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During the 2nd qua rter, Earnings continue to offset elevated

provisions

Nordic consumer banks...
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SECTOR COMMENT

Nordic consumer banks' earnings continue to offset elevated provisions

Nordic consumer banks saw a further decline in credit losses and some improvement in risk-adjusted

.
[ eX p e rI e n C e d e I eva t e d I O S S earnings in the second quarter. Most of our sample of nine regional consumer banks maintained
5 strong earnings, which offset elevated loan-loss provisions in the period. However, non-performing

4 7 (Stage 3) loans and loans showi igns of weakness (Stage 2 loans) continued to as a proportion

of overall lending. Positively, some banks have found solutions since mid-year ro reduce their on-

. n

p rOVI S I O n S th O u g h d O W n fr O I I I oo - balance-sheet non-performing loan (NPL) exposures to protect their capital ratios from the punitive
I » E o impact of European NPL backstop regulations.
[] Falling inflation and lower policy rates set by the Swedish, Danish and European central banks should
p e a eve S help consumer and small business borrowers over the next few quarters. Despite some relief, we
I loan-loss provisions to remain elevated. The Norwegian central bank has yet to revise its palicy
rates and has indicated that they will likely remain at current levels into 2025.

u Since our last report in June, Lea Bank has received a bank licence in Sweden via its Swedish subsidiary
. I n C re a S e d S ta e 3 n O n —-— Lea Bank AB and is aiming to move its headquarters to Sweden through an internal merger. Similar!
Morrow Bank is actively di ng a move to Sweden or Finland and a new regulatory environment.

In our view, such moves are focused on reducing capital requirements and improving return on equi

performing) loans, while Stage

The sector also received news that Resurs Holding could be on the verge of becoming a private
company via a joint acquisition by global private equity company CVC Capital Partners and the bank's

" .
2 I m E i I re d I O a n S fe I I = current largest owner, Waldakt AB (see Relevant Research (i)).Conversely, NOBA Bank confirmed in
I late August that its owners are considering a possible initial public offering for the bank following the
July completion of an intragroup merger that simplified the bank’s structure.

STILL-HIGH LOAN-LOSS PROVISIONS FALL TO LOWEST LEVEL IN A YEAR

. .
. re O rte d Sta b I e C a I ta I ra t I O S E edit losses fell for most banks in our sample in the second quarter, with weighted average
I ovisions falling materially to 83bps of average net loans from 94bps in the first quarter. Loss levels

a our sample ain elevated compared with historical levels, particularly if one-off
a n d in previous quarters are removed.
Figure 1. Nordic consumer banks' quarterly loan-loss provisions to average net loans, Q1 2020 to

Q22024
120

* improved cost efficiency as
interest margins steadied.

NOBA Bank and Resurs Bank saw the biggest declines in provisions in the second quarter, though
Marginalen Bank and Instabank also saw material falls. Conversely, Lea Bank's loss provisions rose

nordiccreditrating.com
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Nordic niche banks

Nine niche banks are the focus of our quarterly reviews
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m Consumer loans = Payments/credit cards ® SME/factoring ™ Retail mortgages ® Commercial real estate

nordiccreditrating.com Source: bankreports
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NCR-rated niche banks

BBB BBB

Long-term issuer rating BBB-

Outlook Negative Negative Stable
Subfactors:

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

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

As of 10 Sep. 2024
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Earnings metrics stabilised in second quarter

Small movements from first quarter for most banks

Net interest margins

10

S N
ok\o(\ Q)@\)\ "0(\ ‘
& & &
VgZ} \(\
mQ3/23 mQ4/23 mQ1/24 mQ2/24

9

8

~

]

%
o

N

w

N

-

NS
’b(\

v.
Q
éo @

Cost-income ratios

90
80
70
60
50
2
40
30
20
10
0
eow e Q@%&@ ({Qp @(\ o"@ é&)@&
Ny ©

mQ3/23 mQ4/23 mQ1/24 mQ2/24

Based on NCR analysis of bank reports.
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Earnings provide little capital effect

Small movements from first quarter for most banks

CET1 ratios Capital generation ability

20
18
30
15.8
16
14 13.4 13.6 20
" 12.0 117
10.2 I 108
L 10
8 I
0
6 o
4 o -10
2
-20
v S o N 'S @ > N
0 eOQ’ S A S
F & &S &S N &
©) o 2 osd e & Q) v P W A\
| X @ & q\o ®o e ,@
& \<\ B Pre-provision income/ordinary equity Loan losses/ordinary equity
mQ1/24 mQ2/24 e Net profit/ordinary equity (rhs)

Based on NCR analysis of bank reports.

! B| Nordic Credit Rating



Loss provisions decline but remain elevated

Lowest level in twelve months but high compared with historical levels

Quarterly loan loss provisions as a share of net loans Capital generation ability
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Based on NCR analysis of bank reports. The figures above are not adjusted for one-off loss reserves.
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Rising impaired and non-performing loans
Weighted average net Stage 2 loans -57bps and net Stage 3 loans +225bps

Stage 2 - Net impaired loans / net loans Stage 3 - net non-performing loans / net loans
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Based on NCR analysis of bank reports. Weighted averages for each period shown in green (Q2/23) and black (Q2/24).
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NPL divestments in July and August

14 13.4 1,300 1,400
= NOBA completed a previously
announced SEK 700m NPL 12 1.200
securitisation. 106 1,000
. 1 1,
= Marginalen announced an 0 000
agreement to securitise NPLs worth
SEK 1bn. 8 800 €
Q X
» TF Bank underwent restructuring by & t
creating a new subsidiary, Rediem, 6 600
which acquired SEK 1.3bn in NPLs
from the bank. 4 400
* The bank plans to classify
Rediem as a specialised debt ) 200
restructuring agency in 2025 and
to divest 80% of the company.
0 0
= We expect greater use of NOBA TF Bank Marginalen
securitisation and specialised debt
restructurers to ease the capital
. H Gross Stage 3 loans (Q2/24) m Gross Stage 3 loans (proforma)
impact of the NPL backstop rules. Announced NPL divestment (rhs)

Source: bank reports and announcements.
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Lea Bank gets Swedish banking license and moving
early 2025

CET1 ratios and CET1 requirements as of 30 Jun. 2024

20 19.0 19.6 19.3
°® ¢ ®
18
15.8

banking license in June and will be 13 4 13.6
renamed Lea Bank AB. 14 ) 0
: 1.7

= Upon regulatory and shareholder 12 ® 10 5 °®

approval, Lea Bank ASA will be merged

into Lea Bank AB, moving Lea Bank's 10

regulatory seat to Sweden.
= Inearly 2025 an intragroup merger will

make Lea Bank AB the surviving entity,

which will be listed in Stockholm.
= The move is likely to reduce the bank's

capital requirements, even after a

reduction in the Pillar 2 requirement to

5.1% from 6.5% as of Q2/24

= | eaFinans AB received a Swedish 16

CET1 requirement (%)
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nordiccreditrating.com Source: Bank reports. Lea assumes end-year CET1 requirement with revised Pillar 2 requirement. Marginalen's ratio reflect its consolidated capital ratios.
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Morrow eyes structural move to Sweden or Finland
Also acquired two Swedish loan portfolios totalling SEK 2.3bn

Share of net loans by country, 30 Jun. 2024

100%

= Morrow has made their intention to 90%
move to Sweden or Finland clear.

80%

= The bank cites the change in
regulatory regime as a material 70%

opportunity to improve the banks %
return on equity. S 60%
o
= Alternatives mentioned are: qg 50%
* A merger or reverse takeover with  40%
a Swedish or Finnish bank ac“;
+ A change in domicile to Sweden or 30%
Finland.
20%
= QOver 75% of the bank's loans are in .
Sweden and Finland. 10%
= Acquired SEK 700m from Qliro in July 0%

and SEK 1.6bn in loans from Lunar in
August, increasing the Swedish share
to 35% from 23% at 30 Jun. 2024.

m Norway ®m Sweden H Finland ®m Denmark ~ Baltic countries Germany Spain B Other countries

nordiccreditrating.com Source: bank reports. Avida is excluded as it no longer reports its loan split by country in quarterly reporting.

14 ¥| Nordic Credit Rating



Looking ahead...

interest rates to fall further in
Sweden, Denmark and Europe
amid macroeconomic uncertainty

margins steadied by easing
pressure on funding costs, despite
continued low volume growth

credit provision uncertainty as NPL
market weakness is offset by
lower rates

increased focus on capital levels
driving NPL divestment

progress in Swedish regulatory
proposals

nordiccreditrating.com
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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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