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Summer turbulence weathered?

The CREDI Main index reversed direction and increased by 2.1 index points to 56.6 in this September

survey. This improvement is represented by the respondents’ belief that the financing conditions on the

real estate market have improved during the past three months. At the same time, the survey shows that

the polled lenders and borrowers expect access to financing to remain unchanged in the coming months.

In the CREDI September survey, there is a significant increase in the spread observed between the

Current Situation and Expectation indices.

By the end of the Q2 2015, the real estate market had experienced
a transaction volume in line with the preceding year’s volume.

In general, there is a positive market sentiment and yields are
decreasing in prime locations as well as in secondary locations,
partly due to strong underlying growth and development. How-
ever, a significant part of the decreasing and compressed yields
are derived from a current low supply accompanied by increased
demand from new property companies and vehicles. This affects
both the valuation and the transaction prices observed on the
market.

The CREDI Main index increased by 2.1 index points to 56.6
in the September 2015 CREDI survey, reversing the declining
tendency observed in the June survey. The Current Situation
index increased while the Expectation index declined slightly,

bringing about an increased divergence between the two indices.

The forward looking index has approached the turning point
of 50.0, which likely reflects the concerns the European market
experienced this past summer. Several European countries are
characterized by a low interest rate environment, which affects
the yield requirements for multiple segments including the
real estate sector. For the property companies there has been
good opportunity to take advantage of the current financing
conditions. However, the polled banks indicate a more negative
outlook implying that they expect more difficult financing con-
ditions in the coming three months.

In line with the downward trend of the underlying interest
rates, the average interest rate in Q2 2015 once again marked
a historically low level of 2.8 per cent for the listed sector. The
average loan-to-value for Q2 2015 amounted to 53.0 per cent,
and is thus also closing in on the historically low level observed
in QI 2013. A decline in leverage can partly be attributed to the
increasing property value of the listed sector. The increase in
property values has exceeded the increase in interest-bearing
debt during Q2 2015. Simultanously both the issuing of bonds
and preference shares have increased, by 6 per cent and 18 per
cent respectively compared to the previous quarter.
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About CREDI: The Catella Real Estate Debt Indicator, CREDI, is a market sentiment indicator for the Swedish real estate debt financing market. CREDI consists
of two parts; a quarterly current and forward-looking survey of Swedish listed property companies and banks providing real estate financing on the Nordic market;

and a set of indices based on publicly available data illustrating the aggregate change in credit conditions such as leverage, duration and cost of debt for the Swedish

listed property sector. Subscribe to CREDI at catella.se/CREDI



The CREDI Survey

The Main index showed a slight improvement and increased 2.l index points between the June survey and this

September survey. The increase is driven by the increasing Current Situation index, indicating that the polled

lenders and borrowers believe that the access to financing has improved during the past three months. However,

with a small decrease, the Expectation index has approached the turning point of 50.0 and the financing condi-

tions are thus expected to remain unchanged.

Main index components

Behind the 2.1 index point upturn in the
Main index, there is a 4.5-index point
increase in the Current Situation index,
to 63.1 (58.6), while the Expectation index
dropped by 0.3 index points to 50.0 (50.3).
The Main index of the September 2015
CREDI survey reverses direction and
returns to the level observed in the October
2014 survey. The spread between the
Expectation and Current Situation indices
increased by nearly 60 per cent. This implies
a further divergence between the polled
banks and property owners’ increasing
uncertainty in future conditions.

The CREDI survey still demonstrates
a clear difference between the banks and
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CREDI Sub-indices

CREDI Sub-indices present survey
data question by question. The
bars represent the distribution of
actual answers per question, sepa-
rated into the components Current
situation and Expectation for the
coming three months.

ABOUT THE CREDI SURVEY

CREDI is a market sentiment indicator for the Swedish real
estate debt financing market. The indicator is based in part
on a quarterly current and forward-looking survey of Swed-
ish listed property companies, and banks providing real estate
financing on the Nordic market.

The CREDI survey contains four questions about recent
changes in credit availability and credit conditions, and four
questions about expectations regarding changes in credit

property owners, where the property
owners are more positive about the outlook
concerning access to financing. The polled
borrowers indicate that the financing
climate has improved and will continue to
improve in the coming three months. How-
ever, the banks are more cautious in their
view and the corresponding Expectation
index for the polled lenders is still declining
at 45.0 (43.8), indicating slightly a more
difficult financing climate ahead.

Sub-indices

All of the CREDI Current Situation sub-

indices increased in the September survey
and consequently remained in the zone of
credit expansion, above 50.0. This suggests
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availability and credit conditions in the next three months.
The CREDI survey results are computed as separate
diffusion indices per question, where answers are weighted
according to their direction of change in the variable. The
final index figure represents an average of all weighted
answers. Weights are applied such that a “no change”-answer
equals 50. Consequently, the turning point in sentiment is
50 and any reading below indicates more difficult financing

2 CATELLA REAL ESTATE DEBT INDICATOR | SWEDEN | SEPTEMBER 2015

that both polled lenders and borrowers have
financing conditions that have improved in
the surveyed segments during the past three
months. The Current Credit Availability
sub-index experienced the

largest shift with an increase of 6.9 index
points to 72.5.

The Expectation sub-indices for credit
margins and leverage have also increased
and approached the turning point of 50.
This suggests that the banks and property
owners do not believe in credit expansion
or contraction in the next three months
in relation to credit margins and loan to
value. The duration Expectation sub-index
displayed the largest drop among the sub-
indices, a decline of 5.7 points to 55.0.
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conditions while any reading above indicates less difficult
financing conditions.

Separate indices are aggregated per respondent category.
The Main index and its components are then computed as an
unweighted average of these two categories — ensuring that
the answers of borrowers and lenders are equally weighted
in the Main index.



The CREDI Indices

Once again, the CREDI Indices in Q2 2015 show that the average interest rate for the listed property

sector has reached a historically low level of 2.8 per cent. During the same period, the average listed

fixed-interest term dropped to 3.1 years, although this remains firmly above the historical average.
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In Q2 2015, the average loan-to-value continued the
trend of decreasing leverage, amounting to 53.0 per
cent. The reduction in leverage is approaching a his-
torical low level of average loan-to-value of 52.7 per
cent. A significant contributor is the appreciation of
property values. The value of the listed sector has ex-
perienced a strong growth in contrast to the slower
increase in the amount of interest-bearing debt.

| Interest bearing debt on property, excluding cash, divided by property
value.

The listed average interest rate amounted to nearly
2.8 per cent in the second quarter of 2015, a drop

of approximately 50 base points from the previous
quarter. The reduction once again marks a new
historical low level in the listed property sector. The
average interest rate of the listed sector has experi-
enced a steady downward trend since Q3 2014, which
corresponds to the declining underlying and market
interest rates.

2 Average interest rate on outstanding debt portfolio as reported by
each company.

The average fixed credit term experienced a slight
increase in Q2 2015 by 0.1 years, amounting to 3.3

years. The increase in the average fixed credit term has
been observed since Q4 2014. However, the level is still
far from levels observed before the financial crisis. The
increase implies that borrowers expect the refinancing
risk related to their loan portfolios to continue to increase
slightly.

3 Average maturity referring to interest bearing debt.

By mid-year 2015, the average fixed interest term was
down almost 4.0 percentage points from QI 2015,
amounting to 3.1 years. However, the average fixed
interest term is above the historical mean between
2004 and 2015. The increase in average fixed credit
term implies that borrowers expect interest rates to
remain low or drop even further.

3 Average maturity referring to interest bearing debt.

ABOUT THE CREDI INDICES

CREDI is based in part on a set of
indices illustrating the aggregate
change in leverage, duration and
cost of debt for the Swedish listed
property sector.

The CREDI Indices are based on
publicly available data collected from
the financial reports published by the
Swedish listed property companies.

Each data point in the CREDI In-
dices represents the aggregate figure
for the Swedish listed property com-
panies. Each company is weighted
equally in order to fully reflect the
company’s individual financing strat-
egy and financing situation. Start date
is set as QI 2000.

The intention with the CREDI
Indices is to track trends and changes
in real estate financing by aggregating
publicly available data.



CREDI — Preference shares

It has been increasingly popular to issue preference shares among the property companies. Since 2006, the listed

property companies on Nasdaqg OMX Nordic Main Market have issued preference shares for a total volume of

almost SEK |3 billion, with annual dividends of approximately SEK0.9 billion. Property companies on Nasdaq

First North have issued preference shares for a total volume of more than SEK 8 billion, with annual dividends of

approximately SEK 0.5 billion.

There has been a growing interest in issuing
preference shares over the last years. Most
notably in 2015 many smaller companies
with a focus on development have used
this option of raising equity. Out of SEK
3.8 billion issued this year, SEK 3.4 billion
was issued on First North. Although most
companies succeeded and more than SEK
3.6 billion was raised in Q2 and Q3, there
were a few that either had to withdraw or
reduce their initial amount. The reason
may have been due to timing, there was a
tight window before the summer holidays
when six companies tried to issue over SEK
2 billion in two months. The problem for
some companies might also have been to
convince the market of their product.

Out of the SEK 8 billion issued on First
North the past two years, Akelius issued
SEK 6 billion. This should not overshadow
the fact that many smaller companies have
started to issue preference shares. Eight
companies listed their first preference
shares on First North in the same period
and almost half of them focus on develop-
ment.

There is a great interest for preference
shares from both issuers and investors. In
particular companies with a low risk profile
are seen as a good alternative to the low
interest rates. On the Nasdaq Main Market
preference shares are traded around 6.4 per
cent having been issued above 7 per cent.
On First North, the preference shares are
traded in a greater span from 6.5 per cent
up to 11 per cent and contrary to the Main
Market, just above the price they were
issued at. The large variation may partly be
explained by the term sheet of the specific
preference share and the risk involved in
investing in companies focusing on devel-

opment.

Property companies' total issued volume of preference shares
on Nasdag OMX Nordic Main Market and First North
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Property companies with preference shares

Figures in SEK billion unless otherwise stated

Nasdaq OMX Nordic Main Market 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 20I5
Companies with preference shares/total 0/15 1/I5 /16 /16 I/l6e 2/16 3/16 3/16 6/19 7/23 8/23
New issue - 0.3 0.4 0.4 0.5 0.9 1.9 4.7 68 109 1.3
Stock dividend (Sw. fondemission) - - - - 0.4 0.8 1.4 1.4 1.4 1.4
Total issued volume 0.3 0.4 0.4 0.5 1.3 2.6 6.1 82 122 127
Annual dividend - 0.0 0.0 0.0 0.0 0.1 0.2 0.5 0.6 0.9 0.9
Annual dividend, % of total issued volume 79% 79% 79% 82% 83% 82% 77% 74% 7.1% 7.1%
Market value outstanding preference shares - 0.3 0.4 0.3 0.6 1.4 2.8 6.7 9.6 147 139
Annual dividend, % of market value 72% 73% 87% 73% 76% 77% 7.0% 6.3% 59% 64%
Nasdagq First North 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Companies with preference shares/total 0/0  0/0 0/0 0/0  0/0 0/0 0/0 1/1 2/4  6/10  9/20
New issue - - - - - 0.3 4.9 82
Stock dividend (Sw. fondemission) - - - - - 0.06 0.1 0.1 0.1
Total issued volume 0.1 0.4 5.0 8.3
Annual dividend - - - - - 0.0 0.0 0.3 0.5
Annual dividend, % of total issued volume 83% 94% 6.8% 6.6%
Market value outstanding preference shares - - - - - 0.1 0.4 5.2 7.8
Annual dividend, % of market value 7.0% 82% 6.5% 70%

Note: The Nasdag OMX Nordic Main Market includes Large Cap, Mid Cap and Small Cap and does not include property
companies listed on Baltic. Dagon was delisted 2012 and is not included. Share price year 2015 as per September 14, 20I5.
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Source: Catella, annual reports, Nasdagq.



CREDI — Catella’s view through
the looking glass

Continuously strong GDP growth
will keep up debt market sentiments
during coming quarters despite stock
market volatility.

The total return on the Swedish stock
market works as a leading indicator

for the CREDI Current Situation index
for property owners, with a six-month
time lag. During the third quarter, the
CREDI index recovered a large part of
the second quarter fall back and is now
indicating strong and expanding credit
sentiments among property owners.
The current index level of 71 is well
above the 50 mark, which separates

an expansion from a contraction. The
recent months’ turbulence on the stock
markets has, however, generated a
significant fall back in total return on
MSCI Sweden - if the stock market total
return keeps on declining that would
indicate a softening in the CREDI index
too.

Total return MSCI Sweden and CREDI
Current situation for property owners
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Sweden’s internationally strong GDP
growth does, however, work as a
counter-weight to this and indicates

a continuously strong CREDI index.
Debt market sentiments are correlated
to GDP growth and there is currently

a strong macroeconomic mix for
properties in Sweden — GDP growth is
expected to end up at around 3 per cent
per year in 2015-2016 and interest rates
are at historically low levels. Based on
Catella’s macroeconomic view with a
stable economic growth until late 2016,
the CREDI index for property owners is
expected to remain in expansion terri-
tory for the coming quarters.

The CREDI index for property own-
ers is correlated to the development of
both average yields and yield spreads
on the property market. Internationally
strong GDP growth, low interest rates
and good access to financing have pushed

down property yields to historically low

levels during recent years. The broad
transaction activity and high investor
risk willingness have also resulted in a
continuously falling yield spread between
prime and secondary segments during
recent years. A lack of assets in prime
locations has, however, pushed the trans-
action activity outside the inner city loca-
tions in the major cities, towards prime
suburb and secondary locations as well as
smaller cities — a process that has resulted
in higher average yields in finalised

office transactions in 2015 than during
the second half of 2014. Good access to
financing, attractive bank margins and
high investor risk willingness generates a
continuously high activity on the market
as we are gradually entering the top of
the investment cycle.

GDP growth and CREDI Current
situation for property owners
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Source: Catella, Konjunkturinstitutet and Factset
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DISCLAIMER

This publication is provided for information purposes only
and is not intended as an offer or solicitation for the purchase
or sale of any financial instrument in any jurisdiction. The
information contained herein has been obtained from public
sources and through a quarterly current and forward-looking
survey and is believed by Catella Corporate Finance to be
reliable but no representation is made as to its accuracy or
completeness. The views reflected herein are subject to
change without notice.

Catella Corporate Finance will not update, modify or
amend the information in this publication or otherwise
a reader thereof in the event that any matter stated he
changes or subsequently becomes inaccurate. Any re
to past performance are not a reliable indicator of
performance.

Neither Catella Corporate Finance, nor any
Catella Group, accept any liability whatsoever fg
or consequential loss arising from any use of th
tion or its contents. Recipients of this publica
Sweden should take note of and observe a
requirements.

This publication is subject to copyright.
not be reproduced or distributed to any o
purpose. Please cite source when quo

The figures in this publication have
calculations have been conducted wi
certain tables might appear to be ii

This disclaimer is governed by S
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