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Disclosure requirements

This report has been prepared in accordance with the le-
gal disclosure requirements laid down in the EU's Capital
Requirements Regulation (CRR) and, combined with sup-
plementary data material, it meets the requirements. The
supplementary data material is available at nykredit.com.

The report covers the Nykredit Group, including the
Nykredit Realkredit Group. Besides the Nykredit
Realkredit Group, the Nykredit Group includes the com-
pany Nykredit A/S. The sole activity of Nykredit A/Sis its
ownership of Nykredit Realkredit A/S. The Nykredit
Realkredit Group is referred to in the report as Nykredit.

Disclaimer

This document is an English translation of the original
Danish text. In the event of discrepancies between the
original Danish text and the English translation, the Dan-
ish text shall prevail.
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2024 in brief

Nykredit's business activities involve certain risks that have an im-
pact on society as well as on our business. Being a systemically
important financial institution (SIFl), and a mutual company,
Nykredit has a special responsibility. Our risk management there-
fore focuses on providing sustainable financial solutions that are
viable for Nykredit, for our customers and for society in the short,
medium and long term.

Nykredit has made a voluntary public tender offer for Spar Nord
with the aim of delisting the company and integrating Spar Nord
in the Nykredit Group. The tender offer is subject to approval by
the authorities and is conditioned on Nykredit acquiring 90% of
the shares to be able to compulsorily acquire the remaining
shares and delist Spar Nord.

By joining forces with Spar Nord, Nykredit is further consolidating
its banking position and becoming the bank in Denmark with the
largest branch network. The combination will strengthen
Nykredit's overall position, and the ambition is to become Den-
mark's customer-owned relationship bank. Nykredit's Group strat-
egy — Winning the Double 2.0 — will continue unchanged, and the
Nykredit Group will continue to work to strengthen the collabora-
tion with the partner banks in Totalkredit and Sparinvest.

Nykredit maintained a satisfactory risk profile throughout 2024
Danish GDP growth was lower than expected in Ql, but has since
picked up within virtually all components, and overall, the Danish
economy expanded significantly in 2024. Growth was broad-
based, albeit with the pharmaceutical sector as a strong driver.
The Danish economy is expected to continue growing at a solid
pace in the coming years, supported by a more accommodative
monetary policy, with interest rate cuts expected at all ECB mon-
etary policy meetings in H1/2025.

Danish households experienced real wage growth and a contin-
ued increase in employment, and many homeowners benefited
from interest rate declines during the year.

Nykredit forecasts rising house prices at national level in 2025 and
2026 on the back of rising incomes, falling interest rates and a
strong labour market. House prices will also be fuelled by lower
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housing taxes in 2025, which will be based on the price develop-
ment in 2022-2024 when housing prices dropped.

Donald Trump's agenda of protectionism and tariff walls creates
uncertainty in the long run, especially for a small and open econ-
omy such as Denmark. The exactimplementation and conse-
quences of Mr Trump's policy are still difficult to predict. If Mr
Trump's tariff proposals are implemented in 2025 and 2026, this
will, other things being equal, put downward pressures on Danish
exports in the years to come.

Credit quality remains high

Most of Nykredit's loan portfolio consists of personal customers
with home loans. Their credit quality is generally good, supported
by high employment, high savings levels, low LTV ratios and real
wage growth. Also, Nykredit's personal customers have proved
resilient to the interest rate increases in recent years, which have
not given rise to significant fluctuations in arrears, overdrafts or
write-offs.

In 2024 the credit quality of Nykredit's business loan portfolio de-
clined slightly, mainly driven by the onset of higher interest rates
and input prices in 2023, which have now materialised in custom-
ers' financial statements and ratings. The development in custom-
ers' ratings differs across industries, but generally, the ratings fell
from strong levels. The credit quality of Nykredit's largest busi-
ness customers remained unchanged to a higher degree. Further,
Nykredit's is predominantly exposed to less cyclical segments,
such as the food, pharmaceutical and chemical industries.

Property rental saw a decline in activity levels as a result of rising
interest rates, leading to downward pressures on transaction
numbers and prices. This segment represents a large proportion
of the loan portfolio, and Nykredit has given the area high priority
in terms of LTV monitoring and dialogue with customers showing
initial signs of weakness. However, LTV ratios are still low, and
customers are generally resilient following a long period of growth
in the segment. Nykredit has carried out sensitivity calculations on
an ongoing basis to ensure that risks are adequately addressed in
credit assessments, and that the necessary steps have been
taken in terms of impairments and capital.

Nykredit has maintained impairment provisions to prevent any
losses resulting from, for instance, geopolitical tensions. These
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provisions were reduced in 2024, while provisions for ESG-re-
lated risks have been increased. The levels of arrears, overdrafts
and write-offs remained very low throughout the year.

Nykredit's liquidity and funding remained robust

Nykredit currently holds a strong liquidity and funding position.
Throughout 2024, Nykredit maintained liquidity reserves ade-
quate to counter the periods of market turmoil seen during the
year and accommodate increased loan demand. Over a number
of years, Nykredit has tightened its internal guidelines and re-
quirements to secure robust liquidity reserves resilient to even
severe liquidity stress.

In 2024 Nykredit maintained its business activities in a changing
monetary policy environment, including the selling and issuing of
bonds to fund its day-to-day lending and scheduled refinancing
operations. Market liquidity was robust, and Nykredit remained
able to sell bonds on an ongoing basis and to obtain long-term
funding at competitive prices.

Strengthened management of non-financial risks

In line with the growing cyber threat and the expectation that the
number of cyber attacks will increase, Nykredit has ramped up ef-
forts to ensure that our IT risk management, including our cyber
defence and IT contingency set-up, is able to handle the threat.
Focus is particularly on ensuring that the most critical parts of our
business operations are also the most resilient.

In addition, Nykredit conducts penetration testing and/or Red
Team testing, where professional hackers challenge Nykredit's
cyber defence, testing Nykredit's capacity to handle security inci-
dents in practice. Any potential risks identified are subsequently
reduced through mitigating measures.

Further, Nykredit has participated in the Danish Financial Supervi-
sory Authority's (FSA's) cyber stress test and participates in sec-
tor collaborations to ensure continued robust risk management.

In 2024 Nykredit also had a sharp focus on preparing to comply
with the upcoming requirements under the Digital Operational
Resilience Act (DORA), which will apply from 17 January 2025.
DORA will replace existing IT risk management requirements, in-
troducing much stricter detailed requirements.

2/56



Fraud prevention and control
Nykredit works actively and continuously to prevent, combat and
manage fraud against our customers.

An important element in the prevention and combating of fraud is
information campaigns and awareness initiatives, and we support
Finance Denmark's safe banking campaign, which will continue
into 2025. A number of awareness initiatives will be launched,
aimed at Nykredit's customers as well as customer-facing staff.

Focus on sustainability (ESG) risks

Nykredit's sustainability risk management is continuously as-
sessed and improved as warranted by the risk outlook and based
on maturing legislation and data in the area. The management of
sustainability risks is incorporated into the management of tradi-
tional risk types, and the transmission channel towards credit risk
is considered to constitute Nykredit's most significant risk. There-
fore, efforts in this particular area took a high priority in 2024 and
will continue to be of key importance in 2025. In 2024 the ESG
credit tool was updated to enable a more detailed assessment of
sustainability risks in credit approval processes, and efforts re-
lated to climate adaptation and physical risk assessment were in-
tensified. This work will continue in 2025.

In connection with the publication of the EBA Guidelines on the
management of ESG risks within the framework of CRD6, a gap-fit
analysis has been prepared in relation to existing management
tools. The efforts to ensure compliance with the Guidelines build
on an existing, solid foundation. For example, working with the
double materiality analysis and the climate transition plan in the
context of the CSRD as well as the ESG credit tool will provide a
good basis for addressing key parts of the new Guidelines.

In 2024 Nykredit strengthened the organisation of activities in this
area by placing responsibility for cross-organisational efforts with
a new organisational unit. This unit, which is part of the strategy
function, is also in responsible for ensuring the important cross-
Group coordination, and for ensuring that priorities in this area re-
flect the focus areas of the Executive Board and the Board of Di-
rectors and also that the activities of the Group complement each
other.
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To support this work and ensure implementation in the business
units, a preparatory ESG forum has been set up with the aim of
ensuring progress, developing our ESG strategy, and assessing
trends and new regulation in the area.

Capital need

The Board of Directors has set a Common Equity Tier 1 (CET1)
capital target of 15.5-16.5% of the risk exposure amount (REA),
whereas the overall target for own funds has been set at 20.5-
21.5%. With a CET1 capital ratio and a total capital ratio of 20.5%
and 23.4%, respectively, Nykredit is comfortably above these cap-
ital targets, which provides strategic leeway. In addition, Nykredit
may obtain new CET]1 capital from its owners through Forenet
Kredit's capital resources and investment commitments from a
number of Danish pension companies. Consequently, Nykredit
has the same access to capital as a listed SIFI. Also, Nykredit
holds CET]1 capital to meet the new Basel requirements, which
will be phased in up to 2032.

Chart 1.1: Breakdown of risk exposures

= Credit risk
= Counterparty risk
Market risk

= Operational risk
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Table 1.1: Financial highlights
Nykredit Realkredit Group
Year-end
DKK billion/% 2024 2023 2022
Capital adequacy and capital
CET]1 capital ratio, % 20.5 20.4 19.5
Total capital ratio, % 23.4 23.7 233
Leverage ratio, % 53 5.1 51
Internal capital adequacy 10.4 10.6 1.6
requirement, %
Risk exposure amount 475 433 438
Funding and liquidity
Liquidity Coverage Ratio 454
(LCR), % 310 283
Net Stable Funding Ratio 142
(NSFR), % 147 149
S&P long-term Issuer Credit A+/stable A+/stable  A+/stable
Rating/outlook
Fitch long-term Issuer Credit AA-/stable A/stable A/stable
Rating/outlook
Encumbered assets, % 81 80 80
Liquidity reserves 105 106 102
Credit ratios and key figures
Credit exposures 1,826 1,727 1,668
Total provisions for loan 8.6 9.0 9.4
impairment and guarantees
NPL, % 1.6 12 1.4
NPL, DKK billion 185 182 20.0
Loss ratio, % 0.02 0.02 0.02
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Board declaration and risk statement
The Boards of Directors of Nykredit A/S and Nykredit
Realkredit A/S have on 5 February 2025 approved this re-
port.

The Boards' assessment is based on the continuous com-
pliance and risk reporting and compliance and risk poli-
cies, the internal capital adequacy requirement (ICAAP),
the liquidity position (ILAAP), Internal Audit's assessment
of the control environment and the adopted strategy, Win-
ning the Double 2.0, as approved by the Boards of Direc-
tors and the Executive Boards.

The Executive Boards are responsible for the day-to-day
risk management and compliance with the policies and
guidelines adopted by the Boards of Directors. The Chief
Risk Officer and the Chief Compliance Officer are respon-
sible for the monitoring, control and reporting of risks.

Nykredit works consistently to further develop its risk
management and control environment. For information
and key figures and ratios concerning Nykredit's risk pro-
file, please refer to the relevant sections of this report.

. Itis the Boards' assessment that Nykredit has ade-
quate and effective risk management arrangements
and controls in place with regard to Nykredit's risk
profile and strategy.

. Itis furthermore the Boards' assessment that the de-
scription of Nykredit's risk profile and key figures and
ratios gives a true and fair view of Nykredit, including
Nykredit's overall risk appetite.
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Risk assessment

Executive Board of
Nykredit A/S and Nykredit Realkredit A/S

85.4% of the Group's REA derives from credit risk, which mainly relates to mortgage and bank lending. Credit risk is
managed in accordance with the credit policy, including requirements for credit risk concentrations on single names,
industries and geographical regions. At end-2024 DKK 8.6 billion had been provided for loan losses against DKK 9.0
billion at end-2023. The credit risk exposure falls within the Group's risk appetite.

Market risk mainly relates to the activities of Nykredit Markets and the Group's investment function. 5.6% of the
Group's REA derives from market risk. Market risk is managed in accordance with the market risk policy, including
detailed limits and guidelines for various types of market risk prescribed by the Board of Directors. The market risk
exposure falls within the Group's risk appetite.

Liquidity risk is managed in accordance with the liquidity policy, including detailed limits and guidelines prescribed by
the Board of Directors. At end-2024 the LCR was 454%, and the NSFR was 142%.

Operational risk is managed in accordance with the non-financial risk policy and pertaining guidelines. 7.3% of the
Group's REA derives from operational risk.

Nykredit's total risk is reflected in the internal capital adequacy requirement, which represents 10.4% of REA.

Based on the internal capital adequacy requirement, stress tests, guidelines and expectations for the capital position,
the Board of Directors has set the CET]1 capital requirement at 15.5-16.5% of REA. In addition to this, Nykredit has set
aside capital for full implementation of the new EU capital requirements (CRD6/CRR3). Nykredit's CET]1 capital repre-
sented 20.5% of REA at end-2024, while the total capital ratio was 23.4%.

Board of Directors of
Nykredit Realkredit A/S

Board of Directors of
Nykredit A/S

Michael Rasmussen (Group Chief Executive)

Merete Eldrup (Chair)

Tonny Thierry Andersen (Group Managing Director) Preben Sunke (Deputy Chair)

David Hellemann (Group Managing Director)
Anders Jensen (Group Managing Director)

Pernille Sindby (Group Managing Director)

Olav Bredgaard Brusen
Michael Demsitz

Rasmus Fossing

Per W. Hallgren

Kathrin Helene Hattens
Jorgen Hoholt

Torsten Hagen Jorgensen
Vibeke Krag

Mie Krog

Inge Sand

Merete Eldrup (Chair)
Preben Sunke (Deputy Chair)
Olav Bredgaard Brusen
John Christiansen
Michael Demsitz

Rasmus Fossing

Per W. Hallgren

Kathrin Helene Hattens
Jorgen Hoholt

Torsten Hagen Jorgensen
Vibeke Krag

Peter Kofod

Mie Krog

Lasse Nyby

Inge Sand
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Chart 1.2: Group chart, Nykredit
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2. Governance and management

The Nykredit Realkredit Group is a Danish financial services
group serving mainly personal customers, business customers
and institutional customers in Denmark and Greenland. We
also provide personal lending in Spain and France, as well as
business lending in Sweden and Germany. The Group carries
on banking and mortgage lending as well as activities within es-
tate agency services, asset management, portfolio administra-
tion, leasing and insurance mediation.

The Nykredit Realkredit Group's core business is match-
funded mortgage lending secured by mortgages on real estate.
Mortgage lending is carried out through Nykredit Realkredit
A/S and its subsidiary Totalkredit A/S. Mortgage lending to
personal customers is provided primarily through Totalkredit
A/S, while mortgage lending to business customers is provided
through both Totalkredit A/S and Nykredit Realkredit A/S. The
Group's real estate activities are undertaken by Nykredit
Maegler.

Mortgage lending in Totalkredit is based on a strategic partner-
ship comprising 41 Danish banks at end-2024. The partner
banks are responsible for serving customers, and Totalkredit

A/S undertakes the funding of the mortgage loans. Totalkredit

A/S and the arranging partner bank share the risk of loss on the
loans, and the partner banks receive regular payments. The To-
talkredit partnership is described in more detail in 4 Crediit risk.

Nykredit Bank is an important part of the Nykredit Realkredit
Group and provides a significant contribution to a diversified
revenue profile, widely underpinning the Group's mortgage
business. For example, Nykredit's customer centres provide
customer and investment advisory and loan services for a large
part of the mortgage business. Also, Nykredit Bank undertakes
market making in Danish covered bonds and thereby contrib-
utes to market liquidity. The risk profile mainly relates to loans
and credit facilities provided to personal and business custom-
ers. Leasing activities are undertaken by Nykredit Leasing, a
subsidiary of Nykredit Bank A/S. Other activities include ad-
ministration and management of investment funds through
Nykredit Bank's subsidiaries Sparinvest and Nykredit Portefolje
Administration.

2024 IN BRIEF

2.1 Risk profile

The Nykredit Realkredit Group's ("Nykredit") business model and
related activities, including management of the investment portfo-
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lio, involve exposure to credit, market and liquidity risk as well as a
number of non-financial risks.

As Nykredit's main business areas are based on lending,
Nykredit's primary risk is credit risk. Mortgage lending and the un-
derlying funding are regulated by the balance principle, which
means that Nykredit incurs limited market and liquidity risk on its
mortgage lending and the underlying funding. The mechanisms
behind the balance principle are described in detail in 6.4 Balance
principle and match funding. Liquidity and market risks are further
reduced by the Danish act regulating refinancing risk, which pro-
vides for the refinancing of mortgage loans under special circum-
stances.

Credit risk, market risk and non-financial risks are mitigated by
holding adequate capital, while liquidity risk is mitigated through
sufficient liquidity reserves and an appropriate funding structure.
A few outstanding regulatory measures are addressed through
capital targets, the Pillar Il add-on to the internal capital adequacy
requirement or capital add-ons held under Pillar |. The Board of
Directors sets out risk appetite in policies, and the current risk lev-
els are assessed as part of the internal risk reporting.

Nykredit's overall risk policy reflects Nykredit's governance and
overall tolerance for assuming risk in the context of Nykredit's
business model and strategy. A policy has been laid down for
each type of risk with specific limits and guidelines for risk taking.

CREDITRISK ~ MARKETRISK  LIQUIDITY ~ NON-FINANCIAL RISKS

2.1.1 Group-wide risks

In addition to being exposed to financial and non-financial risks,
Nykredit is exposed to a number of strategic, business, regulatory
and sustainability-related risks. These are considered to be
Group-wide risks reflecting underlying fFactors that may impact fi-
nancial and non-financial risks.

Some of the Group-wide risks are not directly measurable. In-
stead, these are viewed qualitatively, and the current risk levels
and risk appetite are regularly assessed and follow general risk
management governance and practices.

Strategic and business risks are related to the risk that Nykredit
will not achieve the objectives of the Winning the Double strategy
or earnings targets, for example due to changes in macroeco-
nomic conditions, the political climate, customer preferences,
competitive conditions etc.

Regulatory risks are related to potential negative impacts of new
regulation on Nykredit's business model, earnings, customers or
business development.

Sustainability risks, also referred to as ESG risks, are centred
around the following three themes:

e  Agreener and prepared Denmark (E)

. A customer-owned Nykredit (S)

. Responsible business practices (G)
In particular, focus is on sustainability within credit and non-finan-
cial risks, and mainly compliance and conduct risks.

Chart 2.1: Nykredit's overall risk types

Non-ﬁ.nanCialriSks

Creditrisk and ez Liquidity and

valuations funding Operational risks

Data quality risks

Model risks IT risks Conductrisks Compliancerisks

Group-wide risks

Strategic and business risks

Regulatory risks

Sustainability risks (ESG)
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The organisation of Nykredit's sustainability efforts was strength-
ened in 2024 with the establishment of a central ESG unit, which
has become a permanent part of Nykredit's basic organisation.
Furthermore, an ESG forum has been set up, with representatives
from all parts of the organisation, to ensure consolidation and
alignment of the sustainability agenda throughout Nykredit.

The ESG unitis responsible for preparing the Group-wide strat-
egy and coordinating initiatives across the Group. The responsibil-
ity for executing ESG initiatives is decentralised across relevant
business divisions, fostering decentralised knowledge and re-
source development in the area. Specific sustainability expertise
with a focus on ESG-related risks exists in the risk management
function and specific sustainability expertise with a focus on ESG-
related opportunities exist in each of the Group's business divi-
sions.

For more information about Nykredit's sustainability efforts, see
the Nykredit Group's Annual Report 2024.

2.2 Risk governance and culture

The Board of Directors is the supreme management body. They
make strategic and policy decisions and lays down guidelines for
the day-to-day management undertaken and implemented by the
Group Executive Board. The Board of Directors oversees the es-
tablishment of risk management procedures and monitors risks
through the Board Risk Committee and the Board Audit Commit-
tee. All policies are approved at least once a year by the Boards of
Directors, which receive regular reports on compliance with limits
and guidelines set out in the policies. The Executive Boards over-
see that risks are managed and controlled as determined by the
Boards of Directors. The Executive Boards monitor risks through
various committees.

The day-to-day risk management, monitoring and reporting activi-
ties are organised according to the principles of the three lines of
defence. The three lines of defence divide responsibilities be-
tween 1) units that enter into business transactions with custom-
ers or otherwise expose the Group to risk, 2) units responsible for
risk monitoring and control, and 3) the Group's internal audit.

First line of defence: The operational business units, which
basically take, and are responsible for managing, the risk. The
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management of each business division is responsible for
identifying, assessing and managing the risks arising in connection
with the performance of its duties

and for ensuring that satisfactory internal controls are in place at
all times in respect of the risks related to the handling of business
operations and processes. Further, the first line of defence is to
ensure that risk management is performed in compliance with
current legislation and the Group's business model, policies,
guidelines and business procedures.

The management of each business division documents its risk
management activities according to the Executive Board's
guidelines for internal documents and submits a statement
annually to the Executive Board on compliance with applicable
rules as prescribed by the Executive Order on Management and
Control of Banks etc.

Nykredit has established a framework for remuneration of mate-
rial risk takers etc, with a focus on accountability and risk manage-
ment and supporting Nykredit's aim of contributing to financial
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stability. The remuneration policy also factors in compliance with
ESG-related targets. Details on remuneration in 2024 can be
found in Nykredit's remuneration report available at nykredit.com.

Second line of defence: The risk management function, including
Credit Controlling and the compliance function, which are respon-
sible for the independent monitoring, controlling and reporting of
risks. These functions must regularly assess whether risk man-
agement in the first line of defence is within the frameworks set
outin regulation and in internal policies and guidelines.

The risk management function and the compliance function re-
port to the head of the CRO division. The duties in the second line
of defence, including their performance and delegation, are speci-
fied in annual plans and role descriptions for the Chief Risk Officer
and the Chief Compliance Officer. The role descriptions explicitly
set out how to handle conflicts of interest, as business units in the
first line of defence also report to the head of the CRO division.

Chart 2.2: Nykredit Group: Three lines of defence

Board of Directors
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2. Credit Controlling, which performs independent internal credit controls, is an integral part of the risk management function.
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To strengthen the organisation's efforts to address and mitigate
risks, including non-financial and compliance risks, one or more
Assistant Risk and Compliance Officers (ARCOs) have been ap-
pointed in the individual business divisions. Their primary duty is
to assist the managements of the individual business divisions in
executing compliance- and risk-related tasks and to strengthen
awareness of Nykredit's risk culture. ARCOs serve as links be-
tween the first and second lines of defence. However, ARCOs are
also found in units in the second line of defence.

Annual plans are prepared for risk management in the second
line of defence, including specification of methods, approach and
resource allocation, which are subject to approval by the Execu-
tive Boards and adoption by the Boards of Directors.

Third line of defence: Internal Audit, which provides independent
assurance over the overall management of risks and internal con-
trols in the Group and reports on its work to Boards of Directors
and the Board Audit Committee. Internal Audit is responsible for
testing and providing an opinion on whether Nykredit's overall risk
management approach, risk management framework, business
procedures and internal controls established in all material areas
and risk areas have been organised and are working satisfactorily.

The three lines of defence are mutually independent; the func-
tions in the second line of defence are independent of the first
line of defence and do not take part in business operations. Simi-
larly, Internal Audit is independent of both the first and second
lines of defence, but may base its assurance on the work per-
formed in the second line of defence.

2.3 Risk monitoring

The Board Risk Committee and the Board Audit Committee over-
see the effectiveness of Nykredit's internal control systems, finan-
cial reporting, internal audit and risk management. Nykredit's
Group committees perform the ongoing risk management and re-
porting on behalf of the Executive Boards. The committees en-
sure a continuous overview of relevant risks and oversee that the
risk policies and guidelines defined by the Boards of Directors are
implemented in the business units.

The monitoring approach is adapted to the type of risk; for exam-
ple, the credit portfolio is monitored by means of an overall credit
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portfolio overview and portfolio targets, whereas other risks are
monitored on the basis of specific limits or through scenario anal-
yses on the basis of the probability of a given event occurring and
its potential consequences. Similarly, the monitoring frequency is
adapted to the type of risk. Some risks are monitored daily, includ-
ing through intraday controls, while others are monitored less fre-
quently.

Business procedures have been laid down and controls set out
for all material risk areas according to guidelines for internal docu-
ments laid down by the Group Executive Board. The controls
comprise manual controls as well as automatic controls in the IT
systems applied etc.

2.4 Reporting and communication

The Board of Directors and the Executive Board receive a quar-
terly report describing and assessing all relevant risks. The risk re-
porting complies with current legislation and is aimed at describ-
ing the current risk outlook on the basis of selected risk parame-
ters and analyses of relevant risk types and special focus areas.

GOVERNANCE AND MANAGEMENT  CAPITAL

CREDITRISK ~ MARKETRISK  LIQUIDITY ~ NON-FINANCIAL RISKS

As a minimum, the risk reporting covers the areas of credit risk,
market risk, liquidity risk, regulatory risks and non-financial risks,
including operational risks, conduct risk, model risk, data quality
risk as well as IT and compliance risks. Strategic and business,
regulatory and sustainability risks are managed as part of the tra-
ditional risk types and are described in the reporting under the
traditional risk types when applicable. An overview of risk report-
ing submitted to the Board of Directors etc is available at the end
of the chapter.

2.5 Risk policy

The risk policy sets out the overall risk appetite, while a number of
underlying policies determine the risk appetite for the individual
risk types. Overall, Nykredit aims to ensure agreement between
risk taking, risk appetite and current legislation in the context of a
robust capital structure and stable earnings. Risk management
should contribute to ensuring financial and sustainable solutions
that are viable in the short, medium and long term.

Chart 2.3: Principles for risk management in the second line of defence

Independentrisk assessment

Ongoing assessment and measurement of material risks

A ) inrisk policies
across Group companies and risk areas

Independentassessment of policies and guidelines

Monitoring, measurement and control

Monitoring of risk appetite, limits and guidelines laid down

Control and monitoring of credit portfolio

Risk reporting and communication

Ongoingrisk reporting torelevant decision makers,
including Group committees, Executive Boards and
Boards of Directors

and any adjustments, as well as risk appetite limits

Addressing and communicating non-compliance with
limits and risk policies to relevant management levels

Independentassessment of first line risk
management through regular participationinrisk
meetings and projects

Assessment of control efficiency and internal contral
environment in connection with reviews and
validations

Independent observer on Group committees and
subcommittees

Ensuring that Executive Boards and Boards of

Directors always have sufficientinformation to make
significant business decisions

Monitoring, reviewsand validation of internal models,
methods and calculations

Assessment of risk mitigation to counter weaknesses
ininternal models

Control and quality assurance in risk management
processes

Monitoring of market and macroeconomic trends

Ensuring system support and other risk management
tools

ICAAP and ILAAP assessments
Monitoring of operational risk events and IT events

Consultee in productapproval and product evaluation
processes

N /

« Quarterly risk reporting to Boards of Directors on the
overall risk outlook as well as individual company risk
outlooks

o NykreditRealkredit, Nykredit Bank, Totalkredit
and Nykredit Portefalje Administration

External risk reporting and Pillar Il — Nykredit
Realkredit Group

Regulatory reporting tothe Danish FSA and the EBA

N /

-

Supporting a strong risk culture

~
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2.5.1 Risk appetite

The overall risk appetite is determined on the basis of Nykredit's
strategy, regulatory and credit rating agency capital requirements
and the internal capital targets. The risk appetite reflects
Nykredit's overall tolerance for assuming risks in the context of its
business model and the Group strategy. In some areas, it is di-
rectly measurable, while in other areas the risk appetite is ex-
pressed through more qualitative objectives.

The tolerance limits for the individual risks vary according to risk
type, customer exposure, product type, strategy, targets etc.
These Factors are described and incorporated in relevant risk pol-
icies and guidelines according to Executive Board guidelines. The
specific risks related to business unit activities are assessed in the
context of the financial importance of the individual unit.

Nykredit manages its capital usage on an ongoing basis and pre-
pares a capital budget annually. The budget should be seen in the
context of the overall capital and strategy plan. Capitalis allo-
cated and prioritised among the business divisions according to
risk profile, business returns and strategic considerations.

2.6 Management

Board of Directors

The Boards of Directors of Nykredit A/S and Nykredit Realkredit
A/S must be composed so that they possess the mix of skills re-
quired to undertake the overall and strategic management of the
business and to take any measures to ensure prudent business
management. Furthermore, Board members must possess the
knowledge and experience required to be able to critically assess
and challenge the work and proposals of the Executive Board.

The Board of Directors of Nykredit A/S counts 15 members, of
whom 10 are elected by the Annual General Meeting for a term of
one year and five are elected by and among the staff for a term of
four years.

The Board of Directors of Nykredit Realkredit A/S counts 12 mem-
bers, of whom eight are elected by the Annual General Meeting for
a term of one year and four are elected by and among the staff for
a term of four years. Further details on the composition of the
Board of Directors as well as the CVs of the individual Board mem-
bers are available at nykredit.com
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The Boards of Directors review their skills profiles on an ongoing
basis and have decided in this respect that they should have spe-
cial skills and knowledge as regards:

= Strategic matters

= Sector and real estate expertise

= Economics, finance and accounting

= Capital markets, securities and funding

= Politics, public administration and associations

= Financial regulation

= Corporate governance, including ESG-related matters
= Digitisation, IT and processes

= Market conditions, customer relations and sales
= Organisation/HR and processes

= Risk management and credit matters

Group Executive Board

The Group Executive Board comprises five members and imple-
ments the Group strategy and is responsible for the day-to-day
management and for implementing policies and guidelines laid
down by the Board of Directors. The Executive Board has set up
five Group committees, which support and assist with compliance
with and implementation of risk policies, guidelines etc. The
Group Executive Board has issued committee governance guide-
lines, which ensure, among other things, that decisions of im-
portance to a Group company can only be made if explicitly en-
dorsed by the company's Executive Board representative, as well
as guidelines for internal documents, which ensure a uniform ap-
proach to the preparation, maintenance and use of internal docu-
ments in Nykredit, including policies, guidelines, mandates, role
descriptions and business procedures.

Chief Risk Officer

The duties of the Chief Risk Officer are laid down in the Danish
Executive Order on Management and Control of Banks, etc. A role
description has been prepared for the Chief Risk Officer, ap-
proved by the Executive Board and adopted by the Board of Di-
rectors. The Chief Risk Officer must have a general overview of
the company's activities, operations and risks in order to assess
whether risk management operations are satisfactory. The Chief
Risk Officer also assesses whether the decision-making basis of
the Executive Board and the Board of Directors is sufficient in
risk-related matters.

CREDITRISK ~ MARKETRISK  LIQUIDITY ~ NON-FINANCIAL RISKS

The head of Nykredit's risk management function is designated
as Chief Risk Officer. Nykredit's organisational structure ensures
that the risk management function is segregated from all risk-tak-
ing units and thus independent in relation to business-related de-
cisions. Nykredit's risk management function performs Group-
wide controls, monitors Group risks and prepares independent
reports for Executive Boards and Boards of Directors on all risk
areas.

Chief Compliance Officer

The duties of the Chief Compliance Officer are laid down in the
Danish Executive Order on Management and Control of Banks,
etc. A role description has been prepared for the Chief Compli-
ance Officer, approved by the Executive Board and adopted by
the Board of Directors. The Chief Compliance Officer assists
Nykredit's Management in identifying, assessing, advising on, con-
trolling, monitoring and reporting on Nykredit's compliance risks.

The head of Nykredit's compliance function is designated as
Chief Compliance Officer. The compliance function assesses
whether Nykredit meets the compliance rules applicable to the
individual risk areas and oversees and determines whether the
methods, procedures and controls implemented by Nykredit in
the risk areas are adequate and effective in terms of identifying
and mitigating compliance risks. The compliance function pre-
pares independent reports for Executive Boards and Boards of
Directors.

Anti-money laundering officers

The Group Executive Board and the Executive Boards of the
Group companies have each appointed a Chief Anti-Money
Laundering (AML) Officer at the executive level charged with del-
egating and ensuring managerial responsibility and focus on
measures to prevent financial crime throughout the Group.

Moreover, an AML Responsible Officer has been appointed who
is tasked with approving Nykredit's anti-money laundering poli-
cies, procedures and controls and approving business relation-
ships with politically exposed persons and correspondent rela-
tionships.
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Data Protection Officer (DPO)

The Group Executive Board and the Executive Boards of the
Group companies have appointed a Data Protection Officer, who
assists Management in ensuring that Nykredit complies with ap-
plicable data protection legislation at all times.

The Data Protection Officer's primary responsibilities are to moni-
tor, assess, control and report on Nykredit's compliance risks re-
lating to personal data processing. In the organisational structure,
the Data Protection Officer falls under the compliance function,
but with separate and independent reporting to, for instance, all
relevant Executive Boards and Boards of Directors of Group com-
panies.

Chief Outsourcing Officer

The Executive Boards of the Group companies have appointed a
Chief Outsourcing Officer, who assists the Executive Boards and
the Boards of Directors in ensuring Nykredit's compliance with
the Danish Executive Order and legislation on outsourcing for
credit institutions etc in force from time to time.. The overall re-
sponsibility is vested in the Boards of Directors, however. In the
organisational structure, the Chief Outsourcing Officer falls within
Procurement, but reports directly to the Executive Board.

Table 2.1: Nykredit's Board Committees
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2.6.1 Committees

Board committees

The Board of Directors of Nykredit Realkredit A/S has appointed
a Board Risk Committee, a Board Audit Committee, a Board Re-
muneration Committee and a Board Nomination Committee.
These Board committees advise the Board of Directors on partic-
ular matters and prepare cases for review by the entire Board of
Directors, each within their field of responsibility.

Group committees

The Executive Boards of the Group companies have set up a
number of Group-wide committees that support and assist with
compliance with and implementation of policies, guidelines etc in
various risk areas. Decisions made by these committees are
based on mandates laid down by the Executive Boards of the
companies for which the committees perform tasks. At least one
company representative from each company has been ap-
pointed to each Group committee. Group committees can dele-
gate part of their work to Board committees.

CREDITRISK ~ MARKETRISK  LIQUIDITY ~ NON-FINANCIAL RISKS

As the Group committees are all part of the first line of defence,
the Chief Risk Officer and the Chief Compliance Officer may at-
tend committee meetings as observers. The Chief Risk Officer is
a permanent observer at meetings of the Group Risk Committee,
the Products Committee, the Contingency Committee and the
Asset/Liability Committee, and attends Credits Committee meet-
ings when and as required.

The Chief Compliance Officer is also a permanent observer at
meetings of the Group Risk Committee, the Contingency Com-
mittee and the Products Committee, and attends Asset/Liability
Committee meetings when and as required. The Chief Risk Of-
ficer and the Chief Compliance Officer may always request that a
matter be resolved by the relevant Executive Board or Board of
Directors, if deemed relevant.

Board Risk Committee

At least six meetings a year

risk appetite defined by the Board of Directors is implemented correctly in the organisation.

Board Audit Committee

At least six meetings a year

the procedure for selecting and submitting a recommendation for the appointment of auditors.

Board Remuneration Committee

At least three meetings a year

The function of the Board Risk Committee is to oversee Nykredit's overall risk profile and strategy, including to assess the long-term capital requirement and the capital policy. It also assesses risks related
to products, business model, remuneration structure and incentives as well as risk models and methodological basis. The Board Risk Committee also assists the Board of Directors in overseeing that the

The principal tasks of the Board Audit Committee are to inform the Board of Directors of the results of the statutory audit, to oversee the financial reporting process and the effectiveness of Nykredit's
internal control systems, internal audit and risk management, to oversee the statutory audit of the financial statements etc, to monitor and verify the independence of the auditors, and to be responsible for

The principal tasks of the Board Remuneration Committee are to qualify proposals for remuneration prior to consideration by the Board of Directors and to make recommendations in respect of
Nykredit's Remuneration Policy, including guidelines on incentive pay, for the approval of the Board of Directors, as well as to assist in ensuring that these are observed. Moreover, the Board Remuneration

Committee reviews and considers the criteria for and process of designating risk takers, and it assesses whether the Group's processes and systems relative to remuneration are sufficient, including
whether they take into consideration the Group's risks and ensure that remuneration policy and practices are in alignment with and promote sound and effective risk management in accordance with the
Group's business strategy, objectives, values and long-term interests. Finally, the Board Remuneration Committee ensures that the information in the Annual Report about remuneration of the Board of
Directors and the Group Executive Board is correct, fair and satisfactory. Details on bonuses to risk takers and on remuneration policy and practices can be found in Nykredit's Remuneration Policy.

Board Nomination Committee

At least three meetings a year

The Board Nomination Committee is tasked with making recommendations to the Board of Directors on the nomination of candidates for the Board of Directors and the Executive Board. The Committee
also advises the Board of Directors with respect to targets for the under-represented gender on the Board of Directors and laying down a diversity policy applying to the same. In addition, the Board

Nomination Committee, reporting to the Board of Directors, is ultimately responsible for defining the skills profiles of the Board of Directors and the Executive Board and for the continuous evaluation of

their performance and achievements.
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Table 2.2: Nykredit's Group committees
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CREDIT RISK

MARKET RISK  LIQUIDITY ~ NON-FINANCIAL RISKS

Group Risk Committee

At least six meetings a year

Credits Committee
At least two meetings a week

Asset/Liability Committee

At least 11 meetings a year

Products Committee
At least eight meetings a year

Contingency Committee
At least one meeting a year

The Group Risk Committee is charged with overseeing the Nykredit Group's overall risk outlook, assisting the managements of the respective companies in ensuring compliance with current legislation
and risk management practices as well as supporting responsible business practices. The Group Risk Committee further oversees that the risk policies and guidelines defined by the Board of Directors are
implemented correctly in the organisation. The Committee is also responsible for risk models and capital adequacy as well as monitoring and assessing the required own funds and internal capital ade-

quacy requirement.

The Credits Committee is charged with ensuring adequate credit risk management and approving and/or deciding credit applications and loan impairments as well as overseeing the management of risks
in Nykredit's credits area. The Committee manages the Group's loan portfolio and submits recommendations on credit policies to the individual Executive Boards and Boards of Directors. The Committee
lays down business procedures for the granting of credits within the limits of the guidelines laid down by the Group Executive Board and the Board of Directors.

The Asset/Liability Committee undertakes the day-to-day responsibilities and tasks of the Executive Boards in the areas of capital, funding, liquidity and market risk according to guidelines approved by
the Boards of Directors. The Committee has a governance mandate in these areas at Group as well as at company level. The Asset/Liability Committee has delegated responsibility to the Green Bond
Committee for ensuring that the types of assets used to back green bonds comply with Nykredit's Green Bond Framework. The Green Bond Committee is composed, at a minimum, of the members of the

Asset/Liability Committee, which is represented at meetings.

The Products Committee's objective is to ensure that the Nykredit Group's products and services meet applicable business and regulatory requirements and are provided to the right target groups. The

Committee must ensure that any development and launch of new or changes to existing products and services involving material risks for customers, the Group, the individual companies and/or counter-
parties are in alignment with the business models of the individual companies and comply with the current product policy and the Executive Boards' guidelines for development and approval of new

products and services.

The Contingency Committee has the overall responsibility for compliance with IT security policy rules in relation to contingencies (major accidents or catastrophes) and the Group's entire spectrum of

contingency plans covering IT as well as business aspects. In addition to an annual ordinary meeting, meetings are also held when necessary. For example, in the event of major accidents, catastrophes or

situations which affect or may affect the Nykredit Group's safety or business operations.

Table 2.3: Risk reporting to the Board of Directors

Reporting Description Frequency Recipient
i el X Complete review of the Group's risk outlook covering both financial and non-financial risks as well as capital structure. Quarterl Group Risk Committee, Board Risk Committee, Boards of Di-
nternal risk reporting Also includes reporting on compliance with risk policies and pertaining guidelines. Y rectors
E L risk . Description of the Group's risk profile, capital management, risk management, organisation, risk limits and policies. The Annuall Group Risk Committee, Board Risk Committee, Boards of Di-
xternal risk reporting report is published on Nykredit's website together with a number of Pillar lll spreadsheets with detailed data. Y rectors, general public
Assessment of thle Groups requu’.ed own Furllds and internal capital adequacy requirement. The'Group s capltal Fargets Group Risk Committee, Board Risk Committee, Boards of Di-
ICAAP are assessed against the risk profile and business strategy. The assessment includes stress testing of REA, impairment  Annually X
rectors, Danish FSA
charges etc.
Assessment of the Grqup s l}qu|d|ty position and liquidity mgnagemept, -|nclud|ng its funding pr-oﬁle.‘Repornr.wg |lncludes Asset/Liability Committee, Board Risk Committee, Boards of
ILAAP assessment of the liquidity risk exposure through stress testing and similar analyses and describes internal limits for Annually - .
. Directors, Danish FSA
liquidity reserves.
e e e iy sl Review of internal limits for market and liquidity risk. Monthly glsriitt/o "r'jb'“ty CemmliEs) B N Commiiee LR eh e
c i ) Overall assessment of the Group's compliance and control environment. The risk assessment is based on the compli- Quarterl Group Risk Committee, Board Risk Committee, Boards of Di-
ompliance reporting ance function's regular reviews and status updates on agreed measures. Y rectors
‘ . Detalleq review of creght rIS.k exposures by segment, including industries, geographic are_as and sub—lndustr!es, and Credits Committee, Board Risk Committee, Boards of Direc-
Credit portfolio reports evaluation of the credit policy. The reports cover segments such as personal customers, industry, trade, agriculture, Annually .
transportation, property rental, cooperative housing, public housing etc.
Other risk areas and thematic anal-  Ongoing reporting on IT security, outsourcing, data governance etc as well as ad-hoc analyses selected according to Ongoing/Ad hoc Group Risk Committee, Board Risk Committee, Boards of Di-
yses risk, for example related to types of risk in individual segments or current topics such as covid-19, economic trends etc. 80ing rectors
. . . . . . Credits Committee, Board Risk Committee, Boards of Direc-
Impairment reporting Review of impairment basis and methodology. Quarterly tors
Determination of trigger levels, scenarios and possible scope for action as well as a description of the organisation for Group Risk Committee, Board Risk Committee, Boards of Di-
Recovery plans Annually

the purpose of capital and/or liquidity recovery of the Nykredit Realkredit Group and the Nykredit Bank Group.

rectors
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3. Capital

The purpose of Nykredit's capital management is to
support the Group's business model, strategy and ob-
jectives. Nykredit aims to have stable earnings, a
strong capital structure and competitive ratings.

Nykredit's capital management is to support
Nykredit's capacity to maintain its business activities
throughout Denmark regardless of fluctuations in
economic trends. At the same time, Nykredit aims to
ensure own funds sufficient to support the distribu-
tion of dividend to its owners and to meet regulatory
requirements and the expectations of the Danish
FSA. The Board of Directors has set a Common Eg-
uity Tier 1 (CET1) capital target of 15.5-16.5% of the risk
exposure amount (REA), whereas the overall target
for own funds has been set at 20.5-21.5%. Nykredit is
comfortably above these capital targets, which gives
Nykredit strategic leeway.

The headroom against the targets is due in part to
Nykredit already having set aside CET] capital for full
implementation of the new EU capital requirements
(CRD6/CRR3), which will be phased in up to 2032.
The level of this CETI1 capital complies with the level
required under a fully implemented EU political
agreement and is expected to give rise to lower capi-
tal targets and less headroom going forward.

Nykredit may obtain new CET]1 capital from its own-
ers, through Forenet Kredit's capital resources and in-
vestment commitments from Danish pension compa-
nies. Given its access to funding, Nykredit ranks on a
par with a listed SIFl in terms of capitalisation.

Risk appetite

In accordance with its business model, Nykredit aims
to have stable earnings, a strong capital structure and
competitive ratings. The capital requirement deter-
mined by Nykredit must therefore be significantly
above the minimum regulatory level, ensuring that
Nykredit can withstand an economic downturn and

any consequent losses and meet new regulatory re-

quirements. Lower capital thresholds are set for pur-
poses of the ongoing capital management.
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3.1 Policy and guidelines

Nykredit's capital policy is laid down by the Board of Directors and
defines the Nykredit Realkredit Group's consolidated capital needs
and targets for leverage ratio, eligible liabilities (MREL), debt buffer
etc.

Nykredit's capital targets are determined on the basis of the Danish
FSA stress testing approach and are comprised of regulatory capi-
tal requirements and buffers, and a stress buffer reflecting the im-
pact on Nykredit's capital position of a severe recession. Nykredit
furthermore applies internal capital buffers. Nykredit's capital tar-
gets are considerably higher than the regulatory minimum require-
ment. The Board of Directors may reassess the Group's capital tar-
gets in case of major unexpected events.

In addition to the capital policy, Nykredit's Board of Directors has is-
sued guidelines on day-to-day capital management to the Execu-
tive Board, which may in turn delegate guidelines and limits to
Nykredit's Asset/Liability Committee, see section 2.6.

The guidelines set out the scope for Nykredit's capital ratios, lever-
age ratio, eligible liabilities and debt buffer, and specify the govern-
ance structure, delegation scope, escalation procedures etc.

The need for capital is assessed regularly as part of our capital
planning, which is based on balance sheet, earnings and risk expo-
sure projections. Nykredit's capital planning allows for factors such
as maturity profiles of existing issues, adopted upcoming regulation
and stress tests.

CRR3 enters into force on 1 January 2025

CREDITRISK ~ MARKET RISK  LIQUIDITY  NON-FINANCIAL RISKS

The capital policies of Group companies are determined by the in-
dividual Boards of Directors on the basis of the Group's capital pol-
icy and recommendations from the Asset/Liability Committee.

3.2 Control and reporting

The capital positions of the Group and the Group companies are
reported regularly to the Board of Directors and the Board Risk
Committee, the Executive Boards, the Asselt/Liability Committee
and the Group Risk Committee.

The Asset/Liability Committee receives monthly reports on REA,
own funds and capital plans. Nykredit's Executive Boards and
Boards of Directors as well as the Asset/Liability Committee moni-
tor and evaluate the current capital positions at least quarterly. The
risk outlook is described in the quarterly reports to the Board of Di-
rectors, the Board Risk Committee and the Group Risk Committee.
In case of breaches of the capital policies or guidelines, the Board
of Directors, the Executive Board and the Asset/Liability Commit-
tee receive separate reports, including an action plan.

Nykredit's risk management function performs independent con-
trolling and monitoring of capital policy compliance at company
and Group levels. The capital policies and the Board of Directors'
capital management guidelines are adjusted and approved annu-
ally.

CRR3 will be phased in up to 2032, while the output floor is expected to be binding for Nykredit from 2033. However, already

at the entry into force on 1 January 2025, Nykredit expects a slight increase in REA. This is mainly due to the new approach to

calculating capital requirements for operational risk. At the same time, the revised IRB approach will enter into force, which is

only expected to have a limited net effect on REA due to opposing effects. As this report covers 2024 trends, the above effects

are not reflected in the published data.
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Capital management governance

Board of Directors and Board Risk Committee:

Lay down the capital policy and capital manage-
ment guidelines, including capital targets, maxi-
mum leverage and targets for eligible liabilities
(MREL) and debt buffer.

Receive quarterly reports on capital policy com-
pliance.

Receive separate reports in case of breaches of
the policy or guidelines, including an action plan
for approval.

Executive Board and Asset/Liability Committee:

Approve and implement the capital policy and
oversee compliance based on quarterly reports.

Receive separate reports in case of breaches of
the policy, including an action plan for approval. In
addition, the Asset/Liability Committee receives
monthly reports on REA, own funds and capital
planning.

Risk management function (second line of defence):

Perform independent controlling and monitoring
of capital policy compliance at company and
Group levels.

Prepare independent reports for the Board of Di-
rectors and the Executive Board.

ICAAP:

Nykredit prepares an annual Internal Capital Ade-
quacy Assessment Process (ICAAP) report iden-
tifying, measuring, assessing and monitoring all
relevant risks to ensure that Nykredit has the re-
quired level of own funds. Via the Group Risk
Committee and the Board Risk Committee, the
report is submitted to the Board of Directors for
approval and to the Danish FSA for review.
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3.3 Current own funds and development
The Nykredit Realkredit Group's own funds totalled DKK 111.4 billion
at end-2024 against DKK 103.0 billion at end-2023. With a risk expo-
sure amount (REA) of DKK 474.6 billion, this corresponds to a total
capital ratio of 23.4% at end-2024 against 23.7% at end-2023. The
table on the next page shows Nykredit's own funds and REA.

CET1 capital came to DKK 97.5 billion at end-2024, corresponding
to a CET] capital ratio of 20.5% against 20.4% at end-2023. The
Nykredit Realkredit Group's CET]1 capital increased by a total of
DKK 7.0 billion in 2024, mainly driven by net profit for 2024.

In 2024 Nykredit distributed ordinary dividend of DKK 5.4 billion,
corresponding to 50% of profit after tax for 2023, and extraordinary
dividend of DKK 2.2 billion. A decision has been made not to distrib-
ute additional dividend for 2024, based on the financing plan

Table 3.1: Capital ratios of Nykredit's companies

% of REA Total regulatory
End-2024 Capital ratio requirement’
Nykredit Realkredit Group

CET]1 capital 20.5 13.5
Tier 1 capital 21.3 155
Own funds 23.4 18.0

Nykredit Realkredit A/S

CET]1 capital 16.1 123
Tier 1 capital 16.7 13.9
Own funds 18.4 16.0

Nykredit Bank Group

CET] capital 27.7 13.5
Tier 1 capital 27.8 155
Own funds 27.8 18.2

Totalkredit A/S

CETI capital 242 13.3
Tier 1 capital 267 153
Own funds 279 18.0

' The regulatory requirement includes requirements under Pillar | and Pillar Il and the
combined capital buffer requirement.
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relating to the tender offer for Spar Nord and Nykredit's aim of
maintaining a strong capital position.

Nykredit's Tier 1 capital of DKK 101.2 billion consists mainly of Com-
mon Equity Tier 1(CET1) capital, which is the key capital measure,
as this is the type of capital required to comply with most of the reg-
ulatory capital requirements. Additional Tier 1 (AT1) capital totalled
DKK 3.7 billion (EUR 500 million) at end-2024 and was issued by
Nykredit Realkredit A/S in October 2020.

The Nykredit Realkredit Group's Tier 2 capital including regulatory
adjustments totalled DKK 10.2 billion at end-2024. Nykredit
Realkredit A/S did not redeem or issue Tier 2 capitalin 2024.

At end-2024 Nykredit Realkredit A/S had furthermore issued about
DKK 64.9 billion-worth of senior non-preferred debt. This does not
count towards own funds, but is eligible for meeting the Danish
minimum requirement for own funds and eligible liabilities (MREL)
applying to the Group, the debt buffer requirement for mortgage
banks as well as S&P's Additional Loss-Absorbing Capacity (ALAC)
criterion for credit rating purposes. Senior non-preferred debt
serves to protect unsecured creditors in case of the issuer's resolu-
tion or bankruptcy.

CET] capital
ratio

o
7T 20.5%
(2023: 20.4%)

n Total capital ratio

—— 23.4%
(2023:23.7%)

Tier 1 capital ratio

21.3%
(2023:21.2%)
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3.3.1 Capital adequacy differences between the
Groups

Although the sole activity of Nykredit A/S is its ownership of
Nykredit Realkredit A/S, the determination of own funds and total
REA is not entirely identical for the Nykredit Group and the
Nykredit Realkredit Group. The differences are due to four factors:

1. Common Equity Tier 1 (CET1) capital
CET] capital totalled DKK 97.4 billion in the Nykredit
Group and DKK 97.5 billion in the Nykredit Realkredit
Group at end-2024. The difference is caused by a deduc-
tion from the CET]1 capital of the Nykredit Group for inter-
company balances with PRAS A/S and the ownership in-
terest of PRAS A/S in Nykredit A/S.

2. Additional Tier 1 (ATI) capital in subsidiaries
AT]1 capital was issued by Nykredit Realkredit A/S and
therefore cannot be included 100% in the Nykredit Group
according to the rules on minority interests in the Capital
Requirements Regulation (CRR), which stipulate that AT1
capital may only be included at an amount corresponding
to the regulatory requirement for the group concerned, in
this case the Nykredit Group.

Table 3.2: Nykredit Realkredit Group

Loan capital, end-2024

2024 IN BRIEF
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Tier 2 capital in subsidiaries

above for AT1 capital.

risk in the Nykredit Group.

Tier 2 capital was also issued by Nykredit Realkredit A/S
and is subject to the rules on minority interests described

Risk exposure amount (REA) — credit risk

As mentioned in 1 above for CET1 capital, intercompany
balances and indirect ownership interests are eliminated
in the Nykredit Group. This reduces total REA for credit

CREDITRISK ~ MARKET RISK  LIQUIDITY  NON-FINANCIAL RISKS

Table 3.3: Capital
Nykredit Realkredit Nykredit

DKK billion Group Group
Year-end 2024 2023 2024
Equity for accounting purposes 105.0 101.0 105.0
AT]1 capital etc (3.8) (3.8) (3.8)
Other CET1 regulatory adjustments 37) 32) (39)
CET] capital 97.5 88.6 97.4
AT]1 capital 37 37 27
ATl regulatory deductions 0.0 0.0 0.0
Total Tier 1 capital 101.2 92.3 100.1
Tier 2 capital 10.2 10.7 8.4
Other Tier 2 regulatory adjustments 00 00 00
Own funds ma4 103.0 108.3
REA
Credit risk 4137 3744 4132
Market risk 264 280 264
Operational risk 345 309 345
Total REA 474.6 433.4 474.0
Capital ratios (%)
CET]1 capital ratio 205 20.4 20.5
Tier 1 capital ratio 21.3 212 21.0
Total capital ratio 23.4 237 228

Interest rate Call date Maturity Capital

AT]1 capital 4125% 15 April 2026 Perpetual EUR 500 million
Tier 2 capital 0.875% 28 April 2026 to 28 July 2026 inclusive 28 July 2031 EUR 500 million
Tier 2 capital 3M Stibor +1.25% 31 March 2026 31 March 2031 SEK 1,000 million
Tier 2 capital 6M Euribor +1.71% - 28 October 2030 EUR 50 million
Tier 2 capital 5.50% 29 September 2027 and 29 December 2027 29 December 2032 EUR 500 million
Tier 2 capital 6.88% 18 October 2027 18 October 2032 SEK 280 million
Tier 2 capital 3M Nibor + 3.65% 18 October 2027 18 October 2032 NOK 1,550 million
Tier 2 capital 3M Cibor + 3.9% 26 October 2027 26 October 2032 DKK 950 million

3.4 Risk exposure amount
Nykredit's risk exposure amount (REA) forms the basis of the cal-

culation of the capital requirement. In 2024 the Nykredit Realkredit
Group's total REA increased by DKK 41.2 billion, or 9.5%, to DKK

474.6 billion.

REA for credit risk grew by DKK 39.3 billion, or 10.6%, to DKK 413.7
billion. This rise is mainly driven by lending growth across compa-

nies, an increase in value-adjusted debt outstanding of mortgage

lending, and the development in credit quality. However, risk

weights are still low due to a long period of largely rising property

prices and favourable macroeconomic conditions.
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In addition, equity portfolios in the banking book have grown, also
causing a rise in REA for credit risk.

At the same time, Nykredit holds a capital add-on under Pillar | to
handle the effect of new legislation and regulation, which is imple-
mented as part of IRB model development. For example, credit risk
models must be developed and approved according to the new
EBA guidelines on model estimation and default definition. In this
process, Nykredit sets aside capital to cover the expected effect on
REA of the model changes. In connection with an application to use
anew LGD model for the personal customer segment, adjustments
have been made to the capital add-ons held under Pillar |. The
amount of this capital is expected to be reduced in connection with
the final implementation of the new model, which is expected to
take place in H2/2025. At end-2024 the Nykredit Realkredit Group
held capital add-ons under Pillar | in the amount of DKK 76.9 billion,
a rise of DKK 12.6 billion from end-2023.

REA for market risk reduced by DKK 1.6 billion, or 5.7%, during 2024.
The decline is mainly due to a reduced portfolio of credit bonds.
For details on changes in REA for market risk, see 5 Market risk.

Operational risks caused a REA increase of DKK 3.5 billion, or 11.3%,
to DKK 34.5 billion. REA for operational risk is calculated using the
standardised approach, which means that the capital requirement
is calculated as 15% of average gross earnings of the past three
years.

Total
A REA
O |:| D DKK 474.6 billion

(2023: DKK 433.4 billion)

2024INBRIEF ~ GOVERNANCE AND MANAGEMENT

Chart 3.1: Nykredit Realkredit Group
Development in REA over the past year (DKK billion)
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Table 3.4: Nykredit Realkredit Group

Market risk

Operational risk

End-Q4/2024

REA summary
DKK million Risk exposure amount Minimum:rir;ié%require-
Year-end 2024 2023 2024
Credit risk (excluding counterparty risk) 405,157 366,106 32,413
OFf which the standardised approach 14,935 14,899 1,195
Of which the advanced IRB (AIRB) approach’ 377,961 339,477 30,237
OFf which equities under the simple risk weighted approach 12,261 11,730 981
Of which the foundation IRB approach (FIRB) 0 0 0
Counterparty risk 8,554 8,323 684
Of which the standardised approach 7,509 7,216 601
Of which exposures to a CCP 181 169 14
OFf which CVA 392 695 31
Of which other counterparty risk 472 242 38
Settlement risk 1 0 0
Market risk 26,414 27,980 2113
Of which the standardised approach 7,980 8,630 638
Of which the internal model approach (IMA) 18,434 19,350 1,475
Operational risk 34,469 30,944 2,758
Of which the basic indicator approach 34,469 30,944 2,758
Amounts below the thresholds for deduction (subject to 250% risk o 0 0
weight)
Total 474,595 433,354 37,968

'Includes Nykredit's capital add-ons held under Pillar |
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3.5 Capital requirements

Nykredit's total regulatory capital requirement is composed of re-
quired own funds (internal capital adequacy requirement) and the
combined capital buffer requirement.

3.5.1 Required own funds

Pursuant to the Danish Financial Business Act, it is the responsibility
of the Board of Directors and the Executive Board to determine the
required own funds. The required own funds are the minimum cap-
ital deemed to be required to cover all material risks. The determi-
nation takes into account the business objectives and capital policy
targets by allocating capital for all relevant risks, including calcula-
tion uncertainties.

Required own funds are determined as the sum of Pillar | and Pillar
Il capital. Required own funds totalled DKK 49.4 billion at end-2024,
equal to an internal capital adequacy requirement of 10.4%.

Pillar |

Under the Pillar | requirement, financial institutions must hold capi-
tal corresponding to 8% of total REA. See section 3.4 for the deter-
mination of REA for credit risk, market risk, counterparty risk and
operational risk.

Pillar Il

Pillar Il comprises Nykredit's assessment of various risks not cov-
ered by the Pillar | capital requirement. The calculation of Pillar Il
capital thus supports the aim of maintaining a stable capital level
even if the economic climate deteriorates.

Pillar Il capital includes a buffer that Factors in a weaker economic
climate with changes in customer credit quality, falling property
prices, etc.

In addition, a number of assessments are made of other risks that
may lead to a Pillar Il add-on. Other risks include, for example, ef-
fects of model updates, model risk, operational risks, validation and
backtest results, data quality, concentration risk and interest rate
risk.

Our risk management procedures include the identification and as-
sessment of ESG risks through, for instance, analysis of the impact

2024 IN BRIEF

of transition and physical risks. These risks are currently deemed to
be identified in the process of assessing elements of traditional
risks, such as stability of property values, impairments and rating
considerations in relation to customers. The area is monitored
closely to ensure alignment with upcoming regulation and stress
tests.

Minimum capital requirement

DKK 38.0 billion
(2023: DKK 34.7 billion)

Internal capital adequacy
requirement

10.4%
(2023:10.6%)

Required
own funds

A
il

DKK 49.4 billion
(2023: DKK 45.7 billion)

3.5.2 Capital buffers

Nykredit is subject to a number of capital buffer requirements in
addition to the capital requirements under Pillar | and Pillar Il. The
combined capital buffer requirement is currently 7.7% of Nykredit's
REA and must be met with CET1 capital.

As a systemically important financial institution (SIFl), Nykredit is
subject to a special and institution-specific SIFl buffer requirement
of 2%. In addition, Nykredit must meet the capital conservation
buffer and countercyclical capital buffer requirements, each at
2.5%. These apply to all financial institutions.

On 30 June 2024, upon recommendation from the Danish Sys-
temic Risk Council, the Danish Minister for Industry, Business and

GOVERNANCE AND MANAGEMENT  CAPITAL
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Financial Affairs activated a sector-specific systemic buffer for ex-
posures to property companies at a rate of 7% of such exposures.
Besides the Danish capital buffer requirements, Nykredit must hold
CET] capital for lending in countries where the countercyclical
buffer has been implemented and where Nykredit has activities.

However, lending in such countries is very limited.

3.5.3 Total regulatory capital requirement

The total capital requirement including combined capital buffers
was 18.0% at end-2024, of which the minimum CET1 capital require-
ment represented 13.5%, including Pillar Il. With a CET1 capital ratio
and a total capital ratio of 20.5% and 23.4%, respectively, the capital
levels are well above the capital requirements applicable to
Nykredit.

Besides the specific capital requirements, the results of Nykredit's
own stress tests as well as stress tests conducted by the European
Banking Authority (EBA) and the Danish FSA must be incorporated
in Nykredit's capital planning.

Nykredit's capital targets, which are described in detail in section
3.1, allow for the capital requirements combined with a deteriorating
economic climate corresponding to the severe recession scenario
in the Danish FSA stress test or a similar scenario.

3.6 Stress tests and capital projections

In addition to the regulatory capital requirements, Nykredit holds
additional capital to be applied in particularly stressed economic
circumstances. Accordingly, a stress buffer is determined in con-
nection with the annual adoption of Nykredit's capital targets, re-
flecting the impact of a severe recession.

Model-based stress tests and capital projections are permanent el-
ements of Nykredit's capital management. The stress tests are
used to assess the impacts of different macroeconomic scenarios.
The results are applied at both Group and company levels and are
included in the annual assessments by the individual Boards of Di-
rectors of the internal capital adequacy requirement as well as in
the determination of capital targets.

16/56


https://nykredit.sharepoint.com/sites/Risikoanalyse/Delte%20dokumenter/Ekstern%20risikorapport/1.%20Tekstafsnit/2.%20Ledelse%20og%20styring%20af%20risikoområdet/2%20Ledelse%20og%20styring%20af%20risikoområdet.docx#_Indhold

The stress test calculations include the macroeconomic factors of
greatest importance historically to Nykredit's customers.

The capital requirement for credit risk builds primarily on correla-
tions between the macroeconomic factors, the Probability of De-
fault (PD) and Loss Given Default (LGD).

Nykredit applies a wide range of macroeconomic scenarios taken
from its catalogue of scenarios, including a baseline scenario, which
is a neutral projection of the Danish economy. The baseline sce-
nario is supplemented with stress scenarios of varying severity,

The most important macroeconomic Factors:
= Property prices
= Interest rates
= Unemployment
= GDP growth

Table 3.5: Nykredit Realkredit Group
Regulatory capital requirements
% of REA 2024 2023

Minimum CET1 capital ratio

Pillar | 45 45
Pillar 11 1.3 15
Combined buffer requirement 77 7.0
- Capital conservation buffer 25 25
- Countercyclical buffer 25 25
- SIFI buffer 20 2.0
- Systemic risk buffer 0.8 0.0

Total requirement 13.5 13.0

Minimum total capital ratio

Pillar | 8.0 8.0
Pillar 11 2.4 2.6
Internal capital adequacy require-

ment 10.4 10.6
Combined buffer requirement 7.7 7.0
Total requirement 18.0 17.6

Capital ratios

CET] capital ratio 205 20.6
Total capital ratio 23.4 237
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ranging from a weaker economic climate to a severe recession.
Other relevant scenarios from external parties such as the Danish
FSA or Danmarks Nationalbank, current risk scenarios or company-
specific scenarios for Nykredit Bank and Totalkredit are also
considered.

Stress scenarios: Severe recession

Nykredit's capital policy aims at ensuring a robust capital level, also
in the long term and in a severe recession. Therefore, Nykredit reg-
ularly evaluates the impact of severe recession. Stress scenarios
are used that reflect an exceptional, but plausible macroeconomic
stress scenario.

Internal as well as external scenarios are used. The results of the
stress scenarios reflect how much Nykredit's capital requirement
would increase in case of plunging housing prices, falling or rising
interest rate levels and high unemployment. The results are fac-
tored into the annual determination of Nykredit's capital policy.

Chart 3.2: Nykredit Realkredit Group
Structure of stress tests and capital projections

Scenarios Impacts

Interest rates

Property price decline
Loan impairment/

te-offs

-y

Credit risk
Increasing

unemployment

Market risk

Growth slowdown

(GDP)

Other risks

g
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Table 3.6: Nykredit Realkredit Group
Stress scenarios to determine the capital need

2025 2026 2027

Baseline scenario

Interest rates' 21% 20% 2.0%
Property price growth 41% 42% 42%
GDP growth 15% 1.3% 11%
Unemployment 51% 52% 5.3%
Severe recession

Interest rates' 2.3% 20% 17%
Property price growth (5.00% (15.0)% (2.0)%
GDP growth (1.0)% (3.0)% (1.0)%
Unemployment 7.6% 8.8% 9.4%

! Average of 3-month money market rates and 10-year government bond yields.

Changes Consequence

- Capital requirement
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Nykredit participated in the EU-wide stress test exercises of the
EBA in 2023 and will do so again in 2025. The stress test in 2023
showed that Nykredit can withstand an even very severe macroe-
conomic downturn where large property price declines have a sig-
nificant adverse impact on both personal and business lending.

Internal Capital Adequacy Assessment Process (ICAAP)

Through the ICAAP process, the Board of Directors annually as-
sesses Nykredit's internal capital adequacy requirement, reflecting
the capital requirements under Pillar | and Pillar Il. The internal capi-
tal adequacy requirement is determined to reflect a cautious and
forward-looking approach that supports the overall risk tolerance
according to Nykredit's risk policy.

Despite continued macroeconomic uncertainties, the conclusion of
the ICAAP process is that Nykredit has sufficient capital to with-
stand these risks, as well as far more severe downturns, and takes
these risks into consideration in both its risk management practices
and the capital policy.

Nykredit's capital planning factors in any upcoming regulation ex-
pected to result in changes to the required own funds. New require-
ments are subsequently incorporated into the ICAAP and the inter-
nal capital adequacy requirement upon coming into force. Based
on the ICAAP and other aspects, Nykredit's Board of Directors de-
termines at least annually the company's capital policy and the per-
taining capital requirements, capital targets and capital plan.

3.7 Consolidation methods

REA is determined according to the rules of the Danish Financial
Business Act and the Capital Requirements Regulation. The deter-
mination comprises Nykredit Realkredit A/S (the Parent) and the
enterprises in which Nykredit Realkredit A/S exercises direct or in-
direct control of the enterprises' financial and operational manage-
ment.

Together with other enterprises, Nykredit controls the enterprise
JN Data, which is not included in the Consolidated Financial State-
ments. This enterprise is recognised according to the equity
method.
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As at end-2024, the consolidated risk exposures
concerned:

= Nykredit Realkredit A/S

= Totalkredit A/S

= Nykredit Bank A/S

= Nykredit Leasing A/S

= Sparinvest Group

= Nykredit Portefolje Administration A/S
= Nykredit Meegler A/S

= Svanemglleholmen Invest A/S

= Kirstinehoj17 A/S

3.7.1 Differences compared with Financial Statements
There are differences between the Financial Statements and de-
terminations under the CRR. This means that the figures in this re-
port are not directly comparable with the determination of expo-
sures in the Annual Report. This report has been prepared in ac-
cordance with Part 8 of the CRR, which defines the disclosure re-
quirements.

Unexercised loan offers, undrawn credit and loan commitments,
guarantees as well as potential future credit exposures to financial
instruments are included in exposures used for the determination
of REA. REA for securities is calculated at ISIN level. Detailed dis-
closures are available at nykredit.com.

3.7.2 Creditrisk

Nykredit has obtained the approval of the Danish FSA to use the
advanced IRB approach to determine REA for credit risk in relation
to:

= Retail and business exposures of Nykredit Realkredit A/S, To-
talkredit A/S and Nykredit Bank A/S

The standardised approach is applied to determine REA for credit
risk in relation to:

= Sovereign and credit institution exposures
= A few minor portfolios and remaining companies

CREDITRISK  MARKETRISK  LIQUIDITY  NON-FINANCIAL RISKS
In connection with the implementation of the CRR on 1 January
2025, adjustments will be made to the IRB approach, including the

use of the foundation IRB approach.

3.7.3 Market risk

For the determination of REA for market risk, Nykredit Realkredit
A/S has obtained FSA approval to apply a Value-at-Risk (VaR)
model to calculate the general risk related to:

= Equities
= Debtinstruments
= Foreign exchange

Nykredit Bank A/S has obtained FSA approval to apply a VaR
model to calculate general risk related to:

= Debtinstruments
= Foreign exchange

For market risk in the remaining companies and the parts of the
portfolio for which REA is not determined using VaR, the standard-
ised approach is applied.

Nykredit has a number of procedures in place ensuring that the
tradability of positions in the trading book is satisfactory, see 5 Mar-
ket risk. All positions in the trading and banking books are tested
regularly for uncertainty related to applied prices against observed
prices. These tests are applied in the prudent valuation calcula-
tions. A deduction is made from Nykredit's CET1 capital for prudent
valuation.

For a description of the now postponed approach to capital re-
quirement calculation, the FRTB, and resulting reporting require-
ments, see 5.3.5 Regulatory capital requirement.

3.7.4 Operational risk

For all Group companies, the capital requirement for operational

risk is determined using the basic indicator approach. This means
that the capital requirement is calculated as 15% of average gross
earnings of the past three years. The approach will be adjusted in
connection with the implementation of CRR3 on 1 January 2025.

18/56


https://nykredit.sharepoint.com/sites/Risikoanalyse/Delte%20dokumenter/Ekstern%20risikorapport/1.%20Tekstafsnit/2.%20Ledelse%20og%20styring%20af%20risikoområdet/2%20Ledelse%20og%20styring%20af%20risikoområdet.docx#_Indhold
https://www.nykredit.com/investor-relations/financial-reporting/2023/

3.8 Leverage ratio

The leverage ratio is defined as the relationship between Tier 1 cap-
ital and the balance sheet total (including off-balance sheet items).
The lower the leverage ratio, the higher the leverage level. Under
the applicable rules, the ratio does not factor in any collateral. The
minimum regulatory leverage ratio is 3.0%. The leverage ratio is cal-
culated separately for each company and included in their capital
management.

In the capital policy, the Board of Directors of Nykredit Realkredit
and the Boards of Directors of the individual subsidiaries have set
targets for their respective leverage levels. The targetis reviewed
annually and determined based on a stressed scenario, factoring in
other impacts on earnings and own funds as well as balance sheet
movements, which may ultimately affect the leverage ratio.

Nykredit's balance sheet mainly consists of match-funded mort-
gage loans. Match funding ensures a match between the interest
and principal payments of a loan and the underlying funding.

Because of the structure of Nykredit's balance sheet with a stable
development in mortgage lending, the risk of excessive leverage is
limited. Moreover, stress tests show that the leverage ratio remains
largely unaffected in stressed scenarios, which mainly affect
Nykredit's REA.

At end-2024 the Nykredit Realkredit Group's leverage ratio was
5.3%, up 0.2 percentage point since end-2023. In 2024 Nykredit rec-
orded business growth, which has increased leverage ratio expo-
sures. Tier 1 capitalincreased as a result of profit for the year and
other factors.

Table 3.7: Nykredit Realkredit Group
Leverage ratio

DKK billion

Year-end Regulatory 2024 2023
requirement

Tier 1 capital 101 92

Leverage ratio exposures 1,878 1,791

Leverage ratio, % Min 3.0% 5.3% 51%
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3.9 Debt buffers and MREL requirements

Nykredit Bank must comply with the Danish minimum requirement
for own funds and eligible liabilities (MREL). The purpose of the
MREL requirement is to ensure that Nykredit Bank can be recapi-
talised and restructured through a principal write-down or conver-
sion of capital and debt instruments in the event of a situation
where the Bank meets the conditions for resolution.

At end-2024 Nykredit Bank had own funds and eligible liabilities
corresponding to 39.8% of REA. The MREL requirement for 2024
set by the Danish FSA was 36.8%,; this includes the combined capi-
tal buffer requirement of 7.7% of REA.

As Danish mortgage banks, Nykredit Realkredit and Totalkredit are
exempt from the MREL requirement, but must meet the regulatory
debt buffer requirements. The debt buffer serves to bolster the
loss-absorbing capacity of a failing mortgage bank without impair-
ing its lending capacity.

The debt buffer requirement consists of the stacked debt buffer re-
quirement and the 8% debt buffer requirement. The stacked debt
buffer requirement stipulates that eligible liabilities must amount to
at least 2% of the Nykredit Realkredit Group's total mortgage lend-
ing in addition to the Group's capital requirement. The 8% debt
buffer requirement stipulates that eligible liabilities must amount to
at least 8% of the consolidated balance sheet.

At end-2024 Nykredit's stacked debt buffer was 4.3%, while the 8%
debt buffer was determined at 9.6%.

Liabilities applied to meet the debt buffer requirement are deter-
mined after liabilities have been reserved to meet the Bank's MREL
requirement, as the same liabilities cannot be applied to meet both
requirements at the same time. Accordingly, by observing the debt
buffer requirement, the resolution group will have sufficient MREL
funds to meet the MREL requirement. The capital structure and
capital planning must ensure that the MREL and debt buffer re-
quirements can be met across economic cycles.

CREDITRISK  MARKET RISK

Table 3.8: Nykredit Realkredit Group
Debt buffer and MREL requirements
%

LIQUIDITY

NON-FINANCIAL RISKS

Regulatory 2024 2023
Year-end requirement
MREL funds 36.8 39.8 422
Stacked debt buffer 20 43 47
8% debt buffer 8.0 9.6 95

Note: MREL funds were calculated at the level of Nykredit Bank A/S. The stacked
debt buffer and the 8% debt buffer were calculated at the aggregate level of Nykredit

Realkredit A/S and Totalkredit A/S.

MREL funds

39.8%
(2023: 42.2%)

Debt buffer

4.3%
(2023: 4.7%)
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3.10 FSA Supervisory Diamonds
3.10.1 Banks

The Supervisory Diamond for banks applies to all Danish banks. It is

a strictly Danish initiative and does not stem from EU legislation.

The current benchmark values of the Supervisory Diamond model
are shown in the table below. Nykredit Bank A/S operates within all
benchmark limits.

3.10.2 Mortgage lenders

The Supervisory Diamond for mortgage lenders is a strictly Danish
initiative and does not stem from EU legislation. In parallel to the
Supervisory Diamond, bank loans resembling mortgage loans will
be subject to special supervision.

The current benchmark values of the Supervisory Diamond model
are shown in the table below. No limits were exceeded.

The Supervisory Diamond model sets out the follow-
ing benchmarks for five key ratios that indicate when a
mortgage bank is operating at an elevated risk:

= Annual lending growth may not exceed 15% in each
of the segments personal customers, commercial
residential property, agriculture and other business.
The sum of the 20 largest exposures must not ex-
ceed Nykredit's CET] capital.

Borrower's interest rate risk relating to residential
properties: The proportion of lending where the LTV
ratio exceeds 75% of the LTV limit and where the

loan rate is fixed for up to 2 years only may not ex-
ceed 25% of the total loan portfolio.

Interest-only (I0) loans to personal customers: The
proportion of IO loans for owner-occupied and holi-
day homes with an LTV ratio above 75% of the statu-
tory LTV limit may not exceed 10% of total lending.

Limitation of short-term funding: The proportion of
loans to be refinanced must be below 12.5% per
quarter and 25% per year.
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The Supervisory Diamond model sets out the follow-
ing benchmarks for four key ratios that indicate when
abank is operating at an elevated risk:

= The sum of large exposures should be less than
175% of CET]1 capital.

= |ending growth should be less than 20% measured
year-on-year. The limit value is determined exclu-
sive of reverse repurchase lending and after impair-
ments.

= Total exposure to the property segment should be
less than 25% of total lending.

= The liquidity benchmark should be more than 100%.

The benchmark indicates a bank's ability to with-
stand a liquidity stress for at least three months.

Table 3.10: Supervisory Diamond for mortgage lenders

Benchmark

GOVERNANCE AND MANAGEMENT  CAPITAL

CREDITRISK  MARKET RISK

Table 3.9: Nykredit Bank A/S
Supervisory Diamond for banks

LIQUIDITY

NON-FINANCIAL RISKS

Benchmark 2024 2023
Large exposures (limit value <175%) 120.6% 1083%
Lending growth (limit value <20%) 47% 9.0%
Property exposure (limit value <25%) 101% N.2%
Liquidity benchmark (limit value >100%) 246.8% 223.3%

Nykredit Realkredit Group

Nykredit Realkredit A/S

Totalkredit A/S

Lending growth in segment

Personal customers (limit value <15%) 2.7% (12.8)% 3.2%
Commercial residential property (limit value <15%) 6.9% 6.7% 14.9%*
Agriculture (limit value <15%) (0.8)% (0.8)% 0.0%
Other business (limit value <15%) 2.4% 22% 57%
Borrower's interest rate risk

\I:;zr::;;;r’l)vate individuals and for residential rental (limit 159% 160% 12.6%
Interest-only loans
Personal customers (limit value <10%) 47% 2.4% 47%
Loans with short-term funding

Refinancing (annually) (limit value <25%) 141% 20.9% 10.7%
Refinancing (quarterly) (limit value <12.5%) 37% 10.2% 45%
Large exposures

Loans and advances/equity (limit value <100%) 47.7% 46.6% 7.0%

'As Totalkredit's business lending is lower than Totalkredit's own funds, the segment is not subject to the 15% limit.
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4. Credit risk

Credit risk reflects the risk of loss resulting from customers and
counterparties defaulting on their obligations. It is Nykredit's pol-
icy to always offer responsible, sustainable and transparent finan-
cial solutions that match customers' financial position and needs.

This approach serves to contain Nykredit's overall credit risk.

Nykredit's credit risk stems from mortgage and bank lending, but
also from financial products. Most of the credit exposure derives
from mortgage loans secured by real estate, which also serves to

keep credit risk low.

In 2024 the credit quality of Nykredit's personal loan portfolio was
supported by Danish economic trends, which were characterised
by growth, high real wage increases and rising employment. This,
in combination with falling interest rates from H2/2024 in particu-
lar, caused both sales activity and prices in the housing market to
increase again. However, the higher interest rates in recent years
have materialised in the business loan portfolio, where a deterio-
ration of customers' financial ratios has been observed. Focus has
increased on property rental in particular, due to a period of fewer
transactions and higher interest expenses. In general, financial ra-
tios in the business loan portfolio have deteriorated from strong

levels.

Impairment provisions have been made to cover losses in the
personal and business loan portfolios resulting from a weaker
economic climate. Write-offs are still low. Risks of a weaker eco-
nomic climate also affect Nykredit's capital planning, with capital
being held to mitigate these risks as part of the internal capital ad-

equacy requirement.

Risk appetite

Creditworthiness is the core element of credit granting. Credit

granting must reflect Nykredit's strategy and factor in aspects
such as sustainable transition towards climate change adaptation
and mitigation, and the credit portfolio is structured around guide-
lines and portfolio targets. Nykredit focuses on long-lasting and
sound relationships with customers who have the ability and will
to meet their obligations. The objective is that physical assets
used in the Group's business and management activities are be-
lieved to have durable and robust values, thereby ensuring the
necessary security for the Group's bond issues.
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4.1 Policy and guidelines

Nykredit has a nationwide presence across Denmark and a com-
prehensive distribution network. Customers are served by certified
bankers at Nykredit's customer centres and bankers at the local
Totalkredit partner banks.

Nykredit's credit risk profile and risk appetite are laid down in the
credit policy. The credit policy is laid down by the Board of Direc-
tors. It is based on the Nykredit Group's strategy and the aim that
customers should perceive Nykredit as a reliable, qualified and
long-term financial partner. All credit applications are assessed in
accordance with the credit policy by financially trained employees.
The cornerstone of such assessment is a customer's creditworthi-
ness, which reflects their ability and willingness to meet their obliga-
tions. An overall evaluation is made of the customer's financial cir-
cumstances and other risk elements, taking into account Nykredit's
total exposure to the customer and any mortgage security pro-
vided. The credit policy specifies measurable characteristics of
creditworthy customers and compensatory measures in case of
deviation from these characteristics.

The credit policy complies with the Executive Order on Manage-
ment and Control of Banks etc and ensures that credit is granted in
accordance with the framework of the Totalkredit partnership, Dan-
ish mortgage legislation, the Danish Financial Business Act, good
business practice, the guidelines on prudent credit assessment and
any other relevant rules and regulations. The aggregate credit
granting by the Group companies is undertaken within the credit
policy limits for large exposures as well as limits for portfolio distri-
bution by industry, geography and other risk types.

Nykredit wants to maintain close relationships with its customers to
be able to prevent potential payment difficulties from arising.
Prompt action benefits both the customer and Nykredit and limits
arrears etc, making it more likely that the customer will recover. Al-
ternatively, losses will be minimised to the advantage of both
Nykredit and the customer.

Mortgage lending in Totalkredit is based on a strategic partnership
comprising 41 Danish banks at end-2024. The Totalkredit partner
banks undertake the distribution of loans, customer advisory

services, creditworthiness assessments, case processing as well as
arrears reviews and handling of non-performing exposures. To-
talkredit loans are subject always to final approval by Totalkredit.

The credit policy describes a number of ESG factors to be consid-
ered as part of the credit assessment of business customers. The
assessment includes, in particular, climate, physical and transition
risks, but also other elements of a customer's individual ESG fac-
tors will be considered where relevant. The aim is to identify rele-
vant risks and options, which will then form part of the overall as-
sessment of a business customer's creditworthiness. Nykredit's
ESG assessment is based on recognised concepts laid down in the
EU Taxonomy Regulation. Compliance with Nykredit's Fossil Fuels
Policy is also a priority; the policy defines Nykredit's position and
approach to the financing of companies involved in the exploration,
extraction or production of fossil fuels or energy from fossil fuels.

The focus is on inspiring and encouraging the sustainable transition
through targeted value propositions, for example favourable op-
portunities for climate proofing, instead of limiting or preventing
personal customers' access to financing, so that the transition does
not take place at the expense of individual customers in exposed
areas.

4.2 Lending guidelines and process

Nykredit's customer centres have been authorised to process most
credit applications independently. The authority comes with a re-
quirement of credit policy and business procedure certification
every three years, in addition to the statutory certification. It is
Nykredit's aim that most credit decisions should be made locally.

Which level of Nykredit's credit approval hierarchy determines a
business customer's credit application generally depends on the
size of the exposure. Nykredit has five regional credit units that pro-
cess business customers' credit applications exceeding the author-
ity assigned to the customer centres and Nykredit Direkte. Applica-
tions exceeding the authority of the regional credit units are pro-
cessed centrally by Group Credits, unless they involve exposures
requiring escalation to Nykredit's Credits Committee, the Executive
Board or the Board of Directors.
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Credit risk governance

Board of Directors and Board Risk Committee:

. Lay down the credit policy, including risk appetite
and limits for portfolios, and credit guidelines. Re-
ceive quarterly reports on credit policy compliance.

. The Board of Directors receives separate reports in
case of breaches of the policy, including an action
plan for approval.

Executive Board and Credits Committee:
. Approve and implement the credit policy and over-
see compliance based on quarterly reports.

. The Executive Board receives separate reports in
case of breaches of the policy, including an action
plan for approval.

Risk management function (second line of defence):

. Performs controlling and monitoring independently
of the risk-taking units. Prepares reports for the
Board of Directors and the Executive Board. The risk
management function, including Credit Controlling,
plays an important role in this respect. Credit Con-
trolling reviews credit policy compliance by spot
checking eg credit approvals from all Group compa-
nies.
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Which level of the credit approval hierarchy determines credit ap-
plications of personal customers of Nykredit depends on a combi-
nation of exposure size and any credit circumstances requiring par-
ticular attention (credit approval rules). The level of the credit ap-
proval hierarchy determines whether credit applications are pro-
cessed by the customer centres or centrally by Group Credits.

Which level of the credit approval hierarchy determines mortgage
loan applications of personal customers of Totalkredit depends on
the size of the loan applied for, including the market value of any
prior-ranking loans in the individual property, unless otherwise
stated. As for credit applications of business customers of To-
talkredit, the level is determined by exposure size, in the same way
as for Nykredit customers.

The Group's largest exposures are presented to the Board of Direc-
tors on an ongoing basis. The Board is also briefed quarterly about
the largest write-offs and impairments.

Approvals are made in compliance with applicable rules and prac-
tices, including the Danish Executive Order on Management and
Control of Banks, etc, the Danish Executive Order on good practice
for residential mortgage agreements, guidelines on prudent credit
assessment when granting housing loans in growth areas etc and
guidelines on creditworthiness assessments.

4.2.1 Nykredit's credit approval process

Nykredit's approval of loans is based on the customer rating to-
gether with an assessment of the customer's current financial posi-
tion and resilience as well as other circumstances where relevant,
such as, for businesses, their managerial strength and ESG factors.
This assessment is based on credit approval rules and guidelines in
the credit policy. The assessment also considers the quality of se-
curity provided. Security by way of mortgages on real estate is as-
sessed by valuers.

Nykredit applies its own internally estimated ratings to the vast ma-
jority of its customers. Customer ratings are based on an estimation
of the customer's Probability of Default (PD), which indicates the
probability of the customer defaulting on its obligations within 12
months. Customer ratings are used for credit assessments and
other purposes.

Chart 4.1: Nykredit Realkredit Group
Credit approval structure, Nykredit Bank and Nykredit Realkredit

NYKREDIT BANK | GROUP |

Nykredit Bank
Board of Directors

t

Nykredit Realkredit
Board of Directors

Executive Board Group Executive Board

Bank Credits Group Credits

Committee

I |

Committee

Group Credits

4
|

Regional Credits

The approval of financial products is based on a customer's credit-
worthiness, the life of the product, the contractual basis and an as-
sessment of the quality of the security provided etc.

4.2.2 Totalkredit's credit approval process

As regards Totalkredit loans, assessments of personal customers
are primarily carried out by the regional and local banks, while the
final approval of credit applications is undertaken by Totalkredit.
Assessments of business customers and approval of business
credit applications are carried out centrally by Totalkredit on the
basis of a credit assessment by the partner bank.
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A modelis used for Totalkredit personal mortgages where the loss
risk relating to the loans is shared according to principles set out in
the collaboration agreement with the partner banks. The partner
banks provide security to Totalkredit by way of a right of set-off
and/or guarantees for the loans arranged by them. In return, To-
talkredit passes on part of the administration margin payments
from customers to the partner banks. This incentivises the partner
banks to carry out a thorough and adequate assessment of cus-
tomer creditworthiness, which minimises expected losses on cus-
tomers. In case of high-risk loans where the ordinary business pro-
cedures are derogated from, the partner banks must provide a

Chart 4.2: Totalkredit A/S

Credit approval structure, Totalkredit — personal mortgages

Totalkredit

Totalkredit's Board of
Directors

DKK 16m
Credit Approvals
Totalkredit, Head of
Credit Approvals
Partner Banks,
Managing Director,
Executive Board

Chart 4.3: Totalkredit A/S

Credit approval structure, Totalkredit — business mortgages

Totalkredit Group

Totalkredit's Board of Nykredit's Board of
Directors Directors
T DKK 50 million T DKK 300 million
Totalkredit's Credits Head of Group Credits
Committee
T DKK 50 million
Group Credits
DKK 25 million
Totalkredit business
mortgages

Note: Amounts apply to the size of the total exposure to a customer.
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guarantee exceeding the security provided for ordinary loans. The
security model thus reduces Totalkredit's credit risk.

4.3 Control and reporting

Group Credits is responsible for managing and monitoring credit
risk in accordance with guidelines laid down by the Board of Direc-
tors and the Group Executive Board. The unit is also responsible for
reviewing certain individual exposures as well as credit policy limits
for large exposures and limits for portfolio distribution at Nykredit
and Totalkredit.

Credit risk review is based on a portfolio management approach
categorising customers according to industry and monitoring them
against a number of credit parameters. Furthermore, individual ex-
posures are reviewed to assure the quality of lending. This includes
reviews of credit approvals and weak exposures. The controls are
organised to be independent of the approving units, and independ-
ent reports are prepared for the risk management function.

The risk management function oversees the ongoing control and
review of credit quality, portfolio limits etc and monitors the quality
of credit processes. In its reports to the Board of Directors, the risk
management function also explains the credit risk outlook.

4.3.1 Portfolio management

Portfolio mix and development are monitored by means of
portfolio reports, sector and thematic analyses as well as the
regular risk exposure reporting to the Board of Directors, which also
includes monitoring of impacts from underlying ESG risks. This
enables the Board of Directors to evaluate the credit policy and
make the required adjustments in relation to lending at single-name
level (guidelines) and portfolio level (portfolio limits and size
criteria). The aim is to avoid any single-name risk or concentration
of risk which may have a materialimpact on the Group in the event
of default.

In addition to the above, a number of other elements are part of

day-to-day credit management based on, for instance, large expo-
sure limits and portfolio distribution criteria. This is supplemented
with central credit instructions with respect to individual portfolios
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and industries, which should form part of customer assessments.

In addition to control of individual exposures, portfolio controls are
performed in terms of data-driven monitoring of selected portfolio
metrics for early detection of red flags.

4.3.2 Control of individual exposures

Individual exposures are controlled at decentralised and central
levels in several areas. Credit Controlling, a unit of the risk manage-
ment function, holds systematic meetings with the approving units
to give them feedback on the relevant findings of the controls.

New approvals

With respect to decentralised reviews, the heads of Nykredit's cus-
tomer centres are responsible for local day-to-day credit manage-
ment, comprising spot checks as well as reviews. Controlling new
approvals at individual exposure level is also part of the decentral-
ised review procedure. The same applies to Totalkredit's business
exposures. The individual banks are responsible for decentralised
controlling of Totalkredit's personal exposures.

Centralised controlling is performed by Credit Controlling, which is
responsible for credit controlling in all the Group's companies. New
approvals are controlled against the credit policy, including consid-
eration of risk appetite, credit assessment and decision-making ba-
sis. As regards Nykredit Bank, Nykredit Realkredit and Totalkredit's
business exposures, monthly spot checks are carried out for each
approving unit. Totalkredit's personal exposures and Nykredit
Leasing are subject to quarterly controls, and spot checks are car-
ried out for each Totalkredit partner bank. The samples must be
large enough to ensure that they are representative of the entire
population or a specific risk group. It is a requirement that the re-
sults describe, at a high confidence level, the risk tolerance of each
approving unit and partner bank in relation to new approvals. The
controls for Nykredit Bank and Nykredit Realkredit are risk-based,
which means that higher-risk credit approvals are subject to more
spot checks. The controls include checking for, for example, any
overrun of credit approvals, processing errors and derogations
from the credit policy guidelines. It is assessed whether the overall
level of approvals is within the credit risk appetite.

23/56


https://nykredit.sharepoint.com/sites/Risikoanalyse/Delte%20dokumenter/Ekstern%20risikorapport/1.%20Tekstafsnit/2.%20Ledelse%20og%20styring%20af%20risikoområdet/2%20Ledelse%20og%20styring%20af%20risikoområdet.docx#_Indhold

Renegotiations

Decentralised reviews of renegotiations are part of the monitoring
of credit exposures, and large business exposures are reviewed by
the account manager at least annually. The review is based on fi-
nancial statements, ratings and customer data and is a key element
of the control environment. In addition, the heads of the customer
centres conduct regular spot checks of the frequency and quality
of renegotiations as part of the decentralised review procedure.
Central reviews and control of the frequency and quality of renego-
tiations are performed by Credit Controlling on an ongoing basis.

Review of weak exposures

Nykredit identifies weak exposures based on the rating categories
with the highest probability of default, with or without objective evi-
dence of credit impairment. Objective evidence of credit impair-
ment is determined on the basis of a number of statutory indicators
of credit-impaired exposures. If Nykredit identifies objective evi-
dence of creditimpairment, the exposure will be assigned the low-
est possible rating.

Weak exposures are reviewed by units that are specialised in han-
dling weak exposures. Weak exposures are reviewed at least annu-
ally, except for personal customers with a rating of 2 (the highest
possible rating in the category of weak exposures) where review is
part of the daily customer relationship management. Business
banking exposures are reviewed quarterly, with a few exceptions.
The reviewing units are responsible for preparing a credit strategy
including an action plan for the purpose of implementing loss con-
trol measures and restoring the customer's financial strength. The
account manager is responsible for executing the credit strategy.
Weak exposure reviews also include assessment of the customer's
creditworthiness and consequently rating, data control and, in
some cases, impairment calculations. Regular spot checks are
made of the quality of weak exposure reviews conducted.

For Totalkredit mortgage loans, exposures are designated as weak
if there is reasonable doubt as to whether the customers are able
and/or willing to honour their obligations to Totalkredit. Totalkredit
identifies weak personal exposures through Totalkredit's rating
model, registrations made by partner banks in connection with
loans, and Totalkredit's portfolio monitoring. Personal exposures
where the PD is over 5%, where the customer is registered in RKl's
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bad debtor register and/or is subject to execution, or where other
red flags indicate that the customer is in severe financial difficulties
are assessed individually for objective evidence of creditimpair-
ment.

Central reviews and control of the frequency and quality of the
weak exposure reviews conducted are performed by Credit Con-
trolling on an ongoing basis. Credit Controlling controls Nykredit's
reviews of weak exposures and Totalkredit's reviews of weak busi-
ness exposures as well as the action plans implemented in relation
to Totalkredit's personal exposures. The purpose of the spot
checks is to assess whether the weak exposure reviews comply
with relevant business procedures and process descriptions. This
credit control serves to support the approving units' handling of
weak exposures through ongoing dialogue about the results of con-
trols performed.

Itis verified thatimpairments, write-offs and provisions comply with
the accounting rules, and the risk management function validates
the models applied.

Controls in respect of impairments are performed as spot checks
of Nykredit's impairment of stage 2 and stage 3 exposures includ-
ing expert recalculation of impairments and comparison of the re-
sults with the level of current impairments.

Controls in respect of write-offs are performed as timeliness as-
sessments of a sample of write-offs.

Credit Controlling also performs checks to verify the timely identifi-
cation of objective evidence of credit impairment and the correct
stage categorisation of weak exposures.

4.4 Currentrisk profile and development

4.4.1 Credit portfolio characteristics

Nykredit's credit exposures mainly consist of mortgage lending,
which represents 75% of the total exposure. The rest of the loan
portfolio primarily consists of bank loans and a small amount of fi-
nancialinstruments.

At end-2024, 49% of the Group's lending and guarantees were to
personal customers in Denmark. The exposure to business cus-
tomers in Denmark amounted to 32.8%. The exposure to
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customers outside Denmark accounted for 3.7% and was mainly to

business customers.

Overall, Nykredit's customer portfolio is characterised by low LTV
ratios and a low proportion of loans in default. At end-2024 the av-
erage LTV was 54.3%, and the proportion of loans in default was
1.2%. Customers' internal ratings are predominantly at the high end
of the scale and consequently considered good. The calculated rat-
ings are based on customers' financial position and payment be-
haviour, see 4.6 Models for determination of credit risk.

Mortgage portfolio's share of total
credit exposure

Htﬂ 75%

(2023:75%)

The economy and the real estate market

Despite geopolitical tensions and stagnation trends in Europe, the
Danish economy grew significantly in 2024. A main driver was the
successful pharmaceutical industry, but growth was generally
broad-based. Danish households benefited from relatively high real
wage growth, as well as a continued increase in employment and a
very slight rise in unemployment. Many Danish homeowners also
benefited from falling interest rates, and the average homeowner
mortgage rates are no longer rising. The flat trend is despite the fact
that some homeowners, not least those having ARMs with 5Y fund-
ing, remain unaffected by the interest rate increases in recent
years.

Housing market activity declined at the beginning of 2024, when tax
discounts for existing homeowners drove a wedge between buyers
and sellers, especially in the flat market and relative to houses in
the country's most expensive areas. However, housing prices fell
only slightly, and since the spring of 2024, sales activity and prices
have risen in most of the housing market, driven by a decent in-
crease in real wages, falling interest rates and a strong labour mar-
ket. In recent years, the Copenhagen housing market has shown re-
silience to interest rate increases, but the housing cost burden the
percentage of a household's income allocated to housing expenses
—is still high.
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The rental property market has been challenged by the rising inter-
est rates in recent years, which has caused yield requirements to
rise, putting pressure on property valuations. From a credit policy
perspective, Nykredit has had an increased focus on commercial
properties since 2020 and has tightened stress calculations for loan
approvals. The Group's risk appetite and credit terms for rental
properties have also been tightened in recent years. However,
stress calculations have shown satisfactory liquidity in exposures,
even at higher interest rate levels. Declining interest rates at the end
of 2024 have again lent support to the segment. Personal loan port-
folio

Nykredit's personal lending exposure accounted for 48.8% of the
Group's total credit exposure at end-2024. The personal exposures
of Nykredit's loan portfolio are generally of high credit quality,

Chart 4.4: House and flat prices
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which should be seen in the light of factors such as the continued
high level of employment and a high level of savings. Also,
Nykredit's personal customers are mostly homeowners with low
LTVs. Over the past year, personal customers have again experi-
enced rising housing prices, as well as real wage growth as a result
of declining inflation. At the same time, they have proved resilient to
the interest rate increases in recent years, which has not given rise
to fluctuations in the average arrears ratio. Short-term interest rates
are expected to decline in the near term, while longer-term interest
rates are expected to be more stable.
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In 2024 Nykredit examined and analysed the resilience and credit
quality of its personal loan portfolio. The examination identified
how much of the personal loan portfolio was expected to fall into
arrears if exposed to a stress scenario, and losses were estimated
for the non-performing part. The results reflected high credit qual-
ity, as the personal loan portfolio proved resilient to stress scenar-
ios including interest rate increases, higher consumer prices, de-
clining employment, and housing price falls.

The personal loan portfolio generally appears more robust than in
2020 and 2021, when similar analyses were conducted, estimating
significantly larger losses. The risk scenario reveals geographical
differences in the resilience of the personal loan portfolio, but over-
all, the results of the analysis show that the portfolio is character-
ised by high credit quality and resilience.

Chart 4.5: Nykredit Realkredit Group
Private residential mortgage lending by loan type, EAD-weighted
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Note: Other ARMs includes capped floating-rate loans and adjustable-rate mortgages
with interest periods longer than 5 years.

Share of private residential mortgage
lending

63.5%
(2023: 62.2%)
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Business loan portfolio

In 2024 the credit quality of Nykredit's business loan portfolio de-
clined slightly, mainly driven by the impact of higher interest rates
and input prices, which has materialised in customers' financial
statements and ratings. But the ratings fell from strong levels. The
development in customer ratings differs across industries, with ag-
riculture and property rental as the most affected segments. Lend-
ing to hotels was another focus area. The business loan portfolio re-
mains of strong credit quality and is well-diversified across sectors.
The prospect of continued declining interest rates, combined with
the expectation of continued high levels of activity across the busi-
ness loan portfolio, is expected to support the portfolio in 2025.

The levels of arrears and overdrafts as well as write-offs are still
historically low.

Business exposure share of total

exposure

|_l‘l—l 36%

(2023: 33%)

The EU Energy Performance of Buildings Directive (EPBD) was fi-
nally adopted in June 2024 with expected implementation in na-
tional legislation by 2026. The purpose of the EPBD is to reduce
greenhouse gas emissions from buildings. It provides new require-
ments as to the energy performance of properties, especially com-
mercial properties, and sets out requirements for improvement of
the energy performance of the least energy-efficient properties. In
a stress scenario including energy renovation requirements for cus-
tomers with office and retail properties energy labelled E, F or G,
Nykredit expects only minor losses, which will be covered by the al-
ready existing provisions for losses from ESG-related risks. There is
still uncertainty about the exact Danish implementation of the Di-
rective, which makes it difficult to quantify its final impact. Similarly,
initial indications show a relatively limited impact for private resi-
dential properties and softer requirements in the short term, but
for homeowners, the impact will largely depend on the govern-
ment's implementation, and we are therefore awaiting clarity be-
fore the exact consequences can be assessed.
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Table 4.1: Nykredit Realkredit Group
Credit exposures, Exposure at Default (EAD)

DKK billion 2024 2023
Total business exposures in Denmark 599.3 562.0
Industry 70.3 65.8
Property rental 238.9 215.4
Trade 35.3 33.4
Cooperative housing 35.0 343
Holding and investment companies 7.3 8.6
Public housing 229 233
Agriculture 71.6 72.4
Finance and insurance 51.9 45.6
Services 46.9 44.6
Health, arts, public, education 19.1 185
Total personal exposures in Denmark 891.8 841.7
Property rental abroad 59.5 58.5
Personal exposures abroad 85 91
Other' 267.4 255.7
Total EAD 1,826.4 1,727.0

"Other" includes exposures calculated according to the standardised approach (mainly

non-distributable sovereign, institutional and business exposures).

Property rental

In the business loan portfolio, the residential and commercial
rental sectors represent the largest credit exposure. The segment
is also sensitive to interest rate levels. About half the portfolio
consists of unhedged variable-rate loans, and the interest rate
increases in re-cent years have pushed up yield requirements and
driven down property values. The portfolio therefore benefited
from the de-clines in interest rates in 2024. Further, sensitivity
calculations show that Nykredit's customers are generally resilient
and that their fi-nancial ratios are affected to a limited extent by
higher vacancy rates and rent increases. Customers are rather
more challenged by higher yield requirements and interest
expenses.

Nykredit also has exposures to property rental customers in Swe-
den and Germany. An increasing slowdown in the Swedish and
German economies could be a challenge — especially for the com-
mercial property sector. Nykredit has stress tested the largest
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Chart 4.6: Nykredit Realkredit Group
Breakdown of business credit exposures
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Swedish real estate customers and found them to be resilient, with
low LTV ratios. The market is monitored closely, however, and with
a focus on ensuring that the portfolio comprises the right loan cus-
tomers. Despite the improving market conditions in Sweden in par-
ticular, Nykredit is still holding off on new exposures in the Swedish
real estate market, with the exception of a number of existing cus-
tomers.

Agriculture

Over the past year, the agricultural sector has seen fluctuating op-
erating income depending on the type of production. On the other
hand, land prices have gone up, driven by higher demand for agri-
cultural land for energy parks and green projects, with a positive im-
pact on the financial strength of farming businesses. Although a fi-
nancial buffer has been accumulated in recent years, improving the
sector's ability to absorb interest rate increases and a higher inter-
est burden, weaker financial ratios and ratings have still been ob-
served in the financial reporting for 2023. The agricultural loan port-
folio continues to be characterised by high leverage and considera-
ble interest rate sensitivity.

Over a long period of time, agriculture has undergone a structural
development to being dominated by fewer, but larger, more robust
and more specialised farming businesses.
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Another key theme for Nykredit's agricultural loan portfolio in 2024
was sustainability, as the agricultural sector is among the largest
carbon emitters in the portfolio. A Danish green tripartite agree-
ment was concluded in 2024, implying that a carbon tax will be im-
posed on agriculture with a seemingly smaller impact on the sector
than first assumed. As another result of the tripartite agreement,
part of Denmark's agricultural land will be converted to woodland
and natural areas. This will reduce the supply of land and put up-
ward pressures on land prices.

4.4.2 Distribution of customer ratings

The ratings of Nykredit's business customers deteriorated slightly
in 2024, driven by the higher interest rates and input prices in 2023,
which materialise at a lag in customers' financial ratios due to the
accounting processes. Overall, however, Nykredit's customers
were still characterised by strong financial ratios and good ratings
in 2024. The credit quality of 88.2% of Nykredit's exposures was in
the range of ordinary to high (ratings 6-10) at end-2024. These cus-
tomers typically meet their payment obligations and have robust fi-
nances and savings.

Share of high credit quality exposures

D 88.2%

(2023:89.4%)

This type of customer made up 90.4% of Nykredit's personal cus-
tomers, and for business customers, excluding corporate and insti-
tutional clients, the percentage was 75.3%. For 93.2% of Nykredit's
corporate and institutional clients, with which Nykredit maintains
particularly close contact, the credit quality ranged between ordi-
nary and high.

At end-2024 8.1% of Nykredit's customers were considered "ordi-
nary exposures with minor signs of weakness" (ratings 3-5). These
customers typically have less robust finances, but make timely pay-
ments. They made up 6.5% of personal customers, and for busi-
ness customers, the percentage was 15.9%. The percentage for
Nykredit's corporate and institutional clients was 5.8%.
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Chart 4.7: Nykredit Realkredit Group

Personal customers — rating distribution, EAD-weighted
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Chart 4.8: Nykredit Realkredit Group

Business customers — rating distribution, EAD-weighted
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The remaining customers were weak exposures (ratings 0-2), ac-
counting for 2.6%, and exposures in default, accounting for 1.2%.
This category primarily consists of customers that have defaulted
on their payments, customers with a negative net worth or negative
equity, and customers with low or negative earnings.
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4.4.3 Concentration risk

Concentration risk is the risk of being particularly exposed to credit
events in groups of customers with identical or similar credit risks.
Nykredit continuously strives to mitigate concentration risks. This is
reflected in, for instance, internal targets for single exposures rela-
tive to own funds, which are constantly monitored and cannot be
derogated from unless with the approval of the Board of Directors.
Nykredit's largest credit exposure consists of mortgage lending in
Denmark. At end-2024, 96.2% of Nykredit's exposure was to cus-
tomers in Denmark, most of it being mortgage lending. Historically,
the Danish mortgage market has proved robust and stable, involv-
ing limited risk. This was evident during the years of the financial cri-
sis when Nykredit's mortgage lending grew by 5-9% a year, and loss
ratios were consistently low at levels not exceeding 1.9%.

48.8% of total credit exposures are loans granted to personal cus-
tomers in Denmark, the vast majority of them homeowners. Private
residential lending is broadly diversified across loan type, age, re-
gion, maturity and debt outstanding. 3.7% of total credit exposures
are mortgage loans financing properties abroad, most of them
granted to customers with ties to Denmark. Most foreign exposures
are mortgage loans to property companies in Sweden and Ger-
many, and mortgage loans have also been granted to Scandinavian
personal customers with homes in Spain and France.

36.0% of total credit exposures are loans granted to business cus-
tomers. The Danish property rental segment represents by far the
largest part of Nykredit's business mortgage lending, accounting for
36.2% of total business mortgage lending at end-2024. The loan
portfolio is diversified across different property types, and property
uses are diversified across industries. Agriculture represents the
second-largest segment, at 10.8% of total business mortgage lend-
ing, while industrial lending accounted for 10.6%. Other segments all
represented less than 10% of total mortgage lending. The remaining
credit exposures are exposures to, for example, sovereigns and Fi-
nancial institutions.

Pursuant to the Capital Requirements Regulation (CRR), credit ex-
posures to a single customer must not exceed 25% of Tier 1 capital
in the three Nykredit Group companies Nykredit Bank A/S,
Nykredit Realkredit A/S and Totalkredit A/S, see the rules on large
exposures. Nykredit had no exposures exceeding this limit in 2024.
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Nykredit Bank's largest single exposure to a non-financial counter-
party amounted to 9.7% of Tier 1 capital at end-2024. Nykredit
Realkredit's largest exposure amounted to 7.2% of Tier 1 capital at
end-2024, and Totalkredit's largest exposure amounted to 1.2% of
Tier 1 capital at end-2024.

About DKK 1.9 billion of risk exposures have been allocated under
Pillar Il to cover concentration risk in accordance with the Danish
FSA's guidelines.

4.4.4 ESGrisks

ESG risks are managed as an integral part of credit risk, meaning
that they are assessed based on the same assumptions as other
risk parameters. Sustainability risks are identified, assessed and
monitored at portfolio level as part of the annual portfolio reviews
and thematic analyses, which include a review of subsectors and
the largest customers. Climate change adaptation and mitigation
are still fFound to be the most material ESG risks in Nykredit's loan
portfolio through their impact on customers. New consumer be-
haviour and new regulation will mean that business customers with
high emissions of CO-e (carbon dioxide equivalents) may experi-
ence increased costs from higher taxes, declining earnings and rep-
utational loss if they Fail to reduce their emissions. Furthermore, cli-
mate change may cause customers' assets to be more exposed to
climate-related events.

Physical risks

For exposures secured by mortgages on real estate, Nykredit de-
termines the proportion of lending exposed to physical risks. Due to
Denmark's long coastline, geographical location and generally high
groundwater level, damage by water is the key physical risk to Dan-
ish properties. Nykredit's assessment of physical risks is therefore
based on climate events related to coastal erosion, groundwater
rises as well as flooding from the sea and from rainfall.

The determination of physical risks is based on publicly available
data points. This is combined with a number of event scenarios.
The method partially allows for related uncertainties by adopting a
conservative view. New data points are continuously being applied
to further clarify the risk assessments.
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At this point, the determination of physical risks does not take into
account the impact on the value of a property, but only addresses
whether the property is at risk of being impacted by an event, nor
does it generally take into account any mitigating measures, such
as dikes, drains etc, or that the borrower's costs of damage control
will be Fully or partially reimbursed by insurance companies and, in
some cases, by the Danish Natural Hazards Council.

Transition risks

Transition risks arise in the transition to a greener economy,
brought about by political, legal and technological changes as well
as changes in consumer behaviour and markets, such as carbon
taxes or changes in consumption patterns. Transition risks are
therefore closely linked to the level of carbon emissions, as high-
emission customers are more exposed to future regulation (eg car-
bon taxes). For this reason, high-emission industries must be as-
sumed to be the most vulnerable.

Nykredit's recently published Climate Transition Plan sets the stra-
tegic framework for our efforts to reduce Nykredit's financed car-
bon emissions in relation to selected customer segments. The plan
aims to help our customers make a successful transition for the
benefit of society, thereby also reducing the inherent transition risk
in the loan portfolio. The targets have been validated by the Sci-
ence Based Targets initiative (SBTi), and the plan in its entirety has
been approved by the Board of Directors.

The sectors of agriculture, industry and transport all account for
high estimated carbon emissions relative to total lending. These are
also the segments to be highly affected by new regulation in the
form of the upcoming carbon tax on agriculture, the road charges
for lorries and the green tax reform. These regulatory measures un-
derline the transition risks faced by these sectors. In this context,
Nykredit is particularly vigilant as to the agricultural sector.

The past year has seen a strong political focus on the future regula-
tion and agricultural subsidy scheme in the form of the green tripar-
tite agreement. The agreement aims to regulate carbon emissions
and to encourage the implementation of approved climate solu-
tions in agriculture. A political agreement has been reached which
is considered to be less problematic for the agricultural sector than
feared, as farmers who implement approved climate solutions by
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2030 are widely expected to be able to avoid the livestock tax and
will to some extent be able to obtain compensation. When it comes
to nitrogen regulation, the agreement is largely based on voluntary
efforts, but if it proves necessary in order to achieve the reduction
targets, requirements may be introduced as to how farmers grow
their crops. As another result of the tripartite agreement, part of
Denmark's agricultural land will be converted to woodland and nat-
ural areas. This will reduce the supply of land and may lead to an
upward trend in land prices.

Assessment of business customers' ESG risks

All business customers are subject to credit assessment, which
among other things, includes an assessment of the customer's ESG
matters, including a screening of whether the customer meets
Nykredit's Fossil Fuels Policy. The credit assessment of a custom-
er's ESG factors is based on two primary parameters: "environmen-
talimpact" (E) and "integrity" (S and G).

Environmental impact is assessed based on industry, climate foot-
print and transition plan, including the company's ambitions, targets
and measures in order to address relevant climate risks. Integrity is
assessed on the basis of the company's focus on social factors in
its value chain, employee conditions, indicators of management's
and the board of directors' conduct and actions such as diversity
goals, control of subcontractors etc.

All new business customers were subject to credit assessment in
2024, and the same applies in the event of renegotiations and ex-
tension/changes to agreements with existing business customers.
ESG credit assessments are based on internationally recognised
standards in the area. The credit assessment is developed as new
data becomes available and new concepts are introduced.

In 2024 the credit assessment was extended with a new credit tool
for measuring the parameter that assesses a customer's environ-
mental impact (E). A more thorough assessment is now being
made of a number of factors in the individual business customer's
climate transition plan. As at November 2024, the credit assess-
ment includes several new points of measurement, in addition to
concrete focus points on customers' carbon emissions, planned re-
duction measures, climate targets and validation under the Science
Based Targets initiative or other recognised methods.
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The extended credit assessment is intended to support a more ac-
curate and transparent assessment of the large business custom-
ers. Also, it should continue to support sustainability as part of the
ongoing dialogue with customers, at the start of the customer rela-
tionship and in the ongoing follow-up. The credit tool covers 80% of
the relevant customer group's exposure and 90% of their emis-
sions.

Nykredit's expectations for customers' sustainability profiles and
transition plans are differentiated, and we expect the most from the
largest companies and industries with the greatest impact on the
climate.

Increasing focus on specific transition plans

Focusing on transition plans in the credit assessment of business
customers helps to reduce the risk of Nykredit financing "stranded
assets", ie assets losing their value prematurely as a result of, for ex-
ample, new taxes or legislation. In addition, transition plans help en-
sure that Nykredit's business customers address the risks resulting
from climate change and the green transition, thereby future-proof-
ing their own business model.

As we obtain a deeper insight into customers' transition plans, gain
more credit management experience in the area and get political
clarification in crucial areas, such as carbon tax imposed on agricul-
ture, Nykredit's approach and expectations of customers will be
further developed.

To support our customers, Nykredit will continue the dialogue and
provide relevant tools to facilitate the development of transition
plans.

4.4.5 Impairments

Nykredit's impairment model calculations include forward-looking
macroeconomic scenarios. The scenarios must reflect uncertain-
ties relating to the economy as well as both improved and deterio-
rating outlooks. At end-2024 the scenarios had been updated to re-
flect the expected economic environment caused by geopolitical
tensions and ESG-related risks and other resulting market condi-
tions.
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In addition to these scenarios, specific industry ratings are stress
tested. The results of these stress tests may lead to a change of
stage categorisation. The industries that are stress tested are as-
sessed to be exposed to major risks that are not yet captured by
the rating models. The severity of the stress is determined accord-
ing to the scope of the risk faced by the individual industry, as well
as the extent to which this risk has already materialised in ratings.
According to IFRS 9, impairments are divided into three stages af-
ter stress testing:

Stage 1 covers loans and advances etc without significant
increase in credit risk since initial recognition. For this category,
impairment provisionsare generallymade correspondingto the
expected creditlosses over a 1-year period.

For the purposes of both financial reporting and capital
determination, Nykredit calculates impairments in ac-
cordance with IFRS 9. The calculations are divided into
four parts, applicable to all Group companies:

. A statistical model is used for impairment of all ex-
posures without objective evidence of credit im-
pairment, irrespective of exposure size.

. A mechanical model is used for impairment of per-
sonal exposures with objective evidence of credit
impairment and business exposures below DKK 5
million at Group level with objective evidence of
credit impairment.

. Expert judgement is used for individual impair-
ment of large business exposures, based on the
customer's financial position in an improved, an
adverse and a baseline scenario.

. Management judgement (post-model adjust-
ments) is used for impairment of loan portfolios
based on Factors not reflected in the above impair-
ment models. Underlying reasons may be, for in-
stance, expected credit losses that are difficult to
quantify due to a changeable environment. These
adjustments may generally affect credit risk be-
yond the outcome derived on the basis of model-
based impairments.
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Stage 2 covers loans and advances etc with significant increase in
credit risk since initial recognition. For this category, impairment
provisions are made corresponding to the expected credit losses
over the remaining life of the asset. Stage 2 is subdivided into the
categories of "strong" and "weak", "weak" designating the highest-
risk exposures where customers' ability to pay is characterised by
significant signs of weakness.

Stage 3 covers credit impaired loans etc, which have been subject
to individual provisioning based on an assessment that the
custom-ers will default on their loans.

All mortgage and banking exposures above a certain limit as well
as all weak exposures are reviewed individually on a regular basis
for the purpose of identifying any objective evidence of credit
impair-ment. If a customer is deemed to be in financial difficulties,
impair-ment provisions will be made for the exposure in
accordance with IFRS 9, and the exposure will be transferred to
stage 3 or stage 2

(weak).

Provisions for loan losses

Nykredit's impairment provisions for potential future losses on
mortgage and bank lending totalled DKK 8.6 billion at end-2024,
equivalent to 0.5% of total lending. Provisions for mortgage loan im-
pairment totalled DKK 5.3 billion (0.4% of mortgage lending). Provi-
sions for bank loan impairment totalled DKK 3.1 billion (2.9% of
bank lending).

Table 4.3: Impairment provisions
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DKK billion 2024 2023
Total impairments 8.6 9.1
provisions

The proportion of exposures provided for relative to exposures in
default was lower for Nykredit Realkredit and Totalkredit than for
Nykredit Bank, as mortgage exposures are secured by mortgages
on real estate, which may be enforced in the event of default.

Total write-offs on the Group's exposures in 2024 were DKK 0.3 bil-
lion. Of this amount mortgage activities represented some DKK 0.2
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billion and banking activities DKK 0.1 billion. About 75% of write-offs
on mortgage loans concerned private residential lending, while 25%
concerned business lending. The average 75-day arrears ratio is

still low, at 0.15%.

The portfolio of properties acquired by foreclosure counted six
properties at end-2024 and is consequently still at a very low level.
The portfolio has reduced significantly since 2012 when it counted
246 properties.

Average
arrears ratio

0.15%

Chart 4.9: Nykredit Realkredit Group
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The share of non-performing loans is subject to ongoing monitor-
ing. For this purpose, the determination of non-performing loans is
based on financial statement data, as provided by legislation.

The share of non-performing loans in the portfolio is relatively low,
amounting to 1.6% of total lending at the end of the year.

Share of
exposures in default

1.6%

(2023:1.2%)

Post-model adjustments (PMA)

Accounting estimates — referred to as post-model adjustments —
are used to determine credit risks. These estimates and assess-
ments are made by Nykredit's Management in accordance with ac-
counting policies and based on past experience and an assess-
ment of future conditions. Post-model adjustments are used when
credit models are unable to capture underlying risks.

In the Financial Statements 2024, risks associated with geopolitical
tensions and ESG account for the largest share of PMA provisions.

The risk associated with geopolitical tensions is related to the lower
economic growth, higher interest rates, rising inflation and value
chain disruptions in 2023. This effect has started to materialise in
the credit models in 2024; at the same time, some customers have
not been affected as severely as previously expected. In addition,
some industries experience a new risk relating to exports to the
United States and Germany.

Loan impairments relating to macroeconomic uncertainty and geo-
political tensions are made for business exposures. Previously, im-
pairment provisions were also made for the personal loan portfolio,
but these provisions have been reversed following review of the
portfolio, which now has a green risk score. The provisions for busi-
ness exposures amount to DKK 941 million distributed on custom-
ers in exposed sectors as well as non-performing exposures, in-
cluding DKK 17 million covering Nykredit Leasing A/S. The provi-
sions were reduced by DKK 1.1 billion in 2024, as risk factors materi-
alise in the underlying models upon Nykredit's receipt of updated
financial data on customers. The macroeconomic outlook has
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further improved, but the provisions still need to accommodate the
potential challenges of certain companies in relation to global ex-
ports.

Physical and transition risks related to ESG may lead to impairment
provisions and write-offs in certain sectors and areas. At the same

Chart 4.10: Nykredit Realkredit Group
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time, regulatory measures may have an impact on Nykredit's loan
portfolio. On balance, the value of certain assets is expected to de-
crease. Provisions related to ESG totalled DKK 1.3 billion at end-

2024 (DKK 0.7 billion at end-2023).

For further information about the general impact of impairments on
loans and advances and lending mix, please refer to Nykredit's Fact
Book Q4 2024, available at nykredit.com.

A detailed description of impairment rules is provided in the
Nykredit Group's Annual Report, available at nykredit.com. For a
more detailed description and definitions of model parameters re-
lating to credit risk, including default, see 4.6 Models for determina-
tion of credit risk.

4.4.6 Debt collection

Nykredit's lending business inevitably involves arrears. In a minor
number of these cases, the customer's inability to pay becomes
long-term, while at the same time the security provided for the loan
is insufficient to cover Nykredit's risk of loss. In these cases, the
debt is written off when all possibilities of collection or recovery
have been exhausted.

Customers with debt that has been written off will remain person-
ally liable for this debt, and Nykredit will continue to pursue its
claims to ensure that the customers will settle their debt should
their financial situation so permit at a later date. At end-2024
Nykredit had approximately 18,800 of such cases and a total
amount outstanding of about DKK 5.3 billion, exclusive of interest.

Nykredit transfers such personal debts to an external debt collec-
tion agency immediately after they have been written off. The debt
collection agency is specialised and experienced in this area and
has in-depth knowledge of debt collection law, statutes of limita-
tion, legal processing of cases etc. Nykredit is in close dialogue with
the debt collection agency about the cases transferred.

4.5 Security

The approval of loan applications is based on the customer's cre-
ditworthiness but supported by the security provided. The greater
part of Nykredit and Totalkredit's lending is secured by mortgages
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on real estate. Other types of security are guarantees and financial
collateral.

4.5.1 Real estate

Mortgages on real estate reduce credit risk substantially. The mort-
gageable value of a property is determined initially at the time of
loan granting. Valuations are based on factors such as the marketa-
bility, value stability and alternative use of the property, expected
rentalincome as well as yield requirements in the real estate mar-
ket. As a general rule, properties are valued by a valuer based on a
physical inspection. In addition, a statistical model is used for the
valuation of detached and terraced houses and owner-occupied
flats where statistical valuation is particularly reliable and where the
Danish FSA has approved the use of a property value model for the
purpose of determining the mortgageable value. Such valuations
are subject to approval by the valuer in the relevant geographical
area and are monitored centrally.

In coming years Nykredit will be improving property valuations and
training the Group's valuers in including any physical risks relating
to individual properties.

Following the initial valuation, the market value of a property is
monitored regularly. Nykredit's Group Risk Committee has set up a
committee to monitor market trends and the quality of valuations,
including valuations based on the Group's property value model.
The committee is also responsible for identifying segments requir-
ing special supervision.

The LTV ratio denotes the debt outstanding relative to the property
value. LTV ratios play a significant role in several contexts and are
used for:

. Determining maximum loan amounts for the purpose of
loan approvals

. Monitoring Nykredit's mortgage lending

. Calculating customers' credit risk for the purpose of, for
instance, credit assessment and capital calculations

. Calculating supplementary collateral for properties with
SDO-funded loans

. Calculating IFRS impairments, stages 1 and 2

. Calculating returns on individual customer exposures.
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At end-2024 the average LTV level of the Group's total loan portfo-
lio was 54%, compared with 53% at end-2023. The average LTV
level of the Group's private residential lending was 59% at end-
2024, against 58% at end-2023. The LTV level of the overall busi-
ness loan portfolio ranged between 46% and 56% in the individual
sectors at end-2024, compared with 46% and 56% in 2023.

LTVs have trended down over the past years as a result of rising
property prices and favourable economic trends.

4.5.2 Guarantees and financial collateral

Nykredit mainly receives guarantees from public authorities and
other banks. Guarantees issued by public authorities mitigate credit
risk; for instance the Danish government guarantees mortgage
lending for public housing, against payment of commission.

Chart 4.12: Nykredit Realkredit Group
LTVs — property segments
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The bank guarantees include land registration guarantees, guaran-
tees for advance loans and loss guarantees.

Guarantees are widely applied in the day-to-day management of
Nykredit's credit risk, particularly in customer relationships where a
parent company supports the capitalisation of affiliated companies.
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The Totalkredit partner banks provide security by way of a right of
set-off and guarantees to Totalkredit for the loans distributed by

them, see 4.2.2 Totalkredit's credit approval process.

Financial collateral includes deposits in DKK or other currencies,
positions in listed Danish government and covered bonds, other
high-rated liquid Danish and foreign bonds, and listed equities.

Nykredit assigns an internal value to the different types of financial
collateral depending on the risk involved. For the purpose of calcu-
lating the risk exposure amount (REA), Nykredit assigns internal
collateral values based on internal estimates of the reduction in the
value of the collateral in case of enforcement.

4.6 Models for determination of credit risk
Nykredit uses the advanced IRB approach to calculate the capital
requirement for most of the Group's credit risk. Exemptions are ex-
posures to governments and public sector entities, central banks
and institutions, which are treated according to the standardised
approach.

The determination of credit risk using the advanced IRB approach
is based on three key parameters: Probability of Default (PD), ex-
pected Loss Given Default (LGD) and expected Exposure at De-
fault (EAD). These three key parameters are referred to as risk pa-
rameters. Nykredit estimates risk parameters on the basis of
Nykredit's default and loss history.

With the new Capital Requirements Regulation (CRR), effective
from 1 January 2025, a number of changes to the use of the IRB ap-
proach to calculate credit risk will be implemented; for instance, pa-
rameter floors will be introduced, and the use of LGD models will
be limited for the largest customers.

31/56


https://nykredit.sharepoint.com/sites/Risikoanalyse/Delte%20dokumenter/Ekstern%20risikorapport/1.%20Tekstafsnit/2.%20Ledelse%20og%20styring%20af%20risikoområdet/2%20Ledelse%20og%20styring%20af%20risikoområdet.docx#_Indhold

Table 4.4: Elements of credit risk determination
Probability of Default (PD) is the probability of a
PD customer defaulting on an obligation to
Nykredit within a year.
Loss Given Default (LGD) is the expected loss
LGD rate of an exposure in case of the customer's
default.
Exposure at Default (EAD) is the total estimated
EAD exposure to a customer in DKK at the time of
default, including any drawn part of a credit
commitment.
Risk Exposure Amount (REA) is credit risk expo-
REA sures factoring in the risk relating to the individ-
ual customer. REA is calculated by risk-
weighting credit exposures. The risk weighting
is calculated on the basis of, for instance, PD
and LGD levels.
For both mortgage and bank customers, a num-
Default ber of events have been defined that make it
unlikely that a customer will be able to pay its
credit obligations without realisation of collat-
eral. The main ones are: events leading to IFRS
9 stage 3, bankruptcy, distressed restructuring
and significant arrears/overdrafts (90 days past
due).

4.6.1 Modelling principles
According to the CRR, PDs must be estimated on the basis of his-
torical 1-year default rates while at the same time reflecting a suita-

ble weighting between the long-term average and the current level.

For the purpose of determining capital requirements, LGD esti-
mates must always reflect an economic downturn.

The above principles applied to estimate the risk parameters en-
sure that the Group's REA remains more stable throughout an eco-
nomic cycle than if the calculations had exclusively reflected the
current economic climate.
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4.6.2 Implementation of upcoming regulation
Nykredit remains focused on adjusting and developing new mod-
els, ensuring that Nykredit's credit models are always in compli-
ance with relevant regulatory requirements and performing as in-
tended. By way of example, Nykredit implemented the updated de-
fault definition in 2021. Also, new models are under development to
ensure that, in the long term, all models comply with the European
guidelines on PD and LGD estimation. In 2023 personal customer
rating models were implemented to comply with the new legisla-
tion, and in 2024 an application was made to the Danish FSA for ap-
proval of an LGD model for private residential mortgage lending.

Nykredit operates under a precautionary principle and holds capi-
tal add-ons under Pillar | to cover the impact of new models that
have not yet been finally implemented. Therefore, the final imple-
mentation of new models and adjustments to existing models are
not expected to have a notable impact on risk exposures, as such
Pillar | capital add-ons and other capital charges may be released.

4.6.3 Probability of Default (PD)

PD expresses the probability of a customer defaulting on an obliga-
tion to Nykredit within a period of one year. Nykredit calculates a
PD for each individual customer.

PDs are calculated using statistical models. These models are
based on, for instance, data on the customer's financial position and
payment behaviour as well as any impairment. Corporate and insti-
tutional clients and Farming businesses are also required to submit
financial statements regularly, which will be applied in the determi-
nation of their PDs.

4.6.4 Ratings

The PDs of individual customers are translated into ratings from O
to 10, 10 being the highest rating. Exposures in default are placed in
a category of their own, outside the rating scale, while exposures
with objective evidence of credit impairment are assigned a rating
of 0. The individual rating categories have been defined based on
fixed PD ranges, which means that, during an economic upswing, a
high rating will be assigned to relatively more customers, while the
opposite will apply during an economic downturn.
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A rating reflects the customer's financial position and creditworthi-
ness, and besides being included in the determination of capital re-
quirements, the customer rating is also a key element of any cus-
tomer assessment.

If supported by additional objective data, an override of the cus-

tomer's rating may be performed.

4.6.5 Loss Given Default (LGD)

For each customer exposure, Nykredit calculates an LGD, reflect-
ing the percentage share of the exposure which is expected to be
lost in case of customer default.

The LGD calculations factor in any security provided, including the
type of security (typically mortgages on real estate), geography, the
quality of the security etc.

Expected LGDs vary with economic trends. In periods of high busi-
ness activity, default will often not lead to any loss, as the value of
the security will typically exceed the value of the loan. This applies
in particular to loans secured by mortgages on real estate. Con-
versely, more and greater losses would be expected during an eco-
nomic downturn.

For the determination of capital requirements, LGDs are calibrated
to reflect losses during a severe economic downturn.

4.6.6 Exposure at Default (EAD)

Nykredit estimates an EAD for all exposures relating to a customer,
reflecting the total expected exposure to the customer at the time
of default, including any additional drawn parts of approved credit
commitments. The latter is Factored in using conversion factors.

4.6.7 Other models
Besides rating, loss and credit exposure models, Nykredit has a va-
riety of other credit-related models.

The property value model calculates the value of properties serv-
ing as security for the Group's lending. The results are used to de-
termine the need for supplementary security, as inputs in rating and
loss models and as a substitute for physical inspections of de-
tached and terraced houses and owner-occupied flats that are sub-
ject to an exemption granted by the Danish FSA.
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For the purpose of calculating impairments under the accounting
standard IFRS 9, the Group uses internal models for determination
of credit risk and methods developed particularly for impairment
calculations.

4.6.8 Approval, validation and testing of credit risk
models

Nykredit develops and improves its credit risk models on an ongo-
ing basis. Focus is on achieving models that are accurate and pro-
vide consistent and stable parameters.

Nykredit's credit risk models are subject to Nykredit's general
model risk management, implying limits and a division of responsi-
bilities as well as a structure of governance with respect to models
and model changes.

Nykredit's Group Risk Committee, set up by the Group Executive
Board, monitors and manages Nykredit's model risks. The Group
Risk Committee has established domain-specific model commit-
tees, which are in charge of the current monitoring and manage-
ment of model risks and also responsible for governance in respect
of model approval and model changes. The overall conclusions on
model risks and validation are also reported to the Board of Direc-
tors and the Executive Board.

To ensure a good forecasting ability and consistent estimates, rele-
vant credit risk models are validated annually. The credit risk mod-
els are validated independently of Nykredit's risk modelling and
credit approval units. The validation results are used in the ongoing
internal capital adequacy assessment process (ICAAP). If validation
shows that a model contains significant inaccuracies, mitigating ac-
tions will be taken by way of a capital charge under Pillar Il or by set-
ting aside a capital add-on under Pillar | until the model has been
adjusted to capture the actual risk.

In addition to the annual validation, the models are monitored quar-
terly. Quarterly monitoring includes the models' customer ranking,
the accuracy of model estimates compared with actual observa-
tions, rating distributions, migration, segmentation etc.

Annual validation includes more in-depth analysis of the function-
ing of a model, including its accuracy, the data applied, follow-up on
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observations from the quarterly monitoring and a qualitative review
of the model and its elements, documentation, implementation, use
etc.

Monitoring and validation of rating models include model-based
PDs as well as PDs adjusted by overrides. In addition, the use of
overrides for manual ratings adjustment is subject to an annual
general validation.

4.7 Counterparty risk

Counterparty risk is the risk of incurring losses as a result of a coun-
terparty defaulting on its obligations under a contract relating to fi-
nancial derivates. The counterparty risk exposure is affected by the
market value of the financial instruments as well as by the probabil-
ity of counterparty default. Thus, counterparty risk involves a com-
bination of market and credit risk.

Nykredit applies financial instruments, such as interest rate deriva-
tives and repo contracts, for serving customers. Nykredit also uses
financial instruments to manage liquidity and market risks.

The market value of a financial instrument changes as a result of
fluctuations in the instrument's underlying risk factors, such as

Chart 4.13: Nykredit Realkredit Group
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interest rates and exchange rates. The value of the position may
therefore develop in favour of either Nykredit or the counterparty.
This can lead to an exchange of collateral security in the form of di-

rect payments or the depositing of assets.

Nykredit mitigates counterparty risk through financial netting
agreements where the value of obligations to each counterparty is
determined as an aggregate amount, and only net amounts are ex-
changed. At the same time, it is a requirement that agreements on
loss limits and collateral are entered into with the counterparty.
Nykredit's contractual framework is based on market standards
such as ISDA, ISMA or CSA. Nykredit also monitors wrong way risk
(the risk that the value of the exposure is correlated with the coun-
terparty's creditworthiness). When clearing swaps and repo trans-
actions with professional and institutional counterparties, Nykredit
uses central counterparty (CCP) clearing. The CCP assumes the
trading obligations of one or more counterparties and performs
cross-counterparty netting to reduce the aggregate counterparty
risk. Trades with business customers are OTC.

Chart 4.14: Nykredit Realkredit Group
Principal by product type
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Nykredit performs value adjustment of derivatives (xVVA) in Finan-
cial Statements. Value adjustments are affected by a number of
factors, including interest rate levels, credit spreads, funding
spreads, the maturities of contracts and customers' creditworthi-
ness.

33/56


https://nykredit.sharepoint.com/sites/Risikoanalyse/Delte%20dokumenter/Ekstern%20risikorapport/1.%20Tekstafsnit/2.%20Ledelse%20og%20styring%20af%20risikoområdet/2%20Ledelse%20og%20styring%20af%20risikoområdet.docx#_Indhold

4.7.1 Risk management

Monitoring and reporting

Counterparty risk is monitored by Nykredit's risk management
function and the individual risk-taking units. These units check on a
daily basis whether counterparty risk relating to the individual coun-
terparties falls within the approved limits. Any breach of limits is re-
ported to the unit authorised to approve limits. Breaches exceeding
the approval level of the Executive Board will be reported directly
to the Board of Directors.

Nykredit monitors XVA on a daily basis and reports on xVVA sensitiv-
ity to movements in interest rates, credit spreads and funding
spreads. Weekly reports are submitted to the Executive Board of
Nykredit Bank, and monthly reports are submitted to the Board of
Directors of Nykredit Bank. The Board of Directors of the Nykredit
Realkredit Group and the Board Risk Committee receive quarterly
counterparty risk reports.

Approval of credit lines

The use of derivatives is governed by the general credit approval
rules and credit policies, supplemented with a number of re-
strictions and guidelines. For example, to able to trade derivatives,
customers must obtain a separate approval specifying require-
ments as to eg the type, size and creditworthiness of the customer
as well as limits on amounts and maturities.

Collateral management

Nykredit is subject to the requirements relating to risk mitigation
techniques, see the Regulation on OTC Derivatives, Central Coun-
terparties and Trade Repositories (EMIR). Nykredit prevents any in-
consistencies with non-cleared OTC derivatives contracts by daily
monitoring and the implemented controls.

Nykredit's contractual framework does not include rating triggers,
which means that any credit rating downgrade would not affect the
required level of collateral in contracts.

4.7.2 Methods

Determination of capital requirements

For the purpose of determining capital requirements for financial
instruments, counterparty risk exposures are calculated according
to the standardised approach (SA-CCR), and risk-weighted assets
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are determined using both the IRB approach and the standardised
approach. The IRB approach is used for business counterparties,
while the standardised approach is used for credit institutions and
sovereigns.

According to Articles 111 to 134 of the CRR, counterparties whose
capital requirements for default risk are determine d using the
standardised approach must be risk-weighted based on their credit
quality step. S&P Global Ratings and Moody's provide credit rating
information to Nykredit at sovereign, counterparty and issue level.
The information is used as an integral part of Nykredit's daily capital
requirement calculations. If the counterparty credit ratings pro-
vided by S&P Global Ratings and Moody's differ, Nykredit will use
the lower rating. Mapping of credit ratings to credit quality steps is
based on the EBA's mapping table.

Besides determining the capital requirement for counterparty risk
using the standardised approach (SA-CCR), Nykredit also deter-
mines the capital requirement for credit valuation adjustment
(CVA) risk using the standardised approach according to the CRR.
Nykredit has implemented the new regulatory rules under CRR3,
effective from 1 January 2025. The changes include adjustments to
the calculation of risk weights as well as more conservative haircuts
in repo contracts.

Value adjustment of derivatives in financial statements

Nykredit's derivatives are Fair value adjusted in accordance with the
International Financial Reporting Standards (IFRS), which provide
for PMA as well as valuation adjustments, CVA and FVA, for ac-
counting purposes. Value adjustments include CVA based on cus-
tomers' current credit quality, individual value adjustments of cus-
tomers in IFRS stage 3 showing objective evidence of credit impair-
ment, as well as management judgement, which is part of PMA.

The Danish FSA has encouraged the adoption of a prudent ap-
proach to customers with swap contracts. This means that swap
contracts of customers categorised as IFRS stage 3 are value ad-
justed in full, regardless of whether these customers continue to
meet their payment obligations to Nykredit.
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Chart 4.15: Nykredit Realkredit Group
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Approved credit lines

For the purpose of monitoring approved credit lines, Nykredit de-
termines exposures using other internal methods. These methods
basically use the same components as the determination of capital
requirements, estimating exposures on the basis of their current
market values plus a charge for potential future exposure. Nykredit
applies an internal model for valuation adjustments and internal
risk management based on Monte Carlo simulations. The model
simulates the counterparty's derivatives portfolio to estimate its po-
tential future exposure when in the counterparty's favour. A third-
party solution is used that is integrated into the Bank's trading sys-
tem.
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4.7.3 Current risk profile and development

At end-2024 the Nykredit Realkredit Group had 11,072 derivatives
contracts involving counterparty risk. The vast majority (97%) of de-
rivatives are traded by Nykredit Bank. The aggregate principal of
the customer derivatives is DKK 1,758 billion, of which interest rate
swaps and interest rate futures account for just under 82%, see
Charts 4.13 and 4.15.

Nykredit designates part of its swap portfolio as legacy swaps, for
example long-term interest rate swaps. The portfolio of legacy
swaps is in run-off, and its market value and risk will therefore de-
crease steadily towards zero over time.

During the year, credit value adjustments were affected by interest
rate changes and credit spreads as well as portfolio run-offs. At
end-2024 Nykredit's total provisions amounted to DKK 428 million,
of which CVA and PMA credit value adjustments represented DKK
240 million, see Table 4.5.
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Table 4.5: Value adjustment of portfolio of customer derivatives (swaps)

MARKET RISK  LIQUIDITY NON-FINANCIAL RISKS

30.12.2024
DKK million

Realised losses and

Total value adjustment

VA! FVA? PMA3 Initial adjust t
C nitial adjustments Other* (XVA)
Non-legacy derivatives 14 8 2 97 1 122
Legacy derivatives N4 59 1o 17 6 306
Total 128 67 12 N4 7 428

! Credit Valuation Adjustment, 2 Funding Valuation Adjustment, 3 Post Model Adjustment, * Other mainly consists of collateral interest, ie expenses relating to a lack of collateral derivatives.
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5. Market risk

Market risk is the risk of loss as a result of market move-
ments and includes eg interest rate, yield spread, for-
eign exchange, equity price and volatility risk.

Nykredit's market risk exposure consists of trading
book positions and banking book positions. Assets that
can be frequently traded and are held for trading are
placed in the trading book, while assets of a long-term
nature that are infrequently traded are placed in the
banking book. Nykredit has laid down guidelines for the
valuation of assets and financial instruments and their
distribution between the trading book and the banking
book.

Nykredit's most significant market risk is yield spread
risk on bonds in the trading book and equity price risk
on equities held for business strategic purposes in the
banking book. Yield spread risk is the risk that the
spread between bond yields and swap rates widens or
tightens, which, depending on the exposure, can lead to
losses. Equity price risk, however, is the risk of move-
ments in equity prices affecting the values of Nykredit's
equity portfolios.

Nykredit's mortgage lending and the underlying funding

are regulated by the balance principle, which means

that Nykredit incurs limited market risks on its mortgage
lending and underlying funding, see 6.4 Balance princi-
ple and match funding.

Nykredit's overall risk appetite is expressed as the max-
imum potential loss that Nykredit is willing to incur in
particularly stressed market scenarios. This appetite
should be seen in relation to balance sheet, equity and
budgeted earnings.

Nykredit's management of market risks and the related
market risk appetite aims to ensure that Nykredit's fi-
nancial stability will not be compromised by market-re-
lated losses.
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5.1 Policy and guidelines

The Board of Directors has laid down a market risk policy setting
out principles for the overall market risk appetite in Nykredit's trad-
ing and banking books (collectively referred to as securities portfo-
lios). The main principle of the policy is that the probability of losses
from market risk exposures exceeding Nykredit's earnings must be
low. This is monitored daily, for instance by calculating and report-
ing estimated losses in selected stress scenarios that may occur in
the trading book or the banking book. Estimated losses are meas-
ured against the defined risk appetite. The Executive Board contin-
uously assesses whether the risk appetite should be adjusted
based on the market outlook and the development in returns.

In addition to the overall risk appetite in the market risk policy,
Nykredit's Board of Directors has laid down market risk guidelines
for the Executive Board, which delegates specific market risk limits
to the Nykredit Group's companies via the Asset/Liability Commit-
tee, see 2.6.1 Committees.

The market risk guidelines lay down measurable limits on the total
portfolio risk and also permit the use of financial instruments. How-
ever, itis a condition that the risk relating to the financial instru-
ments can be measured and managed sufficiently accurately on a
day-to-day basis. Risk limits are applied to all types of financial in-
struments involving market risk in both the trading and the banking
book.

It is Nykredit's policy to measure bond portfolios (assets) primarily
at fair value, whereby value adjustments are recognised in profit or
loss on a continuing basis. However, Nykredit has a bond portfolio
in which part of the proceeds from Nykredit's self-issued bonds are
invested. This is recognised at amortised cost, but is hedged using
interest rate swaps, which are adjusted to fair value.

Mortgage covered bonds in issue and the loans funded by them
are also recognised at fair value in the Financial Statements.
Nykredit's other bond issues are generally recognised at amortised
cost and are therefore not value adjusted in the Financial State-
ments. The interest rate risk of the issues is fully hedged using inter-
est rate derivatives. This ensures that changes in interest rates do
not result in large unrealised value adjustments in the Financial
Statements.
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5.2 Control and reporting

The risk management function continuously reports on the Group's
market risk to the Board of Directors and the Board Risk Commit-
tee, to the Executive Boards and the Asset/Liability Committee and
to the Group Risk Committee.

Nykredit's risk management function checks compliance with the
market risk policy and the Board of Directors' market risk guidelines
on adaily and an intraday basis. In addition, the current utilisation of
market risk limits is reported to the head of Nykredit's risk manage-
ment function, the Asset/Liability Committee and the risk-taking
units. Any breaches of limits are reported to the Asset/Liability
Committee, Executive Boards or Boards of Directors depending on
the limit breached.

Nykredit's Executive Boards and Boards of Directors as well as the
Asset/Liability Committee monitor and evaluate the current market
risk and its elements at least quarterly. Nykredit's overall risk out-
look is assessed in the quarterly risk reports to the Board of Direc-
tors, the Board Risk Committee and the Group Risk Committee.
Moreover, the market risk policy and the Board of Directors' market
risk guidelines are subject to annual assessment and approval.

The actual measuring and monitoring of Nykredit's market risks, in-
cluding Value-at-Risk (VaR) and stressed VaR, takes place in inter-
nal systems. Here, position details and market data are sourced
from different systems and then verified and linked to the utilisation
of the relevant limit for each risk-taking unit.

5.3 Models for determination of market
risk

Market risk is assessed on the basis of a range of different metrics
that express sensitivity to movements in financial markets. At the
same time, two separate VaR models are used to calculate the ag-
gregate risk level in the trading books of Nykredit Realkredit and
Nykredit Bank, respectively.

Both VaR models are applied in day-to-day internal risk manage-
ment and in the determination of the regulatory capital requirement
for positions involving market risk. The Danish Financial Supervi-
sory Authority (FSA) regularly supervises the use of the models ap-
plied to determine capital requirements.
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Market risk governance

Board of Directors and Board Risk Committee:

Lay down the market risk policy and the Board of
Directors' market risk guidelines, including risk
appetite and risk limits for equities, bonds and
other financial instruments.

Receive monthly reports on compliance with the
market risk policy and on the overall risk outlook.

Receive separate reports, possibly including an
action plan, in case of breaches of the market risk
policy or the Board of Directors' guidelines.

Executive Boards and Asset/Liability Committee:

Approve and implement the market risk policy
and the Board of Directors' guidelines and over-
see compliance based on quarterly and monthly
reports.

Receive separate reports and an action planin
case of breaches of the market risk policy or the
Board of Directors' guidelines.

Risk management function (second line of defence):

Performs controlling and monitoring inde-
pendently of the risk-taking units. Prepares inde-
pendent reports for Boards of Directors and Ex-
ecutive Boards.
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The market risk models, including interest rate risk in the banking
book (IRRBB, see section 5.4.2), are subject to the same internal ap-
proval, validation and control procedures as credit risk models so
as to assure their quality. Read more in 4.6.8 Approval, validation
and testing of credit risk models.

CRR3 introduces the Fundamental Review of the Trading Book
(FRTB), which sets a new standard for calculating market risk in
trading books and related capital requirements. The EU has post-
poned the implementation of the FRTB until 1 January 2026.
Nykredit therefore continues to calculate the capital requirement
for market risk based on internal models, but reports on the FRTB.

5.3.1 Validation and verification of data

As a general rule, Nykredit uses mark-to-market in the valuation of
financial instruments, but if an instrument is particularly illiquid and
no consistent market prices are available, the position is marked to
model. When using mark-to-model, validated pricing models are
applied. These pricing models comply with Nykredit's internal
model risk policy, including requirements of management report-
ing, independent validation of model appropriateness and frequent
model review.

In addition, independent verification of market prices and modelin-
puts is performed daily using closing prices of the most liquid finan-
cial instruments. Likewise, market data for the systems used for
pricing and risk management is verified on a daily basis, as are cali-
brated yield curves and volatility surfaces serving as input to the
pricing models.

5.3.2 VaR for day-to-day management

The VaR models are calculated at the 99th percentile of the distri-
bution of daily returns over a rolling period of 250 banking days and
capture the maximum loss that Nykredit can experience in one day
at a 99% probability. VaR calculations are based on eg daily fluctua-
tions in interest rates, yield spreads and equity prices over the roll-
ing period. Approximations are used to estimate the return distribu-
tion. The model determines changes in risk factors in either relative
or absolute terms depending on the risk type.
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VaR calculations are reported against prescribed limits on a daily
basis, at Group and company level as well as for organisational
units.

5.3.3 Backtesting of market risk models

To assess the performance of VaR models, the model calculations
are backtested against the realised returns on Nykredit's portfolios.
In the backtests, daily earnings are measured against the model
calculations of maximum losses. Since the models use a probability
of 99%, the backtest will likely show 2.5 overshootings annually, in-
dicating that losses exceed the VaR model estimate.

If losses exceed model estimates of maximum losses five times or
more within a year, an additional regulatory capital charge will be
added to Nykredit's VaR capital requirement.

In 2024 Nykredit Realkredit A/S had zero backtest overshootings,
while Nykredit Bank A/S had one backtest overshooting, see Chart
5.1. The overshooting was due to yield spread widening.

5.3.4 Daily stress testing

The metrics and outputs from the market risk models are supple-
mented with a number of daily systematic stress tests that meas-
ure the risk of losses in turbulent market conditions. The stress
tests are based on selected forward-looking scenarios character-
ised by significant, but plausible, market movements that could oc-
cur over the next 1-3 years. To this end, historical stress scenarios
are used to calculate expected portfolio losses in particularly
stressed historical periods. The scenarios are reviewed quarterly to
ensure their adequacy and relevance to Nykredit's portfolios.

The forward-looking and historical stress tests are used collectively
to estimate potential portfolio losses should similar events occur.
The stress test results are also included when reporting on the
Board of Directors' market risk policy, where they are measured
against the market risk appetite set out in the policy.

5.3.5 Regulatory capital requirement

In determining the risk exposure amount (REA) for market risk,
Nykredit uses a combination of models and the standardised ap-
proach, and the risk exposures are divided into general risk and
specific risk. General risk involves factors affecting financial
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markets broadly, while specific risk relates to idiosyncratic factors Total REA for market risk decreased in the period under review, by
DKK 1.6 billion to DKK 26.4 billion at end-2024. Nykredit's REA cal-
culated using VaR amounted to DKK 3.4 billion at end-2024, while
stressed VaR amounted to DKK 15.0 billion, see Table 5.2.

Table 5.1: Approach to determination of risk exposures
Pillar | Pillar Il

General risk

affecting only the individual issuer.

Nykredit applies the current VaR models for daily determination of

. . . . Internalmodel  Standardised
the regulatory capital requirement for general market risk, scaling

up the time horizon to 10 days. These models have been approved FRTB reporting requirement Nykredit Realkredit A/S

for use on the trading books of Nykredit Realkredit and Nykredit The FRTB approach to determining the capital requirement for Interest rate risk Yes Yes -
Bank. Totalkredit only applies the statutory standardised approach, market risk is based on the Basel Committee's Fundamental Re- Credit spread risk Yes R _
as the company does not have an approved internal model. view of the Trading Book (FRTB) introduced as a reporting require- . o
: Equity price risk Yes - -
mentin 2021.
VaR for the Nykredit Realkredit Group is the total of VaR for Although the FRTB standards will change the existing framework Foreign exchange risk Yes - -
Nykredit Bank and VaR for Nykredit Realkredit. Table 5.1 shows risk for calculating market risk, the new standards will in several areas Nykredit Bank Group
calculations for the Group's companies and where pillar add-ons be comparable to Nykredit's current internal models used for ac- Interest rate risk Yes Yes -
are included. counting, management and capital adequacy purposes. Credit spread risk Yes - Yes
o L . Equity price risk - Yes -
Total REA for general market risk in the portfolio is calculated daily REA for
- . i i Y Yi -
under current as well as stressed market conditions using: @ e Foreign exchange risk s s
the trading book Totalkredit A/S
= The largest losses over the past 12 months based on the current Interest rate risk - Yes -
portfolio (VaR) DKK 26.4 billion Credit spread risk - - Yes
= The largest losses over a historical 12-month period when mar- ) o
. ; . Equity price risk - Yes -
kets were particularly distressed based on the current portfolio
(stressed VaR). The Nykredit Group's total risk exposures under the FRTB Foreign exchange risk - Yes -

Note: As no internal model exists for the Nykredit Realkredit Group, risk exposures for the Group are

amounted to DKK 32.6 billion in 2024.

aresult of calculations in the underlying companies. For IRRBB under Pillar II, see section 5.4.2.
The period used to calculate stressed VaR is under constant review
and is determined based on the existing portfolio composition. Cur-

rently, the following three stressed periods are relevant:

Chart 5.1: Nykredit Realkredit A/S Chart 5.2: Nykredit Bank A/S

The financial crisis in 2008-2009, including the collapse of Leh-

VaR model backtesting

VaR model backtesting

man Brothers, was characterised by significant yield spread wid- VaR VaR
) ) ) Gain/Loss - actual Gain/Loss - actual
ening on short-dated bonds. This had a large impact on covered DKK million X Gain/Loss - hypothetical DKK million % Gain/Loss - hypothetical
bond positions with maturities of up to 5 years. 40
Correspondingly, the outbreak of covid-19 in 2020 was charac- 20
terised by substantial widening of credit and yield spreads on 2
callable covered bonds. M
i ili i i 10 * * % % X
T.h.e banking turmoil in 2023, .caus.ed by turbulence in relation to % g X% x A 0 &@;‘ ﬁ&u& %gk %%&&W*g‘ »’& "’%x" o >§ %
Silicon Valley Bank and Credit Suisse, drove corporate bond 0 % ’&xw Q““% ,&“&&i}‘ bt LoRx AR PR K Rl (O % x&’&,o?‘ 3
%
yield spreads as well as yield spreads between government 10 ’§«X"%" P gix *‘F" % ¥ 2 ] "x 8 x
x -
bonds and interest rate swaps higher. 20 ¥ . x " x" % s 10 s
% X -15
. . . . . -30 x 20 x
At end-2024 the financial crisis was used as a stressed period by
both Nykredit Realkredit and Nykredit Bank. -40 -25
Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Nov 23 Jan 24 Mar 24 May 24 Jul 24 Sep 24 Nov 24

23 23 24 24 24 24 24 24 24 24 24 24 24 24
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5.4 Currentrisk profile and development
Market volatility was generally low throughout 2024, reducing
Nykredit's VaR to a low level for the entire Group.

During H2 and towards the end of 2024, the European economy
showed signs of growth slowdown, and Germany and France in
particular were challenged. These uncertainties affected the rela-
tive pricing in bond markets and resulted in yield spread widening,
also in the Danish covered bond market. In Nykredit's portfolios,
this was reflected as periods of increased yield spread risk in 2024.

In 2024 Nykredit made an offer to buy Spar Nord Bank A/S and at
the same time increased its ownership interest in Spar Nord. As a
result, the equity price risk in Nykredit's banking book increased in
2024.

5.4.1 Trading book risk

Nykredit's main trading book risks are interest rate and yield spread
risk. The determination of Nykredit's market risk is essentially
based on sensitivity calculations. They are used to calculate the ef-
fect of market movements on the value of individual portfolios.

Sensitivity calculations indicate how much a portfolio's value will be
affected if a given event occurs, but not the probability that the
event will actually occur. Therefore, the day-to-day risk measure-
ment is supplemented with VaR models, stress test calculations
and scenario analyses.

Value-at-Risk (VaR)

In day-to-day risk management, Nykredit uses VaR to calculate one
portfolio risk measure covering most of Nykredit's trading book po-
sitions. The Nykredit Group's VaR totalled DKK 21.9 million at end-
2024.

VaRin
D the trading book

DKK 21.9 million
(end-2023: DKK 29.8 million)
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Chart 5.3: Nykredit Realkredit Group
Value-at-Risk in the trading book
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Interest rate risk

Interest rate risk is the risk of loss as a result of interest rate
changes. Nykredit's interest rate risk is measured as the change in
the market value of Nykredit's portfolios resulting from a general in-
terest rate increase of 1 percentage point in respect of interest-
bearing assets. Nykredit's interest rate exposure in the trading book
was DKK 419 million at end-2024.

Interest rate risk in
n the trading book

A DKK 419 million
(end-2023: DKK 275 million)

Yield spread risk

Yield spread risk is the risk of loss when the yield spread between
bonds and the relevant swap rate widens by 1 percentage point. In
the trading book, the yield spread exposure on covered bonds was
DKK 1.98 billion at end-2024, while the yield spread exposure on
government and corporate bond portfolios was DKK 152 million
and DKK 36 million, respectively, see Chart 5.4.

CAPITAL
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Yield spread riskin
the trading book

DKK 2.17 billion
(end-2023: DKK 1.83 billion)

Chart 5.4: Nykredit Realkredit Group
Yield spread risk in the trading book
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Other risks

In addition to interest rate and yield spread risk, Nykredit is also ex-
posed to exchange rate risk, volatility risk and equity price risk;
however, these risks only account for a small part of the aggregate
market risk.

Nykredit hedges the foreign exchange risk of its investments and
only holds minor foreign exchange positions. Nykredit's volatility
risk is mainly related to investments in callable covered bonds,
where the right of prepayment is equivalent to an option, as well as
interest rate and equity derivatives.

Equity price risk is the risk of loss as a result of changes in equity
prices, and it is expressed by the aggregate market value of
Nykredit's equity portfolios. Nykredit's net equity price risk expo-
sure in the trading book amounted to DKK 12 million at end-2024.
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Table 5.2: Nykredit Realkredit Group
REA for market risk in the trading book'

2024 IN BRIEF

GOVERNANCE AND MANAGEMENT  CAPITAL

2024 2023
DKK million Specific risk General risk Total REA Total REA
Internal models (VaR): - 18,434 18,434 19,350
Value-at-Risk (99%, 10 days?) - 3,362 3,362 6,338
Stressed Value-at-Risk (99%, 10 days) - 15,072 15,072 13,012
Standardised approach: 5,637 2,344 7,980 8,630
Debt instruments 5,629 2,323 7,953 8,598
Equities 8 10 18 23
Foreign exchange risk - - - -
Collective investment schemes - 10 10 9
Settlement risk - 1 1 0
Total market risk exposure 26,415 27,981

"REA for market risk in the banking book is addressed under Pillar Il.

2 The time horizon has been scaled up to 10 days from 1 day by multiplying by the square root of 10.

5.4.2 Banking book risk

Nykredit classifies securities that are infrequently traded and held
for the long term, often until maturity, as belonging to the banking
book. Basically, the same types of market risk are found in the
banking book, but with regulatory restrictions applying to trading
frequency.

The market risk for Nykredit's banking book primarily stems from
equities held for business strategic purposes, which are concen-
trated in a few, but large, positions. In addition, the banking book in-
cludes a private equity portfolio, short-term corporate and covered
bond portfolios and long-term interest rate risk-hedged bond port-
folios relating to the lending operations.

Interest rate risk

Interest rate risk in the banking book is limited and derives mainly
from Nykredit Bank's lending operations. The interest rate risk of
the mortgage banks is very limited due to the match-funding princi-
ple governing covered bond issues. Also, interest rate risk in the
banking book is hedged using interest rate swaps.

Interest rate exposure in the banking book totalled DKK 267 million
net at end-2024.

Interest rate risk in
O the banking book

I

DKK 267 million
(end-2023: DKK 232 million)

Yield spread risk

Yield spread risk in the banking book primarily derives from the in-
vestment of proceeds from senior secured and unsecured debt is-
sued by Nykredit for purposes such as meeting the debt buffer and
MREL requirements. Secondarily, it derives from portfolios of cov-
ered bonds of all ISINs, facilitating customers' loan prepayments.

In the banking book, the yield spread risk amounted to DKK 1,163
million at end-2024; of this amount covered bonds accounted for
DKK 1,109 million, while senior secured and unsecured debt in issue
accounted for a negative DKK 233 million.

CREDITRISK ~ MARKETRISK  LIQUIDITY NON-FINANCIAL RISKS
Yield spread risk in
o the banking book
L
VAN DKK 1,163 million
(end-2023: DKK 867 million)
Equity price risk

Equities in the banking book comprise Nykredit's portfolio of Spar
Nord equities, equities held for business strategic purposes and pri-
vate equity holdings. Equities held for business strategic purposes
are equities in regional and national banks in the Totalkredit part-
nership as well as in a few property companies. The total equity
price risk in the banking book amounted to DKK 10.4 billion at end-
2024, and equity price risk thus constitutes a substantial proportion
of Nykredit's aggregate market risk. For capital adequacy purposes,
the risk associated with equities held for business strategic pur-
poses is determined as credit risk exposure.

Equity price risk in
the banking book

A
il

DKK 10.4 billion
(end-2023: DKK 7.2 billion)

Interest rate risk in the banking book (IRRBB)

Interest rate risk in the banking book (IRRBB) is calculated for the
banking book as well as for interest rate sensitive assets and liabili-
ties outside the securities portfolio, mainly Nykredit Bank's deposit
and lending operations.

IRRBB arises from changes in interest rate levels that affect the
value of Nykredit's assets and liabilities and earnings therefrom.
The calculation is therefore used to assess the need for capital held
under Pillar Il for the purposes of interest rate changes. The Board
of Directors lays down a maximum risk appetite for IRRBB annually,
which is monitored on a daily basis and continuously reported to
Nykredit Realkredit's Board of Directors, the Executive Boards and
the Asset/Liability Committee.
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Nykredit's long-term interest rate risk is determined under IRRBB
by the regulatory risk measure Economic Value of Equity (EVE),
and the short-term interest rate risk is determined by the Net Inter-
est Income (NII). EVE is calculated daily as the change in value ad-
justments (losses) on the balance sheet in different stress scenar-
ios that affect the yield curve in terms of both shifts and changes of
slope. Nllis calculated quarterly as the net interest income impact
over the next 12 months in scenarios where the yield curve is
shifted by +/- 200bp. In 2024 Nykredit implemented a new IRRBB
model.

At end-2024 EVE came to a potential loss of DKK 201 millionin a
scenario with an upward shift of the curve. NIl came to a potential
loss of DKK 562 million, driven by an interest rate shift of +200bp.

Nykredit holds additional capital under Pillar Il to cover model un-
certainty relating to the new IRRBB model.

Credit spread risk in the banking book (CSRBB)

Nykredit monitors the credit spread risk of corporate bonds in the
banking book by reporting on the market risk policy and the Board
of Directors' market risk guidelines.

2024 IN BRIEF

GOVERNANCE AND MANAGEMENT  CAPITAL

CREDIT RISK

MARKET RISK

LIQUIDITY

NON-FINANCIAL RISKS

41/56


https://nykredit.sharepoint.com/sites/Risikoanalyse/Delte%20dokumenter/Ekstern%20risikorapport/1.%20Tekstafsnit/2.%20Ledelse%20og%20styring%20af%20risikoområdet/2%20Ledelse%20og%20styring%20af%20risikoområdet.docx#_Indhold

6. Liquidity risk and funding

Nykredit's liquidity risk is the risk that Nykredit is unable to
fulfilits financial obligations and meet regulatory require-
ments and rating criteria in the short, medium and long
term. Liquidity risk is also the risk of funding shortages,
preventing Nykredit from pursuing the adopted business
model, or the risk that Nykredit's costs of raising liquidity
become prohibitive.

The structure of Nykredit's liquidity and funding is af-
fected by regulatory requirements and rating criteria. Li-
quidity risk is subject to significant regulation, including the
Liquidity Coverage Ratio (LCR), Net Stable Funding Ratio
(NSFR), Minimum Requirement for own funds and Eligible
Liabilities (MREL), S&P's Additional Loss-Absorbing Ca-
pacity (ALAC), debt buffer and Supervisory Diamond
benchmarks.

Throughout 2024 Nykredit maintained a high level of ex-
cess liquidity coverage, relative to regulatory require-
ments as well as to internal delegated guidelines and lim-
its.

Risk appetite

Nykredit follows a prudent liquidity policy that promotes
confidence in Nykredit and Nykredit's mortgage business.
Nykredit's risk profile is designed to ensure competitive
prices, customer access to loan financing regardless of
market conditions, and high ratings of Nykredit and
Nykredit's issues.

Nykredit Realkredit, Totalkredit and Nykredit Bank have
been designated as systemically important financial insti-

tutions (SIFls). Nykredit's liquidity policy and risk appetite

have been defined taking into account this fact and with a
view to ensuring sound business operations that contrib-
ute to a stable financial sector.

2024 INBRIEF  GOVERNANCE AND MANAGEMENT  CAPITAL

6.1 Policy and guidelines

Nykredit's liquidity policy is laid down by Nykredit's Board of Direc-
tors and defines Nykredit's overall risk appetite in relation to its li-
quidity risk profile and funding structure. The main purpose of the
liquidity policy is to ensure that Nykredit's funding and liquidity
management supports its mortgage and banking business and en-
sures competitive prices for customers and Nykredit, regardless of
the market conditions. Furthermore, the liquidity management
framework must sustain Nykredit's ability to maintain high credit
ratings and its status as issuer of covered bonds (SDOs).

In addition to the liquidity policy, Nykredit's Board of Directors has
laid down guidelines on the day-to-day liquidity management. In ac-
cordance with the guidelines provided by the Board of Directors,
the Executive Board delegates liquidity management limits to the
Group companies through the Asset/Liability Committee, see the
chapter on governance and management. Liquidity and asset-liabil-
ity management is coordinated centrally at Group level.

The guidelines provide limits for Nykredit's day-to-day liquidity
management and for short-, medium- and long-term management.
Limits have also been set for the composition of the stock of liquid
assets, the LCR, the NSFR, the use and diversification of funding
sources, leverage, MREL, the debt buffer and rating criteria.

Nykredit annually prepares a liquidity management report in the
form of a Internal Liquidity Adequacy Assessment Process (ILAAP)
report, which is submitted to the Board of Directors and the Danish
FSA for their review.

6.2 Control and reporting

The risk control function continuously reports on the Group's liquid-
ity and funding risk profile to the Board of Directors, the Board Risk
Committee, the Executive Boards, the Asset/Liability Committee
and the Group Risk Committee.

The current utilisation of risk limits is monitored and reported daily
by Nykredit's risk control function and thus independently of the
acting units. Also, the current utilisation of the limits set out in the
guidelines is reported daily to the head of Nykredit's risk control
function, the Chair of the Asset/Liability Committee and the heads

CREDITRISK ~ MARKETRISK  LIQUIDITY  NON-FINANCIAL RISKS

and dealers of the acting units. Any breaches of these limits are re-
ported by the risk management function to the Asset/Liability
Committee, Executive Boards, the Board of Directors of Nykredit
Realkredit or other Boards of Directors depending on the nature of
such breaches.

Nykredit's liquidity risk is measured and monitored by internal sys-
tems based on the collection and control of risk data from different
source systems. Measuring and monitoring takes place at different
company levels.

Nykredit's Executive Boards and Boards of Directors as well as the
Asset/Liability Committee oversee and evaluate the current liquid-
ity and funding risks on a monthly basis, and this forms the basis for
an annual review and approval of the liquidity policy and guidelines.
The risk outlook is described in the quarterly reports to the Board of
Directors and the Board Risk Committee as well as the Executive
Board and the Group Risk Committee.

6.3 Current risk profile and development
Nykredit pursues a prudent liquidity policy.

Throughout 2024, Nykredit maintained liquidity reserves adequate
to counter periods of financial turmoil and accommodate business
growth. Over a number of years, Nykredit has tightened its internal
guidelines and limits to obtain liquidity reserves that are robust and
able to withstand severe liquidity stress and property price de-
clines.

Since the summer of 2024, central bank rates have been gradually
lowered, and markets are focusing on interest rate signals and out-
looks. In 2024 Nykredit maintained its business activities in a chang-
ing monetary policy environment, including the selling and issuing
of bonds to fund its day-to-day lending and scheduled refinancing
operations. Market liquidity was robust, and Nykredit was able to
conduct auctions and tap selling of bonds at attractive and compet-
itive levels.

Nykredit has a detailed internal limit management framework, im-

plementing the Board of Directors' liquidity management policy
and guidelines. Limit management and monitoring ensures
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Liquidity and funding governance

Board of Directors and Board Risk Committee:

Lay down the liquidity policy and the Board of Direc-
tors' liquidity risk guidelines, including risk appetite
and limits.

Receive monthly reports on compliance with the li-
quidity policy and on the risk outlook.

Receive separate reports, possibly including an action
plan, in case of non-compliance with the policy or
guidelines.

Executive Board and Asset/Liability Committee:

Approve and implement the liquidity policy and the
Board of Directors' guidelines and oversee compli-
ance based on quarterly and monthly reports.

Receive separate reports and action plans in case of
non-compliance with the policy or guidelines.

Liquidity management is coordinated centrally at
Group level to ensure efficient use and management
as well as compliance with regulatory and internal re-
quirements at alle levels.

Risk management function (second line of defence):

Performs controlling and monitoring independently of
the risk-taking units. Prepares independent reports for
the Board of Directors and the Executive Board.
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compliance with the defined risk appetite. The internal limit man-
agement is detailed and includes limits relating to portfolio and as-
set mix, the Group's funding structure and maturity profile, as well
as stress testing.

6.4 Balance principle and match funding
Nykredit's mortgage lending is governed by the balance principle,
which provides limits to the financial risks Nykredit may assume in
relation to lending and funding.

Nykredit's mortgage lending is in practice match funded. As a re-
sult, Nykredit's lending and related funding activities only involve
negligible financial risks. Nykredit operates according to the general
balance principle, which allows the use of derivatives for risk hedg-
ing under certain conditions. Nykredit currently does not apply de-
rivatives in connection with mortgage lending.

To eliminate interest rate and foreign exchange risk, the interest
rate and foreign exchange terms of mortgage loans match those of
the bonds funding the loans. Long-term fixed-rate loans maintain
the same funding throughout their terms. Adjustable-rate mort-
gages (ARMs) and floating-rate loans are funded by bonds with ma-
turities shorter than the terms of the underlying loans, which are re-
financed on maturity of the bonds. The loan rate is adjusted upon
refinancing based on the interest rate of the new bonds sold.

The outstanding funding is reduced by principal payments and loan
redemptions. Borrowers cover Nykredit's costs of loan prepay-
ment.

The due dates of payment of interest and principal are fixed so that
Nykredit receives the funds on or before the dates when the pay-
ments to bondholders fall due, if borrowers make timely payments.

Chart 6.1: Balance principle and match funding
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Thus, match funding ensures a match between the interest and
principal payments of a loan and the underlying funding. Nykredit's
earnings margin consists of a separate so-called administration
margin, which is most often calculated on the basis of borrowers'
debt outstanding. In addition, various fees may be charged.

6.5 Liquidity risk

Legislation lays down a number of requirements for the structure
and amount of Nykredit's liquidity and funding in the short, medium
and long term. At end-2024 all requirements had been met.

6.5.1 Liquidity Coverage Ratio (LCR)

The regulatory requirement of LCR is used to assess Nykredit's
short-term liquidity risk. Nykredit's LCR is determined as the portfo-
lio of liquid assets relative to net cash outflows over a 30-day pe-
riod and must be at least 100%. Under this requirement, Nykredit
must hold an adequate stock of liquid assets to withstand a liquidity
stress for a period of at least 30 days.

As it appears from the table below, Nykredit's LCR was 454% and
the excess liquidity coverage was DKK 82 billion at end-2024. The
aggregate LCR of Nykredit's mortgage banks was 276% (Pillars |
and Il), while Nykredit Bank's LCR was 229%. Liquid assets used to
comply with the requirement of supplementary collateralin
Nykredit Realkredit and Totalkredit are considered to be encum-
bered and consequently ineligible for the purpose of LCR determi-
nation. For more details, see 6.5.5 Supplementary collateral.

Excess liquidity coverage

DKK 81.9 billion
(2023: DKK 71.6 billion)

Principal payment
Interest

—

INVESTOR
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The Danish FSA has granted Nykredit permission not to include
mortgage lending and its funding in the calculation of LCR for
Nykredit Realkredit and Totalkredit. The permission was motivated
by the fact that match funding limits liquidity risk in relation to mort-
gage lending and its funding.

However, the mortgage banks are subject to a Pillar Il requirement
ensuring that they hold adequate liquidity to cover specific mort-
gage-related liquidity risks.

Table 6.1

DKK billion 31.12.2024  3112.2023
Nykredit Realkredit Group

LCR (%) 454 310
Excess liquidity coverage (DKKbn) 81.9 71.6
LCR, EUR (%) 399 400
Nykredit Realkredit and Totalkredit

LCR (Pillars I+l1) (%) 274 254
Excess liquidity coverage (DKKbn) 25.8 26.7
Nykredit Bank

LCR (%) 229 191
Excess liquidity coverage (DKKbn) 36.4 29.8

At end-2024 the Pillar Il A requirement was DKK 12 billion. This re-
quirement will cover the risk of a liquidity need resulting from re-
mortgaging cases where borrowers have terminated an existing
loan for prepayment but have not raised a new loan, as well as the
liquidity risk related to borrowers in arrears. The Pillar Il B

Chart 6.2: Development in LCR, buffer and cash flows
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requirement was DKK 18.8 billion at end-2024 and will cover risks
related to refinancing.

The Pillar Il B requirement was covered using liquid assets, which
therefore cannot be included as HQLA (High Quality Liquid Assets),
making the assets ineligible for the purpose of LCR determination.
Total LCR (Pillar | and Pillar Il) for Nykredit Realkredit and To-
talkredit was 274% at end-2024, equal to excess coverage of DKK
25.8 billion.

The Danish FSA has introduced an additional liquidity requirement
concerning foreign currencies. This requirement, which for
Nykredit only concerns EUR, applies to the Nykredit Realkredit
Group. The LCRin foreign currencies must be 100% or more. At
end-2024, Nykredit's LCR in EUR was 399%.

Nykredit is under a statutory obligation to disclose derivatives ex-
posures and their effect on the LCR. Nykredit uses derivatives to
hedge risks relating to the stock of liquid assets. The market value
of the derivatives portfolio will vary over time, which willimpact
Nykredit's posting of collateral. Therefore, when calculating the
LCR, an amount is allocated to cover any negative fluctuations in
required collateral.

6.5.2 Liquidity reserves

Nykredit's liquidity reserves are exclusively made up of assets that
can readily be converted into cash or which are eligible as collateral
to obtain cash when required.

Chart 6.3: Development in liquidity reserves
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Nykredit's liquidity reserves may include:

= Ultra-liquid assets; ie assets placed with Danmarks National-
bank or the ECB

= Highly liquid assets; ie assets such as Danish and European gov-
ernment and covered bonds

= Liquid assets not eligible for use as collateral with a central bank;
ie negotiable securities with longer realisation periods. Securi-
ties in this group are mainly bonds not qualifying for the highly
liquid category, corporate bonds and equities.

In its liquidity policy, Nykredit has an overall policy for the size and
quality of the liquidity buffer, based on the balance sheet structure
and risk profile of the Group. At end-2024 the Group's liquidity re-
serves amounted to DKK 105 billion against DKK 106 billion at end-
2023.

6.5.3 Liquidity benchmark
The liquidity benchmark is included in the Supervisory Diamond for
banks. The liquidity benchmark is determined for Nykredit Bank.

The liquidity benchmark is based on the LCR and must be 100%,
but over a 3-month period. It means that Nykredit Bank must have
sufficient liquid assets to withstand a liquidity stress for a period of
at least three months. At end-2024 Nykredit Bank's liquidity bench-
mark was 247%, with excess coverage of DKK 55 billion kr..

6.5.4 Intraday liquidity risk

Nykredit Bank's intraday liquidity risk is the risk that the Bank will
not be able to meet its intraday financial obligations. Nykredit Bank
actively controls, manages and monitors its intraday liquidity risk.

The intraday liquidity risk of Nykredit Realkredit and Totalkredit is
limited, as the mortgage lending model is designed so as to elimi-
nate any structural intraday liquidity requirement.

6.5.5 Supplementary collateral

In order for issues made through Capital Centres E and H to com-
ply with CRR requirements for covered bonds (SDOs), Nykredit
must provide supplementary collateral for loans in case of property
price declines where the LTV ratios exceed the statutory LTV lim-
its.

44/56


https://nykredit.sharepoint.com/sites/Risikoanalyse/Delte%20dokumenter/Ekstern%20risikorapport/1.%20Tekstafsnit/2.%20Ledelse%20og%20styring%20af%20risikoområdet/2%20Ledelse%20og%20styring%20af%20risikoområdet.docx#_Indhold

Supplementary collateral is not required for public housing loans is-
sued through SDO Capital Centre J, as these loans and bonds are
government guaranteed. Nykredit also issues small amounts of
covered bonds of the RO type. Unlike in Nykredit's SDO capital
centres, supplementary collateral will not be required in case of
property price declines in Nykredit's RO capital centres, as RO cap-
ital centres are not subject to the same requirements of supple-
mentary collateral.

The supplementary collateral requirement is essentially un-
changed from end-2023 to end-2024, amounting to DKK 7.4 billion
at end-2024, against DKK 7.2 billion at end-2023.

It is Nykredit's policy to have a collateral buffer in case of declining
property prices. The minimum buffer is determined by means of
stress testing. In 2024 Nykredit tightened its management of risks
relating to the provision of supplementary collateral and increased
minimum buffer requirements. The measures include significantly
stricter assumptions about property price falls in the internal stress
tests. In addition, Nykredit has adapted its management to allow for
changed requirements in connection with the phasing-in of CRR3,
which amends the rules relating to eg the inclusion of guarantees
from unrated banks as collateral for SDO issues.

Thanks to Nykredit's buffer, the Group would have been able at
end-2024 to absorb an immediate property price decline of about
20% without the need for additional funding. The funding of the
debt buffer and MREL requirements raises Nykredit's ability to ab-
sorb a property price decline.

6.5.7 Stress testing

To sustain Nykredit's business model and also to ensure that
Nykredit has sufficient liquidity to meet regulatory requirements, li-
quidity stress tests are conducted for the short, medium and long
term. They show the development in excess liquidity coverage in
an expected scenario and in stress scenarios, taking into account
regulatory requirements, including LCR and supplementary collat-
eral, and rating criteria.

The stress tests show the resilience of the liquidity position in a situ-
ation where Nykredit has no access to a significant part of its usual
funding sources, while at the same time external factors have an
adverse impact on liquidity in the stress scenarios.
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The stress tests are based on a number of scenarios: An expected
scenario, an institution-specific scenario, a market-specific scenario
and a combination stress scenario in which the institution-specific
and market-specific scenarios occur at the same time.

The Board of Directors and the Asset/Liability Committee have set
limits for excess liquidity coverage in an expected scenario on a 12-
month horizon and for the most severe of the three above stress
scenarios on a 6-month horizon.

6.6 Funding

Nykredit has extensive market activities for the purpose of funding
the Group's lending. This includes daily tap issuance to fund
Nykredit's mortgage lending. Moreover, Nykredit regularly refi-
nances ARMs, floating-rate loans etc. Nykredit also issues capital
market funding to comply with regulatory requirements and rating
criteria.

As shown in the chart Funding sources below, covered bond issues
are the primary funding source. For the Bank, the primary source is
customer deposits.

Chart 6.4: Nykredit Realkredit Group
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Nykredit raises funding in the following markets:

= Covered bonds (SDOs and ROs)

= Senior secured debt (currently not issued)
= Secured and unsecured bank loans

= Senior unsecured debt

= Senior non-preferred (SNP) debt

= Tier 2 and Additional Tier 1 capital

6.6.1 Net Stable Funding Ratio (NSFR)

The purpose of the NSFR is to ensure that credit institutions apply
sufficiently stable, long-term funding when issuing loans or holding
other assets on their balance sheets. In this context, stable means
that the funding is considered to be reliable in the long term and un-
der stressed conditions. The NSFR is the ratio of an institution's
amount of available stable funding to the amount of its required
stable funding. To meet the NSFR regulatory requirement, this ratio
must be at least 100%. The level of stable funding is calculated by
weighting assets according to their liquidity and maturity. The sta-
bility of the funding is calculated by weighting liabilities based on
counterparty category and maturity. Funding with times-to-maturity
of more than one year, for example, is considered more stable than
other types of funding.

At end-2024 the NSFR was 142%, compared with 147% at end-
2023.
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6.6.2 Covered bonds

Nykredit's balance sheet mainly consists of lending secured by
mortgages on real estate funded through the issuance of covered
bonds (SDOs and ROs). These bonds are issued through daily tap
issuance coupled with refinancing auctions for ARMs, floating-rate
loans etc.

Nykredit strives to build large, liquid benchmark bond series to ob-
tain an effective pricing of its bonds. Nykredit Realkredit and To-
talkredit's joint bond issuance contributes to creating large volumes
and high liquidity in the Group's key bond series.

In 2024 Nykredit had primary dealer arrangements with a number
of securities brokers for the purpose of underpinning liquidity in the
bond series and ensuring consistent market making in and efficient
pricing of bonds issued by Nykredit.

Due to the rules determining which liquid assets are eligible for the
LCR calculation, many banks prefer to invest in bonds with out-
standing amounts of more than EUR 500 million and high credit rat-
ings. As shown in the chart, as much as 90% of the outstanding
amounts of Nykredit's active bond series are today classified in the
top LCR category (Level 1), while 5% are in the second-best cate-
gory (Level 2A).

Chart 6.5: Nykredit Realkredit Group
Covered bonds by LCR category (percentages, end-2024)
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Nykredit strives to have a range of bonds that best suits customers'
needs while at the same time meeting investors' increased prefer-
ence for very liquid bond series. The chart below shows Nykredit's
products and the distribution by loan type of Nykredit's mortgage
lending.

Nykredit is actively managing refinancing risk. In recent years, issu-
ance patterns have changed as a result of the interest rate develop-
ment, and short-dated bonds have increasingly been issued rather
than long-dated callable covered bonds.

Nykredit aims to minimise refinancing risks, for example by keeping
refinancing volumes stable across quarters. The chart shows the
volumes of the individual refinancing auctions.

Chart 6.6: Nykredit Realkredit Group
Refinancing auctions, SDOs and ROs
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6.6.3 Green bonds

Nykredit's Green Bond Framework, which was established in com-
pliance with ICMA's Green Bond Principles (GBP), describes the
principles of green loans and determines which sustainable assets
are eligible for financing with green bonds.

Since 2019 Nykredit has been offering green mortgage loans to fi-
nance energy-efficient buildings. Nykredit also offers green mort-
gage loans to finance renewable energy, and utility and electricity
networks.
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Chart 6.7: Nykredit Realkredit Group
Mortgage lending by loan type
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The criteria for obtaining green financing and green asset classes
are constantly changing. Nykredit actively considers whether the
criteria are in keeping with legislation and stakeholder expectations.
This is evident in Nykredit's continuous efforts to be in close align-
ment with the EU taxonomy, as reflected in our latest Green Bond
Framework.

DKK 36.6 billion of green covered bonds and about DKK 650 million
of green senior debt had been issued at end-2024. Further,
Nykredit offers a series of green banking products.

Green bonds

DKK 36.6 billion
(2023: DKK 35.9 billion)

6.6.4 Funding schedule

Nykredit's future funding requirement depends on the volume of
loans with refinancing, expected new lending as well as new regula-
tory requirements and rating agency criteria.

The funding of senior and subordinated debt is centralised in
Nykredit Realkredit, meaning that funding is managed and issued
by Nykredit Realkredit and distributed as internal funding to To-
talkredit and Nykredit Bank as required.
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Nykredit issues covered bonds (SDOs and ROs) to fund new mort-
gage lending and the refinancing of existing mortgage loans. See
6.6.5 Issuance schedule for expected issuance at refinancing auc-
tionsin 2025.

Bond issuance is distributed evenly over the quarters, reflecting
Nykredit's aim of deconcentrating loan refinancing across payment
dates. Also, Nykredit seeks a funding profile with a limited amount
of short-term funding.

Senior non-preferred debt issued to meet debt buffer require-
ments will largely replace senior secured debt and senior preferred
debt, which has been used historically by Nykredit to meet the ex-
isting supplementary security and overcollateralisation (OC) re-
quirements.

6.6.5 Capital market funding

Nykredit raises capital market funding mainly for the purpose of
meeting regulatory capital requirements. Nykredit's funding re-
quirement is driven by a stacked requirement consisting of the cap-
ital requirement, the 2% debt buffer and the MREL requirement.
This stacked requirement must correspond to at least 8% of the
consolidated balance sheet.

Instruments used to fund Nykredit Bank are issued mainly by
Nykredit Realkredit and distributed to Nykredit Bank as long-term
intercompany funding. In addition, Nykredit Bank issues euro com-
mercial paper (ECP) for short-term management of liquidity and
funding requirements.

Senior debt totalling

DKK 74.8 billion
(2023: DKK 57.0 billion)

In 2024 Nykredit refinanced senior non-preferred debt to meet
the debt buffer/MREL requirements.

The chart Maturity profile of capital market funding shows the cur-
rent maturity profile of Nykredit's capital market funding.
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Table 6.2: Nykredit Realkredit Group DKK million
Bonds in issue 31.12.2024 31.12.2023
Covered bonds (ROs) 105,923 113,043
Covered bonds (SDOs) 1,488,156 1,412,023
Senior secured debt 540 651
Senior preferred debt, Nykredit Realkredit

A/S 9,324 9,317
Senior non-preferred

debt 64,889 47,049
Tier 2 capital 10,472 10,394
Additional Tier 1 capital, Nykredit Realkredit

A/S 3,763 3,660
ECP issues, Nykredit Bank A/S 11,634 5,925

The total funding and ECP issuance need will depend on the devel-
opment in customer deposits and lending as well as the Bank's
other business activities. In addition, Nykredit Bank's senior unse-
cured debt consisted of short-term ECP of DKK 11.6 billion as at 31
December 2024.

Chart 6.8: Nykredit Realkredit Group
Maturity profile of capital market funding
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6.6.6 Issuance schedule

Nykredit Realkredit will continue to issue covered bonds through
tap issuance and at refinancing auctions.

CREDITRISK ~ MARKETRISK  LIQUIDITY NON-FINANCIAL RISKS
Nykredit holds refinancing auctions four times a year to reduce refi-
nancing risk as much as possible. Nykredit expects to refinance
DKK 63 billion and DKK 55 billion of SDO and RO covered bonds at
the auctions in February and May 2025, respectively, and DKK 54
billion and DKK 52 billion at the auctions in August and November
2025, respectively. This corresponds to refinancing volumes of

about DKK 223 billion over the next year.

Apart from the issuance of SDOs and ROs, Nykredit's need to issue
other capital market funding depends on the balance sheet devel-
opment and interest rate levels.

Nykredit has made a tender offer to buy Spar Nord. The transac-
tion is expected to result in issuance of Tier 2 capital and senior
non-preferred debt totalling DKK 15 billion in Q1/2025. The total is-
suance need towards end-2025, in addition to the issuance of SDO
and RO covered bonds, is expected to amount to DKK 30 billion
due to the transaction and refinancing of outstanding debt.

After the closing of the accounts,

Chart 6.9: Nykredit Bank A/S
Deposits by deposit guarantee protection, and lending
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Nykredit has issued DKK 11.2 billion of senior non-preferred debt
and DKK 5.6 billion of Tier 2 capital. Nykredit expects the remaining
issuance need towards end-2025 to be DKK 10-15 billion.

ECP issuance will continue through Nykredit Bank.
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6.6.7 Deposits at Nykredit Bank A/S

Customer deposits are a significant source of funding to Nykredit
Bank. About half of Nykredit's deposits are protected under the
Danish deposit guarantee scheme. Historically, the percentage has
been stable at around 50%.

Deposits not protected under the deposit guarantee scheme are
mainly from business customers and financial counterparties, while
deposits protected under the scheme are mainly from personal
customers.

Nykredit Bank funds its lending activities through, for instance, de-
posits, and Nykredit is therefore focused on ensuring that deposits
are robust and developing in parallel with lending growth.

As shown in the chart, Nykredit Bank's deposits have developed in
parallel with lending growth. Deposits generally exceed lending,
and Nykredit Bank A/S's surplus of deposits was just over DKK 15
billion at end-Q4/2024.

Nykredit Bank conducts daily liquidity stress tests, including signifi-
cant stress testing of deposits. The stress scenarios reflect a severe
stress on deposits, based on, for instance, experience from the
banking turmoil in the spring of 2023.

6.7 Ratings

Nykredit Realkredit and Nykredit Bank collaborate with interna-
tional credit rating agencies S&P Global Ratings (S&P) and Fitch
Ratings regarding the credit rating of the Group's companies and
their funding.

6.7.1 S&P Global Ratings

S&P has assigned Nykredit Realkredit and Nykredit Bank long-
term and short-term Issuer Credit Ratings of A+/A-1 with a stable
outlook and long-term and short-term Resolution Counterparty
Ratings of AA-/A-1+.

Senior non-preferred debt has a BBB+ rating with S&P. Covered
bonds (SDOs and ROs) issued by Nykredit Realkredit and To-
talkredit through rated capital centres are all rated AAA by S&P,
which is the highest possible rating. The rating outlook is stable.
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6.7.2 Fitch Ratings

Nykredit Realkredit and Nykredit Bank each have long-term and
short-term Issuer Credit Ratings of A+/F1 with Fitch and long-term
and short-term senior preferred debt ratings of AA-/F1+.

Senior non-preferred debt is rated A+ by Fitch.

6.7.3 S&P Global Ratings key ratios

In its rating criteria, S&P Global Ratings (S&P) has included a num-
ber of key ratios defined by S&P itself. These key ratios form part of
S&P's overall credit rating of an institution.

Additional Loss-Absorbing Capacity (ALAC)

S&P's criteria provide for a rating upgrade if the level of additional
loss-absorbing capacity (ALAC) is sufficiently high. ALAC consists
of Tier 2 capital and senior non-preferred debt designated to ab-
sorb losses in case of Nykredit's recovery or resolution, thus pro-
tecting ordinary senior debt.

ALAC is expressed as a percentage of risk-weighted assets deter-
mined according to S&P's calculation method (S&P RWA). An
ALAC maintained at 6% of S&P RWA or higher will currently trigger
a 2-notch uplift of Nykredit's Issuer Credit Rating/senior rating. At
end-2024 Nykredit's ALAC was 8.7%.

Overcollateralisation behind bond rating

When rating the Danish covered bonds issued by Nykredit
Realkredit and Totalkredit, S&P applies its criteria to assess the col-
lateral posted in the capital centres. In addition to the security by
way of mortgages on real estate, Nykredit posts overcollateralisa-
tion (OC) in the form of liquid securities. To obtain the highest pos-
sible rating (AAA), Nykredit provides OC of at least DKK 63.9 billion.
The required OC is determined as the result of S&P's individual as-
sessments of the OC requirement for each individual mortgage
loan. Each assessment includes a large number of parameters, in-
cluding property type, location, LTV ratio, loan type and payment
history.
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6.7.4 ESG ratings

Society's growing focus on sustainability and governance is in-
creasingly reflected in the focus of investors and issuers. ESG rat-
ings (Environmental, Social and Governance) are a tool used by in-
vestors and other stakeholders to assess Nykredit's position in
terms of sustainability, corporate responsibility and governance.
ESG ratings are a parameter in many investment decisions and
may potentially affect Nykredit's funding terms.

Nykredit currently focuses on ESG rating agencies MSCI and Sus-
tainalytics, which consider all ESG factors, as well as on the CDP,

which assesses the environmental impact of businesses.

The table below shows Nykredit's ESG ratings.

End-2024 Nykredit's rating
MSCI AAA
Sustainalytics Low risk
CDP A-
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Table 6.3: Nykredit Realkredit Group
Credit ratings

End-2024 Nominal S&P Fitch
DKK billion

Covered bonds (SDOs, ROs)

Nykredit Realkredit A/S

- Capital Centre C (covered bonds, RO) 0.1 AAA

- Capital Centre D (covered bonds, RO) 9.6 AAA

- Capital Centre E (covered bonds, SDO) 586.3 AAA

- Capital Centre G (covered bonds, RO) 65.0 AAA

- Capital Centre H (covered bonds, SDO) 857.8 AAA

- Capital Centre | (covered bonds, RO) 3.6 AAA

Totalkredit A/S

- Capital Centre C (covered bonds, RO) 20 AAA

Other ratings

Nykredit Realkredit A/S

- Short-term Resolution Counterparty Rating A-1+

- Long-term Resolution Counterparty Rating AA-

- Short-term Issuer Credit Rating A-1 F1

- Long-term Issuer Credit Rating A+ A+

- Short-term senior unsecured debt A-1 Fl+

- Long-term senior unsecured debt A+ AA-

- Senior non-preferred (SNP) debt BBB+ A+

- Tier 2 capital BBB A-

- Additional Tier 1 capital BB+ BBB

Nykredit Bank A/S

- Short-term Resolution Counterparty Rating A-1+

- Long-term Resolution Counterparty Rating AA-

- Short-term Issuer Credit Rating A-1 F1

- Long-term Issuer Credit Rating A+ A+

- Short-term senior unsecured debt A-1 F1+

- Long-term senior unsecured debt A+ AA-

- Short-term deposits A-1 Fl1+

- Long-term deposits A+ AA-

' Bonds in issue at nominal value at 31 December 2024.
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6.8 Encumbered assets

Nykredit's main activity is to provide loans secured by mortgages
on real estate. Nykredit's mortgage lending to customers is match
funded through the issuance of bonds. The loans remain on
Nykredit's balance sheet until they mature, and they are ring-
fenced to ensure timely payments to bond investors in the event
that Nykredit should default. Ring-fencing assets for creditors/in-
vestors is referred to as asset encumbrance. Liquid assets used to
comply with the requirement of supplementary collateral are con-
sidered to be encumbered for the purpose of LCR and NSFR de-
termination.

Moreover, Nykredit provides collateral in connection with deriva-
tives trading and repo transactions. Nykredit provides collateral to
other credit institutions for movements in the market value of
Nykredit's OTC derivatives contracts and margin collateral in con-
nection with exchange-traded derivatives. Nykredit also provides
collateral to central clearing counterparties (CCPs). Such collateral
is also considered to be encumbered assets.

Encumbered assets made up 80% of Nykredit's total assets at end-
Q3/2024,the same level as at end-2023. It is natural that Nykredit
should have a relatively high asset encumbrance ratio. It follows
from the Danish mortgage lending model, under which mortgage
loans serve as collateral in favour of bondholders in the individual
capital centres. The vast majority of the encumbered assets are in
DKK. After netting for accounting purposes, encumbered assets in
EUR are not significant.

Totalkredit's mortgage lending is also encumbered. The lending ac-
tivities of Totalkredit and Nykredit Realkredit are jointly funded,
which means that most of their mortgage lending is subject to inter-
company encumbrance.

Nykredit's asset encumbrance is monitored and reported to the
Danish FSA on a quarterly basis. The level of asset encumbrance is
stable over time.

GOVERNANCE AND MANAGEMENT  CAPITAL
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Table 6.4: Encumbered assets

LIQUIDITY  NON-FINANCIAL RISKS

DKK million 30.09.2024  30.09.2023
Total encumbered assets 1,441,364 1,331,549
- of which derivatives collateral 3,828 5745
- of which repo contracts 2,601 10,846
- of which central bank funding = -
- of which SDO issues 1,432,035 1,309,843
- of which other assets 2,900 5116
Total encumberable assets 1,784,168 1,654,030
Asset encumbrance ratio 81% 80%

Note: The Q4 level will not be known until after release of the Risk and Capital Manage-
ment 2024 report, and the Q3 level s reported instead.
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7. Non-financial risks
Nykredit is exposed to a number of non-financial risks re-
lated to factors that may affect the operations, processes

and regulatory obligations of the business. Nykredit's

non-financial risks comprise operational risk, IT risk, con-
duct risk, model risk, data quality risk and compliance
risk.

Nykredit monitors and manages non-financial risks as
part of its day-to-day operations. Specific policies have
been prepared for the individual types of risk. Each policy
sets risk appetite limits and defines the responsibility for
management of the relevant risk. Nykredit's Boards of Di-
rectors and Executive Boards receive quarterly reports
on non-financial risks and any changes to the risk outlook.

In 2024 Nykredit allocated substantial efforts to strength-
ening the risk management framework and the robust-
ness of risk management, including preparations to in-
crease the maturity of the Group's control set-up, which
will be rolled out and operationalised in the coming years.

Risk appetite

Non-financial risks must be low relative to financial risks
so as to ensure that they cannot compromise the finan-
cial stability of Nykredit and/or the individual subsidiar-

ies. Tolerance thresholds have been determined for an-
nual accumulated losses resulting from operational risk
events, which supplement and specify the risk appetite

of the individual companies.
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7.1 Policy and guidelines

Nykredit's non-financial risk policy is adopted by the Board of Di-
rectors. The policy sets out the overall framework for non-financial
risk management to ensure that non-financial risks are managed
according to the objectives of the Board of Directors and the risk
appetite defined. The policy should be read in conjunction with un-
derlying guidelines and other policies.

Nykredit's objective is to support and develop an organisation
where non-financial risk management is an integral part of both
day-to-day operations and long-term planning, including to pro-
mote a culture where openness and awareness of non-financial
risks are natural elements of the everyday work of all employees.

The Executive Board has delegated responsibility for the ongoing
monitoring of non-financial risks to the Group Risk Committee. The
Committee regularly reviews material risks and events and deter-
mines whether specific risks should be presented to the Board of
Directors. Risks that Fall outside Nykredit's risk appetite are always
presented to the Board of Directors for consideration.

7.1.1 Identification and management of non-financial
risks

Non-financial risks are identified as part of the ongoing risk activi-
ties in the units where the risks are taken and managed. All
Nykredit's organisational units must continuously identify, record,
assess and manage the risks associated with their operations. At
least quarterly, the units must review and report on all their risks,
classifying the risks according to the Group's risk taxonomy. The re-
ports must describe the risk mitigation activities and controls imple-
mented or expected to be implemented. Non-financial risks are
also assessed in connection with the approval of new products,
major strategic and business decisions, model validations, process
and compliance reviews and identification of risks in connection
with calculations of capital requirements.

Identified non-financial risks are assessed based on the probability
that a given event will occur and the estimated impact of such
event. Identified risks are scored on a four-point scale from low to
critical.
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To ensure implementation of efforts related to addressing and miti-
gating non-financial risks in the individual business area, one or
more Assistant Risk and Compliance Officers (ARCOs) have been
appointed, see 2 Governance and management.

Nykredit's risk management and compliance functions hold regular
risk meetings with the Group's organisational units; all units have at
least one meeting a year. At the meetings, the risks reported by the
relevant unit are reviewed and challenged, and it is assessed
whether the risks are adequately managed through controls and
other risk mitigation measures, or additional measures are required.
Based on the total reported risks, the risk management function
considers whether any risks require special management attention
and should be submitted to the Group Risk Committee.

7.1.2 Non-financial risks in the area of sustainability
Risks related to sustainability also affect non-financial risks and are
managed within the existing risk limits and risk appetite in the area.
ESG-related non-financial risks thus adhere to the already estab-
lished governance framework in the area, and management of
these risks is an integral part of the ongoing risk management ef-
forts.

Table 7.1: Examples of ESG-related non-financial risks
Physical damage to own locations, loss of key
Operational risk persons with sustainability expertise.
Accusations of greenwashing. Unambiguous fo-
Conduct risk cus on carbon emissions and not the other envi-
ronmental targets. Lack of focus on diversity
and inclusion among employees or discrimina-
tion against customer groups.
Compliance risk Failure to comply with regulation in the area of
sustainability.
IT risk Physical damage to and breakdowns in data
centres, IT solutions or Internet connections.
Lack of access to data can make reporting to

Data quality risk authorities difficult.

50/56


https://nykredit.sharepoint.com/sites/Risikoanalyse/Delte%20dokumenter/Ekstern%20risikorapport/1.%20Tekstafsnit/2.%20Ledelse%20og%20styring%20af%20risikoområdet/2%20Ledelse%20og%20styring%20af%20risikoområdet.docx#_Indhold

Non-financial risk governance

Board of Directors and Board Risk Committee:

. Lay down policies and guidelines for non-financial
risks. In its guidelines to the Executive Board, the
Board of Directors sets out tasks and responsibili-
ties for ensuring that non-financial risks are miti-
gated and managed in accordance with the princi-
ples and limits of the policy. Receive quarterly re-
ports on compliance with the respective policies, as
well as separate information about risks with critical
risk scores and events with critical impacts and a
description of the response to such risks or events.

Executive Board and Group Risk Committee:
. Approve and implement the policies and regularly
review compliance based on quarterly risk outlook
reports.

° Receive separate information about risks with high
risk scores and events with high impacts and a de-
scription of response and risk mitigation.

Risk-taking units (Ffirst line of defence):
. Identify, record, assess and manage risks and are
responsible for internal controls and other risk miti-
gation measures.

Risk management function (second line of defence):
. Performs controlling and monitoring independently
of the risk-taking units. Prepares independent re-
ports for Boards of Directors and Executive Boards.
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Climate change is currently the most material sustainability risk that
can drive new or already identified non-financial risks, especially re-
lated to new products, new regulation and new conduct resulting
from the transition towards a more sustainable economy.

The most material non-financial sustainability risks are currently
deemed to be the risk of being accused of greenwashing and the
compliance risk arising from non-compliance with sustainability
regulation.

7.1.3 Control and reporting
The main objective of the risk management function is to monitor,
assess, control and report on Nykredit's non-financial risks.

There is continuous monitoring of whether the non-financial risks
remain within the limits established by the Board of Directors, and
any breaches are reported to the Group Risk Committee and the
Board of Directors. The Board of Directors, the Executive Board
and the Group Risk Committee receive quarterly reports on the
current risk outlook and any changes in the quarter as well as a
statement of the total loss events.

Compliance with the non-financial risk policy and Nykredit's Corpo-
rate Culture Policy is reported on an annual basis.

7.1.4 Current risk profile and development

In 2024 efforts to ensure robust management of the Group's non-
financial risks particularly fFocused on the following areas:

* Processes. Mapping the Group's main customer-facing and busi-
ness-supporting processes, including identification of risks associ-
ated with these processes and establishment of controls to miti-
gate them.

o System support. Continued system support of risk management
activities and increasing use of standardised frameworks and pro-
cedures. The Group's operational risk management in both the first
and second lines of defence is conducted in a governance, risk and
compliance system that is continually adapted and improved. In
2024 there was particular focus on enhancing the data quality of
recorded non-financial risks and fostering the integration of the sys-
tem in the business units.
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* Controls. Guidelines for controls have been adopted. In addition,
preparations have been made to increase the maturity of the
Group's control set-up, which will be rolled out and operationalised
through a gradual implementation process in the coming years.

¢ |T risk management. The control function in the second line of de-
fence in the IT area was fully implemented in 2024. Established in
2023, the control function focuses on monitoring and enhancing
operational IT risk management.

¢ Data quality and processing. Focus on ensuring data quality and
further improving data collection, adding more data points, in order
to be able to meet future reporting requirements arising from
CRR3.

7.1.5 Managing non-financial events

In addition to the identification of non-financial risks, all non-finan-
cial risk events involving a loss of DKK 10,000 or more, or a change
in REA of DKK 100 million or more, are systematically recorded, cat-
egorised and reported. Moreover, non-financial risk gain events, po-
tential non-financial loss/gain events and events that did not lead to
aloss or a gain (near-miss events) are recorded. Finally, flawed re-
porting (internal or external) or flawed decision-making events that
resulted in, at minimum, minor regulatory sanctions or delays in key
activities, or which must be submitted to Nykredit's Group commit-
tees or committees reporting to Nykredit's Group committees for
consideration, are recorded.
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Chart 7.1: Operational events by Basel event category (% of number)
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The above chart provides an overview of the Nykredit Realkredit
Group's events categorised into the seven Basel event categories,
based on the number of events.

For events that are material in terms of size or number, an assess-
ment will be made of the need to implement new risk mitigation
measures. The Group Risk Committee and the Board of Directors
are presented with all major events and make an assessment of
whether the associated risk is sufficiently mitigated. Material events
are reported quarterly to the Board of Directors and the Executive
Board as part of the overall risk outlook. The reports also specify in-
itiated measures aimed at reducing the risk of a recurrence of an
event.

7.1.6 Capital requirement for non-financial risks
Nykredit determines the capital requirement for non-financial risks
using the basic indicator approach. This means that the capital re-
quirement is calculated as 15% of average gross earnings of the
past three years. REA for non-financial risks was DKK 34.5 billion in
2024.

Based on the reported non-financial risks and risk events, it is as-
sessed whether the total internal capital adequacy requirement for
non-financial risks is appropriate. This assessment is conducted
quarterly in connection with the determination of the internal

Business disruption and Employment practices Damage to physical
system Failures

Internal fraud
and workplace safety assets

capital adequacy requirement and is documented annually in the
ICAAP.

7.2 Operational risk

Operational risk is the risk of loss resulting from inadequate or
failed internal processes, people or systems or from external
events. Operational risk management is governed by the Group's
non-financial risk policy.

REA for
- non-financial risks
~
VARN DKK 34.5 billion

(2023: DKK 30.9 billion)

7.2.1 Prevention of money laundering, terrorist fi-
nancing and breach of financial sanctions

Nykredit works consistently to strengthen monitoring, controls and
processes so as to have an effective safeguard at all times against
misuse of the Group's products and services for purposes of
money laundering, terrorist financing or breach of financial sanc-
tions.

Activities are based on Nykredit's policy for the area, and responsi-
bility for them has been broadly delegated across the Group. A
member of the Group Executive Board has been charged with
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delegating and ensuring managerial responsibility and focus on the
prevention of money laundering, terrorist financing and breach of
financial sanctions throughout the Group. The Executive Boards of
the Group companies have each appointed a Chief AML Officer at
the executive level. The Nykredit Group also has an AML Responsi-

ble Officer covering all relevant Group companies.

The complexity and scope of the sanctions packages continued to
increase in 2024 as a consequence of the geopolitical situation.
Nykredit has maintained that it does not facilitate transactions to
and from Russia and Belarus. In 2024 Nykredit ramped up its ef-
forts to reduce the risk of money laundering, terrorist financing and
breach of financial sanctions, including by enhancing system sup-
port and implementing new and improved processes and business
procedures in the area.

Employees' awareness and vigilance are important elements of the
defence against money laundering, terrorist financing and breach
of financial sanctions. To ensure that all employees possess the
requisite knowledge, a mandatory e-learning programme on pre-
venting money laundering, terrorist financing and breach of finan-
cial sanctions has been introduced. All relevant employees com-
plete the e-learning programme annually.

7.2.2 Fraud prevention and control

Nykredit works actively and continuously to prevent, combat and
manage fraud regrettably committed against our customers by
criminals.

On 25 November Finance Denmark published the report and rec-
ommendations from the Fraud Task Force, which worked inten-
sively with the area throughout 2024. Nykredit supports the recom-
mendations and seeks to implement the initiatives based on a bal-
anced approach, considering our current safeguards and how we
can best prevent fraud in the future.

An important element is information campaigns and awareness ini-
tiatives, and we support Finance Denmark'’s safe banking cam-
paign, which will continue into 2025. In parallel, we are actively
working with several awareness initiatives aimed at Nykredit's cus-
tomers as well as customer-facing staff. These are implemented
across various media, including Nykredit's platforms, nykredit.dk,
newsletters and social media.
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7.2.3 Personal data protection (GDPR)

Nykredit focuses strongly on ensuring that personal data is treated
as confidential and processed in compliance with the General Data
Protection Regulation (GDPR) and the data protection legislation.
Relevant policies and business procedures have been laid down,
and processes have been established to ensure that personal data
is processed in compliance with applicable law.

Responsibility for personal data processing has been delegated to
the relevant business units and is supported by Privacy Leads in all
units. Privacy Leads must ensure that data protection rules are
complied with locally, including by identifying possible challenges
and solutions. Privacy Leads also increase awareness of Nykredit's
policies and guidelines in this field locally in the organisation. All
employees must complete an e-learning programme on personal
data processing once every three years. In 2024 the completion
rate was 92%. The rate is lower than 100% because of leave, illness,
change of jobs etc. In addition, tailored cases will regularly be sent
out to relevant target groups.

Nykredit's compliance function includes a Data Protection Officer
(DPO) tasked with assessing, monitoring and reporting on the effec-
tiveness of Nykredit's methods and procedures relating to personal
data processing.

Data breaches must be reported and treated in compliance with
the guidelines of the Danish Data Protection Agency. Nykredit con-
tinuously monitors for personal data breaches in the Group. Most
data breaches in Nykredit have been related to procedural errors
involving a few customers, for instance e-mails sent to the wrong
recipient or with the wrong document attached.

7.2.4 Outsourcing

Nykredit takes a responsible approach to outsourcing based on a
robust and efficient process for the outsourcing of Nykredit's core
activities to service providers. Nykredit has prepared an outsourc-
ing policy that specifies two key outsourcing principles: a risk princi-
ple and a proportionality principle. Under the risk principle, any de-
cision to outsource must be made according to a risk-based ap-
proach, ensuring that all material risks are identified and that the
necessary measures are taken to mitigate the risk to a level that is
within Nykredit's risk appetite. An activity will not be outsourced if
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measures cannot be taken to mitigate the risk to a level that is ac-
ceptable to Nykredit. Under the proportionality principle, Nykredit
must meet the requirements of Nykredit's outsourcing policy and

the Danish Executive Order on outsourcing, taking into account the
proportionality of the requirements to Nykredit's risk appetite, busi-
ness model, size, structure and business complexity.

Responsibility for outsourcing has been delegated to the relevant
business units and is supported by the Procurement unit, which co-
ordinates and runs the outsourcing process. The Procurement unit
includes a Chief Outsourcing Officer. The Chief Outsourcing Officer
is tasked with managing, monitoring and controlling outsourcing ac-
tivities, thereby assisting Nykredit's Executive Board and Board of
Directors in ensuring compliance with outsourcing legislation
through continuous monitoring and control. The Chief Outsourcing
Officer reports to the Executive Board and the Board of Directors
on the effectiveness of Nykredit's methods, procedures and con-
trols relating to outsourcing. In addition, the Chief Outsourcing Of-
ficer is responsible for increasing awareness of outsourcing rules
across Nykredit and for maintaining an outsourcing register.

Critical or important outsourcing is subject to approval by the
Board of Directors, who receive regular reports from business units
on the results of controls and monitoring conducted to ensure that
the service providers perform the outsourcing satisfactorily.

7.2.5 Product development

The Nykredit Group's product development follows a centralised
process ensuring that the regulatory requirements for product de-
velopment are met across the Group's business areas.

Nykredit's Products Committee was set up by the Executive
Boards of the Group companies. It considers all types of products
according to the same governance and documentation require-
ments. The Products Committee consists of representatives from
the business areas and is chaired by a Group Managing Director. In
addition, the second line of defence is represented on the Products
Committee as an observer.

Responsibility for ongoing product management has been dele-
gated to the relevant business units, but all new products and sig-
nificant changes to existing products are subject to the same for-
malised process in which the product owner, with input from all
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relevant units, describes the product risks to customers, the Group
and potential counterparties, including any risk mitigation measures
implemented or planned. Reports are regularly submitted to the
Boards of Directors and Executive Boards of the Group companies

and to the Products Committee.

Specifically on climate risks related to investment products
Nykredit has set climate targets for investments to be Paris-aligned.
In 2021, Nykredit joined the Net Zero Asset Managers initiative and
committed to making the Group's investment portfolio climate-
neutral by 2050. At the same time, Nykredit has set a target of re-
ducing the total emission intensity by 60% from 2020 to 2030.

All our investments — both in own portfolio and on behalf of cus-
tomers — are subject to Nykredit's Fossil Fuels Policy and Sustaina-
ble Investment Policy. This means that investments are screened
beforehand against a number of criteria, including in the area of ex-
traction and use of fossil fuels. In general, Nykredit does not invest
in companies that expand their production in contravention of the
International Energy Agency's (IEA) conclusions, nor will Nykredit
invest in companies involved in unconventional extraction of fossil
fuels or production of thermal coal. In addition, the investment uni-
verse undergoes continuous screening for companies that do not
comply with Nykredit's Sustainable Investment Policy and Fossil
Fuels Policy. At the end of 2024, Nykredit's exclusion list included
just over 1,400 companies.

Nykredit always makes sustainability assessments of our actively
managed investment products to understand the risks and oppor-
tunities related to ESG factors. The sustainability assessments give
us an indication of whether a company is developing in a more sus-
tainable direction. Therefore, companies with low exposure to cli-
mate-related risks, and companies with higher exposure, may be
considered, as long as they have a credible transition plan. For pas-
sively managed investment products, product guidelines are for-
mulated to ensure the management of sustainability risks. For both
types of investment, compliance with guidelines and policies is
continuously being monitored, and sustainability characteristics, fi-
nancial sustainability risks and adverse impacts on sustainability
are continuously being monitored and reported on.

ESG factors have become part of all phases of the investment pro-
cess — from idea generation to Nykredit's active ownership. These
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measures contribute to mitigating climate change while at the
same time helping to reduce the transition risk in Nykredit's invest-
ment portfolios.

7.3 Conduct risk

Conduct risk is the risk of reputational damage or financial losses as
aresult customers or the general public perceiving Nykredit's busi-
ness practices as inappropriate or, at worst, irresponsible. Conduct
risk management is particularly focused on risks related to prod-
ucts, conduct, advisory services and third parties. Conduct risk
management is governed by the Group's non-financial risk policy.
Also, Nykredit's Corporate Culture Policy and Code of Conduct
help provide an up-to-date and clear framework defining responsi-
ble conduct in day-to-day work.

Conduct risk is a fixed part of the Group's established risk manage-
ment practices and is identified, assessed and addressed on a par
with other non-financial risks, for instance by adjusting practices or
conduct. Assessment of conduct risk is also included in the credit
approval process.

Nykredit has a wide range of sustainable financial products and
works every day to ensure that the products meet all internal and
external sustainability standards, so that both customers and inves-
tors can rest assured that greenwashing does not occur in our
products, investments or practices.

The risk management function therefore has a special focus on the
identification and management of any sustainability-related non-fi-
nancial risks, both at the regular risk meetings with the Group's busi-
ness units and in the product approval process.

All Nykredit employees are responsible for contributing to and en-
suring responsible business practices, and responsibility is a be-
havioural skill against which all members of staff and management
are assessed. Nykredit's leaders have a special responsibility for
promoting a safe and open atmosphere and supporting a corpo-
rate culture that encourages employees to openly share opinions
or concerns if they become aware of any conduct that is not in ac-
cordance with Nykredit's objective of being a responsible business,
thus ensuring that Nykredit's practices and conduct can be ex-
plained and justified in all areas.
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7.4 Compliance risk

Compliance risk is the risk that legal or regulatory sanctions are im-
posed on Nykredit or that Nykredit suffers financial losses or repu-
tational damage caused by non-compliance with legislation, market
standards or internal rules.

7.4.1 Policy and Chief Compliance Officer

Nykredit's Board of Directors has adopted a compliance policy that
defines the risk appetite in the compliance area. Like other non-fi-
nancial risks, compliance risks should be low relative to other types
of risk of the Group.

The policy sets out a number of objectives and compliance princi-
ples that management and all employees must observe, including
in particular the objective that Nykredit must comply with current
legislation, market standards and internal rules applying to
Nykredit's activities. The compliance policy supports the aim of
promoting proper, honest and ethical conduct in Nykredit and
among its staff and a culture where openness about and aware-
ness and handling of compliance risks are a matter of course.

Further, the compliance policy contains a description of the re-
sponsibilities, authority and organisation of the compliance func-
tion. Based on the policy, the Board of Directors has issued a role
description for the Chief Compliance Officer, providing a detailed
description and delimitation of the Chief Compliance Officer's
tasks, authority, duties and responsibilities. The role description
also specifies the compliance function's duties and organisation, in-
cluding capabilities and resources, and the division of responsibili-
ties relative to other relevant units of Nykredit.

7.4.2 Control and reporting

The main purpose of the compliance function is to monitor, assess,
control and report on Nykredit's compliance risks. The compliance
function oversees whether Nykredit meets the compliance rules
applicable to the individual risk areas and assesses and determines
whether the methods and procedures implemented by Nykredit to
identify and mitigate such compliance risks in these areas are ade-
quate and effective.
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The following is reported to the Boards of Directors and the Execu-

tive Boards on a quarterly basis:

= anassessment of compliance with the compliance policy

= an assessment of the overall compliance risk

= adescription of the findings from the compliance function's re-
views completed in the reporting period

= progress on agreed measures from previous reports.

7.4.3 Compliance plan, reviews and Follow-up
According to a risk-based approach, the compliance function every
year selects a number of risk areas that will be included in the com-
pliance plan for the coming year. The risk areas are selected on the
basis of, for instance, input from the Executive Boards, the Chief
Risk Officer and the business management as well as experience
from previous reviews, etc.

The risk areas identified are reviewed during the year. Following its
review of an area, the compliance function prepares a compliance
report for the business management. The report provides a de-
scription of the findings from the review and an assessment of
whether appropriate and adequate measures have been taken to
address the most significant compliance risks or whether additional
measures have been agreed to reduce the risks in the area con-
cerned. Agreed measures are recorded in a central system, and the
compliance function regularly follows up on agreed measures not
yet implemented. In conclusion, the report contains an assessment
of the overall compliance risk in the area after the review. Compli-
ance risk is assessed on the basis of the probability of a given event
occurring and the potentialimpact of such event. The compliance
function thus uses the same risk classification model as for other
non-financial risks.

7.51T risk

IT risk is the risk of a threat exploiting a vulnerability in an IT system
or a weakness in a process that supports IT security. Threats can
be external or internal and include intentional harmful actions, inap-
propriate conduct and human or technical errors.

Regular controls are performed to check that Nykredit and relevant
IT service providers comply with policies and underlying guidelines
and business procedures. As most of Nykredit's IT operations have
been outsourced, there is a strong focus on the performance of
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service agreements and on service providers maintaining a satis-
factory IT security level. To ensure increasingly robust IT risk man-
agement, the second line of defence continues to place strong fo-
cus on the Group's identification, assessment and management of
IT risks.

IT risk assessments are conducted regularly to ensure that risks are
identified, assessed and managed according to a risk-based ap-
proach. The objective is to ensure that risks are within the risk ap-
petite and to identify risks and make the right decisions on how to
manage them. Neither threats nor Nykredit's IT landscape are
static, so Nykredit's defence and controls must be continuously
adapted to reflect current conditions. Nykredit continuously devel-
ops and improves its IT risk management framework, and in 2024
we continued our efforts of ensuring a more granular breakdown of
IT risks to enable more accurate management. In 2024 no IT inci-
dents exceeded the Board of Directors' risk appetite.

To ensure that all employees have satisfactory knowledge of IT se-
curity, all new employees must regularly complete mandatory e-
learning programmes on IT security as well as phishing tests. In
2024 the completion rate was 92% for the mandatory IT security e-
learning programme. The rate is lower than 100% because of leave,
illness, change of jobs etc.

As reported in the media, cyber threats are increasing, especially
from criminals and pro-Russian hackers. Consequently, the num-
ber of attacks is expected to increase, and attacks may become
more advanced. In light thereof, there is continual focus on ensuring
that both IT risk management, cyber defence and contingency
measures are capable of handling the growing threat, including en-
suring that the most critical parts of the business are also the most
resilient.

In addition, Nykredit conducts penetration testing and/or Red
Team testing where professional hackers challenge Nykredit's
cyber defence, testing Nykredit's capacity to handle security inci-
dents in practice. Any potential risks identified are subsequently re-
duced through mitigating measures. Further, Nykredit has partici-
pated in the Danish Financial Supervisory Authority's (FSA's) cyber
stress test and also participates in various sector collaborations to
ensure continued robust risk management.
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The Digital Operational Resilience Act (DORA) is an EU Regulation
that entered into force on 16 January 2023 and must be complied
with from 17 January 2025. DORA will replace existing IT risk man-
agement requirements, introducing much stricter detailed require-
ments. Nykredit generally expects to be in compliance with the
Regulation by its commencement date.

7.6 Model risk

Modelrisk is the risk of loss resulting from decisions based mainly
on model results. Nykredit uses mathematical and statistical mod-
els for the purpose of business decisions and to determine risk lim-
its, capital usage, capital adequacy, impairments etc.

Model risk occurs as a result of model weaknesses. Such weak-
nesses may result from operational errors or weak data in connec-
tion with the development or implementation of the models. They
may also result from weaknesses in the data to which the models
are applied or incorrect usage of model results. Over the past few
years, the focus of authorities on model risk as an independent risk
area has increased significantly.

Nykredit's model risk policy adopted by the Board of Directors and
guidelines provided by the Board of Directors reflect the current
Executive Order and define Nykredit's risk appetite in this area.
These documents lay down requirements for framework, struc-
tures and responsibilities which ensure active management and
monitoring of model risk and structured governance of models and
model changes. The requirements include ongoing reporting and
review of model risk.

Nykredit has a comprehensive model register that provides an
overview and clear definitions of roles and responsibilities, and
which is used as a tool for measurement and assessment of model
risks.

Model risk is monitored closely by domain-specific model commit-
tees, which report to the Group Risk Committee.

This includes governance in connection with the approval and
change of models, ensuring that model risk is managed and as-
sessed in a uniform way across the Group and that model risk be-
comes visible in Nykredit's overall risk landscape.
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7.7 Data quality risk

Data quality risk is the risk of unintended consequences as a result
of data quality failing to meet business needs. The Nykredit Group
is dependent on the quality of the data it uses, as it often forms the
basis for business decisions. A strong data governance set-up is
therefore crucial to minimise the risk that data quality across the
Group does not satisfy Nykredit's business needs and relevant reg-
ulatory requirements.

Nykredit's data governance policy lays down the overall principles
and standards for data governance at Nykredit. The purpose of the
policy is to ensure that Nykredit complies with current legislation in
this area and to support existing and future business processes,
and it aims to ensure professional and effective data governance
development. Further, Nykredit's data ethics policy, adopted by the
Board of Directors, provides a clear framework defining responsi-
ble conduct in relation to the use of data.

Data in Nykredit has been divided into ten data domains, together
comprising all data used by Nykredit. Ownership lies with data do-
main owners in the business, each holding overall responsibility for
data governance and for defining and maintaining data standards in
their respective areas.

Nykredit has made substantial investments in recent years to
strengthen data governance of critical data across the Group. Data
governance efforts are progressing, but remain a focus point as
new data will continuously emerge.

The sustainable transition also entails new reporting requirements,
and Nykredit has a continuous focus on ensuring that Nykredit,
alone and in concert with other financial sector participants, is able
to deliver timely reporting based on the right data quality. This way,
through our reporting, Nykredit can provide assurance to custom-
ers and investors about the sustainable elements.
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