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     R&I applies its rating methodology for office equipment to firms that develop, manufacture 

and sell office equipment. Typical products are laser printers and inkjet printers, which utilize 

different printing principles. Based on customer segments, the market can be subdivided into 

business, consumer, commercial and industrial markets. 

     Office equipment manufacturers are largely characterized by their business model of 

generating stable profits from the sale of consumables such as ink and toner (supplies) and 

maintenance fees, following the sale of their equipment. Although office equipment is a digital 

device requiring a substantial number of semiconductors and electronic components in its 

manufacture, R&I has prepared this separate rating methodology based on considerations such as 

an earnings structure that is not dependent solely on equipment sales and differences in industry 

risks arising from distinctions in the competitive environment. 

     Many office equipment manufacturers have created diverse business portfolios by extending 

their reach into operations other than office equipment. In such cases, R&I determines the rating 

by evaluating the office equipment business in accordance with this rating methodology and 

making a comprehensive assessment with its evaluations of the other businesses factored in. When 

a business other than office equipment is of considerable importance, R&I evaluates the business 

using the relevant rating methodology as another primary rating methodology and combines this 

evaluation with that of the office equipment business for comprehensive analysis. 

 

I. Evaluation of Business Risk 

1. View of industry risk 

     Office equipment is one category of digital devices, and the industry risk of digital devices is 

relatively high. Compared with other digital devices, however, the risk in the case of office 

equipment is mitigated by factors such as supplies, which enjoy stable demand based on 

accumulated equipment sales, comparatively high barriers to entry, and customer continuity. In 

light of these characteristics, among all industries R&I judges office equipment manufacturers 
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represent a medium level of industry risk. When evaluating the industry risk, R&I looks 

specifically at the following aspects. 

 

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

     The size of the office equipment market is believed to be about 20 trillion yen. Office 

equipment targeting businesses is the largest segment, followed by the consumer, commercial and 

industrial segments. The business market keeps shrinking due to the progress towards a paperless 

society and the growing trend of working and studying from home. The consumer market targeting 

small office/home office and households is relatively solid, but total demand is decreasing gradually. 

     Sales of office equipment, which is a durable consumer good, are easily affected by economic 

trends. Consumable supplies and maintenance offer the prospect of continuous demand, on the 

other hand, and demand is highly stable compared with sales of equipment. Overall, market 

volatility is comparatively small. 

 

(2) Industry structure (competitive environment) 

     In addition to precision, optics, chemicals and machine-related technologies, the manufacture 

of office equipment requires integral technologies with a strong analog element. In the case of 

equipment for businesses in particular, the need to establish a global sales and service network has 

also raised the hurdle to new entry. Unlike other digital devices that have become commodities, 

there is little room for new manufacturers to enter the market, and concern that the industry order 

centered on Japanese firms will be disrupted is minimal. 

     Office equipment manufacturers generate profits by selling supplies and providing 

maintenance. If they can increase the number of machines they sell and install (machines in field: 

MIF), manufacturers can increase their earnings from high-margin supplies and boost profits as a 

whole, even if their equipment sales are unprofitable. Because of this characteristic, the 

competition to sell equipment is comparatively severe. With the market beginning to contract, the 

tendency to avoid a war of attrition and seek other new opportunities in order to maintain 

profitability has grown stronger. The risk of competition intensifying further is limited. 

     For supplies, customers typically use the brand-name products provided by the manufacturer 

that sold the equipment. When non-genuine products are used, the quality is not guaranteed, and if 

problems occur as a result they are not covered by the manufacturer's warranty. In emerging 

countries, many customers place the greatest emphasis on a low running cost. Numerous 

inexpensive non-genuine toners and ink cartridges supplied by third parties have appeared on the 
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market, generating competition with genuine products. 

 

(3) Customer continuity and stability 

     Office equipment for businesses is often procured using a lease. Lease agreements typically 

range from three to five years, and because of the ease of use and the labor required for contract 

conclusion with a new supplier, agreements tend to be renewed with the same supplier even after 

the lease term has ended. To enhance the productivity of their activities, lessees frequently use the 

IT services and solutions the office equipment manufacturers provide. Changing a system in the 

short term once it has been introduced is difficult, and this becomes one factor that fosters greater 

customer continuity. 

     As regards office equipment for consumers, customers can switch to another company's 

products because the primary business model is straightforward box sales. Customer continuity 

and stability in this segment are slightly lower than is the case for equipment sold to businesses. 

     In commercial printing and industrial printing, customers directly use printed materials, such 

as leaflets, pamphlets, posters, labels and decorated textiles, as sales promotion tools and products 

in their business activities. The equipment performance required by each customer varies. To 

achieve these diverse demands, suppliers must finalize specifications through repeated, elaborate 

negotiations and link them to orders. Because orders are accompanied by a customization process, 

the cost to switch to another company tends to be higher. 

 

(4) Capital and inventory investment cycles 

     Office equipment manufacturing involves mainly assembly processing operations. While 

starting up a new manufacturing base requires a comparatively significant investment, this 

activity is not initiated with any great frequency. Given the stable earnings contribution from 

supplies, the certainty of investment recovery is relatively high. In the case of office equipment for 

consumers, some attention must be paid to inventory management because demand is concentrated 

around the year-end shopping season, towards which manufacturers increase their inventory. 

Overall, the risk from capital and inventory investment cycles is comparatively low, however. 

 

(5) Protection, regulations and public aspects 

     From the perspective of protection, regulations and public aspects, there are no parameters 

that have a material impact on creditworthiness. 
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(6) Cost structure 

     Sustained, intensive research and development (R&D) must be undertaken to maintain and 

improve quality, performance and cost competitiveness. To build an independent sales network or 

system of sales agents, a large sales team must be retained. What supports a firm's good business 

relationships with distributors such as discount retailers is the follow-up by its marketing and sales 

team and incentives in the form of sales commissions. These costs, together with depreciation and 

amortization expense and administrative overhead, form an office equipment manufacturer's fixed 

costs. These expenditures are indispensable for maintaining and strengthening the earnings base, 

and any substantial reduction of them usually is difficult. 

     Equipment represents much of the R&D expenses, manufacturing costs and selling costs 

incurred by an office equipment manufacturer. Despite progress in lowering costs, price competition 

is severe and marginal profit ratios remain at a low level. Supplies face strong downward pressure 

on prices as well, but the light burden for both fixed and variable costs makes it easier to stably 

maintain a high level of profitability. Although a deterioration of earnings from mainly equipment 

sales is unavoidable during phases when the operating environment worsens, office equipment 

manufacturers can generate relatively solid profits underpinned by supplies. 

 

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) Market share 

     To understand the extent of earnings from supplies, which are a source of profits, the number 

and composition of equipment units sold in the past that are presently in use must be verified. 

Obtaining the correct figures, however, is difficult. As an indicator enabling it to surmise operating 

conditions simply, R&I looks carefully at the level of and changes in a firm's market share. Market 

share is also an indicator that reflects whether past R&D and sales activities have borne fruit in 

terms of sales performance, and serves as a comprehensive resource for verification when 

confirming the status of a firm's earnings base. The office equipment market is divided according to 

the target customers. When evaluating a firm, R&I looks at not only market share in the main 

segment the firm is developing but also the market's size. 
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(2) Sales and service capabilities 

     In the office equipment market for businesses and for commercial and industrial printing, the 

future number of MIF is greatly affected by the strength of a company's sales capabilities enabling 

it to identify and propose solutions to customers' needs, and the extent to which a firm has 

enhanced its organization for providing services encompassing solutions. When selling office 

equipment for consumers, on the other hand, it is desirable that a manufacturer should build stable 

business relationships with leading distributors, including discount retailers and e-commerce firms. 

 

(3) R&D capabilities 

     A company can maintain and improve market share using its sales and service capabilities 

effectively, only if it continuously introduces to the market products that address customers' needs. 

Unless both sales and service capabilities and R&D capabilities are well in place, increasing the 

number of MIF and expanding earnings from supplies become difficult. In addition, strong R&D 

capabilities are indispensable for applying and combining elemental technologies to expand the 

earnings base. 

 

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 office equipment industry, R&I emphasizes the following financial indicators in view of 

the business characteristics. When a manufacturer handles its own sales finance business, offering 

services such as leases, R&I analyzes the financial services business and the manufacturing and 

sales business separately, and then makes a comprehensive evaluation. 

 

(1) Earning capacity 

Operating margin, ROA (return on assets), EBITDA (earnings before interest, taxes, depreciation and 

amortization)/average total assets 

     As an indicator showing earning capacity, R&I places the greatest emphasis on the operating 

margin. This is because the operating margin is a quantitative indicator that directly reflects the 

strength of a firm's earnings base. Another reason is that a firm with a high earning capacity can 

weather a period of operating environment deterioration and continuously invest in product 

development and sales promotion to bolster its product competitiveness. 
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(2) Scale and investment capacity 

EBITDA, equity capital 

     If a company is to preserve and improve its earnings base, it is essential to make capital 

investments and also utilize mergers and acquisitions as appropriate to promptly obtain 

management resources needed for business field expansion. A firm with considerable investment 

capacity can make a broader range of investments and increase earnings opportunities, without 

placing a burden on its balance sheet. Investment capacity can also be said to be an indicator that 

comprehensively reflects from a quantitative perspective the level of business risk including market 

share. 

 

(3) Debt redemption period 

Net debt to EBITDA ratio 

     R&I emphasizes the net debt to EBITDA ratio, using net debt in the numerator and EBITDA, 

which varies very little from period to period and is easily compared among firms, as the 

denominator. The model change cycle for office equipment is roughly three years. Firms must 

recover their investment during this period in order to maintain their earnings base without 

increasing debt. 

 

(4) Financial profile 

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

     When there are earnings base issues, revenues and expenditures will most likely come under 

severe duress during times when the operating environment deteriorates. Absorbing losses becomes 

difficult when a firm lacks certain resilience from a financial perspective. Even if creditworthiness 

is high, there are many cases where assets balloon sharply with a large-scale business investment, 

leaving a firm's balance sheet with risks different from those of its regular office equipment 

business. Being fully prepared for such a situation from a financial perspective is therefore a 

prerequisite for a strong positive assessment. In its evaluation, R&I focuses on the net D/E ratio 

and equity ratio. 
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III. Rating for Office Equipment Industry 

 

 

 

 

 

 

 

 

 

 

 

 

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

Importance Indicator Importance
Market share ◎ Earning capacity Operating margin ◎

Sales and service capabilities ◎ ROA 〇

R&D capabilities 〇 EBITDA/average total assets 〇

EBITDA ◎

Equity capital 〇

Debt redemption
period

Net debt to EBITDA ratio ◎

Financial profile Net D/E ratio ◎

Equity ratio 〇

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

Issuer Rating

Industry Risk: Medium

Individual Firm Risk Financial Risk

Scale and
investment capacity

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. 


