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Wallenstam Update—
September 1999

TheBoard of Directors of
Wallenstam proposes
redemption of sharesat their
net worth of SEK 95 per
share

At an extraordinary general
meeting to be held on 16
November, the Board of
Directors of Wallenstam
intends to propose the
redemption of sharesfor a
total of about SEK 90 million.

The Board intends to
propose to the general
meeting that every 20th share
be redeemed at a price of
SEK 95. Thisisequivalent to
Wallenstam' s net worth per
share, after full tax, on 30-06-
1999. Further information on
the form of the proposal will
be givenin the notice
convening the general
meeting. The notification
period is planned to begin at
the end of November.

In Jduly, 1999, Wallenstam
completed the sale of its
propertiesin Malmo at a
selling price of SEK 508
million which resulted in a

capita gain of SEK 70 million.
The selling price was 8 per
cent higher than

Wallenstam' sinternal
valuation of the properties

on 31-12-1998.

After having reviewed the
company'sfinancial position,
taking into account planned
expansion and other factors,
the Board considersthe
redemption price of SEK 90
million to be well balanced.
After the redemption has
been completed, Wallenstam
will have an adjusted equity
ratio of 28%. Over the next
two years, Wallenstam
intends to carry out projects
at a cost of about SEK 500
million including the
construction of commercial
propertiesin Gothenburg, the
refurbishment of commercial
propertiesin Gothenburg and
Stockholm and the
refurbishment of residential
propertiesin Central
Gothenburg, such as
Avenyn 4 and Gotaplatsen,
and Helsingborg. In addition,
Wallenstam intendsto
continue to acquire
properties with refinement
potential which can be
further developed with good
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profitability and to sell
additional propertieswhich
are considered to be fully
developed, thusfaling into
the category of management
properties.

Reasonsfor redemption
The Wallenstam sharehas a
net worth of SEK 95, taking
into account 28% deferred
tax on surplusvalues. The
net worth is based on
internal valuations of the
properties which, among
other things, has been
confirmed by the above-
mentioned sale of the
propertiesin Mamo. The
share has long been traded at
asubstantial discount
compared with its net worth.

In thelight of this, the Board
has decided to propose that
Wallenstam carry out a
redemption of shares, at a
price of SEK 95, for atotal of
SEK 90 million. The Board's
reasons are:

 thisredemption will
clearly underlineits view
of Wallenstam' s net
worth of SEK 95 per share
after deferred tax.



» totransfer tothe
shareholders an amount
which, inprinciple, is
equivalent to the capital
gain made by Wallenstam
on the sale of its property
portfolio in Malmaé.

“Thisisthefirst timewe on
the board of Wallenstam
have proposed such a
measure. | note that the
capital market has reacted
very positively. In addition
to several positive comments
by analysts and investors,
the share price hasrisen
about SEK 3 and the number
of sharestraded has
increased sharply at thetime
of writing“, saysHans
Wallenstam, Managing
Director, in acomment.

Strategic consequences of
thesale of theMalmo
property portfolio

The sale of Wallenstam's
property holdingsin Malmo,
as mentioned above, has
now been completed. The
salling price was SEK 508
million which is 8% higher
than Wallenstam'sinternal
valuation.

The sale of the property
holdingsin Malmé will have
anumber of well-defined
strategic consequences for
the Company, including:

e amajor impact onthe
ratio between apartments
and commercial premises
in Wallenstam' s total
property mix. After the
salein Mamo,
apartments accounted for
62% and commercial
premises 38% of the total
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floor space of the

properties.
“Asregardstheratio
between apartments and
residential premises, we have
now achieved a better
balance than before, given
the current market situation.
Our assessment isthat in the
long term, the proportion of
commercia premises,
primarily in the Gothenburg
region, could increase. The
recently completed
acquisition of the so-called
Turion Building, with 15,800
m? of floor space, in
Gothenburg at the same time
asthe sale of residential
properties and the
acquisition of the former Boo
Hospital in the municipality
of Nacka have altered the
ratio still further. Theratiois
now 60% apartments and
40% commercial premises,
says Hans Wallenstam.

Objective 2000

The recently published
interim report for the first half
of thisyear showsthat the
financial objective of a profit
from property management of
at least SEK 100 million
before depreciation, set
earlier by the board, will most
probably be achieved.
During the autumn, anew
strategy will be drawn up and
made public in the year 2000.

Highlightsfrom thelnterim
Report

The recently published
interim report for thefirst six
months of thisyear showed a
continuing strong profit
trend. Some highlights:

2
(e

Wallenstam

e Theprofit after tax
improved sharply to SEK
80.1 million (-2.3).

e Theprofit per share was
SEK 4.23(-0.12).

e Theprofit on property
management continued to
improve and amounted to
SEK 23.1 million (5.2).

» Equity wasequivalent to
SEK 42.37 (31-12-1998:;
38.80) per share.

» Asaresult of active
financial management, the
average interest rate
dropped to 5.78%
(6.66%).

In terms of profits, this
represents an
improvement of SEK 42
million on afull-year
basis.

In acomment on the interim
report, Hans Wallenstam
says:

“The sharp improvement in
profits means that, with an
unchanged dividend policy,
there isthe possibility of
raising the dividend by more
than 50%. Thiswould be
equivalent to adividend
yield of nearly 3%."

Therental apartment
discussion

During the summer, the
guestion of the rental
apartment as an
accommodation form was the
subject of intense
discussion. Thereason for
thisisthat many people feel
that the continued existence
of rental apartmentsis
threatened in attractive
locations and in areas where
there is a shortage of
accommodation, e.g. the



centres of the large cities.
The gradual but rapid
conversion of rental
apartments into tenant-
owner's apartmentsis
evidencethat thistrend is
now a prominent feature of
the housing market. A
natural counterbalance which
would preserve the rental
apartment as an
accommodation formiis,
according to Wallenstam,
that in the future the rental
level should be determined
more on the basis of market
pricesthan is currently the
case.

“At Wallenstam, we continue
to believein therental
apartment as an
accommodation form. This
presupposes, however, that
wewill beableinthelong
term to allow the so-called
location aspect to influence
rental levelsto agreater
extent than is currently
possible. For thisreason, we
are not planning any large-
scale sale of residential
propertiesin order to
transform rental apartments
into tenant-owner's
apartments, even if this
naturally cannot be excluded
in the case of individual
properties, says Thomas
Dahl.

“Thefact that thisisan
important question and that
established practiceis slowly
changing can be seenin the
recent decision handed down
by a Court of Appeal in
which it was established that
alandlord isentitled to
charge for the actual cost of
refurbishment by raising
rents, even if thisresultsin
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setting aside the utility value
principle®.

“A freeinterpretation of this
decision shows that we at
Wallenstam realise that there
is considerable potential in
the partly new line of
reasoning followed by the
court. The court's statement
that arental level of SEK
1,500/ for arefurbished
rental apartment in Central
Stockholm is not
unreasonabl e provides us
with interesting data to use
in our own calculations. One
of our propertiesin
Stockholm, which is due for
refurbishment, is currently
valued at about SEK
8,000/n?. Based on the
decision of the Court of
Appeal, the market value of
this property after
refurbishment would almost
double. Bearing in mind that
we havein central Stockholm
alone nearly 38,000 m? of
apartment floor space,
several of which arein need
of refurbishment, which can
now be profitable for us, we
see asignificant upside as
regards valuation,” says
Thomas Dahl.

“A commission led by Bengt-
Ove Birgersson, is currently
looking at the future of the
utility value systemandis
expected to present its
findingson 1 March, next
year. Naturaly, we are
anxiousto contributein
different wayswith input,”
Thomas Dahl continues.

“Wallenstam will thus
continue to be activein this
debate and we feel that the
authorities and politicians
who make the decisions
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listen to what we have to
say. Recently, for example,
representatives of
Wallenstam, Dids and the
public housing sector were
invited to ameeting with
Lars-Erik L6vdén, the
Minister of Housing, to
discuss the question,”
Thomas Dahl concludes.

Acquisitions, sales, large
leases and projectsin
progr ess

» Wallenstam has
purchased the so-called
Turion Buildingin
Gothenburg, which it will
take over on 01-10-1999.
The property consists of
15,800 m? of floor space
in the form of commercial
premises. The purchase
price was about SEK 95
million (about SEK
6,000/rr?). On the take-
over date, about 70% of
the floor space will have
been leased out.

» Tworefurbished
residential propertiesin
Gothenburg (Stdra vagen
71 and L asarettsgatan 7)
have been sold as of 1
October. The selling price
is SEK 55.8 million which
isat the samelevel asthe
Company‘sown
valuation.

» Theconversion of the
former Boo Hospital in
Nacka, which was
acquired on 01-07-1999, is
proceeding according to
plan. At thetime of its
acquisition, about half
the premises, mainly
designed for health care
activities, were vacant.
After aname change (a
competition will be held



for this), conversion and
some renovation, the
17,000 m? of floor space
will also be rented out for
other activities not
connected with health
care. For example, the
private education/training
company Vittra has
signed a contract to lease
3,500 m? from 1 August,
2000, at aprice of
between SEK 1,300 and
1,400 per mP. At the same
time, discussions and
negotiations are being
held with several other
interested parties and
Wallenstam expects the
whole property to be fully
occupied within ayear.

» Thedemand for
commercial premisesis
good and so far, this has
resulted in an average
rent increase of 15-20%
following the
renegotiations so far
completed thisyear.

e In Gothenburg, several
residential properties,
including Avenyn4in
the centre of the city, are
undergoing conversion
and refurbishment. In the
case of Avenyn 4, the
rental level after
refurbishment will bein
the region of SEK
1,400m2. In Helsi ngborg,
Wallenstam is planning
to begin refurbishing
about 200 small
apartments, 1- and 2-
room, this autumn.

Organisational change at
Wallenstam

The company Wallenstam
Goteborg is being split into
two separate companies—
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one for commercial properties
and one for residential
properties. The reason for
thisisWallenstam's
assessment that continued
and intensified investments
in commercial properties
require further specialisation.
The managing director of the
“commercially oriented"
company will be Benny
Olsson, the former managing
director of Wallenstam
Goteborg AB. The managing
director of theresidential
property company will be
Peder Wahlgren, who was
previously aproject |eader at
CA Consultadministration in
Gothenburg.

Inter est-rate conver sion

The continued low interest
rates mean that it is possible
to continue to convert older
loansto new loans at lower
interest rates. In 1999, the
average interest rate has
been reduced from 6.66% to
5.78%. During the remainder
of 1999 aswell as next year,
loanstotalling SEK 887
million will be converted. If
theinterest ratesremain at
their present level during this
period, Wallenstam could
theoretically reduceits
interest rate by 1.5% which
would result in aprofit
increase of about SEK 13
million.

“Only analystslove property
shares*

Dagens Industri used this

headline on 27 August when

it published areview of the

price trend of thelisted

property companies' shares.
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It was noted that so far this
year, the share price of
properties companies has
dropped (with the exception
of building companies) at the
same time as the general
index has risen more than
20%. One of the reasons
givenisthat, generally
speaking, smaller companies
have found it difficult to
attract theinterest of the
stock exchange and that, in
principle, all the property
companiesarein the
category of “smaller
companies’.

“Thetrend of the
Wallenstam share closely
follows the pattern
described. Prior to the one-
time dividend, the share price
had fallen about 10% since
the beginning of the year,
despite the company‘s
positive financial
performance. Even if the
basic ruleisthat alisted
company should not
comment on the price of its
own share, one cannot avoid
alittle extrareflection when
the share priceis lower that
reported equity which, on 30
June, amounted to SEK
42.37/share, says Lennart
Ekelund, Finance Director at
Wallenstam.



