Al exposure (0.99x vs. 1.4x). The materials weighting,
which includes some technology materials exposure, is
expected to deliver +17% earnings growth next year.

Those familiar with our investment strategy will

know that the Zennor Japan fund is designed to
capture opportunities across both value and growth
segments of the market. Within this framework, we
hold four high-growth positions that have historically
delivered strong returns. However, in the current
environment, these particular holdings have faced
headwinds, resulting in a notable drag on overall fund
performance this year.

We are actively reviewing this space for new
opportunities, following a wholesale sell-down across
many growth names. We believe that some funds are
selling these growth compounders to fund an increase
in their Al exposure. We believe that selling 20%
compounders at <15x to buy the Al thematic at 50x+
is unlikely to be rewarding in the medium term.

LATENT ASSETS

49%

Net cash, securities, and real estate
equivalent to 49% of market capitalisation

FORWARD P/E

16x

Compared to 18x for the market
(not asset adjusted)

PRICE TO BOOK

11X

~25% discount

BETA

0./8X

~22% discount

FORECAST EARNINGS GROWTH 2026

+20%

Compared to +16% implied by
Bloomberg for the broader market

ACTIVE RATIO

98.6%

GEOGRAPHICAL EXPOSURE

Significant.
domestic bias




Growth Holdings - Valuation Overview
Source: Zennor Asset Management, Bloomberg data 28.10.2025

Company PER
Genda 13x
GNI 13x
Lifedrink 13x
Fuji Seal 10x
SBS 11x
Arealink 15x%
T. Hasegawa 9x
Astroscale

Key Metrics

20% compound EPS growth

Sales ¥60bn — ¥134bn FY 3/29

EPS to double by FY 3/29. Sales growth >+15% CAGR
EPS +6-10% CAGR

EPS +8-10% CAGR

EPS +15% CAGR

EPS +10% CAGR

20X EBITDA discounted at 10%

Portfolio Impact
-184bp

-81bp

-35bp

No Cost

No Cost

-12bp

-22bp

-30bp

The following page illustrates the performance of three of our growth holdings: GNI, Genda and Lifedrink since
our initial investment. These charts highlight the notable underperformance of these holdings relative to the
broader market in recent months. At the time of writing, the Zennor Japan Fund (ZJF) is +2% versus the broad
market, but well below its earlier peak. We have witnessed several such junctures over the years — and while the
timing is uncertain, market concentration always ends eventually. We do not know when a change will happen,
and it may not happen this year, but as one of our new colleagues put it, we could easily see the technology-
heavy Nikkei 225 fall 15% without hesitation or notice.




Genda Inc. Absolute Performance vs Relative Performance to Topix Since Position Initiated
Source: Zennor Asset Management, Bloomberg data 31/07/2023 - 29/10/2025
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Lifedrink Co Inc. Absolute Performance vs Relative Performance to Topix Since Position Initiated
Source: Zennor Asset Management, Bloomberg data 21/12/2021 - 29/10/2025
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GNI Group Ltd. Absolute Performance vs Relative Performance to Topix Since Position Initiated
Source: Zennor Asset Management, Bloomberg data 30/07/2024 - 29/10/2025
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YEN UPDATE

While reviewing Bloomberg data, we came across an interesting chart on the yen. We continue to believe it
remains a deeply undervalued currency — surely something must give at some point? Could an October rate hike
occur? Unlikely, but the Bank of Japan has long sought both political stability and a cooling of trade tensions.
With Bessent and Trump recently in Tokyo, the air appears —at least for now — to have cleared somewhat.

Japanese Yen Trades Cheap: 10y rate differentials point to USD/JPY near 130
Source: Zennor Asset Management, Bloomberg data 28/10/2025
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MAXIMUM PAIN IS A TIME FOR OPPORTUNITY

It has been a remarkable year for markets and it reminds us of the lead-up to the tech bubble in late 1999. But if
truth be told, no one knows when, or if, the market will change. It is a time to remain disciplined and resolutely
focused on the long-term objectives for our funds. And to again remind ourselves that the time of maximum
pain is a time for opportunity.

Jances, Deawid & Nicsls
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This document is prepared and issued by Zennor Asset Management LLP (“Zennor”) which is authorised and
regulated by the Financial Conduct Authority (FRN218549). This document is provided for information purposes
only and should not be interpreted as investment advice and does not represent a recommendation by Zennor
to purchase shares in any Fund. If you have any doubts as to the suitability of an investment, please consult
your financial adviser. The information contained in this document has been obtained from sources that Zennor
considers to be reliable, however Zennor cannot guarantee the accuracy or completeness of the information
provided, and therefore no investment decision should be based solely on this data. Past performance is not a
guide to future performance. The value of investments may go up or down and investors may not receive back
the amount of money invested. The rate of currency exchange may cause the value of overseas investments
(and any income from them) to go down as well as up. This document is not intended for distribution to, or use
by any person or entity in any jurisdiction or country where such distribution or use would be contrary to local
law or regulation. Returns are unaudited. Details of the fund can be found at www.independentucits.com.

The Fund has appointed as Swiss Representative Waystone Fund Services (Switzerland) SA, Av. Villamont

17, 1005 Lausanne, Switzerland, Tel: +41 21 31117 77, switzerland@waystone.com. The Fund's Swiss paying
agent is Banque Cantonale de Geneve. In respect of the Shares distributed in or from Switzerland, the place

of performance and jurisdiction is at the registered office of the Swiss Representative. For the most up to

date information, please refer to the Zennor Japan Fund and accumulation share class-specific Key Investor
Information Documents, the Supplementary Information Document, the Annual or Interim Reports and the
Prospectus, which are available using the contact details shown. Telephone calls may be recorded. Source:
Zennor Asset Management LLP Zennor Asset Management LLP is authorised and regulated by the Financial
Conduct Authority (FRN 218549) 27.02.2023/109 Zennor Asset Management LLP is authorized and regulated by
the Financial Conduct Authority (FRN 218549). Zennor Asset Management LLP, Registered Office: 86 Duke of York
Square, London, U.K. SW3 4LY.

Spring Capital Partners GmbH and Spring Capital Partners AB are tied agents within the meaning of Article

29 (3) of Directive 2014/65/EU (“"MIFID 1I” as implemented in the respective national legislation) of Allington
Investment Advisors GmbH, Kaiser-Friedrich-Promenade 127, 61348 Bad Homburg v.d.H., Germany, which is
authorised and regulated by the German Bundesanstalt fir Finanzdienstleistungsaufsicht (BaFin) with BaFin-
ID: 10158575. The Tied Agents are entered in the public register of tied agents held by BaFin. Within the

scope of providing financial services (“investment brokerage” within the meaning of Annex | A (1) MiFID Il as
implemented in the respective national legislation by promotion of the potential investor's willingness to enter
into a transaction but excluding the reception and transmission of orders in relation to one or more financial
instruments), the Tied Agents act exclusively on behalf and for the account of Allington Investment Advisors
GmbH and undertake to exclusively distribute funds. The information provided by the Tied Agents is intended
for informational purposes only and does not represent an offer to purchase or sell financial instruments. All
information is provided without any guarantee. This information neither represents any investment / legal / tax
advice, nor any recommendation. The Tied Agents point out that every investment decision should be made
after consulting an advisor. The information is intended exclusively for professional clients within the meaning
of Annex Il MiFID II. The information provided may not be copied or further distributed to third parties without
the prior consent of Allington Investment Advisors GmbH. The information may not be given to persons or
companies that do not have their ordinary residence or domicile in the countries in which Allington Investment
Advisors GmbH is authorised to provide financial services. In particular, the information may not be made
available to US citizens or persons residing in the USA. 173 30.10.2025

For more information, please contact:

Basildon House, 7 Moorgate, London EC2R 6AF (SpringcapltaJ

www.springcapitalpartners.com/Zennor/
+44 (0)20 3307 8086

Spring Capital Partners Limited is an Appointed Representative of Robert Quinn Advisory LLP, which is
authorised and regulated by the Financial Conduct Authority (FRN 548030).




