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     R&I applies its rating methodology for major electronics companies to electronics 

manufacturers that are "conglomerate entities" having several principal businesses, which R&I 

rates by referring to two or more industry-specific rating methodologies. R&I does not apply this 

methodology when it is able to evaluate a company using a single industry-specific rating 

methodology, regardless of the size of the firm's business. Meanwhile, second-tier electronics 

companies may be assessed based on this methodology, depending on the diversity of their business. 

     Among the major electronics companies, the types, scope and weights of the businesses that 

constitute each group vary. In each of the businesses, they also face competition from 

manufacturers specializing in that business. In light of this fact, rather than bundling each 

company's characteristics into a single industry risk, R&I has adopted the approach of referring to 

the relevant industry-specific rating methodology for each business and integrating the results into 

a final evaluation. 

 

I. Rating Evaluation Approach 

     The business sectors the major electronics companies are developing are broad, ranging from 

infrastructure and plants, capital equipment, information services, etc. for industrial (corporate) 

use to products for consumer (individual) use such as digital devices, including televisions and 

mobile phones, and household appliances. Some firms also handle electronic devices and automobile 

components. 

     Each company's business risk varies depending upon the businesses it manages and their 

relative weightings within the company's business portfolio. If companies' business risks differ, this 

will be evident in their financial risks even if the numerical values of their financial indicators are 

the same. R&I uses the following steps to evaluate the major electronics companies and decide its 

ratings. 
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【Industry risk】 

<Step 1> Identify reference industry risks and select industry-specific rating methodologies 

【Business risk】 

<Step 2> Evaluate the risks of separate businesses 

<Step 3> Evaluate the earnings base of the entire business portfolio 

【Financial risk】 

<Step 4> Evaluate the financial risk by calculating financial reference values corresponding to the 

business portfolio 

【Issuer Rating】 

<Step 5> Comprehensive evaluation 

 

II. Evaluation of Business Risk 

1. View of industry risk 

<Step 1> Identify reference industry risks and select industry-specific rating methodologies 

     R&I analyzes the business areas of each company, and then selects several industry-specific 

rating methodologies to use in its rating evaluation. R&I will refer to the industry risks and 

industry-specific rating methodologies pertinent to those operations that account for a large 

percentage of a firm's sales, profits, cash flow and asset size. Even if the scale of a business is small, 

however, R&I will also refer to the industry-specific rating methodology pertaining to that business 

if it judges the business to be highly important for the business risk based on its strategic position 

and the future investment policy, for example. If industry/sector classifications as defined by R&I do 

not align precisely to a company's business segment classifications, R&I grasps and assumes details 

of each sub-segment and makes its judgments in conformity with the facts. In some cases, the 

industry risks or industry-specific rating methodologies to which R&I refers may change, such as 

when a company's earnings and asset conditions change or a firm revises its management strategy, 

or when R&I decides to reclassify a company's businesses into more appropriate industry/sector 

classifications. 

     R&I determines the industry risk of each sector by comprehensively evaluating parameters 

for (1) the size, growth potential and volatility of the subject market, (2) industry structure 

(competitive environment), (3) customer continuity and stability and (4) protection, regulations and 

public aspects. R&I uses a variety of industry-specific rating methodologies to evaluate major 

electronics companies, including "Infrastructure and Plants," "Information Services," "Capital 

Equipment, etc.," "Household Appliances" and "Digital Devices," as well as "Automobile 
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Components" and "Electronic Devices." With the industry risks of these sectors ranging from a 

"medium" to "relatively high" or "high" level of risk, those of the major electronics companies are 

considered to be somewhere between a "medium" and "high" degree of risk. For details on the 

industry risk of each sector, please refer to each industry-specific rating methodology. 

 

2. View of business risk 

     The defining characteristic of the major electronics manufacturers is their structure as 

conglomerate entities comprised of multiple businesses. With a broad technology base, the firms 

expand their business in response to market changes that occur in their operating regions as a 

result of economic growth and lifestyle changes, among others. At the same time, they pursue 

selection and concentration of management resources by, for example, scaling back or withdrawing 

from some businesses when the market matures or competition intensifies. To comprehensively 

analyze the business risks affecting each company, R&I assesses each separate business and then 

evaluates the business portfolio as a whole. 

 

<Step 2> Evaluate the risks of separate businesses 

     R&I assesses the risk of each of a firm's key businesses according to the evaluation factors for 

"individual firm risk" under the relevant industry-specific rating methodology. Qualitative rating 

factors, including market position, the degree of diversification of a firm's customers, operating 

regions and products, and its technological and development capabilities, form the core of R&I's 

assessment. R&I may adjust its qualitative evaluation, however, by considering certain 

quantitative factors, such as earning capacity (profit margins, etc.) and investment capacity 

(amount of cash flow, etc.). This is because parameters (such as revenue/expenditure structure, a 

company's organization for development, production and logistics, its brand and reliability and its 

pricing strategy) that cannot be assessed with the evaluation factors for "individual firm risk" are 

reflected in quantitative indicators. 

     Based on such analyses, R&I evaluates the risks of separate businesses. R&I might judge, for 

example, that a certain firm's "infrastructure and plant business corresponds to an A rating" while 

the firm's "digital device business corresponds to BBB." 

 

<Step 3> Evaluate the earnings base of the entire business portfolio 

     R&I next prepares a weighted average of the separate business risk evaluations described 

above based on an evaluation weight for each business, and assesses the risk of the entire business 
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portfolio. The evaluation weights are determined according to considerations such as the revenue 

and asset size of each business. R&I adjusts the evaluation by considering factors such as the 

position of a business in the firm's management strategy and future investment policy. 

     If a company has multiple sources of earnings, the stability of its earnings base and cash flow 

will be enhanced by the diversification effect, a positive factor for the evaluation of the overall 

business risk. The lower the earnings correlation between businesses and the more the businesses 

that can be expected to generate stable profits and cash flow, the greater the diversification effect 

becomes. Depending on the diversification effect, the risk evaluation of the entire business portfolio 

can be higher than the weighted average evaluation of the separate businesses. On the other hand, 

even if a company has multiple sources of earnings, a diversification effect will be small when the 

company is dependent to a high degree on any one specific business. Moreover, if a firm's portfolio 

includes many businesses that are uncompetitive or unprofitable, this becomes a negative factor in 

R&I's evaluation. 

     Because specifically calculating the correlation coefficient of each business is difficult, R&I 

determines the correlation using qualitative factors, such as end-customers and business links. For 

example, it considers the correlation between digital devices and electronic devices to be high and 

the correlation between electronic devices and social infrastructure or between social infrastructure 

and information services to be relatively low. 

     Based on the above analysis, R&I evaluates the strength of the earnings base of the entire 

business portfolio using grades such as "Equivalent to A" or "Equivalent to BBB." 

 

III. Evaluation of Financial Risk 

     R&I assesses financial risk by examining a firm's earnings and financial position as a whole. 

It will evaluate on a stand-alone basis a financial business division that has a distinct business 

form, but except for the division, R&I will not judge the respective debt redemption capacity of a 

firm's main businesses separately. The reason is that if a firm can transfer capital between each of 

its businesses, it can finance debt repayment by using the firm's overall capacity to generate cash 

flow or borrow externally. This is not the case, however, when the transfer of funds between 

businesses or group companies is strictly limited by, for example, institutional constraints, 

regulations or contracts. 
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<Step 4> Evaluate the financial risk by calculating financial reference values corresponding to the 

business portfolio 

     R&I judges the extent to which the financial base of each company corresponds to its business 

portfolio risk. For the assessment, R&I chooses appropriate general indicators that are most used in 

the industry-specific rating methodologies it refers to, including earning capacity (EBITDA margin, 

EBITDA/average total assets), scale and investment capacity (EBITDA, equity capital), debt 

redemption period (ratio of net debt to EBITDA) and financial profile (net D/E ratio, equity ratio). 

When the financial business of a company's consolidated subsidiary has substantial weight, R&I 

will separate the operating divisions from the financial business division and evaluates the 

financial business division separately according to the relevant rating methodologies. This is 

because the assets and liabilities of the financial business division are easy to balloon and the 

characteristics of the liabilities differ from those of the operating divisions. If off-balance sheet 

leased assets (equipment, machinery, etc.) are indispensable for cash flow generation and 

significant in value, R&I regards the lease transaction as an asset purchase through debt financing 

and adjusts financial statements. Securitized accounts receivable will also be added to debt based 

on the degree of impact. 

     To obtain financial reference values for each company, R&I calculates a weighted average of 

reference values in industry-specific rating methodologies using evaluation weights. For scale 

indicators such as EBITDA and equity capital, reference values are determined based on those for 

the EBITDA margin or equity ratio, with a company's sales and total assets taken into 

consideration. Absolute amounts of EBITDA and equity capital are also important. If EBITDA and 

equity capital are ample in light of the relevant rating methodologies, R&I may give high marks 

even if they are below the levels calculated from the EBITDA margin or equity ratio. Diversified 

sources of earnings will reduce the probability that all of a company's businesses will deteriorate 

simultaneously and cause losses to increase. For equity capital, R&I therefore multiplies the 

reference value by a specific weight to adjust it when a company's businesses produce a large 

diversification effect. Factors such as liquidity risk, a financial management policy and the risk of 

loss associated with businesses will also be considered in the evaluation of financial risk. 

 

IV. Issuer Rating 

<Step 5> Comprehensive evaluation 

     R&I will determine the Issuer Rating based on the comprehensive evaluation of business risk 

and financial risk. 
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V. Rating for Major Electronics Companies 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

* This report replaces all previous versions that have been released to date. 

Industry Risk: Medium to high

Evaluate the earnings base of the entire business
portfolio

Evaluate the financial risk by calculating financial
reference values corresponding to the business portfolio

Issuer Rating

Individual Firm Risk Financial Risk

Evaluate the risks of separate businesses

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. 


