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Nykredit Realkredit A/S

Key Rating Drivers

Low Credit Risk: Nykredit Realkredit A/S’s (Nykredit) ratings reflect its conservative risk
appetite, demonstrated in healthy and resilient through-the-cycle asset-quality metrics and
robust capitalisation. They also consider its leading mortgage lending franchise in Denmark,
moderate profitability, wholesale funding and ample liquidity.

Robust Capitalisation: Nykredit's strong capital surplus over regulatory minimums gives the
bank sufficient cushion to absorb losses and inflation of risk-weighted assets (RWAs). At end-
March 2020, the bank’s common equity Tier 1 (CET1) ratio of 20.2% was about 500bp above
its capital policy target or about 950bp above the capital requirement. In addition, the key
owners have earmarked about DKK16.4 billion (about 4% of RWAs at end-March 2020) to
recapitalise the bank if needed.

Conservative Risk Appetite: Nykredit's low risk appetite and low-risk business model reflect
prudent underwriting standards, robust risk controls, reasonable loan growth and low market
risk exposure. Credit risk exposure is dominated by mortgage lending, the tight underwriting
of which is underpinned by conservative Danish covered bond and mortgage lending
legislation.

Resilient Asset Quality: Asset quality is a key rating strength and we expect it to remain sound
during the economic downturn. We expect impaired loans to increase, but credit quality in
personal mortgage loans (60% of all loans) should hold up reasonably well, assuming an only
moderate increase in unemployment.

Profitability Headwinds: Nykredit’s results will be challenged in 2020 due to high loan
impairment charges (LICs) and valuation losses on financial assets. Earnings will be moderately
eroded by slower loan demand, although this will be partly cushioned by solid re-mortgaging
activity until mid-March 2020.

Low Refinancing Risk: Nykredit relies extensively on wholesale funding because mortgage
lending is by law entirely funded by covered bonds in Denmark. Fitch Ratings believes that the
risk of Nykredit not being able to access the covered bond market is low, due to the strong
demand for these bonds from Danish financial institutions, insurance companies and pension
funds. Refinancing risk is mitigated by the bank’s limited use of short-term debt and significant
liquidity.

Rating Sensitivities

Stable Outlook: Nykredit’s ratings have sufficient headroom to withstand various downside
scenarios to Fitch’s baseline economic forecast. However, the ratings could be downgraded if
the economic and financial market disruption arising from the pandemic is materially worse
than expected, which would place severe and sustained pressure on the group’s asset quality
and earnings.

Material Capital Erosion: We would downgrade Nykredit’s ratings if we think it will not be
able to maintain its CET1 ratio above 14% or restore it to that level within a short period of
time. This could be due to significantly higher than expected LICs driven by a prolonged
recession, high unemployment and material property price correction.

Funding Access: Pressure on the ratings would also arise from an adverse change in investor
sentiment materially affecting Nykredit’s ability to access competitively priced funding or
from weaker liquidity management. An increased reliance on international debt investors that
may prove less stable during financial stress or increasing risk appetite - particularly at its
subsidiary Nykredit Bank A/S - would also put pressure on ratings.
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Related Issuer Ratings

Rating level Nykredit Bank A/S
Long-Term IDR A/Stable
Short-Term IDR F1

Support Rating 1

Long- and short-term deposits and senior preferred debt A+/F1

Source: Fitch Ratings

Nykredit Bank’s Issuer Default Ratings (IDRs) and debt ratings are aligned with those of
Nykredit. The Support Rating of ‘1’ reflects the subsidiary’s core position within the Nykredit
group, including full ownership, a strong support record and high reputational risk from a
default of the subsidiary. We have not assigned a Viability Rating (VR) to the subsidiary
because it does not have a meaningful standalone franchise that could exist without the
ownership of the parent, due to its close integration into the larger group (including various
shared services).

Nykredit Bank’s long-term senior preferred debt and deposits are rated one notch above its
Long-Term IDR because Fitch expects senior preferred creditors to be protected from losses
by Nykredit’s resolution buffers. Nykredit Bank’s short-term senior preferred debt and
deposit ratings of ‘F1' are mapped from the respective long-term ratings and reflect our
assessment of the group’s funding and liquidity.

Debt Rating Classes

Rating level Rating
Long-term and short-term senior preferred debt A+/F1
Senior non-preferred debt A
Subordinated debtand Tier 2 contingent capital notes BBB+
Additional Tier 1 notes BBB-

Source: Fitch Ratings

Nykredit's long-term senior preferred debt rating is one notch above the entity’s Long-Term
IDR because preferred notes have preferential status over the large buffers of qualifying
junior debt and senior non-preferred debt. At end-March 2020, this buffer was almost 14% of
RWAs and we expect it to remain comfortably above 10%.

Nykredit is subject to Danish resolution requirements, including a debt buffer equal to at least
2% of mortgage lending for the mortgage institution and minimum requirements for eligible
liabilities (MREL) at Nykredit Bank. In addition, from 2022, the group’s own funds, liabilities
eligible for bail-in and debt buffer should be at least 8% of the consolidated balance sheet.

Subordinated debt and other hybrid capital issued by Nykredit are all notched down from its
VR. We rate subordinated debt two notches below Nykredit's VR to reflect the higher than
average loss severity of this type of debt.

Nykredit's additional Tier 1 securities are rated four notches below its VR. This is to reflect the
higher than average loss severity of these securities (two notches) as well as the high risk of
non-performance (two notches). Our assessment is based on Nykredit operating with a CET1
ratio that is comfortably above maximum distributable amount thresholds and our
expectation that this will continue.
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Nykredit enters the economic downturn from a position of strength relative to its VR of ‘a’.
However, the coronavirus disruption will hurt the bank’s performance due to the expected
recession in 2020 followed by a prolonged recovery, contingent on the health crisis easing in
2H20.

Nykredit revised its 2020 pre-tax profit guidance to DKK2.5 billion-DKK3.5billion, which
appears realistic assuming a gradual economic recovery. High re-mortgaging activity in 1Q20
should cushion earnings pressure from a likely lower credit demand. In 1Q20, LICs reached
38bp (annualised) of average gross loans (compared with a single-digit ratio in 2016-2019) and
will remain elevated. The loss on financial assets (eroding almost all pre-impairment operating
profit in 1Q20) should partly recover due to stabilisation on the financial markets. We expect
the bank to maintain its tight cost control, although expenses in 2020 will increase due to the
full-yearimpact of acquisitions made in 2019 and investments in compliance.

The bank’s strong starting point implies only remote prospects of material asset-quality
deterioration, even under downside scenarios to our baseline. We expect the bank’s Stage 3
ratio (under 1% at end-March 2020) to increase, but remain below 2% under our baseline
scenario. Asset-quality downside risks arise from Nykredit's moderate exposure to sectors
that could be particularly hit in the near term, including, hotels, restaurants, non-food retail,
transportation, construction and manufacturing (about 5% of loans). Asset-quality headwinds
are mitigated by generous government support measures, demonstrated in low demand for
payment holidays and debt restructuring. Most relief measures will end in July 2020, but we
expect the government to extend support given its comfortable fiscal space.

In May 2020, the Danish FSA introduced a cap on MREL subordination requirement. This is
largely neutral for Nykredit group’s senior debt issuance plans because mortgage banks are
exempt from MREL. Nykredit has issued about DKK7.5 billion (net) senior debt (mostly
preferred) in April-July 2020 and plans to reach DKK10 billion-DKK15 billion by end-2020.
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Summary Financials and Key Ratios
31Mar 20 31Dec 19 31Dec 18 31Dec 17
3 months - 1st 3 months - 1st
quarter quarter Year end Year end Year end
(USDm) (DKKm) (DKKm) (DKKm) (DKKm)
Audited - Audited - Audited -
Unaudited Unaudited unqualified unqualified unqualified
Summary income statement
Net interest and dividend income 421 2,871 11,207 11,019 11,618
Net fees and commissions 11 76 -433 -488 -232
Other operating income -217 -1,476 3,764 1,781 4321
Total operating income 216 1,471 14,538 12,312 15,707
Operating costs 208 1,416 5,346 4,890 5,068
Pre-impairment operating profit 8 57 9,197 7,413 10,660
Loan and other impairment charges 192 1,312 995 380 379
Operating profit -184 -1,255 8,202 7,033 10,281
Other non-operating items (net) n.a. n.a. 564 0 -200
Tax -55 -376 1,339 1,293 2,077
Net income -129 -879 7,427 5,740 8,004
Other comprehensive income -2 -15 22 -7 -5
Fitch comprehensive income -131 -894 7,449 5,733 7,999
Summary balance sheet
Assets
Gross loans 200,292 1,365,151 1,361,342 1,262,502 1,227,999
- Of which impaired 1,955 13,325 13,683 13,088 18,044
Loan loss allowances 1,324 9,024 7,891 7,643 7,601
Net loans 198,968 1,356,127 1,353,451 1,254,859 1,220,398
Interbank 4,360 29,714 48,927 19,188 43,728
Derivatives 3,422 23,322 21,500 18,457 19,269
Other securities and earning assets 23,177 157,973 167,968 138,549 132,124
Total earning assets 229,927 1,567,136 1,591,846 1,431,053 1,415,519
Cash and due from banks 1,656 11,287 7,210 8,861 2,070
Other assets 1,909 13,014 11,263 8,062 9,157
Total assets 233,492 1,591,437 1,610,319 1,447,976 1,426,746
Liabilities
Customer deposits 11,817 80,544 85,375 76,918 75,914
Interbank and other short-term funding 5,056 34,460 29,195 31,937 30,033
Other long-term funding 199,699 1,361,110 1,381,228 1,229,830 1,213,567
Trading liabilities and derivatives 3,039 20,712 17,580 17,323 15,211
Total funding 219,611 1,496,826 1,513,378 1,356,008 1,334,725
Other liabilities 1,631 11,117 12,575 12,085 13,251
Preference shares and hybrid capital 560 3,816 3,777 3,772 3,765
Total equity 11,690 79,678 80,589 76,111 75,005
Total liabilities and equity 233,492 1,591,437 1,610,319 1,447,976 1,426,746

Exchange rate

USD1 = DKK6.8158 USD1 = DKK6.6759 USD1 = DKK6.5194 USD1 = DKK6.2077

Source: Fitch Ratings, Fitch Solutions, Nykredit Realkredit A/S
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31 Mar 20 31Dec 19 31Dec 18 31Dec 17
Ratios (annualised as appropriate)
Profitability
Operating profit/risk-weighted assets -1.3 2.2 2.1 3.1
Net interest income/average earning assets 0.7 0.7 0.8 0.8
Non-interest expense/gross revenue 96.3 36.8 39.7 32.3
Net income/average equity -4.4 9.6 7.7 11.1
Asset quality
Impaired loansratio 1.0 1.0 1.0 1.5
Growth in grossloans 0.3 7.8 2.8 3.3
Loan loss allowances/impaired loans 67.7 57.7 584 42.1
Loan impairment charges/average gross loans 04 0.1 0.0 0.0
Capitalisation
Common equity Tier 1 ratio 20.2 19.5 21.0 20.6
Tangible common equity/tangible assets 4.9 4.9 5.2 5.2
Basel leverageratio 47 4.4 4.8 4.6
Net impaired loans/common equity Tier 1 5.6 7.8 7.5 15.1
Funding and liquidity
Loans/customer deposits 1,694.9 1,594.5 1,641.4 1,617.6
Liquidity coverage ratio 385.0 955.0 752.0 383.0
Customer deposits/funding 54 5.7 5.7 5.7
Net stable funding ratio n.a. n.a. n.a. n.a.

Source: Fitch Ratings, Fitch Solutions, Nykredit Realkredit A/S
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Sovereign Support Assessment

Support Rating Floor Value

Typical D-SIB SRF for sovereign's rating level (assuming high propensity) A+ to A-
Actual country D-SIB SRF NF
Support Rating Floor: NF
Support Factors Positive NEEY Negative

Sovereign ability to support system

Size of banking system relative to economy
Size of potential problem

Structure of banking system

Liability structure of banking system
Sovereign financial flexibility (for rating level)
Sovereign propensity to support system
Resolution legislation with senior debt bail-in v
Track record of banking sector support
Government statements of support
Sovereign propensity to support bank
Systemic importance

Liability structure of bank

Ownership

Specifics of bank failure

Policy banks

Policy role

Funding guarantees and legal status

Government ownership

Nykredit’s Support Rating of ‘5’ and Support Rating Floor of ‘No Floor’ reflect Fitch’s view that
senior creditors cannot rely on receiving extraordinary support from the Danish sovereign in
the event that the bank becomes non-viable. The EU’s Bank Recovery and Resolution
Directive provides a framework for resolving banks that is likely to require senior creditors
participating inlosses, if necessary, instead of, or ahead of, a bank receiving sovereign support.

Banks

Retail & Consumer Banks

Denmark

Nykredit Realkredit A/S
Rating Report | 14 July 2020

fitchratings.com

6



FitchRatings

Environmental, Social and Governance Considerations

FitchRatings

Credit-Relevant ESG Derivation

Nykredit Realkredit A/S

Nykredit Realkredit A/S has 5 ESG potential rating drivers

Nykredit Realkredit A/S has exposure to compliance risks including fair lending practices, mis-selling,
has very low impact on the rating.

Governance is minimally relevant to the rating and is not currently a driver.

Environmental (E)
General Issues

GHG Emissions & Air Quality

Energy Management

Water & Wastewater Management
Waste & Hazardous Materials
Management; Ecological Impacts
Exposure to Environmental
Impacts
Social (S)

General Issues

Human Rights, Community

E Score

Sector-Specific Issues

na.

na.

na.

na.

Impact of extreme weather events on assets and/or operations and

Relations, Access &
Customer Welfare - Fair

Messaging, Privacy & Data
Security

Labor Relations & Practices
Employee Wellbeing

Exposure to Social Impacts

Governance (G)
General Issues

Management Strategy

Governance Structure

Group Structure

Financial Transparency

2 corresponding risk appetite & management; catastrophe risk; credit

concentrations
S Score Sector-Specific Issues
2 Services for underbanked and underserved communities: SME and
ity d P! p ; financial literacy programs

Compliance risks including fair lending practices, mis-selling,

3 i practices, data p! (data
security)

2 Impact of labor including
and composition

1 n.a.
Shift in social or consumer preferences as a result of an institution's

2 social positions, or social and/or political disapproval of core banking
practices

G Score Sector-Specific Issues

3 Operational implementation of strategy
Board i and ip concentration;

3 protection of creditor/stakeholder rights; legal /compliance risks;
business continuity; key person risk; related party transactions

3 Organizational structure; appropriateness relative to business model;
opacity; intra-group dynamics; ownership

3 Quality and frequency of financial reporting and auditing processes

osure practices,

Reference

na.

na.

na.

n.a.

Company Profile; Management &
Strategy; Risk Appetite; Asset Quality

Reference

Company Profile; Management &
Strategy; Risk Appetite

Operating Environment; Company
Profile; Management & Strategy; Risk
Appetite

Company Profile; Management &
Strategy

n.a.

Company Profile; Financial Profile

Reference
Management & Strategy
Management & Strategy; Earnings &
Profitability; Capitalisation &

Leverage

Company Profile

Management & Strategy
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Ratings Navigator

Overall ESG Scale

data protection (data security) but this

E Scale

S Scale

G Scale

The highest level of ESG credit relevance is a score of ‘3. This means ESG issues are credit-
neutral or have a minimal credit impact on the entity, either due to their nature or to the way
in which they are being managed by the entity. For more information on our ESG Relevance
Scores, visit www.fitchratings.com/esg.

key driver 0 issues
driver 0 issues
potential driver 5 issues
4 issues

not a rating driver
5 issues

How to Read This Page
ESG scores range from 1 to 5 based on a 15-level color gradation. Red (5) is
most relevant and green (1) is least relevant.

The Environmental (E), Social (S) and Governance (G) tables break out the
individual components of the scale. The right-hand box shows the aggregate E,
S, or G score. General Issues are relevant across all markets with Sector-
Specific Issues unique to a particular industry group. Scores are assigned to
each sector-specific issue. These scores signify the credit-relevance of the
sector-specific issues to the issuing entity's overall credit rating. The Reference
box highlights the factor(s) within which the corresponding ESG issues are
captured in Fitch's credit analysis.

The Credit-Relevant ESG Derivation table shows the overall ESG score. This
score signifies the credit relevance of combined E, S and G issues to the
entity's credit rating. The three columns to the left of the overall ESG score
summarize the issuing entity's sub-component ESG scores. The box on the far
left identifies some of the main ESG issues that are drivers or potential drivers
of the issuing entity's credit rating (corresponding with scores of 3, 4 or 5) and
provides a brief explanation for the score.

Classification of ESG issues has been developed from Fitch's sector ratings
criteria. The General Issues and Sector-Specific Issues draw on the
classification standards published by the United Nations Priniciples for
Responsible Investing (PRI) and the i ity Accounting
Board(SASB).

Sector references in the scale definitions below refer to Sector as displayed in
the Sector Details box on page 1 of the navigator.

CREDIT-RELEVANT ESG SCALE

How relevant are E, S and G issues to the overall credit rating?
Highly relevant, a key rating driver that has a significant impact on
the rating on an individual basis. Equivalent to “higher" relative
i within Navigator.
Relevant to rating, not a key rating driver but has an impact on the
rating in combination with other factors. Equivalent to "moderate”
relative importance within Navigator.
Minimally relevant to rating, either very low impact or actively
managed in a way that results in no impact on the entity rating.

i 1o "lower" relative i within Navigator.

Irrelevant to the entity rating but relevant to the sector.

Irrelevant to the entity rating and irrelevant to the sector.
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The ratings above were solicited and assigned or maintained at the request of the rated
entity/issuer or a related third party. Any exceptions follow below.

ALL FITCH CREDIT RATINGS ARE SUBJECT TOCERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND
DISCLAIMERS BY FOLLOWING THIS LINK: HTTPS://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY’'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL
TIMES. FITCH'S CODEOF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND
OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE.
FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THERATED ENTITY ORITSRELATED THIRD PARTIES. DETAILS OF
THIS SERVICE FORRATINGS FOR WHICH THELEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE
ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2020 by FitchRatings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY,NY 10004. Telephone: 1-800-753-
4824,(212)908-0500. Fax:(212) 480-4435. Reproduction or retransmission in whole orin part is prohibited except by permission. All rights
reserved. In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual
information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable
investigation of the factual information relied upon by itinaccordance with its ratings methodology, and obtains reasonable verification of
that information from independent sources, tothe extent such sources are available for agivensecurity or inagiven jurisdiction. The manrer
of Fitch’s factual investigation and the scope of the third-party erification it obtains will vary depending on the nature of the rated security
and its issuer, the requirements and practices inthe jurisdiction in which the rated security is offered and sold and/or the issuer is located, the
availability and nature of relevant public information, access tothe management of theissuer and itsadvisers, the availability of pre-existing
third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal
opinions and other reports provided by third parties, the availability of independent and competent third-party verification sources with
respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch’s ratings and
reports should understand that neither an enhanced factual investigation nor any third-party verification can ensure that all of the
information Fitchrelies on in connection witharatingor areport will be accurate and complete. Ultimately, the issuer and its advisers are
responsible for the accuracy of the information they provide toFitch and to the market in offering documents and other reports. In issuing its
ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial statements and
attorneys with respect to legal and taxmatters. Further, ratings and forecasts of financial and other information are inherently forward-
looking and embody assumptions and predictions about future events that by their nature cannot be verifiedas facts. As aresult, despite any

verification of current facts, ratingsand forecasts can be affected by future events or conditions that were not anticipatedat the time arating
or forecast was issued or affirmed.

The information in thisreport is provided“as is” without any representation or warranty of any kind, and Fitch does not represent orwarrant
that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings andreports arethe collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a ratingor areport. Theratingdoes not address the risk of loss due to risks other than credit risk, unless
such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship.
Individuals identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals are
named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled,
verified and presented to investors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed or
withdrawn at any time for any reason inthe sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a
recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for
a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers,
insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from US$ 1,000 to US$7 50,000 (or the
applicable currency equivalent) perissue. In certain cases, Fitch will rate al ora number of issues issued by a particular issuer, or insured or
guaranteed by a particularinsurer or guarantor, for asingle annual fee. Suchfeesare expectedto vary from US$ 10,000 to US$ 1,500,000 (or
the applicable currency equivalent). The assignment, publication, or dissemination of arating by Fitch shall not constitute aconsent by Fitch
to use its name as an expert in connection with any registration statement filed under the United Statessecuritieslaws, the Finandial Services
and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of
elictrgtr;ei:c publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print
subscribers.

For Australia, New Zealand, Taiwanand South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license
no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not
intended to be used by persons who are retail clients within the meaning of the Corporations Act 2001.
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