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Nordea Bank Danmark hereby presents its capitaliposnd how the size and com-
position of the capital base are related to tHesrés measured in Risk Weighted
Amounts (RWA). The national capital adequacy ledishs are based on the European
Union’s (EU) Capital Requirements Directive (CR@hich in turn is based on the Basel
Il framework issued by the Basel Committee on BagiBupervision (BCBS).

The Nordea Bank Danmark Group follows the DanistaRkcial business act 1125 and
the Danish Financial Supervisory Authority’s redida 1225 Executive order on capital
adequacy, which are based on the CRD.

This report constitutes the comprehensive discsurrisks, risk management and
capital management. In a summarised form, the diatlosure is also presented in Nor-
dea Danmark’s Annual Report 2010.

The pillar Ill disclosure is made for the Nordea@v and for the subgroups Nordea
Bank Danmark Group, Nordea Bank Finland Group aodiBa Bank Norge Group as
well as Nordea Bank Polska S.A. This report forhloedea Bank Danmark Group is
presented on www.nordea.com and the key data atacagequacy is presented in the
annual report of the entity.

The full pillar Il disclosure is made annually athe periodic information is pub-
lished semi-annually, included in the semi annapbrt for the entity. The format, fre-
guency and content of the disclosures follow, ttaege extent as possible with regards to
the local legislation, a common setup in Nordeau@rdNordea has stated the common
principles in a policy and instructions for diséfaginformation on capital adequacy in
the Nordea Group.

In this report, Nordea Bank Danmark Group is define Nordea Bank Danmark and
Nordea Group is defined as Nordea or Nordea Group.
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1. Highlights of 2010

In 2010, the macroeconomic recovery has startederNordic countries and also in the
Baltic countries with improved GDP growth. Nordea&t loan losses have decreased
and credit quality have turned positive, givingnaadl effect on risk-weighted assets and
capital ratios compared to last year, despite tbattued volume growth. The core tier 1
ratio was at the end of 2010 8.9% excluding traositules.

Nordea Bank Danmark is part of the Nordea Groupictvitontinued to have a strong
name in the funding market and has been able totaiaia high activity also in the
long-term funding market.

Nordea is confident and well-prepared for the fatutue to strong profitability, high
quality in the well-diversified credit portfoliotreng capital base and a diversified fund-
ing base. From what is known today, Nordea alreaéygts the Basel Il capital require-
ments.

Improving credit quality and continued strong risk management
Credit quality improved in 2010 as net loan losdesreased, rating migration turned
positive. In 2010, the credit exposure increase@%y with increases to a large extent
from the institution and retail segments.

Nordea’s market risk taking activities are welleatisified and oriented towards Nordic
and European markets.

The Group’s market risk is to a large extent drifsgrinterest rate risk. The total mar-
ket risk VaR was on average EUR 43m in 2010.

Capital management well established — capital strgth for new regulations and
growth

Despite the strong volume growth, the core tieafital ratio, excluding transition rules,
was unchanged compared to last year and was ahthef 2010 8.9% (8.9%).

Maintained strong funding name and high long-term tinding activity

Also in the funding and liquidity risk area, Nord®aintained its position as one of the
strongest names in the funding market. Nordea, @tgxb by its well recognized name
and strong rating, has had access to all releuaantdial markets and has been able to
actively use all its funding programmes.

Stress tests
During 2010, Nordea has continued to perform séweternal stress tests in order to
evaluate the risks of different economic scenabosfy macroeconomic and for certain
identified high risk areas. In addition to the mia stress tests, Nordea Group has been
part of external stress tests performed by findstipervisors, central banks and equity
analysts. The result of the CEBS'’ stress test obpean banks that was performed during
spring/summer confirms Nordea’s strong balancetsiee capital situation. Nordea was
one of 91 banks that were included in the stressated even in the most severe scenario
i.e. the adverse scenario combined with the soyershock; Nordea’s tier 1 ratio
dropped only 10 bps. This clearly demonstratesttength of Nordea’s risk manage-
ment, capital planning and its ability to asseaféicsent need of capital. In accordance
with the 2010 Internal Capital Adequacy AssessrReatess (ICAAP) and Supervisory
Review and Evaluation Process (SREP), the regslaigmreed that Nordea was ade-
quately capitalised given its risk profile and faio.

In the spring 2010 Nordea Bank Denmark participatesi stress required by the Dan-
ish FSA which included all IRB institutes. The riésihows that Nordea Bank Danmark
is adequately capitalised.
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Business event Nordea Bank Denmark 2010

In 2009 Nordea Bank Danmark acquired a costumefghiorin Fionia Bank. During
2010, those customers were successfully transfénwedthe subsidiary to Nordea Bank
Danmark. These customers are treated accordirng tetandardised approach.

In November/December the business set-up in Madtetaged. The majority of fixed
income products were sold to Nordea Bank Finlanordter to have fixed income prod-
ucts booked in the legal entity Nordea Bank Finldirdm that time onwards
repo/reverse transactions will be done in the legéty Nordea Bank Finland. Remain-
ing transaction will mature in Nordea Bank Danmark.

The state bank package | (“Bankpakke I”), apprane2D08 expired 30September
2010. Until that day, the Kingdom of Denmark unditindally guaranteed the claims of
unsecured creditors against Danish banks to tlenetttat such claims are not otherwise
covered. The payment of the guarantee schemeaisdad by the participating banks.

The state bank package Il (“Bankpakke 11") includesicheme for capital injection as
state hybrid capital and an individual state gut@scheme for existing and new unsub-
ordinated, unsecured debt and for the provisiosupplementary collateral (junior cov-
ered bonds) with a maturity of up to three yeargititutions issuing covered bonds or
mortgage-covered bonds. The guarantee scheme sjpl@ans issued on or before 31
December 2010.

Nordea Bank Danmark has not used any of those sshemapital injection as state
hybrid capital or individual state guarantee fobtde
Supervisors, rating agencies and analyst haveeah bomfortable with the capitalisation
level of Nordea Bank Denmark and the strong capiaition of Nordea Group, which is
reflected in Nordea’s AA-rating. However, in ordermeet increased concerns in the
media regarding the Danish banking sector in gémsmadea have decided to further
strengthen the capital position of Nordea Bank DekrnOn 10 February 2011 a new
subordinated loan of EUR 1.45bn was issued anddied in the tier 2 capital. The sub-
ordinated loan is funded internally. Including thew subordinated loan the total capital
ratio at 31 December 2010 would be 15.4% for Noileak Denmark.
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2. Governance of risk and capital management

Risk, liquidity and capital management are key sasdactors in the financial services
industry. Exposure to risk is inherent in providiiitgancial services, and Nordea as-
sumes a variety of risks in its ordinary businestivities, the most significant being
credit risk. The maintaining of risk awarenessha brganisation is incorporated in the
business strategies. Nordea has clearly defindd liguidity and capital management
frameworks, including policies and instructions éliiferent risk types, capital adequacy
and for the capital structure.

2.1 The Financial Group in the capital adequacy context

The information given in this report refers to NeadBank Danmark A/S, with corporate
registration number 13522197.

The financial statements are published semi annaalil the consolidated financial
statements include the accounts of the parent coyrndardea Bank Danmark A/S in-
cluding subsidiaries according to International duating Standard (IAS) 27.

In the Financial Group, the insurance operatioeshat consolidated, which is a dif-
ference to the treatment for accounting purposesofling to the requirements in the
CRD, insurance subsidiaries and associated undlegtatith financial operations are
instead deducted from the capital base in the @aguitequacy reporting (e g credit institu-
tions or insurance companies where Nordea own 10%toce of the capital). However,
with references to act 1125 "Bekendtggrelsen oanBrel virksomhed and by require-
ments by the Danish Financial Supervisory Authohigldings in LR Realkredit A/S
(Nordea Bank Danmark holds 39% of voting power)iackuded in RWA and capital
base with a proportional part. Tables and figurih specification of exposures, RWA
and capital requirement related to LR Kredit areincluded in this report if not stated.
This is valid only in Nordea Bank Danmark and is included in the capital require-
ments of Nordea Group. Table 1 last in this chaghismioses the undertakings that have
been consolidated and deducted from the capital. bas

2.2 Risk and capital management

2.2.1 Risk and capital management principles and control

Risk and capital governance in Nordea Bank Denngabkiilt on Nordea Group’s gov-
ernance structure. The following chapters and @edn risk and capital governance in
this report will therefore to a large extent be dea Group generic and reflect the matrix
organisational structure in this area. All figuraf however be Nordea Bank Denmark
specific if not otherwise mentioned.

Board of Directors and Board Credit Committee
The Board of Directors has the ultimate resporigidfibr limiting and monitoring the
Group'’s risk exposure as well as for setting thigets for the capital ratios. Risk is meas-
ured and reported according to common principlespanlicies approved by the Board of
Directors, which also decides on policies for dradiarket, liquidity and operational risk
management. All policies are reviewed at least aliyiu

In the credit instructions, the Board of Directdexides on powers-to-act for credit
committees at different levels within the custormeyas. These authorisations vary for
different decision-making levels, mainly in ternfssize of limits, and are also dependent
on the internal rating of customers. The Board ioé@ors also decides on the limits for
market and liquidity risk in the Group.

The Board Credit Committee monitors the developroéthe credit portfolio includ-
ing industry and major customer exposures and iosfindustry policies approved by
the Executive Credit Committee (ECC).
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CEO and GEM
The Chief Executive Officer (CEO) has overall resgibility for developing and main-
taining effective risk, liquidity and capital mareagent principles and control.

The CEO in Group Executive Management (GEM) deciaethe targets for the
Group’s risk management regarding SIIR (Structlntdrest Income Risk), as well as,
within the scope of resolutions adopted by the BadiDirectors, the allocation of the
market risk limits and liquidity risk limits to thesk-taking units Group Treasury and
Markets. The limits are set in accordance withithginess strategies and are reviewed at
least annually. The heads of the units allocatedhpective limits within the unit and
may introduce more detailed limits and other rigkigating techniques such as stop-loss
rules.

The CEO and GEM regularly review reports on risg@sure and have established the
following committees for risk, liquidity and caplitmanagement:

» The Asset and Liability Committee (ALCO), chairedthe Chief Financial Of-
ficer (CFQO), prepares issues of major importaneceeming the Group’s finan-
cial operations, financial risks as well as capitaihagement for decision by the
CEO in GEM.

* The Risk Committee, chaired by the Chief Risk GffilCRO), monitors devel-
opments of the different risks on an aggregateellev

« The Group Executive Management Credit CommitteeM@&E) and Executive
Credit Committee (ECC) are chaired by the CRO &ed3roup Credit Commit-
tee (GCC) by the Chief Credit Officer (CCO). Thesedit committees decide on
major credit risk limits and industry policies fitre Group. Credit risk limits are
granted as individual limits for customers or cditgted customer groups and as
industry limits for certain defined industries.

The CRO, has the authority to issue supplementsidetines and limits, where it is
deemed necessary.

According to "Bekendtggrelse om ledelse og styahgengeinstitutter m.fl.” Nordea
has appointed a Chief Risk Officer for Nordea BBakmark. The Chief Risk Officer
reports to the Executive Management in Nordea Bzarkmark and is responsible for the
overall Risk Management coordination in Nordea BBakmark.

CRO and CFO
In figure 1 the governance structure of risk, ldjtyi and capital management in Nordea
is illustrated.
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Risk, Liquidity and Capital Management governance s  tructure

Nordea — Board of Directors
Board Credit Committee

Chief Executive Officer (CEO) / Group Executive Man  agement (GEM)

Group Executive

Asset a.md Liability Risk _Committee Management and Executive

Committee, ALCO (Chalrman: CRO) Credit Committees, GEMCC

(Chairman: CFO) and ECC (Chairman: CRO)
Group Credit Committee,
GCC (Chairman CCO)

Risk, Liguidity and Capital Management responsibili ties

Chief Financial Officer (CFO) Chief Risk Officer (CRO)

Group Corporate Centre Group Risk Management

(Head: CFO) (Head: CRO)

Liquidity management framework Risk management framework

Capital management framework Capital adequacy framework

Monitoring and reporting

Figure 1: Governance of Risk, Liquidity Managementand Capital Management

Within the Group, two units, Group Risk Managenmamd Group Corporate Centre, are
responsible for risk, capital, liquidity and balargheet management. Group Risk Man-
agement, headed by the CRO, is responsible faigkenanagement framework and
processes as well as the capital adequacy frame®@ookip Corporate Centre, headed by
the CFO, is responsible for the capital policy, tbenposition of the capital base and for
management of liquidity risk and SIIR.

Each customer area and product area is primaslyorgsible for managing the risks
in its operations within the applicable limits anamework, including identification,
control and reporting.

2.2.2 Risk appetite

The Board of Directors is ultimately responsibletfee overall risk appetite for the
Group and for setting the principles for how riglpatite is managed.

To support the Board of Directors in these respmlitsés, Nordea will further de-
velop the Group’s risk appetite framework throu@i 2, allowing for easier aggregation
and communication of the overall boundaries to téddng, as well as making the process
for top down risk appetite decisions and actionsenstraightforward. It is intended that
the Risk Appetite framework considers all riskevaint to Nordea'’s business activities
and on an aggregate level is represented in tefs@v@ency, earnings, liquidity, and
operational and business risks.

This development work also extends to the procdssamscading risk appetite to
segments and risk types within the portfolio, ral@vcustomer areas and in relation to
anticipated business plans. On this level Grouk Rianagement supports the customer
areas with setting risk limits that reflect the @lkrisk appetite, set by the Board of Di-
rectors.

2.2.3 Monitoring and reporting

The "Policy for Internal Control and Risk Managemienthe Nordea Group" states that
the management of risks includes all activitiesiagnat identifying, measuring, assess-
ing, monitoring and controlling risks as well asaseres to limit and mitigate conse-
guences of the risks. Management of risks is praaatmphasising training and risk
awareness. Nordea maintains a high standard ofm@siagement by means of applying
available techniques and methodology to its ownlsee

The control environment is based on the princifilesegregation of duties and in-
dependence. Monitoring and reporting of risk isciarted on a daily basis for market and

8
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liquidity risk, on a monthly or quarterly basis fedit risk and on a quarterly basis for
operational risk.

Risk reporting is regularly made to GEM and to Board of Directors. The Board
of Directors in each legal entity receives intemigl reporting which covers market,
credit and liquidity risk per legal entity. Withthe credit risk reporting, different portfo-
lio analyses such as credit migration, current &odlhy of Default (PD) and stress test-
ing are included.

Reporting of the internal capital required includ#ésypes of risks and is reported
regularly to the Risk Committee, ALCO, GEM and Bibaf Directors. Group Internal
Audit makes an independent evaluation of the pse®segarding risk and capital man-
agement in accordance with the annual audit plan.

2.2.4 Different risk types

There are different risk types which are descripede in detail below in accordance
with how they are structured within CRD.

Risk in pillar |
In pillar I, which forms the base for the regulgtoapital requirement, three risk types
are covered: credit risk, market risk and operatioisk.

» Credit risk is the risk of loss if counterpartd taifulfil their agreed obligations
and the pledged collateral does not cover the elaithe risk arises primarily
from various forms of lending but also from guaes® and documentary credits.
Furthermore, credit risk also include counterpargdit risk, transfer risk and
settlement risk The measurement of credit riskaisell on the parameters; Prob-
ability of Default (PD), Loss Given Default (LGDhd Credit Conversion Factor
(CCF).

- Marketrisk is the risk of loss in the market vabfdinancial instruments, as a re-
sult of movements in financial market variablese Timarket risk exposure relates
to interest rates, credit spreads, FX rates, equitgs and commodity prices.

« Operational risk is defined as the risk of direcinalirect loss, or damaged repu-
tation resulting from inadequate or failed interpalcesses, from people and sys-
tems, or from external events. Legal and compliaiséeas well as crime risk,
project risk and process risk, including IT risknstitute the main sub-categories
to operational risk.

Risk in pillar 1l

In pillar Il, additional risks not included in thpdlar | risks are measured and assessed.
These are managed and measured although theytarelnded in the calculation of the
minimum capital requirements. In the calculatiorieabnomic Capital (EC) most of the
pillar 11 risk is included as well as risk in thigelinsurance operations. Examples of pillar
Il risk types are liquidity risk, business riskiérest rate risk in the banking book and
concentration risk:

e Liquidity risk is the risk of being able to megajuidity commitments only
at increased cost or, ultimately, being unable ¢ethobligations as they fall due.
The liquidity risk management focuses on both stesrn liquidity risk and long-
term structural liquidity risk.

» Business risk represents the earnings volatilingrent in all business due to the
uncertainty of revenues and costs due to changég ieconomic and competi-
tive environment. Business risk in the Economici@hframework is calculated
based on the observed volatility in historical firahd loss that is attributed to
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business risk.

« Interest rate risk in the banking book consistexgfosures deriving from the bal-
ance sheet (mainly lending to public and deposii® fpublic) and from Group
Treasury’s investment and liquidity portfolios.

* Pension risk is included in market risk in the Emmiic Capital framework and
includes equity, interest rate and FX risk in threrddea sponsored defined benefit
pension plans.

* Real estate risk consists of exposure to ownedeasd properties and is in-
cluded in the market risk EC

» Concentration risk is the credit risk related te tregree of diversification in the
credit portfolio, i.e. the risk inherent in doingdiness with large customers or
not being equally exposed across industries aridmegThe concentration risk
includes both single name concentration risk actbs@eography concentration
risk and is included in the EC framework.

2.3 Roll-out plan

In June 2007, Nordea received approval by the imhisupervisory authorities to use the
Foundation Internal Rating Based (FIRB) approacitfoporate and institution exposure
classes in Denmark, Finland, Norway and SwedeBeltember 2008 Nordea was ap-
proved of using the Internal Rating Based (IRB)rapph for the Retail exposure class in
Denmark, Finland, Norway and Sweden (with the etioagor the Finance companies in
all countries that were not applied for). The stadésed approach is used for the remain-
ing portfolios, such as foreign branches.

Nordea aims to continue the roll-out of the IRB mgzhes. The main focus is the de-
velopment of advanced IRB for corporate customethe Nordic area, including internal
estimates of LGD and CCF. The standardised appnedicbontinue to be used for
smaller portfolios and new portfolios, such as EdBank, for which approved internal
models are not yet in place.

Table 1
Specification over group undertakings consolidatedleducted from the Nordea Bank Danmark, 31 Decembe2010
Book value Voting powe Consolidatior
Number of shares EURmM of holding %Domicile method
Group undertakings included in the capital Base
Nordea Finans Danmark A/S 20,006 149 100 Hgje-Taastrupurchase method
Nordea Kredit Realkreditaktieselskab 17,172,500 2,013 100 Copenhagempurchase method
Fionia Asset Company A/S 48,742,586 1,143 100 Copenhagempurchase method
Nordea Finance Ltd 2 7 100 London purchase method
Structured Finance Servicer A/S 2 3 100 Copenhagen purchase method
NJK 1 ApS 12,500,000 118 100 Copenhagerpurchase method
Other companies 2
Total included in the Nordea Bank Danmark Group 3,4%
Investments in credit institutions deducted frometltapital base
KIFU-AX Il A/S 3 25 Copenhagen
Axel IKU Invest A/S 1 33 Copenhagen
Nordea Thematic funds of Funds KS 13 25 Copenhagen
INN KAP 2 0 15 Copenhagen
Symbion Capital | 1 25 Copenhagen
Norges Investor IIl AS 1 16 Copenhagen
Other 1
Total investments in credit institutions deducted fom the
capital base 20

10
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3. Capital position

Nordea has a strong capital positioning cohererthwgrowth in lending. The profits
generated are in line with the growth in RWA whitkurn has resulted in stable capital
ratios, excluding transition rules.

3.1 Capital adequacy assessment

Nordea needs to keep sufficient capital to covatisids taken over a foreseeable future.
In order to do that the bank strives to attaince#fit use of capital through active man-
agement of the balance sheet with respect to diffaasset, liability and risk categories.
The goal is to enhance returns to the shareholdgits maintaining a prudent risk and
return relationship. Strong capital management sdpphe strategic visions and, in addi-
tion, provides resistance against unexpected ldhagsirise as a result of the risks taken
within Nordea. The ICAAP, see chapter 9, is esthiglil to determine internal capital
requirement that reflects the risks and to assesadequacy of the capital.

3.2 Regulatory capital requirement

In table 2, an overview of the capital requiremertd the RWA as of December 2010
divided on the different risk types is presentedamparison with previous year. The
credit risk comprises 88% of the risk. Operatiamnsit accounts for 9% of the capital
requirements and market risk comprises 3% of tpgalaequirements.

Table 2
Capital requirements and RWA in Nordea Bank Danmark
31 December 2010 31 December 2009
EURM Capita Capita
requirement RWA requirement RWA
Credit risk 2,938 36,725 2,935 36,688
IRB 2,670 33,375 2,707 33,837
of which corporate 1,759 21,990 1,897 23,708
of which institution 80 997 90 1,122
of which retail 789 9,857 698 8,728
of which other 43 532 22 279
Standardised 268 3,350 228 2,851
of which retail 70 876 64 798
of which sovereign 2 22 21 257
of which othet 196 2,452 144 1,796
Market risk 95 1,187 150 1,878
of which trading book, VaR 37 461 35 442
of which trading book, non-VaR 58 726 108 1,351
of which FX, non-VaR 0 0 7 85
Operational risk 292 3,653 267 3,335
Standardised 292 3,653 267 3,335
Sub total 3,325 41,565 3,352 41,902
Adjustment for transition rules
Additional capital requirement according to transitiales 1,063 13,281 843 10,533
Total 4,38¢ 54,84¢ 4,19t 52,43t

Yinclude associated company LR kredit with EUR 47maipital requirements, whereoff EUR 17m is markets risk

11
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3.3 Capital ratios

The RWA excluding transition rules is nearly unafh compared to last year and with a
capital case on the same level the ratios areyneadhanged.

The transition rules create a need to manage thie lsing a variety of capital meas-
urements and capital ratios.
Table 3 shows that the regulatory transition reesprise a floor on Nordea’s capital
requirement when compared to Basel Il (pillar Inmium requirements.

Table 3
Key capital adequacy figures in Nordea Bank DanmarkEURbn
31 December 2010 31 December 2009

RWA including transition rules 54.8 52.4
RWA Basel Il (pillar 1) excluding transition rules 41.6 41.9
Regulatory capital requirement including transitrates 4.4 4.2
Economic Capital 3.7 3.1
Capital base 5.0 5.0
Capital base proforma 6.4

Tier 1 capital 3.7 3.7
Core tier 1 capital 3.7 3.7
Tier 1 ratio including transition rules (%) 6.8% 7.1%
Tier 1 ratio excluding transition rules (%) 8.9% 8.9%
Core tier 1 ratio including transition rules (%) 6.8% 7.1%
Core tier 1 ratio excluding transition rules (%) 8.9% 8.9%
Capital ratio including transition rules (%) 9.0% 9.6%
Capital ratio excluding transition rules (%) 11.9% 12.0%
Capital ratio excluding transition rules (%) profa* 15.4%

Capital adequacy quotient (Capital base /Regulatapytal requirement 11 12
including transition rules) ' '
Capital adequacy quotient (Capital base /Regulatapjtal requirement 15 15
excluding transition rules) ' '
Capital adequacy quotient (Capital base proformguiReory capital 19

requirement excluding transition rules) proforma

! Capital Base proforma for 2010 includes a new siibated loan of EUR 1.45bn (tier 2 capital) issoadlO February 2011.

12
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4. Credit risk

During the year Nordea have, given the strong fugdiame and the capital
strength, continued to focus on the successfulutxecof the ongoing organic
growth strategy.

The macro economic development has strengtheeextedit quality in terms
of positive rating migration and improved averaggkrweights on existing as well
as new customers.

4.1 Identification of credit risk

4.1.1 Roles and responsibilities in credit risk manageimen

Group Credit is responsible for the credit risk agement framework, consisting of poli-
cies, instructions and guidelines for the GroupuprCredit Control is responsible for
controlling and monitoring the quality of the creglortfolio and the credit process. Each
customer area and product area is primarily resplenfor managing the credit risks in
its operations within the applicable framework éindts, including identification, control
and reporting.

Within the powers to act granted by the Board akBlors, credit risk limits are ap-
proved by decision-making authorities on differenels in the organisation (see figure
2). The credit decision-making structure has belpusted starting in the fourth quarter
2010. The new Group Executive Management Crediti@itime (GEM CC) has been
added to decide on proposals containing major iplimissues. The changes will only
impact the Credit Committees on Group level (ECE @&C), and not impact Credit
Committees in the Customer areas.

The Bank Danmark Board of Directors takes the fanatlit decisions concerning
Nordea Bank Danmark. In Nordea Bank Finland, Norasag Sweden the final credit
decisions are taken in ECC and GCC.

The Board of Directors of Nordea has ultimate rasglity for limiting and monitor-
ing the Group'’s risk exposure. The Board of Direstso has the ultimate responsibility
for setting the targets for the capital ratios.

Responsibility for a credit exposure lies with stamer responsible unit. Customers are
assigned a rating or scoring in accordance withHrdrmaework for quantification of credit
risk.

Nordea - Board of Directors/Board Credit Committee
Policy matters/ Monitoring / Guidelines

Nordea Bank Denmark Nordea Bank Finland Nordea Bank Norway
Board of Directors Board of Directors Board of Directors
Reporting Reporting

| Executive Credit Committee / Group Executive Manage  ment Credit Committee |

| Group Credit Committee |

Nordic Banking Country Credit New Shipping, Financial
Committees European Oil Services || Institutions
Markets &
Branch Corporate International
Regions Merchant
Decision-making Banking Credit Credit Credit Credit
Authorities Committees Committees || Committees || Committees
Branch
Decision-making
Authorithies

Figure 2: Credit decision making structure

13
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4.1.2 Credit risk identification

Credit risk is defined as the risk of loss if canpiarts fail to fulfil their agreed obliga-
tions and the pledged collateral does not covestiexgj claims. The credit risks stem
mainly from various forms of lending, and also frgmarantees and documentary credits,
such as letters of credit. The credit risk fromrgméees and documentary credits arises
from the potential claims on customers, for whiatrdiéa has issued guarantees or docu-
mentary credits. Furthermore, credit risk may atetude counterparty credit risk, trans-
fer risk and settlement risk. Counterparty riskhis risk that the counterpart in an FX,
interest, commodity, equity or credit derivativestact defaults prior to maturity of the
contract at which time the bank has a claim orcthenterpart. Settlement risk is the risk
of losing the principal on a financial contractedo a counterpart's default during the
settlement process. Further information about aparty risk and settlement risk is
available in section 4.2.6 in this report. Transigk is a credit risk attributable to the
transfer of money from a country where a borrowetdmiciled, and is affected by
changes in the economic and political situatiothefcountries concerned.

Concentration risk in specific industries is folledvby industry monitoring groups
and managed through specific industry credit pedievhich are established for industries
where at least two of the following criteria aréfified:

* Significant weight in the Nordea portfolio
* High cyclicality and/or volatility of the industry
» Special skills and knowledge required

There is usually a cap set for the Group’s totglosxire in such an industry. All industry
credit policies are approved by the Executive Gr€dimmittees and confirmed annually
by the Board Credit Committee.

Corporate customers’ environmental risks are taktEnaccount in the overall risk
assessment through the so-called Environmental &Riskssment Tool (ERAT). Social
and political risks are taken into account by thealled Social and Political Risk As-
sessment Tool (SPRAT). SPRAT is applied as patie@torporate lending process, in
parallel to the ERAT. For larger project financansactions, the bank has adopted the
Equator Principles, a financial industry benchnfarkdetermining, assessing and manag-
ing social and environmental risk in project fingage The Equator Principles are based
on the policies and guidelines of the World Band#t &riernational Finance Corporation.

4.1.3 Decisions and monitoring of credit risk

Decisions regarding credit risk limits for custosiand customer groups are made by the
relevant credit decision authorities on differexdls within the Group. The responsibil-
ity for credit risk lies with the customer respdaisiunit, which continuously assesses
customers’ ability to fulfil their obligations andentifies deviations from agreed condi-
tions and weaknesses in the customers’ performémeeldition to building strong cus-
tomer relationships and understanding each custefirgancial position, monitoring of
credit risk is based on all available informatidroat the customer and macroeconomic
factors. Information such as late payments dataavieural scoring and rating migration
are important parameters in the internal monitogracess. If new information indicates
the need, the customer responsible unit must rea#ise rating and assess whether the
customer’s repayment ability is threatened. I§ iconsidered unlikely that the customer
will be able to repay its debt obligations, for exde the principal, interest, or fees, and
the situation cannot be satisfactorily remedied,dhistomer must be tested for impair-
ment. See section 4.1.5 for more details on impaitm

In case credit weakness is identified in relatma tustomer exposure, such exposure
is assigned special attention in terms of reviewhefrisk. In addition to continuous
monitoring, an action plan is established outlinfrogv to minimise a potential credit loss.
If necessary, a special team is set up to suppertdstomer responsible unit. Nordea has
a project organisation for handling work-out cogiercustomers. Individual deal-teams
including relevant specialists are establisheddiayer work-out cases. The credit organi-
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sation and other specialist units support custossgonsible units in handling smaller
work out customers. The follow-up of individual Wesut cases is part of the quarterly
risk review process. In this process the impairnaémdividual customers and customer
groups is assessed and the actions related toifiguadivork-out customers are reviewed
and followed up.

4.1.4 Credit risk mitigation and collateral policy

All credit risk mitigations are an inherent partté credit decision process. In every
credit decision and review the valuation of collatés considered as well as the ade-
quacy of covenants and other risk mitigations.

Pledging of collateral is the main credit risk mitiion method. In corporate exposure,
the main collateral types are real estate mortgdigeding charges and leasing objects.
Collateral coverage is higher for exposure to faially weaker customers than for those
which are financially strong.

Local instructions emphasise that national pracroe routines are timely and prudent
in order to ensure that collateral items are cdlietidoy the bank and that loans and
pledge agreements as well as the collateral aediyegnforceable. The bank is therefore
entitled to liquidate collateral in event of thdigbr’s financial distress and the bank can
claim and control cash proceeds from a liquidagpimotess.

To a large extent national standard loan and pledgeements are used, thus ensuring
legal enforceability.

The following collateral types are most common ordea:

* Residential real estate, commercial real estatdaamtisituated in Nordea’s home
markets

e Other tangible assets such as machinery, equipwghmitles, vessels, aircrafts
and trains

« Inventory, receivables (trade debtors) and assetlged under floating charge

« Financial collateral such as listed shares, listautds and other specific securities

e Deposits

e Guarantees and letters of support

« Insurance policies (capital assurance with surnevalee)

For each type, more specific instructions are adddke general valuation principle. A
specific maximum collateral ratio is set for eaghet Restrictions for acceptance refer in
general to the assessment of the collateral valiner than the use of the collateral for
credit risk mitigation as such. In the RWA calcidas, the collateral must fulfil certain
eligibility criteria.

Regarding large exposure, syndication of loanségprimary tool for managing con-
centration risk while credit risk mitigation by thise of credit default swaps has been
applied to a limited extent.

Covenants in credit agreements do not substituteteral but may be of great help as a
complement to both secured and unsecured expa@sliBxposure of substantial size and
complexity includes appropriate covenants. Findr@aenants are designed to react to
early warning signs and are carefully followed up.

4.1.5 Definition and methodology of impairment

Weak and impaired exposure is closely and contislyanonitored and reviewed at least
quarterly in terms of current performance, busirghook, future debt service capacity
and the possible need for provisions. An exposumapaired, and a provision is recog-
nised, if there is objective evidence, based os évents or observable data, that there is
impact on the customer’s future cash flow to thieeixthat full repayment is unlikely,
collateral included. The size of the provisiongsi@l to the estimated loss being the dif-
ference between the book value and the discourtied wf the future cash flow, includ-
ing the value of pledged collateral. Impaired expesan be either performing or non-
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performing. Impaired exposure is treated as inuef@ehen determining default probabil-
ity. Exposure that is past due more than 90 dagstsmatically regarded as in default,
and reported as non-performing and impaired oimpaired depending on the deemed
loss potential. In addition to individual impairnteasting of all individually significant
customers, collective impairment testing is perfedrfor groups of customers not identi-
fied individually as impaired. Collective impairnds based on the migration of rated
and scored customers in the credit portfolio. Téseasment of collective impairment
relates to both up and down-ratings of customesrsyedl as new customers and those
leaving the portfolio. Moreover, customers goin@iml from default affect the calcula-
tion. Collective impairment is assessed quartentyefaich legal unit.

The rationale for this two-step procedure with hattividual and collective assess-
ment is to ensure that all incurred losses arewated for up to and including each bal-
ance sheet day. Impairment losses recogniseddaup of loans represent an interim
step pending the identification of impairment last® an individual customer. There is
an independent credit control organisation withdterall responsibility to control and
monitor quality in the credit portfolio, the cre@itocess and ensuring that all incurred
losses are covered by adequate allowances.

4.1.6 Link between credit risk exposure and balance sinestnual report

Credit risk can be measured, monitored and segm@émidifferent ways. The loan portfo-
lio is the major part of the credit portfolio arttetbasis for impaired loans and loan
losses. This section discloses the link betweetotine portfolio as defined in accordance
with accounting standards and exposure as definaddordance with the CRD.

The main differences are outlined in this sectwilltistrate the link between the dif-
ferent reporting methods. A detailed definitioreaposure classes used in the capital
adequacy calculations is shown in appendix 11.3.

In this report, tables containing exposure aregesl as Exposure at Default (EAD)
for IRB exposure and Exposure value for standaddesgoosure if nothing else is stated.
It is based on the exposure amount on which the R&\6&lculated. This amount differs
from the original exposure, which is the exposwefole taking into account substitution
effects stemming from credit risk mitigation anédit conversion factors for off-balance
exposure.

Credit risk exposure presented in this reportcicoadance with the CRD, is divided
between exposure classes, in which each exposasg isl divided into the following
exposure types:

¢ On-balance-sheet items

« Off-balance-sheet items (e.g. guarantees and iwsaatiamounts of credit facili-
ties)

* Securities financing (e.g. reversed repurchasesaggats)

« Derivatives

Items presented in the annual report, in accordamttee accounting standards, are di-
vided as follows:
* On-balance-sheet items (loans to credit institgtiand loans to the public, in-
cluding reversed repurchase agreements)
« Off-balance-sheet items (e.g. guarantees and isaatiamounts of credit facili-
ties)
» Derivatives (positive fair value)
e Treasury bills and interest-bearing securities
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4.2 Capital requirement for credit risk

4.2.1 Development of exposure and RWA

This chapter aims to present an overview as walhag-depth description of the distri-
bution of the credit risk portfolio for Nordea BaBlanmark. For more detailed informa-
tion of the principles for RWA calculations, undkee IRB and standardised approaches,
see appendix 11.4

In table 4, the original exposure, the exposure atferage risk weight expressed as
percentages, RWA and capital requirement, areilalisérd by exposure class. The IRB
exposure classes contain the portfolios for whiohdda has been approved.

The retail portfolio is divided into three sub-semgits; mortgage (credit risk exposure
to private individuals, pledged by real estatef)eotetail (exposure to private individuals,
except mortgage) and SME (exposure to small andumesdized enterprises, including
loans secured by real estate collateral).

For the remaining portfolios the standardised apginexposure classes are used. Fur-
thermore, acquisitions of new portfolios are trdaiecording to the standardised ap-
proach until approval has been given to includetirethe IRB approach by the financial
supervisory authorities. This includes the costupwetfolio taken over from Fionia
Bank.

Some exposure classes have been merged in thedabléo low exposure in these
exposure classes.

Table 4
Capital requirement for credit risk in Nordea Bank Danmark, 31 December 2010
EURM Original Average Capita
exposure Exposure risk weight RWA requirement
IRB exposure classe
Institutions 10,849 10,353 10 997 80
Corporate 50,514 38,953 56 21,990 1,759
Retail 48,946 47,872 21 9,857 789
- of which mortgage 35,045 34,97¢ 15 5,22 41¢
- of which other retail 13,110 12,180 36 4,390 351
- of which SME 789 716 33 239 19
Other non-credit obligation ass 532 532 100 532 43
Total IRB approach 110,842 97,710 34% 33,375 2,670
Standardised exposure class
Central government and central banks 3,885 3,642 1 22 2
Regional governments and local authorities 1,567 554 0 0 0
Institutions 887 875 20 175 14
Corporates 1,810 965 100 965 7
Retail 1,693 1,073 75 804 64
Exposures secured by real estate 206 203 35 71 6
Other 1,336 1,283 73 935 75
Total standardised approact 11,383 8,596 35% 2,973 238
Total 122,22¢ 106,30t 34% 36,34¢ 2,90¢

* Administrative bodies and non-commercial undertg&j multilateral developments banks, past duesitem
short term claims, covered bonds and other items.
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4.2.2 Exposure type by exposure class
In table 5, the exposure is split by exposure elsssid exposure types.
Table 5

Exposure classes split by exposure type in NordeaBk Danmark, 31 December 201
On balanc  Off balanct Securitie!

EURmM sheet items sheetitems financing Derivatives Total
IRB exposure classe
Institutions 10,008 269 69 7 10,353
Corporates 31,011 7,544 346 53 38,953
Retail 44,172 3,700 0 47,872
- of which mortgage 34,769 207 34,976
- of which other retail 8,960 3,219 12,180
- of which SME 442 273 0 716
Other non-credit obligation ass: 532 532
Total IRB approach 85,722 11,513 415 60 97,710
Standardised exposure classt
Central governments and central banks 3,422 106 114 0 3,642
Regional governments and local authorities 539 15 0 554
Institutions 505 10 359 875
Corporates 791 169 5 965
Retail 796 277 1,073
Exposures secured by real estate 194 9 203
Otherl 1,280 4 1,283
Total standardised approach 7,527 589 114 365 8,596
Total exposure 93,250 12,102 529 425 106,306

* Administrative bodies and non-commercial undertg&j multilateral developments banks, past duesitatmort-term
claims, covered bonds and other items.

The average exposure in 2010 is presented in Gable

Table 6
Exposure classes split by exposure type in NordeaBk Danmark, Average exposure during 201

Average exposure
On balanc Off balanct Securitie:

EURmM sheet items sheet items financing Derivatives Total
IRB exposure classe

Institutions 5,130 234 211 22 5,597
Corporates 30,973 7,230 131 21 38,355
Retalil 43,324 3,665 0 46,989
- of which mortgage 34,043 199 34,242
- of which other retail 8,808 3,175 11,983
- of which SME 473 291 0 764
Other non-credit obligation ass 445 0 445
Total IRB approach 79,872 11,129 342 44 91,386

Standardised exposure class

Central governments and central banks 3,722 94 29 12 3,856
Regional governments and local authorities 548 17 0 565
Institutions 727 36 3 1,739 2,504
Corporates 630 122 1 2 755
Retail 847 132 0 1 980
Exposures secured by real estate 171 4 175
Other 1,410 1 1,412
Total standardised approact 8,055 408 32 1,753 10,248
Total exposure 87,927 11,53¢ 374 1,797 101,63:

* Administrative bodies and non-commercial undertakingsltitateral developments banks, past due items,
short-term claims, covered bonds and other items.
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4.2.3 Exposure by geography

In table 7, exposure is split by geographical arbased on where the credit risk is refer-

able.
Table 7

Exposure split by geography and exposure classesNtordea Bank Danmark, 31 December 2010
Nordic ~ which ~ which  which  which Baltic

EURM countries Denmark Finland Norway Swedencountries Poland  Russia Other Total
IRB exposure classes

Institution 10,353 10,353 10,353
Corporate 38,953 38,953 38,953
Retail 47,872 47,872 47,872
- of which mortgage 34,976 34,976 34,976
- of which other retail 12,180 12,180 12,180
- of which SME 716 716 716
Other non-credit obligatio 532
assets 532 532

Total IRB approach 97,710 97,710 97,710

Standardised exposure classes

Central governments and 3,642 3,642 3,642
central banks

Regional governments and 554 554 554
local authorities

Institution 875 875 875
Corporate 965 965 965
Retail 1,073 1,073 1,073
Exposures secured by real 203 203 203
estates

Othet 1,283 1,283 1,283
Total standardised approac 8,596 8,596 8,596
Total exposure 106,306 106,306 106,306

IAdministrative bodies and non-commercial undertg&jmultilateral developments banks, past due itshnt-term claims, covered
bonds, and other items. Associated companies nhided in exposure.

4.2.4 Exposure by industry

In table 8 the total exposure is split by industiaad by the main exposure classes. The
industry breakdown follows the Global Industrieas&sification Standard (GICS) and is
based on NACE codes (i.e. statistical classifiecatibeconomic activities in the European
community).

Table 8
Exposure split by industry group in Nordea Bank Dammark, 31 December 201
Internal rating based approach Standardised approach
Centra Regiona

governments ar governments ar
EURmM Institutions  Corporates Retail Other central banks local authorities Othér
Retail mortgage 34,976 181
Other retail 12,181 939
Central and local governments 169 2,513 554
Banks 2,194 1,129 687
Construction and engineering 570 67 35
Consumer durables (cars, appliances etc) 600 9 19
Consumer staples (food, agriculture etc) 7,253 88 136
Energy (oil, gas etc) 15 0 0
Health care and pharmaceuticals 519 29 7
Industrial capital goods 968 6 42
Industrial commercial services 4,373 84 128
IT software, hardware and services 534 13 67
Media and leisure 682 35 26
Metals and mining materials 18 0 0
Paper and forest materials 186 3 3
Real estate management and investment 6,060 116 81
Retail trade 4,081 124 110
Shipping and offshore 1,265 1 27
Telecommunication equipment 6 0 0
Telecommunication operators 450 0 0
Transportation 581 22 27
Utilities (distribution and production) 1,487 6 33
Other financial companies 7,991 4,459 17 373
Other materials (chemical, building materials etc) ,190 11 92
Other 3,657 84 532 1,317
Total exposure 10,35 38,95 47,87: 53z 3,64: 554 4,40(
1 bodies and non- underigd, banks, irsstuti

, standardised retail, by real estate, past due items, tenorclaims, covered bonds and other items.
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42.4.1 Specification of exposure against central governnhamd central banks

Nordea applies the standardised approach for erposwcentral government and central
banks. In this approach, the external rating fronelggible rating agency is converted to
the credit quality step (the mapping is definedh®yfinancial supervisory authorities),
which corresponds to a fixed risk weight. NordeasuStandard & Poor’s as eligible rat-
ing agency. In table 9, the central governmentaamdral bank exposure distributed by
the credit quality steps is available.

Table 9
Exposure to central

governments and central banks

ggﬁ(rjnard & Poor's ratil Credit quality ste  Risk weigh Exposur
AAA to AA- 1 0% 3,619
A+ to A- 2 20% 0
BBB+ to BBB- 3 50% 1
BB+ and below, or without rating 4 to 6 or blank 100 - 150% 21
Total 3,64

4.2.5 Specification of off-balance exposure

An off-balance exposure amount does not contaiis@nge risk as an on-balance expo-
sure amount. The off-balance amount can be reducadalue that carries the risk of a
corresponding on-balance amount. This is done aviflCF, which is a percentage value
(i.e. 0-100%) that is multiplied with the committeddrawn off-balance amount. For the
off balance items, the nominal value of a guaraigeg@plied with a CCF for calculating
the exposure. The CCF factor is for instance 502006 depending of the type of guar-
antee, i.e. lowering the risk weights compared withsame exposure on balance. Credit
commitments and unutilised amounts are part oékternal commitments that has not
been utilised. This amount forms the calculatiosebdepending on approach, product
type and whether the utilised amounts are uncanmditly cancellable or not.

The internal CCF model used for retail IRB is boitta product based approach.
There are three explanatory variables that determimch CCF value an off-balance
exposure will receive. The three variables aretaruer type, product type/CCF pool and
country in which the reporting is made. The CCbased on own estimates on expected
total exposure at the time of default.

Table 10 shows the weighted average CCF for thedRi®sure.

Table 10
Credit Conversion Factor in Nordea Bank Danmark, 31 Decembe?010

Exposure afte

substitutior
effectt  Exposure CCF
Retail 4,765 3,700 78%
- of which mortgage 278 207 74%
- of which other retail 4,147 3,219 78%
- of which SME 340 273 80%
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4.2.6 Counterparty credit risk

Counterparty credit risk is the risk that Nordeaosinterpart in a FX, interest, commod-
ity, equity or credit derivative contract defaydisor to maturity of the contract and that
Nordea at that time has a claim on the counter@aunterparty credit risk can also exist
in repurchasing agreements and other securitiagding transactions.

Derivative contracts are financial instruments hsas futures, forwards, swaps or op-
tions that derive their value from underlying imtstrrates, currencies, equities, credit
spreads or commodity prices. The derivative cotdrae often traded over the counter
(OTC), i.e. the terms connected to the specifidremh are on individual terms agreed
with the counterpart.

Nordea enters into derivative contracts based stomer demand, both directly and
in order to hedge positions that arise through swtivities. Nordea, through Group
Treasury, also uses interest rate swaps and athieatives in its hedging activities of the
assets and liability mismatches in the balancetskeehermore, Nordea may, within
clearly defined restrictions, use derivatives t@tapen positions in its operations. De-
rivatives affect counterparty risk and market askwell as operational risk.
Counterparty credit risk is subject to credit lignike other credit exposure and is treated
accordingly.

4.2.6.1 Pillar I method for counterparty credit risk

Nordea uses the so called marked-to-market methodltulate the exposure for coun-
terparty credit risk in accordance with the credit framework in CRD, i.e. the sum of
current exposure (replacement cost) and potentiatd exposure. The potential future
exposure is an estimate, which reflects possikdagés in the market value of the indi-
vidual contract during the remaining lifetime, aaaneasured as the notional principal
amount multiplied by the so called add-on factdre Bize of the add-on factor depends
on the contract’s remaining lifetime and the ungad asset. Netting of potential future
exposure on contracts within the same legally eefanle netting agreement is done as a
function of the gross potential future exposuralbthe contracts and the quotient be-
tween the net current exposure and the gross d¢wexeosure.

In table 11, the exposure as well as the RWA bplithe exposure classes is shown.
As stated above, exposure equals the sum of clexpaisure and potential future expo-
sure and as of December 2010 the potential futxpestire is the major part of the expo-
sure.

Table 11
Counterparty risk by exposure clas$in Nordea Bank Danmark, 31 December 2010

EURM Exposur RWA
IRB exposure classe

Institution 7 3
Corporate 53 16
Retail 0 0
Total IRB approach 60 18

Standardised exposure class

Central government and central banks 0 0
Other 365 77
Total standardised approact 365 7
Total exposure 425 96

! Exposures are after closeout netting and collbégnr@ements and only include derivatives.
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4.2.6.2 Counterparty credit risk for internal credit limgurposes

Counterparty credit risk for internal credit linptirposes is calculated using an alternative
method which differs from the pillar 1 method wittspect to add-on factors, treatment of
collaterals, netting principles and calculationaifil exposure. For example, in counter-
party credit risk exposure for regulatory capithg add-ons are fixed and decided by
supervisors whereas the internal add-ons in Noadeinternally derived and may change
over time. Also, in calculation of regulatory expos for counterparty credit risk, collat-
eral affects the LGD value in the IRB formula amd the level of exposure. However,

for internal limit purposes the collateral affettie level of exposure instead, which re-
sults in different exposure levels when comparimgtivo methods.

As of December 2010, the current net exposure WHR B82.5m and the potential fu-
ture exposure was EUR 397.1m in the internal copatéy risk framework,

On traded OTC contracts, Nordea performs fair vatljastments which are adjust the
profit/loss of these contracts by taking into acddhe cost of hedging them in the sec-
ondary market. This cost of hedging is either baleettly on market prices or on a theo-
retical calculation based on the credit ratinghef tounterparty.

4.2.6.3 Mitigation of counterparty credit risk exposure

To reduce the exposure towards single countergartgk mitigation techniques are
widely used in Nordea. The most common is the fisédoseout netting agreements,
which allow Nordea to net positive and negativdaegment values of contracts under
the agreement in the event of default of the copatgy. In addition, Nordea also miti-
gates the exposure towards large banks, hedge &mbmstitutional counterparties by an
increasing use of financial collateral agreementeere collateral on daily basis is placed
or received to cover the current exposure. Theattl consists mostly of cash and high
quality bonds.

In table 12, information of how the counterpargskrexposure is reduced with risk
mitigation techniques is available.

Table 12
Mitigation of counterparty risk exposure due to clseout netting and collateral agreements i
Nordea Bank Danmark, 31 December 2010

EURmM Current Exposul  Reduction from closeo Reduction from hel Current Exposul
(gross) netting agreements collateral (net)
Total 30z -14¢ 16¢ 283

As of December 2010 Nordea Bank Danmark had 208)(filtancial collateral agree-
ments.

Nordea’s financial collateral agreements do notmadly contain any trigger-
dependent features, for example rating triggersadew agreements the minimum expo-
sure level for further posting of collateral wik kbowered in the event of a downgrading.
Separate credit guidelines are in place for hagdiirthe financial collateral agreements

Finally, Nordea also uses a risk mitigation techeipased on a condition in some of
the long-term derivative contracts, which givesapg&on to terminate a contract at a
specific time or on the occurrence of specifiedltreelated events.

4.2.6.4 Settlement risk

Settlement risk is a type of credit risk arisingidg the process of settling a contract or
execution of a payment.

The risk amount is the principal of the transactemd a loss could occur if a counter-
part were to default after Nordea has given irrelde instructions for a transfer of a

22



Nordea Bank Danmark Group 2010 NOI’deQ !)

principal amount or security, but before receipthaf corresponding payment or security
has been finally confirmed.

The settlement risk on individual counterpartsetstricted by settlement risk limits.
Each counterpart is assessed in the credit pracebslearing agents, correspondent
banks and custodians are selected with a view nimging settlement risk.

Nordea is a shareholder of, and participant ingtbbal FX clearing system CLS
(Continuous Linked Settlement), which eliminates $lettlement risk of FX trades in
those currencies and with those counterparts teatlagible for CLS clearing.

4.2.7 Equity holdings

In the exposure class “Other items”, Nordea’s gguitidings in the banking book are
included. Investments in companies where Nordedshover 10% of the capital are de-
ducted from the capital base (see table 1) andeheoicincluded in the “other items”.

In table 13, the equity holdings outside the trgdinok are grouped based on the in-
tention of the holding. In the investment portfolmldings in private equity funds are
included in the amount of EUR 236m. All equitiedfie table are booked at fair value.
The evidence of published price quotations in divaenarket is the best evidence of fair
value and when they exist they are used to medisenealue of financial assets and fi-
nancial liabilities. For equities with no publishedce quotations, internal valuation
techniques are used to establish fair value. TEBlghows to what extent published price
quotations are used.

Table 13 Equity holding outside trading book in Nodea Bank Danmark, 31 December 20:
Unrealised Realised Capital

EURmM Book value Fair value gains/losses gains/lossesgiragent
Investment portfolid’ 441 441 167 0 35
Other” 266 266 0 0 21
Total 707 707 167 0 56
! Of which listed equity holdings 120
2 Of which listed equity holdings 40

4.3 Rating, collateral and maturity distribution

The parameters PD, LGD and maturity are a cenéndlgd calculating the RWA. In this
section the components are described with respatsitelopment of rating distribution
and migration, LGD development and maturity disttibn. The final section analyses
how these parameters are estimated and validated.

4.3.1 Rating and scoring

The common denominator of the rating and scorinigasability to predict defaults and
rank customers according to their default risk.yTaee used as integrated parts of the
credit risk management and decision-making progeskiding:

e The credit approval process

e Calculation of Risk Weighted Amounts (RWA)

e Calculation of Economic Capital (EC) and Expected4 (EL)

e Monitoring and reporting of credit risk

» Performance measurement using the Economic PERi framework

¢ Collective impairment assessment

While rating is used for corporate and institutexposure, scoring is used for retail expo-
sure.

A rating is an estimate that reflects only the difigation of the repayment capacity
of the customer, i.e. the risk of customer defalthie rating scale in Nordea consists of 18
grades from 6+ to 1- for non-defaulted customets3&agrades from 0+ to O- for defaulted
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customers. The repayment capacity of each ratiadegis quantified by a one year PD.
Rating grades 4- and better are comparable totimezg grade as defined by external
rating agencies such as Moody's and Standard & &#%P). Rating grades 2+ and
lower are considered as weak or critical, and reggpecial attention.

The risk grade master scale used for scored cussdméhe Retail portfolio consists
of 18 grades, named A+ to F-.

In table 14, the mapping from the internal ratingls to the S&P’s rating scale, using
condensed scales, is shown.

Table 14

Indicative mapping between
internal rating and Standard

& Poor’s
Rating

Standard &
Internal Poor’s
6+, 6, 6- AAA to AA
5+, 5, 5- A
4+, 4, 4- BBB
3+, 3, 3- BB
2+, 2, 2- B
1+, 1, 1- CCCto C
0+, 0, O- D

The mapping of the internal ratings to the S&Ptiascale is based on a predefined set
of criteria, such as comparison of default and disfinitions. The mapping does not in-
tend to indicate a fixed relationship between Nafslenternal rating grades and S&P’s
rating grades since the rating approaches differa@ustomer level the mapping does
not always hold and, moreover, the mapping may ghawer time.

Ratings are assigned in conjunction with credippsals and the annual review of the
customers, and approved by the credit committeesieder, a customer is downgraded
as soon as new information indicates a need fohg. consistency and transparency of
the ratings are ensured by the use of rating moAelating model is a set of specified
and distinct rating criteria which, given a seta$tomer characteristics, produces a rat-
ing. It is based on the predictability of customéuture performance based on their char-
acteristics.

Nordea has decided on a differentiation of ratiragleds to better reflect the risk in-
volved for customers with different characteristiRating models have therefore been
developed for several general as well as spe@fiments, e.g. real estate management
and shipping. Different methods ranging from pumhtistical, using internal data to
expert-based methods, depending of the segmeniestign, have been used when de-
veloping the rating models. The models are largalged on an overall framework, in
which financial and quantitative factors are corsblimvith qualitative factors.

Scoring models are pure statistical methods toigréte probability of customer de-
fault. The models are used in the household segasenkll as for small corporate cus-
tomers. Bespoke behavioural scoring models, deeelop internal data, are used to sup-
port both the credit approval process, e.g. autienagiprovals or decision support, and
the risk management process, e.g. "early warniaghfgh risk customers and monitoring
of portfolio risk levels. As a supplement to thén@eioural scoring models also bureau
information is used in the credit process. Therimakbehaviour scoring models are used
to identify the PDs, in order to calculate the Emmoic Capital and RWA for customers.
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Nordea has always the ambition to improve the seods, and thereby the risk differen-
tiation.

Nordea has established an internal validation m®geaccordance with the CRD re-
quirements aimed at ensuring and improving theopeidince of the models, procedures
and systems and to ensure the accuracy of the tHbagss.

The rating and scoring models are validated anypaalll the validation includes both
a quantitative and a qualitative validation. Thamfitative validation includes statistical
tests of the models’ discriminatory power, i.e. #fdity to distinguish default risk on a
relative basis, and cardinal accuracy, i.e. thétylbo predict default levels.

4.3.2 Rating distribution

In figures 3 to 5, the exposure is distributed dherinternal risk classification scale for
the exposure in the IRB exposure classes.

43.2.1 Rating distribution of the IRB institution portfoli

Institutions
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6+ 6 6-5+ 5 5 4+ 4 4- 3+ 3 3- 2+ 2 2- 1+ 1 1-

Rating grade

2010

Figure 3: Rating distributions, IRB Institution, in Nordea Bank Danmark

4.3.2.2 Rating distribution of the IRB corporate portfolio

Corporate
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Figure 4: Rating distribution, IRB Corporate, in Nordea Bank Danmark
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4.3.2.3 Scoring distribution of the IRB retail portfolio
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Figure 5: Rating distribution, IRB Retail, in Nordea Bank Danmark

4.3.3 Point-In-Time vs. Through-The-Cycle

In a Point-In-Time (PIT) process, an internal rgtieflects an assessment of the bor-
rower’s current condition and/or most likely futurendition over the course of the cho-
sen time horizon. The internal rating changes aedbttrower’s condition changes over
the course of the credit/business cycle. A Throtigh-Cycle (TTC) process requires
assessment of the borrower’s risk under a longeogbef time. In this case, a borrower’s
rating would tend to stay the same over the coofrsige credit/business cycle.

The creditworthiness indicated by a purely TTC ghdssification system would cor-
respond to the long-term average credit risk, wiiemifests itself in no migration be-
tween rating grades. A purely PIT risk classifioatsystem, on the other hand, would
only represent the credit risk at the point wheamnribk assessment was made which leads
to higher migration compared to a TTC system.

Nordea currently employs a hybrid risk classifieatsystem that is neither purely
TTC nor purely PIT. The PD estimates for the riskdgs remain fairly stable over time,
but migration between risk grades is expected waftdgcrts the average PDs and hence
RWA.

Nordea’s rating system (used in the exposure dassgorate and institution) is bal-
anced between PIT and TTC. The main factors inflirgnthe rating produced by the
models are the financial factors supplemented layitative factors into a total risk as-
sessment. The financial factors are based on shalalited financial statements and will
therefore vary as the overall business conditibrtfate. Adjustments and overrides in
ratings can be made when the financial factorsalgeflect the future repayment capac-
ity. The qualitative factors are based on the suive view of the expert with respect to
management, industry outlook, products etc. Thditgtige factors are seen as more
forward-looking, but assess the risk of a borrobased on the current state and not on a
worst-case scenario. Therefore, the qualitativeofacan be viewed as more long term.

Nordea’s scoring models (used in the exposure ctdal) are assessed to be rela-
tively close to PIT. The scorecards, or score mgdek built to reflect the latest available
information and a new score is calculated each mdrtiis will guarantee that the score
models give a score reflecting a customer’s monplelformance status and behaviour.
The model is, however not fully PIT due to thatréhare some elements that have a lag
and do not meet the requirements for 100% PIT.
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Nordea’s internal data is used when determininignaseés of PD. However, the time se-
ries used are representing a relatively recenbogexnd the observed values are adjusted
in order to represent long term average estimate®Bs this adjustment intends to cre-
ate a Margin of Conservatism and is based on th#eu of observations as well as on
the long-term default frequency observed in Norsl@aarkets.

4.3.4 Migration

The rating/scoring distribution changes over timtefivals mainly due to three factors:
1. The rating distribution for new customers and com&tis leaving the bank differs

from the rating distribution of the customers érigtboth in the beginning and

end of the period.

Increased or decreased exposure to existing custome

Changes in rating/scoring for existing customergation). Migration is for in-

stance affected by macroeconomic development, indsector developments,

changes in business opportunities and developmdimtancial statements of the

customers and other company-related factors. Sgamigration is affected by

macroeconomic development and timely payments aratrey things.

wn

4.3.5 Loss Given Default

In table 15, the exposure per exposure class stbyreligible collateral, guarantees and
credit derivatives is shown. The table presentsialsetween exposure classes subject to
the IRB approach and exposure classes subject tstaindardised approach.

Tablel5
Exposure secured by collaterals, guarantees and ¢ derivatives in Nordea Bank Danmark, 31 Decembe2010
of which secured k

guarantees and cre of which secure Average
EURmM Original exposure Exposure derivatives by collateral weighted LGD
IRB exposure classe
Institution 10,849 10,353 0 2 17%
Corporate 50,514 38,953 146 14,039 40%
Retail 48,946 47,872 9 35,641 20%
- of which mortgage 35,047 34,976 0 34,976 15%
- of which other retail 13,110 12,180 3 526 35%
- of which SME 789 716 6 139 20%
Other non-credit obligation ass 532 532 0 0 n.a.
Total IRB approach 110,842 97,710 154 49,682 28%
Standardised exposure class
Central government and central 3,885 3,642 288 0
banks
Regional governments and local 1,567 554 0 0
authorities
Institution 887 875 0 0
Corporate 1,810 965 5 13
Retail 1,693 1,073 0 3
Exposures secured by real estates 206 203 0 203
Other! 1,336 1,283 0 0
Total standardised approact 11,383 8,596 293 219

1 Administrative bodies and non-commercial undertgkj multilateral developments banks, standardisgtiution, standardised corporate,
past due items, short term claims, covered bondo#rer items. Associated companies not includezkposure.

4351 Guarantees and credit derivatives

The guarantees used as credit risk mitigationaagely issued by central and regional
governments in the Nordic countries. Banks andrarsze companies are also important
guarantors of credit risk.

Only eligible providers of guarantees and creditv@tives can be recognised in the
standardised and FIRB approach for credit risk.cAlitral governments, regional gov-
ernments and institutions are eligibliredit derivatives are only used as credit risk pro
tection to a very limited extent since the credittfplio is considered to be well diversi-
fied.
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4352 Collateral distribution

Table 16 presents the distribution of collatera@dis the capital adequacy calculation
process. The table shows real estate to be the paijoof the eligible collateral items in
relatively terms. Real estate is commonly usedbdateral for credit risk mitigation pur-
poses.

Table 16

Collateral distribution in Nordea Bank Danmark, 31 December201(
Other Physical Collateral 3%
Receivables 0%
Residential Real Estate 71%
Commercial Real Estate 25%
Financial Collateral 1%

4.3.5.3 Valuation principles of collateral

A conservative approach with long-term market valaed taking volatility into account
is used as valuation principle for collateral wiiefining the maximum collateral ratio.

Valuation and hence eligibility is based on thédeing principles:

« Market value is assessed; markets must be liquidjgprices must be available
and the collateral is expected to be liquidatedhiwiti reasonable timeframe.

* Areduction of the collateral value is to be coesal if the type, location or
character (such as deterioration and obsolescente® asset indicates uncer-
tainty regarding the sustainability of the markalie. Assessment of the collat-
eral value also reflects the previously experienaadtility of market.

* Forced sale principle: assessment of market valtigeocollateral value must re-
flect that realisation of collateral in a distre$s#uation is initiated by the bank.

* No collateral value is to be assigned if a pledgeat legally enforceable and/or
if the underlying asset is not adequately insugadrest damage.

4.3.6 Estimation and validation of parameters

Nordea has established an internal process in dasce with the legal requirements
aimed at ensuring and improving the performanaaadels, procedures and systems and
to ensure the accuracy of the parameters.

The PDs are validated semi-annually, while the L&id CCF parameters are vali-
dated at least annually. The validation includas laocquantitative and a qualitative vali-
dation. The quantitative validation includes statéd tests to ensure that the estimates are
still valid when new data is added.

The estimation process is linked to the validasimte the estimates used for the PD
scale are based on Nordea’s Actual Default FreqeeitdDF). Any suggested changes
to the PD scale are processed through approphateels such as the Risk Committee
and subsequently decided by GEM.

The PD estimation, and hence the validation, takesaccount that the rating models
used for corporate and institution customers Hagleer degree of TTC than the scoring
models used for retail customers. The PD estinatebased on the long-term default
experience and adjusted by adding a Margin of GQoatem between the average PD
and the average ADF. This add-on consists of twtspane that compensates for statisti-
cal uncertainty whereas the other constitutes messs cycle adjustment of the rating and
scoring models.

In table 17, the EL is compared to the actual gavgbnet losses. EL has been calcu-
lated using the definition from the economic cdgitamework, in which defaulted expo-

28



Nordea Bank Danmark Group 2010 NOI’deQ !)

sure receive 0% EL and where Nordea has intern&l a@d CCF estimates for corporate
and institution exposure. Figures represent tHey&ar outcome. In 2010, for Nordea
Bank Danmark the EL ratio used for calculating+aslusted profit was on average 25
basis points, excluding the sovereign and instituéxposure classes.

Table 17
EL vs. gross loss and net loss in Nordea Bank Danmark
EURmM
Retail Househofd Corporaté) Institution Government Total
2010 Mortgage Other
EL -44 -78 -124 -3 -2 -250
Gross loss -29 -204 -460 0 0 -693
Net loss -14 -141 -301 0 0 -456
2009
EL -28 -78 -122 -4 -2 234
Gross loss -17 -153 -674 0 0 -845
Net loss -15 -107 -572 8 0 -687
2008?
EL -23 -79 -109 -28 -2 -241
Gross loss -4 -133 -242 -3 0 -382
Net loss -4 -59 -148 -1 0 -213

1) SME Retail is included in the corporate segment
2) Figures are restated due to changes in economic capital framesvoiri st of January
2009

Note that the EL will vary over time due to changethe rating and the collateral cover-
age distributions, but the average long term res is expected to be in line with average
EL disregarding the fact that EL includes extragias for statistical uncertainty and, in
the case of LGD, a downturn add-on.

4.4 Loan portfolio, impaired loans and loan losses

4.4.1 Impaired loans

In table 18 to 20, impaired loans, loan lossesallodvances are distributed and stated
according to International Financial Reporting 8t (IFRS) as in the annual report
which is not exactly the same as in CRD.

In table 18, impaired loans to corporate custoraeggistributed by industry.
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Table 18
Loans and receivables, impaired loans and allowanseby customer type in Nordea Bank Danmark, 31 Deo#ber 2010
EURmM
Loans befor Impaired loan Impaired loan Allowances fo Specific  Provisioning
allowances before in % of loan: collectively allowance ratio
allowancesand receivablesassessed loans
To credit institutions 10,45: 0 0 0 0 -
- of which banks 10,451 0 0 0 0 -
- of which other credit institutions 0 0 - 0 0 -
To the public 92,10¢ 1,77¢ 2% 26E 704 55%

- of which corporate 54,430 1,449 3% 201 526 50%
Energy (oil, gas, etc.) 3 0 0% 0 0 -
Metals and mining materials 17 0 1% 0 0 167%
Paper and forest materials 267 7 3% 1 1 17%
Other materials (building materials, etc,) 898 29 3% 7 13 70%
Industrial capital goods 633 78 13% 7 16 29%
Industrial commercial services, etc. 7,105 87 1% 20 46 76%
Construction and civil engineering 1,332 82 6% 5 34 48%
Shipping and offshore 1,400 41 3% 13 7 48%
Transportation 807 21 3% 2 12 69%
Consumer durables (cars, appliances, etc.) 577 75 14% 7 28 47%
Media and leisure 1,009 39 4% 3 15 47%
Retail trade 4,597 177 4% 31 89 68%
Consumer staples (food, agriculture, etc.) 8,534 367 4% 67 76 39%
Health care and pharmaceuticals 870 6 1% 1 2 62%
Financial institutions 13,335 99 1% 13 57 71%
Real estate management 6,568 171 3% 17 41 34%
IT software, hardware and services 930 37 4% 1 15 44%
Telecommunication equipment 11 0 1% 0 0 90%
Telecommunication operators 267 1 0% 1 0 155%
Utilities (distribution and production) 1,047 1 0% 2 1 418%
Other 4,223 134 3% 4 74 58%

- of which household 36,788 326 3% 64 178 74%
Mortgage financing 24,792 21 0% 3 21 114%
Consumer financing 11,997 306 3% 61 157 71%

- of which public sector 891 0 0% 0 0 -

Total loans in the banking operation 102,561 1,776 2% 265 704 55%
Lending in the life insurance operatit
Total loans including life insurance operations 10361 1,776 2% 265 704 55%

In table 19, impaired loans are distributed by gaphy.
Table 19

Loans and receivables to the public, impaired loanand allowances, by geography in Nordea Bank Danmiay 31 December 2010
EURM

Loans ani  Impaired loan Impaired loan Allowances fo Specific Provisioning
receivables, befo before in % of loan: collectively allowances ratio

allowances allowances and receivables  assessed loans
Nordic countries 85,324 1,759 2% 264 690 54%
of which Denmark 84,253 1,754 2% 264 685 54%
of which Finland 4 0 0% 0 0 -
of which Norway 93 0 0% 0 0 100%
of which Sweden 975 5 0% 0 5 97%
Estonia 7 0 0% 0 0 -
Latvia 92 0 0% 0 0 100%
Lithuania 29 1 3% 0 1 100%
Poland 135 0 0% 0 0 -
Russia 6 0 0% 0 0 -
EU countries other 2,547 13 1% 0 11 81%
USA 140 0 0% 0 0 98%
Asia 274 0 0% 0 0 350%
Latin America 3,082 0 0% 0 0 100%
OECD other 118 1 1% 0 1 116%
Non-OECD other 356 1 0% 0 1 103%
Total 92,109 1,776 2% 265 704 55%
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Table 20 shows the reconciliation of allowance aot® for impaired loans.

Table 20
Reconciliation of allowance accounts for impaired loans in NordeBank Danmark, 201(
Group

Individually Collectively
Loans and receivables, EURm assessed assessed  Total
Opening balance at 1 Jan 2010 -571 -254 -825
Provisions -420 -117 -537
Reversals 103 107 210
Changes through the income statement -317 -10 -327
Allowances used to cover write-offs 184 0 184

Currency translations differences 0 -1 -1
Closing balance at 31 Dec 20: =704 -26E -96¢

4.4.2 Loan losses

Parent company

Individually
assessed
-497
-358
85
-273
158
-2
-614

Collectively

assessed Total
-199 -696

-97 -455

78 163
-19 -292
0 158
-1 -3

-22C -834

Nordea has defined its credit risk appetite asxpeeed loan loss level of 25 basis points
over the cycle. Table 21 shows the specificatiothefloan losses according to the in-
come statement in the annual report, as well taa@bs in the allowance accounts in the

balance sheet.

Table 21

Loan losses in Nordea Bank Danmark, 31 December 2010

Loan losses divided by class, net
Loans and receivables to credit institutions
of which write-offs and provisions
of which reversals and recoveries
Loans and receivables to the public
of which write-offs and provisions
of which reversals and recoveries
Off-balance sheet items
of which write-offs and provisions
of which reversals and recoveries
Total loan losses
Specification of loan losses
Changes of allowance accounts in the balance sheet
of which loans and receivables
of which off-balance sheet items
Changes directly recognised in the income statement
of which realised loan losses
of which realised recoveries
Total loan losses
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-339
-571
232
-117
-121

-456

-444
-327
-117
-12
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5. Market risk

Nordea’s market risk taking activities are well gigified and oriented towards the Nor-
dic and European markets. The market risk is targd extent driven by interest rate
risk.

5.1 Introduction to market risk

The customer-driven trading activity of Nordea Mgtskand the investment and liquidity
buffer and funding activities in Group Treasury #ire key contributors to market risk in
Nordea. For all other banking activities, the basinciple is that market risks are elimi-
nated by matching assets, liabilities and off bedasheet items.

In addition to the immediate change in the marledtie of Nordea’s assets and liabili-
ties from a change in financial market variableshange in interest rates could also af-
fect the net interest income of Nordea over timeNordea this is seen as structural inter-
est income risk (SIIR) and is described in Chafter

5.2 Market risk framework

A group-wide framework establishes common managéepranciples and standards for
the market risk management. This implies that #mesreporting and control processes
are applied for the market risk exposures in thditrg book and the banking book.
Transparency in all elements of the risk managemetess is central to maintaining
risk awareness and a sound risk culture througtheudrganisation. In Nordea this trans-
parency is achieved by:
e Senior management taking an active role in thegg®cThe CRO receives re-
porting on the Group’s consolidated market riskrgwvay; GEM receives reports
on a monthly basis, and the Board of Directors qnarterly basis.

* Having a comprehensive policy framework, in whiebponsibilities and objec-
tives are explicitly outlined and in which the rigfpetite is defined. Policies are
decided by the Board of Directors, and are compiegeateby instructions issued
by the CRO.

» Defining clear risk mandates (at departmental, @deskindividual levels), in
terms of limits and restrictions on which instrunsemay be traded. Adherence
to limits is crucial, and should a limit be breaghthe decision-making body
would be informed immediately.

e Having detailed business procedures that cleaaitg $tow policies and guide-
lines are implemented.

¢ Having proactive information sharing between trgdand risk control.

* Having risk models that make risk figures easilgataposable.

» Having a framework for approval of traded finanaratruments and methods for
the valuation of these that requires an elaborzéysis and documentation of

the instruments’ features and risk factors.

« Having a “business intelligence” type risk IT syatthat allows all traders and
controllers to easily monitor and analyse thek figures.
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« Having tools that allow the calculation of VaR figs on the positions that a
trader, desk or department has during the day.

5.3 Measurement methods

As there is no single risk measure that captutesspects of market risk, Nordea on a
daily basis uses several risk measures includirfg Madels, stress testing, and non-
statistical risk measures such as basis point gahet open positions and option key
figures.

5.3.1 Value-at-Risk

Nordea’'s VaR model is a ten-day, 99% confidencellmodel, which uses the expected
shortfall approach (sometimes referred to as tfaRail-VaR) and is based on historical
simulation on up to two years’ historical changesiarket prices and rates. This implies
that Nordea’s historical simulation VaR model ugesaverage of a number of the most
adverse simulation results as an estimate of V&R.sample of historical market
changes in the model is updated daily. The “squ@otof ten” rule is applied to scale
one-day VaR figures to ten-day figures. The mosleised to limit and measure market
risk at all levels both in the trading book and faaking book.

VaR is used by Nordea to measure interest rateigioexchange, equity and credit
spread risks. A VaR measure across these riskarasgallowing for diversification
among them, is also used. The VaR figures include linear positions and options.
With the chosen characteristics of Nordea’'s VaR ehdtie VaR-figures can be inter-
preted as the loss that will only be exceeded safrhundred ten-day trading periods.
However, it is important to note that, while eveffort is made to make the VaR-model
as realistic as possible, all VaR-models are basegssumptions and approximations that
have significant effect on the risk figures prodiic&lso, it should be noted that the his-
torical observations of the market variables thatused as input, may not give an ade-
quate description of the behaviour of these vagmbi the future.

5.3.2 Stress testing

In addition to VaR and other risk measures usazpiure the market risk during normal
market conditions, stress tests are used to estithatpossible losses that may occur
under extreme market conditions. Stress testsarducted daily for the consolidated
risk of Nordea. The main types of stress testsioel

1. Historical stress tests, which include selectetbhisal episodes, and are calculated
by exposing the current portfolio to the most upianable developments in financial
markets since 1993.

2. Sensitivity tests, where rates, prices, and/ortiities are shifted markedly to em-
phasize exposure to situations where historicaktations fail to hold. Another sen-
sitivity measure used is the potential loss stergrfriom a sudden default of an issuer
of a bond or the underlying in a credit default pwa

While these stress tests measure the risk ovesréestime horizon, market risk is also a

part of Nordea’s comprehensive firm wide ICAAP sfr¢est, which measures the risk
over a three year horizon. For further informatbonfirm wide stress tests see chapter 9.
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5.4 Consolidated market risk

The consolidated market risk in Nordea Bank Dannmptesented in table 22 includes
both the trading book and the banking book.

The total VaR was EUR 34m (EUR 77m) at the end0di02 demonstrating a consid-
erable diversification effect between interest,ratpiity and foreign exchange risk, as the
total VaR was lower than the sum of the risk inttivee categories.

The interest rate VaR ended 2010 at EUR 28m (EUR) 6Bhe net interest rate sensi-
tivity was EUR -70m (EUR -198m) and the largest piiNordea Bank Danmark’s inter-
est rate sensitivity stemmed from interest ratetipos in Danish Kroner and Swedish
Kronor. The total gross sensitivity to a 1 percgetpoint parallel shift, which measures
the development in the market value of Nordea Baakmark’s interest rate sensitive
positions if all interest rates were to move adelgrfor Nordea Bank Danmark, was EUR
195m at the end of 2010 (EUR 203m).

At the end of 2010, Nordea Bank Danmark’s equitiR\&@0od at EUR 12m (EUR
37m). Nordea Bank Danmark’s foreign exchange VaR BldR 3m (EUR 1m) at year-
end.

The fair value of the portfolio of less liquid attative investments constituted EUR
663m (EUR 373m) at year-end. The fair value of gtnents in hedge funds was EUR
239m (EUR 197m), the fair value of investmentsringte equity funds was EUR 350m
(EUR 177m), and the fair value of investments edirfunds was EUR 74m. All three
types of investments were spread over a numbemafst

Table 22
Consolidated market risk figures in Nordea Bank Damark, 31 December 2010

EURmM Measure 31 Dec 2010 2010 high 2010 low 2010 avg 12009

Total Risk VaR 343 96.7 12.1 43.3 77.0
- Interest Rate Risk VaR 28.0 66.0 8.5 27.9 65.7
- Equity Risk VaR 115 60.8 5.7 25.6 37.1
- Credit Spread Risk VaR 0.0 2.8 0.0 0.3 0.0
- Foreign Exchange Risk VaR 2.7 45 0.8 2.0 11

Diversification effect 19% 54% 10% 25% 26%

5.5 Market risk for the trading book

The market risk for the trading book is presentetable 23. The total VaR was EUR
26m (EUR 12m) at the end of 2010 and the main dariton to the total VaR was inter-
est rate risk. The interest rate VaR was EUR 25a0RE1m), with the largest part of the
interest rate sensitivity stemming from interes q@ositions in Swedish Kronor and Dan-
ish Kroner. The equity VaR was EUR 2m (EUR 2m). Tdreign exchange rate VaR
ended 2010 at EUR 2m (EUR 1m).

Table 23

Market risk figures in Trading book in Nordea Bank Danmark, 31 December 2010

EURmM Measure 31 Dec 2010 2010 high 2010 low 2010 avg 12009

Total Risk VaR 26.3 50.1 33 7.3 11.6
- Interest Rate Risk VaR 24.9 49.9 2.2 6.5 11.0
- Equity Risk VaR 1.7 3.9 0.4 16 15
- Credit Spread Risk VaR 0.0 2.8 0.0 0.3 0.0
- Foreign Exchange Risk VaR 2.3 3.2 0.5 15 0.9

Diversification effect 9% 57% 5% 29% 14.0%
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5.6 Capital requirement for market risk in the trading book (pillar 1)

Nordea uses both the internal model approach (\@a)}he standardised approach to
measure the market risk capital requirement inrdding book. Market risk in the CRD
context contains two types of risk measures: gémiskaand specific risk. General risk is
risk related to changes in the overall market grighile specific risk is related to price
changes for the specific issuer. In addition togbsitions in the trading book, regulatory
capital for market risk covers FX risk in the bankbook through the standardised ap-
proach.

RWA and capital requirements for market risk fag thading book are available in
table 24. Market risk RWA decreased from EUR 1.8bBUR 1.2bn between Q4 2009
and Q4 2010. The decrease is mainly related taiedse in specific interest rate risk
calculated under the standardised approach whictedsed from EUR 0.9bn to EUR
0.3bn during the year as a result of transferrdmegrhajority of the fixed income portfolio
from Nordea Bank Danmark to Nordea Bank Finland.

Table 24
Capital requirements for market risk in Nordea Bank Danmark, 31 December 201
Trading Trading Banking Total

Capita Capita Capita Capita
EURmM RWA requirement RWA requirement RWA requirement RWA requirement
Interest rate risk 441 36 264 21 705 57
Equity risk 66 5 462 37 528 42
Foreign exchange risk 64 5 0 0 64 5
Commodity risk 0 0 0 0
Diversification effec -11C -9 -11C -9
Total 461 37 72€ 58 0 0 1,181 95

* Interest rate risk in column Trading book VaR irt#s general interest rate risk only while columading book non-VaR includes both general and
specific interest rate risk

5.6.1 Internal model approach (VaR)

Nordea uses the VaR model to calculate capitalirements for a significant part of the
trading book. The methods used for calculatingtehpequirements for market risk are
shown in table 25.

Table 25
Methods for calculating capital requirements for maket risk in the trading book
Interest rate risk Equity risk FX risk
General Specific General Specific General
Nordea (Nordea Bank Danmark) M Standard IM Standarc IM

IM:internal model approach, Standard: standardiggatoach

The minimum capital requirement for the positions covered by the VaR model is cal-
culated according to the standardised approach.

5.6.2 Backtesting of the VaR-model

Backtesting is conducted daily in accordance withguidelines laid out by the Basel
Committee on Banking Supervision.

The backtest deciding the capital requirement ipligti for Nordea’s trading book is
holding the one-day VaR figures against hypothepoafit/loss.
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5.7 Interest rate risk in the banking book

Monitoring of the interest rate risk in the bankimgpk is done daily by measuring and
monitoring VaR for the banking book and by coningllinterest rate sensitivities which
measure the immediate effects of interest rategdson the fair values of assets, liabili-
ties and off balance sheet items. Per end of 204 nterest rate VaR for the banking
book was EUR 19m (EUR 76m). Table 26 shows thefiett on fair value of a parallel
shift in rates of up to 200 basis points, by cucyenvith positions as of 31 December
2010.

Furthermore Nordea regularly measures the SIIR c8apter 8 for further details.

Table 2¢
Interest rate sensitivities in banking book, instantaneousterest
rate movements, in Nordea Bank Danmark, 31 December 2010

EURmM +200 bp +100bp +50bp -50 bp -100 bp -200 bp
DKK -234.3  -117.2 -58.6 58.6 117.2 234.3
EUR 48.8 22.7 96 -6.1 -13.0 -283
usD 5.2 2.6 1.3 -13 -2.6 -5.2
Total -182.9 -93.1 -48.3 51.8 102.8 2034

The totals are netted and include currencies rextifed.

5.8 Determination of fair value of financial instruments

Financial assets and liabilities classified asrfmal assets/liabilities at fair value through
profit or loss and derivative instruments are rdedrat fair value on the balance sheet
with changes in fair value recognised in the incata¢ement in the item "Net
gains/losses on items at fair value".

Fair value is defined by IAS 32 and IAS 39 as tmant for which an asset could be
exchanged, or a liability settled, between knowzdde, willing parties in an arm's
length transaction.

The existence of published price quotations in@ive market is the best evidence of
fair value and when they exist they are used tosomegfinancial assets and financial
liabilities. Nordea is predominantly using publidh@ice quotations to establish fair
value for items disclosed under the following baksheet items:

o Treasury bills

« Interest-bearing securities

e Shares

« Listed derivatives

« Debt securities in issue (issued mortgage bontioidea Kredit Realkreditaktie-
selskab)

If quoted prices for a financial instrument failrEpresent actual and regularly occurring
market transactions or if quoted prices are noilave, fair value is established by using
an appropriate valuation technique. Valuation tégqes can range from simple dis-
counted cash flow analysis to complex option pgaimodels.

Valuation models are designed to apply observalblden prices and rates as input
whenever possible, but can also make use of unadidermodel parameters. Nordea
uses valuation techniques to establish fair vaduIfT C-derivatives and for securities
and shares where quoted prices in an active marketot available.

Fair value is calculated as the theoretical netgarevalue of the individual contracts,
based on independently sourced market parametém@sanming no risks and uncertain-
ties. This calculation is supplemented by a pddfatijustment. The portfolio adjustment
covers uncertainties associated with the valuagohniques, model assumptions and
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unobservable parameters as well as the portfaanisterparty credit risk and liquidity
risk (bid/offer spread). The portfolio adjustmeat model risk is based on two compo-
nents:
« Benchmarking of the model output (market valuesiirzg} market information or
against results from alternative models, wherelalvks.
« Sensitivity calculations where unobservable paramedre varied to take other
reasonable values.

If non-observable data has a significant impadhenvaluation, the instrument cannot be
recognised initially at the fair value estimatedthg valuation technique and any upfront
gains are deferred and amortised over the contaiblifiel of the contract. Nordea regards
observable market data, as data that can be aalléxim generally available external
sources and where this data is judged to represainttic market prices.

The applied valuation models are consistent witlepted economic methodologies
for pricing financial instruments, and incorportte factors that market participants con-
sider when setting a price.

New valuation models are subject to approval byugrisk Management and all
models are reviewed on a regular basis.

5.8.1 Compliance with requirements applicable to expossiie the trading book

Annex VII, Part B of the European Parliament andiiil Directive 2006/49/EG of 14
June 2006 on the capital requirements for investritens and credit institutions outlines
the requirements for systems and controls to peopiddent and reliable valuation esti-
mates. Nordea complies in all material aspects thi¢se requirements. Overall valuation
principles are governed by policies and instructiand independent Group staffs are
responsible for the overall valuation process. [beal risk control organisations in the
individual business units are responsible for penfog valuation controls in accordance
with the policies and instructions. The quality tohframework is assessed by relevant
Group functions as well as by Group Internal Awaditan ongoing basis.

The set-up for valuation adjustments is designdzetoompliant with the require-
ments in IAS 39. Requirements in the annex not eupgd by IAS 39 are therefore not
implemented. Nordea incorporates counterpartyingBTC derivatives, bid/ask spreads
and, where judged relevant, also model risk.
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6. Operational risk

Operational risk is inherent in all activities perfmed by Nordea. Risk management is
proportional to the risks in question, and riskigetiion is designed based on the
Group'’s risk appetite. During 2009 and 2010 a regeed risk management framework
was implemented in the Group, with enhanced foougey risks as well as simplified
reporting and structured follow-up procedures. Tisiexpected to lead to increased risk
awareness, better management information and atdsthess value.

6.1 Overall description and definition of operational risk

The "Policy for Internal Control and Risk Managemienthe Nordea Group” states that
the management of risks includes all activitiesiagrat identifying, measuring, assess-
ing, monitoring and controlling risks as well asaseres to limit and mitigate conse-
quences of the risks. Management of risks is pr@atmphasising training and risk
awareness. The Nordea Group maintains a high sthnflask management by means of
applying available techniques and methodologys@vtn needs in a cost-efficient way.

Operational risk is the risk of direct or indiréass, or damaged reputation resulting
from inadequate or failed internal processes, fp@wople and systems or from external
events. Operational Risk includes compliance ribictv means the risk of business not
being conducted according to legal and regulateguirements, market standards and
business ethics, thereby jeopardising customest’ib&erest, other stakeholders trust and
increasing the risk of regulatory sanctions, finahloss or damage to the reputation and
confidence in the Group. Operational risk alsoudels legal risk, which is the risk that
the Group suffers damage due to a deficient onrmecoblegal assessment. Operational
risk is inherent in all activities within the orgaation, in outsourced activities and in all
interactions with external parties.

6.2 Operational Risk Management and the operating model

Group Operational Risk Management is responsililddéoeloping and maintaining the
framework for managing operational and complianmslesy and for supporting the busi-
ness organisation in their implementation of tlzerfework.

Information security, physical security, crime peation and educational and training
activities are important components when managpegational risks. To cover this
broad scope, the Group security and the Group dang#d functions are included in
Group Risk Management, and close cooperation istaiaed with Group IT and Group
Legal, in order to raise the risk awareness througthe organisation.

Managing operational risk is part of the managemeantponsibilities. In order to
manage these risks a common set of standards smed risk management culture is
aimed for with the objective to follow best praeti@garding market conduct and ethical
standards in all business activities.

Nordea uses external risk transfer in the forrmefirance, including re-insurance, to
cover certain aspects of crime risk and professilatzility, including directors and offi-
cers liability. The Group furthermore uses insugafwr travel, property and general li-
ability purposes.

The Group’s network of risk and compliance officensures that operational and
compliance risk within the Group is managed effegi in the business organisation,
which represents the first line of defence. In otdemanage these risks Group Opera-
tional Risk Management, representing the secomrddfrdefence, has defined a common
set of standards (Group Directives, processeseputting). Group Internal Audit, repre-
senting the third line of defence, provides assteda the Board of Directors on the risk
management, control and governance processes.
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6.3 Key processes

6.3.1 Risk self assessment

The risk self assessment process puts focus deethasks, which are identified both
through top-down division management involvement laottom-up reuse of existing
information from processes such as quality andaisidyses, product approvals etc. The
risks are then quantified, assessed and documanéestructured way, and subsequently
presented in a risk map for prioritisation of thEmmitigating activities. The key risks
are prioritised and their mitigating activities a&racked together with the detailed infor-
mation of the risk.

The divisions’ key risks are also presented in auBrrisk map. The timing of this
process in synchronised with the annual planninggss to be able to ensure adequate
input to the Group’s overall prioritisations.

6.3.2 Internal control

The internal control process aims at ensuringlfodnt of requirements specified in
Group directives, reflecting both external andrimé requirements on the business. The
focus areas are addressed by the business orgamisatr an extended period of time,
and the division result (score) will be commentadaad signed off by the division man-
ager, to be subsequently reported to Group OpeadtRisk Management. The extended
time period for answering aims at providing time &gtions to be taken by the business
to correct substandard matters, thereby makingitheess an active tool for improve-
ment rather than merely a status report. The eavdt subsequently aggregated in differ-
ent dimensions and used as input to the CEO’s &nepart on internal control.

6.3.3 Other processes

Nordea has developed more task specific risk manageprocesses in three key areas;
product approvals, business continuity and ad-hanges.

The purpose of the product approval process issare common requirements and
documentation in respect of new products as wetatgrial changes to existing prod-
ucts. Approved products are reported on a regualsisb

The business continuity management covers a bicgmksanging from procedures
for handling incidents via escalation proceduresrisis management on Group level.
The most important factors governing the businessiruity preparedness are the recov-
ery requirements and prioritisations of productd s@rvices. As most of the value chains
rely on IT applications, disaster recovery planstéchnical infrastructure represent a key
part of the Nordea’s business continuity planning.

The Quality and Risk Analysis (QRA) is used to gealrisk and quality aspects re-
lated to changes on case by case basis, for exarepi@rograms or projects, or signifi-
cant changes to organisation, processes, systaim@acedures. In principle, the product
approval process described above constitutes a QRA.

6.4 Key reports

6.4.1 Annual report on internal control

The result and comments from the Internal Controtess represent the main input. The
reporting is provided annually.

Group Operational Risk Management collects theeslgoff input from the Divisions,
aggregates them to business area level, and foswlaedh to the business area heads for
comments. The comments from the business aredlseareompiled and, together with
comments from a Group perspective, forwarded tcCE©.

The CEO subsequently submits the annual reponttennal control to the Group
Board.
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6.4.2 Semi annual report on operational risks

The semi annual report is the independent repam the risk organisation, and is based
on input from risk and compliance officers in thesimess. The report also closely relates
to the risk self assessment process as it rediieassk and compliance officers to com-
ment on the key risks and their mitigating actiaasdentified in the risk self assessment
process.

The report features standard, recurring subjetdtimg to operational risk and com-
pliance for the risk and compliance officers to coemt on, but may also contain specific,
ad hoc themes focusing on currently relevant a@esup Operational Risk Management
adds own observations to the final Group reporciviis submitted to the Risk Commit-
tee, GEM, and the Board of Directors.

6.4.3 Incident reporting

The incident reporting reflects Basel Il standaadd ensures compliance with ORX (an
international database for incidents) requirements.

The process of reporting incidents is divided atwvo-tiered process, with one busi-
ness specific part where business have the fléxyibd adjust it to its specific needs, and
one Group related part where the incidents arerteghérom the business to Group Op-
erational Risk Management. Key aspects of the gicelude major and minor inci-
dents being reported in the same way (albeit wiflerént level of detail required), and
both the identifier of the incident and the risklamompliance officer reporting different
parts of the incident information to ensure comesistjuality.

Threshold levels for reporting are EUR 1,000 fonaoniincidents and EUR 20,000 for
major incidents. Incidents with no direct finandi@s are still reported on other conse-
guences, such as legal, reputational, regulatooggss and other impacts.

Aggregated incident reports are submitted to thyeRisk Committee meeting, and
key observations are included in the semi annymrteon operational risk.

6.5 Capital requirement for operational risk

The capital requirement for operational risk iscaédted according to the standardised
approach, in which all of the institution’s acties are divided into eight standardised
business lines and a defined beta coefficient i¢iplied by the average of the gross in-
come for each business line. The capital requiréimedordea Bank Danmark for opera-
tional risk amounts to EUR 292m end 2010.The chptguirement for operational risk
in Nordea Bank Danmark is updated on a yearly basis
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7. Securitisation and credit derivatives

Nordea has no exposure where capital requiremergpsrted under the current secu-
ritisation framework. In general, Nordea’s rolesecuritisation has been limited to that
of being a sponsor of various schemes which areritbesi below. Nordea has not used
securitisation in the role of an originator by hagiits loans or their risk transferred
outside of Nordea.

7.1 Introduction on securitisation

Capital directive (2006-48-EC) defines securitizatas a scheme where the credit risk of
underlying exposures is converted into marketadteisties where payments from these
securities are dependent on the performance afritlerlying exposures and a subordina-
tion scheme exists for determination of how lossesdistributed among investors to
these securities. In a traditional securitisattbe,ownership of these assets is transferred
to a Special Purpose Entity (SPE), which in tusués securities backed by these assets.
In synthetic securitisation, ownership of theseetssdoes not change. However, the credit
risk these assets entail is transferred to thestovdosy using credit derivatives.

Banks have different roles in securitisations. tf-tfeey can act as originators by hav-
ing assets they have originated themselves as lyitdpexposures. Second, they can act
as sponsors in which role they establish and masegéritisations of assets from third
party entities. Third, in their credit trading atty they can themselves invest in these
types of marketable securities or create thesesexps in credit derivatives markets.

Nordea has not acted as originator in securitisatiBlowever, it has been sponsoring
various securitisation schemes which are desciib#te following section. Nordea is
also acting as an intermediary in the credit déikea market, especially in Nordic
names. This credit trading activity creates seicatibn exposures and market risk that
are described in more detail in section 7.3.

7.2 Traditional securitisations where Nordea acts as sgmsor

Traditional securitisations where Nordea transéssets to a SPE are consolidated in the
Group accounts and are treated as any other sabysfdr capital adequacy purposes.
The assets in the SPEs are included in the batkiok and the capital requirement is
calculated in accordance with the IRB approachrileed in chapter 4.

In addition to SPEs to which Nordea has transfeassibts, Nordea has set up a limited
number of SPEs where Nordea acts as a sponsore BiEss have either been set up for
enabling investments in structured credit prodoct®r acquiring assets from customers.
At year end 2010, Nordea is sponsoring the follgn&fPEs presented in table 27.

Table 27
Special Purpose Entities where Nordea is the sponrs@1 December 2010

Accounting Nordea's
EURM treatmer Book investmer*  Total assets
CMO Der Collateralised Mortgage Obligation >5 years Constéida Trading 11 26
Kalmar St Credit Linked Note >5 years  Consolidated Trading 25 91
Viking AB Factoring <5 year Consolidated Banking 948 1,000
Total 984 1,117

Includes all assets towards SPEs (such as borintsrdinated loans and drawn credit facilities)

In accordance with IFRS, Nordea does not cons@i8&Es’ assets and liabilities beyond
its control. In determining whether Nordea cont@ISPE or not, Nordea makes judge-
ments about risks and rewards from the SPE andsessds ability to make operational
decisions for it. Nordea consolidates all SPEs wiNordea has retained the majority of
the risks and rewards. For the SPEs that are msiotidated the rationale is that Nordea
does not have any significant risks or rewardshesé assets and liabilities.
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The SPEs in table 27 are not consolidated for abpdequacy purposes. Instead, even-
tual loans and loan commitments to the SPEs aheded in the banking book and capital
requirement is calculated in accordance with thesrdescribed in chapterBonds and
notes issued by the SPE and held by Nordea asaw/etledit derivative transactions be-
tween Nordea and the SPE are reported in the frdutiok. Since Q4 2006 Nordea has an
approval to calculate the general and specific etaiikk of these transactions under the
so called Value-at-Risk model. The counterparty osderivative transactions is calcu-
lated in accordance with the so called current spomethodology.

7.2.1 Entities issuing structured credit products

Nordea gives investors an opportunity to investifferent types of structured credit
products such as structured Credit Linked NotedN)Gdnd Collateralised Mortgage Ob-
ligations (CMO).

CMO Denmark A/S was established with the purpodssafing CMOs in order to
meet specific customer preferences in terms ofitcrisld, interest rate risk, prepayment
risk, maturity etc. The SPE purchases a pool otgage bonds and reallocatés risks
by issuing a tranched bond (CMOs). At year end 28&Gotal notional of outstanding
bonds in Nordea Group was EUR 26m (EUR 32m) availabinvestors. Nordea Group
holds bonds issued by CMO Denmark A/S as partfefiofy a secondary market for the
bonds. The investment in Nordea Group amountedJi®e ELm (EUR 13m) as of year
end 2010.

Kalmar Structured Finance A/S (Kalmar) was establisto allow customers to invest
in structured products in the global credit markBigrdea sells protection in the credit
derivative market by entering into a portfolio Ctddefault Swap (CDO). At the same
time, Nordea purchases protection under similangerom Kalmar which issues Credit
Linked Notes to investors In this process the itssfinally take the credit risk of the
underlying portfolio. In case of credit losseshe underlying portfolio the collateral
given by the investors in connection with CLN idueed. The total notional of out-
standing CLNs in Nordea Group in this category bR 91m (EUR 142m) at year end
2010. Nordea holds CLNs issued by the SPE as paffasing a secondary market for
the notes. The investment amounted to EUR 25m (BA4IR) at year end 2010. Nordea
includes the CLN holdings and derivative positiauith the SPEs in the capital require-
ment calculations for its trading book. For marntisk Nordea has a Value-at-Risk ap-
proval and for counterparty risk Nordea uses theadled current exposure method.

7.2.2 Securitisations of customer assets

The Viking ABCP Conduit (Viking) has been estabdidiwith the purpose of supporting
trade receivable or accounts payable securitisatimeore Nordic customers. The SPEs
purchase trade receivables from the approved selted fund the purchases either by
issuing Commercial Papers (CP) via the establigtssgt Backed Commercial Papers
programme or by drawing the funds on the liquidsilities available. Nordea Group
has provided liquidity facilities of maximum EUR299m and at year end 2010 (EUR
995m), EUR 948m (EUR 478m) were utilised. Thenedoutstanding CP issue at year
end 2010. The credit facility results in a RWA &JE 697m in Nordea Group, which is
included within the credit risk framework of Nordebanking book.
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7.3 Synthetic securitisations and other credit derivatves

Nordea acts as an active intermediary in the cosfivatives market, especially in Nor-
dic based names. Nordea is also using credit derdgato hedge positions in corporate
bonds and synthetic CDOs.

When Nordea sells protection in a CDO transactMordea carries the risk of losses
in the reference portfolio on the occurrence ofealit event. When Nordea buys protec-
tion in a CDO transaction, any losses in the refegeportfolio, triggered by a credit event
is then carried by the seller of protection.

Credit derivatives transactions create counterpakyequal to other derivative trans-
actions. Counterparties from which Nordea buysemttn are typically subject to a fi-
nancial collateral agreement, thus the exposusa aily basis covered by collateral
placements.

Also the CDO valuations are subject to fair valdpistments for model risk. These
fair value adjustments are recognised in the incstaement. In the Nordea Group, the
credit derivative portfolio is referable to NordBank Finland Plc.
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8. Liquidity risk and Structural Interest Income
Risk

Nordea has during 2010 continued to benefit fra@griatus on prudent liquidity risk
management, reflected by diversified and strondifimbase. Nordea Group has had
access to all relevant financial markets and hasnbable to actively use all its funding
programmes. During 2010 the Nordea Nordic coverendoplatform became complete,
by adding covered bond issuance platforms in Norawvay/Finland, in addition of exist-
ing platforms in Denmark and Sweden.

Extensive discussions on new liquidity risk regataare still ongoing among regula-
tors. Nordea is participating in the discussionsseweral forums of which some are with
Finanraadet and Realkreditforeningen/RealkreditreadNordea is well prepared for
potential changes.

8.1 Liquidity risk
8.1.1 Management principles and control

The Board of Directors of Nordea Group has thenate responsibility for Asset and
Liability Management of the Group i.e. limiting antbnitoring the Group’s structural
risk exposures. Risks in Nordea Group are measanmddeported according to common
principles and policies approved by the Board. Bbard of Directors also decides on
policies for liquidity risk management. These pielicare reviewed at least annually. The
CEO in GEM decides on the targets for the Grougls management regarding SIIR, as
well as, within the scope of resolutions adoptedhgyBoard of Directors, the allocation
of the liquidity risk limits. The Asset and LialiCommittee (ALCO), chaired by the
CFO, prepares issues of major importance concethm@roup’s financial operations
and financial risks for decision by CEO in GEM. GpoTreasury operationalises the
targets and limits and develops the liquidity @sid SIIR management frameworks,
which consists of policies, instructions and guited for the whole Group as well as the
principles for pricing the liquidity risk.

8.1.2 Liquidity risk management

Liquidity risk is the risk of being able to meejuidity commitments only at increased
cost or, ultimately, being unable to meet obligagias they fall due. Nordea Group’s
liquidity management is based on policy statemesgslting in different liquidity risk
measures, limits and organisational proceduregcyPstiatements stipulate that Nordea's
liquidity management reflects a conservative atgttowards liquidity risk. Nordea
strives to diversify the Group’s sources of fundamgl seeks to establish and maintain
relationships with investors in order to managentiaeket access. Broad and diversified
funding structure is reflected by the strong presdn the Group’s four domestic markets
in the form of a strong and stable retail custobsse and the variety of funding pro-
grammes.

Special focus is given for the composition of theeistor base in the terms of geo-
graphical range and rating sensitivity. Nordea shiels adequate information on the li-
quidity situation of the Group to remain trustwgrtt all times. Nordea’s liquidity risk
management includes stress testing and a busiaessudty plan for liquidity manage-
ment.

Stress testing is defined as the evaluation ofntiaieeffects on a bank’s liquidity
situation under a set of exceptional but plausgivients. The stress test should identify
events or influences that could affect the fundiegd or the funding price and seek to
quantify the potential effects. The purpose ofsstrests is to supplement the normal li-
quidity risk measurement and confirm that the bessncontinuity plan is adequate in
stressful events, and that the business contiplaty properly describes procedures to
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handle a liquidity crisis with minimal damage tordea. Nordea stress scenarios are
based on assessment of the particular events fichwordea is presumed to be most
vulnerable to taking into account the current bessnstructure and environment. Stress
tests focus on the other hand on increased fundird and on the other hand on in-
creased funding price. Group Treasury is respaméilslmanaging the liquidity in Nor-
dea and for compliance with the group wide limitsi the Boards of Directors, CEO in
GEM and ALCO.

8.1.3 Liquidity risk measurement methods

The liquidity risk management focuses on both stern liquidity risk and long-term
structural liquidity risk. In order to measure #agosure on both horizons, a number of
liquidity risk measures have been developed cogalhmaterial sources of liquidity
risk. In order to avoid short-term funding pressuifdordea measures the funding gap
risk, which expresses the expected maximum accuetuteeed for raising liquidity in the
course of the next 30 days. Cash flows from botbalance sheet and off balance sheet
items are included. Funding gap risk is measurediarited for each currency and as a
total figure for all currencies combined.

The total figure for all currencies combined isited by the Board of Directors. To
ensure funding in situations where Nordea is ireatgneed of cash and the normal fund-
ing sources do not suffice, Nordea holds a liquibitffer. Limit is set by the Board of
Directors for the minimum size of the liquidity tbexf. The liquidity buffer is set to ensure
a total positive cash flow defined by the fundirgk measurement and consists of high-
grade liquid securities that can be sold or usezblateral in funding operations. The
structural liquidity risk of Nordea is measured dindted by the Board of Directors
through the net balance of stable funding, whiatteBned as the difference between
stable liabilities and stable assets. These ligslprimarily comprise retail deposits,
bank deposits and bonds with a remaining term tmrity longer than 6 months, and
shareholders’ equity, while stable assets primaiyprise retail loans, other loans with
a remaining term to maturity longer than 6 montid eommitted facilities.

ALCO has set as a target that the net balanceablfestunding should be positive,
which means that stable assets must be fundedblediabilities.

8.1.4 Liquidity risk analysis

The short-term liquidity risk has been held at nratielevels throughout 2010. The aver-
age funding gap risk, i.e. the average expected fugegaising liquidity in the course of
the next 14 days (for 2010, changed to 30 day911ip has been EUR -4.6bn (EUR -
2.3bn). Nordea Bank Danmark’s liquidity buffer Heeen in the range EUR 12.3 —
22.7bn (EUR 9.1-19.0bn) throughout 2010 with anmraye of EUR 15.6bn (EUR
13.9bn). Nordea considers this a high level anefiécts the Group’s conservative atti-
tude towards liquidity risk in general and towamt&xpected liquidity events in particu-
lar. The yearly average for the net balance oflstamding was EUR -2.5bn (EUR -
5.5bn).

8.2 Structural Interest Income Risk

Structural Interest Income RisBI(R) is the amount Nordea’s accumulated net istere
income would change during the next 12 monthd ih&rest rates change by one per-
centage point. SIIR reflects the mismatch in tHaree sheet items and the off balance-
sheet items when the interest rate re-pricing gsrivolumes or reference rates of assets,
liabilities and derivatives do not correspond elyadiordea Group’s SIIR management is
based on policy statements resulting in differdiRR $neasures, targets and organisa-
tional procedures. Policy statements focus on agitim financial structure, balanced risk
taking and reliable earnings growth, identificatafrall significant sources of SIIR,
measurement under stressful market conditions deduate public information. Group
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Treasury has the responsibility for the operationahagement of SIIR and for comply-
ing with Group wide targets.

8.2.1 SIIR measurement methods

The basic measures for SIIR are the two re-prigeqgs measuring the effect on Nordea's
net interest income for a 12 months period of ap@reentage point increase; respec-
tively decrease, in all interest rates. The reipg@aps are calculated under the assump-
tion that no new market transactions are made duhie period. Main elements of the
customer behaviour and Nordea’s decision-makinggs® concerning Nordea’s own
rates are, however, taken into account.

8.2.2 SIIR analysis

At the end of the year, ti#IR in Nordea Bank Danmarfkr decreasing market rates was
EUR 107m (EUR 74m) and tI&IR for increasing rates was EUR 7m (EUR 31m).
These figures imply that net interest income walddrease if interest rates fall and in-
crease if interest rates rise.

The big loss given decreasing interest rates idaltiee fact that most on-demand
deposits are already yielding close to zero. Shmtks continue down, Nordea will not
be able to adjust these rates in negative terrain.

Table 28

Re-pricing gap analysis in Nordea Bank Danmark, 31 December 2010

Interest Rate Fixing Period Group bs  Within 3 months 3-6 month 6-12 month 1-2 year 2-5 yeaar MoyeRepricing Total

Assets

Interest bearing assets 117,810 79,427 2,299 5950 2,105 2,769 18,349 6,910 117,810
Non interest bearing assets 15,917 0 0 0 0 0 0 15,917 15,917
Total assets 133,727 79,427 2,299 5950 2,105 2,769 18,349 22,827 133,727
Liabilities

Interest bearing liabilities 116,450 81,941 1,595 3,819 4,678 2,650 17,942 3,825 116,450
Non interest bearing liabilities 17,277 0 0 0 0 0 0 17,277 17,277
Total liabilities 133,727 81,941 1,595 3,819 4,678 2,650 17,942 21,102 133,726
Off-balance sheet items NET 1,642 329 -881 -661 -180 -249 0

Exposure -872 1,032 1,250 -3,234 -60 158 1,725

Cumulative exposure 16C 1,411 -1,82: -1,88: -1,72% 0
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9. ICAAP and Internal capital requirements

The financial turmoil and the new regulatory enwineent have increased the focus on
banks’ internal capital evaluation processes argirtikapability to assess the solvency
need to cover losses and other cyclicality effects.

During 2010 financial supervisors and central bahlese performed several stress
tests of the Nordea Group and Nordea Bank Danmidrk.result of the stress tests
clearly shows that Nordea is well capitalized.

Finanstilsynet agreed that Nordea Bank Danmark igméegal entities were ade-
quately capitalised given its risk profile and gdolio, in accordance with the 2010
ICAAP and SREP process.

Note that this chapter does not present the induatisolvency need for Nordea
Bank Danmark and its legal entities. The individuablvency need is disclosed quar-
terly in a separate document and can be found atwwmordea.dk or on Nordea’s Inves-
tor Relations webpage at www.nordea.com/IR.

9.1 ICAAP

The purpose of the ICAAP is to review the managdmmaitigation and measurement of
material risks in order to assess the adequacgpifatisation and to determine an inter-
nal capital requirement reflecting the risk apgedit the institution.

The ICAAP is a continuous process within Nordeachttontributes to increased
awareness of Nordea’s capital requirements andsexpdo material risks throughout the
organisation, ensuring that there is sufficientitedjpf adequate quality available to sup-
port the underlying risk profile. The process imgg a consistent dialogue with Finanstil-
synet with respect to capital management, measuntesingl mitigation techniques used
within Nordea Bank Danmark.

The capital ratios and capital forecasts for thedsa Bank Danmark and its legal en-
tities are followed up quarterly by Group Risk Mgament and Group Corporate Centre.
The current capital situation and forecasts arerteg to the Asset and Liability Commit-
tee (ALCO), Risk Committee and the Board of Direst@®n an annual basis the capital
requirement and adequacy is thoroughly revieweddmedmented in Nordea's ICAAP
report, which ultimately is decided and signed wthe Board of Directors.

9.1.1 Capital planning

The capital planning process includes a forecaitetievelopment of the capital re-
quirements (e.g. the pillar I and pillar Il capitafjuirement), the available capital, e.qg.
(capital base, tier 1 and core tier 1 capital) el as impact of new regulations. The capi-
tal planning is based on key components of Nordedliag financial forecast, which
includes lending volume growth by customer segraadtcountry as well as forecasts of
net profit including assumptions of future loandes.

The capital planning process also consider foreazghe state of the economy, to re-
flect the future impact of credit risk migration tre capital situation of Nordea Bank
Danmark and its legal entities. An active capitahping process ensures that Nordea is
prepared to make necessary capital arrangemerasitegs of the state of the economy
as well as the introduction of new capital adequagylations.

The Asset and Liability Committee is responsibleifiterpreting the capital plans of
Nordea Bank Danmark and its legal entities and mmgthat each entity upholds its re-
spective capital requirements.
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9.1.2 Conclusion of ICAAP and SREP

Nordea Bank Danmark and its legal entities’ capeetls have been and continue to be
adequate to support the risks taken from an ink@mdregulatory perspective.

Heading into 2011, Nordea will review the capiitliation closely with regards to the
new capital adequacy framework “Basel III” and ntain its open dialogue with Finan-
stilsynet. The 2011 ICAAP and SREP dialogue octhisughout the year, is expected to
occur following the spring submission of the Nor&zak Danmark documentation.

9.2 Internal capital requirements

Nordea’s internal capital requirement is definehgs “pillar | plus pillar 1I” approach.
This methodology uses the pillar | capital requiess for credit risk, market risk and
operational risk as outlined in the legislatioritees starting point for its risk assessment.
Therefore, a key component of Nordea’s ICAAP isplilar | capital requirement.

In the next step, pillar 1l risks, i.e. risks notiuded in pillar I, are considered. Nordea
uses its economic capital framework to identify asdess pillar Il risks, and as its pri-
mary tool for internal capital allocation considwyiall risk types.

Another important component of assessing capitadjadcy is stress testing. Nordea
Bank Danmark and its legal entities are considasegart of a comprehensive capital
adequacy stress test process to analyse the affextseries of global and local shock
scenarios as part of the ICAAP. This process aimensure that capital buffers held
within Nordea Group are sufficient to cover th&sishroughout the Group, including
within Nordea Bank Danmark.

9.2.1 Economic Capital

Since 2001, Nordea’'s economic capital frameworkihelsided the following major risk
types

* Creditrisk

* Market risk

e Operational risk

* Business risk.

Pillar 11 of the of the Basel Il framework closdmtgap between regulatory capital and
economic capital by improving the risk sensitivatiyregulatory capital measurement, but
still several differences remain, since economptaiicovers both pillar | and pillar 11
risks.

As of end 2010 the total economic capital for Nar&ank Danmark equals EUR
3.7bn and Figure 6 shows the economic capitaliligerd by risk type
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B Credit risk, 80%
Market risk, 5%
Operational risk, 8%

Business risk, 7%

Figure 6: EC distributed by risk type

The economic capital framework

As a consequence of the financial turmoil and fh@ming regulations, the focus has
shifted towards building capital analysis on reguiacapital requirements rather than
the result of internal capital models. Due to thiét $n focus and to ensure that each cus-
tomer unit within Nordea is correctly charged foe tactual capital consumption, Nordea
decided in 2010 to align the economic capital framk to the regulatory capital frame-
work i.e. the pillar | risk measurements methodsused in the economic capital frame-
work for credit, market and operational risk. Hoee\both pillar | and pillar 1l risks are
included in the EC framework.

The alignment provides a framework that links cpitlocation to Nordea Bank Dan-
mark’s internal capital requirement and supporstahefficiency.

The alignment during 2010 implied the following tbe economic capital framework:

e Credit risk - The calculation of economic capital €redit risk calculation in EC
is in general aligned to regulatory capital. Thiglies that the significant part of
the corporate and institution exposure is calcdlatecording to the Foundation
IRB approach. However, in order to keep a riskedéhtiated measure within the
economic capital framework, the corporate andtunstin portfolios not yet ap-
proved for Foundation IRB is calculated as if there approved. For counter-
party credit risk, the Expected Positive ExpostieHE) method is used compared
to the Mark to Market (MtM) method used in the riedory capital. Moreover, to
better account for sector credit concentration aiskmproved method has been
implemented in the economic capital framework. @benomic capital for the
majority of the retail portfolio is calculated asthe regulatory capital require-
ment, i.e. according to the Retail IRB approach.

e Market risk - Economic capital for market risk &ded on pillar | plus pillar I
approach where the pillar | market risk is completdigned with regulatory
capital and pillar Il market risks are based ongame VaR model and assump-
tions as used in the calculation of regulatory retarlsk capital and used inter-
nally within market risk management

e Operational risk - Economic capital for operationsk is calculated in the same
manner as the regulatory capital for operatiorsdd.ri
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9.2.2 Stress tests

During 2010 Nordea has performed several intertn@$s tests in order to evaluate gen-
eral effects of an economic downturn as well asatéffor specifically identified high
risk areas. In addition to the internal stressstddbrdea Group and Nordea Bank Dan-
mark has been part of external stress tests. Iit 2pt0 Nordea Bank Danmark patrtici-
pated in a stress test requested by Finanstilsyimieh included all IRB institutes, the
result showed that Nordea Bank Danmark is welltadiped.

The Nordea Group participated in the Europeanstest that was requested by the
Committee of European Banking Supervisors (CEB8&g fesult of the CEBS’ stress test
which was performed during the spring/summer in®€dnfirms Nordea’s strong bal-
ance sheet and capital situation. Nordea was o8& bénks that was included in the
stress test and even in the most severe scerartbe.adverse scenario combined with
the sovereign shock; Nordea’s Tier 1 ratio droppelg 10bps.This clearly demonstrates
the strength of Nordea’s risk management, capiéadrpng and its ability to asses a suffi-
cient need of capital.

As a part of the ICAAP and the capital planninggeiss, internal firm wide stress tests
are used as an important risk management tookierdo determine how severe unex-
pected changes in business and macro environméiffgct the capital need. The stress
test reveals how the capital need varies duringeasscenario, where impact on finan-
cial statements, regulatory capital requiremertsnemic capital and capital ratios occur.

Nordea conducts a comprehensive stress test apnwhlle ad-hoc stress tests, re-
verse stress tests and parameter sensitivity assafgs various risk parameters are per-
formed on a need by need basis. The stress tastgwrds divided into the following three
steps:

e Scenario development and translation
» Calculation
e Analysis and reporting

In addition to the firm wide stress tests whichewall risks defined in the economic
capital framework, Nordea is performing severahdtalone stress tests for each risk type
such as market risk and liquidity risk. See thekaband liquidity risk chapters for more
details.

9.221 Scenario development and translation

The annual stress test is based on three-year rmacnmmic scenarios for each Nordic
country and the scenarios are designed to replstaieks that are particularly relevant

for the existing portfolio. The design of the sted scenarios is performed by experts
within Nordea Economic Research division in eachdiocountry. In addition to the

stress scenarios Nordea uses its rolling finarfioracast as a base case and the difference
between the stressed and the base case scen&setviile ground for the stress effect

and the additional capital need.

While the annual stress test is based on complexamonomic scenarios which in-
volve estimates of several macroeconomic factbesatl-hoc stress tests are based on
direct estimates of risk parameter changes or basedfew macro variables. This en-
ables senior management to easily define scerand®valuate the effect of them in
capital planning.

After a scenario is developed, the effects ondiskers are translated and the risk and
financial parameters are simulated. Advanced madalembination with expert judg-
ment from business areas are used in order toniekethe effect of the scenario.

As an example, in the annual stress test, the dodadranslated into an impact on
the parameters listed in table 29.
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Table 29
Parameters in the annual stress test

Parameter Impact

Volumes Volumes from deposits and lending are a€dguatcording to each scenario by
isolating the specific impact of each parameter

Margins The margins are adjusted according to the developofehe credit spread and
maturity of the portfolio

Net interest income Net interest income figuresaaligsted according to the change in volume and

margins in deposits and lending

Net fee and commission income Net fee and commiseiome is adjusted for changes in fees and cononiss
from activities in Asset Management

Funding cost Changes in funding costs deriving fhigundity risk is incorporated and increases
the cost of long-term and short-term funding ardlioes the net interest income

Loan losses Loan losses are calculated using arcexpkwss/provisions-recoveries model or
stated in the scenario as bps of lending for eagment and country

Exposures Exposures are adjusted with the volumeyawith expectations as well as the
loan losses

Rating migration Each year a new rating distribuiooreated for each portfolio. This includes

stress testing of the financial statements fomtlagority of corporate customers
which results in a new rating according to thengtnodel

Probability of default The PD values are stresseardrer to reflect increases in defaults, simulathey
existing process for defining probability of defaul
Collateral values The collateral coverage is strt&gemoving parts of the exposure from secured

to unsecured , resulting in an increase in avenagghted LGD

9.2.2.2 Calculation

The stressed figures and parameters from the soararused to calculate the effect on
the regulatory capital requirements, the economjgtal and the financial statements.
The regulatory capital is calculated for the cregit, market risk and operational risk
according to the CRD with regards to the IRB apphes used. The calculations for each
risk type are aggregated into total capital reqoeet figures.

Economic capital with the stressed parameterddsileded for credit risk, market risk,
operational risk, business risk and life risk adawy to the economic capital framework.
The calculation for each risk type is aggregatéal iotal economic capital figures.

Stressed figures for loan losses, net profit an@ldnd from the stressed financial
statements are used to calculate the effect ocaibiéal base components. The capital
base is set in relation to the regulatory capitaapnomic capital in order to calculate the
effect on capital ratios during a stress scen&sée Figure 6 for the calculation process
used in the stress test framework.

Macro Scenario Effect on risks and Changes in Capital Stressed
P/L figures requirements and Capital
Capital Base Ratios

Capital
Requirements

Unemployment

Inflation
Stock prices
Property prices

Capital
[REETE Ratios

Expenses Capital Base

Credit Risk
Market Risk
Other Risks

Loan losses

Interest rates

Figure 7: Calculation process
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Analysis and reporting

The first level of reporting in Nordea is the Asaat Liability Committee and the Risk
Committee, which reviews the details of the sttests and implications on future capital
need. The finalised results showing the implicatiohthe stress tests on the adequacy of
existing capital are distributed to executive mamagnt and the Board of Directors.

The results of the stress tests should suppormiserEnagement’s understanding of
the implications of the current capital strategyegi potential market shocks. Based on
this information senior management is able to enthat Nordea holds enough capital
against the risk of stressed or similar events wtty Business area involvement in de-
fining and assessing the stress tests is seerpastant in order to increase the risk
awareness throughout the organisation and the stageling of the relation between
capital requirement and exposure to material risks.

The outcome of the stress tests demonstrates hodels loan loss and capital ratios
will change during a stress scenario. The outcanledan analysed in order to decide the
capital need during a downturn period and ensweNbrdea is well capitalised.
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10.Capital base

The prudent growth strategy set forth in the Grbap resulted in stable development of
the capital base throughout the year. Nordea Baakmark has a sound capital posi-
tion, based on predominant form of tier 1 capited,hybrid capital and additional tier 2
capital in form of dated subordinate loans.

10.1 Capital base

The calculation of capital base is done in accardamth the CRD and the Danish legis-
lation. The outcome must to a minimum corresporitiéosum of the capital requirement
for credit, market and operational risk. Only capitontributed by companies within the
financial group and by the consolidated accounitscisided in the capital base.

Items included in the capital base should withestnictions or time constraints be avail-
able for the institution to cover risk and absooeptial losses. All amounts are included
net of any tax charge.

Generally, Nordea Group has the ability to transégital within its legal entities
without material restrictions. International tragrsf of capital between legal entities are
normally possible after approval by of the locguiator and are of importance when
governing the capital position within the Group. ges end of 2010, there are no such
restrictions related to Nordea Bank Danmark.

A summary of items included in the capital basavailable in table 30.
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Table 30
Summary of items included in capital base in Norde®ank Danmark, 31 December 201

31 December 31 December
EURNM 2010 2009

Calculation of total capital

Original own funds

Paid up capital 671 671
Share premium 0

Eligible capital 671 671
Reserves 3,276 3,190
Minority interests 169 164
Income (positive/negative) from current year 467 195
Eligible reserves 3,912 3,549
Tier 1 capital (before hybrid capital and deductiors) 4,583 4,220
Hybrid capital loans subject to limits 0 0

Proposed/actual dividend -449 -101
Deferred tax assets -20 -53

Intangible assets -374 -309
Deductions for investments in credit institutions -10 -10

IRB provisions shortfall (-) -23 0

Other items, net 0 0

Deductions from original own funds -877 -473
Tier 1 capital (net after deduction) 3,706 3,747

- of which hybrid capital
- of which core tier 1 capital

Additional own funds
Securities of indeterminate dur. and other instr.

Subordinate loan capital 1,275 1,275
Other additional own funds 3 17

Tier 2 capital (before deductions) 1,278 1,292
Deductions for investments in credit institutions -10 -10
IRB provisions shortfall (-) -23 0

Deductions from original additional own funds -33 -10
Tier 2 capital ( net after deductions) 1,245 1,282
Participations hold in insurance undert., reinscean

Pension assets in excess of related liabilities 0 0

Total own funds for solvency purpose: 4,951 5,02¢

Total own funds for solvency purposes proform* 6,401

! Total own funds proforma for 2010 includes a nesasdinated loan of EUR 1.45bn (tier 2 capitaljiexs on
10 February 2011.

The total capital base (referred to as own fundheénCRD) is the sum of tier 1 capital
(called original own funds in the CRD) and tiergpital (called additional own funds in
the CRD) after deductions and excluding capitaltesl to insurance companies. The two
main components in the capital base are core eiuihe balance sheet and subordinated
debt. Below is a detailed description of the itenttuded in the capital base.

10.2Core tier 1 capital and tier 1 capital

Tier 1 capital is defined as capital of the samelase to the character of eligible capital,
eligible reserves and can also include also aéangart instrument hybrid capital loans
(perpetual loans).

Core tier 1 capital is defined as original own faicluding deductions following lo-
cal regulations and also excluding potential hylegital.
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10.2.1 Eligible capital

Paid up capital is equal to the share capital doited by shareholders, with potential
deduction of repurchased own shares or own shemggorary included in trading portfo-
lios are deducted from eligible reserves. Eligitdgpital also includes share premium
capital.

10.2.2 Eligible reserves

Eligible reserves consist primarily of retainedndags, other reserves, minority interest
and income from current year. Retained earningeangings from previous years re-
ported via the income statement. Other reservesetated to the capital part of untaxed
reserves, revaluation and translation reservesreeféo acquisitions and associated com-
panies under the equity method. The equity interefsminority shareholdings in compa-
nies that are fully consolidated in the financiaipanies group are also included. Posi-
tive income from current year is included as eligitapital after verification by the ex-
ternal auditors. However, negative income must ydaze included as a deduction. Re-
purchased own shares or own shares temporary gtthndtrading portfolios, are de-
ducted from eligible reserves.

10.2.3 Hybrid capital loans subject to limits

The requirements for including undated loans inlieapital is restricted and repurchase
can normally not take place until five years after loan originally is issued. Hybrid
capital loans, undated subordinated loans, mageid only by decision from Board of
Directors in Nordea and with the permission of Bf@ish Financial Supervisory Author-
ity. Further, there are restrictions related t@stp conditions, order of priority, interest
payments under constraint conditions and the lefzaimount that can be part of the tier 1
capital. The limit for hybrid capital is to be at@ximum 50% of the tier 1 capital after
relevant deductions. The regulation includes déffiedimitations depending on the terms
in the hybrid capital loan issue. If there are aungplus after applying the legal limit, ex-
ceeding amount can be transferred to tier 2 capital

Currently there are no hybrid capital loans issoedlordea Bank Denmark or in-
cluded in the capital base of Nordea Bank Danmark.

10.2.4 Deductions from tier 1 capital

Proposed/actual dividend

In relation to income for the period, correspondiligdend should be deducted. The
amount is deducted from the tier 1 capital and art®to proposed distribution to share-
holders by decision of the annual general meetirgipareholders.

Deferred tax assets

In accordance with local legal requirements detetas assets has been deducted from
the tier 1 capital. Deducted amount is based oawting standards relevant for the
groups of institutions which constitute the capitate.

Intangible assets

Intangible assets should be deducted from tiepltalaThe significant part of deducted
intangible assets contains of goodwill. Other igihle assets relates to IT software and
development.

Deductions for investments in credit institutions

The capital base should be deducted for equityilhgédand some other certain types of
contributions to institutions that are not partlod financial companies group (in Nordea
foremost associated companies). 50 percent sheulidthucted from tier 1 capital and 50
percent should be deducted from tier 2 capital.
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IRB provisions shortfall

The calculation of the capital base is in accordamith the CRD and the Danish legisla-
tion. The differences between EL and actual prowishade for the related exposures are
adjusted for in the capital base. The negativeedifice (when the EL amount is larger
than the provision amount) is included in the cgiaise as shortfall. According to the
rules in the CRD, the shortfall amount shall beut¢ed from the capital base and be
divided equally into both tier 1 capital and tiec&pital. A positive difference (provisions
exceed EL) can be included in tier 2 capital wethtain limitations.

Other deduction

Other deductions contains of pension assets insexaferelated liabilities. Surplus net
value of pension plans for employees should uneeain circumstances be deducted
from the tier 1 capital.

10.3Additional own funds

The principal of tier 2 capital has turned fromeaaitlitional capital base item to items
with the function of absorbing losses on a “gonecenn” basis, i.e. after the failure of a
firm. The tier 2 capital must be subordinated tpasitors and general creditors of the
bank. It can not be secured or covered by a gusgaditthe issuer or related entity or
include other arrangement that legally or econoltyiemhances the seniority of the
claim vis-a-vis depositors and general bank creslito

10.3.1 Tier 2 capital

The tier 2 capital is mainly related to subordidadebt with some specific deductions.
The total tier 2 amount may not exceed tier 1. lithis are set after deductions.

The basic principle for subordinated debt in theitedbase is the order of priority in a
default or bankruptcy situation. Under such coodti the holder of the subordinated
loan would be repaid after other creditors, bublethareholders. The subordinated debt
will to some extent prevent the institution to gtoiliquidation.

The amount possible to include in the tier 2 chpékated to dated loans is reduced if
the remaining maturity is less then five years.startding amount in the specific issue is
deducted by 20 % for each year beyond five years.

As of end year 2010, Nordea Bank Danmark holds EUBRn in dated subordinated
debenture loans. On 10 February 2011 a new suladedinoan of EUR 1.45bn was is-
sued and included in the tier 2 capital. The subetdd loan is funded internally. This
will then bring the Tier 2 capital to EUR 2.7bn.

10.3.2 Other additional funds

Other additional funds contain revaluation apprpons according to Danish Business
act 1125 § 135 item 1 no.2.

10.3.3 Deductions from tier 2 capital

Deductions for investments in credit institutions

The capital base should be deducted for equityilhgédand some other certain types of
contributions to institutions that are not partiod financial companies group (in Nordea
foremost associated companies). 50 percent sheulidthucted from tier 1 capital and 50
percent should be deducted from tier 2 capital.

IRB provisions excess (+) / shortfall (-)

The differences between EL and provision madetferrélated exposures are adjusted for
in the tier 2 capital, see section 10.2.4 for fertbxplanation.
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11. Appendix

11.1Financial stability plan in Denmark

The Nordic governments have established a numbmeatures in response to the global
financial crisis. The measures were presented glahi@ autumn 2008 and the beginning
of 2009. Similar to many stability packages witkd, the measures include the follow-
ing elements: implementation of a general frameworlgiving state support to ailing
credit institutions, the creation of a stabilisatfand, a temporary guarantee program and
a recapitalisation scheme. Nordea welcomes theractaken by the Nordic governments
to stabilise the markets.

Nordea decided for commercial reasons that Norded Banmark A/S would par-
ticipate in the Danish guarantee scheme launchedrig October 2008 — “Bankpakke
1". The scheme was valid for two years until endeptember 2010 and guaranteed the
claims of unsecured senior creditors against lossparticipating banks. The cost for the
Danish guarantee scheme for Nordea during 2010ées EUR 136m in annual com-
mission expense and an additional EUR 100m repaddan losses.

Following the successful rights offering in AprD@9, Nordea has chosen not to apply
for hybrid loans from the Danish state under thé gxcState-Funded Capital Injections,
i.e. Nordea does not participate in the second $bestheme — “Bankpakke 11"

In October 2010, "Bankpakke 111" was launched. Ténsbles the Danish state owned
company "Finansiel Stabilitet A/S" to instantly ¢adver ailing banks in an adapted bank-
ruptcy procedure. The scheme is backed finandisllg new loss guarantee of approxi-
mately EUR 400m provided proportionally by the bagksector in accordance with the
contributions to the Deposit Guarantee Scheme.

11.2General description of pillar I, I and 1l

The Basel Il framework was an international initiatwith the purpose to implement a
more risk sensitive framework for the assessmerisbkffor the calculation of regulatory
capital, i.e. the minimum capital that the institatmust hold. The intention was also to
align the actual assessment of risk within thatuisbns with the assessment of the regu-
latory capital by allowing use of internal modelscafor credit risk.

From the beginning of 2007, the new CRD came iffeceas the common frame-
work for implementing the Basel Il framework in EThe CRD is built on three pillars:

« Pillar | — requirements for the calculation oftRWAs and capital requirement

* Pillar Il — rules for the Supervisory Review Pegs (SRP), including the ICAAP

* Pillar 1l — rules for the disclosure of risk andpital management, including capital
adequacy

The CRD contains a detailed set of minimum requéreisito assure the conceptual
soundness and integrity of the internal assessnrmeatder to prevent large short-term
effects on capital requirements, the regulator® hiatroduced transitions rule (also
known as capital floor) for all institutions implemting the new capital adequacy report-
ing. The transition rules, in force 2007-2009, witlblongation at least to the end of
2011, mark the lowest eligible capital base anateetlirectly to the capital requirements
calculated under Basel | regulations. During 20%/dapital requirements were no less
than 95% of the capital requirements calculateceuBasel | regulations. For 2008 and
2009, the amounts of capital requirements weravalibto be 90% respectively 80% of
the capital requirements calculated under Basggulations. The transition rules have
been prolonged, at least for 2010 and 2011, andapial requirement is not allowed to
be below 80% of the capital requirement calculatedier Basel | regulations.
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Pillar |

The CRD is not changing the minimum required chpéto of 8% compared to the pre-
vious regulation (Basel I). The changes are relaiete definition and calculations of the
RWA, which is the method used to measure the riplogure of the reporting institution.
The regulatory capital requirements are calculatedg the following formula:

Minimum capital requirements = Capital base / RWA
where,
Minimum capital requirements > 8%

The RWAs are calculated by using more sophisticatetrisk sensitive methods than
previously in Basel I. Credit risk and market régle two essential risk types like in Basel
I, while operational risk is introduced as a neskitype in the CRD. The table below
identifies the approaches available for calculaBWA in each risk type in accordance
with the CRD:

Primary approaches in the CRD

Approaches for reporting capital requirements
Credit Risk Market Risk Operational Risk
(1) Standardised Approach (1) Standardised Approach(1) Basic Indicator Ap-

proach

(2) Foundation Internal Rat-| (2) Internal Models Ap- (2) Standardised Approach
ing Based Approach (FIRB)| proach
(3) Advanced Internal Rating (3) Advanced Measurement
Based Approach (AIRB) Approach

The standardised approach for calculating cresktis close to the previous Basel | regu-
lation, except an additional possibility to useeemal rating for the counterparties and
wider use of financial collateral. The RWA is sgtrhultiplying the exposure with a risk
weight factor dependent on the external ratingexpbsure class.

Credit risk according to FIRB is based on the im&rating and PD for each counter-
part and fixed estimates for LGD and CCF, while &dleed IRB is based on internal
estimates for PD, LGD and CCF. Below is an overvoéithe key parameters used in
calculation of RWA in Pillar I.
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Figure 8: Key parameters in the RWA calculation
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Pillar 11

Pillar 11, or the SRP, comprises two processes:
* the ICAAP and
* the SREP

The SRP is designed to ensure that institutionstilyetheir material risk and allocate
adequate capital, and employ sufficient managemeesses, to support such risk. The
SRP also encourages institutions to develop anthetser risk management techniques in
monitoring and measuring risk in addition to thedit, market and operational risk in the
CRD. The ICAAP allows banks to review their riskmagement policies and capital
positions relative to the risk they undertake.@AAP, the institution ensures that it has
sufficient available capital to meet regulatory ameérnal capital requirements, even
during periods of economic or financial stress. TBRAP includes all components of

risk management, from daily risk management of nmadtdésk to the more strategic capi-
tal management of the entire Group and its legédtien The SREP is the supervisor's
review of the institution’s capital management andassessment of the institutes internal
controls and governance.

Other risk types, which are not covered by the mium capital requirements accord-
ing to pillar |, are typically liquidity risk, busess risk, interest rate risk in the banking
book and concentration risk. These are covereereity capital or risk management and
mitigation processes under pillar II.

Pillar 1

In the CRD it is also stipulated how and when tostbns should disclose capital and risk
management. The disclosure should follow the requémts according to the pillar 111
The main requirements are:

« Description of the Group structure and overall askl capital management

* Regulatory capital requirements and the capitat bas

* Credit risk, including RWA calculations and loas$es

e Market risk

e Operational risk
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11.3Exposure classes for Credit risk

A diversified credit portfolio can be divided intloe exposure classes defined by the
CRD. The basis for calculation of the EAD in the RWrmula is the division of expo-
sure classes. Nordea is approved to use the FIRBagh for the exposure classes: insti-
tution, corporate and other non-credit obligatieseds. For the exposure class retail the
IRB approach is approved to be used. For the réntpaxposure classes Nordea uses the
Standardised Approach. Following is a descriptibwimat exposures are included in the
different exposure classes.

11.3.1 IRB exposure classes

Institution exposures

Exposures to credit institutions and investmemgirare classified as exposures to institu-
tions. In addition, exposures to regional governsmdocal authorities and multilateral
development banks are classified as exposurestiturons if they are not treated as
exposures to sovereigraccording to regulations issued by the authorities

Corporate exposures

Exposures that are not assigned to any of the ettmsure classes are classified as cor-
porate exposures. The corporate exposure clasaiesm®xposures that are rated in ac-
cordance to Nordea’s internal guidelines.

Retail exposures

Exposures to small and medium sized entities (aitlexposure of less than EUR 250t)
and to private individuals are included in the itetaposure class and defined in accor-
dance to Nordea’s internal guidelines for scoring.

Other non- credit obligation assets
Assets that do not require any performance fromcaamterparty are classified as non
credit-obligation assets.

11.3.2 Standardised exposure classes

Central governments and central banks

Exposures to central governments and central baneksubject to national discretion,
treated with low risk if the counterparty is witHiuropean Economic Area (EEA) mem-
ber states. Subject to national discretion, tHewisight of 0% is, for the majority of
these exposures, applied in Nordea.

Regional governments and local authorities

Exposures to regional governments and local adibsmre included in this exposure
class. Exposures to regional governments and &dhbrities are treated as exposures to
the central government in whose jurisdiction they established, with the exception of
Norway, where a risk weight of 20% is applied.

Institution exposures

Exposures to institutions are assigned a risk walghending on the external rating, by
an eligible rating agency, of the central governniethe jurisdiction of the institution.

In Poland, the risk weight of the exposure is deieed according to the external rating
of the institution. Specific rules also determirmemvto treat an exposure where no rating
by an eligible rating agency exists. Therefore rible weights can differ from 0% to
150% for these exposures.

! Sovereigns include central governments, centraksiaregional governments, local authorities amgiopublic sector
entities.
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Corporate exposures
Exposures to corporate rated by eligible ratinghagere assigned a risk weight from
20% to 150%. Exposures without external ratingassgned a risk weight of 100%.

Retail exposures
Retail exposures are assigned a risk weight of 75%.

Exposures secured by real estate

Exposures that are secured by mortgages on residentommercial real estate are in-
cluded in this exposure class. Exposures securesdoigages on residential real estate
are assigned a risk weight of 35%. The risk weigllonly reduced for the part of the ex-
posure that is fully secured. Exposures that azered by commercial real estate are
subject to national discretions and the regulataifier between the Nordic countries.

Other

» Exposures to administrative bodies and non-comrmalencidertakings (such as
public sector entities) are, subject to decisiohgylocal authority, assigned a
risk weight of 0% to 100%.

« Exposures to named multilateral development barkassigned a risk weight of
0%. Other multilateral development banks are assignrisk weight according to
the methods used for exposures to institutions.

« Exposures to named international organisationassigned a risk weight of 0%.
Other international organisations are assignedkaweight of 100%.

» Past due items (items that are past due for mare90 days). The unsecured
part of any past due item are assigned a risk weigh50% if value adjustments
(allowances) are less than 20% and 100% if valjiesadents (allowances) are
no less than 20% of the unsecured part. The painegbast due items that are se-
cured by residential real estate property are asdi@ risk weight of 100% or
50% depending on the size of the value adjustnadave or below 20%) and na-
tional regulations.

* Short-term claims. Exposures reported as short-tésms receive a risk weight
based on the short term external rating of thétinigtn. Short-term exposures to
institutions and corporate for which a short-temedit assessment by a nomi-
nated rating agency is available, are assigneskaueight in accordance with a
six step mapping scale made by the financial suganvauthorities. However,
this exposure class is not used for exposuresstitutions treated according to
the central government risk weighted method.

¢ Otheritems

1. Tangible assets, prepayments and accrued incomewbecounterpart
can be determined, holdings of equity etc are assi@ risk weight of
100%.

2. Cash are assigned a 0% risk weight.

11.4Calculation of RWA

The calculation of exposure at default (EAD) in tlemt differs between approaches but
also depending on the exposure classes withirRBeapproach.

11.4.1 IRB approach

The FIRB approach is used for calculating the minincapital requirements for expo-
sure to institutions and corporate customers. Crislti is measured using sophisticated
formulas for calculating RWA. Input parameters l[dardea’s internal estimate of PDs
and input fixed by the financial authorities supsowy for LGD, EAD and maturity.

Internal estimates of PD, LGD and EAD are usedtferIRB approach for retail ex-
posure, which in turn is based on internal histdrioss data.

61



Nordea Bank Danmark Group 2010 NOI’deQ !)

11.4.1.1 Exposure at Default (EAD)

The EAD is an estimation of the total exposurenmdustomer at the time of default. For
on-balance items, EAD is normally the same as tukdéd value, such as the market
value or utilisation. An off-balance product, swasha credit facility, does not contain the
same risk as an on-balance exposure, since itdlyrally utilised at the time of the cus-
tomer’s default. A CCF is multiplied to the off-balce amount to estimate how much of
the exposure will be drawn at default. In the Figiproach the CCFs are fixed by finan-
cial supervisory authorities.

11.4.1.2 Probability of default (PD)

PD means the likelihood of default of a counterpBne PD represents the long-term
average of yearly default rates. The internal ¢nesk classification models (rating mod-
els for corporate customers and institutions aidisg models for retail customers) pro-
vide an estimation of the repayment capacity afanterpart. The internal risk classifica-
tion scale consists of 18 grades for non-defaudtesfiomers and 3 grades for defaulted
customers. All customers with the same risk clasgibn are expected to have the same
repayment capacity; independent of the customedsistry, size, etc.

11.4.1.3 Loss Given Default (LGD)

The LGD measures the economic loss that can beceag# a customer goes default.
The regulatory capital requirement is dependerit@D.

For the FIRB institution and corporate exposuras#a the LGD values are fixed by
financial supervisory authorities. When setting itk&D to fixed levels the CRD has
taken into account downturn in the economy.

The LGD value in the retail IRB approach is basednternal estimates. LGD esti-
mates are based on the experience and practibegdiea as well as the external envi-
ronment in which the bank operates. Nordea uses &§ihates that are appropriate for
an economic downturn if those are more conservdtiae the long-run average. The
LGD pools are based on collateral types. Thesescagemapped to LGD pools depend-
ing on country and customer type (household or SME)

11.4.1.4 Credit risk mitigation

RWA and exposure are reduced by the recognitiameafit risk mitigation techniques.
Only certain types of collateral and some issuéggiarantees are eligible to reduce the
capital requirement purposes. Furthermore the teoblhmanagement process and the
terms in the collateral agreements have to fuigl minimum requirements (such as pro-
cedures for monitoring of market values, insuraaree legal certainty) in the capital ade-
quacy regulations. Collateral items and guarantdesh can reduce the capital require-
ment are called eligible collateral. The eligilyiliequirements are explicitly mentioned in
the CRD for physical exposure in FIRB, which areently used for corporate and insti-
tution exposure. Financial supervisory authoritres/ permit the use of other physical
collaterals only if two specific requirements aretrim addition to the general minimum
requirements listed further down in the documehe Tirst requirement is that there is a
liquid market and the second that there are estaddi market prices.

The reduction of the capital requirements is cal@d in four ways, depending of the
type of credit risk mitigation technique:

1. Adjusted exposure amount

The comprehensive method for financial collateuahsas cash, bonds and stocks.
The exposure amount is adjusted with regards tfinhacial collateral. The size of
the adjustment depends on the volatility of théatetal and the type of exposure.
Nordea uses volatility adjustments specified byfilncial supervisory authorities
(supervisory haircuts).
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2. Adjusted PD (substitution of PD)

The substitution method is used for guarantees;winnplies that the PD for the cus-
tomer is substituted. This means that the creslitiri respect of the customer is sub-
stituted by the credit risk of the guarantor arelrikk thereby reduced. Hence, an ex-
posure fully guaranteed will be assigned the saapéal requirement as if the loan
was initially granted to the guarantor rather tttecustomer. The PD value of expo-
sure is adjusted if the capital requirement fohkibe customer and the guarantor is
calculated according to the IRB approach.

3. Adjusted LGD

The LGD value is reduced if the exposure in the Eproach (i.e. to large corporate
and institutions) is fully collateralised with resdtates (commercial and residential),
other physical collateral or receivables. The sizthe LGD adjustment is stipulated
by the CRD in the FIRB approach. The LGD valuehia ttetail IRB approach is
based on internal estimates.

4. Adjusted risk weight

Netting agreements are mainly used for transactiodsrivatives in the trading
book. The exposure value is adjusted so that thigataequirements for credit risk
reflect only the net position of derivative contsawith positive and negative values
under the netting agreement. Netting across prazhtegories is not used.

Nordea uses a wide variety of risk mitigation teghes in several different markets

which contribute to risk diversification and cregibtection. The different credit risk
mitigation techniques such as collateral, guaranteetting agreements and covenants are
used to reduce the credit risk. All credit mitigatiactivities are not recognised for capital
adequacy purposes since they are not definedgilslelii.e. covenants. Loan documenta-
tions and similar agreements can include coversds as financial ratios that the debtor
has to comply with. Receivables with an originatumigdy of more than one year are not
eligible for capital adequacy purposes. Anothemnga is assets that could not be sold in
a liguid market. Such assets could be pledgedreut@t assigned any value in the credit
process, nor in the regulatory capital calculations

11.4.1.5 Maturity

For exposure calculated with the FIRB approachpthturity is set to standard values in
the RWA calculation formula based on the estimagtdy the financial supervisory au-
thorities. The maturity parameter used is set%oy2ars for the exposure types on-
balance, off-balance and derivatives. For secsriti@mncing the maturity parameter is
0.5 years.

11.4.2 Standardised approach

The parts remaining in the standardised approacfoagign branches, subsidiaries in
Poland, Luxemburg and Russia and the retail expdsuhe finance companies as well
as exposure towards sovereigns. The standardisasunes credit risk pursuant to fixed
risk weight and is the least sophisticated captéddulations. The application of risk
weight in standardised is given by financial supemy authorities and is based on the
exposure class to which the exposure is assigrmde &xposure classes are derived from
the type of counterparty while others are basetherasset type, product type, collateral
type or exposure size.

The EAD of an on-balance sheet exposure in thelatdised is measured net of value
adjustments such as provisions. Off-balance sheetseire is converted into EAD using
CCEF set by the financial supervisory authoritiesriiZative contracts and securities fi-
nancing has an EAD that is the same amount axgusere.
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In calculating RWA with the standardised approaotternal rating may be used as an
alternative to use the fixed risk weight. The ex#dratings must come from eligible ex-
ternal credit assessment institutions.
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List of abbreviations

ADF
AIRB
ALCO
BCBS
CCF
CCO
CDO
CEBS
CEO
CFO
CLN
CLS
CMO
CP
CRD
CRO
EAD
EC
ECC
EAD
EL

EP
ERAT
EU
FIRB
FX
GCC
GEM
GEM CC
GICS
IAS
ICAAP
IFC
IFRS
IRB
LGD
NBD
oTC
PD
PIT
QRA
RWA
S&P
SIIR
SME
SPE
SPRAT
SRP
SREP
TTC
VaR
tVaR

Actual Default Frequencies

Advanced Internal Rating Based approach
Asset and Liability Committee

Basel Committee on Banking Supervision
Credit Conversion Factor

Chief Credit Officer

Collateralised Debt Obligation

Committee of European Bank Supervisors
Chief Executive Officer

Chief Financial Officer

Credit Linked Notes

Continuous Linked Settlement
Collateralised Mortgage Obligations
Commercial Paper

EU’s Capital Requirements Directive
Chief Risk Officer

Exposure at Default

Economic Capital

Executive Credit Committee

Exposure at Default

Expected Loss

Economic Profit

Environmental Risk Assessment Tool
European Union

Foundation Internal Rating Based approach
Foreign Exchange

Group Credit Committee

Group Executive Management

Group Executive Management Credit Committee
Global Industries Classification Standard
International Accounting Standard

Internal Capital Adequacy Assessment Process
International Finance Corporation
International Financial Reporting Standard
Internal Rating Based approach

Loss Given Default

Nordea Bank Danmark

Over The Counter (derivatives)

Probability of Default

Point-in-Time

Quality and Risk Analysis

Risk Weighted Amount

Standard & Poor’s

Structural Interest Income Risk

Small and Medium-sized Enterprises
Special Purpose Entity

Social and Political Risk Assessment Tool
Supervisory Review Process

Supervisory Review and Evaluation Process
Through-the-Cycle

Value at Risk

Tail-VaR

65



