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» The three Japanese RElITs (J-REITs) of the Nomura Real Estate group have
reached an agreement to nmerge into a new J-REIT that they plan to
establish on Cct. 1, 2015.

» Based on the J-REITs' nerger announcenent, we are placing our ratings on
Normura Real Estate Ofice Fund (NOF) on CreditWatch with positive
i mplications.

« W are also affirm ng our long- and short-termcorporate credit ratings
on Nonmura Real Estate Residential Fund (NRF). The outl ook is stable.

* W will resolve the CreditWatch status on the ratings on NOF after the
nmerger plan receives approval at unitholders' neetings and when there are
cl earer prospects of the nerger progressing as planned. W expect to
raise the long- and short-termratings on NOF to the sane |evel as our
anticipated ratings on the new J-REIT.

TOKYO (Standard & Poor's) May 27, 2015--Standard & Poor's Ratings Services
today said that it has placed its long- and short-termcorporate credit

rati ngs on Nonura Real Estate Office Fund Inc. (NOF) on CreditWatch with
positive inplications. W also affirned our "A/A-1" ratings on Nomura Real
Estate Residential Fund Inc. (NRF). Qur outlook on the | ong-term corporate
credit rating on NRF is stable. The rating actions on NOF and NRF follow the
announcenent by the three |isted Japanese REITs (J-RElITs) sponsored by Nomura
Real Estate Holdings Inc. (hereafter, the "three J-REITs of the Nomura Real
Estate group")--Nonura Real Estate Master Fund Inc. (NMF), NOF, and NRF--that
they have agreed to nmerge into an investnent corporation (hereafter, the "new
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J-REIT") that they plan to establish through consolidation on Cct. 1, 2015. W
will resolve the CreditWatch status on the ratings on NOF after the nerger
pl an recei ves approval at unitholders' neetings and when there are clearer
prospects of the merger progressing as planned. W expect to raise the |ong-
and short-termcorporate credit ratings on NOF to the sane | evel as our
anticipated ratings on the new J-REIT. Al though we plan to review the
potential inpact of the nerger on our ratings on NRF, we did not place these
ratings on CreditWatch because we currently believe the likelihood of our
changing the ratings is |ow.

NOF' s properties will account for roughly 45% of the new J-REIT's portfolio
(based on its projected acquisition value). The high average age of NOF' s
properties, NOF' s relatively weak profitability, relatively large unrealized

| osses (appraisal value | ess book value) on its portfolio, noderately high
debt ratios, and relatively weak cash fl ow neasures have constrai ned our
assessnent of NOF' s business and financial risk profiles. However, we believe
the nmerger will ease the negative inpact of these factors on the new J-REIT s
busi ness and financial risk profiles. Meanwhile, NRF's properties will account
for about 20% of the new J-REIT's portfolio. W view NRF's extrenely well

di versified, high-occupancy residential portfolio with inherently stable
rental revenue as a strength in its business risk profile, and we expect these
properties to help diversify the new J-REIT' s assets and stabilize its
profitability. W also expect the nerger to ease the inpact of NRF' s financial
weaknesses, such as its continued high debt ratios, on the new J-REIT s
financial risk profile. NVF s business and financial strengths lie in the
steady cash flow fromits long-termcontracts and highly profitable |ogistics
and retail properties, slightly conservative debt ratios, and favorable cash
fl ow nmeasures. However, its tenant concentration risk is slightly high and its
ability to grow internally through higher rent levels is Iimted, constraining
its business profile, in our view

Based on our views on the business strengths and weaknesses of the three
J-REITs, we believe the new J-REIT will have a relatively strong busi ness
position, backed by the brand recognition and real estate managenent and
devel opnent capabilities of its sponsor, Nonura Real Estate Hol dings. W
expect the new J-REIT to generate steady rental revenue fromits | arge,
diversified, and relatively high-quality portfolio (total projected

acqui sition value of about ¥800 billion). In addition, we believe the new
J-REIT will be able to respond to changes in business conditions, reflecting
its nature as a diversified J-REIT and its sponsor's property sourcing

pi peline, as it pursues external growth and repl aces properties inits
portfolio.

We expect noderate inprovenent in rental revenue from existing properties,
particularly office properties, as Japan's property |easing narket recovers.
But profitability is likely to remain nostly flat at slightly weak | evels
because of a noderate increase in property prices for new acquisitions.
Therefore, we expect the expanded portfolio scale, asset diversification, and
i mproved business flexibility of the new J-REIT to offset NOF' s slight

busi ness weaknesses. As a result, we expect to carry our "strong" assessment
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(the second highest of six possible categories) of NRF' s business risk profile
over to the new J-REIT.

In assessing the financial risk profile of the new J-REIT, we incorporate our
view that it will maintain favorable interest coverage neasures and rel atively
high financial flexibility. NOFs and NRF' s debt-to-total assets ratios are
noderately high relative to their respective financial policies, constraining
our assessnents of their financial risk profiles. But NMF's debt rati os stand
at slightly conservative levels and its cash flow neasures are favorable,
which we believe will sonmewhat mitigate the slightly weak financial standing
of NOF and NRF. We expect post-nerger EBITDA interest coverage to renmin
favorable, reflecting the new J-REIT's strong relationship s with financi al
institutions. The new J-REIT's portfolio will likely carry a certain anount of
unrealized gains, which will act as a cushion in its financial operations.
However, noderately high debt ratios relative to the diversified mx of assets
inits portfolio and slightly weak cash fl ow measures constrain our assessment
somewhat . Accordingly, we expect to assess the financial risk profile of the
new J-REIT as "nodest," the second hi ghest of six possible categories.

W will resolve the CreditWatch status on our ratings on NOF after the nerger
pl an receives approval at unitholders' neetings and when there are clearer
prospects of the merger progressing as planned. Upon resolving the CreditWtch
status, we will exam ne the new J-REIT's business and financial risk profiles,
growm h strategy, and financial policy. Wien we resolve the CreditWatch status,
we expect to raise the long- and short-termratings on NOF to the sane | evel
as our anticipated ratings on the new J-REIT.

We are affirming our current ratings on NRF. The outl ook is stable. W expect
NRF' s diversified and relatively high quality portfolio to continue to support
its steady cash flow. However, we may review the outl ook on NRF when cl earer
prospects emerge of the merger progressing as planned and after we exam ne the
new J-REIT's business and financial risk profiles, growth strategy, and
financial policy.
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A Japanese- | anguage version of this media release is available on Standard &
Poor's Research Online at www. researchonline.jp, or via CreditWre Japan on

Bl oomberg Professional at SPCI <GO>. Conplete ratings information is avail able
to subscribers of RatingsDirect at ww. gl obal creditportal.comand at

www. spcapitalig.com Al ratings affected by this rating action can be found
on Standard & Poor's public Wb site at www. st andardandpoors.com Use the

Rati ngs search box located in the left colum.
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