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COVID-19
(Coronavirus)
Impact Update

IBISWorld's analysts constantly monitor the industry impacts of current events in real-time – here is an update of
how this industry is likely to be impacted as a result of the global COVID-19 pandemic:

· The Canadian Heating and Air-Conditioning Equipment Manufacturing industry is expected to experience a sharp
decline in 2020. However, growth in housing starts, a key driver for industry performance, is forecast to be higher
than initially expected. For more detail, please see the Current Performance chapter.

· The industry should benefit from an initial anticipated improvement in construction markets in 2021. For more
detail, please see the Industry Outlook chapter.

· Public health is now a top priority and efforts to stop the spread of COVID-19 (coronavirus) are expected to
continue. While to what extent is uncertain as it is conditional on how effective these systems are, air-filtration
systems are expected to become a larger product segment as offices, shopping centres and new residential
buildings install these systems. For more detail, please see the Products and Services chapter.
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About IBISWorld
IBISWorld specializes in industry research with coverage on thousands of global industries. Our comprehensive data and in-depth analysis help
businesses of all types gain quick and actionable insights on industries around the world. Busy professionals can spend less time researching
and preparing for meetings, and more time focused on making strategic business decisions that benefit you, your company and your clients. We
offer research on industries in the US, Canada, Australia, New Zealand, Germany, the UK, Ireland, China and Mexico, as well as industries that
are truly global in nature.
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About This Industry
Industry Definition The Heating and Air-Conditioning Equipment Manufacturing industry in Canada manufactures heating equipment,

commercial refrigeration equipment, air conditioners, commercial and industrial fans, blowers, air purification
equipment and electric and nonelectric heating and refrigeration equipment. Marine and motor vehicle systems are
excluded, as are industrial process furnaces and small household appliances.

Major Players Nortek Inc.

Main Activities The primary activities of this industry are:

Manufacturing air-conditioning, warm-air heating and refrigeration equipment

Manufacturing heating equipment, except warm-air furnaces

Manufacturing commercial and industrial fans and blowers

Manufacturing air purification equipment

The major products and services in this industry are:

Commercial heating and furnace equipment

Residential heating and furnace equipment

Commercial air and refrigeration equipment

Residential air and refrigeration equipment

Other
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Supply Chain

SIMILAR INDUSTRIES

Ceramics Manufacturing in
Canada

Boiler & Heat Exchanger
Manufacturing in Canada

Major Household Appliance
Manufacturing in Canada

Auto Parts Manufacturing in
Canada

       

       

RELATED INTERNATIONAL INDUSTRIES

Heating & Air Conditioning
Equipment Manufacturing in the
US

Laboratory Fume Hoods
Manufacturing

Air Purification Equipment
Manufacturing

Commercial Washing Machine
Manufacturing

Walk-in & Cabinet Cooler
Manufacturing

Heating, Cooling and Ventilation
Equipment Manufacturing in
Australia

Air-Conditioner Manufacturing in
China

Heating, Cooling and Ventilation
Equipment Manufacturing in New
Zealand
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Industry at a Glance
Key Statistics

$4.3bn
Revenue

Annual Growth

2015–2020

2.0%

Annual Growth

2020–2025

1.2%

Annual Growth

2015–2025

 

$363.9m
Profit

Annual Growth

2015–2020

-3.1%

  Annual Growth

2015–2020

 

8.5%
Profit Margin

Annual Growth

2015–2020

-2.5pp

  Annual Growth

2015–2020

 

633
Businesses

Annual Growth

2015–2020

-1.2%

Annual Growth

2020–2025

-0.1%

Annual Growth

2015–2025

 

17,435
Employment

Annual Growth

2015–2020

3.2%

Annual Growth

2020–2025

1.3%

Annual Growth

2015–2025

 

$949.6m
Wages

Annual Growth

2015–2020

2.3%

Annual Growth

2020–2025

1.3%

Annual Growth

2015–2025

Key External Drivers % = 2015–20 Annual Growth

-0.1%
Demand from heating and air-
conditioning contractors

-2.6%
Value of nonresidential
construction

1.9%
Value of residential construction

-0.4%
Canadian effective exchange rate
index

 
Industry Structure

POSITIVE IMPACT

  Capital Intensity
Low   Concentration

Low

MIXED IMPACT

  Life Cycle
Mature   Revenue Volatility

Medium

  Technology Change
Medium   Barriers to Entry

Medium / Steady

  Competition
Medium / Increasing

NEGATIVE IMPACT

  Industry Assistance
Low / Steady   Regulation & Policy

Heavy / Steady

  Industry Globalization
High / Increasing

 

Key Trends

 The coronavirus pandemic has worsened oil prices in 2020

 The industry exhibits a high and increasing level of
international trade

 The industry has experienced a mix of consolidation activity
and company exits

 Demand for industry services will be tempered by a
slowdown in trade

 Energy conservation issues and technological advances will
drive industry sales

 Industry profit is expected to remain stable

 Residential and commercial construction largely drives
demand for HVACR equipment
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Products & Services Segmentation

 
Major Players SWOT

STRENGTHS

  High Profit vs. Sector Average

  Low Product/Service Concentration

  Low Capital Requirements

   

WEAKNESSES

  Low & Steady Level of Assistance

  High Imports

  High Customer Class Concentration

  Low Revenue per Employee

   

OPPORTUNITIES

  High Revenue Growth (2015-2020)

  Canadian effective exchange rate index

   

THREATS

  Low Revenue Growth (2005-2020)

  Low Outlier Growth

  Low Revenue Growth (2020-2025)

  Low Performance Drivers

  Value of nonresidential construction
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Executive Summary Hot in here: An anticipated economic recovery will likely lead to increased
construction activity and higher demand

The Heating and Air-Conditioning Equipment Manufacturing industry in Canada manufactures heating equipment,
commercial refrigeration equipment, air conditioners, commercial and industrial fans, blowers, air purification
equipment and electric and nonelectric heating and refrigeration equipment. Collectively, these goods are known as
heating, ventilation, air-conditioning and refrigeration (HVACR) equipment. Between 2015 and 2019, downstream
growth from the Canadian residential market, rising exports and new energy-efficient standards benefited industry
operators. Industry imports have also risen over those years to satisfy domestic demand, with low cost
manufacturing countries such as China and Mexico increasing their share of industry products exported to Canada.
As a result, industry revenue is expected to increase at an annualized rate of 2.0% to $4.3 billion over the five years
to 2020. However, a decline in revenue of 9.4% in 2020 is anticipated as a significant decline in downstream
demand stemming from the COVID-19 (coronavirus) pandemic is probable, given recent data. Furthermore, while
new energy efficiency standards and technological advancements supported demand for price premium equipment,
downstream demand woes mean that the industry profit margin is expected to fall during the five-year period.

Residential and commercial construction largely drives demand for HVACR equipment, as these units are common
in new homes and commercial venues. Private spending on home, office and other commercial improvements also
determines industry sales, as the replacement of existing HVACR equipment is driven by economic conditions and
innovations in energy efficiency and environmental safety. To a lesser extent, the industry is also dependent on the
Food Service Contractors industry in Canada (IBISWorld report 72231CA), which is a downstream market for
refrigeration equipment and cold storage units.

Moving forward, industry revenue is expected to expand as an anticipated economic recovery should lead to
increased construction activity and higher demand for industry products. Over the five years to 2025, industry
revenue is expected to increase at an annualized rate of 1.2% to $4.5 billion. Growth in the relative value of the
Canadian dollar will temper industry export growth compared with the current five-year period. Moreover, the
industry's trade gap will remain high as production in Canada is not expected to drastically change, which will also
limit revenue growth. There also exists the potential for a boom in air-filtration systems purchases, as a result of the
coronavirus pandemic. In addition, an expanding population and increases in disposable income over the next five
years will likely propel commercial and construction growth, helping to increase industry sales of HVACR equipment.
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Industry Performance

Key External
Drivers

Canadian effective exchange rate index

The Canadian effective exchange rate (CEER) index is a weighted average of bilateral exchange rates comparing
the Canadian dollar with the currencies of Canada's primary trading partners. A decrease in the CEER index can
positively affect industry exports by making industry products relatively less expensive, and therefore, more
attractive to consumers overseas. The CEER index is expected to decrease in 2020, representing a potential
opportunity for the industry.

 

Value of nonresidential construction

Product demand generally moves in line with construction markets, as new commercial and retail facilities require
the installation of new heating and air-conditioning equipment. The nonresidential building construction market is
determined by several factors, such as employment, consumer spending, corporate profit and government
expenditures. The value of nonresidential construction is expected to decrease in 2020, posing a potential threat to
the industry.

 

Value of residential construction

An increase in the value of residential construction is indicative of higher construction activity, which includes the
building and renovation of homes, apartments and condominiums. An increase in demand for construction, in turn,
boosts industry revenue, as new homes and multifamily residential units are typically built with new heating,
ventilation, air-conditioning and refrigeration systems. The value of residential construction is expected to decrease
in 2020.

 

Demand from heating and air-conditioning contractors

Contractors primarily install and service heating and air-conditioning equipment through new installations, additions,
maintenance or repair. As contractors' workloads increase, demand for heating and air-conditioning equipment
increases. As of the last update, demand from heating and air-conditioning contractors was expected to increase in
2020. However, as a result of the COVID-19 (coronavirus) pandemic, it is expected to now decrease.
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Current
Performance

Operators in the Heating and Air-Conditioning Equipment Manufacturing
industry in Canada manufacture residential, commercial and industrial
heating, ventilation, air-conditioning and refrigeration (HVACR)
equipment.

Demand for HVACR equipment heavily depends on the level of building activity in the residential, commercial and
industrial construction sectors. Since the majority of new structures require HVACR equipment, new construction
activity has a significant influence on the industry. The industry is also affected by regulatory change, particularly
related to energy efficiency, which may generate demand for new products. Internationally, the industry sells a
variety of products to global markets, rounding out the various channels of demand.

Rising employment and disposable income levels between 2015 and 2019 have increased private spending on
home improvements, which include heating and air-conditioning upgrades and replacements. However, Canadian
HVACR manufacturers have suffered as industry goods imported from the United States, Mexico and other
overseas countries increasingly represent significant price-based competition. Over the past five years, industry
operators were granted a respite from this long-term trend, as the weakening Canadian dollar bolstered industry
exports and discouraged imports by making internationally produced HVACR products more expensive and less
attractive to Canadian consumers. As a result, industry revenue is expected to increase at an annualized rate of
2.0% to $4.3 billion over the five years to 2020. However, in 2020, revenue is expected to decline 9.4%, as
downstream demand for industry products is dampened as the COVID-19 (coronavirus) pandemic is anticipated to
reduce construction activity from major markets.

DOWNSTREAM MARKETS

While residential construction experienced strong growth between 2015
and 2019, it is expected to decline in 2020 as higher unemployment and
economic uncertainty mean that relatively fewer homes are expected to be
built, to the detriment of the industry.

Central heating and cooling systems and ventilation and refrigeration equipment are commonly installed in new
homes, apartment buildings and structures. IBISWorld anticipates the value of residential construction to fall at an
annualized rate of 0.9% over the five years to 2020.

Furthermore, between 2015 and 2019, rising employment and disposable income, along with a greater public
demand for more energy-efficient and environmentally friendly equipment, bolstered demand for HVACR
replacements. Expansion driven by consumer spending in the Canadian Fast Food Restaurants and Food Service
Contractors industries (IBISWorld reports 72221aCA and 72231CA, respectively) has increased capital expenditure
among food service establishments. This has in turn boosted demand for HVACR products, such as walk-in coolers
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and refrigeration display cases. However, this downstream market has been affected much worse in 2020 than
many other downstream markets as health policy edicts by the government led to temporary closures and limited
service during the height of the coronavirus pandemic.

Despite strong residential construction growth for a majority of the five-year period, declining crude oil and
commodity prices between 2014 and 2016 led to a slowdown in industrial and commercial construction, especially in
resource-rich provinces, such as Alberta. Since then, oil prices have been persistently low, relative to pre-2015
levels, and have weighed in on nonresidential construction and investment in the energy sector. The coronavirus
pandemic worsened oil prices in 2020, which further exasperates this trend. As a result, the value of nonresidential
construction, as measured by Statistics Canada, is expected to decrease an annualized 3.8% during the period.
This decline, in turn, has tempered demand for new commercial HVACR installations in Canada.

THE IMPORTANCE OF TRADE

The industry exhibits a high and increasing level of international trade,
with exports accounting for 52.9% of revenue and imports accounting for
75.3% of domestic demand in 2020.

The United States is the industry's most important trading partner, accounting for an estimated 54.1% of industry
imports and 92.4% of industry exports in 2020. Over the five years to 2020, industry exports are expected to
increase at an annualized rate of 3.7% to $2.3 billion. Exports, especially to the United States, have increased over
the past five years as Canadian HVACR producers have benefited from a strong performance in the US commercial
and residential construction markets, barring 2020. Furthermore, a weaker Canadian dollar has made Canadian-
produced products less expansive, and therefore, more attractive to foreign buyers. For example, the Canadian
effective exchange rate index, which compares the strength of the Canadian dollar with the currencies of Canada's
primary trading partners, is expected to decrease at an annualized rate of 1.1% over the five years to 2020.

However, imports' share of domestic demand has remained high, which has constrained industry revenue growth.
The operational efficiencies achieved in overseas manufacturing facilities enable those producers, particularly in
China, to price HVACR equipment at a more affordable price than Canadian producers. Chinese and Mexican
producers, in particular, pay lower wages, and must comply with fewer regulatory requirements, which lowers their
production costs and enables them to pass savings on to the consumer in the form of lower prices. While imports
were initially expected to increase over the five years to 2020, lower domestic demand should have a material
negative effect on trade. Consequently, imports are now expected to fall an annualized 1.4% to $6.1 billion over the
five years to 2020.

INDUSTRY STRUCTURE AND PROFIT

Over the past five years, the industry has experienced a mix of
consolidation activity and company exits, and the economic fallout due to
the coronavirus pandemic is expected to accelerate this trend.

Consequently, the number of industry enterprises has fallen at an annualized rate of 1.2% to 633 companies over
the five years to 2020. However, significant growth in industry revenue has prompted operators to boost
employment, which has climbed at an annualized rate of 3.2% to 17,435 people during the five-year period.

While larger companies have been better able to cut costs and maximize productivity, smaller companies do not
have such a luxury. The average industry profit margin, measured as earnings before interest and taxes, is expected
to fall to 8.5% of revenue in 2020 from 11.0% in 2015. The anticipated decline in profit is also to be expected as
demand for industry products from downstream markets lessens due to the coronavirus pandemic, putting pressure
on the industry profit margin in 2020.
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Historical Performance Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Canadian-
dollar

effective
exchange rate

index
(Index)

2011 3,166 1,034 710 605 14,210 1,268 4,800 746 6,698 131
2012 3,020 949 694 591 13,368 1,354 5,208 707 6,874 131
2013 3,123 1,002 764 651 13,558 1,366 5,433 678 7,190 127
2014 3,179 1,037 807 688 13,553 1,591 5,956 704 7,544 119
2015 3,876 1,350 790 671 14,871 1,885 6,607 847 8,599 110
2016 4,140 1,466 793 671 15,829 1,899 6,729 916 8,969 108
2017 4,340 1,502 804 679 16,664 2,044 6,534 952 8,829 110
2018 4,380 1,549 794 671 17,571 2,118 6,937 960 9,199 109
2019 4,728 1,631 769 649 18,409 2,328 7,417 1,012 9,816 109
2020 4,281 1,398 747 633 17,435 2,266 6,149 950 8,165 104
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Industry Outlook
Outlook Over the five years to 2025, the Heating and Air-Conditioning Equipment

Manufacturing industry in Canada is expected to maintain stable, yet
tempered growth, with revenue projected to increase at an annualized rate
of 1.2% to $4.5 billion.

The potential growth can be partially attributed to an anticipated economic recovery. However, it must be noted that
the industry is starting off at a low base level as a result of the COVID-19 (coronavirus) pandemic. The industry is
expected to benefit from growth in the residential construction market, which will support demand for the heating,
ventilation, air-conditioning and refrigeration (HVACR) equipment commonly installed in new homes. However,
projected growth in the value of the Canadian dollar compared with its major trading partners will likely lead to a
slowdown in industry exports over the next five years. Moreover, the industry's trade deficit will remain high,
ultimately capping industry revenue growth, as foreign imports will continue to fill a substantial portion of domestic
HVACR equipment demand.

STRENGTH IN DOWNSTREAM DEMAND

Over the five years to 2025, lower unemployment and rising disposable
income levels, coupled with legislation to slow down the appreciation of
housing prices, will likely increase housing affordability.

These economic factors, combined with an expanding and urbanizing population, will lead to increased demand for
single and multifamily residential construction. As a result, the value of residential construction is expected to
increase at an annualized rate of 4.6% over the next five years. Additionally, higher per capita disposable income
and corporate profit levels will likely drive HVACR replacement demand, as homeowners are expected to spend
more on improvements, and businesses will have enough cash on hand to invest in upgrades and expansions,
including the replacement of heating and air-conditioning equipment. In addition, assuming the coronavirus
pandemic ends in 2020 or 2021, commercial spaces, such as offices and shopping centres, and households, are
expected to invest in air filtration systems as public health remains a top priority. However, the extent of this may
depend on the magnitude of the benefits of these systems protecting people from the coronavirus and other
potential air-bourne pathogens. Lastly, concerns about climate change and energy consumption will stimulate
demand for newer, environmentally friendly systems to replace less efficient ones.

TRADE MOVEMENTS

However, demand for industry services will be tempered by an anticipated
slowdown in trade over the next five years.

Exports are expected to increase at an annualized rate of 0.7% to $2.3 billion over the five years to 2025, as an
appreciating Canadian dollar constrains export growth and should make Canadian-produced HVACR products less
attractive to consumers overseas. Additionally, industry imports are expected to increase at an annualized rate of
3.5% to $7.3 billion during the same period. While the industry's trade gap will also remain relatively high, the
potential for slower economic growth in China, a key HVACR exporter, will continue to encourage domestic
manufacturing.
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ENERGY CONSERVATION AND REGULATIONS

Energy conservation issues and technological advances, such as a shift
toward green or environmentally friendly building design, will drive
industry sales over the five years to 2025.

Over the five years to 2020, the Office of Energy Efficiency of Natural Resources Canada (NRCan) has made
proposals to amend Canada's energy efficiency regulations, mandating HVACR manufacturers and dealers to
comply with more stringent minimum energy performance standards. Currently, there is an industry-managed
labelling initiative, whereby manufacturers print an EnerGuide rating label on product brochures. The EnerGuide
rating for central air conditioners, furnaces, gas fireplaces and heat pumps is voluntary and based on the US-verified
Seasonal Energy Efficiency Ratio (SEER). For freezers and other refrigeration equipment produced by this industry,
EnerGuide labelling is mandatory.

A variety of amendments to the Green Energy Act, such as the amendment that seeks to harmonize the minimum
Canadian energy efficiency standards with new requirements implemented by the US Department of Energy, will
result in higher overall efficiency standards for Canadian HVACR products. This legislation includes a SEER-
equivalent standard of 14 for split-system heat pumps.

HVACR units with a greater heating or cooling output per unit of energy consumption receive a higher SEER rating.
Therefore, heating and air-conditioning systems with the highest SEER ratings are the most energy efficient.
NRCan, referencing sterner minimum heating performance standards, is expected to require heat pumps and
central air and heat systems to meet a minimum efficiency standard equivalent to a SEER rating of at least 13. The
imminent adoption of green technology will translate into a small revenue boost for HVACR manufacturers that have
the research and development operations to facilitate it, as more energy-efficient products are sold at higher costs to
consumers.

INDUSTRY LANDSCAPE

Over the next five years, the profit margin for the Heating and Air-
Conditioning Equipment Manufacturing industry in Canada is expected to
remain stagnant.

Industry employment is expected to increase at an annualized rate of 1.3% to 18,594 workers over the five years to
2025. Initiatives to improve operational efficiencies, such as cost-saving automation technology, will better position
manufacturers to lower their prices and compete with imports. At the same time, copper, aluminum and steel prices
are forecast to increase over the five years to 2025, capping any significant Canadian HVACR profit margin growth.
Consequently, IBISWorld projects the number of industry enterprises to slightly decrease at an annualized rate of
0.1% to 631 companies over the next five years.

Performance Outlook Data

Year
Revenue

($m)
IVA

($m)
Establishments

(units)
Enterprises

(units)
Employment

(units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Canadian-
dollar

effective
exchange rate
index  (Index)

2020 4,281 1,398 747 633 17,435 2,266 6,149 950 8,165 104
2021 4,596 1,493 768 649 18,433 2,422 6,746 1,007 8,920 105
2022 4,273 1,404 743 629 17,706 2,239 6,455 961 8,489 106
2023 4,255 1,401 738 625 17,730 2,221 6,569 961 8,603 107
2024 4,419 1,450 745 630 18,234 2,297 6,970 991 9,092 108
2025 4,537 1,485 748 631 18,594 2,349 7,314 1,012 9,503 109
2026 4,627 1,512 751 633 18,857 2,386 7,622 1,027 9,862 110
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Industry Life Cycle The life cycle stage of this industry is    Mature

LIFE CYCLE REASONS

IVA is expected to grow at a slightly slower rate than the overall economy

Downstream markets exhibit wholehearted acceptance of the industry's products

Replacement demand and energy efficiency will drive sales

IBISWorld analysis indicates that the Heating and Air-Conditioning Equipment Manufacturing industry in Canada is
in the mature phase of its life cycle. Over the 10 years to 2025, industry value added (IVA), which measures an
industry's contribution to the overall economy, is projected to increase at an annualized rate of 1.0%. In comparison,
Canadian GDP is forecast to rise at an annualized rate of 1.6% during the same period. Normally, an IVA growth
rate that does not deviate substantially in comparison with GDP indicates that an industry is in a mature phase. In
addition, several characteristics of the industry point to signs of its maturity.

For example, downstream markets exhibit wholehearted acceptance of this industry's product segments, and
demand for new air-conditioning equipment depends on new building construction and replacement demand.
Accordingly, much of the industry's revenue growth over the past five years was driven by the steady increase in
Canadian residential construction activity during the current period. In addition, there has been some demand for
replacement systems in the residential remodelling markets as a result of increased environmental and energy
efficiency awareness. However, the industry exhibits wholehearted acceptance in its chief downstream markets,
which largely comprises residential and nonresidential builders, contractors and similar construction related
segments. IBISWorld expects the industry will still experience some growth in the future, driven by environmental
concerns and government mandates that increase efficiency standards.
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Products & Markets
Supply Chain Key Buying Industries

1st Tier

Heating & Air Conditioning Wholesaling in Canada

Heating & Air-Conditioning Contractors in Canada

Plumbing, Heating & Air-Conditioning Equipment
Wholesaling in Canada

2nd Tier

Homebuilders in Canada

Apartment & Condominium Construction in Canada

Remodelling in Canada

Commercial Building Construction in Canada

Consumers in Canada

Key Selling Industries
1st Tier

Metal Pipe & Tube Manufacturing in Canada

Aluminum Manufacturing in Canada

Iron & Steel Manufacturing in Canada

Electrical Equipment Manufacturing in Canada

Screw, Nut & Bolt Manufacturing in Canada

Metalworking Machinery Manufacturing in Canada

2nd Tier

Ferrous Metal Foundry Products in Canada

Valve Manufacturing in Canada

Products & Services

  AIR-CONDITIONING AND REFRIGERATION EQUIPMENT

The air-conditioning and commercial refrigeration equipment segment is
expected to account for 54.3% of revenue for the Canadian Heating and
Air-Conditioning Equipment Manufacturing industry in 2020.

Of that, residential equipment and commercial air-conditioning equipment are expected to comprise 28.0% and
26.3% of industry revenue, respectively, in 2020. Products include air-conditioning equipment (except motor
vehicle), cooling towers, dehumidifiers (except portable), refrigerated drinking fountains, industrial and commercial
refrigeration equipment including counters and display cases, water coolers. Unitary air-conditioners are another
major product in this segment, representing the single-largest product category in the industry. They are made of air-
to-air-conditioning systems such as residential central air-conditioning systems (single-package and split systems),
packaged air-to-air systems and split systems for commercial air-conditioning, including commercial rooftop air-
conditioners.

HEATING EQUIPMENT

In 2020, heating equipment products are expected to account for 45.2% of
industry revenue, with residential furnace and commercial furnace
equipment comprising 32.8% and 12.4% of overall revenue, respectively.

This segment includes furnaces, heat pumps, domestic heating stoves; cast iron, aluminum and other nonferrous
metal boilers, radiators and convectors; furnaces, heaters, mechanical stokers and parts; and steel boilers for steam
or hot water. In the heating equipment product segment, sales of domestic heating stoves generate the majority of
revenue.
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OTHER

Other products, including air-purification systems, industrial commercial
fans and blowers and air handler units, are expected to account for 0.5%
of industry revenue in 2020.

These systems include dust collection and purification equipment for industrial gasses; filters for air conditioners and
furnaces; and parts for related equipment. A major market for air-purification equipment is hospitals and healthcare
facilities. In recent years, according to industry major players such as Nortek Inc., growth in air-purification solutions
for the North American healthcare markets has slowed. However, a progressively aging Canadian population with
an increasing need for medical care will likely boost healthcare revenue over the next five years. In addition, the
COVID-19 (coronavirus) pandemic is expected to lead to increased investment in air-purification investment for all
major markets to mitigate the spread of the coronavirus. This, in turn, will boost spending on hospitals and other
facilities and contribute to higher revenue for the air-purification equipment segment over the five years to 2025.

Demand
Determinants

The Heating and Air-Conditioning Equipment Manufacturing industry in
Canada is highly dependent on several demand variables, economic
variables and weather patterns.

The industry is reliant on residential and commercial construction, in that almost all new buildings require the
installation of new heating or air-conditioning equipment.

Residential and commercial construction markets

According to Statistics Canada, in 2017 (latest data available), 42.0% of Canadian households had central air
conditioning, up from 39.0% in 2015, and IBISWorld expects that this figure has increased. Demand for single and
multifamily housing construction is subject to economic influences, such as the overall employment and the
affordability of housing through low interest rates and mortgage rates. Demographic trends, such as population
growth and migration patterns, influence sales of HVACR equipment.

Commercial or nonresidential construction markets are dependent on corporate revenue and profitability, whereby
increased revenue and demand compels companies to increase capacity by building new stores, factories or offices.
Like the residential market, fully functioning credit markets and low interest rates are helpful in that building projects
are financed through credit.

Remodelling and replacement markets

Replacement sales are strongest in those areas where heating and cooling equipment is already installed. The age
of equipment, the trade-off between repair and replacement and the environmental acceptability of newer equipment
also influence product demand. The retrofit market can be divided into two categories: the replacement of old or
damaged equipment, and the upgrade of current HVACR equipment for more energy efficient, environmentally
conscious models. Aside from ordinary wear and tear, hurricanes, floods and other forms of severe weather often
cause damage to existing HVACR equipment. Demand for replacement products, repair parts and services
generally increase during summer months, however, the overall effect of seasonality on this segment of the industry
is mitigated by sales of new equipment, where demand is less seasonal. Rising energy costs, continual government
incentives for purchasing energy-efficient products and increased public favour for less harmful environmental
options have all spurred sales of HVACR retrofits that were not necessitated by equipment breakdown.

Major Markets
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  Products manufactured in the Heating and Air-Conditioning Equipment
Manufacturing industry in Canada are sold primarily to construction,
wholesaling, contracting and specific manufacturing markets.

  There are a large number of market segments within the building and construction sector. Major customers include
residential builders, air-conditioning and heating installers and plumbing and heating wholesalers.

EXPORTS

In 2020, exports are expected to account for 52.9% of industry revenue.

Exports have consistently accounted for between 45.0% and 50.0% of industry revenue between 2015 and 2019.
Exports of heating, air-conditioning and refrigeration equipment have risen, largely due to a weaker Canadian dollar,
which make domestically produced industry products relatively more affordable to foreign markets, during that same
period. Much of the rise in industry exports has been attributable to an expansion in housing and nonresidential
construction in the United States, which has increased heating, ventilation, air-conditioning and refrigeration
(HVACR) sales to this key export market. For more information on exports, please refer to the International Trade
section.

REPLACEMENT AND REMODELLING MARKETS

The replacement and remodelling markets segment is expected to
account for 35.3% of industry revenue in 2020.

Demand within this market segment is driven by a variety of factors. Employment growth and higher income levels
positively influence private investments in home improvements, as consumers have more money to spend on
upgrades to their existing heating and cooling units. Additionally, ordinary wear and tear and natural disasters, such
as floods, can lead to damage of existing equipment, spurring replacement demand. Lastly, higher electricity costs
and environmental concerns can entice consumers to replace old HVACR systems with new energy-efficient
equipment.

RESIDENTIAL AND COMMERCIAL CONSTRUCTION

The residential and commercial construction market segment is expected
to account for 11.8% of industry revenue in 2020.

Residential construction is a key demand industry for HVACR products because new homes are typically built with
related systems. An increase in housing construction boosts demand for industry products. The major nonresidential
users of heating and air-conditioning equipment and supplies include large office buildings, retail shopping centres
and large entertainment centres. These structures are often much larger than residential buildings and, as a result,
require a greater amount of industry equipment. The nonresidential building construction market relies on
government expenditure and private corporate investment, so changes in spending from those markets affects
demand for this industry. For much of the current period, rising employment and an easing of lending conditions
helped encourage residential construction. However, commercial construction activity slowed down over the past
five years and the economic shock stemming from the COVID-19 (coronavirus) pandemic is expected to significantly
slow down commercial construction in 2020 and potentially 2021.
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International Trade Exports in this industry are    High and Increasing

Imports in this industry are    High and Decreasing

As many Canadian manufacturing industries, the United States is the primary trading partner for imports and exports
in the Heating and Air-Conditioning Equipment Manufacturing industry in Canada. Shared geographic borders
mitigate transportation costs to US markets, while the North American Free Trade Agreement (NAFTA) eased trade
restrictions. With the United States–Mexico–Canada Agreement now in effect, the industry is still expected to
experience similar trade dynamics with Mexico and the United States.

Exports

Over the five years to 2020, exports are expected to increase at an annualized rate of 3.7% to $2.3 billion, as a rapid
increase in housing and nonresidential construction in key markets, such as the United States, increased demand
for heating, cooling and commercial refrigeration equipment between 2015 and 2019. Industry operators have also
benefited from a rise in employment and disposable income levels in developing nations, such as China, between
2015 and 2019. The top export sources include the United States at an estimated 92.4%, Ireland and China at 1.0%
each and Australia with 0.7%. Increased office, retail and residential construction, for much of the five-year period,
has made these nations top export destinations. Moreover, a relatively weak Canadian dollar has made Canadian-
made HVACR products relatively less expensive to overseas markets, which helped boost industry exports over the
past five years. Over the five years to 2025, exports are forecast to increase only slightly as an expected slow rise in
the value of the Canadian dollar may potentially stifle demand for Canadian produced HVACR products overseas.

Imports

Imports are expected to decrease at an annualized rate of 1.4% to $6.1 billion over the five years to 2020.
Population growth, which brings a need for new housing and demand for industry products, helped boost demand
for HVACR imports. The top import sources include the United States at an estimated 54.1%, China at 17.3%,
Mexico at 10.3% and Germany at 2.9%. Like exports, the heating and commercial refrigeration equipment segment
consistently dominates imports. Over the five years to 2025, imports are projected to increase at an annualized rate
of 3.5% to $7.3 billion.
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Business
Locations

  Ontario and Quebec collectively dominate in terms of establishment concentration, accounting for an estimated 50.6% and 23.7%
of establishments in the Heating and Air-Conditioning Equipment Manufacturing industry in Canada in 2020. These locations
benefit from high population densities, with proximity to residential and commercial downstream markets, as combined, these
regions account for more than 60.0% of Canada's population. In addition, these provinces have a high concentration of
businesses. Over the five years to 2020, the industry has benefited from a rise in office construction for the financial, health and
technology sectors. Moreover, Ontario and Quebec have abundant natural resources, facilitating easy access to vital raw
materials essential for the production of industry-related products. Demand is also distributed based on weather patterns. New
houses built in the warmer provinces are more likely to be fitted with air conditioning than those built in cooler provinces, where
the installation of central heating systems tends to be higher.

This industry's largest players, Nortek Inc. (Nortek) and Johnson Controls Inc. (Johnson), are both based in northern US states,
which helps facilitate international trade between Canadian and US markets. However, both industry operators have
manufacturing locations in Canada. Nortek has residential ventilation equipment manufacturing locations in Mississauga, ON, and
Drummondville, QC. It also has custom manufacturing locations in Saint-Leonard-d'Aston, QC; Saskatoon, SK; and Anjou, QC.
Meanwhile, Johnson manufactures industry-relevant products in Ajax, ON, as part of the company's building efficiency segment.
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Competitive Landscape
Market Share
Concentration

Concentration in this industry is    Low

Concentration in the Canadian Heating and Air-Conditioning Equipment Manufacturing industry is low. In 2020, the
top two companies are expected to account for 11.1% of industry revenue. The industry's low concentration and
varied product lines signal a high degree of competition, as small manufacturers compete for market share on a
local or regional basis. This competition limits the ability of any one player to garner significant market share.
According to data provided by Statistics Canada, 87.3% of industry establishments employ fewer than 100 workers,
providing further evidence that the Heating and Air-Conditioning Manufacturing industry in Canada is fragmented
and composed of mostly smaller establishments.

Key Success
Factors

IBISWorld identifies 250 Key Success Factors for a business. The most important for this industry are:

Ability to accommodate environmental requirements:
In light of concerns over chlorofluorocarbons (CFCs) and other environmentally damaging processes, many
companies compete on their ability to accommodate environmentally friendly goods and services.

Control of distribution arrangements:
Control of distribution arrangements or company-owned retail outlets is a key success factor for companies
manufacturing brand names.

Establishment of brand names:
Successful companies are able to establish strong connections between their brands and perceptions of high quality
and reliability.

Having a diverse range of clients:
A company's client and geographic diversity can mitigate the effects of fluctuations in market demand.

Specialization in a product/service that is considered essential by legislators:
Companies provide products deemed essential and these products have a variety of downstream markets. The
industry is thus able to provide replacement equipment if the event that existing equipment fails.
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Cost Structure
Benchmarks

  Profit

Industry profit declined slightly over the five years to 2020. Key input
prices increased during the period, which cut into the industry profit
margin. As a result, unprofitable participants exited the industry. The
average industry profit margin, measured as earnings before interest
and taxes, is expected to fall to 8.5% of revenue in 2020 from 11.0% in
2015. This can be attributed to reduced downstream demand from the
economic disruption caused by the COVID-19 (coronavirus) pandemic.

 

  Wages

In 2020, wage costs are estimated to comprise 22.2% of industry
revenue, up slightly from 21.9% of revenue in 2015. These costs
include wages and benefits, such as health and workers'
compensation. Together, purchases and wages account for nearly two-
thirds of total revenue.
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  Purchases

Purchases account for an estimated 42.6% of industry revenue in 2020.
The industry purchases a broad range of materials including steel,
copper tubing, aluminum, ferrous and nonferrous castings, clays,
motors and electronics. Raw material prices have fluctuated over the
five years to 2020 as a result of changes in the overall economy and
global demand. Steel, for instance, which makes up a major component
of heating and air-conditioning equipment exhibited tremendous price
volatility. The world price of steel is expected to increase an annualized
3.9% over the five years to 2020.

 

  Marketing

Marketing costs are expected to account for 2.3% of industry revenue
in 2020, representing a slight increase from its share in 2015.

 

  Depreciation

Depreciation for buildings, machinery, equipment and computers is
expected to account for 1.9% of industry revenue in 2020.
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  Rent

Rent costs are expected to account for 3.5% of industry revenue in
2020, representing a slight increase from its share in 2015. Rent costs
are moderate in this industry, as some operators own the facilities they
use while other lease them.

 

  Utilities

Utility costs in the industry are moderate, accounting for an estimated
0.8% of industry revenue in 2020. Manufacturers operate large facilities
with machinery constantly expending fuel and electricity.

 

  Other Costs

Other costs include computer hardware and software, communication
services, repairs and maintenance expenditures and outsourced fees
for lawyers, accountants and other business professionals. Other costs
are expected to account for 18.2% of total revenue in 2020.
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Basis of
Competition

Competition in this industry is    Medium and the trend is Increasing

  INTERNAL COMPETITION

Price, product development, location and investment form the primary
bases of competition for the Heating and Air-Conditioning Equipment
Manufacturing industry in Canada.

Of these, price is the most important factor. Price-based competition and maximum market coverage are of
particular importance in residential product lines because there is often little perceived difference between goods
and services from a customer perspective. Diversified manufacturers may have a competitive pricing advantage, as
these manufacturers share the use of machinery and facilities, thereby benefiting from lower per unit capital costs.
Additionally, diversified manufacturers are able to purchase large quantities of commodities, in turn lowering per unit
purchasing prices.

Technology also determines the relative cost position of products. Over the five years to 2020, incentives have
influenced operators to design better and greener products to replace older, inefficient ones. As a result of growing
environmental issues, energy efficiency is an important factor. Introducing new or improved product designs and
product lines at different price points is a key way of maintaining and increasing product and market share in a slow-
growing environment.

The industry experiences substantial competition from imports. Imports have accounted for a majority and rising
share of domestic demand in Canada for the past five years. The operational efficiencies achieved in overseas
manufacturing facilities enables those producers, particularly in China, to price HVACR equipment lower than
Canadian producers. In turn, this price-based competition has led Canadian companies to increase their operational
efficiencies, primarily through employee reductions that also lower wage costs.

EXTERNAL COMPETITION

The industry experiences minimal external competition due to the
specified nature of industry products.

Barriers to
Entry

Barriers to Entry in this industry are    Medium and the trend is Steady

  The Heating and Air-Conditioning Equipment
Manufacturing industry in Canada exhibits medium
barriers to entry. In the majority of product and market
segments, customers are aware of the brand names of
key components. To a certain extent, this gives the
industry's largest manufacturers more pricing power as
knowledgeable buyers weigh quality and brand loyalty
above price considerations.

There is a low-to-moderate level of capital investment
required to operate in the industry. High initial capital
costs are associated with the construction and
development of specialized plants and machinery.
Purchasing costs in this industry can be quite
considerable. Key commodity inputs such as steel,
aluminum, copper or electric components are necessary
for the production of heating, air-conditioning and
refrigeration equipment. The availability of these products
is also crucial to operating a successful business. Supply
disruptions, can threaten a manufacturer's ability to timely
fulfill production orders and jeopardize future business
relationships. Larger, established companies have a
better relationship with key commodity suppliers. Many of
the industry's largest players are integrated, diversified
manufacturers that engage in large scale commodity
purchases. Given the size of their purchases, major
players receive pricing benefits that further discourage
competition from smaller competitors.

Barriers to Entry Checklist

Competition Medium  

Concentration Low  

Life Cycle Stage Mature  

Technology Change Medium  

Regulation & Policy Heavy  

Industry Assistance Low  

Industry Globalization in this industry is    High and the trend is Increasing
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Globalization
  Globalization in the Heating and Air-Conditioning Equipment Manufacturing industry in Canada is high and the trend is

increasing. Over the five years to 2020, exports have consistently accounted for a substantial share of revenue,
accounting for an estimated 52.9% of industry revenue in 2020. Meanwhile, imports have generally accounted for a high
share of domestic demand, expected to reach 75.3% of domestic demand in 2020. Beyond levels of international trade,
the industry also exhibits globalization through the operation of offshore and outsourced locations. The most well-known
companies to consumers only operate sales offices or distribution centres in Canada and have major operating facilities
in the United States. In addition, they also have manufacturing locations across the world. While these companies are not
considered part of the Canadian industry, they compete directly with industry operators. As a result, levels of trade are
projected to continue rising, with imports account for a rising share of domestic demand in light of less costly production
overseas that lowers prices for consumers.
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Major Companies

Major Players Nortek Inc.

Market Share: 6.3%

Brand Names Broan, NuTone, Venmar, Best, Zephyr

  Founded in 1967, Nortek Inc. (Nortek) is a diversified manufacturer of residential and commercial air-conditioning,
heating, ventilation and related technologies. In August 2016, Nortek was acquired by UK-based public company
and buyout specialist Melrose Industries PLC (Melrose). Melrose, which has a long history of acquiring
manufacturing businesses, will use Nortek's HVAC businesses as an inroad to an expanding North American
residential construction market. Globally, Melrose employs an estimated 55,500 people (latest data available).

Under Melrose's management, Nortek operates in three business segments. However, only its air management
segment is relevant to this industry. The company has manufacturing locations across Canada, which are mainly
located in Quebec. Markets include residential and commercial construction, manufactured housing, do-it-yourself
(DIY) and professional remodelling and renovation, primarily in the United States, Canada and Europe.

The air management segment makes room and whole-house ventilation products for the professional remodelling
and replacement, new residential construction and DIY markets. Products include range hoods, exhaust fans and
indoor air-quality products sold under the Broan NuTone, Venmar, Best and Zephyr brand names. Nortek also
makes residential heating and cooling split-system and packaged air conditioners and heat pumps; air handlers;
furnaces and related equipment; accessories; and parts for the residential and certain commercial markets. The
segment markets its products under the licensed brand names Frigidaire, Tappan, Philco, Kelvinator, Gibson,
Westinghouse, Maytag and several private label brand names. Lastly, Nortek produces customized air management
solutions, including custom designed and engineered heating, ventilation, air-conditioning and air management
systems for hospitals, educational facilities, commercial offices, manufacturing facilities, retail stores, data centres
and governmental buildings. These products are marketed under the Governair, Mammoth, Temtrol, Venmar CES,
Ventrol, Webco, Huntair, Cleanpak and Fanwall brand names.

Financial performance

For most of the past five years, Nortek reported higher North American demand for its residential and commercial
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HVAC businesses, especially in 2015. Additionally, lower global energy and commodity prices between 2014 and
2016 helped taper operating costs and restructuring-related cost reductions, including the consolidation of a
commercial HVAC head office that led to a higher company margin during this period. In April 2014, Nortek
completed the acquisition of the HVAC businesses of Thomas & Betts Corporation, a designer and manufacturer of
industrial and commercial industry products and a wholly owned subsidiary of ABB Ltd. The deal closed for $260.0
million and boosted Nortek's exposure to the industrial, commercial, restaurant and retail markets. Over the five
years to 2020, Nortek's industry-relevant revenue is expected to contract at an annualized rate of 9.3% to $269.1
million. However, the company's operating income, measured as earnings before interest and taxes, is expected to
grow at an annualized rate of 14.1% to reach $28.6 million during the same period.

 
Nortek Inc. (industry-relevant operations) - financial performance*

Year
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2016 395.0 N/C 38.4 N/C
2017 277.4 -29.8 42.1 9.6
2018 287.1 3.5 35.7 -15.2
2019 290.6 1.2 36.2 1.4
2020 280.8 -3.4 32.3 -10.8
2021 301.1 7.2 33.1 2.5

Source: Annual Report and IBISWorld
Note: *Estimates (Figures are converted from GBP to CAD)

Other Companies Johnson Controls Inc.

  Market Share: 4.8%
  Based out of Milwaukee, Johnson Controls Inc. (Johnson) was founded in 1885. During the fourth quarter of fiscal

2016 (year-end September), Johnson completed its merger with Ireland-based Tyco International PLC (Tyco) as
part of a $14.0 billion deal. The combination created a mega provider of commercial building systems, with 120,000
employees, 2,000 locations and more than $30.0 billion in annual revenue. Johnson still specializes in
manufacturing HVAC equipment, while Tyco offers security and fire suppression systems for offices, factories,
schools and other nonresidential buildings.

Currently, Johnson operates in this industry through Canadian manufacturing locations within its building
technologies and solutions segment. This segment makes, sells and services chillers, air handlers, split systems,
compressors, control devices and other products for residential and commercial use and for the food, chemical and
petroleum industries. Brand names include York and Metasys, the latter of which monitors heating, ventilation and
air-conditioning systems and other building features to maximize efficiencies and lower operating costs. The
segment covers residential, commercial and industrial markets.

IBISWorld expects Johnson's industry-relevant revenue to total $207.4 million in 2020. Over the five years to 2020,
the company's revenue has increased as stronger demand from commercial and residential construction markets,
excluding 2020, has improved sales of new heating, ventilation and air-conditioning equipment. As business
conditions began to improve, the company also invested in horizontal integration through a series of strategic
purchases, mergers and acquisitions. For example, in December 2013, Johnson purchased a controlling stake in
Japanese air-conditioning manufacturer Hitachi Ltd. (Hitachi), incorporating Hitachi's global operations into
Johnson's building efficiency unit. In January 2015, the company upped its stake, as Johnson now has 60.0%
ownership in the global partnership for HVACR manufacturing.

Engineered Air

  Market Share: 1.3%
  Engineered Air is a manufacturer of custom-built heating, ventilation, air conditioning, refrigeration and energy

recover equipment. The company has plant locations in Calgary; Edmonton, AB; and Newmarket, ON. In addition,
the company has sales offices in all the major Canadian metropolitan areas. In 2020, Engineered Air is expected to
earn $54.0 million in industry-relevant revenue.
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Operating Conditions

Capital
Intensity

The level of capital intensity is    Low

  The Heating and Air-Conditioning Equipment
Manufacturing industry in Canada exhibits a low-to-
moderate level of capital intensity. Using wages as a proxy
for labour and depreciation as a proxy for capital, for every
$1.00 spent on labour in 2020, an estimated $0.09 is spent
on capital. Meanwhile, in 2020, wages are estimated to
account for 22.2% of industry revenue. Wages as a
proportion of revenue have remained steady over the five
years to 2020. Furthermore, the average industry wage
declined slightly as the industry continues to compete with
imported products.

Research and development in this industry is moderate,
therefore capital expenditure is carried out mostly to
improve manufacturing productivity, reduce costs and
provide environmental enhancements to machinery. Initial
capital costs are associated with the construction and
development of specialized plants and machinery.
Purchasing costs in this industry can also be quite
considerable.
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Technology &
Systems

Potential Disruptive Innovation: Factors Driving Threat of Change

Level Factor Disruptive
Effect

Description

Medium Rate of
Innovation

Potential A ranked measure for the number of patents
assigned to an industry. A faster rate of new
patent additions to the industry increases the
likelihood of a disruptive innovation occurring.

Very Low Innovation
Concentration

Very
Unlikely

A measure for the mix of patent classes
assigned to the industry. A greater
concentration of patents in one area increases
the likelihood of technological disruption of
incumbent operators.

Medium Ease of Entry Potential A qualitative measure of barriers to entry.
Fewer barriers to entry increases the
likelihood that new entrants can disrupt
incumbents by putting new technologies to
use.

Medium Rate of Entry Potential Annualized growth in the number of
enterprises in the industry, ranked against all
other industries. A greater intensity of
companies entering an industry increases the
pool of potential disruptors.

Very High Market
Concentration

Very Likely A ranked measure of the largest core market
for the industry. Concentrated core markets
present a low-end market or new market entry
point for disruptive technologies to capture
market share.

  The rate of new patent additions to the industry is low. This is combined with a low concentration of innovation. Both factors
being low suggests that new technology entry is slow and widespread, which limits the threat of disruptive threats hurting
leading industry operators.

Both the ease of entry and the rate of entry in the industry are moderate. While these factors do not significantly add to the
threat of disruptive potential, they do not detract from it either.

The major markets for this industry are highly concentrated, which implies that the market has a focus on key customer
segments. This presents an opportunity for strategic entrance into lower-end markets or unserved markets for innovations
to take on a disruptive trajectory.

The Heating and Air-Conditioning Equipment Manufacturing industry in
Canada is not subject to significant technological advances.

As a manufacturing industry, new technology is typically used for making new heating and air conditioning systems more
efficient and durable, which is not considered to be a form of technological disruption. Additionally, the manufacturing
process is largely unaffected by any recent technological advances that would change the market structure that companies
operate.

The level of technology change is    Medium

  Over the five years to 2020, demand for more environmentally friendly
products led industry innovation.

The fluid that circulates through air-conditioning systems, known as a working fluid, is typically a liquid with strong
thermodynamic characteristics such as freon, hydrocarbons, ammonia or water. Due to environmental concerns, working
fluids now consist typically of ammonia or water. Operators have continually invested in ways to design new working fluids
and better system components to keep up with rapidly shifting consumer preferences and environmental standards.

Furthermore, many companies have research and development centres focused on combustion technology, air movement
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and indoor air quality, heat transfer and power generation. Large-scale commercial and industrial buildings are increasingly
constructed to include computer-controlled equipment for managing heat, elevators, security, lighting, ventilation and room
pressurization. Space heating and air-conditioning units are increasingly designed in consultation with architects and
engineers to incorporate the products into automated solutions for such buildings.

Last, the development of suitable alternative refrigerants to ozone-depleting chlorofluorocarbons, which are being phased
out, has also driven technology. Operators also use commercially available computer-aided design, computer-aided
manufacturing and computational fluid dynamics not only to streamline the design and manufacturing processes, but also to
give the ability to run computer simulations on a product design before a working prototype is created.

Revenue
Volatility

The level of volatility is    Medium

  The Canadian Heating and Air-Conditioning Equipment Manufacturing
industry's level of volatility is moderate, with year-on-year revenue changes
averaging 9.1% over the five years to 2020.

Although industry revenue increased every year during the five-year period, a large drop of 21.9% in 2015 and 6.8% in
2016 contributed to an elevated level of volatility during the period. The expected decline in revenue in 2020 may also
potentially contribute to revenue volatility.

Rising Canadian employment and disposable income led to higher residential construction and renovation spending for a
majority of the current period. This, in turn, has boosted domestic demand from key contracting and wholesaling markets.
Moreover, strong construction growth in the United States, barring 2020, the largest destination for industry exports,
stimulated industry revenue growth during this period.

Regulation &
Policy

The level of regulation is    Heavy and the trend is Steady

ENERGY EFFICIENCY

Local and international laws and regulations concerning the environment form
the main regulatory hurdles for the Heating and Air-Conditioning Equipment
Manufacturing industry in Canada.

The industry also contends with appliance-efficiency regulations. Natural Resources Canada (NRCan) oversees Canada's
environmental and sustainability standards, including coordinating appliance energy efficiency standards with the United
States' ENERGY STAR program.

NRCan and the Heating, Refrigerating and Air Conditioning Institute of Canada (HRAI) employ an industry-managed
energy efficiency rating system, known as EnerGuide, for furnaces, central air conditioners and heat pumps. The rating is
based on the US verified Seasonal Energy Efficiency Ratings (SEER). Manufacturers' must publish the energy efficiency
rating scale under the EnerGuide logo on the back of brochures. For freezers and other refrigeration equipment produced
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by this industry, EnerGuide labelling is mandatory. HVACR units with a greater heating or cooling output per unit of energy
consumption receive a higher EnerGuide or SEER rating. Therefore, heating and air-conditioning systems with the highest
ratings are the most energy-efficient.

Certification organizations accredited by the Standards Council of Canada operate energy efficiency verification services for
manufacturers, distributors and importers of central air conditioners to ensure compliance with federal and provincial
regulations. These verification services assess the products' performance against mandated requirements and put in place
a process to ensure that production units continue to meet these requirements.

ENVIRONMENTAL REGULATIONS

In the past decade, environmental agencies have increased regulatory and
political pressure to phase out the creation, use, import and export of
hydrochlorofluorocarbons (HCFC-22), which have commonly been used a
refrigerant for air-conditioning and refrigeration equipment.

Companies, together with chemical manufacturers, are reviewing and addressing the potential influence of refrigerant
regulations on products. Most companies believe that the combination of products that presently use HCFC-22 and new
products using alternative refrigerants will enable new commercial and industrial products.

Customers are not required by law to replace any existing HCFC-22 equipment and are permitted to keep using their
existing equipment; however, IBISWorld anticipates that as production of HCFC-22 equipment slows down and ceases,
there will be fewer parts available to maintain existing equipment and fewer contractors skilled in servicing it. As a result,
customers will likely replace most of their HCFC-22 equipment before the phase-out is complete. Beginning in 2015,
Environment Canada prohibited the manufacture, use and sale of three specific HCFCs. IBISWorld further projects that
environmentally conscious customers are likely to replace their equipment even sooner, creating a growth opportunity for
the replacement segment through the next five years.

In addition, R-22 refrigerant, a common refrigerant for residential heat pumps and air-conditioning systems, is often used by
air-conditioning machines manufactured before 2010. Production and import of R-22 will be continually reduced by law until
2020, when all production and import will be banned. After 2020, only recycled R22 refrigerant will be available to service
existing air conditioners.

Industry
Assistance

The level of industry assistance is    Low and the trend is Steady

The Canadian Heating and Air-Conditioning Equipment Manufacturing industry
receives indirect assistance through trade associations, such as the Heating,
Refrigeration and Air-Conditioning Institute of Canada (HRAI).

Founded in 1968, the HRAI represents more than 1,300 heating, ventilation, air-conditioning and refrigeration (HVACR)
manufacturers, wholesalers and contractors in Canada. The HRAI develops technical standards, provides industry-relevant
educational training, lobbies the government in the areas such as adoption of energy-efficient equipment and helps
maintain the industry-managed HVAC EnerGuide product rating program.
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Key Statistics
Industry Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Canadian-
dollar

effective
exchange rate

index (Index)
2011 3,166 1,034 710 605 14,210 1,268 4,800 746 6,698 131
2012 3,020 949 694 591 13,368 1,354 5,208 707 6,874 131
2013 3,123 1,002 764 651 13,558 1,366 5,433 678 7,190 127
2014 3,179 1,037 807 688 13,553 1,591 5,956 704 7,544 119
2015 3,876 1,350 790 671 14,871 1,885 6,607 847 8,599 110
2016 4,140 1,466 793 671 15,829 1,899 6,729 916 8,969 108
2017 4,340 1,502 804 679 16,664 2,044 6,534 952 8,829 110
2018 4,380 1,549 794 671 17,571 2,118 6,937 960 9,199 109
2019 4,728 1,631 769 649 18,409 2,328 7,417 1,012 9,816 109
2020 4,281 1,398 747 633 17,435 2,266 6,149 950 8,165 104
2021 4,596 1,493 768 649 18,433 2,422 6,746 1,007 8,920 105
2022 4,273 1,404 743 629 17,706 2,239 6,455 961 8,489 106
2023 4,255 1,401 738 625 17,730 2,221 6,569 961 8,603 107
2024 4,419 1,450 745 630 18,234 2,297 6,970 991 9,092 108
2025 4,537 1,485 748 631 18,594 2,349 7,314 1,012 9,503 109

Annual Change

Year
Revenue

(%)
IVA
(%)

Establishments
(%)

Enterprises
(%)

Employment
(%)

Exports
(%)

Imports
(%)

Wages
(%)

Domestic
Demand

(%)

Canadian-
dollar

effective
exchange rate

index (%)
2011 1.25 0.31 -3.54 -3.05 8.16 2.19 2.43 5.67 1.92 1.08
2012 -4.63 -8.25 -2.26 -2.32 -5.93 6.81 8.50 -5.27 2.62 -0.20
2013 3.40 5.57 10.1 10.2 1.42 0.84 4.32 -4.06 4.61 -3.46
2014 1.81 3.51 5.62 5.68 -0.04 16.5 9.61 3.81 4.92 -5.82
2015 21.9 30.2 -2.11 -2.48 9.72 18.5 10.9 20.3 14.0 -7.83
2016 6.79 8.63 0.37 0.00 6.44 0.76 1.83 8.08 4.31 -1.45
2017 4.82 2.42 1.38 1.19 5.27 7.63 -2.90 3.95 -1.56 1.48
2018 0.93 3.13 -1.25 -1.18 5.44 3.61 6.15 0.81 4.18 -0.63
2019 7.93 5.27 -3.15 -3.28 4.76 9.90 6.91 5.39 6.71 -0.58
2020 -9.45 -14.3 -2.87 -2.47 -5.30 -2.68 -17.1 -6.12 -16.8 -4.10
2021 7.35 6.80 2.81 2.52 5.72 6.91 9.70 6.05 9.25 0.83
2022 -7.04 -5.94 -3.26 -3.09 -3.95 -7.55 -4.31 -4.57 -4.83 1.10
2023 -0.42 -0.25 -0.68 -0.64 0.13 -0.83 1.76 0.03 1.35 0.81
2024 3.84 3.48 0.94 0.80 2.84 3.42 6.11 3.03 5.69 0.81
2025 2.68 2.44 0.40 0.15 1.97 2.26 4.93 2.11 4.52 0.80

Key Ratios

Year
IVA/Revenue

(%)

Imports/
Demand

(%)

Exports/
Revenue

(%)

Revenue per
Employee

($'000)

Wages/
Revenue

(%)

Employees per
estab.
(Units) Average Wage  ($)

2011 32.7 71.7 40.0 223 23.6 20.0 52,526
2012 31.4 75.8 44.8 226 23.4 19.3 52,895
2013 32.1 75.6 43.7 230 21.7 17.7 50,037
2014 32.6 78.9 50.0 235 22.2 16.8 51,966
2015 34.8 76.8 48.6 261 21.9 18.8 56,970
2016 35.4 75.0 45.9 262 22.1 20.0 57,850
2017 34.6 74.0 47.1 260 21.9 20.7 57,123
2018 35.4 75.4 48.4 249 21.9 22.1 54,618
2019 34.5 75.6 49.2 257 21.4 23.9 54,946
2020 32.7 75.3 52.9 246 22.2 23.3 54,465
2021 32.5 75.6 52.7 249 21.9 24.0 54,636
2022 32.9 76.0 52.4 241 22.5 23.8 54,281
2023 32.9 76.4 52.2 240 22.6 24.0 54,224
2024 32.8 76.7 52.0 242 22.4 24.5 54,327
2025 32.7 77.0 51.8 244 22.3 24.9 54,405

Figures are inflation adjusted to 2020
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Additional Resources
Additional
Resources

Statistics Canada
http://www.statcan.gc.ca

Heating, Refrigeration and Air Conditioning Institute of Canada
http://www.hrai.ca

Air-Conditioning, Heating and Refrigeration Institute
http://www.ahrinet.org

Industry Jargon CHLOROFLUOROCARBONS
A common type of refrigerant used in air-conditioning systems that is being phased out because it contributes to
depleting the ozone layer; usually abbreviated as CFCs.

HVACR
An abbreviation for heating, ventilation, air-conditioning and refrigeration equipment.

HYDROCHLOROFLUOROCARBONS
A type of CFC, known in the industry as HCFC-22, that is considered more environmentally friendly but is still being
phased out.

REFRIGERANT
A chemical compound or coolant used to achieve low temperatures in air-conditioning and refrigeration equipment.

Glossary BARRIERS TO ENTRY
High barriers to entry mean that new companies struggle to enter an industry, while low barriers mean it is easy for
new companies to enter an industry.

CAPITAL INTENSITY
Compares the amount of money spent on capital (plant, machinery and equipment) with that spent on labour.
IBISWorld uses the ratio of depreciation to wages as a proxy for capital intensity. High capital intensity is more than
$0.333 of capital to $1 of labour; medium is $0.125 to $0.333 of capital to $1 of labour; low is less than $0.125 of
capital for every $1 of labour.

CONSTANT PRICES
The dollar figures in the Key Statistics table, including forecasts, are adjusted for inflation using the current year (i.e.
year published) as the base year. This removes the impact of changes in the purchasing power of the dollar, leaving
only the "real" growth or decline in industry metrics. The inflation adjustments in IBISWorld’s reports are made using
Statistics Canada's implicit GDP price deflator.

DOMESTIC DEMAND
Spending on industry goods and services within Canada, regardless of their country of origin. It is derived by adding
imports to industry revenue, and then subtracting exports.

EMPLOYMENT
The number of permanent, part-time, temporary and casual employees, working proprietors, partners, managers
and executives within the industry.

ENTERPRISE
A division that is separately managed and keeps management accounts. Each enterprise consists of one or more
establishments that are under common ownership or control.

ESTABLISHMENT
The smallest type of accounting unit within an enterprise, an establishment is a single physical location where
business is conducted or where services or industrial operations are performed. Multiple establishments under
common control make up an enterprise.

EXPORTS
Total value of industry goods and services sold by Canadian companies to customers abroad.

IMPORTS
Total value of industry goods and services brought in from foreign countries to be sold in Canada.

INDUSTRY CONCENTRATION
An indicator of the dominance of the top four players in an industry. Concentration is considered high if the top
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players account for more than 70% of industry revenue. Medium is 40% to 70% of industry revenue. Low is less
than 40%.

INDUSTRY REVENUE
The total sales of industry goods and services (exclusive of excise and sales tax); subsidies on production; all other
operating income from outside the firm (such as commission income, repair and service income, and rent, leasing
and hiring income); and capital work done by rental or lease. Receipts from interest royalties, dividends and the sale
of fixed tangible assets are excluded.

INDUSTRY VALUE ADDED
The market value of goods and services produced by the industry minus the cost of goods and services used in
production. IVA is also described as the industry's contribution to GDP, or profit plus wages and depreciation.

INTERNATIONAL TRADE
The level of international trade is determined by ratios of exports to revenue and imports to domestic demand. For
exports/revenue: low is less than 5%; medium is 5% to 20%; and high is more than 20%. Imports/domestic demand:
low is less than 5%; medium is 5% to 35%; and high is more than 35%.

LIFE CYCLE
All industries go through periods of growth, maturity and decline. IBISWorld determines an industry's life cycle by
considering its growth rate (measured by IVA) compared with GDP; the growth rate of the number of establishments;
the amount of change the industry's products are undergoing; the rate of technological change; and the level of
customer acceptance of industry products and services.

NONEMPLOYING ESTABLISHMENT
Businesses with no paid employment or payroll, also known as nonemployers. These are mostly set up by self-
employed individuals.

PROFIT
IBISWorld uses earnings before interest and tax (EBIT) as an indicator of a company’s profitability. It is calculated as
revenue minus expenses, excluding interest and tax.

REGIONS
Prairies | AB, SK, MB
Atlantic | NB, NS, PE, NL
Territories | YT, NT, NU

VOLATILITY
The level of volatility is determined by averaging the absolute change in revenue in each of the past five years.
Volatility levels: very high is more than ±20%; high volatility is ±10% to ±20%; moderate volatility is ±3% to ±10%;
and low volatility is less than ±3%.

WAGES
The gross total wages and salaries of all employees in the industry.



IBISWorld helps you find the industry
information you need – fast.

With our trusted research covering thousands of global industries, you’ll get a quick and intelligent
overview of any industry so you can get up to speed in minutes. In every report, you’ll find
actionable insights, comprehensive data and in-depth analysis to help you make smarter, faster
business decisions. If you’re not yet a member of IBISWorld, contact us at 1-800-330-3772 or
info@ibisworld.com to learn more.

DISCLAIMER
This product has been supplied by IBISWorld Inc. (‘IBISWorld’) solely for use by its authorized licenses strictly in
accordance with their license agreements with IBISWorld. IBISWorld makes no representation to any other person
with regard to the completeness or accuracy of the data or information contained herein, and it accepts no
responsibility and disclaims all liability (save for liability which cannot be lawfully disclaimed) for loss or damage
whatsoever suffered or incurred by any other person resulting from the use of, or reliance upon, the data or
information contained herein. Copyright in this publication is owned by IBISWorld Inc. The publication is sold on
the basis that the purchaser agrees not to copy the material contained within it for other than the purchasers own
purposes. In the event that the purchaser uses or quotes from the material in this publication – in papers, reports,
or opinions prepared for any other person – it is agreed that it will be sourced to: IBISWorld Inc.

Copyright 2020 IBISWorld Inc.
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