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     Buildings, whether residential or non-residential, are comprised of various equipment and 

construction materials. R&I applies this rating methodology mainly to Japanese companies that 

manufacture and sell housing equipment and fixtures, such as sanitary ware, water faucets, 

bathrooms and kitchen systems, and construction materials, including sashes, shutters and doors. 

 

I. Evaluation of Business Risk 

1. View of industry risk 

     The market for housing equipment and construction materials is anticipated to shrink over 

the medium to long term against the backdrop of declining demand for investments in new 

construction. That said, construction investments include those for remodeling and other 

equipment renewal, an area where demand is expected to expand. With a decrease in new 

construction demand partially offset by growth in replacement demand, a certain size of market can 

probably be sustained. Since short-term demand is susceptible to economic trends, demand 

volatility is slightly high. 

     Competition is somewhat intense, as many products are difficult to differentiate and easily 

fall into price competition. On the other hand, a decent level of customer continuity and stability is 

recognized, reflecting a strong tendency that customers, such as construction companies and 

distributors, build long-term relationships with diverse suppliers. 

     Large capital investments are basically unnecessary, and the inventory burden is also not so 

heavy. Meanwhile, a cost structure somewhat lacks flexibility. Earnings depend on the capacity 

utilization of plants and are also affected by changes in raw material prices. 

     In light of the factors mentioned above, R&I evaluates the industry to have a medium degree 

of industry risk. There are differences in the demand environment and competitive settings that 

reflect the items firms handle. R&I incorporates these differences into its assessment of individual 

firm risk. 
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(1) Market size, market growth potential and market volatility 

     The size of the market is estimated to be around 5 trillion yen. The trend correlates with 

Japan's nominal GDP growth rate, population dynamics, the number of households and new 

housing starts, among others. Japan's total population will continue to shrink, and the number of 

households, which is supported by growth in single-person households, will also start to decline in 

the medium to long term. Since new construction demand for both residential and non-residential 

buildings is projected to follow a downward trend, it is difficult to envisage market expansion. 

Because of an increase in the building stock, however, a certain amount of growth in replacement 

demand is anticipated for home improvement and equipment maintenance, which is expected to 

shore up the market. Demand for housing equipment and construction materials is influenced by 

trends in consumer spending and corporate capital investment. While demand does not diverge 

greatly from the trend of Japan's economy, market volatility is somewhat high. 

 

(2) Industry structure (competitive environment) 

     The competitive environment is somewhat harsh. Since it tends to be difficult to totally 

differentiate products in terms of function and performance, demands for lower prices from 

construction companies, distributors and other customers often force housing equipment and 

construction materials manufacturers into price competition. While the markets for some products, 

such as sanitary ware, are dominated by oligopolistic firms with technological prowess, other 

products do not require advanced technological capabilities and therefore face fierce competition 

due to entrants from different industries. 

 

(3) Customer continuity and stability 

     In the new construction sector, products are sold to housing manufacturers, building 

contractors, agencies/sales outlets and other firms. These construction companies and distributors 

tend to diversify their suppliers and maintain long-term business relationships with multiple 

manufacturers. While it is difficult to establish strong business relationships, their relationships 

are considered continuous and stable to a decent degree. 

     In the home improvement sector, on the other hand, end consumers participate extensively in 

product selection, and manufacturers often end up with one-off transactions with individual 

customers. Brand power derived from function and design becomes important. 
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(4) Capital and inventory investment cycles 

     Investments are required to launch new products continuously. For a manufacturing industry, 

however, the capital investment burden is not significant. Cases where the capital investment 

burden grows heavier are limited to instances where, for example, a company builds or expands a 

local plant as part of its efforts to develop overseas operations. 

     Firms do have to maintain a certain level of investment in inventory, but the burden is not 

especially heavy. Production lead times are not long, with products diversified in small-lot runs. 

 

(5) Protection, regulations and public aspects 

     There is no institutional protection or regulation that may affect creditworthiness. This factor 

does not have a major impact on industry risk assessment. 

 

(6) Cost structure 

     Cost structures are not very flexible. While large-scale equipment is not required, changes in 

plant capacity utilization affect earnings. Earnings are also highly sensitive to materials price 

trends. During phases when materials costs are soaring, profitability tends to be squeezed. Fierce 

competition makes it difficult to pass rising costs on to sales prices. 

 

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.  

 

(1) Core product market size and share 

     For housing equipment and construction materials as a whole, there is a decent size of market. 

Because of its diversity, however, the market for each product category is relatively small. R&I first 

must look at the market size of the products a company handles, since it could provide growth 

potential for, or constrain, cash flow. Next, changes in a company's share of each product must be 

examined. Market share is an important indicator of its overall competitiveness in the market 

where a company operates. Because product differentiation is generally difficult, market share 

tends to correlate with the levels of profits and cash flow. Having several high share products is a 

positive factor for the evaluation, as this increases earnings. 
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(2) Continuous stable earnings sources and customer base 

     High reliance on new construction demand could taper future earnings. A company can expect 

stable earnings if it has a competitive advantage in the home improvement sector on the back of 

high brand recognition, or is strong in products that require periodic replacement and maintenance. 

In this case, a positive evaluation can be offered. R&I assesses the proportion of a company's sales 

and profits derived from these businesses and the levels of such sales and profits. 

     When evaluating the stability of earnings, R&I also emphasizes the strength and broadness of 

sales channels. Sales destinations are diverse, ranging from construction companies to housing 

manufacturers and building contractors. If a company has built strong business relationships with 

leading general contractors or housing manufacturers, or has a nationwide distributor network in 

place, a certain sales volume can be expected. 

 

(3) Geographical diversification of earnings sources 

     Since the domestic market is expected to maintain a certain size, high dependence on the 

domestic market does not negatively affect the evaluation of creditworthiness. Meanwhile, if a 

company seeks global growth, builds an operational base overseas and enjoys reasonable earnings 

contributions from such operations, this leads to a high evaluation from the perspective of 

geographical diversification of earnings. 

 

(4) Technological and product development capabilities 

     The timely introduction of attractive products is essential for maintaining competitiveness. A 

decline in a product's competitive advantage can reduce its shelf space at construction companies 

and distributors. If a company can develop products that offer excellent functionality and design to 

buyers and excellent productivity to sellers, this can allow it to maintain and improve selling prices 

and profitability. 

     By examining factors such as accumulated technologies and know-how and the research and 

development structure, R&I evaluates the extent to which a company has the technological and 

product development capabilities that enable it to introduce new products differentiated from its 

competitors'. 

 

II. Evaluation of Financial Risk 

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

factors, such as a company's financial management policy and liquidity risk, in its analysis of 
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financial risk. For the housing equipment and construction materials industry, R&I emphasizes the 

following financial indicators in view of the business characteristics. 

 

(1) Earning capacity 

Operating margin, EBITDA (earnings before interest, taxes, depreciation and amortization) margin 

     R&I focuses on margins on sales as a ratio highlighting a firm's overall competitiveness, such 

as the strength of added value, and as a measure of the buffer that prevents losses during periods 

when orders drop amid an economic downturn. Because the depreciation expense burden varies 

depending on the timing of capital investments in plant expansion and other activities, R&I also 

uses EBITDA-based indicators, which allow for easier time-series and cross-company comparisons. 

 

(2) Scale and investment capacity 

EBITDA, equity capital 

     Although the investment burden is not large, a certain amount of investment is indispensable 

for maintaining and strengthening competitiveness. Moreover, new investment is required if a firm 

has adopted a management policy emphasizing growth. For EBITDA, R&I focuses not only on the 

margin but also on the absolute amount as an indicator showing a firm's investment capacity. 

     As a measure underlining a firm's capacity to absorb the risk of asset impairment when it 

materializes, R&I emphasizes the amount of equity capital. A firm will also be able to minimize the 

effects of large investments during a business expansion phase on the debt-equity structure, if it 

possesses ample equity capital. 

 

(3) Debt redemption period 

Net debt to EBITDA ratio, (net debt – working capital) to FFO (operating cash flow excluding changes in 

working capital) ratio 

     The net debt to EBITDA ratio is highly important as a measure of a company's ability to repay 

debt. Manufacturing facilities have a comparatively long useful life, and even if a company shifts to 

new products, large-scale equipment upgrades are seldom required. Therefore, a company can 

normally cover most of its long-term funds with its own capital. For a company to have strong 

creditworthiness, its net debt must be negative, or it must have the ability to generate cash flow 

that will enable its net debt to be negative as soon as possible even if net debt expands temporarily 

for upfront investment. 

     Because working capital usually accounts for the majority of debt, R&I also looks carefully at 
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the balance between net debt and cash flow after working capital is deducted. 

 

(4) Financial profile 

Equity ratio, net D/E ratio (ratio of net debt to equity capital) 

     Many housing equipment and construction materials manufacturers have sound financial 

profiles because the burden of capital investment is not so heavy. That said, leading companies 

increasingly invest a large amount of money in mergers and acquisitions and plant construction in 

overseas markets, for instance, in order to expand their businesses. The equity ratio is considered 

highly important as a buffer against a loss of asset value. R&I also focuses on the net D/E ratio to 

examine financial leverage. 

 

III. Rating for Housing Equipment and Construction Materials Industry 

 

  

Importance Indicator Importance
Core product market size and share ◎ Earning capacity Operating margin ◎

Continuous stable earnings sources
and customer base

◎ EBITDA margin △

Geographical diversification of
earnings sources ○

Scale and
investment capacity

EBITDA ◎

Technological and product
development capabilities ○ Equity capital ◎

Debt redemption Net debt to EBITDA ratio ◎

period (Net debt – working capital) to FFO
ratio

◎

Financial profile Equity ratio ◎

Net D/E ratio ○

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

Issuer Rating

Industry Risk: Medium

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

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. 


