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January-December 2022 compared with January-December 2021
The operations in Stadshypotek’s Danish branch were divested during Q4 2022.

Income increased by SEK 401m to Operating profit fell by SEK 190m
SEK 16,118m (15,717). to SEK 12,887m (13,077).
Expenses before credit losses Profit after tax decreased by SEK 318m

increased by SEK 98m to SEK -2,035m  to SEK 10,037m (10,355).
(-1,937).

Loans to the public increased by 3%,
Net credit losses totalled SEK -63m (4). or SEK 40bn, to SEK 1,566bn (1,526).

FINANCIAL CALENDAR 2023
19 July Interim report January —June 2023

This report is also available in Swedish. In the event of discrepancies,
the Swedish original will supersede the English version.
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A WORD FROM THE CHIEF EXECUTIVE

A review of the year

2022 was a tumultuous year from a geopolitical and security policy perspective. For the global
and Swedish interest rate markets the year turned out to be exceptional, with decades of low figures
suddenly blown away by a steep upturn in the rates. Stadshypotek’s operations in Sweden and
Norway were characterised by a decline in growth for private lending - in line with the general
development of the market - but continued solid growth in the corporate market.

We have retaken the position as the best major mortgage provider in Sweden according to the
SKI mortgage survey for 2022, a pleasing accolade that shows we can meet our customers’ expec-
tations even in uncertain times, and provide them with a relevant offering - that is both digital and
personal. We were also the largest player in corporate lending for multi-family dwellings during
2022, and have seen strong customer growth in the segment. We are continuing to develop our
offering, making everyday life easier for our private and corporate customers.

Stadshypotek is well equipped to continue its successful and profitable growth in a challenging

business environment.

The Swedish mortgage market slowed to a
crawl in the summer, and growth was minimal
during the second half of the year. If we com-
pare with 2021, the growth rate has shrunk

by almost 3% to 4.2%. Buyers and sellers are
struggling to find each other, meaning that far
fewer objects are being put on sale, and indi-
vidual objects are taking a longer time to sell.
Fewer deals are closing, quite simply. There are
no signs that this trend is likely to turnin the near
future. Interest rates are rising, the cost of living
has gone up, with higher energy and food
prices, so many households have seen their
purchasing power change dramatically and
margins are much slimmer. The combination

of a wary market and rising household costs
has affected the price trend for housing co-
operative apartments and single-family houses
—nationwide, prices for the former fell by 9%
and for the latter 10% in 2022. There is much
evidence that prices will continue to decline:
there are no economic indicators suggesting
either arapid downturn in interest rates or a
sharp decrease in inflation, either of which could
put the brakes on this development. A large
majority of our customers have low loan-to-
value ratios and healthy buffers. With that in
mind, we see no increased risk in our mortgage
portfolio at the moment. However, we have
adapted our models for mortgage applications,
applying a higher interest rate in our calculations

and using the Swedish Consumer Agency'’s
new guidelines for calculating the cost of living.

In the wake of the Riksbank’s policy rate
hikes in 2022, the average interest rates among
all mortgage institutions have more than dou-
bled in 2022. This is true even of the 3-month
rate, where the mortgage institutions reported
rates of between 1.14% and 1.66% in Decem-
ber 2021, compared to 3.13% and 3.68% in
the December just gone. The fast rate of interest
rate rises has meant that more and more cus-
tomers are choosing a shorter interest-fixing
period at present, and almost three quarters
of customers had a 3-month rate by late 2022.
Customers believe that a longer interest-fixing
period is too expensive. We think it probable
that the trend of shorter interest-fixing periods
will remain until the Riksbank announces that it
will no longer be hiking its policy rate. As a con-
sequence, the sensitivity of the Swedish econ-
omy to interest rates — which is already high —
will continue to increase, and the interest rates
for around two thirds of households’ and just
over one third of real estate companies’ loans
are due for renewal within the next three to four
quarters.

Whereas the private market has slowed
down, the opposite is true for the corporate
market, where we see good growth figures. It
has also become more expensive for compa-
nies to raise finances via bank loans, but it is
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still a better option than the bond market for
many companies at present. Solid real estate
companies will remain good customers. We aim
to ensure that any of our customer interactions
are tailored to that individual customer’s needs
—no matter when, how or where the customer
chooses to meet us. We are a player with a
local connection, with a sound knowledge

of the local market, and we will continue to
operate this way. We have learned a lot during
the “pandemic years”, not least how a digital
meeting can be just as personal as an in-person
meeting.

One area where there has been no let up is
sustainability — we continue to show innovation
in this field, which is of utmost importance to
both us and our customers. In 2022, all our pri-
vate customers with energy class A or B have
received a green offering, giving them a further
discount on their mortgage. Our green mort-
gage portfolio now amounts to SEK 31.8 billion
—more than tripling over the past year. We will
continue to actively contribute to a green transi-
tion for property owners, and we are also col-
laborating with external players to facilitate offer-
ing more effective sustainability solutions to our
customers. Stadshypotek’s goal is that at least
20% of our lending will be classified as green or
sustainability linked by the year 2025.

Stadshypotek’s operating profit decreased
slightly during the year, to SEK 12.9 billion.
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Net interest income went down despite growth
in lending volumes, mainly due to narrower
margins on private loans in both Sweden and
Norway. The lending volume was SEK 1,566
billion, compared to SEK 1,526 billion in 2021,
which also included the Danish volumes. The
Danish operations were sold to Jyske Bank

on 30 November 2022. The lending volume for
2021 if Denmark is excluded was SEK 1,476
billion. Profit from the sale of the Danish branch
was SEK 1,189 million. Stadshypotek’s Finnish
branch is continuing to operate as usual during
the divestment process.

Like last year, | would again like to finish by
highlighting our credit portfolio, and our con-
tinued low credit risk. In the face of increased
pressure, not least on Swedish households in
the form of rises in energy prices and the cost
of living, our lending portfolio stayed strong, with
alow average LTV ratio.

| would also like to thank all employees at
Stadshypotek and Handelsbanken who, espe-
cially during the second half of the year, contin-
ued to provide customers with excellent support
during uncertain times.

David Haqvinsson
Stockholm, February 2023
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Flve-year overview

Income statements

SEKm 2022 2021 2020 2019 2018
Interest income according to the effective interest method 27,213 20,971 22,097 21,829 20,438
Interest expenses -12,234 -5,316 -6,803 -7,832 -6,750
Net interest income 14,979 15,655 15,294 13,997 13,688
Fee and commission income 13 13 14 13 13
Fee and commission expenses -52 -41 -42 -44 -39
Net fee and commission income -39 -28 -28 -31 -26
Net gains/losses on financial transactions -12 88 68 67 -12
Other income 1,190 2 1 1 0
Total income 16,118 15,717 15,335 14,034 13,650
General administrative expenses

Staff costs -76 -100 -88 -71 -95

Other administrative expenses -1,932 -1,810 -1,723 -1,544 -1,138
Depreciation, amortisation and impairment losses of property, equipment and intangible assets 27 -27 -20 -9 -4
Total expenses before credit losses -2,035 -1,937 -1,831 -1,624 -1,237
Profit before credit losses, risk tax and resolution fee 14,083 13,780 13,504 12,410 12,413
Net credit losses -63 4 -9 9 -12
Risk tax and resolution fee -1,133 =707 -654 - -
Operating profit 12,887 13,077 12,841 12,419 12,401
Profit before taxes 12,887 13,077 12,841 12,419 12,401
Taxes -2,850 -2,722 -2,761 -2,648 -2,729
Profit for the year 10,037 10,355 10,080 9,771 9,672
Earnings per share, SEK 61,955 63,922 62,221 60,313 59,706

Balance sheets

SEK'm 2022 2021 2020 2019 2018
Assets

Loans to credit institutions 9,066 13,301 15,007 11,544 11,735
Loans to the public 1,565,815 1,525,915 1,439,328 1,372,940 1,299,745
Value change of interest-hedged item in portfolio hedge -6 4 12 25 33
Derivative instruments 7,941 7,223 11,955 18,027 18,866
Other assets 1,807 900 1,301 327 441
Total assets 1,584,623 1,547,343 1,467,603 1,402,863 1,330,820

Liabilities and equity

Due to credit institutions 832,578 823,116 768,567 695,716 635,846
Issued securities 670,999 652,607 622,083 635,565 627,475
Derivative instruments 16,094 2,428 2,417 295 1,068
Other liabilities 10,237 11,342 12,201 10,763 8,561
Subordinated liabilities - - - - -
Equity 54,715 57,850 62,335 61,524 57,870
Total liabilities and equity 1,584,623 1,547,343 1,467,603 1,402,863 1,330,820
Key figures 2022 2021 2020 2019 2018
Profit before credit losses, risk tax and resolution fee, SEK m 14,083 183,780 13,504 12,410 12,413
Credit losses/recoveries, SEK m -63 4 -9 9 -12
Operating profit, SEK m 12,887 13,077 12,841 12,419 12,401
Total assets, SEK m 1,584,623 1,547,343 1,467,603 1,402,863 1,330,820
Equity, SEK m 54,715 57,850 62,335 61,524 57,870
Return on equity, % 15.4 15.6 1561 15.2 15.9
Return on total assets, % 0.63 0.69 0.70 0.71 0.74
Net interest margin, % 0.94 1.04 1.07 1.02 1.05
C/I ratio before credit losses, % 12.6 12.3 1.9 1.6 9.0
G/ ratio after credit losses, % 13.0 12.3 12.0 1.5 9.0
Credit loss ratio, % 0.00 0.00 0.00 0.00 0.00
Common equity tier 1 ratio, CRR, % 12.9 12.6 13.1 13.4 12.6
Tier 1 ratio, CRR, % 174 16.9 16.0 16.3 12.6
Total capital ratio, CRR, % 18.5 18.3 20.7 21.3 20.8
Average number of employees 44 57 64 73 81

For calculation of key figures and definitions, see pages 86, 87 and 88.
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Organisation, sustainability
and employees

Stadshypotek AB (publ), corporate identity number 556459-6715, is a public credit market com-
pany which has its registered office in Stockholm and is licensed to conduct operations under
the Swedish Banking and Financing Business Act. Its core business comprises the financing of
properties, primarily residential properties, as well as office and commercial buildings. Since
1997, the company has been a wholly owned subsidiary of Svenska Handelsbanken AB (publ),
corporate identity number 502007-7862.

ORGANISATIONAL STRUCTURE
Stadshypotek AB is responsible for the Han-
delsbanken Group’s mortgage business in Swe-
den, Finland and Norway. In Sweden, the busi-
ness mainly comprises the financing of residen-
tial properties, as well as office and commercial
buildings. The business operations of Stadshy-
potek’s branches in Finland and Norway focus
primarily on the financing of residential proper-
ties. Up until 30 November 2022, Stadshypotek
was also responsible for the Handelsbanken
Group’s mortgage business in Denmark. Han-
delsbanken completed the sale of the Danish
operations on 30 November, which included
Stadshypotek’s business in the Danish branch.

INTEGRATION WITH HANDELSBANKEN
Stadshypotek’s operations are based on the
principle that its organisation and working prac-
tices are centred around Handelsbanken’s
branch offices, which are responsible for all the
business of individual customers. One conse-
quence of this approach is that Stadshypotek’s
lending operations in Sweden are run via
Handelsbanken’s Swedish branch operations,
while the lending operations at Stadshypotek’s
branches in Finland and Norway are run via
Handelsbanken’s branch operations in each of
the respective countries. This integration with
Handelsbanken has been successfully applied
since Handelsbanken’s acquisition of Stads-
hypotek in 1997.

DISCONTINUED OPERATIONS
Stadshypotek’s parent company, Handels-
banken, has made the decision to cease its
operations in Denmark and Finland, and the
Danish operations were divested on 30 Novem-
ber 2022. The divestment process for the
Finnish operations is continuing according to
plan. Since 31 December 2021, Stadshypotek’s
operations in Finland constitute a disposal
group and discontinued operations in accord-
ance with IFRS 5 Non-current Assets Held

for Sale and Discontinued Operations. See
note 29.

SUSTAINABILITY

In accordance with the Handelsbanken Group’s
work on sustainability, Stadshypotek strives to
achieve sustainable development. We have a
long-term perspective for our business, and
sustainability is deeply embedded in both the
corporate culture and the working methods.
Stadshypotek aims to contribute to sustainable
development, chiefly through its business
operations, products and services. We do this
by constantly reviewing our offering and by
developing sustainable products.

We offer green financing on favourable terms
to both private and corporate customers. Green
mortgages refer to loans for homes such as
detached and semi-detached houses, terraced
housing and apartments that meet certain envi-
ronmental criteria. Green loans to companies
and housing co-operative associations refer to
the financing of buildings that are environmen-
tally certified or energy efficient. Green energy
loans are available to both companies and
housing co-operative associations, and are
intended to finance investments in energy effi-
ciency improvements for properties. All cus-
tomer segments can benefit from a product
range that promotes a sustainable transition.

Stadshypotek is part of the Handelsbanken
Group and is subject to the requirement regard-
ing sustainability reporting stipulated in the
Swedish Annual Accounts Act. Svenska
Handelsbanken AB (publ), corporate identity
number 502007-7862, with its registered office
in Stockholm, has in its Annual and Sustainabil-
ity Report for 2022 prepared statutory sustaina-
bility reporting that meets the requirements of
the Swedish Annual Accounts Act. The disclo-

sures made in the report refer to the entire Group.

For more information about how the
Handelsbanken Group addresses sustainability,
see handelsbanken.com/sustainability.

EMPLOYEES

In 2022, the average number of employees at
Stadshypotek was 44 (57). Of these employees,
37 per cent (40) were women and 63 per cent

(60) were men. Stadshypotek’s branches in
Finland and Norway purchase services from
Handelsbanken'’s branch in each of the respec-
tive countries in order to run their business. In
2022, Stadshypotek’s Chief Executive took on
the role of international branch manager for
Norway, while the head of the regional bank for
Handelsbanken’s international branch in Finland
also represented Stadshypotek’s branch.

Staff development

The company’s strength is grounded in the
combined expertise of its employees. The most
important source of professional enhancement
is our day-to-day learning where all employees
are responsible for constant development — their
own and that of the operations. Allemployees
participate in their unit’s business planning every
year. After the plan is set, individual planning
dialogues and performance reviews are carried
out, linking the business goals with the goals of
individual employees. Each employee then puts
together an individual action plan, setting out
the goals to be attained and the conditions
necessary for this. Based on the action plan and
follow-ups, all employees then have a salary
dialogue review with their line manager at the
end of the year.

Stadshypotek is part of the Handelsbanken
Group’s internal labour market. The strong cor-
porate culture and the Bank’s values are crucial
to the success of operations, so internal recruit-
ment is important. Internal mobility helps spread
the working methods, exchange of experience
and corporate culture throughout the Group.
Employees with many years’ experience and
extensive knowledge acquired from different
parts of the Bank play a key part in ensuring that
Handelsbanken has satisfied customers. Stads-
hypotek’s need for employees in various posi-
tions is primarily met through internal recruit-
ment within the Group. Managers must be
exemplary ambassadors for the Bank’s corpo-
rate culture, which explains why most managers
are recruited internally.
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Gender equality and diversity

Work to promote gender equality, diversity and
an inclusive corporate culture is a fundamental
part of the company’s core values. At Stads-
hypotek, women and men must have equal
opportunities for development. We aim to have
an inclusive work environment, where we
respect and appreciate our different back-
grounds, competencies and experiences.

No type of discrimination is tolerated at Stads-
hypotek. Stadshypotek works continuously for
gender equality and diversity, which is crucial
for attracting and retaining talented employees.
A prioritised element of our equality efforts is
increasing awareness of how social and cultural
norms affect us in our daily lives.

Work environment and health

The overall, long-term goals of work environ-
ment efforts are for the employees to enjoy
good health, to develop on a personal level and
to function in an optimal way. Many different
health factors influence these goals. Together
with their their team members and trade union
representative or employee representative, each
manager is responsible for performing regular
work environment surveys, based on our health
factors.

The results form the basis of a work environ-
ment plan which is integrated with the unit’s
business plan and in this way becomes a natu-
ral part of how the operation develops. Stads-
hypotek also follows up sickness absence rate
figures, as well as reported incidents.

STADSHYPOTEK | ANNUAL REPORT 2022

OKTOGONEN - HANDELSBANKEN’S
PROFIT-SHARING SCHEME

The Oktogonen profit-sharing system covers all
employees in the Handelsbanken Group, with
certain exceptions. The provision is classified as
variable remuneration and is subject to profita-
bility metrics linked to the attainment of Handels-
banken’s corporate goal. An allocation is made
following the Board’s overall assessment of the
Bank’s performance. Disbursements are made
directly to the individual employee either in cash,
to a pension savings programme, to a savings
plan or a combination of these.
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Corporate Governance Report

The shareholder ultimately decides on the corporate governance of Stadshypotek. At the
annual general meeting, shareholders appoint the Board and the auditors. The Board answers
to its shareholders and is responsible for Stadshypotek’s organisation and management of the
company'’s affairs, and it appoints a Chief Executive to run the company’s operating activities.
The auditors examine the financial reporting, among other matters, and submit an auditor’s
report. The corporate governance report has been prepared in accordance with the Swedish
Annual Accounts Act for Credit Institutions and Securities Companies.

SHAREHOLDERS AND SHAREHOLDERS’
MEETINGS
Stadshypotek AB is a wholly owned subsidiary
of Svenska Handelsbanken AB (publ).
Shareholders exercise their right to decide on
matters concerning Stadshypotek at the annual
general meeting (AGM), Stadhypoteket’s high-
est decision-making body. Every year, an annual
general meeting is held and this meeting
appoints the company’s Board of Directors
and auditors. At the annual general meeting,
decisions are also taken regarding matters such
as the fees paid to Board members and audi-
tors, the adoption of the income statement and
balance sheet, the appropriation of profits, and
whether the Board and Chief Executive are to
be discharged from liability for the past financial
year. The Articles of Association contain no limi-
tations with regard to the number of votes each
shareholder may represent at a shareholders’
meeting. Amendments to Stadshypotek’s Arti-
cles of Association must be decided at a share-
holders’ meeting.

EXTERNAL AUDITORS

The auditors are appointed by the AGM for

the period until the end of the following year’s
AGM. The auditors are accountable to share-
holders. They carry out an audit and submit an
auditor’s report covering matters such as the
Annual Report and the administration of the
Board and the Chief Executive. The auditors
report orally and in writing to the Board con-
cerning how their audit was conducted and
their assessment of Stadshypotek’s administra-
tive order and internal control. The auditors also
submit a summary report of their audit to the
Board as a whole.

THE BOARD
The Board is responsible for Stadshypotek’s
organisation and manages Stadshypotek’s
affairs on behalf of the company’s shareholders.
The Board continuously assesses the com-
pany’s financial situation and ensures that
Stadshypotek is organised in such a way that
the accounting records, management of funds
and other aspects of the company’s financial
circumstances are satisfactorily monitored.

The Board establishes policies and instruc-
tions on how this is to be carried out. The
Chairman is responsible for evaluating the
Board’s work.

The Board also establishes rules of proce-
dure for the Board and instructions for the Chief
Executive, which include a specification of how
responsibilities and mandates are allocated
between the Board, its Chairman and the Chief
Executive. The Board’s duties also include the
completion of tasks incumbent upon an audit
committee.

The Board appoints the Chief Executive
and reviews the work of the Chief Executive
on ayearly basis. The Board also determines
the terms of employment for executive officers
at Stadshypotek, and for the head of Stads-
hypotek’s function for risk control.

Further information about the Board is given
on pages 8-9.

CHIEF EXECUTIVE

The Chief Executive is appointed by the Board

to lead Stadshypotek’s day-to-day operations.
Details of some of the terms of employment

for executive officers, and of loans to Board

members and executive officers, are provided

in note 6 on page 40.

CORPORATE GOVERNANCE AT
STADSHYPOTEK

Corporate governance concerns how rights
and obligations are allocated among the various
bodies of the company, in accordance with pre-
vailing laws and regulations. Corporate govern-
ance also encompasses the systems for deci-
sion-making, and the structure through which
shareholders control Stadshypotek, directly and
indirectly. Stadshypotek’s shareholders exercise
corporate governance principally by electing the
Board, which in turn appoints and gives instruc-
tions to the Chief Executive.

The following are fundamental to corporate
governance at Stadshypotek: on the one hand
the owner directives, and on the other hand the
documents adopted by the Board, for example
the Board'’s rules of procedure, instructions to
the Chief Executive, credit instructions and
other policy documents, as well as the

instructions and guidelines issued by the Chief
Executive.

A central part of governance at Stadshypotek
concerns the management of risks that arise in
operations. Risk management is dealt with sep-
arately in note 2.

COMPANY MANAGEMENT

e David Hagvinsson, Chief Executive.
Employed since 2020.

¢ Niklas Eklund, Business Development and
Market, Sweden. Employed since 2020.

e Mikael Otterbjork, Credits. Employed since
2014.

e Helena Westin, Finance. Employed since
2018.

¢ Anna Osterman, Property Valuation.
Employed since 2019.

e Peter Fahlstedt, Administration and Risk
Management. Employed since 2021.

e Ammy Nilsson, HR. Employed by
Handelsbanken.

e Mattias Lidgren, Funding. Employed by
Handelsbanken.

FRAMEWORK FOR INTERNAL CONTROL
Internal control for operations

The responsibility for internal control is an inte-
gral part of managerial responsibility at Stadshy-
potek. This responsibility means that fit-for-pur-
pose instructions and procedures for the opera-
tion must be in place, and compliance with
these procedures must be monitored regularly.

Internal audit

Internal audit operations at Stadshypotek are
managed by Group Audit at Handelsbanken in
accordance with outsourcing agreements
between Stadshypotek and Handelsbanken.

These internal audit operations must inde-
pendently and impartially audit Stadshypotek’s
operations and financial reporting. This includes
assessing and verifying Stadshypotek’s pro-
cesses for risk management, internal control
and corporate governance.

Internal auditing assignments are based on
an internal auditing policy established by the
Board and apply a risk-based methodology.
Planned auditing tasks are documented every
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year in an audit plan established by the Board.
The conclusions of internal audits, the actions
to be taken and their status are reported to the
Board on a regular basis.

Compliance

In accordance with the outsourcing agree-
ment between Stadshypotek and Handels-
banken, Stadshypotek’s compliance function
is managed by Handelsbanken’s Group
Compliance.

The Compliance function monitors and
verifies compliance in Stadshypotek. The
function provides support and advice to the
business and assists with the implementation
of new or amended regulations, or changes
to Stadshypotek’s products, services, pro-
cesses and organisation. The Compliance
function reports to the Chief Executive and
the Board.

Risk control
Risk Control is responsible for identifying, meas-
uring, analysing and reporting risks in the busi-
ness. This includes monitoring and checking the
company’s risk management and evaluating
whether Stadshypotek’s risk management
framework is fit-for-purpose and effective. Risk
Control also checks that the risks and risk man-
agement comply with the company’s risk strat-
egy, and fall within the risk tolerance thresholds
established by the Board. It is also responsible
for checking that financial instruments are prop-
erly measured.

The Head of Risk Control reports to the
Board, the Chief Executive and to Group Risk
Control at Handelsbanken.

Follow-up

The functions for Internal Audit, Compliance and
Risk Control monitor compliance with internal poli-
cies, instructions and other policy documents.

REMUNERATION PRINCIPLES

The principles for Stadshypotek’s system of
remuneration are established in a remunera-
tion policy decided by Stadshypotek’s Board.
The policy stipulates that remuneration must
be on market terms, so that Stadshypotek is
able to attract, retain and develop skilled
staff, and ensure good management
succession.

Salaries are set locally and are based on
salary-setting factors known in advance: the
nature and level of difficulty of the work, com-
petencies, performance and results achieved,
leadership, the market, and the employee as a
cultural ambassador for the Handelsbanken
Group. The independent control functions
monitor and analyse the remuneration system,
and report material risks and deficiencies to the
Board. There is no performance-based variable
remuneration, but termination benefits may be
agreed.

THE BOARD'
Name Goran Stille Michael Bertorp Michael Sterne
Chairman Board member Board member
Year elected 2021 2013 2021
Year of birth 1966 1949 1967
Position and other ¢ Head of Financing Business and Product Area e Chairman of the Board of Bergs Timber AB. o Ostergétland County Manager at
significant board at Handelsbanken. * Consultancy services, legal and business Handelsbanken.

assignments

® Chairman of the Board of AB Handel &
Industri.

e Chairman of the Board of Handelsbanken the
Netherlands

* Board member of Handelsbanken Finans AB.

administration.

* Board member of Tappra Barn fund-raising
foundation.

Background

e Various positions at Handelsbanken.
¢ Employed since 1987.

* 1984-2005 SCA.
* 1982-1984 Swedish Ministry of Justice.
* 1972-1982 The Swedish courts.

e Various positions at Handelsbanken.
* Employed since 1996.

Academic background and
qualifications

¢ Law and Political Science, Stockholm
University.

e Law degree, Lund University.

¢ Bachelor’s degree in Business Administration,
Jonkdping University.

Board meeting attendance?

28/28

28/28

28/28

' The table shows the composition of the Board in 2022. Linda Hellstrdém and Mikael Bjérberg have been part of Stadshypotek’s Board since 1 January 2022.

2 Including per capsulam meetings.
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Handelsbanken'’s profit-sharing scheme,
Oktogonen, also covers employees of Stads-
hypotek AB. The provision is classified as vari-
able remuneration and is subject to profitability
metrics linked to the attainment of Handels-
banken’s corporate goal. An allocation is made
following the Board’s overall assessment of the
Bank’s performance. Disbursements are made
directly to the individual employee either in cash,
to a pension savings programme, to a savings
plan or a combination of these.

INTERNAL CONTROL OF FINANCIAL
REPORTING
The control environment described above in
this corporate governance report is fundamen-
tal to Stadshypotek’s internal control of financial
reporting.

Risk assessment is another part of the inter-
nal control process and comprises identification
and management of the risks that may affect

financial reporting, as well as the control
activities aimed at preventing, detecting and
correcting errors and deviations.

Risk assessment

An important part of Stadshypotek’s risk
assessment is the annual self-assessment.
Risks related to financial reporting are part of
this overall analysis. A self-assessment defines
events that constitute potential risks to the
operations and estimates the probability and
consequences of each risk. An action plan is
then drawn up, based on the self-assessment.

Control activities

Various control activities are incorporated into
the financial reporting process. Reported
amounts and analyses of income statements
and balance sheets are reconciled and checked
regularly by Stadshypotek’s finance and
accounting function.

ADMINISTRATION REPORT

Heads of finance and accounting at branches
are responsible for ensuring that the control
activities in the financial reporting for their
respective units are fit for purpose. This means
that they are designed to prevent, detect and
correct errors and deviations, and are in compli-
ance with internal guidelines and instructions.
At each quarterly closing of accounts, the
branches certify that the prescribed periodic
checks and reconciliation of accounts have
been carried out.

Follow-up

The functions for Internal Audit, Compliance,
Risk Control and Stadshypotek’s finance and
accounting department monitor compliance
with internal policies, instructions and other pol-
icy documents. The policy established by the
Board for internal audit states that it must exam-
ine internal governance and control, and must
evaluate the reliability of the financial reporting.

Name Linda Hellstrom Martin Bjérnberg Helena Hakansson

Board member Board member Board member (employee representative)
Year elected 2022 2022 2018
Year of birth 1972 1968 1969

Position and other
significant board
assignments

* General Counsel and Head of Products/
Communication at Handelsbanken Liv.
Board member of Svenska RKA International
Insurance Services AB.

¢ CFO of Handelsbanken plc.

¢ Board member of Handelsbanken plc.

¢ Employee in Handelsbanken’s Swedish
branch operations.

Board member of Financial Sector Union of
Sweden’s Swedish branch operations union
club.

Co-opted Board member of Financial Sector
Union of Sweden’s Handelsbanken union
club.

Board member of the Financial Sector Union
of Sweden, Southern Region.

Background

Court.

2006-2012 Lawyer at Lansférsakringar Liv AB.
2002-2005 Notary at Stockholm County

2000-2002 Lawyer and head of European
Union law, Swedish Immigration Board.
2000 Legal Intern, UNHCR.

e Various positions at Handelsbanken.
* Employed since 1989.

Various positions at Handelsbanken.
Employed since 2007.

2002-2007 Secondary school teacher,
Kalmar.

1991-1998 Bank employee at Olands Bank.
1989-1991 Bank employee at Sparbanken
Kronan.

Academic background and

Law and Political Science, Lund University.

¢ Master of Social Science, Gothenburg

Marketing course, IHM.

qualifications University. * Bachelor’s degree in English.

e Master’s degree in French.

* Qualified teacher for Years 4-9.
Board meeting attendance? 28/28 26/28 27/28
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Lending

STADSHYPOTEK’S ROLE IN
HANDELSBANKEN

In the Swedish operations of the Handels-
banken Group, mortgage finance is conducted
principally via Stadshypotek. At Stadshypotek’s
branches in Finland and Norway, business
operations focus primarily on financing residen-
tial property. The divestment of Handelsbank-
en’s Danish operations was finalised in the
fourth quarter, which included Stadshypotek’s
Danish branch. At the time of divestment, Stad-
shypotek’s lending volume in the Danish branch
amounted to SEK 53 billion. Lending in Swe-
den, Norway and Finland takes place through
Handelsbanken in the country concerned.

MORTGAGE MARKET IN SWEDEN
The mortgage market in Sweden grew by 4.2
per cent in 2022, which is 2.9 per cent less than
in 2021. The housing market has been heavily
affected by rising mortgage rates, higher energy
costs and other increases to the cost of living.
Table 1 on page 11 shows lending secured by
mortgages to households with single-family
housing or housing co-operative apartments,
as reported by Statistics Sweden. The change
during the year was 4 per cent, compared with
7 per cent the previous year.

In 2022, property prices fell by 9 per cent for
housing co-operative apartments and by
10 per cent for single-family homes. The num-
ber of sales in 2022 was markedly lower that
the record-breaking years 2020 and 2021.
A total of 110,000 housing co-operative apart-
ments were sold during the year, which was
22,000 fewer than the preceding year. Sales
of single-family houses amounted to 53,000,
around 6,000 fewer than in 2021. Table 2 on
page 11 shows price trends in the Greater
Stockholm, Greater Gothenburg and Greater
Malm¢ areas.

CORPORATE MARKET IN SWEDEN

The market for lending secured by mortgages
to non-financial companies grew by more than
9 per cent during the year, compared with
almost 14 per centin 2021. Table 3 on page
11 shows lending secured by mortgages to

Swedish non-financial companies as reported
by Statistics Sweden.

As regards commercial properties, 2022 was
characterised by uncertainty arising from devel-
opments in the operating environment such as
war, rising energy prices and spiking inflation. All
these factors affected financing costs, and thus
also transaction appetite and prices. All types
of property are now experiencing higher direct
yields and downward price pressure. Rental
residences, the most in-demand segment dur-
ing the previous year, have been most affected
by the increased financing costs, with a clear
decrease in turnover during the second half of
the year. The low yield requirement for this type
of property is assessed as being the main rea-
son for this change. The most in-demand types
of properties among buyers are modern office
premises in optimal locations and retail prem-
ises, primarily for groceries. The transaction
volume totalled approximately SEK 200 billion,
a decrease of 42 per cent compared with the
record-breaking figures seen in 2021. A large
percentage of the transaction volume was
attributable to the first quarter. Turnover fell
sharply over the final three quarters of the year.

MORTGAGE MARKET IN FINLAND

AND NORWAY

Stadshypotek has branches in Finland and
Norway. Both household and corporate lending
grew in Norway, by 5 per cent and 12 per cent,
respectively, when expressed in local currency.
Corporate lending in Finland grew by 2 per cent
inlocal currency, while household lending
decreased by just under 8 per cent. The Danish
branch, which offered household lending, was
divested during Q4 2022.

UNCERTAIN TIMES AFFECTING
CUSTOMER SATISFACTION

Total customer satisfaction in the mortgage
industry fellin 2022, according to the Swedish
Quiality Index (SKI). Energy concerns, inflation
and higher interest rates have had a clear
impact on customers’ needs and behaviour
during the year. Competitive interest rates and
borrowing terms are naturally of major signifi-
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cance, but the year’s SKI survey shows that,
in times of uncertainty, relevant information,
a proactive approach and availability are all

important.

Customer satisfaction at Handelsbanken has
also slipped, but by less than the sector aver-
age. We are a safe, reliable bank, and our cus-
tomers are satisfied with the service they receive
in their contacts with Handelsbanken. It also
serves as an indication that we need to maintain
a focus on developing our products and ser-
vices in order to meet changing customer
behaviour.

STADSHYPOTEK’S LENDING
Stadshypotek’s lending volume in Sweden rose
by SEK 74 billion (62) during the year. House-
hold lending increased by SEK 28 billion (47),
while loans to the corporate market grew by
SEK 46 billion (15). At year-end, Stadshypotek’s
loans to the public in Sweden were SEK 1,376
billion (1,302), with loans to households
accounting for 69 per cent (71), or SEK 949
billion (921).

The market share for loans to Swedish
households secured by mortgages in sin-
gle-family housing or housing co-operative
apartments was 21.1 per cent (21.4) at the end
of December. According to Statistics Sweden’s
statistics, the market comprises total lending to
Swedish households with single-family housing
or housing co-operative apartments as collat-
eral. The market share therefore also includes
Handelsbanken'’s lending to Swedish house-
holds with collateral in single-family housing or
housing co-operative apartments.

At year-end, loans to the public by Stadshy-
potek’s branch in Norway totalled NOK 120 bil-
lion (113), with the private market accounting for
NOK 88 billion (84) and the corporate market
accounting for NOK 32 billion (28). At year-end,
loans to the public by Stadshypotek’s branch in
Finland totalled EUR 6 billion (6), with the private
market accounting for EUR 2 billion (2) and the
corporate market accounting for EUR 4 billion (4).
Stadshypotek’s Danish branch was divested
during Q4 2022.
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Table 1 - Mortgage market in Sweden'

Mortgage lending to households

SEK bn

Type of collateral 2022 2021 Change, SEK bn Change, %
Single-family housing’ 2,697 2,591 106 4
Housing co-operative apartment! 1,399 1,339 60 4
Total 4,096 3,930 166 4

Table 2 - Mortgage market in Sweden, price trends

Price trend, % 2022 2021
Single-family housing

Greater Stockholm -12 12
Greater Gothenburg -13 13
Greater Malmo -13 12
Housing co-operative apartments

Greater Stockholm -8 6
Greater Gothenburg -11

Greater Malmo -7 10

Table 3 - Corporate market in Sweden

Lending to non-financial companies

SEK bn

Type of collateral 2022 2021 Change, SEK bn Change, %

Property as collateral’ 1,672 1,443 129 9
of which multi-family dwellings 996 924 72 8
of which housing co-operative associations 567 539 28 5

Table 4 - Mortgage markets in Finland and Norway, price trends

Price trend, % 2022 2021
Finland? 0.6 3.6
Norway' 1.5 5.2

" The figures for 2022 and 2021 refer to December.
2 The figures for 2022 and 2021 refer to November. (The figure for 2022 is preliminary.)
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Funding

Stadshypotek’s treasury function is integrated
with Handelsbanken’s Treasury Department.
This organisational structure offers the best
conditions for matching the funding source and
instrument offering the lowest funding cost
when securing funding. An integrated treasury
department has also made it possible to make
efficient use of the Handelsbanken Group’s
liquidity.

FUNDING INSTRUMENTS

Stadshypotek raises funds on the Swedish
money market and capital market and through
the parent company. Foreign markets are also
used for the purposes of diversification. The pri-
mary source of funding is bonds in Sweden,
along with Handelsbanken'’s liquidity.

Covered bonds are issued in the company’s
own name and primarily within the framework of
a benchmark loan system aimed at the Swedish
institutional market. Concentrating large vol-
umes into a small number of loans results
in good market liquidity. At year-end, Stads-
hypotek had 13 outstanding benchmark loans
which mature between 2023 and 2028. Stads-
hypotek’s bonds are arranged by five market
makers. The Swedish benchmark loan pro-
gramme is also used for issues in Norwegian
kroner.

International issues of covered bonds are
done mainly within a Euro Medium Term Cov-
ered Note (EMTCN) programme. The total facil-
ity amount of this programme is EUR 20 billion.
Issues under this programme are arranged
according to agreements signed with 21 banks.

In addition, Stadshypotek has a US Medium
Term Covered Bond programme for issues
in the US. The total facility amount of this pro-
gramme is USD 15 billion. Stadshypotek has
reached sales agreements with 13 banks as
part of the programme. Stadshypotek also has
a programme for issues in Australia (AMTCN)
aimed at Australian and Asian investors.

In addition to the above, Stadshypotek has
commercial paper programmes in Sweden and
Europe. The ceiling for the Swedish commercial
paper programme is SEK 90 billion. The ceiling
for the European programme is EUR 4 billion.

Covered bonds

Covered bonds are issued on an ongoing
basis, by permission of the Swedish Financial
Supervisory Authority, under the Covered
Bonds (Issuance) Act (2003:1223). Covered
bonds are bonds with priority rights to Stads-
hypotek’s assets. These assets consist

of credits and their associated collateral as
prescribed by Swedish legislation.
Stadshypotek has covered bond pools in
Sweden and Norway. All cover pools have been
given the highest possible rating by Moody's:
Aaa. The cover pools consist of collateral as per
the legislation mentioned above and include a
safety buffer (over collateral, or OC) that
exceeds the statutory requirements by a good
margin.
The unutilised facilities under the cover pools,
including the Danish branch, corresponded
to 101 per cent (115) of the nominal debt at
31 December 2022. Information about the
assets in the cover pools for covered bonds
is provided in the tables on page 13.

INTEREST RATE TRENDS

Last year was an exceptional year for the inter-
est rate market, both in Sweden and interna-
tionally. After a decade of low interest rates, we
saw them shoot up at the most rapid pace in
modern times. The driver of this was the unex-
pectedly large rise in inflation, forcing central
banks across the world to implement extremely
steep rate hikes.

The Riksbank’s policy rate hikes during the
year totalled 2.5 percentage points, the most in
a single year since 1992.

Long-term interest rates fell during the final
quarter, while central banks continued to raise
their policy rates. This meant that the difference
between long-term and short-term rates, the
yield curve, fell to historically low levels, which
could be seen as a manifestation of the interest
rate market’s prediction of tougher times ahead.

While inflation and interest rates rose, the
economy as a whole remained relatively
unscathed in 2022, with GDP growth above the
trend for the US, Europe and Sweden and
robust labour markets. Consumption continued
to grow during the year, helped by high levels of
savings that could be utilised when inflation
cancelled out salary rises.

FUNDING

The integration of Stadshypotek’s treasury func-
tion with Handelsbanken’s Treasury Department
ensures efficient management of the Handels-
banken Group’s liquidity and market funding.
Among other things, Handelsbanken'’s liquidity
surplus is used to finance lending at Stads-
hypotek. Liquidity is transferred on a daily basis
in the form of overnight loans and lending trans-
actions from Handelsbanken to Stadshypotek
that involve longer maturities. In addition, long-
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term funding in Handelsbanken’s name on the
international capital market can be passed on to
Stadshypotek.

With the aim of reducing liquidity risk, short-
term funding is augmented by long-term fund-
ing, which is adjusted using swap agreements
so that the interest-fixing period matches the
maturity of lending. Thus, Stadshypotek has
good diversification of its funding with respect
to both maturity and geographical markets.

Lending with long-term rate fixing has mainly
been financed in Stadshypotek’s own name in
Sweden through the issue of covered bonds.
Stadshypotek also has international long-term
funding in its own name through international
funding programmes.

Stadshypotek uses swap agreements to
reduce interest rate and foreign exchange risks
in connection with funding. The use of deriva-
tives increases the degree of flexibility in con-
junction with funding.

Thus, funding can be carried out when mar-
ket conditions are favourable, without exposing
the company to interest rate and foreign
exchange risks.

At the year-end, interest rate swap agree-
ments in which fixed interest is received totalled
SEK 260.6 billion (216.8), while interest rate
swap agreements paying fixed interest
amounted to SEK 17.8 billion (20.8).

Issues made under Stadshypotek’s bench-
mark programme in Swedish kronor totalled a
nominal SEK 120.7 billion (121.9) during the
year. During the same period, a nominal volume
totalling SEK 89.2 billion (95.5) matured or was
repurchased. The carrying amount of the out-
standing Swedish kronor bonds was SEK 544.3
billion (511.1) at year-end, including accrued
interest.

Issues of foreign currency bonds under the
EMTCN programme totalled EUR 1.0 billion
(1.0). The nominal outstanding volume at year-
end was EUR 8.9 billion (8.9) and GBP 0.7 bil-
lion (0.7). There were no outstanding volumes in
the European commercial paper programme at
year-end.

No issues were made in USD or AUD during
the year. There is no outstanding volume in USD
or AUD at year-end.

No issues were made in NOK during 2022
(8.0). The outstanding volume at the year-end
was NOK 24.0 billion (29.0).
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RATINGS
The ratings remained unchanged during the year.

Covered
Stadshypotek bonds Long-term Short-term
Moody’s Aaa - P-1
Standard & Poor’s AA- A-1+
Fitch AA F1+
Lending volume available in cover pools Assets pooled Assets utilised
31 December
SEK'm 2022 2021 2022 2021
Swedish pool, SEK 1,264,438 1,205,881 651,915 617,418
Norwegian pool, NOK 121,596 110,020 76,748 56,745
Finnish pool, EUR - 55,517 - 18,049
Total 1,386,034 1,371,418 728,663 692,212
Average loan-to-value (LTV) of cover pools
31 December
% 2022 2021
Swedish pool, SEK 51.0 49.4
Norwegian pool, NOK 55.9 50.0
Finnish pool, EUR - 49.8

At 31 December 2022, the cover pool assets for covered bonds, categorised by type of collateral, were as follows:

Type of collateral

SEK'm Sweden Norway Total

Public 2,229 0 2,229

Single-family housing 501,178 58,802 559,980

Second home 33,345 4,725 38,070

Rental property 353,784 30,118 383,902

Housing co-operative apartment, share 277,409 7,389 284,798

Housing co-operative apartment, premises 276 0 276

Owner-occupied apartment 0 18,927 18,927

Housing company share — apartment 0 752 752

Housing company share — house 0 0 0

Commercial/Offices 48,529 22 48,551

Agricultural 46,683 825 47,508

Residential farm 0 36 36

Other 1,005 0 1,005

Total 1,264,438 121,596 1,386,034

Stadshypotek’s funding 2022 2021

31 December

SEK'm Carrying amount Proportion, % Carrying amount Proportion, % Change
Funding from the parent company 832,578 B5) 823,116 55 9,462
Covered bonds, SEK 515,294 34 497,128 34 18,166
Covered bonds, foreign currency 126,705 9 141,479 10 -14,774
Senior Non-preferred Notes 29,000 2 14,000 1 15,000
Total 1,503,577 100 1,475,723 100 27,854
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Performance and financial position

FINANCIAL PERFORMANCE

Stadshypotek’s operating profit for the year was
SEK 12,887 million (13,077), a decrease of
SEK 190 million (+236), or -1 per cent (+2),
compared to the previous year. Stadshypotek’s
Danish operations were divested during the
fourth quarter, along with the rest of Handels-
banken’s business in Denmark.

OPERATING INCOME

Income totalled SEK 16,118 million (15,717), up
by SEK 401 million (382) or 3 per cent (2) com-
pared to the previous year. Of this income, SEK
831 million (1,136) was attributable to the
branch in Norway, SEK 566 million (593) to the
branch in Finland and SEK 1,662 million (526) to
the branch in Denmark.

Net interest income decreased by SEK 676
million (361), or 4 per cent (+2), to SEK 14,979
million (15,655). Of the net interest income,

SEK 852 million (1130) was attributable to the
branch in Norway, SEK 557 million (581) to the
branch in Finland and SEK 512 million (526) to
the branch in Denmark. Net interest income for
the Swedish operations decreased by SEK 360
million (+134), primarily due to narrower margins
in the private market.

Net gains/losses on financial transactions
totalled SEK -12 million (88).

EXPENSES AND CREDIT LOSSES
Expenses increased by SEK 98 million (106),
or 5 per cent (6), to SEK -2,035 million (-1,937),
of which SEK -101 million (-91) was attributable
to the branch in Norway, SEK -38 million (-36)
to the branch in Finland and SEK -27 million
(-37) to the branch in Denmark. Staff costs
went down by SEK 24 million (+12) or 24 per
cent (+14) compared to 2021. Other adminis-
trative expenses increased by SEK 122 million
(87), or 7 per cent (5). This increase was mainly
attributable to the increase in sales compensa-
tion paid to the parent company for the ser-
vices performed by the branch office opera-

tions on behalf of Stadshypotek in relation
to the sale and administration of mortgage
loans.

Net credit losses totalled SEK -63 million (+4).

This amount includes changed macroeconomic
assumptions and expert-based calculations
that resulted in an additional provision require-
ment of SEK 50 million and SEK 36 million,
respectively. The credit loss ratio stood at

0.00 per cent of lending (0.00).

TAXES AND PROFIT FOR THE YEAR
After taxes of SEK -2,850 million (-2,722), profit
for the year was SEK 10,037 million (10,355).

PROFITABILITY

The profit corresponded to a return on equity of
15.4 per cent (15.6). For a five-year overview of
income statements and balance sheets, and for
key financial figures and ratios, see page 4.

OTHER COMPREHENSIVE INCOME

Other comprehensive income consists primar-
ily of the effective portion of the change in the
fair value of interest rate swaps and cross-
currency interest rate swaps used as hedging
instruments in cash flow hedging. Cash flow
hedges are applied to manage exposures to
variations in cash flows relating to changes in
the floating interest rates on lending and fund-
ing. Cash flow hedging is also used to hedge
foreign exchange risk in future cash flows relat-
ing to funding in foreign currencies. Lending
and funding are recognised at amortised cost,
whereas the derivatives used to hedge these
items are recognised at market value. Over
time, the market values of the derivatives reach
zero as each individual hedge reaches matu-
rity, but this entails volatility in other compre-
hensive income during the term of the hedge.
During the period, these changes in the value
of hedge derivatives in cash flow hedges
totalled SEK -4,804 million (-1,759) after tax.
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TOTAL ASSETS AND EQUITY

At 31 December 2022, Stadshypotek’s total
assets stood at SEK 1,584,623 million
(1,547,343), with equity accounting for

SEK 54,715 million (57,850).

GROUP CONTRIBUTION

A Group contribution of SEK 10,000 million
(11,000) has been provided to the parent
company, Handelsbanken.

FINANCIAL RISKS
For information about financial risks, see note 2.

RECOMMENDED APPROPRIATION

OF PROFIT

In accordance with the balance sheet for Stads-
hypotek AB, the following profits, after
deduction for a net paid Group contribution
of SEK 7,940 million and other dividends of
SEK 614 million, are at the disposal of the
annual general meeting:

Retained earnings, SEK m 18,353
Fair value fund, SEK m -3,631
Profit for the year, SEK m 10,037
Total 24,759

The Board proposes that the remaining profits
be carried forward to the next year.

When assessing the amount of the Group
contribution from the company, account has
been taken of the nature of operations, their
scope, the consolidation requirement, the capi-
tal adequacy requirement and risk-taking. The
Board’s assessment is that the above appropri-
ation of profits is prudent and well adapted to
the operations as a going concern. The total
capitalisation of Stadshypotek at year-end
exceeded the statutory minimum requirement
pursuant to regulation (EU) 575/2013 and
Directive 2013/36/EU and other relevant
requirements established by the authorities
for the company.
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HALF-YEARLY PERFORMANCE

2022 2021

SEK'm Jul-Dec Jan-Jun Jul-Dec Jan-Jun
Interest income according to the effective interest method 16,156 11,057 10,492 10,479
Interest expenses -8,764 -3,470 -2,655 -2,661
Net interest income 7,392 7,587 7,837 7,818
Fee and commission income 7 6 6 7
Fee and commission expenses -22 -30 -21 -20
Net fee and commission income -15 -24 -156 -13
Net gains/losses on financial transactions 19 -31 57 31
Other income 1,190 0 2 0
Total income 8,586 7,532 7,881 7,836
General administrative expenses

Staff costs -37 -39 -55 -45

Other administrative expenses -982 -950 -897 -913
Depreciation, amortisation and impairment losses of property, equipment and intangible assets -14 -13 -13 -14
Total expenses before credit losses -1,033 -1,002 -965 -972
Profit before credit losses, risk tax and resolution fee 7,553 6,530 6,916 6,864
Net credit losses -20 -43 -2 6
Risk tax and resolution fee -667 -566 -3563 -354
Operating profit -567 -566 6,561 6,516
Profit before taxes 6,966 5,921 6,561 6,516
Taxes -1,551 -1,299 -1,371 -1,351
Net profit/loss for the period 5,415 4,622 5,190 5,165
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Income statement

SEK'm 2022 2021
Interest income according to the effective interest method 27,213 20,971
Interest expenses -12,234 -5,316
Net interest income Note 3 14,979 15,655
Fee and commission income 13 13
Fee and commission expenses 52 -41
Net fee and commission income Note 4 -39 -28
Net gains/losses on financial transactions Note 5 -12 88
Other income Note 29 1,190 2
Total income 16,118 15,717
General administrative expenses
Staff costs Note 6 -76 -100
Other administrative expenses Note 7 -1,932 -1,810
Depreciation, amortisation and impairment losses of property, equipment and intangible assets Note 15,16 -27 -27
Total expenses -2,035 -1,937
Profit before credit losses, risk tax and resolution fee 14,083 13,780
Net credit losses Note 8 -63 4
Risk tax and resolution fee -1,133 -707
Operating profit 12,887 13,077
Profit before taxes 12,887 13,077
Taxes Note 9 -2,850 -2,722
Profit for the year 10,037 10,355
Earnings per share, SEK 61,955 63,922
For calculations of key figures and definitions, see pages 86, 87 and 88.
Stat t of h .
°
SEK'm 2022 2021
Profit for the year 10,037 10,355
Other comprehensive income
Items that may subsequently be reclassified to the income statement
Cash flow hedges -6,051 -2,216
Translation difference for the year 200 157
Tax on items that may subsequently be reclassified to the income statement 1,193 457
of which cash flow hedges 1,247 457
of which translation difference -54 -
Total items that may subsequently be reclassified to the income statement -4,658 -1,602
Total other comprehensive income -4,658 -1,602
Total comprehensive income for the year 5,379 8,753
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Balance sheet

SEK'm 31 Dec 2022 31 Dec 2021
ASSETS
Loans to credit institutions Note 10 9,066 13,301
Loans to the public Note 11 1,565,815 1,625,915
Value change of interest-hedged item in portfolio hedge -6 4
Shares and participating interests Note 12 0 0
Derivative instruments Note 13,14 7,941 7,223
Intangible assets Note 15 100 97
Property and equipment Note 16 0 0
Current tax assets 216 527
Deferred tax assets Note 9 996 73
Other assets Note 17 429 148
Prepaid expenses and accrued income Note 18 66 55
Total assets 1,584,623 1,547,343
of which Group claims Note 24 17,091 20,604
LIABILITIES
Due to credit institutions Note 19 832,578 823,116
Issued securities Note 20 670,999 652,607
Derivative instruments Note 13,14 16,094 2,428
Current tax liabilities - -
Deferred tax liabilities Note 9 115 251
Other liabilities Note 21 10,092 11,069
Accrued expenses and deferred income Note 22 30 22
Total liabilities 1,529,908 1,489,493
of which Group liabilities Note 24 887,825 850,587
EQUITY
Share capital 4,050 4,050
Other funds 22,275 26,930
Retained earnings 18,353 16,515
Profit for the year 10,037 10,355
Total equity 54,715 57,850
Total liabilities and equity 1,584,623 1,547,343

STADSHYPOTEK | ANNUAL REPORT 2022 17



FINANCIAL REPORTS

Statement of changes 1n equity

31 December 2022 Restricted equity

Non-restricted equity

SEKm Retained
Fund for earnings
internally including
Share Statutory developed Tier 1 Tier 2 Hedge Translation profit for
capital reserve software  instruments instruments reserve? reserve? the year Total
Closing equity 2021 4,050 8,106 97 13,200 4,500 966 61 26,870 57,850
Profit for the year 10,037 10,037
Other comprehensive income -4,804 146 -4,658
of which reclassified in equity -40 -40
Total comprehensive income for the year -4,804 146 10,037 5,379
Reclassified to retained earnings 40 40
Dividend on equity instruments -614 -614
Group contributions provided -10,000 -10,000
Tax effect on Group contributions 2,060 2,060
Fund for internally developed software & -3 -
Closing equity 31 December 2022 4,050 8,106 100 13,200 4,500 -3,838 207 28,390 54,715
31 December 2021 Restricted equity Non-restricted equity
SEK'm -
Retained
Fund for earnings
internally including
Share Statutory developed Tier 1 Tier 2 Hedge Translation profit for
capital reserve software instruments instruments reserve? reserve? the year Total
Closing equity 2020 4,050 8,106 121 8,300 13,400 2,725 -96 25,729 62,335
Profit for the year 10,355 10,355
Other comprehensive income -1,759 157 -1,602
of which reclassified in equity -11 -11
Total comprehensive income for the year -1,759 157 10,355 8,753
Reclassified to retained earnings 11 11
Tier 2 instruments -8,900 -8,900
Tier 1 instruments 4,900 4,900
Dividend on equity instruments -515 -515
Group contributions provided -11,000 -11,000
Tax effect on Group contributions 2,266 2,266
Fund for internally developed software -24 24 -
Closing equity 31 December 2021 4,050 8,106 97 13,200 4,500 966 61 26,870 57,850
" Average number of shares, 162,000 (162,000).
2 Included in fair value fund.
Specification of changes in equity
Change in hedge reserve
SEK'm 2022 2021
Hedge reserve at beginning of year 966 2,725
Cash flow hedge
Effective portion of change in fair value -5,935 -2,100
Interest rate risk -6,359 -2,238
Foreign exchange risk 424 138
Net amount reclassified in the income statement -116 -116
Interest rate risk -116 -116
Foreign exchange risk - -
Tax 1,247 457
Hedge reserve at end of year -3,838 966
Change in translation reserve
SEK'm 2022 2021
Translation reserve at beginning of year 61 -96
Change in translation difference 289 171
Tax on change for the year -60 -3
Tax referring to previous years -13 -
Reclassified to the income statement, net -30 -
Reclassified to retained earnings, net -40 -11
Translation reserve at end of year 207 61

STADSHYPOTEK | ANNUAL REPORT 2022



Cash flow statement

FINANCIAL REPORTS

SEK'm 2022 2021
OPERATING ACTIVITIES
Operating profit 12,887 13,077
of which paid-in interest 25,830 21,047
of which paid-out interest -9,942 -5,802
Adjustment for non-cash items in profit/loss:
Credit losses 95 7
Depreciation and amortisation 27 27
Other non-cash items, as specified’ -4,756 -5,365
Paid income tax -681 -264
Change in the assets and liabilities of operating activities
Loans to the public -91,261 -86,670
Due to credit institutions 59,822 54,426
Issued securities 19,626 29,796
Derivative instruments 7,171 2,469
Change in other balance sheet items 3,024 6,337
Cash flow from operating activities 5,954 13,840
INVESTING ACTIVITIES
Divestment of foreign branch operations 1,184 -
Acquisition of intangible assets -30 -3
Cash flow from investing activities 1,154 -3
FINANCING ACTIVITIES
Group contribution paid -11,000 -11,400
Repayment of equity instruments - -4000
Dividend -588 -515
Cash flow from financing activities -11,588 -15,915
CASH FLOW FOR THE YEAR -4,480 -2,078
Liquid funds at beginning of year 13,301 15,007
Cash flow from operating activities 7,138 13,840
Cash flow from investing activities -30 -3
Cash flow from financing activities -11,588 -15,915
Exchange rate difference on liquid funds 245 372
Liquid funds at end of year 9,066 13,301
Liquid funds
Liquid funds held by banks 8,966 8,301
Bank deposit relating to issuance of covered bonds 100 5,000
Loans to credit institutions 9,066 13,301
Specification of other non-cash items in the income statement 2022 2021
Non-cash changes in “Net gains/losses on financial transactions” -273 59
Change in accrued interest 911 297
Change in amortised cost 657 -3,505
Revaluation effects in OCI -6,051 -2,216
Total changes in value -4,756 -5,365
The cash flow statement has been prepared using the indirect method.
Divestment of international branch operations
SEK'm 2022
Purchase price 52,128
Loans to the public -52,646
Early redemption charges, financing 1,702
Net gains/losses 1,184
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1. STATEMENT OF COMPLIANCE

Basis for accounts

Stadshypotek’s (the company) annual report is
prepared in accordance with the Swedish Annual
Accounts Act for Credit Institutions and Securities
Companies (1995:1559), the regulations and
general guidelines issued by the Swedish Financial
Supervisory Authority, FFFS 2008:25, Annual
reports in credit institutions and securities com-
panies, the Swedish Financial Reporting Board’s
recommendation RFR 2 Accounting for Legal
Entities, and statements from the Swedish
Financial Reporting Board. In accordance with
the Financial Supervisory Authority’s general
guidelines, the company applies statutory IFRS.
This means that the international accounting
standards and interpretations of these standards
as adopted by the EU have been applied to the
extent that is possible within the framework of
national laws and directives and the link between
accounting and taxation.

The parent company, Svenska Handelsbanken
AB, prepares consolidated accounts which
include the company.

Stadshypotek’s subsidiary holdings comprise the
dormant company Svenska Intecknings Garanti
AB Sigab. In accordance with Chapter 7, Section
7 (4) of the Swedish Annual Accounts Act for
Credit Institutions and Securities Companies, the
company has not prepared consolidated accounts
as the subsidiary is of marginal significance.

The Annual Report is presented in Swedish kronor.

The accounting policies described below
have been applied consistently for all periods
presented in the financial reports unless other-
wise stated.

Issuing and adoption of annual report

The annual report was approved for issue by the
Board and Chief Executive on 6 February 2023
and will be presented for adoption by the annual
general meeting on 27 March 2023.

2. AMENDMENTS TO ACCOUNTING
POLICIES

The amendments made to accounting policies
applied by the company as of 1 January 2022 are
described below. Other changes to IFRS applied
as of 1 January 2022 have had no material impact
on the company’s accounting.

As of 2022, the company pays risk tax to the
Swedish government pursuant to the Act on Risk
Tax for Credit Institutions (2021:1256). The tax
expense for risk tax is presented together with the
resolution fee as a separate item in the income
statement, named Risk tax and resolution fee. In
conjunction with this, the resolution fee — which
was previously recognised in the income state-
ment item Interest expenses under Net interest
income — has thus been transferred to the income
statement item Risk tax and resolution fee. The
purpose of this is to present government fees of
a similar nature as a separate item in the income
statement. The comparative figures have been
adjusted.

In other respects, the accounting policies
and calculation methods applied by the company
during the financial year are consistent with the
policies applied in the 2021 Annual Report.

3. CHANGES IN IFRS WHICH ARE YET

TO BE APPLIED

None of the changes to IFRS issued for applica-
tion are expected to have any material impact on
the company’s financial reports, capital ade-
quacy, large exposures or other circumstances
under the applicable operating rules.

4. ASSETS HELD FOR SALE AND
DISCONTINUED OPERATIONS

Non-current assets or a group of assets and
attributable liabilities (disposal group) are classi-
fied as held for sale when the carrying amount
will be mainly recovered through a sale and when
a sale is highly probable. If an asset or disposal
group is classified as held for sale, special valua-
tion principles are applied. These principles
essentially mean that, with the exception of items
such as financial assets and liabilities, assets held
for sale and disposal groups are measured at the
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lower of the carrying amount and fair value less
costs to sell. Any impairment losses and sub-
sequent revaluations are recognised directly in
the income statement. However, a gain is not
reported to the extent that it exceeds previously
recognised accumulated impairment. For legal
entities, non-current assets with a definite useful
life are depreciated/amortised over their useful life
in accordance with the Swedish Annual Accounts
Act, for such time as they are classified as held for
sale. Assets and liabilities held for sale are not
recognised on separate rows on the balance
sheet of legal entities, but are disclosed in a
separate note. See note 29.

Independent operations of a material nature
which can be clearly differentiated from the com-
pany'’s other operations and which are classified
as held for sale using the policies described
above are considered to be discontinued opera-
tions. Profit or loss from discontinued operations
comprises the profit or loss after tax of discontin-
ued operations, the profit or loss after tax that
arises when valuing the assets held for sale/dis-
posal groups that are included in discontinued
operations at fair value less costs to sell, and real-
ised gains/losses from the disposal of discontin-
ued operations. Profit from discontinued opera-
tions is not recognised separately on an individual
row in the income statement of legal entities.
Profit from discontinued operations is instead
disclosed in a separate note. See note 29.

5. SHARES AND PARTICIPATING
INTERESTS IN GROUP COMPANIES
Shares and participating interests in subsidiaries
are measured at cost.

6. SEGMENT REPORTING (IFRS 8)

The segment reporting presents income/
expenses and assets/liabilities broken down by
business segments. A business segment is a part
of the company that runs operations which gen-
erate external or internal income and expenses
and whose profit/loss is regularly assessed and
followed up by the company’s management as
part of corporate governance. The segment
reporting shows income and expenses and also
assets broken down into the geographical areas
where the company has operations. The princi-
ples for segment reporting are described further
in note 25.

7. ASSETS AND LIABILITIES IN FOREIGN
CURRENCIES (IAS 21)

The company’s presentation currency is Swedish
kronor. The functional currency for the company’s
operations outside Sweden usually differs from
the company’s presentation currency. The cur-
rency used in the economic environment where
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the operations are primarily conducted is
regarded as the functional currency.

Translation of transactions in a currency
other than the functional currency
Transactions in a currency other than the func-
tional currency — foreign currency — are initially
translated into the functional currency at the rate
prevailing on the transaction date. Monetary
items in foreign currencies and non-monetary
items in foreign currencies that are measured at
fair value are converted at the balance sheet date
using the prevailing closing rate. Gains and losses
arising from the currency translation of monetary
items and non-monetary items measured at fair
value are recognised in the income statement as
exchange rate effects in Net gains/losses on
financial transactions. Translation differences
that have arisen from non-monetary items classi-
fied as measured at fair value through other com-
prehensive income are recognised as a compo-
nent of Other comprehensive income and are
accumulated in equity. Exchange differences aris-
ing when translating monetary items comprising
part of a net investment in a foreign operation are
recognised in the same way.

Translation of foreign operations to the
company’s presentation currency

When translating the foreign branches’ balance
sheets and income statements from the func-
tional currency to the company’s presentation
currency, the current method has been used.
This means that assets and liabilities are trans-
lated at the closing day rate. Equity is translated
at the rate applicable at the time of investment or
earning. The income statement has been trans-
lated at the average annual rate. Exchange differ-
ences are recognised as a component of Other
comprehensive income and are included in the
translation reserve in equity.

8. RECOGNITION AND DERECOGNITION
OF FINANCIAL INSTRUMENTS ON THE
BALANCE SHEET

Purchases and sales of equities and money mar-
ket and capital market instruments on the spot
market are recognised on the trade date, which is
the date on which an agreement is entered into.
The same applies to derivatives. Other financial
assets and liabilities are normally recognised on
the settlement date.

Financial assets are removed from the balance
sheet when the contractual rights to the cash
flows originating from the asset expire or when
all risks and rewards related to the asset are
transferred to another party.

A financial liability is removed from the balance
sheet when the obligation is fulfilled, ceases or is
cancelled. The policies for recognising financial
instruments on the balance sheet are of particular
importance when reporting repurchase transac-
tions (see separate section).

9. FINANCIAL INSTRUMENTS (IAS 32, IFRS 9)
The company’s operations mainly comprise the
following financial instruments: Loan receivables
regarding credit institutions and the public (pri-
vate individuals and companies with property
mortgages), derivatives, other financial claims,
issued securities, and deposits and borrow-

ing credit institutions.

Measurement categories
Allfinancial assets, in compliance with IFRS 9, are
allocated to one of the following measurement
categories:
1. amortised cost
2. fair value through other comprehensive income
3. fair value through profit or loss

a. mandatory

b. fair value option.

The starting point for the classification of financial
assets into the respective measurement catego-
ries is the company’s business model for manag-
ing the financial instruments, as well as whether
the instrument’s contractual cash flows constitute
solely payments of principal and interest.
Financial liabilities are classified as follows:
1. amortised cost
2. fair value through profit or loss
a. mandatory
b. fair value option.

As a general rule, financial liabilities are recog-
nised at amortised cost. The exceptions are
financial liabilities which are required to be meas-
ured at fair value through profit or loss, such

as derivatives, and liabilities which, upon initial
recognition, are irrevocably identified as being
measured at fair value (fair value option).

Financial assets and liabilities recognised on
the same line on the balance sheet may be classi-
fied in different measurement categories.

Upon initial recognition, all financial assets and
liabilities are designated at fair value. For assets
and liabilities at fair value through profit or loss,
the transaction costs are recognised in the
income statement under Net gains/losses on
financial transactions. For other financial instru-
ments, the transaction costs are included in the
acquisition cost.

Assessment of the business model

The business model for managing financial assets
defines classification into measurement catego-
ries. The business model is determined at portfo-
lio level, as this best reflects how the operations
are governed and how information is reported to
and evaluated by the company’s management.
Information of significance when making a
weighted assessment of the business model for

a portfolio includes the established guidelines and
objectives of a portfolio and how these are imple-
mented in the operations, the risks which affect
the performance of the portfolio and how the risks
are managed, as well as the frequency, volume,
reasons for and times of sales.

NOTES

Assessment of whether contractual

cash flows constitute solely payments

of principal and interest

The assessment of whether contractual cash
flows constitute solely payments of principal and
interest is significant for the classification into
measurement categories. For the purposes of
this assessment, ‘principal’ is defined as the
financial asset’s fair value upon initial recognition.
Interest is defined as consideration for the time
value of money, credit risk, other fundamental
lending risks (such as liquidity risk) and costs
(such as administrative expenses), as well as

a profit margin.

To assess whether the financial asset’s con-
tractual cash flows constitute solely payments of
principal and interest, the contractual terms of the
financial asset are reviewed. If there are contrac-
tual terms that could change the timing or
amounts of the contractual cash flows, modify
the consideration for the time value of money,
cause leverage or entail extra costs for prepay-
ment and extension, then the cash flows are
deemed not to constitute solely payments of
principal and interest.

Amortised cost

Afinancial asset is to be measured at amortised

cost if both of the following conditions are met:

e The objective of the business model is to
collect contractual cash flows.

e The contractual cash flows constitute solely
payments of principal and interest.

Financial assets recognised in the measurement
category amortised cost consist of loans that fulfil
the above conditions. These assets are subject
to impairment testing, see section 11. Financial
liabilities recognised in the measurement cate-
gory amortised cost consist primarily of liabilities
due to credit institutions and issued securities.

Amortised cost consists of the discounted
present value of all future payments relating to
the instrument where the discount rate is the
instrument’s effective interest rate at the time
of acquisition.

Interest and crediit losses relating to financial
instruments measured at amortised cost are rec-
ognised on the income statement in net interest
income and the row for credit losses, respec-
tively. Early repayment charges for loans
redeemed ahead of time, as well as capital gains/
losses generated from repurchases of the Bank’s
own issued securities, are recognised on the
income statement under Net gains/losses on
financial transactions. Foreign exchange effects
are also recognised in net gains/losses on finan-
cial transactions.

Fair value through profit or loss, mandatory
If a financial asset does not meet the conditions
for measurement at amortised cost or for meas-
urement at fair value through other comprehen-
sive income, measurement at fair value through
profit or loss is mandatory.
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Financial assets and liabilities held for trading
are always classified as measured at fair value
through profit or loss, as are financial assets
managed and evaluated on a fair value basis.

The measurement category called fair value
through profit or loss, mandatory, includes deriva-
tives, value change of interest-hedged items in
portfolio hedges, and assets where the customer
bears the value change risk.

Foreign exchange effects, unrealised and
realised changes in value related to these instru-
ments are recognised in the income statement
under Net gains/losses on financial trans-
actions.

For the recognition of derivatives through
hedge accounting, see section 12.

Fair value through profit or loss,

fair value option

There is an option, at initial recognition, to irrevo-
cably designate a financial asset as measured

at fair value through profit or loss if doing so elimi-
nates or significantly reduces a measurement
or recognition inconsistency (‘accounting
mismatch’) that would otherwise arise from
measuring the asset.

Unrealised and realised changes in the fair
value of financial instruments that are measured
at fair value through profit or loss via the fair value
option are recognised under Net gains/losses
on financial transactions. Interest attributable
to these instruments is recognised under net
interest income.

At 31 December 2022 and 31 December
2021, the only instance for the company where
the above criteria in the measurement category
were met was liabilities where the customer bears
the value change risk.

Reclassifications of financial instruments
As a general rule, financial assets are not reclassi-
fied after initial recognition. Reclassification is
permitted in the rare cases where the company
changes the business model it applies for the
management of a portfolio of financial assets.
The reclassification of financial liabilities is not
permitted after initial recognition.

Financial guarantees and loan commitments
Financial guarantees are contracts that require
the issuer to make specified payments to reim-
burse the holder for a loss incurred because a
specified debtor fails to make payment when due
in accordance with the terms of a debt instrument
(loan), for example, a credit guarantee. The fair
value of an issued guarantee is the same as the
premium received when it was issued. Upon initial
recognition, the premium received for the guaran-
tee is recognised as a liability under Accrued
expenses and deferred income on the balance
sheet. The guarantee is subsequently measured
at the higher of the amortised premium or the
provision for the expected loss. Premiums relating
to issued financial guarantees are amortised in
net fee and commission income over the validity
period of the guarantee. In addition, the total
guaranteed amount relating to guarantees issued

is reported off the balance sheet as a contingent
liability, see note 23.

Premiums for purchased financial guarantees
are accrued and recognised as decreased inter-
est income in net interest income if the debt
instrument to which the guarantee refers is
recognised there.

Loan commitments are reported off the bal-
ance sheet until the settlement date of the loan,
see note 23. Fees received for loan commitments
are accrued in net fee and commission income
over the maturity of the commitment unless it
is highly probable that the commitment will be
fulfilled, in which case the fee received is included
in the effective interest of the loan.

Financial guarantees and irrevocable loan
commitments are subject to impairment testing,
see section 11.

Compound financial instruments

A compound (hybrid) financial instrument con-

sists of an embedded derivative and a non-

derivative host contract. Some of the compound
instrument’s cash flows vary in a way similar

to the cash flows of a stand-alone derivative.

If the host contract in a compound financial
instrument is a financial liability, an embedded
derivative must be separated from the host
contract and recognised as a derivative if the
following conditions are fulfilled:

e the economic characteristics and risks of the
embedded derivative are not closely related
to the economic characteristics and risks of
the host contract,

e aseparate instrument with the same terms
as the embedded derivative would meet the
definition of a derivative, and

e the compound financial instrument is not
measured at fair value through profit or loss
(that is, a derivative that is embedded in a
financial liability measured at fair value through
profit or loss is not separated).

e Separate recognition is not applied to com-
pound financial instruments when the host
contract is a financial asset. Financial assets
with embedded derivatives are regarded as
a whole when assessing whether their contrac-
tual cash flows constitute solely payments of
principal and interest.

Repurchase agreements and reverse
repurchase agreements

Repurchase agreements, or repo transactions,
refer to agreements where the parties simultane-
ously agree on the sale of specific securities and
the repurchase of these securities at a pre-deter-
mined price. Securities sold in a repo transaction
remain on the balance sheet during the life of the
transaction, as the company is exposed to the
value change risk applying to the security during
this period. The sold instrument is also reported
off-balance as a pledged asset. Depending on
the counterparty, payment received is recognised
under due to credit institutions or as deposits and
borrowing from the public. Securities bought in a
repo transaction (reverse repurchase agreement)
are accounted for in the corresponding way, i.e.
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they are not recognised on the balance sheet
during the life of the transaction. Depending on
the counterparty, the payment made is recog-
nised under lending to other credit institutions or
loans to the public. Collateral received which is
sold on under repurchase agreements is recog-
nised off-balance as a commitment.

Derivative instruments

All derivatives are recognised on the balance
sheet at fair value. Derivatives with positive fair
values are recognised on the assets side under
Derivative instruments. Derivatives with negative
fair values are recognised on the liabilities side
under Derivative instruments. Realised and unre-
alised gains and losses on derivatives are recog-
nised in the income statement under Net gains/
losses on financial transactions. For the recogni-
tion of derivatives through hedge accounting,
see section 12.

10. PRINCIPLES FOR FAIR VALUE
MEASUREMENT OF FINANCIAL ASSETS
AND LIABILITIES

Fair value is defined as the price at which an asset
could be sold or a liability could be transferred in a
normal transaction between independent market
participants.

For financial instruments traded on an active
market, the fair value is the same as the quoted
market price. An active market is one where
quoted prices are readily and regularly available
from a regulated market, execution venue, reliable
news service or equivalent, and where the price
information received can easily be verified by
means of regularly occurring transactions. The
current market price corresponds to the price
between the bid price and the offer price which is
most representative of fair value under the cir-
cumstances. For groups of financial instruments
which are managed on the basis of the compa-
ny’s net exposure to market risk, the current mar-
ket price is presumed to be the same as the price
which would be received or paid if the net position
were divested.

For financial instruments where there is no reli-
able information about market prices, fair value is
established using valuation models. The valuation
models used are based on input data which
essentially can be verified using market observa-
tions such as market interest rates and share
prices. If necessary, an adjustment is made for
other variables which a market participant would
be expected to take into consideration when set-
ting a price. The assumptions used in the valua-
tion are based on internally generated experience
and are continuously examined by the risk control
function. The result is compared with the actual
outcome so as to identify any need for adapta-
tions of assumptions and forecasting models.

Derivatives

Derivatives which are traded on an active market
are valued at market price. Most of the compa-
ny’s derivative contracts, including interest rate
swaps and various types of linear currency deriv-
atives, are valued using valuation models based
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on market rates and other market prices. The
valuation of non-linear derivative contracts that
are not actively traded is also based on a reason-
able assumption of market-based input data
such as volatility.

All derivatives are included in hedge account-
ing. All derivative instruments are used to match
funding and lending (hedged items). The deriva-
tive’s nominal interest flows may differ from cur-
rent market rates at the time of the transaction,
meaning that there may be initial amounts to
receive or pay. These correspond to the deriva-
tive’s initial market value and are referred to as a
transaction price or “up-front fee”. The transac-
tion price corresponds to the premium/discount
of funding at the time of issue and ensures
efficiency in hedge accounting over the entire
maturity period.

Assets and liabilities where the customer
bears the value change risk

Assets where the customer bears the value
change risk mainly comprise shares in unit-linked
insurance contracts. These shares are valued
using the fund’s current market value (NAV). Each
asset corresponds to a liability where the cus-
tomer bears the value change risk. The valuation
of these liabilities reflects the valuation of the
assets. Since the policyholders/shareholders
have prior rights to the assets, there is no motive
to adjust the valuation for credit risk. Assets and
liabilities where the customer bears the value
change risk have essentially been classified at
fair value through profit or loss.

11. CREDIT LOSSES

Expected credit losses

The impairment rules presented in IFRS 9 apply to

financial assets at amortised cost, financial assets

at fair value through other comprehensive
income, as well as financial guarantees and irrev-

ocable loan commitments, and are based on a

model for the recognition of expected credit

losses (ECL). This model stipulates that the provi-
sion must reflect a probability-weighted amount
determined through the evaluation of a number of
potential outcomes, with consideration given to
all reasonable and verifiable information available
as per the reporting date without unreasonable
expense or exertion. The assessment takes into
account historical, current and future-oriented
factors. The assets to be tested for impairment
are divided into the following three stages,
depending on the degree of credit impairment:

e Stage 1 comprises financial assets with no
significant increase in credit risk since initial
recognition.

e Stage 2 comprises financial assets with a sig-
nificant increase in credit risk since initial recog-
nition, but for which there is no objective evi-
dence that the claim is credit-impaired at the
time of reporting.

e Stage 3 comprises financial assets for which
objective circumstances have been identified
indicating that the claim is credit-impaired. For
a definition of credit-impaired assets, refer to the
heading Default or Credit-impaired asset below.

In Stage 1, provisions are to be recognised which
correspond to the loss expected to occur within
12 months as a result of default. In Stage 2 and
Stage 3, provisions are to be recognised corre-
sponding to the loss expected to occur at some
time during the whole of the remaining maturity
of the asset as a result of default.

For agreements in Stage 1 and Stage 2, there
is a Group-wide, central process using mod-
el-based calculations. The process begins for all
agreements with an assessment of whether there
has been a significant increase in the credit risk
since initial recognition (start date of the agree-
ment). For a more detailed description of signifi-
cant increase in credit risk, see the Credit risks
section of note 2. The provisions in the different
impairment stages are calculated on an individual
basis.

In conjunction with each reporting date, an
assessment is made at agreement level as to
whether an agreement will be subject to a model-
based calculation or a manual calculation.

Model-based calculation

The calculations of expected credit losses are pri-
marily affected by the risk parameters ‘probability
of default’ (PD), ‘exposure at default’ (EAD) and
‘loss given default’ (LGD). Expected credit losses
are determined by calculating PD, EAD and LGD
up to the expected final maturity date of the
agreement. The three risk parameters are mullti-
plied and adjusted by the survival probability or,
alternatively, the probability that a credit exposure
has not defaulted or been repaid in advance. The
estimated expected credit losses are then dis-
counted back to the reporting date using the orig-
inal effective interest rate and are totalled. The
total of credit losses for Stage 1 is calculated with
the probability of default for the next 12 months,
while for Stage 2 and Stage 3, the calculation
applies the probability of default during the asset’s
time to maturity.

The calculation of the expected credit losses
takes into consideration at least three macro-
economic scenarios (one neutral, one positive
and one negative scenario) with relevant macro-
economic risk factors, such as unemployment,
key rates and central bank rates, GDP, inflation
and property prices, by country. The various
scenarios are used to adjust the risk para-
meters. Every macroeconomic scenario is
assigned a probability, and the expected credit
losses are obtained as a probability-weighted
average of the expected credit losses for each
scenario.

For more detailed information on the models
used to calculate expected credit losses for
agreements in Stage 1 and Stage 2 (and for a
small portfolio of homogeneous claims in Stage
3), and for an explanation of concepts such as
PD, EAD and LGD, expected maturity, significant
increase in credit risk and macroeconomic infor-
mation, see the Credit risks section in note 2. For
a sensitivity analysis for expected credit losses,
see note 8.

NOTES

Manual calculation

Assets in Stage 3 are tested for impairment on an
individual basis using a manual calculation (with
the exception of a small portfolio of homogene-
ous claims which have a model-calculated pro-
vision in Stage 3). This testing is carried out on
aregular basis and in conjunction with every
reporting date by the local branch with business
responsibility (unit with customer and credit
responsibility) and is decided by the regional
credit committee or central credit department.

Impairment testing is carried out when there
are objective circumstances which indicate that
the counterparty will not be able to fulfil its con-
tractual obligations, according to the definition of
default. Such objective circumstances could be,
for example, late payment or non-payment, a
change in the internal rating, or if the borrower
enters bankruptcy.

Impairment testing involves an estimation of
future cash flows and the value of the collateral
(including guarantees). Consideration is normally
given to at least two forward-looking scenarios
for expected cash flows, based on both the cus-
tomer’s repayment capacity and the value of the
collateral. The outcome of these scenarios is
probability-weighted and discounted with the
loan’s original effective interest rate. The scenari-
0s used may take into account both macroeco-
nomic and agreement-specific factors, depend-
ing on what is deemed to affect the individual
counterparty’s repayment capacity and the value
of the collateral. The assessment takes into ac-
count the specific characteristics of the individual
counterparty. An impairment loss is recognised
if the estimated recoverable amount is less than
the carrying amount.

Expert-based calculation

Expert-based calculation is also carried out for
credit losses in order to incorporate the estimated
impact of factors not deemed to have been cap-
tured by the model (Stage 1, Stage 2 and for a
small portion of homogeneous claims in Stage 3),
or which have not been considered in the manual
assessment (Stage 3). The model-based calcula-
tions are constructed with the ambition of making
as accurate estimations as possible of the individ-
ual contributions to the overall provision require-
ment. However, it is very difficult to incorporate all
of the particular characteristics that define an indi-
vidual agreement into a general model. For this
reason, a manual analysis is carried out of the
agreements which give the largest contributions
to the overall provision requirement. The manual
analysis aims to apply expert knowledge about
the individual credits to assess whether the
model-based or manual calculation needs to

be replaced with an expert-based calculation.

An expert-based calculation may result in either

a higher or a lower provision requirement than

the original calculation.

Expert-based calculation can also be carried
out at a more aggregate level to adjust the mod-
el-based calculations for a sub-portfolio or similar.
These adjustments are distributed proportionally
over the agreements involved. An expert-based
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calculation may result in either a higher or a lower
provision requirement than the original calculation.

Recognition and presentation of credit

losses

e Financial assets measured at amortised cost
are recognised on the balance sheet at their net
amount, after the deduction of expected credit
losses.

o Off-balance sheet items (financial guarantees
and irrevocable loan commitments) are recog-
nised at their nominal amounts. Provisions for
expected credit losses on these instruments
are recognised as a provision on the balance
sheet.

e Financial assets measured at amortised cost

and off-balance sheet items are recognised in

the period’s credit losses (expected and actual)
in the income statement under the item Credit
losses. Credit losses comprise the period’s
provisions for expected credit losses, less
reversals of previous provisions, as well as
write-offs and recoveries during the period.

Write-offs consist of actual credit losses, less

reversals of previous provisions for expected

credit losses in Stage 3 and may refer to either
the entirety or parts of a financial asset. Write-
offs are recorded when there is deemed to be
no realistic possibility of repayment. Following

a write-off, the claim on the borrower and any

guarantor normally remains and is thereafter,

as arule, monitored. Monitoring is not pursued
in certain situations, such as when a trustee in
bankruptcy has submitted their final accounts
of the distribution of assets in conjunction with
the bankruptcy, when a scheme of arrange-
ment has been accepted or when a claim has

been waived in its entirety. Claims for which a

concession is granted in conjunction with a

restructuring of financial assets are always

recognised as actual credit losses.

e Payments to the company in relation to written-
off financial assets are recognised in income as
recoveries. Further information on credit losses
is provided in note 8.

Default or credit-impaired asset

The company’s definition of default is identical

to that applied in the Capital Requirements Regu-
lation, entailing either that the counterparty

is over 90 days overdue with a payment or that
an assessment has been made that the counter-
party will be unable to fulfil their contractual pay-
ment obligations.

Such an assessment implies that it is deemed
to be more likely that the borrower will be unable
to pay than that they will be able to pay. This
assessment is based on all available information
about the borrower’s repayment capacity. Con-
sideration is given to indicators of insolvency such
as insufficient liquidity, late/cancelled payments,
records of non-payment or other signs of
impaired repayment capacity. Other signals may
include the borrower being declared bankrupt or
the granting of a substantial concession or for-
bearance measure, entailing a decrease in the
value of the company’s claim on the borrower.

The probability of default is calculated before
each reporting date and is incorporated in the
assessment of whether there has been a signifi-
cantincrease in the credit risk since the initial rec-
ognition, as well as in the calculation of expected
credit losses for financial assets in Stage 1 and
Stage 2.

A credit-impaired financial asset, which is an
exposure in Stage 3, is defined as an exposure
in default. This means that the assessment for
accounting purposes is consistent with the
assessment used in the company’s credit risk
management.

Interest

In Stage 1 and Stage 2, recognition of interest
income attributable to items on the balance sheet
is based on gross accounting, which means that
the full amount of interest income is recognised

in net interest income. In Stage 3, interest income
is recognised net, that is, taking into account
impairment. Interest rate effects arising due to
discounting effects, attributable to the decrease
of the period until the expected payment, result in
a reversal of previously provisioned amounts and
are recognised as interest income in accordance
with the effective interest method.

Valuation of repossessed property and
equipment to protect claims
Upon initial recognition, repossessed property
and equipment is recognised at fair value on the
balance sheet. Repossessed property and equip-
ment which is expected to be divested in the near
future is valued at the lower of the carrying
amount and fair value less costs to sell.
Repossessed property which is not expected
to be divested in the near future is reported as
investment properties at fair value through profit
orloss.

Modified financial assets

Aloan is seen as modified when the terms and
provisions which determine the cash flows are
amended relative to those in the original agree-
ment as the result of implemented measures in
the form of concessions (forbearance) or com-
mercial renegotiations. Forbearance refers to
changes to terms and conditions in conjunction
with restructuring or other financial relief meas-
ures implemented with the objective of securing
repayment in full, or of maximising repayment

of the outstanding loan amount from borrowers
experiencing or facing financial difficulties. Com-
mercial renegotiations refer to changes to terms
and conditions which are not related to a borrow-
er's financial difficulties, such as changes in the
cash flow for a loan arising due to changes

in market conditions with regard to repayment
orinterest.

If the cash flows from a financial asset which
is classified as measured at amortised cost have
been modified, but the cash flows have not signif-
icantly changed, the modification does not nor-
mally cause the financial asset to be removed
from the balance sheet. In such cases, the gross
carrying amount is recalculated on the basis of
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the changed cash flows of the financial asset, and
the adjustment amount is recognised as a modifi-
cation gain or loss in the income statement. As
there may be various reasons for implementing a
modification, there is no unconditional connection
between modifications and assessed credit risk.

When a financial asset is subject to forbear-
ance measures and the asset remains on the bal-
ance sheet, it is classified in Stage 2 or Stage 3,
based on the outcome of the assessment made
when granting the concession. The assessment
involves a check of whether a provision is
required for credit loss, or other circumstance
which results in classification in Stage 3. If a finan-
cial asset is modified in a way that results in signif-
icantly changed cash flows, the modified financial
asset is derecognised from the balance sheet and
replaced with a new agreement. In such cases,
the modification date constitutes the initial recog-
nition date for the new agreement and is used
thereafter for the calculation of expected credit
losses and for assessing whether there has been
a significant increase in the credit risk since the
initial recognition.

12. HEDGE ACCOUNTING (IAS 39)

The company applies different methods for hedge
accounting, depending on the purpose of the
hedge. Derivatives — mainly interest rate swaps
and cross-currency interest rate swaps — are
used as hedging instruments. In addition, when
hedging foreign exchange risks related to net
investments in foreign operations, liabilities in the
functional currency of the respective foreign oper-
ation are used as a hedging instrument. As part of
the company’s hedging strategies, the value
changes of hedging instruments are sometimes
divided into separate components and included
in more than one hedge relationship. Therefore

a single hedging instrument can hedge different
risks. Hedging instruments are only spilit in this
way if the hedged risks can be clearly identified,
the efficiency can be reliably measured, and the
total value change of the hedging instrument is
included in a hedge relationship.

Cash flow hedge

Cash flow hedges are applied to manage expo-
sures to variations in cash flows relating to
changes in the variable interest rates on lending
and funding. The expected maturity for this type
of lending and borrowing is normally much
longer than the fixing period, which is very short.
Cash flow hedging is also used to hedge foreign
exchange risk in future cash flows deriving from
lending and borrowing. Derivatives which are
hedging instruments in cash flow hedges are
measured at fair value. If the derivative’s value
change is effective — that is, it corresponds to
future cash flows related to the hedged item — it
is recognised as a component of Other compre-
hensive income and in the hedge reserve in
equity. Ineffective components of the deriva-
tive’s value change are recognised in the income
statement under Net gains/losses on financial
transactions. When a cash flow hedge is termi-
nated early, the cumulative gain or loss on the
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hedging instrument previously recognised in
other comprehensive income is amortised under
Net gains/losses on financial transactions during
the period in which the hedged cash flows are
expected to occur. If cash flow hedges are ter-
minated early and the hedged cash flows are

no longer expected to occur, the accumulated
value change is reclassified in the hedge reserve
to Net gains/losses on financial transactions.
See note 13.

Hedge accounting at fair value

Fair value hedges are used to protect the com-
pany against undesirable impact on profit/loss
due to exposure to changes in market prices.
Fair value hedges are applied for individual assets
and liabilities and for portfolios of financial instru-
ments. Hedged risks in hedging packages at fair
value comprise the interest rate and foreign
exchange risk on lending and borrowing at fixed
interest rates, and also lending with interest rate
caps. The hedging instruments in these hedging
relationships comprise interest rate swaps and
interest rate options. In the case of fair value
hedges, the hedge instrument and hedged risk
are both recognised at fair value. Changes in
value are recognised directly in the income state-
ment under Net gains/losses on financial transac-
tions. When portfolio hedging is applied, the value
of the hedged item is reported as a separate line
item on the balance sheet in conjunction with
Loans to the public. When fair value hedges are
prematurely terminated, the accrued value
change on the hedged item is amortised in Net
gains/losses on financial transactions during the
remaining time to maturity. When a fair value
hedge is terminated early, and the hedged item
no longer exists, the value change generated is
reversed directly under Net gains/losses on finan-
cial transactions. Accumulated changes in the
value of portfolio hedges which have been termi-
nated early are reported on the balance sheet
under Other assets.

13. INTANGIBLE ASSETS (IAS 38)
Recognition in the balance sheet

An intangible asset is an identifiable, non-mone-
tary asset without physical form. An intangible
asset is only recognised on the balance sheet if
the probable future economic benefits attributa-
ble to the asset will flow to the company and the
acquisition cost can be reliably measured. This
means that internally generated values in the form
of goodwill, trademarks, customer databases
and similar are not recognised as assets on the
balance sheet.

Investments in software developed in-house
are recognised as an expense on a current basis
to the extent that the expenditure refers to main-
tenance of existing business operations or soft-
ware.

Agreements with suppliers that provide the
Bank with a cloud service that involves access to
the supplier’s application, platform or infrastruc-
ture for the duration of the agreement comprise
service contracts. Fees for a cloud service are
charged to expenses on an ongoing basis for the

duration of the contract. Any charges paid in
advance are recognised as an asset, i.e. prepaid
expenses. Fees for configuration and adaptations
of a cloud service are charged to expenses when
a supplier renders the services in question. When
configuration and adaptations are an integral part
of the cloud service and are undertaken by the
supplier of the cloud service, or a sub-contractor
to the supplier, the fee is charged to expenses

on an ongoing basis for the duration of the agree-
ment. Any charges paid in advance are recog-
nised as prepaid expenses.

In the case of in-house development of new
software, or development of existing software for
new business operations, the expenditure
incurred that can be reliably measured is capital-
ised from the time when it is probable that eco-
nomic benefit will arise. Expenditure arising from
borrowing costs is capitalised from the date on
which the decision was made to capitalise
expenditure for development of intangible assets.

Intangible assets with a finite useful life
Intangible assets for which it is possible to estab-
lish an estimated useful life are amortised. The
amortisation is on a straight-line basis over the
useful life of the asset. Currently this means that
internally developed software is normally amor-
tised over five years. In certain infrastructure pro-
jects, the useful life is assessed to be more than
five years. For these types of investment, the
amortisation period is up to 15 years. The amorti-
sation period is tested on an individual basis at
the time of new acquisition and also continually if
there are indications that the useful life may have
changed. Intangible assets with a finite useful life
are reviewed for impairment when there is an indi-
cation that the asset may have decreased in
value. Impairment testing is performed by calcu-
lating the recoverable amount of the assets, i.e.
the higher of the value in use and the fair value
less costs to sell. As long as the recoverable
amount exceeds the carrying amount, no impair-
ment loss needs to be recognised. Impairment
losses are recognised directly in the income
statement.

14. PROPERTY AND EQUIPMENT (IAS 16)
The company’s tangible non-current assets con-
sist of equipment. These assets are recorded at
cost of acquisition less accumulated depreciation
and impairment losses. Depreciation is based on
the estimated useful lives of the assets. A linear
depreciation plan is usually applied. The esti-
mated useful lives are reviewed annually. Personal
computers and other IT equipment are usually
depreciated over three years and investments

in premises over ten years. Other equipment is
normally depreciated over five years. Impairment
testing of property and equipment is carried out
when there is an indication that the value of the
asset may have decreased. Impairment loss is
recognised in cases where the recoverable
amount is less than the carrying amount. Any
impairment losses are recognised immediately in
the income statement. An impairment charge is
reversed if there is an indication that there is no

NOTES

longer any impairment loss and there has been
a change in the assumptions underlying the
estimated recoverable amount.

15. EQUITY
Equity comprises the components described here.

Hedge reserve

Unrealised changes in the value of derivative
instruments which comprise hedge instruments
in cash flow hedges are reported in the hedge
reserve.

Translation reserve

The translation reserve comprises unrealised
foreign exchange effects arising due to translation
of foreign units to the company’s presentation
currency.

Retained earnings including profit

for the year

Retained earnings comprise the profits generated
from the current and previous financial years. Divi-
dends are reported as deductions from retained
earnings. Realised gains/losses which are attrib-
utable to equity instruments classified as meas-
ured at fair value through other comprehensive
income are reclassified from the fair value reserve
to retained earnings.

16. GROUP CONTRIBUTIONS

Group contributions are recognised in accord-
ance with the economic substance of the con-
tribution. Group contributions provided by the
company to the parent company are treated as
dividends and recognised as a reduction of
retained earnings.

17. INCOME
Net interest income
Interest income and interest expenses are calcu-
lated and recognised by applying the effective
interest method or, where considered appropri-
ate, by applying a method that results in an
amount constituting a reasonable estimate of the
results of a calculation based on the effective
interest method. Effective interest includes fees
which are considered an integral part of the effec-
tive interest rate of a financial instrument (gener-
ally fees received as compensation for risk).
The effective interest rate corresponds to the
rate used to discount future contractual cash
flows to the carrying amount of the financial asset
or liability. Net interest income also includes inter-
est from derivative instruments recognised
through hedge accounting and interest from
derivatives in economic hedges, as these hedge
items for which the interest flows are recognised
under Net interest income.

Allinterest income and interest expense are
recognised as net interest income in the income
statement.

Revenue from contracts with customers

The standard Revenue from contracts with cus-
tomers, IFRS 15, is applied for different types of
services which are mainly recognised under Fee
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and commission income in the income state-
ment. IFRS 15 is also applicable to the item Other
income. However, Other income does not, in all
material respects, refer to income from contracts
with customers.

The income is recognised at the point in time
at which the performance obligation is fulfilled,
which corresponds to the transfer of control over
the service to the customer. The total reimburse-
ment is divided between each service and recog-
nition in income depends on whether the services
are fulfilled at a specific point in time, or over time.

The following principles apply to the time at
which income is recognised:

The income recognised must reflect the
anticipated income. When the income includes
variable reimbursement, such as a discount,
bonus or performance-based element, the
income is recognised only when it is highly
probable that no repayment of the amount
will take place.

Payments are made on a regular basis as the
services are performed and advance payments
refer to a maximum of 12 months into the future.
Accrued income is recognised for services ren-
dered which are yet to be paid for and deferred
income is recognised for short-term advance
payments for services which are yet to be ren-
dered. Income from contracts with customers
constitutes an insignificant proportion of the items
Other accrued income and Deferred income.
There is no additional expenditure to obtain a
contract with a customer recognised as an asset
(prepaid expense), instead additional expenditure
to obtain a contract with a customer is recog-
nised as an expense during the accounting
period in which it arises.

Net fee and commission income

Income and expense for various kinds of services
are recognised in the income statement under the
items Fee and commission income and Fee and
commission expense, respectively. This means
that items such as premiums for financial guaran-
tees given are recognised as commissions. Guar-
antee commissions that are comparable to inter-
est and fees that constitute integrated compo-
nents of financial instruments and therefore are
included when calculating the effective interest
are recognised under Net interest income and not
commissions. Fee and commission expense

is transaction-based and directly related to
transactions for which the income is recognised
as fee and commission income.

Net gains/losses on financial transactions
Net gains/losses on financial transactions shows
the impact on profit or loss that arises when
measuring financial assets and liabilities at fair
value through profit or loss and when financial
assets and liabilities are realised. Gains/losses on
financial instruments at amortised cost consist of
realised gains and losses on financial assets and
liabilities classified as measured at amortised
cost, such as early repayment charges for loans
redeemed ahead of time, and capital gains/losses
generated from repurchases of the Bank’s own

issued securities and premature closing of
derivatives contracts.

Gains/losses on financial instruments meas-
ured at fair value through profit or loss, fair value
option, consist of unrealised and realised
changes in the value of financial assets and liabili-
ties that upon initial recognition were identified as
measured at fair value through profit or loss.

Gains/losses on financial instruments meas-
ured at fair value through profit or loss, manda-
tory, consist of unrealised and realised changes
in value, dividend income and interest (with the
exception of interest deriving from derivatives
used to hedge items for which the interest flow
is recognised in net interest income) on financial
assets and liabilities held for trading, or which are
managed and evaluated on the basis of fair value.

Fair value hedges consist or unrealised and
realised changes in the value of hedging instru-
ments, and the hedged risk component in finan-
cial assets and liabilities which constitute hedged
items in fair value hedges. Ineffective portion of
cash flow hedges consists of changes in the
value of hedging instruments which do not
correspond to future cash flows attributable to
the hedged item.

18. EMPLOYEE BENEFITS

Staff costs

Staff costs consist of salaries, pension costs and
other forms of direct staff costs including social
security costs, special payroll tax on pension
costs and other forms of payroll overheads. Any
remuneration in connection with terminated
employment is recognised as a liability when the
agreement is reached and amortised over the
remaining employment period.

Accounting for pensions (IAS 19)

Defined benefit plans

The company has pension obligations which

are guaranteed through insurance with Pensions-
kassan SHB, Forsakringsférening (pension fund).
These obligations are reported according to the
IAS 19 rules for defined benefit plans, whereby
the company under common control shares the
risks related to the pension obligations, since the
pension fund’s assets are not allocated among
the employers who have insurance with the pen-
sion fund. According to these rules, the company
reports the insurance charges which are debited
for the period as an expense.

Defined contribution pension plans’

In the Bank's BTPK plan, a defined contribution
pension plan the company's obligations are lim-
ited to the contributions the company has under-
taken to pay. In such cases, the size of the
employee’s pension is determined by the contri-
butions the company pays towards the plan or to
an insurance company and the return on the cap-
ital invested that these contributions generate.
Consequently, it is the employee who bears the
actuarial risk (that benefits will be less than

" This text refers to the BTPK plan, which is a defined
contribution pension plan.
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expected) and the investment risk (that assets
invested will be insufficient to meet expected ben-
efits). The company’s obligations regarding con-
tributions to defined contribution plans are
reported as an expense in the profit for the year to
the degree such benefits are accumulated as a
result of the employees working for the company
over a period of time.

19. TAXES (IAS 12)

The tax expense for the period consists of current
tax and deferred tax. Current tax refers to taxes
relating to the period’s, or previous periods’, taxa-
ble result. Deferred tax is tax referring to tempo-
rary differences between the carrying amount of
an asset or liability and its taxable value. Deferred
taxes are valued at the tax rate which is deemed
to be applicable when the item is realised.
Deferred tax claims related to deductible tempo-
rary differences and loss carry forwards are only
recognised if it is probable that they will be
utilised. Deferred tax liabilities are recognised at
nominal value. Tax is recognised in the income
statement, in Other comprehensive income or
directly in equity depending on where the under-
lying transaction is reported.

20. ESTIMATES AND KEY ASSUMPTIONS

In certain cases, the application of the company’s
accounting policies means that assessments
must be made that have a material impact on
amounts reported. The amounts reported are
also affected, in a number of cases, by estimates
and assumptions about the future. Such assump-
tions always imply a risk for adjustment of the
reported value of assets and liabilities. The
assessments and assumptions applied always
reflect the management’s best and fairest assess-
ments and are continually subject to examination
and validation. Below follows a report of the
assessments and assumptions that have had

a material impact on the financial reports.

Credit losses

The calculation of expected credit losses involves
anumber of decisions arrived at using assump-
tions and assessments. The valuation of
expected credit losses is inherently associated
with a certain degree of uncertainty. Areas involv-
ing a high degree of assessment are described
below under the respective headings.

Forward-looking data in macroeconomic
scenarios

The company continuously monitors macro-
economic developments, with a particular focus
on the home markets. Through this monitoring,
macroeconomic scenarios are produced which
form the basis for the forward-looking data used
in the model-based calculation of expected
credit losses. The capacity of the company’s
customers to fulfil their contractual payments
varies in line with macroeconomic develop-
ments. Consequently, future macro-economic
developments have an impact on the company’s
view of the provision needed to cover expected
losses. The calculation of the provision require-
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ment for expected credit losses is based on the
neutral scenario proposed by the company’s
macro-research unit. As the losses may be more
highly affected by a future deterioration of eco-
nomic trends than by the equivalent improve-
ment, the company uses at least two alternative
scenarios to take into account the non-linear
aspects of expected credit losses. These alter-
native scenarios represent conceivable develop-
ments, one significantly worse and one signifi-
cantly better than the neutral scenario. The most
significant macroeconomic risk factors have
been selected on the basis of the company’s
loss history over the past decade, supplemented
with experience-based assessments. These
macroeconomic risk factors are then used as
macroeconomic risk factors in the company’s
quantitative statistical models for forecasting
migrations, defaults, loss rates and exposures.
Macroeconomic risk factors include unemploy-
ment, key rates and central bank rates, GDP,
inflation and property prices. The company’s
business model, to offer credit to customers
with a high repayment capacity, means that the
connection between the macroeconomic devel-
opments and the provision requirement is not
always particularly pronounced. For a more
detailed description of macroeconomic informa-
tion, see the Credit risks section of note 2 and
for a sensitivity analysis, see note 8.

Significant increase in crediit risk

The company makes an assessment at agree-
ment level at the end of each reporting period as
to whether there has been a significant increase
in credit risk since initial recognition. For a more
detailed description of significant increase in
credit risk, see the Credlit risks section of note 2.

Model-based calculation

The quantitative models which form the basis

for the calculation of expected credit losses for
agreements in Stage 1 and Stage 2 make use of
several assumptions and assessments. One key
assumption is that the quantifiable relationships
between macroeconomic risk factors and risk
parameters in historical data are representative
of future events. The quantitative models applied
are based on a history of approximately 10 years,
although this history varies by product and region
depending on the availability of historical out-
comes. The quantitative models have been
designed with the help of econometric models,
applying the assumption that the observations
are independently conditioned by the risk factors.
This means that the risk parameters can be pre-
dicted without distortion. Furthermore, a selection
of the most significant macroeconomic risk fac-
tors is made on the basis of the individual macro-
economic risk factors’ demonstrative ability on
individual risk parameters. The selection of the
macroeconomic risk factors and specification

of the model are based on achieving a balance
between simplicity, demonstrative ability and
stability.

Manual and expert-based calculations

As a general rule, manual calculations are used
for agreements in Stage 3, with the exception of a
small portfolio of homogeneous claims in Stage 3.
Expert-based calculation is carried out for

model outcomes on agreements in Stage 1 and
Stage 2, in order to incorporate the estimated
impact of factors not deemed to have been
captured by the model and also for manually
assessed agreements in Stage 3. For a more
detailed description of manual and expert-based
calculations, see Manual calculation and Expert-
based calculation in section 11.

21. EXCHANGE RATES

Exchange rates 31 Dec 31 Dec
2022 2021

EUR 1 =SEK

Income statement (average) 10.6308 10.1457

Balance sheet (at end of period) 11.1354 10.2546

GBP 1 = SEK

Income statement (average) 12.4662 11.8045

Balance sheet (at end of period) 12,5708 12.2153

USD 1 = SEK

Income statement (average) 10.1283  8.5822

Balance sheet (at end of period) 10.4392  9.0645

NOK 1 = SEK

Income statement (average) 1.0523  0.9983

Balance sheet (at end of period) 1.0695  1.0271

DKK 1 = SEK

Income statement (average) 1.4290 1.3642

Balance sheet (at end of period) 1.4975  1.3790

CHF 1 = SEK

Income statement (average) 10.5989  9.3858

Balance sheet (at end of period) 11.3211 9.8838

22. COMPANY INFORMATION

Stadshypotek AB (publ) has its registered office
at Torsgatan 14, 103 70 Stockholm, Sweden. Its
core business comprises the financing of proper-
ties, primarily residential properties, as well as
office and commercial buildings. The company

is a wholly owned subsidiary of Svenska Handels-
banken AB (publ). Further information on the
operations is provided in the Administration Report.

NOTES
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NOTE 2 Risks and risk control

RISKS AND UNCERTAINTY FACTORS
Stadshypotek’s low risk tolerance means that, as
part of the Handelsbanken Group, Stadshypotek
avoids granting credits to high-risk customers.
This, combined with good capitalisation and a
strong liquidity situation, makes the company well
prepared to operate in a stricter regulatory envi-
ronment and more difficult market conditions.

RISK CONTROL

Stadshypotek’s operations are conducted with a
controlled low level of risk. Stadshypotek’s risks
are credit risk, market risk, liquidity risk, opera-
tional risk and business risk. Credit risk is the risk
of Stadshypotek facing economic loss because
its counterparties cannot fulfil their contractual
obligations. Market risk stems from price changes
in the financial markets. The market risks affecting
Stadshypotek are interest rate risk and foreign
exchange risk. Liquidity risk refers to the risk that
Stadshypotek will not be able to meet its payment
obligations when they fall due without being
affected by unacceptable costs or losses. Opera-
tional risk is defined as the risk of loss due to inad-
equate or failed internal processes, human error,
malfunctioning systems, or external events. The
definition includes legal risk. Credit risk is the
most significant risk for Stadshypotek.

The Stadshypotek Board establishes policies
describing how various risks must be managed
and reported. In addition, Stadshypotek’s Chief
Executive sets guidelines and instructions for
managing and controlling all types of risk. These
documents are based on the policies that the
Board of Handelsbanken has adopted for man-
aging and reporting risks within the Handels-
banken Group as a whole. Stadshypotek’s risk
management aims to ensure compliance with the
strict approach to risk established by the Board.

Stadshypotek’s lending operations are inte-
grated with those of Handelsbanken, which
means that Stadshypotek’s lending is carried out
via the Bank’s branch network. Stadshypotek’s
funding needs are managed by Handelsbanken’s
Treasury Department. Individual outsourcing
agreements specify the services which Handels-
banken is to perform on behalf of Stadshypotek.
Thus, the business operations at Stadshypotek
are conducted according to the same fundamen-
tal principles which apply at Handelsbanken. The
Bank’s corporate culture is characterised by a
clear division of responsibility, where each part of
the business operations bears full responsibility
for its business and for risk management. The
person who is most familiar with the customer
and the market conditions is the person best
equipped to assess the risk and can also take
action at an early stage in the event of problems.
Each branch and each profit centre is responsible
for dealing with any problems that arise. As a con-
sequence, there are strong incentives for high risk
awareness and for prudence in business opera-
tions. In addition to the accountability of deci-

sion-makers, control procedures are in place

to ensure that excessive risks are not taken in
individual transactions or local operations. In
lending, this means that large loans are subject
to limits and are assessed at various decision lev-
els, depending on the size of the credit limit. Pro-
cedures also exist to limit market risk and liquidity
risk at Stadshypotek, where the company’s
Board establishes limits.

Stadshypotek also has risk control independ-
ent of business operations which is responsible
for the regular follow-up and monitoring of all risks
applying to operations, primarily credit risk, mar-
ket risk, liquidity risk, counterparty risk and opera-
tional risk. The Risk Control function carries out
daily measurements and checks to ensure that
risk exposure for market, liquidity and counter-
party risks is within the set limits. Limit utilisation
is reported internally within the company, and
to the parent company’s Group Risk Control
function. In addition, limit utilisation is reported
regularly to Stadshypotek’s Chief Executive and
Board of Directors.

Stadshypotek is also covered by Group Risk
Control at Handelsbanken, which is designed to
identify the Handelsbanken Group'’s risks, gauge
them, and ensure that management of these
risks complies with the Group’s low risk tolerance.
Group Risk Control is responsible for the inde-
pendent reporting of risks for the banking group
of which Stadshypotek is a part. Group Risk
Control also develops and provides models for
measuring risk that are applied in Stadshypotek’s
operations and performs certain calculations that
provide a basis for some of Stadshypotek’s exter-
nal reporting.

Stadshypotek also has a procedure for contin-
ual capital planning to ensure that it has a suffi-
cient amount of capital to secure the company’s
survival if a serious loss were to occur, despite the
measures taken to manage the risks. The method
for calculating economic capital ensures that all
risks are considered in a consistent manner when
the need for capital is assessed.

CREDIT RISKS

Credit risk is defined as the risk of Stadshypotek
facing economic loss because its counterparties
cannot fulfil their contractual obligations.

Rules for lending at Stadshypotek

Lending must be carried out in accordance with
the terms stated in Stadshypotek’s credit instruc-
tions, established annually by the company’s
Board. The credit instructions include the maxi-
mum permitted loan-to-value ratio (LTV) for vari-
ous property types and a requirement that loans
above a certain amount be subject to an advance
examination conducted by Stadshypotek’s credit
department before the loan can be disbursed.
Stadshypotek primarily offers loans for residential
properties. The limit for satisfactory mortgage col-
lateral corresponds to a maximum of 85 per cent
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of the market value of the property in the case of
residential properties such as detached houses,
housing co-operative apartments and second
homes. This applies to lending in Sweden and
also to Stadshypotek’s branches in Norway and
Finland. At the former branch in Denmark, which
was sold to Jyske Bank A/S on 30 November
2022, it was possible to borrow up to 80 per cent
of the property’s market value in the case of resi-
dential properties. The above limits are set to
reflect the customary loan-to-value ratios for
mortgage borrowing in each of the respective
countries. For office and commercial properties,
which are only mortgaged in the Swedish market,
amaximum of 60 per cent of the market value
applies. Industrial and warehouse properties are
not financed by Stadshypotek.

Principles for managing credit risk
Stadshypotek’s lending takes place through
Handelsbanken. Lending operations are based
on the principles applying at the Bank, but also
take into account other special instructions and
regulations regarding the granting of credit, as
specified by Stadshypotek. In the Bank’s decen-
tralised organisation, the branch responsible for
the customer has total credit responsibility.

The branches are responsible for credit decisions,
but large credits are subject to limits and are
assessed by a special credit organisation. Deci-
sions on limits are made at the branch, regional or
central level, depending on the size of the credit
limit. The Bank is selective when choosing cus-
tomers, and borrowers must be of high quality.
The quality requirement is never neglected in
favour of higher credit volumes or to achieve
higher returns. Of the total volume for corporate
exposures at Stadshypotek, 99 per cent (99)
was to customers with a repayment capacity
assessed as normal or better than normal, i.e.
with arating grade between one and five on the
Bank’s ten-point risk rating scale.

The Bank strives to be a relationship bank
whose branches maintain regular contact with
the customer. This gives the branch an in-depth
understanding of each individual customer and
a continually updated picture of the private cus-
tomer or company. This contact also enables the
branch to quickly identify any problems and take
action. In many cases, this means that the Bank
can take action more rapidly, before a problem
escalates, than would have been possible with a
more centralised management of problem loans.
Therefore, the branch addresses problems that
arise when a customer has repayment difficulties.
If necessary, the branch obtains support from the
regional head office and Stadshypotek’s credit
department. In accordance with the Bank's prac-
tices, all employees whose work involves tran-
sactions linked to credit risk adopt a tried and
tested approach to such risks, and this consti-
tutes an important part of the Handelsbanken
Group’s culture.
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According to the Handelsbanken Group’s and
Stadshypotek’s credit policy, weak repayment
capacity can never be accepted on the grounds
that good collateral has been offered to the Bank.
Collateral may, however, substantially reduce
Stadshypotek’s loss if the borrower cannot fulfil
their commitments. Credits in Stadshypotek must
therefore always be satisfactorily secured by
mortgages in property or a co-operative apart-
ment. Unsecured credit may be granted when the
borrower or guarantor is a government, regional
authority or municipality, or when lending to joint
ownership associations. In addition to the
advance examination conducted in accordance
with the Credit Instructions for Stadshypotek,
Stadshypotek’s credit department carries out

a further examination after loans have been dis-
bursed. The examination looks at credits selected
according to predetermined criteria, checking,
for example, that the loan-to-value ratio of mort-
gaged properties complies with regulations.

In addition, Stadshypotek’s credit department
conducts regular checks of Stadshypotek’s

loan portfolio to ensure that property values and
LTVs are at a satisfactory level and comply with
the Credit Instructions for Stadshypotek. Stads-
hypotek’s valuation unit carries out regular
checks to ensure that the property valuations

are correctly performed and that they reflect the
market value of the property.

Risk rating

The Handelsbanken Group’s risk rating system
comprises a number of different systems, meth-
ods, processes and procedures to support the
Handelsbanken Group’s classification and quan-
tification of credit risk.

The Handelsbanken Group’s internal risk clas-
sification system, which is also used for credits in
Stadshypotek, is applied to measure the credit
risk of all operations in a reliable and consistent
manner. The risk rating is based on the Bank’s
internal rating, which is determined by an assess-
ment of each counterparty’s repayment capacity.
The rating is determined by the risk of financial
strain and by the assessed resistance to this
strain. The method and classification are based
on the rating model applied by the Handels-
banken Group.

The internal rating is the most important com-
ponent of the Handelsbanken Group’s model for
calculating capital requirements according to the
IRB approach. The rating is dynamic; it is reas-
sessed if there are signs that the counterparty’s
repayment capacity has changed. The rating is
also reviewed periodically as stipulated in the
regulations. The rating is made by the person
responsible for granting the credit and it is sub-
sequently checked by independent bodies.

Risk rating methods

To quantify the Handelsbanken Group’s credit
risks, and thus also Stadshypotek’s credit risks,
a calculation is made of the customer’s probabil-
ity of default (PD), the Handelsbanken Group’s
expected exposure at default (EAD), and the pro-

portion of the exposure that the Handelsbanken
Group is expected to lose in the event of default
(Loss Given Default, LGD). Default is defined as
when the counterparty is either 90 days late in
making payment, or when an assessment has
been made that the counterparty will not be able
to pay as contractually agreed, for example, if
declared bankrupt.

The PD value is expressed as a percentage
where, for example, a PD value of 0.5 per cent
means that one borrower in 200 with the same
PD value is expected to default within one year.
A credit in default does not necessarily mean that
Stadshypotek will incur a loss, since there is col-
lateral for the exposure. Nor does a default mean
that it is out of the question that the counterparty
will pay at some time in the future, since the pay-
ment problems may be temporary. At Stads-
hypotek, unsecured loans may only be granted
when the borrower or guarantor is a government,
region or municipality, or when lending to joint
ownership associations.

For corporate exposures, the internal rating set
for each counterparty is directly converted into a
risk class graded on a scale from 1 to 10 (where
risk class 10 refers to counterparties that have
defaulted). The corporate exposures are divided
into four counterparty types based on the busi-
ness evaluation template used for the counter-
party. PD is calculated individually for each risk
class and counterparty type.

For retail exposures, the risk class is also
based on the internal rating assigned to all credit
customers. The rating is not translated directly
into arisk class as for corporate exposures;
instead, the different exposures are sorted into a
number of smaller groups on the basis of certain
factors. Such factors include the type of credit,
the counter-party’s debt-servicing record and
whether there are one or more borrowers. An
average default rate is calculated for each of the
smaller groups, and on the basis of this, the
groups are sorted into one of the ten risk classes.
Different models are used for exposures to private
individuals and SMEs (that are also classified as
retail exposures), but the principle is the same.

For retail exposures and exposures to medi-
um-sized companies, property companies and
housing co-operative associations, the LGD is
determined using the Handelsbanken Group’s
own loss history. For exposures to large corpo-
rates that are subject to a capital requirement
using the IRB Approach with own estimates of
LGD and credit conversion factor (CCF), the LGD
is determined on the basis of internal losses and
external observations. For retail exposures
secured by property in Sweden and for property
exposures to medium-sized companies, property
companies and housing co-operative associa-
tions, different LGD values are applied depending
on the LTV ratio of the collateral.

For each exposure class, the PD is calculated
for each of the risk classes that refer to non-
defaulted counterparties or agreements. PD
is based on calculations of the historical percent-
age of defaults for different types of exposures.

NOTES

The average default rate is then adjusted by a
margin of conservatism and a business cycle
adjustment factor. The margin is intended to
ensure that the long-term probability of default is
not underestimated.

When establishing LGD, the risk measure
must reflect the loss rates during economically
unfavourable circumstances, known as downturn
LGD. For collateral in property, the downturn LGD
is based on observed loss rates from the property
crisis in the early 1990s.

In addition to the capital adequacy calculation,
measures of risk (PD, EAD, LGD) are used to cal-
culate the cost of capital in each individual trans-
action and to calculate economic capital (EC).
This means that margins in the form of business
cycle adjustments and conservatism adjustments
in the risk measurements are also included in the
cost of capital in individual transactions and in
calculations of economic capital, which means
that the loss levels that the risk measurements
imply are conservative. The method used means
that the Handelsbanken Group’s historical losses
have a direct impact on risk calculations and
capital requirements.

PD intervals and proportion of exposure
by exposure type, corporate and retail,
excluding defaulted credits
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The diagram above shows a breakdown of Stads-
hypotek’s exposures (EAD), excluding credits in
default, between the different PD intervals for
each exposure class. The PD values used are
those applied when calculating the capital
requirement.
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Credit risk exposures by risk class

Credit risk exposures by risk class Off-balance
2022 Balance sheet items sheet items

Loans to Derivative
SEK'm Loans to the public credit institutions instruments Contingent liabilities Total
Risk class
1 517,830 - - = 517,830
2 495,572 - - - 495,572
3 380,235 - - 3 380,238
4 116,977 - - - 116,977
5 25,161 - - - 25,161
6 3,454 - - - 3,454
7 20,173 - - - 20,173
8 243 - - - 243
9 4,956 - - - 4,956
Defaults 1,214 = - . 1,214
Standardised approach 0 9,066 7,941 - 17,007
Total 1,565,815 9,066 7,941 3 1,582,825
Credit risk exposures by risk class Off-balance
2021 Balance sheet items sheet items

Loans to Derivative
SEK'm Loans to the public credit institutions instruments Contingent liabilities Total
Risk class
1 502,118 - - 0 502,118
2 502,171 - - 2 502,173
3 355,342 - - 1 355,343
4 115,439 - - 1 115,440
5 24,206 - - - 24,206
6 3,640 - - - 3,640
7 17,269 - - - 17,269
8 291 - - - 291
9 4,409 - - - 4,409
Defaults 1,024 - - - 1,024
Standardised approach 6 13,301 7,223 - 20,530
Total 1,525,915 13,301 7,223 4 1,546,443
Balance sheet items subject to impairment testing under IFRS 9, broken down by risk class
Balance sheet items that are
subject to impairment testing under IFRS 9,
broken down by risk class Gross Provisions
2022
SEK'm Stage 1 Stage 2 Stage 3 Stage 1 Stage 2 Stage 3
Risk class
1 509,176 8,662 - -5 -3 -
2 491,435 8,900 - =12 -5 -
3 376,495 8,051 - -16 -8 -
4 111,021 5,983 = 19 -8 =
5 21,806 3,421 - -7 -26 -
6 2,856 612 = =l -13 =
7 16,133 4,060 - -4 -16 -
8 35 216 = 0 -8 =
9 1,733 3,238 - -2 -13 -
Defaults - - 1,269 - - -55
Standardised approach - - - 0 - -
Total 1,530,690 43,143 1,269 -66 -100 -55
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Balance sheet items that are
subject to impairment testing,

broken down by risk class Gross Provisions

2021

SEK'm Stage 1 Stage 2 Stage 3 Stage 1 Stage 2 Stage 3
Risk class

1 500,444 1,678 - -2 -2 -
2 505,582 3,102 - -9 -4 -
3 356,159 3,038 - -9 -5 N
4 115,576 2,844 - -16 -5 -
5 20,657 3,565 - -7 -9 -
6 2,990 657 - -2 -5 -
7 14,519 2,762 - -2 -10 B
8 73 224 - 0 -6 -
9 2,017 2,405 - -4 -9 R
Defaults - - 1,103 - - -79
Standardised approach 6 - - 0 - -
Total 1,518,023 20,275 1,103 -51 -55 -79

Loans to the public subject to impairment testing under IFRS 9, broken down by risk class

Loans to the public that are
s