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* NRF's portfolio has sound occupancy rates, generating generally stable
cash fl ows.

« W affirnmed our 'A' long-termand 'A-1'" short-termratings on NRF. The
outl ook renamins stable.

* W expect NRF to continue to generate steady cash flows because the
residential |easing market is recovering.

TOKYO (Standard & Poor's) Sept. 29, 2011--Standard & Poor's Ratings Services
today affirnmed its "A long-termcorporate credit and series 1 unsecured bond
ratings, as well as its "A-1" short-termcorporate credit rating, on Nonura
Real Estate Residential Fund Inc. (NRF). The outl ook on the |ong-term
corporate credit rating remains stable. The ratings reflect NRF' s relatively
strong busi ness position and noderately conservative financial policy.

NRF has secured a relatively strong business position in the Japanese rea
estate investnment trust (J-REIT) narket, supported by the real estate
managenent and devel opnent capabilities and brand recognition of its sponsor
Nomura Real Estate Holdings Inc. (NR). As of Aug. 31, 2011, NRF's portfolio
conprised 144 residential properties for |ease (total nunber of rentable
units: 7,697) worth approxinmately ¥134.1 billion based on total purchase
price. NRF's properties and tenants are extremely well diversified, which is a
factor that supports the J-REIT' s credit quality. As residential properties
have a high degree of tenant diversification, tenants can be easily replaced
and rent levels are little affected by econom c fluctuations, hence Standard &
Poor's believes that residential properties generate nore stable cash flows
than other types of properties.

Cccupancy rates in the residential |easing nmarket are recovering, and rent

www.standardandpoors.com/ratingsdirect 1
895274 | 300778492



Ratings On Nomura Real Estate Residential Fund Affirmed At 'A/A-1'; Outlook Stable

| evel s are showi ng signs of bottoming out. As a result, the average occupancy
rate of NRF's portfolio was high at 96.2% as of Aug. 31, 2011, with its
properties generating, in general, stable cash flows. In order to increase the
profitability of its portfolio, NRF replaces assets by selling properties with
declining conpetitiveness and operational efficiency while acquiring nore
profitabl e properties.

NRF has a conservative financial policy of maintaining a ratio of debt to
total assets of between 35% and 45% However, NRF's debt-to-capital ratio
(interest-bearing debt/interest-bearing debt + total net assets), according to
Standard & Poor's definition, stood at approxi nately 54. 1% (53. 1% based on
NRF's definition) as of the end of the ninth six-nonth term (ended May 31
2011), which is high relative to the J-REIT s conservative financial policy.
In addition to this risk factor, NRF' s neasures related to interest coverage
and profitability are slightly weak. Furthernore, unrealized losses in NRF s
portfolio are shrinking but remain high, leaving the J-REIT little financial

| eeway. Neverthel ess, these risks are mitigated sonewhat, in our opinion
because NRF has experience increasing capital, and it plans to continue
pursui ng a conservative financial policy and focus on investing selectively in
highly profitable properties.

The J-REIT mai ntains adequate financial flexibility, as it borrows on an
unsecured basis. Although liquidity on hand is slightly low, its good

rel ationships with many financial institutions enable NRF to secure its debt
repayment .

The outl ook on NRF' s long-termcorporate rating is stable. W expect NRF to
generate stabl e earnings because it owns a well-diversified portfolio of
relatively high quality, occupancy rates in the residential |easing narket are
recovering, and rent levels are showi ng signs of bottom ng out. To raise the
rati ngs on NRF, we would need to observe a clear inprovenent in NRF' s
financial indicators. In particular, we would need to see the J-REIT' s
debt-to-total assets ratio decline to a level that is comensurate with the
range set under its conservative financial policy. In contrast, we wll
consider lowering the ratings on NRF if we see a high likelihood that its
debt-to-total asset ratio (based on NRF's definition) rises to 56% or nore and
stays high, and its interest coverage and profitability related indicators
remai n weak or deteriorate.
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www. gl obal creditportal.com and RatingsDirect subscribers at
www. ratingsdirect.com Al ratings affected by this rating action can be found

on Standard & Poor's public Wb site at www. standardandpoors.com Use the
Rati ngs search box located in the left colum.
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