
Ratings On Nomura Real Estate Office Fund
Lowered To 'A-/A-2'; Outlook Stable
Primary Credit Analyst:
Yumi Oikawa, Tokyo (81) 3-4550-8775; yumi_oikawa@standardandpoors.com

Secondary Contact:
Roko Izawa, Tokyo (81) 3-4550-8674; roko_izawa@standardandpoors.com

OVERVIEW
• It is our view that any future recovery in NOF's financial profile is now
more likely to be delayed than we expected, given that we expect
portfolio profitability to remain weak amid tough conditions in the
office leasing market.

• We have lowered to 'A-' our long-term rating and to 'A-2' our short-term
rating on NOF.

• The outlook on the long-term rating on NOF is stable, reflecting our view
that NOF's cash flow is unlikely to decrease markedly from current levels
over the medium term given that the J-REIT's real estate portfolio
consists of high-quality properties.

TOKYO (Standard & Poor's) Sept. 21, 2011--Standard & Poor's Ratings Services
today said that it has lowered to 'A-' from 'A' its long-term corporate credit
rating, and to 'A-2' from 'A-1' its short-term corporate credit rating, on
Nomura Real Estate Office Fund Inc. (NOF). The outlook on the long-term rating
on NOF is stable.

We today lowered our ratings on NOF because: (1) it is our view that any
future recovery in NOF's financial profile is now more likely to be delayed
than we expected, given that we expect portfolio profitability to remain weak,
and (2) as of the end of the 15th six-month fiscal term (ended April 30,
2011), the portfolio's unrealized losses represented about 8% of the
portfolio's book value, indicating that the Japanese real estate investment
trust's (J-REIT) financial buffer has shrunk.
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From Oct. 7, 2010, we had maintained our negative outlook on the long-term
rating on NOF because NOF's cash flow had been weak and we expected NOF's
major financial indicators to decline to levels no longer commensurate with
the ratings on NOF at that time, as 1) the J-REIT's existing portfolio's
rental revenue had been weak, and 2) portfolio cash flow was squeezed owing to
rent reduction and the partial departure of the sublessee (Japan Airlines
International; currently JAL; NR) of the portfolio from NRE Tennozu Building.

In July 2011, Nomura Real Estate Development Co. Ltd. (the master lessee of
NRE Tennozu Building) entered into a lease agreement with a new sublessee,
Canon Marketing Japan Inc. (CMJ; NR). Under the lease, which is scheduled to
start Oct. 31, 2011, CMJ will occupy the portion of the building that was
partially evacuated by JAL. We regard this agreement as positive for NOF given
that CMJ has, in our opinion, high creditworthiness relative to JAL and NOF's
tenant diversification will improve. In addition, we see cash flow as unlikely
to decline from current levels and rental income from CMJ to support portfolio
cash flow.

However, given continued tough conditions in the office leasing market, it is
our view that it will take a certain amount of time for cash flow of the new
tenant to boost NOF's overall revenue. Considering these factors and the fact
that the start period of the lease agreement with CMJ will be slightly later
than we expected, we believe that NOF's profitability and cash flow-related
indicators are now less likely to recover swiftly to levels commensurate with
the ratings on NOF before today's downgrade. Furthermore, as of the end of the
15th fiscal term, NOF's debt-to-capital ratio, according to Standard & Poor's
definition (interest-bearing debt including hoshokin
liabilities/(interest-bearing debt including hoshokin liabilities + total net
assets)) stood at about 49.7%, a level that somewhat exceeds the upper limit
of the range set under the J-REIT's conservative financial policy. Together
with NOF's unrealized losses, we consider this a risk factor for the J-REIT's
credit quality.

NOF maintains a relatively strong business position in the J-REIT market,
supported by the strong real estate development and management capabilities
and the brand recognition of its sponsor, Nomura Real Estate Holdings Inc.
(NR). The J-REIT owns a portfolio of high-quality, well-managed, and
well-maintained office buildings.

NOF has ample cash and deposits, which cover immediate operating expenses,
suggesting a high level of liquidity on hand. As of the end of the 15th fiscal
term, NOF maintained ¥40.0 billion worth of unused credit lines. In addition,
the J-REIT secured credit lines, taking into account scheduled debt repayment
amounts for each fiscal term. Moreover, the J-REIT maintains good
relationships with many financial institutions and financial flexibility,
given that all of its debt is unsecured.

The outlook is stable. Although we expect business conditions for NOF to
remain challenging, we believe that NOF's portfolio cash flow is unlikely to
decline from current levels in the medium term because the J-REIT's portfolio
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is of high quality and a lease agreement with a new tenant has been executed
for NRE Tennozu Building. We may consider raising our ratings on NOF if we see
increased likelihood of improvement in profitability and interest
coverage-related indicators and signs of recovery in the office leasing market
emerge. On the other hand, we would consider lowering our ratings if NOF's
financial indicators were to weaken further, although we consider such a
downgrade unlikely at this point.
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RATINGS LOWERED
Nomura Real Estate Office Fund Inc. To From
Long-term corporate credit rating A-/Stable A/Negative
Unsecured J-REIT bonds (series 1 and 2, and 4 to 9)
(issue amount: ¥44.5 bil.; Series 3 has already been redeemed)

A- A
Short-term corporate credit rating A-2 A-1
Short-term note program (up to ¥30 bil.) A-2 A-1

A Japanese-language version of this media release is available on Standard &
Poor's Research Online at www.researchonline.jp, or via CreditWire Japan on
Bloomberg Professional at SPCJ <GO>. Complete ratings information is available
to RatingsDirect subscribers on the Global Credit Portal at
www.globalcreditportal.com and RatingsDirect subscribers at
www.ratingsdirect.com. All ratings affected by this rating action can be found
on Standard & Poor's public Web site at www.standardandpoors.com. Use the
Ratings search box located in the left column.
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S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right
to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and
www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party
redistributors. Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact or
recommendations to purchase, hold, or sell any securities or to make any investment decisions. S&P assumes no obligation to update the Content following publication in any
form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or
clients when making investment and other business decisions. S&P's opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or
an investment advisor. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or
independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of S&P. The Content
shall not be used for any unlawful or unauthorized purposes. S&P, its affiliates, and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or
omissions, regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is
provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any
party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without
limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.
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