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R&I Assigns A-, Stable: Japan Single-residence REIT

 
Rating and Investment Information, Inc. (R&I) has announced the following. 

 
ISSUER: Japan Single-residence REIT Inc. (Sec. Code: 8970) 
 Issuer Rating 
 

R&I RATING: A- (Newly Assigned) 
RATING OUTLOOK: Stable 

 
RATIONALE: 

Japan Single-residence REIT Inc. (JSR) is a Japanese real estate investment trust (J-REIT) 
that was listed in July 2005. The trust has 40 properties with a total value of 50.8 billion yen 
(acquisition value base). JSR invests mainly in rental housing for singles. The REIT's three 
sponsors are Invoice RM Inc., Lehman Brothers Investments Japan Inc. and K.K. DaVinci 
Advisors. 

The portfolio consists of residential housing (91%) and hotels (9%). By location, the ratio of 
assets in local areas is comparatively high, with 57% of the properties in the Tokyo metropolitan 
area, including 32% in metropolitan Tokyo's six central wards, and 43% in regional cities. The 
average acquisition price per property is 1.3 billion yen. The properties are very new, with a 
weighted average age at acquisition value of about three years. Since JSR listed its shares 
occupancy has fluctuated between 86 and 96%, and was 93% at the end of March 2007. 
 

Among rental housing properties, JSR focuses on housing for singles, mainly targeting 
recently constructed properties offering highly convenient transportation and living conditions in 
major metropolitan areas, where demand from singles is strong. Although other housing-related 
REITs frequently achieve diversification by also investing in family-type residences, when other 
points are considered, including the fact (1) the main tenant bracket for rental housing is singles, 
(2) the percentage of household consisting of singles is projected to increase in the future and (3) 
Invoice RM, one of the sponsors, has developed its business over many years by specializing in the 
development and management of condominiums for singles, the risk from narrowing the target 
tenants to singles is limited. In addition, JSR has achieved some diversification in terms of 
property use by investing part of its portfolio in business hotels and service apartments to 
eliminate the management risk. 

As an external growth strategy, JSR plans to expand the size of its fund mainly with 
properties developed by Invoice RM, which has an extensive track record in the development and 
management of condominiums for singles, while also using the acquisition pipelines of Lehman 
Brothers group and K.K. DaVinci Advisors. While acquisitions until now have been made mainly 
through the sponsors, JSR has 15 properties acquired from parties other than the sponsors, such 
as condominium developers, and its acquisition pipeline is comparatively diverse. 

Given the tough investment environment, however, JSR's policy for the immediate future will 
be to concentrate on internal growth (improve the profitability of existing properties). For example, 
management's policy is to seek to convert tenants into long-term renters, even among single 
tenants who normally exhibit rapid turnover, by taking maximum advantage of the single-dweller 
condominium-related knowledge and experience accumulated by the sponsor, such as enhancing 
tenant services by offering units furnished with furniture and electrical appliances or medical care 
consultation services. 
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As a benchmark, the fund has set a debt to total asset ratio target of 45% to 55%. The ratio at 

the end of the three most recent periods fluctuated between 42% to 51%, and the fund 
demonstrated leverage control by reducing its debt level through a capital increase in February 
2007. In order to achieve equity financing continuously in the future, JSR will have to increase its 
name recognition and broaden support in the capital markets by attracting investors to its unique 
growth strategy. 

Based on the company's plan and past results, R&I did a projection on the company's medium-
term transition for its own LTV (debt plus deposits and guarantees excluding reserves, divided by 
R&I's appraisal of the total value of the trust's properties). According to this projection, LTV as 
defined by R&I can be expected to be maintained on the whole at a favorable level of the 45-50% 
range, and will settle in the mid-55% range at most. 

Although much of JSR's current debt consists of long-term loans with a maturity of three years, 
there are some outstanding issues, including the fact the loans are fully secured, there is a bias 
toward certain lenders and a large percentage of the loans are at variable rates. In the future, 
utilizing measures such as converting loans to long-term fixed rate rates, introducing unsecured 
borrowing, diversifying maturity dates and increasing sources of funds, and taking steps against 
interest rate risk and refinance risk, will need to be addressed. 
 
R&I RATINGS: 
ISSUER: Japan Single-residence REIT Inc. (Sec. Code: 8970) 
ISSUER RATING: A- (Newly Assigned) 
RATING OUTLOOK: Stable 
 

Issuer Rating is R&I's opinion regarding an issuer's overall capacity to repay its entire  
financial obligation, and it will be assigned to all issuers.The rating of individual obligations 
(i.e.bonds and loans etc.)includes the prospect of recovery and reflects the terms and conditions 
of the agreement and it may be lower or higher than the Issuer Rating. 
 


