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Rating Action Overview

- On Nov. 24, 2020, Samhallsbyggnadsbolaget i Norden AB (publ) (SBB) announced its intention
to acquire Norwegian commercial real estate player Entra for Norwegian krone (NOK) 30.1
billion. We understand there is one competing offer, so the transaction's completion and
purchasing price are still uncertain.

- Pro forma the transaction, SBB's property portfolio would be about Swedish krona (SEK) 131
billion in the third quarter of 2020, up from the current SEK81 billion. We understand that SBB
plans to fund the acquisition of 100% of the Entra shares with equity (30%) and cash (70%),
and then offset the increase in leverage by disposing of noncore assets.

- We are therefore affirming our 'BBB-' ratings on SBB and its senior unsecured debt, as well as
our 'BB' rating on its subordinated hybrid bonds.

- The stable outlook indicates that SBB's properties should benefit from high demand in resilient
segments, including community services and regulated residential, thanks to favorable
demographic trends and housing shortages in the Nordics.

Rating Action Rationale

The acquisition of Entra would further strengthen SBB's competitive position in the community
services property sector, as the largest player in the Nordics. Most of SBB's current portfolio is
exposed to community service properties and has government-related tenants. In our view,
Entra's portfolio would complement SBB's, given that a high proportion of its properties also have
public tenants and strong locations across the four largest cities in Norway. Of Entra's portfolio,
73% by value was in the Norwegian capital Oslo as of the third quarter of 2020.

In our opinion, the transaction will improve SBB's scale, scope, and diversity. The combined
property portfolio would have an estimated gross asset value of SEK131 billion as of September
2020, compared with SBB's current size of SEK81.2 billion, and the transaction would also
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enhance the portfolio's geographic diversity. The combined group would have a strong presence in
both Sweden and Norway, in addition to smaller operations in Finland and Denmark. It would
benefit from a high occupancy rate of 97%-98%, adjusted for properties taken out for
development, long leases averaging eight years, and attractive locations. About 80% of the
property portfolio would be in larger Nordic cities. That said, we also note that about 40% of
Entra's portfolio consists of office buildings rented to private tenants, which we would view as
more volatile and less core to SBB strategy. Overall, the planned transaction is in line with SBB's
previously stated strategy to grow the portfolio within the community services property market
and Swedish rent-regulated properties and will enable it to exceed its target of reaching a
portfolio valuation of SEK125 billion by 2025.

We regard community services properties as having low sensitivity to business cycles or external
factors, given its portfolio characteristics. The COVID-19 pandemic, for example, has had limited
effect on rent collection. This is demonstrated by SBB continuing to achieve close to full rent
collection with limited deferrals and sustaining a high occupancy rate. We assess the
fundamentals of the community services property market as very favorable. This stems from the
robust demographic dynamics: there is a growing population, a higher share of elderly people, a
limited new supply of social infrastructure properties, and the tenants are of high credit quality.

Including Entra's portfolio would reduce the proportion of the total portfolio that consists of
Swedish regulated residential properties to around 10%, from 16% for SBB on a stand-alone
basis. We think this will slightly undermine the overall segment diversity of the combined portfolio
because we view regulated residentials as a very resilient asset class. That said, we understand
that SBB intends to strengthen its position within regulated residentials. It recently signed a joint
venture with Magnolia to develop approximately 2,550 apartments. It also acquired
SveaFastigheter, which has a development portfolio of 5,000 units and has made additional deals
with municipalities. In addition, SBB has its own development projects, which have capital
expenditure (capex) requirements of about SEK1.5 billion-SEK2.0 billion a year. SBB remains
committed to limiting both direct and indirect development exposure to less than 15% of the total
portfolio value, but it could find itself with higher investment costs through its newly acquired
assets and agreed development activities.

SBB will fund the acquisition of Entra shares through a combination of cash and equity,
including cash on balance sheet, an acquisition bridge facility, contribution from common class
B shares, in addition to potential new debt. However, uncertainties remain about the completion
of the transaction and the purchasing price. The acquisition price for all outstanding shares in
Entra of approximately NOK 30.1 billion indicates a relatively high premium of 26%, compared
with the volume-weighted average share price for the past three months. However, Entra had
been trading at a discount before the bid, so the purchasing price indicates that SBB is planning to
acquire Entra slightly above net asset value, as defined by the European Public Real Estate
Association (EPRA). We understand that SBB:

- Will use SEK9 billion in B shares and SEK21.0 billion in cash, partially from the balance sheet,
to fund the transaction;

- May also issue equity or equity-like instruments as part of the transaction;

- Will roll over its remaining target net debt;

- Refinance its unsecured bonds.

However, there are still a lot of uncertainties at this stage about the completion of the transaction,
and we believe that the purchasing price could further increase because a competing bidder is
also contemplating acquiring Entra. We note that if the transaction fails to complete, we would
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revert back to our existing base case for the rating.

The transaction, as presented, would increase SBB's leverage ratio at first, but SBB plans to
reduce leverage within the next 12 months by disposing of noncore assets. It could also benefit
from some positive asset revaluation stemming from the property and development portfolio.
Therefore, we anticipate the company should maintain S&P Global Ratings-adjusted debt to debt
plus equity ratio of around 55% or slightly below in 2021 and 2022. That said, we acknowledge
that the transaction carried execution risks related to the financing as well as to the integration of
a very large company within SBB.

The cash flow contribution of recent acquisitions may improve the EBITDA interest coverage for
SBB on a stand-alone basis to above 3.0x for 2021, from 2.6x for the 12 months ended Sept. 30,
2020, including our adjustments for the hybrid. We forecast that debt to EBITDA will remain high
at above 13x over the next two years, as the company integrates its recent acquisitions. SBB
recently revised its financial targets and is committed to a more conservative financial policy,
including the target of an adjusted debt to debt plus equity ratio below 50% and an EBITDA
interest coverage ratio of above 3x, which should support the deleveraging.

The current rating includes a one-notch downward adjustment for our comparable analysis.
The size of SBB's pro forma portfolio (SEK131 billion) will be in line with other real estate
companies we rate in the Nordics, such as Akelius Residential Properties (SEK121 billion), Balder
(SEK149 billion), or Heimstaden (SEK110 billion). Nevertheless, SBB will still face some
geographic concentration risk because all its activities are in the Nordics. Peers such as Akelius
and Heimstaden are more diversified internationally.

Compared with similar rated peers in the 'BBB' category such as Akelius Residential Property AB
or Fastighets AB Balder, SBB has pursued far more transformative acquisitions. In the past few
years, these have materially extended SBB's portfolio. Although we acknowledge SBB's ambitious
growth strategy, it has nevertheless resulted in elevated leverage relative to peers and
deleveraging has taken longer than expected. We therefore remain cautious regarding further
acquisitions or potential higher investment costs from newly acquired portfolios or development
activities.

Outlook

The stable outlook indicates that SBB's portfolio should benefit from high demand in its resilient
asset segments, supporting cash flow generation. We expect like-for-like rental income will
increase by approximately 1.5%-2.0% in the next 12-to-24 months. Over the next six months, we
expect SBB to continue its asset-disposal program and exhibit financial discipline, with the
debt-to-debt-plus-equity ratio remaining around 55% (including our adjustments for the hybrid
capital) on a sustainable basis. We also project SBB's EBITDA interest coverage will increase to
well above 2.4x.

Downside scenario

We could lower the rating if the company fails to reach its leverage targets, causing adjusted debt
to debt plus equity to rise back to 60% or above. This could occur if asset disposals are
slower-than-anticipated or operating performance is materially weaker than forecast.

We could also lower the rating if EBITDA interest coverage falls below 2.0x or if the ratio of debt to
annualized EBITDA materially differs from our current forecast. In addition, we would view
negatively further unforeseen events that affect the company's operating performance or harm its
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overall credit risk profile.

Upside scenario

We could raise the rating if SBB's financial policy became commensurate with higher-rated peers
in the 'BBB' category. This would result in debt to debt plus equity staying firmly well below 55%,
EBITDA interest coverage strengthening to 3x or higher, and debt to EBITDA declining toward 13x
or below, with the company maintaining a sizable portfolio of resilient asset classes in favorable
locations. An upgrade would also be contingent on SBB successfully integrating recent
acquisitions, achieving the anticipated synergies, and establishing an operational record with a
maturing portfolio. This would result in good visibility and predictability of cash flows.

Company Description

SBB is one of the largest listed real estate companies in the Nordics and has a portfolio value of
SEK81.2 billion (€8 billion as of September 2020). SBB mainly invests in community service
properties (78% of total portfolio value) and Swedish regulated residential properties (16%). In
addition, the company owns other properties, mainly commercial assets, with identified
development potential (6% of portfolio value), on which it seeks to obtain building rights to be sold
afterward. The portfolio is in the Nordic region with 69% in Sweden. The company recently entered
into two new markets: Finland (in 2018) and Denmark (in 2019).

Ratings Score Snapshot

Issuer Credit Rating: BBB-/Stable/A-3

Business risk: Strong

- Country risk: Very low

- Industry risk: Low

- Competitive position: Strong

Financial risk: Significant

- Cash flow/Leverage: Significant

Anchor: bbb

Modifiers

- Diversification/Portfolio effect: Neutral

- Capital structure: Neutral

- Liquidity: Adequate

- Financial policy: Neutral

- Management and governance: Fair

- Comparable rating analysis: Negative (-1 notch)
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Ratings List

Ratings Affirmed

Samhallsbyggnadsbolaget i Norden AB
(publ)

Issuer Credit Rating BBB-/Stable/A-3

Senior Unsecured BBB-

Subordinated BB

Commercial Paper A-3

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
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criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. A description of each of
S&P Global Ratings' rating categories is contained in "S&P Global Ratings Definitions" at
https://www.standardandpoors.com/en_US/web/guest/article/-/view/sourceId/504352 Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column. Alternatively, call one of the following S&P Global Ratings numbers: Client Support
Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49)
69-33-999-225; Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.
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