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Financial institutions Result comment

Our 'BBB+' issuer and issue ratings for Sparbanken Véastra Mélardalen's (SBVM) are unchanged
following the publication of its 2018 results. The fourth quarter proved difficult for the bank with an
increase in credit losses and a material reduction in the valuation of financial assets. However, the
bank improved its core earnings and maintains a CET1 ratio of 22.3% which is a key strength for the
rating.

CREDIT LOSSES AND NONPERFORMING LOANS

SBVM reported credit losses of SEK 10m during the quarter, primarily arising from an increase in loss
reserves for construction loans. For 2018, SBVM reported 12m in credit losses (18bps of net loans).
SBVM also experienced an increase in nonperforming loans (IFRS stage 3) to 84bps (63bps as of 30 Sep.
2018) of gross loans. The reported losses and loss reserves are consistent with the existing rating.

VALUATION OF FINANCIAL ASSETS

The increase in market volatility during December 2018 was reflected in a material reduction in
unrealised gains and fair value adjustments in the bank's liquidity and investment securities as well
as interest rate swaps used to hedge fixed rate loans. Net financial losses were SEK 24m during the
fourth quarter and SEK 18m for 2018 (of which only SEK 441t are realised). The changes in valuation
are almost entirely unrealised and could reverse given reduced volatility thus far in 2019.

EARNINGS AND CAPITAL

Reversing SEK 3.3 million in untaxed reserves improved the bottom line, but SBVM still reported an
SEK 1.8m net loss for the fourth quarter. Despite these setbacks, SBVM improved core earnings by
improving net interest income (6% year on year) and net fee and commission income (6%) as well as
reducing total costs (-5%). In addition, SBVM maintained a strong CET 1 ratio at 22.3% while growing
on-balance-sheet loans by 4% and loans transferred to Swedbank Hypotek by 9% during the year.

OUTLOOK'

Our stable outlook for SBVM reflects expectations of population and economic growth in the region
and the bank's modest risk appetite. We expect the bank to maintain a very strong balance sheet,
prudent underwriting and retain its access to and relationship with Swedbank.

POTENTIAL POSITIVE RATING DRIVERS: POTENTIAL NEGATIVE RATING DRIVERS:

e Improved core earnings performance e Material
resulting in higher capital generation.

changes in the regional
environment, such as factory closures,
e Reduced reliance on income from leading to reduced economic activity and
shareholdings and fixed income employment.
investments. e Reduced cooperation with Swedbank.
e Material changes in underwriting leading
to increased credit risk concentration.

! The outlook and rating factors have not changed since our latest full report from January 9, 2019,
available at nordiccreditrating.com.
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Disclaimer © 2019 Nordic Credit Rating AS (NCR, the agency). All rights reserved. All information and
data used by NCR in its analytical activities come from sources the agency considers accurate and
reliable. All material relating to NCR's analytical activities is provided on an "as is" basis. The agency
does not conduct audits or similar warranty validations of any information used in its analytical
activities and related material. NCR advises all users of its services to carry out individual assessments
for their own specific use or purpose when using any information or material provided by the agency.
Analytical material provided by NCR constitutes only an opinion on relative credit risk and does not
address other forms of risk such as volatility or market risk and should not be considered to contain
facts of any kind for the purpose of assessing an issuer's or an issue's historical, current or future
performance. Analytical material provided by NCR may include certain forward-looking statements
relating to the business, financial performance and results of an entity and/or the industry in which it
operates. Forward-looking statements concern future circumstances and results and other statements
that are not historical facts, sometimes identified by the words "believes", "expects", "predicts",
"intends", "projects”, "plans”, "estimates", "aims", "foresees", "anticipates", "targets", and similar
expressions. Forward-looking statements contained in any analytical material provided by NCR,
including assumptions, opinions and views either of the agency or cited from third-party sources are
solely opinions and forecasts which are subject to risk, uncertainty and other factors that could cause
actual events to differ materially from anticipated events. NCR and its personnel and any related third
parties provide no assurance that the assumptions underlying any statements in analytical material
provided by the agency are free from error, nor are they liable to any party, either directly or
indirectly, for any damages, losses or similar, arising from use of NCR's analytical material or the
agency's analytical activities. No representation or warranty (express or implied) is made as to, and no
reliance should be placed upon, any information, including projections, estimates, targets and
opinions, contained in any analytical material provided by NCR, and no liability whatsoever is
accepted as to any errors, omissions or misstatements contained in any analytical material provided
by the agency. Users of analytical material provided by NCR are solely responsible for making their
own assessment of the market and the market position of any relevant entity, conducting their own
investigations and analysis, and forming their own view of the future performance of any relevant
entity's business and current and future financial situation. NCR is independent of any third party, and
any information and/or material resulting from the agency's analytical activities should not be
considered as marketing or a recommendation to buy, sell, or hold any financial instruments or
similar. Relating to NCR's analytical activities, historical development and past performance does not
safeguard or guarantee any future results or outcome. All information herein is the sole property of
NCR and is protected by copyright and applicable laws. The information herein, and any other
information provided by NCR, may not be reproduced, copied, stored, sold, or distributed without
NCR's written permission.
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