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The pressure is rising for Nordic consumer banks

The fourth quarter of 2023 saw a further increase in credit losses and marginal declines in earnings

" " "
for niche consumer banks in the Nordic region. Most of the banks in our sample of nine regional
C O n I I l u e O I I I C re a S e C re I ANALYSIS consumer banks maintained strong earnings and cost efficiency in the quarter, which continued to
A offset elevated loan-loss pro ns. In addition, the praportion of loans showing increasing signs of

itiatag.com

o - 0 : weakness (Stage 2 loans) is rising, and banks continue to indicate that payment patterns could be at
O S S p r OVI S I O n S I Bt ‘m risk as economic ditions worsen.

We expect interest rates across the region to remain elevated in early 2024 before the rate paths begin
to deviate. Yield cu indicate a steep reduction in market rates in Sweden and the eurozone, and a
L = = more gradual decline in Norway. These declines could provide relief to indebred rowers, though
' n C re a S e d S ta e 2 ( I m p a I re d) we maintain our view that loan-loss provisions will remain elevated throughout 2024, Furthermare,
we anticipate that earnings margins will face pressure due to intensified competition for profitable
loan growth and deposit funding. We expect this combination of negative factors to drive weaker

and Sta ge 3 (n on-pe rformin g)

Thus far in 2024, NCR's rating on Resurs Bank was put on negative outlook in January to reflect our

. expectation that the bank's asset quality metrics will deteriorate further and remain worse for longer,

Oa nS compared with previous assessments (see related research (i)). This occurred after the bank
I announced a significant increase in loss provisions and weakening customer behaviour in December.

Also in January, the Swedish government released a proposal to remove the interest rate tax

. . deductibility of consumer loans, which is likely to lead to higher costs for the banks as they adapt.
n - Additionally, on 25 Jan. 2024, the Swedish regulator announced an investigation into Marginalen's risk
e X p e r I e C e u r u e n C e I n n O n management and credit risk compliance with applicable regulations.
LOAN-LOSS PROVISIONS AND IMPAIRED LOANS ON THE RISE

.
m m (]
p e rfo r I n g a r k e tS [] Additional interest rate hikes in all markets in 2023 continue to put stress on the repayment capacity

of Nordic households. During the fourth quar asset quality indicators jumped, with weighted
average credit provisions rising to 96bps of average net loans (excluding the effects of the Resurs
securitisation described below) from an average of 84bps in the previous three quarters. Resurs's

. . . .
m a I n ta I n e d C a I ta I ra tl O S U a n d increase in fourth quarter reserves because of rising delinquencies in December account for around
I 4bps of the sample’s 12 basis point increase.

Figure 1.Nordic consumer banks' loan-loss provisions to Figure 2. Nordic consumer banks' net Stage 2 loans to net loans,
average net loans, Q1 2023-Q4 2023 Q12023-Q4 2023

offset losses with strong
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margins and cost efficiency. |
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Nordic niche banks

Nine niche banks are the focus of our quarterly reviews

Sample banks Total assets and net loans, 2023
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Maintained profitability despite higher losses

Small changes in average RoE compared with last year

Return on ordinary equity
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= Despite higher interest rates, 1
average return on ordinary equity fell
to 8.2% from 8.7%

* |ncomparison, average risk- - L
adjusted pre-provision earnings’

increased to 6.1% for 2023 from

o

%
o

o

5.0% in 2022. 5
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Based on NCR analysis of bank reports. "Pre-provision income over risk exposure amount.
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Net interest margins have stabilized for now
Most likely past this cycle's peak

Annualized quarterly net interest margins 2023

= Average margins have risen
consistently since 2020, and were
up 24bps for the full year 2023 vs
2022

» Improved pre-provision earnings
have also supported lower cost- X
income ratios (40.1% 2023 vs 47.5%
2022)

= We expect stable, or somewhat
decreasing, margins in 2024

« Lower interest rates, weaker loan
demand and high competition for

deposits IIIIIIIII

e Aswell asincreased non- &
payments
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Based on NCR analysis of bank reports.
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Loan growth has slowed

Full-year growth still strong for most of the banks

Annual growth in net loans

40

30

= Netloans grew 11.5% in 2023 vs
18.7% in 2022 20
» Material slow down in the fourth
quarter, growth LTM to Q3 2023 was L 10
15.8%
* Fourth quarter average growth I
|

0.95%, compared with average -
quarterly growth of 3.3% Q1-Q3

= Depreciation in Norwegian krone (10)
impacted reported loan volumes

(20)

e Qo % Q N+ R\ > N+

X &® Q)@& , sz}@ < @\6 O NN

SOy ¢ & ok N\ &
@’b N
SEK/EUR NOK/EUR DKK/SEK DKK/NOK SEK/NOK n 2022 m 2023

-0.2% 6.5% 0.4% -5.9% -6.3%

Change from last trading day 2022 to last trading day 2023.

Based on NCR analysis of bank reports.
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Loan loss provisions

160
: . : 140
» The trend of increasing credit losses
continued in the fourth quarter. 120
» Weighted average loss provisions
rose to 96bps in the quarter, from an 100
average of 84bps in the first three "
quarters of 2023. = 80
= Anincrease in provisions by Resurs 60
accounted for one-third of the
increase. 40

= One-offimpacts for Marginalen and
Instabank were associated with IFRS 2
9 model calibrations.

(@)

o

» Avida's sale of non-performing loan
portfolios and a reduced focus on
new consumer lending reduced
provision levels.

Quarterly loan loss provisions as a share of net loans
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Based on NCR analysis of bank reports. Loan loss provisions for Resurs are adjusted for the one-off effect of securitising non-performing loans.
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A rise in impaired and non-performing loans
Asset quality metrics weakened by 20 to 30 bps in the fourth quarter

Stage 2 - Impaired loans Stage 3 - non-performing loans
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m Gross Stage 2 loans/gross loans m Net Stage 2 loans/net loans m Gross Stage 3 loans/gross loans ® Net Stage 3 loans/net loans
nordiccreditrating.com Based on NCR analysis of bank reports.

10 ¥| Nordic Credit Rating



The market for non-performing loans has weakened

Market disruptions have resulted in increasing Stage 3 non-performing loans

Net stage 3 non-performing loans
(NPLs) increased for the second
quarterin arow.

The ability to off load NPLs has been
materially affected by the weakness
of debt purchasing companies.

The EU's NPL backstop increased
the capital impact of maintaining
NPLs on balance sheet.

Resurs securitised 39% of its net
NPLs, as a sign that banks are
considering alternative solutions.

Financial guarantees of a secured
book of NPLs and third-party risk
transfer and SPV solutions are other
alternatives.
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Based on NCR analysis of bank reports.
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2024 so far

Intense start for the (Swedish) niche bank sector

Resurs Holding meddelar lagre resultat for
det fjarde kvartalet 2023. Som foljd kommer
styrelsen inte foresla halvarsutdelning.

= Resurs Bank issues profit warning
following rapid increase in loan
losses, combined with IT investment

write-down REGULATORY
+ Outlook on credit rating revised " .
to negative over concerns of FI undersdker Marginalen Bank
asset quality development and
capital ratios 2024-01-25 | UNDERSOKNINGAR PAGAENDE BANK
= Swedish FSA" launces an FI undersoker hur Marginalen Bank AB foljer tillampliga bestammelser
investigation into Marginalen Bank’s om riskhantering avseende bland annat krediter
credit process, based on . .
observations from 2023 SREP2 Atga rder fOr att motverka
=  Swedish government launches dversku Idséttning
proposal to remove tax deductibility
for unsecured lending, effective Publicerad 23 januart 2024
already next year FOr att motverka overskuldsattning remitterar

Finansdepartementet idag ett forslag som innebar att ranteavdrag
pa konsumtionslan utan trygga sakerheter avtrappas.

TFinancial Supervisory Authority. 2Supervisory Review and Evaluation Process.

13 ¥| Nordic Credit Rating



Tax deductibility of consumer loans

21%-30% interest rate deduction up for removal.

Cetails Y What's riving the politcal attention

= Under Swedish tax law, net interest costs are deductible with up to 30% of 99

the annual amount 180
170
160
150
140
130
120
110

- 100
Expected impact 90
N 0'\'\ N

DX S S

= Proposed change: only mortgages and loans secured to cars/boats

Index =100

= Phase-out 50% for tax year 2025, and 100% for tax year 2026

H O N QD 9O O N D

N N2 N0 KY N0 N o9 QY o

DS S S S S S N S S >
® Consumer loans Avg. debtin collections

Source: Statistics Sweden, the Swedish Enforcement Authority.

= Expected impact in SEK should be limited for most borrowers Impact on annual netincome

= Implying we should see an increase in losses in Q1-Q2 2026, but not a 390 — o ~3.5%
floodwave 300 -3.0%

X 250 -2.5%

= Unlikely that banks direct/yinclude the deduction in calculations - B 200 -2.0%
however, we believe removing this buffer will lead to stricter % 150 -1.5%
requirements é 100 -1.0%

» Ineffect from 1 Jan 2025 - this year will require speedy adaption 52 (')O(';/O/°

A B C

B Annual netincome Tax deduction

m Mortgage deduct. @ Netincome change
Source: Statistics Sweden, the Swedish Tax Agency.

Person A: median income, mortgage 1,000,000 SEK, consumer loan 200,000 SEK, average interest rates (SCB).
Person B: 25thpercentile income, consumer loan 200,000 SEK, average interest rate.
14 Person C: 25™ percentile income, consumer loan 200,000 SEK, higher interest rate. !| Nordic Credit Rating



Expectations for
2024...

interest rates to fall and
macroeconomic factors to weaken
in all markets

declining margins due to rising
funding costs

credit provisions to rise further

banks to adapt growth and risk
appetite to capital needs and
provision requirements

finalisation of the Swedish
proposals and continued political
focus on consumers’ inability to
repay debts

nordiccreditrating.com
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UNCERTAINTY
AHEAD
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NCR-rated niche banks

BBB BBB

Long-term issuer rating BBB-

Outlook Negative Stable Stable
Subfactors:

Operating environment (20%) bbb- bbb- bbb-
Risk appetite (50%) bbb bbb- bbb
Competitive position (15%) bb+ bb bbb-

Performance indicators (15%) bbb+ bbb+ bbb+

As of 11 March, 2024
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Disclaimer

If you have questions or comments about our policies, please contact us at:

Disclaimer © 2024 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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