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OVERVI EW

N ppon Accomodations Fund Inc. (NAF) is a J-REIT specializing in
resi dential properties.

* Amid signs of increased stability in the residential property rental
mar ket, NAF has | aunched equity of ferings and pursued external grow h.
These noves have enabled the J-REIT to inprove its business profile,
particularly the diversity and profitability of its portfolio, as well as
its financial standing.

e W have revised to stable fromnegative the outlook on the long-term
rati ng on NAF.

* W have affirmed our long-termand short-termcorporate credit ratings
and unsecured debt ratings on NAF because the J-REIT has a strong
busi ness position and a high-quality real estate portfolio, allowing it
to generate stable cash fl ows.

TOKYO (Standard & Poor's) Dec. 5, 2011--Standard & Poor's Ratings Services
today said that it has revised to stable fromnegative the outlook on its
long-termcorporate credit rating on N ppon Accompdations Fund Inc. (NAF). At
the same tinme, we have affirmed our 'A+ long-termand 'A-1'" short-term
ratings on NAF, as well as our 'A+' ratings on NAF's series 1 and series 2
unsecured J-REI T bonds.

We today revised the outlook on the long-termrating on NAF because:

* Amid signs of increased stability in the residential property market, NAF
has acquired nultiple properties, while securing acquisition yields that
we consider reasonable. This has enabled the Japanese REIT (J-REIT) to
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i mprove its business profile, particularly the diversity and
profitability of its portfolio.

* NAF' s financial indicators have inproved to a degree. In particular
NAF' s debt-to-total assets ratio, although still fairly high, has
declined noderately because the J-REIT has conducted equity offerings. In
addition, NAF's interest coverage indicators have recovered and are now
virtually in line with previous |evels.

In terms of portfolio size, NAF ranks relatively high anong the listed J-RElTs
that specialize in residential properties. As for NAF' s credit quality, the
J-REIT maintains a strong busi ness position and generates stable cash fl ows
fromits high-quality portfolio of residential properties for |ease, which
have hi gh occupancy rates. Accordingly, we today affirnmed our |ong-term and
short-termcorporate credit ratings on NAF.

Busi ness conditions in the residential property rental nmarket seemto be
stabilizing. Specifically, occupancy rates have generally bottoned out, and
the decline in rent levels appears to have virtually come to a halt as the
supply of newly constructed properties in the market is receding.

NAF' s operating strategy is to invest in high-quality residential properties
that are, for the nost part, located in the 23 wards of Tokyo, backed by the
real estate managenent and devel opnent capabilities, and brand recognition of
its sponsor, Mtsui Fudosan Co. Ltd. (BBB+/ Stable/A-2). As of Nov. 30, 2011
NAF owned a portfolio of 86 residential properties with a total purchase price
of about ¥229.5 billion

Inits 11th six-nonth fiscal term (ended Aug. 31, 2011), NAF raised ¥22.1
billion through equity offerings and acquired 20 properties for a tota
purchase price of ¥36.7 billion. These include relatively new, high-quality
properties, such as Shibaura Island Air Tower (M nato Ward, Tokyo; purchase
price: about ¥7.9 billion), that it purchased fromits sponsor. NAF al so
increased its ownership stake in another property during the same fiscal term

Meanwhil e, for the first time since listing, NAF has acquired other types of
housi ng assets, such as student dormitories and corporate housing facilities,
which the J-REIT categorizes as "other accompdati on assets." Although these
assets are managed by one conpany, which entails a degree of operational risk,
we consider any possible adverse inpact on cash flowto be |limted because:
(1) these assets can be easily converted into typical rental properties; and
(2) the total purchase price of the assets represents only about 3.5% of the
total value of NAF' s portfolio. In addition, portfolio profitability has

i mproved noderately because the properties that the J-REIT purchased in the
11th fiscal term command hi gher average yields than those acquired before that
term

As of Nov. 30, 2011, NAF's portfolio featured 86 residential properties for

| ease (about 9,000 residential units), suggesting that portfolio
di versification has progressed significantly. The J-REIT has inproved its
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busi ness profile, particularly the diversity and profitability of its
portfolio, since it resuned its external growth strategy in 2009.

NAF ainms to maintain its ratio of debt to total assets at a relatively
conservative | evel of between 40% and 50% (cruising level). The ratio of debt
to total assets, which hovered at levels that we considered fairly high over
the last few years, declined noderately following the J-REIT s equity

of ferings, to about 51.8% as of the end of the 11th fiscal term The ratio of
debt to capital (interest-bearing debt including hoshokin
liabilities/(interest-bearing debt including hoshokin liabilities + total net
assets), as defined by Standard & Poor's) stood at about 53.0% as of the end
of the sane fiscal term Although its still fairly high debt ratios are a
negative credit factor, NAF' s funding conditions have been inproving and it is
able to secure funds in a stable manner. The share of unrealized |osses to the
total value of NAF' s portfolio has declined noderately after peaking in the
seventh fiscal term (ended Aug. 31, 2009). Furthernore, the J-REIT s cash flow
has increased and its debt ratios have declined slightly. As a result, its

i nterest coverage indicators have recovered and are now virtually in line with
previous |evels.

NAF has shifted its focus to external growh in an effort to neet its
near-termgrowh targets (portfolio size: ¥300 billion, or 10,000 residential
units) because it believes that the residential market has reached bottom
Accordingly, to maintain our ratings on NAF, we need to see whether the J-REIT
is able to strike a balance between achieving external growth and maintaining
its financial health by controlling debt |evels.

NAF is expected to nmaintain good credit quality, backed by its strong business
position, its well-diversified portfolio of well-mnaged and wel | - mai nt ai ned
rental properties, its adequate liquidity on hand, and its high financi al
flexibility. W see little likelihood of the ratings on NAF bei ng raised
because the J-REIT's ratio of debt to total assets is somewhat high. On the

ot her hand, we nay consider |lowering the ratings on NAF if the J-REIT s debt
profile, capital structure, and interest coverage indicators worsen again, and
if it suffers prolonged weakness in its financial indicators, particularly if
its ratio of debt to total assets rises to and renai ns above 55%
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RATI NGS AFFI RMED

Ni ppon Accommodat i ons Fund | nc. Rat i ng
Long-term corporate credit rating A+
Short-term corporate credit rating A1
Seni or unsecured J-REIT bonds series 1 and 2 A+
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A Japanese- | anguage version of this nmedia 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 dobal Credit Portal subscribers at ww. gl obal creditportal.comand to

Rati ngsDi rect subscribers at ww. ratingsdirect.com
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