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Introduction & Market Overview 

Founded in 1948, Fujitec is in the business of manufacturing, installation, maintenance and 

modernisation of elevators, escalators and moving walks. It owns 19 fully consolidated subsidiaries in 

operating in 11 countries.  

As of 2017, majority of the groups revenue is split between East Asia and Japan as shown in Figure 1.  

 

Fujitec is a relatively small player in the elevator and escalator (E&E) market. Research carried out by 

Credit Suisse in 2015 showed that they had a 3% market share which pales in comparison to Otis 

(19%), Kone (14%), Schindler (13%), Thyssenkrupp, Hitachi (11%) and Shanghai Mechanical (4%). Otis 

is a subsidiary of UTC while Thyssenkrupp, Hitachi and Shanghai Mechanical are involved in other 

business activities.  

Only Kone and Schindler are primarily focused on the elevator and escalator market therefore 

reasonable comparisons can be made with Fujitec. Smaller players in China are Guangzhou Guangri 

and Canny elevator. Figure 2 shows the annualised revenue for Fujitec and some of its competitors 

over the last 10 years (2007 – 2017). 
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Figure 1: Revenue by Region

https://research-doc.credit-suisse.com/docView?language=ENG&format=PDF&source_id=csplusresearchcp&document_id=807337830&serialid=jcODwZh0skdq6x9yYrGbqZyqbFvIPS3Lg0YK9msmR9A%3D
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Long term revenue growth is primarily driven by an increase in elevator and escalator installations. 

The revenue growth will closely track the number of installations in any year since maintenance and 

modernisation costs for a buyer will be a small fraction of the installation cost.  

The large Chinese manufacturers – Guangzhou Guangri and Canny elevator have grown their revenues 

at the highest rate. The booming construction industry in China has been a tailwind for these 

companies. China‘s elevator and escalator installed base has increased at an annualised rate of 16% 

between 2000 – 2016. It has the second largest installed base in the world at 31%. The EMEA region 

has the largest installed base at 42%.  

However, 10 year annualised free cash flow growth shows a different picture as shown in Figure 3. 
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Figure 2: Annualised revenue growth over 10 years
(*4 year annualised growth rate because of limited data)
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Figure 3: Annualised FCF growth over 10 years (pre-tax)
(*4 year annualised growth rate because of limited data)

https://www.kone.com/en/Images/KONE_CMD_2017_China_tcm17-60580.pdf
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Fujitec and Kone have grown free cash flows at an annualised rate of 50% and 45% respectively from 

2007 – 2017. Schindler has seen no growth in free cash flows while the Chinese manufacturers have 

seen free cash flow growth above 10%. To understand this trend, it is important to understand the 

three business segments of companies in the E&E market.  

Companies in the E&E market generally have a stream of cash flow from the entire life cycle of the 

elevator/escalator. The installation and modernisation businesses are cyclical (but trends upwards as 

the rate of urbanisation has increased) while the maintenance business is stable, especially in 

developed countries. In Europe for example, about 80% of the maintenance contracts are handled by 

the OEM. In China, only about 30% of OEMs have the maintenance contract after installation. In 

emerging markets, fewer regulations incentivise building owners to reduce maintenance costs and 

often handle maintenance by themselves or outsource to a third party. A highly fragmented 

maintenance market means that OEMs face stiffer competition for the profitable maintenance 

contracts.  

Fujitec’s revenues have historically had the largest exposure to emerging markets while Kone and 

Schindler have generated a majority of their revenues from developed markets. This is summarised in 

Table 1. 

Table 1: Revenue contribution by region for Fujitec and its competitors 

Year Fujitec1 Kone2 Schindler3 

 Developed  Emerging  Developed  Emerging  Developed  Emerging  

2007 65% 35% 87% 13% 85% 15% 

2017 50% 50% 60% 40 70% 30% 

1Fujitec’s emerging markets include China and South Asia 

2Kone’s revenues from developed markets are the EMEA region and North America. Majority is in the Europe and North 

America region. Emerging market is Asia Pacific.  

3Schindler’s emerging market is Asia, Australia and Africa. Majority is in Asia.  

 

From 2007 – 2017, revenue contributed by emerging markets has tripled for Kone and doubled for 

Schindler. Fujitec generates an equal amount of revenue from emerging and developed markets. 

Because of its historically large exposure to emerging markets compared to its competitors, it can be 
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inferred that Fujitec captured a smaller percentage of the lucrative maintenance contracts after an 

elevator or escalator has been installed.  

Despite having a lower conversion rate for the maintenance contracts, a revenue growth of 4.8% from 

2007 – 2017 corresponds to an increase in the installed base. As the number of elevators installed 

increases, the earning power of Fujitec is improved. Its largest country market – Japan has grown 

revenues by 3.5% annualised from 2007 – 2017. Operating income from Japan has increased by 17.8% 

in this period. In North America, revenues have increased by only 0.2% annualised in the same period 

while operating income has increased by 42.2%. Stable growth of installations in the developed 

market produces steady cash flows from the lucrative maintenance contracts. This explains why 

Fujitec has grown its free cash flow at the fastest rate. 

Kone has grown revenues by 8.2% annualised from 2007 – 2017 while free cash flow grew at 45%. 

Growing installation combined with a large installed base in developed markets was responsible for 

the large free cash flow growth.   

Schindler’s revenue declined by 2.9% annualised from 2007 – 2017. This was likely caused by flat or 

declining installations. Free cash flow growth was almost flat in this period. A flat or declining order 

book means no new cash flows from maintenance contracts. Even though a vast majority of 

Schindler’s revenue is generated from developed markets, flat or declining installations mean that its 

earnings power is not improving. 

The Chinese manufacturers Guangzhou Guangri and Canny elevator enjoyed the largest revenue 

growth rates but free cash flow growth was substantially lower. This is because the fragmented and 

competitive maintenance market in China makes it difficult for the OEM to get the maintenance 

contract.  

The two most important metrics that determine long term profitability for companies in the E&E 

market are: 

I. Growth rate of new installations  

II. Fraction of new installations that can be converted into maintenance contracts.  

New installations increase the earnings potential of the business. Capturing the maintenance contract 

increases the operating margin of the business and converts the earnings potential into cash.  
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Quality  

Fujitec’s business is split into three segments – installation, maintenance and modernisation. In its 

financial statements, it does not report revenue or income generated by each segment. It does 

however breakdown revenue and operating income by region which can be used to infer the growth 

of its maintenance contracts.  

Elevator maintenance can be split into call outs and preventative work. Call outs occur when a 

technician is dispatched to deal with any malfunction while preventative work involves cleaning, 

lubricating the rails that guide the elevator, applying protective paint to prevent rust etc.  

The building owner has three options for a maintenance contract: 

1. The OEM – Fujitec in this case 

 

2. Another OEM – Kone’s business involves capturing maintenance contracts from other elevator 

manufacturers. Also, smaller independent companies carry out maintenance work. This is 

more prevalent in emerging markets where the smaller companies can undercut the OEM and 

fewer regulations create incentives for the building owner to go with the cheaper 

maintenance contract. 

 

3. Self-maintained – some universities and hospitals do this because they operate in large 

buildings with lots of elevators. It may be cheaper to have an in-house technician to quickly 

deal with any problems as they arise.  

Maintenance contracts work like an insurance policy for the building owner. He pays premiums in the 

form of maintenance fees to the maintenance contractor and doesn’t have to worry about funding for 

major repairs. As a building owner, the less risk you assume, the higher premiums you pay. Full 

maintenance contracts transfer the risk of elevator breakdown and its associated costs to the 

maintenance contractor and the price for transferring that risk is the maintenance contract fees.  

Getting a maintenance contract with the OEM has other benefits, especially in the shorter term. For 

example, some elevator companies use proprietary software and specialised tools which makes it 

difficult for a competitor to get the maintenance contract. Getting a maintenance contract from the 

OEM gives the building owner the best access to the parts and technical expertise before it becomes 

more widespread. This becomes less true in the longer term when spare parts and technical expertise 

are more widely available to customers in the industry.  
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In the case of Fujitec for example, their elevators have Primary wave detectors which can be used to 

pick up earthquake signals. Once the elevator detects the primary wave, it stops wherever it is. Fujitec 

has an automatic restart function that transports passengers to the nearest floor following seismic 

activity. This is very important for a country like Japan, Fujitec’s largest market. Japan is the most 

urbanised population in the developed world – 94% of its population lives in urban areas. This 

compares with 83% in the UK, 82% in the USA and 75% in the EU. Japan also sits on tectonic plate 

boundaries which increases the likelihood of an earthquake.  

A large urbanised population living in an area prone to earthquakes means elevator safety is very 

important. Building owners in Japan are unlikely to contract out maintenance to a third party. Fujitec’s 

financial statements don’t say this explicitly however it is clear from the numbers. Over the last 10 

years, revenue and operating income have grown at annualised rates rate of 3.5% and 17.8%. Faster 

operating income growth compared to revenue growth means margins are expanding.  Figure 4 shows 

Fujitec’s pre-tax operating margins across different regions. Europe was excluded because it only 

accounts for 0.2% of Fujitec’s revenue.  

 

In 2007, operating margins in Japan were 2.3%. In 2017, they were 8.3%. In North America, margins 

have improved as well – from -0.3% in 2007 to 4.2% in 2017.  

Margin expansion in North America is less stable because revenue growth has been less stable. 

Between 2007 – 2017, revenue growth has annualised 0.2%. However, revenue growth has picked up 

recently, with annualised growth of 12% over the last 4 years (2013 – 2017). A high revenue growth 

rate corresponds to an increased installed base. 
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Figure 4: Operating margins by region
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https://data.worldbank.org/indicator/SP.URB.TOTL.IN.ZS
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In a developed market like North America, Fujitec is likely to capture the lucrative and stable 

maintenance contracts after installation, which improves its earnings power. This is evident in the 

numbers. In 2013, revenue growth started picking up and in the subsequent 4 years, operating income 

increased by 67.2% annualised. Over the next few years, operating income in North America will 

continue to increase because of the larger installed base.  

In the emerging markets of South and East Asia, operating margins are stable but don’t grow. This 

means that an increased installed base does not increase the earnings power of Fujitec. The 

fragmented maintenance business in emerging markets means there is more competition for the 

maintenance contract.  

The stable maintenance contracts in the developed markets creates a unique situation for elevator 

manufacturers operating in these regions. Their cumulative free cash flows all exceed net income. This 

is summarised in the Table 2.  

Table 2: Cumulative 10 Y free cash flow to net income 

 

 

 

 

Over the last 10 years, cumulative free cash flow has exceeded net income for Fujitec, Kone and 

Schindler. This is a unique situation because for long term cumulative free cash flow to exceed net 

income, this means that the company’s capital expenditure is less than depreciation, assuming total 

debt did not increase. Fujitec’s debt to equity ratio has declined from 0.22 to 0.06 from 2007 – 2017. 

Free cash flows that exceed net income is unusual because for most companies, capital expenditure 

will exceed depreciation for two reasons. Firstly, depreciation is not a good estimate of replacement 

cost, it is simply an accounting term used to spread the cost of an asset over its useful life. To replace 

an asset at the end of its useful life, inflation must be factored in. Secondly, a business that is growing 

will incur more capital expenses first before any returns show on the bottom line. Capital spending at 

Fujitec is low and stable. Over the last 15 years, the median Capex to sales ratio is 2.7% and never 

exceeded 6%.  

Fujitec, Kone and Schindler are all growing (except for Schindler whose revenues have declined) and 

yet still generate free cash flows that exceed net income. Canny Elevator on the other hand has 

approximately 69% lower free cash flow than its net income. Because it mainly operates in China, it 

Company Cumulative 10 Y free cash flow/net income 

Fujitec 1.9% 

Kone 15.8% 

Schindler 8.4% 

Canny Elevator -68.7% 
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does not get a substantial amount of the lucrative maintenance contracts. Its primary source of 

income is in installation and modernisation which are cyclical businesses. 

Current Multiples & Valuation 

Multiples 

Fujitec has a net cash position so its market cap is larger than its enterprise value.  

𝐸𝑉 

𝐸𝐵𝐼𝑇
=  

𝑀𝑎𝑟𝑘𝑒 𝑐𝑎𝑝+𝑚𝑖𝑛𝑜𝑟𝑖𝑡𝑦 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡+𝑡𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡−𝑐𝑎𝑠ℎ

𝐸𝐵𝐼𝑇
 = 

80235 𝑚𝑖𝑙𝑙𝑖𝑜𝑛 𝑌𝑒𝑛 

13118 𝑚𝑖𝑙𝑙𝑖𝑜𝑛 𝑌𝑒𝑛
 = 6.1 

Table 3 summarises the current multiples 1 of Fujitec and some of its peers. 

Table 3: Multiples of Fujitec & its peers 

Multiples1 Fujitec Kone Schindler 

EV/EBIT 6.1 15.5 17.9 

EV/Sales 0.5 2.1 2.2 

P/B2 1.3 29.6 11.9 

Pre-tax FCF Yield 9.9% 4.4% 2.4% 

1Closing prices on the 13th of July 2018 

2Tangible book value 

Fujitec’s peers trade at higher multiples because they have higher operating margins and returns on 

invested capital (ROIC) as summarised in Table 4. 

Table 4: ROIC and Operating margins 

 Fujitec Kone Schindler 

5-year median 

ROIC 
17.2% 137% 98% 

5-year Median 

operating margins 
7.8% 13.9% 11.3% 

 

ROIC is calculated as: 

𝑅𝑂𝐼𝐶 =
𝐸𝐵𝐼𝑇 

𝐹𝑖𝑥𝑒𝑑 𝑎𝑠𝑠𝑒𝑡𝑠 + 𝑤𝑜𝑟𝑘𝑖𝑛𝑔 𝑐𝑎𝑝𝑖𝑡𝑎𝑙 − 𝑒𝑥𝑐𝑒𝑠𝑠 𝑐𝑎𝑠ℎ 
 

Excess cash is cash not needed for operations. For Fujitec, this is approximately 50% of its cash since 

it keeps half of its cash in time deposits with maturities exceeding three months. 



July 2018   

9 
 

Apart from higher margins and ROIC, Kone and Schindler have another edge over Fujitec; they operate 

with a negative net working capital. This means that they get paid before they need to pay their 

suppliers therefore operations are completely funded by the customer. The maintenance contracts 

are like insurance premiums which provide Kone and Schindler with ‘float’. One reason why Fujitec 

does not have a ‘float’ is because it has historically had lower exposure to the developed markets as 

shown in Table 1. 

With lower exposure to developed markets, Fujitec’s ability to convert installations into maintenance 

contracts has been limited.  

However, its growing installed base in developed markets has improved profitability. Operating 

margins in developed markets have expanded from 1.5% to 7.3% between 2007 – 2017 (about 0.5% 

per year) while margins in emerging markets have largely remained constant as shown in Figure 5. 

 

Over the last 10 years, Fujitec’s annualised revenue growth rates in the developed and emerging 

markets have closely tracked GDP in those regions as shown in Figure 6: 
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Figure 5: Operating margins in developed and emerging 
markets
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The growth markets of India and China have a large population that is less urbanised than the 

developed countries. As of 2017, India and China’s urban population is 34% and 58% of the total 

population respectively. In Japan and western developed countries, the urban population is over 75% 

of the total population.  

A long runway for urbanisation combined with fast urbanisation rates in emerging markets imply that 

there will continue to be strong demand for elevators and escalators in Asia and Fujitec will capture 

some of that growth. 

 

Valuation 

Fujitec’s fair value can be estimated in three ways: 

1. Operating income increase because of margin expansion in developed markets. New 

installations in developed markets will increase Fujitec’s maintenance income and operating 

margins. 

2. A company with a median 5-year median ROE of 9.4% should not trade near its tangible book 

value. ROE should expand in the coming years because of the increased installed base in 

developed markets however assuming ROE stays in line with the 5-year median, investors 

buying today can expect returns slightly below 9.4% a year because Fujitec is currently trading 

at a slight premium to its tangible book value.  

3. A conservative discounted cash flow (DCF) assuming free cash flow grows at 3% from now till 

perpetuity and applying an aggressive discount rate of 10%. This is a pessimistic outlook but 

sets a lower range of intrinsic value. 

2.6%

9.7%

2.5%

12.1%

Developed Market (NA + Japan) Emerging Market (India + China)

Figure 6: Relationship between Fujitec's revenue and GDP 
growth rates in different markets

(Source: GDP figures from the World Bank)

Revenue CAGR GDP CAGR

https://data.worldbank.org/indicator/SP.URB.TOTL.IN.ZS
https://data.worldbank.org/indicator/SP.URB.TOTL.IN.ZS
https://data.worldbank.org/indicator/SP.URB.TOTL.IN.ZS
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These three methods give a range of values which can be used to estimate a fair value of Fujitec shares. 

1.0 Margin Expansion  

To be conservative, it is assumed that Fujitec’s revenue growth rates in both emerging and developed 

markets will grow at only 3% (GDP growth rate in developed markets). Operating margins in emerging 

markets are assumed to stay constant at the 10-year median of 9% while in the developed market, 

they are assumed to continue to expand at 0.5% per year. This 0.5% annual margin expansion is 

reasonable based on the increased installed base in developed markets which will provide high margin 

income in the short to medium term. After 5 years, Fujitec’s operating margin from developed markets 

is expected to be around 9.8%. 

Year Developed market operating 

income (million Yen) 

Emerging market operating 

income (million Yen) 

1 7043 8174 

2 7719 8420 

3 8430 8672 

4 9176 8932 

5 9959 9200 

Total 19160 

 

An increase in operating income from 12635 million Yen in 2017 to 19160 million Yen five years from 

now corresponds to an annualised growth of 8.7%. Assuming there is no multiple expansion, the share 

price will grow at 8.7% and total shareholder returns including a current dividend yield of 2.1% give 

an annualised return of approximately 10.8% in the next 5 years.  

 

2.0 ROE and book value 

Fujitec should not trade near its tangible book value. The current price to tangible book ratio for the 

company is 1.3. Intangibles comprise about 2% of book value therefore tangible book value and total 

shareholders’ equity are approximately the same. 

In 2017, the company had an after tax ROE of 9.4%. Over the last 5 years, median ROE was 9.4%. 

Between 2000 – 2005, median ROE was 1.9%. This increase is largely attributable to the increased 

install base and income generated from the maintenance contracts.  
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In the coming years, the median ROE should be higher than 9.4% reported in 2017 because of the 

increased installed base in developed markets. However, assuming ROE stays at 9.4%, how much can 

investors hope to gain in the coming years? This depends on the current P/B ratio and the retained 

earnings of the company.  

Assuming 100% of the Fujitec’s earnings were retained and Fujitec trades at a P/B ratio of 1, 

shareholders can expect to see returns that match ROE of 9.4%.  

However, 100% of Fujitec’s earnings are not retained and the P/B ratio is 1.3. An average dividend 

pay-out ratio of 27% over the last 5 years means that approximately 73% of earnings are retained by 

the company. With ROE at 9.4% and 73% earnings retention, tangible book value should grow at 

approximately 7% per year.  

Assuming there is no multiple expansion, investors today can expect to gain 7% through book value 

growth and a 2.1% dividend yield for a total return of 9% per year at a minimum. The returns will be 

higher if: 

I. Installed base in developed markets continues to grow  

II. Change in regulation in emerging markets which will incentivise building owners to choose 

the OEM for elevator maintenance  

III. Fujitec acquires smaller elevator maintenance companies in South and East Asia 

In summary, multiple expansion should occur if Fujitec can improve its ability to capture the 

maintenance contract after installation. Multiple expansion is however not key to the valuation and 

9% annual returns is better than most opportunities on the market today.  

 

3.0 Discounted Cash Flow (DCF) 

Fujitec generated 10430 million Yen of after tax free cash flow in 2017. With 80.71 million shares 

outstanding, this corresponds to a free cash flow per share of 129 Yen.  

Assuming FCF grows at 3% annually from now till perpetuity and a discount rate of 10% is applied, the 

present value of future cash flows is approximately 1900 Yen. This gives a 25% margin of safety based 

on the current share price of 1422 Yen with a 34% potential upside.  

A 3% FCF growth from now till perpetuity is very conservative. Assuming inflation runs at 3% annually, 

a 3% free cash flow growth rate becomes 0% growth in real terms. This scenario is unlikely to happen 

but sets a floor for the minimum fair value of Fujitec at 1900 Yen per share.  
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Management & Capital Allocation 

The CEO - Takakazu Uchiyama has held the position since 2002. This is important in understanding 

future capital allocation decisions.  

Fujitec is a selective buyer of its own shares. It has bought back shares at three different points as far 

back as records show: 

2003 – 18.9 billion Yen 

2015 – 6.9 billion Yen 

2016 – 7.7 billion Yen  

Figure 7 shows the share price at the different buyback periods. 

 

 

 

 

 

 

 

 

 

A company that selectively buys back shares is better than one that constantly buys back in fixed 

proportions because a company’s share price cannot be equally attractive at all times. From this, it 

can be seen that Fujitec has added value to shareholders by its selective buybacks.  

Fujitec’s management is averse to debt and the company has steadily deleveraged. In 2007, debt to 

equity was 0.22. In 2017, debt to equity was 0.06. 
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Risks 

The biggest short term risk facing Fujitec is a slowdown in the Chinese economy. China’s credit as a 

percentage to GDP is 256% and the economy is highly leveraged. If the Chinese property bubble 

collapses, Fujitec’s revenue and income will be affected.  

The company’s balance sheet is healthy – the debt to equity ratio is 0.06 and it has a net cash position. 

It is well positioned to survive a slowdown in the Chinese economy. Steady cash flows from the 

maintenance contracts in the developed market should be enough to keep the company profitable in 

the event of a significant slowdown of the Chinese economy. During the global financial crises, Fujitec 

lost money while Kone and Schindler remained profitable. During a recession, construction of new 

buildings will slow down which will reduce profitability. However, maintenance contracts will still 

provide steady cash flows even during a recession. With the recent growth of installation in North 

America, Fujitec’s earnings power has improved and it will be more resilient in any future recessions.    

Currency fluctuations are also a risk since about 50% of Fujitec’s revenues are generated outside 

Japan. This could lead to volatile quarterly and annual results but will not have a material impact on 

the investment thesis.  

Disclaimer 

I do not own any shares in Fujitec and have no plans to change my position in the next 7 days. This 

article reflects my opinions on Fujitec and is not a recommendation to buy shares in the company.  

https://www.bis.org/statistics/totcredit.htm?m=6%7C380%7C669

