STANDARD RaTiINGSDIRECT®

&POOR’S

July 17, 2007

Nomura Real Estate Residential Fund Assigned
'A+/A-1' Ratings

Primary Credit Analyst:
Yumi Qikawa, Tokyo (81) 3-4550-8775; yumi_oikawa@standardandpoors.com

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

TOKYO (Standard & Poor's) July 18, 2007--Standard & Poor's Ratings Services
today assigned its 'A+" long-termand 'A- 1" short-termcorporate credit
ratings to Nonura Real Estate Residential Fund Inc. (NRF). The outl ook on the
long-termrating is stable.

The ratings reflect NRF's relatively strong business position and its
conservative financial policy and profile. NRF owns a highly diversified rea
estate portfolio, which conprised 91 residential properties as of June 30,
2007. The portfolio has a high occupancy rate and generates stable cash flow
NRF sel ects properties chiefly in the Tokyo netropolitan area, and targets
tenants with stable demand. Its operations are supported by its sponsor's rea
est at e devel opnent and managenent capabilities, as well as its brand
recogni tion. The conpany has a conservative capital structure and hi gh
financial flexibility. Nevertheless, Standard & Poor's has sone concerns over
NRF's profitability |evels.

The ratings al so take into consideration the unique structure of Japanese
real estate investnment trust (J-REITs) conpared with REITs rated by Standard &
Poor's in other global nmarkets, which restricts nmanagenent from pursuing
certain high-risk activities, such as ground-up devel opnment, to safeguard
i nvestors.

NRF was established in August 2006 and was listed on the Tokyo Stock
Exchange in February 2007. There are now 41 listed J-REITs, of which eight
specialize in residential properties. In terns of its asset base based on
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purchase price, NRF is currently the fifth largest J-REIT that invests in
residential properties. Nonura Real Estate Holdings Inc. (NR) is the sponsor
of NRF' s asset managenent conpany, Nomura Real Estate Asset Managenent Co.

Ltd. (NREAM) . Moreover, group conmpany Nonmura Real Estate Devel opment Co. Ltd.
(NR) owns 18.36% of NRF. NREAM establ i shed NRF after NREAM was |icensed by the
Fi nanci al Services Agency to conduct changes in its business nethods under the
I nvest ment Trust Law. NREAM accunul ated substantial J-REI T managenent skills
by managi ng Nonura Real Estate O fice Fund Inc. (A/ Stable/A-1), and achi eved
hi gh recognition in the J-REIT market. Standard & Poor's regards NREAM s
management expertise as being fully applied to the establishment, listing, and
operation of NRF

Standard & Poor's al so believes that NRF's growh potential is not
limted by the fact that it has only one sponsor, since third parties
devel oped about 82% of its acquired residential properties. Mreover, third
parties provide NRF with adequate information on properties. Additionally, the
sponsor has a certain track record regarding the real estate |easing business
for residential properties, having nanaged a private fund for five years, and
enpl oyees who operated the private fund have transferred to NREAM

As of June 2007, NRF owned a portfolio of 91 residential properties
consisting of 4,339 units (including 12 stores) with a conbi ned val ue about
¥70.4 billion, based on purchase price. The properties are mainly located in
the Tokyo nmetropolitan area, with others |located in Sapporo, Sendai, Nagoya,
Gsaka, and Fukuoka. NRF targets a stable and well-bal anced portfolio through
the acquisition of residential properties under three brands: PROUD FLAT,
whi ch was devel oped by Nonura Real Estate Devel opment, and PRI ME URBAN and
URBAN STAGE, which were created by other devel opers. Units snaller than 30 sq.
nmeters account for about 82% of the conpany's portfolio. The company mainly
targets single occupi ers and households with dual inconme but no kids (DI NKS)
that can afford nmonthly rent of up to ¥150,000. NRF's portfolio includes PROUD
FLAT Sum da Ri verside (Shinkawa, Chuo-ku, Tokyo), PRI ME URBAN Mbnzen-nakacho
(Monzen- nakacho, Kot o-ku, Tokyo), and URBAN STAGE Kachi doki (Kachi doki
Chuo- ku, Tokyo). These properties are located in highly convenient areas
wi thin commuting di stance fromcentral Tokyo, and are highly conpetitive.

NRF strategically Iimts its investnments to residential properties,
focusing on those for rent. Standard & Poor's regards residential properties
as generally generating nore stable cash flow than other types of properties.
This is mainly because they have a diverse range of tenants, high
substitutability, and rent |evels whose fluctuations are linted am d changes
in the economic climte. The conpany's strategy is to focus its investnents in
the Tokyo netropolitan area (nore than 70% of the portfolio), as well as three
other major netropolitan areas, and other major cities around the country,

i ncl udi ng desi gnated ordi nance cities. About 92%of NRF's portfolio is
currently concentrated in the Tokyo nmetropolitan area (about 82.3%in the 23
mai n wards, about 9.7%in other areas). Standard & Poor's does not view asset
concentration in Tokyo as a concern because Tokyo has the |argest and nost
liquid real estate market in Japan, and firmdemand is expected due to an

i ncrease in the nunber of households living in the capital

Ri sks related to damage caused by earthquakes are linmted on the whole,
with the Probable Maxi mum Loss (PM.) ratio of the portfolio properties
settling between 3.0 and 19.1% Although the average age of the properties is
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| ow at about seven years, the portfolio includes sone properties that are
sonewhat old, with about 9.2%built over 20 years ago. The conpany w |l be
chal l enged to maintain and i nprove the conpetitiveness of these properties. On
the property nmanagenment front, NRF ains to boost operational efficiency by
sel ecting property nanagenent firms that best match the regiona
characteristics and target tenants of each property. The average occupancy
rati o as of May 2007, based on end tenants, was relatively high at 95.4%
generating stable cash flow. NRF's portfolio is highly diversified, with the
top four properties accounting for about 12.5% of the total portfolio value
and the top 10 accounting for about 25.3%as of June 2007, which benefits the
conpany in terns of credit quality.

NRF aims to expand the asset size of its portfolio somewhat aggressively
to ¥300 billion by March 2013, inplying an annual growth rate of about 28%
However, this is a rough tinmeline and the conpany plans to take its capita
structure into considerati on when planni ng acqui sitions.

Managenment plans to naintain the average debt-to-capital ratio between
35% and 45% (a maxi mum of 60%, which is conservative when conpared wth other
J-REI Ts specializing in residential properties. NRF plans to issue equity in a
ti mely manner when debt-to-capital |evels reach around 45% depending on
property acquisitions, and is looking to stabilize its financial |everage.
NRF's debt-to-capital ratio (interest-bearing debt/(interest-bearing debt +
uni thol ders' capital; Standard & Poor's definition) for its first fiscal year
(ended May 2007) was about 43% The conmpany has a relatively sound financi al
profile and its debt repaynent ternms are dispersed through 2015. Its estimated
EBI TDA i nterest coverage will be around 6x, and its funds from operations
(FFO to total debt ratio is expected to be between 7% and 8% NRF's portfolio
profitability measures are somewhat | ow conpared to those of other J-REITs
hol ding different types of properties, with an average ROA of around 4.1%to
4.3% estimated going forward. Such neasures are expected to decline as other
new and high-quality properties, including PROUD FLAT, are incorporated into
the portfolio. Future organic growh is viewed as linmted to sonme extent,
since NRF specializes in residential properties and rent on such properties
only rises noderately. As stated previously, Standard & Poor's has sone
concerns over NRF' s profitability |evels.

NRF has anmple liquidity at hand, and the conpany's |ong-term and
short-term fundrai sing capabilities do not represent a cause for concern in
respect of near-term debt repaynents or portfolio expansion. The conpany has
established favorable relationships with 12 major financial institutions and
has high financial flexibility through unsecured financing.

The outl ook on the long-termrating is stable. The conpany will generate
stabl e i ncone by maintaining relatively high asset quality and a conservative
financial profile. This will be achieved by obtaining its sponsor's support in
expanding its property portfolio. Debt-to-capital ratios will likely remain in
the af orenentioned range, with fluctuations remaining nmargi nal due to the
conpany's diversified asset portfolio specializing in residential properties.

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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