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This update may not be effective for some regulatory jurisdictions until certain requirements are met, such as local language translation.
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The grid contains five factors that are important in our assessments for ratings in the homebuilding and
property development sector:
1.

Scale

2.

Business Profile

3.

Profitability and Efficiency

4.

Leverage and Coverage

5.

Financial Policy

O
ET UT
H D
O AT
DO E
D
LO
G
Y

Some of these factors also encompass a number of sub-factors. Since an issuer’s scoring on a particular grid
factor or sub-factor often will not match its overall rating, in Appendix B we include a discussion of some of
the grid “outliers” – companies whose grid-indicated rating for a specific sub-factor differs significantly from
the actual rating – in order to provide additional insights.

This rating methodology is not intended to be an exhaustive discussion of all factors that our analysts
consider in assigning ratings in this sector. We note that our analysis for ratings in this sector covers factors
that are common across all industries such as ownership, management, liquidity, corporate legal structure,
governance, and country related risks, which are not explained in detail in this document, as well as factors
that can be meaningful on a company-specific basis. Our ratings consider these and other qualitative
considerations that do not lend themselves to a transparent presentation in a grid format. The grid used for
this methodology reflects a decision to favor a relatively simple and transparent presentation rather than a
more complex grid that would map grid-indicated ratings more closely to actual ratings.
Highlights of this report include:
»

An overview of the rated universe

»

A summary of the rating methodology

»

A description of factors that drive rating quality

»

Comments on the rating methodology assumptions and limitations, including a discussion of rating
considerations that are not included in the grid

The Appendices show the full grid (Appendix A), tables that illustrate the application of the grid to the
covered issuers, with explanatory comments on some of the more significant differences between the gridimplied rating for each sub-factor and our actual rating (Appendix B) 2.

M

This methodology describes the analytical framework used in determining credit ratings. In some instances,
our analysis is also guided by additional publications which describe our approach for analytical
considerations that are not specific to any single sector. Examples of such considerations include but are not
limited to: the assignment of short-term ratings, the relative ranking of different classes of debt and hybrid
securities, how sovereign credit quality affects non-sovereign issuers, and the assessment of credit support
from other entities. Documents that describe our approach to such cross-sector methodological
considerations can be found here.

This publication does not announce
a credit rating action. For any
credit ratings referenced in this
publication, please see the ratings
tab on the issuer/entity page on
www.moodys.com for the most
updated credit rating action
information and rating history.

2
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In general, the rating utilized for comparison to the grid-implied rating is the Corporate Family Rating (CFR) for speculative-grade issuers and the senior unsecured rating for investmentgrade issuers. Individual debt instrument ratings also factor in decisions on notching for seniority level and collateral. Related documents that provide additional insight in this area are the
rating methodologies “Loss Given Default for Speculative Grade Non-Financial Companies in the U.S., Canada and EMEA”, published June 2009, and “Updated Summary Guidance for
Notching Bonds, Preferred Stocks and Hybrid Securities of Corporate Issuers”, published February 2007.
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About the Rated Universe
This methodology is applicable to companies that are engaged primarily in the construction and sale of
finished single- and multi-family housing to large-scale residential apartments. These companies may have
smaller activities in the development of commercial properties and property investment. However,
companies whose largest activity is the development of commercial properties for long-term investments
are covered by the rating methodology for REITs and Other Commercial Property Firms. Companies that
generate their revenues or operating cash flows from construction or refurbishing of buildings for
commercial purposes (offices, warehouses) or public purposes (schools, hospitals, government buildings),
are covered by the Construction Industry rating methodology. Building materials companies, which produce
some of the raw material inputs for the homebuilding and property development industry, are also not
covered by this methodology, as the credit profiles of such companies are characterized by manufacturing
and distribution characteristics.
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In total, Moody’s rates 95 homebuilders and property developers globally, representing approximately $90
billion in rated debt. China and North America are the two largest portfolios covering 48 and 26 rated
issuers with approximately $50 billion and $31 billion of rated debt. Moody’s also rates 11 issuers in Brazil
and Mexico with $1 billion of rated debt, and 2 issuers in Hong Kong with $5 billion of rated debt.
The illustrative mapping examples in the Appendix show grid mapping for a representative sample of 50
homebuilders and property developers, representing more than half of the portfolio, and roughly $60 billion
of rated debt.
Homebuilders and property developers covered by this methodology represent a diverse group of issuers
differentiated by scale, market position and geographic reach. The majority of the currently rated issuers
have speculative-grade ratings.
A significant proportion of Chinese property developers are rated at speculative-grade level. They generally
have high debt leverage as they use debt to fund business expansion in a high growth market. Their
operations are also exposed to the evolving regulatory environment which aims at maintaining price
stability and curtailing speculative demand. Additionally, their access to domestic capital markets and bank
funding is susceptible to regulatory changes. Such risk exposure in most cases is consistent with a
speculative-grade rating profile.

M

Most U.S. homebuilders are also rated at a speculative-grade level. Credit quality of the sector in the U.S.
has benefitted from a significant restructuring of operations and balance sheets that has occurred since the
industry downturn that had its beginnings in 2005, took full force in 2007, and lasted until late 2011. For
some U.S. domiciled homebuilders, this restructuring occurred as part of bankruptcy reorganizations. Yet
even with the benefit of these restructurings, we continue to regard the homebuilding and property
development industry as having many higher than average risk characteristics, which is a significant factor in
the high proportion of companies with speculative-grade ratings. Principal among these risks are the
potential for substantial earnings volatility, speculative building and buying, and tendencies for
homebuilders to heavily invest in land inventory. Combined with the high financial leverage seen among
many homebuilders, the overall credit profile of most homebuilders are consistent with speculative-grade
ratings.

3
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The following table illustrates the distribution of ratings in the homebuilding and property development
industry.
EXHIBIT 1

Homebuilding and Property Development Industry Rated Issuers
Company

Moody's Rating

Outlook

Country Of Domicile

China Overseas Land & Investment Limited

Baa1

Stable

China

China Vanke Co., Ltd.

Baa2

Stable

China

Poly Real Estate Group Co. Ltd

Baa2

Stable

China

Sino-Ocean Land Holdings Limited

Baa3

Stable

China

Asia
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China

Yuexiu Property Company Limited

Baa3

Stable

China

Longfor Properties Co. Ltd.

Ba1

Stable

China

Country Garden Holdings Company Limited

Ba2

RURU

China

Shimao Property Holdings Limited

Ba2

Stable

China

Central China Real Estate Limited

Ba3

Stable

China

CIFI Holdings (Group) Co. Ltd.

Ba3

Stable

China

Ba3

Stable

China

Agile Property Holdings Limited

Ba3

Negative

China

Greentown China Holdings Limited

B1

RURU

China

Sunac China Holdings Limited

B1

Stable

China

Times Property Holdings Limited

B1

Stable

China

Yuzhou Properties Company Limited

B1

Stable

China

Evergrande Real Estate Group Limited

B1

Negative

China

China Aoyuan Property Group Limited

B2

Stable

China

Modern Land (China) Co., Ltd.

B2

Stable

China

Hopson Development Holdings Limited

B3

Negative

China

Caa3

Negative

China

Lippo Karawaci Tbk (P.T.)

Ba3

Stable

Indonesia

Alam Sutera Realty Tbk

B1

Stable

Indonesia

NVR Inc.

Baa2

Stable

U.S.

M

Guangzhou R&F Properties Co., Ltd.

D.R. Horton, Inc.

Ba1

Stable

U.S.

M.D.C. Holdings, Inc.

Ba1

Stable

U.S.

PulteGroup, Inc.

Ba1

Stable

U.S.

Toll Brothers, Inc.

Ba1

Stable

U.S.

Lennar Corporation

Ba3

Positive

U.S.

Meritage Homes Corporation

Ba3

Stable

U.S.

Ryland Group, Inc. (The)

Ba3

Stable

U.S.

Brookfield Residential Properties Inc.

B1

Stable

Canada

Standard Pacific Corp.

B1

Stable

U.S.

Glorious Property Holdings Limited
Indonesia

North America

4

APRIL 28, 2015

RATING METHODOLOGY: HOMEBUILDING AND PROPERTY DEVELOPMENT INDUSTRY

CORPORATES

EXHIBIT 1

Homebuilding and Property Development Industry Rated Issuers
Company

Moody's Rating

Outlook

Country Of Domicile

KB HOME

B2

Positive

U.S.

Shea Homes Limited Partnership

B2

Positive

U.S.

M/I Homes, Inc.

B2

Stable

U.S.

Hovnanian Enterprises, Inc.

B3

Stable

U.S.

Caa1

Positive

U.S.

Ba1

Stable

UK

Emaar Properties PJSC

Ba1

Positive

UAE

Dar Al Arkan Real Estate Development Company

Ba3

Stable

Beazer Homes USA, Inc.
Europe
Taylor Wimpey plc
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Middle East

Saudi Arabia

Latin America
Brazil

Cyrela Brazil Realty S.A. Empreend E Part

Ba2

Stable

Brazil

Even Construtora e Incorporadora S/A

Ba3

Stable

Brazil

Brookfield Incorporacoes S.A.

B1

Negative

Brazil

Gafisa S/A

B1

Negative

Brazil

PDG Realty S.A. Empreend. e Participacoes

B3

Negative

Brazil

Consorcio ARA, S.A.B. de C.V.

Ba2

Stable

Mexico

Corpovael, S.A. de C.V.

B1

Stable

Mexico

Vinte Viviendas Integrales, S.A.P.I. de C.V.

B1

Stable

Mexico

Servicios Corporativos Javer, S.A.P.I. de CV

B2

Stable

Mexico

Mexico

Ratings and outlooks in this table are as of April 22, 2015. The table shows a representative sample of the 95 rated companies.

About This Rating Methodology

This report explains the rating methodology for homebuilding and property development companies in
seven sections, which are summarized as follows:

1. Identification of the Grid Factors

M

The grid in this rating methodology is comprised of five factors. Some of the five factors are comprised of
sub-factors that provide further detail.

The grid elements are applicable for companies in markets with different market dynamics, except for the
leverage sub-factor, for which we use different metrics for companies in high growth markets and
companies in standard markets.
High growth markets, such as China, are characterized by high growth in property sales over long periods of
time, underpinned by sustained high economic growth rates, ongoing urbanization and strong demand for
upgrades in living standards. Companies operating in these markets will exhibit high growth in both
revenues and debt, as they tend to rely on debt to fund their growth. A revenue to debt ratio provides more
current insights in these markets for assessing the degree of risk when a property company uses debt
leverage to execute its business growth plan.

5
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For companies operating in standard markets (all markets that do not fit the criteria stated for high growth
markets), a ratio of debt to total capitalization ratio provides a useful indicator of leverage and provides
insights on capital structure discipline.
EXHIBIT 2

Homebuilding And Property Development Industry Grid
Broad Factors

Factor
Weighting

Sub-Factors

Sub-Factor
Weighting

1) Scale

15%

Revenue

15%

2) Business Profile

25%

Business Profile

25%

3) Profitability and Efficiency

10%

Cost Structure (Pre-Impairment Gross Margin)

10%

4) Leverage and Coverage

30%

a)
b)

15%
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EBIT Coverage of Interest
i. For companies in High Growth Markets:
Revenue to Debt; or
ii. For companies in Standard Markets:
Homebuilding and Property Development Debt to
Total Capitalization

5) Financial Policy

20%

Financial Policy

15%
15%
20%

2. Measurement or Estimation of Factors in the Grid

We explain our general approach for scoring each grid factor and show the weights used in the grid. We
also provide a rationale for why each of these grid components is meaningful as a credit indicator. The
information used in assessing the sub-factors is generally found in or calculated from information in
company financial statements, derived from other observations, or estimated by Moody’s analysts.
Our ratings are forward-looking and reflect our expectations for future financial and operating performance.
However, historical results are helpful in understanding patterns and trends of a company’s performance as
well as for peer comparisons. We utilize historical data (in most cases, the last twelve months of reported
results) in this document to illustrate the application of the rating grid. However, the factors in the grid can
be assessed using various time periods. For example, rating committees may find it analytically useful to
examine both historic and expected future performance for periods of several years or more. All of the
quantitative credit metrics incorporate Moody’s standard adjustments to income statement, cash flow
statement and balance sheet amounts for restructuring, impairment, off-balance sheet accounts, receivable
securitization programs, under-funded pension obligations, and recurring operating leases. Moody’s may
also make other analytical adjustments that are specific to a particular company.

M

For definitions of Moody’s most common ratio terms please see Moody’s Basic Definitions for Credit
Statistics, User’s Guide (June 2011). For a description of Moody’s standard adjustments, please see Moody’s
Approach to Global Standard Adjustments in the Analysis of Financial Statements for Non-Financial
Corporations (December 2010). These documents can be found at www.moodys.com under the Research
and Ratings directory.

3. Mapping Grid Factors to the Rating Categories
After estimating or calculating each sub-factor, the outcomes for each of the sub-factors are mapped to a
broad Moody’s rating category (Aaa, Aa, A, Baa, Ba, B, Caa, or Ca).

4. Mapping Issuers to the Grid and Discussion of Grid Outliers
In Appendix B, we provide a table showing how each rated company maps to grid-indicated ratings for each
sub-factor and factor. We highlight companies whose grid-indicated performance on a specific sub-factor is
two or more broad rating categories higher or lower than its actual rating and discuss some general reasons
for such positive and negative outliers for a particular sub-factor.

6
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5. Assumptions and Limitations and Rating Considerations That Are Not Included in the
Grid
This section discusses limitations in the use of the grid to map against actual ratings, some of the additional
factors that are not included in the grid but can be important in determining ratings, and limitations and
assumptions that pertain to the overall rating methodology.

6. Determining the Overall Grid-Indicated Rating
To determine the overall rating, we convert each of the six sub-factor scores into a numeric value based
upon the scale below.
Aa

A

Baa

Ba

B

Caa

Ca

1

3

6

9

12

15

18

20
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Aaa

The numerical score for each sub-factor is multiplied by the weight for that sub-factor with the results then
summed to produce a composite weighted factor score. The composite weighted factor score is then
mapped back to an alphanumeric rating based on the ranges in the table below.
Grid-Indicated Rating

M

Grid Indicated Rating

Aggregate Weighted Total Factor Score

Aaa

x < 1.5

Aa1

1.5 ≤ x < 2.5

Aa2

2.5 ≤ x < 3.5

Aa3

3.5 ≤ x < 4.5

A1

4.5 ≤ x < 5.5

A2

5.5 ≤ x < 6.5

A3

6.5 ≤ x < 7.5

Baa1

7.5 ≤ x < 8.5

Baa2

8.5 ≤ x < 9.5

Baa3

9.5 ≤ x < 10.5

Ba1

10.5 ≤ x < 11.5

Ba2

11.5 ≤ x < 12.5

Ba3

12.5 ≤ x < 13.5

B1

13.5 ≤ x < 14.5

B2

14.5 ≤ x < 15.5

B3

15.5 ≤ x < 16.5

Caa1

16.5 ≤ X < 17.5

Caa2

17.5 ≤ X < 18.5

Caa3

18.5 ≤ X < 19.5

Ca

x ≥ 19.5

For example, an issuer with a composite weighted factor score of 14.6 would have a B2 grid-indicated
rating. We used a similar procedure to derive the grid-indicated ratings shown in the illustrative examples.

7. Appendices
The Appendices provide illustrative examples of grid-indicated ratings based on historical financial
information. The discussion of the grid outliers provides additional insights on our view of credit risks in this
industry.
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Factor 1: Scale (15% weight)
Why It Matters
Scale reflects size, market position and brand name. There are a number of advantages to possessing large
scale in this industry. Being among the largest and leading players in numerous markets can provide better
access to skilled subcontractors and bank financing, first choice among land deals, greater purchasing and
pricing power, while at the same time offering stronger staying power and better financial and operational
flexibility during a downturn. Furthermore, large companies tend to have broad geographic coverage, which
also offers them the benefits of geographic diversification.
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In high growth markets such as China, large residential property developers tend to have apparent benefits
over smaller players including easier access to bank financing and strong financial power to bid for land in
good locations. Many rated developers in China have continued to grow rapidly and to gain market shares
by acquiring projects from small and financially weak companies in the last decade.
It is noteworthy that none of the six publicly rated homebuilders that went into bankruptcy during the
recent six year industry downturn in the U.S. were among the revenue leaders. Most were small and highly
localized.

How We Assess It for the Grid

Revenues in the grid refer to homebuilding and property development and investment revenues, which
equal home and property sales, land sales and rental income over the trailing 12-month period.

FACTOR 1

Scale (15%)
Revenue (USD Billion)

Aaa

Aa

A

Baa

Ba

B

Caa

Ca

≥ $50

$30 - $50

$15 - $30

$5 - $15

$1.5 - $5

$0.5 - $1.5

$0.2 - $0.5

< $0.2

Factor 2: Business Profile (25% weight)
Why It Matters

Business profile is evaluated on a qualitative basis, which includes a broad assessment of operating position,
business and acquisition strategies, product mix, geographic diversity, and execution ability. Companies
with strong execution, prudent business and acquisition strategies, and balanced product and geographic
mix tend to have higher operational and cash flow stability, which strengthens their ability to buffer market
volatility and manage through market downturns.

M

On the other hand, companies with weak execution and operating position will be more susceptible to
downturns in economic growth and consumer spending. Companies with deteriorating market positions can
find it difficult to attract and retain skilled employees without paying excessive compensation. They may
also need to devote more time and money to promotional sales practices, and can experience greater
difficulty in obtaining capital at a competitive cost.
Most companies in this industry have high operating leverage that can lead to large swings in earnings and
cash flow and potential pressure on liquidity. In this industry, management needs to devote considerable
attention to adjusting cost structures to minimize damage to revenue and earnings when business slows,
while balancing the potential negative effects on employee morale, ability to invest in new products, and
customer service quality.

8
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Business profile is an important factor to consider in assessing the rating of Chinese property developers.
China’s residential property sector is highly regulated by the government, which will affect developers’ sales
performance and their financial and liquidity positions. But the degree of impact would vary depending on
each company’s area of operation and product mix. The primary objectives of the Chinese government’s
control measures are to curb speculative investments and to ensure that property market activities do not
cause instability to the government or to the country’s economy. Therefore, companies with a business
strategy focusing on end user demand are less susceptible to business volatility arising from tightening of
government controls against speculative activities. Broad geographic diversity can also mitigate companies’
exposure to local economic and regulatory risks.
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Although most U.S. homebuilders tend to have similar business models, NVR (Baa2 stable) stands out as
having a totally different business model, which encompasses an option-only strategy with respect to its
land position, thus minimizing its inventory investment and permitting positive earnings and cash flow
during both good times and bad. NVR navigated the recent downturn in the U.S. with less volatility in its
reported results than its peers and with credit metrics largely intact, albeit somewhat weakened.

How We Assess It for the Grid

The grid scoring for Business Profile is based on a qualitative assessment of the issuer’s business strategy;
market position; product, price-point and geographic diversity; inventory management; how conservative or
aggressive its land strategy is, including the percentage of owned vs. optioned land; percentage of
speculative construction vs. construction done under a firm contract; use of off-balance sheet structures;
and execution track record vs. plan.

FACTOR 2

Business Profile (25%)
Aaa

Expected
volatility in results
is almost nonexistent.
Supported by a
commanding
market position,
effective cost
management,
very prudent land
strategy and
excellent
execution track
record. Wellbalanced national
reach.

Aa

A

Baa

Ba

B

Caa

Ca

Very low
expected
volatility in
results. Supported
by a deeply
entrenched and
leading market
position that is
highly defensible
through cost
control. Prudent
land strategy and
strong execution
track record.
Balanced national
exposure.

Low expected
volatility in
results.
Supported by a
strong market
position, visible
competitive
advantages and
solid diversity
characteristics.
Cautious land
strategy and
solid execution
track record.
National
exposure.

Moderate expected
volatility in results.
Supported by a solid
market position and
at least one clear
competitive
advantage. Good
diversity
characteristics
provide a buffer
against sudden/
unexpected shifts in
demand. Land
strategy balances
growth vs. liquidity.
Execution track
record largely in line
with expectations.

Results are
vulnerable
to periods of
heightened
volatility. Such
exposure is
tempered by an
solid market
position in a
number of its core
markets and fair
diversity
characteristics.
Land strategy
tends to be
aggressive.
Modest execution
track record.

Results are
expected to be
highly volatile.
Market position
could quickly
erode.
Concentration
risk. Aggressive
land strategy and
inconsistent
execution track
record.

Results are
expected to be
extremely
volatile. High
exposure to
emerging trends
and high
concentration
risk. Very
aggressive land
strategy and
consistent underperformance in
execution track
record.

Results are
expected to be
extremely
volatile. Very high
exposure to
emerging trends
and very high
concentration
risk. Land strategy
tends to embody
very large, debtfinanced land
parcels. Poor
execution track
record.

M

Business
Profile
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Factor 3: Profitability and Efficiency (10% weight)
Why It Matters
Profitability is an indicator for the success of the business and effectiveness of management as well as the
company’s ability to support operations and business growth.
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Technological innovation has been slow and infrequent for the homebuilding and property development
industry, and many companies still build homes the way they did 30 years ago. Some companies have been
attempting to differentiate themselves by experimenting with different materials or processes and by
pursuing national contracts with a few major vendors of related products so as to reap purchasing
economies of scale. Many Chinese property developers have increasingly standardized their product design
and use of materials to reduce costs and increase purchasing economies of scale. Profitability is one
indicator for the success of such efforts.

How We Assess It for the Grid

Cost structure is estimated by gross margins that include interest charged to cost of goods sold and
exclude land impairment charges so as to focus on current profitability and efficiency.

FACTOR 3

Profitability and Efficiency (10%)
Cost Structure (Pre-Impairment
Gross Margin)

Aaa

Aa

A

Baa

Ba

B

Caa

Ca

≥ 65%

50% - 65%

36% - 50%

28% - 36%

21% - 28%

14% - 21%

7% - 14%

< 7%

Factor 4: Leverage and Coverage (30% weight)
Why It Matters

An important rating focus in this sector is the perceived ability of homebuilders and property developers to
maintain sufficient financial flexibility when market or regulatory developments lead to shocks to their
business and finances.

How We Assess It for the Grid

EBIT Coverage of Interest is an indicator for a company’s ability to fund interest payments. Interest
coverage is normally calculated for the grid as follows:

M

(Pretax income from continuing operations + interest expense + interest charged to cost of goods sold +
impairments ± unremitted equity losses/income from off-balance sheet joint ventures + dividends received
from off-balance sheet joint ventures ± extraordinary items) / (interest expense + interest capitalized).
If an issuer’s financial statements do not consistently disclose interest charged to cost of goods sold, which
is the case for issuers in several large countries with rated issuers, the interest coverage formula is modified
to substitute “capitalized interest” in the numerator for “interest charged to cost of goods sold.” Capitalized
interest will generally be higher than interest charged to cost of goods sold when companies are growing
rapidly but the two measures should converge over long periods of time as even a strong market will
eventually experience periods of slow-down in this cyclical industry.

Revenue to Debt is a useful indicator for the use of leverage by property developers in high growth markets
to generate revenue and is calculated as the company’s revenue divided by total debt. Property developers
in high growth markets tend to use debt extensively to fund their rapid growth and their debt to
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capitalization ratios are less useful in differentiating relative credit risk. In markets with persistently high
growth, revenue to debt ratio can provide insights on whether a property company can effectively use debt
leverage to execute its business growth plan. Moody’s adjustments to total debt consider our perception of
risk borne by the issuer, and may change over time if we perceive a shift in these risks.
H omebuilding and Property Development Debt to Total Capitalization is a useful way to compare the
capital structures of homebuilding and property development companies in standard markets. Debt
leverage provides a simple indication for the cushion and financial flexibility available to a homebuilder
during a downturn. This ratio is also a good indicator of the importance that management attaches to
creditor protection since management has more control over this than many other leverage measures.

FACTOR 4
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Our homebuilding and property development debt measures typically exclude the debt of financial services
subsidiaries (these are common in the U.S.) because the arrangements we have reviewed have been low risk
to the parent company and including such finance operations on the balance sheet would mix two very
different activities. The debt of these subsidiaries is almost always non-recourse to the parent homebuilding
and property development company, secured by the mortgages underpinning this debt, and tends to
amortize quickly, as the mortgage is usually sold within 0-60 days, with proceeds used to pay down the
underlying debt.

Leverage and Coverage (30%)
a) EBIT Coverage of Interest (15%)

Aaa

Aa

A

Baa

Ba

B

Caa

Ca

≥ 20x

15x – 20x

10x – 15x

6x – 10x

3x – 6x

1x – 3x

0x – 1x

<0x

65% - 85%

45% - 65%

<45%

50% - 65%

65% - 80%

≥ 80%

For companies in high growth markets
b) i) Revenue to Debt (15%)

≥ 250%

195% - 250% 145% - 195% 115% - 145% 85% - 115%

For companies in standard markets
b) ii) HB and PD Debt to Total
Capitalization (15%)

< 20%

20% - 25%

25% - 30%

30% - 40%

40% - 50%

Factor 5: Financial Policy (20% weight)
Why It Matters

Management and board tolerance for financial risk is a key rating consideration as it will directly affect debt
levels and credit quality as well as the risk of adverse debt leverage movements.

M

Financial policies provide a guide to the appetite of a company’s governing board and management for risk
and the likely future direction for the company’s capital structure. Key issues include debt leverage, coverage
and return targets, liquidity management, cash distributions to shareholders, and acquisition strategies. A
company’s public commitments in these areas, the consistency of those commitments in our interactions
with the company, its track record of adhering to commitments, and the degree to which its targets appear
to be realistic are important considerations.
A company’s financial risk tolerance can serve as a guidepost for its investments and capital allocation.
Management’s commitment to maintaining its existing credit profile or sustaining an improved credit
profile can be an important rating consideration. Ratings consider the likelihood that management may
make strategic acquisitions, distribute cash to shareholders, or complete spin-offs or other leveraging
transactions. Conversely, a company’s credit rating may be better able to withstand a moderate leveraging
event if management has demonstrated commitment to returning credit metrics to pre-transaction levels
and has a strong track record of doing so.
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Some homebuilding and property development companies are controlled by a family or dominant
shareholder group. The controlling shareholders exert significant influence over financial policies, and their
comfort level with debt leverage – particularly as signaled by prior actions – is a key consideration in our
assessment for this factor. Family-controlled companies in this sector may be more risk-tolerant but are also
subject to shifts in financial policies as ownership moves through successive generations or passes out of
family hands. Private equity owners in this sector are usually financially oriented, tend to use debt leverage
aggressively, and have shorter holding periods than strategic owners, which create event risk.

How We Assess It for the Grid

O
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Moody’s assesses the issuer’s capital structure goals, history of prior actions, and adherence to its
commitments. Attention is paid to use of cash flow through different phases of economic cycles. Also of
interest is the way in which management responds to key events, such as a tight credit market liquidity
environment, legal actions, competitive challenges, regulatory pressures, and labor disputes.
Management’s appetite for M&A activity is also assessed with a focus on the type of transactions (i.e., core
competency or new business) and funding decisions. Frequency and materiality of acquisitions and previous
financing choices are evaluated. A history of debt-financed or credit-transforming acquisitions increases risk.

We consider a company’s and its owners’ past record of balancing shareholder returns and bondholders’
interests. A track record of favoring shareholder returns at the expense of bondholders is a negative rating
consideration.

FACTOR 5

Financial Policy (20%)
Aaa

Financial Expected to have
Policy
extremely
conservative
financial policies;
very stable
metrics; public
commitment to
very strong credit
profile over the
long term

Aa

A

Baa

Ba

B

Caa

Ca

Expected to have
very stable and
conservative
financial policies;
stable metrics;
minimal event risk
that would cause a
rating transition;
public
commitment to
strong credit
profile over the
long term

Expected to have
predictable
financial policies
that preserve
creditor interests.
Although modest
event risk exists,
the effect on
leverage is likely to
be small and
temporary; strong
commitment to a
solid credit profile

Expected to have
financial policies
that balance the
interest of
creditors and
shareholders;
some risk that
debt-funded
acquisitions or
shareholder
distributions could
lead to a weaker
credit profile

Expected to have
financial policies
that tend to favor
shareholders over
creditors; above
average financial
risk resulting from
shareholder
distributions,
acquisitions or
other significant
capital structure
changes

Expected to have
financial policies
that favor
shareholders over
creditors; high
financial risk
resulting from
shareholder
distributions,
acquisitions or
other significant
capital structure
changes

Expected to have
financial policies
that create
elevated risk of
debt restructuring
in varied economic
environments

Expected to
have financial
policies that
create elevated
risk of debt
restructuring
even in healthy
economic
environments

Assumptions and Limitations and Other Rating Considerations That are not
Covered in the Grid

M

The grid in this rating methodology represents a decision to favor simplicity that enhances transparency and
to avoid greater complexity that would enable the grid to map more closely to actual ratings. Accordingly,
the five rating factors in the grid do not constitute an exhaustive treatment of all of the considerations that
are important for ratings of companies in the global homebuilding and property development sector. In
addition, our ratings incorporate expectations for future performance, while the financial information that is
used to illustrate the mapping in the grid in this document is mainly historical. In some cases, our
expectations for future performance may be informed by confidential information that we can’t disclose. In
other cases, we estimate future results based upon past performance, industry trends, competitor actions or
other factors. In either case, predicting the future is subject to the risk of substantial inaccuracy.
Assumptions that may cause our forward-looking expectations to be incorrect include unanticipated
changes in any of the following factors: the macroeconomic environment and general financial market
conditions, industry competition, or regulatory and legal actions.
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Key rating assumptions that apply in this sector include our view that sovereign credit risk is strongly
correlated with that of other domestic issuers, that legal priority of claim affects average recovery on
different classes of debt, sufficiently to generally warrant differences in ratings for different debt classes of
the same issuer, and the assumption that access to liquidity is a strong driver of credit risk.
In choosing metrics for this rating methodology grid, we did not explicitly include certain important factors
that are common to all companies in any industry such as the quality and experience of management,
assessments of corporate governance and the quality of financial reporting and information disclosure.
Ranking these factors by rating category in a grid would in some cases suggest too much precision in the
relative ranking of particular issuers against all other issuers that are rated in various industry sectors.
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Ratings may include additional factors that are difficult to quantify or that have a meaningful effect in
differentiating credit quality only in some cases, but not all. Such factors include financial controls, exposure
to uncertain licensing regimes, and possible government interference in some countries. Regulatory,
litigation, liquidity, technology, and reputational risk as well as changes to consumer and business spending
patterns, competitor strategies, and macroeconomic trends also affect ratings. While these are important
considerations, it is not possible to precisely express these in the rating methodology grid without making
the grid excessively complex and significantly less transparent. Ratings may also reflect circumstances in
which the weighting of a particular factor will be substantially different from the weighting suggested by the
grid.
This variation in weighting rating considerations can also apply to factors that we choose not to represent in
the grid. For example, liquidity is a consideration frequently critical to ratings and which may not, in other
circumstances, have a substantial impact in discriminating between two issuers with a similar credit profile.
As an example of the limitations, ratings can be heavily affected by extremely weak liquidity that magnifies
default risk. However, two identical companies might be rated the same if their only differentiating feature
is that one has a good liquidity position while the other has an extremely good liquidity position, unless
these are very low rated companies for which liquidity can play an outsized role in avoiding default.

Other Rating Considerations

Ratings encompass a number of additional considerations. These include but are not limited to: our
assessment of the quality of management, corporate governance, financial controls, liquidity management,
event risk and seasonality.

Other Financial Measures

M

While our analysis focuses on the financial measures included in the grid, other financial measures can be
important, particularly when these move in an unexpected way or are far out of line with measures for peer
companies involved in the same business activities. For example, tangible net worth is not included in the
grid but can often provide additional analytical insight in our assessment of the scale of the rated
homebuilders, mostly in the U.S. Unlike other industries, in which highly leveraged companies with large
amounts of negative tangible net worth can operate with a modicum of success, the homebuilding and
property development industry requires an enormous amount of capital to purchase, develop, and hold
large amounts of land and work-in-process inventories. As a result, a company with negative or very low
tangible net worth (assuming that this is an accurate indicator for economic net worth) may have an
untenable capital structure.

Management Strategy
The quality of management is an important factor supporting a company’s credit strength. Assessing the
execution of business plans over time can be helpful in assessing management’s business strategies, policies,
and philosophies and evaluates management performance relative to performance of competitors and our
projections. A record of consistency provides Moody’s with insight into management’s likely future
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performance in stressed situations and can be an indicator of management’s tendency to depart
significantly from its stated plans and guidelines.

Corporate Governance
Among the areas of focus in corporate governance are audit committee financial expertise, the incentives
created by executive compensation packages, related party transactions, interactions with outside auditors,
and ownership structure.
Corporate governance is an important consideration especially in emerging markets like China, where many
of the rated companies are majority owned by a group of individuals or a family. Many of them also have
short listing history, and their corporate governance standards are less mature. Recent events involving
Kaisa Group Holdings Limited (Ca review for upgrade) are a reminder of the importance of corporate
governance. Developments that may be of interest in this industry, include, but are not limited to:
Material regulatory actions against the company or its senior executives.

»

Material changes in major shareholders' stakes, in particular stake reductions.

»

Sudden key management changes without immediate and appropriate replacements.

»

Corporate transparency and a timely management strategy to deal with event risks.
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»

Investment and Acquisition Strategy

Our credit assessments in this industry take into consideration management’s investment strategy.
Investment strategy is compared with that of the other companies in the rated universe. Acquisitions can
strengthen a company’s business. Our assessment of a company’s tolerance for acquisitions at a given
rating level takes into consideration (1) management’s risk appetite, including the likelihood of further
acquisitions over the medium term; (2) share buy-back activity; (3) the company’s commitment to specific
leverage targets; and (4) the volatility of the underlying businesses, as well as that of the business acquired.
Ratings can often hold after large acquisitions even if leverage temporarily climbs above normally
acceptable ranges. However, this depends on our perception of (1) the strategic fit; (2) our expectations for
leverage following an acquisition; and (3) our confidence that credit metrics will be restored in a relatively
short timeframe.

Financial Controls

We rely on the accuracy of audited financial statements to assign and monitor ratings in this sector. Such
accuracy is only possible when companies have sufficient internal controls, including centralized operations
and the proper tone at the top and consistency in accounting policies and procedures.
Weaknesses in the overall financial reporting processes, financial statement restatements or delays in
regulatory filings can be indications of a potential breakdown in internal controls.

M

Liquidity Management

Liquidity is a critical rating factor for all homebuilders and property developers. Liquidity can be particularly
important for non-investment grade issuers where they typically have less operating and financial flexibility.
We form an opinion on likely near-term liquidity requirements from the perspective of both sources and
uses of cash. This may include monitoring bank covenants and compliance cushion to assess whether the
company is likely to require covenant relief in the event of even a modest industry downturn or an issuerspecific decline in performance.

Liquidity management is critical for property developers in China, as they operate in a rapidly evolving
market environment, which is under tight regulatory control. As such, the availability of bank funding in
China is less predictable than that in established financial markets like the U.S. and Hong Kong.
Furthermore, Chinese domestic banks often do not provide committed credit facilities or term loans aside
from project linked lending which somewhat constrain developers’ financial flexibility. Developers therefore
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have to resort to alternative funding channels such as trust loans and related debt instruments, which are
similarly evolving and less predictable. Companies with prudent liquidity management tend to reserve
sufficient cash to meet their normal and contingent funding needs. These reserves could provide the
companies with financial flexibility in managing the business volatilities arising from unexpected changes in
market and/or regulatory environments. Given that China is a country with capital controls, our assessment
also considers the perceived adequacy of property developers’ offshore resources to service their offshore
obligations.
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In assessing the property companies’ liquidity, we evaluate the adequacy of their internal reserves (including
cash on the balance sheet and operating cash flow) to cover their obligations (including committed land
premium payment, debt repayments and dividend payments) in a forward looking period of at least one
year. We will also consider their cash to short term debt coverage, which reflects the companies’ available
cash resources to service their near-term debt obligation. Having diversified funding sources, including
access to offshore funding, is a credit positive consideration, as these alternative funding channels would
reduce their reliance and exposure to risks associated with the availability of domestic market financing.

Event Risk

We also recognize the possibility that an unexpected event could cause a sudden and sharp decline in an
issuer's fundamental creditworthiness. Typical special events include mergers and acquisitions, large land
acquisitions, asset sales, spin-offs, capital restructuring programs, litigation, regulatory and political changes,
and shareholder distributions.

Conclusion: Summary of the Grid-Indicated Rating Outcomes

The illustrative mapping examples result in the following comparison of grid-indicated outcomes to ratings
(see appendix for details):
»

19 companies map to their rating;

»

25 companies have a grid-indicated rating that is one alpha-numeric notch from their rating;

»

5 companies have a grid-indicated rating that is two alpha-numeric notches from their rating;

»

1 company has a grid-indicated rating that is three alpha-numeric notches from their rating.

M

Grid-indicated ratings overall map fairly closely to actual ratings. It is noted that more companies have gridindicated ratings above their rating than below; mainly the Chinese companies. Our ratings are based upon
our forward-looking expectations for future performance while the mapping examples used historical
financial reporting. We expect scores for profitability and efficiency to weaken for many of the Chinese
homebuilders and property developers companies going forward due to intensified competition and slower
economic growth, resulting in more even balance between ratings and grid-indicated ratings.
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Appendix A: Homebuilding And Property Development Methodology Grid
Sub Factor

Scale

Revenue (USD Billion)

15%

Business Profile

Business Profile

25% Expected
volatility in
results is almost
non-existent.
Supported by a
commanding
market position,
effective cost
management,
very prudent land
strategy and
excellent
execution track
record. Wellbalanced national
reach.

Aaa

Aa

A

Baa

Ba

B

Caa

Ca

≥ $50

$30 - $50

$15 - $30

$5 - $15

$1.5 - $5

$0.5 - $1.5

$0.2 - $0.5

< $0.2

Very low
expected
volatility in
results.
Supported by a
deeply
entrenched and
leading market
position that is
highly defensible
through cost
control. Prudent
land strategy and
strong execution
track record.
Balanced
national
exposure.

Low expected
volatility in
results.
Supported by a
strong market
position, visible
competitive
advantages and
solid diversity
characteristics.
Cautious land
strategy and solid
execution track
record. National
exposure.

Moderate expected
volatility in results.
Supported by a solid
market position and at
least one clear
competitive advantage.
Good diversity
characteristics provide
a buffer against
sudden/ unexpected
shifts in demand. Land
strategy balances
growth vs. liquidity.
Execution track record
largely in line with
expectations.

Results are
vulnerable
to periods of
heightened
volatility. Such
exposure is
tempered by an
solid market
position in a
number of its core
markets and fair
diversity
characteristics.
Land strategy
tends to be
aggressive. Modest
execution track
record.

Results are
expected to be
highly volatile.
Market position
could quickly
erode.
Concentration
risk. Aggressive
land strategy
and inconsistent
execution track
record.

Results are
expected to be
extremely
volatile. High
exposure to
emerging trends
and high
concentration
risk. Very
aggressive land
strategy and
consistent
underperformance in
execution track
record.

Results are
expected to be
extremely
volatile. Very
high exposure
to emerging
trends and very
high
concentration
risk. Land
strategy tends
to embody very
large, debtfinanced land
parcels. Poor
execution track
record.

10%

≥ 65%

50% - 65%

36% - 50%

28% - 36%

21% - 28%

14% - 21%

7% - 14%

< 7%

15%

≥ 20x

15x – 20x

10x – 15x

6x – 10x

3x – 6x

1x – 3x

0x – 1x

<0x

i) Revenue to Debt (High
Growth Markets)

15%

≥ 250%

195% - 250%

145% - 195%

115% - 145%

85% - 115%

65% - 85%

45% - 65%

<45%

ii) HB and PD Debt to
Total Capitalization
(Standard Markets)

15%

< 20%

20% - 25%

25% - 30%

30% - 40%

40% - 50%

50% - 65%

65% - 80%

≥ 80%

Profitability and Cost Structure (PreEfficiency
Impairment Gross Margin)
Leverage and
Coverage

Weight
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Factor

a) EBIT Coverage of Interest

M

b) Leverage
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Sub Factor

Financial Policy

Financial Policy

Weight

Aaa

20% Expected to have
extremely
conservative
financial policies;
very stable
metrics; public
commitment to
very strong credit
profile over the
long term

Aa

A

Baa

Ba

B

Caa

Ca

Expected to have
very stable and
conservative
financial policies;
stable metrics;
minimal event
risk that would
cause a rating
transition; public
commitment to
strong credit
profile over the
long term

Expected to have
predictable
financial policies
that preserve
creditor interests.
Although modest
event risk exists,
the effect on
leverage is likely
to be small and
temporary;
strong
commitment to a
solid credit
profile

Expected to have
financial policies that
balance the interest of
creditors and
shareholders; some risk
that debt funded
acquisitions or
shareholder
distributions could lead
to a weaker credit
profile

Expected to have
financial policies
that tend to favor
shareholders over
creditors; above
average financial
risk resulting from
shareholder
distributions,
acquisitions or
other significant
capital structure
changes

Expected to
have financial
policies that
favor
shareholders
over creditors;
high financial
risk resulting
from
shareholder
distributions,
acquisitions or
other significant
capital structure
changes

Expected to
have financial
policies that
create elevated
risk of debt
restructuring in
varied
economic
environments

Expected to
have financial
policies that
create elevated
risk of debt
restructuring
even in healthy
economic
environments

M
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Factor
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Appendix B: Homebuilding And Property Development Grid Outcomes
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In the table below, positive or negative “outliers” for a given sub-factor are defined as issuers whose grid sub-factor score is at least two broad rating categories higher or lower than a
company’s rating (e.g. a B-rated company whose rating on a specific sub-factor is in the Baa-rating category is flagged as a positive outlier for that sub-factor). Green is used to denote a
positive outlier, whose grid-indicated performance for a sub-factor is two or more broad rating categories higher than Moody’s rating. Red is used to denote a negative outlier, whose gridindicated performance for a sub-factor is two or more broad rating categories lower than Moody’s rating.
Moody’s Homebuilding And Property Development Industry Methodology Grid-Indicated Ratings

Company

C hina
China Overseas Land & Investment Limited
China Vanke Co., Ltd.
Poly Real Estate Group Co. Ltd*
Sino-Ocean Land Holdings Limited*
Yuexiu Property Company Limited*
Longfor Properties Co. Ltd.
Country Garden Holdings Company Limited
Shimao Property Holdings Limited
Central China Real Estate Limited
CIFI Holdings (Group) Co. Ltd.
Guangzhou R&F Properties Co., Ltd.
Agile Property Holdings Limited
Greentown China Holdings Limited
Sunac China Holdings Limited
Times Property Holdings Limited
Yuzhou Properties Company Limited
Evergrande Real Estate Group Limited
China Aoyuan Property Group Limited
Modern Land (China) Co., Limited
Hopson Development Holdings Limited
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Outlook

Country of
Domicile

GridIndicated
Rating

Revenue
(USD
Billion)

Business
Profile

Cost Structure
(Pre-Impairment
Gross Margin)

EBIT Coverage
of Interest

Revenue to
Debt

Financial
Policy

Baa1

Stable

China

Baa1

Baa

A

Baa

A

Ba

Baa

Baa2

Stable

China

Baa1

A

A

Ba

Ba

A

Baa

Baa2

Stable

China

Ba1

A

Baa

Ba

Ba

B

Ba

Baa3

Stable

China

Ba2

Baa

Ba

Ba

Ba

B

Ba

Baa3

Stable

China

Ba3

Ba

Ba

Ba

B

Caa

Ba

Ba1

Stable

China

Ba2

Baa

Ba

Ba

Ba

Ba

Ba

Ba2

RURU

China

Ba1

Baa

Ba

Baa

Ba

Ba

Ba

Ba2

Stable

China

Ba2

Baa

Ba

Baa

Ba

B

Ba

Ba3

Stable

China

B1

B

Ba

A

B

Caa

B

Ba3

Stable

China

B1

Ba

Ba

Ba

B

B

B

Ba3

Stable

China

Ba3

Baa

Ba

A

B

Ca

B

Ba3

Negative

China

Ba2

Baa

Ba

Baa

Ba

B

Ba

B1

RURU

China

Ba2

Baa

Ba

Baa

Ba

B

B

B1

Stable

China

B1

Baa

Ba

Ba

B

Caa

B

B1

Stable

China

B1

Ba

B

Ba

Ba

B

B

B1

Stable

China

Ba3

Ba

Ba

Baa

Ba

B

B

B1

Negative

China

Ba3

A

Ba

Baa

B

Caa

B

B2

Stable

China

B2

B

B

Baa

B

Caa

B

B2

Stable

China

Ba3

B

B

A

Ba

Ba

B

B3

Negative

China

B2

Ba

B

A

B

Ca

Caa

Moody's
Rating

M

High Growth Markets
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Moody’s Homebuilding And Property Development Industry Methodology Grid-Indicated Ratings
High Growth Markets

Glorious Property Holdings Limited
Indoneesia
Lippo Karawaci Tbk (P.T.)
Alam Sutera Realty Tbk

Caa3

Outlook

Country of
Domicile

GridIndicated
Rating

Revenue
(USD
Billion)

Business
Profile

Cost Structure
(Pre-Impairment
Gross Margin)

EBIT Coverage
of Interest

Revenue to
Debt

Financial
Policy

Negative

China

Caa1

B

Caa

Caa

B

Ca

Caa
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Company

Moody's
Rating

Ba3

Stable

Indonesia

Ba2

B

Baa

Aa

B

Caa

Ba

B1

Stable

Indonesia

B1

Caa

Ba

Aa

Ba

Caa

B

* Ratings factor in uplift from parental support and the grid-indicated ratings are mapped to the ratings before uplift. The uplifts are one notch for Poly Real Estate Group Co. Ltd, and two notches for Sino-Ocean Land Holdings Limited and Yuexiu Property
Company Limited

Company

N orth America
NVR Inc.
D.R. Horton, Inc.
M.D.C. Holdings, Inc.
PulteGroup, Inc.
Toll Brothers, Inc.
Lennar Corporation
Meritage Homes Corporation
Ryland Group, Inc. (The)
Brookfield Residential Properties Inc.
Standard Pacific Corp.
KB Home
Shea Homes Limited Partnership
M/I Homes, Inc.
Hovnanian Enterprises, Inc.
Beazer Homes USA, Inc.
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Outlook

Country of
Domicile

GridIndicated
Rating

Revenue
(USD
Billion)

Business
Profile

Cost Structure
(Pre-Impairment
Gross Margin)

EBIT Coverage
of Interest

HB and PD
Debt to Total
Capitalization

Financial
Policy

Baa2

Stable

United States

Baa2

Ba

A

B

A

Ba

A

Ba1

Stable

United States

Ba1

Baa

Ba

B

Ba

Ba

Baa

Moody's
Rating

Ba1

Stable

United States

Ba2

Ba

Ba

B

B

Ba

Baa

Ba1

Stable

United States

Baa3

Baa

Ba

Ba

Ba

A

Baa

Ba1

Stable

United States

Ba1

Ba

Ba

Ba

Ba

Ba

Baa

Ba3

Positive

United States

Ba2

Baa

Ba

Ba

Ba

B

Ba

Ba3

Stable

United States

Ba2

Ba

Ba

Ba

Ba

Ba

Ba

Ba3

Stable

United States

Ba3

Ba

B

Ba

Ba

B

Ba

B1

Stable

Canada

B1

B

B

Baa

B

Ba

B

B1

Stable

United States

B1

Ba

B

Ba

B

B
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Taylor Wimpey plc

Servicios Corporativos Javer, S.A.P.I. de CV -Private
Ratings and outlooks shown are as of April 22, 2015
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The illustrative mapping examples are based on financial information for recent last twelve-month periods that are not the same for all companies.
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Outlier Discussion
The reasons for any outlier mapping can vary from company to company but one underlying reason for
outliers in this sector is the broad group of companies operating in different geography and with varying
business models covered under this methodology. This portfolio includes large companies with investment
grade ratings and small companies with speculative-grade ratings as well. There are some general
differences for the variety of companies covered under this methodology:
Homebuilding or property development are localized businesses and companies’ operations are highly
exposed to local market dynamics and the development stages of the property markets in a particular
country/region. Companies operating in high growth markets, like China and Indonesia, tend to be
positive outliers in profitability, as strong growth in property price and historically low cost structure
offer them higher profit margins than peers in other markets. This tendency has resulted in moderate
positive bias of the methodology grid when mapping the grid outcomes to the actual ratings. We
expect this positive bias will reduce over the medium term as profitability of the Chinese developers are
declining along with rising land and development costs;
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Some other property development companies, like Yuexiu Property Company Limited and Lippo
Karawaci Tbk (P.T.), hold properties for long term investments. The holding of investment properties
will increase companies’ capital needs due to slower cash flow generation. This feature will result in
higher debt leverage but the recurring nature of the rental income would provide companies with more
stable cash flow that could support a higher debt leverage.

The following comments provide some insight on outliers for grid outcomes.

Factor 1

Scale
The scale factor is measured by Revenue. There are a few positive outliers in China. Evergrande Real Estate
Group Limited and Greentown China Holdings Limited are major positive outliers in the Scale Factor. They
are large players in the market but this strength is more than offset by their high debt leverage and weak
liquidity.

Contrarily, Consorcio ARA, S.A.B. de C.V . and Vinte Viviendas Integrales, S.A.P.I. de C.V. in Mexico are the
major negative outliers. They are amongst the major property companies in the local market but their
operating scales are small by global standards and suggest that these companies have less economic
diversification than some larger peers with similar market share in larger markets.

Factor 2

M

Business Profile
There are no outliers for Business Profile.

Factor 3

Profitability and Efficiency
The factor is scored using by Gross Margin. For reasons already discussed, many of the rated companies in
high growth markets like China and Indonesia are positive outliers in this area. We expect the positive bias
will reduce in the medium term for reasons stated above. This strength also only partly mitigates the
challenges associated with their debt-funded fast growth, as reflected by the fact that majority of the rated
companies are in the speculative-grade territory. In cases like Modern Land (China) Co., Limited and Alam
Sutera Realty Tbk, their small operations also constrained their ratings.
Different business models also result in outliers in this rating factor. For example, Dar Al Arkan Real Estate
Development Company is a land developer in Saudi Arabia and sales of developed land is a high margin
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business in the country. Emaar Properties PJSC is also a positive outlier given about 50% of group revenue is
generated from high-margin recurring income from malls and hotels.
On the other hand, NVR Inc. in the U.S. is notable negative outlier in scoring of this factor. This weakness is
more than offset by its strong business profile and low debt leverage.

Factor 4
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Leverage and Coverage
Debt-funded fast growth in the last few years has significantly increased the leverage of many rated
property developers in China. As a result, many of them are negative outliers in the Leverage sub-factor.
Leverage is measured by Revenue to Debt in high growth markets. In addition to property companies’ high
debt level, the lagging effect of revenue recognition further weakens their leverage metric. The credit risks
associated with high leverage however are somewhat tempered by most companies’ fast growth and
adequate liquidity. Poly Real Estate Group Co. Ltd and Yuexiu Property Company Limited’s governmentowned entity background also provide them with stronger funding access than their non-governmentowned peers, thereby supporting their final investment grade ratings despite their high debt leverage. Their
ratings reflect uplift due to parental support.

Companies with large portfolios of investment properties, such as Yuexiu Property Company Limited, are
also notable negative outliers in scoring the Leverage sub-factor. Their high leverage is partly a result of the
sizable capital needs to support their holding of properties. Such weakness is partly compensated by the
recurring nature of the rental income that could provide them with stable cash flow to buffer the volatility
of cash flow from the property development business.
Hovnanian Enterprises, Inc. in the U.S. is rated B3 despite outsized debt leverage. This debt leverage will
come down as the company is permitted to reverse the valuation allowance set up against its deferred tax
assets.
On the other hand, PulteGroup, Inc., also in the U.S., is a positive outlier for the debt to capitalization subfactor. It is well positioned at Ba1 stable.
Emaar Properties PJSC of UAE is also a positive outlier. Its rating takes into account other business profile
considerations such as concentration risks and market volatility.
Taylor Wimpey plc of the United Kingdom is a positive outlier in both debt to capitalization and interest
coverage given the issuer has no outstanding funded debt at this time at the peak of the homebuilding
cycle, but it could change going forward.

M

Brookfield Incorporacoes S.A., in Brazil is a major negative outlier in interest coverage because of its high
debt leverage and low profitability. The company is currently rated two notches higher than the
methodology grid to reflect the track record of extraordinary financial support from the ultimate
shareholder, Brookfield Asset Management (Baa2, stable).

Factor 5
Financial Policy
There are no financial policy outliers.
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Moody’s Related Research
The credit ratings assigned in this sector are primarily determined by this credit rating methodology. Certain
broad methodological considerations (described in one or more secondary or cross-sector credit rating
methodologies) may also be relevant to the determination of credit ratings of issuers and instruments in
this sector. Potentially related secondary and cross-sector credit rating methodologies can be found here.
For data summarizing the historical robustness and predictive power of credit ratings assigned using this
credit rating methodology, see link.
Please refer to Moody’s Rating Symbols & Definitions, which is available here, for further information.
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To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of
this report and that more recent reports may be available. All research may not be available to all clients.
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