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Toyota Drives Up Battery EV Production Targets

Price $163.15 Dividend Holding July 19, 2023

e Despite the current high prices and shortages in the automotive market, Toyota
expects strong unit and net income in FY24 and new expansion in North America
opening by FY25.

e Pledges will expand BEV (Battery Electric Vehicle) production to reach 1.5 million
by 2026 and 3.5 million by 2030.

e Announced a buyback and dividend policy change, with a $2 billion per year
maximum repurchase agreement and a dividend policy reflecting cash-on-hand.

e Strong management, willing to sacrifice short-term revenue gains for long-term
customer loyalty and sales volume.

e Vehicle unit sales are expected to increase 7.8% companywide. Revenue is
expected to increase by 2.5-5% for FY24 depending on Forex.

e Due to a more favorable mix of EVs and alleviating supply constraints will boost
operating income, growing it 9.6% year over year.

We have assumed an exchange rate of $1 USD = 135 JPY based on the average daily
exchange rate for FY23. TM has March year end.

Investment Thesis

Toyota (ADR: TM) is the second-largest vehicle company in the world by revenue.
Toyota has a long history of innovation, bringing the first commercially successful hybrid
to market and offering the first-ever battery electric vehicles for consumer sale. Toyota
was the first foreign automaker to gain a dominant market share in the United States, a
history they hope to repeat with EVs.

Toyota is rapidly expanding its EV footprint with an expected $36 billion in new facilities
and research to produce 3.5 million BEVs (Battery Electric Vehicles) per year by 2030.
Toyota will be announcing its revolutionary solid-state battery in 2025, which could
propel them into the forefront of affordable consumer EVs. Due to its history of strong
management, commitment to expansion, and commitment to customer loyalty, we
believe that Toyota is a good bet for the future of the global Automotive sector.

Estimated Fair Value
EFV (Estimated Fair Value) = E24 EPS (Earnings Per Share) times PE (Price/EPS)
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EFV = E24 EPS X P/E = $18.25 X 13.5 = $246.38
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EVs are broken down into several categories, with BEVs (Battery EVs) being what most
people think of when they see EV. FCEV (Hydrogen vehicles), HEV (hybrids), and PHEVs
(plug-in hybrids) are all types of EVs. Toyota, in particular, has been a pioneer of PHEVs
and HEVs. All of these are usually grouped together under the term EV.

EVs are going to become an increasingly important market for Toyota. Toyota Europe
already has a 61% EV sales mix for new vehicles, with Japan at 42%. The rest of the
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world is under 30%. Cheap and accessible EVs will be key to mass adoption in these
areas.

Toyota expects its global EV sales to increase by 29.7% year over year in FY24, with
BEVs leading the pack at a 137% increase in sales units. Secular sales units are
expected to increase by 7.8% companywide. Toyota has stated that the material cost
situation has improved drastically, coupled with more high-value EVs being sold, which
translates to an estimated 9.6% net income growth yearly.

EV Expansion

The automotive sector is on the edge of a breakthrough in scale and consumer demand,
“not seen since the model T”. Scalability of production lines has long been a strong suit
of Toyota. The Toyota Production System is the global gold standard for just-in-time
production methodology. Total production units are expected to increase by 10.1% for
FY24 to address vehicle shortages, and produce a small excess for potential supply price
increases in the future. By 2030, Toyota pledges to produce 3.5 million more EVs per
year, targeting 1.5 million by 2026.

Toyota plans to unveil its “next-generation” solid-state battery in 2025 with initial
production beginning in 2027 Toyota has not released specifics, but early figures
indicate these batteries are 20-40% cheaper and have a 20% range increase. Solid-
state batteries represent a marked improvement from the typical liquid lithium-ion
batteries used.

We believe this will mark the point at which Toyota will enter the BEV market at scale.
To this effect, Toyota is building facilities in Japan and North Carolina for $2.4 billion and
$3.8 billion, respectively. These gigafactories will produce 1.2 million EV batteries
annually and expand production lines to accommodate an additional 1.3 million EVs
annually by 2026. While production specifics of the projects are not yet released, Toyota
has said that 2 out of 6 vehicle production lines will be dedicated to BEVs.

Thus far, Toyota has stuck to the PHEV and HEV market it is known for and has renewed
its push for FCEVs as an alternative to BEVs. However, much of the subsidy money
globally is moving toward BEVs with Toyota receiving $841 million in subsidies in Japan,
and $315 million in the US for BEV facilitates. However, many commercial vehicle
operators raise concerns about BEV weight and charge time.

The key to a meaningful hydrogen alternative to BEVs will lie with infrastructure. The
Japanese government has pledged $50 billion to establish a hydrogen production and
distribution network to make FCEVs more viable for customers. The US Inflation
Reduction Act offers a hydrogen production credit of $0.6/kg to $3/kg depending on the
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environmental impact of the production and roughly $8 billion in facility construction
subsidies.

Management and Scale

Management has revised the dividend and buyback policy for FY24 and beyond. The new
purchase policy is more static. The share repurchase agreement is approximately $1.1
billion on a year-end basis and $1.1 billion throughout the year. The dividend strategy
has also shifted from a 30% payout ratio target to a more flexible cash-on-hand model.
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Risk

Toyota has been particularly affected by increased materials pricing and logistics costs in
FY23. For FY24, this is expected to alleviate significantly, with materials prices expected
to fall by 50% by 2H24. Additionally, a more favorable mix with more high-value EVs
expected to be sold in FY24 will also offset the losses related to increased logistics and
material costs.

Toyota has been reluctant to enter into partnerships with battery manufacturers. It has
a joint venture with Panasonic in Japan, but has kept R&D in-house for its next-gen
batteries. While this may pay off in the long run, it could equally lead to Toyota being
behind if the solid-state battery they have developed does not work as planned and lags
competition.

Car purchases are almost always in line with economic conditions. Consumers purchase
fewer vehicles when economic conditions are not good. Consumer confidence is still not
back to where it was pre-COVID.
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Peer Comparisons

Mercedes- Honda
Benz Group Ford (F) Motor Corp
(MBGAF) (HMC)

Toyota Motor Stellantis Volkswagen
Corp (TM) (STLA) (VWAGY)

Price-to-
Earnings (FWD)

Price-to-Sales 0.31

(TTM)
P;:z‘:;taf;jh 9.75 2.80 2.56 4.56 5.66 3.12
Ev't(‘::'v'f,?;)TDA 9.75 2.80 2.56 4.56 5.66 3.12
Dividend Yield [EERELS 7.81% 5.48% 7.02% | 3.95% | 2.83%
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Toyota Motor Corp (TM)
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Disclaimer and Related Information

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that
Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr.
Halliburton is the founder and owner of Tradition Investment Management, LLC which is
an registered investment adviser. Tradition is paying Building Benjamins LLC to publish
this information and run the website. All material on the website should be considered
paid advertising by Tradition.

This article is a financial publication and is provided for educational purposes only. It is
not an investment recommendation nor investment advice. It does not take into account
your personal circumstance and whether this investment is appropriate for you, your
objectives, or your risk tolerance. Under no circumstance is Building Benjamins LLC or
Tradition Investment Management LLC responsible for any actions that you may take
after reading this educational information. Nothing from Building Benjamins LLC should
be considered personal investment advice. Building Benjamins LLC, the website, emails,
interviews, social media pages, and other materials are published by Building Benjamins
LLC and do not necessarily match the opinions of the individuals or companies published
or quoted herein. Investing, and in particular, stock or ETF investing, is risky and may
result in losses and sometimes loss of your entire investment. Stock investing has
company-specific operational risks like demand, competition, legal and regulatory, as
well as broader financial market risks like liquidity, economic cycle, and government
policy. You may lose money in any stock investment or other investments that you
make, and you are solely responsible for those decisions.

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site
may or may not have positions in the securities discussed in this educational report. The
information herein is shared as an educational endeavor. Mr. Halliburton, Tradition
Investment Management LLC, and/or the authors on this site may transact in the
security discussed at a later date prior to or without notification in this format. This is
not investment advice but only a discussion of select investments.

Building Benjamins is an investment website, blog, or newsletter, and the information
contained cannot be reproduced, copied, or redistributed without the prior written
authorization of Building Benjamins LLC. US copyright laws apply. We rely on
information from sources we believe to be reliable, including the companies themselves
but cannot guarantee the accuracy of the information that we provide. You rely on this
information at your own risk and are responsible for the verification of the data.
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