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Equity Optimizer: Material Event Summary

Event: Toyota Recall

So far in 2010, on the days when major media covered Toyota’s product recalls
the company’s daily share price movements were on average 1.4% worse (per
day) compared to the days with no coverage on the subject.! That equates to a
reduction of Toyota’s market capitalization of around $2 billion per day of
coverage.

TM: Share Price (US ADR)
04 Jan 2010 - 12 Feb 2010

$95
$90
85

80

@9

Share price

$75

The graph below shows the performance of Toyota’s share price with a daily
resolution for the period from February 2009 to February 2010. The Y-axis
shows the cumulative gains based on an investment level of $100. The yellow
line shows the cumulative performance on days of coverage while the green
represents the days without coverage of the recalls. The light blue line shows the
performance of Toyota’s share price on all days. Note that there was coverage
on almost all days towards the end of the period so the yellow (coverage) and
light blue (all days) lines almost coincide. The data have been sector adjusted.

! The figure is based on data for the period from January 4, 2010 to February 12, 2010.
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2006 was also a bad year in respect of negative share price movements
associated with product recall coverage. That year’s recalls included:

Number | Brand Reason for recall
320,000 Prius batteries, steering joint
43,000 Lexus seat belts

210,000 Land Cruiser rear axle

268,000 Corolla/Vitz/others | engine

400,000 SUVs sensor/console box
206,000 Corolla (Europe) airbags
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Brand Impact: The chart below shows the investment returns on days of Lexus
coverage was similar to the return on other days, except in 2006.
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Toyota’s approach may be influenced by the 2006 prosecution:

Associated Press Newswires (11-Jul-2006 )
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TOKYO (AP) - Three Toyota officials are under a criminal investigation on
suspicion of professional negligence in allegedly shirking recalls for eight
years and not fixing a defect that may have caused an accident, police
said Tuesday.

This is bad for Toyota, very bad. Customers may feel at risk of serious injury or
worse. Toyota’s shareholders have lost billions. We analysed the share-price
impact for product recalls across 1,600 US and UK companies. Few companies
have been impacted as much as Toyota is now and was in 2006.

High-profile recalls are very emotive, but it's worth considering the factors in
context.

Industry is the first factor to consider. High-impact recalls tend to be about
safety and they are most frequent in vehicles manufacturing, pharmaceuticals
and, less so, in food & beverage and toys.

Merck’s withdrawal of Vioxx stands out as the most serious case recently. A
2004 study had found that the risk of premature death was increased by 31%?
when the drug was taken for a prolonged period, equating to tens of thousands
of premature deaths. The impact on market capitalization was not far short of $1
million per calculated fatality.?

When the US House of Representatives announced the investigation into Toyota,
which led to the recall of eight million vehicles, it did so after 19 deaths over the
last decade, less than 1/1000"™ of Vioxx’s.

Compared to its peak this year the market cap of Toyota has now* fallen by
more than $1 billion for each of those investigated death, one thousand times
the impact/fatality compared with Vioxx.

The likelihood of an auto-manufacturer having to recall products is linked to the
following key factors:

e Having a high number of vehicles on the road makes it easier to detect
rare malfunctions through statistical analysis. In 2008 Porsche sold fewer
than 100,000 vehicles®, Ford sold 5.5 million vehicles®, while Toyota sold
8.9 million units’. The recent U.S. Transportation Department’s National

? International study conducted by Dr Robert Bresalier, a professor of medicine at the MD Anderson Cancer
Center in Houston, Texas, and colleagues from other research centres in the US, Canada, Spain and the UK. The
study was published in the 14 October 2008 issue of The Lancet.

* Will Merck Survive Vioxx?, November 1, 2004, CNN Money

* On February 12, 2010

> Porsche Group annual report

® Ford Motor Company annual report

’ Toyota Motor Corporation annual report
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Highway Traffic Safety Administration (NHTSA) investigation of Prius
brakes covered 37,000 vehicles®.

e Ground breaking innovation in the key areas of safety and engine design
expose a manufacturer to greater risk than styling changes.

e Generally speaking, the more robust the reputation of the manufacturer,
the greater the news-worthiness of media coverage

e However, a self-enhancing dynamic can also occur, when very recent
news on safety problems for one manufacturer can make a new finding
more poignant and seemingly significant.

e The more robust the reputation of the manufacturer, the greater the
overshoot of the equity markets in response to the bad news.

e Que Bono: Competitive dynamics, between corporations or even nations,
can sometimes bring a wider dimension and cloud both commentary and
judgments, as occurred when the coverage of toy manufacturer Mattel’s
safety record was subsumed in coverage of the safety of Chinese
products. Other auto-manufacturer may in future leverage the Toyota
safety/reliability concerns overtly or covertly in their marketing and PR
messages.

e The U.S. market is key. The cultural dissimilarity between the
manufacturer’s home country and the US can play a key role. A Japanese
manufacturer may be inclined to make a clear breast of their problems,
apologise, take responsibility, make changes and then hope to move on.
The more defensive stance, often a more effective response in the more
adversarial business culture in the U.S., might not be available or
acceptable to a Japanese corporation. Sub-optimal US communications is
a problem in many ways:

o Great short and medium term impact on U.S. sales (for Toyota 29%
of total sales in fiscal 2009, compared with 26% in Japan®)

o Greater legal risk/cost (costs and compensation costs; defense
against class actions is most likely costliest in the US)

o Investor confidence and impact on shareholder value. The
manufacturer’s share may be publicly listed in the U.S., primary or
secondary listings. Toyota’s stocks are traded in the U.S.

o High-business impact legislative change is more likely in the U.S.
than other markets

e From a Western perspective, Toyota’s problems highlight broader failings
in Japanese corporate governance that make large companies particularly
vulnerable to mishandling a crisis in this way. Such firms typically have a
rigid system of seniority and hierarchy in which people are reluctant to
pass bad news up the chain, thus keeping information from those who

8 Reuters, February 4, 2010

? Toyota Motor Corporation annual report
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need to hear it in @ misguided effort to protect them from losing face. In
many firms, including Toyota, family ties make challenging the boss all
but impossible. Any attempt to short-circuit the hierarchy is deemed an
act of disloyalty and a violation of the traditional consensual corporate
culture. Groupthink becomes entrenched because there is so little mobility
between companies - hiring from outside is thought to disrupt a firm'’s
internal harmony, and an executive willing to move will be stained as
disloyal. This further hinders firms’ ability to take bold, decisive action.
The preference for harmony pushes away alternative viewpoints.

Such factors will be driving the short term impact on the confidence of investors
and traders, and therefore the stock price.

The kind of communication circumstances Toyota is now experiencing are
associated with exaggerated impact on investor confidence, i.e. lead to over-
reactions. On the other hand, it is far from certain that Toyota will be able to
determine, implement and announce measures which lead to a rapid recovery
given the complexity and diversity of the stakeholders.

In terms of Toyota’s recent media visibility, several communication challenges
can be outlined. These are linked to the CEQO’s statements and behavior and the
company’s overall crisis communications strategy:

The CEQ’s belated apology was heavily criticized by international media.
Furthermore, Mr. Toyoda’s fleeing the attention of a television crew at
Davos and his inability to visit a US Congress hearing due to heavy
snowfall were interpreted as a lack of transparency and commitment.
Toyota’s media-cautious culture was seen as an attempt to conceal facts
around the gravity of the recall.

Toyota’s reputation has been tarnished by the company’s failure to react
on time, get ahead of events and to address all public concerns.

Search engines and social media are “crowded” with bad news on Toyota
and it is hard to find previous references to Toyota as a quality car
manufacturer.
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Background data:
8.6m recent global Toyota vehicle recalls of which:

e 5.75m floor mats recalls
e 383k brake recalls
e 4.5m accelerator pedal recalls

Affected vehicles

e 2005-2010 Avalon
e 2010 Prius

e 2007-2010 Camry
e 2009-2010 RAV4

e 2009-2010 Corolla
e 2008-2010 Sequoia
e 2008-2010 Highlander
e 2005-2010 Tacoma
e 2009-2010 Matrix
e 2007-2010 Tundra
e 2004-2009 Prius

e 2009-2010 VENZA

References to other product recalls in Toyota’s media coverage:

e Ford: exploding Pintos in the 1970s (poorly handled)

e BMW: 2008 recall of 200,000 cars for possible airbag failure (well
handled)

e Johnson & Johnson: 1982 Tylenol recall (well handled)

e Honda: 2010 recall over faulty airbags
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About Commetric:

Commetric is an independent media research and technology company
delivering advanced solutions for corporate analytics. Our technologies process
millions of media articles and billions of share price movements to quantify the
impact of business activities and the effectiveness of communications strategies.
We have 60 experts in media relations, statistics, mathematics and technology;
since 2005, we have completed over 500 engagements with Fortune 1000
companies. Our leadership team is drawn from Reuters, Dow Jones, Accenture
and Hill & Knowlton.

Corporate solutions:

e Equity Prioritiser (EP) - a tool that identifies and ranks the issues in the
media that are most impacting the share prices for within an industry

e Equity Optimiser (EO) - a tool that identifies the issues in the media that
are most impacting a specific company’s share price and helps deliver
communication efficiencies and best-practice

e Influence Analyser (IA) - a tool that discovers influencers and
organisations that matter most for strategic planning and IR campaigns

e Media Analyser (MA) - a tool that benchmarks and tracks print, web, TV
and radio media to monitor and evaluate PR effectiveness

For further information www.commetric.com
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