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Nordea Mortgage Bank Plc

Overview of the Directors’ Report

Income statement 1!

Jan-Dec Oct-Dec
EURM 2017 2016
Net interest incon 1921 51.4
Net fee anccommission incorr -11.C 0.z
Net result from items at fair val -2.4 -4.€
Other operating incon 0.C 0.C
Total operating income 178.7 46.€
General administrative expens
Staff cost -19 -0.2
Other expens: -45.¢ -11.5
Total operating expense -47.8 -11.€
Profit before loan losse 130.¢ 35.C
Net loan losse 07 0.4
Operating profit 131.¢ 35.4
Income tax expen -26.5 -7.1
Net profit for the year 10t.3 28.2

! Nordea Mortgage Bank Plc started its operations on 1 October 2016. Figures for October-December 2016 are not comparable with January-December 2017 figures.

Balance sheet

EURNM 31 Dec .017 31 Dec 016
Cash and balances with central bz 1982 200.(
Loans tccentral banks ancredit institution 6476 4942
Loans to the publ 23,5301 23,912.
Derivatives 5354 789.¢
Other asse 113.€ 189.¢
Total asset: 25,0252 25,586..
Deposits by credit institutio 7,5576 7,200.(
Debt securities in isst 15,4696 16.299.¢
Derivatives 1602 127.¢
Subordinated liabilitie 2005 200.¢
Other liabilities 4568 67¢.8
Equity 1,1805 1,C78.5
Total liabilities and equity 25,0252 25,586..
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Ratios and key figures 1!

2017 201¢

Return on equif, % 9.2 10.€
Return on total assé, % 0.4 04
Cost/income ratio, ¢ 27 25
Loan loss rati?, basis poini -0.2 -0.7
Common Equity Tier 1 capital ratio, incl. Baselddr®, % 100 9.t
Tier 1 capital ratio, incl. Basel | flo3, % 100 98
Total capital ratio, incl. Basel | flo 3, % 119 11.7
Common Equity Tier 1 capital, incl. Basel | flé, EURN 1,0428 1,C49.C
Tier 1 capite®, EURM 1,0428 1,C49,C
Risk exposure amount, incl. Basel | fI3, EUR 10,7219 10,9288
Number of employees (fi-time equivalent? 2C 12
Average number cemployee 18 6
Salaries and remunerat®, EUR -1.4 -0.2
Equity to total assets, ' 4.7 4.2

* For more information regarding ratios and key figures and key figures defined as Alternative performance measures, see www.nordea.com/en/investor-relations/.

2 Income statement figures for 2016 have been annualised when calculating the ratios for 2016.

3End of the year

4The figure for 2016 refers to the period October-December 2016.
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Business definitions and exchange rates

The definitions apply to the descriptions in thendal Report.

Cost/income ratio
Total operating expenses divided by total operating
income.

Equity to total assets
Total shareholders’ equity as a percentage of total
assets at year-end.

Own funds

Own funds include the sum of the Tier 1 capital and
the supplementary capital consisting of
subordinated loans, after the potential deduction f
expected shortfall.

Loan loss ratio

Net loan losses (annualised) divided by the closing
balance of loans to the public (lending), basis
points.

Return on equity (ROE)

Net profit for the year as a percentage of average
equity for the year. Average equity including net
profit for the year and dividend until paid.

Return on total assets (ROA)

Operating profit less taxes as a percentage of
average total assets. Average total assets are
calculated as the mean of total assets at the
beginning and end of the year.

Risk exposure amount

Total assets and off-balance-sheet items valued on
the basis of the credit and market risks, as veell a
the operational risks in accordance with regulation
governing capital adequacy, excluding carrying
amount of shares which have been deducted from
the capital base and intangible assets.

Tier 1 capital

The Tier 1 capital of an institution consists of th
sum of the Common Equity Tier 1 capital and
Additional Tier 1 capital of the institution.

Common Equity Tier 1 capital includes
shareholders” equity excluding proposed dividend,
deferred tax assets, intangible assets, the full
expected shortfall deduction (the negative
difference between expected losses and provisions)
and finally other deductions such as cash flow
hedges.

Tier 1 capital ratio

Tier 1 capital as a percentage of risk exposure
amount. The Common Equity Tier 1 capital ratio is
calculated as Common Equity Tier 1 capital as a
percentage of risk exposure amount.

Total capital ratio
Own funds as a percentage of risk exposure
amount.

Exchange rates appliedend of year rates as at 31 December 2017)

EUR 1.000( usD 1.199:
GBP 0.8872: CHF 1.170zZ
NOK 9.840¢
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Nordea Mortgage Bank Plc

Directors’ Report

Nordea Mortgage Bank Plc is domiciled in Helsinki
and its business identity code is 2743219-6. The
company is a wholly owned subsidiary of Nordea
Bank AB (publ).

Nordea Mortgage Bank Plc (NMB) operates as an
issuer of covered bonds in the Finnish market.
Bonds issued by NMB are covered by a pool of
loans consisting mainly of Finnish housing loans.
NMB does not act as an originator of housing loans,
but instead purchases loans from Nordea Bank AB
(publ), Finnish Branch. Loans in NMB'’s balance
sheet are generally long-term loans, mainly to
Finnish households, with residential real estate as
collateral.

Macroeconomic environment

Economic growth of Finland is broad-based, exports
are fuelling growth and at the same time domestic
demand continues to be strong. Growth in private
consumption is expected to continue and contribute
positively to economic growth, despite showing
some signs of abating. Positive developments in
earnings growth and employment are estimated to
boost households’ purchasing power and to sustain
consumer confidence. Household spending will
continue to exceed disposable income. Therefore,
the savings rate will remain negative and household
indebtedness is expected to continue to increase.

Low interest rates have contributed to household
indebtedness. The margin on housing loans has
narrowed and the most commonly used reference
rate continued to fall during 2017. In new housing
loan agreements, the average interest rate currentl
stands at approximately 1.1%. Interest rates on
housing loans will remain low over the forecast
period. Slightly increasing inflation is resultiing
even lower real interest rates.

Despite low interest rates and economic recovery,
the increase in demand for new housing loans is
estimated to be relatively modest. Moreover, the
growth rate of Finland's housing loan stock isejuit
restrained compared with the rest of the euro area.
The cyclical upswing in the economy will
particularly strengthen households’ purchasing
power in 2018.
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Mortgage business development in 2017

The mortgage business has picked up during 2017
as a more positive outlook has motivated a release
of the pent-up demand from the prolonged slump.
The pick-up is supported by continued low interest
rates. Construction of new apartments in the chpita
region as well as in growth centres has been
significantly higher than in the past — supportgd b
the gradual movement of population to growth
centres from other parts of the country. In the iho
country the housing prices of new apartments went
up 3.9 % compared with the previous year. In the
capital region, the housing prices increased 5.0%
and in the rest of the country 3.4% compared with
the previous year. Correspondingly, the prices of
old apartments went up 1.1% from the previous
year. In Greater Helsinki, prices went up 2.7%,
whereas in the rest of Finland the prices went down
0.3%.

The buy-to-let-market has been growing throughout
2017, driven by new capacity in small apartments as
well as rising rent levels (up 2.4% year-on-year in
Q3). The rise in rents has been gradually slowing
down through 2016 and 2017.

An area of interest is the polarisation of housing
prices and employment opportunities between
growth centres and other areas as the presswe is t
move after employment into more urban areas.
Nordea’s mortgage business is weighted
significantly towards the growth areas; however,
this is a development which we will continue to
follow closely.

The regulator has imposed a loan-to-value cap on
mortgages at 90%; for first-home-buyers the cap is
95%. This cap was put into effect in July 2016, and
has had relatively little effect on NMB’s lending.
Loan maturities are slowly lengthening, but Nordea
caps maturity at origination at 35 years. The Ehni
tradition of steady amortisation is likely to conte,
with relatively short and few interest-only periods
during the lifetime of the loan.



Comments on the income statement

The income statement figures refer to the period
January-December 2017.

Operating profit amounted to EUR 131.6m. Main
drivers behind the development were the following
items:

* Net interest income amounted to EUR
192.1m. Interest rates were on a very low
level throughout the year and housing loan
margins remained stable.

* Net fee and commission income was EUR
-11.0m. Commission income related
mainly to lending. Commission expenses
amounting to EUR -16.1m relate mainly to
the guarantee and the liquidity facility
provided by Nordea Bank AB (publ),
Finnish Branch.

* Net result from items at fair value
amounted to EUR -2.4m. This amount
represents the hedging inefficiency of
financial instruments.

e The level of non-performing loans
increased from EUR 63m at year-end 2016
to EUR 134.8m at year-end 2017. This
development was expected since NMB
started operating on 1 October 2016 with a
healthy portfolio.

¢ Netloan losses were EUR 0.7m positive.
There was only a minor amount of realised
loan losses during 2017 and reversals of
provisions were higher than provisions
made.

e Return on equity was 9.3%.

Comments on the balance sheet
Lending

Lending to the public was EUR 23.5bn at the end of

2017 (31 Dec 2016: 23.9). Lending to households
was EUR 21.6bn (21.8) and lending to corporates
EUR 1.9bn (2.1).

Funding

The company’s main source of funding is covered
bonds issued according to the Finnish Act on
Mortgage Bank Operations. NMB issues covered
bonds under its EUR 25bn Covered Bond
Programme. Covered bond funding at the end of
2017 was EUR 15.5bn (16.3). Besides long-term
funding, NMB regularly arranged short-term
funding from the parent company Nordea Bank AB
(publ) and its Finnish Branch. Intra-group funding
at the end of 2017 amounted to EUR 7.6bn (7.2). In
addition, the company has an outstanding

Nordea Mortgage Bank Plc - Annual Report 2017

subordinated debenture loan with a nominal value
of EUR 200m issued by the Nordea Bank AB
(publ), Finnish Branch.

Due to the good liquidity situation NMB only

issued one EUR 1.5bn bond under its Covered Bond
Programme during 2017. Bonds amounting to EUR
2.3bn matured during the year.

Breakdown of lending in cover pool

H Single family
houses, 44%

M Tenant owner
units, 47%
Multi-family
housing, 5%
Summer houses,
3%

Public sector, 1%

Geographical distribution of loans in cover pool

B Greater Helsinki
area, 42%

® West Finland,
24%
North/Middle
Finland, 12%
South Finland,
22%

Nordea Mortgage Bank's funding structure

m Covered Bonds,
63%

M Intragroup
Funding, 31%

Subordinated
debt, 1%

Equity, 5%




Distribution of earnings

NMB'’s distributable funds on 31 December 2017
were EUR 933.6m of which the profit for the year is
EUR 105.3m. It is proposed that a dividend of EUR
102.0m be paid whereafter the distributable funds
will total EUR 831.6m.

Commitments

NMB's off-balance sheet items mainly consist of
credit commitments. Credit commitments amounted
to EUR 209.6m (5.2).

Derivatives

NMB’s derivatives mainly pertain to interest rate
swaps and forward currency exchange contracts (FX
swaps). The nominal values of derivative contracts
are provided in Note 11.

Capital adequacy

Risk, liquidity and capital management section
provides information and numerical data for
assessing the company’s capital adequacy.
Rating

Moody’s rating for the company’s covered bonds
was Aaa at year-end 2017.
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Human resources

Nordea Mortgage Bank PlIc follows Nordea Group'’s
HR policies. More information can be found in the
Nordea Group’s Annual Report.

Sustainability

In accordance with the Nordea Group’s Corporate
Social Responsibility (CSR) framework, Nordea
Mortgage Bank is committed to sustainable
development by combining financial activity with
responsibility for the environment and society.
Further information about how the Nordea Group
works with CSR is available at www. nordea.com

Legal proceedings

By the end of 2017, Nordea Mortgage Bank has not
faced any claims in civil lawsuits or disputes.

Subsequent events

No events have occurred after the balance sheet dat
that might affect the assessment of the annual
financial statements.

Outlook 2018

We expect the economy to grow through 2018,
accompanied by an increased demand in housing
loans. We expect loan losses to develop in lirt wi
the overall lending volumes, but do not expect any
significant proportional increase. The mortgage
business in the growth areas of the country will
continue to fuel the business at an increasing.pace
We expect a controlled growth with no material
changes in risk.



Risk, liquidity and capital management

Nordea Mortgage Bank’s organisational
structure

Definitions
NMB = Nordea Mortgage Bank Plc

Branch = Nordea Bank AB (publ), Finnish Branch

Nordea Group/Group = Nordea Bank AB (publ)
including all subsidiaries.

Part of the Nordea Group

Nordea Mortgage Bank (NMB) is a wholly owned
subsidiary of Nordea Bank AB (publ) and does not
have its own subsidiaries or ownership in other
companies. NMB'’s business is conducted in close
integration with the Nordea Group and its branch
business in Finland. NMB does not act as an
originator of housing loans, but instead purchases
loans from Nordea Bank AB (publ), Finnish
Branch. Loans in NMB'’s balance sheet are
generally long-term loans, mainly to Finnish
households, with residential real estate as cotlate
Different units within Nordea handle, according to
outsourcing agreements, on NMB's behalf, e.g.
accounting and reporting, liquidity management,
risk management, IT systems, internal credit and
quality control, credit administration and vault
management. Furthermore, NMB is a product-
responsible unit (PRU), which entails responsipilit
for, and ownership of, the mortgage process, a
number of loan products and related systems/tools.
Through the close cooperation with other Nordea
units, it has been possible to limit the workfoofe
NMB to comprise only requisite staff for product
and system development, management and risk
management. As at year-end 2017, NMB had 20
employees.

Funding Nordea Mortgage Bank’s business

NMB funds its business by issuing covered bonds.
NMB also obtains funding from Nordea Bank AB
(publ) and its Finnish Branch. The European
Central Bank has granted NMB an authorisation as
a credit institution in accordance with the Finnish
Credit Institutions Act (610/2014) and the Finnish
Act on Mortgage Credit Bank Operations
(688/2010).
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All NMB’s bonds outstanding as at year end have
the status of covered bonds. NMB may, if so
required, issue new bonds with covered bond status.

Nordea Mortgage Bank’s administrative and
management bodies

The Board of Directors

The composition of the Board of Directors has
changed since the previous Annual Report and the
composition is now as follows:

e Petri Nikkila (born 1971), Chairman, member
since 19 September 2017, Head of Personal
Banking Finland, Nordea

* Hanna-Maria Heikkinen (born 1979), member
since 1 October 2016, Vice President, Investor
Relations, Cargotec

* Nicklas llebrand (born 1980), Vice Chairman,
member since 19 September 2017, Head of
Products, Nordea

» Riikka Laine-Tolonen (born 1966), member
since 4 February 2016, Deputy Head of
Personal Banking Finland, Nordea

e Ola Littorin (born 1962), member since
4 February 2016, Head of Long Term Funding,
Nordea

e Nina Luomanen (born 1969), member since
4 February 2016, Head of Change and
Transformation, Nordea

» Markku Pehkonen (born 1962), member since
1 November 2016, Group CRO, Sampo Group.

Management Group at 31 December 2017

e Chief Executive Officer — Thomas Miller (born

1971)

Chief Operating Officer — Tarja lkonen (born

1959)

e Chief Risk Officer — Niko Nordlund (born
1974)

e Chief Financial Officer — Tomi Yl&stalo (born
1982)

» Head of Mortgage Products and Applications —
Annina Valtonen (born 1978).

The registered address of the company is:
Nordea Mortgage Bank Plc
Satamaradankatu 5, Helsinki

FI1-00020 NORDEA.



Conflicts of interest

The aforementioned persons are or may become
customers and be granted mortgage loans that are
purchased by NMB. As far as the company is
aware, there are no conflicts between the
company’s interests and the private interestsef th
aforementioned persons. In order to avoid conflicts
of interest and demonstrate how an individual shall
act in the event of a conflict of interest, several
guidelines established by the Nordea Group apply
at NMB, such as ethical guidelines, guidelines for
employee engagements beyond their position with
the bank, and rules for employees’ securities and
foreign exchange dealings. In addition, board
members are subject to the rules regarding bias
stipulated by the Finnish Limited Liability
Companies Act.

Auditors
PricewaterhouseCoopers Oy (re-elected by the
Annual General Meeting 2017)

Auditor with main responsibility
Juha Wahlroos
Authorised Public Accountant.

Risk management

Risk management at the Nordea Group

General information about risk management

The risks to which the Nordea Group is exposed
shall reflect the business strategy and the Group’s
long-term financial interests. They shall be
consistent with the Group’s capacity for risk-takin
and remain within the risk profile established bg t
Board of Directors of Nordea Bank AB through its
risk appetite. The objective of the risk management
in the Group is the efficient monitoring of risk
exposure, and verifying that the exposure is kept
within the limits set by the risk appetite. Risk
appetite and risk exposure shall be kept at a level
that takes account of the Group’s ability to absorb
losses, and is therefore closely linked to thetahpi
structure management of the Group.

Nordea Group’s risk management and control
organisation

It is the Board of Directors of Nordea that has the
ultimate responsibility for limiting and monitoring
the Group’s risk exposure as well as for settirgg th
targets for the capital ratios. Risk is measuradl an
reported according to common principles and
policies approved by Nordea Bank AB’s Board of
Directors. It is also Nordea Bank AB’s Board of
Directors that decides on policies for credit risk,
counterparty credit risk, market risk, liquidityki
business risk, operational risk, as well as the
Internal Capital Adequacy Assessment Process
(ICAAP) and the Internal Liquidity Adequacy
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Assessment Process (ILAAP). All policies are
reviewed at least annually.

The Board of Directors of Nordea Bank AB has
chosen to organise the Group’s risk management
into three lines of defence, with all business sirea
and group-wide functions making up the first line
of defence. Group Risk Management & Control
(GRMC) and Group Compliance (GC) constitute
the second line of defence and are the Group’s
control functions. Group Internal Audit (GIA) isgh
third line of defence, independent of the others.

The first line of defence is responsible for itsrow
risk and for remaining within its risk limits, and
working in accordance with the Group’s internal
control and risk management framework. The
second line of defence, which is independent of the
first line, is responsible for preparing the int&rn
control and risk management framework. This task
includes ensuring that the business functions
efficiently and that the information and controts i
place are sufficient and appropriate for identifyin
and managing the risks in the business. The third
line of defence, which is independent of the first
and second line, has the task of protecting the
Group'’s assets, reputation and viability by verityi
that all risks in the business are identified and
reported to the management and the Group’s risk
control functions.

Risk management at Nordea Mortgage Bank

General information about Nordea Mortgage
Bank’s risk management

The majority of NMB’s business is conducted by
Nordea and its branch network, so it is inevitable
that the majority of NMB’s risk management is
integrated with that of the Group. NMB’s risk
management has the same purpose and follows the
same policies, directives and guidelines as the
Group in general. NMB’s Chief Risk Officer

(CRO) and Management Group have the task of
ensuring that the guidelines, proposed risk
exposures and the risk appetite proposed in the
Group are neither harmful nor inappropriate for
NMB'’s specific business, and of taking sufficient
measures if they are assessed as being harmful or
inappropriate. NMB adjusts and adopts policies,
directives and guidelines to ensure their
appropriateness for its business and risk
management.

Nordea Mortgage Bank’s risk management and
control organisation

NMB’s Board of Directors has the ultimate and
overall responsibility for the company and defines,
oversees and is accountable for the implementation
of the governance arrangements within NMB that
ensure effective and prudent management of the
institution. Furthermore, NMB’s Board of Directors
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approve capital injections, the risk strategy drel t
most significant risk limits, following proposalsitp
forward by the company management and
applicable committees in Nordea.

The Chief Executive Officer (CEO) of Nordea
Mortgage Bank is responsible for the daily
operations.

The company operates in three lines of defence.
The second line of defence consists of the CRO
function responsible for the implementation of risk
policies, risk management framework and
processes; and Compliance responsible for
monitoring compliance with internal and external
rules. The third line of defence consists of In&rn
Audit. All other functions in the company belong to
the first line of defence. The second line of de&en
is independent of and controls the first line of
defence. The third line of defence is independént o
and controls the first and second lines. Together,
the second and third lines of defence form the
internal control functions, which have access and
provide reporting directly to NMB’s Board of
Directors. The CRO function is headed by the Chief
Risk Officer and seconded by the Senior Risk
Officer. The services of the appointed Compliance
Officer and the appointed Internal Auditor are
purchased from the Nordea Bank AB (publ),
Finnish Branch.

Since the majority of the company’s business is
conducted by Nordea’s other units, NMB'’s risk
management is strongly supported by the three lines
of defence in the Nordea Group.

Risks associated with Nordea Mortgage Bank’s
business

General information about risks to Nordea
Mortgage Bank

All companies that conduct business are exposed to
various risks. In this business, a number of @itic
risks have been identified, and must be managed
efficiently. Several risks cannot be eliminatedsyth
are inherent in the very business and are
fundamental to the ability to conduct the business
operations. For NMB, the most significant financial
risks are credit, market and liquidity risks, whihe
most significant non-financial risks are operationa
risks, including compliance risks.

Credit risk

Credit risk - definition

The risks in NMB’s business are mainly

attributable to credit risk. Credit risk occurs waree
counterparty cannot or will not honour its payment
obligations and pledged collateral does not suffice
to cover the liability. Risks related to changeshia
company’s prospects of getting back funds invested
in loans and other receivables from counterparties
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are risks which are inherent in the business
operations. Negative changes to the credit quafity
the company’s borrowers and counterparties due to
a general economic decline or systemic risks in the
financial system, or due to declining collateral
values, have a negative impact on the value of the
company’s assets. In such a situation, a necessary
increase to the company’s provisions for expected
loan losses and realised loan losses, beyond
provisioning already made, would have a
considerable negative impact on the company’s
business, financial position and earnings.

Credit risk - Nordea Mortgage Bank’s

organisation for credit risk management

Each customer area has, together with Group Credit
Risk Management, the primary responsibility for
managing the credit risks in its operations within

the established framework and limits, including ris
identification, control and reporting. The
responsibility is regulated in outsourcing
agreements between Nordea Mortgage Bank and
Nordea Bank AB.

GRMC, as a second line of defence unit, is
responsible for the overarching credit process i.e.
guidelines, instructions and directives. GRMC is
also responsible for controlling and monitoring the
quality of the credit portfolio and the credit pess.

Within NMB, credit quality and adherence to
guidelines, instructions and directives is monitbre
based on reporting and controls performed by
NMB'’s own staff, supplemented by reporting and
controls from Nordea Group. Reports are provided
to the Management Group and to the Board of
Directors.

Credit risk - Key areas

I mpairment testing

Throughout the process of identifying and
mitigating credit impairments, NMB continuously
reviews the quality of the credit exposures. Weak
and impaired exposures are closely and
continuously monitored and reviewed at least on a
quarterly basis in terms of current performance,
business outlook, future debt servicing capacity an
the possible need for provisions. A provision is
recognised if there is objective evidence based on
loss events and observable data that the customer’s
future cash flow is weakened to the extent thdt ful
repayment is unlikely, pledged collateral included.
Exposures with provisions are considered as
impaired. The size of the provision is equal to the
estimated loss, being the difference between the
book value of the outstanding exposure and the
discounted value of the future cash flow, including
the value of pledged collateral. Impaired exposures
can be either servicing or non-servicing.

11



Exposures that have been past due more than 90
days are by definition regarded as defaulted and
non-servicing, and reported as impaired or not
impaired depending on the deemed loss potential.
Forbearance is negotiated terms or restructurirg du
to the borrower experiencing or about to experience
financial difficulties. The intention with granting
forbearance for a limited period of time is to engsu
full repayment of the outstanding debt. Examples of
negotiated terms are changes in amortisation
profile, repayment schedule or customer margin as
well as ease of financial covenants.

Forbearance is undertaken on a selective and
individual basis and followed by impairment
testing. Loan loss provisions are recognised if
necessary. Forborne rated customers without
impairment charges are fully covered by either
collateral and/or the net present value of futuehc
flows.

In addition to individual impairment testing of all
individually significant customers, collective
impairment testing is performed for groups of
customers that have not been found to be impaired
on an individual level. The purpose of collective
loan loss reserves is to account for value redostio
in the performing credit portfolio due to loss etgen
that have occurred. Nordea’s model for collective
provisions uses a statistical model as a basddmne
assessing the amount of provisions needed for the
parts of Nordea'’s portfolios that are not

individually assessed. The collective provisioning
model is based on the migration of rated and scored
customers in the credit portfolio. The assessmént o
collective impairment is built on an incurred loss
concept, where the credit quality of each exposure
is related to its initial credit quality. If theexit

quality has deteriorated, collective provisions
corresponding to a true and fair assessment of the
expected loss are calculated by the model.
Moreover, defaulted customers without individual
provisions are also collectively assessed. The
output of the model is complemented with an expert
based analysis process to ensure adequate
provisioning. The model is executed quarterly and
the output is a result of a bottom-up calculation
from sub-exposure level, taking the latest portfoli
developments into account. Collective impairment
is assessed quarterly. The rationale for this tiep-s
procedure with both individual and collective
assessment is to ensure that all incurred losses ar
accounted for up to and including each balance
sheet date.

From 1 Jan 2018 Nordea will adhere to IFRS 9 for
impairment of financial instruments. The

impairment requirements in IFRS 9 are based on an
expected credit loss model and replace the IAS 39
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incurred loss model. IFRS 9 introduces a three-
stage model for impairment where Stage 1 is
considered as the good book, Stage 2 as the
deteriorated book, and Stage 3 as the bad book.
Collective and individual credit loss provisiondlwi

be based on three scenarios. These scenariosewill b
probability weighted and forward looking.

Customer classification

Rating and scoring are the main components in the
risk management system for credit risk. The
common denominator for the rating/scoring models
is the ability to rank customers and predict
insolvency. While the rating models are used for
corporate customers, scoring models are used for
household customers and smaller companies.
Ratings are normally assigned in connection with
limit/credit proposals or annual reviews and are
approved by the credit committees. Scoring models
are purely statistical methods used to predict the
probability of default among customers.

Collaterals and guarantees

A crucial factor in the ability to avoid loan lossie
the event of the counterparty failing to honour its
payment obligations is that the value of pledged
collateral and/or guarantees cover the claim of
Nordea Mortgage Bank on the counterparty. For the
purposes of calculating capital requirements and
expected losses, the risk of loss is measured using
various Credit Risk Models. Most such models
account for risk protection methods, such as
collateral and guarantees. Different collateraktyp
have different Loss Given Default factors, which in
turn impact the required capital. Collateral
valuation processes are performed at the time of
origination and periodically.

Credit risk in figures

Credit portfolio (lending to the public and to credit
institutions)

NMB’s lending to the public decreased slightly
during 2017 and amounted to EUR 23.5bn (23.9).
Out of lending to the public, corporate customers
accounted for 8% of the exposure (9) and
household customers for 92% (91). The distribution
of lending on collateral and maturities is othemwis
shown below in Note 25 and Note 27. NMB only
mortgages properties in Finland. Credit
commitments amounted to 209.6m (5.2).

As in the previous year, NMB did not have any
assets in the form of bonds or other interest-bgari
securities. Lending to credit institutions amounted
at the end of the year to 0.6bn (0.5), all of which
was placed in Group companies.
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Impaired loans

Impaired loans, gross, amounted to EUR 135.4m,
referring entirely to private individuals in 2017.
Following a deduction of EUR 2m for provisioning
for individually valued impaired loans, the net
amount was EUR 133.4m (66.9), equaling 55bps
(27) of loans to the public before allowances.
Allowances for collectively assessed loans
amounted to EUR 9.1m (11.8). The provisioning
ratio was 8% (18). For more information, see also
Note 10 “Loans and impairment”.

Past due loans (6 days or more) totalled EUR
168.0m (165.2).

Customer classification

Out of household customers, 50% (43) had a score
of A- or better (on a scale of A+ to F- where A+ is
the highest and F- the lowest score). 2% (3) of
household customers had a score of F+ or lower.
During the year, a net amount op8rcent of
household customers improved their score.

Out of corporate customers, 86% (90) were rated 4-
or better (on a scale of 6+ to 1- where 6+ is the
highest and 1- is the lowest rating). 4% (5) of
corporate customers were rated 1+ or poorer.
During the year, a net amount of 4 percent poifits o
corporate customers improved their rating.

Loan-to-value

At year end, the cover pool's weighted average
loan-to-value was 51.0% (51.8), entailing that
collateral covers the double of lending.

Rating distribution, IRB Corporate customers
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Market risk

Market risk — definition

Market risk is defined as the risk of losses reldte
NMB's financial exposures resulting from changes
in market rates and related assumptions that affect
the market value. These include changes to interest
rates, foreign exchange rates and credit spreads.
Market risk in NMB is mainly in the form of

interest rate risk inherent in loans granted, and i
the form of funding from the market and Nordea
Bank AB (publ).

Market risk — Nordea Mortgage Bank’s
organisation for market risk management

Group Treasury & Asset Liability Management
(TALM) is responsible for managing market risk on
NMB'’s behalf, within the Group Internal Rules and
risk strategy and risk limits established by NMB.
The responsibility is regulated through outsourcing
agreements. The business is largely integrated into
the Group’s risk management so as to attain the
most efficient management of market risk within
the Group as a whole. TALM and GRMC are
responsible for identifying, controlling and
reporting the progression of risks.

Market-risk-related risk appetite and risk limitge a
based on co-operation between the CRO function
and GRMC. Risk appetite limits are approved by
NMB’s Board of Directors.

Market risk — key areas

Structural Interest Income Risk (SIR)

SIIR is the amount by which NMB'’s accumulated
net interest income would change during the next
12 months if all interest rates were to change by
100 basis points. SIIR reflects the mismatches in
the balance sheet and the off-balance sheet items
due to differences in the interest rate repricing
periods, volumes or reference rates of assets,
liabilities and derivatives.

NMB'’s SIIR is measured through dynamic
simulations by calculating several net interest
income scenarios and comparing the difference
between these scenarios and the base net interest
income expectation. Several interest rate scenarios
are applied. The Board of Directors has set a risk
limit for two parallel rate shift SIIR scenarios
(increasing rates and decreasing rates). These
scenarios measure the effect on the company’s net
interest income for a 12-month period of a 100
basis point change in all interest rates where the
balance sheet is assumed to be constant. Sigrifican
elements of customer behaviour and Nordea’s
decision-making process concerning Nordea’s own
rates are taken into account.
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A SIIR limit has been set aiming to optimise
financial structure, balanced risk taking and #8a
earnings growth. TALM has the responsibility for
the operational management of SIIR.

Market risk in figures

SIR

At the end of the year, the SIIR for increasing
market rates was EUR -7m (-29) and the SIIR for
decreasing market rates was EUR 94m (135). These
figures imply that the net interest income would
decrease if interest rates rise and increasedfest
rates fall.

Liquidity risk

Liquidity risk — definition

Liquidity risk is the risk of NMB being able to ntee
liquidity commitments only at increased costs or,
ultimately, being unable to meet obligations aythe
fall due. Liquidity risk in NMB is mainly associate
with funding the operations through borrowings
from the market and Nordea Bank AB (publ).

Liquidity risk — Nordea Mortgage Bank’s
organisation for liquidity risk management
According to outsourcing agreements TALM is
responsible for managing NMB'’s liquidity. TALM
performs this according to the Group Internal Rules
and the risk strategy and risk limits set by NMB.
The responsibility is regulated through outsourcing
agreements. Liquidity risk management is
integrated into the Group’s liquidity risk
management so as to create efficiency for the
Group as a whole. Policy statements stipulate that
the company’s liquidity management reflects a
conservative attitude towards liquidity risk.

TALM and GRMC are responsible for identifying,
controlling and reporting the progression of risks.
Liquidity-risk-related risk appetite limits are
approved by the Board of Directors of NMB.

Liquidity risk — key areas

Liquidity buffer

To ensure funding in situations where the company
is in urgent need of cash and the normal funding
sources do not suffice, NMB holds a liquidity
buffer. NMB’s liquid assets consist of central bank
deposits.

Internal liquidity horizon

NMB'’s cash flows are very predictable due to the
nature of the business. The main short-term
liquidity risk relates to covered bond maturities.
Internal survival horizon metric is monitored,
which shows the survival horizon in days or
months, given the current liquidity buffer.

The main sources for liquidity are covered bonds
issued by the company and funding from the
Nordea Group.
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Liquidity coverage ratio

The liquidity coverage ratio is a legal requirement
which in principle is calculated by dividing cash
inflow within the liquidity window by cash outflow.
A liquidity coverage ratio above 100% means the
company holds excess liquidity. The liquidity
coverage ratio limit is set, which ensures the
liquidity buffer is increased prior to bond maturit
entering the liquidity window.

Net balance of stable funding

The target for the net balance of stable funding
(NBSF) is to ensure long-term assets are funded by
long-term liabilities. For NMB, long-term liabiliis
mainly consist of funding from the Nordea Group,
bonds and equity, while long-term assets mainly
consist of lending to the public.

Liquidity risk in figures

At the end of 2017 the internal survival horizon fo
NMB was 8 months, liquidity coverage ratio was
1,585% and the net balance of stable funding was
EUR-1.2bn

Operational risk

Operational risk — definition

Operational risk is defined as the risk of direct o
indirect loss, or damaged reputation, resultingnfro
inadequate or failed internal processes, from peopl
and systems, or from external events. Legal rigk an
compliance risk, as well as criminal risk and
process risk, including IT risk, constitute sub-
categories of operational risk. Regarding own
funds, the requirements for operational risk also
cover legal risk and compliance risk. The
management of operational risk includes all
activities aimed at identifying, assessing,
mitigating, monitoring and reporting risks. Risk
exposures are governed by limits set within the
boundaries of the risk appetite. Operational risks
are mainly identified during incident reporting,
during the risk management of proposed changes,
as well as during regular risk assessments, bpth to
down and bottom-up.

Operational risk is inherent in all activities with

the organisation, in outsourced activities andlin a
interactions with external parties. NMB'’s
operational risk is largely attributable to the
Branch'’s operational risk, since most of the
business is outsourced there. NMB performs its
own assessment of the most important risks that
must be managed, and regulates the management
thereof in the service agreements with the Branch.

The outcomes are reported to NMB’s Board.

14



Operational risk — Nordea Mortgage Bank’s
organisation for operational risk management

In the Nordea Group the business areas and units
are responsible for the management and limitation
of the operational risks in their business activity
NMB is responsible for the management and
limitation of the operational risks that ariseti® i
own business, and for monitoring the risk
management in relevant business units in the
Branch and Nordea Bank AB (publ). Monitoring of
risk management is regulated through service
agreements between NMB and the service
providing units. GRMC and GC, in consultation
with the management of NMB, are responsible for
the ongoing monitoring of the management of
operational risks and issue guidelines, instrustion
and directives applicable to NMB'’s specific
situation.

Risks are identified in accordance with the Group’s
operational risk policy with an emphasis on two
different activities. A Risk and Control Self-
Assessment (RCSA) is performed annually. In the
2017 RCSA process, business-relevant operational
and compliance risks were identified and
prioritised, and several mitigating actions for
managing them (avoid or mitigate) were launched.

A Business Impact Analysis is conducted at
minimum once every two years, aiming at
identifying the most critical processes for the
satisfactory functioning of NMB’s business.
Because a large part of NMB’s processes are
conducted by the Branch, this is done in
consultation between NMB, the Branch, GRMC
and GC. Besides these two primary activities, the
following are also performed: Change Risk
Management and Approval (CRMA) and Quality
and Risk Analysis (QRA), incident reporting and
Third-Party Risk Assessment. Due to the fact that
NMB is a Product Responsible Unit (PRU), CRMA
and incident reporting are high on the risk
management’s agenda.

Operational risk — key areas and measures

External dependence

NMB'’s business is conducted in close integration
with Nordea Bank AB (publ) and its Finnish

Branch and the online business in Finland. The
most significant operational risk is consideredb¢o
this very dependence. If e.g. the Branch were to
cease to conduct these services or otherwise nieglec
to fulfil its obligations towards NMB, this would
have a negative effect on NMB’s business. This
risk has been addressed through an increase in the
risk function resources in NMB. NMB has also
started to develop more rigid control of, and
reporting for, the services rendered by the Branch.
Monitoring of the Branch’s performance in Anti-
Money Laundering (AML), Counter Terrorism
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Financing (CTF) and sanctions screening
obligations are key control measures for NMB. To
secure fit for purpose in-house competencies NMB
has defined AML training needs per job description
for its personnel.

Critical processes

Through Business Impact Analyses, eight critical
processes have been identified in NMB and these
have been addressed through Business Continuity
Plans for each process. These plans include
instructions to guide the organisation on how to
respond, recover, resume and restore to a
predefined level of operation following a
disruption. A number of less critical areas hawmal
been identified with action plans and controls
implemented.

Money laundering

Nordea Mortgage Bank PlIc is dependent on the
Branch in money laundering issues. In the light of
NMB'’s business, the risk of money laundering is
considered to be moderate. However, several risk
areas were identified in the 2017 Risk and Control
Self-Assessment -process and action plans are in
place to be implemented before the end of the first
half of 2018.

Compliance risk

Nordea defines compliance risk as the risk of
failing to comply with laws, regulations, rules and
prescribed practices and ethical standards,
governing Nordea'’s activities in any jurisdiction,
which could result in material financial or
reputational loss to the Group or in regulatory
remarks or sanctions.

The key principle for the management of
compliance risk is the three lines of defence. The
business areas, legal entities and Group functiens
a first line of defence are risk owners, and are
responsible for their own daily risk management
and control of compliance risks. Management on all
levels is responsible for operating the business
within the defined limits for risk exposure and in
accordance with decided directives, instructiors an
risk management processes.

GC as a second line of defence risk control fumctio
in the Group coordinates, facilitates and oversees
the effectiveness and integrity of the Group’s
compliance risk management. GC provides an
independent view on compliance to relevant rules
and regulations and advises, supports and trains th
first line on ways to effectively and efficiently
handle compliance obligations. On a quarterly
basis, GC reports on all significant complianc&sis
to the Management Group and the Board of NMB
to inform them about NMB’s current risk exposure
in relation to the predefined risk appetite and
tolerance level. The quarterly report covers aléb G
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findings about the effectiveness of the risk
management and control framework in NMB. Risk
reporting from the control functions enables
efficient and risk-based decision-making
procedures and approach for the Board and the
Audit Committee of NMB.

GC has nominated a company Compliance Officer
(CO) to support and advise NMB in compliance-
related issues. The CO is dedicated to NMB and is
supported by the resources of the GC function. The
CO is responsible for the overall compliance action
planning for NMB and aligning actions with the
consolidated Group Compliance planning.

During 2017 Nordea introduced a new purpose and
new core values, implemented across the Group
through a cultural transformation programme. The
values are applicable to all Nordea employees in
conjunction with the Code of Conduct principles to
strengthen and secure the foundation for a sound
corporate culture. To strengthen the personal
accountability and to combat misconduct, a
Consequence Management Committee was
established in Q1 2017.

In addition, Nordea is continuing to invest in
enhanced compliance standards and processes, and
to adequately resource the compliance functions.

Capital management

General information about the capital assessment
NMB strives to be efficient in its use of capitalda
therefore actively manages its balance sheet with
respect to different asset, liability and risk
categories. The goal is to enhance returns to
shareholders while maintaining a prudent capital
structure. The Board of Directors of NMB decides
ultimately on the targets for capital ratios, cabit
policy and the overall framework of capital
management.

Minimum targets for Common Equity Tier 1
(CET1) capital ratio, Tier 1 capital ratio, total
capital ratio, Basel | capital ratio and leveragtor,
that exceed the capital requirements set out by the
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Finnish Financial Supervisory Authority have been
set by the Board of Directors of NMB.

NMB uses internal rating based (IRB) approach for
the majority of its exposures. At the end of 2017,
99.5% (99.9) of the company’s total credit risk
exposures were covered by the IRB approach.

NMB bases the internal capital requirements under
the Internal Capital Adequacy Assessment Process
(ICAAP) on the minimum capital requirements and
on internally identified risks. The internal capita
requirement is thus based on a combination of risk
defined in the Capital Requirements Directive, and
identified risks not covered by the Directive, i.e.
Pillar Il risks. The following major risk types are
included in the assessment of the internal capital
requirement for the company: credit risk,
operational risk, concentration risk and Pillar I
risks, such as Interest Rate in the Banking Boak an
a stress test add-on.

Subordinated loans
At the end of 2017 NMB had a dated subordinated
debenture loan with a nominal value of EUR 200m.

Own funds

Own funds is the sum of Tier 1 and Tier 2 capital.
Tier 1 capital consists of both Common Equity Tier
1 (CET1) and additional Tier 1 capital. CET1
capital is considered to be capital of the highest
quality with ultimate loss-absorbance
characteristics and consists predominately of paid-
in capital and retained earnings. Profit may ordy b
included after permission from the financial
supervisory authority and after deduction of
proposed dividend. Additional Tier 2 capital
consists mostly of subordinated loans from Nordea
Bank AB (publ).

Additional information regarding capital
management and capital adequacy is provided in
Note 21 “Capital adequacy”, and in the information
provided in accordance with the disclosure
requirements in Capital Requirement Regulation
(CRR) and published on www.nordea.com.
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Summary of items included in own funds

EURmM 31 Dec2017 31 Dec201¢*
Calculation of own func

Equity in the consolidated situat 1,075.: 1,07¢e5
Proposed/actual divide - -
Common EquityTier 1 capital before regulatory adjustm 1,075.: 1,07¢5
Deferred tax ass¢ - -
Intangible asse - -
IRB provisions shortfall-) -33.8 -21.2
Deduction for investments in credit institution9%s) - -
Pension assets in excess of reldiabilities - -
Other items, n 0.c -2.2
Total regulatory adjustments to Common Equity Tie@apita -32.4 -29.4
Common Equity Tier 1 capital (net after deduction 1,042.¢ 1,04¢€.0
Additional Tier 1 capital before regulatory adjusimt - -
Total regulatory adjustments to Additional Tier 1 caj - -
Additional Tier 1 capite - -
Tier 1 capital (net after deduction 1,042.¢ 1,04¢€.0
Tier 2 capital before regulatory adjustm« 200.( 200.(
IRB provisions excess ( 47 2.€
Deduction forinvestments in credit institutions (50 - -
Deductions for investments in insurance compi - -
Pension assets in excess of related liabi - -
Other items, n - -
Total regulatory adjustments to Tier 2 caj 4.7 2.€
Tier 2 capite 2047 202.€
Own funds (net after deduction) 1,247 1,2517

1 Including profit of the period

2 Own funds adjusted for IRB provision, i.e. adjusted own funds equal EUR 1,276.1m by 31 Dec 2017

Capital adequacy ratios

31 Dec2017?

31 Dec201¢*

Excl. Basel floor

CET 1 capital ratio (% 32.7 37.¢
Tier 1 capital rati((%) 327 37.¢
Total capital ratic((%) 39.2 45.2
Capital adequacy quotient (own funds/capital resnint 4.9 5.€
Incl. Basel Ifloor
CET 1 capitalratio (% 10.C 9.8
Tier 1 capital rati((%) 10.C 9.6
Total capital rati¢(%) 11.¢ 117
Capital adequacy quotient (own funds/capital rezment 1.t 1t

L Including profit for the period

2 Excluding profit for the period
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New regulations

The Capital Requirement Directive IV (CRD IV) and
Capital Requirement Regulation (CRR) entered into
force on 1 January 2014 followed by the Bank
Recovery and Resolution Directive (BRRD) on 15
May 2014. The CRR became applicable in all EU
countries from 1 January 2014 while the CRD IV and
BRRD were implemented through national legislation
within all EU member states during 2014. In Finland
the law implementing CRD |V entered into force dn 1
August 2014,

The CRD IV is implemented in the Credit Institution
Act where buffer requirements, in addition to the
minimum requirements, are defined. The buffer
requirements are to be met with Common Equity Tier
capital. The capital conservation buffer (CCoB)
requirement is set to 2.5% from 2015.

The Board of the Finnish Financial Supervisory
Authority (FSA) has the power to impose binding
macroprudential policy requirements. The counter-
cyclical capital buffer (CCyB) is currently set@éb.
The Finnish FSA implemented a loan-to-collateral
(LTC) ratio as a macroprudential instrument effexti
from 1 July 2016. The maximum loan-to-value (LTV)
ratio is 95% for first-home purchases and 90%ler t
other residential mortgages granted by the Finnish
credit institutions according to the Finnish Consum
Protection Act.

The O-SlI buffer for credit institutions operatiirg
Finland may be set at 0-2% of total risk exposure.
Nordea Mortgage Bank is defined as other systefyical
important institution (O-Sll) and is subject to an
additional capital buffer requirement 0,5% as Jily
2018.

The Finnish Act on Credit institutions has been
amended to give the Finnish FSA the mandate toyappl
the systemic risk buffer from 1 January 2019. A
decision has also been taken to apply a minimukn ris
weight of 15% for residential mortgages in Finland
applicable to credit institutions that have adoyited
Internal Ratings Based Approach. The implementation
entered into force on 1 January 2018 and is accords
with the Article 458 of the CRR which allows
authorities to target asset bubbles in the resiaent
sector by increasing the risk weights within Pillar

As communicated in September 2017, Nordea has
initiated a re-domiciliation of the parent compaay
Finland. A change of domicile to Finland means that
Nordea will be subject to Finnish legislation ardBE
supervision. A change of domicile will also meaatth
it will be the Single Resolution Board (SRB) thall w
set the MREL requirement for Nordea. In December
2017, the SRB published an updated policy statement
on the MREL requirement that will serve as a bfsis
setting the MREL targets for banks under the rexhit
SRB.
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From the implementation of Basel Il in 2007, banks
using internal models have been required to caleula
the Basel | floor on the capital requirements as
regulated prior to 2007. From 2009 the floor hasrbe
80% of the Basel | rules. According to the CRR the
application of the Basel | floor is not valid from

1 January 2018.

Proposal on amended CRR, CRD IV and BRRD

In November 2016, the European Commission (EC)
published a proposal amending the BRRD, the CRD IV
and the CRR. The amendments to the CRR, being a
regulation, will be directly applicable in all EU

countries once implemented whereas the amendments
to the CRD IV and BRRD, being directives, needéo b
implemented into national legislation before being
applicable. The proposal contains, among others,
review to the Minimum Requirement for own funds

and Eligible Liabilities (MREL), review to the magk

risk requirements (Fundamental Review of the Tradin
Book, FRTB), introduction of a leverage ratio
requirement of 3% to be met by Tier 1 capital and
amendments to the Pillar Il framework. Negotiations
the EU process are on-going where the Council bad t
Parliament are preparing their counterproposals.
Implementation is expected to start during 201theat
earliest, with phasing-in for some parts.

In November 2017, an agreement was reached on some
of the proposals in the review in a fast-tracking
process. The first agreement was on the amendrhent o
the BRRD regarding the ranking of unsecured debt
instruments in insolvency proceedings (bank credito
hierarchy). The amendment makes it possible fok®an
to issue a new type of subordinated liabilitiesnteet

the MREL requirement. The second agreement was on
the CRR with transitional arrangements to phashen
regulatory capital impact of the IFRS 9 internasibn
accounting standard which will allow banks to add
back to their Common Equity Tier 1 capital a partio

of the increased expected credit loss (ECL) prowisi

as extra capital during a five-year transitionaiqub

The CRR agreement also provides for a three-year
phase-out of an exemption from the large exposure
limit for banks' exposures to public sector debt
denominated in the currency of another member.state
These Directives and CRR entered into force on 1
January 2018.

Finalised Basel Il framework (“Basel 1V")

Basel lll is a global, regulatory framework on bank
capital adequacy, stress testing, and liquidity. fiis
December 2017, the final parts of the Basel Il
framework, often called the Basel IV package, was
published. The Basel IV package will be implemented
in 2022 and includes revisions to credit risk,
operational risk, credit valuation adjustment (CVA)
risk and leverage ratio and introduces a new output
floor. In addition, revisions to market risk (the
Fundamental Review of the Trading Book) were
agreed in 2016 and will be implemented togetheln wit
the Basel IV package.
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As regards credit risk, the package includes rewsi

to both the internal models (IRB) approach, where
restrictions to the use of IRB for certain exposuaee
implemented, as well as to the standardised approac
For operational risk, the three approaches cugrentl
existing will be removed and replaced with one
standardised approach to be used by all banks. As
regards CVA risk, the internally modelled appro&ch
removed and the standardised approach is reviged. T
package also includes the implementation of a
minimum leverage ratio requirement of 3% Tier 1
capital with an additional leverage ratio buffer
requirement for global systemically important banks
(G-SIB) which is half of the G-SIB capital buffer
requirement. Changes to the leverage ratio aldodec
a revised leverage ratio exposure definition raivar
derivatives and central bank reserves.
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The output floor is to be set to 72.5% of the
standardised approaches on an aggregate level,
meaning that the capital requirement under therfloo
will be 72.5% of the total Pillar | risk exposurmaunt
calculated with the standardised approaches fdlitere
market- and operational risk. The floor will be pad-
in with 50% from 2022 to be fully implemented frdm
January 2027.

Before being applicable to Nordea, the Basel IV
package needs to be implemented into EU regulations
and will therefore be subject to negotiations betwe

the EU Commission, Council and Parliament which
might change the implementation and potentiallp als
the timetable.
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Nordea Mortgage Bank Plc

Income statement !

Jan-Dec Oct-Dec

EURM Note 2017 201¢€
Operating income
Interest incom 2572 691
Interest expen: -65.1 -177
Net interest income 1921 514
Fee and commission inco 51 42
Fee and commission expe -16.1 -4.0
Net fee and commission incon -110 0.2
Net result from items at fair valt 5 -2.4 -4.8
Other operating incon 0.C 00
Total operating income 1787 4638
Operating expense
General administrative expens

Staff costs -1.¢ -0.3

Other expens: -45.¢ -115
Total operating expense -47.¢ -118
Profit before loan losse 130.¢ 350
Net loan losse 8 07 04
Operating profit 1316 354
Income tax expen 9 -26.5 -7.1
Net profit for the year 1053 28.3
Attributable to:
Shareholders of Nordea Mortgage Bank 1053 283
Non-controlling interesi - -
Total 1053 283

Statement of comprehensive income !
Jan-Dec Oct-Dec
EURM 2017 201¢
Net profit for the year 105.: 28.2
Items that may be reclassified subsequeni to the income statemer
Cash flow hedge
- Valuation gains/losses during the -4.1 -1.5
- Tax on valuation gains/losses during the 0.6 -0.1
Items that may not be reclassified subsequently tine income statemer
Defined benefit plan
- Remeasurement of defined benefit plans during ¢fas 0.C 0.C
- Tax on remeasurement of defined benefit plans dutie yee 0.C 0.C
Other comprehensive income, net of te -3.2 -1.€
Total comprehensive income 1020 26.7
Attributable to:
Shareholderof NordeaMortgag¢ Bank Plc 1020 26.7
Non-controlling interes! - -
Total 1020 26.7
1 Nordea Mortgage Bank Plc started its operations on 1 October 2016. Figures for October-December 2016 are not comparable with January-December 2017 figures.
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Balance sheet

EURM Note 31 De(2017 31 De(201¢€

Assett

Cash and balances with central ba 198.2 20C.0

Loans to credit institutiot 1C 647.€ 494.2

Loans to the publ 1C 23,530.: 2391z4

Derivatives 11 535.¢ 78¢€.8

Fair value changes of the hedged items in portfedidge of interest rate r 82.5 981

Deferred tax ass¢ 14.1 139

Current tax asse 0.€ -

Prepaid expenses and accrued inc 12 16.¢ 76.8

Total asset 25,025.. 2558€.2

Liabilities

Deposits by credit institutio 13 7,557.¢ 7,20C.0

Debt securities in isst 14 15,4609.( 16,29¢€.9

Derivatives 11 160.2 127.4

Fair value changes of the hedged items in portfedidge of interest rate r 326.] 58:.8

Current taxiabilities 9 - 6.6

Other liabilities 15 70.C 0.2

Accrued expenses and prepaid inc 16 60.7 89.2

Retirement benefit liabilitie 17 0.C 0.0

Subordinated liabilitie 18 200.t 20C.6

Total liabilities 23,844. 24507.7

Equity

Sharecapita 250.( 25C.0

Other reserve 796.¢ 80C.2

Retained earnin 133.¢ 283

Total equity 1,180. 1,07¢5

Total liabilities and equity 25,025.. 2558€.2

Assets pledged as security for own liabili 19 20,562.! 2197¢1

Creditcommitment 20 209.¢ 52
Other notes

Note 1  Accounting policie

Note 2 Segment reportir

Note 2. Capital adequar

Note 22  Classification of financial instrumel

Note 2¢  Assets and liabilities at fair val

Note 2¢  Financial instruments set (on balance or subject to netting agreen

Note 2¢  Maturity analysis for assets and liabilit

Note 2¢  Relatew-party transactior

Note 27  Credit risk disclosure

Note 2¢ IFRS ¢
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Statement of changes in equity

Attributable to the shareholdersof Nordea Mortgage Bank Pl
Other reserves

Defined

Share  Cash flow Other benefit Retained Total
EURNM capital hedge reserve plans earning equity
Balance at 1Jan 2017 250.( 0.2 800.( 0.C 28.¢ 1,078t
Net profit for the yee - - - - 105.: 105.:
Items that may be reclassified subsequently to the income
statement
Cash flow hedge
- Valuation gains/losses during the - -4.1 - - - -4.1
- Tax on valuation gains/losses during the - 0.8 - - - 0.8
Items that may not be reclassified subsequently to the
income statement
Defined benefit plan
- Remeasurement of defined benefit plans during ¢fas - - - 0.C - 0.C
- Tax on remeasurement of defined benefit planmdur
the yea - - - 0.C - 0.C
Othercomprehensive income, net of - -3.2 - 0.C - -3.2
Total comprehensive incon - -3.2 - 0.C 105.% 102.(
Balance at 31 Dec 2(7 250.( -3.1 800.( 0.C 133.¢ 1,180.t

Attributable to the shareholders of NordeaMortgage Bank Plc
Other reserves

Defined

Share  Cash flow Other benefit Retained Total
EURM capita® hedge reserve plan: earning equity
Balance at 1 Oct 201 25C.0 18 80C.0 - - 1,051.8
Net profit for the yee - - - - 28.2 28.2
Items that may be reclassified subsequently to the income
Statement
Cash flow hedge
- Valuation gains/losses during the - -15 - - - -15
- Tax on valuation gains/losses during the - -0.1 - - - -0.1
Items that may not be reclassified subsequently to the
income statement
Defined benefit plan
- Remeasurement of defined benefit plans during ¢fas - - - 0.C - 0.C
- Tax on remeasurement of defined benefit planmdur
the yea - - - 0.C - -
Other comprehensive income, net ol - -1.6 - 0.C - -1.6
Total comprehensive incon - -1.6 0.0 0.C 28.2 26.7
Balance at 31 Dec 20! 25C.0 0.2 80C.0 0.C 28.2 1,07¢5

! Total shares registered were 257.7 million. All the shares in Nordea Mortgage Bank Plc are held by Nordea Bank AB (publ). Pursuant to the Articles of Association the Bank's
minimum share capital is EUR 5m and maximum share capital EUR 500m.

No decision was made during the financial yeassoi@é equity warrants or convertible bonds entitlmgubscription of shares in the NMB. At the
end of 2017, NMB held no authorisations given by @eneral Meeting for issuance or buybacks of sharity warrants or convertible bonds.
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Cash flow statement

Jan-Dec Oct-Dec
EURmM 2017 201¢
Operating activities
Operating prof 131.¢ 35.4
Adjustments for items not included in cash f 55.2 -850.:
Income taxes pa -32.¢ -
Cash flow from operating activities before changem operating assets and liabilitie 154.( -814.¢
Changes ir operating asset
Change in loans to credit institutic -560.( -
Change in loans to the put 383.( 538.2
Change in derivatives, r 42.1 841.¢
Changes in operating liabilitie:
Change in deposits by credit institutic 357.€ -1,500.(
Change in debt securities in is -851.t 1,037«
Change in other liabilitie 69.7 0.1
Cash flow from operating activities -405.2 102.%
Financing activities
Issued subordinated liabiliti 0.C 200.€
Other change -3.2 -
Cash flow from financing activities -3.2 200.€
Cash flow for the yeal -408.t 303.:
Cash and casequivalents at the beginning of year 2 694.2 390.¢
Cash and casequivalents at the end of year 2 285.¢ 694.2
Change -408.t 303.2

Comments on the cash flow statement

The cash flow statement shows inflows and outflofwsash and cash equivalents during the year fat tperations. Nordea Mortgage Bank’s cash
flow has been prepared in accordance with theestimethod, whereby operating profit is adjustedeftects of non-cash transactions such as
depreciation and loan losses. The cash flows assiied by operating and financing activities.

Operating activities
Operating activities are the principal revenue-pridg activities and cash flows are mainly derifredn the operating profit for the year with
adjustment for items not included in cash flow axmbme taxes paid. Adjustment for items not inctidecash flow includes:

Jan-Dec Oct-Dec
EURM 201% 201¢
Loan losse -0.7 -04
Unrealised gains/loss 245.( -48€.2
Change in accruals and provisi 51.¢ -59.1
Othel -240.¢ -302.¢
Total 55.2 -850.%

Changes in operating assets and liabilities con§assets and liabilities that are part of normadiness activities, such as loans, deposits did de
securities in issue. Changes in derivatives arerteg net.

Cash flow from operating activities includes inttrpayments received and interest expenses pdidhvatfollowing amounts:

Jan-Dec Oct-Dec
EURNM 2013 201¢€
Interest payments receiv 256.( 33.€
Interest expenses pi -68.C -14.8
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Cash flow statement, cont.

Financing activities

Financing activities are activities that resultiranges in equity and subordinated liabilitieshsag new issues of shares, dividends and
issued/amortised subordinated liabilities.

Cash and cash equivalents

The following items are included in Cash and caghwalents:

EURmM 31 Dec2017 31 Dec 201
Cash and balances with central bt 198.2 20C.0
Loans to credit institutions, payable on den 87.¢ 494.2

285.¢ 694.2

Cash comprises legal tender and bank notes irgfoirrencies. Balances with central banks con$idéeposits in accounts with central banks and
postal giro systems under government authority reviiee following conditions are fulfilled;

- the central bank or the postal giro system isidibed in the country where the institution is dsished

- the balance on the account is readily availabéng time.

Loans to credit institutions, payable on demantuite liquid assets not represented by bonds or atterest-bearing securities.
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1. Basis for presentation

NMB'’s financial statements are prepared in accacdan
with International Financial Reporting Standards
(IFRS) as endorsed by the EU Commission. In
addition, certain complementary rules in the Fihnis
Accounting Act, the Finnish Credit Institutions Atte
Financial Supervision Authority’s Regulations and
Guidelines and the Decree of the Ministry of Firanc
on the financial statements and consolidated statésm
of credit institutions have also been applied.

The disclosures, required in the standards,
recommendations and legislation above, have been
included in the notes, the Risk, Liquidity and Gabi
management section or in other parts of the “Firsnc
statements”.

On 28 February 2018 NMB's Board of Directors
approved the financial statements, subject to final
approval of the Annual General Meeting on 9 March
2018.

2. Changed accounting policies and presentation

Nordea’s accounting policies, basis for calculatiand
presentation are, in all material aspects, unchéige
comparison with the 2016 Annual Report. The new
accounting requirements implemented during 2017 and
their effects on Nordea Group’s financial stateraent

are described below.
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The following new and amended standards and
interpretations were implemented by Nordea Group 1
January 2017 but have not had any significant impac
on the financial statements of Nordea Group:

e Amendment to IAS 12: “Recognition of Deferred
Tax Assets for Unrealised Losses”
« Amendments to IAS 7: “Disclosure Initiative”.

3. Changes in IFRSs not yet applied

IFRS 9 "Financial instruments”

IASB has completed the new standard for financial
instruments, IFRS 9 “Financial instruments”. IFRS 9
covers classification and measurement, impairmeat a
general hedge accounting and replaces the current
requirements covering these areas in IAS 39. IFRS 9
effective as from annual periods beginning on teraf

1 January 2018. The standard is endorsed by the EU-
commission. Earlier application is permitted, but
Nordea Group has not early adopted the standard. Th
Group does not either intend to restate the cortigara
figures for 2017 in the annual report 2018 dudie3

9.

See Note 28 for more information on the impact from
IFRS 9.

Classification and measurement

The classification and measurement requirements in
IFRS 9 state that financial assets should be fiedsi
as, and measured at, amortised cost, fair valoeigr
profit and loss or fair value through other
comprehensive income. The classification of a
financial instrument is dependent on the business
model for the portfolio where the instrument is
included and on whether the cash flows are solely
payments of principal and interest (SPPI).

In order to assess the business model, Nordea Group
has divided its financial assets into portfoliosl/an
sub-portfolios based on how groups of financiabtss
are managed together to achieve a particular besine
objective. To derive the right level on which politbs
are determined, the Nordea Group has taken thergurr
business area structure into account. When detergnin
the business model for each portfolio the Group has
analysed the objective with the financial assetwels

as for instance past sales behaviour and management
compensation.
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Nordea Group has analysed whether the cash flows
from the financial assets held per 31 December 2017
are SPPI compliant. This has been performed by

grouping contracts which are homogenous from a cash

flow perspective and conclusions have been drawn fo
all contracts within that group.

The analysis of the business model and the SPPI
review described above have not resulted in any
significant changes compared to how the financial
instruments are measured under IAS 39. The new
requirements will not have any significant impait o
Nordea Group’s capital adequacy, large exposuiss, r
management or alternative performance measures in
the period of initial application.

I mpairment

The impairment requirements in IFRS 9 are based on
an expected loss model as opposed to the current
incurred loss model in IAS 39. The scope of IFRS 9
impairment requirements is also broader than IAS 39
IFRS 9 requires all assets measured at amortissd co
and fair value through other comprehensive incase,
well as off-balance commitments including guarasitee
and loan commitments, to be included in the
impairment test. Currently NMB does not calculate
collective provisions for off balance sheet expesuwor
the financial instruments classified into the
measurement category AFS.

The assets to test for impairment will be dividetbi
three groups depending on the stage of credit
deterioration. Stage 1 includes assets where ttese
been no significant increase in credit risk, stage
includes assets where there has been a significant
increase in credit risk and stage 3 includes defdul
assets. Significant assets in stage 3 are tested fo
impairment on an individual basis, while for
insignificant assets a collective assessment is
performed. In stage 1, the provisions should ethel
12-month expected loss. In stage 2 and 3, the
provisions should equal the lifetime expected lesse

One important driver for size of provisions undeR5
9 is the trigger for transferring an asset frongsta to
stage 2. For assets held at transition, NordeaGhas
decided to use the change in internal rating andrsg
data to determine whether there has been a signtfic
increase in credit risk or not. For assets to be
recognised going forward, changes to the lifetime
Probability of Default (PD) will be used as theyger.
The Group has concluded it is not possible to daleu
the lifetime PDs at origination without the use of
hindsight for assets already recognised on thenbala
sheet at transition.
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For assets evaluated based on lifetime PDs, thagsro
has decided to use a mix of absolute and relative
changes in PD as the transfer criterion. In addljtio
customers with forbearance measures and customers
with payments more than thirty days past due vsiba
be transferred to stage 2.

Nordea Group’s current model for calculating
collective provisions defines a loss event as mten
deterioration in rating/scoring, while the triggegi
event for moving items from stage 1 to stage 2 unde
IFRS 9 will require several notches deterioration.

The provisions under IFRS 9 will be calculatedhes t
exposure at default times the probability of defaul
times the loss given default. For assets in stafpés1
calculation will only be based on the coming 12
months, while it for assets in stage 2 will be loase
the expected lifetime of the asset.

For assets where there has been a significantaisere
in credit risk, NMB currently holds provisions bdse
on the losses estimated to occur during the period
between the date when the loss event occurrechend t
date when the loss event is identified on an imtial
basis, the so called “Emergence period” while IFRS
will require provisions equal to the lifetime expst
loss.

When calculating lifetime losses under IFRS 9,
including the staging assessment, the calculatiin w
be based on probability weighted forward looking
information. Nordea Group has decided to applyehre
macro-economic scenarios to address the non-ligeari
in expected credit losses. The different scenamies
used to adjust the relevant parameters for caloglat
expected losses and a probability weighted aveshge
the expected losses under each scenario are reedgni
as provisions.

The quantitative impact from the new impairment
requirements on NMB'’s total allowances and
provisions for on- and off-balance exposures is an
increase of EUR 25.5m. Equity is reduced by 20.4m.
The impact on the Common Equity Tier 1 capitalaati
is insignificant. NMB will not apply the transitiah
rules issued by the EU allowing a phase in of the
impact on Common Equity Tier 1 capital. There is no
material impact to large exposures.
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Impairment calculations under IFRS 9 will require
more experienced credit judgement by the reporting
entities than is required by IAS 39 today and déig
subjectivity is thus introduced. The inclusion of
forward looking information adds complexity and
makes provisions more dependent on management’s
view of the future economic outlook. It is expectbdt
the impairment calculations under IFRS 9 will bereno
volatile and pro-cyclical than under IAS 39, maidlye
to the significant subjectivity applied in the faawd
looking scenarios.

Hedge accounting

The main change to the general hedge accounting
requirements is that the standard aligns hedge
accounting more closely with the risk management
activities. As Nordea Group generally uses macro
(portfolio) hedge accounting Nordea Group’s
assessment is that the new requirements will ncg ha
any significant impact on Nordea Group’s or NMB'’s
financial statements, capital adequacy, large axgss
risk management or alternative performance measures
in the period of initial application.

Nordea Group will continue to use the IAS 39 hedge
accounting requirements also after IFRS 9 has been
implemented.

IFRS 15 “Revenue from Contracts with Customers”
The IASB published the new standard, IFRS 15
“Revenue from Contracts with Customers” in 2014.
Clarifications to the standard were published imilAp
2016. The new standard outlines a single
comprehensive model of accounting for revenuerayisi
from contracts with customers and supersedes durren
revenue recognition standards and interpretations
within IFRS, such as IAS 18 “Revenue”. The standard
does not apply to financial instruments, insurance
contracts or lease contracts. The new standard is
effective for annual periods beginning on or after
January 2018, with earlier application permittedeT
standard and its clarifications have been enddrged
the EU-commission. Nordea Group has not early
adopted the standard.

The new standard will have no impact on NMB'’s
revenue recognition. IFRS 15 will consequently not
have any significant impact on NMB'’s financial
statements, capital adequacy or large exposutte in
period of initial application.

Amendments to IFRS 10 and IAS 28 “Sale or
Contribution of Assets between an Investor and its
Associate or Joint Venture”

The IASB has amended the requirements in IFRS 10
and IAS 28 regarding sales and contributions aftass
between an investor and its associated undertaking
joint venture due to inconsistent treatment of gaind
losses of such transactions in those standards. The
IASB has thereafter proposed to defer indefinitbly
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effective date and permit earlier application. The
amendments are not yet endorsed by the EU-
commission. Nordea Group does not currently intend
to early adopt the amendments. The new requirements
are not expected to have any impact on Nordea
Group'’s financial statements, capital adequacjamgye
exposures in the period of initial application las hew
requirements are in line with Nordea Group’s curren
accounting policies.

IFRS 16 “Leases”

The IASB has published the new standard, IFRS 16
“Leases”. The new standard changes the accounting
requirements for lessees. All leases (except fortsh
term- and small ticket leases) should be accouted
on the balance sheet of the lessee as a righttthas
asset and a corresponding liability, and the lease
payments should be recognised as amortisation and
interest expense. The accounting requirements for
lessors are unchanged. Additional disclosureslace a
required. The new standard is effective for annual
periods beginning on or after 1 January 2019 and
earlier application is permitted. The standard was
endorsed by the EU-commission in 2017. Nordea
Group does not intend to early adopt the standard.

The main impact on Nordea Group’s financial
statements is expected to come from the accounfing
property leases. Such leasing contracts will be
accounted for on the balance sheet to a largenexte
than today. No significant impact is currently ecieel
on the income statement or equity, although the
presentation is expected to change in the income
statement. It is too early to comment on the impact
large exposures and capital adequacy as the re¢levan
requirements are not yet final.

Other changes in IFRS

The IASB has published the following new or amended
standards that are assessed to have no significant
impact on Nordea Group’s or NMB'’s financial
statement, capital adequacy or large exposurd®in t
period of initial application:

e Amendments to IFRS 4 “Applying IFRS 9
Financial Instruments with IFRS 4 Insurance
Contracts”

e Amendments to IFRS 2: “Classification and
Measurement of Share based Payment
Transactions

« Amendments to IAS 40: “Transfers of Investment
Property”

e« Amendments to IFRS 9: “Prepayment Features
with Negative Compensation”

 Amendments to IAS 28: “Long-term Interest in
Associates and Joint Ventures”

e Annual Improvements to IFRS Standards 2014-
2016 Cycle

e Annual Improvements to IFRS Standards 2015-
2017 Cycle.
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4. Critical judgements and estimation uncertainty

The preparation of financial statements in accacdan
with generally accepted accounting principles respji
in some cases, the use of judgements and estilmates

management. Actual outcome can later, to some gxten

differ from the estimates and the assumptions made.
this section a description is made of:

the sources of estimation uncertainty at the erttieof
reporting period, that have a significant risk @$ulting
in a material adjustment to the carrying amount of
assets and liabilities within the next financiahgeand
the judgements made when applying accounting
policies (apart from those involving estimatiortgtt
have the most significant effect on the amounts
recognised in the financial statements.

Critical judgements and estimates are in particular
associated with:

» the fair value measurement of certain financial
instruments

» the impairment testing of loans to the public/credi
institutions

» the effectiveness testing of cash flow hedges

» the actuarial calculations of pension liabilitiesla
plan assets related to employees

» the translations of assets and liabilities
denominated in foreign currencies

» the valuation of deferred tax assets

» claims in civil lawsuits.

Fair value measurement of certain financial
instruments

Nordea Group’s accounting policy for determining th
fair value of financial instruments is described in
section 9 “Determination of fair value of financial
instruments” and Note 23 “Assets and liabilitie$adt
value”. Critical judgements that have a significant
impact on the recognised amounts for financial
instruments are exercised when determining faineval
of OTC derivatives and other financial instrumethizst
lack quoted prices or recently observed markegegric
Those judgements relate to the following areas:

» The choice of valuation techniques.

e The determination of when quoted prices fail to
represent fair value (including the judgement of
whether markets are active).

e The construction of fair value adjustments in order
to incorporate relevant risk factors such as credit
risk, model risk and liquidity risk.

e The judgement of which market parameters are
observable.

The critical judgements required when determinaig f
value of financial instruments that lack quoteatesi or

recently observed market prices also introducegh hi

degree of estimation uncertainty.
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In all of these instances, decisions are based upon
professional judgement in accordance with Nordea
Group’s accounting and valuation policies.

Sensitivity analysis disclosures covering fair e wf
financial instruments with significant unobservable
inputs can be found in Note 23 “Assets and liabagitat
fair value”.

Impairment testing of loans to the public/credit
institutions

Nordea Group’s accounting policy for impairment
testing of loans is described in section 12 “Lo@nthe
public/credit institutions”.

Management is required to exercise critical judgeine
and estimates when calculating loan impairment
allowances on both individually assessed and
collectively assessed loans. For more informatese,
Note 10 “Loans and impairment”.

The most judgemental area is the calculation of
collective impairment allowances. When testing a
group of loans collectively for impairment, judgerhe
has to be exercised when identifying the eventgoand
the observable data that indicate that losses beep
incurred in the group of loans. Nordea MortgagekBan
monitors its portfolio through rating migrationsdaa
loss event is an event resulting in a negativagati
migration. Assessing the net present value of #sh c
flows generated by the customers in the group arfido
also includes estimation uncertainty. This incluttes
use of historical data on probability of defaultldoss
given default supplemented by acquired experience
when adjusting the assumptions based on historical
data to reflect the current situation.

Effectiveness testing of cash flow hedges
Nordea Group’s accounting policies for cash flow
hedges are described in section 8 “Hedge accodnting

One important judgement in connection to cash flow
hedge accounting is the choice of method used for
effectiveness testing.

Where Nordea Group applies cash flow hedge
accounting the hedging instruments used are
predominantly cross currency interest rate swaps,
which are always held at fair value. The currency
component is designated as a cash flow hedge of
currency risk and the interest component as asédire
hedge of interest rate risk. The hypothetical dgie
method is used when measuring the effectiveness of
these cash flow hedges, meaning that the charge in
perfect hypothetical swap is used as proxy for the
present value of the cumulative change in expected
future cash flows on the hedged transaction (the
currency component). Critical judgement has to be
exercised when defining the characteristics of the
perfect hypothetical swap.
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Actuarial calculations of pension liabilities and pan
assets related to employees

Nordea Group’s accounting policy for post-
employment benefits is described in section 14
“Employee benefits”.

The defined benefit obligation for major pensioand
is calculated by external actuaries using demoggcaph
assumptions based on the current population. As a
basis for these calculations a number of actuariel
financial parameters are used.

The estimation of the discount rate is subject to
uncertainty around whether corporate bond markets a
deep enough, of high quality and also in connedtion
the extrapolation of yield curves to relevant misies.

In Finland the discount rate is determined with
reference to high-quality corporate bonds. Other
parameters, like assumptions about salary increawsks
inflation, are based on the expected long-term
development of these parameters and also subject to
estimation uncertainty. The main parameters used at
year-end are disclosed in Note 17 “Retirement bhenef
obligations” together with a description of the
sensitivity to changes in assumptions.

Translation of assets and liabilities denominatechi
foreign currencies

Nordea Group’s accounting policies covering the
translation of assets and liabilities denominated i
foreign currencies is described in section 7 “Tiaiien
of assets and liabilities denominated in foreign
currencies”.

5. Recognition of operating income and
impairment
Net interest income
Interest income and expense are calculated and
recognised based on the effective interest ratbadet
or, if considered appropriate, based on a methaid th
results in an interest income or interest expenakeis a
reasonable approximation of using the effectiverist
rate method as basis for the calculation. The tfiec
interest includes fees considered to be an intqgundl
of the effective interest rate of a financial instrent
(generally fees received as compensation for rishe.
effective interest rate equals the rate that distothe
estimated future cash flows to the net carrying amho
of the financial asset or financial liability.

Interest income and expenses from financial
instruments are, with the exceptions describedviaelo
classified as “Net interest income”.

The interest component in FX swaps, and the interes
paid and received in interest rate swaps plus @iy
accrued interest, is classified as “Net result fitams
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at fair value”, apart for derivatives used for hiedg
including economical hedges of NMB'’s funding,
where such components are classified as “Net isttere
income”.

Net fee and commission income

NMB earns commission income from different services
provided to its customers. The recognition of
commission income depends on the purpose for which
the fees are received. Fees are either recognssed a
revenue when services are provided or in connetdion
the execution of a significant act. Fees received i
connection to performed services are recognised as
income in the period these services are provided.

Commission income and commission expenses are
normally transaction based and recognised in the
period when the services are received.

Net result from items at fair value

Realised and unrealised gains and losses on fianci
instruments measured at fair value through prafit o
loss are recognised in the item “Net result froemis

at fair value”.

Realised and unrealised gains and losses derime fro

» Interest-bearing securities and other interest-
related instruments

e Foreign exchange gains/losses

»  Other financial instruments.

The ineffective portion of cash flow hedges is
recognised in “Net result from items at fair value”

This item also includes realised gains and losses f
financial instruments measured at amortised cast) s
as interest compensation received and realised
gains/losses on buy-backs of issued own debt.

“Net result from items at fair value” includes also
losses from counterparty risk on instruments clizski
into the category Financial assets at fair valueubh
profit or loss. Impairment losses from instruments
within other categories are recognised in the itiet
loan losses”.

Net loan losses

Impairment losses from financial assets classifi¢al
the category Loans and receivables (see section 11
“Financial instruments”), in the items “Loans total
banks”, “Loans to credit institutions” and “Loarsthe
public” on the balance sheet, are reported as lést
losses”. Losses are reported net of any collaserdl
other credit enhancements. NMB'’s accounting pdicie
for the calculation of impairment losses on loaas ¢
be found in section 12 “Loans to the public/credit
institutions”.
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Counterparty losses on instruments classifiedtimo
category Financial assets at fair value througlfitpso
loss, are reported under “Net result from itemfaiat
value”.

6. Recognition and derecognition of financial
instruments on the balance sheet

Derivative instruments, quoted securities and fprei
exchange spot transactions are recognised on and
derecognised (and an asset or a liability is reisegh
as “Other assets” or "Other liabilities” on the drate
sheet between trade date and settlement date)tfrom
balance sheet on the trade date. Other financial
instruments are recognised on the balance sheet on
settlement date.

Financial assets, other than those for which tdade
accounting is applied, are derecognised from the
balance sheet when the contractual rights to thle ca
flows from the financial asset expire or are transfd
to another party. The rights to the cash flows radlyn
expire or are transferred when the counterpart has
performed by e.g. repaying a loan to Nordea, ie. o
settlement date.

Loans where cash flows are modified or part of a
restructuring are derecognised, and a new loan
recognised, if the terms and conditions of the feam
is substantially different from the old loan. Thgs
normally the case if the present value of the dksts
of the new loan discounted by the original interags
is more than 10% different from the present valie o
the remaining expected cash flows of the old |ddme
same principles apply to financial liabilities.

Financial liabilities are derecognised from theabak
sheet when the liability is extinguished. Normahis
occurs when NMB performs, for example when NMB
repays a deposit to the counterpart, i.e. on sedife
date. Financial liabilities under trade date actiogn
are generally derecognised and a liability is redsed
as “Other liabilities” on the balance sheet ondrddte.

7. Translation of assets and liabilities
denominated in foreign currencies

The functional currency of NMB is euro (EUR).
Foreign currency is defined as any currency ofhan t
the functional currency of the entity. Foreign ety
transactions are recorded at the exchange rateeon t
date of the transaction. Monetary assets and ilialsil
including foreign exchange trades, currency
denominated cash balances and derivatives are
translated at the exchange rate on the balancé shee
date.

Exchange differences arising on the settlement of
transactions at rates different from those at tite df
the transaction, and unrealised translation diffees
on unsettled foreign currency monetary assets and
liabilities, are recognised in the income statenietihe
item “Net result from items at fair value”.
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8. Hedge accounting

Nordea Group applies the EU carve out version & 1A
39 for portfolio hedges of both assets and liabsit

The EU carve out macro hedging enables a group of
derivatives (or proportions thereof) to be viewed i
combination and be designated as the hedging
instrument. It also removes some of the limitations
fair value hedge accounting relating to hedgingcor
deposits and under-hedging strategies.

Nordea Group uses hedge accounting in order to dave
symmetrical accounting treatment of the changes in
fair value of the hedged item and changes in faline
of the hedging instruments as well as to hedge the
exposure to variability in future cash flows and th
exposure to net investments in foreign operations.

NMB currently applies fair value hedge accounting a
cash flow hedge accounting.

Fair value hedge accounting

Fair value hedge accounting is used when derivative
are hedging changes in fair value of a recognissdta
or liability attributable to a specific risk. Thisk of
changes in fair value of assets and liabilitieSIMB’s
financial statements originates mainly from loans,
securities and deposits with a fixed interest rate,
causing interest rate risk. Changes in fair vatoenf
derivatives as well as changes in fair value of the
hedged item attributable to the risks being hedged
recognised separately in the income statementgin th
item “Net result from items at fair value”. Given a
effective hedge, the two changes in fair value mitire
or less balance, meaning the net result is clogeri.
The changes in fair value of the hedged item
attributable to the risks hedged with the derivativ
instrument are reflected in an adjustment to the
carrying amount of the hedged item, which is also
recognised in the income statement. The fair value
change of the hedged items held at amortised o@st i
portfolio hedge of interest rate risks is reported
separately from the portfolio in the item “Fair val
changes of the hedged items in portfolio hedge of
interest rate risk” on the balance sheet.

Fair value hedge accounting in Nordea is performed
mainly on a portfolio basis. Any ineffectiveness is
recognised in the income statement under the itdat “
result from items at fair value”.

Hedged items

A hedged item in a fair value hedge can be a
recognised single asset or liability, an unrecagphis
firm commitment, or a portion thereof. The hedged
item can also be a group of assets, liabilitiefiror
commitments with similar risk characteristics. Hedg
items in Nordea Group consist of both individuaets
or liabilities and portfolios of assets and/or lidies.
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Hedging instruments

The hedging instruments used in NMB are
predominantly interest rate swaps and cross curenc
interest rate swaps, which are always held at/&ire.
Cash instruments are only used as hedging instrismen
when hedging currency risk.

Cash flow hedge accounting

Cash flow hedge accounting can be used for the
hedging of exposure to variations in future interes
payments on instruments with variable interestsrate
and for the hedging of currency exposures. Thagort
of the gain or loss on the hedging instrument, ithat
determined to be an effective hedge, is recognised
other comprehensive income and accumulated in the
cash flow hedge reserve in equity. The ineffective
portion of the gain or loss on the hedging instronig
recycled to the item “Net result from items at fair
value” in the income statement.

Gains or losses on hedging instruments recognised i
the cash flow hedge reserve in equity through other
comprehensive income are recycled and recognised in
the income statement in the same period as thesbdedg
item affects profit or loss, normally in the peritheit
interest income or interest expense is recognised.

Hedged items

A hedged item in a cash flow hedge can be highly
probable floating interest rate cash flows from
recognised assets or liabilities or from futurectssr
liabilities. NMB uses cash flow hedges when hedging
currency risk in future payments of interest and
principal in foreign currency and when hedging riegt
rate risk in lending with floating interest rates.

Hedging instruments

The hedging instruments used in NMB are
predominantly cross currency interest rate swaps,
which are always held at fair value, where theenty
component is designated as a cash flow hedge of
currency risk and the interest component as asédire
hedge of interest rate risk. When hedging the éster
rate risk in lending with floating interest rateMB

uses interest rate swaps as hedging instrumenish wh
are always held at fair value.

Hedge effectiveness

The application of hedge accounting requires tligbe
to be highly effective. A hedge is regarded as lgigh
effective if at inception and throughout its liftecan be
expected that changes in fair value of the hediged i
as regards the hedged risk can be essentiallyt tffse
changes in fair value of the hedging instrument Th
result should be within a range of 80-125 per cent.
When assessing hedge effectiveness retrospectively
NMB measures the fair value of the hedging
instruments and compares the change in fair vdlue o
the hedging instrument to the change in fair value
the hedged item. The effectiveness measurement is
made on a cumulative basis. The hypothetical
derivative method is used when measuring the
effectiveness of cash flow hedges, meaning that the
change in a perfect hypothetical swap is used @sypr
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for the present value of the cumulative change in
expected future cash flows from the hedged traisact
(the currency component).

If the hedge relationship does not fulfil the
requirements, hedge accounting is terminated. &or f
value hedges the hedging instrument is reclassified
trading derivative and the change in the fair vaifie
the hedged item, up to the point when the hedge
relationship is terminated, is amortised to the@me
statement on a straight-line basis over the remgini
maturity of the hedged item.

In cash flow hedges, changes in the unrealisecevafiu
the hedging instrument will prospectively from thst
time it was proven effective be accounted for im th
income statement. The cumulative gain or loss en th
hedging instrument that has been recognised in the
cash flow hedge reserve in equity through other

comprehensive income from the period when the hedge

was effective is reclassified from equity to “Nesult
from items at fair value” in the income stateménhé
expected transaction no longer is expected to otfcur
the expected transaction no longer is highly prédab
but is still expected to occur, the cumulative gain
loss on the hedging instrument that has been
recognised in other comprehensive income from the
period when the hedge was effective remains inrothe
comprehensive income until the transaction occurs o
is no longer expected to occur.

9. Determination of fair value of financial
instruments

Financial assets and liabilities classified inte th
categories Financial assets/liabilities at faitueal
through profit or loss (including derivative
instruments) are recorded at fair value on therfzaa
sheet with changes in fair value recognised in the
income statement in the item “Net result from iteahs
fair value”.

Fair value is defined as the price that at the
measurement date would be received to sell an asset
paid to transfer a liability in an orderly transant
between market participants under current market
conditions in the principal market for the asset or
liability or, in the absence of a principal markiaetthe
most advantageous market for the asset or liability

The existence of published price quotations inciva
market is the best evidence of fair value and whew
exist they are used to measure financial assets and
financial liabilities. An active market for the as®r
liability is a market in which transactions for thsset
or liability occur with sufficient frequency and haone
to provide pricing information on an on-going basis
The absolute level for liquidity and volume reqdire
for a market to be considered active vary with the
instrument classes. For some classes low price
volatility is seen, also for those instruments vritthe
class where the trade frequency is high. For
instruments in such a class the liquidity requiratee
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are lower and, correspondingly, the age limit far t
prices used for establishing fair value is higher.

The trade frequency and volume are monitored
regularly in order to assess if markets are aativeon-
active.

NMB is predominantly using published price
guotations to establish fair value for items diseld
under the following balance sheet items:

» Interest-bearing securities
e Derivatives (listed).

If quoted prices for a financial instrument fail to
represent actual and regularly occurring market
transactions or if quoted prices are not availdle,
value is established by using an appropriate viaat
technique. The adequacy of the valuation technique,
including an assessment of whether to use quoted
prices or theoretical prices, is monitored on ailag
basis.

Valuation techniques can range from simple disoedint
cash flow analysis to complex option pricing models
Valuation models are designed to apply observable
market prices and rates as input whenever possibte,

can also make use of unobservable model parameters.

The adequacy of the valuation model is assessed by
measuring its capability to hit market prices. Tikis
done by comparison of calculated prices to relevant
benchmark data, e.g. quoted prices from exchatiges,
counterparty’s valuations, price data from consgnsu
services etc.

Nordea Group is predominantly using valuation
techniques to establish fair value for items disetb
under the following balance sheet items:

» Interest-bearing securities (when quoted prices in
an active market are not available)
» Derivatives (OTC-derivatives).

For financial instruments, where fair value is restied

by a valuation technique, it is investigated whethe
variables used in the valuation model are
predominantly based on data from observable markets
By data from observable markets, the Group consider
data that can be collected from generally available
external sources and where this data is judged to
represent realistic market prices. If non-observalaita
has a significant impact on the valuation, the
instrument cannot be recognised initially at the fa
value estimated by the valuation technique and any
upfront gains are thereby deferred and amortised
through the income statement over the contracifieal |
of the instrument. The deferred upfront gains are
subsequently released to income if the non-obs&rvab
data becomes observable.
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Note 23 “Assets and liabilities at fair value” pides a
breakdown of fair values of financial instruments
measured on the basis of:

e quoted prices in active markets for the same
instrument (level 1),

« valuation technigue using observable data (level
2), and

e valuation technigue using non-observable data
(level 3).

The valuation models applied by Nordea Group are
consistent with accepted economic methodologies for
pricing financial instruments and incorporate the
factors that market participants consider wherirggt
price.

New valuation models are subject to approval by the
Model Risk Committee and all models are reviewed on
a regular basis.

For further information, see Note 23 “Assets and
liabilities at fair value”.

10. Cash and balances with central banks

Cash comprises legal tender and bank notes irgforei
currencies. Balances with central banks consist of
deposits in accounts with central banks and pgatal
systems under government authority, where the
following conditions are fulfilled:

* The central bank or the postal giro system is
domiciled in the country where the institutions is
established

» The balance is readily available at any time.

11. Financial instruments

Classification of financial instruments

Financial assets are classified into the categoank
and receivables or into the category Financialtasse
fair value through profit or loss. Financial ligbés are
classified into the category Other financial lighak.
NMB also holds derivative instruments for hedge
accounting.

All financial assets and liabilities are initialtyeasured
at fair value. The classification of financial inghents
into different categories forms the basis for haete
instrument is subsequently measured on the balance
sheet and how changes in its value are recogri$es.
classification of the financial instruments on Neats
balance sheet into different categories is presente
Note 22 “Classification of financial instruments”.

Loans and receivables

Loans and receivables are non-derivative financial
assets, with fixed or determinable payments, thet a
not quoted in an active market. These assets a&d th
impairment are further described in the separatgose
12 “Loans to the public/credit institutions”.

32



Financial assets and financial liabilities at fair value
through profit or loss

Financial assets and financial liabilities at fztue
through profit or loss are measured at fair value,
excluding transaction costs. All changes in faiuea
are recognised directly in the income statemettién
item “Net result from items at fair value”.

The category consists of two sub-categories; Haid f
trading and Designated at fair value through piafit
loss (fair value option).

The sub-category Held for trading contains derixeati
instruments that are held for trading purposes.

Other financial liabilities

Financial liabilities, other than those classifieth the
category Financial liabilities at fair value thrdugrofit
or loss, are measured at amortised cost. Interest o
Other financial liabilities is recognised in therit
“Interest expense” in the income statement.

Derivatives

All derivatives are recognised on the balance saeét
measured at fair value. Derivatives with total gosi
fair values, including any accrued interest, are
recognised as assets in the item “Derivatives™en t
asset side. Derivatives with total negative falues,
including any accrued interest, are recognised as
liabilities in the item “Derivatives” on the lialiiy side.

Realised and unrealised gains and losses from
derivatives are recognised in the income stateinent
the item “Net result from items at fair value”.

Offsetting of financial assets and liabilities

NMB offsets financial assets and liabilities on the
balance sheet if there is a legal right to offsethe
ordinary course of business and in case of bankyupt
and if the intent is to settle the items net oliseahe
asset and settle the liability simultaneously.

Exchanged traded derivatives are generally accdunte
for as settled on a daily basis when cash is paid o
received and the instrument is reset to marketgerm

Issued debt and equity instruments

A financial instrument issued by NMB is either
classified as a financial liability or equity. &l
financial instruments are classified as a financial
liability if the contractual arrangement resultdNWB
having a present obligation to either deliver caish
another financial asset, or a variable number aftgq
instruments to the holder of the instrument. I6tisi
not the case, the instrument is generally an equity
instrument and classified as equity, net of tratisac
costs. Where issued financial instruments contath b
liability and equity components, these are accalinte
for separately.
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12. Loans to the public/credit institutions

Financial instruments classified as “Loans to the
public/credit institutions” (including loans to desl
banks) on the balance sheet and into the category
Loans and receivables are measured at amortiséd cos
(see also the separate section 6 “Recognition and
derecognition of financial instruments on the batan
sheet” as well as Note 22 "Classification of finehc
instruments”).

NMB monitors loans as described in the separate
section on Risk, Liquidity and Capital management.
Loans attached to individual customers or groups of
customers are identified as impaired if the impainm
tests indicate an objective evidence of impairment.

Impairment test of individually assessed loans

NMB tests all loans for impairment on an individual
basis. The purpose of the impairment tests isn diut
if the loans have become impaired. As a first stethe
identification process for impaired loans, NMB
monitors whether there are indicators of impairment
(loss event) and whether these loss events refiresen
objective evidence of impairment. More information
on the identification of loss events can be founthe
Risk, Liquidity and Capital management section.

Loans that are not individually impaired will be
transferred to a group of loans with similar risk
characteristics for a collective impairment test.

Impairment test of collectively assessed loans
Loans not impaired on an individual basis are
collectively tested for impairment.

These loans are grouped on the basis of similaitcre
risk characteristics that are indicative of thetdet
ability to pay all amounts due according to the
contractual terms. NMB monitors its portfolio thghu
rating migrations, the credit decision and annagiew
process supplemented by quarterly risk reviews.
Through these processes NMB identifies loss events
indicating incurred losses in a group. A loss evein
event resulting in a deterioration of the expedtadre
cash flows. Only loss events incurred up to the
reporting date are included when performing the
assessment of the group.

The objective for the group assessment process is t
evaluate if there is a need to make a provisiontdue
the fact that a loss event has occurred, whicmbas
yet been identified on an individual basis. Thisiqu
between the date when the loss event occurrechend t
date when it is identified on an individual basis i
called “Emergence period”. The impairment remains
related to the group of loans until the losses Hman
identified on an individual basis. The identifieatiof
the loss is made through a default of the engagearen
by other indicators.
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For corporate customers and bank counterparts, NMB
uses the existing rating system as a basis when
assessing the credit risk. Nordea Group uses laator
data on probability of default to estimate the fiska
default in a rating class. These loans are ratdd an
grouped mostly based on type of industry and/or
sensitivity to certain macro parameters, e.g.
dependency to oil prices etc.

Personal customers and small corporate customers ar
monitored through scoring models. These are based
mostly on historical data, as default rates and tates
given a default, and experienced judgement perfdrme
by management. Rating and scoring models are
described in more detail in the separate sectioRisk,
Liquidity and Capital management.

I mpairment loss

If the carrying amount of the loans is higher thiaa
sum of the net present value of estimated cashsflow
(discounted with the original effective interedieda
including the fair value of the collaterals andeath
credit enhancements, the difference is the impaitme
loss.

For significant loans that have been individually
identified as impaired the measurement of the
impairment loss is made on an individual basis.

For insignificant loans that have been individually
identified as impaired and for loans not identifasd
impaired on an individual basis the measuremettief
impairment loss is measured using a portfolio based
expectation of the future cash flows.

If the impairment loss is not regarded as finad, th
impairment loss is accounted for on an allowance
account representing the accumulated impairment
losses. Changes in the credit risk and accumulated
impairment losses are accounted for as changégin t
allowance account and as "Net loan losses” in the
income statement (see also section 5 “Recognition o
operating income and impairment”).

If the impairment loss is regarded as final, itaported

as a realised loss and the value of the loan and th
related allowance for impairment loss are derecmEghi
An impairment loss is regarded as final when the
obligor is filed for bankruptcy and the administnat

has declared the economic outcome of the bankruptcy
procedure, or when NMB forgives its claims either
through a legal based or voluntary reconstruction o
when NMB, for other reasons, deem it unlikely ttegt
claim will be recovered.

Discount rate

The discount rate used to measure impairment is the
original effective interest rate for loans attachedn
individual customer or, if applicable, to a group o
loans. If considered appropriate, the discountcate

Nordea Mortgage Bank Plc - Annual Report 2017

be based on a method that results in an impairthant
is a reasonable approximation of using the effectiv
interest rate method as basis for the calculation.

Restructured loans

In this context a restructured loan is defined bxaa
where NMB has granted concessions to the obliger du
to its deteriorated financial situation and whénis t
concession has resulted in an impairment loss for
NMB. After a reconstruction the loan is normally
regarded as not impaired if it performs accordmthe
new conditions. Concessions made in reconstructions
are regarded as loan losses unless NMB retains the
possibility to regain the loan losses incurredthie

event of a recovery the payment is reported as a
recovery of loan losses.

13. Taxes

The item “Income tax expense” in the income
statement comprises current- and deferred incore ta
The income tax expense is recognised in the income
statement, except to the extent the tax effectel®
items recognised in other comprehensive income or
directly in equity, in which case the tax effect is
recognised in other comprehensive income or intgqui
respectively.

Current tax is the tax expense on the taxable iecom
for the year, using tax rates enacted or substgtiv
enacted at the reporting date, and any adjustrogakt
payable in respect of previous years.

Deferred tax assets and liabilities are recognigsihg
the balance sheet method, for temporary differences
between the carrying amounts of assets and ligsilit
for financial reporting purposes and the amounésius
for taxation purposes. Deferred tax is not recagphis
for temporary differences arising on initial recdgm
of assets or liabilities in a transaction thatas a
business combination and that affects neither
accounting nor taxable profit, nor for differences
relating to investments in group undertakings and
associated undertakings to the extent that itobgiole
that they will not reverse in the foreseeable feitur

Deferred tax is measured at the tax rates that are
expected to be applied to the temporary differences
when they reverse, based on the laws that have been
enacted or substantively enacted at the reportg d
Deferred tax assets and liabilities are not distedinA
deferred tax asset is recognised only to the extentt
is probable that future taxable profits will be éafale
against which the temporary differences, tax losses
carry forward and unused tax credits can be utilise
Deferred tax assets are reviewed at each repatéitey
and are reduced to the extent that it is no longer
probable that the related tax benefit will be e
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Current tax assets and current tax liabilitiesaifget
when the legal right to offset exists and Nordearids
to either settle the tax asset and the tax ligtilét or

to recover the asset and settle the liability
simultaneously. Deferred tax assets and deferred ta
liabilities are offset if there is a legally enfeable

right to offset current tax assets and current tax
liabilities.

14. Employee benefits
All forms of consideration given by NMB to its

employees as compensation for services performed ar

employee benefits. Short-term benefits are to bikede
within twelve months after the reporting period whe
the services have been performed. Post-employment
benefits are benefits payable after the termination
the employment. Post-employment benefits in NMB
consist only of pensions. Termination benefits
normally arise if an employment is terminated befor
the normal retirement date, or if an employee aiscep
an offer of voluntary redundancy.

Short-term benefits

Short term benefits consist mainly of fixed andiafale
salary. Both fixed and variable salaries are expemns
the period when the employees have performed
services to Nordea Mortgage Bank. Nordea has also
issued share-based payment programmes, which are
further described in section 17 “Share-based paymen

More information can be found in Note 6 “Staff st

Post-employment benefits

Pension plans

The companies within Nordea Group have various
pension plans, consisting of both defined benefit
pension plans and defined contribution pensionglan
reflecting national practices and conditions in the
countries where the Group operates. The major eléfin
benefit pension plans are funded schemes covered by
assets in pension funds/foundations. If the faineaf
plan assets, associated with a specific pensian [@a
lower than the gross present value of the defined
benefit obligation determined using the projected u
credit method, the net amount is recognised as a
liability (“Retirement benefit liabilities”). If ng the net
amount is recognised as an asset (“Retirement ibenef
assets”). Non-funded pension plans are recognised a
“Retirement benefit liabilities “.

Most pensions are based on defined contribution
arrangements that hold no pension liability for ta
Group. All defined benefit pension plans are clofeed
new employees. The Group also contributes to public
pension systems.
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Pension costs

Obligations for defined contribution pension plans
recognised as an expense as the employee renders
services to the entity and the contribution payatble
exchange for that service becomes due. NMB'’s net
obligation for defined benefit pension plans is
calculated separately for each plan by estimatieg t
amount of future benefit that employees have earned
for their service in the current and prior periotisat
benefit is discounted to determine its presente/alu
Actuarial calculations including the projected unit
credit method are applied to assess the presare vl
defined benefit obligations and related costs, thase
several actuarial and financial assumptions (as
disclosed in Note 17 “Retirement benefit obligain

When establishing the present value of the oblbgati
and the fair value of any plan assets, remeasuitemen
effects may arise as a result of changes in aetuari
assumptions and experience effects (actual outcome
compared to assumptions). The remeasurement effects
are recognised immediately in equity through other
comprehensive income.

When the calculation results in a benefit the redsed
asset is limited to the present value of any future
refunds from the plan or reductions in future
contributions to the plan.

Discount rate in defined benefit pension plans

The discount rate is determined by reference tb hig
quality corporate bonds, where a deep enough market
for such bonds exists. In countries where no such
market exists the discount rate is determined by
reference to government bond yields. In Finland the
discount rate is determined with reference to cateo
bonds.

Termination benefits

As mentioned above termination benefits normally

arise if an employment is terminated before themadr
retirement date, or if an employee accepts an offer

voluntary redundancy. Termination benefits do not

arise if the employees have to continue performing

services and the termination benefits can be cersidi
to be normal compensation for those services.

Termination benefits are expensed when NMB has an
obligation to make the payment. An obligation agise
when there is a formal plan committed to on the
appropriate organisational level and when NMB is
without realistic possibility of withdrawal, which
normally occurs when the plan has been communicated
to the group affected or to their representatives.
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Termination benefits can include both short-term
benefits, for instance a number of months’ salang
post-employment benefits, normally in the form of
early retirement. Short-term benefits are clasdifie
“Salaries and remuneration” and post-employment
benefits as “Pension costs” in Note 6 “Staff costs”

15. Equity

Other reserves

In addition to non-restricted reserves, other neser
comprise income and expenses, net after tax effects
which are reported in equity through other
comprehensive income. These reserves include fair
value reserves for cash flow hedges and accumulated
remeasurements of defined benefit pension plans, as
well as a reserve for translation differences.

16. Credit commitments

The contractual amount of irrevocable credit
commitments is recognised off-balance in the item
“Commitments”.

17. Share-based payment

Cash-settled programmes

NMB has to defer payment of variable salaries under
Nordic FSA'’s regulations and general guidelinessas
also the case with the Executive Incentive Programm
(EIP). The deferred amounts are to some extent
indexed using Nordea’s TSR (Total Shareholders’
Return) and these “programmes” are cash-settlaegsha
based programmes. These programmes are fully vested
when the payments of variable salaries are injtiall
deferred and the fair value of the obligation is
remeasured on a continuous basis. The remeasuiement
are, together with the related social charges,grised

in the income statement in the item “Net resultrfro

items at fair value”.

For more information see Note 6 “Staff costs”.

18. Related party transactions

NMB defines related parties as:

» Shareholders with significant influence
*  Group undertakings

» Key management personnel
»  Other related parties.
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All transactions with related parties are madeon a
arm’s length basis, apart from loans granted to
employees, see Note 6 “Staff costs”.

Shareholders with significant influence

Shareholder with significant influence is the sole
shareholder of NMB that has the power to partigpat
in the financial and operating decisions of NMB Hat
not control those policies. Nordea Bank AB (publ) i
considered having such a power.

Group undertakings
Nordea Group undertakings means the subsidiaries of
the parent company Nordea Bank AB (publ).

Group internal transactions between legal entéres
performed according to arm’s length principles in
conformity with OECD requirements on transfer
pricing. These transactions are eliminated in the
consolidated accounts.

Key management personnel
Key management personnel includes the following
positions:

» The Board of Directors of Nordea Mortgage Bank
Plc and Nordea Bank AB (publ)

» The Chief Executive Officer (CEO) of Nordea
Mortgage Bank Plc and the deputy to the CEO

* Management Group of Nordea Mortgage Bank Plc

For information about compensation, pensions and
other transactions with key management personeel, s
Note 6 “Staff costs”.

Other related parties

Other related parties comprise close family memtgers
individuals in key management personnel. Other
related parties also include companies signifigant!
influenced by key management personnel in NMB as
well as companies significantly controlled by close
family members to these key management personnel.

Information concerning transactions between NMB
and other related parties is found in Note 26 “Rela
party transactions”.
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Note 2 Segment reporting

Measurement of Operating segments' performance

The measurement principles and allocation betwgenating segments follow the information reportethe Chief Operating Decision
Maker (CODM). In NMB the CODM has been defined asup Executive Management of Nordea.

Operating segments

The financial results of Nordea Mortgage Bank aesented as a single entity. All the operationda@fdea Mortgage Bank relate to the
issuance of covered bonds. All the material opegadicisions of Nordea Mortgage Bank are prepayatidChief Executive Officer and
decided by the Board of Directors. Due to the bessnmodel of Nordea Mortgage Bank, the naturesajperations and its governance
structure, the entity as a whole is the relevaetraing segment to be reported.

Income statement
Mortgage Bankin

Jan-Dec Oct-Dec
EURM 2017 2016
Net interest incom 192.1 51.4
Net fee and commission inco -11.C 0.2
Net result from items at fair val -2.4 -4.8
Other incom 0.C 0.0
Total operating income 178.% 46.¢
Staff cost -1.¢ -0.3
Other expens: -45.¢ -115
Total operating expense -47.¢ -11.8
Profit before loan losse 130.¢ 35.C
Net loan losse 0.7 04
Operating profit 131.€ 35.4
Income tax expen -26.5 -7.1
Net profit for the year 105.: 28.%
Balance sheet, EURI 31 Dec2017 31 De(201¢€
Loans to the publ 23,530.: 23,912.
Debt securities in issut 15,469.( 16,299.¢

Total operating income split on product groups

Jan-Dec Oct-Dec
EURM 2017 201¢
Mortgage Banking produc 178.% 46.¢
Total 178.5 46.¢

Geographical information
Total operatin income Asset:
Jan-Dec Oct-Dec

EURM 2017 201¢€ 31 De(2017 31 De(201¢€
Finland 178.5 46.¢ 25,025.. 25,586..
Total 178.% 46.¢ 25,025.. 25,586..
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Note 3 Net interest income

Jan-Dec Oct-Dec
EURM 2017 201¢€
Interest income
Loans to credit institutiot -0.7 -
Loans to the publ 249 66.5
Interes-bearing securitie - -0.1
Other interest incon 8.7 2.7
Interest income 257.2 69.1
Interest expens
Deposits by credit institutio -3.C -0.3
Debt securities in issu -241.f -67.5
Subordinated liabilitie -2.2 -0.6
Other interest expens 181.€ 50.7
Interest expens -65.1 -17.7
Net interest income 192.1 51.£

1 The net interest income from derivatives, measured at fair value, related to Nordea Mortgage Bank's funding. This can have both a positive and negative impact on other
interest expense, for further information see Note 1.

Interest income from financial instruments not nueed at fair value through profit and loss amourniteHUR 257.2m. Interest expenses
from financial instruments not measured at faiueahrough profit and loss amounted to EUR -251.8m.

Interest on impaired loans amounted to an insicguifi portion of interest income.

Note 4 Net fee and commission income

Jan-Dec Oct-Dec
EURM 2017 201¢€
Brokerage, securities issues and corporate fir -0.2 -
- of which incom: - -
- of which expens -0.2 -
Custody and issuer servi -0.1 0.C
- of which incom: - -
- of which expens -0.1 0.C
Lending Produc 7.E 19
- of which incom: 7.E 19
- of which expens - -
Guarantee -15.7 -4.0
- of which incom: - 0.0
- of which expens -15.7 -4.0
Other -2.4 23
- of which incom: -24 2.3
- of which expens 0.C 0.0
Total -11.C 0.2

Fee income, not included in determining the effectnterest rate, from financial assets and libfinot measured at fair value through
profit or loss amounts to EUR 7.5m.
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Note 5 Net result from items at fair value

Jan-Dec Oct-Dec
EURM 2017 201¢
Interest related instruments and foreign exchamdfesfjosse -2.4 -4.€
Total -2.4 -4.€
Net result from categories of financial instrument

Jan-Dec Oct-Dec
EURM 2017 201¢
Financialinstruments held for tradil -0.4 -0.7
Financial instruments under fair value hedge acting -2.5 -3.9
- of which net result on hedging instrume -244. -2845
- of which net result on hedged ite 242.% 28C.6
Financial assets measureamortised co?! 0.t 0.1
Foreign exchange gains/losses excl. currency h 0.C -0.3
Total -2.4 -4.8

1 Of which EUR 0.5m related to instruments classified into the category "Loans and receivables".
Note 6 Staff costs

Jan-Dec Oct-Dec
EURM 2017 201¢
Salaries and remunerat -1.4 -0.2
Pension costs (specification bel -0.2 -0.1
Social security contributiol -0.1 0.0
Allocation to profi-sharing foundatic 0.C 0.0
Other staff cos -0.1 0.0
Total -1.€ -0.3

Jan-Dec Oct-Dec
EURM 2017 201¢
Pension cost:
Defined benefit plans (Note 1 0.C -
Defined contribution plar -0.2 -0.1
Total -0.3 -0.1

Additional disclosures on remuneration under NordicFSAs' regulation and general guidelines

The qualitative disclosures under these regulatiamsbe found in the separate section on remuosritithe Board of Director's Report,
while the quantitative disclosures will be publighie a separate report on Nordea's homepage (wwaeaacom) no later than one week
before the Annual General Meeting of Nordea on Hsdl 2018.

Compensation etc. to the Board of Directors and Clef Executive Officer

As at 31 December 2017, five members of the BoRirectors of Nordea Mortgage Bank Plc were emptbipy Nordea Bank AB (publ)
and two members were external. Fees paid to extererabers of the Board amounted to 7,000 euro®17 2Salaries, fees and other staff
related expenses to the other members of the Beenel paid by Nordea Bank AB (publ). Salaries, feesisions and other staff related
expenses paid to the Chief Executive Officer in728de presented below.

Remuneration to the Chief Executive Officer of Nor@éa Mortgage Bank Plc

Executive
Incentive
Fixed salar Programm Benefits Total
EUR 2017 2017 2017 2017
Chief Executive Officer of NME
Thomas Miller 134,53t 11,48¢ 5,82( 151,84!
Executive
Incentive
Fixed salar Programm Benefits Total
EUR 201¢€ 201€ 201¢€ 201¢€
Chief Executive Officer of NMB
Thomas Miller (1 Oc- 31 Dec 31721 - 1,45¢ 3317€
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Note 6 Staff costs, cont.

There was no pension obligation for the Chief ExigeuOfficer of Nordea Mortgage Bank Plc at theryead 2017 or 2016.

Loans granted to the Chief Executive Officer of Nodea Mortgage Bank Plc and members of the Board ofiEectors of Nordea
Mortgage Bank Plc

Loans in the balance Paid interestto  Loans in the balance Paid interest to
sheet of Nordea Nordea Mortgage sheet of Nordea Nordea Mortgage Bank
Mortgage Bank P Bank Pl Mortgage Bank P Plc
EUR 2017 2017 2016 2016
Chief Executive Officer of
NMB:
Thomas Mille 397,69: 4,07 410,61: 4,21(
To members of the Board of
Directors of NME 1,419,46. 4,85( 1,590,32 2,44
Total 1,817,15 8,92 2,000,93 6,652

Loans to key management personnel as defined ia Neection 18 amounted to EUR 2,255,830. Inténestme on these loans amounted
to EUR 9,512.

Loans to other related parties amounted to EURGIZ®Z. Interest on these loans amounted to EURS3,98

In Finland the employee interest rate for loansitgra before 1 September 2014 corresponds to Nerflealing cost with a margin of 10
basis points up to EUR 400,000, and 30 basis poimtie part that exceeds EUR 400,000. Interestfoatioans granted as from 1
September 2014 corresponds to Nordea's fundingatises margin of 40 basis points up to EUR 400,@0@ 60 basis points on the part
that exceeds EUR 400,000.

Loans to family members of key management persameejranted on normal market terms, as well assloakey management personnel
who are not employed by Nordea.

Guarantees and other off-balance-sheet commitments
NMB has not pledged any assets or other collatgrebmmitted to contingent liabilities on behalfasfy key management personnel or
auditors.

The members of the administrative and controllingrds have no holdings of shares, equity warrantsmvertible bonds issued by
Nordea Mortgage Bank Pic.

Cash-settled share-based payment transactions

Nordea operates share-linked deferrals on pasartdble compensation for certain employee categpimdexed with Nordea Total
Shareholder Returns (TSR) and either transferred tifree years or transferred in equal instalmewnts a three to five year period. Since
2011 Nordea also operates TSR-linked retentionaohgd variable compensation for certain employaegories. As the allocation of
variable compensation is not finally decided duting current year, the deferred amount during &z yelates to variable compensation
earned the previous year.

In addition, Nordea introduced in 2013 the Exeativcentive Programme (“EIP”) which aims to stréregt Nordea'’s capability to retain
and recruit the best talents. The aim is furthestitmulate the managers and key employees whosesffave direct impact on Nordea's
result, profitability and long-term value growthPEeward performance meeting agreed predetermargdts on Group, business unit and
individual level. The effect on the long-term regslto be considered when determining the targéts.EIP shall not exceed the fixed
salary. EIP shall be paid in the form of cash amdubject to TSR-indexation, deferral, forfeitul@ses and retention as per relevant
remuneration regulations. Participation in thegpamme is offered to up to 400 managers and keyogegs, except GEM who are
instead offered a GEM EIP (further information abitie GEM EIP can be found in the Annual Repolofdea Bank AB (publ)), within
the Nordea Group. EIP is offered instead of NorsléZ'IP and VSP for the invited employees. 80% efadliocated amount will be subject
to TSR-indexation.

Number of employees
Average number ofemployees 31 Dec2017 31 Dec201¢

Full-time employee 18 6
Par-time employee - -

Total 18 6

Total number of employees (FTEs), end of perio 20 12
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Note 7 Other expenses

Jan-Dec Oct-Dec
EURM 2017 201¢€
Information technolog -0.1 0.C
Marketing and representat -0.1 -
Postage, transportation, telephone and office esg -0.1 -
Rents, premises and real es 0.C -
Othel -45.€ -11.5
Total -45.¢ -11.F
! Relates mainly to services bought from Nordea Group companies.
Auditors' fees
Jan-Dec Oct-Dec
EURM 2017 201¢€
PricewaterhouseCooper
Auditing assignmen -0.2 -
Audit-related service -0.1 -0.1
Total -0.2 -0.1
Note 8 Net loan losses
Jan-Dec Oct-Dec
EURM 2017 2016
Loan losses divided by cla:
Loans to the public
Realised loan losst 0.C -
Provision: -2.€ -
Reversals of previous provisic 3.€ 0.4
Net loan losse 0.7 04
1 See Note 10 "Loans and impairment"
Key ratios
2017 2016
Loan loss ratio, basis poi? -0.2 -0.7
- of which individua 0.c -
- of which collectivt -1.2 -0.7
2Net loan losses (annualised) divided by the closing balance of loans to the public (lending).
Note 9 Taxes
Income tax expense
Jan-Dec Oct-Dec
EURM 2017 2016
Current ta -25.1 -6.€
Deferred ta -0.€ -04
Total -26.2 -7.1
For current and deferred tax recognised in Othemprehensive income, see Statement of compreheinsiome.
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Note 9 Taxes, cont.

The tax on NMB'’s operating profit differs from ttieeoretical amount that would arise using the && of Finland as follows:

Jan-Dec Oct-Dec
EURM 2017 201¢€
Profit before ta 131.¢ 35.4
Tax calculated at a tax rate of 20 -26.% -7.1
Tax charge -26.8 -7.1
Average effective tax re 20% 20%
Deferred Deferred Deferred
tax asse tax asse tax liabilities
EURM 31 De(201% 31 De(201€ 31 De(201€
Deferred tax related to
Loans to the publ 14.1 13.¢ 0.1
Retirement benefit assets/obligati 0.C 0.C -
Netting between deferred tax assets and liab 0.C -0.1 -0.1
Total 14.1 13.¢ 0.C

There were no unrecognised deferred tax asse@lin. 2

Deferred income tax assets and liabilities arectffghen there is a legally enforceable right teetfcurrent tax assets against current tax

liabilities, when the deferred tax income relateshie same fiscal authority.

Note 10 Loans and impairment

Total
EURM 31 Dec 201 31 Dec 201
Loans, not impaire 24,053. 24,351.!
Impaired loan* 135.¢ 66.¢
- Servicing 0.€ 3.€
- Non-servicing 1348 63.2
Loans before allowance 24,188.! 24,418.
Allowances for individually assessed impaired Ic -2.C -
- Servicing -0.2 -
- Non-servicing -1.€ -
Allowances for collectively asses:impaired loan -9.1 -11.¢
Allowances -11.1 -11.¢
Loans, carrying amount 24,177, 24,406.(
Credit institution The public
EURM 31 Dec 201 31 Dec 201 31 Dec 201 31 Dec 201
Loans, not impaire 647.¢ 494.2 23,405. 23,857..
Impaired loan* - - 135.¢ 66.¢
- Servicing . - 0.€ 3.€
- Nor-servicing ) - 1348 63.2
Loans before allowance 647.¢ 494.2 23,541.. 23,924..
Allowances for individually assessed impaired Ic - - -2.C -
- Servicing - - -0.2 -
- Non-servicing - - -1.€ -
Allowance: for collectively assessed impaired lo - - -9.1 -11.€
Allowances - - -11.1 -11.¢
Loans, carrying amount 647.¢ 494.% 23,530.: 23,912.

*Whole amount relates to household loans.
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Note 10 Loans and impairment, cont.

Movements of allowance accounts for impaired loans

The public
Individually Collectively
EURmM assesse assesse Total
Opening balance at 1 Jan 20! - -11.€ -11.€
Provision: -2.C -0.¢ -2.6
Reversals of previous provisic - 3.€ 3.€
Changes through the income stateme -2.C 2.7 0.7
Allowances used to cover realised loan lo - - -
Closing balance at 31 Dec 20:. -2.C -9.1 -11.1
The public
Individually Collectively
EURmM assesse assesse Total
Opening balance at 1 Oct 201 - -12.2 -12.2
Provision: - 0.C 0.C
Reversals oprevious provisior - 04 0.4
Changes through the income stateme - 04 04
Allowances used to cover realised loan lo - - -
Closing balance at 31 Dec 20. - -11.€ -11.€
Allowances and provisions

Credit institution The public Total

EURM 31 De(201% 31 Dec 201 31 Dec 201
Allowances for items in the balance st - -11.1 -11.1
Provisions for off balance sheet ite - - -
Total allowances and provision - -11.1 -11.1
Credit institution The public Total

EURM 31 Dec 201 31 Dec 201 31 Dec201¢€
Allowances for items in the balance st - -11.€ -11.€
Provisions for off balance sheet ite - - -
Total allowances and provision - -11.€ -11.€

Key ratios

31 De(201% 31 De(201¢€

Impairment rate, gro?, basis point 5€ 27
Impairmentrate, ne3, basis point 5& 27
Total allowance ra* basis poin 5 5
Allowances in relation to impaired lo&®, % 1 -
Total allowances in relation to impaired lo&, % 8 18
Non-performing loans, not impair’, EURm 13.t 8.1

2 Individually assessed impaired loans before allowances divided by total loans before allowances.
3 Individually assessed impaired loans after allowances divided by total loans before allowances.

4 Total allowances divided by total loans before allowances.

5 Allowances for individually assessed impaired loans divided by individually assessed impaired loans before allowances.
% Total allowances divided by total impaired loans before allowances.

7 Past due loans, not impaired due to future cash flows (included in Loans, not impaired).
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Note 11 Derivatives and hedge accounting

Fair valut Total
31 Dec 2017, EUR Positive Negative nominal amour
Derivatives held for trading
Interest rate derivatives
Interest rate swa 0.€ 3.C 14,480.(
Options 13.2 12.2 8,898.¢
Total 13.€ 15.2 23,378.1
Total derivatives held for trading 13.€ 15.2 23,378.t
Derivatives used for hedge accountir
Interest rate derivativ 496.¢ 145.( 26,732.!
Foreign exchange derivatiy 24.7 - 116.2
Total derivatives used for hedge accountin 521.€ 145.( 26,848.
- of which cash flow hedg 247 - 116.2
- of which fair value hedg 496.¢ 145.( 26,732.!
Total derivatives 535.¢ 160.2 50,227..
Periods when hedged cash-flows are expected to ocand when they are expected to affect the incomé¢agement
31 Dec 2017, EUR <1yea 1-3 year 3-5 year: 5-10 year over 10 yeal
Cash inflows (assel - - - - -
Cash outflows (liabilities 3.1 6.1 131.2 - -
Net cash outflow: 3.1 6.1 131.2 - -
Fair valué Total
31 Dec 2016, EUR Positive Negative  nominal amour
Derivatives held for trading
Interest rate derivatives
Interest rate swa 7 .S 14,4741
Total 14,474.
Total derivatives held for trading 1.¢ 14,474.1
1 As at 31 Dec 2016 the netting effect to positive and negative market values of derivatives was EUR 1 m.
Derivatives used for hedge accountir
Interest rate derivativ 742 125 21,362.!
Foreignexchange derivativ 44.L - 123.¢
Total derivatives used for hedge accountir 787.1 125.5 21,486.«
- of which cash flow hedg 55.2 10.7 1,954.:
- of which fair value hedg 731.¢ 114.¢ 19,532.
Total derivatives 789.¢ 127.¢ 35,960.¢
Periods when hedged cash-flows are expected to ocend when they are expected to affect the income¢asement
31 Dec 2016, EUR <1yea 1-3 year 3-5 year: 5-10 year over 10 yeal
Cash inflows (assel - - - - -
Cash outflows (liabilities 13.C 6.7 146.% - -
Net cash outflow: 13.C 6.7 146.% - -
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Note 12 Prepaid expenses and accrued income

EURM 31 Dec 201 31 Dec 201
Accrued interest incomr 16.¢ 16.5
Other accrued incor* - 60.2
Total 16.¢ 76.¢
Unsettled debt between Nordea Bank AB, Finnish Branch and Nordea Mortgage Bank. Consists of customer’s interest payments and amortisations.
Note 13 Deposits by credit institutions
EURM 31 Dec 201 31 Dec 201
Banks 7,557.¢ 7,200.(
Total 7,557.¢ 7,200.(
Note 14 Debt securities in issue
EURM 31 Dec 201 31 Dec 201
Covered bonc 15,469.( 16,299.!
Total 15,469.( 16,299.!
Note 15 Other liabilities
EURM 31 Dec 201 31 Dec 201
Accounts payab 0.C -
Othel 70.C .2
Total 70.C .2
Note 16 Accrued expenses and prepaid income
EURM 31 Dec 201 31 Dec 201
Other accrued expen: 9.t 30.2
Prepaid incomr 50.¢ 59.C
Total 60.7 89.2
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Note 17 Retirement benefit obligations

EURM 31 Dec 201 31 Dec 201
Defined benefit plans, r 0.C 0.C
Total 0.C 0.C

NMB has both defined benefit plans and defined domtion plans. Defined benefit plans are arranigeédordea Pension Foundation. IAS
19 secures that the pension obligations net of aésets backing these obligations are reflecteti@nompany's balance sheet. The defined
benefit plans are closed to new employees andaidspensions for new employees are based on deforgdbution (DCP) arrangements.
Defined contribution plans are not reflected ontihance sheet except when earned pension righesriwa yet been paid for.

The plans are structured in accordance with lagulations, legislations and local practice andrefa@plicable, collective agreements.
Plan assets are generally held in a separate pefusid or foundation. Minimum funding requiremeiffet between plans but generally
the pension obligation measured using local requergs shall be covered in full or with a predetewdi surplus.

Characteristics of the Nordea Pension Foundation

Nordea Pension Foundation plan is a final saladysanvice based pension plan providing pensionfliema top of the statutory systems.
The employer has promised a certain level of beaétr retirement to a certain group of employwihin the plan. Plan’s operation is
managed by the Board of Members. The board cordfiststh employers’ and employee’s representatiVes.Board of Members has
named a managing director to take care of regyarations in the foundation.

The plan exposes the employer to certain riskbelfreturn of foundation’s assets is not enougtoter the increment of liability and
benefit payments over the financial year then thpleyer funds the deficit with contributions. Theegent value of the defined benefit
liability is calculated using a discount rate detigred by reference to high quality bond yields.g€ease in the corporate bond yields
increases the liabilities along with increment lafrps benefit obligation calculated according t&1A9. However, part of increment of
obligation is offset by asset increment along wiith increment of plan’s bond holdings. Asset vbitatmay also impact NMB although
basically the distribution of assets to differesset classes is strictly dictated by authoritiesignificant concentration risk cannot be
borne. The plan’s benefits in payment are tiedytLFindex which depends on inflation (80 %) and coom salary index (20 %). Higher
inflation increases the TyEL-index which leads hdrecrease in liabilities. Higher inflation causedra challenges to investment activities
from which the employer in the last resort is remiole. The present value of the defined benédit pability is calculated by reference to
the best estimate of the mortality of plan paracifs both during and after their employment. Anéase in life expectancy of the plan
participants will increase the plan’s liability.

IAS 19 pension calculations and assumptions
Calculations on defined benefit plans are perforimgdxternal liability calculators and are basedr@nactuarial assumptions.

Assumption* Finlanc
2017

Discount rat? 1.2%%
Salary increas 1.75%
Inflation 1.25%
Mortality New TyEL mortality
Increase in income base amc 1.70%
201¢

Discount rat? 1.56%
Salaryincreas 1.75%
Inflation 1.25%
Mortality New TyEL mortality
Increase in income base amc 1.70%

1 The assumptions disclosed for 2017 had an impact on the liability calculation by year-end 2017, while the assumptions disclosed for 2016 were used for calculating the
pension expense in 2017.

2More information on the discount rate can be found in Note 1, section 14. The sensitivities to changes in discount rate can be found in the table below.

Sensitivities- Impact on Defined Benefit Obligati(DBO) % 2017 201¢€
Discount rate- Increase 50bj -12.4% -12.2%
Discount rate- Decrease 50b 14.6 % 14.3 %
Salary increas- Increase 50bj 5.5 % 5.7%
Salary increas- Decrease 50b -5.3% -5.4%
Inflation - Increase 50bj 13.0% 12.8%
Inflation - Decrease 50b -11.3 Y% -11.2%
Mortality - Increase 1 ye. 3.2% 3.1%
Mortality - Decrease 1 ye -3.2 % -3.1%

The sensitivity analyses are prepared by changiegastuarial assumption while keeping the otharraptions unchanged. This is a
simplified approach since the actuarial assumptisuglly are correlated. However, it enables thdeeto isolate one effect from another.
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Note 17 Retirement benefit obligations, cont.

The method used for calculating the impact on thlegation is the same as when calculating the alibg accounted for in the financial
statements.

Net retirement benefit liabilities/assets

EURM 31 De(2017 31 De(201¢€
Obligation: 0.2 0.2
Plan asse 0.2 0.2
Net liability( -)/asset (+ 0.C 0.C
- of which retirement benefit liabilitit 0.C 0.C

- of which retirement benefit ass - -

Movements in the obligation

EURM 2017 201¢€
Opening balanc 0.2 -
Current service cc 0.C -
Interest expen: 0.C -
Remeasurement from changes in financial assum| 0.C 0.C
Remeasurement from changes experience adjust 0.C

Plan inclusio - .2
Closing balanct 0.2 0.2

The average duration of the obligation is 13 y¢a%3. The duration is based on discounted castsfllve fact that the defined benefit
plans are closed for new entrants leads to a loweation.

Movements in the fair value of plan assets

EURM 2017 201€
Opening balanc 0.2 -
Interest income (calculated using the discounf 0.C -
Remeasurement (actual return less interest inc 0.C 0.C
Plan inclusio - 0.2
Closing balanct 0.2 0.2

Asset composition
The combined return on assets in 2017 was 3%.eAeitld of the year, the equity exposure in pengsiondation represented 29% (27) of
total assets.

Assetcomposition in funded schen 31 Dec2017 31 Dec201€
Bond: 55% 55%
- sovereig| 29% 33%
- covered bonc 5% -
- corporate bonc 21% 22%
- issued by Nordea entiti - -
- with quoted market price in an active ma 55% 55%
Equity 29% 27%
- domesti 7% 7%
- Europea % %
-uUs 8% 7%
- emerging 6% 5%
- Nordea shart 0% 0%
- with quoted market price in an active ma 29% 27%
RealEstat* 14% 14%
- occupied by Norde 4% 4%
Cash and cash equivale 2% 5%

1 The geographical location of the real estate follows the geographical location of the relevant pension plan.

The company is not expected to pay contributioitstdefined benefit plans in 2018.
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Note 17 Retirement benefit obligations, cont.

Defined benefit pension cost
Only a minor pension cost related to defined bémpédins has been recognised in the income statgiaestaff costs) in 2017. Total
pension costs comprise defined benefit pensiors @sstvell as costs related to defined contribytians (see specification in Note 6).

Jan-Dec Oct-Dec
Recognised in other comprehensive income, E 2017 201¢
Remeasurement from changes in financial assum, 0.C 0.C
Remeasurement from experience adjustm 0.C -
Remeasurement of plan assets (actual return lEseshincome 0.C 0.C
Pension cost on defined benefit plans (expense-+¢ame-) 0.C 0.C
Net retirement benefit asset//liabi 2017 201¢€
Opening balanc 0.C -
Pension cost in the income staten 0.C -
Remeasurements in other comprehensive in 0.C 0.C
Plan inclusio - 0.C
Closing balanct 0.C 0.C

Key management personnel
As at 31 December 2017, five members of the BoRirectors of Nordea Mortgage Bank Plc were emptbipy Nordea Bank AB (publ)
and two members were external.

Information on salaries, loans and pension liaeglitegarding the members of the Board and thef Ewiecutive Officer is presented in
Note 6.

Note 18 Subordinated liabilities

EURNM 31 Dec 201 31 Dec 201
Dated subordinated debenture Ic 200.t 200.€
Total 200.t 200.¢

These debenture loans are subordinated to othdities. Dated debenture loans entitle the leriddgrayment before undated subordinated
loans and hybrid capital loans. Within each respecatategory, the loans entitle lenders to equgiesnt rights

Year of issue Nominal value, Carrying amount, Interest rate
Issued b / maturity EURM EURM (coupon
Floating 3-month
EURIBOR
Nordea Bank Al (publ), Finnish Branc* 2016/202 200.( 200.t +1,42%
! Call date 1 October 2021
Note 19 Assets pledged as security for own liabili  ties
EURmM 31 Dec 201 31 Dec 201
Assets pledged for owniabilities
Loans to the publ 20,562.! 21,978.:
Total 20,562.! 21,978.:
The above pledges pertain to the following liabilies
Debt securities in issu 15,469.! 16,299.
Total 15,469.! 16,299.¢

Loans to the public amounting to EUR 20,562.5m Hzaen registered as collateral for issued Finnistered bonds amounting to EUR
15,469.6m. In the event of the company's insolvetiwy holders of these bonds have priority to #eets registered as collateral.
Collaterals are valuated up to the first 70% ofrttegket value of the property.
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Note 20 Commitments

EURNM 31 Dec 201 31 Dec 201
Loan commitmen 209.¢ 5.2
Total 209.¢ 5.2

Note 21 Capital adequacy

Capital adequacy is a measure of the financiahgtheof a bank, usually expressed as a ratio dfaldp assets. There is now a worldwide
capital adequacy standard (Basel 11l) drawn upheyBasel Committee on Banking Supervision. Withm EU, the capital adequacy
requirements are outlined in the Capital RequiramBirective IV (CRD IV) and Capital Requirementsdrlation (CRR).

CRD IV was implemented through national law witaihEU countries during 2014, while the CRR entergd force in all EU countries
the first of January 2014.

The Basel Il framework is built on three Pillars:

. Pillar | — requirements for the calculation of RBEAd capital

. Pillar 1l — rules for the Supervisory Review Prae¢SRP) including the Internal Capital Adequacyesstnent Process (ICAAP)
. Pillar 11l — rules for the disclosure on risk arapétal management, including capital adequacy.

Nordea performs an ICAAP with the purpose to revieegmanagement, mitigation and measurement ofrialatisks within the business
environment in order to assess the adequacy dfatisption and to determine an internal capitalinegnents reflecting the risks of the
institution.

The ICAAP is a continuous process which increasegeness of capital requirements and exposure teriairisks throughout the
organisation, both in the business area and ledgay eimensions. Stress tests are important dsieérisk awareness, looking at capital and
risk from a firm-wide perspective on a regular basid on an ad-hoc basis for specific areas oresagmThe process includes a regular
dialogue with supervisory authorities, rating agdes@nd other external stakeholders with respecapital management, measurement and
mitigation techniques used. NMB’s capital levelstioue to be adequate to support the risks taketh, foom an internal perspective as
well as from the perspective of supervisors. Heghito 2018, Nordea will continue to closely folldle development of the new capital
requirement regime as well as maintain its opelogige with the supervisory authorities.

Common Equity Tier 1 capital and Tier 1 capital
The capital recognised as Common Equity Tier 1 (DERpital holds the ultimate characteristics fmslabsorbance defined from a going
concern perspective and represents the most saltediclaim in the event of liquidation.

The Tier 1 capital is defined as the sum of CETditahand Additional Tier 1 (AT1) capital where ATapital is the total of instruments
(hybrids) issued by the bank which are fully coraptiwith CRD IV and those that meet the transitioegulatory criteria and not included
in the CET1 net after AT1 deductions.

Additional Tier 1 instruments

The inclusion of undated subordinated loans in A&fital is restricted and repurchase can normalyake place until five years after
original issuance of the instrument. AT1 instrunsemfay be repaid only upon decision by the Boati#ctors in NMB and with the
permission of the Supervisory Authority. Furthéere are restrictions related to step-up conditiorder of priority, and interest payments
under constraint conditions. AT1 instruments isstihed fulfil the CRD IV requirements are fully inled whereas remaining instruments
are phased out according to transitional rules.

For the AT1 instruments, conditions specify appiatn in order to avoid being obliged to entepiliuidation. To the extent that may be
required to avoid liquidation, the principal amaiof AT1 instruments (together with accrued int§resuld be written down and
converting such amount into a conditional capitaitdbution.

Tier 2 capital

Tier 2 capital must be subordinated to depositotsgeneral creditors of the bank. It cannot bergetar covered by a guarantee of the
issuer or related entity or include any other ageament that legally or economically enhances theoséy of the claim vis-a-vis depositors
and other bank creditors.

Tier 2 instruments

Tier 2 instruments are subordinated instruments. 3dsic principle for subordinated instrumentsvim dunds is the order of priority in
case of a default or bankruptcy situation. Undehstonditions, the holder of the subordinated umsent would be repaid after other
creditors, but before shareholders. Tier 2 instmshbave an original maturity of at least five weakccording to the regulation, Tier 2
instruments that fulfil the CRD IV requirements &ty included whereas remaining instruments draged out according to transitional
rules.

The inclusion of outstanding Tier 2 instrumentshie Tier 2 capital is reduced if the remaining miatus less than five years.

The table on the next page shows the main featdireststanding Common Equity Tier 1, Additional Mieand Tier 2 instruments.
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Note 21 Capital adequacy, cont.

Common Equity Tier 1 capital: instruments and reseres

(C) amounts subject

to pre-regulation

(EV) no 575/2013

treatment or

prescribed residual

(A) amount at amount of regulation

EURM disclosure da (EU) no 575/201:
1 Capital instruments and the related share premaoumnt: 250.(
of which: Share capit: 250.(
Retained earninc 828.:
3 Accumulated other comprehensive income (and otfgarves, to include unrealised
gains and losses under the applicable accountamgiatds -3.1
5 Minority Interests (amount allowed in consolida@T1 - -
5e Independently reviewed interim profits net of anyekeeable charge or divide -
6 Common Equity Tier 1 (CET1) capital before regulataoy adjustments 1,075.:
Common Equity Tier 1 (CET1) capital: regulatory adjustments
7 Additional value adjustments (negative amol -0.2
8 Intangible assets (net of related tax liabilityg@gative amount -
Deferred tax assets that rely on future profitgpaixcluding those arising from
10 temporary differences (net of related tax liabilitiere the conditions in Article 38
(3) are met) (negative amoul -
11 Fair value reserves related to gains or lossessh flow hedge 3.1
12 Negative amounts resulting from the calculatioexgected loss amour -33.8
14 Gains or losses on liabilities valued at fair valesulting from changes in own
credit standing -2.C
1E Definec-benefit pension fund assets (negative amc -
25k Foreseeable tax charges relating to CET1 itemsafivegamount -
26a Regulatory adjustments relating to unrealised gantslosses pursuant to Articles
467 and 46! -
Of which: .. filter for unrealised loss on AFS debstrument -
Of which: .. filter for unrealised gain on AFS debsirument -
28 Total regulatory adjustments to Common Equity Tier1l (CET1) -32.4
2¢ Common Equity Tier 1 (CET1) capital 1,042.¢
Additional Tier 1 (AT1) capital: instruments
3C Capital instruments and the related share premugoumts -
3€ Additional Tier 1 (AT1) capital before regulatory adjustments -
Additional Tier 1 (AT1) capital: regulatory adjustm ents
43 Total regulatory adjustments to Additional Tier 1 (AT1) capital -
44 Additional Tier 1 (AT1) capital -
4E Tier 1 capital (T1 = CET1 + AT1) 1,042.¢
Tier 2 (T2) capital: instruments and provisions
4€ Capital instruments and the related share premugaounts 200.(
47 AmOL_mt of qualifying itgms referred to in Articl84 (5) and the related share
premium accounts subject to phase out fron -
5C Credit risk adjustmen 47
51 Tier 2 (T2) capital before regulatory adjustments 2047
Tier 2 (T2) capital: regulatory adjustments
57 Total regulatory adjustments to Tier 2 (T2) capital -
58 Tier 2 (T2) capital 2047
5¢ Total capital (TC=T1 + T2) 1,247t
6C Total risk weighted asset: 3,184.
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Note 21 Capital adequacy, cont.

Capital ratios and buffers

61 Common Equity Tier 1 (as a percentage of risk exppamount 32.7%
62 Tier 1 (as a percentage of risk exposure amc 32.7%
63 Total capital (as a percentage of risk exposureuzit) 39.2%

Institution specific buffer requirement (CET1 regument in accordance with
64 article 92 (1) (a) plus capital conservation andntercyclical buffer requirements,

plus systemic risk buffer, plus the systemicallypartant institution buffer (G-SllI or

O-SllI buffer), expressed as a percentage of risk exp@snoeint) 2.5%
6E of which: capital conservation buffer requirem 2.5%
6€ of which: countercyclical buffer requireme 0.0%
67 of which: systemic risk buffer requireme -

of which: Global Systemically Important Instituti¢8-Sll) or Other Systemically
67a

Important Institution (¢-Sll) buffer -
68 Common Equity Tier 1 available to meet buffersggsercentage of risk exposure

amount) 26.7%
Amounts below the thresholds for deduction (beforeisk weighting)

Direct and indirect holdings of the capital of firtéal sector entities where the
72 institution does not have a significant investrmarthose entities (amount below

10% threshold and net of eligible short positic -

Direct and indirect holdings by the institutiontbé CET 1 instruments of financial
73 sector entities where the institution has a sigaift investment in those entities

(amount below 10% threshold and net of eligiblerspositions) -
75 Deferred tax assets arising from temporary diffeesnamount below 10%

threshold, net of related tax liability where tlanditions in Article 38 (3) are me 0.C
Applicable caps on the inclusion of provisions in ier 2
78 Credit risk adjustments included in T2 in respda@osures subject to internal

ratings-based approach (prior to the application of the 4.7
79 Cap for inclusion of credit risk adjustments in dier internal ratings-based

approact 15.¢

Capital instruments subject to phase-out arrangemets
(only applicable between 1 Jan 2013 and 1 Jan 2022)

84
85

Current cap on T2 instruments subject to phasemahgement

Amount excluded from T2 due to cap (excess overategp redemptions and
maturities)
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Note 21 Capital adequacy, cont.

Minimum capital requirement and REA

31 Dec 201 31 Dec 201
Minimum Minimum
capital capital
EURNM requiremer REA requiremer REA
Credit risk 230.¢ 2,886.: 196.¢ 2,459..
- of which counterparty credit ri 9.4 117.( 14.: 180.t
IRB 210.] 2,625.¢ 173 2,168.(
- sovereigl 0.2 2.2 - -
- corporat: 17.% 221.t 14.C 174.€
- advance 17.7 221.t 14.C 174.€
- retail 192.( 2,399.° 159.f 1,993.:
- secured by immovable property collat 146. 1,829.¢ 120.t 1,506.¢
- other retail 45.¢ 570.( 38.¢ 486.:
- othe! 0.z 2.2 - -
Standardise 20.¢ 260.t 23.5 291.:
- central governments or central ba 1.1 14.1 1.1 13.¢
- institutions 19.7 246. 22.2 277t
Operational risk 23.¢ 298.1 23.¢ 298.1
Standardise 23.¢ 298.1 23.¢ 298.1
Additional risk exposure amount, Article 3 CRR - - 1.C 12.¢
Sub total 254.¢ 3,184. 221.¢ 2,770.
Adjustment for Basel | floor
Additional capital requirement according to Basibor 603.( 7,537.! 652.5 8,158.!
Total 857.¢ 10,721.! 874.1 10,928.!
Leverage ratio
31 Dec 201 31 Dec 201!
Tier 1 capital, transitional definition, EUF 1,042.¢ 1,049.(
Leverage ratiexposure, EUR| 25,143. 25,673.¢
Leverage ratio, percente 4.1 4.1
1 Including profit of the period
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Note 22 Classification of financial instruments

Financial
assets at fair
value through

profit or los:
Derivatives
Loans and Held for used for  Non-financial
31 Dec 2017, EUR receivable trading hedging asset: Total
Asset:
Cash and balances with central ba 198.2 - - - 198.2
Loans to credit institutiot 647.¢ - - - 647.¢
Loans to the publ 23,530.: - - - 23,530.:
Derivative: - 13.¢ 521.€ - 535.¢
Fair value changes of the hedged items in
portfolio hedge of interest rate r 82.5 - - - 82.5
Deferred tax asse - - - 14.1 14.1
Current tax asse - - - 0.€ 0.€
Prepaid expenses and accrued inc 16.¢ - - - 16.¢
Total 24,475.. 13.¢ 521.€ 14.7 25,025..
Financial
liabilities at
fair value
through profit
or los
Derivatives
Held for used for Other financial Non-financial
31 Dec 2017, EUR trading hedging liabilities liabilities Total
Liabilities
Deposits by credit institutio - - 7,557.¢ - 7,557.¢
Debt securities in isst - - 15,4609.( - 15,469.(
Derivative: 15.2 145.( - - 160.2
Fair value changes of the hedged items in
portfolio hedge of interest rate r - - 326.] - 326.]
Otherliabilities - - 0 70.C 70.C
Accrued expenses and prepaid inc - - 50.¢ 9.6 60.7
Retirement benefit liabilitie - - - 0.C 0.C
Subordinated liabilitie - - 200.k - 200.k
Total 15.2 145.( 23,604, 79.¢ 23,844,
Financial
assets at fair
value through
profit or los:
Derivatives
Loans and Held for used for  Non-financial
31 Dec 2016, EUR receivable trading hedging asset: Total
Asset:
Cash and balances with central ba 200.( - - - 200.(
Loans to credit institutiot 4942 - - - 4942
Loans to the publ 23,912. - - - 23,912.
Derivative: - 2.7 787.1 - 789.¢
Fair value changes of the hedged items in
portfolio hedge of interest rate r 99.1 - - - 99.1
Deferred tax asse - - - 13.¢ 13.¢
Prepaid expenses and accrued inc 16.5 - - 60.2 76.¢
Total 24,722.. 2.7 787.1 74.2 25,586..
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Note 22 Classification of financial instruments, ¢ ont.
Financial
liabilities at
fair value
through profit
or los:
Derivatives
Held for used for Other financial Non-financial
31 Dec 2016, EUR trading hedging liabilities liabilities Total
Liabilities
Deposits by credit institutio - - 7,200.( - 7,200.(
Debt securities in isst - - 16,299.¢ - 16,299.¢
Derivative: 1. 125t - - 127.¢
Fair value changes of the hedged items in
portfolio hedge of interest rate r - - 583.¢ 583.¢
Current tax liabilitie - - - 6.€ 6.€
Other liabilities - - - 0.2 0.2
Accrued expenses and prepaid inc - - 59.C 30.2 89.2
Retirement benefit liabilitie - - - 0.C 0.C
Subordinated liabilitie - - 200.€ - 200.€
Total 1.€ 125.% 24,343.. 37.C 24,507.
Note 23 Assets and liabilities at fair value
Fair value of financial assets and liabilities
31 Dec 201 31 Dec 201
EURNM Carrying amour Fair valu¢ _ Carrying amour Fair value
Financial asset
Cash and balances with central bt 198.2 198.2 200.( 200.(
Loans 24,260.( 24,750.: 24,505, 24,608..
Derivative: 535.¢ 535.¢ 789.¢ 789.¢
Prepaid expenses and accrued inc 17.C 17.C 16.5 16.5
Total financial asset: 25,010.! 25,500. 25,512.( 25,614.!
Financial liabilities
Deposits and debt instrume 23,553.! 23,796.( 24,284.. 24,385.(
Derivative: 160.2 160.2 127.¢ 127.¢
Other liabilities 0.C 0.C - -
Accrued expenses and prepaid inc 50.¢ 50.¢ 59.( 59.C
Total financial liabilities 23,765. 24,007 24,470. 24,572.(

For information about valuation of items measurefdia value on the balance sheet, see Note 1landdction "Determination of fair

values for items measured at fair value on therlzalaheet” in this note. For information about &in of items not measured at fair value
on the balance sheet, see the section "Financetsaand liabilities not held at fair value on liadance sheet" in this note.
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Note 23 Assets and liabilities at fair value, cont

Assets and liabilities held at fair value on the bHance sheet

Categorisation into the fair value hierarchy

Quoted prices in

active markets for

Valuation
technique using

Valuation
technique using
non-observable

same instrume observable date data
31 Dec 2017, EUR (Level 1 (Level 2 (Level 3 Total
Assets at fair value on the balance she
Derivative: - 535.¢ - 535.¢
Total - 535.¢ - 535.¢
Liabilities at fair value on the balance shet
Derivative: - 160.2 - 160.2
Total - 160.. - 160.2

1 All items are measured at fair value on a recurring basis at the end of each reporting period.
Quoted prices in Valuation
active markets Valuation technique using
for same technigue using non-observable
instrumen observable da date

31 Dec 2016, EUR (Level 1 (Level 2 (Level 3 Total
Assets at fair value on the balance she'
Derivative: - 789.¢ - 789.¢
Total - 789.¢ - 789.¢
Liabilities at fair value on the balance she¢
Derivative: - 127.¢ - 127.¢
Total - 127.¢ - 127.¢

1 All items are measured at fair value on a recurring basis at the end of each reporting period.

Determination of fair values for items measured afair value on the balance sheet
Fair value measurements of assets and liabilidesezl at fair value have been categorised undethitee levels of the IFRS fair value

hierarchy. The fair value hierarchy gives the h&hiority to quoted prices (unadjusted) in activarkets for identical assets or liabilities
(Level 1) and the lowest priority to unobservalolplits (Level 3). The categorisation of these imstemts is based on the lowest level input

that is significant to the fair value measuremearits entirety.

Level 1 in the fair value hierarchy consists ofetssnd liabilities valued using unadjusted qugtgecks in active markets for identical

assets or liabilities. An active market for theeass liability is a market in which transactiors the asset or liability occur with sufficient

frequency and volume to provide pricing informat@man on-going basis. NMB does not have any Léwestruments.
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Note 23 Assets and liabilities at fair value, cont

Level 2 in the fair value hierarchy consists ofeissnd liabilities that do not have directly quotearket prices available from active
markets. The fair values are based on quoted piacessmilar assets or liabilities in active masketr quoted prices for identical or similar
assets or liabilities in markets that are not @&ctAdternatively, the fair values are estimatedgsialuation techniques or valuation models
based on market prices or rates prevailing at ét@nice sheet date and where any unobservable ingutshad an insignificant impact on
the fair values. This is the case for the majasftilordea’s OTC derivatives and other instrumertiene active markets supply the input to
the valuation technigues or models.

Level 3 in the fair value hierarchy consists ofsldypes of assets and liabilities for which falues cannot be obtained directly from
quoted market prices or indirectly using valuatiechniques or models supported by observable mpricgts or rates. NMB does not have
any Level 3 instruments.

All valuation models, both complex and simple msgetake use of market parameters. These parametaggise interest rates,
volatilities, correlations etc. Some of these paetars are observable while others are not. For masexotic currencies the interest rates
are all observable, and the volatilities and theetations of the interest rates and FX rates beeable up to a certain maturity.
Volatilities and correlations are also observabletfie most liquid equity instruments in the sheartl. For less liquid equity instruments the
option market is fairly illiquid, and hence the atilities and correlations are unobservable. Fohéastrument the sensitivity towards
unobservable parameters is measured. If the inffgamtunobservable parameters on the valuatiorgigfsant the instrument is
categorised as Level 3 in the fair value hierarchy.

For OTC derivatives valuation models are used $taitdishing fair value. For vanilla derivativesrstard models such as Black-Scholes are
used for valuation. For more exotic OTC derivatjvesre complex valuation models are used. The rsatel usually in-house developed,
and based on assumptions about the behaviour oftierlying asset and statistical scenario analysist OTC derivatives are

categorised as Level 2 in the fair value hieraiieiplying that all significant model parameters abservable in active markets.

Fair value of financial assets and liabilities gemerally calculated as the theoretical net presdoe of the individual instruments, based
on independently sourced market parameters asilded@bove, and assuming no risks and uncertaifffgs calculation is supplemented
by a portfolio adjustment.

Nordea incorporates credit valuation adjustmentsX)Cand debit valuation adjustments (DVA) into detive valuations. CVA and DVA
reflect the impact on fair value of the counterpartredit risk and Nordea’'s own credit qualityspectively. Calculations are based on
estimates of exposure at default, probability dadi and recovery rates, on a counterparty basis.

Generally, exposure at default for CVA and DVA &sbd on expected exposure and estimated througimtbiéation of underlying risk
factors. Where possible, probabilities of defa(it®s) and recovery rates are sourced from the CB®ets. For counterparties where this
information is not directly available, PDs and neexy rates are estimated using a cross sectiopabaph where the illiquid counterparties
are mapped to comparable liquid CDS names.

Another important part of the portfolio adjustmestves to adjust the net open market risk expostmesmid-prices to ask or bid prices

(depending on the net position). For different iskegories, exposures are aggregated and netiedizng to internal guidelines and
aggregated market price information on bid-askamsere applied in the calculation. Spreads aratafddn a regular basis.

Financial assets and liabilities not held at fair alue on the balance sheet

Level in fair
31 Dec 2017, EUR Carrying amour Fair value value hierarch
Assets not held at fair value on the balance she
Cash and balances with central bt 198.2 198.2
Loan: 24,260.( 24,750.:
Prepaid expenses and accrincome 17.C 17.C
Total 24,475.. 24,965..

Liabilities not held at fair value on the balance kee!

Deposits and debt instrume 23,553.¢ 23,796.
Other liabilities 0.C 0.C
Accrued expenses and prepaid inc 50.€ 50.€
Total 23,604. 23,847.!
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Note 23 Assets and liabilities at fair value, cont

Level in fair
31 Dec 2016, EUR Carrying amour Fair value value hierarch
Assets not held at fair value on the balance sh¢
Cash and balances with central bt 200.( 200.(
Loan: 24,505. 24,608..
Prepaid expenses and accrued inc 16.5 16.5
Total 24,722.. 24,824,

Liabilities not held at fair value on the balance bee!

Deposits and debt instrume 24,284.. 24,385.1
Accrued expenses aiprepaid incom 59.C 59.C
Total 24,343.: 24,444.

Cash and balances with central banks
The fair value of" Cash and balances with centaakis”, is due to its short-term nature, assumedjtal the carrying amount and is thus is
categorised into Level 3 in the fair value hiergrch

Loans

The fair value of "Loans to central banks", "Loan€redit institutions" and "Loans to the publi@ve been estimated by discounting the
expected future cash flows with an assumed custortezest rate that would have been used on thkandithe loans had been issued at
the time of the measurement. The assumed custoteeest rate is calculated as the benchmark intexesplus the average margin on new
lending.

The fair value measurement is categorised into IL&we the fair value hierarchy.

Prepaid expenses and accrued income
The balance sheet items "Prepaid expenses anceddoaome" consist of short receivables, mainly@ed interest receivables. The fair
value is therefore considered to equal the carrgmgunt and is categorised into Level 3 in thealue hierarchy.

Deposits and debt instruments

"The fair value of "Deposits by credit institutidns‘Debt securities in issue” and “Subordinateabiiities” has been calculated as the
carrying amount adjusted for fair value changesterest rate risk and in own credit risk. The faitue is categorised into Level 3 in the
fair value hierarchy. The fair value changes reldteinterest rate risk is based on changes inaatenterest rates compared with
corresponding nominal interest rate in the porfliThe fair value changes in the credit risk Isudated as a difference between the credit
spread in the nominal interest rate compared \Wighctrrent spread that is observed in the markés. Galculation is performed on an
aggregated level for all long-term issuances reisgghin the balance sheet items “Debt securitiéssine” and “Subordinated liabilities”.

As the contractual maturity is short for “Depoditscredit institutions” and “Deposits and borrowiingm the public” the changes in
Nordea’s own credit risk related to these itenas@imed not to be significant. This is also the éasshort term issuances recognised in
the balance sheet items “Debt securities in isanel’Subordinated liabilities”.

Accrued expenses and prepaid income

The balance sheet items "Accrued expenses andigiiepame” consist of short-term liabilities, majriabilities on securities settlement.
The fair value is therefore considered to be etputiie carrying amount and is categorised intol 18va the fair value hierarchy.
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Note 24 Financial instruments set off on balance or subject to netting agreements

Amounts not set off but subject to master
netting agreemets and similar agreeme

Gross
recognised
financial Net
Gross liabilities carrying
recognised set off on amount on Financial Cash
financial the balance the balance Financial collateral collateral
31 Dec 2017, EUR asset* shee shee instrument receivec receivec  Net amour
Assett
Derivative: 535. - 535. -48.C - - 487 .4
Total 535.¢ - 535. -48.C - - 487.¢
Amounts not set off but subject to master
netting agreements and similar agreen
Gross
recognised
financial Net
Gross assets set carrying
recognised off on the amount on Financial Cash
financial balance the balance Financial collateral collateral
31 Dec 2017, EUR liabilities* shee shee instrument pledget pledget Net amour
Liabilities
Derivative: 160.2 - 160.2 -48.C - - 112.2
Total 160.2 - 160.2 -48.C - - 112.2
 All amounts are measured at fair value.
Amounts not set off but subject to master
netting agreements and similar agreern
Gross
recognised
financial
Gross liabilities set  Net carrying
recognised off on the amount on Financial Cash
31 Dec 2016, financial balance the balance Financial collateral collateral
EURM asset* shee shee instrument receivel receivec  Net amour
Assett
Derivative: 789.¢ - 789.¢ -30.4 - - 759.2
Total 789.¢ - 789.¢ -30.4 - - 759.2
Amounts not set off but subject to master
netting agreements and similar agreen
Gross
recognised
financial Net
Gross assets set carrying
recognised off on the amount on Financial Cash
31 Dec 2016, financial balance the balance Financial collateral collateral
EURNM liabilities* shee shee instrument pledget pledget  Net amour
Liabilities
Derivative: 127.¢ - 127.¢ -30.4 - - 97.C
Total 127.¢ - 127.¢ -30.4 - - 97.C

 All amounts are measured at fair value.

Enforceable master netting arrangements and similangreements

The fact that financial instruments are being anted for on a gross basis on the balance sheetdwotiimply that the financial
instruments are not subject to master netting ageeés or similar arrangements. Generally finarinsttuments (derivatives, repos and
securities lending transactions), would be sulifpataster netting agreements, and as a consegiendea would be allowed to benefit
from netting both in the ordinary course of businasd in the case of default towards its countetigsain any calculations involving
counterparty credit risk. The reason why the nettqbsures are not reflected under assets antitiezbon the balance sheet, would in
most instances depend on the limited applicatiamep&ettlement of financial transactions.

For a description of counterparty risk see sed®@k, Liquidity and Capital management, counterparédit risk, in the Board of
Directors' report.
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Note 25 Maturity analysis for assets and liabiliti  es
Expected maturity

31 Dec 201 31 Dec 201
Expected to be recoverec Expected to be recoverec
or settled or settlec
Within 12 After 12 Within 12 After 12
EURM Note month: month: Total month: month Total
Cash and balances with central ba 198.2 - 198.2 200.( - 200.(
Loans to credit institutiot 1C 87.¢ 560.( 647.€ 494.; - 4942
Loans to the publ 1C 230.¢ 23,299.: 23,530.: 212.¢ 23,699. 23,912.
Derivatives 11 23.2 512.2 535. 49.¢ 740.¢ 789.¢
Fair value changes of the hedged iter
in portfolio hedge of interest rate r 2.7 79.€ 82.2 6.2 92.¢ 99.1
Deferred tax asse 9 14.1 - 14.1 13.¢ - 13.¢
Current tax asse 9 0.€ - 0.€ - - -
Prepaid expenses and accrued inc 12 16.¢ - 16.¢ 76.¢ - 76.€
Total asset 574.1 24,451. 25,025.. 1,053. 24,532.¢ 25,586..
Deposits by credit institutio 13 - 7,557.¢ 7,557.¢ - 7,200.( 7,200.(
Debt securities in isst 14 1,722.. 13,747 . 15,469.( 2,289. 14,010.( 16,299.¢
Derivatives 11 15.¢ 144.¢ 160.2 1.€ 125.¢ 127.¢
Fair value changes of the hedged iter
in portfolio hedge of interest rate r 26.¢ 299.: 326.1 8.1 575.7 583.¢
Current tax liabilitie 9 - - - 6.€ - 6.€
Other liabilities 15 70.C - 70.C 0.z - 0.2
Accrued expenses and prepaid inc 16 60.7 - 60.7 88.¢ 0.2 89.2
Retirement benefit liabilitie 17 - 0.C 0.C - 0.C 0.C
Subordinated liabilitie 18 - 200.t 200.t - 200.€ 200.€
Total liabilities 1,895.: 21,949.1 23,844. 2,394, 22,113.( 24,507
Contractual undiscounted cash flows
Oon 0-3 312 1-5 >5
31 Dec 2017, EURr deman month: month: years Year: Total
Interest bearing financial ass 285.¢ 529.% 1,663.¢ 8,364.¢ 17,802.( 28,645.¢
Non-interes bearing asse 99.2 99.2
Non-financial asse 14.€ 14.€
Total assets 285.¢ 529.1 1,663.¢ 8,364.¢ 17,915.! 28,759.
Interes bearing financial liabilitie: 127.2 1,786.¢ 17,337. 4,850.: 24,102.1
Non-interest bearing liabilitie 377.1 377.1
Non-financial liabilities and equi 1,260.: 1,260.1
Total liabilities and equity - 127.2 1,786.9 17,337.7 6,487.5 25,739.2
Derivatives, cash inflo 84.¢ 74.4 587.t 152.% 898.8
Derivatives, cash outflo -1.2 14 356.2 172.( 528.3
Net exposure - 85.9 73.0 231.3 -19.7 370.5
Exposure 285.8 488.0 -50.0 -8,741.6 11,408.7 3,390.9
Cumulative exposure 285.8 773.8 723.8 -8,017.8 3,390.9

Nordea Mortgage Bank Plc - Annual Report 2017 59



Note 25 Maturity analysis for assets and liabiliti  es, cont.

Contractual undiscounted cash flows

On 0-3 3-12 1-5 >5
31 Dec 2016, EURr deman month: month: years Year: Total
Interest bearing financial ass 694.2 525.¢ 1,680.: 7,784.( 18,116.( 28,800.:
Nor+interest bearing ass 22.7 92.¢ 115.¢
Non-financial asse 74.C 74.C
Total assets 694.2 548.t 1,680.: 7,784.( 18,282.! 28,989.
Interest bearing financial liabilitie 96.€ 2,465." 16,647.( 5,445.( 24,654.¢
Nor+interest bearing liabilitie 67.1 575.% 642.¢
Non-financial liabilities and equi 37.C 1,078.! 1,115
Total liabilities and equity 200,7 2,465.7 16,647.€ 7,099.2 26,413.2
Derivatives, cash inflo 3.C 18.t 39.4 24.¢ 85.7
Derivatives, cash outflo 7.t 23.¢ 150.( 7.1 188.t
Net exposure -4.5 -5.4 -110.¢ 175 -102.¢
Exposure 694.2 343,3 -790,9 -8,974,2 11,2014 2,473,8
Cumulative exposure 694.2 1,037,5 246,6 -8,727,6 2,473,8

The table is based on contractual maturities ferihlance sheet items. For derivatives, the expeetsh inflows and outflows are
disclosed for both derivative assets and derivdta®lities, as derivatives are managed on a asish In addition to the instruments on the
balance sheet items, NMB has credit commitmentsuatirgy to EUR 209.6m (5.2), which could be drawrabany time.
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Note 26 Related-party transactions

Group undertaking

Group undertaking

EURM 31 Dec 201 31Dec 201!
Assett
Loans 647.¢ 494 %
Derivatives 535.( 791.¢
Prepaid expenses and accrued inc 0.1 60.4
Total asset 1182.5 1,346.
Liabilities
Deposit: 7,557.¢ 7,200.(
Debt securities in isst 11.€ 14
Derivatives 148.¢ 118.¢
Subordinated liabilitie 200.t 200.¢
Other liabilities 69.€ 0.z
Accrued expenses and deferred inc 55.2 64.¢
Total liabilities 8,043.t 7,585.¢
Off balance! 40,512.. 32,398

% Including nominal values on derivatives.

Income statement

Jan-Dec Oct-Dec

EURM 2017 201¢
Net interest incon 183.( 479
Net fee and commission inco -15.7 -4.0
Net result from items at fair val -247 ¢ -2729
Other operating incon - 0.0
Total operating expens -44.% -114
Profit before loan losse -124.t -241.4

Compensations and loans to Key management persarmspecified in Note 6.
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Note 27 Credit risk disclosures

Past due loans, excl. impaired loans

The table below shows loans past due 6 days or that@re not considered impaired, split by corfgoeand household customers. Past due
loans to corporate customers, not considered imgpawere at end of 2017 EUR 14.8m (15.8). Pastahares for household increased to
EUR 153.2m (149.4) at the end of 2017.

31 Dec 201 31 Dec 201

Corporate Household Corporate Household
EURM customer customer customer customer
6-30 day: 5.1 93.2 6.5 96.4
31-60 day 6.C 38.: 7.2 33.4
61-90 day 1.7 10.C 1.4 12.¢
>90 day 2.C 11.% 0.7 6.€
Total 14.¢ 153.2 15.¢ 149.¢
Past due not impaired loans divided by loans tgtiigic after
allowances, ¢ 0.€ 0.7 0.€ 0.7

Rating and risk grade distribution

IRB Corporate IRB Retail
portfolio EAD amount, EURT portfolio EAD amount, EURt
Rating grad 31 Dec 201} 31 Dec 201 Risk grad 31 Dec 201 31 Dec 201
6+ 947.i 903.: A+ 3,931.¢ 2,630.
6 55.€ 76.2 A 4,036.: 3,948.:
6- 19.€ 221 A- 3,067.¢ 3,033.°
5+ 22.5 23.¢ B+ 3,013.: 3,124.;
5 15.¢ 17.t B 1,960.¢ 2,390.¢
5- 37.2 27.€ B- 1,542.. 1,654."
4+ 171.¢ 235.¢ C+ 1,091. 1,388.0
4 46.% 46.2 C 758.% 831.t
4- 50.5 34.¢ C- 484.% 658.¢
3+ 75.€ 26.¢ D+ 406.¢ 488.¢
3 26.¢ 23.C D 332.1 445.%
3- 38.C 20.€ D- 400.¢ 343.(
2+ 3.C 8.t E+ 193.¢ 290.¢
2 3.2 34 E 141.¢ 189.¢
2- 3.2 1.C E- 89.1 129.2
1+ 2.¢ 4.t F+ 64.¢ 101.¢
1 0.8 2.3 F 109.¢ 140.:
1- 0.2 1.7 F- 249.; 317.%
Unratec 61.€ 62.5 Unrate( 6.1 -
Total 1,582. 1,541.. Total 21,879. 22,106.:

Collateral distribution

The table below presents the distribution of celialtused in the capital adequacy calculation m®cEhe table shows residential real
estate to constitute a major share of eligibleatethl items.

31 Dec 201 31 Dec 201
Financial Collater: 0.7% 0.4%
Residential Real Este 98.3% 99.3%
Commercial Real Este 0.7% 0.2%
Other Physical Collater 0.3% 0.1%
Total 100.0% 100.0%

Forborne loans
At the end of 2017 forborne loans amounted to EB&8m (114.1) of which EUR 128.4m (107.9) relatetiouseholds.
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Note 28 IFRS 9

Classification of assets and liabilities under IFRQ

Assets Fair value through profit
or loss (FVPL)
Derivatives Non-
Amortised used for financial
1 Jan 2018, EUR cos (AC)  Mandatorily hedging asset Total
Cash and balances with central bt 198.2 198.2
Loans to credit institutiot 647.¢ 647.¢
Loans to the publ 23504.% 23,504.7
Derivative: 13.¢ 521.¢ 535.¢
FV change of the hedged item in portfolio hedge of
interest rate ris 82.2 82.2
Deferred tax asse 19.2 19.2
Current tax asse 0.€ 0.€
Prepaid expenstand accrued incor 16.¢ 16.€
Total asset 24,249.7 13.€ 521.¢ 19.¢ 25,004.¢
Liabilities Fair value through profit
or los¢ (FVPL)
Derivatives Non-
Amortised used for financial
1 Jan 2018, EUR cos (AC)  Mandatorily hedging liabilities Total
Deposit by credit institutiol 7,557.¢ 7,557.¢
Deposits and borrowings from the pu 15,4609.( 15,469.(
Derivative: 15.2 145.( 160.2
Fair value changes of the hedged items in portfolio
hedge of interest rate ri 326.1 326.1
Other liabilities 70.C 70.C
Accrued expenses and prepaid inc 50.¢ 9.6 60.7
Provision: 0.1 0.1
Retirement benefit liabilitie 0.C 0.C
Subordinated liabilitie 200.t 200.t
Total liabilities 23,278. 15.2 145.( 406.( 23,844.
Reclassification of assets and liabilities at traritson
Fair value through profit
or loss (FVPL)
Derivatives Non-
Amortised used for financial
Asset, EURn cos (AC)  Mandatorily hedging asset Total
Balance a 31 Dec 2017 under IAS & 24,475.. 13.€ 521.¢ 14.7 25,025.:
Remeasurement under IFR -25.2 - - 5.1 -20.2
Balance a 1 Jan 2018 under IFRS 24449.% 13.€ 521.¢ 1¢.8 25,004.¢
Fair value through profit
or los¢ (FVPL)
Derivatives Non-
Amortised used for financial
Liabilities, EURm cos (AC)  Mandatorily hedging liabilities Total
Balance at 31 Dec 2017 under IAS & 23,278.1 15.2 145.( 405.¢ 23,844,
Remeasurement under IFR - - - 0.1 0.1
Balance a 1 Jan 2018 under IFRS 23,278.1 15.2 145.( 4C6.C 23,844.
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Note 28 IFRS 9, cont.

Impact on equity
The total impact on equity from IFRS 9 at transitamounts to EUR -20.4m.

Reclassification of provisions at transition

Loans & Amortised
EURM receivable cos (AC) Off balanci Total
Balance at 31 Dec 017under IAS 3¢ 11.1 - - 11.1
Reclassification to A -11.1 11.1 - 0.C
Reneasurement under IFRS collective provision: - 25.2 0.1 25.5
Balanceat 1 Jan 2018 under IFRS - 36.5 0.1 36.€
Exposures measured at amortised cost, before allowees
%
Stage 92.2
Stage 7.2
Stage 0.€
Total 100.(
Allowances for credit losses
EURNM Stage Stage . Stage : Total
Loans to the publ 5.& 20.7 10.C 36.5
Off balanct 0.1 0.C - 0.1
Total 5.€ 20.7 10.C 36.€

Accounting principles under IFRS 9

Classification of financial instruments under IFRS9
Each financial instrument has been classified am® of the following categories:

Financial assets:
. Amortised cost
. Financial assets at fair value through profit @sto
— Mandatorily measured at fair value through prafitl loss
— Designated at fair value through profit or lofssr(value option)
. Financial assets at fair value through other cotmarsive income

Financial liabilities:
. Amortised cost
. Financial liabilities at fair value through profdit loss:
— Mandatorily measured at fair value through prafitl loss
— Designated at fair value through profit or ldssr(value option)

The classification of a financial asset is depethderthe business model for the portfolio whereitis¢rument is included and on whether
the cash flows are solely payments of principal iatetest (SPPI).

Financial assets with cash flows that are not g@ayments of principle and interest (SPPI) aresuesal at fair value through profit and
loss. All other assets are classified based obdlsgess model. Instruments included in a portfeith a business model where the
intention is to keep the instruments and collecttiaxtual cash flows are measured at amortised losstuments included in a business
model where the intention is to both keep the imsénts to collect the contractual cash flows afidtseinstruments are measured at fair
value through other comprehensive income. Finamaaisgts included in any other business model aasuned at fair value through profit
and loss.

In order to assess the business model, NordeaiVidedlits financial assets into portfolios andéab-portfolios based on how groups of
financial assets are managed together to achipaetiaular business objective. To derive the rigliel on which portfolios are determined,
Nordea has taken the current business area stuntaraccount. When determining the business nfodelach portfolio, Nordea has
analysed the objective with the financial assetsyell as, for instance past sales behaviour anthgeanent compensation.
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Note 28 IFRS 9, cont.

All financial assets and liabilities are initialtyeasured at fair value. The classification of feiahinstruments into different categories
forms the basis for how each instrument is subsatyumeasured on the balance sheet and how cham@es/alue are recognised. The
table “Classification of assets and liabilities antFRS 9” above presents the classification offitrencial instruments on NMB's balance
sheet into the different categories under IFRS 9.

Amortised cost

Financial assets and liabilities measured at aseattcost are initially recognised on the balaneetséat fair value, including transaction
costs. Subsequent to initial recognition, the insients within this category are measured at aneoriest. In an amortised cost
measurement, the difference between acquisitionazwbredemption value is amortised in the incotatement over the remaining term
using the effective interest rate method. Amortisest is defined as the amount at which the firsrasset or financial liability is measured
at initial recognition minus the principal repayrteeplus or minus the cumulative amortisation usiregeffective interest method of any
difference between that initial amount and the migtamount and, for financial assets, adjustedafoy loss allowance. For more
information about the effective interest rate mdtbee Note 1 section 5, “Net interest income”.iRformation about impairment under
IFRS 9, see Impairment section below.

Interest on assets and liabilities classified abr@ised cost is recognised in the items “Interesbme” and “Interest expense” in the income
statement.

This category consists of mainly loans to centealis, credit institutions and public.

Financial assets and financial liabilities at fair value through profit or loss
Financial assets and financial liabilities at fatue through profit or loss are measured at faiu®, excluding transaction costs. All
changes in fair values are recognised directihéincome statement in the item “Net result froemis at fair value”.

The category consists of two sub-categories: manitlateasured at fair value through profit andslasd designated at fair value through
profit or loss (fair value option).

The sub-category mandatorily measured at fair véidtaugh profit and loss contains interest-beasecurities included in the liquidity
buffer, and derivative instruments.

Financial assets at fair value through other comprehens ve income

Financial assets at fair value through other colgmisive income are measured at fair value plusacion costs. This category mainly
consists of the interest-bearing securities inaludethe liquidity buffer. Changes in fair valuescept for interest, foreign exchange effects
and impairment losses, are recognised in the &irevreserve in equity through other compreheriav@me. Interest is recognised in the
item “Interest income” and foreign exchange effeetd impairment losses in the item “Net result fitems at fair value” in the income
statement. When an instrument is disposed of @ne/élue changes that previously have been acatediin the fair value reserve in other
comprehensive income are removed from equity acofrésed in the income statement in the item “Mstilt from items at fair value”.

For information about impairment under IFRS 9, lsggairment section below.

Impairment of financial instruments under IFRS 9

Scope

Financial instruments classified as “Amortised tost‘Fair value through other comprehensive incbiae in scope for recognising
impairment due to credit risk. This includes asset®gnised on the balance sheet as “Loans toatd&ranks”, Loans to credit institutions”,
“Loans to the public” and “Interest bearing sedesit. These balance sheet lines also include aslsesisified as “Fair value through profit
or loss”, which are not in scope for impairmentaoédtions. See Classification section above fahfmrinformation on the classification of
financial instruments.

Off-balance sheet commitments, contingent liakgitand loan commitments are also in scope for immzant calculations.

Recognition and presentation

Amortised cost assets are recognised gross witlffsetting allowance for the expected credit logb#se loss is not regarded as final. The
allowance account is disclosed net on the fachebalance sheet, but the allowance account ibdest separately in the notes. Changes
in the allowance account are recognised in thenrecstatement and classified as “Net loan losses”.

If the impairment loss is regarded as final, iteported as a realised loss and the carrying anafuhe loan and the related allowance for
impairment loss are derecognised. An impairmertt insegarded as final when the obligor is fileddankruptcy and the administrator has
declared the economic outcome of the bankruptcggutore, or when Nordea forgives its claims eithesugh a legal based or voluntary
reconstruction, or when Nordea, for other reasdesmns it unlikely that the claim will be recovered.

Provisions for off-balance sheet exposures arsifiled as “Provisions” on the balance sheet, witarges in provisions classified as “Net
loan losses”.

Assets classified as “Fair value through other aamensive income” are recognised at fair valuenerbalance sheet. Impairment losses
calculated in accordance with IFRS 9 are recogriiséite income statement and classified as “Netlréom items at fair value”. Any fair
value adjustments are recognised in “Other commsgte income”.

Impairment testing of individually assessed loans

Nordea tests all exposures for impairment on aiviehdal basis. The purpose of the impairment tests find out if the exposures have
become credit impaired (stage 3). Nordea monitdrstiaer there are indicators of exposures beingtarapaired by identifying events that
have a detrimental impact on the estimated futash élows (loss event). Nordea applies the sanigitlefi of default as the Capital
Requirements Regulation. More information on trenidfication of loss events can be found in thesiQliquidity and capital
management” section. Exposures that are not inailfgl assessed as credit impaired will be parhefdollective impairment calculation.
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Note 28 IFRS 9, cont.

For significant exposures that have been indivigiidentified as credit impaired, the measuremérihe impairment loss is made on an
individual basis. The carrying amount of the expesus compared with the sum of the net presenevafl expected future cash flows. If
the carrying amount is higher, the difference ogmised as an impairment loss. The expected tash &re discounted with the original
effective interest rate and include the fair vadfihe collaterals and other credit enhancemerfits.€Etimate is based on three different

forward-looking scenarios that are probability wet&d to derive the net present value.

For insignificant exposures that have been indizilyudentified as credit impaired, the impairmésgs is measured using the collective
model described below, but based on the fact bieaéxposures are already in default.

Impairment testing of collectively assessed loans

For exposures not impaired on an individual basillective model is used for calculating impaintiesses. The provisions are
calculated as the exposure at default times thegbitity of default times the loss given defaulbr Rssets in stage 1 this calculation is only
based on the coming 12 months, while for assettaige 2 it is based on the expected lifetime obset.

The provisions for exposures where there has beeignificant increase in credit risk since initiatognition are based on the 12-month
expected loss (stage 1). Provisions for exposuhesevthere has been a significant increase intaisHisince initial recognition, but that
are not credit impaired, are based on the lifetxgected losses (stage 2).

Nordea uses two different models to identify whethere has been a significant increase in creskitar not. For assets held at transition
on 1 January 2018, the change in internal ratinhsaoring data is used to determine whether theesébben a significant increase in credit
risk or not. Internal rating/scoring informationtised to assess the risk of the customers aneéaatation in rating/scoring indicates an
increase in the credit risk of the customer. Notdas concluded it is not possible to calculatdifagme PDs at origination without undue
cost or effort and without the use of hindsightdssets already recognised on liaéance sheet at transition. Changes to the ligetim
probability of default (PD) are used as the trigigerassets recognised after transition.

For assets evaluated based on lifetime PDs, Narsiesa mix of absolute and relative changes indhetransfer criterion. Assets where
the relative increase in lifetime PD is more th&0 percent or where the absolute increase inrifetPD is more than 150 basis points, are
considered as having a significant increase inicrstt. For assets where rating and scoring moaklaused, the change in rating/scoring
notches is calibrated to match the significantéase in credit risk based on lifetime PD. In additcustomers with forbearance measures
and customers with payments more than thirty dags gue are also transferred to stage 2, unlessdglidentified as credit impaired
(stage 3). Exposures more than 90 days past dueasihally be classified as stage 3, but this diassion will be rebutted if there is
evidence the customer is not in default. Such exgsswill be classified as stage 2.

Nordea does not use the “low credit risk exemptiorthe banking operations.

When calculating provisions, including the stagisgessment, the calculation is based on probaliityhted forward looking
information. Nordea applies three macro-economémarios to address the non-linearity in expecteditfosses. The different scenarios
are used to adjust the relevant parameters fouledileg expected losses and a probability-weiglategtage of the expected losses under
each scenario is recognised as provisions.

Discount rate

The discount rate used to measure impairment isrigaal effective interest rate for loans attathe an individual customer or, if
applicable, to a group of loans. If considered appate, the discount rate can be based on a méthbdesults in an impairment that is a
reasonable approximation of using the effectiverigdt rate method as basis for the calculation.

Restructured loans and modifications

In this context a restructured loan is defined Ema where Nordea has granted concessions tdtlgwodue to its deteriorated financial
situation and where this concession has resultad impairment loss for Nordea. After a reconstancthe loan is normally regarded as
not impaired if it performs according to the newditions. In the event of a recovery the paymen¢mrted as a recovery of loan losses.

Modifications of the contractual cash flows forteao customers in financial distress (forbearareg)ice the gross carrying amount of the
loan. Normally this reduction is less than the xgsprovision and no loss is recognised in th@ine statement due to modifications. If
significant, the gross amounts (loan and allowaaceyeduced.
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The proposal of the Board of Directors to the Annua | General Meeting

The distributable funds on 31 December 2017 werR BB3,560,992.50 of which the profit for the yearsw
EUR 105,279,543.60. The Board of Directors propdisasa dividend of EUR 102,000,000.00 be paid
whereafter the distributable funds will be EUR &80,992.50.

Signatures of the Directors’ report and of the Rial Statements:

Helsinki, 28 February 2018

Petri Nikkila Hanna-Maria Heikkinen
Nicklas llebrand Ola Littorin
Nina Luomanen Markku Pehkonen
Riikka Laine-Tolonen Thomas Miller

Chief Executive Officer

The Auditor's Note

Our auditors’ report has been issued today.

Helsinki, 28 February 2018

PricewaterhouseCoopers Oy
Authorised Public Accountants

Juha Wahlroos
Authorised Public Accountant
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Auditor’s Report (Translation from the Finnish Orig inal)

To the Annual General Meeting of Nordea MortgagelB@lc

Report on the Audit of the Financial Statements

Opinion

In our opinion the financial statements, which jarepared in accordance with International FinarRegborting
Standards (IFRS) as adopted by the EU, give aanddair view of the company’s financial positidimancial
performance and cash flows and comply with stayutequirements.

Our opinion is consistent with the additional ragorthe Audit Committee.

What we have audited

We have audited the financial statements of NoMedgage Bank Plc (business identity code 27432116
the year ended 31 December 2017. The financia@rsts comprise the balance sheet, income statement
statement of comprehensive income, statement ofgesin equity, statement of cash flows and notes,
including a summary of significant accounting pigc

Basis for Opinion

We conducted our audit in accordance with goodtangdpractice in Finland. Our responsibilities undeod
auditing practice are further described in the Aarts Responsibilities for the Audit of the FinaakStatements
section of our report.

We believe that the audit evidence we have obtamedfficient and appropriate to provide a basisour
opinion.

Independence
We are independent of the company in accordandethat ethical requirements that are applicablenfaRd
and are relevant to our audit, and we have futfitbeir other ethical responsibilities in accordawité these
requirements.

To the best of our knowledge and belief, the noditeaervices that we have provided to the compaayra
accordance with the applicable law and regulatiniSnland and we have not provided non-audit sewithat
are prohibited under Article 5(1) of Regulation (BUb 537/2014. The non-audit services that we have
provided are disclosed in note 7.

Our Audit Approach

Overview

*  Overall materiality was € 75 million, which represe0.3 % of total
assets

Materiality

« Key audit matters:
- Impairment of loans to customers
- Valuation of certain Level Il financial instrummsrheld at fair value

Key audit
matters

- IT systems supporting processes over financbnténg

As part of designing our audit, we determined nmialiey and assessed the risks of material misstateim the
financial statements. In particular, we considesdgre management made subjective judgements; fongbe,
in respect of significant accounting estimates imadlved making assumptions and considering fuawents
that are inherently uncertain.
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Materiality

The scope of our audit was influenced by our apfibe of materiality. An audit is designed to ohtai
reasonable assurance whether the financial statesrmenfree from material misstatement. Misstatésamay
arise due to fraud or error. They are consideret@niah if individually or in aggregate, they coulelasonably be
expected to influence the economic decisions aofsusdken on the basis of the financial statements.

Based on our professional judgement, we deternteeadin quantitative thresholds for materialitygliding
the overall materiality for the financial staten®as set out in the table below. These, togethir qualitative
considerations, helped us to determine the scoperadiudit and the nature, timing and extent ofaudit
procedures and to evaluate the effect of misstateymn the financial statements as a whole.

Overall group materiality € 75 million

How we determined it 0.3 % of total assets

Specific materiality € 6.5 million

How we determined it 5 % of profit before tax

We chose total assets as the benchmark becausg, wiew, key
driver of the business and determinants of the lsguofit potential
are best reflected in the balance sheet.

Rationale for the materiality
benchmark applied

A number of key performance indicators of the barkdriven by
income statement items, therefore we have applgzkaific
materiality to all income statement items after Mé&trest income.

The benchmarks determined are within the rangead@table
guantitative materiality thresholds in auditingrgtards.

Key Audit Matters

Key audit matters are those matters that, in oofegsional judgment, were of most significanceun audit of
the financial statements of the current period.sEhmatters were addressed in the context of out afuithe
financial statements as a whole, and in formingaginion thereon, and we do not provide a sepanaitéon
on these matters.

As in all of our audits, we also addressed the afsthanagement override of internal controls, idalg among
other matters consideration of whether there wadeeee of bias that represented a risk of material
misstatement due to fraud.

Key audit matter in the audit of the company

How our audit addressed the key audit matter

Impairment of loans to customers

Refer to the Note 1 Accounting policies (Critical
judgements and estimation uncertainty), Note 8 Net
loan losses and Note 10 Loans and impairment to the
financial statements

Accounting for impairment of loans to customers
require management’s judgment over timing of
recognition of impairment and the size of any such
impairment allowance.

Nordea Mortgage Bank Plc makes allowances for
incurred credit losses both on an individual andion
collective basis.
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Our audit included a combination of testing of
internal controls over financial reporting and
substantive testing.

We assessed and tested the design and operating
effectiveness of the controls over:

» Rating and scoring of customers

» Individually assessed loan impairment
calculations

» Collectively assessed loan impairment
calculations.
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Key audit matter in the audit of the company

How our audit addressed the key audit matter

Important areas of impairment of loans to customers
relate to:

Identification of impaired loans including
completeness of the customer accounts that
are included in the impairment calculation

Assumptions and estimates made by
management underlying the calculation of
individual and collective impairment
allowances. Examples of these relate to the
probability to default and loss given default
calculations.

Valuation of certain Level Il financial instruments
held at fair value

Refer to the Note 1 Accounting policies (Critical
judgements and estimation uncertainty), Note 11
Derivatives and hedge accounting, Note 22
Classification of financial instruments and Note 23
Assets and liabilities at fair value to the financial
statements.

Significant portfolios of financial instruments aevel

Il are valued based on models and certain assungtio

that are not observable by third parties.

Important areas in valuation of financial instrursen
held at fair value relate to:

Framework and policies relating to models
and valuation;

Internal controls relating to fair value

We performed detailed testing on a sample of loans
to ascertain whether we concur with the risk
assessment as expressed by the internal rating or
scoring.

We tested a sample of loans which had been
indentified by management as impaired. In
addition, we examined a sample of loans and
advances which had not been identified by
management as impaired.

We also assessed the appropriateness of relevant
parameters in the collective impairment models.

In our audit, we assessed and tested the design and
operating effectiveness of the controls over

the identification, measurement and
oversight of valuation of financial
instruments

fair value hierarchy, fair value adjustments
and independent price verification

model control and governance.

We examined the Company'’s independent price
verification processes, model validation and
approval processes, controls over data feeds and
inputs to valuation and the Company’s governance
and reporting processes and controls.

For the valuations which involve a higher degree of
judgement, we assessed the assumptions,

hierarchy, fair value adjustments, price teStin%ethodologies and models used by the Company.

and model control & governance; and

Levelling and disclosures of financial
instruments.

IT systems supporting processes over financial
reporting

The Company’s financial reporting is highly depemtde
on IT systems supporting automated accounting and
reconciliation procedures. To ensure complete and
accurate financial records it is important thatlfhie
general controls are designed properly and they
operates effectively.
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We performed an independent valuation of a
sample of positions.

In respect of fair value adjustments for derivadive
we assessed the methodology applied.

For relevant IT systems and controls relating to
financial reporting we assessed and tested the
design and operating effectiveness.

We examined the framework of governance over
the Company’s IT organisation and the controls
over program development and changes, access to
program and data and IT operations.

For logical access to program and data,
audit activities included testing that new
access, removal of access rights and that
access rights were periodically monitored
for appropriateness.
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Key audit matter in the audit of the company How our audit addressed the key audit matter

IT systems supporting processes over financial

reporting Other areas tested included security configurations

controls over changes to IT-systems including
appropriate segregation of duties.

There are no significant risks of material misstaat referred to in Article 10(2c) of Regulatiorl{ENo
537/2014 with respect to financial statements.

Responsibilities of the Board of Directors and théManaging Director for the Financial Statements

The Board of Directors and the Managing Directer r@sponsible for the preparation financial statesthat
give a true and fair view in accordance with Intdional Financial Reporting Standards (IFRS) agptatbby
the EU and comply with statutory requirements. Bbard of Directors and the Managing Director asoal
responsible for such internal control as they adheilee is necessary to enable the preparation ondiah
statements that are free from material misstatemmérdther due to fraud or error.

In preparing the financial statements, the BoarDioéctors and the Managing Director are respoadit
assessing the company'’s ability to continue asgyoancern, disclosing, as applicable, mattersinglab going
concern and using the going concern basis of atit@urT he financial statements are prepared ugiagybing
concern basis of accounting unless there is antinteto liquidate the company or cease operationthere is
no realistic alternative but to do so.

Auditor’'s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assuram@éhether the financial statements as a wholeraseffom
material misstatement, whether due to fraud oreamd to issue an auditor’s report that includasapinion.
Reasonable assurance is a high level of assurantes, not a guarantee that an audit conducteddardance
with good auditing practice will always detect atemal misstatement when it exists. Misstatemeatsarise
from fraud or error and are considered materiahdijvidually or in the aggregate, they could rezdaly be
expected to influence the economic decisions afsusdken on the basis of these financial statements

As part of an audit in accordance good auditingtza, we exercise professional judgment and miainta
professional skepticism throughout the audit. \é@:al

» Identify and assess the risks of material misstateérof the financial statements, whether due todrar
error, design and perform audit procedures respereithose risks, and obtain audit evidence that i
sufficient and appropriate to provide a basis far @pinion. The risk of not detecting a material
misstatement resulting from fraud is higher thandioe resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misreg@etations, or the override of internal control.

e Obtain an understanding of internal control releévwarthe audit in order to design audit procedtines are
appropriate in the circumstances, but not for tingpse of expressing an opinion on the effectivenés
the parent company’s or the group’s internal cdntro

» Evaluate the appropriateness of accounting policsesi and the reasonableness of accounting essimate
and related disclosures made by management.

» Conclude on the appropriateness of the Board afdbirs’ and the Managing Director’s use of the goin
concern basis of accounting and based on the evidince obtained, whether a material uncertaixiste
related to events or conditions that may cast ggit doubt on the company’s ability to continigesa
going concern. If we conclude that a material utadety exists, we are required to draw attentionun
auditor’s report to the related disclosures infthancial statements or, if such disclosures aaeéguate,
to modify our opinion. Our conclusions are basedhenaudit evidence obtained up to the date of our
auditor’s report. However, future events or comiti may cause the company to cease to continue as a
going concern.

« Evaluate the overall presentation, structure amdesd of the financial statements, including the
disclosures, and whether the financial statememtiesent the underlying transactions and everitsaso
the financial statements give a true and fair view.
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We communicate with those charged with governaeganding, among other matters, the planned scagpe an
timing of the audit and significant audit findingscluding any significant deficiencies in interrz@ntrol that
we identify during our audit.

We also provide those charged with governance avidtatement that we have complied with relevaritaith
requirements regarding independence, and to conuaienivith them all relationships and other mattieas
may reasonably be thought to bear on our indepesdamd where applicable, related safeguards.

From the matters communicated with those chargéd gavernance, we determine those matters that efere
most significance in the audit of the financiatstaents of the current period and are thereforé&elyeaudit
matters. We describe these matters in our auditepert unless law or regulation precludes pubicldsure
about the matter or when, in extremely rare cirdamses, we determine that a matter should not be
communicated in our report because the adverseeqarsaces of doing so would reasonably be expeacted t
outweigh the public interest benefits of such comitation.

Other Reporting Requirements

Appointment
We were first appointed as auditors by executiothefdemerger plan on 1 October 2016. Our appoinitme
represents a total period of uninterrupted engagénfe2 years.

Other Information

The Board of Directors and the Managing Directer rsponsible for the other information. The other
information comprises information included in tleport of the Board of Directors and in the AnnueapBut,
but does not include the financial statements amdaaditor’s report thereon.

Our opinion on the financial statements does neércthe other information.

In connection with our audit of the financial statmts, our responsibility is to read the otheriimfation
identified above and, in doing so, consider whetherother information is materially inconsisterithithe
financial statements or our knowledge obtainedhéaudit, or otherwise appears to be materiall\staied.
With respect to the report of the Board of Direstarur responsibility also includes considering thbethe
report of the Board of Directors has been prepar@atcordance with the applicable laws and regutati

In our opinion the information in the report of tAeard of Directors is consistent with the inforioatin the
financial statements and the report of the Boadicdctors has been prepared in accordance with the
applicable laws and regulations.

If, based on the work we have performed, we corecthdt there is a material misstatement of therothe
information, we are required to report that face Wave nothing to report in this regard.

Helsinki 28 February 2018

PricewaterhouseCoopers Oy
Authorised Public Accountants

Juha Wahlroos
Authorised Public Accountant (KHT)
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Management and auditors

Management

The Board of Directors of Nordea Mortgage Bank&®mprises seven members.
Thomas Miller acts as the CEO of Nordea MortgagekBic and Tarja lkonen as his deputy.

Board of Directors as from 1 January 2017 until 1 S

Topi Manner, Chairman

Born 1974. Member since 4 February 2016.
Head of Personal Banking

Nordea

Riikka Laine-Tolonen

Born 1966. Member since 4 February 2016.
Head of Personal Banking

Nordea Bank AB (publ), Finnish Branch

Nina Luomanen
Born 1969. Member since 4 February 2016.

eptember 2017

Hanna-Maria Heikkinen

Born 1979. Member since 1 October 2016.
Vice president, Investor Relations
Cargotec

Ola Littorin

Born 1962. Member since 4 February 2016.
Head of Long Term Funding

Nordea Bank AB (publ)

Jussi Mekkonen
Born 1972. Member since 4 February 2016.

Head of Change and Transformation, Core BankindHead of Personal Banking Finland

Nordea

Markku Pehkonen

Born 1962. Member since 1 November 2016.
Group CRO

Sampo Group

Board of Directors as from 1 September 2017 until 1

Markku Pehkonen, Vice chairman

Born 1962. Member since 1 November 2016.
Group CRO

Sampo Group

Riikka Laine-Tolonen

Born 1966. Member since 4 February 2016.
Head of Personal Banking

Nordea Bank AB (publ), Finnish Branch

Nina Luomanen
Born 1969. Member since 4 February 2016.

Nordea Bank AB (publ), Finnish Branch

9 September 2017

Hanna-Maria Heikkinen
Born 1979. Member since 1 October 2016.
Vice president, Investor Relations, Cargotec

Ola Littorin

Born 1962. Member since 4 February 2016.
Head of Long Term Funding

Nordea Bank AB (publ)

Jussi Mekkonen
Born 1972. Member since 4 February 2016.

Head of Change and Transformation, Core BankingHead of Personal Banking Finland

Nordea
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Board of Directors as from 19 September 2017
Petri Nikkild, Chairman

Born 1971. Member since 19 September 2017.

Head of Personal Banking Finland
Nordea Bank AB (publ), Finnish Branch

Nicklas llebrand

Born 1980. Member since 19 September 2017.

Head of Products, Personal Banking
Nordea Bank AB (publ)

Ola Littorin

Born 1962. Member since 4 February 2016.
Head of Long Term Funding

Nordea Bank AB (publ)

Markku Pehkonen

Born 1962. Member since 1 November 2016.
Group CRO

Sampo Group

Auditors

Hanna-Maria Heikkinen

Born 1979. Member since 1 October 2016.
Vice president, Investor Relations
Cargotec

Riikka Laine-Tolonen

Born 1966. Member since 4 February 2016.
Head of Personal Banking

Nordea Bank AB (publ), Finnish Branch

Nina Luomanen

Born 1969. Member since 4 February 2016.

Head of Change and Transformation, Core Banking
Nordea

The company’s auditors were elected by the shadehslmeeting of Nordea Mortgage Bank Plc on 9 Marc

2017.

The Annual General Meeting of Nordea Mortgage BRlwkelects the company’s auditors for a periodraf o
year at a time. The auditor must be an audit fintharised by the Finnish Chamber of Commerce.

PricewaterhouseCoopers Oy
Authorised Public Accountants

Auditor with main responsibility

Juha Wahlroos
Authorised Public Accountant
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Corporate Governance Report 2017

Application by Nordea Mortgage Bank Plc

Nordea Mortgage Bank Plc (NMB) is a Finnish pultihcited liability company and a wholly-owned sulisigy/
of Nordea Bank AB (publ), the listed parent compafthe whole Nordea Group. In this report the Nard
Group is referred to as “Nordea”. A descriptiorcofporate governance in Nordea is included in 72
Annual Report of Nordea Bank AB (publ).

All the operations of Nordea Mortgage Bank Plciategrated into the operations of Nordea. Nordesa ha
established the corporate governance frameworkoaipgevel and the framework is reviewed on a cargus
basis. Information on corporate governance in Nawmed this report are available on www.nordea.ddondea
Mortgage Bank Plc has given a description of goarce arrangements in accordance with the Finnisloic
Credit Institutions. The description is availableveww.nordea.com

Strong corporate governance is about companiesgaiear and systematic decision-making procesises,
providing clarity about responsibilities, avoidiognflicts of interest and ensuring satisfactorginal control,
risk management and transparency. Commitment tdé&s mission and vision requires the integratibn o
sound corporate governance practices into regulsinbss activities to attain — as far as possil@leeempany
that is both well governed and well managed.

Nordea follows generally adopted principles of aogie governance including the rules and princip&dorth
in the Swedish Code of Corporate Governance. Aljhadhe codes differ in details between the cousittizey
are all based on the general international devedop@mnd common Nordic approach within this field &mus
show a fundamental resemblance to one another.

Nordea Mortgage Bank Plc submits this CorporatedBmance Report as an issuer of bonds. This repert h

been prepared following the guideline on Corpofad&ernance Statement in the Finnish Corporate Gavee
Code 2015 where applicable. This report is subthétea separate report from the Annual Report 207t is

available on www.nordea.com.

The Board of Directors and the Board Audit Commaittdé Nordea Mortgage Bank Plc have reviewed this
Corporate Governance Report.

On Internal Governance in Nordea Mortgage Bank Plc

Division of powers and responsibilities

Subject to the principles set out in the Governd®eguirements, the Group Board has the overalbrespility
for adequate Internal Governance across the Grodfoa ensuring that there is a governance framlewor
appropriate to its structure, business and riske. Group Board shall consider the interests oBadlup
Subsidiaries including Nordea Mortgage Bank Pldl toe way strategies and policies contribute tarterest
of each of them as well as the whole Group ovefdhg term.

The management and control of Nordea Mortgage Bdaiks divided among the shareholder (at the Génera
Meeting), the Board of Directors and the Chief Bxae Officer (CEO), pursuant to the provisiongiuod
external framework, the Articles of Association d@hd internal instructions set forth by the Boafdwectors.

General Meeting

NMB is the wholly-owned subsidiary of Nordea BanB fpubl). The General Meeting is the highest decisi
making body at which the shareholder exercisesoiiig rights. At the General Meeting, decisions taken
regarding matters such as the annual accountsledigj election of the Board of Directors and auditnd
remuneration for Board members and auditors.
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The Board of Directors

The Board of Directors of NMB shall be responsilolemanaging the company and organising its a@&wiin a
proper manner and for representing NMB. The Bo&iectors of NMB consists of seven members, tWo o
which are external board members. According toAtieles of Association, the Board of Directors Bha
consist of not less than three and not more the@mnsmembers. The Board of Directors shall appdiat t
Chairman and the Deputy Chairman of the Board.

Members of the Board of Directors of NMB until 1@ember 2017 were Topi Manner (Chairman), Hanna-
Maria Heikkinen, Riikka Laine-Tolonen, Ola LittoriNlina Luomanen, Jussi Mekkonen and Markku Pehkonen

As from 1 September 2017 until 19 September 20&#rtembers of the Board were Markku Pehkonen (Deputy
Chairman), Hanna-Maria Heikkinen, Riikka Laine-Timdm, Ola Littorin, Nina Luomanen and Jussi Mekkanen

As from 19 September 2017 the members of the Baard Petri Nikkila (Chairman), Hanna-Maria Heikkine
Nicklas llebrand, Riikka Laine-Tolonen, Ola LittoriNina Luomanen and Markku Pehkonen.

Further information on the members of the Boar®ioéctors can be found in the section of “Managenagrl
auditors” in the Annual Report 2017 of Nordea Magg Bank Plc and on www.nordea.com.

The term of office of the members of the Board @kbtors is not limited. The retirement age for nbens of
the Board of Directors shall be 70.

Of the members of the Board of Directors Hanna-®&fleikkinen and Markku Pehkonen are independent of
NMB and its shareholders. Petri Nikkila (ChairmaMicklas llebrand, Riikka Laine-Tolonen, Ola Litterand
Nina Luomanen are all employees in the Nordea GrhNigpe of the members of the Board of Directore tak
part in the day-to-day management of NMB.

The Board of Directors shall, in the Instructions the Board of Directors of Nordea Mortgage Batdk P
approved by it, confirm the authorisation to actdad on behalf of NMB and the distribution of @stibetween
the members of the Board of Directors and the CEO.

The Board of Directors is responsible for the ofgation and administration of NMB and its businddse
Board shall manage NMB's affairs with due expertisd care in accordance with legislation, the Aetiof
Association, existing Instructions and Group Boanectives, Group CEO Instructions and Guidelingsvell
as internal guidelines issued by NMB'’s Board.

It is particularly incumbent upon the Board of Directors to:

a. set up the governance structure of NMB,

b. ensure that NMB’s organisation with respectdcoainting and NMB'’s financial circumstances
generally includes satisfactory controls,

C. approve the risk strategy and other strategidsgas well as ensure that the surveillance oftiads
and strategy is reliable

d. appoint and discharge the CEO and the Deputy @ttexercise supervision to ensure that the CEO

fulfils his or her obligations,

determine matters relating to the funding openat

resolve on and submit annual reports and inteejports for NMB,
regularly monitor and assess NMB’s financial&iton and risks,
convene and prepare items for the Annual Gehdeating.

SQ o

The Board has approved a policy for NMB to advadigersity in the composition of the Board. When the
selection process of board members is carried pitNB’s Board of Directors the following shall be
considered:

Sufficient diversity as to education, competencg mofessional experience of the individual mendsewell
as of the Board to present a variety of views aqukgences. Sufficient diversity of the Board, madia as
regards gender, age and geographical provenanpesgent a variety of views and experiences.

Gender balance shall be promoted when appointingbees of the Board of Directors.
Work of the Board of Directors

In 2017, the Board of Directors held 15 meetingairimeetings were held in Helsinki while 11 meetimgre
held per capsulam.
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Meeting attendance in 2017:
Asfrom 1 January 2017 until 1 September 2017

Topi Manner Chairmai 10/1C
Jussi Mekkone 10/10
Hanne&Maria Heikkinel 9/10
Riikka Laine-Toloner 9/10
Ola Littorin 10/10
Nina Luomane 10/10
Jussi Mekkone 10/10

Asfrom 1 September 2017 until 19 September 2017

Markku Pehkonen, DepuChairmal 1/1

Hanne&Maria Heikkinel 1/1
Riikka Laine-Toloner 1/1
Ola Littorin 1/1
Nina Luomane 1/1
Jussi Mekkone 1/1

As from 19 September 2017 until 31 December 2017

Petri Nikkila, Chairmai 4/4
Nicklas llebran 4/4
Hanne&Maria Heikkinel 4/4
Riikka Laine-Toloner 2/4
Ola Littorin 4/4
Nina Luomane 3/4
Markku Pehkone 3/4

The Board regularly follows up on the strategyafinial position and development as well as riske T
financial targets and the strategy will be reviewedan annual basis. In 2017, the Board discusses$
related to the risk strategy and risk appetite &amrk, AML, internal control and compliance, recove
planning details, housing loan and covered bondetaatc.

The Secretary of the Board of Directors is Tarjankén, Chief Operating Officer of Nordea MortgageB®&Ic.

Board committees

The Board of Directors of Nordea Mortgage Bankiis one Board committee: The Audit Committee (AC) o
Committee). The Audit Committee has tasks setmiitih the Finnish Act on Credit Institutions aimdthe
Charter for the Audit Committee approved by the iazf Directors of NMB.

The members of the Audit Committee were Hanna-Mdsg&kinen (Chairman), Markku Pehkonen and Satu
Vartiainen until 12 October 2017. As from 12 OctoB@17 the composition of the Audit Committee was
Hanna-Maria Heikkinen (Chairman), Nicklas llebraamdl Markku Pehkonen.

Generally, the Chief Internal Auditor (CIA) and tB&ief Financial Officer (CFO) as well as the ertdr
auditor of NMB are present at meetings with thétig participate in discussions but not in decisio

The majority of the members of the AC are to beepehdent of NMB and its shareholders. The AC asHist
Board in ensuring the quality of NMB’s financiap@rting process and in that connection reviewsraoditors
NMB’s quarterly financial reporting and the extdraaditors’ reports on key matters arising fromitttaedit of
NMB's financial statements and reviews NMB’s annaiadl interim reports. The Committee assesseshbat t
management takes necessary corrective actionsrirely manner to address control weaknesses itioalto
the financial reporting, non-compliance with laneggulations and policies, and other problems idiedtby the
internal and external auditors. The AC shall reeeipdate on NMB'’s risk management issues. The Al sh
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review the external audit plan. Further the Coneritthall assess in discussions with the externtioadhe
threats to their independence and the safeguapledo mitigate those threats as documented émtho
monitor and establish guidelines on the provisibatber services in addition to audit that the ex& auditor is
allowed to provide to NMB, and annually review thdernal auditor’s disclosure of such other ses/ied
shall assess and ensure that the internal anchektarditors annually confirm in writing their impiality and
independence. The AC shall review Group Internalifsi (GIA) annual risk assessment and audit pwwall
as GIA’s periodic reports, including the audit Idgne AC shall prepare the election of the exteanalitor prior
to the Annual General Meeting and shall annualyene the Audit Committee Instructions. In 2017, thé
held four meetings.

Chief Executive Officer (CEO), Deputy CEO and Managment Group

Nordea Mortgage Bank Plc has a Chief Executivec®ff(CEO) and a Deputy CEO. The CEO of Nordea
Mortgage Bank is Thomas Miller and Tomi Yldstalosaas deputy until 15 May 2017. As from 15 May 2017
his deputy was Tarja Ikonen.

The CEO of Nordea Mortgage Bank Plc has establishé@nagement Group to assist and support hinein th
management of the daily operations of NMB. The Mgmaent Group consists of the CEO, the Chief Firsnci
Officer (CFO), Head of Mortgage Products, the Clekrating Officer (COO) and the Chief Risk Officer
(CRO) of NMB and the Entity Compliance Officer. #&RO and the Entity Compliance Officer are members
of the Management Group but they do not take pabusiness decisions. While it is their task toueashat

risk are considered in business decisions, theumtability remains with the business.

Internal Control Process
The Board of Directors is responsible for settind averseeing an adequate and effective InternatrGlo
Framework.

The Internal Control Framework is designed to emgtifective and efficient operations, adequatetitieation,
measurement and mitigation of risks, prudent cohdtibusiness, sound administrative and accounting
procedures, reliability of financial and non-finéaidnformation reported or disclosed (both intdiypand
externally) and compliance with laws, regulatiosigpervisory requirements, the Nordea Group IntdRugés
and the company specific internal guidelines.

The internal control process is carried out by NsIBoard of Directors, senior management, risk memesmt
functions and other staff. The internal controlqass aims to create the necessary fundamentdlsefentire
organisation to contribute to the effectivenesslaigth quality of internal control through, for iasice, clear
definitions, assignment of roles and responsibgititnd common tools and procedures.

Roles and responsibilities with respect to inteagmaitrol and risk management are divided into thiress of
defence. In the first line of defence, NMB and Grdiunctions are risk owners, and thus responsible f
conducting the business within the risk exposurétdéi and risk appetite and in accordance with therhal
Control Framework.

Risk management
As the second line of defence, the control functiare responsible for maintaining the Internal @ant
Framework and for monitoring the implementatioritaf policies and procedures within this Framework.

Chief Risk Officer

NMB has a Chief Risk Officer (CRO). The CRO is adépendent second line of defence risk management
function within NMB. The CRO shall provide a comigleiew of the whole range of risks in NMB to thedsd
of Directors and ensure the coordination of risknagement activities and adequate risk managemeuopsa
the legal entity. The CRO also reports to Grougk Risnagement and Control (GRMC) which is respomsibl
for identifying, measuring, monitoring and repogtion all risks on the Nordea Group level.

Compliance

Group Compliance is responsible for ensuring anditodng compliance with internal and external sund
for establishing policies and processes to manag®wbance risks and to ensure compliance. It ipaasible
for providing the framework for the internal cortod non-financial risks, by designing relevant pgsses as
well as issuing relevant internal rules. The sedoraof defence is responsible for activities sash
identifying, assessing, monitoring, controlling aegorting of issues related to risks, includinghptiance with
internal rules and regulations.
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NMB has outsourced its compliance activities todéar Bank AB (publ), Finnish Branch, Personal Bagkin
Compliance. The Compliance function has the oveezlbonsibility for co-ordinating the control of NBY
compliance risk, and for producing and followingampappropriate compliance risk assessments, &mpig
compliance activities and for compliance risk rejmgrin respect of NMB. The Entity Compliance O#ic
regularly reports to the CEO of NMB and reportss@nificant compliance observations are also preditb
the Board of Directors of NMB.

Internal audit

GlA is an independent function commissioned byBbard of Directors. The Audit Committee is respbiesi
for guidance on and evaluation of GIA within NMBh@& Chief Internal Auditor reports on a functionakts to
the Board of Directors and the Audit Committee andan administrative basis to the CEO.

The purpose of GIA is to support the Board of Dioes in protecting the assets, reputation and suidity of
NMB. GIA does this by assessing whether all sigaffit risks are identified and appropriately rembtig
management and the risk functions to the Board jtADammittee and the senior management; by asgpssin
whether all significant risks are adequately cdigth and by challenging the senior managemennfwaove
the effectiveness of governance, risk managemehird@rnal controls.

GIA does not engage in consulting activities untakerwise instructed by the AC.

All activities and entities of the Group fall withthe scope of GIA. GIA makes a risk-based decia®tp
which areas within its scope should be includethéaudit plan approved by the Group Board. Ater t
approval of the Nordea Group audit plan, the apidih of NMB is composed by GIA and approved by the
Board of Directors of NMB.

GIA shall operate free from interference in deteting the scope of internal auditing, in performitsggaudit
work and in communicating its results. For examfiless means that GIA is authorised to inform theaficial
supervisory authorities of any matter without fertlapproval. The Chief Internal Auditor has uniiettd
access to the CEO and Chairman of the AC, and dhoekt with the Chairman of the AC informally and
formally throughout the year, even without the pre of the executive management. GIA is authotized
carry out all investigations and obtain all infotina required to discharge its duties. This inclitiee right to
sufficient and timely access to the organisatisatords, systems, premises and staff. GIA hasghéto
attend and observe e.g. Board Committee and sar@nagement meetings when relevant and necessary.

Insider Administration
The Nordea Group and Nordea Mortgage Bank Plc lmagecordance with laws and regulations adopted
internal guidelines governing handling of insidgiormation and trading in Nordea securities.

Leading officials

Members of the Board of Directors, the CEO andDbputy CEO of NMB are considered to hold positions
which they discharge managerial responsibilitieliB and are thus classified as Leading Officials.

Other persons in such leading positions that theyabe considered as Leading Officials, are mesmbe
NMB’s Management Group following decision and rioétion by the Group Compliance Officer. The same
will apply to other persons in such leading posisiin NMB, or with other qualified duties of a pement
nature, that would normally involve access to ucldised information regarding circumstances that aféact
the price of covered bonds issued by NMB who haeepbwer to take managerial decisions affectinduhee
developments and business prospects of the company.

Insider lists

The Group Compliance Officer identifies and nosftbe persons who due to their position or emplayrhave
access either regularly or on an occasional badisstde Information regarding NMB and who thereig to
be included on the specific insider lists. Suchspes are required to separately acknowledge inngrihe
duties related to their position as insiders amdaavare of the sanctions applicable to insiderigigand
unlawful disclosure of Inside Information.
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Employees who receive Inside Information relatimdiMB in connection with a project, a transactiorite
support of their legitimate role must be enterech@ase-based insider list. The person headingrtject or
unit where the Inside Information is at hand shbillays assess the need to establish a case-bamieat st
and report the case to the unit's Compliance Office

Trading in Securities issued by Nordea Mortgage BanPlc

Leading Officials may only trade in securities isduiby NMB during a two-week period following the
publication of the interim financial reports or yemd reports of NMB. The two-week period (“opemdow”)
starts the day after the publication of the repaet,the trading restriction applies on the pudtiien day.

Any time a Leading Official has Inside Informatiahout NMB, he/she must abstain from trading.
Regarding other financial instruments the abovetioeed Leading Officials may not engage in shartei
trading where the time between the acquisitionvafi@rship of certain securities and the intendeactual
disposal or execution of the securities is shdhtan one month (“the one-month rule”).

Report on the key aspects of the systems for inteshcontrol and risk management regarding financial
reports for the financial year 2017

Nordea Mortgage Bank Plc belongs to the Nordea (&rohe internal control and risk management sysiems
relation to the financial reporting process areaoiged at Nordea level. Financial reporting proeesse fully
integrated within Nordea. The Board of DirectordNoirdea Mortgage Bank Plc monitors financial asd ri
reporting at Nordea Mortgage Bank Plc level anddesdt with the risk reports at Nordea Mortgage IBit
level. Nordea Mortgage Bank Plc complies with theu® Internal Rules and supporting instructiontheo
extent applicable.

The systems for internal control and risk managearogfinancial reporting are designed to providasenable
assurance about the reliability of financial repaytand the preparation of financial statementsefdernal
purposes in accordance with generally accepteduatiog principles, applicable laws and regulaticars]
other requirements for listed companies. The imtecontrol and risk management activities are idetlin
Nordea’s planning and resource allocation processtgnal control and risk management of financial
reporting at Nordea can be described in accordaitbehe COSO Framework as follows below.

Control Environment

The control environment constitutes the basis ford€a’s internal control and centres around thiusaland
values established by the Board of Directors amsu@Executive Management of Nordea Bank AB (pudiiy
the organisational structure, with clear roles eggponsibilities.

A clear and transparent organisational structucd importance for the control environment. Nordealisiness
structure aims to support the overall strategyyeng strong business momentum and increased mgairts
on capital and liquidity. The business and the wiggtion are under continuous development.

Clear roles and responsibilities are critical ia fovernance of the internal control of financegarting where
the risk owners in the business areas and GroumE& Treasury are responsible for the risk mameegé
activities. A risk management function supports@eup CFO in maintaining a Group wide set of colst(in
Nordea defined as Accounting Key Controls (AKCH)line with the risk framework, which covers thetrol
of risks and the risk identification process tlmatlarge extent is based on the actual businesSrancial
closing processes in place. An independent riskrabfunction that is responsible for identifyinggntrolling
and reporting on financial reporting risk has bestablished in Group Risk Management and ContrBIMG).
In addition, the internal audit function providée tGroup Board with an assessment of the ovefaktefeness
of the governance, risk management and controlgsses.

The control environment is implemented in NMB whtre CFO of NMB is responsible for maintaining tHes
of controls covering the control of risks and ttek identification process in accordance with tHe€GA The
CRO of NMB is the independent second line of dedergk management function within NMB responsilde f
identifying, controlling and reporting on financiaporting risk. GIA as the third line of defenemétion
provides the Board of NMB with an assessment obtlerall effectiveness of the governance, risk rgangent
and control processes.

Risk Assessment

The Group Board of Directors bears the ultimat@aeesibility for limiting and monitoring Nordea’ssk
exposure. Risk management is considered to betegrah part of running the business and the main
responsibility for performing risk assessments réigg financial reporting risks lies with the busgs
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organisation. Performing risk assessments clofieetbusiness increases the possibility of idemtgythe most
relevant risks. In order to govern the quality, tcginfunctions stipulate in governing documents whad how
these assessments are to be performed. Exampisk afsessments, performed at least annuallyQaadity
and Risk Analysis for changes and Risk and CoB8etf-Assessments.

Risk assessment in relation to reliable finanaglorting involves the identification and analysisisks of
material misstatements. Financial reporting riskto@ work in Nordea focuses on risks and procesgesh
could lead to material financial misstatements,if,en the light of surrounding circumstances thagnitude of
the item is such that it is probable that the judgtof a reasonable person relying upon the repoutd have
been changed or influenced by the inclusion oremtion of the item. Structured risk assessmentquioes
determine in which divisions, locations and/or msses risks for material financial misstatemenist exd
therefore will need to be monitored under the AK&hiework to ensure reasonable assurance of tlabifiyi

of Nordea’s external financial reporting.

Control Activities

Entity-Wide Controls

Group Accounting Manual, Financial
Control Principles, Group Valuation
Committee, numerous analyses in
Management Reporting

Transaction Level Controls
Reconciliations, approvals, financial
controlling analysis, authorisation,
automated controls and intra group
Transaction Level Controls eliminations

IT General Controls

Controls over access, systems
development and deployment, data

IT General Controls back-up & recovery and logical and
physical security critical to the integrity
of the financial reporting process

The heads of the respective units are primarilgaasible for managing the risks associated withuthies’
operations and financial reporting processes. fgsponsibility is primarily supported by the Groipcounting
Manual (GAM), the Financial Control Principles aratious governing bodies, such as the Group Valnati
Committee. The GAM includes a standard reportintkpge used by all entities to ensure consistenbfise
Nordea’s principles and coordinated financial répgr Fundamental internal control principles atrd\ea are
the segregation of duties and the four-eyes pri@civen approving, for instance, transactions and
authorisations.

AKC control structure is based on that Transactiewel Controls (TLC) are identified through anahgirisks
based on high level processes with an end-to-emdiugt focus. After deciding on the TLCs, an analysi
performed to decide what systems/applicationsrasedpe for AKC where specific IT General Contianle
governed. The analysis aims at scoping in the ngjsiems where there is a risk that data, whiciots
detected in the TLC control structure, could becaoeupt.

The quality assurance vested in the managementtiggpprocess, where a detailed analysis of thenitmel
outcome is performed, constitutes one of the nropbitant control mechanisms associated with thertey
process. The reconciliations constitute anotheofighportant controls with which Nordea works daobusly
to further strengthen the quality.

Nordea Mortgage Bank Plc - Annual Report 2017 81



Information & Communication

Group Finance & Treasury is responsible for engutirat the Group Accounting Manual and the Findncia
Control Principles are up-to-date and that chamgesommunicated with the responsible units. These
governing documents are broken down into instrastiand standard operating procedures in the reiipens
units. Accounting specialists from Group Financ&@&asury continuously provide accountants and otlets
with information on changes in existing and updatéds and regulations with an impact on Nordea.

The key criteria applied when communicating finah@iformation to the market are “correct, relevant
consistent, reliable and timely”. The informatierte be disclosed in such a way that the informasanade
available to the public in a fast and non-discriatimy manner.

Nordea interacts with relevant subject-matter etgpterensure fulfilment of financial reporting otfjees.
Nordea actively participates in relevant natiomalims, such as forums established by the finasoiérvisory
authorities, central banks and associations famiomal institutions.

AKC reporting procedures provide the managemedifgrent levels in the organisation with infornaati
related to the performance and assessment of ¢én¢ifidd AKCs in the form of Process Owner repairtsl
Management Dashboard reports with a summary adiseessment outcome and high risk areas. As all the
operations of NMB are integrated into the operatiohthe Nordea Group, also the AKC reporting pdoces
are applicable to it. The CFO and CRO receive AkEQorting quarterly.

Monitoring

Nordea has established a process with the purdasesaring the proper monitoring of the qualityfioaincial
reporting and the follow-up regarding possible deficies. This interactive process aims to coueC@SO
components in the framework and is illustrated it diagram below:

Monitoring

ﬁ

Risk
Assesment

Control
Environment

Monitoring

The Risk and Control Self-Assessment process iesludonitoring the quality of internal control famdncial
reporting and follow-up regarding possible deficies. The assessment is presented in the annuapGro
Operational and Compliance Risk Map, which is sutadito the CEO in Group Executive Management, the
Board Risk Committee and the Board of Directordlofdea Bank AB (publ).

The Board of Directors, the Board Audit Committeel sthe Board Risk Committee of Nordea Bank AB (publ
as well as Group Internal Audit (GIA), have impaoittaoles in respect of overseeing and monitorirgitibernal
control of financial reporting in the whole Nord&aoup. Similarly, the Board of Directors and theaBib Audit
Committee of Nordea Mortgage Bank Plc have an ingpdrrole with regard to monitoring the internahtrol

of financial reporting in Nordea Mortgage Bank Plc.
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Group Finance & Treasury has also established fipegiarterly reporting regarding the internal cohof
financial reporting to the Group CFO covering neknagement and high risk areas. The independént ris
control function within GRMC reports specifically dinancial reporting risk to the Board Audit Contree and
the CEO in Group Executive Management on a quarberis.

Auditors

According to the Articles of Association, the aodimust be elected by the General Meeting for @ t&frone
year. NMB'’s auditors were elected by the Annual &ahMeeting of Nordea Mortgage Bank Plc on 9 March
2017. The auditor must be an audit firm authoritsgthe Finnish Chamber of Commerce.

The current auditor:

PricewaterhouseCoopers Oy
Authorised Public Accountants

Auditor with main responsibility
Juha Wahlroos
Authorised Public Accountant

This Corporate Governance Report has not beenwedidy the external auditors
and the report is not part of the formal finansi@tements.
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Nordea Mortgage Bank Plc
Satamaradankatu 5, Helsinki
FI-00020 NORDEA

Tel: +358 9 1651

www.nordea.com

Nordea Mortgage Bank Plc - Annual Report 2017 84



