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This Q&A is a summary of the Q&A session of Japan Real Estate Investment Corporation’s performance 
review for the period ended September 2018. “Q” represents a question raised by participants and “A” 
represents an answer provided by Japan Real Estate Asset Management Co., Ltd. The Q&A below is 
not a transcript but serves as a general record of what transpired during the session and does not 
contain verbatim conversations between participants and the asset management company. The video of 
the latest performance review is available on the home page of our website.  
 
Q1: How do you see the current market situation in terms of acquiring a property and what is your 

external growth strategy going forward?  
A1: We see the real estate market remains tight and prices are still trending high, and we won’t be 

overspending to acquire a property in this environment. That said, we can continue to expect 
some new deals to come out of our sponsor pipeline, and we will acquire a property if it meets 
our criteria. We are also willing to consider selling a property if a good opportunity arises.  

 
Q2: The leasing market remains strong and seems to have become even tighter as more and more 

shared office operators are coming as tenants. Do you want shared office operators as your 
tenants and do you have a plan to attract them?  

A2: The demand for the office floor to be used as shared office space is robust. And because 
having shared office operators as tenants will lead to more diversity in tenant attributes, we 
want them to be our tenants. But so far we have no shared office operator as a tenant as our 
portfolio is almost fully occupied. If in the future there is enough space available in our 
portfolio, they will definitely be prospective tenants for us.  

 
Q3: Have your ESG initiatives produced any tangible outcome or effect on your business? 
A3: Our ESG activities started only recently, so we haven’t seen any big impact yet. But we 

understand that these activities are something that we need to take seriously and be fully and 
unwaveringly committed to. When it comes to a tangible effect, a refurbishment work that takes 
ESG factors into consideration, for example, will be highly appreciated by tenants and may 
lead to higher rent.  
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Q4: Given the fact that the leasing market remains and continues to be tight, how aggressively do 
you pursue a rent increase? Before the financial crisis in 2008, there were litigations between 
owners and tenants on rent hike. Do you think today’s market becomes so tight as to allow you 
to be that aggressive?  

A4: As vacancy rates remain low, it seems more likely than before that tenants will agree to a 
higher rent and there has been no such litigation. Compared with a couple of years ago, there 
is more focus on increasing the rent rather than occupancy now, and that’s the approach we 
are taking in rent negotiations.  

 
Q5: Upward rent revisions seem more likely if negotiated at the time of the expiration of a fixed-

term lease contract. Is there any period in the future when those contracts’ expirations 
concentrate? You told us that you’ve been asking your tenants to switch from a normal lease 
to a fixed-term lease, what is the logic behind what you’re doing? 

A5: For those properties we sign a fixed-term lease contract with upon the completion of 
construction, the times for renewal may overlap in every five or ten years. So, the number of 
renewals of fixed-term lease contracts will also fluctuate from one period to another. The share 
of fixed-term lease contracts in our portfolio has increased mainly because of the new 
properties we acquired. As pointed out, we can negotiate from the position of strength if it is a 
fixed-term lease contract. So, of course we are steering our tenants from a normal lease to a 
fixed-term lease when we negotiate with them.    

 
 
Q6: Upward rent revisions within Tokyo 23 Wards seem to have slowed down over the past two 

periods. Is that because it may become more difficult to negotiate a rent increase at the 
second time around?  

A6: The tenants subject for rent revision or the rent gap is different from one period to another, and 
that is why the actual amount of rent increase is up or down in each period. We have many 
successful cases of rent increase negotiations even with tenants to which we raised rent more 
than once before.  

 
Q7: One of your sponsors is saying that the uptrend for market rent growth will continue until 2022. 

What are JRE’s thoughts on this? 
A7: There is enough demand for lease to meet the supply until 2020, and we are not particularly 

concerned about 2021 or 2022 because there is going to be only a few new supply. It becomes 
more difficult to accurately predict the market situation in 2023 or beyond, but we remain 
cautiously optimistic because we believe the demand for high quality office buildings will 
continue. 
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Q8: Is there any difference in the rent gap depending on the size or the area of a property? Are you 
planning to target a specific size or area in looking for a property you want to acquire in the 
future? 

A8: The rent gap shows almost no difference regardless of the size or the area of a property, but it 
seems affected more by some individual factors such as the time when a big tenant moves in. 
We do not place much importance on the size or the area either in acquiring a property, but 
rather we are trying to diversity our portfolio in a balanced way.  

 

Q9: The rate of tenant turnovers has increased since 2017. Is it just because those tenant 
turnovers happened to take place at the same times or because the economy is getting better 
so that more tenants are looking for a new property?  

A9: We think that it is partly because of the timing when some big tenants moved out upon their 
contract expiration. But in the market with almost no vacancy and in the economy which is 
getting better more and more tenants are looking for bigger office space especially if their 
business is doing great.  

 
Q10: It seems that you’re recently getting a slightly fewer number of property referrals. Is there any 

reason for that? The cap rate also seems to have slowed down lately in the anticipation of 
future rent growth. What are your thoughts on the trend of the cap rate going forward? 

A10: We think that it just so happened that we have got a fewer referrals recently and we don’t think 
there is any particular reason behind this drop. With respect to the cap rate, we don’t feel at all 
that the cap rate is going to go up from here and nor do we see any hint that it may go down 
further. When we look at the bidding trend, it seems that buyers become slightly more 
cautious. So, our understanding is that the cap rate remains little changed at the current low 
level.  

 
Q11: As strong internal growth continues, do you have something like an EPS growth target for the 

future? Other REITs set 3% or 2% annual growth target. What do you think about it? 
A11: We think it is probable to achieve 2 to 3% annual growth in DPU, but if we set a target like this 

we may end up temporarily adjusting LTV or cutting expenses just for the sake of achieving 
that target, and that’s why we don’t. We want to continue to work hard to achieve more rent 
increase and consistent internal growth helped by this favorable market environment. In 
addition to that, if we can acquire more properties from our sponsors, we can raise DPU even 
higher.  


