Japan Credit

Toshiba: Trend of exit from Westinghouse-related assets

Also update on effect to improve capital base at end-FY17

» Transfer of right to assert claims and other claims to be completed by
end-Jan for sale price of around Y244.1bn

» Capital base expected to improve by around Y410bn due to contributions
from gains on transfer and tax benefits

» Even if sale of Toshiba Memory shares is not completed, firm thinks
negative net worth will be eliminated at end-FY17

» Substantial cash inflow via transfer of claims credit positive; in terms of
balance sheet as well, capital improvement effect would exceed firm’s

previous projections
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Details of company release

On 18 January 2018, Toshiba made a timely disclosure entitled “Regarding sales of
Westinghouse-related assets held by Toshiba and the forecast for Toshiba’s shareholders’
equity at the end of FY2017.”

Against US-based Westinghouse Electric, Toshiba owns the right to assert claims (around
Y654bn) by fulfilling a contract on parent company guarantees®, and other claims (about
Y258.1bn). Toshiba signed a contract with Nucleus Acquisition LLC to transfer these
subrogated rights. According to the release, Toshiba anticipates the completion of the
transfer by the end of January for a sale price of around Y244.1bn.

In addition, the firm announced that the completion of the transfer of claims would improve
the firm’s capital base by around Y410bn in total, consisting of (1) around Y170bn (after-tax
basis) in gains on the sale of claims and (2) about Y240bn in tax benefits, one reason for
fulfilling the parent company guarantee contract.

As a result, the firm stated in the release that it expected to eliminate negative net worth
status at end-FY17. This is based on its projection for shareholders’ equity of around
—Y750bn announced in November 2017, around Y600bn in capital increase via private
placement of new shares, and Y410bn from the latest sale of claims.

Our opinion on release

In terms of valuation of Toshiba’s debt-payment capabilities, the expected inflow of cash of
around Y244.1bn via the transfer of claims is a new positive factor. As the inflow has not
been reflected in the current company projection, it would substantially narrow the amount
of negative free cash flow in 2H FY172.

In terms of the balance sheet, it is highly probable that the effect to improve the capital base
will total Y410bn once the transfer of claims is completed by end-January, even if the court
does not approve the rehabilitation plan of Westinghouse. This is a reassuring factor.
Moreover, Toshiba now expects to book sales gains, in addition to a positive factor for
capital improvement via tax effect of around Y240bn, which was explained at the previous
analyst meeting. This is also a new positive factor, in our view.

! On 12 Jan 2018, Toshiba completed lump-sum payment of parent company guarantees regarding US-based Westinghouse Electric, which
went bankrupt (around Y210.2bn, excl. already paid amount), to SCANA Corporation of US. As Toshiba already implemented lump-sum payment
of parent company guarantees to Southern Company of US on 14 Dec 2017, it fulfilled all parent company guarantee obligations.

% QOur 27 Dec 2017 report: Toshiba: One year has passed since it became at risk of large losses (JCRE414).

Important disclosures, including any required research certifications, are provided on the last page(s) of this report.

FICC



https://lzone.daiwa.co.jp/lzone/cv?LANG=J&id=JCRE414

Our eyes are on whether
Toshiba will see further
capital reinforcement
effect
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Tax benefits related to losses on shares of Westinghouse and other firms are undecided.
However, the transfer of Westinghouse shares to a new sponsor group (Brookfield WEC
Holdings) is scheduled to be completed by the end of March 2018. We will continue to
monitor whether Toshiba will be able to benefit from the capital reinforcement effect further,
alongside whether the court will approve the rehabilitation plan of Westinghouse.
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IMPORTANT

This report is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment
decisions should be made at your own discretion and risk. Content herein is based on information available at the time the report was
prepared and may be amended or otherwise changed in the future without notice. We make no representations as to the accuracy or
completeness. Daiwa Securities Co. Ltd. retains all rights related to the content of this report, which may not be redistributed or otherwise
transmitted without prior consent.

Notification items pursuant to Article 37 of the Financial Instruments and Exchange Law

If you decide to enter into a business arrangement with our company based on the information described
in this report, we ask you to pay close attention to the following items.

« In addition to the purchase price of a financial instrument, our company will collect a trading
commission* for each transaction as agreed beforehand with you. Since commissions may be included in
the purchase price or may not be charged for certain transactions, we recommend that you confirm the
commission for each transaction. In some cases, our company also may charge a maximum of ¥ 2 million
(including tax) per year as a standing proxy fee for our deposit of your securities, if you are a
non-resident.

« For derivative and margin transactions etc., our company may require collateral or margin requirements
in accordance with an agreement made beforehand with you. Ordinarily in such cases, the amount of the
transaction will be in excess of the required collateral or margin requirements**.

* There is a risk that you will incur losses on your transactions due to changes in the market price of
financial instruments based on fluctuations in interest rates, exchange rates, stock prices, real estate prices,
commodity prices, and others. In addition, depending on the content of the transaction, the loss could
exceed the amount of the collateral or margin requirements.

* There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our
company.

« Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your
trading in financial instruments with such experts as certified public accountants.

* The amount of the trading commission cannot be stated here in advance because it will be determined
between our company and you based on current market conditions and the content of each transaction etc.

** The ratio of margin requirements etc. to the amount of the transaction cannot be stated here in advance
because it will be determined between our company and you based on current market conditions and the
content of each transaction etc.

When making an actual transaction, please be sure to carefully read the materials presented to you prior to
the execution of agreement, and to take responsibility for yvour own decisions regarding the signing of the
agreement with our company.
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