NEWS RELFASE

R&l Affirms AA-, Stable: Nippon Accommodations Fund Inc.

Jun 07, 2019

Rating and Investment Information, Inc. (R&l) has announced the following:

ISSUER: Nippon Accommodations Fund Inc.

Issuer Rating: AA-, Affirmed
Rating Outlook: Stable

RATIONALE:

Nippon Accommodations Fund Inc. (NAF) is a real estate investment trust that was listed in August
2006. The REIT invests primarily in rental apartments in Tokyo 23 wards. Mitsui Fudosan Co., Ltd. serves
as a sponsor.

NAF invests mainly in "Park Axis Series" properties developed by the Mitsui Fudosan Group. NAF's
rental apartments, of which 87.3% are located in Tokyo 23 wards, are mostly relatively new, as shown by
the average property age of 13.2 years (as of February 2019). Its portfolio is well diversified, with an asset
size of more than 300 billion yen. While the environment for property acquisition remains harsh, steady
external growth will likely continue, given the sponsor's rich pipeline.

In addition to rental apartments, NAF also invests in "hospitality facilities" including dormitories,
corporate housing, senior residences and hotels. Risk from such facilities is limited, because it ensures
stable earnings by concluding long-term fixed-rent lease contracts with leading operators, and their
portfolio share is small. The proportion of investment in "hospitality facilities" is currently hovering around
5%.

The average month-end occupancy rate during the period ended February 2019 remained high,
standing at 97.7%. The percentage change in rents at tenant turnover grew to 5.8% on average,
suggesting that the pace of rent increases has been accelerating. Thanks to the sustained influx of
population into Tokyo 23 wards and a low level of new apartment supply, the supply-demand balance of
rental apartments continues to improve. NAF's properties will likely keep performing well.

The LTV ratio as of February 2019 was 50.4%, which is at the same level as those of other residential
REITs. The ratio has been trending firmly at around 50% over the past eight fiscal periods. With the
appraisal value rising, unrealized gains have grown to about 26% of the book value.

NAF has stable funding sources which are mainly comprised of long-term fixed-rate loans from major
domestic financial institutions. The average remaining term of long-term debts is 4.2 years (as of February
2019), with due dates staggered. Its financing costs are low compared to those of other REITs. A
committed line of credit increased to 15 billion yen.

The Rating Outlook is Stable. NAF has a quality portfolio consisting primarily of properties developed
by the sponsor in Tokyo 23 wards and enjoys highly stable earnings. In recent months, rent growth has
been accelerating. The leverage level is managed within the target range, and the funding base is robust.

The primary rating methodology applied to this rating is provided at "Rating Methodology for J-REIT".
The methodology is available at the web site listed below, together with other rating methodologies that
are taken into consideration when assigning the rating.

https://www.r-i.co.jp/en/rating/about/rating_method.html
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R&I RATINGS:

ISSUER: Nippon Accommodations Fund Inc. (Sec. Code: 3226)

Issuer Rating
RATING: AA-, Affirmed

RATING OUTLOOK: Stable
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