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TOKYO (Standard & Poor's) Feb. 10, 2009--Standard & Poor's Ratings Services
today revised to negative fromstable the outlook on its "A long-term
corporate credit rating on Nonura Real Estate Ofice Fund Inc. (NOF). The
outl ook revision is based on: 1) a rising leverage ratio and weak financi al

i ndi ces, such as cash flow protection, resulting froma relatively aggressive
external growth strategy am d a severe nmarket environment for Japanese rea
estate investnment trusts (J-REITs); and 2) a possible delay in the recovery of
NOF's financial profile due to turmoil in the capital market. At the sane
time, Standard & Poor's affirned its "A" long-termand 'A- 1" short-term
corporate credit ratings on NOF, its "A rating on NOF' s outstandi ng senior
unsecured bonds, series 1 through 7, and its 'A-1' rating on NOF' s unsecured
short-termnote program (up to ¥30.0 billion), supported by a real estate
portfolio with a high occupancy rate, adequate liquidity at hand, and the
conpany's financial flexibility.

NOF is one of the top-tier J-REITs in terns of its asset size, and it is
supported by a high-quality portfolio of office properties and the strong rea
est at e devel opnent and managenent capability of its sponsor, Nomura Rea
Estate Holdings Inc. (NR). Due to the long-running turnoil in the global debt
and capital markets, a negative inpact on real estate values and the property
rental market, especially for properties |located in sone |ocal areas or
properties that are relatively | ess conpetitive, is observed. On the other
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hand, NOF's real estate portfolio generates stable cash flow with a high
occupancy rate.

As of the end of its 10th business term (ended Cct. 31, 2008), NOF's
portfolio conprised 46 office properties worth approxi mately ¥362.2 billion
based on purchase price. Fromthe ninth (ended April 30, 2008) to the 10th
busi ness term NOF acquired 13 office properties worth about ¥69.8 billion
i ncluding acquisitions fromits sponsor's related conpani es, which were
conducted in a relatively aggressive manner. Its real estate portfolio
generates stable cash flow with a high occupancy rate of about 97.3%

i ncl udi ng sonme conpetitive properties, such as the Shinjuku Nonura Buil di ngs
( Shi nj uku-ward, Tokyo). On the other hand, there is a risk that unrealized
profit in the portfolio (the difference between the appraisal value and the
book val ue of the portfolio) has peaked in the ninth business term although
the risk is partially nitigated by an unrealized profit worth about ¥75
billion, or about 20.7 % of the book value of the properties in NOF s
portfolio (as of the end of the 10th business tern). Meanwhile, other
potentially negative factors include a possible increase in the vacancy rate
in sone subnmarkets, a wei ghted average property age of about 22 years, and a
ri sk of concentration in its top assets. These factors, however, are partially
mtigated by NOF's relatively conpetitive real estate portfolio and ot her
attributes.

As of January 2009, NOF has acquired properties from and sold properties
to, its sponsor's related conpanies, including Nonmura Real Estate Devel oprment
Co. Ltd. (NR). NOF conducted these acquisitions and sal es because the ratio
for properties in local districts outside Tokyo has been rel atively higher
than the range of between 10% and 20% specified in its operating strategy.
Through the aforenmenti oned transactions, the ratio now stands at 27.6% (based

on purchase price, including properties that will be purchased in the 11th
busi ness term as of January 2009) and NOF plans to decrease the ratio.
Even though NOF ains to increase its portfolio size to ¥500 billion, the

conpany has suspended new i nvestrents for a while, taking into consideration
current market conditions. NOF now pursues portfolio inprovenent through
internal growth, supported by its sponsor's real estate managenent capability.

Under NOF's relatively conservative financial policy, it ains to maintain
its debt-to-capital ratio at between 35% and 45% Despite the stagnant
investnment unit market for J-REITs, NOF issued equity of approximtely ¥28.7
billion between May to June 2008, and controlled its |everage. However, as NOF
acquired properties thereafter, taking on loans fromfinancial institutions,
NOF' s debt-to-capital ratio (total debt/total debt + unit holders' capital
excluding security deposit liabilities fromtotal assets as defined by
Standard & Poor's) stood at about 48.8% as of the end of the 10th business
term relatively higher than the ratio in the past.

As of the end of the 10th business term NOF' s cash flow protection
showed a slight declining trend, its EBITDA interest coverage was about 6. 0x,
and its ratio of funds fromoperations (FFO to total debt stood at about 7.7%
(i ndices are based on Standard & Poor's definitions). A possible delay in the
recovery of its financial profile until debt and capital narkets recover is
one of the factors weighing on NOF's credit standing.

NOF had a cash bal ance of about ¥38.6 billion at the end of the 10th
busi ness term and the anpbunt woul d sufficiently cover inmediate operating
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expenses (including security deposit liabilities). The conpany nmi ntai ns good
relationships with 29 donestic banks, including nega-banks, securing
sufficient liquidity to cover its debt repayments. NOF has high financial
flexibility because all of its debt is unsecured.

The outl ook on the long-termcredit rating is revised to negative from
stable. As a result of NOF's relatively aggressive external growth, the
| everage ratio has increased, and its financial indices have renained at a
relatively low level, as Standard & Poor's had initially expected. Hereafter,
NOF will inprove its financial profile by refraining fromexternal growh and
focusing nore on internal grow h.

NOF's rating nay conme under downward pressure if the financial neasures
reflecting its |l everage, interest coverage, and profitability do not inprove.
On the other hand, Standard & Poor's mmy consider revising upward the outl ook
on NOF if the conmpany succeeds in inproving its portfolio quality and
profitability, and strengthening its financial profile by decreasing |everage
ratio.

A Japanese- | anguage version of this nmedia rel ease is avail able on
Standard & Poor's Research Online at www. researchonline.jp, or via CreditWre
Japan on Bl oomberg Professional at SPCI <GO>.
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