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Although refinancing risk has been easing, new lending to the real estate 
industry remains low

Source: Bank of Japan

Historical trend of new lending to the real estate industry (% chg. yoy)

Note: BOJ revised the industrial classification for the statistics at 1Q-04(Jan.-Mar.), 3Q-06 (Jul.-Sept.) and 2Q-09 (Apr.-Jun.).  Therefore, the yoy figures 
do not correlate with each of the previous figures

不動産業向け新規貸出しの前年同期比変化率の推移(%)
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CMBS market continues to be frozen

Historical trend of CMBS issued in Japan

Source: UBS, I-N Information Systems
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Meanwhile, the residential market has been showing signs of bottoming.  
Contract ratios for new condos have been recovering

Contract ratios for new condominiums in the Tokyo Metropolitan area
首都圏マンションの契約率*
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Because of limited new supply, supply-demand conditions on new 
condos have tightened and inventories are decreasing

Market inventories for new condominiums in the Tokyo Metropolitan area
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Condo demand is still strong among 1970s-era baby boomers, but supply of low 
to mid priced condos is still low.  This mismatch is showing up as growing 
demand for second-hand condos

Number of transactions for second-hand condominiums 
in the Tokyo Metropolitan area

Number of transactions for second-hand condominiums in the Tokyo metropolitan area
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As the number of second-hand condo transactions has picked up, prices 
have been showing signs of bottoming out in central Tokyo

Average per-tsubo price for second-hand condominiums 
in the Tokyo Metropolitan areaAverage per-tsubo price of secondary condominiums

in the Tokyo Metropolitan Area
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On the other hand, commercial real estate transactions remain stagnant. Transactions 
over ¥10bn are still few, although transactions less than ¥2bn can be seen from 
wealthy individuals or the other investors

Number of transactions over ¥10bn in size

Source: UBS (based on reports by Nikkei Real Estate Market Report)

Note: The dates based on report dates as opposed to the transaction dates
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The consensus yield for Tokyo Class-A office buildings has been regarded 
as being 4-5%, but actual transactions are few

Investors' expected rate of return on top-class office buildings  in the Marunouchi/Otemachi area
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Foreign investors have remained quiet over the past 2 years

Examples of recent property transactions by foreign capital
reported by the media

Date of Asset type (s) Location Property name Price Investor
media report (¥bn)

Jan 10 Retail Chiba Aeon Mall Chiba New Town 34.0   SEB

Jun 09 Office Tokyo KDX Toyosu Grandsquare 34.0   Carlyle, Korean National Pension Corporation

Apr 09 Residential Tokyo Lietcourt Arx Tower 13.0   St Martins Property (acquired by the Kuwaiti govt in 1974)

Dec 08 Distribution facility Nationwide Prologis Japan Properties Fund  n.a. GIC

Dec 08 Office Tokyo Shibuya Duplex 16.0   Union Investment

Oct 08 Office Tokyo Glass City Harumi 16.0   Union Investment

Sep 08 Retail Osaka La Porte Shinsaibashi 14.4   DEGI (Deutsche Gesellschaft fur Immobilienfonds)

Aug 08 Retail Tokyo SoLaDo Harajuku 15.0   Union Investment

Aug 08 Office Tokyo Italian Cultural Institute 16.3   Red Wood Group

Aug 08 Office Tokyo DaVinci Kamiyacho 17.0   Commerz Real (Commerz Bank Group)

Jun 08 Office Tokyo Nikko Building 19.0   RREEF (Deutche Bank Group)

May 08 Office Osaka Nittetsu Midosuji Building 12.0   LaSalle Investment Management

May 08 Office Tokyo Shinsei Bank Meguro Branch 19.2   Lone Star Real Estate Fund

Apr 08 Retail Osaka Urban Terrace Chayamachi 10.0   Deka Immobilien

Mar 08 Office Tokyo Shiomi Koyama Building 20.0   Union Investment

Mar 08 Office Tokyo Shinsei Bank Headquarters 118.0   Morgan Stanley Group
(92.7bn non-recourse financing provided from Deutsche Bank.
Securitized in July 08)

Feb 08 Office Tokyo Citi Group Center 48.0   Morgan Stanley Group

Feb 08 Hotel Tokyo Westin Hotel Tokyo 77.0   GIC

Source: Nikkei Shinbun, Nikkei Real Estate Market Information
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JREITs resumed equity raising from October last year.  If equity financing of JREITs
continues, there should be positive impacts not only on the JREIT market but also for 
the real estate market as well

Equity raised by JREITs
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One important factor for real estate sector performance is the trend of the Tokyo office 
market, as indicated by the vacancy rate.  Vacancy rate was 8.25% as of January 2010, 
approaching the 8.57% peak seen during the past cycle

Office vacancy rates in Tokyo's five main wards
(surveyed by Miki Shoji)
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The determining factor for the trend of Tokyo office space demand is the 
economic cycle

UBS economic forecasts

CY2008E CY2009E CY2010E CY2011E Q1/09A Q2/09E Q3/09E Q4/09E Q1/10E Q2/10E Q3/10E Q4/10E

Nominal GDP -2.0 -6.0 0.3 1.2 -3.4 -0.1 -0.5 0.2 0.1 0.2 0.2 0.1
Real GDP -1.2 -5.0 2.0 1.4 -3.2 1.3 0.0 1.1 0.4 0.3 0.3 0.2

Private demand -1.5 -4.8 0.8 2.3 -2.7 -0.6 -0.6 0.7 0.3 0.3 0.4 0.4
Private consumption 0.6 -1.1 1.7 1.4 -1.3 1.1 0.6 0.7 0.2 0.3 0.3 0.3
Residential investment -8.0 -13.9 -7.5 5.4 -6.5 -9.4 -7.8 -3.4 0.5 0.5 1.0 1.0
Capex -4.1 -19.2 1.2 7.5 -8.7 -4.2 -2.5 1.0 1.0 1.0 1.5 1.5

Public demand -1.2 2.4 -0.4 -3.5 1.2 1.3 -0.2 0.4 0.1 -0.3 -0.9 -1.2
Net exports (contr.) 0.2 -2.0 1.4 0.5 -0.6 1.8 0.3 0.5 0.2 0.2 0.1 0.2
Deflator (y/y, %) -0.9 -1.0 -1.7 -0.1 0.3 -0.7 -0.7 -3.0 -3.0 -1.8 -1.4 -0.6

CPI 1.4 -1.3 -1.5 -0.2 -0.1 -1.0 -2.3 -2.0 -1.6 -1.9 -1.6 -1.0

10-yr JGB 1.2 1.3 1.5 1.7 1.4 1.4 1.3 1.3 1.3 1.5 1.5 1.5

Source: Cabinet Office, BOJ, MoF, UBS estimates (as of 18 February 2010)
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Economic indices such as machinery orders are implying the vacancy rate may peak 
out in the near future, but are also implying that the vacancy rate may stay high 
throughout this year

Vacancy rate in Tokyo's 5 main wards  vs. private sector machinery orders  
(15 months forwarded)
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We expect the vacancy rate to stay over 8% until autumn this year, 
reflecting the weak economic outlook

Source: Miki Shoji, UBS estimates

Quarterly estimates for vacancy rates in Tokyo’s 5 main wards
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If the economy remains stagnant not only this year but next year as well, the Tokyo 
office market will come under additional pressure because the supply of new space 
will increase in 2011 and 2012

Net office space supply in Tokyo’s 23 wards and 5 main wards

Source: Tokyo Metropolitan Government, UBS estimates
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As long as the vacancy rate stays high, we believe rents will continue to 
weaken throughout this year

Source: Miki Shoji

Average asking rent in Tokyo’s five main wards (% chg. yoy)
三鬼商事調査の東京主要5区の賃料の前年同月比変化率
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Large developers’ share prices have been weakening over the past 6 months 
reflecting weak fundamentals

Relative performance of TSE real estate index (developers) relative to TOPIX

As of 26 Feb.,2010

Source: Datastream
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However, valuations are not demanding.  We expect upside potential for 
developers if we were to see more signs of improvement in their fundamentals in 
the future

Historical implied cap rate
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Meanwhile, JREITs have started to weaken since mid August

Historical performance of TSE REIT index
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We believe concerns about lower cash flow as a result of rises in office 
vacancy rates has been putting pressure on JREITs

Historical vacancy of NBF and JRE

Source: Company data, Miki Shoji
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More than half of underlying assets for JREITs are offices. And 3 out of 
the top 5 JREITs are office REITs.

JREIT market cap structure
(Data as of 26 Feb, 2010)

Source: Company data
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The market is paying attention to the timing of the bottoming out of dividends.  We 
expect dividends for large office REITs to bottom out by H1 2011

Trend in dividend per share of NBF and JRE
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Valuations are not demanding.  JREIT dividends are yielding 5.8%, with 
a 4.5% spread over the 10-year JGB yield

JREIT historical dividend yield and spread over risk-free rate
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JREITs are trading at a 19.5% discount to NAV, which is still in an 
historical low range

JREIT price premium/discount to NAV
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The residential sector had a good run throughout last year reflecting an easing of 
the credit crunch.  This year to date, the office sector has been outperforming 
backed by anticipation of office vacancies peaking during this year

JREIT total return performance relative to UBS JREIT Index by property type

1 mo 3 mo 6 mo 1.0 y 2.0 y 3.0 y 4.0 y
Office 0.0% 2.3% 0.1% -12.7% -1.8% 5.5% 13.6%
Retail 1.1% 4.1% 0.5% 9.7% 20.8% 10.5% -1.8%
Diversified -0.1% -1.6% -1.8% 6.7% -1.8% -4.2% -3.9%
Residential -3.6% -7.2% 0.8% 32.1% -12.3% -17.5% -29.1%
Industrial -2.3% -8.2% 7.8% 4.5% 42.3% 35.2% 21.3%
Hotel 4.9% -1.7% -2.1% -3.3% -32.8% -42.9% -

Source: UBS

Prices as of 26 Feb-10
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Meanwhile, consolidation has been taking place among JREITs

Recent examples of JREIT merger

Surviving REIT Merging REIT Merger date Merger raio

Invincible LCP 1-Feb-10      1：0.8

Advance Residence Nippon Residential 1-Mar-10      3：2

Japan Retail Fund Lasalle Japan 1-Mar-10      1：0.295

B Life New City Residence 1-Apr-10      1：0.23

Japan Rental Housing Prospect REIT 1-Jul-10      1：0.75

Source: Company data
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We expect further development of sector realignment and public equity 
offerings to lead to upside potential going forward

TSE Asset Type Mkt. Current Dividend yield Premium/ Debt
Code cap. price  Co. (E) discount To Ratio

(￥bn) (Yen) NAV
Office Retail Hotel Residential Industrial Others (%) (%)

Nippon Building Fund 8951 Office 100.0%  -  -  -  -  - 426.6 787,000 4.0% -11.7% 42.9%
Japan Real Estate 8952 Office 100.0%  -  -  -  -  - 375.2 767,000 4.4% -1.8% 39.3%
Japan Retail Fund 8953 Retail  - 100.0%  -  -  -  - 177.9 105,400 6.6% -24.7% 58.5%
ORIX JREIT 8954 Diversified 83.4% 1.8% 5.4% 1.5% 7.9%  - 107.4 427,000 5.8% -28.7% 44.0%
Japan Prime Realty 8955 Diversified 70.7% 29.3%  -  -  -  - 138.4 195,800 6.6% -17.1% 46.6%
Premier Investment 8956 Diversified 46.4%  -  - 53.6%  -  - 38.6 293,900 8.3% -47.2% 47.3%
TOKYU REIT 8957 Diversified 52.7% 47.3%  -  -  -  - 73.8 436,000 6.2% -38.0% 44.7%
Global One Real Estate 8958 Office 100.0%  -  -  -  -  - 63.7 657,000 5.7% -37.0% 37.2%
Nomura Real Estate Office Fund 8959 Office 100.0%  -  -  -  -  - 159.0 521,000 6.2% -21.4% 46.2%
United Urban 8960 Diversified 26.0% 38.3% 19.1% 15.7% 0.9%  - 96.2 478,000 6.9% -19.0% 44.1%
MORI TRUST Sogo REIT 8961 Diversified 65.9% 23.0% 9.5% 1.6%  -  - 142.7 784,000 5.0% 34.5% 43.5%
Invincible 8963 Diversified 19.9% 3.2%  - 70.1%  - 6.8% 10.1 15,800 1.9% -82.7% 61.4%
Frontier Real Estate 8964 Retail  - 100.0%  -  -  -  - 106.2 664,000 5.6% 0.6% 47.1%
CRESCENDO 8966 Diversified 47.7%  -  - 52.3%  -  - 15.8 119,500 8.3% -67.1% 34.6%
Japan Logistics Fund 8967 Industrial  -  -  -  - 100.0%  - 85.7 655,000 5.3% -25.8% 24.8%
Fukuoka REIT 8968 Diversified 35.3% 62.1%  - 2.6%  -  - 52.6 491,000 6.8% -26.4% 43.8%
Prospect Reit 8969 Diversified  -  -  - 100.0%  -  - 5.5 73,000 7.8% -78.6% 49.4%
Japan Single-residence REIT 8970 Diversified  -  - 8.2% 91.8%  -  - 5.2 92,900 8.3% -74.6% 52.0%
Kenedix Realty 8972 Diversified 90.1% 5.4%  - 4.5%  -  - 56.6 242,500 8.5% -51.5% 39.4%
Joint REIT 8973 Diversified  - 29.1%  - 70.9%  -  - 24.4 233,300 8.6% -40.1% 47.3%
FC Residential 8975 Diversified  -  - 17.2% 82.8%  -  - 6.0 183,100 5.5% -53.7% 26.2%
DA Office 8976 Office 100.0%  -  -  -  -  - 73.4 185,500 3.6% -59.4% 25.3%
Hankyu REIT 8977 Diversified 35.9% 58.6% 5.5%  -  -  - 29.7 347,500 7.5% -44.2% 46.5%
Advance Residence 8978 Residential  -  -  - 100.0%  -  - 24.5 323,000 5.0% -18.1% 60.2%
Starts Proceed 8979 Residential  -  -  - 100.0%  -  - 9.0 83,500 9.2% -44.2% 52.8%
Japan Hotel and Resort 8981 Hotel  -  - 100.0%  -  -  - 13.8 130,200 7.7% -73.2% 42.0%
TOP REIT 8982 Diversified 75.1% 14.4% 1.5% 9.0%  -  - 62.9 406,000 6.7% -27.5% 50.8%
Japan Office 8983 Office 100.0%  -  -  -  -  - 17.6 86,200 5.3% -63.3% 41.5%
BLife Investment 8984 Diversified  - 4.7%  - 95.3%  -  - 21.6 439,500 4.5% 0.5% 52.8%
Nippon Hotel Fund 8985 Hotel  -  - 100.0%  -  -  - 6.2 145,800 9.8% -63.2% 47.6%
Japan Rental Housing 8986 Residential  -  -  - 100.0%  -  - 30.1 129,100 4.3% -35.6% 40.7%
Japan Excellent 8987 Office 100.0%  -  -  -  -  - 61.0 394,500 7.4% -30.2% 49.0%
Nippon Accommodations Fund 3226 Residential  -  -  - 100.0%  -  - 72.0 461,000 5.9% 0.0% 54.4%
MID REIT 3227 Diversified 82.1% 17.9%  -  -  -  - 34.0 185,400 9.6% -51.7% 40.5%
Nippon Commercial 3229 Diversified 68.7% 31.3%  -  -  -  - 28.9 112,100 12.9% -68.0% 51.4%
MORI HILLS REIT 3234 Diversified 80.8%  -  - 19.2%  -  - 41.9 262,900 8.2% -50.2% 52.9%
Nomura Residential Fund 3240 Residential  -  -  - 100.0%  -  - 45.6 363,500 6.5% -6.7% 53.0%
Industrial and Infrastructure Fund 3249 Industrial  -  -  -  - 34.9% 65.1% 18.2 230,700 9.4% -46.4% 49.4%

Source: Asset management companies, UBS estimates
Price as of 26-Feb-10
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Statement of risk

♦ We see downside risk for major real estate companies and JREITs if the economic recovery falters or a financial crisis recurs.

♦ There is downside risk to JREIT investment unit prices in the event of protracted economic weakness or credit uncertainty in financial markets. There is also downside risk to JREIT 
investment unit prices if interest rates climb sharply going forward.
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Required Disclosures (continued)

KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12 months. 

Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a forecast of, the 
equity risk premium). 

Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are subject to 
possible change in the near term, usually in response to an  event that may affect the investment case or valuation.

Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any change in the 
fundamental view or investment case.

Equity Price Targets have an investment horizon of 12 months.

EXCEPTIONS AND SPECIAL CASES

UK and European Investment Fund ratings and definitions are : Buy: Positive on factors such as structure, management, performance 
record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount; Sell: Negative on factors such 
as structure, management, performance record, discount. 

Core Banding Exceptions (CBE) : Exceptions to the standard +/-6% bands may be granted by the Investment Review Committee (IRC). 
Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's debt. As a result, stocks 
deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating. When such exceptions apply, they 
will be identified in the Company Disclosures table in the relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not registered/qualified 
as research analysts with NASD and NYSE and therefore are not subject to the restrictions contained in the NASD and NYSE rules on 
communications with a subject company, public appearances, and trading securities held by a research analyst account. The name of each 
affiliate and analyst employed by that affiliate contributing to this report follows.

UBS Securities Japan Ltd: Toshihiko Okino. 
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Required Disclosures (continued)

Analyst certification

Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to 
each security or issuer that the analyst covered in this report:

all of the views expressed accurately reflect his or her personal views about those securities or issuers; and (2) no part of his or 
her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by that
research analyst in the research report.

Note: Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.

Company profile and fee and risk statement under the Japanese Financial Instruments & Exchange Law

Company Name etc: UBS Securities Japan Ltd, Tokyo Branch, Financial Instruments & Exchange Firm, Kanto Local Financial 
Bureau (Kinsho) No.232

Associated Memberships: Japan Securities Dealers’ Association and the Financial Futures Association of Japan

UBS Securities Japan Ltd will receive a brokerage fee (including tax) from clients of Wealth Management calculated by multiplying 
the executed amount by 1.05 % at maximum (including tax) (10,500 yen (including tax) if the executed amount is less than 
10,500yen) for trading domestic stocks and by 1.3125% at maximum (including tax) (26,250 yen (including tax) if the executed 
amount is less than 26,250yen (including tax)) for trading foreign stocks. From the clients of Investment Bank, UBS Securities 
Japan Ltd will receive a brokerage fee (including tax) based on an individual contract and no standard upper limit or calculating 
method. There is a risk that a loss may occur due to a change in the price of the stock in the case of trading stocks, and that a loss 
may occur due to the exchange rate in the case of trading foreign stocks. There is a risk that a loss may occur due to a change in 
the price or performance of the properties in the portfolio in case of trading REITs.
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