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Nordea Board of Directors' risk statement

Nordea'’s business model is well-diversified with the largest risks being credit and liquidity risks.

Nordea Group

The Nordea Group is the largest financial services institution in
the Nordic region and a major European bank. As of 31
December 2022, Nordea had a market capitalisation of
approximately EUR 36.7bn, total assets of EUR 595bn and a
Common Equity Tier 1 (CET1) capital ratio of 16.4%. As the
largest bank in the Nordics, Nordea has a strong market
position within its four business areas: Personal Banking,
Business Banking, Large Corporates & Institutions and Asset &
Wealth Management.

Economic uncertainty and rising inflation

The war in Ukraine, the associated European energy crisis, the
high level of inflation and the associated monetary tightening
have led to an uncertain and rapidly changing geopolitical and
economic situation. All of these factors comprise risks to the
economic outlook. In the Nordic economies the higher interest
rates have triggered ongoing housing market corrections, which
are expected to at least partly reverse the sharp price increases
seen since the outbreak of COVID in the spring of 2020.

In order to continuously monitor potential adverse
outcomes, Nordea has executed a number of internal stress
tests with focus on inflation and geopolitical developments. In
the internal stress tests, Nordea's capital and liquidity situation
has shown resilience. Nordea has also intensified the regular
monitoring of credit risk developments.

Risk appetite

Nordea had the following capital ratios as of 31 December 2022:
a CET1 capital ratio of 16.4%, a Tier 1 capital ratio of 18.7% and
an own funds ratio of 20.8%.

Nordea operates within a defined Risk Capacity which is
the maximum level of risk Nordea is deemed able to assume
given its capital (own funds), risk management, control
capabilities and regulatory constraints. The Risk Capacity is
assessed and evaluated at least once a year.

Within the Risk Capacity, Nordea's Risk Appetite, is the
aggregate level and types of risk the bank is willing to assume
to achieve its strategic objectives. Nordea monitors and reports
risk exposures against its limits to ensure that risk-taking
activities remain within its risk appetite.

Key risks in Nordea's operations

The Group Board sets the strategy for assuming, steering and
controlling risks in alignment with the business strategy.
Strategic business decisions are informed by independent risk
assessments to ensure sound decision making. This supports
the goal of driving business growth and structural cost
reduction while delivering ongoing risk and compliance
improvements.

Nordea has a well-diversified, universal business model.
Risks are spread across a number of countries, industries and
customer types. Material risks to the Group derive from
business activities which include banking, trading, insurance
and asset management.

Nordea is an active Nordic lender through its various
business areas. Personal Banking serves households and
individuals, Business Banking serves small and medium-sized
entities, and Large Corporates & Institutions serves wholesale

and institutional customers. Our offerings, primarily linked to
lending to households, and corporates within the Nordics give rise
to credit risk, which is Nordea's main financial risk, representing
approximately 86% of its total risk exposure amount (REA).

Nordea strives to maintain a well-diversified credit portfolio,
and has over the past years exited segments and markets where the
risk has been deemed elevated. The credit risk appetite statement
is defined in terms of credit risk concentration (limits for single
names, sectors and geographies), long-term credit quality
(expected loss), short-term forward-looking credit quality (loan
losses under plausible stress scenarios), a non-performing loan
ratio in line with regulatory definition and limits addressing specific
sub-portfolios and financing structures.

Internal ratings-based (IRB) corporate and retail exposures
currently represent 45% and 25% of Nordea's total REA,
respectively. The quality of the Group’s credit portfolio has
remained stable throughout 2022,

Our baseline macroeconomic forecast foresees mild recessions
in Denmark, Finland and Sweden, triggered by high interest rates
and elevated inflation. The high energy prices are expected to
support modest positive growth in Norway. The weak growth is
expected to continue well into 2023, weighing on recovery
prospects. Nordic housing markets have experienced headwinds,
with sales showing a marked slowdown and prices starting to
decline. The price fall in Sweden has been particularly pronounced.
These developments are expected to continue into 2023, with the
risks around the baseline forecast tilted to the downside.

Nordea’'s two alternative macroeconomic scenarios cover a
range of plausible risk factors, which may cause growth to deviate
from the baseline scenario. The high energy prices may lead to a
deeper and longer recession due to weaker growth in private
consumption and investments. In addition, house prices may see an
even larger fall due to the high level of interest rates and squeeze of
household purchasing power. A stabilisation of energy prices at a
lower level may on the other hand lead to a milder setback over the
winter and a stronger recovery going forward.

Credit risk losses during 2022 were EUR 112m (4 bps), and the
REA attributed to credit risk was EUR 114bn at the end of the fourth
quarter.

In 2022 Nordea progressed significantly in quantifying and
monitoring its financed greenhouse gas emission estimates as part
of operationalising its long-term business and risk strategies. While
Nordea continues to support customers in industries that face
increasing green transition demands, such as power production and
shipping, estimates indicate a material reduction in Nordea's
financed emissions since 2019. Nordea has also progressed in
identifying, mitigating, managing and monitoring the material
environmental, social and governance (ESG)-related risk exposures
as part of a multi-year programme to align with our voluntary
commitments and to meet also supervisory and regulatory
requirements. Looking to the year ahead, Nordea will continue
steering towards a more sustainable business mix by enhancing the
measurement and management of ESG-associated impacts and
risks.

Operationalrisk is inherent across all Nordea’s activities. Capital
held for operational risk represents 10.3% of the total REA. During
2022 total net losses due to operational risks were approximately
EUR 18.5m, compared with a REA of EUR 15.0bn attributed to
operational risk at the end of the fourth quarter. The risk appetite



statement for operational risk is expressed in terms of (1)
residual risk level in breach of risk appetite and requirements
for mitigating actions for risks and (2) total loss amounting
from incidents as well as number of occurrences of large loss
events.

Nordea has closely monitored the geopolitical situation in
Ukraine during 2022 and continues to do so. Throughout the
year, we have witnessed elevated threat levels for cyber
security and also for physical security across the Nordics. We
have taken action to address the increased inherent risk. In line
with local authorities’ guidance during the COVID-19
pandemic, Nordea gradually re-opened its branches and
offices during 2022 and continued its transition towards a
hybrid working model, allowing for a degree of continued
remote working. Nordea has not seen any notable increase in
operational losses from the COVID-19 pandemic.

As a leading bank in the region Nordea has a critical role to
support society in detecting and preventing financial crime. The
risk of Nordea's infrastructure being used to facilitate financial
crime remains a key inherent risk. In 2022 Nordea continued to
invest in new technologies and resources to further strengthen
our compliance programme. During the year a number of
bodies introduced sanctions in response to the invasion of
Ukraine. Nordea has implemented the applicable sanctions
rules introduced by EU, US and UK. The sanctions currently
include the freezing of assets, restrictions on economic
relations with certain regions in Ukraine, restrictions related to
the energy and finance sectors, import and export restrictions
and overflight bans.

The increased uncertainty in the economic outlook, fueled
by rapidly increasing inflation and interest rates and the
developments in the financial markets, has had an impact on
customers’ financial vulnerability. In response, Nordea is
implementing additional measures including updating its
advisory instructions, customer information and product
approval and review processes to address the impact of rising
inflation. Increased regulatory requirements bring further
complexity, but also clarity on the regulatory expectations for
sustainable products, among other areas.

Nordea's trading book gives rise to a range of market-
related risks. In addition, market factors may influence the
value of the banking book assets and affect future income.
Market risk is one of Nordea's smallest contributors to
regulatory capital requirements, representing 3% of the total
REA, with additional capital held for banking book market risk
within Nordea's Pillar 2 Framework. Market risks are governed
in the risk appetite framework through limits on (1) value at
risk(VaR), (2) economic value, (3) stressed losses on trading
and banking books, (4) structural foreign exchange and the
maximum reported market risk loss within one year in severe
but plausible stress events.

The primary risk not mitigated with capital and hence not
measured in REA terms, is liquidity risk, which represents a
material risk for Nordea. Nordea adheres to a liquidity risk
appetite. This means the bank holds sufficient liquidity to
ensure it can meet its cash flow obligations, even under
stressed conditions, including intraday, across market cycles
and during periods of stress. Nordea sets liquidity risk limits
and triggers to ensure that the liquidity risk profile of the Group
and its subsidiaries and branches remain within the liquidity
risk appetite. Specifically, the liquidity risk appetite requires
that Nordea hold a ligquidity buffer (1) to survive at least 90
days under combined institution-specific and market-wide
liquidity stress; (2) that is sufficient to ensure a liquidity stress

coverage ratio based on internal stress tests of at least 105% under
a combined scenario; (3) that is sufficient to ensure a liquidity
coverage ratio (LCR) of at least 115%; and (4) denominated in
currencies that can be readily converted to meet regulatory LCR net
cash outflows in all significant currencies. Nordea maintained a
strong liquidity position and remained within risk appetite
throughout 2022.

Material related party transactions

In 2022 there were no intragroup transactions and transactions
with related parties that had a material impact on the risk profile of
the consolidated Nordea group.

Board of Directors’ approval of the risk statement

Nordea’s Board of Directors has approved this risk statement and
acknowledges that the Group’s risk management arrangement is
adequate and well adapted to its business model, risk appetite and
capital position.



Key risks: Distribution of exposure, Risk Exposure Amount (REA), capital requirement and Economic Capital (EC ) in Business

Areas
EURbRN Exposure % REA CAR % EC %
Credit risk " 511.0 100% 1255 10.0 86% 16.4 75%
Total Nordea Group Market’ risk ’ 4.8 04 3% 09 4%
Operational risk 15.0 12 10% 19 9%
Nordea Life & Pension 14 6%
Other? 1.3 6%
Total 511.0 100% 145.3 11.6 100% 219 100%
Credit risk" 180.0 35% 373 3.0 88% 51 70%
. Market risk 0.0 0.0 0.1 1%
Personal Banking Operational risk 52 0.4 12% 07 9%
Nordea Life & Pension 05 7%
Other? 0.9 12%
Total 180.0 35% 425 34 29% 7.2 33%
Credit risk" 107.2 21% 38.0 3.0 90% 51 77%
Business Banking Market risk 0.0 0.0 0.0 0%
Operational risk 41 03 10% 0.5 8%
Nordea Life & Pension 0.1 2%
Other? 0.9 13%
Total 107.2 21% 42.1 34 29% 6.7 31%
Credit risk" 92.6 18% 332 27 80% 45 80%
Large Corporates & Market risk 48 0.4 1% 0.6 1%
Institutions Operational risk 37 0.3 9% 0.5 8%
Nordea Life & Pension 0.0 1%
Other? 0.0 0%
Total 92.6 18% 41.6 33 29% 57 26%
Credit risk" 15.7 3% 7.0 0.6 81% 04 27%
Market risk 0.0 0.0 0.0 1%
Wealth Management (0 - tional risk 16 0.1 19% 02 14%
Nordea Life & Pension 0.7 45%
Other? 0.2 13%
Total 15.7 3% 8.7 0.7 6% 1.5 7%
Credit risk" 1154 23% 10.0 0.8 97% 1.3 150%
Group Functions, Other  Market risk 0.0 0.0 0% 0.1 18%
and Eliminations Operational risk 0.4 0.0 3% 0.0 5%
Nordea Life & Pension 0.0 0%
Other? -0.6 -73%
Total 115.4 23% 10.4 0.8 7% 0.8 4%

" Includes securitisation positions and risk exposure amount related to Swedish RW floor due to Article 458 CRR.

2 Capital deductions and internal allocations



Part 1: Risk methodologies and governance
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Executive summary

With improved profitability and a strong balance sheet, Nordea is well placed to manage volatility throughout
the economic cycle. In 2022 Nordea showed continued strong growth in customer business volumes in all
countries, a 9% increase in profit before loan losses to EUR 4.9bn, a net profit of EUR 3.6bn and a return on equity
of 13.5% (11.2% in 2021). Credit quality remained strong, supported by Nordea's overall low-risk profile and de-
risking activities in recent years. Nordea's Common Equity Tier 1 (CET1) ratio was 16.4% at the end of 2022, 5.3%
above the requirement. Nordea remains committed to maintaining an AA-level rating, with a focus on
profitability, a well-diversified credit portfolio, a strong capital position and a diversified funding base.

Common Equity Tier 1 capital ratio

16.4%

Capital strength was well maintained
during 2022 with a CET1 ratio of 16.4%
(17.0%).

Total capital ratio

20.8%

Total capital ratio decreased from
21.2%.

Net loan loss ratio (including all cus-
tomer loans)

4bp

The net loan loss ratio including fair
value loans was 4bp (1bp last year).

Credit risk exposure change
+1%

Credit risk exposure increased to EUR
511bn (EUR 507bn).

Liquidity coverage ratio

162%

Group LCR was 162% at the end of
2022 (160%).

Very strong capital position with continued share buy-backs

The CET1 ratio at the end of 2022 was 16.4%, 5.3% above the regulatory requirement.
This is well above Nordea’s capital policy to hold a management buffer of 150-200bp
above the regulatory CET1 requirement. The capital and dividend policies remain
unchanged. Nordea's Board has proposed a dividend per share of EUR 0.80 for 2022 —
up 16% from EUR 0.69 for 2021. This represents a 70% payout ratio in line with the upper
end of Nordea'’s dividend policy range. In addition, Nordea distributed EUR 0.75 per share
to shareholders in the form of share buy-backs during 2022.

At the end of 2022 Nordea was subject to a Pillar 2 requirement of 1.75%, of which
0.98% should be covered by CET1 and 0.77% can be covered by AT1 and Tier 2 capital.
From 1 January 2023, the P2R has been reduced to 1.60%, of which 0.90% should be
covered by CET1. Including regulatory buffers, the total CET1 requirement is 11.1%.

The total capital ratio at the end of 2022 was 20.8%, 5.4% above the regulatory
requirement. The leverage ratio at the end of 2022 was 4.9%, well above the 3%
requirement. The minimum requirements for own funds and eligible liabilities (MREL)
ratio was 34.6%, 6.3% above the requirement of 28.3%. The subordinated MREL ratio
was 26.6%, 4.9% above the requirement of 21.7%. Expressed as percentage of the
leverage ratio exposure, Nordea’'s MREL was 9.2%, 3.2% above the requirement of
5.98%. Subordinated MREL was 7.0%, 1.0% above the requirement of 5.98%.

Maintained strong credit quality and solid management judgement buffer

Credit quality remained strong in 2022, with a well-diversified loan book and stable
portfolio quality. The net loan loss ratio was 4bp, including loans held at fair value (1bp
in 2021). Credit quality was stable in all customer sectors and de-risking continued in
selected portfolios.

The management judgement buffer was reduced by EUR 25m to EUR 585m during
2022. At the end of the year total allowances were at EUR 1.9bn. Stage 3 impaired loans
decreased by 36% during 2022 and the impaired loans ratio decreased to 0.81% (1.28%
in 2021), while credit risk exposures increased to EUR 511bn (EUR 507bn in 2021).

Strong funding and liquidity position, all ratings at AA level
Nordea maintained its solid liquidity position and reputation in the funding markets.
Nordea was able to actively use all of its funding programmes during 2022.
Approximately EUR 32.8bnwas issued in long-term debt during 2022 (excluding capital
instruments and Nordea Kredit covered bonds), compared with EUR 21bn last year.
Nordea maintained a strong liquidity coverage ratio, with a year-end ratio of 162% at
Group level.

Nordea’s issuer ratings are at AA level with a stable outlook according to Moody’s
(Aa3), S&P (AA) and Fitch (AA).

Further integration of sustainability into business strategy

In 2022 Nordea made significant progress in identifying, mitigating, managing and
monitoring material environmental, social and governance (ESG) factors that impact our
business strategy and risk profile. These are presented in a dedicated ESG section in this
Pillar 3 report which includes insights into Nordea's climate change-related risk
management, corresponding to further ESG-related disclosures in the 2022 Annual
Report. For the first time, Nordea has presented quantitative estimates of its exposure to
climate change-related risks, including financed emissions, physical hazards and actions
to mitigate and manage them.



EU KM1 - Key metrics template

During Q4 2022 Nordea Group Own Funds decreased by EUR 0.1bn. CET1 capital increased by EUR 0.3bn, Additional Tier 1 (AT1)
decreased by EUR 0.2bn and Tier 2 (T2) capital decreased by EUR 0.1bn. The increased CET1 was mainly driven by profit generation net
of dividend accrual. This was partly offset by decreased retained earnings, mainly driven by FX effects. AT1 decreased due to FX effects
in AT1 instruments, and T2 decreased mainly driven by regulatory amortisation of T2 instruments. REA decreased EUR 4.1bn during the
period, mainly stemming from lower counterparty credit risk (CCR) and decreased credit risk. Leverage ratio (LR) increased from 4.6% to

4.9% as a result of decreased LR total exposure measure, due to decreased cash held at central banks and lower SFT exposure.

a b C d e
Available own funds (amounts) Q42022 Q32022 Q22022 Q12022 Q42021
1 Common Equity Tier 1 (CET1) capital 23872 23611 25031 25130 25880
2 Tier 1 capital 27154 27132 28379 28317 29012
3 Total capital 30213 30272 31530 31592 32275
Risk-weighted exposure amounts
4 Total risk exposure amount 145299 149 377 150723 154 039 151906
Capital ratios (as a percentage of risk-weighted exposure amount)
5 Common Equity Tier 1 ratio (%) 16.4% 15.8% 16.6% 16.3% 17.0%
6 Tier 1ratio (%) 18.7% 18.2% 18.8% 18.4% 19.1%
7 Total capital ratio (%) 20.8% 20.3% 20.9% 20.5% 21.2%
Additional own funds requirements to address risks other than the risk of excessive leverage
(as a percentage of risk-weighted exposure amount)
EU 7a Additional own funds requirements to address risks other than the risk of 1.8% 1.8% 1.8% 1.8% 1.8%
excessive leverage (%)
EU7b of which: to be made up of CET1 capital (percentage points) 1.0% 1.0% 1.0% 1.0% 1.0%
EU7c of which: to be made up of Tier 1 capital (percentage points) 1.3% 1.3% 1.3% 1.3% 1.3%
EU7d Total SREP own funds requirements (%) 9.8% 9.8% 9.8% 9.8% 9.8%
Combined buffer and overall capital requirement (as a percentage of risk-weighted exposure amount)
8 Capital conservation buffer (%) 2.5% 2.5% 2.5% 2.5% 2.5%
EU 8a Conservation buffer due to macro-prudential or systemic risk identified at 0.0% 0.0% 0.0% 0.0% 0.0%
the level of a Member State (%)
9 Institution specific countercyclical capital buffer (%) 11% 0.8% 0.3% 0.2% 0.2%
EU9a Systemic risk buffer (%) 0.0% 0.0% 0.0% 0.0% 0.0%
10 Global Systemically Important Institution buffer (%) 0.0% 0.0% 0.0% 0.0% 0.0%
EU10a Other Systemically Important Institution buffer (%) 2.0% 2.0% 2.0% 2.0% 2.0%
11 Combined buffer requirement (%) 5.6% 53% 4.8% 4.7% 4.7%
EU 11a Overall capital requirements (%) 15.3% 15.1% 14.6% 14.5% 14.5%
12 CET1 available after meeting the total SREP own funds requirements (%) 11.0% 10.5% 11.2% 10.8% 11.3%
Leverage ratio
13 Total exposure measure 549761 587 446 580630 589760 536 512
14 Leverage ratio (%) 4.9% 4.6% 4.9% 4.8% 5.4%
Additional own funds requirements to address the risk of excessive leverage (as a percentage of total exposure measure)
EU 14a Additional own funds requirements to address the risk of excessive 0.0% 0.0% 0.0% 0.0% 0.0%
leverage (%)
EU14b of which: to be made up of CET1 capital (percentage points) 0.0% 0.0% 0.0% 0.0% 0.0%
EU14¢ Total SREP leverage ratio requirements (%) 3.0% 3.0% 3.0% 3.0% 3.0%
Leverage ratio buffer and overall leverage ratio requirement (as a percentage of total exposure measure)
EU14d Leverage ratio buffer requirement (%) 0.0% 0.0% 0.0% 0.0% 0.0%
EU14e Overall leverage ratio requirement (%) 3.0% 3.0% 3.0% 3.00% 3.0%
Liguidity Coverage Ratio"
15 Total high-quality liquid assets (HQLA) 122292 119 385 121649 118 918 114 071
(Weighted value -average)
EU16a Cash outflows - Total weighted value 94 416 92023 92436 89273 85181
EU16b Cashinflows - Total weighted value 15309 14 563 14115 13502 12888
16 Total net cash outflows (adjusted value) 79107 77 460 78 320 75771 72293
17 Liquidity coverage ratio (%)? 155% 155% 156% 157% 158%
Net Stable Funding Ratio®
18 Total available stable funding 313478 319983 308 428 316764 311752
19 Total required stable funding 271119 274592 276304 281718 280517
20 NSFR ratio (%) 115.6% 116.5% 111.6% 112.4% 111.1%

12022Q1 and 2021Q4 LCR were re-stated.
2 The LCR reported in this table is the average of 12 end of month ratios.
3) 2022Q3 and 2022Q2 NSFR were re-stated.



Regulatory development

This section provides an overview of the recent regulatory developments relevant to Nordea's capital and
liquidity requirements. Nordea constantly monitors the regulatory landscape and is highly involved in
consultations and advocacy towards regulators, both nationally and internationally. The main changes to
currently applicable and future regulations are summarised below.

Current regulatory framework

The Capital Requirements Directive (CRD) and Capital
Requirements Regulation (CRR) entered into force in January
2014, followed by the Bank Recovery and Resolution Directive
(BRRD) and Single Resolution Mechanism Regulation (SRMR)
in May 2014. The CRR became applicable in all EU countries in
January 2014, while the Directives were implemented into
national law within all EU member states from 2014. The BRRD,
the Deposit Guarantee Scheme (DGS) as well as Minimum
Requirement for own funds and Eligible Liabilities (MREL) rules
were implemented in Norway from 1 January 2019, whereas the
CRR and CRD were implemented on 31 December 2019.

In June 2019, the ‘banking package’ was adopted in EU
which contained revisions to the BRRD, the CRD and the CRR.
The revised CRD and BRRD became applicable from 28
December 2020 and entered into force in Finnish law from 1
April 2021. It included revised MREL rules, increased the cap to
3% for the buffer for other systemically important institutions
(O-SII), made the systemic risk buffer (SRB) additive with the O-
SlI buffer and introduced a split of Pillar 2 add-ons into Pillar 2
Requirements (P2R) and Pillar 2 Guidance (P2G). On 28 June
2021, a majority of the changes in CRR entered into force which,
inter alia, introduced a binding Leverage Ratio requirement of
3% to be met by Tier 1 capital, as well as a binding Net Stable
Funding Ratio (NSFR) requirement of 100%.

In Norway, the ‘banking package’ was implemented 1 June
2022. Please refer to the section ‘Nordic implementation’ below
for additional details on the implementation in each country.

Regulatory minimum requirements
The CRR requires banks to comply with the following minimum
own funds requirements in relation to total risk weighted assets:
e CET1capital ratio of 4.5%
e Tier 1 capital ratio of 6%
* Total capital ratio of 8%

In addition, banks are required to maintain a Leverage Ratio
of 3%. The leverage ratio is a non-risk-based measure calculated
as the Tier 1 capital divided by an exposure measure, comprising
of on-balance and off-balance sheet exposures with
adjustments for certain items such as derivatives and securities
financing transactions.

Banks also need to meet an MREL requirement as decided
by its resolution authority, expressed in terms of total REA and
total leverage ratio exposure (LRE) and should be met by own
funds and MREL eligible liabilities. In addition, banks should
meet a subordinated MREL requirement with own funds and
subordinated MREL eligible liabilities such as senior non-
preferred liabilities.

The CRR requires institutions to comply with a 100% NSFR
requirement, i.e. to finance their long-term activities (assets and
off-balance sheet items) with stable funding. Furthermore, the
Liguidity Coverage Ratio (LCR) need to be maintained above
100%, which means that banks should hold high-quality liquid
assets in excess of expected cash outflows over 30 days.

Capital buffers

In addition to the minimum requirements, the CRD contains
capital buffer requirements. The application and the levels are
regulated and based on the institutions contribution to systemic
risk and/or general macro prudential justifications. Each
Member State decides the capital buffer levels applicable to the
institutions within their jurisdiction. The capital buffer
reguirements are expressed in relation to REA to be covered by
CET1 capital and represent capital to be maintained in addition
to minimum regulatory requirements. The combined capital
buffer comprise the capital conservation buffer (CCoB) of 2.5%
applicable to all institutions. Depending on the characteristics of
the institution and/or macroprudential justifications, the
following capital buffers may also be required: A countercyclical
capital buffer (CCyB), a buffer for globally systemically
important institutions (G-Sll), a buffer for other systemically
important institutions (O-Slls), as well as a systemic risk buffer
(SRB).

The institution-specific CCyB wil, under normal
circumstances, be in the range of 0-2.5%, depending on the
buffer rate in the countries where the institution has its relevant
exposures. The O-Sl| buffer can be set up to 3% and the SRB can
be set up to 5% for all exposures or up to 10% for specific sectors
or domestic exposures. In aggregate the SRB cannot exceed 5%.
All of these buffers are included in the so-called combined
buffer requirement. The combined buffer requirement is the
sum of the CCoB, CCyB, SRB and the highest of the O-Sll and G-
Sll buffer.

Breaching the combined buffer requirement will restrict
banks’ capital distribution, such as the payment of dividends,
share buybacks, remuneration and coupon payments on AT1
instruments, in accordance with the regulations on maximum
distributable amount (MDA).

Nordic implementation

Both the CRD/CRR and the BRRD allow for national
implementation of certain provisions, which is why there may be
some national differences in the implementation in the different
countries.

Finland

On 27 June 2022, the Finnish FSA decided on the application of
the O-Sll capital buffer for Finnish banks identified as
systemically important. For Nordea, the decision was that the
current O-SII buffer of 2% will be increase to 2.5% effective from
1 January 2023. The Finnish FSA decided on 16 December 2022
to maintain the CCyB rate at 0%. The maximum loan-to-value
ratio for residential mortgage loans was maintained at 85%. In
addition, the Finnish FSA announced it is preparing to make a
decision on the imposition of a systemic risk buffer (SyRB)
requirement up to 1% on credit institutions in the first quarter of
2023. The measure will become applicable 12 months after the
decision.



InJune 2022, Nordea received the Single Resolution Board's
decision on the Nordea Group's MREL requirements. According
to the decision, Nordea's interim MREL reguirements are 22.71%
of the risk exposure amount (REA) plus the combined buffer
requirement (CBR) and in parallel 5.98% of LRE. Nordea's
interim MREL subordination requirements are 16.06% of REA
plus the CBR and in parallel 598% of LRE. The interim
requirements should be met from 1 January 2022. From 1
January 2024, however, the final targets for MREL requirements
will be increased 1o 22.97% of REA plus the CBR and in parallel
712% of LRE, and the final targets for MREL subordination
requirements to 19.03% of REA plus the CBR and in parallel
7.12% of LRE.

Nordea Mortgage Bank Plc must meet an interim MREL
requirement of 15.87% of REA plus the CBR and in
parallel481% of LRE from 1 January 2022, and a
final requirement of 15.87% of REA plus the CBR and in parallel
591% of LRE from 1 January 2024. In addition, a
linear MREL build-up towards the final targets and
requirements applicable from 1 January 2024 must be ensured.

The requirements will be assessed by the Single Resolution
Board and updated annually.

Denmark

The Minister of Industry, Business and Financial Affairs has
earlier decided to increase the buffer rate from 0% to 1% from
30 September 2022 and to 2% from 31 December 2022. On 30
March 2022 it was decided to further increase the buffer to 2.5%
from 31 March 2023.

As part of the implementation of BRRD in Denmark,
mortgage institutions such as Nordea Kredit
Realkreditaktieselskab, must hold a debt buffer requirement of
2% based on mortgage loans. The debt buffer requirement is
similar to an MREL requirement. The debt buffer can be met
with CET1, AT1 or Tier 2 capital instruments as well as senior
debt instruments that fulfil certain criteria.

In 2018, the debt buffer legislation was changed regarding
mortgage institutions identified as SIFI. The debt buffer
requirement is 2% if the mortgage institution belongs to an
international financial group which fulfils an MREL requirement
of 8% of total liabilities and own funds. If the 8% MREL
requirement is not fulfilled, the debt buffer requirement is set to
a minimum of 2%, and the debt buffer requirement and own
funds in total have to be minimum 8% of the total liabilities and
own funds in the mortgage institution. The rule applies from 1
January 2022.

Nordea Kredit Realkreditaktieselskab was, in January 2017,
identified as systemically important financial institution (SIFI)
and is subject to a 1.5% SRB requirement. The requirement was
confirmed on 22 December 2022,

From 2022 a new model for appointment of SIFI's in
Denmark has been implemented. The implementation has not
resulted in a change for Nordea Kredit Realkreditselskab, since
it was announced on 24 June 2022 that Nordea Kredit
Realkreditaktieselskab has been identified as SIFI at the same
level as previously.

Norway

A SRB of 4.5% was implemented from 31 December 2020.
Extended implementation period until 31 December 2022 was
adopted to banks not using the Advanced IRB Approach. On 16
December 2022, the Ministry of Finance prolonged the phasing-
in period to increase the SRB from 3% to 4.5% by one year, until
31 December 2023 for the same banks. On 2 February 2021, the
Norwegian Ministry of Finance requested the European
Systematic Risk Board (ESRB) to issue a recommendation to
other EEA states to reciprocate the measures. On 26 May 2021,
the ESRB recommended reciprocation within 18 months, but
also recognized that any overlaps caused by regulatory
differences between Norway and EU should be taken into
account in making the reciprocation decision. On 19 August
2021, the Finnish FSA stated that the decision on the application
of the Norwegian SRB will be taken at a later stage and enter
into force 12 months after the decision is taken. On 28 October
2022, the Swedish FSA decided to reciprocate the Norwegian
SRB to Swedish institutions' exposures in Norway, with effect
from 30 October 2022. A resetting of the SRB at the same level is
notified to the ESRB and the ESA on 16 December 2022,

In Norway, the risk weight floor for residential real estate is
setat 20% and for commercial real estate at 35% in accordance
with article 458 of the CRR. On 16 December 2022, the
Norwegian Ministry of Finance decided to extend application of
the floors at same level until 31 December 2024.

Norges Bank has -earlier decided to increase the
countercyclical buffer rate from 1% to 1.5% from 30 June 2022
and 10 2.0% from 31 December 2022 and to 2.5% from 31 March
2023.

On 21 December 2022, the Ministry of Finance decided that
three banks should continue to be identified as systemically
important institutions (O-SlI), of which Nordea Eiendomskreditt
is identified with an unchanged O-SlI buffer of 1%.

With effect from 18 October 2022, Norwegian financing
entities are exempted from the liquidity rules in the CRR.

Sweden

On 22 March 2021, the Swedish FSA published the new
approach for the setting of the CCyB rate. The Swedish FSA will
apply a “positive neutral” rate of 2 % going forward. This means
that the buffer rate will be set at 2 % during normal periods. The
Swedish FSA has earlier decided to increase the CCyB
requirement to 1% from 0%, to be applicable from 29 September
2022. On 22 June 2022, the Swedish FSA decided to further
increase the CCyB t0 2.0%. The increase to 2.0% applies from Q2
2023.

The Swedish FSA, on 14 July 2022, communicated that
Nordea Hypotek AB (publ) will be required to maintain a buffer
for other systemically important institutions (O-Sll) of 1% to be
met with CET1 capital from 30 December 2022.

In June 2022, the Swedish National Debt Office
communicated MREL reguirements for Nordea Hypotek AB
(publ) and Nordea Finans Sverige AB (publ). The MREL
requirements for Nordea Hypotek AB (publ) are 17% of REA and
in parallel 4.98% of LRE from 1 July 2022, 18.67% of REA and in
parallel 5.32% of LRE from 1 January 2023 and 22% of REA and
in parallel 6% of LRE from 1 January 2024. The MREL
requirements for Nordea Finans Sverige AB (publ) are 17% of
REA from 1 July 2022, 18.67% of REA from 1 January 2023 and
22% of REA from 1 January 2024. In parallel, Nordea Finans
Sverige AB (publ) needs to meet the MREL requirements of 6%



of LRE. Also, the capital used to meet the combined buffer
reguirement cannot be used to meet the MREL requirements
expressed as % REA. The requirements will be assessed and
updated annually by the Swedish National Debt Office.

EU implementation of finalised Basel || framework (“Basel IV")
Basel Il is a global regulatory framework for bank capital
adequacy, stress testing and liquidity risk. In December 2017 the
finalised Basel Ill framework, often called the Basel IV package,
was published. It includes revisions to credit risk, market risk,
operational risk, credit valuation adjustment (CVA) risk and the
leverage ratio and introduces a new output floor.

Before being applicable to Nordea, the Basel IV package
needs to be implemented into EU regulations. The EU
Commission (27 October 2021) and EU Council (31 October
2022) have published their proposals for the implementation
into EU regulations by amendments to the CRD and CRR. The
proposal from the EU parliament is expected in the first half of
2023, with the trialogue negotiations between the Commission,
Council and Parliament taking place in the second half of 2023.
The new regulation is expected to be in force on 1 January 2025.

On credit risk, the proposal includes revisions to both the IRB
approach, where restrictions on the use of IRB for certain
exposures are implemented, as well as on the standardised
approach. Also, for market risk, the internal model approach and
the standardised approach have been revised. For operational
risk, the three existing approaches will be removed and replaced
by one standardised approach to be used by all banks. On CVA
risk, the internally modelled approach is removed and the
standardised approach is revised.

The output floor is to be set at 72.5% of the standardised
approaches on an aggregate level, meaning that the capital
requirement will be floored to 72.5% of the total Pillar 1 REA
calculated with the standardised approaches for credit, market
and operational risk. The floor is expected be phased in, starting
with 50% from 1 January 2025 to be fully implemented at 72.5%
from 1 January 2030 and with transitional rules for the
calculation of the REA for the output floor extending to end-
2032.

Regulatory development on ESG

For ESG factors, key regulatory changes in 2022 were the EU
Taxonomy Regulation, Pillar 3 Implementing Technical
Standards (ITS), and the Norwegian Transparency Act. Nordea
monitors future developments, as the regulatory frameworks
develop beyond 2023. Key forthcoming changes include the
CRD, the CRR, the Corporate Sustainability Reporting Directive
(CSRD) and the European Sustainability Reporting Standards
(ESRS). In the interim, Nordea is aligning to the ECB's
expectations in this area which reflect existing regulatory
guidance.

To support knowledge sharing on data and methods critical
for implementation challenges, Nordea chaired the EURO CRO
Technical Expert Group on ESG again in 2022. At the same time,
Nordea participated in collaborations on the improvement of
Partnership for Carbon Accounting Financials (PCAF) and
initiated the Nordic chapter for the voluntary standard.
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Governance of risk, liquidity and capital management

The chapter introduces Nordea’s governance of risk, liquidity and capital management as set out in Nordea's
Group Board Directives approved by the Board of Directors (Group Board), and Group CEO Instructions
approved by the President of Nordea Bank Abp and Nordea Group Chief Executive Officer (Group CEO) in Group
Leadership Team (GLT). These Group internal rules are reviewed regularly and are applicable to all Group
Subsidiaries, unless legal or supervisory requirements or proportionality considerations, where applicable,

determine otherwise.

Internal Control Framework

The Internal Control Framework covers the whole Group and
includes the Group Board, Group CEO and senior executive
management responsibilities towards internal control, all Group
Functions and Business Areas including outsourced activities
and distribution channels. Under the Internal Control
Framework, all Business Areas, Group Functions and units are
responsible for managing the risks they incur when conducting
their activities and to have controls in place that aim to ensure
compliance with internal and external requirements. As part of
the Internal Control Framework, Nordea has established Group
Control Functions with appropriate and sufficient authority,
independence and access to the Group Board to fulfil their
mission in line with the Risk Management Framework.

The Internal Control Framework ensures effective and
efficient operations, adequate identification, measurement and
mitigation of risks, prudent conduct of business, sound
administrative and accounting procedures, reliability of financial
and non-financial information (both internal and external) and
compliance with applicable laws, regulations, standards,
supervisory requirements and the Group internal rules.

The internal control process is carried out by the governing
bodies, management, risk management functions, and other
staff in Nordea. The internal control process is based on five
main components: control environment, risk assessment,
control activities, information and communication as well as
monitoring. The internal control process aims to create the
necessary fundamentals for the entire organisation to contribute
to the effectiveness and high quality of internal controls through,
for instance, clear definitions, assignments of roles and
responsibilities and common tools and procedures.

Three lines of defence model
The primary governance principle in Nordea for internal
control is the adherence to the three lines of defence model.

e First line of defence (1St LoD) is responsible for
the daily risk management and for compliance
with applicable rules.

e Second line of defence (Z”d LoD) is responsible
for maintaining  and monitoring  the
implementation of the Internal  Control
Framework.

e Third line of defence (3rOI LoD) is responsible for
independent assurance and advisory activities
related to the Internal Control Framework.

Business Areas and Group Functions

First line of defence refers to all units and
employees that are neither in the second nor in
the third line of defence. The first line of defence
is responsible for the daily risk management
and for compliance with applicable rules. All
employees in thefirst line of defence have a role
of understanding and adhering to prudent risk
management and for compliance with external
and Group Internal Rules as part of performing
their tasks. All managers are fully responsible
for the risks and for compliance within their
respective area of responsibility. Hence, they are
responsible for ensuring that the appropriate
organization, procedures and support systems
are implemented to ensure a sufficient system
of internal controls.

Group Risk (GR)
and
Group Compliance (GC)

Second line of defence consists of Group Risk
and Group Compliance which are responsible
for monitoring the implementation of the
Internal Control Framework. The second line of
defence implements the financial and the non-
financial risk policies and according to a risk-
based approach, monitors and controls the Risk
Management Framework and the Compliance
Risk Management Framework and shallamong
other things ensure that all risks that Nordea is
or could be exposed to, are identified, assessed,
monitored, managed and reported on.

"

Group Internal Audit (GIA)

Third line of defence consists of GIA being
an independent internal audit function. GIA
conducts risk-based and general audits and
reviews that the Internal Governance
arrangements, processes and mechanisms
are sound and effective, implemented and
consistently applied. GIA is also in charge of
the independent review of the first two
lines of defence including ensuring that the
segregation of duties are defined and
established between risk management
(first line) and risk control (second line).



Decision-making bodies for risk and capital management

The Group Board, the Board Risk Committee (BRIC), the Group
CEO in GLT, the Asset and Liability Committee (ALCO) and the
Risk Committee (RC) are the key decision-making bodies for risk
and capital management in Nordea. In addition, the CEO Credit
Committee, the Executive Credit Committee and Business Area
Credit Committees are the key bodies for Credit decision-
making.

Group Board
The Group Board has the following overarching
management responsibilities:

e Decide on the Group’s risk strategy and the Risk
Appetite Framework, including the Risk Appetite
Statement, with at least annual reviews and additional
updates when needed.

e Qversee and monitor the implementation of the risk
strategy, Risk Appetite Framework, and Risk
Management Framework and regularly evaluates
whether the Group has effective and appropriate
controls to manage the risks.

The Group Board decides on the Group Board Directive on
Capital including dividend policy, which ensures adequate
capital levels within the Group on an ongoing and forward-
looking basis, consistent with Nordea's business model, risk
appetite and regulatory requirements and expectations.

risk

Board Risk Committee (BRIC)

BRIC assists the Group Board in fulfilling its oversight
responsibilities concerning management and control of the risks,
risk frameworks, controls and processes associated with the
Group's operations. BRIC met on 10 occasions during 2022,

Group CEO

The Group CEQ is responsible to the Group Board for the overall
management of the Group's operations and risks.
Responsibilities include ensuring that the risk strategy and risk
management decided by the Group Board is implemented, the
necessary practical measures are taken and risks are monitored
and limited.

The Group CEO is supported in decision-making by senior
management within the Group Leadership Team (GLT). Matters
that are to be decided by the Group Board and matters of
principle or otherwise of particular importance that are to be
decided by the Boards of Directors of the major subsidiaries of
NBADbp, shall first be presented to the Group CEO in GLT for
discussion and recommendation.

Group-wide committees have been established in order to
promote coordination within the Group, thus ensuring
commitment to and ownership of Group-wide prioritisations,
decisions and implementation. The composition and areas of
responsibility of each committee is established in the Group CEOQ
Instructions for the respective committees.

Asset and Liability Committee

Asset and Liability Committee (ALCO) is subordinated to the
Group CEO in GLT and chaired by the Group Chief Financial
Officer (CFO). ALCO decides on changes to the financial
operations and the risk profile of the balance sheet, including
asset and liability management (ALM), balance sheet
management and liquidity management. ALCO also decides on
certain issuances and capital injections for all wholly-owned
legal entities within the Group. ALCO has established sub-
committees for its work and decision-making within specific risk
areas. ALCO met on 12 occasions during 2022.

Risk Committee

Risk Committee (RC) is subordinated to the Group CEQ in GLT
and chaired by the Group Chief Risk Officer (CRO). RC manages
the overarching Risk Management Framework and prepares or
provides guidance regarding proposals to the Group CEOQ in GLT
and/or the Group Board on issues of major importance
concerning Nordea’s Risk Management Framework. The Group
Board decides on the Risk Appetite Framework. The Risk
Committee allocates the risk appetite to the risk-taking units,
and the 15t LoD is responsible for ensuring that limits are further
cascaded and operationally implemented. RC has established
sub-committees for its work and decision-making within
specific risk areas. RC met on 24 occasions during 2022.

Credit decision-making bodies

The governing bodies for credit risk and/or the Credit Risk
Management Framework are the Group Board, BRIC and RC.
The Group Board and the local Boards of Directors delegate
credit decision-making according to the Powers to Act as
described in the Group Board Directive on Risk.

e CEO Credit Committee is chaired by the Group CEO
and the members of the Executive Credit Committee
are included.

e Executive Credit Committee is chaired by the Head of
Group Credit Management. The BRIC appoints the
members of the Executive Credit Committee.

e Business Area Credit Committees: The Executive
Credit Committee establishes credit committees for
each Business Area as required by organisational and
customer segmentation.

Board of Directors
Board Risk Committee

Group CEO

Asset and Liability Committee (ALCO)
(Chairman: CFO)

Risk Committee (RC)
(Chairman: CRO)

CEO Credit Committee
(Chairman: CEO)

Executive Credit Committee
(Chairman: Head of Group Credit
Management)

Sustainable Ethics Committee (SEC)
(Chairman: Head of Business Banking)

Business Area Credit Committees
(Chairman: Head of Credit)



Subsidiary governance

The subsidiary Board of Directors (BoD) is responsible for
approving risk appetite limits and capital actions. The proposals
for such items are the responsibility of relevant subsidiary
management which is supported by Group Functions.

The subsidiary BoD has oversight responsibilities concerning
the management and control of risk, risk management frame-
works as well as the processes associated with the subsidiary’s
operations. In addition, there are risk management functions re-
sponsible for the risk management framework and processes
within the subsidiary.

The subsidiary CEO is part of the decision-making process at
the subsidiary level and is responsible for the daily operations.

Risk and capital management processes

The Risk Management Framework ensures consistent pro-
cesses for identifying, assessing and measuring, responding to
and mitigating, controlling and monitoring and reporting risks to
enable informed decisions on risk-taking. The Risk Management
Framework encompasses all risks to which Nordea is or could
be exposed, including off-balance sheet risks and risks in a
stressed situation. Detailed risk information covering all risks is
regularly reported to the RC, GLT, BRIC and the Group Board. In
addition to this Nordea's compliance with regulatory
requirements is reported to the GLT and the Group Board. The
BoD and the CEQ in each legal entity regularly receive local risk
reporting. The Risk Identification and Materiality Assessment
Process starts with identifying potential risks to which Nordea is
or could be exposed. Risks are then assessed for relevance,
classified, and included in the Common Risk Taxonomy.

All risks within the Nordea Common Risk Taxonomy need to
be classified as material or not material for risk management
and capital purposes. Material risks are those assessed as
having a material impact on Nordea's current and future
financial position, its customers and stakeholders. These risks
will typically refer to a higher-level risk within the Risk
Taxonomy which captures a number of underlying risks in which
losses arise from a common source.

Risk appetite

The Risk Appetite Framework (RAF) supports effective risk
management and a sound risk culture by enabling informed
decisions on risk-taking, with the objective of ensuring that risk-
taking activities are conducted within the organisation’s risk
capacity.

Risk capacity is the maximum level of risk Nordea is deemed
able to assume given its capital (own funds), its risk
management and control capabilities and its regulatory
constraints. Risk appetite is the aggregate level and types of risk
Nordea is willing to assume within its risk capacity, in line with
its business model, to achieve its strategic objectives. The Risk
Appetite Statement (RAS) is the articulation of the Group Board
approved risk appetite and comprises the qualitative
Statements and quantitative Limits and Triggers by main risk
type, which are deemed appropriate to be able to operate with
a prudent risk profile.

Credit concentration metrics cover e.g. sectors and geo-
graphic regions of size or importance. Stress test metrics are
applied to credit, market and liquidity risk metrics to ensure a
forward-looking approach to risk management. Operational risk
metrics cover both residual risk levels and requirements for
mitigating actions as well as limits for incident losses.

Model risk is defined as the risk of adverse effects on capital
adequacy, financial loss, poor business and strategic decision-
making and damage to Nordea's reputation, from the use of
models.



Risk type Metric

Non-performing loans
Expected loss
Stressed loan loss
Sector limit framework
Credit risk Geographic concentration limits
Top 25 client group limit
Single Name Concentration
LBO limit
Securitization Risk
Counterparty Credit portfolio loss

credit risk Max settlement limit

Market Risk REA
Market Risk Capacity
Regulatory VaR
Fair Value Stress Loss
Market risk Banking book stress loss

Staff Pension stress loss
Structural FX (CET1 ratio)
Structural FX (OCI)
Valuation Risk

Liquidity risk Structural Funding

Liguidity Position

Currency Convertibility
Qualitative model risk assessment
CET 1 capital ratio

Total capital ratio
Leverage ratio

MREL TREA

Capital Risk MREL Subordinated TREA
MREL LRE

MREL Subordinated LRE
Profitability

NLP Solvency Ratio

. . Operational risks
Operational risk =
Incident losses
IS RN Comotiance Risk
ESG Risk ESG-related Risks

Risk appetite processes
The RAF contains all processes and controls to establish,
monitor and communicate Nordea's risk appetite:

e Risk capacity setting based on capital position: On an
annual basis, the Group’'s overall risk capacity is
aligned with the financial and capital planning process,
based on Nordea’s risk strategy. Risk capacity is set in
line with Nordea's capital position, including an
appropriate shock absorbing capacity

e Risk appetite allocation by risk type: Risk appetite
includes Risk Appetite Limits for the main risk types
that Nordea is or could be exposed to. Risk Appetite
Triggers are also set for these main risk types, to act as
early indicators for key decision-makers that the risk
profile for a particular risk type is approaching its Risk
Appetite Limit.

e Risk limit setting: Measurable risk limits are
established and set at an appropriate level to manage
risk-taking effectively. Risk Appetite Limits are set by
the Group Board. These informtherisk limits which are
established and approved at lower decision-making
levels at Nordea, including RC and sub-RC levels, and
also other levels as appropriate. Subsidiary risk
appetite limits must be set by the appropriate
governing body in alignment with local regulatory
requirements and consistent with the Group risk limits.

e Controlling and monitoring risk exposures against risk
limits: Regular controlling and monitoring of risk expo-
sures compared to risk limits is carried out to ensure
that risk-taking activity remains within risk appetite.

e Riskappetite limit breach management process: Group
Risk (GR) and Group Compliance (GC) oversees that
risk appetite limit breaches are appropriately escalated
to RC and BRIC. GR and GC reports monthly on any
breaches of the risk appetite to the Group Board and
other relevant governing bodies including a follow-up
on the status of actions to be taken, until the relevant
risk exposure is within appetite. The reporting includes
a consistent status indicator to communicate the
current risk exposure compared to Risk Appetite Limit
for all risk types covered by the Risk Appetite
Statements (RAS).

Embedding risk appetite in business processes

The end-to-end risk appetite process cycle is aligned with other
strategic processes, including the Internal Capital Adequacy
Assessment Process (ICAAP), Internal Liquidity Adequacy
Assessment Process (ILAAP) and the Recovery Plan.

The risk appetite is embedded in business processes and
communicated across the organisation in order to meet
Nordea’s objectives of maintaining a sound risk culture. This
includes but is not limited to ensuring a strong link between the
assessed risk appetite and the business plans and budgets as
well as capital and liquidity position. Risk appetite is also
considered in the Group recoverability and resolvability
assessments as well as the incentive structures and
remuneration framework.



Credit risk

Credit risk is defined as the risk of loss due to failure of counterparties to meet their obligations to clear a debt in
accordance with agreed terms and conditions. The risk of loss is lowered by means of credit risk mitigation
technigues, such as guarantees or collaterals. The risk stems mainly from various forms of lending, but also from
issued guarantees and documentary credits. Credit risk includes counterparty credit risk, transfer risk and
settlement risk. This chapter discusses the governance, management and measurement of credit risk in broad

terms.

Management of credit risk

Credits granted within Nordea conform to established common
principles. The fundamental principles are outlined in the credit
guidelines for Nordea. The key principles for managing Nordea's
risk exposures are:

e a risk-based approach, ie. the risk management
functions should be aligned to the nature, size and
complexity of Nordea's business, ensuring that efforts
undertaken are proportional to the risks in question;

¢ independence, i.e. the risk control function should be
independent of the business it controls; and

e thethreelLoDs, as further described in the Group Board
Directive on Internal Governance.

The basis of credit risk management in Nordea is credit risk
limits that are set for individual customer and customer groups.
In addition, Nordea uses concentration risk limits for e.g.
industries, and geographies. These limits provide an aggregated
view and are assigned to units that are responsible for their
continuous monitoring and development.

Credit decision making is delegated from the Board of Directors
(BoD) down to various sub-levels of credit decision making
bodies. All internal credit risk limits within Nordea are based on
credit decisions or authorisations made by a relevant decision-
making authority, with the right to decide upon that limit as
evidenced in Nordea’'s powers to act.

Nordea's credit customers are continuously assessed and
periodically reviewed based on internal rules dependent on
segment, limit amounts and level of risk.

If credit weakness defined as high risk is identified in relation
to a customer exposure it receives special attention in terms of
more frequent review. In addition to continuous monitoring, an
action plan is established outlining how to minimise the
potential credit loss. If necessary, a special work-out team is set
up to support the customer responsible units (CRU).

Individual workout cases are followed by the dedicated high
risk credit management units continuously, as well as regularly
inthe impairment testing, rating and credit decision making and
review processes.

Board of Directors / Board Risk Committee

Level 2 Chief Executive Officer (CEO) Credit Committee / Executive Credit Committee
Leverage Real Estate Corporate Corporate Int. Banks, Shipoing and

Buyout and Management Large Cor- Business Countries, (l)pf?le an Retail Nordic
level3  Mergersand  Industry and ~ porations and Banking and Financial c > dc.’tre Credit

Acquisitions Construction Institutions Credit Institutions c re "lct Committee

Credit Credit Credit Committee Group Credit ClniTerE
Committee Committee Committee Committee
. .. Four eyes decisions (scored customers) — two senior

Level 4 Six eyes decisions (rated customers)

Level 5

decision makers from Group Credit Management

Four eyes decisions

Level 6 Personal powers to act



Nordea has specific industry credit policies in place to
monitor the distribution of the credit portfolio and to limit credit
risk. Concentration risk in specific industries is monitored by
industry groups. Industry credit policies are established for
industries where at least two of the following criteria are
fulfilled:

e Significant weight in the Nordea loan portfolio
¢ High cyclicality and/or volatility of the industry
e Special skills and knowledge required

Nordea has currently implemented industry credit policies,
all of which are approved annually by the Risk Committee:

¢ Animal husbandry, Crops, Plantation and Hunting

e Banks
e (CCPs
e Funds

e Housing Loans

e Insurance

e Leveraged Buy Out

e Leveraged Lending

e Qil, Gas and Offshore

e Real Estate Management Industry (REMI)
e Shipping

e TOA/Housing Cooperatives Underwriting
o Underwriting

e Unsecured Consumer Finance

o Utilities and Power Production

Credit risk appetite

For credit risk, Nordea strives to have a well-diversified credit
portfolio that is adapted to the structure of Nordea home
markets and economies, and this is reflected in the RAF limit
setting. Credit risk appetite statements cover the following key
areas:

e Credit risk concentration (limits for single names,
industries and geographies)

e Long-term credit portfolio quality (expected loss) and
forward-looking credit portfolio quality (loan losses
under severe-but-plausible stress scenarios)

e Non-performingloans

e Limits addressing specific sub-portfolios and financing
structures

Furthermore, the principles of Nordea sustainability policy
guide the choice of which customers to serve and what
transactions to finance.

Governance of credit risk

Nordea has an internal framework for credit risk which is
approved independently of business decision-making and
financial performance. The framework is approved by senior
management and the BoD and aligns the risk appetite with the
credit risk strategy of the bank.

¥t LoD — Group Credit Management (GCM)
GCM is an independent credit risk management function. The
main areas of responsibility for GCM are to:

e Own and ensure a harmonised, aligned and efficient
end-to-end credit process decreasing lead times and
enabling great customer experience

e Act as a competence center, enabling high quality and
maintaining the strong and compliant credit risk
management in Nordea
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e Meet the changes in the competitive environment and
enable business opportunities through the digitalised
market

e Takeprudent credit decisions together with the BAs

e Optimise the credit risk profile of the bank

e Review and approve rating assignment independently
from Bas

27 [ oD — Group Credit Risk Control (GCRC) and Risk Models
(RIMOQO)
GCRC and RiMo together comprise Nordea's independent credit
risk control units.
The main areas of responsibility for GCRC and RiMo are to:
e Performindependent oversight, monitor and control of
credit risk
e Develop and maintain the credit risk framework
e Propose credit risk metrics and limits in RAF
e Advise on interpretation and implementation of
existing and upcoming credit risk regulations
¢ Develop, maintain and monitor IRB parameters and
internal models for rating and scoring. Credit related
model development efforts are validated in a separate
process governed by Model Risk & Validation.
e Assessing materiality of changes to the IRB approach

Geopolitical situation
There are significant risks related to the macroeconomic
environment due to geopolitical developments including the
impact of higher energy, high interest rates and elevated
inflationary pressures..

Measurement of credit risk

GCRC is responsible for supporting prudent risk management
and credit processes within the established credit risk appetite,
models, policies and frameworks by providing an independent
source of information for credit risk reporting.

Additionally, the Credit Portfolio Analysis unit in GCRC is
responsible for independently analysing and reporting the
status and development of the credit risk in Nordea's portfolio
and inthe credit processes both internally and externally.

Credit risk reports, provided by ond LoD, are included in the
monthly holistic Risk Report to the GLT and BoD, as well as in
the quarterly reports to the BoDs in the relevant subsidiaries on
behalf of the CRO. The RAF limits set by BoD are regularly
followed up in reporting,.

Credit risk is measured, monitored and segmented in several
dimensions. Credit risk in lending is measured and presented as
on-balance sheet loans as well as off-balance sheet items on
customers’ and counterparts’ net after allowances. Credit risk is
measured utilising internal credit risk IRB models for a large
portion of the portfolios. Standardised Approach (SA) is used
for the remaining portfolios not covered by the IRB models.
Nordea’s loan portfolio is broken down by segment, industry
and geography and reported monthly, quarterly and annually.

ESG-related credit risk

ESG factors are assessed as a material or potentially material
driver of credit risk. Nordea provides an in-depth summary of
the materiality assessment outcomes and identification,
mitigation, management, capital adequacy and response to the
ESG factors as a risk driver in the section “ESG factors in
Business strategy, Governance and Risk Management
Framework”.



Credit risk in the capital adequacy framework

Standardised Approach (SA)

Nordea uses the SA to calculate own funds requirements for
exposures towards central governments and central banks,
equity exposures in the banking book and non-profit
organisations.

Internal Ratings Based Approach (IRB)

Approval status for IRB approaches

After the move of the headquarters to Finland in October 2018,
Nordea is operating under a temporary tolerance decision from
the ECB, allowing the bank to continue to use its Internal Rating
Based (IRB) models approved by the bank's previous regulator,
the Swedish Financial Supervisory Authority. The ECB's
temporary tolerance is conditioned on Nordea applying to the
ECB for a new permanent IRB approval.

Exposures in the IRB Approach

Institutions
Nordea uses the Foundation IRB (FIRB) approach to calculate
own funds requirements for exposures towards institutional
customers.

Corporate

For exposures towards corporate customers, the main approach
used to calculate own funds requirement is the Advanced IRB
(AIRB). However, for minor parts of the portfolio, FIRB or SA is
used. The AIRB covers banking and mortgage exposures in
general in the Nordic countries and the international units. FIRB
is used for derivatives and securities lending exposures as well
as exposures in the Finance companies. SA is used for a small
segment of non-profit organisation customers in Denmark.
Exposures to corporates includes exposures towards rated
Small and Medium-sized Enter- prises (SMEs) and specialised
lending.

Retail

Nordea uses the AIRB approach to calculate own funds require-
ments for banking and mortgage exposures towards retail
customers in the Nordic countries, as well as in Nordea Finance
Finland. Other entities use the SA approach to calculate own
funds requirements for retail exposures.

Managing and recognising credit risk mitigation (CRM)

CRM is an inherent part of the credit decision process. In every
credit decision and review, the market value of collaterals is con-
sidered as well as the adequacy of covenants and other risk miti-
gation techniques. The market value of a collateral is defined as
the estimated amount for which the asset would exchange
between a buyer and seller under current market conditions. On
this market value, a haircut is applied. The haircut is defined as
a percentage by which the asset's market value is reduced
ensuring a margin against loss. The haircut shall reflect the
volatility in market value of the asset, liquidity and cost of
liguidation . A maximum collateral ratio is set for each collateral
type. The same principles of calculation are used for all
exposures.

Credit risk concentrations within CRM may arise in relation
to pools of receivables, in which case a conservative margin on
the collateral value is applied. Credit risk concentration may also
arise with respect to significantly large exposures, to which

syndication of loans is the primary tool for managing
concentration risk.

Covenants in credit agreements are an important CRM add-
on for both secured and unsecured exposures. Most exposures
of substantial size and complexity include appropriate
covenants. Covenants are designed to react to early warning
signs and are carefully monitored.

Toavery limited extent, Nordea also utilise credit derivatives
for CRM purposes. The credit derivatives are either cleared
through a Qualifying Central Counterparty (QCCP) or issued by
counterparties treated as EU Central governments and central
banks, and are thus deemed highly creditworthy.

Nordea has permission to use the techniques for both FIRB
and AIRB approaches (including retail) within the limitations of
the regulation for each approach and according to fulfilment of
the minimum requirements as laid out in relevant regulation.



Link between the balance sheet and credit risk exposure

This section deals with the link between the loan portfolio as
defined by accounting standards and exposure as defined in the
Capital Reguirements Regulation (CRR). The main differences
are outlined in this section to illustrate the link between the
different reporting methods.

Original exposure is the exposure before substitution effects
stemming from CRM, CCFs for off-balance sheet exposure and
allowances within the SA. Exposure is defined as exposure at
default (EAD) for IRB exposures and as exposure value for SA
exposures. Inaccordance with the CRR, credit risk exposures are
divided into exposure classes where each exposure class is
divided into exposure types as follows:

¢ On-balance sheet items

e Off-balance sheet items (eg. guarantees, credit
commitments and unutilised lines of credit)

e Securities financing (e.g. repurchase agreements and
securities lending)

e Derivatives

Items presented in the Annual Report (AR) are divided as
follows (in accordance with accounting standards):

¢ On-balance sheet items (e.g. loans to central banks

and credit institutions, loans to the public, reversed

repurchase agreements, positive fair value for
derivatives and interest-bearing securities)

e Off-balance sheet items (eg. guarantees and

unutilised lines of credit)

On-balance sheet items excluded from the capital requirement re-
porting

The following items are excluded from the balance sheet, when
on-balance sheet exposure is calculated in accordance with the
CRR:

¢ Balance sheet items not governed by the CRR, such
as Nordea Life and Pension (NLP)

e Market risk related items in the trading book, such as
certain interest-bearing securities and pledged
instruments

¢ QOther, mainly allowances and intangible assets

Off-balance sheet items
The following off-balance sheet items are excluded when off-
balance sheet exposure is calculated in accordance with the
CRR:
¢ Non CRR related items, these items are not part of the
consolidated situation of CRR, e.g. NLP
e Assets pledged as security for own liabilities and other
assets pledged (apart from leasing), these transactions
are reported as securities financing (i.e. a separate
exposure type)
e Derivatives

Derivatives and securities financing

The fair value of derivatives is recognised on the balance sheet,
while the nominal amount on derivatives are reported off-
balance sheet in accordance with accounting standards.
However, in the CRR, derivatives and securities financing are
reported as separate exposure types. Also, repurchase
agreements and securities lending/borrowing transactions are
included in the balance sheet calculated based onnominal value.
Inthe CRR, estimation of these exposure types is performed net
of collateral.
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Rating and scoring definition
Rating and scoring of customers are used for rank ordering of the
customers according to their respective default risk. Rating and
scoring serve as the base for the PD estimation and are used as
integrated parts of the credit risk management and decision-
making process, including but not limited to:
e Thecredit approval process
e Calculation of own funds requirements
e Calculation of Economic Capital (EC) and Expected
Loss (EL)
e Monitoring and reporting of credit risk
e Performance measurement using the Economic Profit
(EP) framework
e Inputfor collective impairment

Rating

Rating is used for corporate and institutional customers. The
rating is a rank ordering estimate that reflects the
creditworthiness of a customer. The rating scale consists of 18
distinct grades for non-defaulted customers; from 6+ to 1- and
three grades for defaulted customers from 0+ to 0-. The default
risk of each rating grade is quantified as a one-year PD. Rating
grades 2+ and lower are considered as high risk indicating
financial difficulties for the customer and require special
attention in the credit process. The consistency and
transparency of the ratings are ensured using rating models. A
rating model employs a set of specified and distinct rating
criteria to produce a rating. These are called input factors and
are, together with the criteria for assigning a customer to a
specific rating model, the fundamental building blocks of a
rating model. Typical input factors are financial factors,
customer factors and qualitative factors.

Nordea has different rating models for different customer
segments, e.g. real estate management, shipping, financial
institutions and hedge funds. Depending on the segment in
question different methods, ranging from statistical to expert-
based, have been used when developing rating models.

A rating is assigned in conjunction with credit proposals, re-
views and the annual review of customers, approved inde-
pendently by representatives from 15t LoD credit organisation.
However, a customer is assigned a new rating as soon as new in-
formation indicates the need for it. If the calculated rating is
assessed and deemed to not reflect the risk of default, specific
override arguments or exception rules can be used within the
model to adjust the calculated rating.

Controls and monitoring in connection to rating models
are done within GCRC and Risk Models including the following:

e Monitoring of overrides/exceptions on rating models.

e Monitoring of unrated and outdated exposures

e Conducting annual control reviews on rating practices

e Evaluating model level use of overrides/exceptions
on rating models

Exposures by credit quality step

Nordea applies the SA primarily for exposures to central and re-
gional governments, central banks and equity holdings. In this
approach, the rating from an eligible rating agency is converted
to a credit quality step (mapping as defined by the financial
supervisory authorities). Each credit quality step corresponds
to a fixed risk weight, according to standard association
published by the EBA. Nordea uses Standard & Poor’s (S&P) as
eligible rating agency. Table 19 in “Part 2: Year end analysis and
results” of this report presents the exposures for which the S&P’s
rating is used to arrive at regulatory credit quality steps.



Exposures in the remaining standardised exposure classes are
either immaterial or the risk weight is regulatory defined.

Scoring

Scoring is used for retail customers. The score is a rank ordering
estimate that reflects the creditworthiness of a customer. The
risk gradescalefor scored customers consists of 18 grades; A+ to
F-for non-defaulted customers, and three grades from 0+ to 0—
for defaulted customers.

The credit scoring models are statistically derived and based
on internal Nordea data. To predict the future performance of
customers, certain characteristics are defined based on the
customer’s previous performance, the products held and
behavioural information. The models also take policy
requirements and credit processes into account. The customers’
credit risk behaviour scores and corresponding risk grades are
recalculated monthly.

The models are used to support business processes, the
credit approval process and the risk management process,
including monitoring of various portfolio risks. In the credit
process, for example, credit bureau information is used as a
supplement.

Scoring in Nordea uses a customer level approach, as
opposed to a product-oriented approach. To calculate the
score, the customer status as well as the customer’s behaviour
on all accounts/products, including potential joint
commitments, is taken into consideration. The corresponding
risk grade is assigned across all the customer’s facilities in
Nordea.

The scorecards are tailored to country specific variations,
taking country specific product features, customer behaviour,
macroeconomic development, debt collection process and
national legislation into account. Different scorecards are used to
score the household and SME portfolios, as these portfolios
exhibit different payment and behavioural patterns. The
household portfolio is in turn segmented into smaller sub-
populations based upon product combinations held by the
customer. The scorecards are segmented according to the
following dimensions:

e Country

e Household / SME

e Product combination (mortgage, revolving credits,
other retail exposure)

¢ Delinquency (depending on volumes), which in this
context refers to the customers that are not up to date
with the account specific payment terms and
conditions

Rating and scoring migration
The rating and scoring distribution changes mainly due to
three factors:
¢ Changes in rating/scoring for existing customers
(migration)
¢ Different rating/scoring distribution of new customers
compared to customers leaving Nordea
¢ Changes in exposure per rating/scoring for existing
customers

The rating distribution is affected by macroeconomic
developments, industry sector developments, changes in
business opportunities and changes to customers’ financial
situation and other company-specific factors. Scoring
distribution is among other things affected by macroeconomic
development and the customers’ behaviour. The rating models
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are hybrid models having characteristics of both through-the-
cycle (TTC) and point-in-time (PIT), whereas the scoring
models are closer to PIT. Following this, the migration due to
cyclicality is greater for the scored customers than for the rated
customers which is also reflected through changes in the own
funds requirements.

Collateral

Collateral management principles are governed through the
Collateral Guideline owned by GCRC in the 2™ LoD. There is a
strong relationship between the data used for collateral
management and the data used in calculating capital
requirements.

Pledge of collateral is a fundamental CRM technique used by
the bank. In Nordea, the main collateral types are real estate,
floating charges and leasing objects. Collateral coverage should
generally be higher for exposures to financially weaker cus-
tomers than for those who are financially strong.

Collateral in the capital requirements calculation

CRM constitutes techniques used by a credit institution to
reduce the credit risk associated with an exposure which the
credit institution continues to hold. CRM techniques can be
divided into unfunded credit protection, such as guarantees and
derivatives, and funded credit protection, such as real estate,
other physical assets, financial collateral and receivables.

The collateral management in Nordea follows the specific
collateral eligibility requirements in CRR and related guidelines,
as well as national regulations, and includes valuation principles
of collaterals, legal certainty, and other qualitative requirements
that are connected to each collateral type.

Collateral Principles

Collaterals in Nordea must fulfill a number of regulatory
requirements to be eligible in the capital calculation. Eligibility
requirements vary per collateral type. The following are key
eligibility requirements:

e Collateral shall be valued based on current market
values.

e Thereis a sufficiently liquid market for the collateral.

e The value of the collateral should be regularly
monitored. Frequency of monitoring is dependent on
collateral type. More frequent monitoring shall be
carried out when the market is subject to significant
changes in conditions.

e All collateral arrangements must be legally effective
and enforceable in relevant jurisdictions.



IRB framework and model development

Models in the IRB framework

Nordea's rating models for corporate and institutional exposure
classes are hybrid models, having characteristics of both TTC
and PIT ratings, whereas the scoring models used for the retail
exposure class exhibit more PIT characteristics as explained
above.

The PD, LGD and CCF parameters are re-estimated and vali-
dated annually using both quantitative and qualitative assess-
ments. The quantitative assessment includes statistical tests to
ensure that the estimates remain valid when new data is added.
The validation is performed by Credit Risk Model Validation
(CRMV), which is organisationally independent from the model
owners.

PD estimates are based on observed default frequency in
available internal data that are adjusted to long term default
frequencies through an add-on. The adjustment for the length of
historical internal data available considers that the rating models
used for the corporate and institutional exposure classes, have
a higher degree of TTC, whereas the scoring models used for the
retail exposure class are closer to PIT. The adjustment for the
length of internal data available is embedded in the margin of
conservatism, which also includes an add-on to compensate for
statistical uncertainty in the estimation.

LGD estimates are based on historical losses. LGD measures
the net present value of the expected loss including costs
caused by a customer’s default. The LGD estimates are adjusted
to reflect a downturn period and include a safety margin for
statistical uncertainty in the estimation

CCF is a statistical multiplier used to calculate EAD by
predicting the drawdown of an off-balance exposure. The CCF
estimates for retail exposure class are based on internal data on
drawings prior to default, whereas drawings after default are
included inthe LGD. The CCF estimates for corporate exposure
class are also based oninternal data but include both drawings
prior to and after default. The CCF estimates are adjusted to
reflect a downturn period and include a safety margin for
statistical uncertainty in the estimation. For regulatory purposes,
downturn LGDs and CCFs are used.

Organisation of the IRB control mechanism

Nordea’'s Group Risk, including the Risk Models function,
support the Chief Risk Officer in executing the responsibility
covering the IRB Approach. Group Risk is responsible for the
rating systems, their design, implementation and testing as well
as validation by an independent unit. The Credit Risk Control
Unitin Nordea, comprising of Risk Models and Group Credit Risk
Control functions, is responsible for executing the credit risk
control activities covering the IRB Approach in accordance with
Article 190 (2) of the CRR. The Credit Risk Control Unit is
independent from the personnel and management functions
responsible for originating or reviewing exposures in accordance
with Article 190 (1) of the CRR. Risk Models executes the
responsibility covering the IRB framework and is organised in
teams, dedicated to specific roles that are embedded in
organisational units, which are not involved in credit granting.

IRB monitoring and reporting

Risk Models actively participates in implementation of the IRB
Approach, by developing, maintaining and ensuring
performance of Nordea'’s internal risk models for credit risk.
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Reporting

Internal reporting on the IRB Approach and the Group's credit
risk portfolio to Nordea's Group Leadership Team and Group
Board is carried out on a regular basis. This ensures that
management is regularly and adequately informed of the
functioning of the rating systems, hence providing basis for
supporting sound decisions on credit risk management.

The Credit Portfolio Quality Report (CPQR) is the Group’s
key management report on credit risk. The report covers
developments in the Group'’s credit risk portfolio and the main
business areas, including developments in key risk indicators
across business areas. Developments in the portfolio quality is
analysed on a segment level, among this the local business unit,
industry and product type segments. The credit risk indicators
used in the report include the main IRB and IFRS metrics. In
addition to analysis on lending activity and retail portfolio
default vintages, portfolio monitoring related to credit process
controls on rating overrides, unrated customers and outdated
ratings are covered in the report.

The CPQR report is prepared quarterly by GCRC and
submitted to the RC, GLT and BRIC.

The status and overview of IRB related findings,
recommendations and issues from internal and external
stakeholders are presented in the IRB Operational Oversight
Report (O0) prepared by Risk Models on a quarterly basis.
Moreover, progress on model development activities and roll-
out plans are covered in the report, as well as IRB related
changes and FSA applications. In addition to the OO, the model
monitoring function within Risk Models issues regular reports on
IRB model performance covering aspects such as accuracy,
stability and representativeness, across the range of IRB models.
The regular model specific reports are consolidated into an
overarching IRB Model Performance Report (MPR). The OO and
the MPR are submitted to the Credit Risk Sub-Committee
(CRSC), a sub-committee of the Risk Committee, which also
decides on proposed mitigating actions to key issues identified
during the model performance monitoring process. On a bi-
annual basis the reports are presented to Risk Committee.

Validation and review of credit risk models

In accordance with Nordea's model risk management
framework, validation of rating methodologies and credit risk
parameters is performed on a regular basis to verify that the
models performas intended. Validation is the main component
of identifying model risk in the IRB framework and plays an
important role in the adjustment and development of models.
The current validation scope for IRB models encompasses the
rank ordering and PD models for rating and scoring customers,
as well as models for LGD and CCF parameters. The validation
process consists of quantitative analysis of internal historical
data enriched by qualitative assessments, especially in cases
where validation data is not statistically adequate to give
reliable validation results. The quantitative validation of rank
ordering models focuses on the discriminatory power of the
models, whereas the validation of risk parameters; PD, LGD
and CCF, focuses on the predictive power of the parameters in
comparison to the historical default and loss experiences, as well
as the customers drawing behaviour.

The risk parameters; PD, LGD and CCF, as well as the rank
ordering models are reviewed annually in accordance to
Nordea’s standards and in line with the requirements defined in
the CRR. Initial validation is performed on all new models as well
as for material changes or extension to the scope of use of



models already in scope. Annual validations are performed on
models in use according to a pre-defined annual plan. A
recalibration of specific parameter estimates setting is triggered
based on testing results if deemed necessary. In Nordea Group,
the validation of IRB models used for measurement of credit risk
is conducted by Credit Risk Model Validation unit, which owns
the validation process and methodologies. Independence in
respect to the units owning the IRB model development is
ensured through separate reporting lines and an escalation
process to the committee structure and Chief Risk Officer. All
validations of credit risk models are presented to the Model Risk
Committee (MRC).

Audit of IRB models

Group Internal Audit assesses whether all significant risks are
identified, adequately controlled and appropriately reported by
management and the risk functions to the Group Board, its
committees and GLT. This includes verifying the integrity of the
processes ensuring, the reliability of the methods and
techniques and the assumptions and sources of information
used in its models.

Changes to the IRB framework

Nordea Group has adopted an internal governance structure
covering all changes to the IRB Approach, to ensure correct and
adequate level of attention is given to the respective IRB
changes by the management. The materiality of the individual
changes to the IRB approach determines the level of evaluation.
A specific Unit in Nordea Group has been appointed as the
materiality assessment process owner for the IRB models. The
unit acts as one point of entry for performing materiality
assessments of all potential changes to the IRB approach in
accordance with Commission Delegated Regulation (EU) No
529/2014.

Use of internal estimates

Nordea uses the IRB components and the risk estimates for
internal purposes other than for regulatory capital purposes.
Internal ratings and risk estimates play an important role in
Nordea's risk management and decision-making process by
supporting credit decisions pertaining to credit approval, risk
management, internal capital allocation and credit risk reporting.
They also serveas an input in the calculation of expected credit
losses governed by the IFRS 9 requirements.

Definition and methodology of impairment

Impairment requirements in Nordea are based on the IFRS 9 ex-
pected credit loss model where assets are divided into three
groups depending on the “stage” of credit deterioration: Stage 1
includes assets where there has been no significant increase in
credit risk; Stage 2 includes assets where there has been a
significant increase in credit risk; and Stage 3 includes defaulted
assets. All assets are assessed individually for staging.
Significant assets in stage 3 are assessed for impairment
individually. Assets in stage 1, stage 2 and insignificant assets in
stage 3 are calculated for provisions collectively. Three forward
looking and weighted scenarios are applied.

Throughout the process of identifying and mitigating credit
impairment, Nordea continuously reviews the quality of credit
exposures. Weak/high risk exposures and credit impaired
exposures are closely monitored and reviewed at least on a
quarterly basis in terms of current performance, business
outlook, future debt service capacity, and the possible need for
provisions.

21

Individual provisioning

A need for individual provisioning is recognised if, based on
credit events and forward-looking scenarios, a negative impact
is expected on the customer’s expected future cash flow to the
extent that full repayment is unlikely (collaterals taken into
account). The forward-looking scenarios include “Most likely
case”, “Positive case” and "Worst case” with standard
probabilities of 60%, 20% and 20%.

Exposures with individually assigned provisions are credit
impaired, defaulted and in stage 3. The size of the provision is
equal to the estimated loss, which is the difference between the
book value of the outstanding exposure and the discounted
value of the expected future cash flow, including the value of
pledged collateral.

Nordea recognises specific credit risk adjustments (SCRAs).
SCRAs comprise individually and collectively assessed
provisions. SCRAs during the year are referred to as loan losses,
while SCRAs in the balance sheet are referred to as allowances
and provisions

Collective provisioning

The collective provisioning model is executed quarterly and as-
sessed for each legal unit/branch. One important driver for
provisions is the trigger for the transferring of assets from Stage
1to Stage?2. For assets recognised from 1 January 2018, changes
to the lifetime PD are used as the trigger. In addition, customers
with forbearance measures and customers with payments more
than 30 days past due are also transferred to Stage 2. In Stage 1,
the provisions equal the 12 months expected loss. In Stages 2 and
3, the provisions equal the lifetime expected loss. The model
output is complemented with an expert-based analysis process
to ensure adequate provisioning. Defaulted customers without
individual provisions have collective provisions.

Default

Customers with exposures that are past due more than 90 days,
in bankruptcy or considered unlikely to pay are defaulted and
can be either servicing or non-servicing debt. Defaulted
customers (non-performing) are in Stage 3.

If a customer recovers from being in default, the customer is
seen as cured. Typically, this situation occurs if the customer
succeeds in creating a balance in financials. In order to be cured,
the recovery should include the customer’s total liabilities, an
established satisfactory repayment plan and an assessment that
the recovery is underway.

Forbearance

Forbearance is eased terms including restructuring due to the
customer experiencing or about to experience financial
difficulties. The intention of granting forbearance for a limited
period is to help the customer return to a sustainable financial
situation ensuring full repayment of the outstanding debt.
Examples of eased terms are changes in amortisation profile,
repayment schedule, customer margin as well as ease of
covenants. Forbearance is undertaken on a selective and
individual basis and followed by impairment testing (corporate
customers) being a credit event. Loan loss provisions are
recognised, if necessary.

Forbearance measures that include debt forgiveness, write-
offs and reduced customer margin lead to default while other
forbearance measures can be related to both defaulted and non-
defaulted customers.



Counterparty credit risk

Counterparty credit risk is the risk that Nordea's counterpart in a derivative contract defaults prior to maturity of
the contract and that Nordea at that time has a claim on the counterpart. In addition, counterparty credit risk also
appears in repurchasing agreements and other securities financing contracts

Derivative contracts are financial instruments, such as futures,
forwards, swaps or options that derive their value from
underlying interest rates, currencies, equities, credit spreads or
commodity prices. The derivative contracts are often traded
over-the-counter (OTC), which means the terms connected to
the specific contract are individually defined and agreed on with
the counterpart.

Nordea enters into derivative contracts based on customer
demand, both directly and in order to hedge positions that arise
through such activities. Interest rate swaps and other derivatives
are used in hedging activities of asset and liability mismatches in
the balance sheet. Furthermore, Nordea may, within clearly de-
fined risk limits, use derivatives to take open positions in the
bank’s operations. Derivatives affect counterparty credit risk,
market risk as well as operational and liquidity risk.

Counterparty credit risk, including that towards CCPs, is
subject to credit limits like other credit exposures and is treated
accordingly. To assess the counterparty credit risk towards
Central Counterparties (CCPs), clearing limits are based on the
potential size of the clearing related exposure on each CCP,
taking regulatory requirements and the market development
into account.

Pillar 1 method for counterparty credit risk

In July 2021, Nordea received ECB's permission to use the
Internal Model Method for the calculation of the own funds
requirement for credit risk of positions subject to counterparty
credit risk in accordance with article 283 of the CRR. After the
relocation to Finland in October 2018, Nordea was operating
under a temporary tolerance decision from the ECB, allowing
the bank to continue to use its IMM Approach approved by the
bank’s previous regulator, the Swedish Financial Supervisory
Authority.

The method is used for standard FX, interest rate and some
inflation products, which constitute the predominant share of
Nordea's CCR exposure.

The expected IMM exposure is calculated by simulating a
large set of future scenarios for underlying price factors and then
revaluing the contracts in each scenario at different time
horizons. In these calculations, netting is done of the exposure
on contracts within the same legally enforceable netting
agreement. Nordea uses a stressed calibration of the IMM for
calculation of the counterparty credit risk internal exposures. For
regulatory exposures Nordea uses the calibration that provides
the highest own funds requirement calculated on the basis of
Effective EPE in order to comply with Article 284 (3). Under the
IMM approach, simulated exposure is subject to a regulatory
multiplier of 1.4 to reflect the potential for correlation in risk
across the portfolio. An additional 0.15 add on was introduced
throughout the course of the year.

For the part of the portfolio not covered by IMM, Nordea
uses the Standardized Approach to capture the Counterparty
Credit Risk (SA-CCR). SA-CCR - Exposure at Default (EAD) is
used for regulatory capital on both the Default Risk Charge and
the CVA Risk Charge. EAD under SA-CCR consists of the
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replacement cost (RC), potential future exposure (PFE) and also
alpha factor.

The potential future exposure (PFE) is an estimate reflecting
possible changes in the future market value of the individual
contract during the remaining life of the contract and is
measured as the notional principal amount multiplied by an
add-on factor. The size of the CRR add-on factor, depends on
contracts’ underlying asset and time to maturity.

Credit value adjustment (CVA) represents the market cost of
hedging counterparty credit risk and the capital requirement.,
CVA risk charge, reflects the variability in CVA. Calculation of the
CVA risk charge is based on either IMM exposure curves that are
used in the advanced CVA risk charge calculation or in line with
SA-CCR for the standardized CVA risk charge calculation (non-
IMM exposures).

Mitigation of counterparty credit risk exposure

Nordea employs risk mitigation techniques. The most significant
one is the use of legally enforceable closeout netting
agreements, which allows Nordea to net positive and negative
market values on contracts within the same agreement in the
event of default of the counterparty. Itis Nordea's policy to have
legally enforceable closeout netting agreements in place with all
trading counterparties, and thereby being able to fully account
for netting. The validity, legality and enforceability of the netting
provisions are substantiated by generic close-out netting legal
opinions for all relevant jurisdictions.

Legal opinions are reviewed continuously to ensure enforce-
ability which ultimately increases effectiveness on Nordea's use
of closeout netting. Additionally, for end-clients such as
corporations and hedge funds that reside outside Nordea's
home jurisdictions, it is Nordea policy to obtain capacity and
authority opinions upon execution, to ensure that the
agreements are legal, valid and binding upon the counterparty.

Nordea's Counterparty Credit Risk guidelines set up the
overall framework for netting agreements where Group Legal
signs off on local netting master agreements and negotiate all
English law master netting agreements in order to ensure all
agreements fulfils all regulatory requirements.

Secondly, Nordea mitigates the exposure mainly towards
banks, institutional counterparties and hedge funds primarily
with financial collateral agreements, where collateral is placed
or received to protect the current net exposure. The collateral is
mainly cash (EUR, USD, SEK, NOK, DKK and GBP), but also
government bonds and to a lesser extent mortgage bonds. Most
of the non-cash collateral received stems from highly rated
European government bonds as well as Nordic mortgage bonds.
Separate credit guidelines are in place for handling financial
collateral agreements

Nordea’s financial collateral agreements do not normally
containany trigger dependent features, e.g. rating triggers. Some
agreements though, still contain clauses that may require
collateral postings in case of a Nordea downgrading; however,
these would not impose any material impact on Nordea's
liquidity and collateral preparedness.



Overall, Nordea's credit risk mitigation via collateral is
considered highly diversified in terms of underlying instruments
and most of Nordea's collateralized exposure stems from
investment grade counterparties.

Inorder to reduce bilateral counterparty credit risk, CCPs are
increasingly used for clearing of OTC derivatives. CCPs were
mainly used by Nordea to clear interest rate derivatives, repo
transactions and to a lesser extent credit derivatives. Nordea
continues to assess the possibility to clear more derivative
volumes through CCPs in order to further reduce bilateral
counterparty credit risk and to comply with the clearing
obligation. Nordea'’s policy is to use CCPs if possible.

As well as exposure risk mitigation methods described
above, Nordea employs credit default swap protection to hedge
CVA risk. Protection for regulatory CVA purposes is bought from
large inter-bank counterparties where most of the protection is
being cleared by qualified central counterparties which
ultimately reduces bilateral risk.

Wrong Way Risk exposures
GFRMC undertakes systematic analysis and reporting of general
wrong way risk (GWWR), where cases of GWWR are escalated
to senior management. GWWR is identified performing
historical trend analysis to highlight correlations within the
portfolio between the counterparty’s exposure and rating,
Moreover, automatic identification procedures are in place
to identify potential specific wrong-way risk (SWWR), i.e.
situations where the future exposure to a counterparty is
positively correlated to the counterparty’s PD for a reason that
is specific to the counterparty. The significance of SWWR is
determined through a number of checks assessing correlation
and presence of mitigating parameters. Legal connection is
decided based upon principles for customer consolidation as
defined in the credit guideline. Transactions that are assessed to
have 1) significant degree of SWWR and 2) legal connection, are
named Eligible SWWR transactions and are subject to tightened
monitoring and increased capital requirements as defined in the
CRR.

23

Counterparty credit risk and settlement risk for internal credit
limit purposes

Counterparty credit risk for internal credit limit purposes is for
the main part of the portfolio calculated using IMM. Model
parameters are based on data from a specific three-year period,
including a one-year period identified to have the most
significant increase in credit spreads in recent times.

The exposures included in IMM are subject to daily and
periodic stress tests with the aim to identify adverse scenarios
affecting exposures on counterparty, industry and country level.

Settlement risk is a type of risk arising during the process of
settling a contract or executing a payment.

The risk amount is the principal of the transaction, and a loss
could occur if a counterpart was to default after Nordea has
given irrevocable instructions for a transfer of a principal
amount or security, but before receipt of the corresponding
payment or security.

The settlement risk on individual counterparts is restricted
by settlement risk limits. Each counterpart is assessed in the
credit process and clearing agents, correspondent banks and
custodians are selected with a view to minimize settlement risk.
Nordea is a shareholder of CLS (Continuous Linked Settlement)
Bank, and member in the global FX clearing system run by CLS.
The system eliminates settlement risk for FX trades in18 different
currencies between eligible counterparties in CLS.

For those counterparts and FX trades that are not eligible for
CLS clearing, it is Nordea's policy to settle via in-house accounts.
Only with specific credit approval from appropriate credit
committee external settlement is allowed, and in those
situations Nordea makes use of bilateral payment netting
agreement terms in order to reduce the exchanged amounts to
the greatest extent possible.



Market risk

Market risk is the risk of loss in Nordea's positions in either the trading book or non-trading book as a result of
change in market rates and parameters that affect the market values or net interest income flows. Market risk
exists irrespective of the accounting treatment of the positions.

Market risk management principles

The management of risk in Nordea is governed by principles and
procedures which are stated inthe Group’s internal rules and are
adhered to throughout the organisation. This includes the three
lines of defence model.

More specifically, market risk is managed based on guiding
principles and overall rules set out inthe “Group CEQ Instructions
on Market Risk including IRRBB”. These instructions are
supplemented by Guidelines issued by the 2"d | gD and relevant
15t LoD units. Key elements of market risk management in
Nordea are summarised below:

e Risk identification and measurement

- The Group uses a range of measures to capture
the material aspects of market risk.

- Stress tests are carried out on a regular basis to
estimate the possible losses that may occur
under severe, but plausible, market conditions.

o Marketrisk mitigation and management

- Market risk is managed through clearly defined
risk mandates in terms of limits and restrictions
on which instruments may be traded and by
which desk.

- Wherethereisahedging strategy (or use of alter-
native methods of mitigation) in place, then all
hedges must be monitored.

- The framework for the approval and valuation
of traded financial instruments requires the
analysis and documentation of each
instrument’s features and risk factors.

e Risklimits and monitoring

- Traded market risks are controlled through daily
monitoring of profit and loss, and all market
risks are subject to daily measurement and
control of risk exposures and monitoring of
market risk appetite limits.

Governance of market risk

The market risk governing bodies are the Group BoD, BRIC, RC
and ALCO. Additional decision-making bodies with
responsibilities specific to market risk are shown in the Figure
below.

#tLoD responsibilities - BAs and GFs

Relevant 1" LoD BAs and GFs are responsible for providing
sufficient information in their business plan on the expected
future risk profile of their business so that this canbe used as an
input to the independent determination of the risk appetite by
the 2nd LoD. In addition, the 1" LoD is responsible for
implementing the risk framework as designed by the 2" LoD.

27 [ oD responsibilities - GR

GR provides all relevant risk-related information to the BoD to
enable it to set the market risk strategy and risk appetite. GR is
also responsible for overseeing appropriate risk identification
and monitoring in the business through the design of the Risk
Management Framework. Furthermore, GR is responsible for
overseeing that the risk framework is appropriately
implemented by the 15t LoD.

391 oD responsibilities - GIA

GlA is an audit function and provides additional assurance to the
BoD and GLT on the adequacy of internal controls and risk
management processes, thereby constituting the 3 LoD.

Traded market risk

Traded market risk arises mainly from client-driven trading
activities and related hedges in Nordea Markets which is part of
Large Corporates & Institutions.

Traded market risk management

Nordea Markets takes market risks as part of its business model
to support corporate and institutional clients through a range of
fixed income, equity, foreign exchange and structured products.
The market risks Nordea Markets is exposed to include interest
rate risk, credit spread risk, equity risk, foreign exchange risk,
commodity risk and inflation risk.

Furthermore, Nordea is one of the major Nordic mortgage
lenders and market makers in Nordic corporate and government
bonds. Holding inventory is a consequence of providing
secondary market liquidity.

Board of Directors

Board Risk Committee

(BRIC)

Group CEO and GLT

Asset & Liability Committee
ALCO)

( )
Financial Reporting .
o & 2 Group Validation
ALM Subcommittee R;sk(}olm)mee Committee (GVaC)
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Risk Committee (RC)




Traded market risk measurement

Nordea uses several quantitative risk measurement methods for
market risk: value-at-risk, stress testing, sensitivity analysis,
parametric methods and Monte Carlo simulation.

Value-at-Risk is based on historical scenarios and is the
primary market risk measurement metric, complemented by
stress testing.

Parametric methods are used to capture equity event risk
including the impact of defaults on equity related positions
(these risks are part of specific equity risk).

Monte Carlo simulation is used in the Incremental Risk
Measure model and the Comprehensive Risk Measure model to
capture the default and migration risks.

The Value-at-Risk, Stressed Value-at-Risk, Equity Event Risk,
Incremental Risk Measure and the Comprehensive Risk Measure
models were all approved by the bank’s previous regulator, the
Swedish FSA, for use in calculating market risk own funds
re quirements under the Internal Model Approach (IMA). The
same models, with same calibration and settings, as used for
regulatory capital requirements are used for internal risk
management purposes.

Standardised approach (SA) is applied to risk exposures
which are not covered by the IMA..

Value-at-Risk (VaR)

Nordea’s Value-at-Risk (VaR) model is based on the expected
shortfall measure (ES) instead of a quantile-based VaR
measure.

Nordea calculates VaR using historical simulation. The cur-
rent portfolio is revalued based on historical daily changes in
market prices, rates and other market risk factors observed dur-
ing the last 500 business days and translated to changes in the
current market risk factors. Nordea uses absolute, relative and
mixed translation methods for different risk categories.

Therevaluation of the current portfolio is performed for each
position using either a linear approximation method or a full re-
valuation method, depending on the nature of the position.

The historical data window is updated every business day to
cover thelast 500 business days. From the empirical distribution
of returns, ES is used to calculate a VaR number as the average
of the 6 worst outcomes from the distribution of portfolio value
changes. The resulting ES confidence level is 98.8%. The quality
of the approximation depends on the magnitude of the worst
observed losses (i.e. the heaviness of the tail of the portfolio loss
distribution), which is reassessed periodically as part of
Nordea's risk model maintenance processes. The mixed
translation method scales historical returns to take into account
the dependencies that exist between risk factor levels and
changes in these levels. No weighting method is used for
historically simulated returns. The one-day VaR number is
subsequently scaled to a 10-day number using the square root
of time method.

The total VaR number used for regulatory capital
requirements includes interest rate, credit spread, foreign
exchange rate, equity and inflation risks in a single model. This
allows for diversification amongst all these risk categories
including general and specific risk factors in scope for the IMA
VaR model.

Stressed Value-at-Risk (Stressed VaR)

The Stressed VaR number is calculated using a similar method-
ology to the VaR. However, whereas the VaR model is based on
data fromthe last 500 business days, the Stressed VaR is based
on a specific historical 250-business day period with
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considerable stress in financial markets. In addition, Stressed
VaR is calculated as the average of the 3 worst returns of the
empirical distribution of portfolio value changes. The ES
confidence level is 98.8%. Since the relevant period with
stressed markets will depend on the current portfolio
composition, the level of Stressed VaR in relation to the VaR is
monitored daily and the stress period can be changed if deemed
necessary to adequately measure the risk in a stressed market
environment. The specific historical 250-business day period to
be used is reviewed at least annually. Currently, the stress
period covers a period during the latest global financial crisis.

Incremental Risk Measure (IRM)

The Incremental Risk Measure (IRM) model measures the risk of
losses due to credit migration or defaults of issuers of tradable
debt in bond and credit derivative positions held in the trading
book (excluding the correlation trading portfolio which is
covered by the Comprehensive Risk Measure model). The
model uses a Monte Carlo simulation approach based on a
Gaussian copula model. The correlation structure between
issuers is specified via a factor model. The liquidity horizonis one
year, over which a constant portfolio is assumed, in line with
CRR article 374.

The model is based on transition matrices, where the
elements are probabilities of migration from the current rating
class toanotherrating class. The probabilities are obtained from
asingle source, a major rating agency.

For each simulation and each issuer, a rating migration is
generated either to a new rating class, unchanged rating class or
default. In case of a simulated default, the portfolio loss is
calculated based on the recovery rate of the issuer assuming
deterministic recovery rates. For a simulated unchanged rating
class, the portfolio loss is zero. In case of a simulated migration
to another (non-default) rating class, the portfolio loss is
calculated using a grid-based revaluation method
(interpolation between pre-calculated portfolio net present
values, where full revaluation is used in the pre-calculations). A
spread multiplier matrix is then used to translate each
simulated migration to a new credit spread.

For each simulation, portfolio losses are aggregated across
issuers, such that each simulation corresponds to one total port-
folio loss. The IRM number is based on ES. The model uses
50,000 simulated scenarios and the average of the 100 worst
simulated total portfolio losses is the output of the model,
corresponding to an ES confidence level of 99.8%. The transition
matrices and spread multiplier matrices are recalibrated
annually.

The IRM is calculated and monitored daily.

Comprehensive Risk Measure (CRM)

The Comprehensive Risk Measure (CRM) model measures the
correlation risk, credit spread risk, default risk, recovery rate risk
and index credit default swap basis risk in the correlation trading
portfolio. The model is based on Monte Carlo simulation. The
liguidity horizon is one year, over which a constant portfolio is
assumed (consistent with the IRM model).

The approach for default simulation is the same as that used
in the IRM model (Gaussian copula model). In case of default,
the realised recovery rate is simulated to determine the loss
given default. In case of non-default, a credit spread move is
simulated based on another Gaussian copula model component
(which shares the same driving random variables with the
default model component, i.e. the random sources of the default
model also drive the credit spread model). The marginal



distribution for each single issuer spread move is given by a
lognormal distribution and the recovery rates used in the
valuationare simulated assuming a beta distribution. The index
CDS basis is simulated as a lognormally distributed multiplier to
the CDS index hazard rate curve that is implied by the spreads
of the individual issuers. The resulting CDS index hazard rate
curve, including the multiplier, is then used to derive the CDS
index spread curve. Base correlations for CDOs and correlations
for Nth-to-default baskets are simulated via a function of
Gaussianrandom variables. The function is applied to keep the
resulting correlations in the interval between zero and one.

For each simulation, a full revaluation method is used, and
the results for each issuer are aggregated to determine the port-
folio loss. The model uses 25,000 simulated scenarios and a
sampling scheme that samples high loss scenarios more
frequently, effectively producing the same tail scenarios as a
method based on 50,000 simulated scenarios without the
sampling scheme. The CRM number is calculated as the average
of the 100 worst portfolio loss scenarios, corresponding to a
99.8% ES confidence level. The transition matrices and other
model parameters are calibrated annually.

The CRM is calculated and monitored weekly.

Equity Event Risk (EER)

The Equity Event Risk (EER) model is part of Nordea's IMA
framework. The EER model captures two different parts of
specific equity risk: equity jump risk and equity related losses due
to defaults.

The equity jump risk component measures the risk of losses
that are specific to each single stock and beyond the VaR
model’s confidence level. The jump risk is calculated based ona
parametric model for the single stock returns. The confidence
level corresponds to the worst 10-business day return occurring
at a frequency of once every 500 business days.

The equity default risk component measures equity related
portfolio loss due to the default of a company. An intensity
model with constant 10-business day intensity is assumed.

The EER is calculated and monitored daily.

Standardised Approach (SA)
SA s used for calculating market risk own funds requirement
for commodity risk, gold, specific risk for callable mortgage
bonds, commercial paper, credit/rate hybrids and credit spread
options, as well as for equity risk related to structured products
and Tier 1and Tier 2 bonds.

Back-testing

Back-testing of the VaR model is performed daily using both
hypothetical profit and loss (P&L) and actual P&. Hypothetical
P&L is the P&L that would have been realised if the positions in
the portfolio had been held constant during the following
trading day. The actual P&L also includes intra-day trading. The
P&L numbers are compared to one-day VaR numbers (98.8%
ES confidence level). Overshootings are defined as the historical
days where either the actual and/or the hypothetical losses are
worse thanthe VaR number. The largest of the number of actual
P&L overshootings and hypothetical P&L overshootings in the
last 12 months determines the capital multiplier addend
according to the red/amber/green colour zones specified in the
CRR.
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Non-traded market risk

Non-traded market risk principally arises from the core banking
business of Nordea, related hedges and regulatory or other
external requirements (e.g. liquid asset buffer).

Non-traded market risk management

Group Treasury is responsible for the comprehensive risk
management of all non-traded market risk exposures in the
Group's balance sheet. For transparency and a clear division of
responsibilities within Group Treasury, banking book risk
management is divided across several frameworks — each with
a clear risk mandate, specific limits and controls including
hedges implemented to reduce risks across frameworks.

The non-traded market risks that Nordea is exposed to are
interest rate risk, credit spread risk, foreign exchange risk (both
structural and non-structural) and equity risk.

Interest rate risk in the banking book (IRRBB) is the current
or prospective risk to Nordea's capital and earnings arising from
adverse movements in interest rates. BAs transfer their banking
book exposures to Group Treasury through a funds transfer
pricing framework. Market risks are then managed centrally and
include gap risk, basis risks, credit spread risk, behavioural risks
and non-linear risks. These risks are also delineated by currency.

Dueto thelending structure in Nordea’s home markets, most
of the contractual interest rate exposures are floating rate.
Consequently, wholesale funding is also swapped to floating
rate. The resulting repricing gap risk is managed on an
aggregated basis by currency and, where applicable, by legal
entity (primarily the mortgage companies). The net outright
interest rate risk stemming from the repricing gaps, together
with the limited fixed interest rate risk, is hedged with interest
rate swaps (IRS) and overnight index swaps (OIS).

Liguid assets are managed in accordance with the Liquidity
Buffer and Pledge/Collateral frameworks. Most of the
directional interest rate risk arising frombond holdings is hedged
primarily with maturity matched IRS payer swaps and, to a
smaller degree, with OIS payer swaps. Forward Rate
Agreements and listed futures contracts are also used to hedge
credit spread and interest rate fixing risks.

Interest Rate Risk in the Banking Book
IRRBB is measured, monitored and managed usingthreekey risk
metrics:

e Economic value risk,

e Fairvaluerisk, and

e Net Interest Income risk.

As IRRBB is seen as a material risk the three risk metrics are
monitored, limited and reported on Board level. The three
different risk metrics are used to assess differing aspects of the
manifestation of interest rate risk. These are described in more
detail below.

The Economic Value (EV) risk metric considers the changein
the economic value of banking book assets, liabilities and
interest-bearing derivative exposures resulting from interest
rate movements, independently of accounting classification
and ignoring credit spreads and commercial margins. The
metric assumes a run-off balance sheet and includes
behavioural modelling for non-maturing deposits (NMDs)
and prepayments as well as assumptions on floors
embedded in customer loans and deposits.

Changes in the Economic Value of the banking book are
measured using a range of internal stress scenarios and the six
standardised scenarios defined by the Basel Committee on



Banking Supervision (BCBS). The exposure risk appetite limit
under EV risk is measured against the worst outcome from the
internal stress scenarios. EV scenario outcomes are estimated
daily for management information purposes, but fully
calculated and monitored monthly against risk appetite limits.

The Fair Value (FV) risk metric considers the potential
revaluation risk relating to positions held under fair value
accounting classifications. Fair value sensitivities in the banking
book are monitored against internal stress scenarios. The
scenarios are calibrated to reflect severe events designed to test
specific risks that are or may result from the exposures under fair
value accounting. The risk is measured daily and a risk appetite
limit is set against the worst outcome of the scenarios. The FV
scenarios are applied to both the banking book and trading book
portfolios, and the Board risk appetite limit considers the
combined impact across both. The FV risk metric is monitored
daily.

The Net Interest Income (NII) risk metric considers the
potential change in NIl resulting from interest rate movements
over a one-year horizon. The model uses a constant balance
sheet assumption, implied forward rates and behavioural
modelling for NMDs and prepayments as well as assumptions
on floors embedded in customer loans and deposits. Similar to
EV risk, NIl risk is measured using a range of internal stress
scenarios and the standardised scenarios defined by the BCBS.
The exposure risk appetite limit under NIl risk appetite is
measured against the worst outcome generated from a range of
internal stress scenarios. The NIl risk metric is monitored
monthly.

The measurement of IRRBB is dependent on key
assumptions applied in the models. The most material
assumptions relate to loan prepayments, NMDs and customer
floors. The internal models for prepayments and NMDs are
based on historical customer behaviour and Nordea's
historically observed pricing behaviour. Nordea's NMD model
estimates a stable non-interest sensitive portion of the deposits
that is available for hedging. Importantly, the NMD modelling
segregates the linear interest rate risk and floors. Modelling of
behavioural interest rate risk introduces model risk and Nordea
therefore applies haircuts to the modelled NMD sensitivities.
Regular back-testing and model monitoring is performed for
both prepayment models and NMD models to ensure that the
models remain accurate. Nordea's average and maximum
modelled durations for NMDs are currently 3 and 15 years,
respectively. The average duration for the core retail deposits
amounts to 3.7 years and for core non-financial wholesale
deposits to 2 years. Including non-core deposits, average
durations fall to 1.3 years for retail and 0.5 years for non-financial
wholesale.

Nordea capitalises IRRBB under Pillar 2. The Pillar 2 IRRBB
capital allocations consist of a Fair Value risk component and an
NIl risk component. The Fair Value risk component covers the
impact on the bank's equity due to adverse movements in the
mark-to-market values of positions accounted for at fair value
through profit and loss or fair value through other
comprehensive income, excluding long term illiquid assets,
which are separately capitalised. The NIl risk component covers
the impact of rate changes on future earnings capacity, and the
resulting implications for inter-nal capital buffer levels.

IRRBB is managed centrally in Group Treasury against EV,
FV and NIl risk limits. Risk is managed in various frameworks but
overall risk is coordinated and measured against overall EV, FV
and NI risk limits capturing all banking book exposures. When
managing IRRBB, Group Treasury tries to make use of natural
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risk offsets from cash products with different directional
exposures by for example offsetting floating rate loan book
exposure with short-term funding or deposits. In many areas
natural offsets do not exist or are inefficient to use and therefore
risks are also often hedged with derivatives. The most
commonly used derivatives are linear plain vanilla instruments
like IRS, OIS, cross-currency swaps, FX forwards/swaps and
bond futures. For non-linear risks stemming from explicit caps
and collars embedded in or associated with customer loans, the
non-linear option risk is hedged in an automated setup with the
trading book. Otherwise derivative hedges are done with
external counterparties and Nordea trading book can and are
used to ensure full market access. Derivative hedges are to a
large degree under hedge accounting relationship but short-
dated FX derivatives and futures are under fair value
accounting.

Structural foreign exchange

Nordea is exposed to structural FX risk defined as the mismatch
between the currency composition of its common equity tier
1 (CET1) andrisk exposure amount (REA).

CET1 is largely denominated in EUR, with the only
significant non-EUR equity amounts stemming from
mortgage subsidiaries. On the other hand, due to Nordea's
cross-border activities, REA is denominated in SEK, NOK, DKK,
EUR and USD. As a result, changes in FX rates can negatively
impact Nordea's CET1 ratio.

This risk is monitored on a daily basis through a stress test
that translates the BoD's risk appetite into a limit that measures
the CET1 ratio sensitivity to fluctuations in FX rates.

On18 December 2020, Nordea received permission from
the ECB to exclude, from the calculation of the net open
currency position, structural positions in NOK, SEK and USD
that are deliberately takento hedge against variation of the
CET1 ratio caused by exchange rate fluctuations. The
permission entered into force in Q12021 and allows Nordea to
reduce the sensitivity of the CET1 ratio by taking open
positions in SEK, NOK and USD, partially aligning the currency
compositions of equity and REA. This stabilizes the CET1 ratio
but increases volatility in the value of Nordea's equity in
reporting currency EUR from movements in FX.

Validation of risk models

Independent model validation

All models including pricing and valuation models (both
vendor and proprietary), are governed by a group-wide
common model governance framework. This framework
outlines standards for the model risk management
throughout the model life cycle including the development
process and the processes for independent model validation
and periodic review.

As part of the model governance framework, all market
risk models are subject to independent model validation. This
includes models used for regulatory capital purposes for both
traded and non-traded market risk. Validation activities are
carried out by Model Risk & Validation, which is independent
and organisationally separate from the risk-taking units and
the market risk model developers.

Market risk models are validated both prior to use and on
an ongoing basis to ensure that they remain sound and are
used and perform in line with the design objectives. Model Risk
& Validation compiles the results of validation activities in
reports that are presented at the MRC, including a summary of



validation activities, a list of identified model risks and
assessment of their severity as well as potential mitigations
to beimplemented by the model owners.

Validation elements include confirmation of the

conceptual soundness, verification of the model
implementation in IT systems and outcome analysis,
including intemal back-testing. Ongoing validation

furthermore involves assessment of the adequacy and
effectiveness of the model control setup and model
performance monitoring. The implementation of model risk
mitigations, as recommended in model validation reports
and agreed in the MRC, is monitored on a regular basis and
progress is tracked through implementation.

The model validation is carried out both on an aggregate
level, through annual reviews of the models, as wellas ona more
granular model component level. The scope for this includes:

e Risk factor models

e Pricing models, including both full revaluation
models and approximations (e.g. based on
sensitivities)

o Compliance of risk measure

e Choice and adeguacy of proxies

e Model assumptions, including correlation modelling
in|IRM and CRM

e Model calibration, including assessing the choice of
stress period for Stressed VaR

o Evaluation of model performance through measures
such as internal back-testing analysis

o Robustness of models across scenarios

Validation by the developers

Stress tests of theIRM input parameters (mainscenarios involve
shifts to probabilities of default and correlation parameters)
are conducted annually, as part of the validation processes
performed by RiMO inthe 2" LoD (the unit responsible for the
development of risk models).

Other validation processes performed by Risk Models
include proxy control, market data input controls and stress
testing to assess the adequacy of the VaR and Stressed VaR
numbers. Stress testing covering the VaR and Stressed VaR
scope is performed weekly based on the following scenarios:
Market Liquidity Freeze, Nordic Financial Crisis, Abrupt
Volatility Spike, Speculation on DKK Peg, Stress Testing of
Proxies and Event Risk (Jump-to-Default). Three levels of
severity are used in the definition of the scenarios: a 10-business
day shock occurring once a year (moderate), once in 5 years
(large) and once in 10 years (severe). The shocks are calibrated
to historical data using a parametric model to ensure
consistency in the size of the shocks across all risk factors.

Market risk monitoring and control

Market risk appetite
The market risk appetite for the Group is expressed through risk
appetite statements issued by the BoD. The statements are de-
fined for the trading and banking books.

The 2nd LoD ensures that the risk appetite is
appropriately translated through the RC into specific risk
appetite limits for the BAs and Group Treasury.

Stress testing

As part of the overall risk appetite framework (RAF), holistic
and bespoke stress tests are used to measure the market risk
appetite and calibrate limits to monitor and control the full set
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of material market risk factors to which the bank is exposed. The
RAF scenarios cover six severe, but plausible, macroeconomic
events that can foreseeably affect both trading and banking
book positions. The scenarios cover different risk factors,
products, tenors and geographical regions. The six
macroeconomic events relate to:

(i) aninterestrate hike scenario,

(ii) a Nordic housing crisis scenario,

(iif) aGlobal Financial Stress,

(iv) aRisk-On scenario,

(v) Covid-19

(vi) an European Debt Crisis scenario

The Nordic housing crisis is considered the most banking

book focused (and typically the most impactful stress), while
other scenarios have a more distributed impact across the
trading and banking books. The RAF stress tests are run and
vali- dated frequently in line with the regulatory requirement
and are calibrated at least annually to ensure appropriate risk
factor coverage and to focus on areas to which Nordea's
treasury and trading activity is particularly sensitive.

Additional controls

Markets & Treasury Financial Control withinthe 1t LoD is re-
sponsible for the design and performance of comprehensive
controls in line with the risk framework.

GR monitors and controls traded market risk ona daily basis.
Theprocess includes analysis and reporting of risk sensitivities
related to e.g. interest rates, credit spreads, FX and equity expo-
sures and capital measures. Furthermore, GR is responsible for
monitoring market risk limit adherence and for the escalation
of breaches in line with internal guidelines for limit monitoring
and oversight.

Inclusion in the trading book

For regulatory purposes, all positions must beassigned to either
the trading book or the banking book. This classification
impacts the regulatory treatment of positions, in particular
regulatory capital requirements. The criteria for the allocation
of positions to either the trading book or banking book are set
out in the internal trading book/banking book boundary
guideline which is approved by the RC, applicable to all
entities included in Nordea's consolidated position.

The Group includes in the trading book all positions in
financial instruments held either with trading intent, or to
hedge positions held with trading intent.

Positions assigned to the trading book are either free of re-
strictions on their tradability or able to be hedged. Any
position not defined as a trading book positionis assigned to the
banking book. The trading strategy for the trading book and
the investment and funding guideline for the banking book
mandate activities and positions in the respective books that
ensure compliance with the boundary guideline and
regulatory requirements. The 1 LoD performs controls to
verify that activities carried out are compliant withthe trading
strategy and investment and funding guideline and that they
receive the appropriate book classification. GR oversees and
regularly challenges the control activities of the 15 LoD in this
regard. Any position in breach of the mandated activities is
reclassified. The decision is taken within the senior
governance body of the business areas where the 2™ LoD is
represented.



Requirements for prudent valuation

Nordea's valuation framework, including standards for
prudent valuation, covers all positions held at fair value
across the Nordea Group including both trading and banking
books.

Policies, procedures and reporting lines

Nordea's valuation framework consists of policies and
procedures that outline the different valuation related
processes. This includes the overall principles for calculation
of fair value and valuation adjustments as well as definitions
of the responsibilities, a price source hierarchy, the frequency
of independent price verification and the timing of closing
prices.

Operational valuation controls including independent
price verification are performed by a valuation control
function within the 1%t LoD, which is independent from the
risk-taking units in the front office. An independent valuation
control unit within the 2¥ LoD has the responsibility for
independent review, further monitoring and analysis of the
valuations and controls performed by the 1 LoD and
provides independent assessment and reporting on any
identified risks.

Daily revaluations
Positionsintheregulatory tradingbook arerevalued onadaily
basis.

Whenever possible, Nordea marks its positions to market
using observable prices. However, for many assets and
liabilities observable market transactions and market
information might not be available. When a price for an
identical asset or liability is not observable and hence
marking to market is not possible, Nordea applies a mark to
model approach.

Nordea marks to mid-market prices (average of bid and ask)
but applies a portfolio adjustment, referred to as close-out-
cost valuation adjustment, to adjust the net open market risk
exposures from mid-market prices to ask or bid prices
(depending on the net position). For different risk categories,
exposures are aggregated and netted according to internal
guidelines and aggregated market price information on bid-
ask spreads are applied in the calculation to benchmark and
test of the model output. The independent validation team
reports on significant model risks to senior management on a
quarterly basis.

All valuation models, both complex and simple models,
make use of market prices and inputs. Some of these prices and
inputs are observable while others are not. For each
instrument the sensitivity towards unobservable inputs is
measured.

Independent price verification

The independent price verification (IPV) comprises
verification of the correctness of valuations by comparing the
prices to independently sourced data. The result of the IPV is
analysed and any findings are escalated as appropriate. The
verification of the correctness of prices and inputs is at a
minimum carried out on a monthly basis and for many
products it is carried out daily. Third-party information, such
as broker quotes and pricing services, is used as benchmark
data in the verification. The quality of the benchmark data is
assessed onaregular basis.
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Valuation adjustments in fair value

Fair value of financial assets and liabilities are generally
calculated as the theoretical net present value of the individual
instruments. This calculation is supplemented by portfolio
adjustments as detailed below.

Nordea incorporates credit valuation adjustments (CVA)
and debit valuation adjustments (OVA) into derivative
valuations. CVA and OVA reflect the impact on fair value from
the counterparty's credit risk and Nordea's own credit
quality, respectively. Calculations are based on estimates of
exposure at default, probability of default and recovery rates,
on a counterparty basis. Generally, exposure at default for
CVAand OVA s based on expected exposureand is estimated
through the simulation of underlying risk factors. Where
possible, Nordea obtains credit spreads fromthe CDS market,
and probabilities of default (PDs) are inferred from this data.
For counterparties that do nothavealiquid CDS market, PDs are
estimated using a cross sectional regression model, which
calculates an appropriate proxy CDS spread given each
counterparty's rating, region and industry.

The impact of funding costs and funding benefits on the
valuation of uncollateralised and imperfectly collateralised
derivatives is partly reflected in the calculated net present
value through the applied discounting curve and partly
through the addition of a separate funding fair valuation
adjustment (FFVA). In addition, Nordea applies in its fair
value measurement close-out cost valuation adjustments
and model risk adjustments for identified model deficiencies
(including possibly incorrect parameter calibration).

Valuation model governance

All models, including pricing and valuation models (both
vendor and proprietary), are governed by a group wide
common model governance framework.

Proprietary models are developed in the 1 LoD.
Independent model validation of all valuation models is
conducted by the 2" LoD before final approval in the bank's
MRC and Group Valuation Committee. For the intended use
of amodel, the independent validation includes confirmation
of the appropriate- ness of model assumptions, the
mathematics of the model and alignment with market
practice, where such exist, as well as verification of the
software implementation and outcome analysis.



Additional valuation adjustments
Inaddition to the valuation adjustments that are directly applied
in fair value, Nordea calculates a number of additional valuation
adjustments to account for valuation uncertainty. This includes
additional valuation adjustments for:
e Market price uncertainty
e Close-out costs (covering uncertainty in the close-out
cost valuation adjustment)
e Model risk (including
unobservable parameters)
e Unearned credit spreads (covering uncertainty in the
CVA)
e Investing and funding costs (covering uncertainty in
the FFVA)
o Concentrated positions
e Future administrative costs
e Early termination cost
e Operational risks
The additional valuation adjustments are calculated and
aggregated in accordance with the Commission Delegated
Regulation (EU) 2016/101 and are deducted from the CET1
capital in the calculation of Nordea's capital ratios.

adjustments due to

Pillar 1 market risk own funds requirement

The table below summarises the scope of the IMA approval in
the context of the Pillar 1 market risk own funds requirement.
Commodity risk and gold are under SA.

Interest raterisk

Equljcy el Specificinterest raterisk *
VaR model Foreign ex- Specific equity risk **

change risk P qutty

Inflation risk

Interest raterisk

Stressed VaR Equle el Specificinterest raterisk *
model PO Specific equity risk **

change risk

Inflation risk
EER model No generalrisk  Event risk of equities **
IRM model No generalrisk  Event risk of debt instruments *
CRMmodel  No general risk Specific risk of correlation

trading *

* IMA excludes specific risk on tier 1and tier 2 bonds, callable mortgage bonds,
commercial paper, credit options and related hedges and credit/interest rate
hybrids. Specific interest rate risk for these products are included under SA.
** IMA excludes both general and specific equity risk for structured equity
risk and fund-linked derivatives. The excluded general and specific equity
risk is included under SA.
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Other risks

Pension risk

Pension risk (including market and longevity risks) arises from
Nordea-sponsored defined benefit pension schemes for past
and current employees. The ability of the pension schemes to
meet the projected pension payments is maintained through
investments and ongoing scheme contributions. Pension risks
can manifest through increases in the value of liabilities or
through falls in the values of assets. These risks are regularly
reported and monitored and include consideration of
subcomponents of market risk such as interest rate, inflation,
credit spread, real estate and equity risk. To minimise the risks
to Nordea, limits are imposed on potential losses under severe
but plausible stress events and by limits on capital drawdown.
In addition, regular reviews of the schemes’ strategic asset
allocation are undertaken to ensure the investment approach
reflects Nordea's risk appetite.

On a day-to-day basis, Group Treasury has first line
responsibility for the schemes with GR providing second line
oversight and support. The overall responsibility within Nordea
for the management of defined benefit pension schemes lies
with the Asset and Liability Committee (ALCO).



Operational risk and compliance risk

Operational risk is defined as the risk of loss resulting from inadequate or failed internal processes, people and
systems or from external events, and includes legal risk. Compliance Risk is defined as the risk of failure to
comply with applicable regulations and related internal rules.

Operational and compliance risks are inherent in all of Nordea's
businesses and operations. Employees throughout Nordea are
accountable for the operational and compliance risks related to
their mandate and for managing these risks within risk limits and
risk appetite in accordance with the operational and compliance
risk management frameworks.

Group Risk and Group Compliance (GC) together constitute
the second line of defence (2™ LoD) for operational and
compliance risks respectively.

GOR within Group Risk (GR) constitutes the second line of
defence (2™ LoD) risk control function for overall operational
risk and is responsible for developing and maintaining the
overall operational risk management framework as well as for
monitoring and controlling the operational risk management of
the first line of defence (1t LoD). GOR collaborates with
specialized 2™ LoD units such as e.g., the Chief Security Office
covering Security risks. GOR monitors and controls that
operational risks are appropriately identified, assessed and
mitigated; follows-up risk exposures towards risk appetite; and
assesses the adequacy and effectiveness of the operational risk
management framework and the implementation of the
framework.

The focus areas of the monitoring and control work
performed by GOR are decided during an annual planning
process that includes business areas, key risk areas and
operational risk processes. GOR is responsible for preparing and
submitting regular risk reports on all material risk exposures
including risk appetite limit utilisation and incidents to the CRO,
who thereafter reports to the CEO in GLT, the Group Board and
relevant committees.

The Risk Appetite Statement (RAS) for operational risk is
expressed in terms of:

e residual risk level in breach of risk appetite and
requirements for mitigating actions for risks; and

e total loss amount from incidents as well as number of
occurrences of large loss events.

GC constitutes the independent 2™ LoD compliance function
and is responsible for developing and maintaining the risk
management framework for compliance risks and for guiding
the business in their implementation of and adherence to the
framework.

Compliance activities are presented in the form of an annual
compliance plan to the President of Nordea Bank Abp and Chief
Executive Officer of the Nordea Group (Group CEQO) and the
Board of Directors (Group Board). The annual compliance
activities represents the compliance activities of Nordea,
combining GC's overall approach to key risk areas. The plan is
comprised of detailed plans for business areas, group functions,
consolidated Group subsidiaries, branches and for each
Compliance risk area.

GC is responsible for regular reporting on their plans to the
Group Board, the CEO in GLT, branch management and relevant
committees, at least quarterly. GC reports on the status and
development of Nordea's compliance risks including
information on major deficiencies along with consequence
analyses. Regular reporting also contains information on
emerging risks as well as risk trends and status and key
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observations from monitoring and testing activities and
investigations.

Nordea's Compliance Risk Appetite is expressed with
qualitative statements giving clear direction for the
management of Compliance Risk by stating which risks are
outside risk appetite and articulating key requirements for the
risk management of Compliance Risk. The Risk Appetite is
underpinned by guantitative Metrics and Key Risk Indicators
that Compliance risks are measured and monitored against,
informing on the risk profile.

Management of operational and compliance risks

Nordea's Group Board Directives on Risk, Risk Appetite and
Internal Governance set out the principles for the management
of risks in Nordea. Based on these principles, Nordea has
established supporting internal rules for operational and
compliance risk that form the overall operational and
compliance risk management frameworks. Management of
operational and compliance risk includes all activities aimed at
identifying, assessing and measuring, responding to and
mitigating, controlling and monitoring and reporting on risks.

Risks are identified through various processes, for example
risk assessment processes, approval of changes as well as the
reporting of incidents. Risks are identified on a holistic basis and
includes the identification of emerging or latent risks.

Risk assessment and measurement is done by applying
Nordea’s common risk assessment grid for operational and
compliancerisks, which assigns probability of therisks occurring
and the impact in case of materialisation.

Response to risks is decided in line with risk appetite and risk
limits. The types of risk response include mitigation, avoidance
and for operational risk: transfer and acceptance.

Risk control and monitoring is performed to ensure that risks
are appropriately identified, assessed and responded to; that
risk exposures are kept within limits; and that risk management
procedures are efficient and adhere to internal and external
rules.

The regulatory change management process ensures that
new and amended rules and regulations are identified. The
impact of the rules and regulations is assessed, and appropriate
implementation measures are taken to ensure timely
implementation.

The Operational Risk Committee (ORC) has been appointed
by the executive Risk Committee for decision making related to
and supporting group-wide prudent management of operational
risks.

The Compliance, Conduct and Product committee that is
responsible for decision making related to and supporting
group-wide prudent management of compliance risk has
continued the work over the course of 2022. The Committee has
focused on the Compliance risk key areas such as Financial
Crime, Data Privacy, Governance risk and Conduct risks.



Key operational and compliance risk management processes

Risk and Control Self-Assessment

The Risk and Control Self-Assessment (RCSA) process ensures
overview and assessment of operational and compliance risks
and related controls across Nordea. The process improves risk
awareness and enables effective assessment, control and
mitigation of identified risks, as well as strategic prioritisation
and allocation of resources for risk mitigation and follow-up of
the risk exposures outside of risk appetite, and/or risk limits.
Furthermore, the RCSA process and its results provide the basis
and input for risk reporting in Nordea.

Compliance Independent Risk Assessment

The objective of the Compliance Independent Risk Assessment
(CIRA) process is to provide an independent assessment of
compliance and conduct risk exposure and to challenge and
advise the 15t LoD on implementation of an effective risk
management framework. The CIRA process is the independent
2 LoD risk assessment conducted across Nordea, using the
common risk assessment grid for non-financial risks.

Financial Crime Enterprise Risk Assessment

The Financial Crime Enterprise Risk Assessment (FCERA) is an
internal annual process enabling Nordea to (i) identify and
assess the inherent financial crime risks which Nordea is
exposed to, (i) to evaluate the design, operational
effectiveness and quality of control environment to manage
these risks, and ultimately, (iii) to derive the residualrisk. Based
on the identified inherent and residual risks FCERA enables Nordea
to implement a risk-based approach to its financial crime risk
management activities.

Change Risk Management and Approval

The Change Risk Management and Approval (CRMA) process
ensures that there is an understanding of the risks arising from a
change and that risks are adequately managed consistent with
Nordea's risk appetite and framework before a change is
approved or implemented.

The CRMA process must be applied to all types of change
and development initiatives involving changes to e.g. new or
changed processes, organizational changes, Information
Communication and Technology “ICT" changes, new
outsourcing arrangements and exceptional transactions.

Product Approval Process

The Product Approval Process (PAP) framework governs new
or significant changes to products or services, decommissioning,
changes in target markets or distribution channels, and non-
standard product related New Transactions. The PAP
framework ensures financial and non-financial risks are
assessed in scope of PAP, for which final approval is governed
by the Compliance, Conduct and Product Committee (CCPC) or
relevant delegated business area.
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Incident Management

The Incident Management Framework ensures appropriate
handling and reporting of detected incidents to minimise the
impact on Nordea and its customers, prevent reoccurrence, and,
reduce the impact of future incidents. When incidents occur they
are immediately assessed to determine their severity.
Depending on the nature of the incident and the severity
assessed, different requirements on stakeholder involvement
and external reporting applies, including incident notification to
relevant authorities.

Scenario Analysis

Scenario Analysis is performed in order to identify and assess
Operational and Compliance Risks with severe financial or non-
financial impacts with low probability of materialization, so
called “tail risks”, through the analysis of a broad range of
internal and external events and indicators. Analysing tail risks
contributes to increased understanding of the key impacts from,
and preparedness for, unusual risk events should they
materialise, and to identify and close possible control gaps in
Nordea.

Business Continuity and Crisis Management

The BC & CM framework in Nordea ensures the capability to
handle extraordinary events and crises and assure the continued
delivery and recovery of prioritized products, services and
processes 1o predefined acceptable levels. Extraordinary events
and crises situations are timely and appropriately escalated and
responded to through pre-established structures.

The capabilities are validated by testing and exercising the
organisation and established plans to ensure to protect its
resources (e.g. people, premises, technology and information),
supply chain, interested parties and reputation, before a
disruptive incident occurs.

This includes ensuring that roles and responsibilities are
clear, known and communicated to all involved.

Information and Communication Technology Risk Management
The objective of Information and Communication Technology
risk management is to ensure that information and
communication technology and data management risks are
appropriately identified, assessed and managed. This also
includes the independent validation of risk data aggregation
and risk reporting.

Nordea maintains an Information Security Management
System for implementation of the principles and requirements
for information security, with the overall objective to preserve
the confidentiality, integrity and availability of Nordea's
information, and information entrusted to Nordea, by applying
a risk-based methodology.

Significant Operating Processes

The objective of the Significant Operating Processes (SiOPs)
process is to ensure that SiOPs are identified and documented
to ensure risks and controls in the most important processes are
assessed and managed for these processes to operate as
intended, which includes ensuring Nordea's customers are
offered products and services in a compliant, safe and timely
way.



Raising Your Concern

The objective of the Raising Your Concern (RYC or “whistle
blowing”) process is to ensure that all our stakeholders,
including customers, partners, affected communities as well as
our own employees, have the right to speak up and always feel
safe in doing so if they have concerns about suspected
misconduct such as breaches of human rights, or irregularities
such as fraudulent, inappropriate, dishonest, illegal or negligent
activity or behaviour in our operations, products or services.

Third Party Risk Management (TPRM)

The objective of Third Party Risk Management (TPRM) is to
ensure that risks related to third parties and third party activities,
including but not limited to outsourcing are appropriately
identified, assessed and managed before entering into, during,
as well as when exiting a third party arrangement. TPRM
ensures risks associated with third parties and third party
activities are kept within Risk Appetite and risk limits.

Complaints Handling

The objective of the Complaints Handling process is to ensure
that customer complaints relating to Nordea's services or
products are handled appropriately and promptly, in an
independent and consistent manner. Customer complaints are
considered individually to ensure fair customer outcomes and
the process includes identifying and acting to address the root
causes of the complaints to rectify and/or mitigate systematic
risks and problems.
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Minimum own funds requirement for operational risk

Nordea’'s own funds requirements for operational risk are
calculated according to the Standardised Approach. In this
approach, the own funds requirement is calculated by dividing
the institution’s activities into eight standardised business lines
and taking the gross income-based indicator for each business
line and multiply it by a predefined beta coefficient. The
consolidated own funds requirement for operational risk is
calculated as the average of the last three years’ own funds
requirement.



Liquidity risk and ILAAP

Liguidity risk is the risk that Nordea is unable to meet cash flow obligations when they fall due or is unable to
meet cash flow obligations without incurring unsustainable high prices or additional funding costs. Nordea is
exposed to liquidity risk in lending, investment, funding and other activities which could result in negative cash
flow mismatches and an inability to liquidate assets or obtain adequate funding. The internal liquidity adequacy
and assessment process (ILAAP) is a process for the identification, measurement and monitoring of liquidity risk
and it aims to ensure that t Nordea is able to cover all liquidity risks over the foreseeable future including during
periods of stress. The level of liquidity needs to be adequate from an internal perspective, from the perspective

of regulators, as well as market participants and depositors.

Objective of liquidity risk management

The objective of liquidity risk management is to ensure that
Nordea can meet cash flow obligations, including on an intra-
day basis, across market cycles and during periods of stress.

Management of liquidity risk

Nordea’s liquidity management and strategy is based ona group
board directive on risk and group CEQ instructions on liquidity
risk resulting in various liquidity risk measures, limits and
organisational procedures. Group Treasury (GT) is responsible
for the day to day management of the Group's liquidity
positions, liquidity buffers, external and internal funding
including the mobilisation of cash around the Group, and Funds
Transfer Pricing (FTP).

Nordea, including the Group and individual subsidiaries and
branches, are subject to various liquidity regulations. On a
consolidated level, the Group is regulated by the FSA in Finland
and must comply with Finnish regulatory requirements.
Significant branches in Denmark, Sweden, and Norway are
subject to local oversight by the local regulators, while still being
subject to FSA requirements on a consolidated basis. Other
subsidiaries and branches are also subject to local jurisdictional
requirements on a stand-alone basis. These regulations are
intended to measure and monitor levels of liquidity risk and
cover both short-term liquidity risk and long-term structural risk.

Liquidity risk management focuses on both short-term
liquidity risk and long-term structural liquidity risk. To ensure
funding in situations where Nordea is in urgent need of cash and
normal funding sources do not suffice, Nordea holds a liquidity
buffer. The buffer's size is linked to liquidity stress testing results
which form the basis of the liquidity risk appetite. The liquidity
buffer consists of central bank cash and central bank eligible
high-quality liquid securities that can be readily sold or used as
collateral in funding operations.

A key objective of the funding strategy is to secure
continuous access to stable and competitive wholesale funding
whilst considering external requirements (e.g. regulatory
requirements), and internal requirements, as well as secure
prudent liquidity management. Moreover, the strategy
considers market conditions such as market capacity and
Nordea’s double-A credit rating. To that end the strategy strives
to preserve Nordea’s strong credit rating enabling access to
wholesale funding both in periods of stress and at an attractive
cost. Competitive access to wholesale funding is further
enhanced by the diversified business model of Nordea resulting
in low volatility in earnings and capital supporting low volatility
insecondary market spreads.

Intra-day liquidity arises from intra-day timing mismatches
of payments. Nordea mitigates the intra-day risk by effective
operational management of intra-day liquidity including
position monitoring, reporting and controls, forecasting of intra-
day liquidity, payment and collateral management, and client
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and product management. In addition, intra-day liquidity risk
can be mitigated by having access to a surplus of intra-day
liquidity, such as balances at central banks, unencumbered
liguid assets that can converted to intra-day liquidity by
pledging with the central banks, or balances with other banks
that canbe used for intra-day settlement.

A robust infrastructure of systems and controls is in place
which enables the timely production of reports, as well as the
appropriate levels of analysis needed to assess Nordea's
liguidity position on an ongoing basis.

Liguidity stress testing
Liquidity stress testing is carried out to identify liquidity risk
drivers and stress scenarios which could impair Nordea’s ability
to meet cash-flow obligations when they come due, either
because of scarce liguidity resources or significant increased
costs in funding needed to generate liquidity. Liquidity stress
testing is an important tool for evaluating the impact of
exceptional but plausible events on the liquidity position of the
Group, as well as individual subsidiaries and branches. E.g. the
Russian invasion of Ukraine triggered separate internal scenario
analysis to understand the potential liquidity impacts these
events may have on the bank'’s liquidity and funding positions.
At a minimum, liquidity stress testing should assess the
cash-flow impact of the following specific liquidity stress
scenarios over various time horizons:

1) Market-wide stress, characterised by events
comparable to those experienced in 2007-09.
Although Nordea and other financial institutions are
affected by these events, Nordea is not subject to a
unigue institution specific stress, such as a credit rating
downgrade.

2) ldiosyncratic stress, characterised by an institution
specific event whereby Nordea's credit rating is
downgraded. Other institutions and the markets
overall are not in a stressed condition.

3) Combined stress, characterised by a Market-wide and
Idiosyncratic stress occurring simultaneously.

Pricing of liquidity risk

Appropriate transfer pricing mechanisms are maintained within
the internal FTP framework to ensure that transactions are
subject to market-based charges and benefits that incentivise
behaviours that ultimately aim at driving the Group’s balance
sheet and liguidity profile in accordance with Group goals. GT
administers this process by applying interest rate charges and
liquidity premiums to transactions and profit centres. It is
based on the levels of funding taken, the cost of maintaining
a liquidity buffer and other underlying interest rate and
liquidity risk generated therein. The FTP is based on regulatory
requirements and modelling of liquidity behaviours where
assumptions areformally set eachyear in advance of the coming



year. This aligns with funding and liquidity planning and
overall management target setting processes for the coming
year within the Rolling Financial Forecasting process.

Liguidity contingency planning

The Liquidity Contingency Plan addresses a framework for
recognising a possible liquidity crisis well in advance with a
set of liquidity early warning signals and the strategy for
managing such liquidity crisis. The objective of the plan is to
mitigate the impact of a stress event by assuring continuous
access to aminimum level of liquidity needed to accommodate
critical business activities. The Liquidity Contingency Plan is
triggered by a breach of an early warning signal, or as part of a
proactive move in anticipation of a financial or liquidity stress
by the liquidity First Response Team (FRT). Upon activation,
FRT is responsible for notifying all relevant internal and
external stakeholders, including the business areas, ALCO, GRC
and Investor Relations as well as the authorities.

Liquidity risk appetite
For liquidity risk, the risk appetite is anchored to liquidity stress
testing results over specified time horizons as well as regulatory
requirements and has implications for nature and scope of
activities undertaken by Nordea. In addition, the liquidity risk
appetite determines the size of Nordea's liquidity buffers. The
risk appetite framework and supporting liquidity risk limits and
thresholds will secure prudent hedging activities and mitigate
the overall liquidity risk in Nordea. This framework is also used
inmonitoring the effectiveness of the liquidity risk management.
Nordea Group adheres to the following risk appetite
statements approved by the Board in December 2022:

e Nordea should hold sufficient liquid assets to ensure
obligations can be met in both internal and regulatory
stress scenarios

e Nordea should ensure an appropriate structural
composition of its assets, liabilities and off-balance
sheet commitments

e Nordea should control the currency convertibility risks
arising from FX mismatches in its asset-liability mix

Governance of liquidity risk

Nordea operates under a three lines of defence model for the
governance of liquidity risk. GT, in its role as 1%t LoD, is
responsible for pursuing Nordea's liquidity and funding strategy
in compliance with the liquidity risk appetite. GT manages
and executes liquidity risk management processes, which
include issuing funding and capital, managing liquidity
buffers, and defining the principles for pricing liquidity risk.

The Business Areas also play a key role in providing 15t LoD
liquidity risk management, including identifying and
assessing the liquidity risk impact of their activities, including
new product initiatives, and assessing liquidity risk mitigation
strategies in conjunction with GT.

Group Risk (GR), in its role as 2™ LoD, provides
independent risk over-sight of liquidity risk management at
Nordea and is responsible for establishing the internal rules
framework for managing liquidity risk and performing
independent liquidity stress testing. This includes developing
and maintaining risk management processes and reporting
processes, as well as reviewing and providing input to the
liquidity risk appetite framework. Further, GR also verifies
that all material liquidity risks have beenidentified by the first
lineandregularly performs reviews to assess the effectiveness
and efficiency of the liquidity risk management framework.
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Measurement of liquidity risk

Key internal measures are the Liquidity Survival Horizon and
Liguidity Stress Coverage, which defines the risk appetite by
requiring that Nordea maintains sufficient liquidity to survive
at least three months under a combined institution specific
and market-wide liquidity stress scenario with limited
mitigation actions.

A key regulatory metric is the LCR, that also defines the risk
appetite. LCR is a ratio measuring the amount of qualifying
highly rated assets (i.e. cash with central banks, highly rated
sovereigns, otherwise known as High Quality Liquid Assets or
HQLA) available to cover potential cash outflows during the
first 30 days of a severe liquidity stress event, as prescribed by
local regulations. The Group as well as its bank subsidiaries
based in Europe must, at a minimum, comply with the LCR
standards prescribed by the EU's CRR/CRD and further clarified
though the European Commission's Delegated Acts.

The NSFR, came into effect in June 2021, which required that
banks, including Nordea, hold sufficient levels of stable funding,
given the duration and stability of their assets. The CRR NSFR
aligns NSFR governance, compliance and supervisory actions
with the EU LCR.

Additional metrics are in place for monitoring the liquidity
and funding profiles at a more detailed level across Nordea as
well as its subsidiaries and branches.

Aframework of liquidity risk limits is in place to gauge and
assess whether the liquidity risk profile of the Group and its
subsidiaries and branches remain within the parameters of
the liguidity risk appetites. Liquidity limits are assigned an
owner who is responsible for providing final approval of the
limit. GT will drive any actions needed to remediate any limit
breach. The nature of the escalation and actions required in
the event of a breach depend upon the limit hierarchy

ILAAP

The Internal Liguidity Adequacy Assessment Process (ILAAP) is
a continuous process for the Nordea Group as well as its eligible
subsidiaries. The ILAAP provides an assessment of liquidity
adequacy through a comprehensive analysis of liquidity risk
management practices in the respective entities.

Inthe ILAAP, the board concludes in the Liquidity Adequacy
Statement that Nordea Group has adequate liquidity to support
current and projected business activities under both normal and
stressed conditions, underpinned by a robust liquidity risk
management framework as well as adequate systems and
controls. The major basis of this adequacy assessment is that
Nordea has rigorously adhered to regulatory and internal risk
appetite limits.



Securitisation and credit derivatives

Securitisations or risk sharing transactions as they are frequently referred to, are an integral part of Nordea’ strategic
balance sheet toolbox allowing for diversification of its capital sourcing, optimisation of the capital position
without impacting our business practices nor client relationships, and reducing the bank’s exposure to credit

tail risk events.

Introduction to securitisation and credit derivatives trading

The Securitisation Regulation1 (SR) defines securitisation as a
transaction, whereby the credit risk associated with an exposure
or pool of exposures is tranched, payments in the transaction are
dependent upon the performance of the exposure or pool of
exposures and the subordination of tranches determines the
distribution of losses during the ongoing life of the transaction. In
a traditional securitisation, the ownership of the assets is
transferred to a Securitisation Special Purpose Entity (SSPE),
which in turn issues securities backed by these assets. In a
synthetic securitisation, ownership of these assets does not
change, however the credit risk is transferred to the investor
using credit derivatives or financial guarantees. Also, for
synthetic securitisations, an SSPE may be used to facilitate the
structure.

Banks can play several roles in securitisation. First, banks
can act as originators by having assets they themselves
originated as underlying exposures. Second, banks can act as
sponsors in  which role they establish and manage
securitisations of assets from third party entities. Third, through
their credit trading activity, banks can themselves invest in or
make market for these securities as well as create these
exposures in credit derivatives markets.

Nordea is active within the securitisation space in several
capacities. For our Nordic clients Nordea may act as an arranger,
structurer and/or placement agent, in the credit derivatives
market may Nordea act as an intermediary with focus on
Nordic names and Nordea may also trade Collateralised Debt
Obligation (CDO) trances as a way of hedging credit risk related
to high exposures on single exposures

Risk transfer transactions

Risk sharing transactions constitute a core part of the balance
sheet toolbox enabling Nordea to tap into complementary
sources of capital for redeployment into its core business. Under
these transactions, investors agree to provide credit protection
through issued credit linked notes (CLN), linked to the junior or
mezzanine credit risk of a referenced portfolio.

Given the weight attached to the client relationship, Nordea
typically achieves risk transfer through a so called synthetic
securitisation, performed through a collateralised financial
guarantee structure where the referenced assets remain on
Nordea's balance sheet. Under these agreements, the buyers of
the notes agree to cover a pre-agreed amount of incurred credit
losses relatedto the reference portfolio structured in a manner in
accordance with the relevant regulations so that Significant Risk
Transfer (SRT) is achieved

Relevant policies, regulations and assorted risks

This section describes the risks associated with these types of
transactions and the management of said risks. More broadly,
Nordea's Significant Risk Transfer (SRT) Directive outlines the
principles for the effective and robust assessment, monitoring

" Regulation (EU) 2017/2402 of the European Parliament and of the
council of 12 December 2017 a general framework for securitisation
and creating a specific framework for simple, transparent and
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and management of such transactions in Nordea under relevant
regulations. Furthermore, risk limits are articulated outlining
Nordea's appetite in terms of associated REA in relation to
Nordea’s credit risk REA and to flowback risks arising when the
credit risk flows back to the bank and consequently become
subject to a higher capital need.

Monitoring of securitisation risks

Securitisation risks are monitored according to the internal rules
established in Nordea, as per assets are recorded in the
regulatory banking book (via credit risk and counterparty risk),
and to specific governance processes for securitisations.
Nordea’s ‘Guideline for 2LoD Monitoring and Control of SRTs
and certain other transactions’ provides a framework to ensure
that transactions are monitored on an ongoing basis and
compliant with all regulatory requirements before they are
recognized.

Structural risks and foreign exchange risks associated with
securitisation activities are monitored in the same way as for
other Nordea assets.

Any associated liquidity risk linked to securitisation activities
is reflected centrally through the measure of the impact of these
activities on the Nordea’'s liquidity ratios, stress tests and
liguidity gaps. Securitisation operational risks follow-ups are
considered in Nordea’'s operational risks framework.

As defined in the SRT, the term securitisation refers to a
transaction or scheme, whereby the credit risk associated with
an exposure or pool of exposures is tranched, having the
following characteristics:

e thetransactionachieves SRT, in case of origination,

e payments in the transaction or scheme are contingent
on the performance of the exposure or pool of expo-
sures,

e the subordination of tranches determines the
distribution of losses during the ongoing life of the
transaction or risk transfer scheme and

e does not create exposures which possess all
characteristics of being classified as specialised
lending.

Securitisation positions are subject to the regulatory
accounting treatment defined in the IFRS and the capital
treatment by the CRR. Such positions held in the regulatory
banking book or trading book are currently given weightings
ranging from10% 10 1250% depending ontheir credit quality and
subordination rank. In the role as originator, Nordea follows the
development of the securitisation regulation framework
continuously to ensure strict adherence to regulation and, as
appropriate, guidance.

Accounting policies related to securitisation transactions
Financial assets are derecognised from the balance sheet when
the contractual rights to the cash flows from the financial asset

standardised securitisation, and amending Directives 2009/65/EC,
2009/138/EC and 2011/61/EU and Regulations (EC) No 1060/2009
and (EU) No 648/2012



expire or are transferred to another party. The rights to the cash
flows normally expire or are transferred when the counterparty
has performed (e.g.repaying a loan to Nordea). Gains and losses
are recognised when the assets are derecognised by comparing
the carrying amount to the proceeds received.

Synthetic securitisations are generally defined as transac-
tions where an institution buys protection using financial guar-
antees or credit derivatives where the exposures are not derec-
ognised from the balance sheet. For Nordea's transactions, they
typically follow accounting recognition rules specific to guaran-
tees.

For loans not derecognised, provisions are recognised for the
expected losses on the loans without considering the protection
bought. The protection is recognised separately, either as a
derivative or as a reimbursement right for guarantees.

Traditional securitisations where Nordea acts as sponsor
Nordea sponsors a limited number of SSPEs. These SSPEs have
been established to facilitate or secure customer transactions,
either to enable investments in structured credit products or
with the purpose of supporting trade receivable or account
payable securitisation for Nordea corporate customers.
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Credit derivative trading

Nordea acts as an intermediary in the credit derivatives market,
mainly in Nordic names. Nordea also uses credit derivatives to
hedge positions in corporate bonds and synthetic CDOs.

When Nordea sells protection in a CDO transaction, it carries
the risk of losses in the reference portfolio if a credit event
occurs. When Nordea buys protection in a CDO transaction, any
losses in the reference portfolio triggered by a credit event are
carried by the seller of protection.

It is Nordea's policy that CDO positions are held in the
trading book and booked at fair value in accordance with IFRS
13, meaning that they are either mark-to-market or mark-to-
model depending on the availability of external prices. Model
prices are derived based on standard industry methods. Inputs
are available market prices and assumptions primarily relate to
correlation.

Credit derivative transactions create counterparty credit risk
in a similar manner to other derivative transactions.

Counterparties in these transactions are typically subject to
a financial collateral agreement, where the exposure is covered
daily by collateral placements.



|CAAP, stress testing and capital allocation

The main objective of Nordea's internal capital adequacy assessment process (ICAAP) is to ensure that Nordea
and its legal entities are adequately capitalised to cover all risk incurred by the business over a foreseeable future,
including during periods of stress. The level of capital needs to be adequate from an internal perspective, a
regulatory perspective, as well as from a market participant perspective.

ICAAP

The purpose of the ICAAP is to review the management,
mitigation and measurement of material risks within the
business environment to determine an internal capital
requirement reflecting the risks of the institution and to assess
the adequacy of capitalisation. Likewise, the ICAAP is a
continuous process increasing awareness of capital
requirements and exposure to material risks throughout the
organisation, both in the business area and legal entity
dimensions.

As a key part of the ICAAP, stress testing is an important tool
for understanding capital and risk under stressed conditions in a
firm-wide perspective on a regular and ad-hoc basis, and for
specific areas as well as segments. The ICAAP includes a regular
dialogue with supervisory authorities, ratings agencies and other
external stakeholders with respect to capital management,
measurement and mitigation technigues used.

The capital ratios, capital forecasts and capital requirement
for Nordea and its subsidiaries are regularly monitored. The
current capital position and forecasts are reported to ALCO, RC,
GLT and Group Board as well as Boards of subsidiaries . Capital
requirements and capital adequacy are thoroughly reviewed
and documented annually in Nordea's ICAAP submission and
Capital Adequacy Statement, which is ultimately decided on
and signed by BoD.

Key Interactions within ICAAP

Nordea’'s rolling financial forecast (RFF) incorporates strategy,
market conditions and risk through loss projections, the risk
appetite framework (RAF), stress testing results as well as
expectations for future capital requirements. The RAF sets risk
tolerance, principles and maximum exposure levels for the for-
ward looking portfolio, and the RFF incorporates any updates to
the RAF, including changes to risk tolerance influencing the
business strategy.

The risk appetite statements are set considering material
risks and is the articulation of how much risk Nordea is willing to
assume. The risk appetite is defined under both ordinary and
stressed circumstances and furthermore aligned to the recovery
indicators in the Group Recovery Plan. Stress testing permits
evaluation of vulnerabilities and the appropriateness of the risk
appetite statements and the recovery indicators.

Performance is measured using financial and non-financial
KPIs, which impact the size of the variable pay pool. Risk indicators
are considered when determining and allocating the pool, including
implications of stress tests and other risk measures as well as current
and forecasted adequacy of capital and funding. Individual variable
pay outcome uses quantitative and qualitative criteria and is set
considering individual performance relative to risk taken.

The ICAAP and ILAAP are based on a common governance
process as well as common processes to identify, quantify and
manage risks that may impair capital and/or liquidity.
Specifically, inthe ICAAP firm-wide stress testing, the scenarios
are targeted to key Nordea vulnerabilities and include simulation
of liquidity drivers as defined in the ILAAP. Both funding and
capital costs are incorporated into performance assessment,
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forecasting and incentivisation.

Capital planning

The objective of the capital planning process is to ensure
that Nordea and its subsidiaries have a sound mechanism of
budgeting financial resources and forecasting the future needs
of long-term plansand targets. The process includes forecasts of
capital requirements, available capital as well as the impact of
new regulations. Capital planning is based on key components
of the Nordea Financial Planning Framework, which includes
lending volume growth by customer segment and country as
well as forecasts of net profit, including assumptions of future
loan losses. The capital planning process also considers macro-
economic forecasts to reflect the future impact of credit risk
migration on the capital situation of Nordea. An active capital
planning process ensures that Nordea can make necessary
capital arrangements to accommodate strategic and business
objectives, regardless of the state of the economy or the
introduction of new capital adequacy regulations.

Pillar 2 Requirement (P2R)
On 21 December 2022 the ECB decided to set Nordea's P2R to
1.60% of own funds.

Capital and dividend Policy

Nordea’s intention is to hold a CET1 capital management buffer
of 150-200bp above the regulatory CET1 capital ratio
requirement. The bank strives to maintain a strong capital
position in line with the capital policy. Nordea's ambition is to
distribute 60-70% of the net profit to shareholders. Excess
capital in relation to capital targets will be used for organic
growth and strategic business acquisitions, as well as being
subject to buy-back considerations.

Dividend for 2022

Nordea’'s Board has decided to propose that the Annual General
Meeting (AGM) on 23 March 2023 authorise it to decide on a
dividend payment of a maximum of EUR 0.80 per share to be
paid. This corresponds to approximately 70% of the net profit
for the year. The intention is for the Board to decide on a
dividend payment in a single instalment based on the
authorisation immediately after the AGM. The dividend will not
be paid for shares held by Nordea on the dividend record date.

Capital transferability and restrictions

Nordea may transfer capital within Nordea without operational
or legal impediments. However, transfers are subject to the
general conditions for entities considered solvent and with
sufficient liquidity under national legislation and sometimes
subject to approval from the local supervisor. Internal transfers
of capital between legal entities are of importance in governing
the capital positions of the Nordea Group and its legal entities.

Internal capital requirement (ICR) methodology
As part of ICAAP, Nordea defines the ICR as the internal capital
requirement for all material risks from an internal economic



perspective, taking into account the regulatory, normative
through-the-cycle perspective, adequate to withstand periods
of stress.

Based on the normative Pillar 1 risks as regulatory
prescribed, Nordea calculates an internal Pillar 1 equivalent.

For all other risks identified as material and that are
determined to be covered by capital, internally assessed and
approved add-ons are then quantified to arrive at a total capital
requirement for ICR purposes. Examples of such risks include
interest rate risk in the banking book, concentration risk and
pensions risk.

In addition to calculating capital for its various risk types,
Nordea conducts a comprehensive capital adeguacy stress test
to analyse the effects of a series of both global and local shock
scenarios. The results of the stress tests are considered in
Nordea's ICR as buffers for economic stress.
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Stress testing

Stress testing is important due to the vital role that capital plays
for Nordea's resilience to stress. Thus, an appropriate
governance structure is required for the stress testing process.
Key responsibilities include GLT, BRIC and the subsidiary BoDs
engagement in the ICAAP stress testing. In addition, ALCO and
RC review in detail the stress test performed and potential
implications for future capital position. Detailed reviews and
discussions on methodologies, scenarios and results take place
in the Stress Test Oversight Committee, a sub-committee of the
RC. Ultimately, scenarios and key stress design features are
decided on by the RC.

Capital adequacy stress testing is carried out at least
annually duringthe first quarter, using end-of-year data. Ad hoc
stress testing is carried out throughout the year when deemed
necessary. To determine the adeguacy of capital position for
Nordea throughout the scenarios, key financial targets, which
are stated in Nordea'’s capital policy, are also considered.

The key metric for determining the stress test impact is the
CET1 ratio and how it develops during the scenarios. The stress
test capital impact is defined as the percentage point drop in the
CET1 ratio in the most stressed year. In addition, the stress test
capital add-on, defined as the CET1 capital needed to
compensate for the increase in REA and for the reduction in
capital due to negative net profit in the stress scenarios, is
included as a capital buffer in the bank’s internal capital
requirement. The impact is then analyzed in relation to capital
policy, regulatory buffers and internal capital requirements.

As part of the ICAAP and the capital planning process, firm-
wide stress tests are used as an important risk management tool
to determine how severe unexpected changes in the business
and macroenvironment will affect Nordea’s needfor capital. The
stress tests reveal how the capital need varies during a stress
scenario, where the income statements, balance sheet,
regulatory capital requirements and capital ratios are impacted.
Nordea carries out reverse stress tests of various recovery
environments in relation to the development of the Group
Recovery Plan. Reverse stress testing is also used to challenge
the scenarios used in annual ICAAP exercise. Several stand-
alone stress tests for each risk type such as market risk and
liquidity risk are also carried out.

Nordea continuously refines its stress  testing
methodologies and practices to ensure a forward-looking
element.

The general stress test process can be divided into the
following three steps:

e Scenario development
* Calculation
e Analysis and reporting

Figure: Calculation process
Macro scenario
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Stress tests performed

During 2022 Nordea performed internal stress tests in the ICAAP
process based on relevant stress scenarios. In addition, Nordea
participated in the ECB Climate Stress Test. The results of this
exercise was published in July 2022.

Stress test scenarios development

The annual ICAAP stress test is based on three-year global
macroeconomic scenarios. The scenarios are designed to
replicate shocks that are particularly relevant in the current
macroeconomic environment and for stressing the risk profile of
Nordea.

While the annual stress test is based on comprehensive
macro-economic scenarios that involve estimates of several
macroeconomic factors, ad hoc stress tests canalso be based on
direct estimates of risk parameter changes or on changes of a
few selected macroeconomic variables. This enables senior
management to define scenarios and evaluate their impact in
support for capital planning.

After a scenario is developed and quantified, impacts are
translated to relevant parameters and simulated. Advanced
models in combination with stress test methodologies
supported by expert judgment from Business Areas are used to
determine the effect of the scenario.

Stress test calculation

The stressed figures and parameters from the scenario are used
to calculate the effects on the regulatory capital requirements
and the financial statements. Regulatory capital requirement is
calculated based on the credit risk, market risk and operational
risk. The calculations for each risk type are aggregated into total
capital requirement figures.

Stressed figures for loan losses are calculated bottom-up,
based on stressed rating migrations and collateral values.
Stressed point-in-time PDs that are functions of the downturn
scenarios, are used inthe calculationof loanlosses. Theloanloss
calculation also covers idiosyncratic losses related to the
exposure to single customers and industries. The loan loss model
covers both specific and collective provisions. The stressed
impact on other main items on the income statement, like net
interest income and net fee and commission income, are also
calculated. The resulting impact on net profit after dividend is
used to calculate the impact on the own funds components.
Own funds are set in relation to the stressed REA and leverage
exposures to calculate the impact on relevant ratios during a
stress scenario. The figure 'Calculation Process’ below shows
the calculation process used in the stress test framework.

Stressed values of
capital and REA

Stressed capital ratios

Own funds

REA



Capital allocation

Economic Capital (EC) is a framework to allocate capital held by
Nordea to its business areas and is a central component in the
Value Creation Framework (VCF). The VCF supports the
operational decision-making process in Nordea to enhance
performance management and ensure shareholder value
creation.

ECalignstotheGroup’starget CET1ratiolevel whichisset by
the capital policy to ensure a sustainable long-term
capitalisation for Nordea Group. In addition, the EC framework
also include the following items:

e Equity contribution of the insurance business
e (Certain capital deductions
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ESG factors in Business strategy, Governance and Risk

Management Framework

BUSINESS STRATEGY AND PROCESSES

ESG factors in the business strategy

The foundation to setting and aligning sustainability objectives
in  Nordea's business strategy with ESG-related risk
management and risk strategies is the systematic identification
and mapping of relevant and material Environmental, Social and
Governance (ESG) factors for our business operations and
model, and our risk profile across risk categories (Figure 1:
Overall approach to alignment of ESG-related objectives, targets
and limits in Nordea's business and risk strategies).
Identification relies on the concept of ‘double materiality’,
indicating material positive or negative impacts on the planet
and society and their potential feedback through financial
materiality to Nordea and its counterparties.

Sustainability as a core part of Nordea's business strategy
rests on four pillars: (1) financial strength, (2) climate action, (3)
social responsibility, and (4) governance and culture (see
Sustainability Notes S2-6). Within each pillar, we have identified
thirteen Sustainable Development Goals (SDGs) to be of
significance for Nordea (see Sustainability Notes S9).

These four pillars are integrated into Nordea's business
strategy through measurable long-term and medium-term
objectives, 2023-2025 targets, and internal policies. As a guide to
operationalisation and steering of sustainability within the
Group, Nordea is committed to enabling customers to make
sustainable choices and contributing to societal goals through
financing, investments, and our internal operations across all
pillars (see Sustainability Notes S7).

One of the key objectives for Nordea's sustainability steering
is alignment of selected on-balance sheet lending and
investments with the Paris Agreement, especially through
financed Greenhouse Gas (GHG) emissions reductions —
decreasing 40-50% by 2030 and achieving net zero by 2050 at
the latest (see Sustainability Notes S4). Nordea further aligns
the steering of our balance sheet with global best practices,
across identified material sustainability dimensions, through
engagement with Principles for Responsible Banking (PRB), UN

Global Compact, Equator Principles, Poseidon Principles and
other key benchmarks and their implementation within our
lending and investment policies and management practices (see
Sustainability Notes S$S11-12). For sustainability steering in
Nordea’s internal operations, such commitments are embedded
in our policy frameworks, including third-party procurement,
travel and employee conduct (see Sustainability Notes S4-6 and
12).

For the purposes of this report, Nordea's strategic
sustainability ambition and management of material ESG-
related risks are cross-mapped to the respective factors in our
taxonomy of ESG factors, as detailed in section Environmental,
Social and Governance Factors.

EU Taxonomy-aligned Financing

Nordea introduced new long-term targets in 2021 and in 2022
for the period 2023-2025, to support the delivery of the four
pillars. An alignment of assets and income to the EU taxonomy
is seen as an action to achieve these targets.

Nordea will start measuring the Green Asset Ratio (GAR) for
2023. After the GAR is initially measured, the proportion of EU
taxonomy-aligned assets and investments will be monitored.
Further expansion of the disclosure requirements by
counterparties and EU taxonomy itself, as well as improvements
in data quality, coverage and accessibility, are expected to
enhance the measurement of the GAR through 2026.

For2021and 2022, in line with the EU Taxonomy Regulation,
Nordea is measuring and disclosing the proportion of the total
assets of exposures to Taxonomy non-eligible and Taxonomy-
eligible economic activities. The first results and the
methodology for identifying eligible assets can be found in the
Annual Report 2021 (see Annual Report, page 91-92). The scope
of the 2021 disclosures were limited and only included
household mortgages as eligible assets. For 2022, the scope has
increased, adding eligible assets related to car loans as well as
exposures to undertakings falling under the Non-Financial
Reporting Directive (NFRD).

Figure 1: Overall approach to alignment of ESG-related objectives, targets and limits in Nordea’'s business and
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GOVERNANCE
ESG factors in Governance

Group governance

Nordea embeds oversight of strategic steering on material ESG
factor impacts in its governance model (Figure 2: Overview of
ESG-related governance model)(see Sustainability Notes). The
Nordea Bank Board (NBB) oversees the implementation and
alignment of the business and risk strategies through the Board
Operations and Sustainability Committee (BOSC), which assists
NBB in fulfilling its oversight responsibilities on sustainability
impacts, the Board Risk Committee (BRIC), which assists NBB in
fulfilling its oversight of ESG factors as a driver of risk, and the
Board Audit Committee (BAC) which assists NBB in fulfilling its
oversight on reporting and disclosures.

At the Group Leadership Team (GLT) level, the
Sustainability & Ethics Committee (SEC) oversees
implementation of sustainability in the business strategy and
facilitates operational ESG-related risk management, the Risk
Committee (RC) has oversight of the implementation of ESG-
related risk strategy and policy framework, and the Asset and
Liability Committee (ALCO) monitors and decides on principles
for the performance management framework and the financial
planning framework. Additionally, Risk Committee sub-
committees opine on ESG-related topics within their mandates.

A suitability assessment of the individual Board members
and of the Board as a whole is completed annually and its
outcome is taken into account in the annual training plan. NBB
and GLT trainings for 2022 covered greenwashing risk,
regulatory developments, climate-related physical risks and
biodiversity loss.
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Specifically, ESG-related risks in the credit process are
governed according to the delegated Powers to Act and
approvals  follow the established decision-making
responsibilities and accountabilities. For customers associated
with a high level of ESG-related risk, decisions are escalated to
higher-level credit committees as relevant.

Project governance

A Group-wide ESG programme was established in 2021 with the
objective to ensure efficient and consistent implementation of
ESG factors in the business and risk strategies across 15t and 2n
Lines of Defence (LoD) and delivering on relevant regulatory
changes. The programme is overseen by an Operational Steering
Committee (OSC), co-chaired by the Chief of Staff and Head of
Group Credit Risk Control (GCRC), and involves all relevant
Business Areas (BAs) and Group Functions (GFs). A key focus of
the programme is establishing an ESG Data Foundation (EDF),
supporting data driven portfolio steering, risk management,
disclosures and management oversight.

Figure 2: Overview of ESG-related governance model
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ESG factors in organizational structure and reporting

ESG is treated as an integrated component of existing processes
for decision-making, risk management and control, escalation
and reporting across the 3 LoDs. The 15t LoD is responsible and
accountable for setting and implementing the strategic
approach to managing ESG factor impacts and managing ESG-
related risks. The Chief of Staff is accountable for ensuring
coordination and facilitation of this mandate. The 2™ LoD is
responsible and accountable for developing the ESG policy
framework and provides oversight to 15t LoD implementation of
the business and risk strategies. The Head of GCRC is
responsible for coordinating and facilitating this mandate. The
3 LoD provides independent and objective assurance and
advice related to ESG-related risks.

For each of the three LoDs, a function and its associated
head are assigned as ESG coordinator and ambassador within
their LoD and toward the other LoDs. Group Sustainability (GS)
is responsible for 1t LoD coordination and GCRC is responsible
for 2" LoD coordination. Group Internal Audit (GIA) coordinates
ESG assurance and advice activities based on GIA's risk
assessment in order to provide sufficient and relevant audit
coverage. Coordination between risk areas is mandated for on
key topics, such as greenwashing, and processes, such as the
aggregation of ESG-related reporting, to ensure coherent and
consistent implementation of the ESG policy framework.

New functions were established in Group Sustainability and
Balance Sheet & Portfolio Management to operationalise
portfolio steering. Development priorities for 2023 in the
programme are continued progress toward steady-state
sustainability steering of portfolios, data, and methods
enhancements for strategic KPIs and impact assessments, and
strengthening the associated monitoring and control
framework.

Nordea has a three layer approach to increase ESG
competence and awareness throughout the Group: 1) General
training to all employees in mandatory Code of Conduct training
that embeds also ESG-related principles and two general non-
mandatory e-learnings. Regulatory changes are also
implemented with relevant training to employees impacted by
the change as needed; 2) Tailored training for identified groups
of employees that work directly with ESG; and 3) In-depth
training for selected groups. Tailored and in-depth trainings
Group Risk in 2022 prioritised greenwashing risk management
and financed emissions accounting for strategic oversight.
Employees in Group Compliance have had mandatory targeted
ESG-themed learnings on ESG-regulatory requirements,
terminology and the EU taxonomy regulation.
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During 2022, the ESG management reporting has evolved
into an established process within 15t LoD to gather and analyse
the most important aspects of the development of ESG metrics
subject to discussionat ALCO and GLT. The ESG metrics include
an overview of the ESG KPIs, the financed emissions
development and forecasted trajectories, as well as historical
and actual development of EU Taxonomy eligible assets,
sustainable finance, - funding, and - savings.

Aggregated and quarterly ESG specific reporting to NBB was
enhanced to include:

e ESG Programme  monitoring of  strategic
implementation progress, including progress against
sustainability targets, voluntary and supervisory
commitments, through a Sustainability Roadmap;

¢ ldentification and monitoring of ESG as a driver of
Compliance, Operational, Liguidity, Market, Capital
and Credit risks; and

e Financed emissions developments across Business

Areas, geographies, industries and customers
supplemented with deep dives (see Sustainability
Notes S4).

Further reporting is conducted as an embedded component
of ICAAP, including capital adeguacy, stress testing and scenario
analysis (see section ICAAP, stress testing and capital
allocation), and Group Compliance Report for the Group Board.

ESG in remuneration policy

In 2022, Nordea has integrated further ESG goals applicable for
remuneration for the Group Leadership Team and other senior
leaders across the Nordea Group. The ESG goals in
remuneration in 2022 aim to support Nordea in fulfilling its
sustainability and climate objectives in three key areas: (1)
milestone progress in relation to Nordea's sustainability
implementation plan, (2) volume increase for green financing,
and (3) gender balance improvement in senior leadership levels.
This is in addition to the current non-financial KPIs on employee
engagement, customer satisfaction and risk, compliance and
conduct priorities, as well as goal supporting Nordea's financial
targets. This means that a material portion of the GLT's and
senior leaders' non-financial goals for remuneration measured
at Group-level are linked to ESG goals.



RISK MANAGEMENT FRAMEWORK

Policy framework for ESG factors

The policy framework for ESG-related risks was updated in
2022, covering key principles for applying the “double
materiality” concept to ESG factors and their coherent
embedment in the relevant risk area frameworks and processes.
Guidance on risk appetite is also provided in the ESG policy
framework, including on financed emissions limits as they relate
to a standardised “carbon budget” and financed emissions
accounting methodology for the Group.

ESG factors may drive credit, market, liquidity, compliance,
operational and capital risks variably. Thus, the principle for
embedding them in the Common Risk Taxonomy and
framework is their materiality in driving each risk category. To
facilitate this factor assessment, ESG-related risks were defined
as Level 2 risks under credit, market, and liquidity risks in 2021.
In 2022, several ESG-specific Level 3 risks were defined under
selected categories of compliance and operational risks;
including for financial reporting, reputational, outsourcing and
third party, physical security, technology, conduct and customer
outcomes, governance and people risk. A new ESG-related risk
was also added under capital risk.

Nordea defines ESG factors as environmental, social or
governance characteristics that may have a positive or negative
impact in the short, medium or long term on the financial
performance or solvency of Nordea or its counterparties across
the value chain. These factors link to the Risk Taxonomy by
applying them as implicit drivers in the assessment of risk
materiality for each category, with “ESG-related" risk definitions
also included explicitly in the respective risk taxonomies to
ensure operational visibility by the organisation. A taxonomy for
ESG factors was developed in 2021, which is shown in the
respective tables in this report, see section Environmental, Social
and Governance Factors. Nordea’'s ESG factor taxonomy aims
toward alignment with the EU Taxonomy environmental
objectives and European Banking Authority’s guidance. All ESG
factors are applied in assessment of credit and operational risks
impacts, while market, liquidity, capital and compliance risks set
a narrower scope accounting for best practice, regulatory and
supervisory guidance, and expert knowledge of the risk profile.

For the purpose of assessment of financial materiality, short
term s defined as less than one year, medium term as one to ten
years and long-term as ten years or above (Figure 3: Nordea's
approach to assess potential materiality of ESG factors on
financial risk categories ). ESG factors driving risk categories are
assessed following a three-step approach:

1. Qualitative assessment and ranking of the potential
impact of each factor to sub-risks by low, medium or
high within each relevant risk's Common Risk
Taxonomy to identify potentially material impacts and
transmission channels;

2. Quantitative risk identification and impact assessment
methods as applied for relevant risk areas, as part of
the annual risk materiality assessment in the Internal
Capital Adequacy Assessment Process (ICAAP),
Internal Liquidity Adequacy Assessment Process
(ILAAP) or related pilot exercises;

3. Where the impact to the risk profile is assessed as
material, inclusion in the risk area framework and
correspondingly the risk appetite framework shall be
considered to ensure ESG-related risks are prudently
managed over a sufficiently long-term horizon.

Transmission channels are the causal chains that explain
how ESG factors impact Nordea through its counterparties,
invested assets, third parties or its own operations. For example,
lower profitability, lower asset valuations, or increased
compliance costs. Each risk area is required to indicate the
transmission channels considered as part of the financial
materiality assessment of each ESG factors at least qualitatively
or guantitatively to assess impact where relevant. Outcomes are
detailed further in the section Environmental, Social and
Governance Factors of this report. Analysis covers at least the
Personal Banking, Business Banking and Large Corporates &
Institutions Business Areas in scope of the Capital Requirements
Regulation (CRR), unless otherwise specified.

Figure 3: Nordea's approach to assess potential materiality of ESG factors on financial risk categories
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ESG factors in risk appetite framework

As Nordea progressively identifies, quantifies, assesses the
impact and specifies the materiality of ESG factors on its risk
profile, our risk appetite framework is periodically updated.
Nordea first introduced a qualitative Board approved ESG-
related Risk Appetite Statement (RAS) in 2019 setting the ESG-
related boundaries within which Business Areas can operate.
The current RAS requires prudent management of material ESG-
related risk exposures across risk types and engagement with
customers to align with the Paris Agreement and Nordea’'s
reduction in associated financed emissions exposure over time.

The ESG policy framework sets guidance for the ESG RAS
criteria and governance for limit monitoring, reporting, and
breach escalation. Board approved limits were also introduced,
with a Key Risk Indicator (KRIs) for limiting the financed
emissions levels attributed to loans to the public. Further limits
associated with specific ESG factors are specified in section
Environmental, Social and Governance Factors. Continued
development of the RAS and KRIs in 2023 will reflect the
maturation of ESG factor impact calibration within risk
categories and portfolio steering of the existing risk and business
strategies.

Credit and investment strategies for selected industries can
include limiting exposure to harmful or controversial economic
activities that Nordea refrains from financing. Industry Credit
Policies (ICPs) provide guidance, as a part of the credit risk
assessment and loan origination processes, on those ESG factors
that Nordea seeks to limit exposure to, thus managing potential
new business that is misaligned with Nordea’s sustainability
targets, objectives and risk appetite. The ICPs are cascaded in
the credit risk framework, aligned with the Sector Guidelines,
which are publicly available, outlining those activities that
Nordea either refrains from financing or provides guidance in
terms of requirements or recommendations for Nordea's
customers. Nordea publishes such requirements in Sector
Guidelines for the forestry?, real estate?, shipping? agriculture®,
gambling®, fossil fuel based’, defence®, mining® (see
Sustainability Notes S11).

The Investment strategy concerning the Long-term Illiquid
Asset (LITA) portfolio includes a detailed ESG analysis and
separate ESG rating. The approach is aligned towards Nordea’s
minimum requirements and long term targets.

2 https://www.nordea.com/en/doc/nordea-sector-guideline-for-the-
forestry-industry.pdf

3 https://www.nordea.com/en/doc/nordea-sector-guideline-for-the-
real-estate-industry.pdf

4 https://www.nordea.com/en/doc/nordea-sector-guideline-for-the-
shipping-industries.pdf

5 https://www.nordea.com/en/doc/sector-guideline-agricultural-
industry.pdf
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6 https://www.nordea.com/en/doc/nordea-sector-guideline-for-the-
gambling-industry.pdf

7 https://www.nordea.com/en/doc/nordea-sector-guideline-for-fossil-
fuel-based-industries.pdf

8 https://www.nordea.com/en/doc/nordea-sector-guideline-for-the-
defence-industry5.pdf

9 https://www.nordea.com/en/doc/sector-guideline-mining-
industry.pdf



Environmental, Social and Governance Factors

ENVIRONMENTAL FACTORS

Figure 4: Mapping of double materiality assessment scope for environmental factors, covering sustainability

impacts and materiality for financial risks

Strategic ambition set for... Financial materiality assessed for...
Environmental Factors selected own selected financial Credit risk Market risk Liquidity risk Capital risk
operations counterparts 2021 2022 2021 2022 2021 2022 2021 2022
Contribution/
mitigation ‘/ \/
Climate
change
Vulnerability/resilienc
e to hazards
Contribution to the protection/ loss of \/
biodiversity and habitat destruction
Vulnerability/ resilience to other
environmental hazards (not climate \/
related)
Contribution to/ mitigation of freshwater \/
stress
Contribution to a circular economy or
mitigation of resource scarcity/ \/ \/
production of hazardous or non-
recyclable waste
Contribution to/mitigation of water, air \/ \/
and land contamination

Legend

Qualitative factor mapping methodology applied, assessed as a potentially material driver of risk category
Qualitative factor impact methodology applied, assessed as a material driver of risk category

_ Quantitative factor impact methodology applied, assessed as a material driver of risk category

Assessment of factor as a driver of the risk category planned, not yet documented

Quantitative or qualitative factor impact methodology applied, assessed as a non-material driver of risk category

Assessment of factor as a driver of the risk category not in current planning scope, dependent on further regulatory guidance

ENVIRONMENTAL FACTORS IN BUSINESS STRATEGY AND
PROCESSES

Investment and Credit strategies: targets, objectives and limits
For achieving sustainable impact on environmental factors, the
SDGs identified as material include SDG 7, Affordable and clean
energy, and SDGs 12-15, Responsible production and
consumption, Climate action, Life below water, and Life on land
(see Sustainability Notes S9). Climate action has so far been
prioritised with the objective to become a net-zero emissions
bank by 2050 at the latest, Nordea has committed to support our
customers to address their impacts while also reducing our own
impact (see Sustainability Notes S4 and S9). This strategic
ambition is implemented through various internal and external
policies concerning selected own operations and financial
counterparties, which have been aligned with international and
European policy frameworks and benchmarks.

Climate change has so far been the primary environmental
factor in scope for Nordea, with our 2030 and 2050 objectives
and medium-term targets. Nordea issued a position statement
on climate change in 2019, outlining key commitments including
support for the Task Force on Climate-related Financial
Disclosure (TCFD) recommendations and development of
financed emissions reporting aligned with the GHG Protocol and
Partnership for Carbon Accounting Financials (PCAF) Standard.
Business Area strategies towards 2025 are set to engage with
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counterparties to reduce financed emissions and to grow
sustainable financing to support the 2030 objective. A first
round of interim sector-specific emission targets set in 2022
cover shipping, oil, gas and offshore, residential real estate
(household mortgages and tenant-owned associations), and
thermal peat mining (see further information on targets in
Sustainability Notes S4).

To inform industry-level credit strategies, available
customer-level emissions data is collected and assessed
through climate-related industry deep dives, already covering
oil, gas and offshore, shipping, mining and supporting services,
power production, utilities, waste, and water management, and
residential real estate (see Sustainability Notes S4). Climate-
related transition deep dives involve quantifying each portfolios’
alignment of three scenarios of policy-driven transition
pathways and Nordea's 2030 objectives. A comparative
transition policy analysis, covering international, European,
Nordic and peer benchmarks, is also completed as part of each
deep dive. Credit strategies are updated to take into account
deep dive outcomes, linking the business and risk strategies and
developing criteria for assessing counterparties’ transition
planning in credit decisioning where relevant.

The quantitative financed emissions limit, set by the Board
in Q4/2021 backstops Nordea's 2030 objective and operates as
a “carbon budget” for retail and corporate lending. The limit
comprises the financed emissions stemming from the drawn



lending of Scope 1 and 2 carbon dioxide equivalent GHG
emissions of our counterparties. The limit is measured in relative
terms to the 2019 year-end level, monitored on a quarterly basis
in the Group Risk Report. During 2022, Nordea also adjusted its
limits and thresholds on lending to specific activities in fossil
fuel-based industries covering coal mining, oil and gas fields,
thermal coal and thermal peat.

To ensure that portfolio steering accounts for quantified
climate-related objectives, Nordea is integrating financed
emissions developments to the Rolling Financial Forecast (RFF)
with initial projections to 2030 wusing policy-driven
decarbonisation targets, estimated financed emissions levels,
and Business Area lending volume forecasts. An internal
Financed Emissions Forum monitors developments according
to these steering activities and utilisation of the associated
financed emissions targets, objectives and limits. The forum
includes representatives from relevant Business Areas and
Group Functions, with escalation to the Risk Committee. For
more information on Financed Emissions, please see the
Sustainability section in the Annual Report.

Beyond climate, nature-related issues are increasingly a
priority requiring urgent coordinated and global action. Nordea
currently has commitments in place for shipping, through
Responsible Ship Recycling Standards (RSRS) and Poseidon
Principles, and the Equator Principles for project finance.
Mitigation of fresh water stress, resource scarcity and water, air
and land contamination are also addressed in Nordea's current
strategic ambition. Commitments for selected financial
counterparties are specifically in place for recycling and
pollution prevention in shipping, through Responsible Ship
Recycling Standards, generally through the UN Global Compact,
and for project finance via the Equator Principles. Nordea states
expectations on clients in regard to supporting biodiversity in
the sector guidelines for agriculture, forestry and the fossil fuels,
mining and real estate.

Concerning environmental factor impacts in Nordea's own
operations (see Sustainability Notes S4), the Code of Conduct
sets out the importance of employees acting in a manner
conducive to caring for the environment and third-party
procurement process assesses selected environmental impacts.
Finally, Nordea has developed an internal carbon reduction plan
10 2030 (see Sustainability Notes S4).
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ENVIRONMENT-RELATED RISK MANAGEMENT

Definitions and methods

Nordea defines the list of environment-related factors in
accordance with the European Banking Authority's report on
management and supervision of ESG risks for credit institutions
and investment firms (EBA/REP/2021/18) and the EU's
Regulation (EU) 2020/852 as a framework to facilitate
sustainable investment. Currently, this list includes six identified
factors, with climate change split according to transition and
physical sub-components. Since 2020, Nordea has assessed the
materiality of climate change as a factor potentially driving
credit risk, while liguidity, capital and market risks started
assessment of climate change materiality in 2021. From 2022,
materiality of relevant environmental factors were assessed for
financial risk categories as outlined in Figure 4 (Mapping of
double materiality assessment scope for environmental factors,
covering sustainability impacts and materiality for financial
risks) and non-financial risks. This assessment is reviewed
annually. Further assessment of environmental factors, moving
toward quantification of impact, is expected for most financial
risk categories as indicated while data and methods are
expected to improve over time.

Risk identification and monitoring

Capital risk

Anassessment of the top 15 horizon risks was performed in 2021
for the period 2022-2025, defined as emerging or existing risks,
with impacts on profitability or the bank’s strategy. 'Faster
Climate Risk Transition' was identified in the highest risk
category. The analysis impacts created greater transparency of
the risk at the Board level.

In response, Nordea's business model risk self-assessment
considers climate-related impacts on Business Area strategies
and their operationalisation since 2021. In 2022, Business Areas
accounted for progress on Nordea's 2030 objective on financed
emissions reductions and stress testing results. In the short- to
medium term horizon, the key themes were challenges related
to increasing climate-related transitional regulatory pressure
(see section “Regulatory developments”), changing demand
patterns and differing transition planning schedules across the
customer base. Data limitations continue to impact granular
portfolio steering. The growth of sustainability-related products
and support for customers’ transitions in high emitting sectors
are areas with prioritised action, as outlined in Sustainability
Notes S4 and S7). In the longer term, our business model is
exposed to risks relating to the adaptation of new technologies
and greater asset stranding than today and may not be
economically viable.

Credit risk

In 2022, Nordea performed an assessment of the potential
materiality of all environmental factors on the credit risk profile
by mapping external ESG indexes of industries from MSCI and
the Sustainability Accounting Standards Board (SASB) and
Nordea’s Credit Risk Appetite Framework industries in order to
identify the most potentially vulnerable industries in Nordea's
portfolio. The assessment was supplemented with internal
quantitative impact assessments, such as climate-related
transitional and physical, short and long-term stress testing and
internal and external research. In2021, Nordea assessed that the
relationship between global corporate’s GHG emissions
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intensities levels and their probabilities of default indicating that
a quantified GHG emissions reduction target related to lower
probabilities of default. Further analysis is required to determine
if the results are relevant on a Nordic level.

Portfolios identified as potentially vulnerable to climate
change mitigation effects include oil, gas and offshore, shipping,
mining and supporting activities, utilities, distribution and waste
management, power production, material, paper and forest
products, animal husbandry, fishing and aquaculture, crops,
plantation and hunting, air transportation, land transportation,
capital goods, construction, and real estate management (see
further description of deep dive outcomes in Sustainability
Notes S4). ldentification is based on a bespoke internal
transition risk heatmapping methodology, validated through
peer comparison and analysis of industry level GHG emissions
intensities.

Climate-related physical risks were assessed as potentially
material in the medium and long terms, if impacts are uninsured.
Nordea’s 2020 Norwegian residential real estate study and 2022
physical risk assessment of the Nordic residential real estate
portfolio confirmed a potentially material impact of physical
hazards for this portfolio, though in the latter analysis only
beyond 2040. Through two pilot stress testing exercises, 1) on
sea level rise impacts to housing prices in Denmark in 2021, and
2) via drought, heat and flooding scenarios in the ECB’s 2022
exploratory exercise, a limited unmitigated impact was
identified in both exercises (see section “ICAAP, stress testing
and capital allocation”). Portfolios identified as potentially
vulnerable to these effects include real estate, paper and forest
products, animal husbandry, fishing and aquaculture, crops,
plantation and hunting, and power production. Identification is
based on a bespoke internal physical risk heatmapping
methodology, validated through external scientific review and
analysis of physical hazard impacts across the Nordic region on
postal code level.

Contribution to protection/loss of biodiversity and habitat
destruction was assessed with the same result as climate-
related physical risks. A 2020 internal brief investigated the
scientific interactions between climate change and biodiversity
loss, indicating a potential for increased pathogen incidents
dependent on increased deforestation, industrial agriculture
expansion and unmitigated climate change during the long-
term. Portfolios identified as potentially globally vulnerable and
material in Nordic context to these effects include crops,
plantation and hunting, animal husbandry, fishing and
aquaculture, paper and forest products and accommodation
and leisure.

The potential materiality of other environmental factors for
credit risk, as listed in Figure 4: Mapping of double materiality
assessment scope for environmental factors, covering
sustainability impacts and materiality for financial risks, was
gualitatively assessed as potentially low for the aggregated
Nordea credit exposures, corporate and retail, supported by
evidence of top ratings of the Nordic countries in external
reports and rankings. Analysis considered The Global Risk
Report by World Economic Forum (2021), the Water Risk Atlas
(2022) by World Resources Institute, European Environmental
Agency Europe’s air quality status (2021), Status of local soil
contamination in Europe (2018) by Joint Research Centre,
Circularity Gap Report (2020) by Circle Economy, and the
European Sustainability Business Federation report on Circular
Economy Update (2019). Only non-climate environmental
hazards were assessed as potentially material in the medium



and long-term in the context of Norwegian real estate portfolios.
Next steps in 2023 for ESG-related credit risk are to continue
development of quantitative counterparty analysis for selected
factors, as material and relevant according to the outcomes of
the 2022 assessment.

Market and liquidity risks

Description of environmental-related stress testing performed
for Market and Liquidity risks are provided in the Liquidity Risk
and ILAAP section. Improvement in classifying equities based on
their sector will be a continued focus as Nordea iterates and
further integrates ESG factor aspects to market risk activities.

Non-financial risks

Non-financial risk areas that are impacted by the environmental
(as well as social and governance) factors were identified in
2021 to determine those areas most materially impacted within
the operational and compliance risk taxonomies. As introduced
in section ESG factors in Business strategy, Governance and Risk
Management Framework, new ESG-related sub-risks were
included under existing L2 risks accordingly.

The assessment was updated in 2022 based on a qualitative
assessment approach, prior to mitigation, according to the
following steps:

1. Relevant ESG-factors were mapped to each Level 2
risk

2. Factor impact assessment was performed considering
short-term and long-term effect

3. The assessments were justified with the expert
opinion, and supported with examples or
events/incidents if any

Based on the ESG factors impact assessment, environmental
factors were assessed as materially impacting operational risk
categories and non-applicable for compliance risk categories.

Risk mitigation

Loans to the Public

For Environmental-related credit and capital risks associated
with Nordea's loans to the public, factor impacts are responded
to through embedding ESG in the business strategy and,
specifically, the financed emissions reduction targets and
objectives and Nordea's commitments toward exclusion of
certain harmful activities as outlined our credit strategies. These
actions have resulted in granulation of targets for four sectors in
2022, as outlined in Sustainability Notes S4, and improvement
of financed emissions data quality and monitoring. Such
responses can mitigate potential exposure to climate-related
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transitional effects, by improving the identification, monitoring,
assessment and reporting for the most vulnerable portfolios and
customers and their associated transition capacity.

Climate-related physical risks as currently assessed, in the
context of real estate, are considered potentially mitigated
through measures including, insurance coverage requirements
for counter