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Abstract 
 

 
Hybrid securities do not constitute a new phenomenon in the Swedish capital markets. Most commonly, 

hybrids issued by Swedish real estate companies in recent years are preference shares. Corporate hybrid 

bonds on the other hand may be considered as somewhat of a new-born child in the family of hybrid 

instruments. These do, as all other hybrid securities, share some equity-like and some debt-like 

characteristics. Nevertheless, since 2013 the interest for the instrument has grown rapidly and has become 

a well-accepted, as well as a fairly standardized, source of financing for many well-established corporations 

around the world. Yet, we have seen very few issues in Sweden and no issues by Swedish real estate 

companies.  

 

Corporate hybrid bonds could in a rather simplified manner be explained as a subordinated bond with 

some equity characteristics. Examples of such equity characteristics are perpetual maturity (or at least very 

long), coupon deferability and the fact that it due to its subordination provides significant loss absorption. 

Yet, it also holds typical debt-like characteristics such as regular coupon payments and seniority to equity.  

 

The outcome of this research has shown that issuing corporate hybrid bonds could be beneficial to a firm. 

Coupon payments are, unlike dividend payments to holders of preference shares but alike interest 

payments on a standard bank loan, tax deductible. Other probable advantages with corporate hybrid 

bonds are; a stronger credit profile (which potentially could improve the (shadow)credit-rating and thus 

also the terms of other sources of finance), a diversified investment base as well as diversification from a 

capital structure perspective.  

 

However, despite the many advantages, numerous obstacles remain. The main shortcoming highlighted 

among potential issuers is the high pricing of the instrument in relation to other alternatives. Moreover, 

the lack of Swedish investors investing in hybrid bonds, the assumingly poor liquidity of the product along 

with the high denomination (piece price) due to regulatory legislations make up for topics of concern 

among both potential investors and issuers. Although, considering the many benefits, we believe that the 

weaknesses can be overseen and that there is a potential future use for the product in event of further 

expansion and acquisition or if the access to capital markets is limited. After all, all good things take time. 
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Sammanfattning 
 

Hybrid-instrument är i sig inget nytt fenomen på den svenska kapitalmarknaden. Mest förekommande 

bland svenska fastighetsbolag under de senaste åren är preferensaktier. Hybrid-obligationer å andra sidan 

kan betraktas som något av ett nyfött barn i familjen av hybridinstrument. Dessa delar, likt alla andra 

hybrid-papper, några eget-kapital-liknande och vissa skuld-liknande egenskaper. Sedan 2013 har intresset 

för instrumentet dock vuxit snabbt och blivit en väl accepterad, liksom en relativt standardiserad, 

finansieringskälla för många väletablerade företag runt om i världen. Ändå har vi sett mycket få emissioner 

i Sverige och inga av svenska fastighetsbolag. 

 

Hybridobligationer skulle på ett förenklat sätt förklaras som en underordnad obligation med vissa eget-

kapital-egenskaper. Exempel på sådana egenskaper är evig löptid (eller åtminstone mycket lång), möjlighet 

att ställa in kupong-utbetalningar utan att vara i default och det faktum att det på grund av dess 

underordnad erbjuder betydande säkerhet för senior kreditgivare. Samtidigt innehar instrumentet också 

typiska skuldliknande egenskaper såsom regelbundna kupongbetalningar och senioritet till eget kapital. 

 

Resultatet av denna uppsats har visat en emission av hybridobligationer kan vara till nytta för ett företag. 

Kupongbetalningarna är, till skillnad från utdelning till innehavare av preferensaktier men likt 

räntebetalningar på ett vanligt banklån, skattemässigt avdragsgilla. Andra troliga fördelar med 

hybridobligationer är en starkare kreditprofil (som skulle kunna förbättra ett företags kreditbetyg och 

därmed också villkoren för andra finansieringskällor), en diversifierad investerarbas samt diversifiering ur 

ett kapitalstruktur-perspektiv. 

 

Trots de många fördelar består många hinder. Huvudsakligen lyfts den höga prissättningen av 

instrumentet i förhållande till andra alternativ fram bland potentiella emittenter som ett hinder. Dessutom 

utgör bristen på svenska investerare som investerar i hybridobligationer, den tänkbart dåliga likviditen 

samt den höga denomineringen (styckepris) skäl till oro bland både potentiella investerare och emittenter. 

Med bakgrund i de många fördelarna, anser vi att de brister som kvarstår går att kringgå och att det finns 

en potentiell framtida användning för produkten i händelse av ytterligare expansion och förvärv eller om 

tillgången till kapitalmarknaderna är begränsad. Trots allt, alla goda saker tar tid. 
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1.1 Introduction 
 
Corporate hybrid bonds (in some contexts; non-financial hybrid bonds) may be considered as somewhat 

of a new-born child in the family of hybrid instruments. However, since 2013 the interest for the 

instrument has grown exceptionally well and it has rapidly become a well-accepted, as well as a fairly 

standardized, source of financing for many well-established corporations around the world  

(globalcapital.com). Although it was not until recent years the instrument gained traction in debt capital 

markets. It was however, as with many other sophisticated financing solutions, formerly originated and 

issued by financial institutions in order to meet new capital requirements from the Basel agreements. 

Rating institutes have published their rating criteria of corporate hybrid bonds since its start, which have 

been revised numerous times since (Moody’s, 2010). 

 

 
Figure 1: Diagram illustrating issue-volumes of corporate hybrid bonds in EUR (iBoxx, UniCredit Research, 2016) 

 

Corporate hybrid bonds are basically a subordinated bond with some equity characteristics. Such 

characteristics are for example call options, long or perpetual maturity and coupon deferability. Partly as a 

result of its subordination, hybrid bonds belong to the segment of high-yielding bonds. As of today, when 

central banks bond-buying programmes have created a low interest environment, the risk-reward ratio of 

hybrid bonds seems attractive to many international asset managers (ipe.com). Investors simply see this as 

an opportunity to invest in a high-yielding bond, compensating for its higher risk, typically issued by well-

established corporations of investment grade rating (globalcapital.com).  

 

Meanwhile, the potential benefits for the issuer are; an improved balance sheet, a stronger credit profile, 

cost-effective capital and a differentiated investor base without dilution as a result. All to a lower cost than 

equity (Lafontaine, 2014). These are all driving factors resulting in recent record years for the hybrid 

market in terms of issued volume. Even though there are several threats worth analysing, recent issues by 

Deutsche Boerse, Lufthansa, Volkswagen and Vattenfall serve as good examples of that issuing corporate 

hybrid bonds attracts major global corporations within various industries. 
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The purpose of this paper is to spread light over the expanding market for corporate hybrid bonds. We 

also wish to provide the reader and the general industry with necessary details and concepts, crucial to 

understand the characteristics of hybrid bonds as well as its potential use in the financing of Swedish real 

estate firms. 

 

In order to achieve above mentioned, the first section of this thesis will shed light on recent history and 

economical climate. Following part shall in a descriptive way explain the key features of hybrid bonds. 

Thirdly, a thorough explanation of relevant academic theories, historically debating the issue of optimal 

capital structure. The following section deals with rating, accounting and tax considerations. Finally, the 

outcome of in-depth interviews with major actors in the industry is presented and analysed, which will be 

followed up by a final discussion, analysis. 
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1.2 Problem discussion 
 
The optimal capital structure of a firm is a complex and often debated topic. There are no simple answers 

to what the optimal capital structure for each company might be. Instead, financially sophisticated 

instruments have developed and there may be a tailor-made solution for each single company. However, 

there seem to be certain characteristics of both debt and equity that are sought for. The choice to be made 

has historically been the appropriate level of each source. Thus, an instrument combining the 

characteristics of the both, i.e. hybrids, could potentially be part of the solution to the ever asked question; 

what is the optimal capital structure of a firm? 

 

The interest for so called corporate hybrid bonds has soared since 2013 (Unicredit, 2015). Many major 

European companies see hybrid bonds as a possibility to access cheap equity, while investors see an 

opportunity to gain higher yields from an innovative instrument, typically issued by financially sound firms 

(ipe.com). Yet, despite the growing interest and the record-breaking issuance, scientific studies and 

comprehensive information on the topic is scarce.  

 

As a consequence of the above explained lack of studies, we see a meaningful opportunity to tap an 

obvious gap in todays research. Due to the lack of information and general knowledge on the topic, our 

aim is to firstly highlight its key features as well as its rising interest in Europe. Secondly and more 

specifically, we are aiming to, from a corporate finance standpoint, investigate its potential use, as well as 

what advantages and disadvantages it could bring if included in the capital structure of Swedish real estate 

companies. 

 
1.2.1 Problem statement     

The aim of this paper is to contribute to the industry with further knowledge in the area of non-financial 

hybrid bonds. Thus, questions being answered (or at least discussed) in this paper are; what are corporate 

hybrid bonds, how are they treated by the rating agencies, who would benefit from issuing hybrid bonds, 

is there demand to invest in hybrid bonds and finally; would corporate hybrid bonds serve as a good 

complement in the capital structure of Swedish real estate companies? 

 
1.2.2 Purpose 

Our purpose is to bring light over the head features of the instrument itself but mainly its potential use as 

an accepted part of the capital structure of Swedish real estate companies. While doing so, the reader shall 

gain knowledge in the particular area of non-financial hybrids as well as other sources of finance 

commonly used among Swedish real estate companies. Moreover, the purpose is to clarify how the 

instrument is treated by the rating agencies as well as tax authorities. We also aim to analyse the 

advantages and disadvantages attached to hybrid bonds and indeed its risks. Finally, the purpose is to meet 
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with people, representing major actors in the industry, in order to get their view of the potential use and 

future of corporate hybrid bonds. 

 
1.2.3 Delimitations 

As has been mentioned, the aim and purpose of this thesis is mainly to investigate whether it potentially 

exists a market for hybrid bonds in Swedish real estate finance. However, issuance of corporate hybrid 

bonds by a Swedish firm has only been made a few times before. Hence, we will study the usage and 

development of the instrument on a European basis, in order to narrow it down to Sweden and then to 

Swedish real estate companies. 

 

When discussing hybrid securities in general, securities such as preferred stock or convertible debt may be 

referred to. In this thesis we do however exclusively study corporate hybrid bonds. Consequently, when 

simply using the word hybrid, or similar, we only refer to corporate hybrid bonds. 
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1.3 Key features of corporate hybrid bonds 
 
 
 
Due to the complexity and the novelty of hybrid bonds, it is indeed in place to spend some time 

explaining its key features. In order to fulfil the aim of analysing its potential use as an alternative source 

of finance in the Swedish real estate industry, it is crucial to first understand its characteristics. Thus, 

following paragraphs will walk you through the features making the bond a so called “hybrid”, on one 

hand consisting of equity characteristics and on the other hand of debt characteristics. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

Figure 2: Illustration of the key features of a corporate hybrid bond 
 
Definition 
 
Equity is by definition the total assets of a firm minus its liabilities. Equally, debt is defined as an amount 

of money borrowed by one party from another. Examples of debt would be standard loans, bonds or 

commercial paper (Investopedia.com). As mentioned before, hybrid bonds belong to neither equity, nor 

debt. Indeed, some of its characteristics bring it closer to the former.  

 

Examples of such equity features of which hybrid bonds hold are; no maturity (perpetual) or at the least 

very long (50-60 years). Coupon deferral is another feature bringing hybrid bonds closer to equity. 

Holders of common stock (equity) would be the last ones to receive any distributions when a firm is being 

liquidated. Likewise, or at least similar to these equity characteristics, hybrid bonds provide significant loss 

absorption (Moody’s, 1999). Yet, it holds the characteristics of a standard corporate bond in terms of its 

regular coupon payments and seniority to equity. These are both characteristics bringing hybrid bonds 

closer to debt by definition. 
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Maturity 
 
Most issues of hybrid bonds have no maturity; they are so called perpetual. Due to its coupon step-ups, 

they do however tend to be called before maturity (Royal Bank of Scotland, 2015). 

 
Subordination 
 
Hybrid bonds are subordinated in the capital structure of a firm (Eiger et al, 2015). Generally speaking, 

this means that in case of default, hybrids would be junior to any other debt a firm may have taken on. 

Hybrid bond defaults have however been shown to be rare. Nonetheless, recovery rates in such events 

have been as low as five percent  (Royal Bank of Scotland, 2015).  

 
 

 
 
 

 
 
 

  
  
  

  
 

Figure 3: Illustration of the capital structure of a firm 
 
Call Option 
 
As mentioned above, hybrid bonds either have long maturity dates or no maturity dates at all. In fact, 

however, the securities come with an option, for the issuer, to call the bond at specific periods in time 

(The Economist, 2013). The lifetime of a hybrid bond is divided into different periods, usually persisting 

of five years, out of which the first one is a non-callable period. After the first period of five years, the 

bonds can typically be called at a pre-determined price. Still, this can only occur at certain times during the 

period. Such an opportunity to call the bond usually occurs on a quarterly basis during each period, 

following the initial non-callable period (Lafontaine, 2014). 

 

Tainted views by the credit rating institutes, resulting in a lower equity credit rating, have shown to be the 

foremost greatest risk for the issuer to call the bond before the first call-date. In event of such 

redemption, the investor might face a loss in case the bonds are trading above the pre-determined call 

price. 
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Examples of when investors of hybrid securities have faced losses due to above mentioned issue was 

when the Dutch energy distributor Alliander called its bonds in 2013 at 102,2 when it was trading at 104. 

According to the legal documents, Alliander could however have called back its bonds at an even lower 

level of 101, indicating on that the investor at least partly was compensated for their loss. An example of 

when there was no such loss compensation is when ArcelorMittal, the worlds leading steel and mining 

company, exercised its call option at a pre-determined price of 101 in 2014. The bonds were trading at 

levels above 108 at the time. Analysts explained that the reason for ArcelorMittal to “burn the bridges” to 

the market of corporate hybrid debt was that they did not intend to return in the near future  

(International Financing Review, 2014). 

 

Coupon step-ups 
 
Hybrid bonds pay investors a fixed coupon rate during the so called non-callable period, after which the 

coupon becomes adjustable. In the common case this means Libor (or equivalent) plus an agreed margin. 

At the remaining call dates, a coupon step-up occur, typically by 25 bps and 75 bps respectively (Morgan 

Stanley, 2013). The main aspect of the coupon step-up is to reassure the investors that the issuer at some 

point will exercise its call option (Carlsson, Holm, Sellö, 2006). A probable reason for the issuer to 

exercise its call option would be if it is possible to refinance at lower rates. 

 
 
 
 
 
 
 
 
 

Figure 4: Typical hybrid structures from 2012 onwards (Morgan Stanley, 2013) 
 
Coupon deferral 
 
Hybrid bonds issuers can, with some exceptions, choose, at any time, not to pay the investors their 

coupon (ipe.com). Yet, there are however two ways of forming the legal document concerning coupon 

deferrals. These either offer the issuer an option to defer the coupon payments or oblige the issuer not to 

pay the investors their coupon depending on its financial state.  

 

The optional coupon deferral denotes the issuer no obligation to pay the coupon, which in sense means 

that the coupon payment may be deferred at any time, without the issuer being in default. In the vast 

majority of cases there seem however to be limitations of such actions. Typically, such restrictions are; a 

maximum time of coupon deferral, no dividend payments to the shareholders or share buy-backs during 

the time of coupon deferral (Lafontaine, 2014).  
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Moreover, in some cases the legal documents instead contain a mandatory coupon deferral, rather than an 

optional. Mandatory coupon deferrals are however rare in recent issues according to Unicredit (2014). 

Nevertheless, these would in practice step in when certain financial covenants, also stated in the legal 

document, are no longer fulfilled by the issuer. As a result of the weaker financial situation, coupon 

payments automatically get suspended. The head purpose behind such restraints are to protect senior 

lenders in event of financial distress (Morgan Stanley, 2013). 

 

Deferred coupon may be either cumulative or non-cumulative. The former and the most commonly used 

specifies that deferred coupons will be due as soon as the issuer starts paying the coupons again. The latter 

would simply mean, as the name suggests, that deferred coupon payments are lost. Seemingly, this could 

potentially form a tricky balancing act between the equity credit rating, necessitating non-cumulative 

coupons, and the investor security, clearly wanting cumulative coupons. 

 

Lastly, deferred coupons may be either cash-cumulative or non-cash cumulative. Although, these 

alternative settlements have to a large extent disappeared in recent issues according to Unicredit (2012). 

Cash-cumulative does however unassumingly mean that all deferred coupons are due in cash as soon as 

the issuer start paying the coupons again. Meanwhile, non-cash cumulative coupons could be paid back by 

issuing new shares or hybrid papers (Lafontaine, 2014). 

 

The fact that we have spent a lot of time explaining the risk of coupon deferral and that it can, with 

support in the legal document, be done at any time, may seem deterrent. Hence, it might be in place to 

here also mention that the risk of coupon deferral on hybrid bonds generally is downplayed by most 

investors. According to a portfolio manager at Henderson Global Investors who has been covering 

hybrids since 2010 there have been no coupon deferrals during that period of time (ipe.com). This is 

largely because of the “dividend stopper” that forbids the issuing company to pay its shareholder any 

dividend while cancelling coupon payments on its hybrid bonds. This, combined with the fact that these 

large corporations have billions of euros of senior debt to refinance every year give them many reasons 

not to cancel any coupon payments. Such behavior is strongly associated with the academic theory of 

“signaling”, discussed later in this thesis.  
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Figure 5: Equity and debt-like characteristics of coupon deferral (Unicredit, 2010) 
 
Equity Credit 
 
As have been explained earlier, one of the main features of hybrid bonds, making them attractive for 

corporations to issue, is the fact that they are partially treated as equity by the rating institutes. What 

criteria and features they consider when rating hybrid bonds more precisely will be discussed in detail later 

in this thesis. Depending on how well the issue meet the equity-like characteristics set by the rating 

agencies, they get assigned either a minimum (0-25 percent), intermediate (50 percent) or in some cases 

even high (100 percent) equity content (Unicredit, 2015).  

 

Recent issues are by Standard & Poor considered as debt (minimum equity content of 0 percent) after the 

first call date. Visibly, incentives to at this point redeem the bonds are high, since it thereafter can be 

considered as nothing else but expensive debt. Furthermore, European corporate hybrid bonds tend to 

include a clause, allowing the issuer to redeem its bonds in case the rating agencies change the way the 

treat the issue in terms of the equity credit (Morgan Stanley, 2013). 

Replacement language 
 
The replacement language in older issues typically required the issuer to refinance by issuing new hybrid 

bonds or common equity, when redeemed. The legal documentation would then contain a Replacement 

Capital Covenant (RCC), regulating the issuers intension to keep hybrids in its capital structure also in the 

future, either from issuance or after the first call date (Lafontaine, 2014). Rating agencies used to look 

closely at these clauses since its form would effect its level of equity-/debt-like characteristics.  

 

Since recent issues no longer include RCC, as a result of issuance of corporate hybrid bonds becoming 

more standardised, this paper will not analyse its potential impact on the product any further. According 

to Unicredit (2015) this is a sign of the market for corporate hybrid bonds becoming more mature and 

therefore also easier to understand. 

Debt-like Equity-like 
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2. Methodology 
 
2.1 Choice of research method 
 
Our primary source of data will be reports and prospects from investment banks and rating agencies in 

order to clarify the features of the instrument, that do lack a sufficient track-reckord in issuance volume in 

Sweden. In addition to prospects and reports, qualitative interviews will be conducted with Swedish 

investment banks and real estate companies that have been screened with a background in features of 

companies that have issued the instrument in Europe recent years. Except reports and interviews, a 

general overlook of the accounting international standard (IFRS) and Swedish tax legislation will be 

conducted. The above sources can be motivated by the underlying fact that no issue of Corporate Hybrid 

bonds have been conducted by Swedish listed real estate companies and that the features of the 

instrument must be viewed from a variety of perspectives.  

 

2.1.1 Research design 
 
The aim of this thesis to give an overview of the instrument in terms of clarifying the underlying features 

in terms of how it differs from other similar sources of finance, most notably preference shares and 

convertible bonds.  Another aim is to evaluate the potential applicability of the instrument among listed 

real estate companies in the current market situation and evaluate why no issuance have been conducted 

so far. With the background in large issuance volumes of preference shares among real estate companies 

recent years, that are not optimally from a tax perspective, we aim to evaluate why this instrument have 

not been used instead of preference shares.   

 

2.2 Data collection technique 
 
The primary source of data is through qualitative interviews with professionals within the field of 

investment banking and real estate that possible could benefit from the instrument. The aim is to enable 

the respondents to engage in so called in-depth interviews with reasoning characteristics rather than more 

structured interviews. This can be motivated by the complexity of the underlying subject and the lack of 

empirical evidence from the Swedish market. The answers from the interviews will then be structured in 

two general analyses; one with answers from investment bankers and the other from professionals within 

the real estate industry.  One potential drawback from the chosen data collection method is that the 

answers can differ considerably due to different knowledge in the field of Corporate Hybrid Bonds which 

can have implication on how to consider the results as general. 
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2.2.1 Exploratory study of chosen companies 
 
As a result of the lack of similar studies within the field of the potential applicability of corporate hybrid 

bonds among Swedish real estate companies, we consider a qualitative research method to be the most 

suitable in order to obtain somewhat reliable results. A statistical analysis is not applicable since no earlier 

issues of the instrument exist among Swedish real estate companies. A comparative case study is not either 

applicable since no issuance, so far, have been conducted. The selections of the real estate-respondents 

have been through a perspective of similar ratings of debt of companies in Europe that have issued 

corporate hybrid bonds. 

 

2.2.2 Interviews 
 
Many recommend interviews when it comes to complex subjects and is according to many the best 

approach (Ghauri and Grønhaug, 2010). The research method can be divided into three different sub 

groups: structured interviews that are to be considered as a quantitative method, but also into semi-

structured and unstructured interviews that are considered as a qualitative method, where the latter two 

will be used in this thesis. Semi-structured interviews are characterized by the usage of somewhat general 

prepared questions that the respondents more freely can answer (Ghauri and Grønhaug, 2010). The 

unstructured or open-ended interviews are characterizes by not having any prepared questions and aims 

for an open discussion in order to enable in-depth answers from the recipient. It is however crucial to be 

well prepared and somewhat knowledgeable within the field of discussion in order to get good answers 

from the recipient (Ghauri and Grønhaug, 2010). The both qualitative methods mentioned above enable 

the researcher to find underlying “why” and “how” things have been conducted since clarifying questions 

during an interview can be asked. The interview-form chosen for this thesis is the semi-structured with 

somewhat wide predetermined questions with the ability to ask the recipient following up questions on its 

subjective thoughts of “why” and “how”. The reason for this chosen method is to enable us to in a 

structured way control the interview and ensure that we obtain the information that we need. 

 

2.3.3 Choice of interviews respondents 
 
When finding potential candidates for the qualitative interviews, screenings of corporate hybrid bond 

issuances conducted in recent years in Europe have been conducted. Potential real estate companies to 

benefit from an issue have assets in excess of 20 BSEK, a shadow rating of outstanding debt at BB and 

have earlier issued preference shares and have issued unsecured bonds. The investment banks have been 

chosen from a perspective of their earlier transactions, where all of the respondents have either issued 

unsecured bonds or preference shares to listed Swedish real estate companies in recent years.  

 

Interviewed real estate companies are: Jens Andersson, CFO, Klövern; Erik Selin, CEO, Balder; Linda 

Eriksson, CFO, Hemfosa. 
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Interviewed Investment Banks area: Kristoffer Öhrn, Investment Banking, ABG Sundal Collier; Ted 

Karlsson and Gabriel von Malmborg, Corporate Finance, Nordic fixed income/Artic Securities. 

 

2.2.4 Secondary data 
 
The secondary data is primarily from reports by official rating agencies, reports from 

European/international investment banks that have carried out issuances in recent years. Academic papers 

have also been used for the theoretical part of the theory chapter. The search of the written sources has 

mostly been conducted form well renewed databases such as Google Scholar. The reports from the 

investment banks have been either sent to us directly of found through the banks web sites. In addition 

the above-mentioned sources of data, prominent newspapers such as Financial Times and the Wall Street 

Journal have provided thoughtful and applicable articles within the field of Corporate Hybrid Bonds.  

 

2.3 Methodology evaluation 
 
2.2 Reliability  
 
Whether the thesis can be repeated with the same results or not, that is, its reliability is somewhat 

uncertain since most of the collected data is through interviews, conducted at a specific time and under 

different circumstances. Interviews are characterized by the fact that answers vary because of personal 

views, and the time when the question were answered. The written sources however, that are available to 

all, do increase the reliability of the study. 

 
2.3 Validity  
 
Thesis validity, or lack of systematic measurement errors, should be somewhat limited in view of the great 

importance interview have on the empirical chapter of this thesis. However, we have striven to avoid 

misinterpretations and personal bias in the work of the thesis with the help of well-designed questions and 

well documented answers even though the results in the empirical chapter are somewhat generalized.  

 
2.4 Replicability 
 
All written sources are listed and provide a high a high degree of replicability. However, the completed 

interviews may be difficult to recreate with an identical result and therefore reduces the thesis replicability 

slightly. 
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3. Theory  
 
3.1 Capital structure theory 
 
3.1.1 Capital-structure irrelevance proposition 
 
The field of capital structure is to be considered as well-researched area, with a magnitude of theories 

concerning optimal capital structures and is constantly developing from the original proposition by 

Modigliani and Miller in the 1950s. The two original authors have both been awarded the Nobel price in 

economic science (Miller in 1985, and Modigliani in 1990). The common idea behind optimal capital 

theories is to, from a perspective of the firms’ assets, describe how companies should be optimally 

financed. This has traditionally involved pure equity and debt instruments, but also includes instruments 

that are considered as a hybrid between debt and equity that have developed recent years (De Mey, 2007).  

 

The overall financial decisions regarding capital structure can be associated with the Modigliani and 

Millers “Capital Irrelevance Principle”. The theory suggest that the mixture of simple debt, equity and the 

dividend policy of an enterprise is irrelevant, since investors can control for leverage and dividends 

themselves making the corporates decision of capital structure irrelevant (Modigliani, Miller, 1958). The 

theory can be viewed as a basic thinking of modern capital structure and states that under the assumption 

that the market is efficient with no taxes, agency and bankruptcy options and under the assumption of 

symmetric information; then, the capital structure is irrelevant. With given assumptions, investors are 

assumed to obtain the same lending terms as the underlying firm.  

 

The assumptions of a “perfect-world” is however, for good reasons and with good empirical evidence, 

heavily criticised from other well-known researchers (Brealey, Myers, Allen, 2008; Myers, Majluf, 1984). 

One of the most convincing observations that stand in contradiction of the irrelevance theorem is that 

most corporations devote considerable attention to their capital structure decisions  (Berk & DeMarzo, 

2011). There is a range of well-established optimal capital structure theories that questions the Modigliani 

and Miller irrelevance principle. The four, most notably corporate finance theories that questions the 

irrelevance theorem are the pecking order theory, that is based on asymmetric information (Mayer & 

Majluf, 1984), the trade of theory, that is based on symmetric information (Campbell & Kelly, 1994), the 

signalling theory (Ross, 1977) and the market timing theory, that is based on capital market condition 

(Barker & Wurgler, 2002). Only the trade-off theory suggests a long-term optimal finance trade-off 

between debt and equity that varies by the characteristics of the underlying company (Campbell & Kelly, 

1994). The other three theories do explain rational finance decision depending on the overall situation 

rather than a long-term optimal finance structure.  
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3.1.2 Pecking order theory 
 
At the perception that market information asymmetries exists the “Pecking Order Theory” applies. 

Information asymmetries exists due to the knowledge of senior financial officers, working at the company, 

which are aware of the firm specific risks that the company is exposed to. As a result of the knowledge 

gap, investors will value different sources of finance differently (Myers and Majluf, 1984). In brief, the 

theory states that different ways of financing are valued at different levels, defined as the "pecking order". 

Internal capital has the highest value, such as retained earnings, located at the top of the “pecking order”. 

The second best source of finance is external debt, such as bank loans or bonds. At the bottom of the 

pecking order, new issuance of equity is found, making it the last resort source of finance since the 

company’s debt capacity is to be considered as overrun at this stage. (Brealey, Myers, Allen, 2008; Myers 

and Majluf, 1984) 

 

The pecking order can be described by the different cost of raising the different type of capital. Meaning 

that internal capital is cheapest source of finance and external equity is the costliest. The theory states that 

new issuance of external equity is to be considered as most expensive, due to the skepticism of investors, 

since it is considered as the last resort of finance. The result of new issuance of equity is often falling stock 

prices, since investors distrust the true value of the firm due to the information advantages of the CFO, 

that have called the issuance in accordance to the theory (Brealey, Myers, Allen, 2008). 

 

The pecking order theory do not, in contrast to the trade-off theory, determin any long term optimal 

capital structure in terms of equity and debt. This is because there exist two types of equity; internal and 

external equity. The theory do however states that the most profitable companies generally are less indebt 

than companies less profitable; due to the higher degree of internal finance as a result of financial slack 

(retained earnings, cash reserves and better accesability to loan markets). Less profitable companies do not 

have this alternative and have to turn to external sources of finance, and therefore seek  financing among 

the lower branches of the pecking order and thus are likely to have higher cost of financing (Brealey, 

Myers, Allen, 2008). 

 

3.1.3 Trade-off theory 
 
The second theory, the "Trade-off theory", is based on the existence of symmetric information, and says 

that the capital structure in itself is not relevant, it is the costs and benefits a certain level of leverage that 

determine the optimal level of debt and equity. The theory states that the tax benefits (tax-shield), double 

taxation of profit, dividends and the benefit of a certain level of leverage should be weighed against the 

level of financial stress a higher leverage as well as the means and the potential threat of bankruptcy 

(Kraus, Litzenberger 1973). The higher the leverage is, the larger the tax-shield becomes, but a higher 

leverage also results in larger costs in terms of financial stress and bankruptcy costs. The value of the tax-

shield should then be added to the unleveraged value of the company minus the costs of leverage in order 
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to evaluate the underlying value of the company (Brealey, Myers, Allen, 2008). Financial stress is defined 

as the actual costs of debt (interest) as well as the threat of bankruptcy. The optimal capital structure is 

found when the level of debt and equity that creates the highest tax-shield and lowest bankruptcy costs 

(Murray, Vindhan, 2005). 

 

The theory does not state any general optimal level of leverage, but general guidelines can be drawn 

depending on the company’s underlying assets. Assets considered to be “safe” should to a higher extent 

be financed with debt rather than equity. Companies with riskier assets should to a higher extent seek 

equity finance instead of debt (Brealey, Myers, Allen, 2008; Myers and Majluf, 1984). This theory may 

indicate that properties, that in most cases are considered to be a "safe" asset, relative to other financial 

assets such as high-tech companies, should primarily be financed by debt; which is often the case. In the 

field of hybrid capital, the suggested effect on capital structure should, from a theoretical standpoint, be a 

higher tax shield and a decreased bankruptcy cost since the overall Loan to value ratio (LTV) would 

decrease. 

 

3.1.4 Market timing theory 
 
The theory is based capital market conditions and concludes that there is an information gap between the 

company’s CFO and investors. The market timing theory is based on the fact that the well-informed 

market participants can benefit from market movements and optimize the company’s capital structure 

depending on the market situation (Myers, Majlufs, 1984). Management can optimize the capital structure 

depending on whether the market is over-optimistic or undervalues the market value of the company. 

This is done by new issuance when stock prices are to be considered to be overvalued and buy back 

stocks and issue debt when stocks are undervalued (Barker, Wurgler, 2002).   

 

It exists four strong evidences that the theorem applies. First of all do senior financial managers 

anonymously admit that market timing exists. Secondly that empirical evidence suggests that IPOs (initial 

public offerings) and new issuance of equity more frequently occurs when the overall stock valuations are 

high. Thirdly that long term returns from companies that applies market timing are higher than average. 

And lastly that new issuance of equity occurs when expectations of future returns are higher than average 

(Barker, Wurgler, 2002).  

 

The alternative definition of the market timing theory is defined by Faulkender (2005).  It states that 

market participants should analyze and optimize their capital structure based on macroeconomic cycles on 

the market and the capital expenses that can be derived from a specific market situation. Faulkender 

found that risk premiums and interest rate risks are cyclical and is dependent on the slope of the interest-

rate curve and allows speculations rather than hedging risks (Faulkender, 2005). 
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3.1.5 Signalling theory 
 
The signalling theory is applicable on capital structure (Ross, 1977), and is originally based on the market 

for lemons (Akerlof, 1970). The original theory assumes information asymmetry and concludes that due to 

information asymmetries potential buyers of a good will only be willing to pay the maximum amount for a 

potential damaged good, meaning that only damaged goods will be sold since the owners of higher quality 

goods will demand a higher price than potential buyers will accept to pay.  

 

When applicable on capital structure decisions, the theory implies that different signals regarding the value 

of the enterprise will arise to external stakeholders when issuing different sources of capital, due to the 

informational asymmetries between the internal management of the firm and external investors (Ross, 

1977).  Since external investors have less information of future potential earnings, they will simply react on 

a more general basis depending on the source of capital issued (Ross et al, 2011). Issuance of new equity 

will be interpreted as that the company is either overvalued in accordance to the market timing theory or 

is facing liquidity problems and uses issuance of equity as a last resource as in accordance to the pecking 

order theory. The implication on the value of the enterprise is that external investors will perceive the 

company to be overvalued, and that the stock price will decline. When issuing debt, the signal is 

interpreted the other way around, external investors will assume that the solvency of the company is at 

satisfying levels and that future earnings are assumed to increase since future higher interest expenses are 

expected due to the new issuance of debt, a lower tax-burden is also assumed in accordance to the trade 

off theory.  The implications on the value of the enterprise is that external investors will perceive that the 

company to be undervalued, and that the stock price will rise (Ross et al, 2011). 

 

The theories above referred to look upon how firms should be optimally financed with pure equity and 

debt; neither of the theories explicitly takes hybrid forms of capital into account. The field of hybrid 

instruments are however not unexplored but to be considered somewhat limited. Previous studies have 

investigated the cost benefit relation between preferred stocks and stocks (Engel, Ericksson, Maydew, 

1999), and the relationship of return between preferred stocks and stocks (Krishnan, Laux, 2005). General 

non-empirical studies have been conducted within the field of hybrid capital investigating the general 

motives behind hybrid capital (Bentson et. al 2003), also benefits and potential drawbacks from the 

perspective of cost efficiency of the issuance companies have been conducted (Carlsson, 2006). Within the 

field of hybrid capital financing in the Swedish real estate market, no previous studies have been 

conducted. This is not a surprising finding since no actual observation of such financing alternative has 

been seen so far.   
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3.2 Rating agencies considerations  
 
The prominent key feature of a hybrid capital instrument is to align the benefits of both equity and debt. 

The implication of such instrument is to benefit from tax-deductible payments to investors and grant 

equity credit assigned to the instrument by the rating agencies. In order to benefit from both above-

mentioned advantages, it is crucial to be aware of rating agencies considerations and their methodology of 

how to value the equity credit assigned to the instrument. It is crucial to mention that the two rating 

agencies that assign equity ratings to hybrid bonds (Standard & Poor (S&P) and Moodys), revise their 

methodologies on a regular basis. The methodologies are however rather straightforward and are clearly 

defining the terms of how to gain equity credit to a hybrid instrument.  

 

The following sections will describe the different methodologies applied by the rating agencies and how 

they assign a credit rating. There will also be a brief description of how the methodologies have evolved 

over the last years.  

 

3.2.1 Rating methodology applied by S&P 
 
The methodology behind the level of equity credit attached to a hybrid capital instrument is described in 

“Hybrid Capital Handbook” that S&P published in 2008. There have however been several updates since 

then but the general framework is somewhat intact. The methodology described in the following sections 

only applies to corporate hybrids; thus, the sections for insurance companies and financial institutions are 

excluded. 

 

Determining equity content  
 
S&P states that the level of equity content should be determined by characteristics of the instruments 

similarities to three positive features of traditional common shares (Hybrid Capital Handbook, 2008). 

These are: 

- Equity requires no ongoing payments that could lead to default  

- It has no maturity or repayment requirement, and is expected to remain as a permanent feature of 

the enterprise's capital structure  

- It provides a cushion for creditors in case of bankruptcy 

 
Based on the above-mentioned criteria’s in addition to the individual features of the instrument (coupon, 

step-up, maturity etc., as described in section 1.3), an analysis is conducted in order to evaluate how 

similar the hybrid capital is to equity. In addition to that, a “holistic approach, considering the overall 

effect of the issue on the issuer's credit profile” will be conducted. 
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The equity credit rating is then conducted within the framework and given a percentage of equity credit in 

one of the three categories, “high” (100%), “intermediate” (50%) and “minimal” (0%).  S&P also states a 

maximum percentage of total capital (debt, equity and hybrid securities) for the three sub-categories. 

 
 

Table 1 – S&P equity credit and limit of percentage of hybrid capital to total capital 

 
"Minimum" "Intermediate" "High" 

Equity credit 0% 50% 100% 
Maximum % of capital No limit 15% 15% 

 

 

When considering the equity rating, it is crucial to specifically analyze how S&P determines effective 

maturity and its relation to a step-up and the possibility to call the hybrid due to loss of equity credit.  

 

Effective maturity 
 
Most of the existing hybrid bonds are labeled with very long maturities, either perpetually or very long 

term. Most of them contains a step-up and is of great importance when S&P analyses the effective 

maturity, that is not automatically equal to the stated maturity. S&P states that step-ups that are above 100 

bps constitute the effective maturity. To exemplify; A perpetual hybrid bond that has a contractual step-

up of 150 bps in 10 years is considered to have an effective maturity of 10 years (Hybrid Capital 

Handbook, 2008). 

 

Equity credit considerations 
 
Depending on the step-up structure of the hybrid instrument, the equity credit rating is not only 

depending on its considered effective maturity. What does determine the equity credit is the incentive to 

redeem the instrument at a specific date, if the incentives not to redeem are considered to be low, then the 

equity credit is granted. If the incentives are considered to redeem; then the instrument is treated as pure 

debt (Standard & Poor’s, 2008). The latest change in rating methodology is that instruments involving a 

right to redeem or “call” the instrument in case of equity credit loss is to be considered as “minimum” 

equity content. The overall idea behind this change is to ensure the equity feature of hybrid capital; to 

ensure protection or acts as “loss absorption” to senior creditors (Standard & Poor’s, 2015). 
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How to value equity credit by S&P 
 
Standard & Poors value the equity credit in the following manner: 

 
Table 2 – S&P equity credit rating considerations of hybrid capital 

  Intermediate (50% equity credit) High (100% equity credit) 
Maturity More than 20 years remaining Perpetual 
Optional deferral Period larger or equal to 5 years Period larger or equal to 5 years 
Call date More or equal to 5 years More or equal to 10 years 
Step-up Moderate (25-100 bps) No step-up 
Subordination N/A Subordinated to all senior debt 

 
 

 

3.2.2 Rating methodology applied by Moody’s 
 
Current method applied by Moody’s is a development of the methodology “Revisions to Moody’s Hybrid 

Tool Kit,” formulated in 2010 and a further expansion of the stricter methodology “Debt and Equity 

Treatment for Hybrid Instruments of Speculative-Grade Non-financial Companies” formulated in 2013. 

The methodology is a stricter version of the method published in 2013 and only concerns non-banks. The 

main addition is the 2015 new methodology “Hybrid equity credit” is a threshold of 30% of hybrid capital 

in relation to the adjusted equity1 and covers all hybrid capital instruments issued by both investment 

grade non-banks companies and speculative-grade companies. The new methodology also includes 

shareholder loans as a hybrid instrument. 

 

Determining equity content  
 
The general credit classification methodology of equity credit applied by Moody’s is based on the benefit, 

in terms of loss-absorption, generated by the hybrid instrument.  Either it is of a “going” concern, where 

losses are absorbed early in case of a company default, or of a “gone” concern, where losses are not being 

absorbed until the company definitely have defaulted.  

 

The method applied by Moody’s to assign an equity credit is called the “equity-debt continuum” with five 

“baskets”. Hybrids that are considered to be closest to equity-like characteristics are placed in basket E 

and hybrids that are closest to debt-like characteristics are placed in basket A.  

 

                                                       
1 Adjusted equity is reported equity after Moody’s standard adjustments, including hybrid equity credit 
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Figure 6 – The equity-debt continuum by Moody’s 

 
Moody’s three general principle questions to determine equity credit 
 
Question 1 - Does the hybrid absorb losses or provide financial protection for a ‘going’ concern? 

The better the loss-absorption characteristics of the hybrid instrument is in concerns of liquidity 

preservations through skipped coupons on a non cumulative basis or write downs well in advance of a 

default, the higher equity credit is given.  

 

Question 2 - Does the hybrid absorb losses for a ‘gone’ concern? 

If the loss absorption features of the hybrid instrument generally occur only when the company is close to 

a definite default, then the equity credit is considered to be of a “gone” concern. This has the implication 

that senior creditors do not benefit at the same level of loss absorption, in an early stage, as in question 1. 

Hybrids that are cumulative or with deferred coupons or have restricted options to skip coupons belong 

to this category. 

 

Question 3 - Will the loss-absorbing hybrid be there when needed? 

The last consideration is whether the instrument will be able to absorb losses when needed. Key factors to 

consider are whether the instrument will be replaced, if it is called. Moody’s will consider these options 

when evaluating the overall credit analysis as well.  

 
How to value equity credit by Moody’s 
 
Except the above-mentioned statements that should be taken into account when assigning an equity 

credit, the maturity must be at least 30 years. There is however not any clear definition how to calculate 

the effective maturity as in the methodology presented by S&P. Moody’s do however state that the first 

call-date with a step-up of more than 100 bps will be considered as the effective maturity.  

 

The latest addition (Moody’s, 2015) to the methodology is that de ratio between hybrid equity credit and 

the modified capital (reported equity + adjustments, in this case the hybrid equity credit + the analysts 

adjustments) at maximum can be 30% in order to gain equity credit assigned to the instrument, this holds 

for investment-grade non-banks corporations. The 30% cap does not apply to speculative-grade non-

banks corporations since the relative importance to senior creditors is marginal. 
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The figure below illustrates how Moody’s assign equity credit in accordance with the debt-equity 

continuum and under what circumstances the equity credit is assigned to a specific basket. The four 

critical factors that are ranked are: coupon deferral, settlements, ranking and maturity.  

 
Table 3 -  illustrates the rating grid to assign an equity credit to hybrids (Moodys (2015) 

 

 
Corporate bonds - subordinated debt or preferred security? 
 
Throughout Moody’s methodology, a somewhat clear line is drawn between subordinated debt and 

preferred securities. In order to clarify the different sub-groups further, it is critical to define what a 

preferred security is.  According to Moody’s, preferred securities are “very deeply subordinated securities 

and generally the most junior instrument above common equity in the capital structure” as well as the 

security can’t “default or cross default other than at maturity, if the hybrid is dated” and lastly “have 

limited ability to influence the outcome of a bankruptcy proceeding or a restructuring outside 

bankruptcy”. All three conditions have to be satisfied to be classified as a preferred security, if this 

threshold not is satisfied; the security will be classified as subordinated debt (Moody’s, 2015). 

 

A subordinated debt cannot have more than 25% equity credit while a preferred security can have either 

50 or 75% equity credit. If interpreting corporate hybrid bonds in accordance to S&P definition into 

Moody’s definition; they can be classified as a preferred security.  

 

3.2.3 Trends and evolution – Rating methodology  
 
When comparing earlier releases of methodologies by S&P, “Hybrid Capital Handbook” (2008) and 

Moody’s “Refinements to Moody’s Hybrid Tool Kit: Evolutionary, not Revolutionary!” (2005), to todays 

methodologies applied “Assigning equity content to corporate entity and North American insurance 
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holding company capital hybrid instruments” (2013) with the addition of the latest adjustments “Standard 

& Poor's Affirms Various Ratings Following Review Of Corporate Hybrid Equity” (2015) by S&P and 

Moody’s “Hybrid equity credit”, a clear pattern can be drawn. Today’s versions are stricter and terms are 

more defined and narrow compared to older versions. This evolution minimizes the risk of 

misinterpretations and thus increases the willingness of an issuance as a result of the clearer definitions of 

the security. The latest trend is to limit the amount of hybrid equity credit in relation to other sources of 

finance (Moody’s, 2015) and to restrict companies to call the hybrid capital in case of equity credit loss 

(Standard and Poor’s, 2015).  

 

3.3 Accounting considerations 
 
In order to benefit from both the debt-features and equity-features of a hybrid bond, it is of crucial 

importance to analyse accounting considerations. This is regulated under the International financial 

reporting standards (IFRS) where financial instruments are classified as debt, equity or a hybrid of both 

depending on the underlying features. The regulatory framework has a major importance of financial 

ratios from an accounting standpoint and how to treat the instrument in tax considerations where the 

most important subject is tax-deductibility of interest.  

 

3.3.1 IFRS (IAS 32) - classification and treatment of equity 
 
The regulatory framework under IFRS that revises equity or debt treatment is IAS 32. The act defines a 

financial instrument as:  

”Any contract that gives rise to a financial asset of one entity and a financial liability or equity instrument of another entity.”  

Under the act of IAS 32 financial instruments can be classified as either equity, debt or as a compound 

instrument of both equity and debt where the two sources have to be accounted for individually. The 

standard further states that there are three conditions to treat a hybrid instrument as equity. 1) There exist 

no contractual obligation to pay interest or cash or any other financial asset 2) The instrument is 

subordinated other liabilities and have a residual interest in the companies’ assets 3) Perpetual maturity. 

Voting rights is not, according to IAS 32, a requirement to fulfil the classification of equity. If the security 

fulfils the statements below, it is recognized as equity, and if not; it is classified as debt.  

1) No contractual obligation to pay interest or cash or any other financial asset 

The determining factor here is to evaluate whether the payment, or interest, is to be considered to be 

equity-like as a non-forcing dividend or as a forcing coupon payment of a bond. Another perspective is to 

evaluate whether the payment is possible to defer or suspend.  
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2) Residual/equity interest in residual value 

This means that the hybrid bond must be subordinated to all other liabilities in case of a company default 

from an accounting perspective. The security is to be considered as junior to all other liabilities of the 

company. The interest in a potential residual value should be to classify as an “equity” interest.  

3) No fixed maturity 

To gain an equity classification the maturity must be perpetual. A hybrid bond with long maturity (e.g 30 

year) will be classified as debt since the maturity is to be considered as an obligation to pay, which is in 

contrast to statement 1.  

3.4 Tax considerations  
 
As mentioned earlier, tax deductibility of the coupon is one of the major advantages of hybrid bonds. 

Current legislation in Sweden makes a strict distinction of two sources of “interest”; either it is an expense 

from borrowed capital, which is deductible. Or it is an expense from equity, where the dividend is not tax-

deductible. Sweden is also one of the few countries where expenses that can be referred to borrowed 

funds are fully deductible (Företagsskattekommittén, SOU (2014).  

 

In the case of hybrid bonds, there is no clear guidance in the current tax legislation. The most crucial 

question is how to treat the instrument in taxation matters when it is considered as an equity component 

according to accounting standards and is considered as a debt from a civil-law perspective. Since the 

absence of hybrid bonds on the Swedish capital market, except Vattenfalls and Volvos hybrid bonds, 

there are no legal cases to find guidance in how to treat the taxation matter.  

 

The closest case to a hybrid bond that was appealed by the highest administrate court (Högsta 

förvaltningsdomstolen, 2014) was a convertible debt. The convertible debt had a long maturity with fixed 

quarterly payments, the issuer hade the option to choose if to convert into preference shares or call the 

debt with a cash payment before the maturity. The issuer could also decide if the interest should be 

compounded or paid in cash every quarter.  The issuer aimed to handle the loan as equity in accordance to 

IAS 32 but still deduct interest payments due to the characteristics of the debt-in like features before 

maturity.  

 

The highest administrative court concluded that individual circumstances in individual cases must be 

considered, and no general guidance can be given for such instruments. The fact that the issuer did not 

have any obligation to, with own funds, redeem the loan at maturity was the most crucial incentive to 

handle the payments as if they were from an equity instrument; in other words, deny tax-deductibility.  
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3.5 Review of sources of financing 
 
There are numerous ways of financing the operations and growth of a corporation. The choice of the 

proportion of debt in relation to equity reflects its leverage and hence its risk. Equity is a source of 

internal debt which, as described earlier, by definition is the total assets of a firm minus its liabilities. 

Equity can be issued either via common shares or as preference shares, out of which the latter is a sort of 

hybrid capital itself. 

 

External debt (or just debt) on the other hand is defined as an amount of money borrowed by one party 

from another. Examples of debt mentioned earlier were standard bank loans and bonds. To this group a 

number of instruments could be added, such as debentures, mezzanine, convertibles and asset backed 

securities (ABS) or securitization in general. As mentioned before, hybrid bonds belong to neither equity, 

nor debt. The section below will however not describe hybrid bonds any further. Instead this part is 

devoted to other alternative sources of financing, shortly describing its features but also highlighting some 

of its pros and cons. 

 
3.5.1 Equity 
 
Common shares 
 
“A common stock is a security that represents ownership in a corporation. Holders of common stock 

exercise control by electing a board of directors and voting on corporate policy” (Investopedia.com). 

Holders of common stock, as illustrated and described in “Figure 3”, are placed in the bottom of the 

capital structure, meaning that in event of liquidation they are last in line to be compensated. Hence, 

common stock represents the lowest priority of repayment and the highest risk (but also highest potential 

return). 

 
Preference shares 
 
Preferred stock is a sort of hybrid security, meaning that it, just like hybrid bonds, shares some equity-like 

and some debt-like characteristics. Holders of preferred stock, just as the name suggests, have higher 

(preferred) claim on the company assets than holders of common stock. Henceforth, it pays a fixed 

dividend before it is being paid out to common stockholders. Equity-like characteristics are for an 

example its potential increase in value. Although, unlike common stock, holders of preferred stock have 

no or limited voting rights (Investopedia.com). According to Catella (2016) preference shares have been a 

popular issue among Swedish property companies listed on the stock market in recent years. However, 

according to their latest data, issuing activity have been low since mid-2015. 

 

http://www.investopedia.com/terms/b/boardoftrustees.asp
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One of the main advantages of issuing preference shares is that the company can cancel its dividend 

payments without being in default. A disadvantage in relation to other debt instruments (or corporate 

hybrid bonds) is that dividend payments are not tax deductible. 

 

3.5.2 Debt 
 
Bank loan 

Traditional bank loans are commonly used as the main source of debt financing, not the least within the 

Swedish real estate sector. Bank loans tend to be secured and senior to all other sources of finance and 

henceforth placed on the top of the capital structure, illustrated earlier. Thus, (senior) bank loans 

represents the highest priority of repayment and therefore also the lowest risk. 

 

Advantages with these loans are normally that they, depending on the current economical climate, are 

fairly easy to access due to the fact that the Swedish financial market historically has been, and to large 

extent still is, very bank-orientated. Traditional bank financing has in recent years been rather accessible, 

although, still to somewhat moderate LTV-ratios, to attractive rates (Fastighetstidningen.se). Although, to 

exclusively turn to bank financing could potentially be a costly and illiquid way. 

 

Mezzanine debt 

Mezzanine debt is a junior debt and works as a complement on top of traditional senior bank loans. 

However, these loans usually involve flexible terms such as warrants and stock call options (Donner & 

Svensk, 2012). Lenders of mezzanine debt have lower priority of repayment in event of default than 

holders of senior debt. The risk as well as the expected return is therefore higher than of other senior 

debts. Mezzanine debt is generally issued on top of traditional bank loans in order to achieve higher LTV-

ratios or to growing firms in connection with buyouts and acquisitions (Ballard & Muldavin, 2000). This 

way, a higher leverage ratio is attainable without approaching the capital market. 

 
Corporate bonds 

Corporate bonds are simply a debt instrument issued by corporations and obtained by investors, indirectly 

the lenders. These bonds can either be secured or non-secured, whereas a secured bond would have 

security in the company’s physical assets and a non-secured bond indirectly would be backed by its ability 

to pay the coupon payment i.e. future earnings (Donner & Svensk, 2012).  

 

The maturity of a corporate bond issued by a Swedish firm is normally longer than two years, under which 

time the holder of the bond obtains a yearly coupon payment and the entire amount outstanding due at 

the maturity date (Nationalencyklopedin.se). A bond without any regular coupon payments during its life 

time is a zero-coupon bond. 
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Reaching out to the capital markets, by in this case issuing corporate bonds, tend to bring benefits in 

terms of a diversified debt financing, refinancing and generally a lower cost of debt (Donner & Svensk, 

2012). Corporate bonds have in recent years gained sufficient popularity within the Swedish listed 

property sector, as of Q4 2015 amounting to SEK 36 billion, corresponding to 13.8 per cent of the 

interest bearing debt (Catella, 2016). 

 
Convertible bonds 

As the name suggests, a holder of a convertible bond acquires the right to convert these, within a certain 

time-period and at a pre-determined price, into common stock  

(Lam et al., 2011).  Convertible bonds generally yield lower than an otherwise comparable corporate bond 

which consequently lowers the cost of the issue. Disadvantages with such an issue would reasonably be 

the risk of diluted company control in case of conversion.  

 
Medium Term Note (MTN) Programme 

Another way of debt financing is by issuing so-called MTN-notes. Instead of having to create extensive 

legal documentation every time new notes are issued, the issuer only have to do so once (Donner & 

Svensk, 2012). Hence, future issues and maturities of MTN-notes can be done without costly and time 

consuming procedures. Maturities can vary from nine months to 30 years (Investopedia.com). The 

foremost key purpose of this form of MTN-programme is to obtain a continuous cash-flow from its debt-

issuance, tailored to its financing needs. 

 
Debentures 

Debentures are unsecured loans issued in the capital markets with maturities ranging from two to fifteen 

years. They are to some extent similar to corporate bonds. Holders of debenture notes are however placed 

further down in the capital structure of a corporation, meaning that the priority of repayment is lower 

than all other creditors except equity holders (Ekman, Grundström, 2011). Consequently, they carry 

higher risks at the same time as they offer higher returns. 

 

Securitization 

Examples of securitizations are asset and mortgage backed securities (ABS/MBS). Due to its poor 

reputation in connection to the past financial crisis it almost completely disappeared in 2008 but has 

found its way back since (The Economist, 2014). Asset backed securities are made up of and backed up by 

other financial securities, such as leases. The cash-flow, i.e. the rent, is passed on to the holders of the 

securities, i.e. the investors. Basically, this means that the coupon or the interest payments corresponds to 

the rental payments of the underlying lease or leases. Mortgage backed securities work just the same way 
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but with the only difference that the underlying asset is made up by mortgages, normally home or student 

loans (Berk & DeMarzo, 2011). 

 

Benefits of securitization could be lower cost of debt as well as diversified debt financing. Another key 

benefit with issuing asset backed securities worth mentioning is the fact that external debt financing is 

achievable off the balance sheet, allowing the originator to present stronger key ratios. However, 

securitization has been rare in the Swedish real estate industry due to the lack of knowledge and its 

complexity (Ahlberg, Jansson, 2014).  

 
3.6 Motivation for issuance 
 
So far, this paper has discussed the key features of corporate hybrid bonds and how they are treated by 

rating agencies and tax authorities, as well as explained different alternative sources of funding. Thus, at 

this point we appreciate that hybrid bonds neither belongs to the group of equity, nor debt. Instead, it 

belongs somewhere in between. However, it combines the features of the two, meaning that it conveys 

the advantages of both equity and debt, but also its disadvantages. Therefore, in association with the 

growing popularity of the instrument (Financial Times, 2015), this section is devoted to highlight the 

motives for issuing hybrid bonds instead of (or as a complement to) other sources of equity or debt. 

 

3.6.1 Strengthening credit profile  
 
One of the most major motives for corporations to issue hybrid bonds is to strengthen its credit profile 

and thus preserve (or even strengthen) its credit ratings. Perhaps ratings are slumping due to weak 

operating performance or high capital expenditure needs (Unicredit, 2015). As explained earlier, the equity 

credit rating (usually 50 percent) denoted by the rating agencies strengthens the company’s balance sheet 

and hence, certain financial key ratios. In that way, the company manage to preserve its credit rating, 

which in return enables diminution of future financing costs. Moreover, issuing hybrids positively effect 

lenders of senior debt. Due to the subordination of hybrid bonds, it does not cause any burden on senior 

creditors but stipulate them with an ancillary cushion (Lafontaine, 2014). 

 
3.6.2 Cost-effective capital  
 
You may now, from reading the previous point, wonder why not issuing equity rather than hybrids, if 

strengthening the company credit profile and supporting senior lenders is the main purpose. Since equity, 

from a credit profile point of view, would be even better. There are however three key aspects, making 

hybrid bonds a better, as well as more cost-effective, alternative. These are: cheaper cost of capital, tax 

shield and no dilution of shareholders. 
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The first characteristic, attractive for the issuer, is, as mentioned, that it is cheaper than equity. As 

illustrated in “Figure 3”, equity-holders have the lowest priority of repayment and is therefore tied to the 

highest risk. As a consequence, the required return on equity is higher than the cost of (the yield) hybrid 

bonds.  

 

Secondly, hybrid bonds are, as described earlier, treated as debt from a tax standpoint. Meaning that the 

coupon payments are tax deductible, making the effective cost of hybrids even lower. 

 

Lastly, holders of hybrid bonds hold no economical or voting rights in the issuing company. As a result, 

no dilution of shareholders occurs. This is for many companies seen as a rather attractive standpoint. 

Especially for family- or state-owned corporations.  

 

3.6.3 Limited access to capital markets 
 
Companies with no or limited access to capital markets can choose to issue hybrid bonds instead of 

equity. Such occasion could presumable occur if the company have a poor financial history, weak 

forecasts or just if investors generally are cautious investing larger amounts due to market instability, 

regardless of the strength of the company-specific equity. Investors acting reserved towards taking on 

additional equity-risk may however be willing to accept taking on the hybrid-risk of the same company. 

  
3.6.4 Financial flexibility  
 
Issuing corporate hybrid bonds brings financial flexibility in a double sense. Mainly, this is a motive for 

issuance due to a lowered refinancing risk. In event of sudden capital expenditure plans or acquisitions, 

funding can be sought through several sources and investors, either via issuing hybrids, regular bonds or 

equity. A second sense of financial flexibility lies in the possibility of coupon deferral (which yet might be 

limited as explained earlier).  

 
3.6.5 Larger investment base  
 
Financial flexibility, as discussed above, is naturally associated with a larger investment base. By reaching 

out for funding via different instruments and sources, relationships are made with new investors. 

Investors of hybrid bonds are either large asset managers or hedge funds specialized in hybrid securities or 

large institutional investors, assigning only a smaller share of its capital to hybrid investments (Lafontaine, 

2014). 

Considering the latter investor mentioned above, they may have invested in the company before. If not, a 

relationship could potentially lead to future investments in other securities such as bonds or common 

stock. Investors specialized in hybrid securities specifically evidently extends the investment base, seeing 
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since they would not have been reached through other channels. 

3.6.6 Funding of acquisitions 
 
Since rating agencies assign each hybrid issue with an equity credit, funding of acquisitions by issuing 

hybrid bonds limits the potential negative effect on the credit rating, that other sources of debt financing 

could have. Namely, unlike other sources of debt financing, hybrids assigned a certain level of equity 

credit would only have a limited effect on the net debt ratio as well as the interest coverage ratio 

(Unicredit, 2015). 

 

Furthermore, as a result of the current low interest environment, issuing hybrid bonds would be cheaper 

than equity, at the same time as it would not weaken the position of current shareholders. 

 
3.7 Potential impact on leverage and WACC 
 
In order to examine the potential impact an issue of hybrid bonds would have on a company’s financials, 

we have chosen to investigate what bearing on leverage and the weighted average cost of capital (WACC) 

it might have. Hence, we have created a rather simple hypothetical company with 40 percent debt, 60 

percent equity and no hybrids outstanding. Other assumptions made are; 22 percent corporate tax, 4 

percent cost of debt, 6 percent cost of hybrids, 10 percent cost of equity and that the hybrids issued will 

get assigned 100 percent equity credit. This gives us a starting point, fairly similar to a Swedish real estate 

company, based on given assumptions, with a WACC of 7,2 percent and a debt-to-equity ratio of 0,7x. 
 

Table 4: Original hypothetical capital structure  

 
 
If we instead replace part of the debt by issuing hybrid bonds as in “Table 5” presented on the following 

page, we can see that the WACC slightly increases by 0,3 percentage points, whereas the debt-to-equity 

ratio drops to 0,3x. If a reduced leverage ratio would result in an improved senior rating it could lead to 

favourable funding costs. If not, the hybrids issued seem rather useless, especially when the WACC is 

increased. 
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Table 5: Hybrid bonds replacing debt 

 
 

If part of the equity instead were to be replaced by hybrid bonds, the impact would be different. When 

reducing equity by 15 percentage points and entirely replacing these with hybrid bonds, we get a lower 

WACC by 0,7 percentage points, while the debt-to-equity ratio remains the same. 

 
Table 6: Hybrid bonds replacing equity 

 
 

Seemingly, there are obvious benefits with replacing part of the equity with hybrids, while replacing debt 

with hybrids according to this very simplistic example seems somewhat non-beneficial. 
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3.8 Motivation for investors 
 
3.8.1 The search for yield 
 
In the wake of the central banks major bond buying packages and todays low interest environment, 

investors seeking yield have to seek longer maturities or step further down in the company capital 

structure, for example via hybrid debt. Due to its subordination they contain higher risk and hence, yield 

higher than corporate bonds. Consequently, investors may argue that if a financially sound company issues 

corporate hybrid bonds, which generate higher returns than its senior debt, investing in their hybrid issue 

could offer them an attractive way of investing in the company, while gaining a higher yielding product 

(Financial Times, 2015). In that way, you could say that the policies laid out by the European Central Bank 

(ECB) and other central banks partially, pushing interest rates to extreme lows, have driven the demand 

for corporate hybrids. Another factor driving its demand is the inclusion in the iBoxx index, increasing the 

demand for hybrids by index investors (Unicredit, 2015). 

 
3.8.2 Acceptance for subordination 
 
As described above, investors seeking higher yields have found corporate hybrid bonds, being the new 

“fixed-income exotica”. In the search for higher yielding products, investors have had to choose to invest 

in either the high yield market, still consisting of senior bonds but of lower ratings, or to accept the 

subordinated position that hybrid bonds bring but issued by companies with a stronger credit profile 

(Lafontaine, 2014). Part of the recent popularity can be explained by investors making the latter choice. 

 
3.8.3 Standardised asset class 
 
Hybrid bonds as an asset class are still, relative other asset classes, at a maturing stage. However, it seems 

the rating agencies, apart from some minor clarifications, finally have decided on how to treat corporate 

hybrid debt (Unicredit, 2015). As a result, hybrid bonds have become a standardised product in the debt 

capital markets, accepted by investors. The fact that the products have become far less complex brings 

comfort to investors, which since 2013 has been shown in its increasing popularity. 

 
3.9 Risks 
 
As in with all sorts of investments, there is a certain amount of risk attached and so it is when investing in 

corporate hybrid bonds. The key benefits, of issuing but also investing in, hybrid bonds are associated 

both with debt- and equity-like characteristics. The security is clearly trying to achieve “the best of two 

worlds” in one product. However, as a consequence, it is also attached to the disadvantages from both 

worlds. Non-financial hybrid securities, such as hybrid bonds, have been shown to be highly complex 

financial products, in some cases hard to understand, even for sophisticated investors. Although, the 
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market for hybrid bonds, as described above, have recently become more and more mature and therefore 

also easier to understand. Indeed, it is in place to highlight some of its risks. 

 

Key features of hybrid bonds such as subordination, coupon deferral and long maturity are all subject to 

enable the existence of this particular security. Yet, they are connected to risk, which is why they will be 

described and evaluated among other risk factors below. 

 
 

 
Figure 7: The debt-equity continuum (Colonial First State, 2013) 

 
 
3.9.1 Market price volatility 
 
Due to recent development of corporate hybrid bonds, some of its characteristics have become more 

equity-like. Hence, the price fluctuations of hybrid securities on the market are higher than of otherwise 

comparable senior debt, traded on the secondary markets (Unicredit, 2015). Key factors affecting the 

market price of hybrid securities are coupon deferability and company performance forecasts. As 

explained earlier in this thesis, so called “dividend stoppers” are commonly included in the legal 

documentations of todays issues, which is why projections of future dividend payments highly affect the 

price of hybrid bonds, issued by the same company. If there is a high risk the company will lower (or even 

cancel) dividend payments in the future, there is also a high risk that coupon payments to holders of its 

hybrid bonds might be cancelled. 

 
3.9.2 Subordination 
 
As described and illustrated in "Figure 3”, hybrid debt belongs far down in the capital structure of a 

company. As a consequence, hybrid bonds are generally unsecured and subordinated all other outstanding 

debt. Thus, in event of insolvency, hybrid investors have to line up behind all other creditors. Yet, the 

priority of repayment remains higher than for equity-holders. 
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3.9.3 Coupon deferral 
 
Coupon deferrals may be one of the biggest risks hybrid investors could be facing. Despite the fact that 

coupon deferrals on hybrid issues historically seem to have been rather exceptional, the risk thereof vastly 

affect the price of a hybrid issue. Explicitly, the issuer can cancel its coupon payments for a long period of 

time without being in default, leaving the investors with a paper generating no cash-flow. Clauses, such as 

a time limit and a “dividend stopper”, limiting the risk for such an event, have in recent issues however 

been included.  

 

3.9.4 Early termination 
 
Another risk apparent in near history (see Background section) is an early termination of the contract, due 

to the right of the issuing firm to call back the bond issue. This can be done to a pre-determined price 

which may be lower than the current market price, leaving the investors with a loss. 

 
3.9.5 Maturity 
 
Essentially, longer maturities come with higher risk. Hybrid bonds normally matures after several decades, 

if not perpetual. As a result, the risk of the issuing company running in to financial difficulties, with 

coupon deferrals as a consequence, during this time is obviously higher the longer the maturity is. 

However, as described earlier, the investment is normally paid back as early as at the first call-date. 

 
3.9.6 Rating agency behavioural 
 
Up until now, the way rating agencies have chosen to treat hybrid issues have been extremely important 

for its development. Changing views by the rating agencies have degraded recent issues into expensive 

debt rather than cheap equity. In some cases, this have caused the issuer to call back its bonds at a pre-

determined price, lower than what it was currently being traded for, again, leaving the investors with an 

unforeseen loss.  
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4. Empirical study 
 
4.1 Interview results Investment banks 
 
We have interviewed a selection of investment banks, that in one way or another have evaluated the 

potential applicability of the instrument on listed Swedish Real Estate companies. For further information 

of the respondents, see section 2.3.3. 

 
4.1.1 Perception of current knowledge-base among Swedish real estate companies 
 
All of the respondents consider the overall knowledge of corporate hybrid bonds to be fairly limited in the 

real estate industry. The instrument has however in many cases been considered and CFOs of larger real 

estate companies have good general insight of the product and its key features. One of the respondents 

said that a qualified guess is that perhaps one in ten is fully knowledgeable about the financial instrument 

at this moment. There is however no doubt about the fact that most CFOs of listed real estate companies 

have heard about the instrument, but not evaluated the full potential applicability of an issue. 

 

Bank hybrid bonds have however been on the market for a while, with the first issuance made by SBAB, 

as a result of Basel III and stricter equity requirements. The purpose of an issue of corporate hybrid bond 

is not the same from a regulatory perspective, but is rather to benefit from other factors such as tax 

deductibility and improved key figures. One of the respondents concludes that debentures were more 

common before and that volumes of Bank hybrid bonds increased drastically during 2014-2015 as a result 

of Basel III.  

 

We can however see a different market for hybrid bonds in Finland for example, not necessarily among 

real estate companies but overall. This may partly be due to more knowledge but mainly to the fact that 

they have the euro, enabling them to seek capital from the euro-bond market where foreign investors to a 

larger extent act than on the Swedish bond market, where the knowledge among investors can be 

considered to be more limited in concerns of valuation of the instrument. They do furthermore have 

different rules regarding bond issuance, in regards of a lower unit price per issued hybrid bond than in 

Sweden. 

 

The expected response of the instrument among real estate companies 
 

The overall response from Swedish real estate firms is that they find the instrument as an innovative and 

interesting source of finance. Yet, they are somewhat cautious and show a tendency of not wanting to ”be 

first out” with such an instrument, yet unproved on the market.  
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Corporate hybrid bonds are to be considered as in the same level of yield as preference shares, but with 

the obvious advantage of a deductible coupon. It is however possible that a professional investor would 

demand a share of the tax benefit in terms of a higher yield according to one of the respondents. The 

instrument as such is however applicable to the Swedish real estate market. But then again, the obstacle to 

overcome is the low liquidity of the instrument due to the high unit price. Investors that are interested in a 

specific companies’ unsecured bonds or preference share, could however definitely be interested in a 

corporate hybrid bond, issued by the same company too.  

 
 
4.1.2 Applicability of Corporate hybrid bonds on Swedish listed real estate companies 
 
All of the respondents settle that the possibilities to issue corporate hybrid bonds for Swedish real estate 

companies are good, as long as you “start in the right end”. It is of crucial importance to evaluate potential 

investor preferences in terms of yield requirements in comparison to unsecured bond yields, one of the 

respondents said.  Adding the instrument to the capital structure of a real estate company would bring 

many advantages such as introducing a new group of investors, diversification of their loan portfolios as 

well as the obvious tax advantage and improved key figures.  

 
But as with all new products there are however complications. In the case of corporate hybrid bonds such 

complication could potentially be the fact that most hybrid investors are to be found outside Sweden. 

Swedish real estate companies would find it as a complication to issue a corporate hybrid bond in in euros 

rather than Swedish kronor, due to the currency risk. For that particular reasons certain firms, active on 

the international scene of real estate, may be more suitable issuing corporate hybrid bonds than companies 

with assets only in Sweden. 

 

Piece per unit price considerations 
 

The biggest complication, according to all the respondents, in case of an issuance of a corporate hybrid 

bond is however the unit price. In accordance to current legislation, the minimum unit price per corporate 

hybrid bond is at least 1 MSEK; this have a major implication on what potential investors you can reach 

out for. Preference shares do not have such a minimum price per unit, meaning that an issue of preference 

shares can, and are, partly geared toward a retail market where ordinary people can trade shares. This is 

not the situation for corporate hybrid bonds, where the potentially poor liquidity of the instrument is 

considered to be a downside.   

 

Applicable companies and their assets 
 
An important issue to analyse, in order to attract investors, are the assets of the issuance company. A 

company with a somewhat large pool of commercial office properties with many tenants with a small exit 
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risk is more appropriate for a geared capital structure than companies with few properties and tenants 

with a high exit risk. In the latter case, with a high exit-risk, it is, according to one of the respondents, 

questionable if a standardized discounted cash-flow model is appropriate to reflect the underlying exit risk, 

that is if the tenant chooses to cancel the existing contract. Good examples are the office properties in 

Nacka strand, that where abandon by their main tenant Ericsson. The area is now partly being converted 

into apartments. All in all, it is of crucial importance to have a somewhat large pool of assets in order to 

attract potential investors.  

 

The weakening interest among investors on capital market, in case of new issuance of preference shares 

and unsecured bonds is likely to open up further possibilities for the market of corporate hybrid bonds 

according to one of the respondents.   

 

In the case of a smaller company, it is possible to tailor a capital structure from both a debt and equity 

perspective with corporate hybrid bonds. It is also important to remember that a corporate hybrid bond is 

a fixed-income instrument and is geared towards fixed-income managers and preference shares are 

analysed by equity managers.  

 

Previous issuance of Corporate Hybrid Bonds – Other sectors 
 

Earlier issues of corporate hybrid bonds in Europe have generally been made by large and financially 

stable corporations. Utility and telecom companies have been the main industries utilizing the instrument 

so far. It is however hard to tell why these industries would be more suitable for this product than other 

sectors, such as the real estate industry. The real estate industry could most definitely suit this kind of 

instrument according to one of the respondents. The fact that the market for unsecured bonds have been 

so strong in Sweden have perhaps however given Swedish real estate companies little reason to consider 

corporate hybrid bonds, as a result of the record low yield environment on the market for unsecured 

bonds given to real estate companies a few years ago. Companies within the field of shipping, oil, rail-

road, telecom and other asset-heavy sectors with somewhat reliable cash flows could benefit from adding 

the instrument to their capital structure.  The companies that have issued corporate hybrid bonds in 

recent year tend to have a capital base with many layers.  

 
4.1.3 Lack of official rating – a potential problem? 
 

As of today, the lack of an official rating amongst Swedish real estate firms could be considered a problem 

since the outmost major part of the capital seeking this kind of products are to be found in Europe, who 

demand an official rating. These investors, as with all other players on the capital markets, have certain 

mandates and policies, allowing them to allocate money to certain products and certain companies. There 

is however an interest for corporate hybrid bonds among Swedish investors too. This may possibly be 
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somewhat limited as a result the lack off official rating among most listed real estate companies in Sweden. 

Yet, the product remains hard to classify as a certain asset class, making it hard for fund managers to 

justify their allocation to corporate hybrid bonds. As the general knowledge rise, this is likely to change, 

allowing for Swedish investors to buy corporate hybrid bonds according to one of the respondents. When 

this eventually happens, the lack of an official credit rating is no longer an issue. 

 

Shadow ratings, made by the banks, exists on almost every listed real estate company but do not apply to 

larger institutional investors policies.  One of the respondents comment on shadow ratings were: “first of 

all, shadow-ratings should not be taken too seriously”, which enlightened the overall importance of the 

so-called shadow rating that exists. One of the respondents argued that the lack of official rating is not to 

be seen as a major barrier for a potential issuance of corporate hybrid bonds.  

 

Official rating policies are not really applicable to the major real estate companies if the aim is to reach 

investment grade. In order to obtain an investment grade rating, a company should have a maximum of 

40 per cent LTV, an interest coverage ratio of at least three and the assets should be of a considerably 

large size. There are two dimensions of an official rating, firstly a “head to toe” review in terms of 

management, assets etc. The other major review is how diversified the assets are, from a geographic 

concentration point of view. Most Swedish real estate companies do solely own properties in Sweden, 

which is not geographically diversified enough to obtain an investment-grade rating according to one of 

the respondents. 

 

There are however one or two Swedish real estate companies that could benefit from a higher rating of 

their unsecured bonds and could fulfil the requirements of an official investment grade rating in terms of a 

diversified pool of assets, low LTV-ratio and interest coverage ratios. One way to obtain a higher rating is 

through secured bonds or perhaps through a corporate hybrid bond. The implication of an official 

investment grade rating is a much broader investor base on the bond market and lower yields. The 

companies that almost fulfils an investment grade rating could benefit from a corporate hybrid bond.  

 

4.1.4 Advantages and disadvantages of corporate hybrid bonds 
 
The main advantages would be:  

 

1. Tax advantages in terms of tax-deductible coupon, since the instrument from a taxation 

perspective most likely can be considered as a debt instrument 

2. Diversified investment base in terms of a new group of investors 

3. Diversification of sources of finance from a capital structure perspective 

4. Improvement of official rating and better terms on other sources of finance 
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The main disadvantages would be: 

 

1. Refinancing risk as a result of the more or less obligatory call after either five or eight years 

2. The Swedish investor base not is fully mature and that real estate companies in Sweden do not 

want to issue their liabilities in Euros, where the market is more developed as a result of the 

currency risk 

3. High piece price, due to regulatory legislation for bonds 

4. Liquidity is assumed to be poor for the instrument on the Sweden market 

 

4.1.5 Risk considerations of corporate hybrid bonds 
 

From a senior creditors perspective, an issuance of a hybrid bond will most probably be welcomed, 

because it gives them an extra cushion in case of a default.  There is however always a risk of damaging a 

companys representation on the market if there is weak interest for the issue and you fail in the book 

building. This risk is however rather small since financial advisors, such as one of the respondents, are 

willing to take on this risk and work with full non-disclosure agreements prior to an issuance in order to 

secure a successful execution. There is also a risk that rating agencies change their methodologies and thus 

for the issuance company to lose their equity credit granted. One of the respondents does however 

conclude that such changes can be included in the contract, enabling the issuing company to call the 

instrument.  

 

As in todays market, all of the respondents mean that we can see somewhat of a mismatch between what 

a potential issuer would be willing to pay in terms of yield and what a potential investor would require. 

The subordination and the liquidity of a corporate hybrid bond issue is crucial but yet rather difficult to 

estimate and therefore also to value, for obvious reasons. Although, as in most markets, the investors tend 

to determine the price. In this case the liquidity and alternative investments are key indicators. 

 

In terms of risk-reward, one of the respondents argue that; ”the market is always right”. The same 

respondent does however at the same time conclude that the market has reached a rather fair, as well as a 

higher, pricing today compared to some years ago. The situation a few years ago, when the market was 

flooded with cheap credit was a result of the record low alternative yield requirements among investors, 

especially on the bond market. The pricing of similar hybrid bonds instruments a few years ago was 

around 310 bps, that is, according to one of the respondents, figures that can be considered as “little too 

low” compared to todays pricing around 500-600 bps. The pricing today can be considered as a more 

reasonable pricing in relation to the underlying risk.  
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4.1.6 Corporate hybrid bonds in the future 
 

One of the respondents stated that convertible bonds and corporate hybrid bonds are great alternatives to 

preference shares and unsecured bonds that are more frequently used among Swedish real estate 

companies.  The respondent further states that it is likely that the interest for the instrument will increase 

in the near future. One of the respondents confidently states: “we will probably not see an issue before 

the summer but we will most certainly see a future for the product on the Swedish market”, “We believe 

and wish for someone to finalise an issue before the end of this year”. 

 

One reason why many multi-international companies in Europe have turned to corporate hybrid bonds 

and such is that these firms in many cases are bigger and financially stronger than the banks themselves, 

which forces them to go directly to the capital market.  

 

All of the respondents do however believe that it is not very likely that we will see the same boom as we 

have seen in Europe in recent years. The Swedish investor base is not really familiar with how to value the 

instrument properly. When comparing the instrument with a preference share issue, that is more directed 

towards the retail market, there are as mentioned above certain differences. An issuance of preference 

shares conducted by SAS in 2014 had a total number of investors in excess of 10 000 at an issuance 

amount of 3 000 MSEK. In the case of a Corporate Hybrid Bond, that large number of investors would 

not be possible due to the regulated minimum piece price of 1 MSEK.  

 

If viewing the instrument in comparison to preference shares, one of the respondents argued that it is 

more than possible that corporate hybrid bonds may replace the usage of preference shares. “We as a 

company believe in the product and pre-sound potential investors in advance to an issue, which reduces 

the risk of an unsuccessful issue. According to us, corporate hybrid bonds are a way better alternative 

source of financing than preference shares. Apart from the fact that preference shares are not connected 

to any refinancing risk, hybrid bonds seem like a more advantageous source of financing to us”.  

 

Another respondent argue that it is hard to predict the potential replacement for preference shares as the 

market is today. One possible reason why we have not seen any issues may be due to the small yield gap 

between unsecured bonds and preference shares. The respondent further argues that, in case of a 

regulatory change, the usage of corporate hybrid bonds may be different from the low number of issues in 

Sweden today.  

  

  



 47 

4.2 Interview results Swedish real estate companies 
 
Responding real estate companies were, as explained earlier, Klövern, Balder and Hemfosa. These are all 

listed on the Stockholm stock exchange, Nasdaq OMX, and are considered to be amongst the top 20 

largest real estate firms in Sweden, seen to current valuations. 

 

4.2.1 Awareness among the respondents  
 
One of the first questions we were to ask when we met up with each representative was whether they had 

discussed or even evaluated corporate hybrid bonds as an alternative source of finance or not. Indeed, all 

three companies had discussed or at least touched upon the topic, whereas two of the responding 

companies had more thoroughly evaluated the instrument. All three companies have recently been 

approached by investment banks, suggesting corporate hybrid bonds as an alternative source of finance.  

 

Hemfosa has and has had expansion plans. In order to raise new capital they did however recently choose 

to go to the equity market by issuing new shares. At this stage different sources of financing were 

evaluated. Yet, their long-term goal is however to lower their LTV-ratio rather than increasing it. This, 

combined with the financial risk that corporate hybrid bonds carry and ownership requirements led to 

their decision-making. 

 

Klövern has evaluated corporate hybrid bonds amongst other alternative sources of finance such as 

convertible bonds that according to Jens Andersson seem rather favourable from some perspectives. 

Even though it is financially motivated to turn directly to the capital markets today, they have however not 

issued any corporate hybrid bonds, nor any convertible bonds to this day. This is mainly due to lack of 

knowledge among Swedish institutional investors and liquidity uncertainty. In addition, it has not been 

motivated by todays market conditions and current capital structure. 

 

Balder has touched upon the topic and broadly evaluated corporate hybrid bonds but since they are 

currently not in need of raising extra capital, they have decided not to investigate it any further. They did 

however come to the conclusion that the pricing of the instruments seems rather expensive. 

 
4.2.2 Advantages and disadvantages with the instrument 
 
Even though we see no issuance of corporate hybrid bonds so far among Swedish real estate companies, 

the respondents see obvious advantages with the instrument. All three respondents considered tax 

deductibility as the one major advantage. Furthermore, two of the responding companies saw the 

instrument as an inexpensive option, relative to equity. The fact that an issue of corporate hybrid bonds 

would lead to further financial flexibility as well as potentially strengthen the overall (shadow-) rating was 

also put forward as two main benefits that a potential issue would bring. 
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While the respondents generally gave a positive outlook for the instrument (but still somewhat reserved) 

they could all observe a number of complications. Firstly, the overall view was that the pricing of the 

instruments, as they have been presented to them as of today, seem too expensive. This is an opinion that 

all three responding companies shared. Two of the respondents pointed out the meaning of not seeming 

too financially driven. They mentioned the importance of focusing on their core-business instead of 

complex financial products. This is a problem that according to the same two respondents possibly would 

solve itself as soon as another firm in the industry issues corporate hybrid bonds. The liquidity (illiquidity) 

as well as the lack of knowledge among Swedish investors was also mentioned as a potential disadvantage. 

 

When comparing corporate hybrid bonds with preference shares, which all three responding firms have 

outstanding, they all conclude that they are fairly alike to its key characteristics. As explained above, they 

all highlight the fact that they consider the pricing of corporate hybrid bonds to be too high. However, if 

the pricing is “right” and there is interest among investors, then they can see obvious benefits with 

corporate hybrids in relation to preference shares. The main advantage over preference shares remains the 

tax deductibility that potentially would decrease the weighted average cost of capital. As mentioned by one 

of the respondents, even though this in simplified calculations, commonly presented by investment banks, 

seems to lower the weighted cost of capital of a firm, this may not always be the case when considering all 

factors involved. However, worth mentioning is that even though all three responding firms roughly have 

evaluated the instrument as an alternative source of finance, none of them have made comprehensive 

calculations of the actual effect corporate hybrid bonds would have on their weighted average cost of 

capital. 

 

One of the responding companies reason that a mix of preference shares as well as corporate hybrid 

bonds in the capital structure would seem too financially complex for their company profile. Instead, the 

same respondent highlight that a suitable company to first issue corporate hybrid bonds would be 

someone in the industry with a lower LTV (40-50 percent), a highly predictable cash-flow as well as no 

outstanding preference shares. Another responding firm states that preference shares historically has 

“felt” closer to equity and that the investor interest for the product has been higher. This could to large 

extent however be explained the frequent issues in recent years.  

 

4.2.3 Risks to consider when issuing corporate hybrid bonds 
 
When three major risks with corporate hybrid bonds was presented to each of the respondents, they all 

had different opinions about the most major one. One of the respondents saw that the potentially weak 

interest among investors as the most major obstacle. Another firm pointed out the risk of the rating 

agencies to change their methodology of how to treat corporate hybrid bonds as the most major 
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drawback, whilst the third respondent saw no major shortcomings as long as the product is correctly 

priced, which according to the same respondent is not the case today. 

 

In order for the three respondents to consider issuing corporate hybrid bonds in the future a few 

arguments were highlighted. Lack of knowledge and track-record create an insecurity that possibly puts 

many firms off the idea of issuing hybrid bonds. Nevertheless, the pricing remains the main concern by all 

three respondents.  

 

4.2.4 The future of corporate hybrid bonds 
 

When we discuss the future of corporate hybrid bonds the respondents seem cautiously positive. One of 

the respondents keeps highlighting the importance for the instrument to be correctly priced in order to 

see a future. Another respondent wish, as well as believe, that the debt financing will become more 

diversified in the real estate industry in the near future, a progress that possibly could open up doors for 

corporate hybrid bonds. They do all mention that in event of further regulations followed by tightened 

bank requirements a market for corporate hybrid bonds could open also in Sweden. One of the firms 

argue that hybrid bonds could be a good alternative for firms in the industry with slightly weaker financial 

situation. Not the least in case of tightened bank requirements.  

 

Finally, all three respondents seem to agree on that, in current market conditions and with todays pricing, 

corporate hybrid bonds have not been a beneficial source of finance. As one of the responding firms 

highlight, it is however important not to close the door to new alternatives. Instead, all new sources of 

finance take its time to grow in popularity, just as preference shares did ones it was introduced. 
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5. Analysis 
 
5.1 The lack of issuance of corporate hybrid bonds among real estate companies 
 

Despite the obvious advantages of an issuance of a corporate hybrid bond, such as tax deductible coupon, 

improved key figures, strengthening of credit profile towards other sources of finance and cushion for 

senior creditors, why haven’t we seen the same issuance volumes as we have seen in Europe in recent 

years? The answer to that among listed Swedish real estate companies is quite simple; there is a mismatch 

in terms of the pricing between willing investors and issuance companies. A potential reason for this 

mismatch could be because of anchoring among the companies in regards of previous given yields on 

corporate unsecured bonds. Another potential explanation why we haven’t seen any issues is a resistance 

toward new, unproven, sources of financial instruments.  There is also a tendency among the real estate 

companies to avoid being the “first mover”, with the motivation that their core business is not financial 

engineering but rather to improve their asset management and engage in profitable real estate transactions.  

 

It is important to enlighten the strong development of the market for corporate hybrid bonds in Europe 

in recent years. A potential reason why we haven’t seen the same number of issues in Sweden is simply 

because we do not share the same currency. A potential interest for Swedish real estate corporate hybrid 

bonds might be found outside Sweden but in EUR rather than SEK. In that case, the issuance company 

would have to bear the currency risk, which may be unlikely due to the fact that most listed real estate 

companies in Sweden have their assets located in Sweden. In order to attract foreign investors to buy 

corporate hybrid bonds issued in SEK, a higher yield would possible be necessary in order to compensate 

for the currency risk for potential investors. 

 

5.2 Alternative sources of finance – a comparison to corporate hybrid bonds 
 
The recent trend on the unsecured bond market is large withdraws of funds among fixed income asset 

managers. This have resulted in higher yields on the unsecured bond market and can possibly result in a 

higher refinance risk among Swedish real estate companies that have been active on the unsecured market 

when the liquidity was stronger. The record low yields on corporate unsecured bonds given a few years 

ago are no longer available and a potential need for other similar sources of debt financing might be in 

sight, in order to secure good terms on the senior loans given by the banks.  

 

When comparing a corporate hybrid bond with a preference share it is of crucial importance to remember 

that the two sources of finance are geared towards two completely different investors. This is mostly due 

to the major difference in unit price. The minimum, regulated, unit price for a corporate hybrid bond is  

1 MSEK, while preference shares do not have such a regulation. This implicates for the number of 

investors an issuance of corporate hybrid bonds can reach out for.  
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The corporate hybrid bond is considered as a fixed-income instrument and is potentially bought by fixed-

income managers. A preference share is traded on the stock market and geared towards a more retail-like 

market with many more potential investors. The market for preference shares have been well-explored 

among listed real estate companies and has partly been used in order to finance new transactions and 

further expansion by other sources of financing than debt. The interest for preference shares among 

potential investors on today’s market have however cooled down slightly and the same goes for the 

interest among real estate companies to issue new preference shares.  

 

Another alternative that is somewhat similar to corporate hybrid bonds are convertible bonds. The market 

for convertible bonds have been used by a few number of real estate companies but is not to be 

considered as a major source of finance, such as the market for preference shares and unsecured bonds. 

The interest from investors on the Swedish market is however limited, possibly for the same reasons as in 

the case with corporate hybrid bonds. The market for convertible bonds is well-developed in England for 

example, with a similar knowledge among investors as in the case with corporate hybrid bonds on the 

Euro bond market. One potential explanation why the convertible bond market has not emerged in 

Sweden is the lack of a standardized method of how to value the instrument. 

 
5.3 Potential  and liquidity for corporate hybrid bonds in Sweden 
 

Since most listed Swedish real estate companies lack an official rating, the rating methodologies of 

companies do not really apply but still needs to be considered. The overall rating methodologies by S&P, 

Moodys and Fitch would not consider Swedish real estate companies at investment grade due to high 

LTV-ratios and interest coverage ratios below three, poorly geographically diversified assets and short 

leases among commercial office properties. This is potentially one of the reasons why most listed real 

estate companies do not have an official rating.  

 

In order to evaluate the demand, it is important to firstly understand the underlying features of the 

instrument and construct a contract that fulfils the criteria of the rating agencies methodologies to get an 

equity credit, the criteria of IFRS, IAS 32, to be able to treat the instrument as equity from an accounting 

standpoint and lastly national tax legislation to be able to deduct the coupon.  The potential difficulties 

with above mentioned criteria’s are that they have and could possible change in the future. This have 

implications on the potential demand since valuation methods would vary due to less beneficiary terms of 

the instrument. As mentioned above, the market for corporate hybrid bonds in SEK only involve one 

corporate hybrid bond issued in SEK by Vattenfall, making prediction for potential demand rather 

difficult. The indications we have obtained from our results are that a potential demand exists but the 

liquidity of the instrument is assumed to be poor.  
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5.4 Capital structure theory 
 

If viewing corporate hybrid bonds from a cost perspective, it can be placed somewhere in between 

convertible bonds and preference shares and in terms of capital structure and seniority, somewhere in 

between debt and equity. The response from potential issuance companies, that stated that the most 

crucial reason why they have not issued the instrument is the pricing. This can be analysed from a pecking 

order theory perspective that states that a company chooses their sources of financing from a cost 

perspective. The fact that an issue of corporate hybrid bonds result in a de-leveraging of a firm is in 

conflict with the pecking order theory. It can however be argued that this is a result of the overall trend of 

lower LTV ratios among real estate companies or a “lesson learned” from the Lehman-crisis. The 

instrument is however also to be characterized as a debt instrument with cushion for senior creditors. The 

instrument, from a cost perspective and thus from a pecking order perspective, is to be considered in 

between debt and equity in terms of yield.  

 

The greatest advantage of a hybrid bond is to reconcile the advantages of both debt and equity. The 

advantage of equity is better terms on other loans due to better protection for senior creditors. The major 

advantage of debt is tax deductibility of the coupon. Both of the two above advantages are supported by 

the trade-off theory. The instrument as such reduces the bankruptcy costs, as a result of further loss-

absorption for senior creditors but perhaps increases the financial stress due to higher interest payments. 

The coupon is not an obligation and can be deferred, enabling financial flexibility. The tax-deductible 

coupon of the instrument increases the tax shield. All in all, the instrument is somewhat optimal from the 

trade-off theory since it enlarges the tax-shield and most likely reduces the financial stress of adding the 

instrument to the capital structure. 

 

The instrument is however rather difficult to analyse form a market timing perspective since the 

instrument in almost every case is callable after either five or eight years and shares the characteristics of 

both debt and equity. An analogy of the theory is possibly more applicable in order to evaluate the 

potential impact of outstanding shares. An issuance of corporate hybrid bonds should be viewed, from a 

stockholder perspective in accordance to the trade off theory, as a sign that the market is neither 

overoptimistic nor under-optimistic. This is probably not how the market would react on an issue. There 

is a quite large possibility that the market would find the instrument hard to value and place correctly 

between debt and equity, with a possible outcome of falling stock prices. The reaction of external 

investors by adding the instrument to the capital structure could be addressed to the signalling theory. The 

statement by potential issuance companies that their strategy is to engage in real estate asset management 

rather than financial engineering, and thus do not want so signal that by issuing corporate hybrid bonds.  

Nevertheless, it is hard to directly apply the theory to the instrument since it shares the characteristics of 

both debt and equity.  
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5.5 The future of corporate hybrid bonds  
 

Since no issues of corporate hybrid bonds have been executed by Swedish real estate companies so far, 

the occurrence of future issues is just speculation.  Some guidance of the future can however be outlined. 

Our results show that most of the respondents among real estate companies briefly have considered the 

opportunity of an issuance but rejected the instrument since the price is perceived to be high and that the 

instrument lacks sufficient track record on the Swedish market.  Our perception is that the general 

knowledge among the questioned CFOs is fairly limited to fully grasp the potential applicability of the 

instrument, since no deeper analysis of the instrument have been conducted. We do however believe that 

corporate hybrid bonds could be used as a replacement for junior unsecured bonds and preference shares. 

The instrument could even, in one or two officially rated real estate companies, result in an investment 

grade rating. Real estate companies with assets located in countries with the Euro currency could possibly 

have better access to more developed markets in Europe. 

 

As a result of the large outflow of capital from the unsecured bond market and thus higher yields and 

limited interest from the requested companies to issue new preference shares, corporate hybrid bonds is 

to be considered as a good alternative to finance new acquisitions without increasing the burden of taking 

on additional debt. The problem is however that no established markets for the instrument exist in 

Sweden and the liquidity is presumed to be poor, which must be compensated through a premium. The 

reluctance among companies to be the “first mover” is also possible a reason why we haven’t seen any 

issues so far.  

 

We do however, despite the obvious obstacles, believe that possibly one or two issues could be seen in the 

following five-year period. One issue would clarify the potential investor base and give guidance how to 

treat the coupon from a taxation-perspective. It is however not very likely that we will see the same 

issuance volumes as seen in Europe recent years.  
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6. Conclusions and summary of findings 
 
 
Corporate hybrid bonds have in recent years shown significant popularity in European capital markets. 

The biggest volumes are to be found in the utility and telecom industries, commonly issued by major 

international firms. Yet, there has been very few issues of corporate hybrid bonds by Swedish companies 

and only one single issue (Vattenfall) has been completed in SEK. Although, Swedish real estate firms in 

recent time have been approached with the idea, we have seen no issues and they remain somewhat 

reserved towards the idea of issuing corporate hybrid bonds any time soon. 

 

As the name suggests, corporate hybrid bonds share some equity-like characteristics and some debt-like 

characteristics. As a consequence, they are indeed connected to advantages as well as disadvantages 

derived from both equity and debt. Generally, corporate hybrid bonds are deeply subordinated securities 

with no (or very long) maturities. Due to its junior position in the capital structure, they also yield higher 

than other senior debt. They are partially treated as equity, which means that they strengthen the credit 

profile of a firm. Coupon payments are however treated as debt payments and thus tax-deductible. Other 

key characteristics of the product are coupon deferral, call options and coupon step-ups. The latter two 

are included so that in reality, the effective maturity of corporate hybrid bonds, despite its real maturity, 

commonly are no longer than five years, which is when the first call-option occurs. 

 

Certain shortcomings have been highlighted as obstacles, preventing a potential market for the 

instrument, both by investment banks and real estate companies. Most importantly, there seem to be a 

mismatch between potential hybrid investors and real estate companies (potentially issuing corporate 

hybrid bonds). This may be explained by several factors but mainly by the lack of consistent track-record. 

Furthermore, the assumingly poor liquidity of the instrument and the risk of rating agencies to change its 

way of treating the instruments further again may be other explanations of its relatively high pricing. 

Seemingly, the price as well as the reluctance of being a “first-mover” are barriers that need to be overseen 

in order for the first issuance of corporate hybrid bonds among Swedish real estate companies to happen. 

 

Notwithstanding its drawbacks mentioned above, corporate hybrid bonds seem like an innovative, in 

many ways beneficial and not the least very interesting alternative source of financing. The apparent 

benefits connected to hybrid bonds are tax-deductible coupon payments, strengthened credit profile, 

larger investment base, diversification of sources of finance and all of this without any dilution of current 

shareholders. Its characteristics are similar to those of preference shares. Despite its high denomination in 

comparison to preference shares, corporate hybrid bonds seem like an advantageous source of finance 

that possibly could replace preference shares in the future (?). 
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8. Appendix 
 
8.1 Real estate companies questions 
 
8.1.1 Real estate companies questions – Swedish 
 

1. Är Corporate Hybrid Bonds ett finansieringsalternativ ni utvärderat? 
 

2. Vilka för- respektive nackdelar ser ni med finansieringsalternativet Corporate Hybrid Bonds? 
 

3. Vilka fördelar ser ni med andra finansieringsalternativ, som exempelvis preferensaktier, som inte 
Corporate Hybrid Bonds har? 
 

4. Vilken av följande risker hade ni bedömt som mest osäker vid en emission:  
 

1. Risken för att metodologin från ratingbolagen (S&P, Moodys) ändras 
2. Svagt intresse från investerare 
3. Skatte- och redovisningsmässiga osäkerheter 

 
5. Tror ni att ni hade kunnat sänka er WACC med hjälp av Corporate Hybrid Bonds? 

 
 

6. Anser ni att ni har kompetens inom bolaget att till fullo utvärdera instrumentets eventuella för- 
och nackdelar? 
 

7. Om fördelarna med Corporate Hybrid Bonds ännu inte är nog, vad anser ni produkten saknar för 
att ni skulle kunna överväga att ställa ut denna typ av instrument? 
 

8. Hur tror ni marknaden för Corporate Hybrid Bonds ser ut om fem år bland svenska börsnoterade 
fastighetsbolag? 
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8.1.2 Real estate companies questions – English 
 

1. Is Corporate Hybrid Bonds a financing option you have evaluated? 
 

2. What advantages and disadvantages do you see in the financing option “Corporate Hybrid 
Bonds”? 

 
3. What benefits do you see with other financing options, such as preference shares, which not 

Corporate Hybrid Bonds have? 
 

4. Which of the following risks would you assess as the most uncertain at issue: 
 

• The risk of the methodology of rating companies (S & P, Moody's) to be changed 
• Weak investor interest 
• Tax and accounting uncertainties 

 
5. Do you think you could reduce your WACC using Hybrid Corporate Bonds? 

 
6. Do you think that you have expertise in the company to fully evaluate the instrument's potential 

advantages and disadvantages? 
 

7. If the benefits of Corporate Hybrid Bond still are not enough, what do you think the product 
lacks that you could consider to exhibit this kind of instrument? 

 
8. How do you think the market for Corporate Hybrid Bond look like in five years among Swedish 

listed property? 
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8.2 Investment banks questions 
 

8.2.1 Investment banks questions – Swedish 
 

1. Hur skulle ni bedöma att den allmänna kunskapsnivån kring Corporate Hybrid Bonds ser ut 
bland svenska noterade fastighetsbolag? 
 

2. Hur ser ni på möjligheten att finansiera svenska noterade fastighetsbolag med Corporate Hybrid 
Bonds 
 

3. Hur upplever ni fastighetsbolagens syn på instrumentet liksom hur väl anser ni att Corporate 
Hybrid Bonds passar svenska fastighetsbolag? 
 

4. Utgör det faktum att de flesta noterade fastighetsbolag saknar en officiell kredit-rating ett 
problem för utställandet av Corporate Hybrid Bonds? 
 

5. Vilka är de potentiellt största för och nackdelarna med finansieringsalternativet jämfört med 
exempelvis preferensaktier? 
 

6. Vilka är de främsta för- resp. nackdelar med Corporate Hybrid Bonds från emittentens synvinkel? 
 

7. Med bakgrund i känd emissionshistorik från övriga Europa, vilka branscher anser ni är bättre 
lämpade för att emittera just Corporate Hybrid Bonds och varför? 
 

8. Hur påverkar en emission av Corporate Hybrid Bonds ett bolags risk, rent kapitalstrukturs-
mässigt? 

 
9. Anser ni att denna typ av instrument speglar en rättvis, tillika attraktiv, risk-reward nivå? 

 
10. Hur ser intresset från investerare av denna typ av instrument ut idag?  

För- resp. nackdelar? 
 

11. Anser ni att de officiella metodologierna tillämpade (för equity-rating av CHB) av ratingbolagen 
som tydliga och lättbegripliga? 

 
12. Vad är sannolikheten att vi kommer att få se samma ökade takt av emissionsvolym på den 

svenska marknaden som vi sett nere i Europa de senaste åren? 
 

13. Kommer vi se denna typ av finansiering, likt preferensaktiers tillämpning idag, om fem år?  
Om inte – varför? 
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8.2.2 Investment banks questions – English 
 

1. How would you assess the general level of knowledge about Corporate Hybrid Bond looks 
among Swedish listed property? 

 
2. How do you see the possibility of financing the Swedish listed property company with Corporate 

Hybrid Bonds 
 

3. How do you feel about the property companies' view of the instrument as well as how well do 
you think Corporate Hybrid Bond's suits Swedish property? 

 
4. Does the fact that most listed property companies lack an official credit rating of a problem for 

the issuance of Corporate Hybrid Bonds? 
 

5. What are the biggest potential benefits and costs of financing option compared with, for example, 
preference shares? 

 
6. What are the main advantages and disadvantages of Corporate Hybrid Bonds from the issuer's 

point of view? 
 

7. In light of the prior issuance history from the rest of Europe, which sectors do you think are 
better suited to emit precisely Corporate Hybrid Bonds and why? 

 
8. How does the issue of Corporate Hybrid Bonds a company's risk, from a capital structure 

perspective? 
 

9. Do you think that this type of instrument reflects a fair risk-reward level? 
 

10. What is the interest of the investors of this type of instrument out today? 
Pros respectively cons? 

 
11. Do you consider the official methodologies applied (for equity rating of CHB) by the rating 

companies clear and easy to understand? 
 

12. What is the probability that we will see the same increased rate of issuance volume in the Swedish 
market that we have seen the bottom in Europe in recent years? 

 
13. Will we see this type of financing, like preference shares application today, in five years? 

If not - why? 
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