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I. DETERMINANTS OF OFFICE INVESTMENT PERFORMANCE 

 
 

Introduction 
 

In recent years, conventional wisdom about the Japanese real estate market has frequently been off the 

mark. For example, the so-called ñ2003 problemò, as announced, did not result in the complete collapse 

of the Tokyo office market, nor did it result in the lower-end of the rental structure becoming ñdead stockò. 

On the contrary, we observed that most of the adjustments in rents have taken place only at the higher end 

of the rental structure, with the middle and lower ends showing a remarkable resilience to the supply 

shock. 

 

A deep-seated belief within the Japanese investorsô community relates to the preferences of tenants with 

respect to the location and the physical characteristics of an office building. This axiom summarizes 

tenantsô preferences by the following axiom: ñNew, Close, Largeò. This expression means that tenants 

will favor first and foremost ñnewò, then ñwell locatedò and eventually ñlargeò office spaces. Although 

when devising a long-term investment strategy, the determination of which properties are and will be in 

demand is fundamental, no serious research as been carried out on this subject in Japan. 

 

In this report, we intend to challenge this ñbeliefò by analyzing the impact of the age, the location and the 

size of an office building on its performance, and discuss the implications of the results on the investment 

decision. This report is not simply an ñacademic demonstrationò, but presents ñevidenceò that tends to 

support our own view. 
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1. Objective and Method of the Survey 
 
1.1. The Objective 

The objective of this study is to answer two questions.  

V Question 1: Are the factors ñageò, ñlocationò and ñsizeò factors that determine the level and the 

stability of the ñperformanceò of an office building? 

V Question 2: What are the contributions of each determining factor to the level and to the stability of 

the ñperformanceò of an office building? 

 

In our analysis, we choose the ñoccupancy rateò as an indicator of ñperformanceò, due to the importance 

of its contribution to the level and to the stability of the cash flow delivered by a property. Indeed, when a 

property becomes out of favor, the first indicator of such a situation is the fall in its occupancy rate. Then, 

once the occupancy rate has fallen under a given threshold, rents usually begin to fall in turn. 

 

1.2. The Sample and the Data 

This survey is conformed to the analysis of the 5 central wards of the Tokyo office market (Chiyoda, 

Chuo, Minato, Shinjuku, Shibuya) and focuses upon properties with a gross floor-plate area of 100 tsubo 

(approximately 3,558 square feet) or more. The 5 central wards of Tokyo are the main business districts 

and represent approximately 80% of the rental office space located in the 23 wards. The occupancy rates 

for buildings in these wards have been available for the year from 1990 to 2003. 

 

1.3. The Method 

In this report, we use an intuitive analytical framework, as our readers may not be familiar with hedonic 

models. We use two levels of aggregation, one at the ñsub-marketò level (here the Western area of 

Shinjuku ward named ñNishi-Shinjukuò), and another at the overall market level (Tokyoôs 5 central 

wards).  

 

Within those two levels of aggregation we performed two sets of analysis. The first set, based on the 

analysis of the long-term average of the occupancy rate (year 1990 to year 2003), is designed to estimate 

the influence of the age, the location and the size on the long-term average of the occupancy rate (here 

after ñlong-term occupancy rateò). The second set, based on the analysis of the long-term evolution of the 

occupancy rate, is designed to assess the impact of the same factors (age, location and size) on the 

ñvolatility of the occupancy rateò. These results are then graphically presented.  

 

For the purpose of our analysis we have broken down the properties into classes according to their age, 

location and size. 
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1.3.1. Age-based Classification 

Fig. 1 represents the distribution of the gross building area by per period of completion. It shows that the 

proportion of buildings completed before 1979 in the overall stock is quite high (40%). Despite their 

dominating market share, most of the analystsô reports do not consider these buildings for the mere reason 

they are ñoldò. In this analysis, we do not set any restriction with respect to the age of the properties to be 

included in the sample.  

 

 

 

 

 

 

 

 

 

 

 

 

 

For the purpose of our analysis, we divided our sample into 3 groups according to their completion dates: 

V Buildings completed before 1979 

V Buildings completed between 1980 and 1989 

V Buildings completed after 1990 

 

1.3.2. Location-based Classification 

We divided our sample into 3 classes based on the locations of the buildings. The quality of the location 

of an office building is measured by the time required to walk from the platform of the nearest terminal 

station to the considered building. The classes are defined as follows: 

V Buildings within a 5-minute walk to the station 

V Buildings between a 6 and a 10-minute walk to the station 

V Buildings between a 11 and a 15-minute walk to the station 

 

1.3.3. Size-based Classification 

As mentioned above, our sample contains only buildings with a floor plate area of 100 tsubo 

(approximately 3,558 square feet) and more.  

 

We divided the sample into 3 groups according to the size of the gross floor plate: 

V Buildings with a floor plate area comprised between 100 and 199 tsubo (approximately 

3,558~7,080 square feet) 

※Building under construction but not completed 
as of June 2004 are not included. 

Fig. 1：Distr ibution of the Office Stock in Tokyo's 5 Central Wards by Completion 
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V Buildings with a floor plate area comprised between 200 and 299 tsubo (approximately 

7,116~10,638 square feet) 

V Buildings with a floor plate area larger than 300 tsubo (approximately more than 10,674 

square feet) 

 

2. Factor Analysis at the Sub-market Level (Nishi-Shinjuku) 
Owing to the difficulty of measuring the quality of the location for all buildings in the 5 central wards 

(approximately 2,700 buildings), we selected 3 sub-markets for this analysis: Shimbashi (in Minato), 

Shin-Nihonbashi (in Chuo) and Nishi-Shinjuku (in Shinjuku). The reason of these choices is that all  

display the following characteristics: 

V They are of a significant size,  

V They are comprised of buildings with completion dates ranging through the 3 completion 

age-based classes (from 1950ôs to present), 

V And they enable us to sample locations, in which quality is mostly influenced by the proximity 

to one dominant terminal station, which allows us to use the distance to this sole station as a 

metric of quality. 

In this report, we present details of the results obtained from our work on the sub-market of 

Nishi-Shinjuku.  

 

2.1. Impact of the Factor  ñLocationò 

First, we studied the impact of location on the level of long-term occupancy rate of buildings located in 

the Nishi-Shinjuku area. The result of this analysis is represented on the following Figures. 

 

 

 

 

 

 

 

 

 

 

 

 
 
Let us have a look at the thick red line that represents the average through classes of the long-term 

occupancy rate. We can observe first that, contrary to our expectations, the level of the occupancy rate 

does not change much between buildings located within a ñ5-minute walkò and those in the ñ6-10 minute 

walkò to the station; Second, performance falls significantly between buildings located in the ñ6-10 

minute walkò and those located in the ñ11-15 minute walkò to the station. 

Fig. 2-1: Impact of the Distance to the Station on the Long-Term Occupancy Rate 
(Nishi-Shinjuku, 1990 ～ 2003） 
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We believe that the first and unexpected observation (no change in the occupancy rate between the 

ñwithin 5 minute walkò and ñ 6-10 minute walkò locations) is due to the fact although we use an objective 

measure of the distance to the station, tenants in practice do not. Their appreciation of the quality of a 

location is related to their ñperceptionò of the distance. This perception is, for example, determined by 

elements like the possibility to see the ñtargetò (the building) from the station, and the time required for 

walking to the ñtargetò once outside the station, which give to the tenant an illusive feeling of proximity. 

Typically the sub-market of Nishi-Shinjuku contains the conditions that induce such an ñillusive feeling 

of proximityò. 

 

Indeed, a very extensive network of underground corridors, spreading to a 5-minute walk radius, 

surrounds the station of Shinjuku. Thus, once exiting from one of these corridors to the street, tenants 

only have a ñwithin 5-minute walkò from the exit to buildings located in the ñ6-10 minute walkò, which 

gives them the feeling that those buildings are as close to the station as those truly located in the ñwithin 

5-minute walkò range. Taking into account this particularity, we here can say that as the subjective time to 

the station increases, the long-term occupancy rate decreases. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Let us now consider not the long-term average but the ñvolatilityò of this occupancy rate through time 

(between 1990 and 2004). Fig. 2-2 shows that although there is no significant difference in level, the 

occupancy rate of buildings in the ñwithin 5-minute walkò category is more stable than the occupancy 

rate at buildings located in a ñ6-10 minute walkò. The stability of the occupancy rate at buildings located 

in the ñwithin 5-minute walkò is especially remarkable when considering the period 1993-1995. Although 

occupancy rates plunged all over the board due to a massive new supply of large buildings, the magnitude 

of the decrease is much smaller on the buildings located in the ñwithin 5-minute walkò category. 

 

 

Fig. 2-2： Change in the Overall Occupancy Rate in Nishi-Shinjuku (Per Class of Distance）
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2.2. Impact of the Factor  ñSizeò 

Using the same methodology, we analyzed the effect of the size of a building (measured as the floor plate 

area) on the long-term average occupancy rate. Results are presented on Fig. 3-1.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

This graph shows no significant change between the performance of buildings with a floor plate area of 

100-199 tsubo (read ñbetween 100 and 199 tsuboò) and those with a floor plate area of 200-299 tsubo. 

However, performance increases between the class of 200-299 tsubo and the class of 300+ tsubo. Thus, 

although the relation between size and occupancy rate is apparently not linear, we can reasonably 

consider that when size increases over a certain hurdle (somewhere between 200 and 300 tsubo), it has a 

positive effect on the long-term occupancy rate. 

 

Let us now consider the impact of the size on the stability of the occupancy rate over time. The 3 

following figures (3-2, 3-3, 3-4) should be considered as a ñsetò. They represent the evolution of the 

stability of each size-based class when the quality of the location decreases (i.e., when the distance to the 

station increases). 

 

 

 

 

 

 

 

 

 

 

 

Fig. 3-1: Impact of the Size on the Long-Term Occupancy Rate（Nishi-Shinjuku, 1990～2003） 
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Fig. 3-2： Change in the Occupancy Rate Within a 5-Minute Walk to the Station 
(Nishi-Shinjuku, Per  Class of Size) 
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Fig 3-3： Change in the Occupancy Rate Within a 6 to 10-Minute Walk to the Station 
(Nishi-Shinjuku, Per  Class of Size) 
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Fig 3-4： Change in the Occupancy Rate Within a 11 to 15-Minute Walk to the Station 
(Nishi-Shinjuku, Per  Class of Size) 
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Both in Fig. 3-2 and 3-3 (i.e., when buildings are located in a ñwithin 5-minute walkò and a ñ6-10 minute 

walkò to the station), large-scale buildings (300+ tsubo) resulted in an occupancy rate that is more stable 

through time than the other classes with smaller floor plate areas. However, in Fig. 3-4, when it comes to 

buildings located in a ñ11-15 minute walkò to the station, the variability in the occupancy rate increases 

and differences become non-significant between size-based classes. Thus, in the category of  

ñ11-15minute walkò, the positive impact of an increase in size is offset by the negative impact of a 

decrease in the quality of the location. In other words, the contribution of the factor ñlocationò to the 

stability of the occupancy rate seems to be ñstrongerò than the contribution of the factor ñsizeò. 

 

2.3. Impact of the Factor  ñAgeò 

First, Fig. 4-1 shows that as the age decreases, the long-term occupancy rate falls.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Second, in Fig. 4-2 through 4-4, we observe the stability of the occupancy rate per age-based classes 

when the time to the station increases. In all cases, buildings (completed in 1979 and before) present a 

lower variability than newer buildings. Although it does not mean that ñolder is betterò, it is clearly in 

contradiction with the view that new buildings will necessarily deliver a higher and more stable 

performance than older buildings. 

 

 

 

 

 

 

 

Fig 4-1: Impact of the Age on the Long-Term Occupancy Rate（Nishi-Shinjuku, 1990 ～ 2003） 
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Fig 4-2： Change in the Occupancy Rate Within a 5-Minute Walk to the Station  
(Nishi-Shinjuku, Per  Class of Age) 
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※As of End of March 2004 

Fig 4-3： Change in the Occupancy Rate within a 6 to 10-min Walk to the Station 
(Nishi-Shinjuku, Per  Class of Age) 

O
cc

up
an

cy
 R

at
e 

※As of End of March 2004 

70%

75%

80%

85%

90%

95%

100%

1
9
9
0

1
9
9
1

1
9
9
2

1
9
9
3

1
9
9
4

1
9
9
5

1
9
9
6

1
9
9
7

1
9
9
8

1
9
9
9

2
0
0
0

2
0
0
1

2
0
0
2

2
0
0
3

2
0
0
4
*

Before 1979

1980 ～ 1989

After 1990

 

Fig 4-4： Change in the Occupancy Rate Within an 11 to 15-MinuteWalk to the Station 
(Nishi-Shinjuku, Per  Class of Age) 
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Let us summarize. The factor analysis of the occupancy rate in the Nishi-Shinjuku sub-market shows that: 

V From the perspective of the long-term occupancy rate analysis, ① better locations and larger floor 

sizes have a positive impact on the long-term occupancy rate, and ② contrary to the ñtraditional 

beliefò, the factor ñageò also delivers a positive impact on the occupancy rate if it is ñolder ageò. 
Note related to ② : In fact, although we observed very similar effects for the factors ñsizeò and ñlocationò in the other 2 
markets (Shimbashi and Shin-Nihonbashi), the effect of the factor ñageò was different (unstable) through those two 
sub-markets. In one sub-market, the impact of the factor ñageò was the opposite of Nishi-Shinjuku (the older the building, the 
lower the long-term average vacancy rate) and in another sub-market it was neutral.  

V From the analysis of the volatility of the occupancy rate perspective, ① location and floor size 

have positive effects on the stability of the occupancy rates; ② the effect of the location is stronger 

than that of the floor size; ③ contrary to the ñtraditional beliefò, age in this sub-market has a 

positive effect on the stability of the occupancy rate if the age is older. 
 
As a conclusion of this first set of analysis, we can state that the age is not a determining factor of the 

long-term occupancy rate and of the stability of the occupancy rate at the sub-market level. As a 

consequence, the age of an office building should not be adopted as a criterion when deciding upon an 

investment. Does this conclusion changes at the market level? 
 
3. Factor Analysis at the Market Level (Tokyo 5 Central wards) 
This analysis is dedicated to effect of the factor ñageò on the occupancy rate at large-scale buildings (see 

definition hereafter). We select this segment as it is precisely considered as ñinstitutional gradeò by most 

of the investors. This part presents the result of our analysis regarding the long-term changes in the 

occupancy rate, and our view regarding changes that occurred during the last 5 years (from 2000 to 2004). 
 
3.1. The Sample 

Buildings included in the sample are located in the 5 central wards (Chiyoda, Minato, Shinjuku, Chuo, 

Shibuya) and have floor plate areas and gross building areas larger than 300 and 10,000 tsubo 

(approximately more than 10,674 square feet and 355,800 square feet), respectively. The sample is 

comprised of 210 buildings that cumulate a gross building area of approximately 5million tsubo 

(approximately 177.9 million square feet), nearly half of the aggregated gross building area of the 5 

central wards. 
 
The sample is broken down into 3 age-based classes as in the previous analysis (before 1979, 1980-1989, 

and 1990 and after).  
 
3.2. The Results 

Results of the analysis are presented in the following 2 graphs (Fig. 5 and 6). The analysis presented on 

Fig.5 shows that buildings completed before 1979 not only present a consistently higher level of 

occupancy rate, but also a lower volatility than more recent buildings. 
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Of course, as we already mentioned, this result does not mean ñolder is betterò but rather ñnewer is not 

necessarily betterò. Indeed, differences in occupancy rates between classes are potentially due not only to 

differences in age of completion, but also to differences in location and rental rate levels. 

 

Fig 5：Change in the Occupancy Rate in Tokyo 5 Central Wards （Per Class of Age） 
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Fig. 6: Quality of the location of institutional grade buildings in Tokyoôs 5 centr al wards 

●　Completed Before 1979
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●　Completed After 1990
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In order to determine whether the factor ñlocationò can explain the differences in occupancy rates 

observed between age-based classes at the 5 central wards level, we have plotted each building, which 

enables us to visualize the quality of the location of each building in relation to its proximity to the 

nearest terminal station (cf. Fig.6). The figure shows that ① older buildings (completed before 1979, 

represented in red) are mostly grouped in the nearby areas of the main terminal stations (Tokyo, Shinjuku 

and Shinagawa); ② most of more recent buildings are located in less desirable locations. 
 
As a conclusion, we can state that at the 5 central wards level, although the factor ñageò shows a spurious 

positive correlation with the level of occupancy rate, an effective and strong determinant of the long-term 

performance of institutional grade buildings is the factor ñlocationò.  
 
Nonetheless, we believe that the discrepancies in performance observed among age-based classes are not 

only due to the factor ñlocationò. They are also result of the differences caused by the factor ñquality of 

the facilitiesò, which is itself determined by different situations that the properties find themselves in 

along their respective ñLife Cyclesò.  
 
3.3. Relation Between the Per formance and the Position along the ñLife Cycleò 

Looking back at Fig. 5, we can observe that since 2000, although the performance at buildings completed 

in the 80ôs has been declining, ñold buildingsò* presented a remarkable stability. What happened? 

* Completed before 1979. 

Between 2000 and 2003, when a massive amount of large-scale buildings were supplied to the Tokyo 

office market, mostly in ñprimeò locations. As a consequence, large tenants moved from existing large 

buildings to the newly supplied properties. Among the age-based classes of existing buildings that 

experienced tenancy losses, the most impacted was the class of properties built in the 80ôs (1980 ~ 1989). 

Substantial tenant movements from these properties can of course be explained by a search for a better 

location but also by differences in building specifications.  
 
In order to support this statement, let us compare the 3 age-based classes though the prism of the Life 

Cycle Cost (LCC) analysis.  
 
The LCC is the sequence of the expenditures that are required for the maintenance of a property during its 

expected lifetime. In Japan, developers assume that the life expectancy of an office building is on average 

30.5 years; another term to decide this is that buildings are ñconsumable goodsò. In such a context, it is 

obvious that the quality of the specifications and the newness of a building are considered as directly 

related. 
 
However, thanks to the utilization of the LCC, the life expectancy of a building can be extended, by 

properly scheduling the repairing and the upgrading of its facilities, and also by reducing costs and 

improving the efficacy of the management. The following graph (Figure 7) provides an illustration of 

what could be an LCC on a time period of 60 years.  
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Fig.7: Life Cycle Cost Analysis of an office building proper ty 

 

Red Triangles represent the replacements of the voltage invertors, cooling machines and main ductwork 

and imply large capital expenditures. Black Triangles represent the replacements of parts of the facilities. 

Although these are frequent, they are not as costly. We have grouped these capital expenditures into 5 

major phases.  

V ñPhase Iò (Completion ~ year 15): Maintenance of the machines, renewal of the external and internal 

coatings. 

V ñPhase IIò (year 15 ~ year 20): Refurbishment of internal coatings and operations of maintenance on 

the machinery. 

V ñPhase IIIò (year 20 ~ year 25): Renewal of external coatings and operations of maintenance and 

replacement on the machinery. 

V ñPhase IVò (year 25 ~ 30): Large scale refurbishment and replacement of the facilities incompleting 

upgrades. 

V Phase V (year 30 ~ 45): Refurbishment and possible conversion if required by dramatic changes in 

the market conditions of the considered property. 

 

The class of the buildings completed before 1979 are on average 30-years old*, thus most of them have 

already implemented Phase IV (large scale refurbishment and replacement of the facilities). They did so 

mostly due to the pressure of the massive amount of large buildings supplied in the early 90ôs, when their 

occupancy rates fell momentarily. Today these buildings provide competitive specifications and this, in 

addition to the factor ñlocationò, contributes to their continued high level of performance and stability. 

* This group contains the oldest building in Japan completed in 1951 and the first high ïrise building of Kasumigaseki. 
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On the other hand, buildings completed between 1980 and 1989 were supplied at the beginning of the 

ñIntelligent Buildings Eraò (buildings designed to host IT related facilities). Most of those properties are 

about to complete only Phase II of their improvements. Thus, as their specifications have been only 

ñmaintainedò but not ñimprovedò yet, they have regressed when compared to the ñnewò buildings 

(supplied after 1990) and the ñoldò buildings (supplied before 1979). In addition to less desirable 

locations, the factor ñquality of the facilitiesò may also contribute to the recent deterioration of the 

performance of the buildings of the class 1980 ~ 1989. 

 

What does this imply from an investment decision standpoint? 

 

4. Implications for the Investment Decision 
First, the expression ñNew, Close, Largeò is not a reliable statement from when selecting an office 

building, from two aspects. 

① By mentioning first the age, this statement implicitly attributes the higher contribution to the factor 

ñageò in the determination of the performance. Consequently, according to our conclusions related 

to the contribution of each factor, this expression should be rewritten as ñClose, Large, Newò. 

 

② Second, both at the market and sub-market levels, we found that the factor ñageò is not a 

determining factor of the performance. In our opinion, in place of the factor ñageò, a third factor 

(after the factors ñlocationò and ñsizeò) should be added, one which relates to the quality of the 

specifications (facilities, etc.) of the property, provided that they are properly managed, old 

properties can deliver to the tenants the same modern functions as newer properties. 

 

Second, as an investment manager, we believe that we can ñcreate valueò for the investors by ①

adequately planning the operations of maintenance and replacement (including upgrades) of the facilities, 

② reducing the energy consumption, ③improving the external and internal aspects, and if required by 

dramatic changes in the market conditions, ④converting the office building into its ñHighest and Best 

Useò. We further believe that by maintaining and improving the quality of the existing properties we 

answer also to the expectations of todayôs Japanese society. The Japanese society is indeed more and 

more aware of the negative impacts on the whole society entailed by the destruction of an office building, 

not only because of the waste of material and energy it implies, but also because it means that no ñsocial 

capitalò is transmitted to the future generations. As a result of this change in ñsocial consciousnessò, we 

see in Japan an increasing number of old buildings announcing their renewal or refurbishment. 

 
 



Japan Real Estate Investment Review - Autumn 2004 

 NOMURA REAL ESTATE INVESTMENT MANAGEMENT 
-18- 

 

Ⅱ. CAPEX BENCHMARKS FROM A REAL ESTATE INVESTMENT 

PERSPECTIVE 
 
 

This research report is based on the presentation*1 made at the 2004 Academic Lecture Session of the 
Architectural Institute of Japan on August 31, 2004. 
 

Summary 
Capital Expenditures (ñCAPEXò) are critically important in determining the value of a real estate 
investment, and their importance grows larger as the lives of properties grow longer. 
 
Necessary CAPEX was calculated for the life (65 years) of the Standard Office Building from the 
following perspective: the asset is to be operated over a long term with major repairs and renewals to be 
properly performed. Furthermore (1) annual CAPEX and (2) specific CAPEX necessary at certain key 
points in the propertyôs life, starting from the year of completion, should both be set up as a ratio to the 
replacement value of the asset from a real estate investment perspective. 
 
Older buildings are often viewed as being excessively money consuming with respect to their operation 
and maintenance, thus newer buildings are likely preferred for the purpose of asset investment.  
However, we have concluded that older assets would in fact be advantageous if proper repairs and 
renewals are performed taking their ñLCCò (Life Cycle Cost) into consideration.   
 
Aim 
CAPEX is defined generally as ñan improvement whose effects sustain for one year or longer and 
depreciates over useful lives*2ò. Therefore, all the repairs, renewals and refurbishments that are not 
considered as operating costs are called CAPEX.  
 
In this report, we would like to limit CAPEX as the cost of repairs and renewals necessary for the 
preservation of the quality and function of a building, and therefore exclude value enhancement 
expenditures. 
 
In recent years, typified by the popularity of real estate investment funds, real estate occupies a position 
as an investment commodity just like stocks or bonds and establishes a strong presence in the finance 
market. It requires the maximization of real estate investment values, which make CAPEX one of the 
factors in determining the value of the real estate investment. 
 
Under circumstances where environment-friendly ñsustainable developmentò is required, CAPEX 
necessary for the long-term operation and maintenance of a building (especially in Japan, where the 
timing of building renewal occurs sooner than in Europe or the U.S.*3) will be compared with its 
replacement value, and shown as a benchmark, with the purpose being to extend the useful life of the 
building and the asset investment perspective.  
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Computation of the Theoretical Value of CAPEX 
 
1.  Descr iption of a Building to Serve as an Example  
Our CAPEX computation will be performed on a building with the following physical features 
(hereinafter referred to as the ñStandard Office Buildingò): 
Outline of the Standard Office Building: 

- Use:   Office 
- Structure:  Steel-frame, Ferro-concrete 
- Size:   One level below grade; 10 stories above ground 
- Building Area: 1,000m2 
- Gross Floor Area: 10,000m2 
- Outer Wall Finishing:Tile-setting 
- Air-conditioning: Central heat-source system, concurrently using fan coil ducts 
- Elevators:  2 
- Mechanized  
- Parking:   For 20 cars 
- Replacement Cost:  ¥2.5 billion 

 

2.  Method of Computing CAPEX 
CAPEX is computed using the following premises, based on the concept of computing ñLCRCò (Life 
Cycle Repair Cost) as shown in Easy-to-Understand Life Cycle Cost in Building Management, the LCC 
Manual (ñManualò), by Japan Facility Management Promotion Association*4: 

- LCRC in the Manual is deemed CAPEX. 
- Each partôs cost composition, repair cycle and repair ratio are based on the marginal investment 

model (where the timing of repairs and renewals are deferred as long as is possible) as shown in 
the Manual, and such are used as a base. Where appropriate, modifications are made to such base 
to suit the specific features of the Standard Office Building. 

- The starting point for each repair is staggered and adjusted in order to level out peaks and valleys 
of repair costs, which is presumed to be the goal of asset management. 

- The useful life of 65 years is regarded as the entire life of a building (as per the previous standard 
set by the former Ministry of Finance), and CAPEX repairs are put into place, but not renewals, 
after the 55th year. 

 

3.  Results of the CAPEX Computation 
- During the whole life of the building, a major repair peak is positioned around 30 years, while 

medium-scale repairs peak around 20 to 25 years and 40 years. (See Chart 1: bar graph.) 
- The aggregate CAPEX associated with the whole life of the building exceeds the replacement 

cost. We calculated a theoretical value of 128% for CAPEX (LCRC) divided by replacement cost. 
(See Chart 2: line graph.) 
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Establishment of Standard CAPEX Value 
An appropriate CAPEX (LCRC) / replacement cost becomes 128%, but the Manual sets this value using a 
broad range of 100% to 200% of the replacement value. As it is virtually impossible to collect or evaluate 
the building management data from which to derive any actual value, the Manual indicates that a value 
computed from the theoretical value should be modified downward and thus be treated as an actual value.  
Furthermore, in the Material*5 the actual value exceeds the theoretical value on the relevant chart 
although specific numerical values are not presented. 
The standard value of CAPEX associated with the whole life of a building is assumed to fall within the 
neighborhood of 100% of the replacement cost. In the future, we intend to carefully examine and 
deliberate on this further by collecting and analyzing appropriate data. 
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CAPEX Benchmarks 
The following analyses are based on the computation value of above-mentioned CAPEX: 
1) Annual CAPEX Cost / Replacement Costs (% )   (See Chart 3: bar graph.) 
Annual CAPEX cost (being the result of our CAPEX computation for the Standard Office Building), 
which presents a ratio to the relevant replacement cost in the bar graph, can be applied to buildings with 
different replacement costs. This benchmark allows us to identify peaks of repair cost for each year, and 
can be utilized for planning by both property management / maintenance and asset management teams. 

 

2) Annualized Average CAPEX of Gross CAPEX for 12 Year s / Replacement Cost (% )   
  (See Chart 3: line graph.) 

This is the benchmark expressed in an annualized average CAPEX for gross CAPEX required over a 
12-year period from acquisition, and reflects the age of the building to the time of investment judgment (a 
typical period for computation of long-term repair cost as commonly used in engineering reports during 
due diligence) as a ratio of the relevant replacement cost. It is an important benchmark in determining 
value for the purpose of selecting investments. 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
Chronological Tendency of CAPEX 
Generally speaking, obsolescence of a building starts upon its completion, and repairs and renewals 
follow each other repetitively at certain points, and then the building completes its life. On the other hand, 
annual performance of CAPEX would project a false image of steadily rising along with the passage of 
years (or progression of chronological obsolescence) and is often thought of as cumulative repair costs. 
 
In reality, CAPEX in terms of the benchmark under ñ1)ò above concentrates in the neighborhoods of 30 
and 40 years. (See Chart 3: bar graph.) The benchmark under ñ2)ò above ï one that is important in 
investment judgment -- rises gradually with the passage of time during the initial years, remains flat 
between 20 and 35 years, and then the value declines from 40 years. (See Chart 3: line graph.)  
 
Although old buildings are generally thought of as being excessively money-consuming in their 
operations and newer buildings are likely preferred from the perspective of the asset investment, this 
study shows that such is not the case if proper repairs and renewals are performed taking their LCC into 
consideration. 
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Let Us Weave CAPEX into Building Planning 
Further growth of real estateôs acceptance as a financial product is expected, thus we believe more 
importance has to be attached to effective fixed asset investment planning that utilizes CAPEX 
benchmarks. We should focus more on CAPEX at the building planning stage and thereby more actively 
employ a planning method that would allow us to consider CAPEX with LCC.  
 
We believe that the concept of LCC is beginning to weigh more heavily in the building planning process, 
but its degree of contribution to asset management or property management / maintenance is still difficult 
to assess. Because of this, there is an ever-increasing importance of thinking of real estate as an 
investment commodity and promoting investment efficiency when considering CAPEX.   

 

In Closing 
In this report, we were able to derive CAPEX benchmarks from theoretical values, and identify their 
chronological tendencies.  
 
When observing some of the buildings that have been invested in by Nomura Real Estate Development 
Co., Ltd. as a reference, we note that the actual value (according to repair- and renewal-cost computations 
in engineering reports prepared by a third party) of CAPEX benchmark under 2) for each of the buildings 
at the time of acquisition, is lower than the relevant theoretical value. (See Chart 3: diamond-shaped 
mark.) 
 
Hereafter, we plan to add proof to the above with data based on actual cases, and to establish the standard 
values of CAPEX that would reflect realistic underwriting standards. We also expect to apply this 
approach not only to office buildings but to properties with different uses, such as residential 
condominiums and commercial facilities. 
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 III. Market Watch 

 
 

 
 

1. Trends in the Condo Market 
 
① Trends in the Number of Sales 
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 According to the Real Estate Economic Institute, the number of condominiums sold in 
July 2004 was approximately 7,228 units, up 8.2% from the same month the year 
before. 
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 Some 2,663 condominiums were sold in the Kinki Area in July 2004. Comparing this 
to last yearôs sales, they were down 4.9% from the same month of the year before.  
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 ② Trends in Contract Ratio and Inventory 

 
<Tokyo Metropolitan Area> 
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 The year-on-year change of the contract ratio for July 2004 has remained at a satisfactory 
level of 82.8%. Moreover, it represents a 2.1％ increase from the same month of the year 
before.  
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 The contract ratio for July 2004 was 76.4%, the second consecutive month in which a 
year-on-year increase from the same month was recorded. 
 
The inventory at the end of July decreased to 4,742 units (down 25.8% from the same 
month of the year before). Within the year, it is the 5th consecutive month of decrease. 
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 2. Trends in the Second-hand Housing Market 

 
 ① Trends in Average Contract Price 

 
<Tokyo Metropolitan Area> 
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 According to the Real Estate Information Network for East Japan, the average price of 
condominiums sold in July 2004 was ¥20.43 million, the highest level in 3 years. 
 

 < Keihanshin Area > 
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 According to the Real Estate Information Network for Kinki Region, the average price of 
condominiums sold in July 2004 in the Keihanshin Area was ¥14.74 million. 
 
However, the average price of detached houses was ¥21.14 million, down 5.2% from the 
same month of the year before. 

 




