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PRIVATE EQUITY INVESTMENT 
COMPANIES IN SWEDEN■ Private equity investment companies in Sweden

Although private equity investment companies have been active in 

Sweden since the end of the 1980s, it is primarily in recent years 

that they have become more signifi cant players and attracted greater 

media coverage. The Swedish private equity market is the second-

largest in Europe, measured in terms of its share of GDP. This article 

analyses private equity investment companies and their role in 

fi rms’ capital supply. Only 25 per cent of the private equity goes to 

new companies. The majority of Swedish private equity investment 

companies, including the biggest ones, engage in leveraged buyouts 

of established businesses. Given that banks account for a large portion 

of the fi nancing for leveraged buyouts, the article also discusses the 

banks’ connection to private equity companies.

Companies that require external fi nancing can generally turn to the 
credit market for loans or to the private equity market for equity. 
Private equity is investment in unlisted companies in the form 
of equity and is channelled mainly via private equity investment 
companies. Private equity investment companies have grown into 
signifi cant players in recent years. The aim of this article is to describe 
and shed light on their activities. 

Private equity investment companies that invest in unlisted 
companies are a phenomenon that originated in the United States. A 
private equity market has existed there since the 1950s, and private 
equity has constituted an investment alternative for institutional 
investors for the past 30 years. The US market is also the biggest 
and most developed. In terms of its share of the country’s GDP, the 
private equity market in the United States is twice as large as the most 
developed market in Europe, that in the United Kingdom 
(see Figure 1).

Going by the same measure, the UK market in turn is just over 
double the size of the Swedish market, which nonetheless is the 
second-largest in Europe. Private equity markets tend to be most 
developed in countries whose fi nancial systems are highly market-
based, such as in the United States and the United Kingdom, and less 
developed in countries whose fi nancial systems are to a large extent 
bank-based, for example in Germany.

The fi rst private equity investment companies in Sweden were 
established at the end of the 1980s. The industry has grown rapidly, 
though, particularly in recent years, and according to the Swedish 
Private Equity and Venture Capital Association (SVCA) there are 
currently some 115 private equity investment companies that, 
combined, have access to capital of around SEK 220 billion. Of 
this fi gure, approximately SEK 115 billion has been used to acquire 
companies. That can be compared with Swedish non-fi nancial 
companies’ borrowing in the form of bonds and certifi cates, which 
totals SEK 330 billion, and their borrowing from credit market 

Figure 1. Private equity investment as a share of GDP 
in selected European countries.
Per cent 
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companies in Sweden, which amounts to some SEK 1,224 billion. 45 
Thus, investment via private equity investment companies is not an 
insignifi cant source of fi nancing for the corporate sector.

The importance of Swedish private equity investment companies 
has been studied in a report by NUTEK (the Swedish Business 
Development Agency) and SVCA.46 According to the report, 
companies fi nanced by private equity investment companies in 
Sweden are estimated to employ almost 150,000 people, or nearly 
7 per cent of all private sector employees. During the studied period 
– 1998 through 2003 – the number of employees and turnover of 
these companies grew three times as much as the companies quoted 
on the Stockholm Stock Exchange’s A-list. 47

The article begins by describing the structure of the private equity 
market, after which it discusses the private equity market in Sweden. 
Finally, the article discusses the banking system’s links to the private 
equity market.

45 Of this SEK 1224 billion, SEK 668 billion constitutes bank loans and SEK 408 billion loans from mortgage 
institutions. The remainder is borrowing from other credit market companies. 

46 See the report ”Utvecklingen för riskkapitalbolagens portföljbolag 1998-2003” (Developments in risk 
capital fi rms’ portfolio companies 1998-2003), R 2003:17, NUTEK and SVCA.

47 In growth-related contexts, emphasis is often placed on the importance of having an effi cient private equity 
market. In 1998, for example, an action plan for the private equity market was initiated in the EU – the Risk 
Capital Action Plan (RCAP). The RCAP stresses that the private equity market plays a crucial role in business 
start-ups and thus in job creation in the EU. Through a number of measures including the harmonisation 
of regulations for the fi nancial markets and tax systems in the member states, the EU aims to promote the 
growth of a common private equity market. See, for example, the Communication of the European Com-
mission entitled “Risk Capital: A Key to Job Creation in the European Union”, SEC(1998) 552 and “Com-
munication from the Commission to the Council and the European Parliament: On Implementation of the 
Risk Capital Action Plan (RCAP)”, COM(2003) 654, which can be found on the European Union website, 
http://europa.eu.int/scadplus/leg/en/lvb/l24195.htm

Private equity investment companies invest in unlisted companies in 

the form of equity. Each investment or group of investments made by 

a private equity investment company, within a predetermined period, is 

fi nanced through a private equity fund. The contributions to this fund 

are provided by a group of fi nanciers, including a small share that is in-

jected by the private equity investment company itself. A private equity 

investment company usually has a longer life than that of the individual 

funds set up by the company. Over time the company starts new funds 

and winds up old funds, e.g. when their specifi ed period has expired 

or when their objectives have been fulfi lled. The contributions to the 

private equity fund are, normally, fi rst placed in a holding company. The 

sole purpose of this holding company is to own shares in the portfolio 

company in which the private equity investment company fi nally invests. 

Thus, the private equity fund is only one source of fi nancing for the 

private equity investment company, which makes all decisions regarding 

acquisitions and divestments, borrowing, establishment and winding-up 

of funds, etc. The investors in the fund receive a return in various forms; 

the return depends on the result of the company’s management of the 

acquired portfolio companies.
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PRIVATE EQUITY INVESTMENT 
COMPANIES IN SWEDEN

General structure of the private equity market

INVESTMENT PHASES FOR UNLISTED COMPANIES

Equity capital investment in unlisted companies is channelled mainly 
via private equity investment companies that, through private equity 
funds, own unlisted companies (known as portfolio companies). Private 
equity fi rms’ investments can essentially be divided into investments 
in early phases of a company’s life cycle – venture capital – and 
investments in later phases of the life cycle – buyouts (see Chart 1).48

Chart 1. The private equity market and different investment phases for unlisted 
companies

In somewhat simplifi ed terms, early investment can in turn be 
subdivided into three different stages. Seed fi nancing is fi nancing 
provided to entrepreneurs to enable development of concepts 
or products that may lead to the start-up of a business. Start-up 
fi nancing is fi nancing to set up companies and develop products. 
Finally, expansion fi nancing is fi nancing provided for the growth and 
expansion of an existing company.

Generally speaking, investment at any of these early stages 
is a high-risk undertaking, since it involves the fi nancing of newly 
started companies with weak cash fl ows and few tangible assets. 
Banks do not normally provide private equity as it is not part of their 
business concept. Entrepreneurs that want to develop their business 
must therefore either obtain loans secured on private assets, such as 
homes, or inject capital into the business by allowing a private equity 
investment company to become partner. 

Buyouts, however, usually involve somewhat lower risk, since 
they entail investment in mature companies with more stable cash 

VENTURE CAPITAL

PRIVATE EQUITY

SEED
R&D

START-UP
Product development and 

business start-up

EXPANSION
Growth and 

expansion phase

BUYOUT
Acquisition of mature businesses 

or takeover of listed companies

Investment phase IPO or divestment

48 Another category of equity capital investment in unlisted companies is that carried on by business angels. 
Business angels are private investors who provide fi nance mainly to newly started businesses that have 
diffi culty obtaining external funding even via private equity fi rms. Reliable information about this kind of 
informal private equity is diffi cult to fi nd. One of NUTEK’s tasks is to provide support to organisations that 
run regional networks for business angels. At present, NUTEK supports 18 different regional networks of 
this kind. In addition, NUTEK carries on projects that the business angel networks can take part in and 
benefi t from.
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fl ows and a larger stock of tangible assets. Buyouts chiefl y comprise 
the acquisition of unlisted companies or the takeover of listed 
corporations. The private equity investment company partly fi nances 
the acquisition through loans, mainly from banks. This is known as 
a leveraged buyout (LBO). The borrowed funds are secured on the 
acquired company’s assets and the idea is that future cash fl ows of 
the portfolio company will partly be used to amortize the acquisition 
loans.

Common to all private equity investment companies, regardless 
of their investment philosophy, is that they invest for a limited period 
of time. Private equity funds have different investment horizons 
depending on the portfolio company’s investment phase. Seed 
fi nancing usually involves the longest investment horizon, 10 to 12 
years, while buyouts often have a horizon of 5 to 8 years. Irrespective 
of the portfolio company’s investment phase, the private equity 
investment company in most cases is an active, controlling owner that 
collaborates closely with the portfolio company’s management team 
with a view to improving the company’s operating profi t and cash 
fl ow, thus increasing its value. At the end of the period, the company 
is divested (the private equity fund ‘exits’ the investment). There are a 
number of exit options open to a private equity investment company: 
to sell to an industrial investor, that is to say, another industrial fi rm 
that wants to acquire the portfolio company for synergy reasons; to 
sell the company by initial public offering (IPO); or to sell it to another 
private equity investment company.

By virtue of their activities, private equity investment companies 
can be said to have created a niche in addition to the securities 
markets and lending by credit institutions. The business concept of 
providing unique expertise and tying up capital for a relatively long 
period with a view to restructuring companies requires a strong owner 
in each individual fi rm to be restructured.

Effi cient equity and bond markets facilitate private equity 
investment companies’ activities. Liquid markets for listed equities are 
not just highly signifi cant for private equity investment companies 
that are active in later investment phases, but also for those focused 
on early phases. Potential investors in early-phase private equity funds 
need to see that it is possible to sell the portfolio companies to other 
private equity investment companies with a focus on later investment 
phases, where IPOs of the portfolio companies’ shares constitute 
a genuine option. An effi cient corporate bond market benefi ts the 
private equity market primarily because it provides opportunities 
for private equity funds to refi nance their investments in portfolio 
companies.

THE STRUCTURE OF PRIVATE EQUITY FUNDS 

AND THEIR PROFIT SHARING SYSTEMS

The infrastructure and design of the agreements that govern private 
equity activities have mainly evolved in the United States and have 
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COMPANIES IN SWEDEN

practically become the standard for such business in other countries. 
Private equity funds are often limited partnerships. This kind of 
corporate structure consists of a general partner (GP),49 which has 
unlimited liability to the fund’s investors, and limited partners (LP) 
with limited liability (see Chart 2).

Chart 2. Structure of a private equity fund 

There are two main reasons for this kind of structure:

1. Risk sharing – an active partner injects a small portion of the 
capital in the fund but assumes unlimited responsibility, while 
a passive partner, in the form of several investors, puts up the 
majority of the capital but takes on limited risk.

2. Tax transparency – that it is clear where the investors will be 
taxed and what tax they will have to pay.

The investors have limited liability in the sense that they cannot lose 
more than they have put into the private equity fund.

Given that the GP normally contributes only 1 to 3 per cent of 
the total managed capital in the fund and the passive investors the 
remainder, at the same time as the GP also decides which companies 
the fund is to invest in, there is a risk of a principal-agent problem 
between the investors and the GP. Consequently, all private equity 
funds have a profi t-sharing system that creates incentives for the GP 
to act in the investors’ best interests and generate the highest possible 
return for the fund.

The structure of this profi t-sharing system is largely the same in 
all private equity funds. According to the system, the investors receive 
a preferred return that currently varies between 6 and 8 per cent. 
Besides the preferred return, the investors receive 80 per cent of the 

Investors 
(LP) 97-99% of 
the fund’s capital

Private equity
 investment fi rm 

General partner (GP)
1-3% of 

the fund’s capital

Private equity fund

Preferred return 
and profi t share

Invested 
capital

Invested 
capital

Management fee
and profi t share

49 The general partner is often a limited liability company whose owners actively manage the portfolio 
companies.
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profi ts in the fund, with the GP receiving the remaining 20 per cent. 
However, the return from the fund is not distributed to the investors 
and GP until the fund has been wound up and all portfolio companies 
sold.

The only regular compensation paid by the investors to the GP 
from the fund is an annual management fee of 1.5 to 2.5 per cent 
of the managed capital. This is intended to cover running costs for 
salaries, premises and consultant fees.

Private equity funds are normally commitment funds, meaning 
that the investors only make a commitment to invest in the fund, and 
contribute no capital until the GP asks for it. Once the GP decides 
to go ahead with a particular investment the investors have to pay 
in their share. When a company is sold the capital is returned to the 
investors after deducting any profi ts due to the GP.

The limited partnership structure is a legal arrangement that has 
been used for centuries to pool capital and manage risk, making it a 
well-established institutional form through which to carry on private 
equity activities. In combination with commitment funds, the limited 
partnership structure gives private equity investment companies the 
ability to request capital from their investors only when required for 
investments. This structure enables long-term investment and makes 
it possible for the private equity investment companies to avoid 
shareholders’ demands for short-term profi tability. Other corporate 
forms are, of course, also used, such as a limited liability company. 
In such a case the capital is tied up in the private equity investment 
company’s balance sheet, which is costly while the company 
waits to invest. 50 The information requirements of the companies’ 
fi nanciers are considerable for both limited liability companies and 
limited partnerships. The former, however, are also subject to public 
disclosure requirements, not least those listed on a stock exchange.

Investors in private equity funds tie up their invested capital 
for a relatively long period; between 5 and 12 years depending on 
the investment philosophy. As a result, private equity investment 
companies are dependent on long-term relationships with their 
investors. The long investment periods also mean that the investors 
demand high standards of transparency in the fi rm’s activities. 
Before pledging capital to the private equity fund, the investors carry 
out an in-depth investigation of the GP. The players themselves 
have developed standardised contractual arrangements with high 
standards, as well as extensive procedures for investigating the GP, 
in order to ensure that both the investors’ and GP’s best interests are 
served.

When the investigation has been completed, a contract is 
concluded between the investors and the GP in which the investment 
strategy and the GP’s undertaking in relation to the investors 
are specifi ed. The contract also makes the investors’ payment 

50 In Sweden, limited liability companies have the advantage that returns on shareholdings are exempt from 
tax, which is a tax break not enjoyed by limited partnerships.
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commitments to the fund binding for a specifi c period of time. The 
only way that the investors can get out of their commitments to the 
fund and receive back their money before the end of the contract 
period is to sell their shares in the fund to other investors, which is 
sometimes possible even though no developed secondary market 
exists.

The private equity investment fi rm’s activities are checked 
regularly by the investors’ legal representatives to make sure that the 
contract is being observed and the agreed investment plan followed. 
A comprehensive review of the GP is usually performed at regularly 
recurring intervals, around every four years. 

Normally, the GP has the fi rst half of the fund’s life – the 
investment period – to acquire portfolio companies. Once the 
investment period has expired the GP does not make any new 
portfolio investments, only supplementary investments to those 
already undertaken. A GP can usually set up a new fund when 70 to 
80 per cent of the previous fund’s capital has been invested.

Because the funds most often are commitment funds the 
investors’ fi nancial position must be sound enough to assure the GP 
that the commitments can be met. For that reason almost all the 
investors are institutional investors.

FINANCING STRUCTURE FOR LEVERAGED BUYOUTS

The fi nancing structure for the acquisition of portfolio companies 
varies somewhat between private equity funds with a focus on 
early-phase investment (venture capital) and funds with a focus on 
later-phase investment (buyouts). Venture capital funds only provide 
the portfolio companies with external fi nancing in the form of equity 
capital. Buyout funds, on the other hand, combine equity capital with 
acquisition loans from external lenders.

With a view to isolating the risk taken by the fund when 
conducting a leveraged buyout, a holding company is formed for 
every portfolio company in which the acquisition loan is placed. The 
fi nancing structure in the holding company is often indicated in terms 
of how big the respective sources of fi nancing are in relation to the 
portfolio company’s EBIT.
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Chart 3. Leveraged buyouts 

The fi nancing structure and required rates of return associated 
with various fi nancing sources for leveraged buyouts are relatively 
standardised (see Chart 3). Currently, the fi nancing structure for 
leveraged buyouts is roughly that outlined below.

• The buyout is usually fi nanced with equity capital from 
the private equity fund, and possibly also from the portfolio 
company’s management team, corresponding to 2 to 2.5 times 
EBIT. Bank loans, or senior debt, account for 4 to 4.5 times EBIT, 
while mezzanine fi nancing, in the event this is used by the private 
equity fund, may comprise around 1.5 to 2 times EBIT.

• The senior debt may be split up into several different tranches 
associated with different repayment terms regarding interest 
costs, maturities and debt-servicing. It is common to divide the 
loans into three tranches, referred to here as A to C. Tranche A 
has the shortest maturity, 7 years, and is repaid over the term 
of the loan. It comprises 60-70 per cent of the senior debt and 
has a required rate of return of 2.25 per cent above the risk-free 
rate. The other two tranches, B and C, are normally interest-only 
loans, each accounting for 15-20 per cent of the bank debt. 
Tranche B has a maturity of 8 years and a required rate of return 
of 2.75 per cent above the risk-free rate. The third tranche, C, 
has a maturity of 9 years and a required rate of return of 3.25 
per cent above the risk-free rate. In addition to the interest on 
the loans the banks also charge a fee when setting up the loan 
facility, in the region of 2 to 3 per cent of the loan amount.

• Mezzanine fi nancing is given by special mezzanine funds or 
mezzanine companies that specialise in this kind of lending, but 
also by banks. Mezzanine fi nancing is provided without collateral 
from the borrower and comes after senior debt, but before equity 
capital, in order of priority in the event the portfolio company 
should go bankrupt. This fi nancing is riskier than normal bank 

Private equity fund

Holding company

Portfolio company

Senior debt 50-75%

Tranche A 2/3-3/3

Tranche B 0-1/6

Tranche C 0-1/6

Equity capital 25-50%

Mezzanine fi nancing 0-20%Capital
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loans and therefore warrants a higher rate of interest. Mezzanine 
loans have a term of up to 10 years and the required rate of 
return is roughly 10 to 11 per cent above the risk-free rate. 
Around 40 per cent of the interest is paid on a regular basis, 
whereas the remainder is accumulated and paid out when the 
mezzanine loan matures. In addition, it is common that this kind 
of fi nancing incorporates options whereby the lender receives 
warrants – call options with long maturities – on the shares in the 
portfolio company as part of the return on the loan. When the 
portfolio company is divested from the private equity fund the 
mezzanine fi nancier is given the opportunity to acquire shares in 
the company at a predetermined price.

The required rates of return thus refl ect the risk associated with the 
different sources of fi nancing. Financing through equity capital entails 
the greatest risk and has therefore also the highest rate of return, 
around 25 per cent. Next is mezzanine fi nancing, followed by bank 
loans secured on the portfolio company’s shares. During periods when 
the supply of capital has been abundant and the competition between 
private equity investment companies high, the degree of leverage 
has tended to increase and required rates of return to fall at the 
same time as more borrowers have taken interest-only loans. Such a 
development naturally involves increased risk for the fi nanciers.

The private equity market in Sweden

Swedish private equity investment companies are hereinafter taken 
to mean private equity investment companies that primarily invest in 
Swedish enterprises regardless of where the private equity investment 
companies’ funds are based. More or less all private equity funds 
operated by Swedish private equity investment companies are located 
outside Sweden. That is partly because limited partnerships’ returns 
from shareholdings are not exempt from tax but also because Swedish 
tax legislation is unclear as regards how foreign partners in a limited 
partnership in Sweden are to be taxed. Swedish limited partnerships 
are taxed according to the principle of permanent establishment. 
According to an advance decision by the Swedish National Tax Board, 
foreign partners in Swedish limited partnerships are considered to be 
permanently established in Sweden and are thereby also required to 
pay tax here. Before this advance decision has been tried in a court of 
law there is uncertainty regarding the foreign partners’ tax status in 
Sweden.

Nearly 70 per cent of the capital in Swedish private equity 
investment companies is provided by investors in other countries (see 
Figure 2). It is often argued that dependence on foreign capital could 
constitute a risk, as this capital is considered to be more volatile and 
the fi nancing can be quickly withdrawn. As regards private equity 
funds, it is not obvious that this is the case, given the long fi xed 

Figure 2. Geographical breakdown of capital raised by 
Swedish private equity investment fi rms in 2004.
Per cent

Source: SVCA.

Sweden
Other Nordic countries 
Other European countries 
USA

Unspecifi ed countries 
Other regions 

1%

32%
18%

24% 18%

7%
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period of investment. For existing funds the risk is therefore small, if 
not non-existent, that foreign capital would disappear from Swedish 
private equity funds in the short term. In the longer run, however, 
there is a risk that the private equity investment companies would 
not be able to attract foreign capital to their new funds if they have 
not managed to generate a suffi ciently high return for their investors. 
All asset managers run that risk, though, so it is not unique to 
private equity funds. As long as private equity investment companies 
generate returns that satisfy their investors, there is no reason to 
believe that the infl ow of foreign capital would diminish.

Of the investor categories that invest in Swedish private equity 
funds the dominant one is institutional investors, such as pension 
funds, insurance companies, fund-of-funds managers and other 
institutional investors with long-term commitments in their balance 
sheets (see Figure 3).

During the past year the industry has seen an unusually large 
infl ow of new capital, both in Sweden and abroad. This is due in 
large measure to asset managers in Europe increasing their share of 
unquoted investments in general and to institutions in the United 
States boosting their share of unquoted investments in Europe.

Almost 75 per cent of the capital managed by Swedish private 
equity investment companies is targeted at investments in later phases 
of the company life cycle, that is, the buyout segment.

Roughly 90 per cent of buyout investments – or almost 70 per 
cent of the total private equity – is managed by the ten largest private 
equity investment companies in this segment (see Table 1). Around 
half of the Swedish private equity investment companies’ committed 
funds from investors, which totals SEK 215 billion, is managed by 
three private equity investment companies, EQT (SEK 51 billion), 
Industri Kapital (SEK 35 billion) and Nordic Capital (SEK 22 billion).

Table 1. Private equity investment companies focused on buyout investments in 
the Nordic region

Private equity investment companies primarily
focused on the Nordic region Managed capital, SEK billion

EQT 51

Industri Kapital 35

Nordic Capital 22

CapMan 11

Ratos 8.5

Altor 6

Accent 5

Segulah 3.5

Procuritas 3

Litorina 1

Other private equity investment companies 19.2

Total managed capital 165.2

Source: SVCA.

Figure 3. Capital in Swedish private equity funds in 
2004 broken down by investor category. 
Per cent

Pension funds 
Fund-of-funds 
Companies
Insurance companies 

Personal investors
Banks

Source: SVCA.

Academic institutions
Capital market  
Public sector
Other 

0.1%
0.4%

1.1%

3.3% 30.6%

14.2%

14.2%

13.1%

7.7%

15.3%
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It is also the buyout segment that attracts the greatest interest from 
foreign private equity investment companies. Swedish private equity 
investment companies are expected to face increased competition 
in the future from their foreign counterparts, particularly when it 
comes to major buyout investments. Table 2 lists the biggest foreign 
private equity investment companies that have initiated investment in 
Sweden. 51

Table 2. Foreign private equity investment companies with established activities 
in Sweden 

Private equity investment companies with 
a global focus and newly 
established operations in Sweden Managed capital, SEK billion

Apax 108

Permira 100

3i 94

Bridgepoint 37

Doughty Hanson 34

Total managed capital 373

Source: SVCA.

Although these are very large private equity investment companies 
they have not yet invested in Swedish portfolio companies to 
any sizable degree. A major contributory factor in this regard is 
that private equity activities require established, extensive local 
networks, sound knowledge of the local business sector and specialist 
knowledge of the local jurisdiction. This is costly and time-consuming 
to establish for large private equity investment companies as well. 
Judging by the size of their funds, though, there is potential for large-
scale investment in Swedish portfolio companies, too.

Swedish private equity investment companies specialising in 
venture capital tend to be smaller than those that focus on buyout 
investments. This is evident from Table 3, which lists all the Swedish 
private equity investment companies that specialise in venture capital 
and that have at least SEK 1 billion in managed funds. All in all, 
private equity investment companies focused on early investment 
phases manage 25 per cent of the total private equity in Sweden.

Figure 4. Developments in the volume of venture capi-
tal and buyout investments over time.
SEK million and number

Source: SVCA.

Venture capital investments
Buyout investments
Number of venture capital investments (right scale)
Number of buyout investments (right scale)

51 The Swedish State participates in the private equity market by investing in the seed and start-up stages of 
companies. The State has previously fi nanced entrepreneurs in the seed phase through seven regional tek-
nikbrostiftelser (foundations set up to increase cooperation between universities and the business sector), 
which manage SEK 1 billion, as well as through Stiftelsen Innovationscentrum (SIC) and NUTEK. NUTEK 
no longer provides seed fi nancing, however, and SIC has essentially used up all its funds for the seed 
stage. The Swedish Industrial Development Fund and the Swedish National Pension Funds today represent 
the State’s main involvement in the fi nancing of later-stage companies through start-up and expansion 
fi nancing. The Swedish Industrial Development Fund is a foundation that was set up by the State in 1979 
and that has SEK 3.5 billion in assets, of which SEK 1.7 billion is invested in companies. The Sixth Swedish 
National Pension Fund invests all its capital in Swedish unlisted companies. Of the fund’s SEK 13.9 billion, a 
total of SEK 8.5 billion has been invested in unlisted companies. An additional SEK 4 billion comprises com-
mitted funds that have not yet been paid. According to the investment rules of the other National Pension 
Funds, up to 5 per cent of the funds’ assets may be invested in private equity. Presently, the Seventh 
Swedish National Pension Fund has taken most advantage of this opportunity, investing around 4 per cent 
of its assets, that is, SEK 1.7 billion, in this asset class.
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Table 3. Swedish private equity investment companies focused on venture 
capital 

Private equity investment companies primarily
focused on the Nordic region Managed capital, SEK billion

Investor Growth Capital 15

Swedish Industrial Development Fund 3.5

IT Provider 3

Eqvitec 2.4

Scandinavian Life Science Vent. 2.2

Nordic Venture Partners 1.8

Innovations Kapital 1.8

Northzone Ventures 1.5

H&B Capital/Life Equity 1.5

Brainheart Capital 1.3

SEB Strategic Investments 1.3

Skanditek 1.3

SEB Företagsinvest 1.2

Ledstiernan 1.1

Total managed capital 38.9

Source: SVCA.

During the period 2001 to 2003, the number of investments rose 
weakly in terms of both venture capital and buyouts (see Figure 4). 
Meanwhile, in krona terms there was a notable increase in buyout 
investments last year, which doubled in the space of a year. The sum 
invested in venture capital was largely unchanged, however.

Comparing the returns from Swedish private equity funds with 
an average for their European counterparts shows that the return 
generated by Swedish venture capital funds has been at roughly 
the same level, and has followed a similar trend, as the European 
average since 1999 (see Figure 5). Swedish buyout funds, on the 
other hand, have exhibited a return that is well above the European 
average. Although the high return from Swedish buyout funds 
should be interpreted with some caution, since it is dominated by the 
returns from a handful of large funds, this may have contributed to 
the increased infl ow of capital to Swedish private equity funds and 
to greater interest among foreign private equity funds to invest in 
Sweden. This has probably given rise to some upward price pressure 
on potential target companies.

There have been reports in the media that it is becoming more 
common to divest portfolio companies from buyout funds to other 
private equity investment companies. This would suggest that the 
prices have reached unreasonably high levels, since public equity 
market investors are not prepared to pay as much as private equity 
investment companies.

A survey of the buyer categories that have acquired portfolio 
companies when private equity investment companies have exited 
their funds shows that the buyers to an increasing extent have been 
other private equity investment companies (see Figure 6). Private 
equity investment companies are included in the category ‘fi nancial 
buyers’ and the number of divestments to this category has risen 
steadily over the past three years.

Figure 5. Return on venture capital and buyout 
investments in Sweden and an average for Europe. 
Per cent 

Source: Thomson Financial.

Venture capital funds – Europe

Buyout funds – Sweden
Buyout funds – Europe
Venture capital funds – Sweden

Source: SVCA.

Figure 6. Swedish private equity investment 
companies’ divestments of portfolio companies 
broken down by buyer category. 
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PRIVATE EQUITY INVESTMENT 
COMPANIES IN SWEDEN

The single biggest category of buyer, however, is ‘industrial 
buyers’. To some extent this can be taken as a sign that the private 
equity market is functioning well, as it indicates that the private equity 
investment companies have, through their ownership, developed 
portfolio companies that other industrial buyers consider to be 
suitable additions to their own operations. Sweden, as well as the 
rest of Europe, is seeing a consolidation of its corporate sector, with 
companies acquiring or merging with fi rms in the same sector as well 
as streamlining their operations and divesting businesses that are 
not part of their core activities. It is exactly this kind of business that 
buyout funds focus on.

Moreover, a private equity investment company will not always 
have completed the work to restructure its portfolio companies when 
the private equity fund approaches the end of its predetermined 
commitment. In that case a new fund can take over where the old 
fund left off. So the fact that other private equity funds and industrial 
buyers are acquiring portfolio companies does not in itself have to be 
a sign that the companies have become too expensive for the stock 
exchange. They may simply not be ready for an IPO yet but instead 
need to be further developed within an industrial group or some other 
private equity company.

At the same time, there are undoubtedly question marks over the 
tendency of private equity investment companies to use their portfolio 
companies’ cash fl ows to service debt in the holding companies. 
This may limit the portfolio companies’ opportunities to invest and 
evolve using their own funds. It may also contribute to pushing up 
the prices of potential acquisitions in the same way as has evidently 
happened in the market. In addition, it fuels uncertainty over whether 
private equity investment companies really are able to restructure and 
develop their portfolio companies in a way that eventually enables 
them to be divested at a profi t. 

The role of Swedish banks in the 
private equity market

Banks participate in the private equity market in mainly three ways 
– by granting loans for leveraged buyouts, by arranging fi nancing 
packages in which the fi nancing is distributed to other players, and 
through direct investment in unlisted companies against the banks’ 
own balance sheets.

Of the four major Swedish banks, only SEB carries on a private 
equity business using its own resources. SEB Företagsinvest and SEB 
Strategic Investments are run as two separate departments within the 
bank. SEB Företagsinvest focuses on venture capital investments in 
technology and healthcare companies. SEB Strategic Investments does 
not have the same distinct focus on venture capital, investing instead 
in companies with a strategic link to the bank’s other activities.
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As regards lending to private equity investment companies 
for leveraged buyouts, all four major Swedish banks conduct such 
activities. They grant loans secured on the holding company’s shares 
in the portfolio company (which essentially is collateral against the 
acquired company’s assets).

In addition to regular loans to the holding company, the banks 
also provide mezzanine fi nancing. Currently, all Swedish banks, except 
one, provide such fi nancing.52 By offering mezzanine debt in addition 
to secured loans, a bank can provide a complete fi nancing package. 

There are no statistics regarding the extent of the banks’ lending 
for leveraged buyouts, but a rough estimate can be made. Private 
equity investment companies turn almost exclusively to banks that 
are based in the same country as the targeted portfolio company. An 
average for the past six years indicates that 63 per cent of Swedish 
private equity investment companies’ managed capital has been 
invested in Sweden. At a rough estimate, private equity investment 
companies in the buyout segment have invested a little over SEK 80 
billion in various portfolio companies. Given that the banks are willing 
to lend against 50 per cent of the portfolio companies’ assets, their 
lending for private equity investment companies’ leveraged buyouts 
would amount to around SEK 40 billion. That is around 4 per cent of 
the four major Swedish banks’ total lending to Swedish non-fi nancial 
companies.53

In the case of very big acquisitions, several private equity 
investment companies may join forces, especially in those instances 
where an acquisition would comprise an inordinately large share of 
a single fund’s total assets. Individual funds do not generally invest 
more than 20 per cent of their total assets in one single company.

The company acquisitions are usually implemented in the form 
of an auction, regardless of whether the deal has been initiated by 
the private equity investment company or whether the fi rm has had a 
business concept presented to it. In this way the sellers can make sure 
they receive the best possible selling price, even on those occasions 
when the sale has been initiated by a private equity investment 
company.

When a business concept that involves a leveraged buyout in 
Sweden has taken form, the private equity investment company 
usually contacts all the major Swedish banks to negotiate terms and 
conditions for loans. The banks compete with each other on the basis 
of, among other things, what degree of leverage they can accept in 
the buyout.

52 Nordic institutions that provide mezzanine fi nancing are SEB, Nordea, Handelsbanken, Kaupthing, Islands-
banki, Ilmarinen, Den Norske Bank, Nordic Mezzanine, CapMan, EQT, Eqvitec and Carta Capital.

53 Since loans for leveraged buyouts cannot be isolated in the banks’ loan portfolios it is not possible either 
to see how large the banks’ lending is for this purpose. Given that private equity investment companies 
fi nance acquisitions of non-fi nancial portfolio companies with bank loans, this kind of lending is categorised 
as lending to non-fi nancial companies. The four major Swedish banks’ total lending (i.e. including lending 
via fi nance companies and mortgage institutions) to Swedish non-fi nancial companies amounts to approx-
imately SEK 934 billion.
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PRIVATE EQUITY INVESTMENT 
COMPANIES IN SWEDEN

In the past year Swedish banks have seen increased competition 
from foreign investment banks, notably in relation to major company 
acquisitions (deals over EUR 100 million). The stiffer competition is 
refl ected in part by the foreign banks’ acceptance of higher leverage 
rates and a larger proportion of interest-only loans. It is usually the 
foreign investment banks that arrange syndicated loans for major 
acquisitions. The lead bank in the syndicate receives a fee of around 
2.5 per cent of the loan amount. The loan is then apportioned among 
smaller banks, with the lead bank usually keeping a small share of 
about 5 per cent. This allows the increased risk in the lending to be 
spread among smaller banks that want to take part in the syndicate.

It is not only the supply of bank loans that is increasing but also 
the availability of mezzanine fi nancing. Growing interest among 
hedge funds to provide mezzanine debt has resulted in an ample 
supply of this kind of fi nancing on benefi cial terms, including a larger 
interest-only component in the loans.

One way to get a rough idea of whether banks are taking 
considerable risks in their lending to private equity investment 
companies in the buyout segment is to look at the relationship 
between the transaction price and the portfolio company’s EBIT for 
actual buyouts (see Figure 7).54  A higher value indicates increased risk 
since the transaction price has risen but not the company’s underlying 
earnings capacity. The trend for Europe shows a weak rise in the EBIT 
multiple from 1995 through 2004, pointing to a somewhat higher risk 
level in buyout investments.

By all appearances the EBIT multiples for Swedish portfolio 
companies are somewhat below the European average, and no rise in 
EBIT multiples such as that seen for the European average in 2004 can 
be observed. That would tend to suggest, therefore, that the risk level 
in the Swedish banking system has not risen as a result of fi nancing 
private equity investment companies’ acquisitions.

Concluding remarks

The evolution of a private equity market in Sweden along 
international lines is essentially a positive thing. Private equity 
investment companies fulfi l a need that banks and other institutions in 
the fi nancial markets cannot meet.

This analysis of the Swedish private equity market shows that the 
segment of the market that channels capital to companies at early 
investment phases – the venture capital market – is not that large. The 
private equity investment companies that operate here are generally 
small, together managing only one-quarter of the total private equity. 
The banking system has no direct connections with this section of 
the private equity market since it involves investment in immature 
businesses with few tangible assets and weak cash fl ows.

Figure 7. EBIT multiples for leveraged buyouts: 
individual transactions in Sweden and the 
European average.

Source: The Centre for Management Buy-Out Research.

Note: The unbroken curve represents the European average 
while the dots represent the ratio of the transaction price to 
EBIT for companies that have been the subject of leveraged 
buyouts by private equity investment companies.

European average
Sweden

54 The EBIT multiple indicates how large the transaction price for a company that has been subject to a 
leveraged buyout is in relation to its earnings before interest and taxes.
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The majority of the private equity, 75 per cent, is managed by 
private equity investment companies in the buyout segment. It is with 
this section of the private equity market that the banking system has 
its strongest connections in that the investment companies largely use 
bank loans to fi nance the acquisitions. Even though bank loans are 
the single biggest source of fi nancing in leveraged buyouts they still 
account for a relatively small share of the total corporate lending by 
the four major Swedish banks.

Buyout investments are very much concentrated to a few private 
equity investment companies. Of Swedish private equity investment 
companies’ total investment capital, SEK 220 billion, around half is 
managed by three private equity investment companies in the buyout 
segment – EQT, Industri Kapital and Nordic Capital.

High returns for Swedish buyout funds have meant that both 
Swedish private equity investment companies and Swedish banks 
have encountered increased competition from foreign players. The 
competition between private equity investment companies is evident 
in that the prices of potential acquisitions have risen. The competition 
between the banks is mainly refl ected in higher leverage rates and a 
larger proportion of interest-only loans in leveraged buyouts.

One measure of the risk in a leveraged buyout is transaction price 
in relation to EBIT. Sweden is somewhat below the European average 
in this regard and has not seen any equivalent rise in EBIT multiples 
such as that seen for the European average in 2004. At the same 
time, it is diffi cult to disregard the fact that private equity investment 
companies’ transactions have become larger, that the prices of 
portfolio companies have risen and that the leverage rates in holding 
companies have grown. All these factors are likely to have contributed 
to a higher risk level in the debt-fi nanced segment of the private 
equity market than a few years ago, perhaps considerably higher in 
certain cases.




