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

RATIONALE:

R&I Affirms BBB+, Changes Outlook to Positive: Japan Hotel REIT Investment Corp.

ISSUER: Japan Hotel REIT Investment Corp.
Issuer Rating: BBB+, Affirmed
Rating Outlook: Positive, Changed from Stable

     Japan Hotel REIT Investment Corp. (JHR), which was formed through the merger of Japan Hotel and 
Resort, Inc. and Nippon Hotel Fund Investment Corp. in April 2012, is the only Reit in Japan that 
specializes in hotels. The Reit is sponsored by the following three companies: the RECAP group, a 
foreign real estate investment fund which serves as a main sponsor, Kyoritsu Maintenance Co., Ltd. and 
ORIX Real Estate Corp.
     A main reason behind the Rating Outlook change this time is a rapid strengthening of the business and 
financial bases through two successful public offerings of investment units and the acquisition of several 
large hotels during the one-year period after the merger. 
     JHR conducted a public offering of investment units in September 2012 for the first time since the 
merger, and it acquired Hotel Keihan Universal City and Hotel Sunroute Shimbashi for 10.8 billion yen in 
total. Moreover, it acquired Hilton Tokyo Bay Hotel for 26.05 billion yen after another public offering of 
investment units in April 2013. All the acquired properties are highly competitive hotels in good locations. 
In addition, they match the concept of "hotels that attract leisure guests," on which JHR focuses. The NOI 
yield is high. Earnings stability is secured through a long-term contract which effectively sets fixed rents.
     The acquisition of Hilton Tokyo Bay Hotel has made JHR's two largest properties relate to Tokyo 
Disney Resort. Hilton Tokyo Bay Hotel and Oriental Hotel Tokyo Bay (the property which has been 
already held by JHR) represent approximately 29% of the portfolio. Even so, the risk of concentration in a 
certain region is mitigated as Tokyo Disney Resort has been able to maintain an extremely strong ability 
to attract visitors over the long term.
     The asset size has expanded to 156.9 billion yen. A breakdown of property types shows business 
hotels constitute 38%, resort hotels 40% and city hotels 22% of the portfolio.
     The performance of the largest five hotels, which adopt variable rents, recovered substantially to the 
pre-quake level in 2012 after a slump caused by the earthquake in 2011. JHR projects a further increase 
in variable rents in 2013. Rent revenues from other hotels should basically stay firm, supported by long-
term rent contracts. Reflecting a cut in book value of some properties following the merger, coupled with 
the replacement of some properties, the NOI yield currently exceeds 6%.
     JHR sets a loan-to-value (LTV) ratio guideline at 35-55%. It basically controls the ratio under 50%. The 
ratio fell from the level at the time of the merger following the two public offerings. At present, the ratio 
seems to be below 45%.
     Its debts are mostly long-term loans, and due dates are relatively staggered. With respect to the lender 
composition, some improvements are observed as shown by a loan made by a newly-added lender 
Development Bank of Japan Inc. Borrowing costs are somewhat high compared to other Reits, however, 
because JHR invests in hotels and its sponsors are not well-recognized.
     Going forward, R&I will focus on whether both JHR's business and financials will continue to improve 
as they have done so far. Key factors for the business include a further improvement in the portfolio 
through the acquisition of quality properties and stable management of existing hotels, while for the 
financials, a stronger financing base by removing collaterals and deepening relationships with the lenders 
is the key.

     The primary rating methodologies applied to this rating are provided at "Basic Methodologies for R&I's 
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Credit Rating" and "Rating Methodology for J-REIT". The methodologies are available at the web site 
listed below, together with other rating methodologies that are taken into consideration when assigning 
the rating.
     http://www.r-i.co.jp/eng/cfp/about/methodology/index.html

R&I RATINGS:
ISSUER: Japan Hotel REIT Investment Corp. (Sec. Code: 8985)

Issuer Rating
RATING: BBB+, Affirmed
RATING OUTLOOK: Positive, Changed from Stable

Unsec. Str. Bonds No.1 Issue Date Maturity Date Issue Amount (mn)
Dec 28, 2010 Dec 27, 2013 JPY 2,000

RATING: BBB+, Affirmed
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