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Abstract 

After the recent financial crisis real estate companies in Sweden experienced difficulties obtaining 

funding for both new projects as well as refinancing of current investments. The situation in the 

credit market has since then improved but the refinancing problems that real estate companies 

experienced during this time has made firms aware of this risk and many companies now seek to 

diversify their funding sources.  

 

This thesis discusses the usage of corporate bonds as an alternative funding source to bank loans, 

ways of structuring issuances of both unsecured and secured bonds and the effects this have on 

both the issuing company as well as investors.  

 

Several Swedish real estate companies have issued unsecured corporate bonds in the past few 

years and just recently, in 2011, the first secured corporate bond issuance was made. Issuing 

corporate bonds in a cost effective way with competitive rates have however proven difficult for 

many companies in the past and 90 % of the debt funding of real estate companies still come 

from banks. 

 

The research concludes that corporate bonds are a viable alternative to bank loans today, since 

interest rates have become more competitive for these instruments. Presumably, these rates will 

decrease even more as the issuing processes and bond structures become more standardized - 

thereby creating a downward pressure on corporate bank loan rates and margins. It is concluded 



 

 

 

that larger real estate companies could benefit from being more active in the bond market. 

Possible benefits are e.g. reduction of the refinancing risk, being able to borrow capital for longer 

periods of time, increased bargaining power when negotiating new bank loan terms, access to a 

new pool of capital and opportunities to increase leverage. 

 

This study has shown that many support functions for the corporate bond market are 

underdeveloped, such as rating and stock exchange listing. Several actors in the market are 

currently working on improving these support functions, which hopefully will lead to effective 

industry standards that will allow for an expansion of the market. Based on the conducted 

research it is likely that the market for corporate bonds will continue to expand and develop. 
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Sammanfattning 

Efter den senaste finanskrisen upplevde fastighetsbolagen i Sverige svårigheter att erhålla 

finansiering för nya projekt samt refinansiering av befintliga investeringar. Läget på 

kreditmarknaden har sedan dess förbättrats men de refinansieringsproblem som bolagen 

upplevde under denna tid har gjort företagen mer riskmedvetna, vilket ökat efterfrågan på att 

diversifiera finansieringskällorna.  

 

Denna uppsats behandlar användningen av företagsobligationer som en alternativ 

finansieringskälla till banklån och även olika sätt att strukturera emissioner för både icke 

säkerställda- och säkerställda obligationer samt effekterna av detta för både utfärdande bolag och 

investerare.  

 

Flertalet svenska fastighetsbolag har ställt ut icke-säkerställda företagsobligationer de senaste åren 

och nyligen, under 2011 emitterades den första säkerställda företagsobligationen. Att emittera 

företagsobligationer på ett kostnadseffektivt sätt med konkurrenskraftiga räntenivåer i 

förhållande till banklån har dock visat sig svårt för många fastighetsföretag och 90 % av 

lånefinansiering av dessa bolag kommer fortfarande från banker.  

 

Utifrån studien går det att dra slutsatsen att fastighetsobligationer är ett konkurrenskraftigt 

alternativ till banklån eftersom att räntorna på dessa instrument har sjunkit. Det är troligt att 

dessa räntor kommer sjunka ytterligare allt eftersom emitteringsstrukturer och processer blir mer 



 

 

 

standardiserade – vilket skapar press på bankerna att minska sina marginaler. De flesta stora 

fastighetsbolag skulle gynnas av att bli mer aktiva i obligationsmarknaden. Möjliga fördelar är t.ex. 

reducerad refinansieringsrisk, möjligheter att låna upp kapital under längre tidsperioder, ökad 

förhandlingsstyrka vid förhandlingar om nya lånevillkor för banklån, tillgång till en ny kapitalpool 

samt möjlighet till att höja belåningsgrader.  

 

I rapporten har det visat sig att många stödfunktioner till företagsobligationsmarknaden är 

underutvecklade, såsom rating och börsnotering. Flera aktörer på marknaden arbetar för 

närvarande med att förbättra dessa stödfunktioner vilket förhoppningsvis kommer leda till 

effektiva branschstandarder vilket möjliggör för expansion av marknaden. Baserat på vad som har 

framkommit i studien antas marknaden för företagsobligationer för fastighetsbolag att vidare 

utvecklas och expandera. 
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1. Introduction 

1.1 Background 
Commercial real estate companies have in recent years experienced increased difficulties in 

obtaining financing due to increased restrictive lending practices by banks and dried up credit 

markets in the wake of the financial crisis of 2008 (CBRE, 2012). A large part of the debt held by 

corporations in Sweden, of which the real estate sector is a significant share, will need to be 

refinanced in the coming years (Gunnarsdottir & Lindh, 2011). This means that several hundred 

billion SEK of debt will have their terms renegotiated in this new market where funds are 

becoming increasingly scarce.  

 

The Swedish real estate market has traditionally been heavily reliant on financing through the 

banking sector and corporate bank loans still stipulate 90 % of debt financing for real estate 

investments (Song, 2013). The new Basel III banking regulation that is currently being 

implemented will force banks to increase their capital ratios even more and there will be stricter 

requirements on the quality of the assets (Sveriges Riksbank, 2010). Conclusively, this will 

increase their cost of capital, decrease the amount of funds available for lending and drive up 

interest rates on bank loans. The real estate market in Sweden is so tightly linked to the banking 

sector that these new regulations will affect their performance. (Gunnarsdottir & Lindh, 2011) 

 

The Swedish banking sector is already heavily exposed towards real estate, an exposure banks 

now want to decrease (Donner & Svensk, 2012). This is partly to avoid being overexposed to the 

real estate sector but also because there are more profitable business areas when the stricter 

capital requirements are implemented. (Levander, 2012) 

 

Additionally, many international banks that were specialized in real estate lending withdrew from 

the Swedish property market after the financial turmoil of 2008. These foreign lenders financed a 

significant part of the Swedish real estate sector. There is currently a reflow of capital from 

international banks but still far from the levels prior to the financial crisis. (Levander, 2012) 
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In many other countries and particularly in the United States real estate investments and other 

forms of businesses are to a large extent being financed by corporate bonds (Mishkin, 2012). If 

the availability of bank funding declines and/or become more expensive - companies will be 

forced to find new sources of financing. The availability of bank loans has proved to have an 

inverse relationship to bond market growth, so there are reasons to believe that companies are 

going to use bond markets to refinance their debt to a larger extent (Fitch, 2010).  

 

The legal framework in Sweden has made it tough for companies to issue secured bonds in a way 

that is cost effective. The corporate bonds that have been issued by real estate companies in 

Sweden in the past have faced yields 3 - 4 percentage points above the interest rates offered by 

banks and the shadows ratings conducted by the banks have classified them as around BBB. This 

rating is considered in the very low end of the investment grade bonds, just one rating grade 

above what is considered junk bonds. The reason for these high yields and poor ratings is to a 

large extent due to the fact that the bonds have been unsecured and issued by highly leveraged 

companies. (Donner & Svensk, 2012) 

 

Bond financing is an emerging trend in the Swedish debt market, previously unsecured bonds 

have been used as a complement to existing bank loans, primarily in order to gain higher loan-to-

value ratios. If real estate companies could start issuing secured bonds with some kind of 

technical standardization in addition to unsecured bonds the yields on the bonds would most 

likely drop significantly making this type of financing more attractive in comparison to bank 

loans (Donner & Svensk, 2012). In order for bond financing to be a viable alternative source of 

funding the yields of the bonds needs to come down to levels closer to the interest rates offered 

by banks on corporate debt.  

1.2 Problem area and research question 
As bank financing is becoming tougher and tougher to obtain it is crucial for real estate 

companies to find alternative sources of financing in order to limit their refinancing risk.  

 

Up to this date issuances by Swedish real estate companies have been almost exclusively limited 

to unsecured bonds. Since unsecured bonds does not offer any form of collateral in the case of a 
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default investors require higher yields for these types of investments compared to collateralized 

bonds.  

 

Most large commercial property transactions in Sweden today are being conducted in the form of 

company transactions. This has created some complications when it comes to issuing covered 

bonds. If bonds are issued with the real estate itself as collateral, claims on the property will still 

remain even after a sale. Issuing bonds this way limits the real estate investors’ capital mobility 

and makes it problematic to restructure a real estate portfolio. It is also expensive due to a two 

percent stamp duty when taking out mortgage deeds. 

 

Financing is a very important part of the real estate sector and this paper aims to highlight how 

corporate bonds presently can be used to further enhance real estate companies’ debt structures. 

Potential alternatives and structures for companies to issue corporate bonds today are also 

examined as well as the effects on both issuers and investors.  

 

We aim to answer the following questions; 

 

1. What are the effects for Swedish real estate firms of issuing corporate bonds today and 

what structures are available? 

2. Is bond financing currently a competitive alternative to bank loans for Swedish real estate 

companies? 
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1.3 Research limitations 
The focus of the study is going to be on the practical implications as well as solutions on how to 

issue unsecured bonds as well as secured bonds with real estate as the underlying asset. Potential 

effects on the Swedish real estate market as whole will also be discussed and analyzed. The study 

will be restricted to Sweden and its real estate- and financial market. This study does not take the 

potential tax effects of different debt instruments into consideration.  

 

1.4 Relevance 
The Swedish bank regulatory system is undergoing change and it is hard to determine how banks 

will adapt their corporate lending practices in order to comply with the new regulations. In the 

wake of the recent financial crisis many Swedish real estate companies experienced increased 

difficulty in securing financing for new- as well as existing projects and investments. The banks 

have since then loosened their restrictions, but the financing issues real estate firms experienced 

during this time made them aware of the risk of relying upon banks as the single source of debt 

financing. Accordingly, many real estate companies now seek to diversify their funding sources in 

order to secure their future funding of new projects as well as re-financing of current projects - 

enabling them to expand their businesses. Minor research has been conducted to examine the 

possibilities available to finance real estate projects through different types of bond structures and 

the strengths, threats and weaknesses of individual solutions. For this reason, this multifaceted 

problem is considered relevant.  
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1.5 Report structure 
 

The thesis is structured in the following way; 

 

Chapter 1 describes the current funding situation for Swedish real estate companies and outside 

factors that have influenced it. Additionally, the chapter explains the relevance of the subject 

discussed in this thesis as well as the limitations of the study. 

 

Chapter 2 specifies the method used along with how and why the interview subjects were 

chosen.  

 

Chapter 3 provides the theoretical framework needed to be able to understand corporate bonds, 

real estate funding, debt structures as well as the capital market and the how they relate to 

corporate bond financing of real estate investments.   

 

Chapter 4 describes and provides analysis of the information collected from the study. The 

chapter explains the current prerequisites required for issuance of corporate bonds, structures 

that can be used by real estate companies to issue corporate bonds also in comparison to bank 

loans and the implications of choosing to use bond financing today. 

 

Chapter 5 presents the answers to the research questions and additional conclusions that can be 

drawn from the study.  

 

Chapter 6 specifies the sources used in the thesis.  

 

Chapter 7 consists of the appendix, which includes the questionnaires used during the interviews 

as well as larger images of some of the models presented in the study.  
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2. Method 

2.1 Approach 
The approach of the thesis is to examine the area of study from a wide variety of perspectives. To 

create this type of multifaceted study many different types of companies involved in the Swedish 

corporate bond market have been interviewed.  

 

The research has been performed in the form of an explorative study. Many problems involving 

corporate bond financing today haven’t been clearly defined. An explorative research method has 

therefore been chosen in order to highlight the problem from different angles and perspectives.  

 

When approaching a scientific problem the author ordinarily has to choose between two different 

research strategies - qualitative or quantitative. In a study of a phenomenon from reality, where 

theory generation by interpretation and understanding is the objective, a qualitative method is the 

most appropriate. (Bryman, 2002) 

 

When a qualitative research tradition is chosen, where concretization of reality is the intention, 

external validity is a central factor (Bryman, 2002). In this essay it means that the conclusions 

regarding real estate financing should be applicable on Swedish real estate companies in general. 

2.2 Qualitative interviews 
The practical approach will be qualitative interviews. These are considered to be appropriate 

when examining the participants' perceptions, opinions and general views. (Bryman, 2002) 

 

The matter of how to finance Swedish real estate companies is an emerging problem where focus 

should be on evaluating the study participants' own views. The interviewees will be people from 
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all parts of the real estate market that have been involved in bond financing such as; developers, 

investors, consultants and law professionals. 

 

The two primary ways of conducting qualitative interviews are either unstructured or semi-

structured, although there are several variations of these techniques Both methods target the 

interviewees’ experience of events, technicalities and observations on the matter. Semi-structures 

interviews will be the choice of method in this study. A minor interview guide will be written to 

guide the interviews in the right direction, which is towards the main subject of the study and to 

keep the interviews from becoming irrelevant. The interview guide will consist of open-ended 

questions that allow the interviewee to freely express his or her opinion. Leading questions, 

where the interviewer tries to influence the answers in a subjective way, are harmful to a 

qualitative method and must be strictly excluded. (Bryman, 2002) 

 

A digital recording device will be used during the interviews to enable secondary analysis of the 

material in retrospect. The benefit with a secondary analysis of the input is for example to try to 

analyze how people express themselves and which words the person stressed. The digital 

recordings have then been transcribed, creating a word-by-word written copy of the recorded 

interviews. (Bryman, 2002) 
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2.3 Choice of interview respondents 
 

Figure 1 Market participants (Own illustration) 

Professionals from a broad spectrum of the financial- and real estate market, which all have some 

connection to corporate bond financing of real estate companies, have been chosen as interview 

objects.  

 

Firstly, the following professionals from the real estate companies that have used corporate 

bonds as an alternative source of funding were interviewed; 

 

Rutger Ahrnhult - CEO at Klövern AB. 

Klövern is one of the larger real estate companies in Sweden specializing in commercial premises. 

The properties are valued at SEK 22.6 billion and the current annual rental revenue is SEK 2.5 

billion. The Klövern share is listed on NASDAQ OMX Stockholm Mid Cap. Klövern AB has 

issued both unsecured and secured corporate bonds, the latest issuance being a secured corporate 

bond in 2013 with a value of SEK 700 million. (Klövern, 2013) 

 

David Mindus - CEO at AB Sagax.  

AB Sagax is a real estate company that specializes in investing in commercial properties, primarily 

warehouses and light industry. The property portfolio consists of 1,128,000 square feet in 134 
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buildings. AB Sagax is listed on NASDAQ OMX Stockholm, Mid Cap. AB Sagax has issued 

unsecured corporate bonds both in 2010 and 2012 to a combined value of SEK 600 million. (AB 

Sagax, 2013) 

 

Bengt Hellström - Board Member at Hemsö.  

Hemsö is a property company that owns, manages and develops buildings for community 

services in Sweden and Germany. The company manages a portfolio of about 350 properties 

with a value of over 21 billion. In 2012, Hemsö made their first appearance on the debt capital 

market by issuing a SEK 750 million unsecured corporate bond. (Hemsö, 2013) 

 

 

Secondly, the following representatives from the investor side were interviewed; 

 

Babak Houshmand - Fixed Income at Öhman Asset Management.  

The Öhman Group manages a total of SEK 17 billion and offers both discretionary- and fund 

management. The company has extensive experience of investing in Swedish corporate bonds. 

(Öhman, 2013) 

 

Bengt Hellström - Head of Alternative Investments at The Third Swedish National Pension 

Fund (AP3). 

AP3 is one of five so-called buffer funds within the Swedish national pension system. Together, 

the buffer funds hold around 10 % of the total assets of the Swedish pension system. AP3 holds 

about 30 % fixed-income securities. (AP3, 2013) 

 

Mikael Dahlin - Portfolio Manager, Alternative Investments at Folksam.  

Folksam is a Swedish insurance company that offers a wide variety of insurance, savings and loan 

products. They are one of Sweden´s largest investment managers with a total of approximately 

SEK 280 billion in assets. They insure every second family home and every second person in 

Sweden. (Folksam, 2013) 
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Thirdly the following representatives from the banking and consultancy side were interviewed; 

 

Claes Helgstrand - Finance Director at Hansan AB.  

Hansan AB participates in a wide range of projects in the capital market, and in the management 

of issues relating to new business initiatives. Hansan AB serves as service agent for the financial 

companies Svensk FastighetsFinansiering AB (SFF) and Svensk FastighetsFinansiering II AB 

(SFF II). They have e.g. recently helped Fabege and Peab to issue a bond loan of SEK 1 250 

million for the purpose of developing Arenastaden in Solna. (Hansan, 2013) 

 

Mats Ericsson, Senior Originator at Swedbank Debt Capital Markets & Christian Fredefors, 

Client Analyst LC&I Real Estate, Swedbank.  

Swedbank Capital Markets offers a broad range of products and services in the capital market. 

Operations primarily comprise fixed income and currency trading, equity trading, structured 

products, various forms of project and corporate financing as well as syndication. (Swedbank, 

2013) 

 

Anna Ringby – Head of Nordic Fixed Income at Catella Nordic Fixed Income.  

Nordic Fixed Income is independent bank debt securities brokerage that is part of the Catella 

group of companies. They also provide advice to corporations seeking alternative sources of 

financing away from bank loans and the stock market. Nordic Fixed Income recently helped 

Klövern AB issue SEK 700 million worth of secured corporate bonds, collateralized by a 

property portfolio in Karlstad. (Catella, 2013) 

 

 

Lastly, the following business law firm representatives were interviewed;  

 

Mattias Lampe, Partner & Rasmus Fahlén, Associate at Mannheimer Swartling Law Firm. 

Mannheimer Swartling is one of the leading business law firms in the Nordic region. The firm 

works with many of Sweden’s, and the world’s, leading major and mid-sized companies and 

organizations. Mattias Lampe is specialized in the area of finance and debt capital markets. He 

works predominantly with securitization and other asset-backed financing, covered bonds, real 

estate financing, acquisition financing, syndicated lending and financial regulation. Mannheimer 

Swartling e.g. provided legal advice to Klövern when they issued secured bonds. (Mannheimer 

Swartling, 2013) 
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It should also be mentioned, that we attempted to contact professionals at Vasakronan AB, 

Vinge Law Firm and Alecta to set up interviews – but without any success.  

2.4 Secondary data 
The secondary data that has been used to accomplish the theory chapter of this essay mainly 

comes from course literature used during the studies at The School of Architecture and the Built 

Environment at the Royal Institute of Technology in Stockholm, Sweden.  

 

Furthermore, annual reports, prospects and press releases from companies active in the area of 

study have been used. These have primarily been requisitioned from the homepages of the 

individual companies. The reports have provided a market overview as well as raw data. 

Institutional and governmental sources have also been used to a large extent.  

2.6 Division of workload 
The workload has been divided equally. All secondary written sources such as journal articles, 

books and research papers have been read by both parties and the interviews were conducted 

together. All written material in the essay has been revised and re-revised several times by both 

individuals. Consequently, because of the intertwining nature of the work method, it is 

problematic to distinguish between each other’s contributions to this essay.  
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3. Theory 
 

To be able to do a fundamental analysis of corporate bond issuance by Swedish real estate 

companies the theoretical framework for these kinds of instruments must be presented.  

 

Therefore, it will firstly be explained what bonds are, how they work and how they can provide 

benefits and/or disadvantages for a company when it comes to financing. 

3.1 Bond theory 
A bond is a debt instrument that is issued by a company that wants to borrow money. Exactly 

how the bond is constructed can vary. Different types of bonds and how their yields may differ 

are going to be explained later on in this chapter. 

 

When the issuing company has chosen to borrow money by issuing bonds they turn to the capital 

market, which in this case is represented by an investment bank. The banks’ role is to ensure that 

the bonds are technically constructed and then offered and sold to the banks’ network of 

investors. This process, which begins with a company wanting to borrow money through the 

capital market and then turns to an investment bank to find investors willing to lend money to 

the company, is called the primary market for bonds. (Andersson & Larsson, 2005) 

 

After the bonds have been issued and sold to investors they are now traded on the secondary 

market. This means that different investors can trade the bonds without affecting the issuing 

company. This is an important difference between the primary- and secondary market. The 

primary market is important for the company in terms of funding and the secondary market is for 

investors who want to speculate in bonds. (Berk & DeMarzo, 2011) 
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3.2 Key terminology 
The following key terminology will be explained to provide an understanding of how a bond 

works theoretically; 

 

Face value – Is the loan value that the bond has and the amount that the investor will receive when 

the bond matures. (Berk & DeMarzo, 2011) 

 

Coupon rate - Is the periodic amount that will be paid between when the bond is issued and the 

day it matures. It could either be a fixed- or floating rate. 

A floating rate it is often determined by an underlying index, e.g. the ”STIBOR” rate, plus a few 

predetermined basis points. Stockholm Interbank Offered Rate (STIBOR) is a reference rate that 

is calculated as an average of the interbank interest rates that the Swedish banks; SEB, Nordea, 

Handelsbanken, Swedbank and Danske Bank set to each other in the Swedish currency “SEK” 

during a certain day. (Berk & DeMarzo, 2011) (SFF, 2011) 

 

Zero-coupon bond – Is a bond that doesn’t pay periodic interest to the investor. Instead it pays a 

face value when the bond matures. In other words, the interest rate and the loan amount are paid 

as a lump sum. (Berk & DeMarzo, 2011) 

 

Yield to maturity – is the overall interest rate earned by an investor buying a bond at the current 

market price until it matures. It is also referred to as the internal rate of return (IRR).  

 

The yield is determined by the three following underlying factors; 

 

• Nominal risk-free interest rate – The nominal interest rate of government bonds in the 

country of issuance, with the equivalent time to maturity as the bond. 

 

• Risk premium – The additional return the investor will demand in order to get 

compensated for the corporate risk of the company issuing the bond. 

 

• Liquidity premium – Another additional return the investor will demand, which partly 

depends on the time to maturity but also on how easy it is to sell the bond to another 

investor. 
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3.3 Bond pricing theory 
The basic principle of bond pricing is that the price should reflect the market value of the present 

value of all future cash flows the instrument will give the investor in a competitive and effective 

market. Each bond will have stated payment- amounts and dates, which will be decisive for the 

market price. The cash flows will be continuously paid until the maturity date, upon which the 

juridical agreement ends.  

 

If a bond pays periodical coupon payments to the investor the principle of pricing is somewhat 

different. The coupons are paid at predetermined dates and when the bond matures a sum 

consisting of the face value plus the last coupon is paid. In the case of a zero-coupon bond, it is 

solely the face value and the periods left until the maturity date that is of interest to the investors 

in terms of pricing. (Berk & DeMarzo, 2011) 

 

The yield to maturity is of great importance for the pricing of a bond. The yield to maturity is the 

internal rate of return, which makes the present value of the future cash flows equal to the 

current market price of the bond. (Geltner et al., 2006) 

 

A quantitative example of yield to maturity; 

 

95,75 =
100

(1 + 𝑌𝑖𝑒𝑙𝑑 𝑡𝑜 𝑚𝑎𝑡𝑢𝑟𝑖𝑡𝑦)
 

1 + 𝑌𝑖𝑒𝑙𝑑 𝑡𝑜 𝑚𝑎𝑡𝑢𝑟𝑖𝑡𝑦 =  
100

95,75
≈ 1,044 

1,044 − 1 ≈ 4,4 % = 𝑌𝑖𝑒𝑙𝑑 𝑡𝑜 𝑚𝑎𝑡𝑢𝑟𝑖𝑡𝑦 

 

This concludes that a one-year zero-coupon bond, which is traded at 95.75 with a face value of 

100, will yield 4.4 % to the investor. 
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A bond that pays coupons is a little more complicated to price mathematically because the 

coupons need to be discounted with regards to when they are actually paid.  The following 

formula calculates the price of a fixed rate bond; 

𝑃𝑟𝑖𝑐𝑒 = 𝐶𝑜𝑢𝑝𝑜𝑛 𝑎𝑚𝑜𝑢𝑛𝑡 ×  
1

𝑌𝑖𝑒𝑙𝑑 𝑡𝑜 𝑚𝑎𝑡𝑢𝑟𝑖𝑡𝑦
�1 −

1
(1 + 𝑌𝑖𝑒𝑙𝑑 𝑡𝑜 𝑚𝑎𝑡𝑢𝑟𝑖𝑡𝑦)𝑁�

+
𝐹𝑎𝑐𝑒 𝑣𝑎𝑙𝑢𝑒

(1 + 𝑌𝑖𝑒𝑙𝑑 𝑡𝑜 𝑚𝑎𝑡𝑢𝑟𝑖𝑡𝑦)𝑁 

 

The investor should also take into consideration that the coupon amount might vary with an 

underlying index such as the STIBOR-rate. They are then referred to as floating rate notes. (Berk 

& DeMarzo, 2011) 

 

Bonds can be traded at; 

 

• Discount – the current market price is lower than the face value. 

 

• Premium - the current market price is higher than the face value. 

 

• Par – The market price is equivalent to the face value. 

 

Fluctuations in price can be explained by a number of different factors;  

 

• If there is a major price discount it might be long time left to maturity. (Berk & DeMarzo, 

2011) 

 

• Premium might occur on government bonds when investors want to flee to safe havens 

or are speculative in the native currency. An example is when Swiss bonds were traded at 

a premium during the financial turmoil that started in 2008. Switzerland was considered a 

relatively stable country and many investors knew to other investors would chose to 

move capital to Swiss government bonds in order to protect their investments during this 

turbulent time. This would increase the demand for the Swiss Franc, causing an 

appreciation of the currency - which many investors anticipated and therefore accepted 

buying the government bonds at a premium. (Forbes, 2008) 
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• Bonds are often traded at par when the bond is about to mature and an eventual final 

coupon has been paid. (Berk & DeMarzo, 2011) 

 

To further understand bond pricing it must be explained that a higher yield gives a greater 

discount factor, which will lead to a reduced present value of future cash flows, which implies 

that the bond price will be lower. It is concluded that the yield has a negative relation to the price 

of the bond, which is clarified by the following quantitative example; 

 

↓ 95,75 =
100

(1+↑ 𝑌𝑖𝑒𝑙𝑑 𝑡𝑜 𝑚𝑎𝑡𝑢𝑟𝑖𝑡𝑦)
 

 

If an investor buys a bond at a certain yield and it declines, it means that the investor can sell the 

bond at a higher price, thus making a profit. This also denotes that changes in the yield will give a 

greater impact on payments later in time, since these are discounted with additional periods. How 

sensitive the bond price is to changes in the yield to maturity is expressed by the duration. A 

bond with high duration is more sensitive to interest rate fluctuations than one with low duration. 

(Berk & DeMarzo, 2011) 

 

The risk premium is essential for the understanding of bond pricing. When the future cash flows 

are associated with high risk, for example during times of global economic turmoil or a potential 

bankruptcy risk of the issuing company, the investors will demand satisfactory compensation for 

this. The interest rate demanded rise in accordance with how the market valuates the risk in the 

instrument. (Berk & DeMarzo, 2011) 

 

Liquidity premium when it comes to bond pricing means that the investors will demand a higher 

yield when there is low liquidity in a financial instrument, meaning that there are few other 

market participants able, or interested in, buying the bond. If the bond is bought and sold over 

the counter, in other words when the trades are executed between two parties through a broker 

and not a traditional exchange, the liquidity premium will most certainly be higher and the price 

of the bond lower. (Berk & DeMarzo, 2011) 
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Lastly, it should be mentioned that bonds could be traded in various types of currencies and this 

is of course an additional speculative factor because of different currency fluctuations; 

 

• A “Eurobond” is a bond that is traded in an international currency that differs from the 

currency of the country where the bond was issued. (Berk & DeMarzo, 2011) 

 

• A “Foreign bond” is the name of bond that has been issued by a company that has its 

headquarters outside of the country of issuance. These bonds are typically used when e.g. 

a subsidiary in another country needs to raise capital. The financial instrument is then 

traded in the native currency. (Berk & DeMarzo, 2011) 

3.4 Bond market theory 

3.4.1 The primary market 

The cost of borrowing for the issuing company is determined on the primary market, i.e. the 

coupon and face value is set on this market - when the bonds are initially sold. In the case of a 

zero-coupon bond the question is how much the investors are willing to pay today to get another 

amount in the future. The cost for the issuer is the difference between how much money they 

will get today and what they are forced to repay when the bond matures. (Berk & DeMarzo, 

2011) 

 

Important to emphasize is that after the bonds have been issued and the coupons determined the 

cost for the issuing company is fixed. They don’t have to take into consideration how the market 

price of the bond alters on the secondary market. The only variable factor for the issuing 

company is an eventual floating coupon rate – but then only the fraction of the coupon that 

varies with an underlying index is a risk factor. (Andersson & Larsson, 2005) 
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3.4.2 The secondary market 

On the secondary market the bonds are traded as financial securities by different market 

participants.  

 

The ownership is registered at the Swedish central securities depository – named “Euroclear 

Sweden” former “Värdepapperscentralen (VPC)”. They also administer the coupon payments. 

The bonds are traded at prices that reflect the current market risk assessment of credit risk, i.e. 

the risk that the company cannot meet its commitments. In summary, the bond price changes 

daily on the secondary market without affecting the issuer. A well-functioning and transparent 

secondary market is important to create satisfactory liquidity in the bonds after they have been 

issued. (Andersson & Larsson, 2005) 

3.5 Bond rating theory 
It would be very costly and inefficient for investors to evaluate the risks of every bond they 

potentially want to buy. Consequently, there are several companies that rate the issuing 

companies by certain key factors such as e.g. creditworthiness and default risk.  

 

By consulting these ratings the investors can assess how much they are willing to pay for the 

bond and how much capital they should allocate to the instrument. The ratings for that reason 

encourage widespread investor partaking and reasonably liquid markets. (Berk & DeMarzo, 2011) 

 

The two best-known international credit rating agencies are Standard & Poor’s (S & P) and 

Moody’s. The companies’ rating classes are very similar but not identical; 
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Moody's S&P Comments

Aaa AAA Judged to be of the best quality. They carry the smallest degree of 
investment risk. Interest payments are protected by a large or an 
exceptionally stable margin and principal is secure. While the various 
protective elements are likely to change, such changes as can be 
visualized are most unlikely to impair the fundamentally strong 
position of such issues.

Aa AA Judged to be of high quality by all standards together with the 
Aaa/AAA group. They are rated lower than the best bonds because 
margins of protection may not be as large as in Aaa/AAA securities 
or fluctuation of protective elements may be of greater amplitude or 
there may be other elements present that make the long-term risk 
appear somewhat larger than the Aaa/AAA securities.  

A A Has many favorable investment attributes and are considered as 
upper-medium-grade bonds. Factors giving security to principal and 
interest are considered adequate, but elements may be present that 
suggest a susceptibility to impairment sometime in the future.

Baa BBB Medium-grade bonds. They are neither highly protected nor poorly 
secured. Interest payments and principal security appear adequate for 
the present but certain protective elements may be lacking or may be 
characteristically unreliable over any great length of time. Such 
bonds lack outstanding investment characteristics and, in fact, have 
speculative characteristics as well.

Junk bonds
Ba BB Judged to have speculative elements. Their future cannot be 

considered as well assured. Often the protection of interest and 
principal payments may be very moderate, and thereby not wall 
safeguarded during both good and bad times and over the future. 
Uncertainty of position characteristics bonds in this class. 

B B Generally lack characteristics of the desirable investment. Assurance 
interest and principal payments of maintenance of other terms of 
contract over any long period of time may be small.

Caa CCC Are of poor standing. Such issuances may be in default or there may 
be present elements of danger with respect to principal or interest. 

Ca CC Are speculative in a high degree. Such issuances may be in default or 
have other marked shortcomings.

C C, D Lowest-rated class of bonds, and issuances can be regarded as having 
extremely poor prospects of ever attaining any real investment 
standing.

Investment Grade Debt

Bond Ratings 

Table 1 Moody’s and S&P’s rating class explanations (Berk & DeMarzo, 2011) 
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The bonds that receive the highest rating are considered to be the least likely to default. If a bond 

is assessed to be in one of the four top rating classes, the bond is considered to be investment-

grade. Bonds in the bottom five categories are often referred to as junk bonds, because they have 

a relatively high risk of defaulting.  

 

The rating is mainly based on the potential risk of bankruptcy as well as the bondholders’ 

possibility to entitlement of the firm’s assets in the event of a default. Bonds issued with a low-

priority claim will most definitely receive a lower rating than bonds with senior claim to the 

assets. The rating will also be higher if collaterals such as e.g. real estate or machines securitize the 

instrument. (Berk & DeMarzo, 2011) 

 

Currently, Swedish real estate companies have great difficulty getting investment-grade rating on 

their bond issuances. This is due to the fact that the ratings models of S & P and Moody’s don’t 

favor Swedish real estate companies because of their high loan to value ratios, short-term debt 

structures and short lease maturities. Additionally, it is costly to rate real estate bonds. (Berk & 

DeMarzo, 2011) (Donner & Svensk, 2012) 

 

The lacking of recognized rating is problematic when the companies are trying to raise capital 

because of the fact that big Swedish institutional investors require the bonds to be of at least 

investment-grade (BBB). This is because they have investment policies the state that they are only 

allowed to buy bonds with certain ratings and moreover they can only invest a small fraction of 

their capital in junk bonds – because they are not allowed to take on too much risk. (Donner & 

Svensk, 2012) 

3.6 Corporate bonds 

3.6.1 Secured- and unsecured bonds 

Corporate bonds are securities issued by corporations. Swedish real estate companies have issued 

quite a few corporate bonds - but scarce have been secured by mortgage deeds in the underlying 

properties (Mannheimer Swartling, 2013). Issuing unsecured corporate bonds implies that if the 



31 

 

 

issuing company goes bankrupt, the bondholders only have a legal claim on the firm’s assets that 

are not already pledged as collateral for another secured loan. On the contrary, secured corporate 

bonds have specified assets that are pledged as collateral. It could for example be machines of 

great value if it is an industrial company or a property if it is a real estate company. The holders 

of secured bonds have direct claim to the collateral in the event of a default. The first secured 

corporate bond issuance, by Swedish real estate companies aimed towards the Swedish market, 

was made in 2011 by Svensk FastighetsFinansiering (SFF) with Hansan AB as service agent. SFF 

is a financial company owned today by Fabege AB, Peab AB and Wihlborgs FastigheterAB with 

the sole purpose of helping these companies borrow money through a MTN program of SEK 5 

billion in the capital market. Interesting to mention however, is that Akelius and Nordea 

successfully carried out issuances previous to this in the international debt market. (Berk & 

DeMarzo, 2011) (Hansan, 2013) (Mannheimer Swartling, 2013) 

3.6.2 Medium Term Note Program 

A MTN-Program allows a company to issue several bonds using the same base prospectus. By 

using a MTN-Program the company is only required to determine the final conditions of the 

individual loans within the program, everything else is covered in the base prospectus 

 

Having a prearranged general legal agreement will enable the company to tailor its debt issuance 

to meet its financing needs. Since the main part of the paperwork is already in place the company 

can issue the subsequent bonds both more rapidly and inexpensively. (Fabozzi & Polack, 2000) 

3.6.3 Seniority 

The bond investors’ right to claim assets if the issuing company defaults are dependent on 

something called seniority. This factor is of great importance because it determines who is given 

priority in claiming the assets. (Berk & DeMarzo, 2011) 

 

Bondholders want to protect their seniority and rights to the company’s assets and therefore the 

bond contract often contain clauses restricting the company from issuing new debt with equal or 

higher priority than the existing outstanding debt. On the contrary, when a company issues new 

debt that has lower priority than the existing debt, it is called subordinated debt. Conclusively, 
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subordinated debt will not have any right to compensation until the senior debt has been paid 

off. (Berk & DeMarzo, 2011) 

3.6.4 Floating coupon rate 

Some Swedish real estate companies have issued bonds with a floating coupon rate. The rate has 

been determined by an underlying index plus a number of basis points. The most commonly used 

index has been the Stockholm Interbank Offered Rate, abbreviated as STIBOR. This reference 

rate is the interest rate at which the banks; Danske Bank, Handelsbanken, Nordea, SEB and 

Swedbank, state they can offer to lend SEK to each other without collateral at various maturities. 

STIBOR with 3 months duration has been used in all issuances, even though there are shorter 

durations available. (Riksbanken, 2012) (Donner & Svensk, 2012) 

 

The following graph clarifies how the coupon payments were determined for some large 

issuances by Swedish real estate companies; 

 
Figure 2 Coupon payments by Swedish real estate companies (Donner & Svensk, 2012) 
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3.6.5 Bond covenants 

Covenants exist in order to prevent the company from taking actions that would jeopardize the 

ability of the lender to repay the coupons and/or face value of the bond (Berk & DeMarzo, 

2011). Failing to comply with these covenants gives the lender the right to take certain legal 

actions predefined in the contract.  

 

There are several types of covenants that could be included in a bond contract. They are 

commonly divided into the following subgroups; 

3.6.5.1 Negative covenants 

Negative covenants regulate which actions the bond issuer is not allowed to undertake. They 

could limit the borrower from engaging in merger and acquisition activities or other new 

investments. Other possible limitations could be on new debt issuance or disinvestment in assets. 

3.6.5.2 Financial covenants  

Financial covenants describe the financial counterpart measures required by the lender. They are 

usually divided into; 

 

Incurrence covenants  

Incurrence covenants are enforced only if an issuer takes certain actions, such as when a 

company decides to take on more debt. An incurrence covenant could for example state that the 

borrower cannot take on more than a certain amount of total worth of debt instruments.  

 

Maintenance covenants 

Contrary to incurrence covenants, maintenance covenants are measured continuously. Typically 

they consist of certain key financial figures and ratios that must be fulfilled at all times.  

Examples of this are debt coverage ratio figures and maximum loan to value ratios. (Smith & 

Warner, 1979) 
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3.7 The use of debt in real estate investments 
The use of debt to finance new investments is widespread within the real estate industry. The real 

estate sector is often found at the very top when leverage comparisons between different 

industries are made. Publicly traded Swedish real estate companies have on average ranged 

between 60 and 65 percent debt financing for the past decade (Nordlund & Lundström, 2010).  

 

The primary use of debt in real estate financing is to create leverage.  This is the ratio between the 

total value of assets controlled by the company and their equity stake. In order to gain higher 

leverage companies borrow money and thereby increase the amount of physical capital controlled 

with the same amount of equity (in monetary terms). This has significant effect on the risk as well 

as the possible return on equity. (Geltner et al., 2006) 

 

The effect of leverage is substantial for all types of investment analysis, however since real estate 

companies in general have such high leverage it becomes even more important. Because of 

contractual obligations revolving the debt contracts for real estate companies they are not able to 

change their leverage as freely as many other types of firms. (Geltner et al., 2006) 

 

Leverage is generally measured as either the Loan-to-Value ratio or the leverage ratio. The loan to 

value ratio (LTV) is calculated as: LTV = Loan / Value. The leverage ratio (LR) however is 

calculated the following way: LR = (Loan + Equity) / Equity. Let’s say an investor purchases a 

20 million dollar commercial property. He puts down 8 million of his own money and borrows 

the additional 12 million from a bank in the form of a mortgage. In this case the 8 million buys 

him a property worth 20 million giving him a leverage ratio of 2.5 and a loan to value ratio of 0.6.   

3.7.1 Advantages of leverage 

Since property investments in general are considered safe investments the return on these assets 

without leverage is usually quite modest. To gain higher returns most real estate investors 

leverage their investments by using borrowed funds. The leverage however doesn’t affect the 

return on the property but it can have significant effects on equity return.  

 

Consider the following example;  
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Suppose we have invested USD 20 million in a property. In one year it has appreciated 2 % in 

market value and yielded a 6 % income return for a total return of 8 %. For an unlevered investor 

the return will be 8 % or $1,600,000, but now let’s consider a leveraged investor that has financed 

his investment with USD 8 million of equity and 12 million in terms of an interest only mortgage 

with 6 % interest rate. This means that the investor needs to pay $720,000 of interest each year (6 

% * $12,000,000). The total return generated is still 8 %, which is equal to $1,600,000. This leaves 

a total return of $880,000 for the leveraged investor, just around half of the total cash return for 

the unleveraged investor. However, since the leveraged investor only invested 8 million of his 

own money his return on equity is 11 % ($880,000/$8,000,000).  

 

Since interest payments on debt are tax-deductible, whilst payments to equity investors cannot be 

deducted, the tax code incentivizes debt financing as compared to equity financing. The tax shield 

created by the tax-deductible interest payments lowers the tax expenses experienced by the firms 

and can therefore increase firms’ market value. (Kraus & Litzenberger, 1973) 

3.7.2 Effect of leverage on risk 

In the previous example we could see how using leverage may provide a higher equity return. 

Still, in order to know if this is a profitable strategy in the long run we need to consider the 

differences in risk.  

 

Leverage should in theory be preferred as long as the marginal increase in expected return per 

unit of additional risk from leverage exceeds that obtained from purchasing other riskier assets. 

The costs of leverage do nonetheless increase as debt levels rises relative to value. This makes 

leverage less attractive as borrowing level rises, which leads to a theoretical optimal point of 

leverage. Finding this optimal point in practice is an almost impossible task but from a theoretical 

perspective it is important to point out that it exists. (Tyrrell & Bostwick, 2005) 

 

The efficient market hypothesis states that if the market is effective it would not be possible to 

gain a higher return if it does not correspond to an equal increase in risk (Fama, 1970). The 

empirical data however does suggest that optimal leverage ranges exist even though these clearly 

differ depending on the type of investment (Tyrrell & Bostwick, 2005).  
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There are several ways of calculating the exact effects of leverage on the investment risk. For 

example: “When debt is riskless, the risk in the equity return is directly proportional to the 

leverage ratio” (Geltner et al., 2006). This is true in a simplified world, however it assumes that 

borrowing costs are independent of leverage and that debt is riskless - assumptions that are 

clearly not true. Empirical attempts of calculating the exact effects of risk on the return of real 

estate assets have often resulted in conflicting results, making this problem even more complex. 

(Tyrrell & Bostwick, 2005) (Shilling, 2003) 

3.7.3 Equity 

An investor’s equity is that person's ownership share and it generally gives the person primary 

governing control over the underlying asset. When a company is leveraged it is however generally 

faced with certain requirements that they need to live up to in order to fulfill their debt 

obligations and remain in control. When debt is acquired the equity gives up the preferred claim 

on the value of the underlying asset. Nonetheless, the equity holders is given what is called 

residual claim i.e. the claim of the value that is left after the debt holders’ claim is subtracted. 

(Geltner et al., 2006) 

3.7.4 Mortgages 

A mortgage is a type of secured debt. This means that the debt holder has used some type of 

specified collateral in order to borrow from a lender. In real estate the collateral used is the real 

estate itself. If the debt holder fails to fulfill his debt obligation the lender can use his claim on 

the property to obtain funds from the borrower.  

 

A mortgage consists of two different, but associated, legal documents: a promissory note and a 

mortgage deed. The promissory note is a contract between the borrower and lender that dictates 

the mortgage payments that the borrower is subject to in exchange for the loan. The mortgage 

deed secures the collateral in the event that the borrower does not live up to his debt obligations 

specified in the promissory note. If this occurs the lender can claim the collateralized property in 

order to obtain what is owed. (Geltner et al., 2006) 
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3.7.5 Swedish properties as credit objects 

Sweden has a digital record that enables owners of real estate to pledge property without having 

to physically transfer it. (Lantmäteriverket, 2012) 

 

Firstly, to be able to pledge a property a mortgage deed must be taken out. The deed is a legal 

document that states that the lender is entitled to a certain amount if the borrower defaults on 

the mortgage repayments. The loan contract on the other hand will contain information about 

debt service payments, outstanding debt and loan conditions. The loan terms could either be 

conditional or unconditional. If unconditional, the creditor has the right to take the matter to the 

District Court as soon as the borrower fails to fulfill any commitment. On the other hand, if the 

terms are conditional the borrower might for example be allowed additional time to make the 

payments - if the company is experiencing temporary liquidity problems. If the borrower breaks 

the contract the creditor will be entitled to a writ of execution, which is issued by the District 

Court. This legal document enables the creditor to contact the Swedish Enforcement Authority, 

which will then sell the property on compulsory auction and the debt will be repaid with the 

proceeds from the sale. (SFF, 2011)  (Advokatfirman Fylgia, 2013) 

 

The property owner can pledge parts of the property value to several different creditors by 

issuing additional mortgage deeds. The priorities of the loans are decided upon the chronological 

order in which they were issued, i.e. a first mortgage deed has priority over all other liens or 

claims on the property. A mortgage deed can also be taken out with lien in multiple properties, 

i.e. the creditor will be entitled to a certain amount in all of the collateralized properties, equaling 

the total sum of the deed. (Geltner et al., 2006) 

 

If the property owner wants to take a loan, and unpledged mortgage deeds on the property that 

covers the loan amount already exists, no new mortgage deeds need to be taken out – because it 

is fully possible to reuse unpledged deeds. When the property is sold the former recorded owner 

repays his outstanding loan balance and in return receives the mortgage deeds held by the 

creditor. The old owner then hands over the mortgage deeds to the new recorded owner, who 

can use them to take out new loans. Normally, this procedure is carried out by the bank that 

administers the transaction - in exchange for a service fee. (SFF, 2011) 

 

All mortgage deeds are registered electronically in the so-called mortgage record, which the 

Swedish public land record agency “Lantmäteriverket” administers. A Swedish mortgage deed 
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costs 2 % of the amount that is mortgaged to take out, plus an additional service fee of SEK 375. 

(Lantmäteriverket, 2012) 

3.7.6 Preferred equity 

When a firm initially decides to sell equity to external investors, private companies sometimes 

choose to issue preferred equity to raise capital. Preferred stock issued by a company provides 

contractually fixed dividends in terms of a guaranteed return and also seniority in any liquidation 

in contrast to common equity. It could sometimes also bring special voting rights, but generally it 

does not give the holder voting rights. Having said that, preferred stock is typically subordinated 

to any senior investment vehicles like regular bank loans or other kinds of secured debt with the 

underlying property as collateral. It is also subordinated mezzanine debt. (Berk & DeMarzo, 

2011) 

 

Preferred stock is issued without any property serving as collateral, in other words the holders 

won’t have any formal lien on the underlying real estate. In many cases preferred stock gives the 

holder an option to convert the shares into common stock on some predetermined date. If 

callable, they are referred to as convertible preferred stock. (Berk & DeMarzo, 2011) (Geltner et 

al., 2006) 

 

Preferred shares are typically known as a type of stock. But their financial features really make 

them more of a cross between a stock and an unsecured bond. Mainly because they have fixed 

dividend payments compared to the floating ones of common stock and have similar claim on 

the assets of the firm as unsecured bonds. If the company fails to pay regular cash dividends the 

dividend of the preferred stock sometimes accumulate with or without compounding interest as 

with debt. Preferred stock is commonly issued prior to mezzanine debt and has a lower ranking 

claim than mezzanine debt in the event of a bankruptcy. This explains why the yield on preferred 

stock is higher. (Geltner et al., 2006) (Berk & DeMarzo, 2011) (Fuller & Thompson, 1993) 

 

Preferred stocks are generally traded the same way as any common stock, i.e. on an exchange or 

over the counter with the help of a broker. But they are usually traded in much smaller volumes 

than common stock, which can result in large spreads between the asking and bid price. This is 
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important to know as an investor because it can hamper a quick exit at a desired price level. 

(Geltner et al., 2006) 

3.7.7 Mezzanine debt 

Mezzanine debt is structured as a loan, which in some cases enables the creditor to take 

possession of part of the property company in the event of a default. But it is subordinated to 

senior debt such as e.g. construction loans and bank loans. Normally, the mezzanine debt holder 

is not entitled to receive return until the senior debt holders are fully compensated. Because 

mezzanine debt is often unsecured, financiers normally demand higher compensation compared 

to more senior debt instruments. (Geltner et al., 2006) 

 

When used in real estate financing, mezzanine debt is typically used after initial mortgage 

borrowings and any construction financing debt. When placed before senior debt it works as a 

buffer of capital exposure and protects the senior debt lenders, e.g. in a growing and risky phase 

of a construction project. If the interest is not paid during a certain period the interest amount 

accumulates and the company has to pay compounding interest on the amount to make up for 

this. (Geltner et al., 2006) 

3.8 Debt structures – An international 
comparison 
Bank loans are by far the most common form of debt financing for the real estate sector in 

Sweden. The strong tradition of bank funding originates in that bank loans have been easily 

accessible for Swedish corporations and attractively priced in relation to alternative sources of 

funding. Many firms have good and long-standing relationships with their banks. Additionally, 

rating is often required when issuing other types of debt instruments and this is associated with 

high costs. (Sveriges Riskbank, 2011) (Gunnarsdottir & Lindh, 2011) (Donner & Svensk, 2012) 
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An interesting funding comparison between different countries is made in the graph below; 

 
 

Sweden is most closely comparable to Germany in the graph. The most prominent difference is 

to what extent U.S. companies use bond financing.  

 

On the U.S. market, bonds are more important than stocks when it comes to capital structure. 

Bank loans are despite that still vital in the U.S. as an external source of funding, but the trend is 

towards corporations seeking funding in the capital market. Small businesses find it difficult to 

raise capital in comparison to large and well-known companies in the United States. Moreover, it 

is mentioned that secure financial collateral arrangements, that the market participants trust, are 

important when raising capital. Lastly, it is highlighted that bonds in the United States are often 

designed in a complex way, legally wise, which put pressure on the issuer to fulfill certain 

requirements. (Mishkin, 2012) 

 

Figure 3 Sources of external financing (Mishkin, 2012) 
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When analyzing some of Sweden’s largest private real estate companies it is obvious that capital 

market debt is under-represented. The following graph expresses how small of a fraction that 

actually can be linked to the Swedish capital market through e.g. bonds; 

 
 

 

There are also minor differences between Swedish real estate companies and U.S. real estate 

investment trusts (REITs), when it comes to loan to value ratios. A U.S. REIT is any American 

company or trust that acts as an investment agent in the real estate sector and/or real estate 

mortgages market. They often have special rules of taxation that differentiate them from other 

U.S. companies. (Berk & DeMarzo, 2011) 

 

Figure 4 Proportions of Equity, Bonds and Bank Debt (Donner & Svensk, 2012) 
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The median level of net debt for all U.S. stocks was about 22 % of firm value, but there are 

substantial differences between industries, which are accentuated in the following graph; 

 

 
Figure 5 Debt levels of U.S. REITs (Berk & DeMarzo, 2011) 
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The median loan to value ratio levels for US REITs is about 70 % (Berk & DeMarzo, 2011).  

In Sweden, the number for publicly traded real estate companies range between 60 – 65 %.  

This is slightly lower, but still an indicator of the importance of debt financing for the real estate 

sector compared to other industries (Nordlund & Lundström, 2010).  

3.9 New financial regulation affecting the bond 
market 

3.9.1 Introduction Basel III 

In the aftermath of the financial crisis of 2008 many governments took action to increase bank 

regulation. One important measure was to regulate the banks to make sure they set aside 

sufficient capital to progressively protect themselves against the risks they take. This was made to 

make sure that banks have capital left in economic turmoil to ensure stability in the financial 

system. (Sveriges Riksbank, 2010) 

 

The current bank regulation in Sweden is based on Basel II but will soon be replaced by Basel 

III, which consists of a more rigorous and robust regulatory framework in comparison to Basel 

II. This regulation has also attended to many of the shortcomings of the banking system 

governments saw fueled the financial crisis of 2008. Bank regulations are designed to protect the 

financial system and the stability of the economy (Sveriges Riksbank, 2010). 

3.9.2 The impact of Basel III 

With the implementation of Basel III starting at the end of the year 2012 will impact banks 

located in countries that are forced to adopt the new regulation. The implementation of the new 

regulatory system will happen gradually during the coming years. (Sveriges Riksbank, 2010) 

 

One of the major impacts of the new regulation will be the size of the capital requirements 

imposed on banks. That is, the proportion of capital that the banks will be forced to hold in 
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relation to its risk-weighted assets. This quota will increase a lot in comparison to the Basel II 

regulation. (Sveriges Riksbank, 2010) 

 

Furthermore, there will be stricter requirements on the assets, which can be used to meet these 

new capital requirements. In principle, this will mean that a greater portion of the capital must be 

in safe and liquid assets (Sveriges Riksbank, 2010).Additionally, the requirement on how much 

liquidity the banks need to allocate will be increased considerably and the measurement standard 

that will be used to calculate this is called ”Liquidity Coverage Ratio” (LCR). This ratio will reflect 

the amount of liquidity that the bank might need to hold during a 30 day stressed scenario. This 

has been implemented to enable the banks to endure when customers start withdrawing their 

money in a fast pace in combination with an economy going bad. Besides that, the banks also 

need to hold about 3 % of core capital to cover for assets and commitments outside of their 

balance sheet. The reason for this rule is to prohibit the banks to move risk from their own 

balance sheets in order to avoid being forced to hold capital for these posts. This financial 

structure was common during the financial crisis of 2008 and the legislators have been 

particularly interested in stopping this type of activity. (Sveriges Riksbank, 2010). 

 

Other lessons have been learned in the aftermath of the financial crisis as well. One important 

example is that banks should cover for the years of recession by setting aside money during 

periods of economic prosperity. With regards to this, the new regulation states that the regulators 

have the authority to impose counter-cyclical supplements to the capital requirements – to 

prevent insolvency during economic turmoil. (Sveriges Riksbank, 2010) 

 

Risk weighting of different types of assets is central to the Basel III regulation. As mentioned 

above, the value of an asset will be directly related to a risk weighting. This implies that risky 

assets will have a higher risk factor than less risky assets, such as e.g. government bonds or 

mortgage loans. A consequence of this will be that banks holding a considerable proportion of 

risky assets will be forced to increase their capital base quite a lot. If this is combined with the 

fact that the capital requirements will increase in general - the change will be prominent for 

Swedish banks. (Sveriges Riksbank, 2010) 

 

In conclusion, the capital requirements will be higher with Basel III and this means increased 

costs for the banks. These costs will consist of the greater capital requirements plus stricter rules 
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when it comes to financing and which types of assets that are allowed as primary- and core 

capital. 

3.9.3 How Basel III will affect banks and ultimately corporate bank 
loans 

The major impact of Basel III on the banks will be increased costs. The banks will be forced to 

have longer debt maturities, which is associated with higher interest rates. The quality of the 

capital that constitutes the capital requirements will need to be higher. The cost of complying 

with the liquidity requirements is high because liquid assets generally provide lower returns than 

other more risky assets classes, which the capital previously could be invested in. (Sveriges 

Riksbank, 2010) 

 

The increasing costs may affect different parties depending on how the bank decides to change 

its business structure as a result of the new regulations. One option is to shift the costs to the 

consumers with consequences like higher fees, less favorable loan terms and higher interest rates. 

Another alternative for the banks is to absorb the costs themselves, which will lead to lower 

profits and smaller returns for the banks’ shareholders. This scenario is unlikely to occur if taken 

into consideration that the banks must act in the interest of their shareholders and they will 

continue to expect a return on equity of about 15 %. (Berk & DeMarzo, 2011)  (Sveriges 

Riksbank, 2010) 

 

With Basel III corporate loans will get a higher risk weighting. This means it will be more 

expensive and challenging for banks to give loans to companies, especially if the companies have 

difficulties to put up assets as collateral - e.g. if their assets consist mainly of machines or such. 

Onwards, the banks might be more restrictive with lending to real estate companies with regards 

to this. They will most likely also require higher margins and maybe focus more on the existing 

key corporate loan customers than to give out new loans. This may increase the demand for 

alternative sources of financing such as corporate bonds (Gunnarsdottir & Lindh, 2011). 

 

The Basel III rules started to get implemented in the beginning of 2013 but not all regulations 

will be implemented directly. It will take several years before all parts of the regulation will have 

full legal power. Although the regulation formally hasn’t been fully implemented yet, the banks 

will need to start adapting to the new market rules instantly. The banks more or less know what is 



46 

 

 

coming and need to start preparing in order to meet the requirements in the future. (Sveriges 

Riksbank, 2010) 

3.9.4 Introduction to Solvens II 

Solvens II is the new regulatory framework for the insurance industry within the European 

Union. The reason for implementing this type of regulation is to harmonize the insurance sector 

within the union and protect consumer interests. This regulation will be of great importance to 

the bond market because insurance companies are the largest investor category in Sweden, 

accounting for 43 % of the total holdings. The final version of Solvens II is scheduled to be 

implemented during 2014. (Statens Offentliga Utredningar, 2011) (Donner & Svensk, 2012) 

 

The current regulation of the Swedish insurance industry is called Solvens I and was implemented 

in the early eighties. The goal with the solvency regulation is to force insurance companies to 

hold a specified minimum margin of assets to cover their insurance commitments. (Statens 

Offentliga Utredningar, 2011) (Finansinspektionen, 2011) 

 

The new Solvency II regulation can be divided into three pillars; 

 

• The first pillar contains the quantitative rules regarding for example valuation of assets, 

how much money needs to be held as capital base and how to determine the market value 

of insured risk.  

 

• The second pillar contains the qualitative rules on how corporate governance should be 

conducted.  

 

• The third pillar sets the standard for public reporting and reports to the governing 

authority. (Statens Offentliga Utredningar, 2011) 
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3.9.5 The impact of Solvens II 

Solvens II will affect the insurance companies on both the asset and liability side of the balance 

sheet. The effects on the asset side will on what investments they can undertake as well as rules 

regarding the duration of assets in relation to the liabilities in order to avoid duration gap 

problems. There will also be changes on the liability side of the balance of insurance companies, 

where insurance policies could be altered to comply to with new regulation.  

 

The new rules will not only affect the insurance market but it will also have a great impact on the 

financial market in numerous ways. One important part of Solvens II is that assets will be valued 

with regards to their riskiness, correlation with each other as well as the way they match the 

companies’ liabilities (Bank for International Settlements, 2011).  

 

Furthermore, risky assets classes like for example stocks get a higher weighting - meaning that the 

company will be forced to hold larger quantities of capital for this type of risky asset. This makes 

risky assets less profitable and therefore less desirable for insurance companies to hold. The new 

regulatory framework will encourage insurance companies to better match their maturities. The 

matching will be heavily reliant on what type of insurance products the company offers. If the 

products have long maturities and are associated with high risk the company will have to match 

these liabilities with assets that have long maturities and low volatility. (Statens Offentliga 

Utredningar, 2011) 

3.9.6 How Solvens II will affect the bond market 

Given what is stated above there will be some major changes in the bond market. Firstly, junk 

bonds will be significantly more expensive for insurance companies to hold compared to highly 

rated investment grade bonds with long maturities (Gunnarsdottir & Lindh, 2011).  

 

An interesting fact to stress is that European government bonds are considered risk free - 

meaning that a lot of capital will be allocated to these instruments because of their capital cost 

effectiveness. This is however questionable due to the evident default risk of some European 

countries such as e.g Greece. (Benari, 2011). In general insurance companies will adapt in a way 

so they minimize their cost of capital and maximizes profitability.  
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Since Solvens II will make it more costly for insurance companies to hold more risky assets such 

as junk bonds - the demand for these type of instruments will likely decrease.  Since insurance 

firms have such large share of the bond market the effects can be substantial. The demand is 

likely to shift from higher yielding junk bonds to more highly rated bonds - many Swedish 

corporate bonds by real estate companies lack rating and would probably receive a low one by 

the large international rating firms.  

 

Basel III makes corporate bank loans pricier and less available and a possible scenario is that real 

estate companies will seek funding in the capital market to a larger extent. However, the demand 

to buy corporate bonds issued by Swedish real estate firms might decline for insurance 

companies as Solvens II gets implemented and the insurance corporations shift their focus 

towards more highly rated bonds. (Gunnarsdottir & Lindh, 2011)  
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4. Descriptive analysis of 
empirical material 

4.1 Current market requirements for bond 
issuances in Sweden and differences 
compared to bank loans 
At the moment, there are some market standards when it comes to issuances of corporate bonds, 

which will be explained hereinafter. 

 

Catella Nordic Fixed Income (Catella NFI) explains that the bonds are registered and 

dematerialized in the Euroclear-system - which means they become electronically registered. The 

actual legal bond terms are often very much alike the terms of bank loan agreements. Even if it is 

a corporate bond issued by a real estate company - there are lots of standardized legalities that 

investors have seen before and probably feel comfortable with, according to the representatives 

of the real estate companies.  

 

An investment bank acts as issuing agent and sells the instruments to investors in the capital 

market. The bonds need to be issued by a public stock company. The investment bank will sell 

the bonds through private placement, which means that the bank will offer the instruments to a 

small number of chosen larger investors. If the bonds are listed or publicly traded – a prospectus 

is required which needs to be approved by the Swedish Financial Supervisory Authority. On the 

other hand, it is fully possible to make a public offering of these instruments. But this is rarely 

made due to fact that corporate bonds by real estate firms are in general denoted in values around 

EUR 100 000 per lot, stresses Catella NFI.  

 

Bonds often have longer durations than bank loans, making them suitable for companies wishing 

to secure their financing for longer periods. Another difference between corporate bonds and 
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bank loans is that premature repayment of a bond is customarily subject to a penalty fee and is 

therefore rarely made. Making changes in bond terms are often much more complicated in 

comparison to bilateral bank loans. This is explained by the fact that changes in the contract 

require a majority decision from the bondholders. If the significance of the alternation is severe a 

larger majority may be required, these terms are dictated in the bond contract. Major changes to 

the terms of the bond contract usually require 2/3 or 3/4 of majority. Moreover, changing the 

coupons or face value usually calls for a unanimous decision. Mannheimer Swartling Law Firm 

(MSA) clarifies that a term altering decision is strictly based on the decision of the bondholders 

attending the meeting – but is legally binding for all holders of the bond. However, the decision 

may also be taken through a written procedure. 

 

It is also explained that bond investors have in the past been accepting of acquiring debt 

instruments without senior claim on assets in exchange for a higher yield. Banks on the other 

hand have not been susceptible to the idea of giving up senior claim. MSA informs that it is rare 

for real estate companies to finance new purchases through the bond market. It is most common 

to use a bank loan as a bridge loan and then arrange bonds for the longer-term financing.  

4.2 Unsecured bonds 
As mentioned earlier there have recently been quite a few bond issuances in the Swedish market 

to finance commercial real estate investments.  

 

There are signs of a trend towards the market beginning to accept two product structures for 

unsecured bonds. The first version is a MTN-program that involves quite few covenants as well 

as negative pledge. This kind of program is usually used by recognized and financially stable 

companies. Commonly, a negative pledge is a provision in the contract that prohibits the 

borrower from issuing secured market loans that would outrank the issued debt. Usually, the 

issuer is allowed to take on additional debt with lower ranking claim or claims that rank “pari 

passu”, with the issued bond. Pari passu means that two securities have equal rights to payment 

in the event of a default (Berk & DeMarzo, 2011). This is used to ensure the current lender that 

subsequent loans cannot achieve a higher-ranking claim on the company’s assets. The second 

version involves many more covenants and is considered a high yield alternative by the market 
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today. This version has mostly been used for issuances of single bonds - to gain access to 

additional capital and not as part of a MTN-program.  

 

When discussing when it is suitable to issue unsecured bonds in favor of secured bonds there are 

two fundamental factors that must be taken into consideration – flexibility versus funding costs. 

MSA explains that the rule is that issuing secured bonds generates lower funding costs. But how 

much cheaper funding depends on the issuing company.  

 

Many Swedish real estate companies are considered very stable firms. Some might have 

government ties, others have very low Loan-To-Value ratios with safe underlying assets. The 

safer and credit worthier the company is - the less likely the company is to go bankrupt and 

therefore investors will not price having senior claim as highly. This leads to a decreased spread 

between unsecured and secured bonds for financially robust and solid real estate enterprises. 

 

Financially reliable companies in Sweden have in the past chosen to issue unsecured bonds 

because of the minor difference in yield they obtain between a secured- and unsecured issuance. 

The discount in yield of issuing secured bonds hasn’t been worth giving up flexibility for. Having 

to pledge properties in a portfolio is problematical to most real estate companies because they 

have to stay fixed in the balance sheet during the duration of the bond. Being restricted from 

making changes in the portfolio for e.g. three or five years stipulates a risk factor if market 

conditions change considerably or if great opportunities for investments or divestments arise. 

Even if a company is allowed some flexibility in the contract when it comes to switching one 

pledged property for another, it is a rather long-winded legal process that many companies like to 

avoid according to MSA. 
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The illustration below portrays the issuing structure for an unsecured bond; 

 
Figure 6 Unsecured bonds (information provided by Mannheimer Swartling) 

In this structure the real estate company itself issues bonds directly to investors and gets capital in 

return. Since it is the real estate company that issues the debt with the help of an investment bank 

the investors are exposed to the company as a whole and not specific properties and an external 

issuing company.  

 

Two representatives from the real estate firms state that unsecured bond financing cannot be 

considered a substitute to bank loans for most companies. This is because these loans have junior 

claim on the underlying assets in the case of a bankruptcy. Accordingly, these bonds are 

considered more risky investments and the investors thereby demand a higher yield compared to 

secured debt - making this kind of financing a lot more expensive than bank loans.  

 

One of the representatives highlights that the required rate of return on equity is in general 15 % 

and that they have managed to raise capital through unsecured bonds at a cost of 6-7 %. This 

should be compared to the current average lending cost of Swedish real estate companies that as 

of Q4 2012 is 3.8 % (Catella Corporate Finance, 2013).  
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On the contrary, Swedbank Debt Capital Markets (DCM) states that unsecured bonds can be a 

direct substitute for bank loans if the company’s underlying assets are considered safe and the 

LTV ratio is low both pre- and post a bond issuance. As an example of this, Swedbank DCM 

points to Huvudstaden and Vasakronan - two companies that the market consider very safe due 

to their low leverage and stable cash flows. These two companies have been issuing unsecured 

bonds with rates competing with those of bank loans or even slightly lower. The capital market 

has been eager to lend capital, at very competitive rates, to these companies because of their low 

risk profile. Hufvudstaden and Vasakronan have issued uncovered bonds with rates of STIBOR 

+ 140 basis points (bp) and STIBOR + 90 bp respectively. This could be compared to higher 

leveraged companies such as Klövern and Corem, which issued bonds with rates of STIBOR + 

400 bp and STIBOR + 350 bp (Vasakronan, 2013) (Hufvudstaden, 2012) (Klövern, 2013) 

(Corem, 2013). All these transactions were made during the past 6 months.  

 

Additionally, Vasakronan issued two year unsecured bonds with a fixed rate of 2.875 % in 2012 

and Hufvudstaden issued five year unsecured bonds with a 3 % rate in 2013. This clearly shows 

how even unsecured bonds can be an alternative to bank loans if the leverage and the overall risk 

level in the company are considered low (Vasakronan, 2013) (Hufvudstaden, 2013).  

 

What it comes down to is primarily the yield spread between secured- and senior unsecured 

bonds. Both Vasakronan and Hufvudstaden have such low levels of secured debt that the 

recovery rate, i.e. the amount recovered through bankruptcy procedures in event of a default, is 

more or less the same for a senior unsecured bond as for a secured bond with underlying 

collateral. The probability of default will stay the same the same in both cases if the total debt 

level remains the same. Because the risk for the investors will effectively be the same, few will be 

willing to pay a premium for secured debt issued by these companies. As the market matures 

these issuers are likely to be able to issue senior unsecured bonds with terms as favorable as those 

of bank loans with mortgage deeds as collateral. In an effective market, if the recovery rate of 

secured- and senior unsecured bonds is the same, there should not be a spread between the 

instruments.  

 

Companies with high LTV-ratios are effectively excluded from the corporate bank loan market 

with regards to unsecured loans. This means that unsecured bonds issued by these companies 

should be compared to issuance of equity or preferred stock that is considered to be inflexible 

and considerably more expensive.   
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Figure 7: The effect of leverage for holders of unsecured bonds (Own illustration) 

 

This figure illustrates the importance of a company’s overall debt structure when evaluating 

unsecured bonds. In debt structure (1) the holders of secured debt will start losing part of their 

investment if the value of the assets falls below 65 %. However, in debt structure (3) holders of 

unsecured debt only start losing money if the value falls below 50 %, actually making them more 

robust against falling asset values. On the other hand, holders of unsecured debt in structure (2) 

start losing money if the value drops below 80 % and are completely wiped out at 65 %. The 

above picture shows how unsecured bonds can have a high-ranking claim if the company has low 

levels of secured debt. In this case, the unsecured debt will probably be priced attractively by 

investors. 

 

The Third Public Pension Fund (Tredje AP-fonden) is of the opinion that unsecured corporate 

bonds by real estate corporations are moving towards a more reasonable price image. Both the 

investors and the banks agree that the capital market has had a hard time evaluating real estate 

debt in an accurate way.  

 

Real estate companies are rather new actors in the bond market and there is no standardized way 

of valuing risk and opportunities in these companies’ bonds. Comparing yields between two real 

estate companies is thereby no exact science and investors need to rely on their own judgment to 

a larger extent than usual. It is doubtful whether the market for corporate bonds by real estate 
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firms is genuinely effective at the moment. It is complicated to assess the risk premium for 

different factors affecting the underlying real estate. Higher leverage, less attractive locations of 

the properties, short contracts and risky tenants should all result in a raised risk premium - the 

question is to what extent. This has also led to higher yields since the forecasting errors are 

considered higher with these bonds since there is little historic data to consider. Both investors 

and banks agree on that real estate companies that are currently involved in the bond market are 

now in a kind of test period - where they have to prove themselves worthy to potential investors.  

 

The main reason the interviewed real estate companies gave to why they chose to issue unsecured 

bonds was to achieve higher Loan-To-Value ratios. By issuing unsecured bonds companies have 

increased their LTV ratios by up to ten percentage points at a cost of less than half of issuing 

additional stocks. Unsecured bonds are thereby seen as an inexpensive way for companies, that 

want to increase their potential return, by increasing their leverage. Since unsecured debt is 

seldom earmarked to specific investments and the covenants in the loan terms are in general less 

intrusive compared to secured debt - companies are also allowed more flexibility in how they can 

use these funds.  

 

As showcased in the graph earlier, one important factor to consider with unsecured bonds is that 

the ranking of the claims depends highly on how much senior debt the company holds. Since this 

affects the risk of the bondholders and thereby the prizing of the bond - a negative pledge is 

often used to secure the bondholders ranking of the claims.  

 

It is probably unwise for a company that has issued unsecured bonds to start issuing secured 

debt, regardless of the negative pledge. This is because giving collateral to new bond investors 

will affect the price of the currently outstanding bonds. Alternating the ranking of the asset after 

issuance in this manner will decrease the value of the current investors’ holdings. 

 

AB Sagax, that has issued unsecured bonds, recognizes that it is a quick and simple way of raising 

funds. They emphasize that the process is slightly different, but no more burdensome than taking 

up a bank loan. Klövern even states that they have been able to achieve financing through the 

bond market in 4-5 weeks as compared to bank loans, where the processes could drag out for 2-3 

months, for certain real estate investments.  
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Due to the fact that issuance of corporate bonds are a standardized an proven product at the 

investment banks the procedure of applying this process on real estate companies is simple 

according to the interview objects. Additionally, because this is a well-proven way of raising 

capital the investors feel safe and knowledgeable of how the instruments are structured. They 

also state that the sales and distribution process proceeds seamlessly in most cases. 

 

Another advantage of using unsecured bonds instead of bank loans is that bank loans almost 

always require some form of collateral - usually in the form of mortgage deeds on the properties. 

The exclusion of collateral opens up for a possibility to borrow more money and the cost of 

taking out mortgage deeds can be fully avoided, thereby not giving up any flexibility in the 

underlying real estate. 

4.3 Secured bonds 
When issuing secured bonds in opposition to unsecured bonds the company needs to choose 

whether to use stock pledge or mortgage deeds as collateral. The company must also choose a 

bond structure that harmonizes with their company structure.  

 

Another important factor that will influence the total cost of issuing secured bonds will be if 

there are existing mortgage deeds on the properties or not. The Swedish market for commercial 

real estate is fairly liquid. Most buyers will borrow about 50-70 % of the purchase price from, 

historically, a bank. This means that for old properties there are in most cases existing mortgage 

deeds that can be used as collateral for a potential bond issuance, which lowers the total cost of 

the issuance. Sweden is somewhat of a special case because taking out a mortgage deed will cost a 

certain percentage of the value of it. In many other countries the cost will be fixed and calculated 

only to cover the administrative expenses. MSA explains that this cost has prohibited at least two 

transactions they have been involved in – because there was no existing deeds and the cost of 

taking out new deeds was simply too high. Swedbank DCM informs that there have been cases 

where companies where looking at paying about SEK 70 – 80 million in fees in order to issue 

secured debt with mortgage deeds – and chose to not do so because of the most notably high 

cost. (Mannheimer Swartling, 2013) (Swedbank, 2013) 
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All costs exceeding the administrative costs of taking out mortgage deeds should probably be 

considered a tax. Paying 2 % to take out a mortgage deed most likely means that a portion of the 

cost will constitute profit for the government - at least for properties with high market value. 

This is because the national land survey of Sweden (Lantmäteriverket) is a government authority. 

 

Described below is the various secured bond structures that have emerged during the interviews 

and the possible advantages and disadvantages of these. 

4.3.1 Potential Secured bond structures available today 

4.3.1.1 Direct funding through the property owning company 

 
Figure 8 Direct funding through the property owning company (information provided by Mannheimer Swartling) 

 

This is the most simple bond structure currently available for secured bonds. The structure is 

equivalent to the unsecured bond structure with the addition of bond investors being entitled to 

mortgage deeds as collateral. The bond investors will in this structure lend money in exchange for 



58 

 

 

bonds and a security agent will hold the mortgage deeds of the pledged properties. In other 

words, this is a direct form of financing between the bonds investors and the real estate 

company. The role of the security agent is to externally represent the bondholders’ interests. The 

work tasks of the security agent e.g. include monitoring compliance certificates, validating 

valuation reports and that company reports are submitted and that they are in compliance with 

the legal contract of the bond, Swedbank DCM explains. 

 

The Swedish real estate companies arrange their company structures in different ways. In general 

as a lender you will want to lend money as close to the company holding the actual assets as 

possible. If you as a creditor have claims on the assets of the holding company, but the real estate 

itself is located further down the company structure, in subsidiaries, a possibility evolves for other 

creditors to achieve higher ranking of their claims on the subsidiaries.  

 

In a company structure where the real estate company owns the properties directly, this is an 

attractive bond structure MSA concludes. However, it is more typical in Sweden that the actual 

commercial properties are placed in stock companies to avoid stamp duty of 2 % of the purchase 

price on future transactions of the properties. This structure is more common for smaller real 

estate firms, while larger corporations often have more complicated structures. But if the real 

estate company uses this corporate structure it will be a very straightforward process to issue 

bonds. According to MSA it is not possible to give the lenders alternative collateral in the form 

of share pledge with this structure. 

 

It could be advantageous for real estate enterprises to use this corporate bond model directly in a 

subsidiary if this is a special purpose entity (SPE) with a specific objective - to just hold one 

major asset of great market value. A SPE is a company created to fulfill narrow, specific and 

sometimes temporary objectives. MSA gives an example of the large Swedish bank Nordea, 

which issued a bond about seven years ago directly in the special purpose entity holding their 

headquarter property in central Stockholm. The SPE thereby managed to get direct funding. 

MSA considers this structure somewhat inflexible. The reason to this is that if the bond defaults 

and the collateral is about to be claimed the creditors need to get a writ of execution which is 

issued by the District Court. On the contrary, if the bond is collateralized by stock pledge the 

lenders will simply gain ownership of the shares of the underlying property owning SPE when 

realizing the pledge. This is a quicker and more discreet process than holding a public auction to 
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sell a property. The only other possibility in an insolvency situation is if the company that issued 

the bonds voluntary sells the pledged properties themselves and thereby repays the loans.  

 

4.3.1.2 Indirect funding through the parent company 

 
Figure 9 Indirect funding through the parent company (information provided by Mannheimer Swartling) 

 

This structure is similar to how a majority of the larger Swedish real estate firms are corporately 

structured. On top in the structure, there is a parent company and the actual properties are 

located in SPE subsidiaries owned by this company. MSA emphasizes that this structure is the 

easiest to apply on real estate companies that already have financed their properties by bank loans 

and by doing so already have taken out mortgage deeds on the properties. 

 

The bonds are issued by the parent company and bought by investors. The parent company then 

gives internal loans to the property owning subsidiaries - these loans could be fully or partially 

secured by mortgage deeds. It is fully possible for the internal loans to be of less value than the 
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total issued value of the bonds, meaning that the parent company is able to hold parts of the loan 

as liquidity for alternative future investments.  

 

The subsidiaries will give the parent company mortgage deeds in exchange for the internal loans, 

these mortgage deeds are then legally given to the bond holders as collateral for their loan to the 

parent company.  Swedbank DCM explains that a security agent will hold the actual mortgage 

deeds during the duration of the bond. MSA stresses that this structure gives the company the 

possibility to fully or partially replace the mortgage deeds with alternative collateral such as share 

pledge with a negative pledge clause - which prevents the parent company from issuing any 

additional debt with equal or higher ranking claims in the property owning subsidiaries.  

 

One positive aspect, structurally, of pledged stock is that it allows for exercising of the share 

pledge without involving the District Court. It is then possible to realize the pledge through 

private parties as opposed to public authorities, which is usually a more convenient process. 

However, one major factor that must be taken into consideration with pledged stock is that the 

actual stock company could have their own claimants, like for example employees or the tax 

agency and then the ranking of their claims could be higher than the bondholders according to 

MSA. 

 

The negative pledge in this structure is often constructed in a way that allows the company to still 

borrow money in the subsidiaries as well as in the parent company. The only requirement is that 

no additional loans can be taken out with the underlying properties as collateral. With this bond 

structure the negative pledge in most cases also state that no supplementary bond issuances are 

allowed to be made that are ranked pari passu or better. It is also important to note that the 

negative pledge needs to be written in a way so that it comprises the subsidiaries as well - in order 

to avoid additional debt further down in the corporate structure that affects the bondholders’ 

claim on the assets.  

 

This type of structure can also be adopted to use large parts of a property portfolio as collateral 

by dividing the portfolio into different subsidiary companies - a portfolio consisting of Swedish 

properties can thereby be divided into for example a Stockholm, Gothenburg and Malmo 

portfolio. If the company then uses the Stockholm portfolio as collateral for a bond issued within 

this structure this limits the company’s ability to issue new debt within the portfolio. The 

opportunities for the company to infuse new capital in this portfolio are to add further equity by 
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for example issuing preferred stock or adding debt by issuing unsecured bonds. If the company 

wants to add new collateralized debt they are forced to use properties within one of their other 

unleveraged portfolios.  

 

If there are no mortgage deeds taken out on the properties, that will constitute the security mass 

for the internal loans in this structure, new mortgage deeds need to be taken out which will 

increase the total cost of issuance. According to MSA, potential bond investors might also feel a 

bit cautious if the properties have not been pledged for bank loans in the past – they will 

probably wonder why the bank haven’t been willing to finance these properties before and the 

investors might then require a higher yield. 

 

This structure gives the bondholders exposure to the parent company. There are both positive 

and negative aspects of this. One positive effect is that the bond investors gain some 

diversification effects by being exposed to the parent company because of its broader portfolio of 

real estate investments. If the parent company holds different types of real estate assets in 

numerous locations the investors are not as dependent on the performance of a single property 

or homogeneous property portfolio. Additionally, the company might hold some liquid assets in 

their portfolio such as different types of securities and cash that can provide a buffer and dampen 

the liquidity risk in the event of economic turmoil. Another positive feature with using this 

structure is that the bond can get additional list recognition if the parent company is currently 

listed on an exchange or has previously been active in the capital market. This is because 

investors might have previous experience of investing in the company.  

 

On the other hand you add credit risk and management risk from the parent company which 

investors need to take into account. In short, the bond investors need put great effort into 

analyzing the parent company itself and the risks they are facing. If the company’s policy is to not 

issue a lot of debt and tries to keep their LTV ratio low in combination with only investing in 

safe assets, then this might actually decrease the yield of the bond. On the contrary, if the 

company is notorious for a geared balance sheet and risky investments in questionable locations - 

the investors will probably require a higher yield because of the increased credit- and 

management risk. 
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4.3.1.3 Financing through a special purpose entity which entitles the bond 
investors to direct claim to the portfolio 

 
Figure 10 Financing through a special purpose entity that entitles the bond investors to direct claim to the portfolio (information 
provided by Mannheimer Swartling) 

 

This is substantially the same structure as the one mentioned before but with the addition of a 

special purpose entity (SPE) issuing company with the sole purpose of handling the bond 

issuance - in comparison to having the bonds issued by the parent company. This structure is 

particularly suitable if the portfolio consists of many properties and isolated risk is of great 

importance, according to MSA. 

 

An issuing company is registered and is not allowed to hold any other debt and is prohibited 

from having any employees. Furthermore, the issuing company cannot have any past record with 

the tax authority. The single purpose of this company is to lend money directly to the property 

owning subsidiaries, which also are special purpose entities. The issuing company is owned by the 

parent company and will be on the same corporate level as the property owning subsidiaries. 

Consequently, it is vital that the subsidiaries just act as holding companies for the properties and 
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don’t engage in any other business activities, in order to minimize the potential management- and 

credit risk exposure.  

 

The bond investors will lend money to the issuing company in exchange for mortgage deeds in 

the property portfolio. The issuing company is responsible to lend money to the property owning 

subsidiaries and then passing on the mortgage deeds they receive to the bond holders. The bond 

investors could also get share pledge in the property owning subsidiaries via the parent company, 

in addition to the mortgage deeds.  

 

This structure will isolate the bond investors from risk in the parent company. But on the other 

hand, there will be no buffer in terms of operating margin on corporate group level. Swedbank 

DCM means that this may make the bond unattractive to some investors due to the fact that 

there are more advanced models for analyzing the corporate exposure and a great uncertainty on 

how to value a strict real estate asset bond.  

 

Using this structure allows for the bonds to be limited recourse, which means that the lender has 

limited or no claim against the parent company if the collateral is insufficient to repay the debt. 

The structure is built on something called ring-fencing which means that the SPE’s holding the 

actual assets are financially separated from the parent company in the corporate group without 

being autonomously operated as a separate entity, MSA explains. 

 

Hansan AB puts forward that the parent company historically has been responsible for 

appointing the service agent. This is why many banks and investors require an independent 

security agent, which oversees the service agent, looks after the interests of the bondholders and 

holds all collateral until the bond matures. 

 

MSA explains that it is an easier, quicker and less expensive process to rate bonds issued in this 

structure with special purpose entities than bonds issued by the parent company. This is due to 

the fact that all of the management and credit risk infused by the parent company can be 

excluded and you can explicitly analyze the underlying real estate.  
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4.3.1.4 Financing through a special purpose entity without direct claim in the 
real estate portfolio 

 
Figure 11 Financing through a special purpose entity without direct claim in the real estate portfolio (information provided by 
Mannheimer Swartling) 

 

This structure is the most legally complex one and thereby the most difficult for investors to 

analyze. It can be implemented without issuing any mortgage deeds at all, which creates the 

highest level of flexibility of all the bond issuance structures presented in this paper.  

 

In this bond arrangement, the issuing company acts as an internal bank in the business structure. 

It will lend money to the property owning subsidiaries in exchange for either mortgage deeds or 

share pledge in the subsidiaries. If share pledge is used, the parent company will give share pledge 

in the property owning subsidiaries to the issuing company.  

 

All collateral is held solely by the security agent on behalf of the bondholders. The collateral for 

the bonds is given through share pledge in the issuing company. This structure enables the real 

estate company to make changes in its portfolio, which is used as collateral for the bonds, 

without the involvement of the bondholders (as long as they are in compliance with their 
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contractual agreement). The security agent’s role in this part of the process is to ensure that the 

properties in the security mass always are in compliance with the terms stated in the contract. It is 

essential that there are no competing creditors in the issuing company, because this would alter 

the value the share pledge of the bondholders, MSA underlines. If this criteria is fulfilled there is 

no problem having a temporary liquidity surplus in the issuing company for future internal loans 

to the property owning subsidiaries.  

 

The major reason to use this bond structure is to totally avoid mortgage deeds, which can be 

useful for companies that have not taken out mortgage deeds on their properties or/and have not 

used bank loans as funding earlier. It is of great importance for the bondholders that a negative 

pledge is included in the contract to ensure that no additional debt is acquired during the duration 

of the bond - that might affect their claim.  

 

Both MSA and Swedbank DCM stress that a short coming with only using share pledge is that 

mortgage deeds are higher ranked in the event of a default and they are also part of the land 

registry. One possible scenario where this can cause problems is if the company changes its 

management and the new management team is unaware of the negative pledge involving part of 

their portfolio and chooses to issue new debt secured by mortgage deeds. In this scenario, 

regardless of the negative pledge, the mortgage deed holders will have the higher claim on the 

properties as long as they have acted in good faith.  

4.4 MTN-program vs. single bonds issuance? 
When a real estate company decides to issue bonds it has to decide between issuing single stand-

alone bonds and issuing bonds as part of a MTN-program. Both options are viable depending on 

the situation according to the respondents.  

 

MTN-program 

A MTN-program is most useful if the company wants to use bond financing as a long term 

financing solution and plans to be relatively active in the bond market according to Hansan AB 

and Swedbank DCM. The first bond in an MTN-program does take some time to set up because 

of all the paperwork needed. On the other hand, since the base prospectus is the same for all 
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bonds within the program subsequent bonds can be issued relatively simply. The only paperwork 

needed for the subsequent bonds is a document specifying the terms for that specific loan. This 

document contains information such as if the bond will have fixed or floating interest rate, the 

size of the coupon, duration etc.  

 

According to the respondents a MTN-program could potentially drive down the liquidity 

premium for investors and thereby reduce the interest rate. Hansan AB explains that a MTN-

program has the benefit of proclaiming to investors that the company plans to use the capital 

market as part of their long term funding solution. This results in that more bonds will be issued, 

thereby increasing the liquidity of the company’s bonds and further decreasing the liquidity 

premium.  

 

Some of the largest real estate companies in Sweden such as Vasakronan, Hufvudstaden, 

Castellum and Jernhusen have chosen to use MTN-programs as part of their long term financing 

solution. These MTN-programs all consist of unsecured bonds but it is also possible to issue 

secured bonds within a MTN-program. In 2011, Hansan AB was the first company to issue 

secured bonds through a MTN-program in Sweden. The only thing different with their program 

is basically that they need put down new mortgage deeds for each bond issuance. 

 

For companies that have a long term plan to substitute part of their bank loans with financing 

through the capital market both Swedbank DCM and Hansan AB agrees that a MTN-program is 

most likely the best alternative.  

 

Single stand-alone bonds 

These bonds are issued independently of one another and require their own prospectus together 

with the specific bond contract. This removes most economies of scale effects of issuing several 

bonds and makes the issuance of the subsequent bonds more or less as time consuming and 

costly as the first.  

 

Both Swedbank DCM and Hansan AB recommend this solution for companies that are not 

planning to be very active in the bond market and that may only have a temporary financing 

need. Situations where this might occur are for example; financing of a specific real estate 

portfolio, temporary need for liquidity and financing of construction projects. Issuing bonds to 

finance a particular portfolio may give real estate companies more flexibility to take on more risky 
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investments that banks may not want to be involved in. The respondents all agree that bond 

investors in general are more willing to accept more risk as long as they are compensated with a 

higher yield. This is an advantageous factor in comparison to bank loans, as banks seldom are 

willing to raise their interest rates enough to take part in high risk projects. 

4.6 Weaknesses, Strengths and Threats of 
making bonds financing a viable alternative to 
bank loans 

4.6.1 Positive effects for Swedish real estate companies of being 
active in the bond market 

All respondents agree that one major reason for being active in the corporate bond market is 

diversification of funding sources.  

 

Öhman further explains that it is nearly impossible for Swedish real estate companies to know 

how the large banks want to manage their real estate loan portfolios in the future. Business cycles 

come and go and all of the sudden corporate real estate loans might not be as profitable anymore. 

Another possibility is that the banks themselves, or maybe a government authority, implements a 

new maximum exposure level towards corporate real estate loans. There are many hypothetical 

scenarios that could occur that could make banks more restrictive in their lending practices 

towards the corporate real estate sector. 

 

Klövern highlights that being active in the capital market gives them an improved flexibility and 

safety in their financing structure. It gives the company access to additional sources of funding, 

which is crucial especially in times of economic turmoil. In conclusion, the refinancing risk of the 

loan structure decreases. Klövern for example emphasizes that it is positive to have another 

counterpart in addition to banks if they would be in need of urgent debt funding for a project.  

 

Hansan AB points out that being active in the capital market isn’t only a question of acquiring 

alternative funding sources but also a matter of marketing and branding towards investors and 
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other parties. There are many positive aspects of being active in the capital market and it is 

definitely a mark of quality - given that investment banks will pick and choose which companies 

they will assist with corporate bond issuances. AP3 thinks that activeness in the capital market 

will help to build confidence for the company in the real estate market in general. Catella NFI 

agrees and further mentions that it creates a track record among the credit investors - if you are 

able to show that e.g. the coupons and the face value are paid in time. Credibility amongst the 

creditors reduces the risk premium and makes corporate bonds an even more attractive 

alternative to bank loans. AP3 shares the opinion and further stresses that having a constantly 

outstanding bond stock will affect how the market looks at the company – more and more 

investors will get to know the company over time and this will hopefully lead to lower financing 

costs, as the demand increases. 

 

Catella NFI finds that companies have been able to achieve lower financing costs already 

between the first- and second issuance, although it is hard to try and define exactly how many 

basis points. Hansan AB notes that the real estate companies usually have had to pay a premium 

at the first issuance. This premium seems to decrease over time and consequently it could be 

cheaper to set up a MTN-program and be a frequent issuer in the market instead of doing stand-

alone issuances - if larger quantities of capital over a certain time period are required.  

 

Catella NFI also mentions that the corporate bond funds value liquidity. Therefore, setting up a 

MTN-program might attract more corporate bond funds as time goes by. This is because more 

and more investors in the market will be exposed to the company as continuous loans are taken 

within the MTN-program. 

 

Hansan AB describes that access to a wider investor base is beneficial if larger volumes of capital 

is to be borrowed in the future. Öhman and Hansan AB state that many investors and funds have 

a limit on percentage exposure to single issuances. In general, they don’t want to hold more than 

7 % of the total outstanding value because of risk diversification and Öhman further explains 

that they aim at not holding more than 3 % of an issuance. Conclusively, having a broader 

investment base allows for more funds to be borrowed. Öhman adds that a future possibility for 

really large Swedish real estate companies might be to issue bonds in Euro, which would allow 

for exposure to continental Europe's institutional capital. 
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4.6.1.1 Quantitative reasoning about risk factor decrease in subsequent 
issuances 

It is important to understand that the yield to maturity for investments is given by the Fischer-

equation, which also determines the Yield to Maturity (YTM) calculation of bonds; 

 

Yield to Maturity = (1 + risk free real interest rate) * (1 + inflation) * (1 + risk premium) 

 

The formula can be simplified to; 

 

Yield to Maturity = Nominal interest rate of government bonds + risk factor (SFF, 2011) 

 

Rewriting this formula makes it possible to isolate the risk factor of an issuance by a company; 

 

Risk factor = Yield to Maturity - Nominal interest rate of government bonds 

 

AB Sagax has issued unsecured bonds with five years duration on two separate occasions.  

By using the nominal interest rate of government bonds with the same duration as the bonds 

together with the yield to maturity of the AB Sagax bonds at issuance it is possible to estimate the 

risk factor for the bonds.  

 
Table 2 AB Sagax risk premium discount calculation (Sveriges Riksbank, 2013) (Nasdaq OMX, 2013) 

 
 

Several of the respondents have stated that companies may be able to obtain cheaper financing 

by being more active in the bond market. By simplifying and rewriting the Fischer formula and 

using Swedish government bonds with five years to maturity (SE GVB 5Y) at the time of 

issuance for AB Sagax’s two unsecured bonds, a discount in risk premium of 0.18 percentage 

points could be observed between the first and second issuance. 

 

However, it is important to remember that the risk premium is built up by numerous risk 

components such as e.g. a general market risk for the real estate sector as well as unique company 

risk. But this may give some clues as to the reasonability of the claim that AB Sagax has in fact 

Sagax
Date SE GVB 5Y YTM Risk premium Discount
2010-05-20 1,86% 7,00% 5,14%
2012-03-22 1,54% 6,50% 4,96% 0,18%
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received a discount by the market because of the previous issuance. According to the CEO of 

AB Sagax, David Mindus, the financial and operational risk decreased slightly between the two 

issuances and he believes that the lower yield could be explained probably by the change in 

market conditions. Distinguishing between different parts of the risk premium is a close to 

impossible task but this section can give some indications on how to measure decrease in the risk 

premium for subsequent bond issuances. To be able to future investigate the matter - more 

issuances by the same companies with equal maturity and coupon structure need to be made in 

order to gather enough data for a more reliable statistical analysis. 

4.6.2 Stock exchange listing – Many solutions to the liquidity 
problem but with completely different implications 

 

Historically, the corporate bonds issued by real estate companies have been traded over-the-

counter (OTC) with a bank acting as market maker according to Hansan AB. OTC means that 

the trade is done directly between two parties - without any supervision of an exchange and with 

no obligation to make the price level information public. A market maker will sell and buy the 

bonds from its clients and hold the instruments in their own inventory. They will make a profit 

by buying a bond at a lower price than the price at which they sell it, or sell a bond at a greater 

price than they acquire it back at.  

 

Catella NFI explains that the trades traditionally have been done over the phone with a bank, a 

rather old-fashioned way of executing trades in other words. Hansan AB clarifies that the banks 

will provide liquidity if a bond investor wants to sell a position. Even though the banks have no 

legal responsibility to guarantee liquidity in the instrument and aren’t assured to make profit when 

executing a trade, they will most likely do this anyway because they want the investors to feel safe 

regarding the liquidity. The investors are often important bank customers and it is important to 

the bank that they are willing to invest in other instruments in the future.  

 

AP3 and Öhman say that most institutional investors consider these bonds buy-and-hold, 

meaning that they will keep the bonds until the expiration date. In this case instantaneous 

liquidity isn’t of decisive importance. It is more significant that the professional investor is able to 

sell the position even if the volume is exceptionally large. Banks are then considered to be an 
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adequate counterpart because they will have a large network of financially strong investors that 

are able to handle these positions.  

 

On the contrary, the representatives for the investors assert that the investors want a reliable and 

legitimately approved electronic exchange for these kinds of bonds. The investment regulations 

for institutional capital even requires it AP3 informs. They want a trustworthy counterpart that 

isn’t a market maker - where they are able to do transactions where both the buyer and seller are 

acting prudently and by self-interest. AP3 also explains that moving away from over the counter 

trades would increase transparency and competitiveness in the market and it would be very 

beneficial for investors to follow historical trades and act in a market where there are no hidden 

trades. This would in the long run decrease the liquidity premium and make corporate bonds a 

more competitive alternative to bank financing AP3 continues.  

 

MSA highlights that listing corporate bonds on an exchange is a very topical subject at the 

moment. One alternative to over the counter trades, where a bank act as market maker, is to list 

the bonds on a regulated market, such as e.g. OMX. A regulated exchange needs to obtain 

authorization by the Swedish Financial Supervisory Authority. This also implies that the issuing 

company needs to have an approved bond prospectus from the same authority. The listing itself 

isn’t very burdensome for a company. However, there are requirements for e.g. continuous 

publication of company information, which could make the listing toilsome and costly in the end. 

This type of listing hasn’t really been an alternative for Swedish real estate companies in the past 

because of this. 

 

Recently, unregulated markets have emerged and been trying to get a share of this market MSA 

says. An unregulated market is also subject to rules and supervision but fewer than for a regulated 

market and doesn’t require a prospectus - which calls for a lower total listing cost. 

 

An example is that NASDAQ OMX Group, which owns the “Stockholm exchange”, launched 

“First North Bond Market” recently – a multilateral trading facility for listed corporate bonds of 

small and medium enterprises. This multilateral trading facility is an unregulated market but it has 

to follow the directives of the Markets in Financial Instruments Directive (MiFID), which has 

been implemented in European financial law. MSA highlights that this type of exchange has been 

successfully introduced in Norway. The exchange is called Oslo ABM and has had several smaller 

issuances listed. 
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Catella, MSA, Öhman and AP3 all agree on that exchange listing will enforce transparency when 

it comes to historical price levels and current trading volumes. However, regardless if the bonds 

are listed or not, as long as the as the instruments are traded OTC and not openly traded thru an 

electronic platform - problems with transparency will still remain. On the other hand, Hansan AB 

clarifies that the bonds of the large real estate companies are block traded. This means that trades 

are mostly transactions of large quantities of securities. Catella Fixed Income agrees and adds that 

one trading lot is often about EUR 100 000 or more. A concrete example of this is that SFF and 

SFF II have their corporate bonds denoted in SEK 1 million per lot. Öhman affirms that this 

obviously will make the instruments inaccessible for private investors. The large banks are more 

or less the only market participants that could cross trades at these large volumes. Hansan AB 

and MSA says that one alternative is to lower the minimum trading lot to around SEK 10 000 – 

100 000 at the exchange. This would probably enable private investors to buy the instruments as 

well as also making it possible to reach a larger group of investors in general. Klövern points out 

that the hefty lot sizes of about SEK 500 000 to 1 million is due to the corporate bond prospect 

directive from the European Union, which was introduced in order to protect small private 

investors.  

 

MSA points out an important factor on the topic of making unregulated markets and corporate 

bonds more accessible for private investors. They state that it is important to remember that 

private investors will in general make less deliberate investment decisions. These market places 

will require less documentation than a regulated market, which makes it even more difficult for 

the private investors to analyze the bonds. It is also questionable whether the banks will put their 

reputation on the line and advise their retail customers to buy these instruments because of the 

risk level. However, Klövern points out that it is kind of contradictory that private investors are 

allowed to buy all kinds of stock, which could be even riskier than corporate bonds by Swedish 

real estate companies. 

 

Further on the subject, there will probably be small and more risky real estate companies, which 

maybe aren’t able to get a bank loan, which will list their bonds on these markets. Additionally, 

the amount issued might be as low as SEK 10-20 million in some cases - making the issuances 

rather unattractive for many larger banks. Many, investors seldom buy issuances under SEK 500 

million because then none of the larger institutions will buy the instrument because the size of 

issuances is not large enough. Institutional investors usually aren’t interested in holding more 
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than 10 % of the outstanding debt because of the risk factor according to Öhman. Buying 10 % 

of issuances below SEK 500 million generally is not worth the time they have to spend analyzing 

the bond. This will have a snowball effect due to the fact that smaller investors won’t buy 

instruments that the institutional investors have neglected. Smaller investors typically want a 

larger investor to have analyzed the bond thoroughly before they buy it MSA clarifies. 

 

Öhman speculates that the brokerage fees probably will increase if the lot sizes decrease because 

the administration costs of the individual trades will rise. This would conclusively make smaller 

lot sizes repellent for institutional investors.  

 

Catella NFI recently launched an electronic IT-platform where the investors electronically can 

execute buy- and sell orders. The investors could log in to the system and get information about 

bid- and ask prices as well as trading volumes and recent trades. Catella NFI will still act as 

market maker and guarantee prices if an investor wants to alter a position. But the investor will 

be able to see at which levels the bond is currently traded.  

Catella clarifies that this market platform is not for private investors, they will have to buy 

corporate bond funds that invest in these instruments. This platform could thereby be seen as a 

hybrid between over the counter trading with a bank as market maker and a multilateral trading 

facility.  

4.6.3 Rating – merely a bottleneck or an upcoming possibility? 

Bonds issued by Swedish real estate companies have historically not been rated by any of the 

three large rating institutions; Moody’s, Standard & Poor’s and Fitch. There are several reasons 

for this but the main reason stressed by the interview subjects was that the rating they would 

receive if they were to be rated would simply not be of investment grade or at least in the very 

low end of the investment grade spectrum due to the way the rating models are structured today.  

 

However, all respondents agreed that the actual risk involved in investing in these types of 

secured real estate bonds, which are listed on the market today, is significantly less than the rating 

models suggest. The Swedish real estate corporations have traditionally used short-term rental 

contracts, floating interest rates and shorter-term loans. Hansan AB explains that the rating 

models currently used by the large rating institutions are structured around the market conditions 
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of major European cities such as London and Paris - markets that traditionally have been 

signified by long term rental contracts and long term fixed rate loans. The models therefore favor 

market conditions similar to those of the cities mentioned above and disfavor market conditions 

similar to those in the Sweden.  

 

Most major investors in these instruments such as pension funds, insurance companies and 

corporate bond funds have either formal rules for investing or investment guidelines that are 

based upon ratings from the major rating companies. These rules or guidelines limit the amount 

of capital that can be placed in unrated assets. These limits vary significantly but the largest 

investors such as pension funds usually have the highest restrictions. An example of this is AP3 

that is only allowed to invest 5 % of its capital in unrated instruments compared to Öhmans 

corporate bond fund, which guidelines state that 30 % of their capital could and currently is 

placed in unrated instruments.  

 

The big pension funds will buy about 90 % of Swedish corporate bonds issued with rating 

according to Catella. However, they buy a much smaller fraction unrated bonds - a fact that to a 

large extent can be explained by their current investment rules according to several of the 

respondents. The restrictions, especially those of the large pension funds, have huge impacts on 

the demand for unrated instruments and thereby also the price as well as the demand for 

issuances. Several of our respondents emphasize the importance of finding a solution to this 

problem - in order for the Swedish real estate bond market to truly take off. 

 

If a high rating of investment grade could be acquired this could lower the bond yield and 

thereby the interest rate cost for the issuing company according to MSA. Still, acquiring a rating is 

costly and increases both the initial and running expenses, which must be taken into account 

when calculating the true cost of capital. MSA explains further that the cost of acquiring a rating 

could be reduced if the underlying properties where put in independent subsidiary that would be 

rated separately from the parent company. This would also ensure that the leverage of the parent 

company would not impact the rating of the bond, something that a lot of real estate companies 

would benefit from because of their high LTV ratios.   

 

From the interviews three possible ways of coming to terms with the rating problem have 

emerged that would allow for real estate companies to gain access to additional funds from the 

capital market, thus making corporate bond funding more attractive in comparison to bank loans; 
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Changing the current rating system 

The models used to rate corporate bonds by real estate companies could be changed and adapted 

to the market conditions found in Sweden and other Nordic countries. This would allow bonds 

issued by Swedish real estate companies to get a higher rating if they chose to acquire one from 

one the major international rating institutes. According to MSA, the price of obtaining a rating 

would also need to come down a bit in order for the cost to not affect the yield of the bond too 

much.  

 

Öhman sees a risk involved in adapting the rating models too much to a certain market. This is 

the risk of being fooled by thinking that market conditions for a certain market is inherently just 

different and not more risky have been seen throughout history.  

 

Changes in investment guidelines 

Since the financial crisis of 2007/2008 the overall credibility of credit rating companies has 

declined (deHaan, 2013). As a result of this, many investors have started to investigate the 

possibilities of changing their investment guidelines to rely less on official ratings and do more in-

house rating of credit instruments.  

 

The Swedish government released a study in 2012 regarding the AP-funds and how they should 

be structured in the future (Statens Offentliga Utredningar, 2012). In it, they conclude that the 

current investment rules in many ways hinder the portfolio managers to make good decisions 

with regards to the risk profile, diversification effects and return of the portfolio and instead 

forces them to make suboptimal decisions to comply with the current investment rules.  

 

Bengt Hellström at AP3 says that the political parties who are in charge of changing the 

investment rules for the AP-funds in general are in agreement of the changes that need to be 

made. Although, he also states that the process has been slow and complicated and no changes 

are currently in the pipeline. He continues to say that a system where the portfolio managers and 

the board for each fund has more freedom to choose how they structure their portfolio and rely 

less on rating institutions would create better results for the pension savers.  

 

AP3 explains that their current investment rules state that at least 30 % of the portfolio should be 

invested in interest-bearing instruments with low credit- and liquidity risk. This means that they 
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need to have an investment grade rating by one of the major rating institutions and that they are 

listed on an authoritative and reliable exchange. Corporate bonds issued by real estate companies 

today does not meet these requirements and are thereby classified by AP3 as unlisted 

investments. In this market segment they are put in the same risk category as private equity 

investments, which mean that they according AP3’s investment model don’t have high enough 

returns to be of interest.  

 

Investors could, by changing their investment rules or guidelines, increase the amount of 

potential capital that could be invested in unrated instruments such as real estate bonds. This 

would bridge the gap between institutional capital and real estate companies without the need for 

ratings to be acquired. MSA and AP3 agree that there is currently a trend on the investor side - 

away from reliance on rating and they expect that this will continue even though the process is 

slow. The research papers by deHaan also support this hypothesis about the market trend 

(deHaan, 2013).  

 

A new rating company 

The third option encountered in the interviews was the potential for a new rating company 

specialized in the Nordic markets. Hansan AB sees this as the most likely solution for real estate 

companies in order to get access to more of the institutional capital base.  

 

A specialized company for the Nordic markets (which are rather homogeneous) could tailor its 

rating models to the Nordic market conditions and thereby achieve better ratings according to 

both Hansan AB and Swedbank DCM. A smaller Nordic rating company would also most likely 

be able to issue ratings at lower cost compared to the larger international rating institutes 

according to Hansan AB. All respondents agree that the major issue holding back the 

development of a new rating institute is the credibility issue. Achieving credibility is not 

something that can be done overnight and requires proven methods of evaluating risk that have 

stood the test of time.  

 

A possible solution to this according to Hansan AB would be for the major Swedish or Nordic 

banks to start a rating institute together - backed by their own knowledge and credibility. An 

alternative to this would be for all the major actors in the Nordic capital markets, banks, pension 

funds and other major investors to come together and back a rating company focused on Nordic 

corporate bonds. The large Swedish investors in this market have rules in their investment 
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policies regarding which rating institutes’ rating standards they should comply with. For this 

reason, getting the investors to accept the rating standard of this new company and incorporate it 

in their investment guidelines is essential. Creating a rating company together with the major 

investors would therefore guarantee the use of the ratings and help solve this issue.  

 

According to MSA and Öhman, some investors do however prefer the current situation where 

real estate companies issue their bonds without rating. Investors with less rigid investment 

guidelines can take advantage of the rather high yields corporate bonds by real estate 

corporations offer and would prefer the competition to be limited in order for the yields not to 

be bid down.  

 

Only time will tell what solution will help resolve the current situation. From the interview 

material it is apparent that there is a demand from real estate companies to be more active in the 

capital market by issuing bonds and that investors are interested in buying these instruments, 

which probably means that companies will try and work on a solution to bridge the gap between 

them. 
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4.6.4 Implications of choosing STIBOR 3M as the underlying rate for determining the coupon payments 

 
Figure 12 Implications of choosing STIBOR 3M as the underlying rate for determining the coupon payments. Data provided by; (Sveriges Riksbank, 2013)
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The above graph compares the STIBOR rate with three months duration with the Swedish 

Treasury bill rate with equivalent duration. The bottommost line indicates the spread between the 

two. It appears that the difference has been the largest during recent years’ financial turmoil. On 

the 17th of October 2008 the largest observed spread in the sample, 2.16 percentage points, is 

reached.  

 

During a financial crisis banks will usually be more restrictive with corporate lending, which 

legitimizes the increase in the coupon rate. But what must also be understood is that when a 

Swedish real estate company issues a bond with floating coupon rate, they will be exposed to how 

the Swedish banks assess risk between each other. If banks are mismanaged and the financial 

turmoil is severe, like during the financial crisis of 2008, the coupon rate might surge. This fact 

will raise the financial costs and risks for the issuing companies and will be separated from the 

potential risk of the underlying properties. 

4.6.4 Who are the current and prospective investors of these 
instruments? 

 

The interest for investing in corporate bonds in general and particularly corporate bonds by real 

estate companies is growing. This is advantageous for the issuing companies as they could get 

lower funding costs when the demand for the instruments increases – making capital market 

funding a more competitive alternative to bank loans. Catella NFI and Swedbank DCM points 

out that the most prominent investors of these bonds are; the big pension funds, the corporate 

bond funds, foundations and wealth management in the form of private banking.  

 

The pension funds manage an enormous amount of capital. The big pension funds will, as 

mentioned earlier, buy about 90 % of Swedish corporate bonds issued with rating according to 

Catella. However, they buy a much smaller fraction of unrated bonds because they aren’t allowed 

to allocate as much capital to these due to their investment regulations.  

 

Private banking is discretionary asset management and brokerage provided to bank customers 

who possess substantial funds. This type of wealth management has increased their exposure to 

Swedish corporate bonds because the instruments offer a high risk-adjusted yield. 
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The investor group that has increased the most in this segment is corporate bond funds 

according to Catella NFI. This is substantiated by Hansan AB, which says that their largest 

investment clientele at the moment is this type of funds. Furthermore, they mention that large 

quantities of capital have been entrusted to these funds in recent times. The explanation to this is 

that an increasing number of well-managed Swedish companies have decided to borrow money 

through the capital market and it is possible to obtain a rather attractive risk-adjusted yield.  

 

Foundations represent a small fraction of the total capital invested in these instruments. 

Nevertheless, they favor bonds because the coupon could easily be administered as a scholarship 

according to Catella NFI. 

4.6.4 What happens when banks are exposed to competition 

 

Hansan AB concludes that capital market funding opens up the corporate bank loan market to 

competition. According to some respondents, the Swedish bank market is somewhat of an 

oligopolistic market, especially as many foreign banks left the Swedish market after the financial 

crisis of 2008.  

 

In summary, the respondents agree on that the banking competition is weak in Sweden.  

Several respondents believes that many Swedish real estate companies will issue debt in the 

capital market in order to primarily diversify the funding structure but also with the motive of 

decreasing their long run funding cost by exposing banks to competition. If the company could 

show a track record of cheap debt financing in the capital market this will give the company 

bargaining power in loan negotiations with the banks.  

 

AB Sagax considers the arrangement fees and selling commissions to be a bit pricey at the 

moment compared to the administration fee of a bank loan. Several respondents think that the 

total cost of bond issuance will decrease as standardized procedures further evolve explicitly for 

real estate companies. Some of the respondents have confidence that this will lead to corporate 

bonds being as affordably as bank loans.   
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Swedbank DCM also emphasizes the need to distinguish between the different cost structures of 

bonds and bank loans. The banks have in-house lawyers and systems - enabling them to set up a 

loan structure to a low cost that is more or less self-propelled. While as there are many additional 

fees in terms of e.g. law firm consulting and security agency services which will contribute to a 

high start-up cost for a bond issuance. That being said, once the company set up a functioning 

legal framework and contract for a corporate bond issuance much of the paper work can be 

reused. This allows for a less expensive second- or third issuance, according to Swedbank DCM. 

 

AP3 concludes that there has been lots of capital market instrument activity in the real estate 

sector the last two years and it seems to be accelerating. Examples of instruments that have been 

used are corporate bonds, preferred stock and certificates. Both AP3 and Catella find this to be a 

natural progression, as the Swedish real estate companies need to revise their funding options if 

they intend to grow larger. AP3 takes one of their real estate companies, called Hemsö, as an 

example. Hemsö owns and manage public sector properties and they have had 100 % bank 

funding in the past. As corporate bonds and other capital market instruments have emerged as 

viable sources of financing - they have changed their objective for the debt structure and now 

aim at having about 50 % bank funding and 50 % capital market funding within five years.  

 

The Basel III regulation brings higher margins on bank loans to Swedish property companies - 

the question will be how much higher. Hansan AB, Catella and Swedbank DCM all think that if 

the margins decrease in the banking system more companies will lend through banks.  

Conversely, if they increase a lot Swedish real estate companies will seek financing through the 

capital market to a larger extent.  

 

Swedbank DCM and Hansan AB mention that one should remember that the banks still want to 

be active in this market. They want to earn their net interest rate spread and be a competitive 

market participant for prospective new borrowers. The banks often have some kind of strategy 

for growth and accordingly they must find new borrowers to allocate their capital to.  

 

Hansan AB absolutely believes that the capital markets funding will increase but that bank 

financing will still be the largest share of the market. Swedbank DCM argues that a possible 

scenario is that banks will lower their margins as competition thickens.  
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Lastly, Swedbank DCM explains that the banks are only allowed to include 10 % of commercial 

real estate collateral when they sell covered bonds on the capital market. 

 
Figure 13 Commercial real estate loans in a bank’s balance sheet (Own illustration) 

 

The banks in Sweden will borrow money through the capital market and from the central bank in 

exchange for bonds. Parts of the borrowed money will be lent to the real estate sector and the 

bank will then receive interest on the loans as well as collateral in the form of mortgage deeds.  

The banks are then able to sell part of their loan assets to the capital market through covered 

bonds. But according to Swedish law, they are only allowed to include 10 % of loans backed by 

commercial real estate (Svensk författningssamling, 2013).  

In exchange for the covered bonds they will receive new funds that can be used for lending, 

which further increases the banks’ balance sheets.  

 

Because of the legislation for covered bond issuances, the vast majority of the banks’ commercial 

real estate debt needs to be held on their own balance sheet. Banks have certain restrictions in 

their ability to issue loans to real estate companies in order to avoid overexposure to the sector.  

Investors buying triple A rated covered bonds issued by banks are not likely the same as the ones 

investing in unrated corporate bonds issued by real estate companies. Accordingly, bond 

financing through the capital market gives the real estate companies access to a new pool of 

capital - making this type of funding interesting as an alternative to bank loans.  
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Figure 14 Capital markets model (Own illustration) 

4.6.5 Preferred stock - an unsecured corporate bond in sheep's 
clothing? 

Several of the respondents highlight that many market participants today see preferred stock as a 

substitute to unsecured corporate bonds, thus shifting focus away from corporate bond funding 

as an alternative source of financing to bank loans. 

 

From the issuing companies perspective the payment structure of preferred stock share many 

characteristics of fixed-rate unsecured coupon bonds. The dividend paid to holders of preferred 

stock is fixed and the price only fluctuates on the secondary market. Therefore, the cost of 

borrowing, just as with fixed rate bonds, is only determined at issuance. 

 

If the preferred stock issued is not convertible to common share the price fluctuations is mostly a 

result of changes in the market interest rates and the unique company risk. Since the dividend is 

fixed and the company has callability on the outstanding preferred stock at a certain option price 

- the upside from capital gain of the company is limited. (Berk & DeMarzo, 2011) 

 

During recent years the interest rate levels have been low and accordingly preferred stock issued 

by Swedish real estate companies has been attractive in the credit market. However, if the interest 

rate levels start rising, the market value of the preferred stock will decrease as investors demand 
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higher yields. Corporate bonds with coupon payments linked to STIBOR plus a premium of a 

certain basis points will adjust proportionally to the risk free interest rate and thereby be less 

sensitive to interest rate changes. Investors might in this scenario be forced to sell the stocks 

below acquisition price, as many companies will have these instruments outstanding in perpetuity 

and investors cannot rely on that the company will buy back the stock at the predetermined call 

price. With that being said, there are some additional important factors that distinguish preferred 

stock from unsecured corporate bonds from a risk management perspective. (Song, 2013) 

 

Preferred stock is further down in the priority order of claims in the event of a bankruptcy, above 

general stock holders, but below banks and bond holders. The preferred stock holders are not 

guaranteed to receive dividend payments, as it is decided on the annual general meeting of 

shareholders if the financial situation of the company allows for dividends to be paid.  

 

Swedish real estate corporations have issued cumulative preferred stock. This means that if the 

company suspends its dividend payments to concentrate on corporate expenses, the dividends 

accumulate with a predetermined interest rate for future payment. This fuels the financial risk 

when the company experiences economically challenging times - because of the sometimes very 

high compounding interest on the suspended dividends. Corporate bonds on the other hand, will 

always have higher direct claim on the cash flows in financial turmoil. Further on the subject, it is 

important to understand that the preferred stock holders have significantly limited voting rights, 

often a tenth of the voting power of common share.  

 

Moreover, because preferred stock is considered equity it is of uttermost importance to take into 

account the presence of senior debt claims in the form of e.g. bank loans and bonds. The weak 

voting rights bring additional risk because of the lack of influence if the stock holders decide to 

change the debt structure. Corporate bonds in general have legal agreements to protect their 

ranking of the claims - with preferred stock the investors are solely omitted to the decisions of 

the shareholders. 

 

Preferred stock can be a source of funding for companies that are unable to get bank loans or 

bond financing. It could also be a way of achieving higher LTV ratios - that the banks or the 

capital market would not accept. Because of the risk characteristics of these instruments they are 

often associated with a high yield. In order for it to be profitable for a company to take on these 

high interest payments the underlying investments need to yield even higher returns.  
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Preferred stock issued by the Swedish real estate companies; Balder, Sagax, Klövern and Corem 

range between 6.7 % and 7.7 %. As retail and office premises in Stockholm CBD yield about 4.6 

% - 5 % the companies issuing preferred stock need look for properties with higher risk profile, 

most likely in peripheral locations, in order to earn higher returns than their borrowing costs 

(Fastighetsindikatorn, 2012) (Balder, 2012) (Klövern, 2012) (Sagax, 2012) (Corem, 2010). 

Borrowing capital through preferred stock at these high rates, raising the Loan-to-Value ratios to 

noteworthy levels, could be very profitable even though the yields of the underlying investments 

are only marginally higher - if the real estate market appreciates. This kind of leveraged 

investment is however very speculative and can prove hazardous for the company and the stock 

investors in a downward trending market.  

 

Paradoxically, undertaking more risky investments by issuing preferred stock will make the real 

estate company look better on paper. Because preferred stock is considered equity - the equity 

ratio of the company will increase holding everything else constant. This causes increased 

complexity when analyzing financial ratios and general guidelines can no longer be applied.  

 

For example if, a company has claimed an equity ratio target of > 30 % in its annual report, but 

50 % of the equity consist of preferred stock - the real equity ratio is 15 % according to Benjamin 

Graham. Mr. Graham was the mentor of Warren Buffet and stated that preferred stock belong 

on the liability side of the balance sheet, alongside funded debt. (Graham & Dodd, 1934) (Song, 

2013) 

 

With this being said, it is of great importance to investors to look at the debt service coverage 

ratio, with the addition of the preferred stock dividends. This is since all these payments need to 

be made before the holders of common share receive their residual claim of the cash flows. This 

makes companies with preferred stock outstanding more difficult to analyze (Graham & Dodd, 

1934). Corporate bonds are as mentioned before more or less exclusively bought by institutional 

professional investors, whereas preferred stock is also offered to private investors. Summarizing 

all of the above, it is clear that it is complex for private investors to analyze preferred stock.  

 

A recent proof of the riskiness of preferred stock is when thousands of Spanish private investors 

lost capital through preferred stock in the Spanish banks; CatalunyaBanc, Novagalicia and 
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Bankia. The private investors had been advised to invest in the instruments without being able to 

assess the risk- and leverage levels in the banks. (Bloomberg, 2012) 

 

In conclusion, preferred stock should be differentiated from corporate bonds because of the 

unsecure ranking of their claims, thus increasing the risk for investors. Preferred stock seems to 

be a less transparent debt instrument with complicated risk features.  

4.6.6 Additional areas of improvement that have emerged during the 
interviews 

 

Catella NFI and MSA both believe that there will be an acclimatization period the next couple of 

years where the market strives towards establishing market standardization for the 

documentation and structures of different types of real estate bonds. This hypothesis is 

supported by the following quote by Folksam “The real estate corporate bond documentation is 

extremely extensive and requires special expertise. We have only bought a limited number of 

these instruments because we don’t have the expertise needed to evaluate the bonds internally” 

(Folksam, 2013). By establishing a market standard investors are able to compare different real 

estate companies’ corporate bonds more easily and thereby create better risk assessments.  

 

Catella NFI mentions that the credit market has blossomed since the Lehman crash of 2008. 

After the bankruptcy the stock market fell rapidly and then entered a status quo. During this time 

it was possible to achieve 12 - 13 % yearly return through the credit market in Sweden with less 

risk than equity. These high returns in the credit market combined with falling prices on equities 

led to increased interests in these types of instruments. Instead of focusing on equities, bonds 

became the new thing investors talked about and was one of the few asset classes that performed 

well during this turbulent time. Since then, there has been an educational effect on the Swedish 

capital market when it comes to these types of instruments and the interest in the securities 

seems to be here to stay. 

 

Hansan AB and AP3 both claim to see mistrust by investors when it comes to secured corporate 

bonds by Swedish real estate firms. Several of the respondents state that the pricing of the 

secured bonds by these companies has been illogically high in comparison to what Swedish 

industrial companies have had to pay. Hansan AB emphasizes that a Swedish real estate company 
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in general will have relatively stable cash flows. They will also know how creditworthy their 

tenants are and when their lease contracts expire. This makes it relatively easy for the real estate 

company to reliably forecast future cash flows.  

 

On the contrary, export-dependent companies such as Scania and Volvo could potentially lose 

the bulk of their order intake in a rapid economic down turn, which would substantially lower 

their cash flows. Secured debt from Swedish real estate companies should in theory also generate 

lower yields as their recovery rate at default is higher as the liquidity of Swedish investment 

properties probably is higher than industrial machines for e.g. car assembly.  

 

Swedbank DCM mentions that a problem today is the reporting system for the value of the 

collateral of bonds. In a bilateral bank loan there is bank secrecy and information barriers within 

the bank to separate employees which makes investment decisions from persons who has access 

to undisclosed information. Swedbank DCM explains that because companies that issues 

corporate bonds will have to disclose information regarding the current state of their affairs, 

information that may not be available to public investors in these securities, bondholders will in 

many cases (depending on the structure of the information clause) become insiders. This would 

severely limits their ability to trade their assets as they please and this situation is not desirable for 

many bond investors. 

 

Lastly, multiple respondents question the actual safeness of the security agent function in 

corporate bonds structures. Seeing that it is impossible to divide the collateral between all 

bondholders the only solution is to have a security agent that will hold the mortgage deeds for 

the investors for the duration of the bond. The lack of government oversight and legal 

framework regarding the trustee of a bond issuance makes many investors reluctant to invest. 

This being said, legal questions still remain about what happens if the security agent defaults or if 

mismanagement is revealed – currently there is no precedent-setting cases that deal with this.   
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5. Conclusion 
 

In the wake of the recent financial crisis Swedish real estate companies found it tougher to obtain 

bank funding and started looking for alternative sources of financing. The first real estate 

companies that started issuing bonds faced unrighteously high yields in an immature market, 

where the investors showed skepticism and uncertainty towards the valuation of the underlying 

properties – but the market has since then changed. 

 

Throughout the study, it has become clear that the choice of bond structure is of utmost 

importance. When choosing a structure the company needs to consider their company structure, 

current debt levels and the objective of the issuance. Most Swedish real estate companies would 

probably benefit from being active issuers of bonds. Being able to showcase alternative funding 

costs exposes the banks to competition and gives the real estate companies increased bargaining 

power when negotiating corporate loan terms.  

 

Banks have restrictions on exposure towards corporate real estate loans as well as all other types 

of loans and there are limitations on the possibility to resell them on the capital market. For this 

reasons, corporate bonds are an important tool to let companies access an additional pool of 

capital - which could be important for their future expansion. Additionally, it lowers the 

refinancing risk the companies face in financial turmoil and exposes the firm to new investors.  It 

has also been possible to borrow capital for longer periods of time.  

 

The market moves towards standardized ways of issuing secured and unsecured bonds, this has 

lowered the yields and simplified the issuance processes. Unsecured bonds are currently a 

competitive alternative to bank loans if the companies’ underlying assets are considered safe and 

the LTV ratios are low. During the study it also became clear that there are two main ways of 

structuring secured bonds, either by using mortgage deeds or stock pledge as collateral. Secured 

bonds backed by mortgage deeds are a viable alternative to bank financing today according to the 

respondents in the study. This type of bond can seem more costly if no previous mortgage deeds 

have been taken out. It is yet important to remember that the company should be able to reclaim 

most of the cost of acquiring new mortgage deeds in the form of a higher selling price, hence the 
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buyer can exclude that cost in the acquisition analysis. On the contrary, the market currently 

shows skepticism towards the reliability of secured bonds backed by share pledge.  

 

It is concluded that secured issuances have sometimes been priced illogically high because of the 

complexity in evaluating the risk of the underlying assets. The overall opinion of the respondents 

is that continuous issuances will result in lower premiums paid, as the investors gain confidence 

in the company. Consequently, it is worth considering a MTN-program if the company has 

recurring funding needs. Companies with shorter-term funding needs can also potentially take 

advantage of the decreased premium on subsequent issuances by dividing their total funding need 

into several smaller bond issuances. 

 

The study has shown that many support functions for the corporate bond market are 

underdeveloped, such as rating and stock exchange listing. Several actors in the market are 

currently working on improving these support functions, which hopefully will lead to effective 

industry standards that will allow for an expansion of the market.  

 

In this paper it is concluded that bond financing is a viable alternative to bank loans and 

companies active in the capital market can today obtain financing at competitive rates. The 

corporate bond market in Sweden is forecasted to keep on expanding and developing - although 

there are still several complex factors to consider. 
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7. Appendix 

7.1 Interview questions – Real estate 
companies 
 

General questions 

 

1. Why did your company choose to issue secured/unsecured bonds? 

 

2. What structure was used when issuing the bonds? Did the security mass consist of any 

particular properties or parts of the overall portfolio? 

 
3. What are the benefits/drawbacks of issuing bonds compared to bank loans? 

 

4. How does the cost differ between issuing secured real estate bonds compared to bank 

loans? 

 

5. What benefits do you seen in being active in the bond market? 

 

6. How did the process differ between issuing secured corporate bonds issued by real estate 

companies compared to bank loans? How long did it take to acquire capital compared to 

bank loans? 

 

7. Are there any problems/bottlenecks that real estate companies face today when they issue 

real estate bonds? What improvements can be made? 

 

8. What is your outlook for the Swedish corporate bond market for real estate companies? 

 

9. Do you see any trends with regards to financing through the bond market versus 
traditional bank loans?  
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7.2 Interview questions – Law firms 
 

Unsecured bonds 

 

1. When is suitable to issue unsecured bonds? 

 

2. What are benefits/drawbacks and why has companies chosen this structure? 

 
 

Direct funding through the property owning company 

 

1. When is it suitable to use this structure? 

 

2. What are the benefits/drawbacks? 

 

3. How do acquiring new mortgage deeds affect the total cost of issuance? 

 

4. How does this structure impact the company’s ability to re-arrange its property portfolio? 

 

5. Are there any companies that have chosen to use this structure? 

 

 

Indirect funding through the parent company 

 

1. When is it suitable to use this structure? 

 

2. What are the benefits/drawbacks? 

 

3. How is the bondholders’ claim impacted by the exposure towards the parent company 

that this structure entails? 

 

4. How does share pledge impact the company’s ability to acquire new debt and re-arrange 

their property portfolio? 
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5. How does realization of pledge work in this structure in the event of default? 

 

6. Are there any companies that have chosen to use this structure? 

 

 

Financing through a special purpose entity which entitles the bond investors to direct 

claim to the portfolio 

 

1. When is it suitable to use this structure? 

 

2. What are the benefits/drawbacks? 

 

3. What is the difference between having pledge in the property owning subsidiaries 

compared to pledge in the parent company? 

 

4. How does the rating procedure differ when rating bonds issued with this structure 

compared to the previous ones? 

 

5. Are there any companies that have chosen to use this structure? 

 

 

Financing through a special purpose entity without direct claim in the real estate 

portfolio 

 

1. When is it suitable to use this structure? 

 

2. What are the benefits/drawbacks? 

 

3. How does it affect the bondholders to have share pledge in the issuing company 

compared to the property owning subsidiaries? 

 

4. Who is accountable for the issuing company and does this imply an additional risk factor 

for the bond holders? 
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5. How does this structure impact the company’s ability to re-arrange its property portfolio? 

 

6.  Are there any companies that have chosen to use this structure? 
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7.3 Interview questions – Banks and 
consultancy firms 
 

General questions 

 

1. When is it suitable for real estate companies to use bond financing? 

 

2. When is it preferable to issue secured bonds and what issuing structures are currently 

available? 

 

3. When is it preferable to issue unsecured bonds? 

 

4. Does the cost of issuing secured corporate bonds differ compared to bank loans? 

 

5. How are secured bonds priced compared to unsecured bond for real estate companies? Is 

the spread equivalent to the difference in risk? 

 

6. Are banks selling off commercial real estate loans on the capital market? 

 

7. What are the benefits for real estate companies that are active the capital market?  

 

8. What are the benefits of issuing corporate bonds compared to bank loans? 

 

9. Who were the investors that bought the corporate bonds by real estate companies? 

 

10. What is the outlook for the Swedish corporate bond market for real estate companies? 

 

11. Are there any problems/bottlenecks that investors face when they invest in these 

instruments today? 

 

12. Do you see any trends with regards to financing through the bond market versus 

traditional bank loans? 
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Rating 

 

1. How does rating impact the demand for corporate bonds issued by real estate companies? 

 

2. Is there a demand for more ratings of corporate bonds and how could this be 

accomplished? 
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7.4 Interview questions – Investors 
 

General questions 

 

1. Does your company have a demand for secured corporate bonds issued by real estate 

companies? 

 

2. Does your company have a demand for unsecured bonds issued by real estate companies? 

 

3. What returns do you require in order to invest in these of instruments? 

 

4. Do you as an investor prefer to have collateral in the form of mortgage deeds or share 

pledge and why? 

 

5. How do you view the pricing of corporate bonds issued by real estate companies today 

compared to other corporate bonds? 

 

6. Are there any problems/bottlenecks that investors face when they invest in these 

instruments today? 

 

7. What measures could be taken to make these securities more attractive to investors? 

 

8. What is the outlook for the Swedish corporate bond market for real estate companies? 

 

9. What is the general demand for corporate bonds issued by real estate companies today 

and has this changed in the last years? 

 

10. Do you see any trends with regards to financing through the bond market versus 

traditional bank loans? 
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Rating 

 

1. Does your firm require a certain rating to allocate capital in these instruments? 

 

2. How does rating impact the demand for corporate bonds issued by real estate companies? 

 

3. Does your company plan on changing its investment guidelines in order to allocate a 

larger share of the portfolio in unrated assets? 

 

4. Is there a demand for more ratings of corporate bonds and how could this be 

accomplished? 
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7.5 Model – Unsecured bonds 
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7.6 Model - Direct funding through the property owning company 
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7.7 Model - Indirect funding through the parent company 
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7.8 Model - Financing through a special purpose entity which entitles the 
bond investors to direct claim to the portfolio 
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7.9 Model - Financing through a special purpose entity without direct 
claim in the real estate portfolio 
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7.10 Model - Commercial real estate loans in a bank’s balance sheet 
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