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OVERVI EW

e JRE hol ds the second-largest asset portfolio anong the listed J-RElITs
that focus on office buildings and conmands hi gh narket recognition

* JRE's debt-to-capital ratio has risen noderately and its profitability
measures and financial indicators are slightly weak amid difficult
busi ness condi tions.

« W are revising to negative fromstable the outlook on the [ong-term
corporate credit rating on JRE

« W are affirmng our long-termcorporate credit and unsecured debt
rati ngs and our short-term corporate credit rating on JRE, given the
conpany's strong business position and generally stable cash flows
derived fromits very high quality real estate portfolio.

TOKYO (Standard & Poor's) March 23, 2010--Standard & Poor's Ratings Services
today revised to negative fromstable its outlook on the long-termcorporate
credit rating on Japan Real Estate Investment Corp. (JRE). At the sanme tineg,
we affirnmed our 'AA-' long-termcorporate credit rating and unsecured debt
ratings, as well as our "A-1+ short-termcorporate credit rating on JRE

The outl ook revision is based on the followi ng factors: (1) JRE s rental
revenues are experiencing certain downward pressure amd difficult business
conditions; its debt-to-capital ratio has been hovering at levels that are
relatively high in the target range established under the conpany's
conservative financial policy, and its profitability nmeasures and financi al

i ndi cators are rather weak; (2) Gven current real estate market conditions,
JRE is likely to actively pursue external growth. As weak fundi ng conditions
in the equity market have yet to fully recover, we see a possibility that the

www.standardandpoors.com/ratingsdirect 1
783826 | 300052817



Outlook On Japan Real Estate Investment Corp. Revised To Negative

conpany nmmy experience sone delays in restoring its conservative financial
profile; and (3) The portfolio's unrealized profit (the difference between the
apprai sal value and the book value of the portfolio at the end of the fisca
term is decreasing, thereby weakening JRE' s financial buffer to a certain
degree. On the other hand, we affirmed our ratings on JRE, reflecting the
conpany's strong business position in the Japanese real estate investnent
trust (J-REIT) market and generally stable cash flows derived fromits very

hi gh-quality portfolio.

JRE has said that it intends to pursue a conservative financial policy,
maintaining its ratio of debt to total assets at between 30% and 40% However,
as of Sept. 30, 2009 (end of the 16th fiscal tern), the conpany's
debt-to-capital ratio (interest-bearing debt including Hoshokin
l[iabilities/(interest-bearing debt + total net assets) according to Standard &
Poor's definition) stood at about 41.9% which is slightly higher than forner
| evel s, due to weakness in capital markets. JRE carried out an approxi mately
¥26.7 billion capital increase in Decenber 2009. Yet, as the conpany has seen
a decline in the amobunt of funds it has raised due to volatility in the
capital markets, and made property acquisitions since then, we expect the
debt-to-capital ratio to be around 44% at the end of the 17th fiscal term
(endi ng March 31, 2010).

The weakness in the office | easing narket is putting downward pressure on
JRE s rental revenues. The portfolio' s average occupancy rate had declined to
92. 0% as of Jan. 31, 2010. The conpany's profitability neasures have al so
weakened slightly. JRE' s current financial indicators are slightly weak
conpared with the assunptions in the analysis for our initial ratings
assignment. Since the conpany believes that real estate nmarket prices would
bottomout in the foreseeable future, it intends to shift the focus of its
operations to external growh. Future financing market conditions, if not
stabilized, may cause delays in restoring the conpany's conservative financi al
profile. Moreover, the unrealized profit on JRE s portfolio has decreased
(about 9.5% as of Sept. 30, 2009).

We nay consider lowering the ratings on JRE if the real estate |easing narket
and the capital markets suffer prolonged weakness, and/or if we see an

i ncreased |ikelihood of the company facing delays in inproving its
profitability measures and financial indicators. On the other hand, we nmay
revise the outlook to stable if profitability measures recover, and the

outl ook for financial indicators, such as |everage and i nterest coverage,
clearly inproves as the company pursues external grow h.

Standard & Poor's expects JRE to maintain good credit quality, backed by its

solid business position, very high-quality real estate portfolio, and strong

financial flexibility, thereby affirmng our 'AA-' long-term corporate credit
rati ng and unsecured debt ratings, as well as our 'A-1+ short-term corporate
credit rating on JRE

JRE boasts the second-largest asset portfolio among the listed J-RElITs that
focus on office buildings. The conmpany has a strong business position in the
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J-REI'T market and commands hi gh nmarket recognition, backed by the strong brand
recognition and credit quality of its sponsors, Mtsubishi Estate Co. Ltd.

(M tsubishi Estate; A+/ Stable/A-1), Dai-ichi Mitual Life Insurance Co.

(A Negativel/--), and Mtsui & Co. Ltd. (A+/ Stable/A-1). As of Feb. 28, 2010
JRE owned a portfolio of 55 office properties throughout Japan | ocated nmainly
in the 23 wards of Tokyo, worth about ¥620.6 billion, based on total purchase
price. Using funds secured in a tinely nmanner, JRE has made | arge property
acquisitions utilizing its sponsor network despite difficult business
conditions. In particular, JRE acquired an additional stake in Shiodome
Bui | di ng (M nat o-ward, Tokyo; purchase price of additional stake: ¥54.6
billion) in January 2010. The conpany intends to acquire an additional stake
in Tokyo Opera City Building (Shinjuku-ward, Tokyo; about ¥22.4 billion) in
March 2010

RELATED RESEARCH
"Rating Policy For Japanese Real Estate |nvestnent Trusts", published on May
9, 2001.

QUTLOXX REVI SED
To From
Negati ve St abl e

RATI NGS AFFI RVED

Japan Real Estate |Investnment Corp. Rat i ng
Long-term corporate credit rating AA-
Short-termcorporate credit rating A 1+

A Japanese-| anguage version of this nedia release is available on Standard &

Poor's Research Online at www. researchonline.jp, or via CreditWre Japan on
Bl oomber g Prof essional at SPCJ] <GO>
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