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Abstract  

Purpose: The purpose of this thesis paper is to evaluate what the current market practice of real estate 

valuation and investment decisions is when it comes to different leasing risks and the risk premium. 

With regard to some of the ongoing trends within real estate, it is believed that investor preferences 

affect the market practice and the underlying theories of valuation does not fully comply to the current 

market practice. 

 

Method: The implementation of the method is stage wise. At first already existing research and 

literature was evaluated and triangulated to find relevant knowledge as basis for the theoretical 

framework. Afterwards an analysis was performed to answer whether there is a research gap or not.  

By analyzing the literature, a research gap as well as potential problems related to leasing risks was 

found. The second phase consisted of a qualitative method where experts in the field were interviewed 

regarding leasing risk to evaluate whether the problem exist in practice or only in literature.  

Experts on the topic also helped to develop the questions consequently delivered to the interviewees.  

The mentioned strategy was done with guidance of our tutor Han-Suck Song at KTH and Daniel 

Holmkvist at CBRE.  

 

Interviews: Nine interviews were conducted where experts in the business (consultants and property 

firms) participated to deliver different perspectives on the research question. All interviews were made 

in Stockholm and held in Swedish and afterwards translated to English. 

 

Results: The results consist of the answers from the interview-part, where the relevant findings were 

summarized and pin-pointed with regard to the respective field of business and property segment. 

The general themes that arose throughout the methods are presented, as well as the extremes in terms 

of opinions and answers. It was found that there is a clear relationship between the leasing risk and the 

risk premium for commercial real estate. The relationship depends on several factors such as 

geographical location, the different submarkets and finally the segment. A municipal- or corporate bond 

cannot be fully comparable to a leasing contract but for a 20 year or longer contract where the tenant is 

publicly financed, the contract can become an interesting investment alternative due to the current 

interest rate cycle. Finally the leasing contract needs to be more effortless to liquidate in order to be 

comparable to the bond situation.  
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Scientific relevance: The recent transaction activity on the Swedish real estate market has been rather 

defensive for multiple segments the last twelve months with an exception of community properties.  

A common understanding is that such objects feature “stable tenants” and are viewed as a safe 

investment by the market. This investment practice raises the awareness of what a stable tenant is, and 

how the consultants and property owners’ reason during investments and appraising decisions.  

 

This research paper illustrates that a common perception on the subject is that the risk exposure 

completely depends on the specific segments, location or contract length etc. The academic research 

explains the theory behind how to derive the discount rate for an investment decision, however this 

study has during the literature review proven that several important concepts are left out in the theory-

part and thus does not fully cover phenomena’s that investors and appraisers are exposed to during 

market practice. The most critical part is how to relate leasing risk to the risk premium on the Swedish 

market. Since this study focuses on specifically the Swedish market it is crucial to relate to suitable 

literature review for further discussions. On foreign markets, more rigid literature on the subject was 

found.   
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Sammanfattning  

Syfte: Syftet med detta examensarbete är att undersöka vad den aktuella marknadspraxisen inom 

fastighetsvärdering samt investeringsbeslut är gällande olika nivåer av hyresgästrisker och riskpremie.  

 

Metod: Genomförandet av undersökningen har gjorts i två steg. I ett första steg har tidigare forskning 

inom ämnet analyserats för att finna relevant teori samt identifiera eventuella forskningsgap. Efter 

analysen konstaterades ett uppenbart informationsgap inom litteraturen relaterat till hyresgästrisker. 

Den andra fasen bestod av en kvalitativ metod där experter inom området har intervjuats gällande 

hyresgästrisker, för att utvärdera om problemet finns i praktiken eller endast i teorin. För att konstruera 

frågorna fick vi assistans av experter inom ämnet via våra handledare Han-Suck Song, KTH och Daniel 

Holmkvist, CBRE.  

 

Intervjuer: Nio intervjuer genomfördes med experter inom ämnet där både konsulter och 

fastighetsägare deltog för att presentera olika synvinklar på problemet. Samtliga intervjuer är 

genomförda i Stockholm och på svenska. Intervjuavsnitten har översatts till engelska i efterhand.  

 

Resultat: Resultatavsnittet består av de svar som har erhållits från intervjuerna, där relevanta 

resonemang har summerats och noggrant strukturerats för att koppla marknadsområden till korrekt 

fastighetssegment. Återkommande teman och ämnen har presenterats i resultatavsnittet, så väl som 

avvikande uppfattningar. Resultatet visar att det finns ett tydligt samband mellan riskpremium och 

hyresgästrisker gällande kommersiella fastigheter. Sambandet beror på ett flertal faktorer där läge och 

fastighetssegment har störst inverkan på riskpremien. Gällande obligationsmarknaden går det inte att 

likställa ett hyresavtal med en obligation under något förhållande. Däremot om avtalet avser en 

kontraktslängd på 20 år eller längre och en offentligt finansierad hyresgäst så kan kassaflödet bli ett 

intressant investeringsalternativ till befintliga obligationer på marknaden. Detta beror till stor del på 

nuvarande ränteläge. Slutligen måste ett hyresavtal bli lättare att omsätta för att kunna jämföras med 

en alternativ obligation. 
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Vetenskaplig relevans: Transaktionsaktiviteten på den svenska fastighetsmarknaden har varit relativt 

defensiv för flertalet segment med undantag för samhällsfastigheter de senaste tolv månaderna. Den 

generella uppfattningen är att samhällsfastigheter avser ”stabila hyresgäster” och därmed ses som en 

mindre riskfylld investering. Detta medför frågeställningen, vad avses för att klassificera en hyresgäst 

som stabil, och hur resonerar konsulter samt fastighetsägare vid investerings- och värderingsbeslut?  

 

Efter att ha genomfört undersökningen går det att konstatera att en allmän uppfattning bland experter 

inom området är att hyresgästrisken till största del beror på vilket segment, lokalisering eller 

kontraktslängd som avses. Den akademiska litteraturen förklarar hur diskonteringsräntan härleds för 

investeringsbeslut, men denna undersökning visar att den tillgängliga litteraturen antingen utelämnar 

flera viktiga koncept eller inte tillräckligt belyser fenomen som investerare och värderare möter i sitt 

praktiska arbete. Det grundläggande avsnittet som svensk litteratur till viss del utelämnar är sambandet 

mellan risk premium och hyresgästrisk på specifikt den svenska marknaden. Det finns utländsk litteratur 

som belyser denna typ av frågeställningar, men just för den svenska marknaden är litteraturen till viss 

del ej tillräcklig och därmed har ett potentiellt forskningsgap inom området identifieras.    



7 
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1. Introduction 

The following chapter provides information to the study. Background, scientific relevance, research 

question and purpose is presented. Finally, limitations as well as disposition will be presented. 

 

1.1 Background 

 

During the last decades, there has been a large number of different trends establishing within the 

real estate market in Sweden. Some are due to macroeconomic events while others are due to 

structural changes in the society as whole. In addition, some trends are cyclical while others are 

products of paradigm changes.  

 

The underlying principles of modern valuation techniques practiced within real estate have not 

changed in particular over the years, however there are yet several perspectives that affect 

valuation practice that should be reevaluated in order to account for any new trends that establish 

in the market (Manganelli, 2015).  

 

For markets in late stage financial cycles investors tend to become more defensive and less risk 

taking (Duyvesteyn et al, 2016). The behavior and overall risk perception of these market 

participants tends to vary with time, just like the financial cycles does. The actors different risk 

exposure is however not solely dependent on the available information, in addition behavioral 

economics play a large role due to the nature of the human mind. (Waweru et al, 2014).  

 

During 2018 an overall reduction of the transaction activity has been noted on the Swedish real 

estate market. During the first half year the volume for retail, residential, industrial and land 

transactions decreased, while office and especially community properties remained strong. With 

regard to a longer lease maturity date and publicly backed financing of such tenants, community 

properties are estimated be less sensitive to changes in the business cycle. Depending on the 

lease structure and overall standard of the community property, such an investment could at least 

theoretically be an interesting alternative to government- or corporate bonds if the investor is 

risk-averse or defensive. Another investment alternative which could be attractive is gold, 

however it does not generate any cashflow or dividends which the community property does. 

(CBRE, 2018) 

 

When evaluating the cash flow, the probability of any income loss or insolvency risks of the 

tenant must be taken into account and the investor will require a premium for the risk tolerance 

which occurs as a result of tenancy risks related to the operations of the property. (Manganelli, 

2015) 

 



10 
 

Where established corporations or the public sector is the tenant, the probability of the tenant 

cancelling the payments are theoretically lower compared to a situation where a smaller 

unknown firm is the tenant due to information asymmetry and yet any municipality to default 

and thus cancelling payments. Such real-life examples include community properties on long 

lease contracts to municipalities and office properties on contracts with mature and less volatile 

corporations. Also, the tenant is able to pay a higher rent in the Swedish property market for 

community properties due to subsidiaries from the government. For established corporations a 

similar reasoning regards firms where the probability of financial distress is lower. Some 

corporations are in better financial health than others and it is possible to analyze how key 

figures and the ability to pay has developed in the past.  

 

The main problem regarding this situation is that the current valuation practice is not adjusted to 

the long income trends that low tenancy risks implies. For investors and appraisers, the trend of 

defensive investments in properties with long lease contracts raises several questions about the 

current valuation practice, are the methods truly adopted to the long income contracts that trend 

on the market as of 2019?  

 

As a result of ongoing political reforms and cuts to public authorities, public tenants are no 

longer guaranteed to renew leases on current markets despite large sunk costs 

(Regeringskansliet, 2018). This observation could be viewed as a change to what previously has 

been a long term investment for the owner, now only to find that the contract prolongation is 

more uncertain. 

   

During the last few years some of the largest authorities that for decades have been located in 

central Stockholm are no longer renewing their leases as of 2019 and instead, moving to less 

central locations in order cut costs and due to political motives as well. For some property 

owners, this means that decades long leaseholds will no longer be the case and instead the 

property owner must turn to the regular market as soon as the lease expires. Eventually the risk 

associated with at least previously believed “stable” tenants rises to the same level as the 

ordinary market. 

 

An accurate estimation of an assets market value is crucial both for investment- and decision 

strategies, thus a precise appraisal of the property is critical. However, earlier research has shown 

how complicated the task really is. According to Öhman et al. (2012) appraisers overestimates 

the forecasted NOI, leading to biased valuations.  

 

Naturally, this is problematic for the valuation, why the authors suggest further research with 

qualitative interviews with appraisers to settle with the problem. This is a research gap within the 

literature, which is aspired to be filled. Some additional fundamental to the issue could be the 

problem of a valuation is based on a judgment of the current market (Ekelid et al. 1997). In their 

research they mention that different appraisers have different views how the market develops.  
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Therefore, it should be expected with a rather wide range of appraised values. The aim of the 

report is to gain an understanding on what the current market practice for lease-risks is, and how 

to relate the ongoing trends to the already existing valuation methods.  

 

 

1.2 Purpose & research question 

 

The purpose of this thesis paper is to evaluate what the current market practice of real estate 

valuation and investment decisions is when it comes to different leasing risks and risk premium. 

The risk premium is believed to differ with regard to the qualities of the different tenants, it 

needs to be clarified how to relate such risks to a risk premium in the most common valuation 

method - the Discounted Cash flow method. The research will be made through an explorative 

approach with a qualitative method. By gathering knowledge from market professionals within 

valuation and investment services, this report’s purpose is to clarify how the trend of low-risk 

tenancy relates to valuation practice, are the most commonly used methods adopted to a new 

trend of long income strategies? 

 

Finally, the research question is: How is it possible to relate leasing-risks to a risk premium for 

properties mainly leased to “stable tenants” and is it possible to view such a contract as a bond? 

 

Research Problem 

The current trend of defensive investments and low risk tenancy affects several important key-

figures used for the DCF method, a clarification from the valuation practice is needed, since the 

theory behind DCF does not fully cover the leasing risk component for the discount rate. 

 

 

Limitations 

There are several possible limitations with the study. First of all, the number of interviewees will 

represent the sample that is believed to best give an insight in the market without having to 

interview a vast number of actors. Thus, there will be actors left out in the method and their 

opinions not represented. It is possible that the participants will struggle to elaborate on whether 

it is possible to view the lease contracts as bonds, this is believed to be a recent phenomenon.  

 

The study will also be limited to the Swedish market and the findings are thus not representable 

for other markets. The interviewees are all located in Stockholm, however not only professionals 

on the Stockholm market. Finally, the method (semi-structured) interview makes it necessary for 

the reader to read the whole interview part in order to get an understanding of the perception. 
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Disposition 

The disposition of the thesis is structured in different main chapters with relevant subheadings. 

The paper will be structured with the following chapters illustrated below. 

 

 

 

Introduction 

This part will raise awareness of the topic and why it needs to be studied. The section will 

also provide background information to understand the topics relevance today. The 

purpose and aim of the research is presented in the introduction. 

  

Research Methodology 

The choice of methodology is presented and well argued for this specific study. The 

methods presented are critically reviewed.  

 

Theory of Leasing Risk and DCF 

This chapter will provide a literature review for this topic. The literature consists of 

earlier research, theory of valuation, leasing risk etc. The facts and theories presented in 

this section will be based on scientific research. 

 

Review of the Leasing Risk premium 

In comparison to the previous chapter will this section give a more up to date review of 

the leasing risk today for tenants with regard to different levels of risk exposure.  

 

Empirical Results  

The empirical results from the methodology are presented and accounted for.  

 

Analysis  

The presented facts from the literature review and the empirical results from the study are 

processed and analyzed. By connecting the results to the research questions, the analysis 

will be concluded in further discussion.  

 

Discussion 

The authors own thoughts of the results are presented and reasoned.  

 

Conclusion  

The analyzed results and discussion will lead to a conclusion presented in this section. 

Recommendations for improvements and further research are suggested.   
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2. Research Methodology 

2.1 Data collection 

For this master thesis, one method has been used in order to answer the research question. The 

chosen method has been applied to deliver results with high quality that reflects on the current 

market practice within the chosen field of business.  

 

The chosen qualitative method (interview-part) is believed to be the most accessible alternative, 

that gives both an historical overview on the subject, as well as a snapshot of the current market 

practice in the real estate business in Sweden (as of 2019) which ought to clarify any differences 

between individuals, firms or segments within real estate that performs the valuation practice. 

 

2.2 Literature review 

In this part scientific articles, academic papers and reports from market professional firms have 

been analyzed to provide with background information on the research area. Previous research 

on leasing risks, valuation methods and credit rating has also been analyzed in order to identify 

any research gap on the matter.  

 

2.3 Choice of method 

For this study, the preferred interview method is a semi-structured interview with a so-called 

“non standardized” set of questions (Saunders et al. 2016). Characteristics for a semi-structured 

interview include a list of themes and possibly some key questions that the interviewer use to 

cover the topic, however this depends on the specific interview. This layout usually leads to 

questions being ignored in interviews due to the organization's structure and context encountered 

during the discussion. Naturally, new questions can be asked during the session to explore the 

specific organization in relation to the research questions and objectives (Saunders et al. 2016).  

 

The data (interviewees response) will be captured through audio recording of the discussion and 

additional notes. The interview schedule should contain the list of themes and questions to be 

answered of the topic. The schedule should also consist of comments to the open discussion, 

prompts to promote further discussion and comments to close it. Saunders et. al (2016) mention 

that the minimum sample should consist of 5-25 interviews. As many interviewees as necessary 

will participate until the purpose of the method has been fulfilled, and the research question 

answered. 
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The semi-structured interview is a good use when you want to find out ‘why’ rather than ‘How 

many’ or ‘How much’ (Fylan 2005). Fylan (2005) also mentions the flexibility of a semi-

structured interview as a well-situated to answer the question ‘why’. The aspects of individual 

participants in the interview can be made by changing questions and the area discussed, this will 

lead to a better understanding of the research question. The major difference between an 

interview and a conversation is that the interviewer controls the situation (Fylan 2005). Even if 

the discussion is interesting, the interviewer needs to remember the purpose if the interview, 

what you are to find out, and steer the conversation in that direction. There is often a fine line 

between what is of interest and what is not. The interviewer may believe that the topic being 

discussed is not relevant for the research, to only find out a few minutes later that it is relevant 

but the link was not obvious at first.  

 

Flick et al. (2004) mentions the problem with transcript is time consumption. They also bring up 

the issue with different text assigned that are not found in direct context of the questions asked. 

What is important in reading and note-taking, is not to tailor the material to your theoretical 

assumptions by reducing the analysis to search for parts in the text that are suitable proofs or 

illustrations of the assumptions. On the first look, one might find ‘neat and fitting quotation’ that 

seems ideal for the final report and thereby overlooks essential parts that fits less for the 

researcher’s own expectations. 

 

2.4 Reliability of method 

 

While much useful knowledge from previous literature is gathered, the field of knowledge is 

mainly sourced from foreign studies based on foreign markets. The underlying principles of 

valuation methods is believed to be somewhat similar independently of the subject country, 

however what the actual valuation practice is like, is yet to be decided.  

 

There is a restriction on the amount of relevant studies that specialize on the key figures of a 

tenant and how this relates to the risk premium, the main principles of the problem is still 

believed to be covered in the literature review.  

 

For the literature review part, the reviewed reports were chosen in order to fulfill academic 

requirements as well as staying independent in terms of potential interest conflicts. However, 

there is no guarantee that all referred reports are completely unbiased and of academic standard 

and thus the reliability of any referred source should always be considered and not possible to 

solely use as the method. The lack of literature on the Swedish market is potentially accounted 

for by focusing the explorative studies (interview parts) on the current valuation practice.  
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Regarding the qualitative method (interview and questionnaire part) there are several limitations 

related to the collection and analysis of data. The empirical research is performed through a 

semi-structured interview part which contains both open questions which allows the interviewee 

to further elaborate on open-ended questions, as well as a shorter and strict questionnaire. The 

results will only capture the opinions and experiences of the relatively few selected experts, 

which might not represent the whole market or segment as whole.  

 

As a result of this there might exist a lack of information and thus the broader picture of the 

question not entirely answered. However, the choice of participating interviewees has carefully 

been chosen in order to achieve as good diversification as possible, with regard to different roles 

in the real estate business as well as different segments.   

 

With the following said, the interviewees are chosen with a strategy which at least is believed to 

represent the market as general as possible and their respective market expertise. The 

interviewees are chosen with regard to the underlying resources of this thesis paper, a more 

extensive survey or interview part could be carried out in the future.  
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3. Literature review 

3.1 Historical use of valuation methods  

 

Earlier economists, such as Adam Smith developed theories for the foundation of understanding 

how economic forces cooperated to achieve i.e. pricing of goods (Vandell 2007). Smith argued 

for the value as the power to command other goods or services in exchange. He also mentions 

two interesting concepts for “value in use” and “value in exchange”, which have become an 

essential reflection in the real estate market. The author also mentions that ”price” and “value” 

are not the same thing. Vendell (2007) also mentions value theory originated with Giuseppe 

Medici from 1953. Medici was the first economist to propose the concept of “most probable 

market price” instead of the traditional “highest price” that a property could generate in 

definition of market value.  

 

Additional economists have expanded this thought to “most probable use” replacing the concept 

of “highest and best use”. These concepts and ideas, created a long time ago are still relevant for 

the profession of property valuation. As the introduction mentions there are several different 

property valuation methods, for this paper the focus will highlight the discounted cash flow 

method. Discounted cash flow method has been used since the 1950’s but the method did not 

become a widespread valuation technique until in the 1960’s (Parker 1968).  

 

The technique requires an understanding for compound interest and the ability map up the 

possible cash inflows and outflows from an investment decision. Knowledge of compound 

interest goes back at least to the Old Babylonian period c. 1800-1600 B.C. While professional 

businesses in real estate did not begin its institutional development until the nineteenth and early 

twentieth centuries (Vandell 2007). These economic models and theories led to today’s view of 

valuation of properties.  

 

Wyman et al. (2011) describes the concept of risk, which originates from the findings of Keynes 

and Knight in 1921. One concept is formulated by Keynes and Knight, which still is relevant as 

of today – Knightian uncertainty. The term refers to the uncertainty based on the new 

opportunities for businesses to make profits and access to imperfect knowledge of future events. 

This said, Knight wrote that risk applies to events where the outcome is not known, while the 

odds can be measured. Uncertainty applies to situations where we do not have access to all 

information needed to set accurate odds in the first place. For the sake of property valuation, it is 

important to possess brief knowledge of the concept of risk.  
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They say that chance of an event can be measured by mathematical probability while uncertainty 

cannot be measured by mathematical probability. Real estate investment decisions are made with 

“fundamental uncertainty about the future” which make the concepts relevant (Akerlof and 

Shiller, 2009, p. 144). The advantage of a risky investment is the possibility of calculate the 

probability or statistical inference as to the frequency of an event (Wyman et al. 2011). 
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3.2 Implementation of the DCF method 

The discounted cash flow (DCF) method remains the standard in the business, and the 

underlying principles of the DCF method have not changed in particular over the years  

(Manganelli, 2014). Within commercial real estate, one of the main components of the business 

relies on letting out premises in a property in exchange for money, a cash flow over time.  

 

However, such a leasing contract is not completely free of risk, and thus the probability of the 

tenant cancelling the payments must be taken into account. This is one out of several risk factors 

that are needed to be taken into account when performing a DCF valuation (Ekelid et al, 1997). 

In real estate valuation, the risk factors are components in the discount rate, which is present 

when performing cash flow valuations. Higher risks, equal a higher discount rate, and thus a 

lower market value for the subject property (Wang, 2002).  

 

In previous research it is stated as the required rate of return the investor should require with 

regard to opportunity costs, the certainty of payment and inflation (Goddard, 2012).  

 

A similar definition is found in previous literature as well, whereas the discount rate (r) contains 

the following components: 1: The real rate of return + 2: The expected inflation + 3: Risk 

premium (Pratt, 2014). The discount rate is an estimation based on the difference between a risk 

free and risk premium (Maurizio, 2013). 

 

Now the different definitions of the discount rate are relatively similar in terms of containing at 

least one risk factor, which is the subject of interest for this research. Thus, there remains no 

different findings in previous research on what the discount rate actually depends on. In one of 

the previously mentioned research, the authors deliver a description on risk perception and what 

kind of risk categories that real estate investment are exposed against.  

 

The author Goddard (2012) states that the business risk is one of the important components in the 

overall risk factor. It is argued that business risk is a result of the fluctuations in the macro 

economy and has a clear relation to the return on the investment. Both leasing risk and vacancy 

risks are included here, and these components refer to lease rollover risk and the contract 

between the two parties. Office and retail properties are more sensitive to fluctuations and the 

leasing terms affect the business risk that the real estate investor is exposed against. Business 

risks can be reduced by investing in several geographic areas and countries as well as 

diversifying the tenant base (Goddard, 2012).  
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These findings are important because it opens up for further research within the business risks, 

more specifically the leasing risks. The findings on the previous research are similar in terms of 

that risk components that should be included in the discount rate. However, it has also been 

noted that most of the research available on the topic is on other markets than the Swedish 

market. While the underlying principles are indifferent depending on the country, there seems to 

be more information available on other countries. Swedish articles are old in comparison to the 

research from other countries, thus there is a gap on recent research within this area on the 

Swedish market.  

 

Property valuation on the Swedish market include the findings of Lind (2012) and 

Lantmäteriverket (2010) and state the valuation process as a whole rather than breaking down the 

components of the discount into for instance the leasing/tenant risk that this report strives to 

answer. 
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3.3 Snapshot of current market  

 

The global real estate firm Jones Lang LaSalle or JLL releases a yearly version of their 

transparency index, which measures the market quality of over 100 markets throughout the world 

with regard to many performance indicators.   

 

As of 2018, Sweden is the 10th most transparent market in the whole world and the highest 

ranking market in Scandinavia. Also, it was for the first time ever that Sweden moved into the 

“Highly Transparent market” group, which only the top 11 markets get categorized as.  

 

The following two paragraphs are direct quotes from JLL. 

 

“The 2018 Global Real Estate Transparency Index covers 100 markets and is based on 186 

indicators. These variables are divided into six areas –performance measurement, market 

fundamentals, governance of listed vehicles, regulatory & legal frameworks, transaction process 

and environmental sustainability.” 

 

“The Global Real Estate Transparency Index is based on a combination of quantitative market 

data and survey results across 100 markets. 186 individual measures are divided into 14 topic 

areas, which are then grouped and weighted into six broad sub-indices: Performance 

measurement, market fundamentals, governance of listed vehicles, regulatory & legal, 

Transaction Process, Sustainability.”  

 

However worth to be noted, Sweden is not on the top 20 list on either of the sub indices “Market 

Fundamentals” and “Transaction Process”. JLL has concluded that there is an overall pattern 

regarding the different property segments and their respective transparency as well. The two 

segments Senior Housing and Student Accommodation are the two most transparent segments, 

while Parking and Apartment Hotels are the least transparent segments within real estate. 

Regarding the sub index “Market Fundamentals” JLL states there might be a lack of information 

on the Swedish market regarding the following: 

● “Existence and Length of Time Series on Yields/Cap Rates (Office, Retail, Industrial, 

Residential, and Hotels)” 

● “Institutional Investment Market for Alternatives (Parking, S. Housing, Self-Storage, 

Medical Offices, Hospitals, Data Centres, Student Accom., Serviced Apart's)” 
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Table 1; The Transparency index. (JLL, 2018) 
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Sub index - “Market Fundamentals” 

 

 

As can be seen in the table below, Sweden is absent from the 20 most transparent markets in the 

sub index “Market Fundamentals”, which is a break from the otherwise highly transparent 

position in the overall rank. (JLL, 2018) 

 

 
Table 2; The Sub index “market fundamentals”. (JLL, 2018) 
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3.4 Tenant diversification 

A major concept within risk assessment is how the capital market prices the access to capital. 

Within real estate, investors rely on the access to capital in order to secure funding for their 

investments. There exists a positive relationship between the interest rate demanded by the 

creditor and the likelihood of receiving the money the creditor once issued. 

 

In 2016 a research project was conducted by Ambrose et al. (2016) where the relationship 

between the degree of tenant diversification, and spreads & default rates for mortgages was 

analyzed. The study regarded retail properties. By using an empirical model of commercial 

mortgage spreads the authors examined how the tenant diversification affects the credit spreads. 

By analyzing this relationship, it is possible to see how the capital market prices tenant risk, at 

least to some degree. The method in use was regression analysis, which is a well-adapted 

quantitative method within statistical analysis.  

 

By tenant diversification the authors refer to the structure of the tenants featured in the subject 

property. This specific key-figure is directly quoted from the article and quantified as the 

following: 

 

“In this paper, we use the percent of square footage occupied by a property’s largest tenants to 

generate proxies for tenant diversification, and we investigate the degree to which tenant 

diversification influences spreads and default rates on mortgages for retail properties.” 

 

The other variable of interest, mortgage spreads simply refers to the difference in interest rate 

featured on the contract. Finally default rate is the percentage of loans that are charged off after 

the holder has failed to pay the creditor for a longer period.  

 

The concluding remarks from the Ambrose study include the following: Tenant characteristics is 

very important when assessing commercial mortgage risks. It was found that properties that 

feature “moderate” levels of tenant diversification are associated with receiving a lower 

mortgage spread compared to single-tenant alternatives. However, interestingly enough it was 

found that if the tenant diversification becomes too high the effect becomes inverse. This means 

that if the tenant diversification is “high” then the mortgage spreads will be higher compared to 

the single-tenant alternative. The “spread discount” that is relatable to the “moderate” levels of 

diversification only holds when the largest lease still exists after the mortgage matures.  

 

The authors also state that anchor tenants are important if spread discounts are to be achieved 

due to the addition of significant sales externalities. High levels of diversification can result in 

the absence of such externalities.  It is also mentioned that larger tenants are more likely to be 

credit-worthy in contrast to their smaller counterparts (Ambrose et.al 2016).  
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3.5 Summary of literature review  

 

Just like the property investment cases the change in pricing on the different markets cannot be 

completely explained by the underlying bond theory. While there is a clear relation between 

overall perception of risk and pricing there is a gap for what actually is included in the specific 

risk premiums. This is a pattern that has been observed throughout the literature review, the risk 

components are taken as given rather than broken down into more parts, which leaves space for 

the coming findings of this research report. 

 

There is no recent Swedish research on the discount rate, and how the lease/tenant risks affect 

the discount rate. Thus, there a research gap on the subject exists. On the other hand, it can be 

concluded that the valuation practice is well established around the world and the DCF method 

still holds. Regarding whether it is possible to view a low risk- leasing contract as a comparable 

alternative to a government- or corporate bond there does not seem to be any recent scientific 

research available on the matter, and most certainly not on the Swedish market. 

 

Also, worth mentioning, much of the reviewed literature is scientific research based on mainly 

quantitative methods and the analysis of the relationship between different variables. 
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4. Theoretical framework 

This chapter treats the fundamental theories within valuation techniques and occupier risk 

exposure. Finally, the current state of the Swedish real estate market is presented in order to 

quantify and compare the transparency on the market. 

4.1 The DCF method 

Modern investment analysis states that one of the most commonly used techniques for evaluation 

is the DCF (discounted cashflow method). Just like financial theory states, the main assumption 

of such a method is the allocation of a financial value to time. In the case of real estate 

investments, this valuation technique in combination with some profitability indicators makes it 

one of the most precise techniques available.  

 

The property investment generates a cash flow as a result of letting premises to tenants, and this 

income is then adjusted with regard to operating and maintenance costs. This wealth can initially 

be estimated with regard to the time value of money, this is defined as the present value (PV). 

The net present value (NPV) is the present value of the incoming and outgoing cash flows, minus 

an initial investment. 

 

𝑁𝑃𝑉 =  ∑
𝐶𝑡

(1 + 𝑟)𝑡
−  𝐶𝑜

𝑇

𝑡=1

 

 

 

Where: 

𝑇 = 𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑝𝑒𝑟𝑖𝑜𝑑𝑠 (𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡 ℎ𝑜𝑟𝑖𝑧𝑜𝑛) 

𝐶𝑡 = 𝐸𝑥𝑝𝑒𝑐𝑡𝑒𝑑 𝑐𝑎𝑠ℎ 𝑓𝑙𝑜𝑤 

𝑟 = 𝐷𝑖𝑠𝑐𝑜𝑢𝑛𝑡 𝑟𝑎𝑡𝑒 (𝑚𝑖𝑛𝑖𝑚𝑢𝑚 𝑎𝑐𝑐𝑒𝑝𝑡𝑎𝑏𝑙𝑒 𝑟𝑎𝑡𝑒 𝑜𝑓 𝑟𝑒𝑡𝑢𝑟𝑛) 

𝐶0 = 𝐼𝑛𝑖𝑡𝑖𝑎𝑙 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡 

 

The discount rate (r) is an estimation based on the difference between a risk free and risk 

premium (Maurizio, 2013). In general, each property is exposed against risks, it can be 

vacancies, technical faults and overall attractiveness on the market. In short, the higher the 

potential risks, the higher the discount rate and the lower the investment value will be. 

Theoretically, the discount rate applied for the property should be the sum of the components 

below (Pratt, 2014).  

 

𝑟 = 𝑇ℎ𝑒 𝑟𝑒𝑎𝑙 𝑟𝑎𝑡𝑒 𝑜𝑓 𝑟𝑒𝑡𝑢𝑟𝑛 + 𝐸𝑥𝑝𝑒𝑐𝑡𝑒𝑑 𝑖𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛 + 𝑅𝑖𝑠𝑘 𝑝𝑟𝑒𝑚𝑖𝑢𝑚 
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This way of summarizing the components is called the build-up or summation method (Pratt, 

2014). The risk premium that we encounter in the formula is ultimately decided by the one who 

performs the cash flow analysis valuation, and refers to the overall risks the specific property is 

exposed against.  

 

These values are often observed in the transaction market, and thus the values fluctuate with 

regard to many situations. The key assumption remains that the risk premium is affected by 

property segment and location.   

 

Finally, the discount rate can be compared to 10-year U.S. government bond to show an 

indication of the risk premium associated with the specific real estate investment.  A bond is a 

debt security and contract between two parties. A bond issuer issues an instrument of 

indebtedness to a holder. This means that the issuer owes a debt to the holder and depending on 

the terms, must pay interest (coupon) and repay the principal value in the future.  

 

There are several types of bonds, corporate-, municipal- and government bonds. Summarized, 

this means that the bond issuer has to pay back the money plus eventual interest to the investor, 

when the bond matures. The bond issuer can be a government for instance and will increase 

liquidity by issuing debt. The holder (investor) gives up liquidity for a future cash flow according 

to his/her risk preference. (O'Sullivan, 2003)  

 

A U.S government bond can in practice be justified to equal the risk free rate of return. While the 

guarantee of liquidity for the issuer is never 100%, market practice views such a contract as risk 

free.  
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4.2 Tenant qualities 

 

The following part is mostly rewritten in own terms but based on an excellent piece of research 

made by (Ran Lu-Andrews 2017). The findings are relatable to the formulated hypothesis of the 

subject research area.  

 

Property values depend on the quality and consistency of the tenants (Smith, 2009). 

The market value of a REIT (real estate investment trust) is the product of the quality of the 

property’s tenants and the cashflow derived from the leases is the engine behind the property 

values (Liu, Liu, and Zhang, 2016). 

 

Recent studies focus on the relationship between property values and firm-dependent parameters 

such as financial flexibility, access to the capital market and book to market ratios. 

 

REIT firms are by U.S law required to hold at least 75 % of the assets in real property. There is 

also an income requirement for REIT firms, at minimum 75% of the gross income is derived 

from the rents, mortgage interest and sales of real estate properties (Ran Lu-Andrews 2017). 

 

Risks arises due to the collection of rent, tenants with higher creditworthiness that in general are 

in better financial health reduces the risk when collecting rent.  

 

Cash holdings of a REIT firm is the result of risk exposure and used a precaution when exposed 

to lower tenant quality. On the opposite, when higher tenant quality is present REIT firms have 

less incentive to save liquid assets since the rental income is more certain. Thus, the liquidity 

management of REIT is a strong sign on a tenant’s qualities. In short, the liquidity is inversely 

related to the quality of the tenant and the general financial health (Ran Lu-Andrews 2017). 

 

Cash holding is directly related to the risk exposure that the REIT deals with (tenants), thus it is a 

good variable to define as “risk” for our case.  

 

Tenant size is positively related to capital market access, since borrowing constraints are lower 

than their smaller counterparts. Likelihood to cancel payments to landlord is thus lower (Fazzari 

and Petersen, 1993). 

 

The tenant’s credit rating is inversely related to the REIT cash holdings. This means the firm that 

owns the property uses less precautions when the credit rating is higher (Ran Lu-Andrews 2017). 

 

Firms with weak cashflow are dependent on cash as well as less likely to be granted a credit line. 

(Sufi, 2007).  
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Market to Book ratio of tenant is positively related to the cash holdings of the REIT firm  

(Hardin et al, 2009). 

 

As in corporate finance, if any firm has information asymmetry the monitoring costs and due 

diligence costs becomes higher for the creditor. In order to make up for this risk exposure, the 

lenders pass the increased cost to the borrower. In other words, a more transparent firm is 

prioritized credit line and thus less dependent on cash (Hardin & WU, 2012). 

 

When it comes to tenant quality in the housing segment, subsidized tenants were found to reduce 

the general tenant quality and result in higher operating costs (Benjamin, Chinloy and Sirmans, 

2000).  The study was carried out through a comparison study on whether subsidized or 

unsubsidized tenants should be accepted in the apartment market in Washington DC in 2000. 

In another study by smith (2009) the researcher states “a property is only as strong as the tenant”, 

yet there is not sufficient studies on the impact on commercial real estate market.  

 

Lease maturity structure is also one contract parameter to consider under tenant quality. Leases 

with shorter maturity structure have a higher market value due to the real option valuation 

method that is applicable when the contract matures (Giambona et al 2008). 

 

The financial stability of the tenant affects the asset value of the subject real estate property. The 

financial stability is measured with the “Altman Z-score” which measures the credit strength of a 

publicly traded company, and estimates the likelihood of bankruptcy through five different 

scenarios (Liu, Liu, and Zhang, 2016). 

 

Another study that speaks in favor of the relationship between tenant quality and risk exposure is 

the relationship between REIT firms with higher quality tenants and their tendency to prefer to 

issue debt over equity (Liu, Liu 2013). 

 

REIT with a larger tenant pool (in terms of tenant’s firm size) have a different liquidity 

management compared to those with smaller tenants in terms of firm size. REIT:s with larger 

tenants were found to have less unused credit lines and liquidity, which can be summarized into 

a greater capital market accessibility. In short, lenders view such a layout as less risk exposed. 

(e.g. Slovin, Johnson, and Glascock, 1992; Fazzari and Petersen, 1993; Chittenden, Hall, and 

Hutchinson, 1996). Larger tenants are also more reputable and less likely to default. 

(Roberts and Dowling, 2002). 
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The credit rating of a tenant from the previous year is negatively correlated to the REIT firm’s 

cash holding in the following year. The higher credit rating of a tenant, the lower cash holding 

for the real estate company, which points towards a greater accessibility to the capital market and 

reduced risk exposure for the real estate firm. The age of the tenant tends to be negatively 

correlated with payment uncertainty as well as volatility of the cash flow of the subject REIT 

(Ran Lu-Andrews 2017). 
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4.3 The bond market 

 

In order to analyze how a corporate/government bond can relate to a leasing contract, a literature 

review has concluded that government bonds are not completely free of risk, much of the risk 

relates to the ability as well as willingness of governments to repay the debt. Previous research 

state that the risk adjusted performance is far higher for emerging bond markets compared to 

euro government bonds, which in general is defined as a politically low risk environment 

(Martens et al, 2016). 

 

The basics of bonds: The following part is entirely based on the excellent findings of Moorad 

Choudhry, but mostly rewritten in own terms. 

 

A bond is a debt instrument which in the most common form pays a fixed interest rate during a 

fixed period. The issuer of a bond receives equity by raising capital, and any holder of such an 

instrument will demand return in order to compensate for the risks related to lending capital. This 

structure implies a cash flow to the holder of the bond.  

 

A typical real-life example can be illustrated in the figure below, which is an issue that lasts six 

years and pays an interest payment (c) which is a fixed value. The payment occurs with regard to 

the nominal value and on an annual basis as well. When the bond matures, a final interest 

payment occurs, and the loan is fully paid back (Moorad, 2004). 

 

 

 

Figure 1; Bond fundamentals. (Moorad, 2004)  
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According to Moorad, there are four types of actors that issue bonds: 

“Sovereign governments and their agencies, local government authorities, supranational bodies 

such as the World Bank, and corporations.” (Moorad, 2004). 

 

When it comes to the corporate bond market, there is a vast number of issuers with different 

likelihoods to satisfy the investors in terms of the relationship between risk and payoff (Moorad, 

2004).  

 

Maturity 

 

The issuer of the bond will fully repay the obligation to the holder when the bond “matures” or 

the term to maturity has been reached, the debt will cease to exist. Before this time has been 

reached, the holder will receive interest payments on the debt. The realized return on the bond 

equals the face value of the bond divided by the interest payments. This return is called the yield 

(Moorad, 2004) 

 

Risk and return 

 

The yield on the bond will be determined by what the market believes the product is worth, thus 

it is a function of the market pricing. The investors require a certain risk compensation for 

holding the bond, and the yield can thus be called the return of the bond. The required 

compensation depends on both economical, political and corporate functions as well as what 

other bond’s yield.  

 

In summary, it can be concluded that the yield of the bond depends on the investors’ required 

rate of the return, which is an individual preference in combination with the risk related to the 

specific instrument, the overall market situation and any political or economical risks that might 

occur (Moorad, 2004). 

 

 

 

 

 

 

 

 

 

 

 

 



32 
 

The relationship of bond price/yield 

 

 

 

 

Figure 2; The relationship between bond price and yield. (Moorad, 2004)  
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4.4 Altman Z-score  

 

The following text is entirely based on the excellent findings of Edward I. Altman republished in 

2000, but mostly rewritten in own terms. 

 

The Altman Z-score formula is a test used to predict the likelihood of a publicly traded firm 

going bankrupt within two years. The test was formulated in 1968 by Edward I. Altman, former 

Finance Professor at NYU (New York University). The test is widely used within corporate 

finance thanks to a relatively simple and straightforward formula with possibilities to control the 

different input levels. The Z score test utilizes corporate key figures that are available due to the 

public trading status of the subject company (Altman, 2000). 

 

The test is carried out by a linear combination of five ratios with independent coefficients. There 

are a total of five different business ratios, where the input comes from data accessible through 

publicly traded firms. The original Z-score estimation has since launch been updated and is now 

also applicable with non-public firms if the correct dataset is gathered (Altman, 2000). 

 

The method has been proven to work in the original sample, 50 % of the studied manufacturing 

firms filed for bankruptcy (Altman, 2000). 

 

The Altman formula 

 

𝒁 = 𝟏. 𝟐𝑿𝟏 + 𝟏. 𝟒𝑿𝟐 + 𝟑. 𝟑𝑿𝟑 + 𝟎. 𝟔𝑿𝟒 + 𝟏. 𝟎𝑿𝟓 

 

𝒁 = 𝑻𝒉𝒆 𝒐𝒗𝒆𝒓𝒂𝒍𝒍 𝒊𝒏𝒅𝒆𝒙 𝒗𝒂𝒍𝒖𝒆, 𝒐𝒓 𝒎𝒐𝒓𝒆 𝒄𝒐𝒎𝒎𝒐𝒏𝒍𝒚 𝒓𝒆𝒇𝒆𝒓𝒆𝒅 𝒕𝒐 𝒂𝒔 "𝒁 − 𝒔𝒄𝒐𝒓𝒆" 

 

Where  

 

𝑿𝟏 =
𝑾𝒐𝒓𝒌𝒊𝒏𝒈 𝒄𝒂𝒑𝒊𝒕𝒂𝒍

𝑻𝒐𝒕𝒂𝒍 𝒂𝒔𝒔𝒆𝒕𝒔
 

 

𝑿𝟐 =
𝑹𝒆𝒕𝒂𝒊𝒏𝒆𝒅 𝒆𝒂𝒓𝒏𝒊𝒏𝒈𝒔

𝑻𝒐𝒕𝒂𝒍 𝒂𝒔𝒔𝒆𝒕𝒔
 

 

𝑿𝟑 =
𝑬𝒂𝒓𝒏𝒊𝒏𝒈𝒔 𝒃𝒆𝒇𝒐𝒓𝒆 𝒊𝒏𝒕𝒆𝒓𝒆𝒔𝒕 𝒂𝒏𝒅 𝒕𝒂𝒙𝒆𝒔

𝑻𝒐𝒕𝒂𝒍 𝒂𝒔𝒔𝒆𝒕𝒔
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𝑿𝟒 =
𝑴𝒂𝒓𝒌𝒆𝒕 𝒗𝒂𝒍𝒖𝒆 𝒆𝒒𝒖𝒊𝒕𝒚

𝑩𝒐𝒐𝒌 𝒗𝒂𝒍𝒖𝒆 𝒐𝒇 𝒕𝒐𝒕𝒂𝒍 𝒍𝒊𝒂𝒃𝒊𝒍𝒊𝒕𝒊𝒆𝒔
 

 

𝑿𝟓 =
𝑺𝒂𝒍𝒆𝒔

𝑻𝒐𝒕𝒂𝒍 𝒂𝒔𝒔𝒆𝒕𝒔
 

 

 

Z score interval: 

If  𝑍 > 2.99 , the firm is estimated to be “safe”. 

If 1.81 < Z < 2.99, the firm is estimated to be in the grey zone.  

If 𝑍 < 1.81, the firm faces immediate distress and risk of bankruptcy.   
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5. Results from interviews 

 

In the research study nine different interviews were conducted with different experts in the 

business field representing real estate consultancy firms as well as property companies. All the 

participants have high knowledge of the research question and relevant connection to the 

Stockholm real estate market. It is believed that the chosen interviewees are the best 

representatives in relation to market knowledge and the possibility to answer the research 

question. This was made due to gain knowledge of the phenomena of the researchs question. The 

interviews were essential to analyze if the problem exist in practice or only in literature.  

 

The purpose of the interviews is to help this explorative study to enhance knowledge from 

experience and key figures gained from the business. The interviewees are to answer the 

questions freely and express experiences within the field of topic to derive the discussion 

connected to the research question, rather than imperative questions.  

 

The method will lead to a result reflecting the subjects shifting perception of the current market 

events. In this study, the semi-structured interviews will be applied with one person at the time. 

In some interviews, a colleague attended the session to reason on the subject. 

 

The expected results are patterns in reasoning for current and future trends, interpretation of 

earlier events and reasoning of methods used in the market.      
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1. Does a relationship between leasing risk/tenancy risk and risk premium exist? 

 

Real Estate consultants: 

 

The general answer is yes, there exists a relationship between leasing risk and the risk 

premium. The interviewees responded that the more “stable” the tenant is in terms of ability 

to pay and solvency, the higher the likelihood of receiving the cash flow is, and thus an 

adjustment to the risk premium is made.  

 

However, if the contract regards a prime office location in one of the three major cities in 

Sweden the relationship is not large, since it is easy to re-let any vacant premises in case of a 

tenant defaults or leaves.  

 

Regarding the retail segment, one consultant mentioned that tenant analysis is more 

important since the segment currently is undergoing structural changes due to competition 

from e-commerce and weaker retail sales on high street. The tenant mix is very important for 

the retail properties and the risk premium is set with regard to the mixture.  

 

Another consultant responded that the willingness to pay of the investors is higher when the 

tenants are financially stronger, and thus derived from a lower risk premium. In addition to 

the previously mentioned, longer contracts often result in a lower risk premium as well.  

 

Regarding the community property segment and especially the care- and retirement homes, 

the risk premium becomes lower if the municipality or publicly backed tenant is leasing the 

premises, because of the lower risk cancelling the payments. Today the market has matured 

and the difference in the risk premium for a situation where the municipality is the tenant 

versus private company is lower than previously. Today the difference is roughly .15% 

compared to .50% which used to be the case five years ago. 

 

 

Property companies:  

 

Yes, if the tenant is stable in terms of ability to pay then the risk premium is lower. If the 

tenant is public or backed by public financing it is associated with a lower risk premium.  

Private actors with parent company backing are also associated with lower risk premium.  

 

Regarding retirement- and care homes the municipality might in some cases take over the 

contract if the private operator defaults. Another type of risk that arises in this segment is the 

demographic development which is one of the main points in the risk assessment.  
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One interviewee also responded that they continuously analyze different business segments, 

for instance within retail in order to evaluate the risk a tenant is exposed against. Another 

interviewee responded that it depends on whether the case regards a single-let or multi-tenant 

situation, the relationship between tenancy risk and the risk premium is very low for a large 

and central property where there are many other tenants as well a market situation where 

vacancies are easily filled. However, regarding single-let cases the relationship is strong.  

 

Finally, one interviewee responded that for longer contract periods the risk premium may 

arise much if the tenant is estimated to be exposed to a high risk business. 

 

 

a) How (if) do you apply these factors during market practice? 

 

Real Estate consultants: 

 

One consultant responded that during the transaction process they overlook the tenants in 

general, as well as analyze the tenant mix with regard to their credit rating and the WAULT 

(weighted average unexpired lease term). After the tenant analysis has been conducted a yield 

level is set which corresponds to the pricing of the object.  

 

Another interviewee responded that when appraising commercial properties, the risk premium or 

yield level is adjusted with regard to the estimated tenant risk during the whole leasing period, 

however no adjustments made to the salvage value.  

 

Property companies:  

 

The general answer among the interviewees was that there is no exclusive risk assessment made 

on specifically the contracts, rather the overall tenant risks are overlooked when acquiring or 

managing a property. For cases where the municipality is the tenant the risk premium is 

generally adjusted downwards during the leasing period due to public funding. This is only 

applied during the lease period and there is more focus on the salvage value risk.  

 

Another factor mentioned during the interviews was the actual operations of the tenant. If the 

property owner believes the tenant operates in a profitable or declining business segment, they 

can adjust the tenant-risk in relation to the tenants’ risk of default. Some other key factors are 

parent company guarantees financing, credit rating, deposit and bank guarantees.   

 

The example of retail is brought up again, individual analysis of tenants is made. However, if 

there is a single-let tenant the risk premium is higher due to the risk of the tenant leaving.  
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The trends today are different compared to maybe five or ten years ago. Single-let properties for 

public tenants are not as stable anymore. Today the different government agencies are more 

prone to change premises when the leases expire.  

 

Several interviewees also mention that single let situations are as of today, not stable anymore, 

large corporations or even government agencies (Ericsson, Arbetsförmedlingen) are no longer 

guaranteed to renew leases, even if they have stayed in the same premises for decades. 

 

Regarding community properties, single let situations can still be stable. However, for specific 

properties such as court buildings, police house it is likely that the tenant stays because of the 

large adaption required (sunk costs). Both risk and options are assessed, if the contract is long 

with a stable tenant then the risk premium is reduced, while the opposite applies to the reverse 

case. However, this difference is very small with regard to a good central location. It is important 

to analyze what the market rent is in relation to the contracted. For more periphery locations, the 

tenant is very important to analyze.  

 

Another interviewee mentions it is crucial to appraise the solvency of the tenant, their firm only 

have community properties let to both private and public tenants. However, for community 

properties demographics parameters are more important than tenant analysis. 
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2. Is it possible for a leasing contract to be justified as a corporate - or municipal bond 

under any circumstances? 

 

Real Estate consultants: 

 

One consultant responds that if the contract is on a long period (at least 20 years) where the 

tenant is the public or publicly financed, then the contract is at least close to be comparable to a 

bond.  

 

Another interviewee responded that there are always differences between a bond and leasing 

contract, but it is possible to come close in theory to a bond. For it to be true the leasing contract 

must regard an authentic triple-net contract (which many falsely claim a contract is) and the 

government must always be the tenant, a municipality or public company is not sufficient.  

 

The last consultant mentioned that a leasing contract can not be completely comparable since 

institutions would not invest in government/municipal bonds due to the current negative rate of 

return, which is one reason why community properties have become an attractive alternative. 

 

 

Property companies:  

 

The general answer from the property companies was that the leasing contract needs to be 

disconnected from the actual physical property, the actual leasing contract and the related cash 

flow can be comparable to a bond, however never the subject property.  

 

One owner of community properties mentioned that if the tenant has most responsibilities in 

terms operations & maintenance, they have noticed that breaches from the original contract is 

common, which often leads to higher costs for the owner in the end.  

 

Another interviewee responded that it is important analyze the kind of investors that purchases 

bonds and then community properties respectively. They are not completely comparable and thus 

attracts different investors.  

 

Regarding the contract length, one interviewee responded that there are examples of 20-25 years 

long leases to municipalities where the salvage value of the property is more or less neglectable 

and the contract is basically the whole market value of the property. There is yet to be any cases 

where a Swedish municipality defaults and thus the bond theory is almost fulfilled. 
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Two property owners mentioned the fact that it is relatively effortless to liquidate a bond, but a 

leasing contract is far more complicated. It was mentioned that a bond always has a date to 

maturity and is possible to liquidate, which can never be applied to a leasing contract.  

 

Another interviewee responded that if there is a contract on 20 years with a municipality or 

government as tenant then the salvage value will become very small in relation to the total 

market value and we are approaching a bond definition but still not sufficient. Regarding leasing 

contracts, there are many costs related to a potential liquidation and finally the salvage value 

related to the property can not be neglectable.  

 

 

 

 

 

 

3. To what degree does the contract length affect the risk premium? 

 

Real Estate consultants: 

 

The interviewees argue that it generally depends on location and demand for the premises.  

For central office locations (i.e. Stockholm CBD) shorter leases are to prefer if it is possible to 

sign new leases with higher market rents than the current contract.  

 

One consultant argues that it depends on the type tenant, however if the municipality or state is 

the tenant then the length of the contract does not affect the risk premium. On contrary, if a 

private firm or corporation is featured on a long lease (i.e. 20 years) then it can become uncertain 

due to the business cycles that fluctuate during this period and thus an arbitrage exists on the 

discount rate.  

 

Another consultant mentioned that long leases are to prefer for retirement homes & logistics in 

order to reduce the risk premium. The consultant has noticed that when it comes to logistics it 

can be hard to find financing despite strong tenants, the creditors do not only value the tenants 

despite it is possible to pay off the whole initial investment on a single leasing contract.  

 

Finally, it was argued that for opportunistic investments it is even more important with long lease 

contracts simply because the pricing is made with regard to high salvage values.  

 

All consultants mentioned that if the rent level featured on the lease is above the market rent the 

longer the contract the better. 
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Property companies:  

 

All interviewees argue that it depends on the location and demand for the specific premises. 

For the most central locations, shorter leases are preferable simply because it is possible to take 

advantage of the increasing market rents that has been observed the last years. 

 

All interviewees that are exposed against community properties argue that if the properties are 

located in smaller towns’ long leases are absolutely to prefer, in order to reduce the risk 

premium.  

 

One respondent argues that the longer the longer the lease the lower the risk premium, their 

management team demands higher rent in case of shorter leases.  

 

Several of the respondents argue that investors demand long leases and are willing to reduce 

their required rate of return. It is important to analyze the contracted rent level related to the 

market levels, risks arise when the contracted rent levels are higher than the market practice. 

 

One interviewee mentions that the relationship between contract length and risk premium is 

completely depending on the segment. The interviewee’s transaction team always demands 

longer contracts whenever the subject property is located in more periphery location and are 

willing to reduce the risk premium as a result. 

 

Finally, one respondent argues that the market practice is to reduce risk premium whenever the 

tenant is a municipality, state or county admission featured on a 10 year or longer contract. 

 

  



42 
 

 

4. Are there any different leasing risks within the different segments? (community 

properties, office, retail, industrial? i.e.) 

 

 

Real Estate consultants: 

 

All consultants argue that the reason for the difference within the segments is simply because of 

the different leasing risks that the segments are associated with.  

 

One interviewee argues that community properties are outliers simply because of public backing 

that most tenants have. This does not apply to retail for instance, where tenants easily might 

default.  

 

Another consultant argues that when it comes to community properties and risks related to the 

segment it is very important to analyze whether actual triple-net leases are present. The real 

definition is that the tenant must return the property in identical standard when they leave, even 

restoring facades, technical installations that have aged etc. In Sweden these authentic triple net 

leases are very uncommon, but media and actors mention them often, they are more like double 

net. This means for the owner that potential costs might arise when the tenant leaves, this must 

be accounted for in the cost analysis. The same consultant also argues it is important to analyze 

the cashflow, how large are the costs in relation to the NOI, can the NOI easily be wiped out in 

case the costs arises like the previously mentioned example?  

 

Finally, the last respondent argues that it can not be answered in general, it depends on the trends 

within each segment. Three years ago retail was very hot and leasing risks estimated to be low 

and today the situation is completely different. Regarding office multi tenants are to prefer over 

single-let, the mix must be analyzed carefully. 

 

 

Property companies:  

Yes, there are different leasing risk for different segments. In general community properties are 

insensitive of business cycles leading to low leasing risks. This mainly has to with the fact that 

the tenants are either directly or indirectly publicly financed. Even if the tenant has a risk of 

default the municipality can help and take over a private operator in case of liquidity problem.  

 

Another argument is that community properties low risk exposure is derived from the fact that 

the tenants are heavily invested in the property in order to adapt the facility to its operations. It is 

expensive for both the tenant and the owner to change this adaption of the leased premises.  
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However, the potential gains in terms of rent levels is low and has been like that over time for 

community properties. The slowly increasing subsidiaries for school and care facilities is the 

basis for slow increasing in rent levels. Naturally the indexation is important, for long leases 

indexation might even damage the cash flow when business cycle fluctuates.  

 

The different interviewees agreed that retail is sensitive due to being a segment under change, 

while office and logistics still going strong due to increasing demand. For community properties, 

the tenant is not always the sole risk, sometimes the demographic situation in the subject area is 

the largest risk factor, since it equals the future demand for the premises.  

 

Finally, one interviewee argued that community properties and some banks (too big to fail) are 

often estimated to be long term safe. Retail has gone through a turbulent period the last few 

years. The less information available on the tenant (asymmetric information) the more important 

deposit and payment guarantees become. Finally, industrial segments are associated with 

environmental causes and corresponding risks. About community properties the interviewee 

argues that demographic developments are more important to analyze rather than the actual 

tenant. For instance, high schools are more volatile in terms of the pupils’ trends, the flow of 

students is much more periodic here.   
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5. Which is the lowest possible risk premium during optimal circumstances, (i.e public 

tenant on a triple-net contract) 

 

Real Estate consultants: 

 

One interviewee mentions that if the tenant is publicly financed and featured on at least a 20-year 

long contract then the risk premium is approaching 2 % downwards. For cases like the 

mentioned, the actual property becomes of secondary interest and instead the cash flow related to 

the tenant becomes the investment product. Such real-life examples mostly include residential – 

rental properties in central Stockholm. It is mostly not possible to go below 2%, since the real 

rate of return will be more or less 0 %, when adjusted for inflation. The interviewee also 

mentions that such transaction examples are rare and seldom transparent.  

 

Another interviewee responded that the theory behind the discount rate and the including 

components does not hold in real life market situations. 

 

“How can the risk free real rate of return be reduced by 3% but the observed yields only drop 

with 1 % in some segments?” 

 

The same interviewee also mentions that it is not possible to fully relate the tenant’s risk 

premium to the total yield. But there is definitely a relationship between risk premium and tenant 

risk. For community properties in central Stockholm the risk premium can reach as low as 

3,65%. This mainly must do with institutions that need investment alternatives to bonds and thus 

enter the community property market. Foreign institutions lead to lower yields while indigenous 

firms with requirements from shareholders can not push yields down that much. 

 

The last consultant argues that there is an addition of 2-3% on the risk premium, it is yet difficult 

to liquidate real estate assets compared to financial counterparts and the transaction process can 

become as long as 2-3 years long, then then there is both a cash flow risk and liquidity risk. 

 

Property companies:  

 

One respondent within community properties says the basis for such a case is a corporate bond, 

add .25% for operations & maintenance risks and another .25% for eventual other costs risks. 

Which equals a total of .50% will be added to the bond. Another interviewee mentions that it 

really depends, some investors’ value private tenants as high as public and thus does not price 

the difference. When it comes to offices in central locations the difference is marginal, but for 

special properties like police houses, courts etc. the difference is larger, it is not possible to put a 
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figure on it. The interviewee continues that the current market practice is that the residential 

rental segment has the lowest risk premium.  

 

Another actor says that community properties with public tenants are not as free of risk as many 

say, the public tenants can also move whenever they want. Also regulations from both state and 

municipality eventually affects the technical requirements of community properties which might 

be costly to adapt to for the owner. Real life examples include the minimal no. of rooms or sqm a 

specific retirement home should have, or any configuration that heavily affects the costs and 

tenant modifications for the owner. For this specific firm, the investors price in these kinds of 

risks in the risk premium, which they do not believe the competitors do.  

 

Another property company says they have a very strict required rate of return level they must 

achieve and present to the owners. They simply cannot enter some deals or markets if the risk 

premium is too low. They say the current risk premiums within many segments is currently too 

low, they can not enter since there is not much room for further downwards correction on the risk 

premium. No exact percentage value on the risk premium is possible to state.  

 

Regarding the formula behind the risk premium the same interviewee responded that they do not 

analyze the components when investing, but have noticed that the relationship between the risk 

free real rate of return and the yield developments the last years is not correct according to theory 

vs market practice. 

 

Two interviewees reply that it is not possible to answer the question and another one says they 

have a lowest possible level due to requirements from the shareholders. They can not figure out 

they theory behind the discount rate either, it does not simply hold in today’s market.  
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6. Does the risk premium differ for a case where the tenant is responsible for operation 

& maintenance costs (triple-net) compared to where the landlord has most of the 

responsibility instead? 

 

Real Estate consultants: 

The general perception among the consultants is that there is a clear relationship between the 

responsibility of the costs and risk premium. When triple net agreements are in effect the tenant 

becomes the bearer of the risks, and then it is possible to see the contract more as a financial 

product. One consultant mentions that it is however very important to strictly define the options 

and tendering related to the cost risks and who bears the responsibility.  

 

Another consultant argues that it is the NOI that should be analyzed instead, what is the relation 

between the NOI and the cash flow, if it is possible to push down the costs the risk premium will 

become lower. 

 

For specific segments, one consultant mentions that if the owner of a school has the 

responsibility for i.e. heating and maintenance (technical wear) the risk premium should become 

higher. It is very important to analyze the contract design when it comes to schools. For logistics 

there are rarely any purchasers if the tenant is not featured on a triple net contract, if the contract 

is not triple net then there is a clear addition to the risk premium.  

 

The same consultant also mentions how important it is to fully understand what a triple net 

contract contains. Many actors on the Swedish market use this term when they really should not. 

Real triple net contracts are not common, yet many claim they use them.  
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Property companies:  

 

All property companies within the community property segment mentions that risk premiums 

become higher due to the wear and maintenance that occurs if the landlord is responsible for the 

costs. This means that if the tenants are not responsible for these costs, the owner adds risk 

premium on the investment. This also heavily affects the salvage value.  

 

One interviewee mentions that there are large differences between the logistics and school 

segment. Another respondent replies that triple net is generally acknowledged as the lower risk 

premium alternative, the more cost responsibilities to bear for the owner the higher the risk. The 

NOI simply becomes lower. For their specific investments, interior maintenance is often a tricky 

question since it is very hard to follow up and monitor the actual wear on the property, it has 

historically led to damaged facilities that are costly to repair. This means for future cases the 

interior maintenance needs to be very strictly defined in order to reduce risk exposure (schools).  

 

In contrary to the above mentioned, another property owner states that the risk premium is higher 

with triple net because the tenant rarely fulfills the commitments and takes care of the property, 

instead the costs end up on the owner. It is very important to follow up the actual maintenance 

and operations part on the property in case triple net is applied. Bathhouses are the worst 

example in terms of potential risk exposure. 

 

One interviewee argues that it does not affect the risk premium, eventual differences in the 

contract design should rather be visible in rent level than risk premium. 

 

Another interviewee responds that responsibilities equal risk, if you can put it on the tenant the 

risk premium is reduced.  

 

The last interviewee says that their tenants are not featured on any triple net contracts.  
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7. If you would rank tenants, like Standard & Poor ranks corporations, which key-

figures would you further analyze? 

For instance: Revenue, liquidity, equity. 

1. Office (it-startup) 

2. Retail store (Clas Ohlson) 

3. Restaurant 

4. If the tenant is a Franchise-business  

Real Estate consultants: 

 

The first respondent mentions that when performing their due-diligence process for transactions, 

they consult experts within credit rating in order to rank the tenants. It is also believed that their 

counterparts often do more thorough analysis of the tenants before investment decisions. The 

process can be summarized into that trends are the important aspect, how are the net income or 

net profits trending. Regarding different segments, retail properties are the most important to do 

tenant analysis on, single-let as well. Regarding hotels, it iss important to look at the revenue, the 

revenue in relation to the rents. Other important figures include the operations, daily room rate, 

turnover rate and restaurant revenue.  

 

Another consultant responded that for office valuation cases they always consult credit rating 

experts. If franchise solutions are present, then parent company guarantees are important to have. 

Some investors tend to value the trademark of a company while others do not. 

 

The last consultant responded they consult experts within credit rating, key figures like the 

ability to pay and solidity are important. It is important to analyze the business segment and 

whether a parent company guarantee is present. 

 

Finally, two consultant’s responds that it would be very useful to have a standardized checklist to 

go through when rating the tenants. Has there recently been any cases of bankruptcy, what is the 

rating of both the local business and the parent company. There is currently a problem in the 

market practice because much of the real estate world is yet to be quantified before it is possible 

to analyze. Also personal relations, which people are in the board and what are their incitements? 
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Property companies:  

 

One actor within community properties (schools, retirement homes) mentions that the ownership 

structure of the tenant is important to analyze, is there any parent company guarantee, for how 

long has the firm been around and the revenue. However, the number of employees is not 

important. If the tenant is owned by a private equity firm, then it is a risk.  

 

One owner mentions that many government agencies have moved out of central Stockholm due 

to political directives, which has affected them negatively. The owner is however not worried. 

Another owner says they do not credit rate their tenants but they choose to analyze the largest 

anchor tenants if there are any. Their profitability is important. It is important to analyze whether 

the tenant is publicly financed or not. The same interviewee also mentions that they are 

committed to a new business practice where they will start to look at if the tenant is late with 

payments. In general credit checks through UC is used but a more adopted system would be 

welcomed. 

 

Another owner says they have good credit rating on their tenants, it is one of the most important 

aspects of being a real estate investor. The revenue and profit, solvency and liquidity are 

important values, but most importantly the trend of the business. Where will the business be in 

10 years? 

 

All interviewees mention that Parent company guarantee is a key figure to analyze.  

 

One respondent claims that deposition is good to have, if the tenants invest in the premises with 

their own cash then they are committed to the premises.  

 

Another interviewee says the likelihood of bankruptcy should be estimated, however there 

simply is not resources available to check and rate every tenant. This would be useful but they 

simply do not have resources. They would find such a system that rates tenants and whole 

properties very useful for investment decisions, mark what is good and bad etc.  

 

The last interviewee argues that the track record of the firm is important, as well as key figures 

like available capital, are there any other assets possible to liquidate, is the firm recently founded 

or not. Business-segments that are exposed to political and regulatory events might also be 

associated with higher risks.   

 

Finally, when asked whether a newly designed tenant-rating system would be useful, all 

respondents whom received the question replied that the case would be yes.  
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8. If an industrial property has a smaller tenant like a (tin-smith) compared to a 

larger established self-storage tenant (Shurgard) - how does the risk premium 

differ? 

Real Estate consultants: 

 

The smaller tenant is barely a liquidity product while Shurguard is more of an investment 

product for the market, this leads to completely different risk premiums and potential investors. 

Naturally this is because of the vacancy risk, in this theoretical case the risk premium could 

differ as much as 1,00%.  

 

One interviewee answer that the tenants should not make a difference, rather the length of the 

lease in this case. The larger company would maybe have the possibility to pay the rents during 

tougher times. The shorter lease should not affect the risk premium if there is a small or large 

firm. 

 

The last consultant argues that the probability of tenant staying is the only thing that matters.  

The risk is more related to the market rent in the area, is it increasing or decreasing. But a tenant 

as Shurguard could be beneficial for a large property company due to the investments decision of 

the board. The directive from the board could be to only have more recognized tenants in the 

portfolio, which could lead to a lower risk premium due to a higher willingness to pay. 

 

Property companies: 

 

When the leasing contracts features a parent company guarantee the investment is more stable 

and the risk premium decreases, however if the smaller firm has existed for a long time with 

good track record there would not be any significant difference on the risk premium. This can 

always be discussed and analyzed for every case but the important key is the tenant guarantee. 

Cases of short leases stretches the importance of the development of rent levels while the index 

is vital for longer contracts. 

 

Another interviewee mentioned that their procedure is to always thoroughly check the tenants no 

matter the initial opinion, the smaller tenant would possible be checked closer on the liquidity. 

Another take on the question was to first look at the revenue of the tenants, but also analyze the 

competition for Shurguard in the area. It is not always obvious that the Shurgard case would 

decrease the risk premium in comparison to the smaller firm. As mentioned earlier it is important 

to estimate whether the business of the tenant will be profitable in the coming years or not. 
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Finally, all property firms agree on the fact that the parent company guarantee is still the 

important key figure, even larger firms can move or close down local businesses. 
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6. Analysis & Discussion 

 

It can be observed throughout the interview-part that there is a homogenous response regarding 

whether there is a relationship between tenant/leasing risks and the risk premium. All of the 

participating interviewees agree that a relationship between the two parameters exist, and the 

question is rather how large the relationship is. The relationship seems to depend several factors, 

such as geographical location and different submarkets and segments on the market.  

 

The interviewees and respective firms have background and specialization within different 

segments, it is clear that some only have expertise within a certain field of business and thus only 

relates to their specific business practice rather than a total market perception. Examples include 

how the property firms that specialize within community properties reason, however such a 

layout can also be positive in terms of responding with only relatable evidence.  

 

Regarding whether public or private tenants are to prefer, all but one firm responds that public or 

publicly financed tenants decreases the risk premium due to the greater ability to pay, 

interestingly enough the single firm that did not agree on the issue had experienced situations 

where public tenants did not renew leases despite demographical basis, and also claimed political 

regulations did hit the owner in a sudden and costly matter.  

 

In general, the consultants did reason more regarding the valuation theory behind the risk 

premium while the property owners interestingly did refer to the market practice and comparable 

evidence. They did however have in common to agree on that the theory behind the discount rate 

formula does not hold any more. Several property owners believe the case might be due to a 

lowest possible required rate of return that exists due to ownership requirements. 

 

Owners of community properties were in general highly positive to the presence of public or 

indirectly public financed tenants, however there was yet to be any financial distress to encounter 

for the owners which might drastically change the answer to such a question. Like previously 

mentioned, one owner changed perception on the matter after encountering such problems.  

 

One point of interest is whether the answers from the interviewees mirror their business 

incentives or the actual beliefs, both consultancy- and property firms have incentives to satisfy 

the principal in the relationship, which creates a principal – agent dilemma. The consultancy 

firms rely on the deal flow from the owners of the properties, it might not be positive for the 

relationship to set higher risk premiums or note risks in a specific object which prices down the 

market value or reduces marketability. Property firms on the other hand, need to convince the 

owners and investors that their investment cases are compatible with the specific requirements of 

risk levels and rate of return.  
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Naturally it can be argued that the property owners argue their decisions are the correct and the 

contracted tenants the most suitable for the business strategy.  

 

Another interesting pattern is how several interviewees responded to the triple net phenomena, 

answering that it is very important to understand the actual content of such a contract design and 

that the market practice often is faulty with regard to the theory behind it. Few of the consultants 

and property owners did mention this phenomena, which is a sign that the correct definition is 

yet to be established on the market. 

 

Another interesting remark is the absence of a proper tenant rating system on the market, 

specifically adapted to the real estate industry. While firm and credit analysis are used by both 

consultants and property owners, several interviewees stated that a truly adapted system would 

improve their business by making it more efficient and less time consuming. A standardized 

system could at least in theory be integrated in the due-diligence process and the property 

management. By pinpointing potential risk factors and quickly delivering a quantifiable value or 

range of values the user can instead focus on the core business instead of analyzing each tenant 

manually. This can become especially useful where a large number of tenants is present and 

resources scarce. Additionally, this would most-likely enhance Sweden’s property market 

transparency. By gaining more information about tenants for the transaction and property 

owners, there would be a large decrease in asymmetric information in the property market. 

 

One interesting finding is the responses to the question whether a lease contract can be viewed as 

a bond or not. Most interviewees answered that it is not directly comparable but some mentioned 

it is close to be directly comparable while others say it is not possible. In the future a more 

developed contract design could potentially move the leasing contract towards a proper bond 

alternative on the capital markets. 

 

Another interesting finding is how the different firms argue in favor of their own business 

practice, there were no interviewees that prioritized a market practice entirely based on the 

underlying theory of i.e. the discount rate, instead the practice is much derived from the observed 

values in the comparable deals, what has been noted and how does it relate to the current case.  

It is thus complicated to decide which method is the correct, however it is clear that there are 

large gaps between the theory and market practice.  

 

From the method it can also be concluded that much of the real estate industry in Sweden is yet 

to be quantified, an overall pattern is observed that rather than referring to specific boundaries or 

ranges of values for a question, the generic answer for many questions is “it depends”. This was 

noticed during the question of what the lowest possible risk premium is, some interviewees refer 

to what they personally have noticed or observed in transactions while others do not see a 

specific value for the risk premium, rather an approach or strategy.  
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During the first question it was mentioned by one consultant that the relationship between the 

parties in a transaction is not always transparent. This most likely means that observed values in 

transactions might be a result of unknown party relations and thus not applicable to a situation on 

a completely free and transparent market situation. 

 

When discussing whether a long contract is to prefer or not, the general answer was it depends 

on the location. Naturally it is understandable that location has a large effect on the risk 

premium, yet there were no interviewees that presented specific methods on how to take 

decisions on the matter, i.e. with regard to a specific submarket Office (CBD/Suburbs) or size of 

the city etc. It would be helpful to know which mindset an appraiser should apply when valuing a 

property. Is it positive to have the tenant on a long lease in Kista or is it too periphery?  

Thus defining boundaries would be welcomed in order to improve the valuation practice.  

 

The results in this report are however not completely free of improvements, instead the 

conducted method has been with regard to the available academic resources and time-frame 

expected for a master thesis paper. The number of interviewees is believed to be sufficient for 

the explorative approach of the research, while some researchers would wish to have even more 

participants. Only Swedish interviewees participated, from both consultancy firms and property 

owners. It is unknown whether the chosen participants were the most suitable in order to answer 

the research question, some researchers may argue the addition of foreign investors and other 

types of consultants or property owners would be welcomed in order to diversify the opinions.  

 

The participants were all located in Stockholm as well, the answers might have differed with 

regard to geographical location. While the results are relatively homogenous and clear, it is 

always important to question the findings, did the respondents only commit to their business 

practice or did they answer with what they actually believe is correct?  

 

By referring to the article by Ambrose (2016) several distinctions were found between the 

literature review and results. In the Ambrose article it was found that there is a clear level of “too 

much” tenant diversification as well as the importance of having anchor tenants. The results from 

the interview showed that a good “tenant mix” is suitable in order to reduce leasing-risk 

exposure. However, the few participants that mentioned this did not elaborate further on any 

actual levels or practical examples on this important matter. No participants mentioned that 

tenant diversification can become too high from a leasing-risk perspective and also relate such a 

case to the cost of capital. Larger tenants were in the article found to be associated with a lower 

default risk, which was not a homogenous answer among the participants in the interview part. 

Theoretically the companies that own properties should be more aware of such a study than the 

consultancy firms due to loan part of their business.  
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6.1 Future research 

 

This thesis paper lays the groundwork for future studies within the subject of leasing risks. The 

explorative approach made qualitative analysis suitable as method. The sample size (number of 

participants) was not sufficient for statistical analysis according to academic standard, which 

future research could focus on. Such research could include a purely statistical method, based on 

the questionnaire used for this paper. In order for future research to succeed, the sample size 

must be far greater to perform statistical methods and draw conclusions. 

 

This paper also focused on solely domestic investors, it was found that the required rate of return 

levels is a result of the ownership structure on the Swedish firms. However, this might not be 

true for foreign investors, it would be interesting to analyze if it applies to foreign institutional 

investors and funds.  

 

While this thesis paper focuses on the qualitative approach, future studies could do the same but 

by expanding the geographical boundaries achieving different results. Finally, personal events 

can always affect the outcome of the answers in the interview part, the interactions between the 

interviewee and interviewer as well as body language might affect the answers.   

By anonymously filling in a questionnaire this potential source of error could be reduced. 
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7. Conclusion 

 

This part of the study summarizes the most important findings of the report and answers the 

research question. Finally, the concluding remarks presents an overview of the results that have 

been obtained through the conducted method. 

 

 

It can be concluded that the real estate industry is still characterized by the ability of the 

employees behind the appraisal and investment decisions to estimate the demand for the subject 

properties’ premises. Tenants with a greater ability to pay are associated with a lower risk 

exposure, thus a positive relationship between the risk premium and leasing risks exists. Public 

and publicly financed tenants are to prefer over private alternatives if the investor wishes to 

reduce the risk exposure. There is yet to be any example of a publicly financed actor facing 

financial distress or insolvency.  

 

Community properties and the residential rental segment are the two investment alternatives 

associated with the lowest possible leasing-risks if other parameters held fixed. In other words, 

the two above mentioned segments equal the lowest risk premium. 

 

A leasing contract cannot be fully compared to a corporate- or municipal bond due to the lower 

effort and transaction costs required to liquidate a bond on the capital market. However, for 

publicly financed tenants on 20 years’ contracts or longer, and where tenant returns the property 

in identical condition, the leasing contract is approaching the definition of a bond and the 

contract itself, and not the property becomes the investment product. 

 

There are large differences within the different property segments and tenant types respectively, 

the transactions observed on the market guide the investment decisions rather than breaking 

down the underlying theory and thus comparable sales remains the main method to quantify the 

risk premium.  

 

Community properties and especially retirement homes have seen increased transaction and 

investment levels, simply because institutions need alternatives to municipal bonds and the risk-

free real rate, which is negative as of early 2019. 

 

Private tenants can also reach the same low risk premium as public ones, however then indirect 

public financing or overtaking of the contract needs to be designed in case of the private firm 

faces financial distress. Demographics are just as important as tenant analysis for the community 

property segment.   
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Finally, the risk premium or commonly referred to as “yield levels” have decreased far more than 

what theoretically should be possible accordingly to the underlying theory of the discount rate, 

this must do with ownership structure and largest actors have a minimum required rate of return 

level the must not reach below. 
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8.1 Illustration sources 
 

Tables 

Table 1; The Transparency index. (JLL, 2018) 

Table 2; The Sub index “market fundamentals”. (JLL, 2018) 

 

 

Figures 

Figure 2; Bond fundamentals. (Moorad, 2004) 

Figure 2; The relationship between bond price and yield. (Moorad, 2004)  
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9. Appendix 

9.1 Survey results 

Answers filled in with additional comments or “depends on” statements were chosen to be 

alternative “neutral”. This only regards one respondents’ choice on question 9. The purpose with 

the questionnaire was to, if possible quantify and illustrate the market practice in question. 

However, the sample was chosen after explorative purposes and thus rather small, which is not 

sufficient for the conduction of any statistical methods.  

 

 

Q1: I account for leasing risks when estimating the risk premium. 

 

 

 

Q2: The quality of the cash flow affects the risk premium. 

 

 

22%

22%45%

11%
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Alternative Count  Percentage 

Strongly disagree   

Slightly disagree   

Neutral   

Slightly agree 1 11% 

Completely agree 8 89% 

I do not know   

Alternative Count  Percentage 

Strongly disagree   

Slightly disagree   

Neutral 2 22% 

Slightly agree 2 22% 

Completely agree 4 44% 

I do not know 1 11% 

11%

89%

Slightly agree Completely agree
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Q3: The amount of employees at the tenant's firm affects the risk premium. 

 

 
 

 

 

 

 

 

 

Q4: The liquidity of the tenant affects the risk premium. 
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Neutral 2 22% 

Slightly agree 4 44% 

Completely agree 3 33% 

I do not know   
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Q5: The tenant (s) affect the market value of the property. 

 

 
 

 

 

 

 

 

 

Q6: More tenants imply a lower risk premium compared to single-let. 
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I do not know 1 11% 
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Q7: Public tenants are less risk exposed compared to private tenants. 

 

 
 

 

 

 

 

 

 

 

Q8: The leasing length of the contract affects the risk premium. 
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Q9: A publicly traded firm reduces the risk premium in contrast to private. 

 

 
 

 

 

 

 

 

 

Q10: The design of the leasing contract affects the risk premium. 
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9.2 Questionnaire: 
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9.3 Interview questions 

 

1. Does a relationship between the leasing risk and risk premium exist? 

a. How (if) do you apply these factors during market practice? 

2. Is it possible for a leasing contract to be justified as a corporate- or municipal bond 

under any circumstances? 

3. To what degree does the contract length affect the risk premium? 

4. Are there any different leasing risks within the different segments? (community 

properties, office, retail, industrial?) 

a. What might the explanation be? 

5. Which is the lowest possible risk premium during optimal circumstances, (i.e public 

tenant on a triple-net contract) 

6. Does the risk premium differ for a case where the tenant is responsible for operation 

& maintenance costs (triple-net) compared to where the landlord has most of the 

responsibility instead? 

7. If you would rank tenants, like Standard & Poor ranks corporations, which key-

figures would you further analyze? 

 

For instance: Revenue, liquidity, equity. 

1. Office (it-startup) 

2. Retail store (Clas Ohlson) 

3. Restaurant 

4. If the tenant is a Franchise-business 

 

 

8. If an industrial property has a smaller tenant like a (tin-smith) compared to a 

larger established self-storage tenant (Shurgard) - how does the risk premium 

differ? 
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