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1 [ Introduction CI CARLSQUARE

Carlsquare - investment banking and equity research with international presence

Carlsquare Equity Research, Real Estate

A Pan-European platform
| Berlin | Copenhagen | Frankfurt | Hamburg | London |

Bertil Nilsson heads the Carlsquare Property Research team. The team currently follow
the Swedish property market closely and assesses the sector based on key figures from
39 property companies listed on the Stockholm Stock Exchange, as well as the following
events in the industry. For questions on the material in this sector report, please contact
Bertil Nilsson at Bertil.Nilsson@carlsquare.com.

| Munich | Paris | Stockholm |
120+ professionals

Advisory to private and Advisory on debt financing,  Advisory on IPOs and fund
public companies on including investors, raising in the equity capital ﬂ
mergers and acquisitions transaction structures and  market space. Placement of b ety
(sell-and buy side) as well  terms. block transactions.
as growth equity.

Equity Research

Carlsquare Equity Research has been providing commissioned equity research on
Nordic companies since 2013. We have covered over 250 companies from various
sectors. We also do valuation assignments for private and public companies.

Bertil Nilsson has been employed as a Senior Analyst at Carlsquare since
2013. He holds a Master’s Degree in Real Estate Economics as a
¢ Chartered Surveyor at the Royal Institute of Technology (KTH) from 1982-
,,% 1986. During 1987-2002 and from 2007-2008, he was an Equity Analyst at
b Consensus, Nordiska, Myrberg/Danske and Glitnir. He was also a Real
‘2' Estate Portfolio Manager at Aberdeen Property Investors from 2003-2007
and from 2011-2012.
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Disclaimer

Carlsquare AB, www.carlsquare.se, hereinafter referred to as Carlsquare, is engaged in corporate finance and equity research, publishing information on companies and including analyses. The information has been compiled from sources that Carlsquare deems reliable.
However, Carlsquare cannot guarantee the accuracy of the information. Nothing written in the analysis should be considered a recommendation or solicitation to invest in any financial instrument, option, or the like. Opinions and conclusions expressed in the analysis are
intended solely for the recipient. The content may not be copied, reproduced, or distributed to any other person without the written consent of Carlsquare. Carlsquare shall not be liable for either direct or indirect damages caused by decisions made on the basis of information
contained in this report. Investments in financial instruments offer the potential for appreciation and gains. All such investments are also subject to risks. The risks vary between different types of financial instruments and combinations thereof. Past performance should not be
taken as an indication of future returns. The analysis is not directed at U.S. Persons (as that term is defined in Regulation S under the United States Securities Act and interpreted in the United States Investment Companies Act of 1940), nor may it be disseminated to such
persons. The analysis is not directed at natural or legal persons where the distribution of the analysis to such persons would involve or entail a risk of violation of Swedish or foreign laws or regulations. The analysis Kancera, Abera and Elicera is a so-called Assignment Analysis
for which the analysed company has signed an agreement with Carlsquare for analysis coverage. The analyses are published on an ongoing basis during the contract period and for the usually fixed fee. Carlsquare may or may not have a financial interest with respect to the
subject matter of this analysis. Carlsquare values the assurance of objectivity and independence and has established procedures for managing conflicts of interest for this purpose.
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Growth in debt of Swedish real estate companies 2014-2022

= Most rising property price risks due to lower interest rates in 2014-2021 have fallen on bondholders rather than banks.

= The share of market financing (bonds etc.) in total lending to the Swedish real estate sector is estimated to have increased from 16% to 40% in 2022.
= Rapidly rising bond yields have meant that real estate companies must divest properties or reduce dividends to their shareholders to repay loans.

= The fifteen largest Swedish property companies cut their dividends by an average of 23% in 2022 compared to 2021.

= Swedish listed real estate companies have an average of about 40% bond debt compared to total lending. Balder, Castellum and SBB have around 60%,
while the other companies have about 30% of bond loans.

= SEK 306 bn in loans are due until 31 December 2024.
= When we look at the quoted companies' Q4 2022 reports, we see that bond borrowing has decreased somewhat compared to Q3 2022 for almost all

companies.
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How bad is it?

= The real estate sector accounts for about 50% of bond lending in Sweden.
= The Danish and German bond markets are less stressed than Sweden due to lower refinancing needs.

= Bond yields have risen similarly in all markets. However, following the recent banking turmoil involving SVB in the US, Credit Suisse in Switzerland and
others, central banks have increased liquidity again to preserve the banking system. As a result, short-term interest rates have fallen again.

= Most listed real estate companies can withstand 4-5% interest rates before the property management result becomes negative (residential).
= The corresponding hurdle is 6-15% for office/retail space before the property management result becomes negative.

= Commercial rents have increased by some 10% on average from 1 January 2023 due to CPI clauses in the lease agreements.

= Meanwhile, there is only a 4 to 5% increase expected for housing rent from 1 January 2023 in Sweden.

= Residential property companies are thus more affected by recent interest rate hikes than those with offices and other premises.

= We will likely have insolvencies linked to bond loans. For example, there may be guarantees that trigger chain reactions.

= Real estate companies have started divesting properties to free up capital and raise their credit ratings to obtain financing.
= Fewer development projects serve the same purpose and lead to a reduced supply of new premises.

= Cancelled dividends and new issues are property companies’ last lifelines at the cost of share price pressure.

= Principal owners with leveraged holdings want to avoid these options.
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Property yields derived from valuations Yields on reported properties
= Property companies waited until Q4 2022 before starting 6,0%
to write down their property values by an average of 2.4%. 50% v — SN L.r =
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Implied property yields via changes in share prices Implicit Yields
= |nvestors have raised residential yields the most in the 6.0%
sector 5,0%
= Meanwhile, office yields have been flatter 40%
= This is due to higher rent increases from January 2023 for 3,0%
commercial premises than residential ones. 20%
= Lower net operating income also makes residential 10%
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= Investors see the most significant demand for higher yields
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risks. 6,0% 51%
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Share price performance, per segment
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Share price performance, ranked by degree of leverage
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P/E Adj. (NTM)

40,0x

35,0x

30,0x

25,0x

20,0x

15,0x

10,0x

5,0x

P/NAV

140%
130%
120%
110%
100%
90%
80%
70%
60%
50%

40%

Q1-20

HEBA

K-Fast

28,9x WALL

N
- N 16,2x
~

15,2x

= i =S
Corem
Balder

Q2-20 Q3-20 Q4-20 Q1-21 Q2-21 Q3-21 Q4-21 Q1-22 Q2-22 Q3-22

= = = Median, 37 companies

= cARLSQUARE

38,0
33,1

28,1

17,0x

-

11,3

104
10,5

Q4-22

Q1-20

Q2-20 Q3-20 Q4-20 Q1-21 Q2-21 Q3-21 Q4-21 Q1-22 Q2-22 Q3-22 Q4-22

Median — e (+)1stdev (-)1stdev =~ ====- Average

2023-03-23

29 March 2023 9



3 | Trading Data

= Currently, there is a negative correlation between leverage and P/E valuation.
= The stock market has discounted additional write-downs of property value via lower share prices.
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(C= cARLSQUARE

= SBB i Norden (relatively highly leveraged) dominates the Public/Residential sector, while low-leveraged Hufvudstaden is the largest in

Office/Commercial/City.

= Residential Companies still trade at the highest P/E-multiples in the property sector, but the gap with other sectors has narrowed during 2022.
= Industrial and logistics properties offer the highest yields and can therefore bear the highest interest costs.
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= Hufvudstaden has the lowest debt-to-equity in the sector.
= Residential companies such as John Mattson and K-Fastigheter are most sensitive to interest changes.

* Most real estate companies can manage between 6 and 10% interest before cashflow becomes negative.
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= Owner of Office/Logistic properties can manage interest rates of 12% before they turn cash-flow negative.
= Residential properties and mixed portfolio that includes residential property only manage 4 to 6% interest rate.
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* Increased interest rates would lower valuation multiples (such as P/E-ratio) for the whole sector, but most significantly for Residential company stocks.
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= Property shares are trading between 21% and 219% of their NAV.

If Price/NAV and P/E are combined, companies with a high proportion of bonds are among the lowest valued.

= Residential companies are often valued both at a high P/E-ratio and at a significant discount to NAV.
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3 | Trading Data
= Companies with Industrial/Commercial/Logistic Properties trade at only some 10% discount to their NAV.

= Residential companies trade at the highest P/E ratio, but also at the largest discount to NAV.
Investors see highest risk in office property, where stocks are trading at the lowest combined valuation.
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