Case Study: Hostile Takeovers Come to Japan (A.K.A. Cartoon “Look Alike” Disturbs the Corporate “Wa” in Japan)
February 2005, Osaka, Japan 


February 8, 2005, may be remembered as a significant day in Japanese business. It was the day 32-year-old Takafumi Horie, the founder of Japan’s fastest growing internet firm, Livedoor, launched a controversial and "un-Japanese" takeover bid for Nippon Broadcasting Systems.  

Takafumi Horie, a Tokyo University dropout, who started his own internet firm 8 years ago has been nicknamed by the Japanese press as Horiemon, which is a combination of Takafumi’s last name and Japan’s most famous cartoon character, Doraemon. Doraemon is a cat like robot who was sent back in time to take care of a small Japanese boy.  The boy who is so weak and lazy needs this 24th century robot to take care of him. Takafumi Horie, like this fictional character, Doraemon, undoubtedly sees Japan’s corporate world as in need of help, but in doing so he is causing a great deal of disharmony in a land that has thrived for very long on harmonious relationships and actions.  

Takafumi Hori        Doraemon
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Bluntly put, the attempted takeover for Nippon Broadcasting Systems is seen as financial battle that pits the harmony and resolve of “Old Japan” against an impatient and non-traditional challenger from the “New Japan.”  

Takafumi Horie is not new to controversy in Japan.  Last year, Horie attempted to buy one of Japan’s struggling professional baseball teams, the Osaka Kintetsu buffaloes.  He announced that, if successful, he would sells shares of the baseball team to the public and thus break it from corporate ownership.  His attempt, however, was thwarted by the commissioner’s office, when Horie either wouldn’t or couldn’t defend himself against allegations that his internet company has links to pornographic web-site.

On February 8, 2005, Livedoor acquired about 9.7 million shares, or 30 percent, of the AM radio broadcaster Nippon Broadcasting System through off-hours trading.  This purchase boosted Livedoor’s stake in Nippon Broadcasting to roughly 38 percent in terms of voting rights. Without informing any shareholders, overnight Livedoor became the largest holder of the Tokyo-based radio broadcaster.

Livedoor President Horie has announced that he hopes to acquire a majority stake in the radio station so it can use its internet business in conjunction with the radio and TV stations, as well as a record label under the Fujisankei group. 

To finance the share purchases, Livedoor sold 80 billion yen ($762 million) worth of zero-coupon convertible bonds to the U.S. investment-banking firm, Lehman Brothers. The proceeds from these convertible bonds will be used to buy Nippon Broadcasting stock. 

Livedoor’s investment in Nippon Broadcasting has caused a big stir among the old boys network in Japan.  Livedoor’s hostile takeover is a direct challenge to Fuji Television Network, which was in the midst of an effort to turn Nippon Broadcasting into its subsidiary.  At the time of the Livedoor acquisition, Fuji Television Network had a 12.4 percent stake in Nippon Broadcasting and had announced on January 17 that it intended to acquire at least 25% of Nippon Broadcasting. 

Back in January, Fuji’s deal to acquire Nippon Broadcasting shares seemed to be on track when the Fujisankei Communications Group and closely tied financial institutions expressed readiness to cooperate with the takeover bid Fuji TV 

Fujisankei Communications Group comprises around 100 companies concerned with television, newspaper, radio, book and magazine publishing, music and video production, direct marketing, property and museum management. Both Nippon Broadcasting and Fuji TV are core members of the Fujisankei group. Nippon Broadcasting has long been the largest shareholder in Fuji Television.

Nippon Broadcasting System is a dominant player in Japan's radio industry, with 37 stations, and one of the world's largest radio broadcasting networks. Its major arm is the National Radio Network; other units include the Nippon Cultural Broadcasting Group. 

Fuji Television has 28 domestic stations, 20 overseas offices and a 30% stake in interactive broadcasting venture Satellite Service. It claims to broadcast to around 98% of the Japanese population.

”Old Japan” Rallies Around Nippon Broadcasting

Nippon Broadcasting System’s President Akinobu Kamebuchi told a news conference in Tokyo that Nippon Broadcasting "If Livedoor becomes our parent, our corporate value will be gravely damaged." 

When Livedoor discussed its proposal for a “tie-up” with Fuji TV, Horie stated that he wanted to form a "friendly" business alliance.  But Fuji Television’s Chairman Hisashi Hieda in rejecting Livedoor's proposal, said, "I do not see the merit" of such an alliance.” 

Furthermore, Chairman Hisashi Hieda said of Horie and the surprise takeover bid. "I don't know what's going on because I have never met him or spoken to him. I wonder if this sort of thing is called American-style. I don't know it because I'm Japanese." Hieda has also publicly criticizing Horie, claiming that Horie's business style is unfair and does not fit with Japan's traditional business culture.  

Other Japanese business leaders have also come to the defense of Old Japan by attacking Horie’s takeover strategy.  These included the chairman of the Japan Business Federation (Nippon Keidanren), the nation's most influential business lobby. Hiroshi Okuda, head of the Japan Business Federation and chairman of Toyota Motor Corporation was quick to support Fuji and Nippon Broadcasting and the traditional Japanese way of doing things when he was quoted as saying that [Horie] “has been criticized by people in political and business circles for having done something morally wrong, because it is the worst thing in Japanese society to think that if you have money, you can do anything," 
As the controversy heated up, Fuji Television Network Inc. announced that was dropping Takafumi Horie as a regular participant on its Sunday quiz show, "Heisei Education 2005 Prep School."  Fuji Television citing the two firms' battle for control of the radio broadcaster as the reason for their decision. Horie had been a regular since the launch of the program in January. "We don't know about the future, but we won't ask him" to appear on the show for the time being, the spokesman said. A Livedoor spokesman said: "It is regrettable, because President Horie liked the program.
Was Liverdoor’s Strategy Free-market or Unethical Behavior for Japan?
Experts are also divided over the way Livedoor boosted its stake in the radio broadcaster. Some say Livedoor's move is in line with free-market principles, while others criticize Livedoor for not using a transparent method, such as an announced tender offer. 

Under Japan’s current securities laws, a firm seeking to buy more than one-third of a listed company's outstanding stock in off-market trading is required to carry out a tender offer to ensure transparency. This requirement, however, did not apply in Livedoor's case as the company used the Tokyo Stock Exchange's off-hours trading system, which has been treated by stock exchange authorities as part of regular market transactions. 

Nippon Broadcasting Goes on the Offensive With a Poison Pill Strategy

On Wednesday, February 23, in an apparent attempt to protect itself against Livedoor's takeover bid, Nippon Broadcasting said it would issue equity share warrants for 47.2 million new shares to Fuji TV.  This poison pill strategy would give Fuji Television the exclusive right to buy new shares between March 25 and June 24. 

The poison pill move is designed to allow Fuji Television to make Nippon Broadcasting a subsidiary and weaken the influence of Livedoor on the radio broadcaster's management.  The warrants, estimated to be worth just under 16 billion yen ($154 million), will give Fuji TV the exclusive right to purchase all 47.2 million new shares -- a majority stake -- by late June. These new shares will amount to more than 1.4 times Nippon Broadcasting's existing shares. 

These new shares will also dilute Livedoor's stake in Nippon Broadcasting from its current 38 percent to about 16 percent. Livedoor would need at least a one-third stake to veto important decisions at shareholders' meetings. 

The Plot Thickens as Other Japanese Companies Come to Fuji’s Defense 

On Thursday, February 24, the day after Nippon Broadcasting announced their intention to issue warrants to Fuji, three other Japanese companies, Tokyo Electric Power Co., Kodansha Ltd. and Mitsubishi Electric Corp., announced that they have applied to the Financial Services Authority to sell their shares in Nippon Broadcasting System to Fuji Television Network in support of Fuji’s takeover bid for Nippon Broadcasting. The move marks the first time companies outside of the Fujisankei Communications Group have acknowledged support for Fuji Television’s tender offer. 

Tokyo Electric Power, Japan's largest power utility, Kodansha, a major privately held publisher, and Mitsubishi Electric all said they decided to support Fuji Televisions bid because they wanted to maintain good business relations with the Fujisankei Communications Group, of which Fuji Television is a core member. 

Tokyo Electric Power officials said the utility intends to sell its 159,980 shares in Nippon Broadcasting, or 0.49 percent of all outstanding shares. The power company bought the shares in 1954, when the AM radio broadcaster was established. Kodansha officials said the publisher intends to sell about 180,000 shares in the radio company.  

Mitsubishi Electric officials said they intend to sell its 72,000 shares in Nippon Broadcasting, or 0.22 percent. Mitsubishi Electric officials said the step by the major electronics appliance company is aimed at maintaining its deals with Fuji Television, to which it sells broadcasting-related products. 

Liverdoor’s Next Moves

On Thursday, February 24, the battle between Livedoor and Fuji TV over control of Nippon Broadcasting intensified, as Livedoor filed a lawsuit seeking an injunction to bar the radio station from issuing share warrants to Fuji Television.  It also announced that it would ask the Tokyo Stock Exchange and Japan’s Securities and Exchange Surveillance Committee to check on the legitimacy of Nippon Broadcasting’s intended warrant issuance to Fuji claiming that it is violating of Japan’s Securities Exchange laws.  

Some Japan legal experts have commented that new share warrants are usually issued by Japanese companies to improve a company's financial standing or expand its business, not to prevent a takeover. Thus, lawyers for Liverdoor are likely to argue that the Nippon Broadcasting’s move is illegal under Japan’s Commercial Code.  While the case will initially be heard in Tokyo District Court, Horie is on record noting that if he is unsuccessful there he intends to take his fight all the way to the Supreme Court. 

Livedoor’s Takafumi Horie said on Friday, February 25, the company was also prepared for a long struggle to take control of Nippon Broadcasting System in order to form a business alliance with the Fujisankei media group. According to Horie, "I don't know whether [Livedoor's bid to form the alliance with the Fujisankei group] will be accomplished within six months. It will likely take one to two years at the most."  

Horie also said Livedoor was willing to solidify its control over Nippon Broadcasting by buying more shares in the radio station operator so that Livedoor could strengthen its influence over other Fujisankei group firms.

Horie noted that buying the Nippon Broadcasting stake "was the biggest decision I've ever made in my life…we will buy more Nippon Broadcasting shares as long as we can afford it." 

Horie also brushed aside criticisms of Livedoor's acquisition of the stake during off-hours trading, a move that has the Financial Services Agency considering asking for a revision to the Securities and Exchange Law. 

"We acquired the stake in accordance with rules under the Securities and Exchange Law," Horie said, adding that the company conducted the transaction after confirming with the agency that such trading was lawful. 

The Japanese Government Speaks Out
By the end of the week, Japanese Government officials had weighed in on the controversy.  Economic and Fiscal Policy Minister, Heizo Takenaka noted that the court decision in this case would set an important precedent for future takeover attempts.  Separately, Chief Cabinet Secretary Hiroyuki Hosoda said that Tokyo would be closely watching the developments in this case.

The complaints from business leaders that the behind-the-scenes trade by Livedoor will erode Tokyo Stock Exchange's credibility also prompted some in government to seek changes to the Securities and Exchange Law.  In response, Japan’s Financial Services Authority announced they intended to revise the Securities and Exchange Laws to expand the scope of tender offer rules to cover shares acquired through off-hours trading.  The new rule will go into effect December 1, 2005. 
In addition, the heated takeover battle has also pushed the government to consider revisions to the 2006 corporate law to protect Japanese firms from hostile takeovers.  
Finally, Lehman Brothers has also come under attack in the Japanese media for its financial assistance to Livedoor.

From Wa to Fuchowa
“Wa” has been an important characteristic of Japanese post war society.  Wa, which translates to harmony, runs through all of Japanese interactions, from social to business.  In Japanese business this has meant comfortable and secure cross share holdings among companies.  The security of cross share holdings, which was endorsed by the Japanese government during the early post war period as a way of protecting Japanese companies from foreign acquisitions, has long discouraged hostile takeovers.  Some also argue that it has resulted in poor corporate governance, lack of concern for public shareholders, and low dividends. 

The cartoon like character from the 24th century, Doraemon, may be changing all of this and if he is successful, the Old Japan will probably never be the same.  Successful or not, Takafumi Horie’s controversial and “un-characteristic” bid for Nippon Broadcasting Systems has disturbed the “wa” in corporate Japan.  In addition, Japan’s revised corporation law which comes into effect in April 2006 under which foreign companies will be able to take control of Japanese firms through equity swaps will also continue this disharmony. 
Like it or not, Japan may be in for many more mergers and acquisitions and some are likely to be uncharacteristically unfriendly.  As the Japanese might say, “fuchowa,” or disharmony may soon come to characterize corporate Japan.  

Post Script

On March 23rd, the Tokyo High Court upheld a lower court decision issued on March 11th to block Nippon Broadcasting Systems from issuing share warrants to Fuji TV.  The High Court ruled that the warrants were an “unfair attempt to shut out a particular shareholder.  In its statement the High Court noted that the warrants, if issued, were for “the express purpose of securing managerial supremacy of Fuji TV, while diminishing the stake of (Livedoor).”  On the issue of corporate value, the court stated that whether Nippon Broadcasting Systems’ corporate value would rise more under Livedoor or under Fuji TV is one that can only be decided by shareholders and the market and thus the court found that  “It is not appropriate for the court to rule” on which company will heighten corporate value.

Nippon Broadcasting issued a statement after the High Court’s ruling that it would not appeal the decision to Japan’s Supreme Court.  Nippon had also run out of time because the date for the planned issuance of the warrants had been set for Thursday, the day after the court ruling.

The High Court’s ruling also means that Livedoor, with controlling interest in Nippon Broadcasting, now has Nippon’s 22.5% stake in Fuji TV and thus Livedoor will have indirect influence over Fuji.  In response, Fuji announced that it intended to issue up to 50 billion yen in new shares over the next two years to all shareholders.  The move, which would dilute an unwanted bidder’s stake and make it prohibitively expensive to complete a takeover is seen at this time as an attempt to thwart any unwanted takeover attempt by Livedoor.  Issuing shares to all existing shareholders is not viewed as illegal and thus this new strategy is not likely to be challenged by Livedoor.

The week before, on March 15, Fuji TV also announced it was boosting its dividend to 5,000 yen per share, abandoning its earlier plan to pay 1,200 yen.  The move was seen as an attempt to raise the price of its stock, and thus, make it more expensive for Livedoor to buy Fuji shares in the open market.

Adding one more bit of excitement to this story, on March 14, Nippon Broadcasting System’s president, Akinobu Kamebuchi, suggested his company was considering adopting a “scorched earth” anti-takeover defense policy.  Under this defense, Nippon would sell off many of its most valuable assets, including its shares in Pony Canyon, a music label company and the Yokohama BayStars baseball team. 

The diagram below outlines the major players in the Fijisankei Group.  Livedoor’s stake in Nippon Broadcasting Systems is currently at just over 50%.
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Follow Up Stories

Takafumi Hori Held on Fraud Charges

Monday, January 23, 2006 Posted: 1258 GMT (2058 HKT) 

Bottom of FormTOKYO, Japan -- Takafumi Horie, chief executive of Japanese Internet firm Livedoor Co., has been arrested on financial fraud charges.
Prosecutors said Horie, who was arrested with three other executives, had sought to boost share prices by spreading false information, issuing shares to "acquire" firms that it already controlled and then selling them for a profit. 

The arrest culminates a weeklong investigation into Livedoor Co., which began with a surprise raid on its Tokyo headquarters and 33-year-old Horie's home last Monday evening and sparked turmoil in Japan's stock market. 

Livedoor, whose stock was put on special watch list on the Tokyo exchange, has lost about 64 percent, or $4 billion, in market value since authorities raided its headquarters.

Japanese prosecutors can hold suspects for three weeks without filing charges. Horie has repeatedly denied wrongdoing. 

"I have no recollection on any of the allegations. And I don't even know how to comment because I have no idea what kind of investigation the media reports are coming from. That's the situation," Horie wrote in his blog over the weekend. 

Livedoor's shares were flooded with sell orders on Monday and ended down by their daily 80-yen limit at 256 yen, a level that KBC Securities has calculated as a worst-case scenario break-up value if the group had to be sold off.

The Tokyo Stock Exchange put Livedoor on the watch list after the company submitted the results of an internal investigation about allegations that it spread false information and window-dressed earnings but the exchange said the disclosure was not sufficient.

"The collapse of 'The Department Store of Crime' Livedoor is drawing nearer," Daiwa Institute of Research said in a research note. "Talk in the market about Livedoor going bankrupt or being broken up and sold is strong."

If Livedoor is found guilty of tampering with its accounts, the company's stock is likely to be moved through two other watch lists before being delisted, according to analysts.

Livedoor is believed to have issued new shares to "acquire" companies that were already under the group's control and then sold them in the market for a profit, media reports have said.

Authorities believe the once high-flying company broke the law on more acquisitions than initially suspected using the scheme, they said.

"If Livedoor is delisted, it's possible that the company will be bought by an investment fund after a due diligence process," Merrill Lynch strategist Masatoshi Kikuchi said in a research note.

KBC analyst Hiroshi Kamide put a worst-case break-up value on Livedoor of 256 yen per share, or 269 billion yen ($2.34 billion).

In the best case -- that is, without discounting the business -- the company would be worth 528 yen per share, or 554 billion yen, he said in a research note last week.

Some analysts, however, cautioned against calculating break-up values too soon before any charges have been filed against the company or its executives.

"The big unknown is the value of what's left," said an analyst who declined to be named, noting the continued drop in subsidiary Livedoor Marketing's shares and the questionable value of the Internet portal's Web address.

"New things come out every day. We don't know what's going on," the analyst said.

The investigation has put a spotlight on aggressive Japanese start-ups that have grown rapidly through acquisitions, defying traditional business practices that honor harmony and modestly.

Fallout from the investigation wreaked havoc on the Tokyo Stock Exchange last week, forcing the bourse to shorten trading hours after investors flooded the market with sell orders and nearly overwhelmed its e-commerce and e-finance firms.

A spokeswoman said Livedoor still planned to release third-quarter results but had not decided on a date.

Horie wrote in his Web diary that he was in meetings every day about the investigation.

But the company also appeared to be continuing its day-to-day business as Horie took the opportunity to pitch a new feature that alerts users about new information on its portal.

Livedoor Chief May Rue Life on the Edge

Monday, January 23, 2006 Posted: 1211 GMT (2011 HKT) 

Bottom of Form

TOKYO, Japan (Reuters) -- Japan's Takafumi Horie, the brash founder and CEO of Internet phenomenon Livedoor Co., may be regretting his penchant for "Livin' on the Edge" -- the name of his first company and a credo he appeared to live by.
Horie, 33, was arrested on Monday on suspicion of violating securities laws, a week after a market-shaking scandal enveloped Livedoor and less than a decade after he launched a small Web design firm he first named for the hit by rock band Aerosmith.

In the years since then the "T-shirt CEO" has traded his shaggy hair for a spiky crewcut and turned his firm into a sprawling Internet conglomerate, using a knack for publicity and an aggressive acquisition strategy that has made enemies among Japan's corporate elite.

Investigators raided Livedoor's headquarters and Horie's home last week, sparking chaos on the Tokyo stock market and sending share prices plunging (See chart at end of this article).
Prosecutors arrested Horie and three other Livedoor executives on Monday on suspicion of spreading false information to investors to raise a group firm's share price, as well as issuing new shares to "acquire" firms already under Livedoor's control and then selling them for a profit, padding its books along the way.

Horie had denied the allegations on his Web log, which has attracted hundreds of supportive messages as well as scathing denunciations -- a reflection of the sharply divided public opinion about a man who famously boasted that "People can be moved with money."

Horie became an icon of a dynamic "New Japan" after a spurned attempt to buy a baseball team in 2004 and a rare takeover battle with a giant media group last year made him a household name.

Prime Minister Junichiro Koizumi even tapped him to run for parliament as a poster boy for reform in a lower house election last September, although he lost.

But the pudgy Horie -- nicknamed "Horiemon" for his resemblance to a popular, cat-like Japanese cartoon character called Doraemon -- has raised hackles in Japan's staid corporate world with his bare-knuckled business practices and "earning money is everything" mantra.

His flamboyant lifestyle -- he owns a private jet and drives a Ferrari -- has also raised eyebrows, while Livedoor detractors have criticized Horie for expanding his firm through acquisitions and money deals rather than by building up sales.

Goodwill store

Horie built a huge store of public goodwill with his attempt to save the Kintetsu Buffaloes baseball team in the western city of Osaka from being merged with a local rival.

Many fans hoped Horie would be able to breathe fresh life into the cozy world of professional baseball, which has been suffering from falling profits in recent years.

Instead, he was shunned while a rival Internet firm favored by corporate heavyweights was given the go-ahead to set up a team of its own.

Last year, his bid for influence over Fuji Television Network Inc. through a hostile takeover of Fuji's largest shareholder was lauded by fans as a sign that old-style business practices of ignoring shareholders in favor of managers were breaking down.

The bid failed, as did his attempt to win a seat in parliament, despite the backing of Koizumi and his ruling Liberal Democratic Party (LDP).

Some analysts said critics of Koizumi's reform agenda could try to use Horie's woes as ammunition, but that political fallout was likely to be limited. Koizumi is set to step down when his term as LDP president expires in September.

Much of Japan Inc. has long been critical of Horie, whose personal philosophy can perhaps be summed up by the title of one of several books he has written about his success: "Earning Money is Everything: From Zero to 10 Billion Yen, My Way."

A drop-out from prestigious Tokyo University, Horie founded Livin' on the Edge at 23 with $50,000 in capital and is said to have earned 10 billion yen ($87 million) by the time he was 30.

Once married but now enjoying the single life, Horie is fond of gourmet dining but also works out at a gym frequented by other celebrities in an effort to shed his extra weight.

Investors' fears that other IT firms may have engaged in practices similar to those of which Livedoor is accused sparked a flood of sell orders on the Tokyo Stock Exchange last week, causing prices to plunge and swamping the bourse's computer system, forcing it to close early.

Tokyo Stock Exchange Index; Tuesday, January 17 through Monday January 23, 2006

[image: image3.png]NIKKET 225 23-Jan 3:00pm

16400

16200
16000
15500
15500

15400 L/M\«/\

15200

15000

Toe Jan 47 Wed s ThiJan o FriJan 20 FenlnZs
Copurisht 2005 Yahoo! Inc. htto://Finance .uahoo..con/





	Monday, January 23, 2006:
	

	Closing Index Value
	15,360.65
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 336.04 (2.14%)
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	Day's Range:
	15,312.71 - 15,564.90

	52wk Range:
	10,770.60 - 16,490.30


Takafumi Horie Steps Down as President of Livedoor
Tuesday, January 24, 2006 Posted: 0909 GMT (1709 HKT) 

Bottom of Form
TOKYO, Japan -- Takafumi Horie, president of Internet firm Livedoor Co., stepped down as president after being arrested on suspicion of breaking securities laws, the company said Tuesday.
Kozo Hiramatsu, a Livedoor executive and president of Livedoor's accounting software unit, Yayoi Co., took over as president. He will not be a board member.

Horie and three other executives including Chief Financial Officer Ryoji Miyauchi and director Fumito Okamoto were arrested on Monday.

Prosecutors said Horie had sought to boost share prices by spreading false information, issuing shares to "acquire" firms that it already controlled and then selling them for a profit. 

The arrest came at the end of a week-long investigation into Livedoor Co., which began with a surprise raid on its Tokyo headquarters and 33-year-old Horie's home last Monday evening and sparked turmoil in Japan's stock market. 

Livedoor, whose stock was put on special watch list on the Tokyo exchange, has lost about 64 percent, or $4 billion, in market value since authorities raided its headquarters.

Japanese prosecutors can hold suspects for three weeks without filing charges. Horie has repeatedly denied wrongdoing. 

"I have no recollection on any of the allegations. And I don't even know how to comment because I have no idea what kind of investigation the media reports are coming from. That's the situation," Horie wrote in his blog over the weekend. 

Livedoor's shares were flooded with sell orders on Monday and ended down by their daily 80-yen limit at 256 yen, a level that KBC Securities has calculated as a worst-case scenario break-up value if the group had to be sold off.

The Tokyo Stock Exchange put Livedoor on the watch list after the company submitted the results of an internal investigation about allegations that it spread false information and window-dressed earnings but the exchange said the disclosure was not sufficient.

"The collapse of 'The Department Store of Crime' Livedoor is drawing nearer," Daiwa Institute of Research said in a research note. "Talk in the market about Livedoor going bankrupt or being broken up and sold is strong."

If Livedoor is found guilty of tampering with its accounts, the company's stock is likely to be moved through two other watch lists before being delisted, according to analysts.

Livedoor is believed to have issued new shares to "acquire" companies that were already under the group's control and then sold them in the market for a profit, media reports have said.

Authorities believe the once high-flying company broke the law on more acquisitions than initially suspected using the scheme, they said.

"If Livedoor is delisted, it's possible that the company will be bought by an investment fund after a due diligence process," Merrill Lynch strategist Masatoshi Kikuchi said in a research note.

KBC analyst Hiroshi Kamide put a worst-case break-up value on Livedoor of 256 yen per share, or 269 billion yen ($2.34 billion).

In the best case -- that is, without discounting the business -- the company would be worth 528 yen per share, or 554 billion yen, he said in a research note last week.

Some analysts, however, cautioned against calculating break-up values too soon before any charges have been filed against the company or its executives.

"The big unknown is the value of what's left," said an analyst who declined to be named, noting the continued drop in subsidiary Livedoor Marketing's shares and the questionable value of the Internet portal's Web address.

"New things come out every day. We don't know what's going on," the analyst said.

The investigation has put a spotlight on aggressive Japanese start-ups that have grown rapidly through acquisitions, defying traditional business practices that honor harmony and modestly.

Livedoor's Turmoil Reverberates at U.S., Japanese Mutual Funds

January 24, 2006
TOKYO -- Livedoor Co. was a darling among Japan's individual investors until investigations into the highflying Internet start-up caused its shares to tumble during the past week. It was also a favorite among mutual-fund managers running billions of dollars for big U.S. and Japanese fund companies.

Several mutual funds run by companies including Fidelity Investments and Nomura Asset Management Co. have experienced sharp declines in their assets over the past week because of their large exposure to Livedoor.

The impact was particularly significant for Fidelity, which has several successful funds investing in Japan's small- and medium-capitalization stocks. The Boston company said last week it owned 6.88% of Livedoor's outstanding shares at the end of December through its small-cap funds sold in the U.S. and Japan. Its $2 billion Japan Small Companies Fund, offered in the U.S., lists Livedoor as its seventh-largest holding as of Dec. 30.

The investigations into Livedoor and the subsequent flood of Japanese media reports about its alleged improper activities wiped out roughly two-thirds of the company's market capitalization, which had been about $6 billion. Panic selling by investors forced the Tokyo Stock Exchange to shut down its jammed trading system last Wednesday. Between Jan. 16 and yesterday, the Nikkei 225 Stock Average fell 5.6%.

Shares of Livedoor, which were at 735 yen ($6.38) each at the end of 2005, plunged 24% yesterday to 256 yen at the close -- just before the company said that Tokyo district prosecutors began questioning the company's chief executive, Takafumi Horie, about alleged violations of Japan's securities law. The prosecutors arrested Mr. Horie last evening on charges of violating securities laws. Executives at the Tokyo Stock Exchange said last week that the indictment of Livedoor executives could result in the delisting of the company's shares.

The investments in Livedoor by some top fund companies underline the strong flow of money into Japan's stock market by investors from around the world. Many equity funds, which receive money primarily from individual investors, are now going after smaller and less established companies such as Livedoor, not just big established Japanese companies like Toyota Motor. Last year, foreign investors poured a record net 12.62 trillion yen, or nearly $110 billion, into Japanese equities.

Analysts say Livedoor was among the few Japanese stocks sought by small-cap and midcap funds with large assets. That's because the popularity of the stock among Japan's individual investors boosted its liquidity, making it easy for fund managers to go in and out of the stock unnoticed. Furthermore, repeated stock splits sharply increased the number of company shares and their liquidity.

"Small-cap managers often have no choice but to go after these liquid issues," says Tomoya Asakura, chief operating officer of Morningstar Japan, a fund-research firm affiliated with Morningstar Inc. of Chicago. "This time, it backfired."

The latest developments could damp the recently emerging interest in stock funds by Japan's individual investors, most of whom have favored bank deposits or more-conservative bond funds in the past. In November, investors added a net $3 billion in stock funds, the highest monthly amount in several years. "This is an unfortunate development that comes at a time when investors are finally beginning to buy stock funds," says Nobuyuki Fujiwara, an analyst in Japan at Lipper Inc., a fund-research arm of Reuters.

Several fund companies put out notices on their Japanese Web sites last week about the impact of Livedoor on their funds. Among them were Franklin Templeton Investments, which had investments in Livedoor equal to roughly 0.36% of the assets of two of the Japanese stock funds it sells in the country. Nomura Asset Management said three of its Japan-based funds had exposure to Livedoor, including the $700 million Japan Blue-chip Open Fund, which it said had 1.6% of its assets in shares of the company.

Capital Research and Management Co.'s American Fund family identified two of its funds, the $54 billion EuroPacific Growth Fund and $50 billion Capital World Growth & Income Fund, as each having 0.2% of their assets invested in Livedoor shares as of Sep. 30, according to the Los Angeles company's Web site. The company couldn't be reached immediately for comment.

The impact might have been greater for Fidelity than for other fund managers. Fidelity said last week on its Japanese Web site that three of its Japan-based funds with Livedoor investments lost more than 5% of their asset value on Jan. 18, when media reports of Livedoor's trouble pushed the Nikkei average down 2.9%. Fidelity Japan Small Cap Fund, an $840 million fund that gained 62% last year, fell 7.1% that day.

"We remain alert about Livedoor, its affiliates and the impact on the broader Internet sector," Fidelity wrote in a letter to its customers. "We will carefully monitor the situation and take appropriate steps." A Fidelity spokesman said the company had no comment beyond what it said in the letter.
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