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1. Explanation

A 109-year-old Japanese company famous for high-tech toilets just became one of the year's
hottest Al stocks — without making a single chatbot, GPU, or data center.

What's Going On?

Toto, the Japanese firm best known for its luxury bidet toilets, saw its share price jump 18% to a
five-year high after announcing it would ramp up production of a little-known semiconductor
component called an electrostatic chuck. The company also reported record annual profits, with
operating profit climbing 11% to ¥53.8 billion (S340m).

Here's the twist: Toto is the world's second-largest maker of these chucks, which are essential for
manufacturing Nand flash memory chips — the kind of storage that powers Al data centers. Sales in that
division rose 34% year-on-year and now account for more than half of Toto's operating profit. The
company plans to invest ¥30 billion to expand production by 2028.

How To Think About It

When a gold rush hits, the people who get rich aren't always the prospectors — sometimes it's the ones
selling shovels, jeans, and pickaxes. Toto is a shovel-seller in the Al boom.

» In this analogy, the prospectors are the Al labs (OpenAl, Anthropic, Google) hunting for Al gold.
Nvidia is the famous shovel-maker selling them GPUs. Toto is one rung deeper still — selling the
precision ceramic parts that the shovel-makers' foundries need to actually build the shovels.
Quieter business, but the whole stack stops without it.

e It's similar to how Levi Strauss made a fortune during the California Gold Rush selling durable
trousers to miners, regardless of whether any individual miner struck gold.

Key Things To Know

» Toto's stock is up more than 46% this year, closing at ¥6,425 ($S40.86) — its highest level since 2021.

» An electrostatic chuck is a precision ceramic device that uses static electricity to hold silicon wafers
perfectly still during chip manufacturing — Toto's advanced ceramics expertise comes from decades
of perfecting toilet porcelain.

e Activist investor Palliser Capital took a stake in Toto in February and pushed management to
highlight the chip business and invest more in it — a strategy that's now paying off.

o Other unlikely Japanese Al beneficiaries include Kao (cosmetics, now making chips in a former
cleaning factory) and Ajinomoto (the inventor of MSG, which makes insulating film for
motherboards).

* Most investors had no idea Toto's chip components business even existed — it was hidden inside a
company branded around bathrooms.

Why It Matters

If you're thinking about investing, picking a career in tech, or just trying to understand the Al economy,
Toto is a lesson in where value actually hides. The flashy Al names dominate headlines, but the real
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bottlenecks — and real profits — are often in obscure components made by century-old industrial firms.
The next time you read about an 'Al stock,' ask what physical thing it actually makes.

The Bigger Picture

Japan's industrial base, written off for decades as stagnant, is quietly being repriced by global investors
hunting for Al-adjacent plays. Watch for more activist campaigns pushing Japanese conglomerates to
spotlight hidden tech divisions — and watch for the risk too: Toto warned that Middle East energy
shocks could disrupt supplies of adhesives and plastics for its core toilet business, a reminder that even
shovel-sellers are vulnerable to shocks they can't control.
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2. Key Terms Glossary

Semiconductor
A material (usually silicon) that can be engineered to control the flow of electricity, forming the basis
of every computer chip.

Electrostatic chuck

A high-precision ceramic plate that uses static electricity to clamp a silicon wafer in place while it's
being processed into a chip — micro-precision is essential or the chip is ruined.

Nand flash memory

A type of chip that stores data even when the power is off — used in SSDs, smartphones, and Al server
farms.

Activist investor

An investment fund that buys a meaningful stake in a company and then publicly pressures
management to make changes (split up, sell a unit, return cash, etc.) to push the share price up.

Operating profit
The money a company earns from its core business activities, before subtracting interest payments
and taxes — a cleaner measure of how the actual business is performing.

Market value
The total price the stock market puts on a company, calculated as share price multiplied by total
shares outstanding.

Bidet washlet

An electronic toilet seat with built-in water-spray, drying, and heating functions — a Toto signature
product that defined the modern Japanese bathroom.
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3. Reading Comprehension Quiz

Circle the best answer for each question.

Q1. Which choice best states the central idea of the passage?

(OA) Toto's bidet toilets have lost market share, forcing the company to pivot into semiconductor
manufacturing for survival.

(OB) A Japanese toilet maker has emerged as an unexpected beneficiary of Al demand through its
semiconductor components division.

(OC) Activist investors have successfully pressured every major Japanese manufacturer into developing
artificial intelligence products.

(OD) Japan's semiconductor industry has overtaken bathroom fixtures as the country's most profitable export
sector overall.

Q2. According to the passage, Toto's semiconductor components division now accounts for what share

of the company's operating profit?
(OA) Approximately 27 percent of total operating profit
(OB) Approximately 34 percent of total operating profit
(OC) More than half of total operating profit
(OD) Roughly 46 percent of total operating profit

Q3. As used in the passage, the word "play" most nearly means
(OA) arecreational activity
(OB) atheatrical performance
(OC) aninvestment opportunity
O D) astrategic maneuver

Q4. The passage suggests that Palliser Capital's involvement with Toto
(OA) directly caused the surge in semiconductor component sales this year
(OB) encouraged management to highlight and invest further in the chip components unit
(OC) forced Toto to abandon its traditional bidet washlet product line
(OD) was opposed by the majority of Toto's existing shareholders and board

Q5. As used in the passage, the word "eclipse” most nearly means
(OA) tosurpass in value
(OB) to physically obscure from view
(OC) tomerge or combine with
O D) to temporarily darken

Q6. Which statement about Japanese manufacturers can most reasonably be inferred from the
passage?
(OA) They are abandoning their traditional consumer products to focus exclusively on chip manufacturing.
(OB) They have always been recognized by global investors as central players in the Al supply chain.
(OC) Their established expertise in unrelated fields can translate into valuable inputs for chip production.
(OD) They depend entirely on government subsidies to compete in the global semiconductor market.
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Q7. The passage indicates that Toto's traditional bathroom business faces which of the following risks?
(OA) Declining demand for bidet washlets in international markets
(OB) Direct competition from new semiconductor-focused entrants in Japan
(OC) Potential shortages of adhesives and plastics tied to Middle East energy disruptions
(OD) Regulatory restrictions on ceramic exports imposed by the Japanese government

Q8. The author's tone in describing Toto's transformation is best characterized as
(OA) openly skeptical of the company's long-term prospects in chips
(OB) intrigued by an unexpected and somewhat ironic business outcome
(OC) alarmed by the risks facing Japan's industrial manufacturers
(OD) indifferent to the broader implications of the chip components market

Q9. Which of the following can most reasonably be inferred about activist investors based on the
passage?
(OA) They typically demand that companies abandon their original product lines.
(OB) They can influence companies to reframe how their existing assets are presented to markets.
O C) They are universally welcomed by the management of Japanese corporations.
O D) They focus exclusively on companies in the technology sector.

Q10.Which choice provides the best evidence for the answer to the previous question?
(OA) 'Toto's shares surged 18 per cent to a five-year high"
(OB) "Other Japanese companies that produce components essential to the rollout of Al have been benefiting
from investor interest"
(OC) ‘'Palliser had urged Toto to promote the unit's importance to the market and plough more investment
into the segment"
(OD) "Toto suspended new orders of prefabricated baths in mid-April"

My Score: /10
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4. Answer Key with Explanations

Q1. Which choice best states the central idea of the passage?
Answer: B

The passage centers on how Toto, a toilet maker, is profiting from Al-driven chip demand via its electrostatic chuck
business. (A) is wrong — TRAP A: the passage never says bidet sales are declining or that Toto was forced to pivot.
SAT Tip: For central-idea questions, the right answer should cover the WHOLE passage, not just one paragraph —
eliminate options that focus on a single detail or make claims the passage doesn't actually support.

Q2. According to the passage, Toto's semiconductor components division now accounts for what share
of the company's operating profit?

Answer: C

The passage states sales of semiconductor components 'have lifted the division to account for more than half of
Toto's operating profit.' (B) is the trap — TRAP B: 34% is mentioned in the passage, but it refers to year-on-year
sales growth, not share of profit. SAT Tip: When a passage throws several percentages at you, slow down and
match each number to the exact thing it's measuring — questions love to swap which figure goes with which metric.

Q3. As used in the passage, the word "play" most nearly means

Answer: C

The phrase ‘artificial intelligence play' refers to Toto being viewed by investors as a way to gain exposure to the Al
boom — a financial 'play’ meaning a bet or opportunity. (D) is tempting — TRAP B: ‘'maneuver’ fits some uses of
‘play," but here the context is investor interest, not corporate strategy. SAT Tip: On vocab-in-context, reread the
sentence with each option substituted in — the right answer keeps the sentence's meaning intact while the wrong
ones subtly shift it.

Q4. The passage suggests that Palliser Capital's involvement with Toto
Answer: B

The passage states Palliser 'urged Toto to promote the unit's importance to the market and plough more investment
into the segment.’ (A) is wrong — TRAP A: Palliser pushed management to publicize and invest in the unit, but the
sales surge stems from underlying Al demand, not from Palliser's actions. SAT Tip: Watch for cause-and-effect
distortion — passages often describe two things happening together, and traps try to claim one CAUSED the other
when the passage only says they coincided.

Q5. As used in the passage, the word "eclipse" most nearly means

Answer: A

The passage says the Al boom 'has led Kioxia... to eclipse Sony in market value' — meaning Kioxia's market value
has overtaken Sony's. (B) is the classic trap — TRAP B: 'eclipse’ literally means to block from view (as in a solar
eclipse), but in business contexts it means to surpass. SAT Tip: Common words tested in vocab-in-context almost
never carry their most common dictionary meaning — if an answer feels like the obvious literal definition, it's
usually wrong.

Q6. Which statement about Japanese manufacturers can most reasonably be inferred from the
passage?

Answer: C

The passage shows Toto's ceramics, Kao's cleaning facilities, and Ajinomoto's chemistry (the MSG inventor) all
becoming relevant to chips — implying transferable industrial expertise. (B) is wrong — TRAP A: this is the opposite
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of what the passage implies; investor interest is described as a recent development, not a longstanding fact. SAT
Tip: For inference questions, pick the answer that follows logically from MULTIPLE pieces of evidence in the
passage, not just a single sentence.

Q7. The passage indicates that Toto's traditional bathroom business faces which of the following risks?

Answer: C

The passage explicitly warns of 'potential adhesive and plastic shortages due to the Middle East energy shock'
threatening the toilet and bathroom fittings business. (A) is wrong — TRAP C: declining bidet demand might sound
plausible in the real world, but the passage never mentions it. SAT Tip: For 'according to the passage' questions,
eliminate any option whose claim isn't actually stated in the text — even if it sounds reasonable in the real world.

Q8. The author's tone in describing Toto's transformation is best characterized as

Answer: B

The article frames Toto as a surprising Al beneficiary, leaning into the irony that a toilet company is now an Al
play and noting parallels in cosmetics and MSG firms. (A) is wrong — TRAP B: the passage notes risks but doesn't
express skepticism about Toto's chip prospects; reporting risks isn't the same as doubting success. SAT Tip: For tone
questions, focus on the author's word choices and framing devices, not the topic itself — a serious topic can be
discussed in a curious or even amused tone.

Q9. Which of the following can most reasonably be inferred about activist investors based on the
passage?
Answer: B

Palliser took a stake in Toto and urged it to ‘promote the unit's importance to the market' — showing activists can
shape how companies position existing divisions, not just demand new strategy. (A) is wrong — TRAP C: activist
investors do sometimes push for divestments in the real world, but the passage shows the opposite here: Palliser
wanted MORE focus on an existing unit. SAT Tip: For inference questions about a general category (like 'activist
investors'), the safest answer is the one most narrowly supported by the specific case in the passage.

Q10.Which choice provides the best evidence for the answer to the previous question?

Answer: C

This quote directly shows an activist investor (Palliser) influencing how Toto presents an existing business unit —
exactly the inference in the previous question. (B) is wrong — TRAP B: it uses passage vocabulary (‘itnvestor
interest’) but describes general market behavior, not activist influence specifically. SAT Tip: On evidence-pairing
questions, first lock in your answer to the previous question, then find the line that matches it most directly —
reject quotes that are merely on the same general topic.
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