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     City gas is a typical public service business, like electric power, telecommunications and 

transportation. The business therefore is subject to regulation and protection under the Gas 

Business Act, which is designed to protect the interests of gas users, promote sound development of 

the gas business, ensure public safety and prevent pollution. 

     In 2017, the Gas Business Act was revised, and the previous general gas utility business, 

which supplies gas via pipelines to meet general demand, was classified into the gas production 

business, the (general and specified) gas pipeline service business and the gas retail business. A 

company that intends to conduct the general gas pipeline service business must obtain a license 

from the Minister of Economy, Trade and Industry and provide a last resort supply. For those 

engaged in the general gas pipeline service business, however, local monopolies and regulated rates 

under the cost-plus pricing system are permitted. 

     There are many gas suppliers, ranging from small to large companies. Some suppliers own a 

number of liquefied natural gas (LNG) terminals and an extensive pipeline network through which 

they supply gas. Others obtain wholesale supply through another company's pipelines, or procure 

gas using tank trucks, railcars and so forth and supply it through their own pipeline network. R&I 

mainly applies this rating methodology to firms that have a certain size of pipeline network in 

Japan and engage in gas production or retail, or both. 

 

I． Evaluation of Business Risk 

1. View of industry risk 

     City gas has relatively stable demand as an important energy source that supports people's 

lives and economic activity. Since 2010, demand for residential and commercial gas has been 

declining, whereas industrial gas has enjoyed rising demand thanks to a shift from oil, coal and 

other fuels. As a whole, the city gas market keeps growing at a pace faster than gross domestic 

product. Certain market growth is expected to continue, as city gas has an advantage in its 

comparatively low carbon dioxide emission factor in the face of the government's carbon neutral 
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policy of achieving net zero greenhouse gas (GHG) emissions by 2050. 

     As of the end of FY2020, there were more than 200 gas suppliers in Japan, with the top three 

companies accounting for the majority of total sales volume and total pipeline length. Given that 

long-distance pipeline networks linking service areas have not been well established, competition 

between major gas suppliers is limited. Since the gas retail market was fully liberalized in 2017, 

competition with new entrants has been promoted. Even so, stable supplier and customer 

relationships tend to continue in regions where pipelines are in place, partly because the 

maintenance and inspection work unique to the gas business is considered to be important. 

     City gas suppliers require the ability to stably procure LNG, the main raw material of city gas, 

as over 90% of LNG is imported. Sizable investments are necessary for facilities that receive and 

store LNG and produce and supply city gas, which are vital for stable gas supply. Under the Gas 

Business Act, however, the general gas pipeline service business enjoys local monopolies and rate 

regulations based on the cost-plus pricing system, and the ordinance of the Ministry of Economy, 

Trade and Industry sets out overlapping pipeline regulations. These help increase the certainty of 

investments being recouped. The physical useful life of gas facilities is long, and their economic 

value is unlikely to be undermined. Although protection and regulatory support have weakened 

through the gas system reform, R&I considers industry risk to be low based on its view that 

measures required to ensure stable supply and safety will be maintained. 

 

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

     City gas sales in Japan are estimated to be about 40 billion m3 in volume and 3 trillion to 4 

trillion yen in value. While the sales volume of residential and commercial gas keeps declining, that 

of industrial gas is increasing on the back of a shift from oil, coal and other fuels to natural gas. 

Overall, positive growth is continuing. The government is promoting a carbon neutral policy that 

aims to achieve net zero GHG emissions by 2050, with a target of a 46% reduction in carbon dioxide 

emissions by 2030 compared to 2013. During the period of transition to a decarbonized economy, a 

shift in fuel to city gas, which has a low carbon dioxide emission factor, will likely continue, driving 

certain market growth. 

     Although demand is affected by temperature and does somewhat fluctuate by year, overall 

demand is steady thanks partly to an extremely broad base of customers. The market size swings in 

terms of value due to fluctuations in LNG prices. With the gas rate adjustment system in place, 

however, the impact on city gas companies' revenues and expenditures is limited when averaged 

over several years. In light of these factors, market volatility is comparatively small, in R&I's view. 
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(2) Industry structure (competitive environment) 

     As of the end of FY2020, there were more than 200 domestic gas suppliers, but only the three 

largest companies own a number of LNG terminals and an extensive pipeline network. The 

difference in the scale of gas suppliers' operations is extremely large, as suggested by the top three 

companies accounting for around 60% of the total sales volume and over 50% of the total pipeline 

length. 

     The service areas of city gas companies cover only about 6% of Japan's total land area, and 

most of the service areas are limited to urban areas. Because long-distance pipeline networks 

linking service areas have not been well established, competition between major gas suppliers is 

marginal. 

     Approximately 50% of Japan's households use city gas. As a heat source for heating and hot 

water supply, residential gas competes with electricity, kerosene and liquefied petroleum gas, for 

example. Although competition with other fuels will continue, R&I does not consider it as a risk 

factor that will have a significant impact on the supply and demand structure. 

 

(3) Customer continuity and stability 

     In areas where pipelines have been constructed, stable supplier and customer relationships 

tend to be maintained. 

     Since the gas retail market was fully liberalized in 2017, competition with new entrants has 

been proceeding. Even so, steady LNG procurement and stable city gas supply require a heavy 

investment burden, and the maintenance and inspection work unique to the gas business is 

considered to be important. Therefore, the actual barriers to entry are high. While developments in 

the review of the institutional framework for the gas business warrant attention, customer 

continuity and stability remains high, in R&I's view. 

 

(4) Capital and inventory investment cycles 

     A substantial amount of capital investment is required to build LNG receiving and storage 

facilities and city gas manufacturing facilities for gasification and calorific value adjustment, as 

well as an efficient pipeline network comprised of long-distance high and medium pressure gas 

pipelines and low pressure gas pipelines for general households and commercial facilities. Given the 

long physical useful life of these gas facilities and high customer continuity, however, the risk of 

erosion in economic value is low. R&I judges the capital investment cycle to be long. 

     While oil refiners are obliged to stockpile oil under the Oil Stockpiling Act, there is no such 
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obligation for LNG. Inventory is therefore managed at a level that does not disrupt stable supply. 

Seasonal factors push up or down inventory. Still, the inventory investment cycle is comparatively 

short, and the capital burden is not heavy. 

 

(5) Protection, regulations and public aspects 

     As one of the typical public service businesses, the city gas business is subject to regulation 

and protection under the Gas Business Act, which is designed to protect the interests of gas users, 

promote sound development of the gas business, ensure public safety and prevent pollution. Based 

on the act, the general gas pipeline service business is obliged to provide a last resort supply, but 

instead, enjoys local monopolies and regulated rates under the cost-plus pricing system. Moreover, 

the ordinance of the Ministry of Economy, Trade and Industry sets out overlapping pipeline 

regulations, which allow the government to assess the possibility that the interests of gas users 

may be harmed by a specified gas pipeline service provider's gas supply in the service area of a 

general gas pipeline service provider and order the specified gas pipeline service provider to change 

or cancel the plan. 

      Protection and regulatory support are weakening in line with the progress in the gas system 

reform, as exemplified by the promotion of third party access to LNG terminals and the easing of 

overlapping pipeline regulations in addition to the full liberalization of the gas retail market and 

the legal separation of the pipeline division. That said, necessary measures to ensure stable supply 

and safety are expected to remain in place. Protection, regulations and public aspects will continue 

to help mitigate the industry risk, in R&I's view. 

 

(6) Cost structure 

     The cost of raw materials accounts for around 60% of the operating expense of the gas 

business (the sum of manufacturing expense, supply and sales expense, and general administrative 

expense). The cost is strongly affected by fluctuations in LNG prices and exchange rates. Even so, 

the gas rate adjustment system mitigates the impact on each company's profits when viewed over 

several terms, though there is a certain time lag. 

     Fixed costs such as depreciation and amortization expense, taxes and dues (e.g., property tax, 

city planning tax, road usage charges) and repair expense represent about 40% of the operating 

expense excluding the cost of raw materials. Although the cost structure is characterized by heavy 

fixed costs, a substantial change in the revenue and expenditure structure is unlikely to occur in 

the short term partly because of the cost-plus pricing system for the gas wheeling of the general gas 
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pipeline service business. 

 

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, individual firm risk varies substantially depending on factors such as the 

area where a company operates, the composition of its businesses, and its strategy. 

 

(1) Service area demand volume and growth potential 

     The volume and growth potential of the gas demand in a supplier's service area are important 

factors that affect city gas sales opportunities for the supplier and its potential ability to generate 

cash flow. The level of demand is related strongly to the size of the economy, the population, the 

number of commercial and industrial establishments and the value of industrial product shipments 

in a supplier's operating area. Demand growth potential is affected by conditions such as population 

dynamics and trends of launches of new or additional factories or their withdrawal from the area. 

R&I analyzes the medium-term market trends of a service area from such perspectives. 

 

(2) Ability to procure LNG 

     Because the cost of raw materials accounts for the majority of total operating expense, a 

supplier's ability to procure LNG greatly influences its cost competitiveness. The normal practice of 

major gas companies is to purchase from several overseas LNG development projects under 

long-term contracts. Having many supply sources is preferable, as it makes the business less 

susceptible to how negotiations for a specific project turn out. LNG prices are often linked to crude 

oil prices, but there are cases where U.S. Henry Hub natural gas prices, which are less linked to 

crude oil prices, are used as a reference. The hybrid pricing mechanism that combines both is also 

increasingly adopted. Besides this, R&I examines factors such as purchase terms and conditions. 

 

(3) Efficiency of supply facilities 

     In general, sales efficiency increases and profit margins tend to be greater when customers 

connected to the pipeline use large quantities of gas and sales volume per unit distance of the 

pipeline is high. For this reason, R&I focuses on the efficiency of supply facilities, particularly of 

pipelines. 
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(4) Competition with new entrants and extent of business diversification 

     Following the full liberalization of the retail electricity market in 2016 and the retail gas 

market in 2017, the electric power and gas industries have entered each other's sphere of business. 

It is essential to examine competition with new entrants in a service area. 

     To achieve sustainable growth, more companies are engaged in businesses other than the gas 

business, such as domestic electricity, overseas electricity, resource development and urban 

development. The extent of business diversification will also be evaluated from the viewpoint of 

diversification of earnings sources. 

 

(5) Percentage of sales to residential users and stability 

     City gas customers can be roughly divided into residential, commercial and industrial users 

and companies that obtain wholesale supply. Price competition for large-volume customers is severe, 

as suppliers are selected through bidding in some cases. The unit price for residential users, on the 

other hand, is higher than the prices for commercial and industrial users, and is very profitable. 

While gas sales for commercial and industrial use fluctuate easily with economic and business 

trends, demand for residential gas is comparatively steady. The larger the number of residential 

customers and the volume of household gas sales, as well as its proportion of total sales volume, the 

higher the profit margin, and the easier it is to maintain stable revenues and expenditures. 

 

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 city gas industry, R&I emphasizes the financial indicators shown below. A company 

with a large weighting of businesses that represent a high risk compared with city gas, such as an 

overseas resource development business, requires commensurate financial resilience. 

 

(1) Earning capacity 

ROA ((operating profit + financial income)/average total assets), EBITDA (earnings before interest, taxes, 

depreciation and amortization)/average total assets 

     To see whether the company is generating profits and cash flow efficiently from its assets, R&I 

focuses on EBITDA/average total assets as well as ROA. Single-year profits are affected by 

fluctuations in LNG prices and changes in sales volume because of temperature, for example. Even 

so, the gas rate adjustment system allows fluctuations in LNG prices and exchange rates to be 
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passed on to selling prices, albeit with a certain time lag. R&I therefore uses the numbers averaged 

over several years. 

 

(2) Scale and investment capacity 

EBITDA, equity capital 

     A certain level of investment to maintain or upgrade infrastructure is indispensable for stable 

supply of city gas. Sizable capital is required to build an LNG tank or expand a trunk pipeline. R&I 

emphasizes the absolute amount of EBITDA to comprehend whether a company is able to generate 

the cash flow that will enable it to fund such investments. To analyze the ability to raise enough 

funds to cover strategic investments, R&I closely examines the amount of equity capital. 

 

(3) Debt redemption period 

Net debt to EBITDA ratio 

     To understand how many years it will take to repay debt after deducting cash and deposits 

using cash flow, R&I focuses on the net debt to EBITDA ratio. In assessing this ratio, R&I fully 

considers the fairly long actual useful life of the major facilities for the gas business and the low 

risk of economic obsolescence. When there is a high level of debt originating from businesses that 

are riskier than city gas, R&I evaluates the ratio somewhat conservatively. 

 

(4) Financial profile 

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

     To examine financial resilience, R&I puts special emphasis on the equity ratio and the net D/E 

ratio. Financial resilience is taking on more importance for companies that are increasing 

investments in non-city gas businesses and businesses or assets with higher risk than city gas, such 

as acquisition of interests in overseas markets and investments in renewable energy. 
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III. Rating for City Gas Industry 

 

 

 

 

 

 

 

 

 

 

 

 

 

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

Importance Indicator Importance
Service area demand volume and growth potential ◎ Earning capacity ROA ◎

Ability to procure LNG ◎ EBITDA/average total assets ○

Efficiency of supply facilities ○ EBITDA ◎
Competition with new entrants and extent of business diversification ○ Equity capital ○

Percentage of sales to residential users and stability ○ Debt redemption period Net debt to EBITDA ratio ◎

Financial profile Equity ratio ○

Net D/E ratio ○

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

Issuer Rating

Industry Risk: Low

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. 


