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Indicative rating: BBB+

Vasakronan

Credit quality outlook: Stable

Property portfolio value increased further
•

Drop in average yield and higher rents raise asset values

•

Loan-to-value at 47% while debt/EBITDA at 13x

•

We reiterate our BBB+ rating

Apr 29, 2016

Public ratings
Long-term

Outlook

Solid Q1 numbers

S&P:

n.r.

Vasakronan managed to renegotiate a 1% (y-o-y) like-for-like rent increase in
Q1, while the vacancy rate increased sequentially by 0.2% to 7.6%. Q1
earnings before value changes and tax were up 3% y-o-y to SEK 1,071m,
and pre-tax profit benefitted from SEK 1,847m in property gains.

Moody’s:

n.r.

Fitch:

n.r.

Valuation yields decline further

Group:

BBB+

Vasakronan saw its average valuation yield decline further in Q1 to 4.88%
from 4.94%. The lower valuation yield contributed to a 1.2% increase in
value, while higher rents contributed an additional increase of 0.7%. Over the
past few years, higher asset values and only a slight increase in debt have
led to a lower LTV ratio, while EBITDA has remained rather unchanged, thus
causing debt/EBITDA to increase.

Senior unsecured:

BBB+

Unchanged credit view
The net-debt-to-property value remained at 47%, unchanged sequentially.
The leverage is adequate for our BBB standalone credit profile by some
margin. The senior unsecured rating remains unchanged at BBB+, and
benefits from one notch of uplift based on implicit support from the owners.

Indicative ratings

Company data
Web address:

www.vasakronan.se

Vasakronan is Sweden’s largest real estate
company, with a property value of SEK 104bn at
the end of 2015. Vasakronan’s portfolio is
focused on office and retail property in
Stockholm,
Uppsala,
Gothenburg
and
Malmö/Lund.
CEO: Fredrik Wirdenius
CFO: Christer Nerlich
Treasury: Thomas Nystedt

Ola Eriksson, +46 8 463 47 49, olba02@handelsbanken.se
Johan Sahlström, +46 8 463 4537, josa23@handelsbanken.se

Key figures
Key ratios Vasakronan (SEK m)
Rental revenues
EBIT ex. value changes
Net financial items
Funds from operations
Equity
Net debt
Property value
Total assets
Net debt/Equity, x
Equity ratio, %
Net debt/market value of properties, %
Gross loan-to-value, %
LTM Net interest coverage ratio (EBITDA), x
LTM Debt/EBITDA, x
LTM FFO/debt %
Total debt/Total assets, %
Vacancy rate, %
Secured financing to total assets, %

Rental value distribution, 2015
Q1 2016
1 524
1 051
-273
695
42 630
49 274
106 064
115 702
1,2
37
46,5
52
3,9
13,0
5,2
47,6
7,6
14

Q4 2015
1 517
1 046
-271
731
41 245
48 449
103 894
109 786
1,2
38
46,6
49
3,7
12,1
5,6
46,2
7,4
13

Q1 2015
1 499
1 018
-301
704
37 022
45 558
94 594
102 307
1,2
36
48
52
3,3
12,0
5,7
48
7,8
15

Source: Company reports and Handelsbanken Capital Markets

For full disclaimer and definitions, please refer to the end of this report.

2015
6 009
4 185
-1 121
2 855
41 245
48 449
103 894
109 786
1,2
38
47
49
3,7
12,1
5,6
46
7,4
13

2014
5 899
4 078
-1 256
2 789
35 094
45 082
91 889
97 184
1,3
36
49
51
3,3
11,5
6,0
48
8,0
16

2013
6 032
4 192
-1 503
2 600
36 357
42 704
87 145
93 242
1,2
39
49
52
2,8
10,8
5,7
49
6,6
17

Öresund
13%

Uppsala
7%

Stockholm
62%
Gothenburg
18%

Source: Vasakronan
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Credit view
Vasakronan reported satisfactory numbers again in Q1 and credit metrics remain in line with our
expectations for our mid-BBB standalone rating. We affirm the group rating at BBB+, which benefits from
one notch of uplift due to ownership support.

Net-debt-to-property
value below 50%

Purely commercial
role limits the
support uplift to one
notch

Standalone rating at BBB with a stable outlook
At the end of Q1, the net-debt-to-property value was 47% and debt-to-EBITDA was
at 13.0x. There is some headroom in relation to our mid-BBB rating. Vacancies
were up slightly in the quarter, from 7.4% in Q4 to 7.6% in Q1. At the end of Q1,
Vasakronan ran property development projects with a total volume of SEK 3.2bn,
which is less than 3% of its portfolio. In the larger projects, the pre-signed
occupancy rate was 64%, so the risk to the company should be manageable.
Support uplift of one notch to BBB+
Vasakronan’s BBB+ rating factors in one notch of uplift from implicit ownership
support. Generally, one notch represents the maximum uplift (within investment
grade) for companies that we view as not having a policy role for the government.
For companies with a purely commercial role, such as Vasakronan, the potential
uplift is limited to one notch.
Key credit strengths:
• High quality portfolio with large size providing some diversification
•

Manageable leverage (~50%) relative to portfolio quality

•

Healthy and improving operating margins

•

Change of control clause in borrowings and strong owners

Key credit concerns:
• High leverage versus EBITDA due to relatively low-yielding assets
•

High share of short-term funding and generally greater appetite for
financial risk than peers

•

Commercial papers represent 22% of total funding

•

Exposure to the cyclical commercial real estate market

Figure 1: Debt/EBITDA and net-debt-to-property value
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Disclosures
Methodology
Handelsbanken Capital Markets provides investment research as defined in Article 24(1) of Directive 2006/73/EC(4) Commission Directive 2006/73/EC of 10 August 2006. As a
part of that research, general assessments of the credit quality of an issuer are performed in which indicative credit ratings of an issuer are assigned. The indicative ratings are
based on the issuers’ creditworthiness, but are not public ratings, rather a part of investment research. The assessment covers the borrower’s business risk and financial risk, but
may also include assessments of ownership, asset values, recovery prospects or other factors that are deemed important for the particular borrower’s ability to service its debt. The
business risk analysis aims to be forward looking and focuses on the sustainability and stability of cash flows that the borrower is expected to generate. The financial risk analysis
considers the borrower’s debt in relation to cash flows and assets, liquidity, funding structure, financial policies and general appetite for financial risk. In addition to business risk
and financial risk the analysis may also cover the group structure, ownership, and recovery prospects.
In addition to indicative issuer ratings Handelsbanken Capital Markets may also assign indicative ratings for specific debt instruments and those ratings may be different from the
indicative issuer rating.
The report does not cover any legal or tax-related aspects pertaining to any of the issuer’s planned or existing debt issuances.

Research disclaimers
Handelsbanken Capital Markets, a division of Svenska Handelsbanken AB (publ) (collectively referred to herein as ‘SHB’), is responsible for the preparation of research reports. SHB
is regulated in Sweden by the Swedish Financial Supervisory Authority, in Norway by the Financial Supervisory Authority of Norway, in Finland by the Financial Supervisory of
Finland and in Denmark by the Danish Financial Supervisory Authority. All research reports are prepared from trade and statistical services and other information that SHB considers
to be reliable. SHB has not independently verified such information and does not represent that such information is true, accurate or complete. Accordingly, to the extent permitted by
law, neither SHB, nor any of its directors, officers or employees, nor any other person, accept any liability whatsoever for any loss, however it arises, from any use of such research
reports or its contents or otherwise arising in connection therewith.
In no event will SHB or any of its affiliates, their officers, directors or employees be liable to any person for any direct, indirect, special or consequential damages arising out of any
use of the information contained in the research reports, including without limitation any lost profits even if SHB is expressly advised of the possibility or likelihood of such damages.
The views contained in SHB research reports are the opinions of employees of SHB and its affiliates and accurately reflect the personal views of the respective analysts at this date
and are subject to change. There can be no assurance that future events will be consistent with any such opinions. Each analyst identified in this research report also certifies that
the opinions expressed herein and attributed to such analyst accurately reflect his or her individual views about the companies or securities discussed in the research report.
Research reports are prepared by SHB for information purposes only. The information in the research reports does not constitute a personal recommendation or personalised
investment advice and such reports or opinions should not be the basis for making investment or strategic decisions. This document does not constitute or form part of any offer for
sale or subscription of or solicitation of any offer to buy or subscribe for any securities nor shall it or any part of it form the basis of or be relied on in connection with any contract or
commitment whatsoever. Past performance may not be repeated and should not be seen as an indication of future performance. The value of investments and the income from them
may go down as well as up and investors may forfeit all principal originally invested. Investors are not guaranteed to make profits on investments and may lose money. Exchange
rates may cause the value of overseas investments and the income arising from them to rise or fall. This research product will be updated on a regular basis.
No part of SHB research reports may be reproduced or distributed to any other person without the prior written consent of SHB. The distribution of this document in certain
jurisdictions may be restricted by law and persons into whose possession this document comes should inform themselves about, and observe, any such restrictions.
Please be advised of the following important research disclosure statements:
SHB employees, including analysts, receive compensation that is generated by overall firm profitability. Analyst compensation is not based on specific corporate finance or debt
capital markets services. No part of analysts’ compensation has been, is or will be directly or indirectly related to specific recommendations or views expressed within research
reports.
From time to time, SHB and/or its affiliates may provide investment banking and other services, including corporate banking services and securities advice, to any of the companies
mentioned in our research.
We may act as adviser and/or broker to any of the companies mentioned in our research. SHB may also seek corporate finance assignments with such companies.
We buy and sell securities mentioned in our research from customers on a principal basis. Accordingly, we may at any time have a long or short position in any such securities. We
may also make a market in the securities of all the companies mentioned in this report. [Further information and relevant disclosures are contained within our research reports.]
SHB, its affiliates, their clients, officers, directors or employees may own or have positions in securities mentioned in research reports.
According to the Bank’s Ethical Guidelines for the Handelsbanken Group, the board and all employees of the Bank must observe high standards of ethics in carrying out their
responsibilities at the Bank, as well as other assignments. The Bank has also adopted Guidelines concerning Research which are intended to ensure the integrity and independence
of research analysts and the research department, as well as to identify actual or potential conflicts of interests relating to analysts or the Bank and to resolve any such conflicts by
eliminating or mitigating them and/or making such disclosures as may be appropriate. As part of its control of conflicts of interests, the Bank has introduced restrictions (“Information
barriers”) on communications between the Research department and other departments of the Bank. In addition, in the Bank’s organisational structure, the Research department is
kept separate from the Corporate Finance department and other departments with similar remits. The Guidelines concerning Research also include regulations for how payments,
bonuses and salaries may be paid out to analysts, what marketing activities an analyst may participate in, how analysts are to handle their own securities transactions and those of
closely related persons, etc. In addition, there are restrictions in communications between analysts and the subject company. For full information on the Bank’s ethical guidelines
please see the Bank’s website www.handelsbanken.com/About the bank/Investor relations/Corporate social responsibility/Ethical guidelines.
Handelsbanken has a ZERO tolerance of bribery and corruption. This is established in the Bank’s Group Policy on Bribery and Corruption. The prohibition against bribery also
includes the soliciting, arranging or accepting bribes intended for the employee’s family, friends, associates or acquaintances.
For company-specific disclosure texts, please consult the Handelsbanken Capital Markets website: www.handelsbanken.com/research.
When distributed in the UK
Research reports are distributed in the UK by SHB.
SHB is authorised by the Swedish Financial Supervisory Authority (Finansinspektionen) and the Prudential Regulation Authority and subject to limited regulation by the Financial
Conduct Authority and Prudential Regulation Authority. Details about the extent of our authorisation and regulation by the Prudential Regulation Authority, and regulation by the
Financial Conduct Authority are available from us on request.
UK customers should note that neither the UK Financial Services Compensation Scheme for investment business nor the rules of the Financial Conduct Authority made under the UK
Financial Services and Markets Act 2000 (as amended) for the protection of private customers apply to this research report and accordingly UK customers will not be protected by
that scheme.
This document may be distributed in the United Kingdom only to persons who are authorised or exempted persons within the meaning of the Financial Services and Markets Act
2000 (as amended) (or any order made thereunder) or (i) to persons who have professional experience in matters relating to investments falling within Article 19(5) of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”), (ii) to high net worth entities falling within Article 49(2)(a) to (d) of the Order or (iii) to persons who are
professional clients under Chapter 3 of the Financial Conduct Authority Conduct of Business Sourcebook (all such persons together being referred to as “Relevant Persons”).
When distributed in the United States
Important Third-Party Research Disclosures:
SHB and its employees are not subject to FINRA’s research analyst rules which are intended to prevent conflicts of interest by, among other things, prohibiting certain compensation
practices, restricting trading by analysts and restricting communications with the companies that are the subject of the research report.
SHB research reports are intended for distribution in the United States solely to “major U.S. institutional investors,” as defined in Rule 15a-6 under the Securities Exchange Act of
1934. Each major U.S. institutional investor that receives a copy of research report by its acceptance hereof represents and agrees that it shall not distribute or provide research
reports to any other person
Reports regarding fixed-income products are prepared by SHB and distributed by SHB to major U.S. institutional investors under Rule 15a-6(a)(2). Reports regarding equity products
are prepared by SHB and distributed in the United States by Handelsbanken Markets Securities Inc. (“HMSI”) under Rule 15a-6(a)(2). When distributed by HMSI, HMSI takes
responsibility for the report. Any U.S. person receiving these research reports that desires to effect transactions in any equity product discussed within the research reports should
call or write HMSI. HMSI is a FINRA Member, telephone number (+1-212-326-5153).
Handelsbanken's analysts Ola Eriksson and Johan Sahlström have no positions in Vasakronan or a related instrument.
This report has not been given to the subject company, or any other external party, prior to publication to approval the accuracy of the facts presented.
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