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Issuance of Investment Corporate Bonds (2010)

Investment Corporation Issue Amount Period Interest Rate Spread Issue Date Rating

(billion yen) (year) （％） （bp） R&I MDYS S&P

28-May Top REIT 1 8.5 5 1.00 31 6/4/10 6/4/15 AA- A3

20-May Mori Hills REIT 4 5.0 5 1.95 122 5/27/10 5/27/15 AA- Baa1

20-May Mori Hills REIT 3 5.0 3 1.38 80 5/27/10 5/27/13 AA- Baa1

14-May Japan Prime Realty 12 7.0 5 1.27 52 5/21/10 5/21/15 AA- A2 A

16-Apr Japan Real Estate 7 10.0 5 1.26 49 4/23/10 4/23/15 AA A1 AA-

5-Mar Japan Prime Realty 11 6.0 5 1.68 94 3/12/10 3/12/15 AA- A2 A

5-Mar Japan Excellent 1 12.0 4 1.52 88 3/11/10 3/11/14 AA-

18-Feb ORIX JREIT 1 12.0 3 2.08 151 2/25/10 2/25/13 A+ A-

22-Jan Nippon Building Fund 11 10.0 5 1.23 46 1/28/10 1/28/15 AA A1 A+

(Note) Spread is a range to be added on the yen interest rate swap (closed rate for the same period as of the launch date)

(Source) Prepared by ARES based on materials of respective J-REITs

Total 75.5 billion yen

Launch

Date

No. of

Series

Redemption

Date

 
 
 
 
 
Tail wind on issuance of investment corporation bonds as interest rate spreads decrease 

Interest rates upon issuance of investment corporation bonds are declining. Top REIT, Inc. (securities code: 8982) 

will issue investment corporation bonds, maturing in 5 years and totaling 8.5 billion yen, at an annual interest rate of 

1.00%. The spread (the rate added to the base interest rate) is approximately 0.3% (the Japanese yen interest rate 

spread). This is the smallest spread among investment corporation bonds that were issued this year with the same 

level of ratings. 

Similarly, the investment corporation bonds issued by Japan Prime Realty (JPR, securities code: 8955) on May 14, 

maturing in 5 years and totaling 7 billion yen, offered an interest rate of 1.27% per annum – far lower than the 

annual interest rate of 1.68% for the five-year bonds JPR issued in March (having the same bond ratings). 

In the domestic corporate bond market, spreads are showing an overall decreasing trend, as institutional investors 

such as banks, pension funds and life insurance companies are reportedly widening their investment targets outside 

highly-rated corporate bonds due to difficulties in managing their capital. Investment corporation bonds by J-REITs, 

which are equivalent to corporate bonds by joint-stock companies, are also seeing the bond issuance environment 

continuously improve. Accordingly, issuance of investment corporation bonds is expected to further increase as a 

means to procure medium- to long-term funds with favorable conditions for J-REITs. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

MORI TRUST Sogo Reit procures 39 billion yen through public offering – 40% of which are by 
global offering 
In May, MORI TRUST Sogo Reit, Inc. (MTR, securities code: 8961) issued 60,000 new investment units through 

public offering. The issue price was 670,800 yen per unit, and the aggregate amount of payment totaled 

approximately 39 billion yen. MTR plans to use the procured funds to repay 40 billion yen in short-term loans 

borrowed for the acquisition of Tokyo Shiodome Building (acquired in April at 110 billion yen). 

Of the 60,000 units by way of public offering, 24,000 units were offered outside Japan (to be sold to foreign 

investors in overseas markets centering on Europe and Asia but excluding the U.S. and Canada). This is the first 

global public offering by any J-REIT since November 2007, when Creed Office Investment Corporation (presently 

Japan Office Investment Corporation). 

The number of MTR’s outstanding investment units after the public offering is 242,000 units. 

 

ARES J-REIT REPORT Vol.7   June 2010    



2 

 

650

700

750

800

850

900

950

1,000

1,050

3
1

-M
ay

-0
9

3
0

-J
u

n
-0

9

3
1

-J
u

l-
0

9

3
1

-A
u

g-
0

9

3
0

-S
e

p
-0

9

3
1

-O
ct

-0
9

3
0

-N
o

v-
0

9

3
1

-D
e

c-
0

9

3
1

-J
an

-1
0

2
8

-F
e

b
-1

0

3
1

-M
ar

-1
0

3
0

-A
p

r-
1

0

3
1

-M
ay

-1
0

(Source) Bloomberg

TSE Stock Price Index by Industry (Real Estate)

TOPIX TSE REIT Index

TSE REIT Index

Market Indices

End of May. 2010 1-month 6-month 1-year

TSE REIT Index

(excluding dividends)
915.05 - 8.4% + 9.5% + 2.8%

Market cap (bn yen) 2,882

 Average estimated

dividend yield
5.6%

(Source) Prepared by ARES based on disclosed materials of TSE and each J-REIT

(Note) The dividend yield is a

weighted average of the market cap

based on dividend forecasts by

respective J-REITs.

 

The financial and capital markets around the world faced heavy turbulence in May, as investment capital started to 

avert risks globally, triggered by the financial problems in Greece. In the J-REIT market as well, the TSE REIT Index 

temporarily fell below 900 points, though it then recovered slightly to settle at 915.05 points at the end of the month 

(-8.4% month-on-month). 

 

 

 

 

 

 

 

 

 

 

 

Other Topics 

FC Residential suspends issuance of new investment units by way of third-party allotment – the court 

orders temporary injunction against issuance based on an objection from the largest unitholder 

FC Residential Investment Corporation (FCR, securities code: 8975) has suspended issuance of new investment 

units by way of third-party allotment to Ichigo Asset Group, initially scheduled to take place on May 12. This 

measure was taken because the Tokyo District Court approved the petition for temporary injunction against the 

issuance filed by SJ Securities LLC, FCR’s largest unitholder (holding 7,600 units or 23.2% of all units). According to 

the announcement by FCR, the Tokyo District Court decided on and approved the temporary injunction against the 

issuance of the new investment units by way of third-party allotment, judging that “the payment amount cannot be 

recognized as fair value as stipulated by Article 82-6 of the Investment Trusts Law, and the issuance could generate 

irrecoverable damages for the Investment Corporation.” 

 

Canal Investment Trust to become HEIWA REAL ESTATE Asset Management – the asset manager of 

CRESCENDO to change trade name in July 

Canal Investment Trust Co., Ltd., the asset management company of CRESCENDO Investment Corporation 

(securities code: 8966), will change its trade name to HEIWA REAL ESTATE Asset Management Co., Ltd. as of July 

1. With Heiwa Real Estate becoming the main sponsor of CRESCENDO in October 2009, the company aims to 

reinforce its operational foundation as the J-REIT-specific asset management company in the Heiwa Real Estate 

Group, as well as to further encourage recognition of the sponsorship framework by Heiwa Real Estate. 
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[TOPIC 1] Post-merger activity by J-REITs – momentarily focusing on asset replacement and 

reduction of liabilities by using gains from arising negative goodwill 

 

It is four months since the first merger between J-REITs was completed in February 2010. There have been four 

pairs of REITs executing mergers, with another two pairs planning to merge. Let’s take a look at how such merged 

investment corporations are doing. 

 

Invincible Investment Corporation (securities code: 8963), which merged on February 1, sold 46 properties (totaling 

27.3 billion yen) in the two months after the merger to repay approximately 35% of its entire borrowings. Three other 

REITs, which are not so pressed by the need to restructure their financial operations, have also demonstrated basic 

policies of reinforcing their financial bases by selling some of their properties to repay borrowings, and implementing 

asset replacement through new acquisitions. Advance Residence Investment Corporation (securities code: 3269) 

sold nine properties (totaling 5.8 billion yen) in May, and Japan Retail Fund Investment Corporation (securities code: 

8953) plans to sell 18 non-core properties (including office buildings and residences) out of the assets succeeded 

from LaSalle Japan REIT Inc. in order to repay borrowings of over 30 billion yen. 

 

Even if such property sales should generate losses to a certain extent, their impact on dividends can be restrained 

by using the gains from the “negative goodwill” generated upon merging (see the column on “negative goodwill”). 

Since many of the merged REITs have higher rates of interest-bearing liabilities, they are likely to momentarily focus 

on re-strengthening their financial bases by selling their properties in a flexible manner through the use of the 

negative goodwill, and then aim to get on a track of stable growth. 

 

Major actions by investment corporations that have been merged 

Investment Corporation 
(Date of merger) 

After-merger actions Remarks 

Invincible 
(February 1, 2010) 

Sold 46 properties (totaling 27.3 billion yen) in the two months after 
the merger 
 
Repaid borrowings by 26.8 billion yen (balance of borrowings 
reducing from 75.2 billion yen to 48.4 billion yen) 

Used the negative goodwill to compensate losses on 
property sales* 
 
*The variation between the appraisal values at the 
end of the period immediately before the merger and 
the sale prices was 12.3 billion yen.  

Advance Residence 
(March 1, 2010) 

Sold nine properties (totaling 5.8 billion yen) in late May 
 
Plans to allocate 3 billion yen for repayment of borrowings and use 
the rest for new property acquisitions. 
 
Plans to continuously conduct asset replacement by taking 
advantage of the negative goodwill 

Will use the negative goodwill to compensate losses 
on property sales* 
 
*Losses are expected to total 0.9 billion yen for the 
nine properties mentioned in the left column. 

Japan Retail Fund 
(March 1, 2010) 

Improved the loan conditions on borrowings succeeded from former 
LaSalle Japan (LJR), including removal of collateral obligations, 
extension of repayment dates of some loans and reduction in applied 
interest rates. 
 
Plans to sell 18 non-core properties of former LJR by the end of 
2010 in order to repay borrowings by over 30 billion yen 

Expects the negative goodwill to total 7.1 billion yen 
for the fiscal period ending August 2010. Intends to 
retain the entire amount for the proceeding period 
and after, and use the fund when losses on property 
sales, etc. are generated 

BLife 
(April 1, 2010) 

No specific cases of asset replacement have been announced yet. 
 
Intends to retain approximately 45 billion yen (losses brought forward 
for the accounting purpose, succeeded from former New City 
Residence) as internal reserves and use the amount as fund for 
property acquisitions, repayment of borrowings and payment of 
dividends. 

Expects gains on the negative goodwill to total 19.2 
billion yen. 

(Source) Prepared by ARES based on materials of the respective J-REITs 
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<<COLUMN>> What is “negative goodwill?” 

Generally, “negative goodwill” represents the difference in value that generated when the amount of money paid 

upon acquiring companies or businesses is lower than the net assets of the acquired companies or businesses. 

The assets and liabilities of an investment corporation that was merged are succeeded by the surviving entity at 

the market value (under the purchase method). In doing so, a “negative goodwill” is calculated by deducting the 

merger price, succeeded liabilities and other merger-related expenses from the accepted assets. 

 

Negative goodwill = Accepted assets (market value) – Succeeded liabilities (market value) – Merger price – 

Merger-related expenses 

 

The negative goodwill is appropriated in a lump sum as extraordinary profits on the income statement at the time of 

the merger, but can be retained for the next fiscal period and after. As such, it serves as a means to secure stable 

dividends as it can be used to compensate temporary decreases in profits due to losses on property sales or other 

causes. 

 

Furthermore, in terms of the conduit requirement of REITs (a requirement for exemption from corporation taxes by 

appropriating dividends as losses: a REIT must pay over 90% of its distributable profit as dividends), such 

measures have been taken as the arrangement in which the negative goodwill is deducted from the “distributable 

profit.” Moreover, the negative goodwill is tax-exempt because it is not handled as income on the taxation 

treatment, though it represents income for accounting purposes. 

 

 

 

 

 

 
Devaluation of book value

Negative goodwill

←  Other merger-related expenses

 Illustration of Negative Goodwill

Assets

Liabilities

 Accepted

assets

 (market

value)

 Succeeded

liabilities

(market

value)

 Net assets

 Merger price
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(Figure 3) Gains/Losses on the Real Estate 

Transactions

[TOPIC 2] Review of J-REIT performance 
 

Performance of J-REITs tends to vary greatly among respective investment corporations, and are also subject to 

such special factors as gains or losses on property sales. Based on these preconditions, we have compiled the 

latest financial results of all listed J-REITs and briefly looked over the trends of the entire industry. 

 

Figures 1 and 2 show the changes in performance over the past two years and the variations compared with the 

previous fiscal periods.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Peaking in the first half of 2008 (January – June; since settlement months differ by investment corporation, 

performance was classified into the first and the second halves based on when the settlement months of respective 

J-REITs), profits have continued to decrease on a period-on-period basis, though the rate of decrease has been 

decelerating after bottoming in the first half of 2009.  

 

 

The performance over the past two years has been 

largely impacted by the gains and losses on property 

sales. Figure 3 indicates that the performance in the first 

half of 2008 was boosted by gains (over 20 billion yen) 

recorded on property sales, but that such gains 

decreased as the market conditions worsened, leading 

to a significant decrease in profits in the first half of 2009 

with the entire industry recording losses on property 

sales. 

 

 

The reason why gains or losses on property sales worsened was that some investment corporations, troubled by 

financing due to the credit crunch, were forced to sell their properties while real estate prices were falling, despite 

such sales having the possibility of resulting in losses. Figure 4 represents the “unrealized gains or losses” – the 

variations between the end-of-period appraisal values of the assets owned by J-REITs and their book values. 

(However, in particular, “unrealized gains or losses” vary greatly by investment corporation.) As a reference, the 

price trends by property type (such as office buildings and retail facilities) can be checked with the ARES J-REIT 

Property Price Index (AJPPI) (see Figure 5). 
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(Figure 5) ARES J-REIT Property Price Index (AJPPI)(Based on 

capital return, nationwide, Jan. 2008 –Dec. 2009)
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(Source) Prepared by ARES based on materials of financial 
results of each J-REIT

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Changes in dividends per unit are indicated in Figure 6. 

There were unmistakable decreases compared with the 

first half of 2008 when J-REITs enjoyed gains on property 

sales. Nevertheless, it is observed that the rate of 

decrease has decelerated. Meanwhile, please be careful 

when comparing these figures with the current level of 

dividends recorded by individual REITs, as dividends also 

vary greatly by investment corporation and, entering 2010, 

some REITs conducted splits of investment units in 

relation to mergers. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

This report is provided to inform readers about the J-REIT market, and is not intended to solicit investments. 

Information in this report is not necessarily up-to-date, and ARES does not guarantee its correctness or 

completeness. Information in this report is subject to change or revisions without prior notice. 
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