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     R&I applies its retailing industry rating methodology when evaluating the creditworthiness of 

firms in retail business categories that sell merchandise mainly by opening actual retail stores. 

Specifically, the business categories analyzed using this methodology include food supermarkets 

(SM), convenience stores (CVS), drugstores (DgS), home improvement stores (HC), general 

merchandise stores (GMS), consumer electronics stores, specialty stores that handle apparel and 

personal accessories such as shoes and handbags, and restaurants. For CVS, separate evaluation 

factors are in place because its competitive environment and business model differ from those of 

other retail business categories. Since restaurants have many similarities with the retailing 

industry in terms of an approach to industrial risk and investment patterns (scale, cycle), R&I uses 

this methodology in its rating evaluation for restaurants. 

 

I. Evaluation of Business Risk 

1. View of industry risk 

(Characteristics of retailing industry risk) 

     There are two types of retailing industry risk: external environment risk and competitive risk. 

     The retailing business model is based on consumers purchasing products by visiting stores, 

and sales are easily influenced by changes in consumers' purchasing psychology. The parameters 

that affect these consumers' purchasing sentiments are external in nature, with the most specific 

factors being economic conditions, weather and fashion (preferences). In a recession, consumers 

tend to hold their purse strings tightly and refrain from buying. Under unusual weather conditions 

such as a cool summer or a warm winter, it becomes difficult to sell seasonal products that should 

normally sell. Products that are easily affected by fashion (preferences) can accumulate in stock if 

the company is unable to flexibly respond to changes. Because the external environment varies in 

general through the interplay of multiple factors, accurately grasping changes in purchasing moods 

and behaviors is no simple task. 

     Competitive risk refers to the risk that a company's operational base will be undermined by 
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the opening of rival stores. A company's store sales will drop in the short term if a competing firm 

opens a new store nearby. A price war to win customers can lead to a prolonged slump in sales, 

forcing the company's stores to withdraw. With the exception of GMS, the retail business categories 

to which R&I applies this rating methodology generally enjoy a relatively light cost burden for store 

openings, and barriers to entry are low when viewed from the perspective of an investment burden. 

R&I regards competition with other companies to be the fundamental risk for the retailing industry. 

 

(View of retailing industry risk) 

     The extent of the influence of external environment risk and competitive risk varies for each 

business category. How changes in the external environment and store openings by competitors 

affect a company depends on the necessity and purchase frequency of its products in consumers' 

daily lives, the proportion of national brand products made by manufacturers in its product lineup, 

and the characteristics of its business category and main products. While people steadily purchase 

food that is indispensable for their daily lives, they are unwilling to consume unnecessary or 

non-urgent products and services in times of recession and refrain from buying expensive goods or 

eating out. Basically, national brand products are commonly sold across the country, except for 

products that are limited to certain regions. When national brand products account for a large 

proportion of a store's sales as is typical of a consumer electronics store, it is difficult to achieve 

differentiation through factors other than price and a product lineup. For products in which locality 

and quality (freshness and taste) make differences, such as fresh food, on the other hand, retailers 

can create distinctive stores more easily than for national brand products. 

     In light of the above, R&I clarifies the degree of retailing industry risk for each business 

category, considering the stability of demand and the amount of room for differentiation based on 

products and services. R&I judges the industry risk to be medium for CVS, SM and DgS, while 

viewing the industry risk to be comparatively high for GMS and HC and high for restaurants, 

consumer electronics stores, and specialty stores that handle apparel and personal accessories. 

 

(1) Market size, market growth potential and market volatility 

(Market size and market growth potential) 

     The size of the retailing market varies from several trillion yen to tens of trillions of yen 

depending on the business category, and the CVS, SM and restaurant markets are especially large. 

When the market size is defined as "number of buyers (households) x number of items purchased 

per customer (per household) x product unit price," the number of buyers and items purchased 
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would inevitably decrease in the future given the fact that Japan's economy is already mature and 

its demographics are changing, as shown by a population decline, falling birthrate and rising 

percentage of elderly. At the same time, raising unit prices for products is difficult, because the past 

experiences of recessions have made consumers easily shift into a mindset of saving depending on 

the external environment. The retailing industry as a whole has little room for market growth. 

     That said, CVS is expected to achieve a certain level of growth by promoting sales strategies 

that leverage locational advantages (convenience) in Japan. DgS also has more room to grow than 

other retail business categories, as demand for pharmaceuticals will be boosted by the aging of 

society. 

 

(Market volatility) 

     Compared with manufacturers that are easily influenced by product life cycles, swings in 

retail sales generally are small. During periods of economic weakness, however, there are 

differences in the volatility of sales (particularly downswings) between business categories, 

depending on the necessity and purchase frequency of their staple products. 

     As regards SM, a comparatively large proportion of its mainstay food products are essential in 

consumers' daily lives and purchased regularly, and do not last long, as exemplified by fresh food. 

SM therefore enjoys high purchase frequency and small sales fluctuations. CVS is a type of business 

that pursues convenience by offering a wide variety of merchandise in favorable locations 24 hours 

a day, seven days a week. The key factor that motivates consumers to come to a convenience store is 

that they can shop at a nearby store any time, resulting in the high frequency of store visits. Sales 

fluctuate only slightly, partly because food and beverages are main items sold by CVS. DgS has 

stable sales on the whole, since pharmaceuticals are necessities and replacement and repeat 

purchases occur relatively often, though not as frequently as food. 

     HC sells household goods and other daily necessities in comparatively large numbers, in 

addition to its core housing-related products (housekeeping items, hardware, agricultural supplies 

and gardening products). The risk of a sharp decline in sales is not significant, given that daily 

necessities have a certain amount of replacement demand, albeit less than food and 

pharmaceuticals. 

     In times of recession, consumers tend to lower the priority of visiting and shopping at 

consumer electronics stores that sell household appliances with higher unit prices than daily 

necessities or specialty stores of luxurious, high-fashion apparel and personal accessories, because 

these products are recognized as unnecessary or non-urgent items. On the other hand, the sales 
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volatility of basic apparel that has some necessity is smaller than that of high-fashion apparel due 

in part to its affordability. 

     While GMS faces fluctuations in apparel sales, food accounts for about half of its sales by 

product. If food, apparel and housing-related products are combined, its sales fluctuate less than 

those of consumer electronics stores and restaurants. 

     Consumers' visits to restaurants tend to be largely influenced by changes in preferences and 

fashion in society as a whole, and sales vary somewhat widely between food categories and 

companies. 

 

(2) Industry structure (competitive environment) 

     Retailers are competing vigorously within their business category, not only in products and 

services but in price. In addition, competition across boundaries between business categories is 

intensifying. Accordingly, the overall competitive environment for the retailing industry is severe. 

     The intensity of competitive conditions within a business category, however, varies depending 

on the category. In the CVS market, essentially the three largest companies compete. Although it is 

necessary to respond to the needs of budget-minded consumers, convenience is a critical component 

of customers' motivation to stop at stores, and compared with other retail business categories, 

competition from a price aspect is not so severe. In DgS, large companies have advantages in terms 

of the ability to provide competitive products and services and secure human resources. DgS has 

been able to differentiate itself to some extent from other business categories by, for example, 

enhancing dispensing and cosmetic counseling functions. 

     SM can easily create unique stores through the sales of fresh food and prepared food, and this 

provides relatively large room for differentiation compared to other retail business categories. The 

barriers to entry are low, however, because small capital is basically sufficient to operate the 

business. The market has many players, and competition is intense. Since a certain level of scale is 

considered essential to continuously responding to price competition and ensuring quality control, 

there is a possibility that small and mid-size companies will be eliminated in the medium to long 

term. 

     GMS is exposed to stiff competition from other business categories in the fields of food, apparel 

and housing. In particular, the competitiveness of apparel and housing-related products has 

declined, and its recovery is not easy. HC is able to make its stores somewhat unique through 

offerings of its mainstay do-it-yourself, gardening and pet products, but must compete with other 

business categories in daily necessities and housing-related products. 
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     Consumer electronics stores mostly offer national brand products, and consumers' choice of 

stores is mainly based on prices and a product lineup. Stores tend to fall into competition with each 

other that makes them uniform, and consumers are purchasing more goods via the Internet. As 

such, consumer electronics stores are facing the most competitive business environment among 

retail business categories. For specialty stores of apparel and personal accessories, the cost of store 

openings is small and the barriers to entry are low. When small and mid-size companies are 

included, a vast number of players exist. While there is room to reduce competitive risk by 

establishing solid brands, this requires considerable time and know-how, as well as sales promotion 

expenses. Differentiation is not easy, with the exception of a few companies. 

     For restaurants, competition is extremely severe because the market is flooded with numerous 

companies, regardless of their size. This tendency is particularly strong in the mid to low-priced 

tiers of the market, where chain operators have a presence. Since firms can easily start a 

restaurant business, the competitive situation with nearby restaurants changes in the short term.  

Although the degree of competition varies according to food categories, a wide range of competitors 

exist, including retailers that offer home meal replacements. 

 

(3) Customer continuity and stability 

     Products handled by the retailing industry are basically price sensitive. For products whose 

differentiation is difficult, such as national brand products, a shift of customers to another store is 

likely to occur depending on prices and a product lineup. 

     In the case of SM, which has strong local ties and primarily handles daily necessities, 

consumers tend to continue to use a familiar store if there are no substantial changes in the 

competitive climate. For fresh food in particular, not only price but quality is an important factor. 

Customers are unlikely to walk away, as long as a store maintains their confidence in aspects other 

than price. 

 

(4) Capital and inventory investment cycles 

     While store-related expenditures account for the bulk of capital spending in the retailing 

industry, there are differences in the costs pertaining to new store openings and in the investment 

recovery period depending on the business category, and therefore the investment cycle varies. In 

CVS, DgS, apparel and personal accessories specialty stores, and restaurants, the investment cycle 

is short, with many companies opening several dozen to several hundred stores annually, while also 

shuttering unprofitable stores in comparatively short spans of time through robust scrap-and-build 
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programs. SM, GMS, HC and consumer electronics stores face a decent investment burden when 

opening new stores, but in many cases, stores are used for more than ten years. Once a store has 

been opened, investment is centered mainly on interior refurbishing, and the cost burden is not that 

substantial. In these business categories, companies tend to take a certain amount of time to assess 

the effectiveness of measures to shore up unprofitable stores and do not implement scrap-and-build 

programs as often as in CVS, DgS, apparel and personal accessories specialty stores, and 

restaurants. 

     With a high product turnover rate, SM has a light inventory burden. For GMS, where food 

accounts for around half of sales, the inventory turnover period is relatively short. Consumer 

electronics stores, as well as apparel and personal accessories specialty stores, a type of business 

that mainly handles products easily influenced by fashion, have very short product life cycles. 

 

(5) Protection, regulations and public aspects 

     For the retailing business as a whole, protection, regulations and public aspects are neutral to 

industry risk. In the retail business categories to which this rating methodology is applied, store 

openings are not hampered by regulations such as the Act on the Measures by Large-Scale Retail 

Stores for Preservation of Living Environment in many cases. For DgS, market entery from other 

business categories may become easier, depending on details of deregulations related to 

pharmacists and registered sales clerks for pharmaceutical sales. It is unlikely, however, that the 

operational base of DgS will be sigfniciatnly undermined in the short term, since DgS is ahead of 

new entrants in securing qualified personnel and accumulating know-how on store operations. 

 

(6) Cost structure 

     One characteristic of the cost structure in the retailing industry is the heavy fixed cost burden. 

Because of the need to deploy sales clerks and cashiers in particular, personnel expenses account for 

a large proportion of selling, general and administrative expenses in the retailing industry. For 

retailers aiming at enlarging stores or opening more stores in urban areas, the cost burden for store 

openings, such as rents, tends to be heavy to a varying degree depending on the business category. 

 

2. View of individual firm risk 

     In contrast to industry risk, which highlights the standard risks of the industry of which the 

subject firms are a part, the business risk of each company will differ depending on the individual 

firm risk as explained below. 
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     When evaluating individual firm risk, R&I considers the competitive environment within the 

business category as well as differences in the characteristics of the products handled. For CVS, 

R&I has established separate factors to evaluate individual firm risk, because competition is 

virtually concentrated among the three major companies and the earnings structure of CVS differs 

from those of other retail business categories due to its store operations centered on franchising. 

 

(1) Retailers other than CVS 

(a) Strength of the operational base 

     The performance (sales and profits) of a retailing business is expressed as "performance per 

store x number of stores." Under severe competitive conditions, how many well-performing (i.e., 

highly competitive) stores a company has is critical for its survival. If an operating region is too 

narrow, however, the risk of earnings fluctuations becomes greater when other firms intensively 

open stores or a massive disaster occurs in that region. By possessing several dominant areas over 

an extensive region, a company can diversify earnings sources and stabilize overall earnings. 

 

(b) Store competitiveness 

     The sales growth rate of each store represents the level of support from consumers and is an 

important factor in examining the vigor of a company's competitiveness. 

 

(c) Buffer against a fixed cost burden 

     Given that overall costs, including personnel expenses, rents and logistics costs, are under 

upward pressure, it is essential to restrain a fixed cost burden by establishing an efficient operating 

structure through optimal staff assignment and other efforts. Companies with a light fixed cost 

burden possess the ability to withstand price-centered competition. 

 

(d) Purchasing power 

     If a company is able to negotiate purchase terms that are more advantageous than those of 

competitors, it can engage in price competition with some leeway. While there are differences of 

degree according to the business category, retailing is generally an industry where purchasing 

power (bargaining power based on sales volume) is effective. In particular, benefits such as 

reduction of purchasing costs can be expected when buying national brand products. A company 

that secures a certain number of purchasing routes from close partners will be able to stably ensure 

merchandise even if the external environment deteriorates seriously. 
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     For specialty stores of apparel and personal accessories, purchasing power is important, but 

its priority as an evaluation factor is somewhat lower than for other retail business categories, 

which handle a large number of national brand products commonly sold throughout the country. If a 

company has any positive or negative factors for purchasing negotiations, such factors will be 

incorporated into R&I's analysis of that company. 

 

(e) Inventory and logistics management 

     Building an efficient inventory and logistics management system makes it easier to create 

stores that meet consumer needs and thereby secure a competitive advantage. The life cycle of 

apparel and personal accessories is especially short. Apparel that is easily affected by fashion and 

shopper preferences is always shadowed by the risk of merchandise remaining unsold. Important 

checkpoints include whether stock is being turned during one season (two months) or less, and 

whether mechanisms are in place to control inventory. 

     In other retail business categories such as consumer electronics stores as well, assessing the 

inventory situation is essential. With companies, particularly major ones, making progress in 

developing inventory management infrastructure, however, the inventory situation has low priority 

in the evaluation of these business categories, compared to specialty stores of apparel and personal 

accessories. In its analysis, R&I looks at the actual situation of each company and takes into 

account positive or negative factors, if any. 

 

(f) Product proposal and service capabilities 

     R&I uses this rating factor to evaluate whether a company has parameters other than price to 

attract customers. While consumers' price sensitivity tends to grow during periods of economic 

slowdown, simply offering low-priced goods does not necessarily bring in customers or result in 

higher sales. Even if prices are low, consumers have fewer choices if a product lineup is unattractive. 

Poor customer service is also bad for store image perceived by consumers. If a company possesses 

tools to pull in customers other than pricing, this can mitigate the risk of competition with other 

firms and give it an ability to create a stable customer base. 

 

(2) CVS 

     Because CVS is a business category where convenience is valued, it is vital to examine 

whether a company has established a presence (store network) that is recognized by and felt to be 

convenient for consumers. R&I evaluates the strength of a company's operational base by referring 
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to the number of its stores nationwide and in each of the Tokyo metropolitan, Keihanshin and Tokai 

areas, which have large populations. Another important factor is the sales capabilities of stores, 

which are the source of franchise royalties, the largest component of a company's revenues. Average 

daily sales per store are used as an indicator for evaluating stores' sales capabilities. For store 

competitiveness and the ability to propose products and provide services, R&I assesses CVS in the 

same manner as other retail business categories. CVS basically sells national brand products at 

fixed prices, but the ability to develop private brand products has become important as a 

differentiating factor. R&I therefore evaluates the presence of such products in a company's store 

chain and their effects on attracting customers. If a lineup of services other than product sales is 

contributing to bringing in customers, such services are also considered to be a positive factor. 

 

(3) Restaurants 

     Restaurants' industry risk characteristics and factors supporting store competitiveness are 

similar to those of retailers in many aspects. When evaluating business risk of a restaurant 

operator, R&I uses the same evaluation factors as those applied to retailers other than CVS. 

     Some restaurant operators adopt a franchise system like CVS chains for store network 

expansion. If a large percentage of an operator's stores are franchise stores, R&I analyzes the 

operator by reference to evaluation factors applied to CVS. 

 

II. Evaluation of Financial Risk 

     In addition to quantitative factors in the form of financial data, R&I evaluates qualitative 

factors, such as a firm's financial management policy and liquidity risk, in its analysis of financial 

risk. For the retailing industry, R&I emphasizes the following financial indicators in view of the 

business characteristics. 

     Retailers typically lease land, buildings and other fixed assets, instead of owning such assets 

themselves. Under the Japanese accounting standards, the balance of finance leases and operating 

leases are stated in the notes to financial statements, but may not be presented in the notes 

depending on the content of lease agreements. It is also common for retailers to use their stores for 

a long period of time without conducting scrap-and-build programs frequently, even when store 

earnings have declined due to store openings by competitors or changes in the location environment. 

In light of the above, R&I places more emphasis on economic reality than on a legal form, and as a 

rule evaluates financial risk by assuming that a company has procured or purchased its assets 

(property purchases by the company) using debt. 
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(1) Earning capacity 

EBITDA (earnings before interest, taxes, depreciation and amortization)/average total assets, operating 

margin 

     A company cannot maintain its competitiveness unless it continues to generate reasonable 

levels of profits and cash flow relative to invested capital and undertake new investments. R&I 

considers the ratio of EBITDA to average total assets as an important indicator for assessing 

whether a company is efficiently generating profits and cash flow from the assets it has invested in. 

R&I judges that a certain level of earning capacity is in place, if investments can be recouped within 

the period of store use it assumes for each business category. In business categories that have high 

industry risk, companies need to recoup investments in a shorter period of time than the period of 

store use. 

     In some cases, the ratio of EBITDA to average total assets is affected by a company's product 

mix or inventory strategy, for example, R&I therefore comprehensively evaluates earning capacity 

by additionally examining operating margin. 

 

(2) Scale and investment capacity 

EBITDA, equity capital 

     In order to boost store competitiveness and counter moves by rival firms, a company must 

have sufficient investment capacity to undertake timely store openings, renovations and 

infrastructure upgrades. To assess investment capacity, R&I emphasizes EBITDA. EBITDA 

additionally serves as a key indicator for the extent to which a company can ensure the funds it 

needs to repay its debt. A company's investment capacity is determined using the average amount 

of investment R&I assumes for each business category based on its rough idea of the size of 

investment per store and the number of store openings per year. R&I also focuses on the amount of 

equity capital as a buffer to respond to contingencies (absorption of losses). 

 

(3) Debt redemption period 

Net debt to EBITDA ratio 

     In the retailing industry, opening new stores is an effective way to counter moves by 

competing firms and reinforce an operational base, as well as to maintain growth. When driven by a 

vigorous appetite to open new stores, however, companies will bear a considerable amount of debt 

including leases and so forth, even if investment recovery is proceeding smoothly. The amount of 

time required to redeem debt is important for confirming a company's future investment capacity. 
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     Debt repayment can be financed by revenues from not only new stores but existing stores. If 

debt can be repaid within the remaining period of lease payments (which serves as a lease 

adjustment factor), the company is considered to have a certain debt repayment capacity. For 

business categories with high industry risk, however, a shorter debt redemption period is required. 

CVS, DgS, specialty stores of apparel and personal accessories, and restaurants have a small 

burden of investments in store openings, and if a certain level of operational base is in place, 

companies in these business categories are in a net cash position in many cases. R&I's evaluation 

takes this point into account. 

 

(4) Financial profile 

Equity ratio 

     A financial profile is an important factor to examine financial resilience in a case where a 

company suffers an unexpected deterioration in earnings due, for example, to rapid changes in the 

business environment. By using the equity ratio, R&I can understand whether a company's 

financial base gives it the capacity to fully absorb impairment losses and losses from clearance of 

dead stocks and store closings, for instance. R&I also analyzes the extent to which inventory and 

tangible fixed assets are covered by equity capital. 

 

III. Rating for Retailing Industry 

 

Importance Indicator Importance
Strength of the operational base ◎ Earning capacity EBITDA/average total assets ◎

Store competitiveness ◎ Operating margin ○

Buffer against a fixed cost burden ◎ Scale and investment EBITDA ◎

Purchasing power (*1) ○ capacity Equity capital ○

Inventory and logistics management (*2) ○ Debt redemption period Net debt to EBITDA ratio ◎

Product proposal and service capabilities △ Financial profile Equity ratio ○

Note) Importance is indicated by ◎: extremely important,   *1 Important for analysis of food supermarkets, drugstores,
          ○: important, or △: relatively important.   　 home improvement stores, GMS, consumer electronics stores and restaurants

  *2 Important for analysis of apparel and personal accessories specialty stores

Issuer Rating

                                      Industry Risk: Medium for food supermarkets and drugstores
                                                             Relatively high for home improvement stores and GMS

　　　　　                                         High for consumer electronics stores, apparel and personal accessories specialty stores, and restaurants

Individual Firm Risk Financial Risk
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* This report replaces all previous versions that have been released to date. 

Importance Indicator Importance
Strength of the operational base ◎ Earning capacity EBITDA/average total assets ◎

Store competitiveness ◎ Operating margin ○

Sales capabilities (average daily sales per store) ◎ Scale and investment EBITDA ◎

Product proposal and service capabilities △ capacity Equity capital ○

Debt redemption period Net debt to EBITDA ratio ◎

Financial profile Equity ratio ○

Note) Importance is indicated by ◎: extremely important, ○: important, or △: relatively important.

Issuer Rating

Industry Risk: Medium for convenience stores

Individual Firm Risk Financial Risk

The Rating Determination Policy and the Rating Methodologies R&I uses in connection with evaluation of creditworthiness (collectively, the 
"Rating Determination Policy and Methodologies") are R&I's opinions prepared based on R&I's own analysis and research, and R&I makes no 
representation or warranty, express or implied, as to the accuracy, timeliness, adequacy, completeness, merchantability, fitness for any particular 
purpose, or any other matter with respect to the Rating Determination Policy and Methodologies.  Further, disclosure of the Rating 
Determination Policy and Methodologies by R&I does not constitute any form of advice regarding investment decisions or financial matters or 
comment on the suitability of any investment for any party.  R&I is not liable in any way for any damage arising in respect of a user or other 
third party in relation to the content or the use of the Rating Determination Policy and Methodologies, regardless of the reason for the claim, and 
irrespective of negligence or fault of R&I.  All rights and interests (including patent rights, copyrights, other intellectual property rights, and 
know-how) regarding the Rating Determination Policy and Methodologies belong to R&I.  Use of the Rating Determination Policy and 
Methodologies, in whole or in part, for purposes beyond personal use (including reproducing, amending, sending, distributing, transferring, 
lending, translating, or adapting the information), and storing the Rating Determination Policy and Methodologies for subsequent use, is 
prohibited without R&I's prior written permission. 
 
Japanese is the official language of this material and if there are any inconsistencies or discrepancies between the information written in 
Japanese and the information written in languages other than Japanese the information written in Japanese will take precedence. 


