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     General trading firms are a business category unique to Japan. While specialized trading 

firms handling products in specific sectors exist overseas as well, there are no other examples of a 

business format that deals with diverse products and services ranging "from missiles to ramen" and 

is engaged in global importing and exporting, domestic transactions and offshore trade. The 

functions general trading firms perform encompass not only a commercial transaction function but 

a variety of roles including an information and research function, financial function, organizer 

function, marketing function, business development and operation (business investment) function, 

and logistics function. They link these functions organically to pursue earnings. General trading 

firms secure earnings opportunities by flexibly reorganizing their business model in response to the 

economic environment. On the other hand, the risks they face are broad and varied, and risk 

management is a critical activity. R&I applies this rating methodology to such Japanese general 

trading firms. 

 

I. Evaluation of Business Risk 

1．View of industry risk 

     The basic function of a general trading firm is to provide intermediate trade services, which 

are the buying and selling of goods and services that take advantage of global differences in supply 

and demand or information, and to conduct transactions that will earn fees through the sale of 

goods. As expansion of their traditional operations (trading) has become more difficult, firms have 

been increasing the weighting of investments in businesses they participate in for their own 

account. In general, trading has lower risks, whereas business investments involve higher risks. 

     General trading firms are active across very diverse business sectors, ranging from natural 

resources-related fields that are susceptible to market price changes, to areas associated with daily 

necessities, which have relatively stable demand. Diversification of their business portfolio, 

combined with functional and regional diversification, reasonably mitigates risk. Because of their 

engagement in a wide array of businesses, systematically monitoring each business's conditions and 
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developing and enhancing a risk management structure in response to changes is critical for stable 

and continuous profit growth. To appropriately control risk amounts, each firm has been upgrading 

risk management and strengthening internal controls for its investment decision-making process. 

After comprehensive consideration of these factors, R&I evaluates general trading firms represent a 

medium degree of industry risk. 

 

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

     In addition to commercial transactions, general trading firms manage a variety of functions 

such as their business investment function, financial function and organizer function. The business 

sectors in which they operate are very broad, and in each of the business sectors, they have 

established a value chain extending from upstream to downstream operations, by engaging in 

commercial transactions and business investments. Areas of operation span every corner of the 

globe. Through business investments and other activities, general trading firms are pushing to 

expand their business globally, including emerging countries that exhibit growth potential. R&I 

believes that the industry has relatively high growth potential over the medium to long term. 

     The earnings of some business sectors including natural resources and chemicals are easily 

affected by fluctuations in market and economic conditions, and others enjoy comparatively stable 

demand, such as food and foodstuffs and other areas related to daily necessities, which reflects a 

significant diversity of business sectors. Though the degree of demand and price volatility varies 

across the business sectors, general trading firms are typically exposed to relatively large 

fluctuations. 

 

(2) Industry structure (competitive environment) 

     Businesses run by general trading firms are diverse and covers several industries. In the 

natural resource sector, not many general trading firms are capable of acquiring interests because 

such investments require sizable funds, as well as development techniques and financing know-how. 

Due to limited opportunities for acquiring interests in natural resources, competition to acquire 

rights is comparatively intense. General trading firms are in many cases limited to a minority 

ownership stake, which suggests that their position is not strong. In non-natural resource sectors, 

general trading firms frequently compete with specialized companies that engage in the respective 

activities as their core businesses. Although the commercial dominance the largest general trading 

firms have historically enjoyed in Japan's domestic market is their strong point, winning 

competitions with specialized companies is not easy as such companies focus management 
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resources on these businesses at each stage of their activities. On the whole, the competitive 

environment for general trading firms is relatively challenging. 

 

(3) Customer continuity and stability 

     When general trading firms are positioned upstream in the value chain and their customers 

have been decided from the procurement phase, they enter medium-term agreements covering both 

prices and quantities and their transaction relationships are stable. Further down the value chain 

the number of competitors increases, and customer continuity and stability weaken as a result. 

However, a general trading firm can increase continuity and stability by creating a value chain in 

each sector from upstream operations to downstream activities, and forming close partnerships 

with its customers. 

 

(4) Capital and inventory investment cycles 

     Investments in natural resources are based on a business model requiring substantial 

amounts of capital that will be recovered over a relatively long period of time. A certain cash flow 

stream often will be assured, however, through long-term contracts with customers, for example. In 

cases involving the extension of an existing project, investment recovery risk is low since a firm can 

assume stable production without being exposed to development risk and has a track record in 

operation. New endeavors face development risk, and investment recovery risk differs depending on 

the timing of the investment. On the other hand, for investments in a non-natural resource sector, a 

firm frequently will seek recovery over a timeframe that is shorter than in the natural resource 

sector. Because investments for establishing an investee's value chains, including production 

facilities, are recovered through the profits of a subsidiary or equity method affiliate, among others, 

the probability of recovery is lower than that for general capital investments. 

 

(5) Protection, regulations and public aspects 

     While the trade insurance system mitigates business risk to some extent, for its rating 

evaluations R&I regards this system as neutral because each firm undertakes its business in 

anticipation of the system's effect. 

 

2．View of individual firm risk 

     General trading firms handle a diverse range of businesses. R&I examines the individual firm 

risk of each business separately, and then makes a comprehensive evaluation while considering the 
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relative weightings of each business that are determined based on factors such as the cash flow, 

EBITDA and asset scale. 

 

(1) Operational base 

     A company's operational base is the source of its future earnings. In each business sector, 

general trading firms engage in commercial transactions and business investments at each stage of 

their activities, from upstream procurement of raw materials to downstream operations of 

manufacturing, wholesale distribution, and final sale. These individual commercial transactions 

and business investments allow firms to procure raw materials, fuel and products, create added 

value, and deliver goods and services to customers. To expand cash flow, firms also need to 

organically link them and form a so-called value chain. In addition, the ability to win orders, which 

is formed through each firm's history, past investment performance, experience and historical 

background, provides the foundation of its commercial rights and operational base. 

 

(2) Business portfolio 

     One strong point of general trading firms is their ability to diversify business risk by 

developing a variety of businesses ranging from high-risk, high-return to low-risk, low-return 

businesses. Their main operations are trading and business investments. Trading is a business 

where commissions are earned based on transaction value, and in most cases price fluctuations are 

hedged by a sale and purchase agreement. While profit volatility is comparatively low, margins are 

small. Business investments encompass resource investments that engender development risk to 

business participation through equity investments. Profit volatility varies depending on 

fluctuations in supply and demand and market trends, partners, and the value chain, and margins 

also differ as a result of factors such as the timing of investments. Viewed generally, business 

investments have higher risk than trading, but returns are greater. Having multiple businesses 

that support earnings and diversify earnings sources is essential for absorbing economic cycles and 

market changes and ensuring stable profits and cash flow. 

     While based on an operational base of domestic commercial rights, general trading firms are 

increasing overseas assets and profits mainly through business investments to acquire interests in 

natural resources and the expansion of offshore trade. For stable growth, it is considered vital to 

achieve diversification in several regions or countries, in addition to Japan. 
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(3) Risk management structure 

     General trading firms adjust their business model flexibly in response to changes in the 

business environment and are constantly altering their business portfolio through new investments 

and loans and asset replacement. For stable operations, it is indispensable to thoroughly and 

accurately understand the risks held and provide a risk buffer that will enable a firm to sufficiently 

cover its risk assets. At the same time, the firm must continue to upgrade its risk management 

structure to control the amount of latent risk. 

 

II. Evaluation of financial risk 

     General trading firms develop trading and business investments with differing risk 

characteristics, and control them on the same balance sheet. Because of the financial business 

nature of their operations, they tend to utilize greater leverage and have larger total assets than 

typical non-financial corporations. R&I's assessment of financial risk is based on analysis of a firm 

as a whole. The reason is that firms manage their capital and execute financial strategies on a 

consolidated basis. R&I evaluates a firm's company-wide earning capacity, investment capacity, 

debt redemption period and financial profile, while factoring in the earning capacity of each 

business. 

 

(1) Earning capacity 

ROA (return on assets) based both on base earnings and EBITDA (earnings before interest, taxes, 

depreciation and amortization) 

     Beginning with their business investments, general trading firms have many businesses in 

which they use their balance sheet. Accordingly, for comparisons of earning capacity, R&I focuses on 

profitability based on total assets. The ROA level that each firm is to seek as a whole, however, 

differs depending on its business portfolio. R&I therefore examines ROA by segment as well as on a 

company-wide basis, and verifies the asset efficiency in each business. ROA is evaluated based on 

not only EBITDA but also base earnings (core earnings from general trading firms' business 

activities after adding profits or losses from equity method investments, etc., which constitute a 

part of business investments, and deducting realized gains or losses from asset sales, etc.). 

 

(2) Scale and investment capacity 

Base earnings, EBITDA, net income, equity capital 

     General trading firms adjust their business model flexibly in response to the business 
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environment, and are constantly undertaking new investments and loans and asset replacement. 

The level of cash flow including EBITDA is important as a measure of the capacity to stably expand 

the operational base. While the size of each investment project varies, an investment capacity to 

finance several investments in large projects worth tens of billions of yen each is required for the A 

rating category. For the AA category, firms must have an investment capacity sufficient to support 

even larger-scale investments and projects on a scale of several hundred billion yen. 

     Base earnings are useful for measuring a general trading firm's basic earning capacity. Net 

income is the bottom line profit that reflects losses on asset disposal incurred from a business exit 

strategy, and for general trading firms that place more emphasis on business investment, R&I will 

also focus on this measure. 

     R&I emphasizes the absolute amount of equity capital as well. General trading firms invest 

continuously with the goal of strengthening and expanding their earnings base, and their risk 

assets tend to increase. Equity capital serves as a risk buffer, and the amount of equity capital is 

therefore a vital parameter for R&I's evaluation. 

     When evaluating scale and investment capacity, R&I considers a firm's risk appetite, 

risk-taking policy and business portfolio. For example, a small-scale firm may have a 

trading-centered business model, or its business in the resource sector may account for only a small 

proportion of the overall portfolio. Even if the firm's size and investment capacity do not fulfill the 

criteria for a given rating category, this will not become a factor constricting the rating if the firm 

does not envisage executing large-scale investments. In such a case, however, higher levels of 

profits and earnings stability will be required. 

 

(3) Debt redemption period 

Net debt to EBITDA ratio 

     R&I examines the balance between the firm's cash flow generating capacity and debt. General 

trading firms' debt is composed of 1) a component corresponding to working capital required for 

trading and 2) a component commensurate with business investments (e.g., investments and loans, 

and directly-owned noncurrent assets). Repayments of 1) are made over the operating cycle, and 

viewed from standpoints such as the level of the current ratio the probability of major problems 

occurring is low. In the case of 2) as well, the portion financed from investment cash flows such as 

the sale proceeds accompanying asset replacement is considerable. R&I confirms the net debt to 

EBITDA ratio based on these characteristics of the funding structure. 
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(4) Financial profile 

Net D/E ratio (ratio of net debt to equity capital), risk resilience, equity ratio 

     The net D/E ratio is employed by each firm as a target for ensuring financial discipline. R&I 

uses this ratio to determine whether each firm is able to control debt at the level it has set for 

financial discipline, even during periods when it aggressively implements investments and loans. In 

recent years, the probability of a firm's financial profile deteriorating has declined, as managerial 

policies that take cash flow into account have spread. A general trading firm controls substantive 

operating cash flow (cash flow from operating activities excluding changes in working capital) and 

prepares business plans based on not only profits for accounting purposes but also the cash flow 

generating capacity of the firm as a whole or each business segment. Provided their cash flow-based 

management is well established, R&I does not expect general trading firms to prioritize growth and 

rapidly increase assets and liabilities as they did in the past. 

     Risk resilience is a quantitative indicator for evaluating capital sufficiency as examined from 

the viewpoint of economic capital. The evaluation of risk resilience focuses on the extent to which a 

firm can cover its overall risk, including credit and guarantee risks, market risk and business 

investment risk, with its equity capital and the retained earnings accumulated from future profits. 

     As each firm measures and utilizes the balance between risk assets and a risk buffer to 

maintain financial discipline, R&I also refers to such an indicator to grasp individual firms' 

situation. In addition, the equity ratio cannot be disregarded given credit practices in Japan. 

 

(5) Funding structure 

     The financial function is one of the most important functions in the general trading firm 

business. Because it is a business that requires substantial assets and the scale of financing is 

significant, a change in the stance of financial institutions and investors stemming from 

deterioration in a firm's earnings or operating environment will affect its cost to raise funds and the 

amount it can raise. If a firm finds itself in a situation where it cannot raise funds smoothly, its 

operational base is likely to be disrupted. 

     When evaluating general trading firms, R&I focuses on liquidity management. Among the 

factors to be considered are firms' relationships with and diversification of lender financial 

institutions, the ability to raise funds including those denominated in foreign currencies, funding 

stability, and resilience under the stresses arising in the financial environment. R&I also confirms 

indicators such as the current ratio as indicators measuring funding stability. 
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III. Rating for General Trading Firms 

 

 

 

 

 

 

 

 

 

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

R&I has reviewed this rating methodology and made no change to the version dated June 4, 

2018. 

Importance Indicator Importance
Operational base ◎ Earning capacity ROA (based on base earnings) ○

Business portfolio ◎ ROA (based on EBITDA) ○

Risk management structure ◎ Scale and Base earnings ◎

investment EBITDA ◎

capacity Net income ◎

Equity capital ◎
Debt redemption period Net debt to EBITDA ratio △

Financial profile Net D/E ratio ◎

Risk resilience ◎

Equity ratio ○

Funding structure ◎

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

Industry Risk: Medium

Issuer Rating

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. 
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