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Nordea Bank Finland hereby presents its capitatipnsand how the size and composi-
tion of the capital base are related to the riskhaasured in Risk Weighted Amounts
(RWA). The national capital adequacy legislatiorestzased on the European Union’s
(EU) Capital Requirements Directive (CRD), whicktunn is based on the Basel |l
framework issued by the Basel Committee on Ban&uagervision (BCBS).

The Nordea Bank Finland Group follows the Finnigt #n credit institutions and
the Finnish financial supervisory authority’s stards 4.5 Supervisory disclosure of capi-
tal adequacy information and 4.1 Establishmentraaohtenance of internal control and
risk management, which are based on the CRD. Fuontire, the disclosures are made in
accordance with Nordea'’s internal policy and indians for disclosing information on
capital adequacy in the Nordea Group.

Further disclosure of risk, liquidity and capitahnagement is presented in the an-
nual report in accordance with the internationadficial reporting standards, IFRS. The
pillar 111 disclosure is made for the Nordea Graml for the subgroups Nordea Bank
Danmark Group, Nordea Bank Finland Group and NoBBe# Norge Group as well as
Nordea Bank Polska S.A. This report for the NorBaak Finland Group is presented on
www.nordea.com and the key data on capital adegsgmgsented in the annual report
of the entity.

The full pillar Il disclosure is made annually atie periodic information is pub-
lished semi-annually, included in the semi-annegpbrt for the entity. The format, fre-
quency and content of the disclosures follow, ttaege extent as possible with regards to
the local legislation, a common setup in Nordeau@réNordea has stated the common
principles in a policy and instructions for disétaginformation on capital adequacy in
the Nordea Group. The Board of Directors in NorBaak Finland has also approved a
policy regarding pillar 11l disclosure.

In this report, Nordea Bank Finland Group is dafias Nordea Bank Finland, 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 strong GDP growth figures.mlea’s net loan losses have de-
creased and credit quality have turned positiveirgj a small effect on risk-weighted
assets compared to last year, despite the contimakaine growth. The tier 1 ratio was at
the end of 2010 13.6%.

Nordea Bank Finland is part of Nordea Graupmich continued to have a strong name in
the funding market and has been able to maintdifgh activity also in the long-term
funding markeiNordea is confident and well-prepared for the fefulue to strong profit-
ability, high quality in the well-diversified cradbortfolio, strong capital base and a di-
versified funding base. From what is known todagrd¢a already meets the Basel Il
capital requirements.

Improving credit quality and continued strong risk management
Credit quality improved in 2010 as net loan los¥esreased, rating migration has turned
positive and impaired loans have stabilised. InNQ2@e credit exposure increased by 4%,
with increases to a large extent from the corpaaatbretail segments.

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

The market risk is to a large extent driven byreserate risk. The total market risk
VaR was on average EUR 42m in 2010.

Capital management well established
Despite the strong volume growth, the core tieagdital ratio, excluding transition rules,
slightly decreased compared to last year and wieeand of 2010 13.6% (14.0%).

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,®tgg by its well recognized name
and strong rating, has had access to all releuganidial 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 scenatosf) 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 odean banks that was performed during
spring/summer confirms Nordea’s strong balancetsdra capital situation. Nordea was
one of 91 banks that were included in the stressaied even in the most severe scenario
i.e. the adverse scenario combined with the soyergiock; Nordea Group’s Tier 1 ratio
dropped only 10bps. This clearly demonstratestiiemgth of Nordea's risk management,
capital planning and its ability to asses a su#fitineed of capital. In accordance with the
2010 Internal Capital Adequacy Assessment Pro¢€#sAP) and Supervisory Review
and Evaluation Process (SREP), the regulators dgine¢ Nordea was adequately capi-
talised given its risk profile and portfolio.

Basel Il — new regulations for capital and liquidity risk

During 2010, more clarity has evolved on the méments of the new regulatory re-
quirements for capital and risk — the Basel 11l @udvency Il frameworks. In Nordea,
there is a strong focus on capital, liquidity aistt management within the organisation
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in order to meet new regulatory demands. Nordeselbprepared to meet new regulatory
requirements.



Nordea Bank Finland Group 2010

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 awareness ia tirganisation is incorporated in the
business strategies. Nordea Group has clearly ddfiisk, liquidity and capital man-
agement frameworks, including policies and insinng for different risk types, capital
adequacy and for the capital structure.

2.1 Nordea in the capital adequacy context

The information given in this report refers to NeadBank Finland Bank Plc with corpo-
rate registration number 1680235-8.

The financial statements are published quartentiytha consolidated financial state-
ments include the accounts of the parent compamgidéoBank Finland Plc including
subsidiaries according to International Accountgtgndard (IAS) 27. In the Financial
Group, the insurance operations are not consotidétecording to the requirements in
the CRD, insurance subsidiaries and associatedtakeys with 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). Table 1 last
in this chapter disclose the undertakings that leean consolidated and deducted from
the capital base.

2.2 Risk and capital management

2.2.1 Risk and capital management principles and control,

Board of Directors

The Board of Directors has the ultimate resporigidibr limiting and monitoring the
Group’s risk exposure. The Board of Directors diae the ultimate responsibility for
setting the targets for the capital ratios. Thgdts are documented in the Group’s capital
policy. Risk is measured and reported accordiraptomon principles and policies ap-
proved by the Board of Directors. The Board of Bioes decides on policies for credit,
market, liquidity and operational risk managemétitpolicies are reviewed at least an-
nually.

In the credit instructions, the Board of Directdecides on powers-to-act for credit
committees at different levels within the custormexas. 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.

Board Credit Committee

The Board Credit Committee monitors the developnoéthe credit portfolio including
industry and major customer exposure. The BoardiC8ommittee confirms industry
policies approved by the Executive Credit Commi{te€C).

CEO and GEM

The Chief Executive Officer (CEO) has overall resgbility for developing and main-
taining effective risk, liquidity and capital mareygent principles and control.

The CEO in Group Executive Management (GEM) deciethe targets for the Group’s
risk management regarding SIIR (Structural Intehesdme Risk), as well as, within the
scope of resolutions adopted by the Board of Darsctthe allocation of the market risk
limits and liquidity risk limits to the risk-takingnits Group Treasury and Markets. The
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limits are set in accordance with the businessegji@s and are reviewed at least annu-
ally. The heads of the units allocate the respedimits within the unit and may intro-
duce more detailed limits and other risk mitigatiaghniques such as stop loss rules.

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

« The Asset and Liability Committee (ALCO), chairedthe Chief Financial Offi-
cer (CFO), prepares issues of major importanceeraimy the Group’s financial
operations, financial risks as well as capital nge@maent 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

e The Group Executive Management Credit CommitteeM&E) and Executive
Credit Committee (ECC) are chaired by the CRO ard3roup 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 cditgded customer groups and as
industry limits for certain defined industries.

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

CRO and CFO

In figure 1 the governance structure of risk, ldjtyi and capital management in Nordea
Group is illustrated.

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 and Liability Risk Committee g
. . M tand E t

Committee, ALCO (Chairman: CRO) C;‘:ﬁggg];r;igges )éfgll\lﬂgg

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

Risk, Liquidity 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, Liguidity 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-



Nordea Bank Finland Group 2010

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 andnfi@vork, including identification, control
and reporting.

2.2.2 Risk appetite

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

To support the Board of Directors in these resgmilitsés, Nordea Group will further
develop the Group’s risk appetite framework thro@@t 1, allowing for easier aggrega-
tion and communication of the overall boundarieggb taking, as well as making the
process for top down risk appetite decisions atid@e more straightforward. It is in-
tended that the Risk Appetite framework considénssks relevant to Nordea Group’s
business activities and on an aggregate levepiesented in terms of solvency, earnings,
liquidity, and operational and business risks.

This development work also extends to the procdssasmscading risk appetite to
segments and risk types within the portfolio, ral#vcustomer areas and in relation to
anticipated business plans. On this level Grouk Risnagement 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 pragatmphasising 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 inde-
pendence. Monitoring and reporting of risk is cartdd on a daily basis for market and
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 Beard of Directors. The Board of
Directors in each legal entity receives internsk ieporting which covers market, credit
and liquidity risk per legal entity. Within the clierisk reporting, different portfolio
analyses such as credit migration, current Proiabil Default (PD) and stress testing
are included.

Reporting of the internal capital required includ#éisypes of risks and is reported
regularly to the Risk Committee, ALCO, GEM and Bibaf Directors. Group Internal
Audit makes an independent evaluation of the pseE®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 descrifmede in detail below in accordance
with how they are structured within CRD.
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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 elairhe 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 riskaisebl on the parameters; Prob-
ability of Default (PD), Loss Given Default (LGDha Credit Conversion Factor
(CCF).

« Market risk is the risk of loss in the market vabidinancial 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 interpadcesses, from people and sys-
tems, or from external events. Legal and compliaisteas well as crime risk,
project risk and process risk, including IT risknstitute the main sub-categories
to operational risk.

Risk in pillar 11

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

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

« Business risk represents the earnings volatilingient 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 irand loss that is attributed to
business risk.

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

« Pension risk is included in market risk in the Emmic Capital framework and
includes equity, interest rate and FX risk in trerdéa sponsored defined benefit
pension plans.

« Life insurance risk is the impact from changes ortality rates, longevity rates
and disability rates.

* Real estate risk consists of exposure to ownedeasd properties and is in-
cluded in the market risk Economic Capital.
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e Concentration risk is the credit risk related te tlegree of diversification in the
credit portfolio, i.e. the risk inherent in doingdiness with large customers or
not being equally exposed across industries andmegThe concentration risk
includes both single name concentration risk actbs@eography concentration
risk and is included in the Economic Capital fraroew

2.3 Roll-out plan

In June 2007, Nordea Group received approval byitlaacial supervisory authorities to
use the Foundation Internal Rating Based (FIRB)@gugh for corporate and institution
exposure classes in Denmark, Finland, Norway aned®w. In December 2008 Nordea
was approved of using the Internal Rating Base8)l&bproach for the Retail exposure
class in Denmark, Finland, Norway and Sweden (thiehexception for the Finance com-
panies in all countries that were not applied fohe standardised approach is used for
the remaining portfolios, such as foreign branches.

Nordea Group aims to continue the roll-out of tR& lapproaches. The main focus is
the development of advanced IRB for corporate eusts in the Nordic area, including
internal estimates of LGD and CCF. The standardiggatoach will continue to be used
for smaller portfolios and new portfolios for whiapproved internal models are not yet
in place.

Table 1
Specification over group undertakings consolidatedfeducted from the Nordea Finland, 31 December 2010
Book value Voting power Consolidatior

Number of sharesEURm of holding % Domicile method
Group undertakingsincluded in the Nordea Bank Finland Group
Nordea Finance Finland Ltd 1,000,000 306 100 Espoo purchase method
SIA promano Lat 20 100 Riga purchase method
Ol Promano Est 10 100 Tallinn purchase method
UAB Promano Lit 10 100 Vilnius purchase method
SIA Realm 5 100 Riga purchase method
Other companies 2 purchase method
Total included in Nordea Bank Finland Group 353
Over 10 % investmentsin credit institutions deducted from the capital base
Luottokunta 42 26 Helsinki
NF Fleet 2 20 Espoo
Other 2
Total investments in credit institutions deducted fom the capital base 46

10
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3. Capital position

Nordea has maintained a strong capital positiontofperent with growth in lending. The
capital ratios are stable and well above the tasyetNordea’s capital policy.

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 attaincadfit use of capital through active man-
agement of the balance sheet with respect to diffeasset, liability and risk categories.
The goal is to enhance returns to the shareholdgits maintaining a prudent risk and
return relationship. Strong capital management supphe 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 as$esadequacy of the capital.

3.2 Regulatory capital requirement

In table 2, an overview of the capital requirememtd the RWA as of December 2010
divided on the different risk types is presentedamparison with previous year. The
credit risk comprises 87% of the risk. Operatiaigt accounts for 7% of the capital
requirements and market risk comprises 6% of tp#alaequirements.

Table 2
Capital requirements and RWA in Nordea Bank Finlanc
31 December 2010 31 December 2009
EURmM Capital requireme RWA Capital requireme RWA
Credit risk 5,238 65,470 5,163 64,540
IRB 2,541 31,766 2,590 32,375
of which institution 446 5,581 517 6,460
of which corporate 1,718 21,477 1,707 21,338
of which retail 356 4,456 344 4,301
retail mortgage 158 1,980 154 1,931
other retail 151 1,888 148 1,846
retail SME 47 587 42 524
of which other 20 252 22 277
Standardised 2,696 33,704 2,573 32,165
of which sovereign 28 348 41 515
of which institution 1,005 12,560 1,112 13,894
of which corporate 1,270 15,875 987 12,342
of which retail 319 3,992 358 4,477
of which other 74 929 75 937
Market risk 358 4,474 236 2,946
of which trading book, VaR 119 1,482 103 1,287
of which trading book, non-VaR 239 2,992 133 1,659
of which FX, non-VaR 0 0 0 0
Operational risk 421 5,258 368 4,606
Standardised 421 5,258 368 4,606
Sub total 6,016 75,203 5,767 72,092
Adjustment for transition rules
Additional capital requirement according to
transition rules 0 0 0 0
Total 6,01¢ 75,200 5,767 72,09

3.3 Capital ratios

The growth in RWA has been supported by the sligirease in the capital base which
has lead to sustained capital ratios during the. yea

The transition rules create a need to manage thielsng a variety of capital meas-
urements and capital ratios.

11
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Table 3 shows that the regulatory transition rg@sprise a floor on Nordea'’s capital
requirement when compared to Basel Il (pillar [himmum requirements.

Nordea Bank Finland has subscribed ofréBruary 2011 a subordinated loan issued
by Nordea Bank Danmark. This transaction amounttngUR 1,450m has only a minor
effect on the RWA and capital adequacy ratios afdda Bank Finland.

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

RWA including transition rules 75.2 72.1
RWA Basel Il (pillar 1) excluding transition rules 75.2 72.1
Regulatory capital requirement including transitrates 6.0 5.8
Economic Capital 5.1 3.9
Capital base 10.7 10.5
Tier 1 capital 10.2 10.1
Core tier 1 capital 10.2 10.1
Tier 1 ratio including transition rules (%) 13.6% 14.0%
Tier 1 ratio excluding transition rules (%) 13.6% 14.0%
Core tier 1 ratio including transition rules (%) 13.6% 14.0%
Core tier 1 ratio excluding transition rules (%) 13.6% 14.0%
Capital ratio including transition rules (%) 14.3% 14.6%
Capital ratio excluding transition rules (%) 14.3% 14.6%

Capital adequacy quotient (Capital base /Regulatapital
requirement including transition rules) 18 18
Capital adequacy quotient (Capital base /Regulatapital

. . o 1.8 1.8
requirement excluding transition rules)

12
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4. Credit risk

During the year Nordea has, given the strong fugdiame and the capital
strength, continued to focus on the successfulutixecof 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 oEBtors, credit risk limits are ap-
proved by decision-making authorities on differienels 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 Board of Directors of Nordea has ultimate rasgulity for limiting and monitor-
ing the Group’s risk exposure. The Board of Direstlso has the ultimate responsibility
for setting the targets for the capital ratios.

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

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

Nordea Bank Finland
Board of Directors
Reporting

Nordea Bank Denmark
Board of Directors

Nordea Bank Norway
Board of Directors
Reporting

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

| Group Credit Committee |

Figure 2: Credit decision making structure
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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 covestiexj 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 whiatrdéa has issued guarantees or docu-
mentary credits. Furthermore, credit risk may atstude 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 arparty 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 taknaccount in the overall risk as-
sessment through the so-called Environmental Rede8sment Tool (ERAT). Social and
political risks are taken into account by the stecbSocial and Political Risk Assess-
ment Tool (SPRAT). SPRAT is applied as part ofdborate lending process, in paral-
lel to the ERAT. For larger project finance trangats, the bank has adopted the Equator
Principles, a financial industry benchmark for deti@ing, assessing and managing so-
cial and environmental risk in project financindgieTEquator Principles are based on the
policies and guidelines of the World Bank and Ing&tional Finance Corporation.

4.1.3 Decisions and monitoring of credit risk

Decisions regarding credit risk limits for customand 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 monitograress. 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§itdonsidered 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 impeitm

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 suppertistomer responsible unit. Nordea has
a project organisation for handling work-out cogiercustomers. Individual deal-teams

14
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including relevant specialists are establisheddiayer work-out cases. The credit organi-
sation and other specialist units support customsponsible units in handling smaller
work out customers. The follow-up of individual Wewsut cases is part of the quarterly
risk review process. In this process the impairnaémdividual customers and customer
groups is assessed and the actions related toifguodivork-out customers are reviewed
and followed up.

4.1.4 Credit risk mitigation and collateral policy

All credit risk mitigations are an inherent parttbé 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 miion 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 cdlistidoy the bank and that loans and
pledge agreements as well as the collateral asdiyegnforceable. 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 liquidapiootess. To a large extent national
standard loan and pledge agreements are usedribusgng 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 assetiged under floating charge

* Financial collateral such as listed shares, lisiautls and other specific securities

* 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 loansagrimary 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 substitutateral but may be of great help as
a complement to both secured and unsecured expddlexposure of substantial size
and complexity includes appropriate covenants. i€z covenants are designed to react
to early warning signs and are carefully followgd u

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 discoumtied wf the future cash flow, includ-
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ing the value of pledged collateral. Impaired expesan be either performing or non-
performing. Impaired exposure is treated as indefehen 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 perfedrnfor groups of customers not identi-
fied individually as impaired. Collective impairmdsa 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 goingiml from default affect the calcula-
tion. Collective impairment is assessed quartentyefaich legal unit.

The rationale for this two-step procedure with hottividual 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 leasg® 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 sinemtnual report

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

The main differences are outlined in this sectmiltistrate 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 aregmesl as Exposure at Default (EAD)
for IRB exposure and Exposure value for standaddesgosure if nothing else is stated.
It is based on the exposure amount on which the R&\talculated. This amount differs
from the original exposure, which is the exposwemie 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 icl divided into the following
exposure types:

* On-balance-sheet items

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

* Securities financing (e.g. reversed repurchasesaggats)

« Derivatives

Items presented in the annual report, in accordemttee 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)
e 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 more détai information of the principles for
RWA calculations, under the IRB and standardisgii@xrhes, see appendix 11.4.

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

The retail portfolio is divided into three sub-sesnts; mortgage (credit risk exposure
to private individuals, pledged by real estateeotretail (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 aggineexposure classes are used. Ex-
posures in foreign branches (e.g. Baltic countiVesy York, London), and small sub-
sidiaries are calculated according to the standaddapproach. Furthermore acquisitions
of new portfolios are treated according to the ddadised approach until approval has
been given to include them in the IRB approachhigyfinancial supervisory authorities.

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

Table 4
Capital requirement for credit risk in Nordea Bank Finland, 31 December 2010
EURM Original Average risl Capita
exposure Exposure weight RWA requirement
IRB exposure classe
Institutions 27,915 25,996 21% 5,581 446
Corporates 72,742 37,760 57% 21,477 1,718
Retail 34,070 32,103 14% 4,456 356
- of which mortgage 24,451 24,118 8% 1,980 158
- of which other retail 8,468 7,046 27% 1,888 151
- of which SME 1,152 939 63% 587 47
Other non-credit obligation ass 315 253 100% 253 20
Total IRB approach 135,041 96,111 33% 31,766 2,541
Standardised exposure class
Central government and central banks 14,879 16,384 2% 305 24
Regional governments and local authorities 3,617 2,295 2% 43 3
Institutions 55,180 54,505 23% 12,560 1,005
Corporates 21,344 15,875 100% 15,875 1,270
Retail 8,700 4,548 75% 3,411 273
Exposures secured by real estate 1,705 1,660 35% 581 46
Othet 3,831 3,587 26% 929 74
Total standardised approact 109,257 98,854 34% 33,704 2,696
Total 244,29( 194,96t 34% 65,47( 5,23¢

* Administrative bodies and non-commercial undertgkj multilateral developments banks, past duesitstmor,
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 Finland, 31 December 201

EURM On balance sheetite  Off balance sheet iter ~ Securities financini Derivatives
IRB exposure classe

Institutions 7,334 1,084 322 17,256
Corporates 18,794 11,585 0 7,381
Retail 28,967 3,080 0 56
- of which mortgage 24,021 97 0 0

- of which other retail 4,222 2,792 0 32

- of which SME 724 191 0 24
Other non-credit obligation ass 251 2 0 0
Total IRB approach 55,345 15,750 322 24,693
%tandardised exposure class

Central governments and central banks 14,911 402 0 1,071
Regional governments and local authorities 1,623 98 0 574
Institutions 49,559 388 36 4,522
Corporates 12,470 3,404 0 1
Retail 4,461 86 0 1
Exposures secured by real estate 1,660 0 0 0
Othet 3,269 25 0 293
Total standardised approact 87,954 4,403 36 6,461
Total exposure 143,299 20,153 359 31,155

‘Administrative bodies and non-commercial undertggjmultilateral developments banks, past due itsh@t-term claims, covered bonds and other items.

The average exposure in 2010 is presented in &ble

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

EURmM On balance sheetite Off balance sheetiter Securities financini Derivative:
IRB exposure classe

Institutions 5,557 1,085 81 19,033
Corporates 18,681 11,149 0 8,100
Retail 28,190 2,989 0 66
- of which mortgage 23,208 88 0 0
- of which other retail 4,265 2,711 0 40
- of which SME 717 189 0 26
Other non-credit obligation ass 285 10 0 0
Total IRB approach 52,712 15,233 81 27,199
Standardised exposure class

Central governments and central banks 10,057 404 0 895
Regional governments and local authorities 1,574 101 0 667
Institutions 51,667 305 21 2,049
Corporates 10,938 2,864 0 2
Retail 5,354 101 0 1
Exposures secured by real estate 727 0 0 0
Othef 2,015 11 0 148
Total standardised approact 82,332 3,787 22 3,762
Total exposure 135,04 19,02( 10z 30,96

Total

25,996
37,760
32,103
24,118
7,046
939
253
96,111

3,587
98,854

194,966

95,225

11,356
2,343
54,043
13,804
5,456
727
2,174
89,903

185,12

“Administrative bodies and non-commercial undertg&multilateral developments banks, past due itsht-term claims, covered bonds and o

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 classeshtordea Bank Finland, 31 December 2010

Nordic - of which - of which - of which - of which Baltic
EURmM countries  Denmark Finland Norway Sweden countries Poland Russia Other Total
IRB exposure classes
Institution 25,996 0 25,996 0 0 25,996
Corporate 37,760 0 37,760 0 0 37,760
Retail 32,103 0 32,103 0 0 32,103
- of which mortgage 24,118 0 24,118 0 0 24,118
- of which other retail 7,046 0 7,046 0 0 7,046
- of which SME 939 0 939 0 0 939
Other non-credit obligatio
assets 253 0 253 0 0 253
Total IRB approach 96,111 0 96,111 0 0 96,111
Standardised exposure classes
Central governments and 15,433 15,433 685 266 16,384
central banks
Regional governments and 2,145 2,145 150 2,295
local authorities
Institution 50,706 50,706 121 64 3,615 54,505
Corporate 1,311 1,311 4,385 114 10,066 15,875
Retail 2,968 2,968 1,490 89 4,548
Exposures secured by real 434 434 1,226 1,660
estates
Other 3,233 0 3,233 284 36 35 3,587
Total standardised 76,231 0 76,231 0 0 8,340 214 0 14,071 98,854
approach
Total exposure 172,342 0 172,342 0 0 8,340 214 0 14,071 194,966
1 istrative bodies and non. ial undertgkj 1ts banks, past dues term claims, covered bonds, and othersitévesociated companies not included in exposure.

4.2.4 Exposure by industry

In table 8 the total exposure is split by industié@d by the main exposure classes. The
industry breakdown follows the Global IndustriessSiification Standard (GICS) and is
based on NACE codes (i.e. statistical classificatibeconomic activities in the European
community).

Table 8
Exposure split by industry group in Nordea Bank Fidand, 31 December 201
Internal rating based approach Standardised approach
Centra Regiona
government government
and centre and loca
EURmM Institutions Corporates Retail Other banks authorities Othér
Retail mortgage 24,118 1,660
Other retail 7,046 4,548
Central and local governments 6,542 2,295 0
Banks 21,496 9,842 53,947
Construction and engineering 1,402 120 257
Consumer durables (cars, appliances etc) 990 22 881
Consumer staples (food, agriculture etc) 1,638 37 909
Energy (oil, gas etc) 641 0 383
Health care and pharmaceuticals 372 36 316
Industrial capital goods 2,247 10 999
Industrial commercial services 2,919 120 503
IT software, hardware and services 496 16 298
Media and leisure 646 89 181
Metals and mining materials 531 4 104
Paper and forest materials 1,669 9 176
Real estate management and investment 7,297 119 902
Retail trade 3,006 204 615
Shipping and offshore 1,134 3 3,845
Telecommunication equipment 588 1 9
Telecommunication operators 824 2 31
Transportation 902 65 518
Utilities (distribution and production) 2,984 5 219
Other financial companies 4,500 3,190 17 3,468
Other materials (chemical, building materials etc) ,922 42 437
Other 1,362 18 253 4,969
Total exposure 25,996 37,760 32,103 253 16,384 2,295 80,175

* Administrative bodies and non-commercial undertgijmultilateral developments banks, standardiseitition, standardised
corporate, standardised retail, standardised exessecured by real estates, past due items,tehmrtlaims, covered bonds and other items.
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Specification of exposure against central goverriraed 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 definedhsyfinancial 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
Exposures to central governments and central bankis Nordea Bank Finland, 31 December 2010

EURmM

Standard & Poor's ratil Credit quality ste Risk weigh Exposur
AAA to AA- 1 0% 15,969
A+ to A- 2 20% 19
BBB+ to BBB- 3 50% 191
BB+ and below, or without ratit 4 to 6 or blank 100-150% 206
Total 16,38¢

4.2.5 Specification of off-balance exposure

An off-balance exposure amount does not contaiisainge 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 avlCF, 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 50%00f6 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 uncanditly cancellable or not.

The internal CCF model used for retail IRB is boitta product based approach.
There are three explanatory variables that determvitich CCF value an off-balance
exposure will receive. The three variables aretarnsr 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 tladl i®B exposure.

Table 10
CCF in Nordea Bank Finland, 31 December 2010

Exposure afte

substitutior
effectc Exposure CCF
Retail 4,054 3,080 76%
- of which mortgage 430 97 23%
- of which other retail 3,268 2,792 85%
- of which SME 357 191 53%
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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@audnterparty 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 othieatives in its hedging activities of the
assets and liability mismatches in the balancetskeethermore, Nordea may, within
clearly defined restrictions, use derivatives t@tapen positions in its operations. De-
rivatives affect counterparty risk and market iaskwell 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, aagneasured 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 are shown.
As stated above, exposure equals the sum of clexpoisure 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 Finland
31 December 2010

EURM Exposur: RWA
IRB exposure classe

Institution 17,256 3,945
Corporate 7,381 3,828
Retail 56 28
Total IRB approach 24,693 7,801

Standardised exposure class

Central government and central banks 1,071 68
Other 5,391 943
Total standardised approact 6,461 1,010
Total exposure 31,155 8,811

! Exposures are after closeout netting and collbégr@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 | method witsspect 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.

In table 12, the current exposure and potentiairéuexposure are presented for differ-
ent type of customers.

Table 12

Counterparty risk exposure in Nordea Bank Finland,31 December 2010

EURmM Current exposu Potential future expost Total credit risl
Public entities 476 2,386 2,227
Institutions 1,590 17,936 17,984
Corporates 4,517 8,869 12,095
Total 6,583 29,191 32,306

As of December 2010, the current net exposure WH? &583m and the potential future
exposure was EUR 29,191m in the internal countgrpesk framework in Nordea Bank
Finland. The rise in the potential future exposwy&4% since December 2009 indicates
an increase in the business volumes.

On traded OTC contracts, Nordea performs fair valljastments which are adjust the
profit/loss of these contracts by taking into agtdhe cost of hedging them in the sec-
ondary market. This cost of hedging is either baBeettly 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 countergartik mitigation techniques are
widely used in Nordea. The most common is the fiséoseout netting agreements,
which allow Nordea to net positive and negativdaepment 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. Theatatl consists mostly of cash and high
quality bonds.

In table 13, information of how the counterparskrexposure is reduced with risk
mitigation techniques is available.

Table 13
Mitigation of counterparty risk exposure due to cleseout netting and collateral agreements in Nordeadhk
Finland, 31 December 2010

EURM Reduction from closeo Reduction from hel
Current Exposure (gross) netting agreements collateral Current Exposure (net)
Total 96,71( 86,84¢ 3,28z 6,58:

As of December 2010 Nordea Bank Finland had 62T)(##8ancial collateral agree-
ments. The effects of closeout netting and coldi@greements are considerable, as 93%
(92%) of the current exposure (gross) was elimohatethe use of these risk mitigation
techniques.

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

Finally, Nordea also uses a risk mitigation techei@pased on a condition in some of
the long-term derivative contracts, which givesdp&on to terminate a contract at a
specific time or on the occurrence of specifiedlitreclated events.

426.4 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 transactanmd a loss could occur if a counter-
part were to default after Nordea has given irrabbe instructions for a transfer of a
principal amount or security, but before receipthaf corresponding payment or security
has been finally confirmed.

The settlement risk on individual counterpartestricted 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 bamkaRds equity holdings in the banking
book are included. Investments in companies whergléh holds over 10% of the capital
are deducted from the capital base (see tabledLhamce not included in the “other
items”.

In table 14, the equity holdings outside the trgdinok are grouped based on the in-
tention of the holding. In the investment portfoliwmldings in private equity funds are
included in the amount of EUR 8m. All equities e table are booked at fair value. The
evidence of published price quotations in an aatiragket 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 publishgdce quotations, internal valuation
techniques are used to establish fair value. Thblghows to what extent published price
quotations are used.

Table 14
Equity holding outside trading book in Nordea BankFinland, 31 December 201

Unrealised Realised Capital
EURmM Book value Fair value gains/losses gains/losses  uirmmgent
Investment portfolid’ 10 10 0 0 1
Other? 14 14 3 0 1
Total 24 24 3 0 2
1 Of which listed equity holdings 0
2 of which listed equity holdings 3

4.3 Rating, collateral and maturity distribution

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

¢ Calculation of economic capital and Expected L&ks (

¢ 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 exclusively refletts guantification of the repayment ca-
pacity of the customer, i.e. the risk of customefiadlt. The rating scale in Nordea con-
sists of 18 grades from 6+ to 1- for non-defauttestomers and 3 grades from 0+ to O-
for defaulted customers. The repayment capacigaoh rating grade is quantified by a
one year PD. Rating grades 4— and better are cailgato investment grade as defined
by external rating agencies such as Moody’s anddata & Poor (S&P). Rating grades
2+ and lower are considered as weak or critical,raquire special attention.

The risk grade master scale used for scored custaméhe Retail portfolio consists
of 18 grades, named A+ to F-. In table 15, the rmapfvom the internal rating scale to
the S&P’s rating scale, using condensed scalasfaan.

Table 15

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- CCCtoC
0+, O, O- D

The mapping of the internal ratings to the S&Ptsgascale is based on a predefined set
of criteria, such as comparison of default and diefinitions. The mapping does not in-
tend to indicate a fixed relationship between Natslénternal 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 committeeseder, 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 mo8elating model is a set of specified
and distinct rating criteria which, given a setotomer characteristics, produces a rat-
ing. It is based on the predictability of customéuture performance based on their char-
acteristics.
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Nordea has decided upon a differentiation of rathaglels to better reflect the risk in-
volved for customers with different characteristidence, rating models have been de-
veloped for a number of general as well as spes#gments, e.g. real estate management
and shipping. Different methods ranging from pusbtistical, using internal data to
expert-based methods, depending of the segmeniestiqn, have been used when de-
veloping the rating models. The models are in gdrigsed on an overall framework, in
which financial and quantitative factors are corelinvith 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, deedlop 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 emuoit capital and RWA for customers.

Nordea has established an internal validation g®oeaccordance with the CRD re-
quirements with the purpose of ensuring and imprvine performance of the models,
procedures and systems and to ensure the accUrdwy IBD estimates.

The rating and scoring models are validated anpaaidl the validation includes both
a quantitative and a qualitative validation. Thamfitative validation includes statistical
tests of the models’ discriminatory power, i.e. &dity to distinguish default risk on a
relative basis, and cardinal accuracy, i.e. thiétyalbd 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.

4.3.2.1 Rating distribution of the IRB institution portfoli

Institutions
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Figure 3: Rating distributions for Nordea Bank Finland, IRB Institution
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4.3.2.2 Rating distribution of the IRB corporate portfolio
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Figure 4: Rating distribution for Nordea Bank Finland, IRB Corporate

4.3.2.3 Scoring distribution of the IRB retail portfolio
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Figure 5: Rating distribution for Nordea Bank Finland, IRB Retail

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 futwwendition over the course of the cho-
sen time horizon. The internal rating changes eddrrower’s condition changes over
the course of the credit/business cycle. A Throtiga-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 cooirsiee credit/business cycle.

The creditworthiness indicated by a purely TTC dissification system would cor-
respond to the long-term average credit risk, wihneimifests itself in no migration be-
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tween rating grades. A purely PIT risk classifioatsystem, on the other hand, would
only represent the credit risk at the point whamnribk 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 waftdcts the average PDs and hence
RWA.

Nordea’s rating system (used in the exposure dasmgorate 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 conditibrtdate. 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. Thditqtige 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 ctdas) 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 mdriiis 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.

Nordea’s internal data is used when determiningnasés of PD. However, the time
series used are representing a relatively receitdoand the observed values are ad-
justed in order to represent long term averagenestis For PDs this adjustment intends
to create a Margin of Conservatism and is baseti@number of observations as well as
on the long-term default frequency observed in Matsl markets.

4.3.4 Migration

The rating/scoring distribution changes over timtefivals mainly due to three factors:

1. the rating distribution for new customers and comrs leaving the bank differs
from the rating distribution of the old and remaupicustomers

2. increased or decreased exposure to existing custome

3. changes in rating/scoring for existing customerg(ation). Migration is for in-
stance affected by macroeconomic development, indsector developments,
changes in business opportunities and developmdimntancial statements of the
customers and other company related factors. Sgamigration is affected by
among other macroeconomic development and timefgnpats.

4.3.5 Loss Given Default

In table 16, the exposure per exposure class stbyreligible collateral, guarantees and
credit derivatives is shown. The table presengditlsetween exposure classes subject to
the IRB approach and exposure classes subject tetaindardised approach.
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Table 16
Exposure secured by collaterals, guarantees and di¢ derivatives in Nordea Bank Finland, 31 Decembe2010
of which secure Average
by guarantees a  of which secure weightec
EURmM Original exposure Exposureredit derivatives by collateral LGD
IRB exposure classe
Institution 27,915 25,996 113 2,562 33.4%
Corporate 72,742 37,760 2,513 9,145 42.6%
Retail 34,070 32,103 993 25,101 15.9%
- of which mortgage 24,451 24,118 24,118 10.9%
- of which other retail 8,468 7,046 946 353 31.6%
- of which SME 1,152 939 a7 630 26.5%
Other non-credit obligation ass 315 253 6 n.a.
Total IRB approach 135,041 96,111 3,619 36,814
Standardised exposure class
Central government and central 14,879 16,384 32 0
banks
Regional governments and local authorities 3,617 2,295 0 0
Institution 55,180 54,505 0
Corporate 21,344 15,875 0 0
Retail 8,700 4,548 1
Exposures secured by real estates 1,705 1,660 0 1,660
Other! 3,831 3,587 2 0
Total standardised approact 109,257 98,854 35 1,660

! Administrative bodies and non-commercial undertg&j multilateral developments banks, standardissidution,
standardised corporate, past due items, shortdiims, covered bonds and other items. Associaietpanies not
included in exposur

Average LGD in exposure class institution decrease38.4% (37.8%), which is mainly
related to process improvements.

Average LGD in exposure class corporate remairauestAverage LGD in retail is
slightly down compared to 2009, stemming mainlyrfran increased share of the expo-
sure collateralised by residential real estate.

435.1 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@dives can be recognised in the
standardised and FIRB approach for credit risk.cAlitral governments, regional gov-
ernments and institutions are eligiblaredit derivatives are only used as credit risk pro
tection to a very limited extent since the credittfolio is considered to be well diversi-
fied. Some multi-national development banks anerrdtional organisations are also
eligible. Guarantees issued by corporate entitisonly be taken into account if their
rating corresponds to A- (S&P’s rating scale) didre Out of the guarantors, central
governments and municipalities within the Nordicietmies comprise approximately
87%. The exposures that are guaranteed by thesangois receive an average risk
weight of 0%. Approximately 8% of the main guarastare institutions and the remain-
ing guarantors are corporate.

435.2 Collateral distribution

Table 17 presents the distribution of collateradim the capital adequacy calculation
process. The table shows real estate to be the peaijpof the eligible collateral items in
relatively terms. Real estate is commonly usedodateral for credit risk mitigation pur-
poses.
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Table 17

Collateral distribution in Nordea Bank Finland, 31 December201(
Other Physical Collateral 4%
Receivables 2%
Residential Real Estate 74%
Commercial Real Estate 13%
Financial Collateral 7%

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 coesdal if the type, location or
character (such as deterioration and obsolescehte® 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 indacoe 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&d CCF parameters are vali-
dated at least annually. The validation includas lacquantitative and a qualitative vali-
dation. The quantitative validation includes stat#d 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 Freqeef&dDF). Any suggested changes
to the PD scale are processed through approphatenels 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 Haigleer degree of TTC than the scoring
models used for retail customers. The PD estinra@dased on the long-term default
experience and adjusted by adding a Margin of Geatiem between the average PD
and the average ADF. This add-on consists of twtspane that compensates for statisti-
cal uncertainty whereas the other constitutes mbss cycle adjustment of the rating and
scoring models.

In table 18, the EL is compared to the actual gamgsnet losses. EL has been calcu-
lated using the definition from the economic cdgditamework, in which defaulted expo-
sure receive 0% EL and where Nordea has intern&l ad CCF estimates for corporate
and institution exposure. Figures represent tHey&ar outcome. For 2010, the EL ratio
used for calculating risk-adjusted profit was orrage 25 basis points, excluding the
sovereign and institution exposure classes.
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Table 18
EL vs. gross loss and net loss in Nordea Bank Fimid
EURmM
Retail Househoid Corporaté) Institution Government Total
2010 Mortgage Other
EL -18 -67 -150 -11 -2 -248
Gross loss -41 -75 -314 0 0 -430
Net loss -13 -46 -213 0 0 -272
2009
EL -15 -46 -140 -5 -1 -207
Gross loss -84 -42 -358 -10 0 -494
Net loss -77 -26 -296 18 0 -381
20082
EL -15 -43 -124 -9 -1 -192
Gross loss -12 -27 -125 -32 0 -196
Net loss -11 -15 -76 -31 0 -133

1) SME Retail is included in the corporate segment
2) Figures are restated due to changes in econmapital framework as of 1st 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 ret 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 the table 19 to 21 impaired loans, loan losseksalowances 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 talfleihpaired loans to corporate custom-
ers are distributed by industry.
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Table 19
Loans, impaired loans and allowances in Nordea Bankinland, by customer type, 31 December 2010
EURmM
Loans before Impaired loans  Impaired loans in Allowances for  Specific Provisioning ratio
allowances before allowances% of loans collectively allowances
assessed loans
To credit institutions 67,776 24 0% 0 25 100%
- of which banks 67,117 24 0% 0 25 100%
- of which other credit institutions 659 0 0% 0 0
To the public 74,463 1,847 2% 316 540 46%
- of which corporate 38,802 1,025 3% 176 451 61%
Energy (oil, gas, etc.) 552 0 0% 1 0 -
Metals and mining materials 549 2 0% 0 0 32%
Paper and forest materials 1,000 55 6% 4 40 79%
Other materials (building materials, etc,) 2,265 170 8% 38 76 67%
Industrial capital goods 596 50 8% 6 16 44%
Industrial commercial services, etc. 1,467 130 9% 8 50 45%
Construction and civil engineering 1,115 63 6% 6 32 60%
Shipping and offshore 3,868 1 0% 1 0 344%
Transportation 1,302 23 2% 4 5 40%
Consumer durables (cars, appliances, etc.) 775 50 6% 3 18 42%
Media and leisure 754 45 6% 3 16 43%
Retail trade 3,071 127 4% 9 69 61%
Consumer staples (food, agriculture, etc.) 2,000 45 2% 6 11 38%
Health care and pharmaceuticals 337 6 2% 1 1 33%
Financial institutions 1,426 8 1% 3 3 79%
Real estate management 8,995 185 2% 61 51 61%
IT software, hardware and services 415 27 6% 2 11 48%
Telecommunication equipment 90 9 10% 0 5 61%
Telecommunication operators 423 0 0% 0 0 32%
Utilities (distribution and production) 1,410 0 0% 3 0 1529%
Other 6,393 29 0% 17 46 214%
- of which household 34,941 821 2% 140 90 28%
Mortgage financing 27,635 454 2% 105 19 27%
Consumer financing 7,307 367 5% 34 71 29%
- of which public sector 720 0 0% 0 0 -
Total loans in the banking operation: 142,239 1,871 1% 316 565 A7%
Loans in the life insurance operati
Total loans including life insurance operation 142,239 1,871 1% 316 565 47%

In table 20, impaired loans are distributed by gaply.

Table 20
Loans and receivables to the public, impaired loanand allowances, by geography, 31 December 2010
EURmM

Loans an'  Impaired loan Impaired loans i Allowances fo Specific Provisioning

receivables before % of loans an collectively allowances ratio
before allowances receivables assessed loans
allowances

Nordic countries 58,711 1,248 2% 141 388 42%

of which Denmark 314 0 0% 0 0 -

of which Finland 57,759 1,248 2% 141 388 42%

of which Norway 142 0 0% 0 0 -

of which Sweden 496 0 0% 0 0 -
Estonia 2,917 104 4% 42 23 63%
Latvia 2,830 317 11% 98 58 49%
Lithuania 2,230 153 7% 35 64 64%
Poland 76 2 3% 0 1 26%
Russia 118 0 0% 0 0 -
EU countries other 3,162 23 1% 0 6 25%
USA 1,699 0 0% 0 1 127%
Asia 1,568 0 0% 0 0 100%
Latin America 310 0 0% 0 0 -
OECD other 398 0 0% 0 0 -
Non-OECD other 444 0 0% 0 0 -
Total 74,463 1,847 2% 316 540 46%

31



Nordea Bank Finland Group 2010

Table 21 shows the reconciliation of allowance aot® for impaired loans.

Collectively
assessed

-316
-69
69
0
0
0
-316

-174

171
29
-142

Table 21
Reconciliation of allowance accounts for impaireddans in Nordea Bank Finland
Individually
Loans and receivables, EURmM assessed
Opening balance at 1 Jan 2010 -447
Provisions -273
Reversals 61
Changes through the income statement -212
Allowances used to cover write-offs 96
Currency translation differences and reclassifioeti -2
Closing balance at 31 Dec 2010 -565
Opening balance at 1 Jan 2009 -258
Provisions -257
Reversals 24
Changes through the income statement -233
Allowances used to cover write-offs 39
Currency translation differences 5
Closing balance at 31 Dec 2009 -447

4.4.2 Loan losses

-316

Total
-763
-342
130
-212
96

-881

-432
-428
53
-375
39

-763

Table 22 shows the specification of the loan los®esrding to the income statement in
the annual report, as well the changes in the allme accounts in the balance sheet.

Table 22

Loan losses divided by class net in Nordea Bank Hand, 31 December 201

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

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
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5. Market risk

Nordea’s market risk taking activities are well gisified 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 Metekand the investment, liquidity
buffer and funding activities in Group Treasury Hre key contributors to market risk in
Nordea. For all other banking activities, the basiaciple is that market risks are elimi-
nated by matching assets, liabilities and off balsiceet 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 timeNdrdea 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 #meesreporting 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 througtih@ubrganisation. In Nordea this trans-
parency is achieved by:

* Senior management taking an active role in theggmcThe CRO receives report-
ing on the Group’s consolidated market risk evary; .GEM receives reports on a
monthly basis, and the Board of Directors on atguigrbasis.

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

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

* Having detailed business procedures that cleaatg $tow policies and guidelines
are implemented.

* Having proactive information sharing between trgdand risk control.
» Having risk models that make risk figures easilgateposable.

» Having a framework for approval of traded finandmstruments and methods for
the valuation of these that requires an elaborstysis and documentation of the
instruments’ features and risk factors.

* Having a “business intelligence” type risk IT systthat allows all traders and
controllers to easily monitor and analyse thek figures.

* Having tools that allow the calculation of VaR figa on the positions that a
trader, desk or department has during the day.

33



Nordea Bank Finland Group 2010

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, scenario
simulation and other non-statistical risk measgrash as basis point values, net 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 t\faRail-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 moslelsed to limit and measure market
risk at all levels in both the trading book and tiaeking book.

VaR is used by Nordea to measure interest rateigioexchange, equity, credit
spread and liquid commodity risks. A VaR measuresxthese risk categories, allowing
for diversification among them, is also used. TlERMigures include both linear posi-
tions and options. With the chosen characteristidsordea’s VaR model, the VaR-
figures can be interpreted as the loss that wllf be exceeded in one of hundred ten-day
trading periods. However, it is important to ndtatt while every effort is made to make
the VaR-model as realistic as possible, all VaR-@®dre based on assumptions and
approximations that have significant effect onrikk figures produced. Also, it should
be noted that the historical observations of theketavariables that are used as input,
may not give an adequate description of the belawbthese variables in the future.

5.3.2 Stresstesting

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 testsoel

1. Historical stress tests, which include selectetbhisal episodes, and are calcu-
lated by exposing the current portfolio to the masflavourable developments in
financial markets since 1993.

2. Sensitivity tests, where rates, prices, and/ortilibies are shifted markedly to
emphasize exposure to situations where histormaélations fail to hold. An-
other sensitivity measure used is the potentia gd6smming from a sudden de-
fault of an issuer of a bond or the underlying icredit default swap.

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 informatonfirm wide stress tests see chapter 9.

5.4 Consolidated market risk

The consolidated market risk in Nordea Bank Finlpresented in table 23 includes both
the trading book and the banking book.

The total VaR was EUR 31m (EUR 25m) at the end0di02 demonstrating a consid-
erable diversification effect between interest,ratpuity, credit spread and foreign ex-
change risk, as the total VaR was lower than tine aithe risk in the four categories.
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The interest rate VaR ended 2010 at EUR 35m (EUR)1%he net interest rate sensitiv-
ity was EUR -63m (EUR 10m) and the largest pafflofdea Bank Finland’s interest rate
sensitivity stemmed from interest rate position®anish Kroner, Euro and Swedish
Kronor. The total gross sensitivity to a 1 percgetpoint parallel shift, which measures
the development in the market value of Nordea'srgdt rate sensitive positions if all
interest rates were to move adversely for Nordes, BlUR 307m at the end of 2010
(EUR 83m).

At the end of 2010, Nordea Bank Finland’s equityRv&ood at EUR 1m (EUR 2m).
Credit spread VaR ended 2010 at EUR 15m (EUR 12nedit spread risk is to a large
extent concentrated on financial issuers. Norda& Bénland’s foreign exchange VaR
was EUR 8m (EUR 14m) at year-end. The fair valumeéstments in private equity
funds was EUR 8m (EUR 7m).

Table 23

Consolidated market risk figures in Nordea Bank Fiand, 31 December 2010

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

Total Risk VaR 30.7 73.4 22.6 42.1 249
- Interest Rate Risk VaR 34.6 74.9 13.2 33.8 15.5
- Equity Risk VaR 0.5 6.0 0.2 1.8 2.3
- Credit Spread Risk VaR 15.0 23.1 11.5 15.2 12.3
- Foreign Exchange Risk VaR 8.0 28.3 6.0 15.0 13.8

Diversification effect 47% 55% 17% 37% 43%

5.5 Market risk for the trading book

The risk for the trading book in Nordea Bank Finlas presented in table 24. The total
VaR was EUR 30m (EUR 27m) at the end of 2010 aadrthin contribution to the total
VaR was interest rate risk. The interest rate VaR ®UR 29m (EUR 17m), with the
largest part of the interest rate sensitivity steéngnfrom interest rate positions in Danish
Kroner and Euro. The equity VaR was EUR 1m (EUR.Zrhg credit spread VaR was
EUR 14m (EUR 11m) with the credit spread risk canicded mainly on financials. The
foreign exchange rate VaR ended 2010 at EUR 8m (E4LR).

Table 24
Market risk figures in Trading book in Nordea Bank Finland, 31 December 2010
EURmM Measure 31 Dec 2010 2010 high 2010 low 2010 avg &12009
Total Risk VaR 29.5 76.8 20.9 42.3 27.2
- Interest Rate Risk VaR 28.7 65.3 14.0 335 16.7
- Equity Risk VaR 0.5 6.0 0.2 1.8 2.3
- Credit Spread Risk VaR 14.4 20.1 10.2 145 11.4
- Foreign Exchange Risk VaR 8.0 28.3 6.0 15.0 13.7
Diversification effect 43% 54% 15% 36% 39%

5.6 Capital requirement for market risk in the trading book (pillar I)

Nordea uses both the internal model approach (aR)he standardised approach to
measure the market risk capital requirement inrdoding 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 barkbook through the standardised ap-
proach.

RWA and capital requirements for market risk fag thading book are presented in
table 25. Market risk RWA increased from EUR 2.9biEUR 4.5bn between Q4 2009
and Q4 2010. The increase is a result of increggedific interest rate risk calculated
under the standardised approach as a result aféraimg the majority of the fixed in-
come portfolio from Nordea Bank Danmark to NordesBFinland.
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Table 25
Capital requirements for market risk in Nordea Bank Finland, 31 December 201
Trading book, VaR Trading book, non-VaR Banking book,non-vVaR Total

Capita Capita Capita Capita
EURmM RWA requirement RWA requirement RWA requirement RWA requirement
Interest rate risk 2,066 166 2,469 197 4,535 363
Equity risk 25 2 473 38 498 40
Foreign exchange risk 373 30 0 0 373 30
Commodity risk 50 4 50 4
Diversification effec -982 -79 -982 -7¢
Total 1,482 11¢ 2,992 23¢ 0 0 4,47¢ 35¢

* Interest rate risk in column Trading book VaR includes batheyal and specific interest rate risk which is also referte as Interest Rate VaR and
Credit Spread VaR

5.6.1 Internal model approach (VaR)

Nordea uses the VaR model to calculate capitalireapents for the predominant part of
the trading book. The methods used for calculataqgjtal requirements for market risk
are shown in table 26.

Table 26
Methods for calculating capital requirements for maket risk in the trading book
Interest rate risk Equity risk FX risk
General Specific General Specifi¢ General
Nordea Bank Finland IM Im* IM IM* IM

IM:internal model approach

! The capital requirement for specific interst nasé& from Danish mortgage bonds and
specific equity risk from structured equity optidasalculated according to the standard

General interest risk is measured by the intesgstVaR, while specific interest rate risk
is measured through credit spread VaR. The miniroapital requirement for the posi-
tions not covered by the VaR model is calculatembeding 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.

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 contngllinterest rate sensitivities which
measure the immediate effects of interest rategdwon the fair values of assets, liabili-
ties and off balance sheet items. Per end of 28d.@hterest rate VaR for the banking
book was EUR 14m (EUR 17m).Table 27 shows the fiietteon 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.
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Table 27
Interest rate sensitivities for the banking book in Nordea Bank Finland 31
December 2010, instantaneous interest rate movements

EURmM +200bp +100bp +50bp  -50bp -100bp  -200 bp
DKK 6.9 3.4 1.7 1.7 3.4 -6.9
EUR 781  -39.0  -195 19.5 39.0 78.1
USD 11.4 5.7 2.9 2.9 5.7 11.4
Total -85.4 42,7  -21.3 21.3 42.7 85.4

The totals are netted and include currencies rextifed.

5.8 Determination of fair value of financial instruments

Financial assets and liabilities classified asroial 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 incataéement in the item "Net
gains/losses on items at fair value".

Fair value is defined by IAS 32 and IAS 39 as tim@ant for which an asset could be
exchanged, or a liability settled, between know&dye, 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 tosomesfinancial assets and financial
liabilities. Nordea is predominantly using publidi@ice quotations to establish fair
value for items disclosed under the following balsheet items:

« Treasury hills

« Interest-bearing securities

o Shares

o Listed derivatives

« Debt securities in issue (issued mortgage bontiomdea 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 téqs can range from simple dis-
counted cash flow analysis to complex option pgaimodels.

Valuation models are designed to apply observalbléet prices and rates as input
whenever possible, but can also make use of unaddsermodel parameters. Nordea
uses valuation techniques to establish fair vabufT C-derivatives and for securities
and shares where guoted prices in an active mar&atot available.

Fair value is calculated as the theoretical netgmevalue of the individual contracts,
based on independently sourced market parametérasgaming no risks and uncertain-
ties. This calculation is supplemented by a padfatjustment. The portfolio adjustment
covers uncertainties associated with the valuagohniques, model assumptions and
unobservable parameters as well as the portfaolsterparty credit risk and liquidity
risk (bid/offer spread). The portfolio adjustmeot fnodel risk is based on two compo-
nents:

« Benchmarking of the model output (market valuesjiragj market information or
against results from alternative models, wherelabvks.

« Sensitivity calculations where unobservable paramedre varied to take other
reasonable values.

If non-observable data has a significant impacdhenvaluation, the instrument cannot be
recognised initially at the fair value estimatedthg valuation technique and any upfront
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gains are deferred and amortised over the contkld of the contract. Nordea regards
observable market data, as data that can be alléctm 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 incorpordte factors that market participants con-
sider when setting a price.

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

5.8.1 Compliance with requirements applicable to exposuresin the trading book

Annex VII, Part B of the European Parliament andi@il 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 thigise requirements. Overall valuation
principles are governed by policies and instructiand independent Group staffs are
responsible for the overall valuation process. [Blal 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 Awditan ongoing basis.

The set-up for valuation adjustments is designdzktoompliant with the require-
ments in IAS 39. Requirements in the annex not supg by IAS 39 are therefore not
implemented. Nordea incorporates counterpartyinsBTC 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. Tiift lead to increased risk aware-
ness, better management information and added éssivalue.

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 activitiesiaghat 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@vin 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 ribictvmeans 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 onrmecolegal 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 responsililddéeeloping and maintaining the
framework for managing operational and compliamsiest and for supporting the busi-
ness organisation in their implementation of ttzerfework.

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 darmgd 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 managefaeasponsibilities. In order to
manage these risks a common set of standards smed risk management culture is
aimed for with the objective to follow best praetiegarding 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 professilatzlity, 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 officersures 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 secomddfrdefence, has defined a common
set of standards (Group Directives, processesepuatting). Group Internal Audit, repre-
senting the third line of defence, provides asstegda 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 thEEmmitigating activities. The key risks
are prioritised and their mitigating activities aracked together with the detailed infor-
mation of the risk.

The divisions’ key risks are also presented in auprrisk 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 biagmksanging from procedures
for handling incidents via escalation proceduresrisis management on Group level.
The most important factors governing the businessimuity preparedness are the recov-
ery requirements and prioritisations of productd s@rvices. As most of the value chains
rely on IT applications, disaster recovery planrstéchnical 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 foswaedh to the business area heads for
comments. The comments from the business aredlseareompiled and, together with
comments from a Group perspective, forwarded tcCE®.
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The CEO subsequently submits the annual reponttennal control to the Group
Board.

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 regihieassk 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 subjetasimg 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@esp 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 standadd ensures compliance with ORX (an
international database for incidents) requirements.

The process of reporting incidents is divided iatiovo-tiered process, with one busi-
ness specific part where business have the fléyilbd 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 gelude major and minor inci-
dents being reported in the same way (albeit witerént level of detail required), and
both the identifier of the incident and the risklamompliance officer reporting different
parts of the incident information to ensure comrsistjuality.

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

Aggregated incident reports are submitted to tleyeRisk 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 actie are divided into eight standardised
business lines and a defined beta coefficient iiphad by the average of the gross in-
come for each business line. The capital requirémeNordea Bank Finland (end 2010)
for operational risk amounts to EUR 421m (EUR 368hhe capital requirement for
operational risk 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 areritbesl 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 to 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 assets is transferred to a
Special Purpose Entity (SPE), which in turn issexgirities backed by these assets. In
synthetic securitisation, ownership of these as$®#s not change. However, the credit
risk these assets entail is transferred to thestovdsy 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 masegeritisations 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 securitisatislowever, Nordea has been spon-
soring various securitisation schemes which arerde=i in the following section. Nor-
dea is also acting as an intermediary in the cdativatives market, especially in Nordic
names. This credit trading activity creates seicatipn exposures and market risk that
are described in more detail in section 7.3.

7.2 Traditional securitisations where Nordea acts as sgnsor

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 lim-
ited number of SPEs where Nordea acts as a spdifsese SPEs have either been set up
for enabling investments in structured credit pdwr for acquiring assets from cus-
tomers. At year end 2010, Nordea is sponsorinddii@ving SPEs presented in table 28.

Table 28
Special Purpose Entities where Nordea is the spon:

Accounting Nordea's
EURM Duratior treatmer Book investmer*  Total asse
CMO Denmark A/S Collateralised Mortgage Obligation ye&ars Consolidated Trading 11 26
Kalmar Structured Finance A/S Credit Linked Note BAng Consolidated Trading 25 91
Viking ABCP Condui Factoring <5yea Consolidate Banking 94¢ 1,000
Total 984 1,117

Includes all assets towards SPEs (such as bortutsdinated 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 andsesséds 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 28 are not consolidated for abpitequacy purposes. Instead,
eventual loans and loan commitments to the SPEseeed in the banking book and
capital requirement is calculated in accordancé g rules described in chapter 4
Bonds and notes issued by the SPE and held by Baslevell as credit derivative trans-
actions between Nordea and the SPE are reportbd tnading book. Since Q4 2006
Nordea has an approval to calculate the generasecific market risk of these transac-
tions under the so called Value-at-Risk model. Gtnnterparty risk of derivative trans-
actions is calculated in accordance with the sledaurrent exposure methodology.
More information on the different SPEs can be fobatbw.

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 purposeseiing 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 2B&QGotal notional of outstanding
bonds was EUR 26m (EUR 32m) available to investdosdea holds bonds issued by
CMO Denmark A/S as part of offering a secondarykeiafor the bonds. The investment
amounted to EUR 11m (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 uinderlying portfolio the collateral
given by the investors in connection with CLN idueed. The total notional of out-
standing CLNs in this category was EUR 91m (EURM}at year end 2010. Nordea
holds CLNs issued by the SPE as part of offerisga@ndary market for the notes. The
investment amounted to EUR 25m (EUR 34m) at yedr2810. Nordea includes the
CLN holdings and derivative positions with the SREthe capital requirement calcula-
tions for its trading book. For market risk Nordess a Value-at-Risk approval and for
counterparty risk Nordea uses the so called cumgnbsure 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 has pro-
vided liquidity facilities of maximum EUR 1299m war end 2010 (EUR 995m), EUR
948m (EUR 478m) were utilised. There is no outstam@P issue at year end 2010. The
credit facility results in a RWA of EUR 697m, whighincluded within the credit risk
framework of Nordea'’s banking book, see chaptar4urther information.
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7.3 Synthetic securitisations and other credit derivatves

Nordea acts as an active intermediary in the coivatives 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 ofedlit event. When Nordea buys protec-
tion in a CDO transaction, any losses in the refeegortfolio, triggered by a credit event
is then carried by the seller of protection.

Credit derivatives transactions create counterp@kyequal to other derivative
transactions. Counterparties from which Nordea lpuggection are typically subject to a
financial collateral agreement, thus the expossianidaily basis covered by collateral
placements.

Table 29 and table 30 list the total outstandinigwes of credit default swaps and
CDOs at the end of 2010, split into bought and poisitions. To illustrate the business
volume, the figures are provided on gross leveamigg no netting has been considered
between bought and sold contracts in the same lyimdgname. The risk positions are
integrated in Nordea’s consolidated market risk ag@ment and as such subject to:

* Limits, including VaR, jump-to-default and corretat risk
* The product and transaction approval process

Also the CDO valuations are subject to fair valdpistments for model risk. These fair
value adjustments are recognised in the incomerstatt. In the Nordea Group, the credit
derivative portfolio is referable to Nordea Banklgnd Plc.

Table 29
Credit default swap volumes for Nordea Bank Finland 31 December 201

Total gross Total gross
EURm notional soli  notional bougt
Single name CDS: Investment grade 8,129 8,270
Single name CDS: Non-Investment grade 5,002 4,831
Multi name CDS indice 11,77¢ 11,97¢
Total 24,90¢ 25,07,
Table 30
Collateralised Debt Obligations (CDO) - Exposure (ecl NLP)*
Notionals EURm Bought Bought

protection protection

CDOs, gross 2,244 1535
Hedged exposures 1,322 1322
CDOs, nef 927 213
Of which:
- Equity 251 108
- Mezzanine 129 104
- Senior 542 1

! First-To-Default (FTD) swaps are not classifiedZ30s and are therefore not included in the talég.bought protection
amounts to EUR 71m and net sold protection to EOR.8oth bought and sold protection are, to thel@m@nant part,
investment grade.

ZNet exposure disregards exposure where boughta@ddranches are completely identical in termseéérence pool
attachment, detachment, maturity and currency.

®of which investment grade EUR 213m and sub investrgeade EUR Om.

*Of which investment grade EUR 922m, subinvestmesdigfEUR Om and not rated EUR Om
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8. Liquidity risk and Structural Interest Income
Risk

Nordea has during 2010 continued to benefit fra@riatus 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 discussionssawveral forums and is well prepared
for potential changes.

8.1 Liquidity risk
8.1.1 Management principles and control

The Board of Directors of Nordea has the ultimatponsibility for Asset and Liability
Management of the Group, i.e. limiting and moniigrthe Group’s structural risk expo-
sure. Risks in Nordea are measured and reporteddiicg to common principles and
policies approved by the Board. The Board of Dextlso decides on policies for li-
quidity risk management. These policies are revitatdeast annually. The CEO in
GEM decides on the targets for the Group’s risk ag@ment regarding SIIR, as well as,
within the scope of resolutions adopted by the BadiDirectors, the allocation of the
liquidity risk limits. The ALCO, chaired by the CE@repares issues of major importance
concerning the Group’s financial operations andritial risks for decision by CEO in
GEM. Group Treasury operationalises the targetdianitd and develops the liquidity
risk and SIIR management frameworks, which consigwlicies, instructions and
guidelines for the whole Group as well as the ppies for pricing the liquidity risk.

8.1.2 Liquidity risk management

Liquidity risk is the risk of being able to meajuidity commitments only at increased
cost or, ultimately, being unable to meet obligasias they fall due. Nordea Group’s
liquidity management is based on policy statemsggslting in different liquidity risk
measures, limits and organisational procedurescyPsiatements stipulate that Nordea's
liquidity management reflects a conservative atéttowards liquidity risk. Nordea
strives to diversify the Group’s sources of fundamgl seeks to establish and maintain
relationships with investors in order to managentaeket access. Broad and diversified
funding structure is reflected by the strong presan Nordea Group’s four domestic
markets in the form of a strong and stable retastemer base and the variety of funding
programmes. Special focus is given for the compsitf the investor base in the terms
of geographical range and rating sensitivity. Nargablishes adequate information on
the liquidity situation of Nordea Group to remainstworthy at all times. Nordea’s li-
quidity risk management includes stress testingaabdsiness continuity plan for liquid-
ity management.

Stress testing is defined as the evaluation ofrpiatieeffects on a bank’s liquidity
situation under a set of exceptional but plausivients. 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 ofsstriests 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
handle a liquidity crisis with minimal damage torlea. Nordea stress scenarios are
based on assessment of the particular events fichwordea is presumed to be most
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vulnerable to taking into account the current beisinstructure and environment. Stress
tests focus on the other hand on increased funuieg and on the other hand on in-
creased funding price. Group Treasury is respoasdslmanaging the liquidity in Nor-
dea and for compliance with the group wide limitan the Boards of Directors, CEO in
GEM and ALCO.

8.1.3 Liquidity risk measurement methods

The liquidity risk management focuses on both stesrn 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 cogaalhmaterial sources of liquidity

risk. In order to avoid short-term funding pressufdordea measures the funding gap
risk, which expresses the expected maximum accuetuteeed for raising liquidity in the
course of the next 14 days. Cash flows from botlv@ance sheet and off-balance sheet
items are included. Funding gap risk is measurediemted for each currency and as a
total figure for all currencies combined. The tdigure for all currencies combined is
limited by the Board of Directors.

To ensure funding in situations where Nordea isrgent need of cash and the normal
funding sources do not suffice, Nordea holds aidigg buffer. Limit is set by the Board
of Directors for the minimum size of the liquidibtyffer. The liquidity buffer is set to
ensure a total positive cash flow defined by thedfng risk measurement and consists of
high-grade liquid securities that can be sold @duss collateral in funding operations.
The structural liquidity risk of Nordea is measueadl limited by the Board of Directors
through the net balance of stable funding, whiateined as the difference between
stable liabilities and stable assets. These ltgslprimarily comprise retail deposits,
bank deposits and bonds with a remaining term tritg longer than 6 months, and
shareholders’ equity, while stable assets primadyprise retail loans, other loans with
a remaining term to maturity longer than 6 monthd @ommitted facilities.

ALCO has set as a target that the net balancabfesfunding 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 nratkelevels throughout 2010. The aver-
age funding gap risk, i.e. the average expected fugeaising liquidity in the course of
he next 14 days, has been EUR -0.8bn (EUR -3.%tordea Bank Finland’s liquidity
buffer has been in the range EUR 13.3 — 14.7bn (EQR — 14.4bn) throughout 2010
with an average of EUR 14.1bn (EUR 11.3bn). Nom@ssiders this a high level and it
reflects the Group’s conservative attitude towdiglgdity risk in general and towards
unexpected liquidity events in particular. The yyeaverage for the net balance of stable
funding was EUR -2.4bn (EUR -5.8bn).

8.2 Structural Interest Income Risk

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

The basic measures for SIIR are the two re-prigeygs measuring the effect on Nordea'’s
net interest income for a 12 months period of apareentage point increase; respec-
tively decrease, in all interest rates. The reipgigap is presented in table 31. The re-
pricing gaps are calculated under the assumptiaimitn new market transactions are
made during the period. Main elements of the custdmhaviour and Nordea’s decision-
making process concerning Nordea’'s own rates awgever, taken into account. For
example in a low interest rate environment, whéesrare decreasing further, the total
decrease of rates cannot be applied to non-matgjpgsits since rates cannot be nega-
tive. Similarly in an increasing rate environmerdrtlea may choose not to increase in-
terest rates on all customer deposits correspohyding

8.2.2 SlIRanalysis

At the end of the year, the SIIR in Nordea BanKdid for decreasing market rates was
EUR -134m (EUR -88m) and the SIIR for increasingsavas EUR 225m (EUR 117m).
These figures imply that net interest income walddrease if interest rates fall and in-
crease if interest rates rise.

Table 31

Re-pricing gap analysis for Nordea Bank Finland, 3December 2010

Interest Rate Fixing Period Group/Mghin 3 month: 3-6 month 6-12 month 1-2 year 2-5 year >5 year Non Reyi  Total
Assets

Interest bearing assets 178,127 154,416 10,948 8,439371,61,814 271 602 178,127
Non interest bearing assets 107,960 107,960 107,960
Total assets 286,086 154,416 10,948 8,439 1,637 1,814 271 08,562 286,086
Liabilities

Interest bearing liabilities 156,294 135,977 7,801 3,101,702 5,173 534 156,294
Non interest bearing liabilities 129,792 129,792 129,792
Total liabilities 286,086 135,977 7,801 5,107 1,702 5,173 534 129,792 286,086
Off-balance sheet items NET 5,241 -2,910 -4,064 -441 971 17

Exposure 23,680 237 -732 -505 -1,202 -247 -21,230
Cumulative exposure 23,917 23,188 22,68( 21,477 21,23( 0
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9. ICAAP and Internal capital requirements

The financial turmoil and the new regulatory enwinoent has increased the focus on
banks’ internal capital evaluation processes argirtbapability 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 Finlar result of the stress tests, clearly
show that Nordea is well capitalized.

Finanssivalvonta agreed that Nordea Bank Finland &s legal entities were ade-
quately capitalised given its risk profile and gotfio, in accordance with the 2010
ICAAP and SREP process.

9.1 ICAAP

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

The ICAAP is a continuous process within Nordeachhiontributes to increased
awareness of Nordea’s capital requirements andsexpdo material risks throughout the
organisation, ensuring that there is sufficientitedpf adequate quality available to sup-
port the underlying risk profile. The process imt#g a consistent dialogue with Finans-
sivalvonta with respect to capital management, oresisent and mitigation techniques
used within Nordea Bank Finland.

The capital ratios and capital forecasts for thedda Bank Finland and its legal enti-
ties are followed up quarterly by Group Risk Mamagat and Group Corporate Centre.
The current capital situation and forecasts arertef 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 wtlie Board of Directors

9.1.1 Capital planning

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

The capital planning process also consider foreashe state of the economy, to re-
flect the future impact of credit risk migration tre capital situation of Nordea Bank
Finland and its legal entities. An active capitanming process ensures that Nordea is
prepared to make necessary capital arrangemerasliess of the state of the economy
and the introduction of new capital adequacy retgana.

The Asset and Liability Committee is responsibleifterpreting the capital plans of
Nordea Bank Finland and its legal entities and gnguhat each entity upholds its re-
spective capital requirements.

9.1.2 Conclusion of | CAAP and SREP

Nordea Bank Finland and its legal entities’ cagdigakls have been and continue to be
adequate to support the risks taken from an intemm@regulatory perspective.
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Heading into 2011, Nordea will review the capiithation closely with regards to the
new capital adequacy framework “Basel IlI” and ntain its open dialogue with Finans-
sivalvonta. The 2011 ICAAP and SREP dialogue octhmiaughout the year and is ex-
pected to occur following the spring submissiothef Nordea Bank Finland documenta-
tion.

9.2 Internal capital requirements

Nordea’s internal capital requirement is definethgs “pillar | plus pillar II" approach.
This methodology uses the pillar | capital requiesits for credit risk, market risk and
operational risk as outlined in the legislatiorttas starting point for its risk assessment.
Therefore, a key component of Nordea'’s ICAAP isglilar | capital requirement.

In the next step, pillar 1l risks, i.e. risks naotiuded 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 capital adequacy is seetsg. Nordea Bank Danmark and its
legal entities are considered as part of a compsahe capital adequacy stress test proc-
ess to analyse the effects of a series of gloldhl@ral shock scenarios as part of the
ICAAP. This process aims to ensure that capitaldosfheld within Nordea Group are
sufficient to cover the risks throughout the Gromgluding within Nordea Bank Finland.

9.2.1 Economic Capital

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

* Credit risk

* Market risk

e Operational risk
* Business risk.

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

As of end 2010 the total economic capital for Ner@ank Finland equals EUR 5.1bn
and Figure 6 shows the economic capital distribbtedsk type

B Credit risk, 73%
Market risk, 13%
Operational risk, 8%

Business risk, 6%

Figure 6: EC distributed by risk type
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The economic capital framework
As a consequence of the financial turmoil and theoming regulations, the focus has
shifted towards building capital analysis on retpiacapital requirements rather than
the result of internal capital models. Due to thift $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 framork to the regulatory capital frame-
work. i.e. the pillar I risk measurements metho@sused 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 prosideframework that links capital
allocation to Nordea Bank Finland’s internal capituirement and supports capital
efficiency.

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

» Credit risk - The calculation of economic capital €redit risk calculation in EC
is in general aligned to regulatory capital. Tiiglies that the significant part of
the corporate and institution exposure is calcdlatrording to the Foundation
IRB approach. However, in order to keep a riskedéhtiated measure within the
economic capital framework, the corporate andtustin portfolios not yet ap-
proved for Foundation IRB is calculated as if thgre approved. For counter-
party credit risk, the Expected Positive Expos&®eH) method is used compared
to the Mark to Market (MtM) method used in the riegory 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.

» Market risk - Economic capital for market risk @aded on pillar | plus pillar Il
approach where the pillar | market risk is comgiletdigned with regulatory
capital and pillar Il market risks are based ondgame VaR model and assump-
tions as used in the calculation of regulatory reairksk capital and used inter-
nally within market risk management.

* Operational risk - Economic capital for operationsk is calculated in the same
manner as the regulatory capital for operatiorsi. ri

9.2.2 Stresstests

During 2010 Nordea has performed several intertne$s tests in order to evaluate gen-
eral effects of an economic downturn as well asatéf for specifically identified high

risk areas. In addition to the internal stressstddbrdea Group and Nordea Bank Finland
has been part of external stress tests. In May Ritiea Bank Finland participated in a
stress test requested by Finanssivalvonta, thét sswed that Nordea Bank Finland is
well capitalised.

The Nordea Group participated in the Europeanstestt that was requested by the
Committee of European Banking Supervisors (CEBS&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& bfinks that was included in the
stress test and even in the most severe scermartbé. adverse scenario combined with
the sovereign shock; Nordea’s Tier 1 ratio droppelg 10bps.This clearly demonstrates
the strength of Nordea’s risk management, capigairpng and its ability to asses a suffi-
cient need of capital.

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

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

e Scenario development and translation
» Calculation
« Analysis and reporting

In addition to the firm wide stress tests whichemwall 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 thekatand liquidity risk chapters for more
details.

9.2.2.1 Scenario development and translation

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

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

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

and the additional capital need.

While the annual stress test is based on complexar@onomic scenarios which in-
volve estimates of several macroeconomic factbesatl-hoc stress tests are based on
direct estimates of risk parameter changes or basedfew macro economic variables.
This enables senior management to easily defingasios and evaluate 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 tordietethe effect of the scenario.

As an example, in the annual stress test, the sodrdranslated into an impact on the
parameters listed in table 32.
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Table 32
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 arcexpkss/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 soeararused to calculate the effect on
the regulatory capital requirements, the economjgtal and the financial statements.
The regulatory capital is calculated for the credit, 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 request figures.

Economic capital with the stressed parameterslésiieded for credit risk, market risk,
operational risk, business risk and life risk adaug to the economic capital framework.
The calculation for each risk type is aggregatea iatal economic capital figures.

Stressed figures for loan losses, net profit anldnd from the stressed financial
statements are used to calculate the effect oodapieal base components. The capital
base is set in relation to the regulatory capitaeanomic capital in order to calculate the
effect on capital ratios during a stress scen&wse Figure 7 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
GDP Credit Risk
. Capital
Unemployment Market Risk
Other Risks S~
Stock prices Income RS
Property prices Expenses Capital Base

Figure 7: Calculation process
9.2.2.3 Analysis and reporting

The first level of reporting in Nordea is the Asaatl Liability Committee and the Risk
Committee, which reviews the details of the sttests and implications on future capital
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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 supporbisernagement’s understanding of
the implications of the current capital strategyegi potential market shocks. Based on
this information senior management is able to enthait Nordea holds enough capital
against the risk of stressed or similar events woay Business area involvement in de-
fining and assessing the stress tests is seenpastant in order to increase the risk
awareness throughout the organisation and the stagheling of the relation between
capital requirement and exposure to material risks.

The outcome of the stress tests demonstrates hotel's loan loss and capital ratios
will change during a stress scenario. The outcantiean analysed in order to decide the
capital need during a downturn period and enswreNbrdea 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 BaimkaRd has a strong capital position,
based on predominant form of tierl capital and anlymited part of additional tier 2
capital in form of undated, subordinate loans..

10.1Capital base

The calculation of capital base is done in accacdamith the CRD and the Finnish legis-
lation. The outcome must as a minimum correspontdasum of the capital requirement
for credit risks, market risks, operational risksl @apital requirement related to transi-
tion rules. In the capital base for the financiaugp only capital contributed by subsidiar-
ies or firms that are covered by the consolidatabants are to be included.

Items included in the capital base should withestrictions or time constrains be
available for the institution to cover risk and aiispotential losses. All amounts are
included net of any tax charge.

Generally, Nordea Group has the ability to transfgital within its legal entities
without material restrictions. International tragrsf of capital between legal entities are
normally possible after approval by of the locgukator and are of importance when
governing the capital position within the Group.

A summary of items included in the capital basavigilable in table 33.
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Table 33
Summary of items included in capital base in Norde&ank Finland

31 December 31 December
EURm 2010 2009

Calculation of total capital

Original own funds

Paid up capital 2,319 2,319
Share premium 599 599
Eligible capital 2,918 2,918
Reserves 7,448 7,047
Minority interests 6 6
Income (positive/negative) from current year 852 1,00
Eligible reserves 8,306 8,054
Tier 1 capital (before hybrid capital and deductiors) 11,224 10,972
Hybrid capital loans subject to limits 0 0
Proposed/actual dividend -700 -600
Deferred tax assets -17 -17
Intangible assets -85 -69
Deductions for investments in credit institutions 3-2 -22
IRB provisions shortfall (-) -50 =72
Other items, net -107 -93
Deductions from original own funds -982 -873
Tier 1 capital (net after deduction) 10,242 10,099
- of which hybrid capital

- of which core tier 1 capital 10,242 10,009
Additional own funds

Securities of indeterminate duration and otherrimséents 561 543
Subordinate loan capital 0 0
Other additional own funds 0 0
Tier 2 capital (before deductions) 561 543
Deductions for investments in credit institutions 3-2 -22
IRB provisions shortfall (-) -50 =72
Deductions from original additional own funds -73 -94
Tier 2 capital ( net after deductions) 488 449

Participations hold in insurance undertaking, neiaace
Pension assets in excess of related liabilities

Total own funds for solvency purpose: 10,73( 10,54¢

The capital base (referred to as own funds in tR®Xds the sum of tier 1 capital and tier
2 capital after deductions and excluding capitktesl to insurance companies. The two
main components in the capital base are core efuitye balance sheet and subordinated
debt. Below is a detailed description of the itenttuded in the capital base.

The capital ratio is calculated by dividing the italdbase with RWA while the quo-
tient is calculated from the capital base in relatio the capital requirement.

10.2Core tier 1 capital and tier 1 capital

Tier 1 capital is defined as capital of the samelose to the character of eligible capital,
eligible reserves and can also include also adidhart instrument hybrid capital loans
(perpetual loans).
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Core tier 1 capital is defined as original own fsmacluding deductions following local
regulations and also excluding potential hybriditzdp

10.2.1 Eligible capital

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

10.2.2 Eligiblereserves

Eligible reserves consist primarily of retainedréags, other reserves, minority interest
and income from current year. Retained earningargeings from previous years re-
ported via the income statement. Other reservesetated to the capital part of untaxed
reserves, revaluation and translation reservesregf¢o acquisitions and associated com-
panies under the equity method. The equity interesminority shareholdings in compa-
nies that are fully consolidated in the financiapanies 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 gdAze included as a deduction.
Repurchased own shares or own shares temporawgattin trading 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, mag&id only by decision from Board of
Directors in Nordea and with the permission of Eirnish Financial Supervisory Author-
ity. Further, there are restrictions related t@stp conditions, order of priority, interest
payments under constraint conditions and the leffamount that can be part of the tier 1
capital. Previous years the limit for including higbcapital in the tier 1 capital has been
restricted to 15% of total tier 1 capital but aftiecision by the Finnish FSA and valid
from January 2009, the limit is changed to be meaimum 50% of the tier 1 capital after
relevant deductions. The new regulation includéfemdint limitations depending on the
terms in the hybrid capital loan issue. For hylmaghital loans including step up condi-
tions or other conditions that could give incentiggepurchase, the limit of 15% still
apply. If there are any surplus after applyingldgal limit, exceeding amount can be
transferred to tier 2 capital. The upper limit 6f% referrers to loans with convertible
condition. For hybrid capital loans with non stgpaonditions, a limit of 35 % applies.
The new rules are in accordance with adopted chismnigpe CRD.

Currently there are no hybrid capital loans issgdNordea Bank Finland or in-
cluded in the capital base of Nordea Bank Finland.
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10.2.4 Deductionsfrom tier 1 capital

Proposed/actual dividend

In relation to income for the period, correspondiigdend 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 meetfrahareholders.

Deferred tax assets

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

Intangible assets

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

Deductions for investments in credit institutions

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

IRB provisions shortfall

The calculation of the capital base is in accordamith the CRD and the Finnish legisla-
tion. The differences between EL and actual provishade for the related exposures are
adjusted for in the capital base. The negativeetifice (when the EL amount is larger
than the provision amount) is included in the afise as shortfall. According to the
rules in the CRD, the shortfall amount shall bewit¢eld from the capital base and be
divided equally into both tier 1 capital and tiec&pital. For the purpose of the CRD tran-
sitional rules calculations of the shortfall is endrinnish regulation deducted from the
RWA to be neutralised in a Basel | perspective oaifive difference (provisions exceed
EL) can be included in tier 2 capital with certéimitations (maximum 0.6 percentage of
IRB RWA).

Other deduction

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

10.3Additional own funds

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

57



Nordea Bank Finland Group 2010

10.3.1 Tier 2 capital

The tier 2 capital is mainly related to subordidadebt with some specific deductions.
Tier 2 capital includes two different types of studinated loan capital; perpetual loans
and dated loans. The total tier 2 amount may no¢ed tier 1 and dated tier 2 loans may
not exceed half the amount of tier 1. The limits set after deductions.

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

The amount possible to include in the tier 2 cdpékated to dated loans is reduced if
the remaining maturity is less than 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 Finland holds BB8Rm in undated subordinated
debenture loans. There are no significant movenantgpared to 2009.

10.3.2 Other additional funds

Other additional funds contains of adjustment taaton differences in available for
sale equities transferred to core additional owrdfu Unrealised gains from equity hold-
ings classified as available for sale securitiesa@cording to regulation only be included
in tier 2 capital. Nordea Bank Finland has currenth such holdings affecting the capital
base.

10.3.3 Deductionsfrom tier 2 capital

Deductions for investments in credit institutions

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

IRB provisions excess (+) / shortfall (-)

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

11.1Financial stability plan in Finland

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

Nordea did not participate in the Finnish scheme.

11.2General description of pillar I, Il and 11l

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

From the beginning of 2007, the new CRD came iffeceas the common frame-
work for implementing the Basel 1l framework in EThe CRD is built on three pillars:

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

« Pillar 1l — rules for the Supervisory Review Pess (SRP), including the ICAAP

« Pillar 11l — rules for the disclosure of risk andpital management, including capital
adequacy

The CRD contains a detailed set of minimum requaets to assure the conceptual
soundness and integrity of the internal assessrreatder to prevent large short-term
effects on capital requirements, the regulator&hiaroduced 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 andteatiirectly to the capital requirements
calculated under Basel | regulations. During 20@¥ dapital requirements were no less
than 95% of the capital requirements calculateceuBdsel | regulations. For 2008 and
2009, the amounts of capital requirements weravalibto be 90% respectively 80% of
the capital requirements calculated under Baseglilations. The transition rules have
been prolonged, at least for 2010 and 2011, andap#al requirement is not allowed to
be below 80% of the capital requirement calculateder Basel | regulations.

Pillar |

The new CRD is not changing the minimum requiregaitahratio of 8% compared to the

previous regulation (Basel I). The changes ardadlto the definition and calculations of
the RWA, which is the method used to measure gheaxposure of the reporting institu-
tion. The regulatory capital requirements are dated using the following formula:

Minimum capital requirements = Capital base / RWA
where,
Minimum capital requirements > 8%
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The RWAs are calculated by using more sophisticatetirisk sensitive methods than
previously. Credit risk and market risk are twoeggml risk types like in Basel I, while
operational risk is introduced as a new risk typthe CRD. The table below identifies
the approaches available for calculating RWA irhe@ek 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 Approag

ti{1) Basic Indicator Ap-
proach

(2) Foundation Internal Rat-

ing Based Approach (FIRB)| proach

(2) Internal Models Ap-

(2) Standardised Approach

(3) Advanced Internal Ratin
Based Approach (AIRB)

J

(3) Advanced Measuremer

1t

Approach

The standardised approach for calculating creshtig close to the previous Basel | regu-
lation, except an additional possibility to useeewal 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 imarating and PD for each counter-
part and fixed estimates for LGD and CCF, while Aueed IRB is based on internal

estimates for PD, LGD and CCF

Below is an overview of the key parameters usezhloulation of RWA in Pillar I.

What is the likelihood that Probabi lity of PD (%) ;
a customer will default? default = .
| |
| |
If the customer defaults, what Exposure at EAD(E) =| RWA
will Nordea’s exposure be? Default = " input
-
|
How much of the exposure Loss Given
should Nordea expect to lose? Default

_ LGD (%) !

How long is the remaining
expected maturity?

M (1)

> Maturity
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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 institutionstifyetheir material risk and allocate
adequate capital, and employ sufficient managemeesses, to support such risk. The
SRP also encourages institutions to develop andetser 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 amérnal capital requirements, even
during periods of economic or financial stress. TR&AP includes all components of

risk management, from daily risk management of maltdsk to the more strategic capi-
tal management of the entire Group and its legtitien 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 minh capital requirements accord-
ing to pillar 1, are typically liquidity risk, busess risk, interest rate risk in the banking
book and concentration risk. These are covereerelity capital or risk management and
mitigation processes under pillar II.

Pillar I11

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

« Description of the Group structure and overall askl capital management

* Regulatory capital requirements and the capitad bas

e Credit risk, including RWA calculations and loas$es

* Market risk

e Operational risk

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 exposuréhsnRWA formula is the division of
exposure classes. Nordea is approved to use tHe &pRroach for the exposure classes:
institution, corporate and other non-credit obligatassets. For the exposure class retalil
the IRB approach is approved to be used. For tin@aireng exposure classes Nordea uses
the Standardised Approach. Following is a desaniptif what exposures are included in
the different exposure classes.

11.3.1 IRB exposure classes

Institution exposures

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

! Sovereigns include central governments, centrakdiaregional governments, local authorities ameiopublic sector
entities.
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Corporate exposures

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

Retail exposures

Exposures to small and medium sized entities (aitkexposure of less than EUR 250t)
and to private individuals are included in the itetgposure 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 fromcayterparty are classified as non
credit-obligation assets.

11.3.2 Standardised exposure classes

Central governments and central banks

Exposures to central governments and central bamgksubject 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 autestare included in this exposure
class. Exposures to regional governments and kdhbrities are treated as exposures to
the central government in whose jurisdiction theyestablished, with the exception of
Norway, where a risk weight of 20% is applied.

Institution exposures

Exposures to institutions are assigned a risk walgpending 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 determirmevto treat an exposure where no rating
by an eligible rating agency exists. Therefore rible weights can differ from 0% to
150% for these exposures.

Corporate exposures
Exposures to corporate rated by eligible ratinghagere assigned a risk weight from
20% to 150%. Exposures without external ratingeassigned 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 securegdoigages on residential real estate
are assigned a risk weight of 35%. The risk weiglunly reduced for the part of the ex-
posure that is fully secured. Exposures that azared by commercial real estate are
subject to national discretions and the regulataiffer between the Nordic countries.

Other
* Exposures to administrative bodies and non-commlkeucidertakings (such as
public sector entities) are, subject to decisionhgylocal authority, assigned a
risk weight of 0% to 100%.
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e 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 mare 90 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 valjesadents (allowances) are
no less than 20% of the unsecured part. The pahtegbast due items that are se-
cured by residential real estate property are assdi@ risk weight of 100% or
50% depending on the size of the value adjustnadve or below 20%) and na-
tional regulations.

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

e 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 Niest differs between approaches but
also depending on the exposure classes withinrRBealpproach.

11.4.1 IRB approach

The FIRB approach is used for calculating the mininmcapital requirements for expo-
sure to institutions and corporate customers. €resdti is measured using sophisticated
formulas for calculating RWA. Input parameters ldardea’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 usedtierlRB approach for retail ex-
posure, which in turn is based on internal histdrioss data.

11.4.1.1 Exposure at Default (EAD)

The EAD is an estimation of the total exposureh@dustomer 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, suha credit facility, does not contain the
same risk as an on-balance exposure, since itab/rally utilised at the time of the cus-
tomer’s default. A CCF is multiplied to the off-lbalce amount to estimate how much of
the exposure will be drawn at default. In the Fi&giproach 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 counterpBine PD represents the long-term
average of yearly default rates. The internal ¢nésk classification models (rating mod-
els for corporate customers and institutions ardisg models for retail customers) pro-
vide an estimation of the repayment capacity adanterpart. The internal risk classifica-
tion scale consists of 18 grades for non-defaudtesiomers and 3 grades for defaulted
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customers. All customers with the same risk classibn 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 becwg# a customer goes default.
The regulatory capital requirement is dependent®b.

For the FIRB institution and corporate exposures#s the LGD values are fixed by
financial supervisory authorities. When setting tl&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 practidewdea as well as the external envi-
ronment in which the bank operates. Nordea uses e§inates that are appropriate for
an economic downturn if those are more conservéhiae the long-run average. The
LGD pools are based on collateral types. Thesescackemapped 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 recognitiamedfit risk mitigation techniques.
Only certain types of collateral and some issuéguarantees are eligible to reduce the
capital requirement purposes. Furthermore the teplhmanagement process and the
terms in the collateral agreements have to fuifil minimum requirements (such as pro-
cedures for monitoring of market values, insuraame legal certainty) in the capital ade-
guacy 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 arerently used for corporate and insti-
tution exposure. Financial supervisory authoritiesy permit the use of other physical
collaterals only if two specific requirements aretrim addition to the general minimum
requirements listed further down in the documeht Tirst requirement is that there is a
liquid market and the second that there are estadadi market prices.

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

1. Adjusted exposure amount

The comprehensive method for financial collateualhsas cash, bonds and stocks.
The exposure amount is adjusted with regards téirthacial collateral. The size of
the adjustment depends on the volatility of théatetal and the type of exposure.
Nordea uses volatility adjustments specified byfih@ncial supervisory authorities
(supervisory haircuts).

2. Adjusted PD (substitution of PD)

The substitution method is used for guarantees;winiplies that the PD for the cus-
tomer is substituted. This means that the creslhtin 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 ttisacustomer. The PD value of expo-
sure is adjusted if the capital requirement fohtibe customer and the guarantor is
calculated according to the IRB approach.

3. Adjusted LGD

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

Netting agreements are mainly used for transactiodsrivatives in the trading
book. The exposure value is adjusted so that thigat@aequirements 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 tdghes 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 definedgiblelii.e. covenants. Loan documenta-
tions and similar agreements can include coversamts 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. Anothemngpia is assets that could not be sold in
a liquid market. Such assets could be pledgedreutat assigned any value in the credit
process, nor in the regulatory capital calculations

11.4.1.5 Maturity

For exposure calculated with the FIRB approachphturity is set to standard values in
the RWA calculation formula based on the estima&tdy the financial supervisory au-
thorities. The maturity parameter used is set$oy2ars for the exposure types on-
balance, off-balance and derivatives. For secsrtiencing 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 standardisasumas credit risk pursuant to fixed
risk weight and is the least sophisticated capi@ddulations. The application of risk
weight in standardised is given by financial supmy authorities and is based on the
exposure class to which the exposure is assigrede &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 thalatdised is measured net of value
adjustments such as provisions. Off-balance sheetseire is converted into EAD using
CCEF set by the financial supervisory authoritiesrifZative contracts and securities fi-
nancing has an EAD that is the same amount asxfjeseare.

In calculating RWA with the standardised approaotternal rating may be used as an
alternative to use the fixed risk weight. The exédratings must come from eligible ex-
ternal credit assessment institutions.
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List of abbreviations

ADF
AIRB
ALCO
BCBS
CCF
Ccco
CCR
CDO
CEBS
CEO
CFO
CLN
CLS
CMO
CP
CRD
CRO
EAD
EC
ECC
EEA
EAD
EL
EP
ERAT
EU
FIRB
FX
GCC
GEM
GEM CC
GICS
IAS
ICAAP
IFC
IFRS
IRB
LGD
NBF
NI
oTC
PD
PIT
QRA
RFF
RWA
S&P
SA

Actual Default Frequencies

Advanced Internal Rating Based approach
Asset and Liability Committee

Basel Committee on Banking Supervision
Credit Conversion Factor

Chief Credit Officer

Counterparty Credit Risk

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

European Economic Area

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 Finland

Net Interest Income

Over The Counter (derivatives)

Probability of Default

Point-in-Time

Quality and Risk Analysis

Rolling Financial Forecast

Risk Weighted Amount

Standard & Poor’s

Standardised approach
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SME
SPE
SPRAT
SRP
SREP
TTC
VaR
tVaR
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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
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