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The year in brief

Strong continued demand for Bluestep’s
mortgages led to a successful year.

Key figures

As of 31 December 2019, compared with the same date the previous year, unless otherwise stated. Operating profit Lending to the public CET1
- Operating profit increased by 29% - Bluestep was assigned a credit +29% +11% 17_9%
and amounted to SEK 275m (SEK rating of Baa2 with a stable outlook
212m). The profit was driven by by Moody’s.
a contlnu’ed strong demand for - Bluestep received a rating of Baa2
Bluesteps. mortgage loans and more with a stable outlook from Moody'’s. 2019 2018
cost-efficient funding. : :
. Interest in Bluestep’s bonds was Lending to the public (SEK m) 16,124.4 14,521.7
- Lending to the public increased by high, which led to lower funding Deposits from the public (SEK m) 11,421.4 10,416.6

11.0% to SEK 16;124m (SEK 14»522m) costs Net interest income (SEK m) 819.0 717.0

- Deposits from the public increased Costs (SEK m) B AEELE

- Bluestep’s application to issue _
by 9.6% to SEK 11,421m (SEK cEvEred e WAS approved by Operating result (SEK m) 2745 212.2

10,417m). the Swedish Financial Supervisory Credit losses, net (%)* 0.37% 0.35%
- Credit losses remained low, owing Authority (pursuant to the SR AR 1409% 18.00%
to a sound and thorough risk Covered Bonds Issuance Act (SFS SR 1787% 17.45%
assessment, and amounted to SEK 2003:1223)). C/1 (%) 0L S

60m (SEK 50m). This is equivalent
to a credit loss level of 0.37%
(0.35%), with only O.11% relating to

. 1. The change is in percentage points.
HOlderS Of BlueStep . Mortgage L. 2. Return on equity is calculated on annualized total result divided by the average of equity for the period.
Securities No 2 Designated Activity

Company (“Step 2”) bonds were

Ierigeges. notified that the bonds would be
- The Common Equity Tier 1 ratio redeemed. A voluntary liquidation of
(CET1) was 17.9% (17.5%). Bluestep’s Step 2 began once the redemption
long-term target is a CET1 ratio of at was completed.
least 16.0%. - An SEK 2,000m credit facility for
- Bjérn Lander was appointed CEO in Bluestep Finans Funding No 1 was
October. extended, with a new final maturity
- Bluestep’s notification to set up date in May 2021 (February 2020).
a branch and conduct mortgage - Harry Klagsbrun left
lending operations in Finland was the Board of Directors,
acknowledged by the Swedish which reduced the
and Finnish Financial Supervisory number of ordinary
Authorities. directors from

eight to seven.
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Remarks by the

Chief Executive officer

Remarks by the
Chairman of the Board

Bluestep had a successful year in 2019,

with the best operating profit in our

history. Lending increased, while credit
losses remained low Although we are in an
investment phase, operating profit increased
by 29% and return on equity was 14%. The
bank has a low risk level and credit losses
for total lending amounted to 0.37% and
only 011% for mortgage-related lending. The
capital situation is strong with a Common
Equity Tier 1(CET1) ratio of 18%. Our long-
term objective is to have a CET1 ratio of at
least 16%. This means that Bluestep is well
equipped to face the future, even if general
economic conditions were to deteriorate
significantly.

Being trusted with leading Bluestep into its
next phase as a pure mortgage bank is an
exciting challenge. Bluestep will continue to
set ambitious targets to gain market shares in
the mortgage industry. Our strong customer
relationships help us accomplish this, as we
develop the new mortgage products that a
broader customer base is asking for.

Bluestep’s brand and
geographic expansion

During the year we continued to clarify

what our brand means and to increase
understanding of what we offer. We are the
market leader in Sweden and Norway, and the
objective is to increase our market share going
forward. Our strategic focus on mortgages will
become clearer over the coming year. As part
of this process we stopped offering unsecured
personal loans at the beginning of 2020.
There is also high demand for our offering

in other countries, giving us the potential to
expand geographically. We are opening an
office in Helsinki during the first half of 2020
and will begin offering mortgages in Finland.

An improved customer
experience

We are developing and improving our
mortgage products. Digitalisation of the
customer service centre is increasing. Thereby
we can focus on finding the best possible
solutions for customers while spending less
time
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collecting information

manually. These efficiency
measures will result in

shorter processing times, with

a simpler process and an improved
experience for customers.

Financing

Our funding costs hav edecreased gradually
during the year, which benefits our customers.
Demand for our savings accounts has been

high, and retail deposit volumes has increased.

Bluestep was assigned a credit rating of Baa2
with a stable outlook from Moody’s before the
summer. Recently the rating was upgraded to
Baal with positive outlook. During the year we
issued SEK 1.8bn in bonds. Having multiple
sources of financing reduces our risk. At the
end of the year we received a license from the
Swedish Financial Supervisory Authority to
issue covered bonds. Covered bonds will be
an important part of our funding from 2020.

The current environment

The coronavirus (COVID-19) affects society
and means a high degree of uncertainty,
resulting in market volatility. Bluestep is
following developments closely and has taken
safety precautions. We have strong liquidity
and a good capital situation, while at the
same time we are seeing healthy demand for
our mortgages and we continue to assist our
customers. We are striving for the financial
inclusion of more people in society, which
leads to increased equality. Bluestep will
continue delivering value to its customers,
society, its employees and its owners and
investors.

A word of thanks

| would like to take the opportunity to thank
everyone who is moving our business forward:
our customers, investors and above all our
committed employees. We will work hard to
achieve Bluestep’s strategic objectives, and

| truly look forward to continuing to help
Bluestep grow while helping our customers.

Sincerely,
Bjorn Lander

We are able to offer
confidence through sound risk
management

Bluestep fills an important role in society,
helping people with financial solutions
through mortgages that lead to greater social
and economic inclusion for many of our
customers.

2019 was an eventful year for Bluestep. The
ongoing digitalisation project has streamlined
loan processing, but we have also spent more
time developing our array of products. New
mortgage products have been launched in
both Sweden and Norway, and we are proud
to begin operations in Finland soon as well. In
our view, demand for Bluestep’s products and
services will remain strong, and we therefore
expect continued growth for the Bank. Today
there is a relatively large group of people
who are unable to turn to traditional banks
due to various circumstances, even though
they are creditworthy. We are an important
complement to the traditional banks and
through controlled means, we help our
customers enter the banking system.

The clarification of what Bluestep’s brand
stands for is beginning to produce results,
and we will continue to reach out to our
target groups which range from young
people to retirees.

Bluestep offers financial security to both
customers and investors, since we spend
extra time analysing the customer’s financial
situation. We are careful to ensure that

the people we assist are able to meet

their obligations. Therefore the quality of
our lending is high, which is reflected in
our low credit losses. At the same time,
this shows the importance of the extra
attention devoted to the credit assessment
process. The personal relationship with our
customers will remain a crucial part of our
assessments. Both our customers and the
investors who entrust us with their capital
must feel confident. We have established a
high internal capital requirement of a 16%

CET1 ratio. At the

end of 2019 the ratio

was 17.9%, which

is four percentage

points higher than the

regulatory requirement (at year-end), which
also includes buffers. Strong capitalization
demonstrates that the organization has
stamina and scope for action, even if

the general economic situation were to
significantly deteriorate.

We will be able to issue covered bonds going
forward, which not only expands our sources
of financing but which also can reduce
Bluestep’s financing costs, benefiting both
the Company and our stakeholders.

We are looking ahead, refining and improving
what we are already good at. We listen to

our customers and make sure to do even
better when there is an opportunity. We have
the ability to expand our offering if we see a
demand for new types of mortgage products.
In Sweden we launched a new type of
mortgage for borrowers aged 60 and above
during the year, and this is a good example.

Thanks to sound risk management, we are
able to offer financial solutions to more
people in the form of various types of
mortgages. Bluestep has a sense of pride
and exhibits true social responsibility.
Therefore the Board of Directors and senior
management aim, together with all of our
employees, to responsibly continue growing
Bluestep into an ever more important player
in the Nordic mortgage market.

Sincerely,
Per-Arne Blomquist

Bluestep | Annual Report 2019




This is Bluestep

Bluestep is a complement to the traditional
banks in the mortgage market. Since the
company was founded in 2005, we have helped
thousands of customers in Sweden and Norway
to finance their housing in a sustainable way.

Bluestep is a Nordic bank specialized in
creating value by offering mortgages. We

take the time to understand and consider the
customer’s entire situation. We attach great
importance to the customer’s prospects rather
than just looking at their history. We don’t
believe that credit history alone reflects a
customer’s entire situation and ability to pay.

Mortgage loans from Bluestep enable more
people to purchase a home. The loans also
help customers to consolidate debt in order to
reduce their monthly costs. Our commitment
enables more people to be included, rather
than excluded from economic progress.

Lending operations in Sweden was established
2005 and launched in Norway in 2010.
Operations in Finland will commence during

Purchasing a home

2020. Bluestep has gradually expanded the
array of products offered since the start of the
business in 2005. Bluestep also offers savings
accounts with attractive and competitive rates
of interest.

How does this work?

The foundation of the business is a sound
and thorough credit process which creates
added value both for Bluestep as well as

for our customers. We are able to offer
mortgage loans to customers that many other
organisations do not want to spend time and
resources on. This makes us a complement to
the traditional banks rather than a competitor.

Bluestep’s employees are very involved in
the process, and every loan applicant are
assigned their own contact person. We

devote a great deal of time to understanding
the customer’s financial situation, and we
want to be able to judge fairly whether it is
possible for Bluestep to approve the loan the
customer is applying for. A deeper customer
understanding allows Bluestep to ensure
each customer’s ability to pay both principal
and interest when the loan agreement is
signed.. At the same time, Bluestep verifies the
customer’s ability to pay even if interest rates
were to increase in the future. We take time
during the application process to help the
customer understand the effects the new loan
will have on the household budget.

The types of loans we offer

Bluestep offers various types of mortgages.
Mortgages may be offered to customers

who want to buy a new home, as well as to
customers wishing to increase their mortgage
for purposes such as paying off other more
expensive loans or renovating their existing
home. The customer’s interest rate depends
on income and expenses, their credit history
and other loans they may have. The decisions
rest on a strong foundation of the customer’s
future prospects and opportunities. It is
possible to use one’s home as collateral when
borrowing, as long as the loan-to-value ratio
of the home is below 85% of its total value.
Interest and principal payment costs will
ordinarily be lower than for an unsecured loan.

Thanks to our continuous development of the
products we offer, we have been able to reach

Our customers

new customer segments in both Sweden and
Norway successfully.

In Norway Bluestep has launched a second
mortgage product that enables customers
to take out a mortgage with Bluestep while
retaining their original mortgage at another
bank. This enables them to increase their
mortgage rather than taking out a more
expensive unsecured loan.

A new specialised loan product for customers
in Sweden over 60 who own their homes

but whose disposable income or pension is
insufficient to keep up with interest payments
was launched. The loan enables these
customers to remain in their homes while
freeing up value from their homes to make
everyday life more pleasant. The customer can
choose either to receive one single payout,
or set monthly payouts. Interest is not paid
monthly; instead, it is added to the loan and
not claimed until the customer leaves the
home. Bluestep guarantees that the customer
may remain in their home and that the loan
may never exceed the sale price of the house.

In 2019 Bluestep also offered unsecured
personal loans. In mid-February 2020 a
decision was made to place more
emphasis on the strategy to
concentrate on mortgage lending,

and Bluestep therefore stopped

offering personal loans as part

of this decision.

o~ P |

Gig economy Refusal from banks

employees dreaming of due to need for future earnings, collateral

owning their own manual review value and ability to mortgage market due to economic growth, More
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Bluestep’s employees

Working at Bluestep means fulfilling a social function and
creating a positive atmosphere for others. Our employees help
people with mortgages and financing solutions that lead to
social and economic inclusion.

Our core values are: Professionalism, Respect,
Drive and Difference. We are stronger together,
and we work as a team where diversity and
differences contribute to solidarity. Our
employees speak more than 20 different
languages and differing experiences are

viewed as an asset. Bluestep strongly believes

that a workforce with a diverse range of
experience is crucial to success. As Bluestep
grows and its geographical and product
ranges expand, this provides professional
opportunities for those employees wishing to
take on the challenge.

We've asked some of our employees to tell us a bit about
themselves and what it’s like to work at Bluestep

Fanny Engstrémer
Finnson, 34
Bolanespecialist i
Sverige

Tell us about your job and why
you decided to work at Bluestep:

| am a Mortgage specialist for our new
mortgage product, the "New Senior
Loan”. There is a strong emphasis

on analysing the collateral while at

the same time we have a serious
responsibility as intermediaries to
explain the product clearly and
informatively to our customers. I've had
several different roles at the company
and | am really enjoying my time here.
This is now my fifth year. It is a friendly
place to work, and I'd actually like to say
that | don't often get the Monday blues
thanks to all of my wonderful customers
and co-workers.

What'’s the best thing
about your job?

We speak to customers every day and
we hear many of their life stories. At
other times we answer detailed financial
and legal questions, and then go on

to planning the next trade fair we will
attend. This level of variety is what | like
about this job.

What are your sources

of motivation?

| feel that this is where | can make
a difference and benefit society, if
only on a small scale, and this feels
important to me.

Daniel Almgren, 42
Valuation and
sustainability
manager
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Tell us about your job and why
you decided to work at Bluestep:

| am in charge of advancing our
strategic and operational sustainability
efforts. | decided to work at Bluestep
because its business concept of
financial inclusion and the social benefit
this provides appeals to me.

What'’s the best thing
about your job?

The opportunity to be heard and to
make a difference, as well as to work in

a field | care deeply about which makes
me proud.

What are your sources
of motivation?

I'm motivated by helping people and
creating customer value, and being able
to use my skills to achieve something
positive for Bluestep, our customers
and society.

Sakib Hossain, 29
Mortgage centre
in Sweden

Tell us about your job and why
you decided to work at Bluestep:

| work at the mortgage centre, and

| am the first person customers will
interact with. My job involves screening
various potential customers and then
forwarding them through the mortgage
process. | started working at Bluestep
as I'm very interested in the mortgage
market. | know how difficult it can be

to obtain a mortgage, since | recently
bought my first home and wanted to
learn more about what it’s like to be on
the other side of the equation.

What'’s the best thing
about your job?

The best thing about my job is my
wonderful colleagues who always
support me and teach me new things.
Arriving at the office in the morning,
experiencing the positive energy from
my colleagues is something unique that
| haven't felt at other workplaces in the
past.

What are your sources

of motivation?

| get motivation from my colleagues and
from getting the chance to improve the
lives of families in difficult situations.

It's with joy | hear what a difference

we make, and this makes me want to
continue helping even more people.

Kejal Tahvili, 31
Mortgage specialist
in Norway

Tell us about your job and why
you decided to work at Bluestep:
My job is to help customers find a
better solution for their financial
situation to make their lives easier. |
decided to apply for a job here after

a Bluestep employee recommended
working here. It seemed like a job that
would be exciting and different to the

one | had perviously.

What'’s the best thing

about your job?

The best thing about the job is the
team spirit at the company. Our
employees are extremely diverse,

with differing backgrounds. We can
communicate with our customers in

more than 20 different languages!

What are your sources

of motivation?

| am motivated by helping people
who are facing a difficult situation. We
are the market leader in an industry
that provides a service that can really
improve customers’ life situations,
and that is also very rewarding. At

the same time, Bluestep is a growing
company with many opportunities for
professional growth!

Olle Westerlundh, 58
Mortgage specialist
in Sweden

Tell us about your job and why
you decided to work at Bluestep:

| work as a mortgage specialist
processing loans to older borrowers
(60+) who own their own homes. | work
at Bluestep because | want to work at a
smaller company that is growing.

What'’s the best thing

about your job?

The best thing about my job is that
my customers are seniors and my
colleagues are knowledgeable, helpful
and pleasant to work with. | can get
help and learn a lot when different
groups of people sit nearby one
another.

What are your sources

of motivation?

| get motivated by the chance to
participate in Bluestep’s change and
development process. | still have a lot
to learn and many customers’ situations
are improved thanks to help from
Bluestep.
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Brand and

visual identity

In 2019 Bluestep launched its new brand
platform. Changing the perception of a brand
takes time, but it was possible to see several
positive effects of the relaunch during the year.

Our customers and the
challenge we face together

Ever since the company was founded, we
have persistently cultivated our brand and
our niche in the mortgage industry. We
created a completely new segment as a niche
bank specialising in mortgages! Bluestep is
and will always be a complement to traditional
banks by being able to offer more people

the possibility of a secure future. We want

our marketing to be inclusive. More people
should feel that there is a smart choice: take
a step towards security.

We know that our industry is complicated
and difficult to understand for many people.
We also know that a mortgage is often a
requirement to be able to buy a home or
take care of personal finances, leading to
social and economic inclusion. This is where
Bluestep’s objective to become known for
our work on financial inclusion lies. The
majority of people are aware of Bluestep, but
knowledge of what we offer is relatively low. If
awareness is high but knowledge of what we
do and offer is low this increases the risk of
misconceptions.

That was our starting point when we launched
our new brand in the spring of 2019. We have
decided to be the secure, pleasant and smart
mortgage specialist for customers with non-

permanent employment and those wishing to
organise their finances.

Additional customer needs have arisen

in recent years as patterns of living and
employment have changed. This is a clear
social trend that we at Bluestep believe will
continue and even grow more pronounced
in the future. More people will choose an
alternative form of employment while also
wanting to purchase a home. This makes our
offering even more relevant.

The new visual identity, new website and
marketing with the advertising concept “‘A
step towards security” was rolled out in
2019. The marketing conveys our message:
Bluestep makes it possible for people to get
ahead. To take a step towards security.

Our strategic emphasis on being a mortgage
business was made clearer by ceasing to
offer personal loans in February 2020.

Bluestep from a capital

markets perspective

Bluestep has a variety of outstanding fixed income instruments.

Sustainable actions that offers
financial inclusion

Highlighting a
selection of capital

markets perspective
advantages

We are striving for the financial inclusion of

more people in society. Changing forms of
employment where we find people such as the
self-employed, substitutes and freelancers with
no permanent employment are becoming more
common, and these people are also seeking the
opportunity to borrow money for their homes but
their applications are often denied by traditional
banks. We look at the customer’s prospects and
ability to pay in the future rather than only looking
at their credit history, and we are able to offer
them mortgages if the conditions of the credit
assessment process are met. Our mortgages thus
help increase equal opportunity and security, as
well as economic growth in society.

Nordic exposure with
low credit losses

Bluestep is a Nordic mortgage bank. Its credit
assessment process is based on risk assessment
using strong underlying data. Its mortgages are .
secured by collateral in private homes. There is a A Stro_ng capital
high level of payment ethics in the Nordic region, situation
which is demonstrated by the Bank’s low credit

losses. In 2019 credit losses for the mortgage

portfolio amounted to 011%. A strong capital situation with a Common Equity

Tier 1 ratio of 17%. Our long-term objective is
to have a Common Equity Tier 1 ratio of at least
16%. This means that Bluestep is well equipped
to face the future, even if general economic

A strong liquidity reserve and
conditions were to deteriorate significantly.

access to diversified funding

Bluestep has a strong liquidity reserve with a
361% liquidity coverage ratio for the consolidated
situation. Bluestep uses multiple diversified
sources of funding to finance its business in order
to minimize financing risk: equity, deposits from
the public in both Sweden and Norway, a credit
facility, RMBSs and an MTN programme. In the
future we will also be able to issue covered bonds
through our established MTCN programme.

2016 2017 2018

An MTN programme that allows the Bank to issue senior unsecured bonds was established at the end of 2018,
and currently there are two bonds outstanding with a total value of SEK 2m. In February 2020, Bluestep’s rating
was upgraded to Baal with positive outlook by Moody’s. There are also two RMBSs (Residential Mortgage
Backed Securities) totaling SEK 1,901m. In November 2019 the Bank received a licence from the Swedish
Financial Supervisory Authority to issue covered bonds pursuant to the Covered Bonds Issuance Act (SFS
2003:1223). Bluestep’s covered bonds have been assigned an expected rating of Aal by Moody’s.
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Administration report

Bluestep Bank AB (publ) (“the Bank”) also called
“Parent”), corporate identification number 556717-
5129 with its registered office in Stockholm, hereby
submit the annual report and the consolidated
financial statements for the financial year from 1
January 2019 to 31 December 2019. The group
comprise the wholly-owned subsidiaries: Bluestep
Finans Funding No 1 AB (“BFF1”), corporate
registration number 556791-6928, with its
registered office in Stockholm, Bluestep Mortgage
Securities No 2 Designated Activity Company
(“Step2”), corporate registration number 522186,
with its registered office in Dublin, Bluestep
Mortgage Securities No 3 Designated Activity
Company (“Step 3”), corporate registration number
550839, with its registered office in Dublin,
Bluestep Mortgage Securities No 4 Designated
Activity Company (“Step 47), corporate registration
number 596111, with its registered office in Dublin
and Bluestep Servicing AB (“BSAB”), corporate
registration number 556955-3927, with its
registered office in Stockholm. All the financial
information is provided for the Group if not

other is state, while the regulatory information
refers to the legal person Bluestep Bank AB

or the Consolidated situation which Bluestep
reports to the Swedish Financial Inspection.

The Consolidated situation consists of Bluestep
Holding AB (“BHAB”), the Bank, the Branch, BSAB,
BFF1, Step 2, Step 3 and Step 4.

Operating income

Consolidated profit

The full year refers to 1 January - 31 December
2019 compared with the same period in the
previous year.

Operating profit

Consolidated operating profit increased by 29%
and amounted to SEK 275m (SEK 212m). The
increase is primarily due to increased lending and
more cost-effective financing.

Net interest income

The Group’s net interest income increased by 14%
to SEK 819m (SEK 717m). The increase is driven by
growth in lending volume and more cost-effective
financing.

Operating expenses

The Group’s expenses increased by 6% to SEK
514m (SEK 484m). The increase was due to higher
lending, investments in the brand and product
and process development. C/I ratio before credit
losses declined to 60.6% (64.8%).

Employees

The average number of employees in the Group
during the year amounted to 274 (243),

SEK Millions 2019 2018 Change %
Net interest income 819.0 718.2 14%
Net result of financial transactions 17.9 14.2 27%
Other operating income 11.5 13.6 -15%
Total operating income 848.5 746.0 14%
Operating expenses

SEK Millions 2019 2018 Change %
Staff costs -244.4 -226.2 8%
Administration costs -232.2 -209.7 11%
Depreciation and impairments -37.6 -47.6 -21%
Total operating expenses -514.3 -483.6 6%
Credit losses

SEK Millions 2019 2018 Change %
Actual losses -60 -50 19%
Total bad debt charge in relation to average loan book* 0.37% 0.35% 7%

'For definition of alternative performance measures , please refer to page 93.
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of which 72 (58) were employed by the Branch
Office. This increase was driven by operating
growth, investments in business and product
development and development of the Company’s
IT platform.

Loan losses

Consolidated net credit losses amounted to SEK
60m (SEK 50m). The increase was driven by
higher reservations for future credit losses due to
the growth in lending. The total credit loss level
was 0.37% (0.35%), and for mortgages it was
0M% (0.12%).

Group contribution

The Board of Directors of BHAB (which owns
100% of the Bank) had a wish of a proposal of a
dividend of SEK 671m to the AGM. This proposal
was withdrawn due to the guidelines published
by the Swedish Financial Supervisory Authority
resulting from the coronavirus. The Bank made

a Group contribution of SEK 85.3m (before tax)
to BHAB through its previous dividend proposal.
The Group contribution should be viewed in
light of the capital situation, the macroeconomic
prospects and the Group’s earning capacity.
The Bank’s long-term capital target is to have

a Common Equity Tier 1 ratio of at least 16%. A
Group contribution of SEK 115.2 was furthermore
made to the Bank by BFF1.

Taxes

The tax expense amounted to SEK 43.6m (SEK
50.3m), which is equivalent to an effective tax rate
of 231% (23.7%).

Financial position
Per 31 december 2019 jagmfért med samma datum
féregéende ar, om inte annat nédmns

Lending

Consolidated total lending to the public increased
by 11.0% and amounted to SEK 16,124m (SEK
14,522m).

Capital base and capital adequacy

Common Equity Tier 1 capital ("CET1”) amounted
to SEK 1,475m (SEK 1,303m) for the consolidated
situation. This is equivalent to a CET1 ratio of
17.9% (17.56%). Common Equity Tier 1 capital for the
Bank amounted to 1,494 Mkr (1,413 Mkr), which is
equivalent to a CET1 ratio of 21.4% (22.8%). The
total capital requirements under Pillar | amounted

Credit Losses'’

2015 2016 2017 2018 2019

r 080%
F 0,70%
t 0,60%
- 050%
- 0,40%
- 0,30%
- 020%
F 0,10%
L 0,00%

Hm Credit losses (SEK millions) ——Credit losses (% of Loan book)

'The credit losses increased beginning in 2018 due to the

transition to IFRS9.
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to SEK 660m (SEK 597m) for the consolidated
situation and SEK 560m (SEK 496m) for the
Bank. For further more detailed information on
the capital and capital adequacy at year-end, see
Note 29. See the definition of the consolidated
situation under "Ownership and definitions” on
page 18.

Return on equity

Return on equity amounted to 14.1% for full-year
2019 (13.0%).

Financing

The Group’s sources of financing consisted of
equity, deposits from the public in Sweden and
Norway, a contracted credit facility and issuing of
RMBSs ( Residential Mortgage Backed Securities,
i.e. bonds backed by underlying Swedish
mortgage assets as security via the wholly owned
subsidiaries Step 3 and Step 4) and senior non-
covered bonds. In November 2019 the Bank
received a licence from the Swedish Financial
Supervisory Authority to issue covered bonds
pursuant to the Covered Bonds Issuance Act (SFS
2003:1223).

Borrowing

An RMBS transaction (Step 2) was repaid during
the year. In combination of continual repayment

of outstanding transactions (Step 3 and Step 4),
RMBS borrowing declined to SEK 1,901.1m (SEK
3,233.7m). The outstanding volume of non-covered
bonds issued under the Bank’s MTN programme
increased during the year to a total of SEK
2,000m (SEK 200m). The SEK 2,000m secured
credit facility was fully utilised at year-end as in
the previous year.

External funding sources

RMBS

1% MTN

Warehouse facility
12%
NOK Deposits

N% m SEK Deposits
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Deposits

Total deposits from the public amounted to SEK
11,421m (SEK 10,417m) at year-end, an increase
of 9.6%. SEK 7105m (SEK 5,884m) of this amount
consisted of deposits at the Branch Office, which
is equivalent to a 20.8% increase. The deposit
products offered to customers in Sweden are
covered by the Swedish government deposit
guarantee, which amounts to SEK 950,000. In
Norway deposit products are covered by the
Norwegian deposit guarantee, which amounts

to NOK 2,000,000 via the Norwegian Banks’
Guarantee Fund.

Credit rating

In June 2019 the Bank received a rating of Baa2
with a stable outlook from Moody'’s.

Liquidity

At year-end the Group’s liquidity reserve
amounted to SEK 2,674m (SEK 2,556m), of which
SEK 1,936m (SEK 1,863m) was held at credit
institutions, SEK 532m (SEK 525m) consisted of
covered bonds issued by Swedish and Norwegian
credit institutions, SEK 205m (SEK 167m)
consisted of Swedish and Norwegian government
bonds and SEK 1m (SEK 1m) was invested in bonds
issued by other European governments. All bond
investments were made in bonds rated AAA/Aaa.
The Bank’s liquidity reserve amounted to SEK
2,071m (SEK 1,955m).

The liquidity coverage ratio (LCR) for all currencies
in the consolidated situation amounted to 361%
(324%) at year-end. The net stable funding ratio
(NSFR) amounted to 118% (111%) at year-end.

Liquidity reserve, the Group

8%

20% Sovereign Debt
Covered Bonds

Credit Institutions

72%

Five-year overview

Key figures | the Group
Operating Income (SEK m)
Gross revenue / Lending portfolio?
Operatng revenues?

Credit losses (%)?

CET1?

CET1(%)?

Return on Equity'?

Return on Assets?

Liquidity Reserve (SEK m)
Deposits from the public (SEK m)
External Funding (SEK m)
Lending portfolio (SEK m)
Leverage Ratio

Average number of employees

2019 2018 2017 2016 2015
274.5 212.2 250.8 212.2 150.6
7.5% 7.5% 7.4% 7.3% 7.7%
5.5% 5.3% 5.3% 5.3% 5.2%
0.37% 0.35% 0.25% 0.23% 0.37%
1,474.9 1,303.0 1,063.8 914.7 746.3
17.87% 17.45% 15.02% 15.00% 14.58%
14.1% 13.0% 19.4% 19.8% 17.2%
1.5% 1.2% 1.6% 1.6% 1.4%
2,674 2,556 3,030 2,077 2,178
11,421.4 10,416.6 10,418.6 9,504.4 7,186.8
5,901.1 5,432.6 4,831.3 3,404.0 3,675.6
16,124.4 14,521.7 12,366.0 9,918.0 8,344.0
7.7% 7.5% 6.4% 6.5% 6.3%
274 243 227 187 176

'A shareholders’ contribution of SEK 200m was made in 2018, which had a negative effect on return on equity

2See page 93 for definitions of alternative performance measures.

Significant events after the end of
the financial year

+ In January 2020 the Bank contracted a new
SEK 2,000m credit facility with a final maturity
date in October 2020. The primary reason
for obtaining the credit facility was the Bank’s
licence to issue covered bonds.

- In February BFF1 repaid an existing SEK 2,000m
credit facility. The Bank acquired mortgages
valued at SEK 2,316m from BFF1.

+ +On 15 January 2020 Erik Walberg Olstad took
over legal responsibility for the Norwegian

business as branch manager in addition to his
role as COO.

- The Finnish Branch Office was registered with
the Finnish Patent and Registration Office in
January 2020.

- In February 2020 the Bank ceased offering
personal loans and placed more emphasis on its
strategy to concentrate on mortgage lending.

In mid-February 2020 Moody’s upgraded the
Bank to Baal from Baa2 and upgraded the outlook
from stable to positive.

The coronavirus (COVID-19) affects society

and means a high degree of uncertainty,
resulting in market volatility. Bluestep is following
developments closely and has taken safety
precautions. Provisions for credit losses did not
change significantly during the first quarter of
2020, and the Bank’s capital situation remain
strong. We are seeing healthy demand for

our mortgages and we continue to assist our
customers.

Organisation and operations

Bluestep Bank AB (publ) is a joint-stock bank
under the supervision of the Swedish Financial
Supervisory Authority. The Bank’s head office is
located at Sveavéagen 163, SE-104 35 Stockholm,
Sweden.
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Ownership and definitions

BlueStep Holding AB has been owned by EQT VI
since November 2017. The ownership structure
and definitions used are detailed below:

« Bluestep Holding AB (“BHAB")
Owns 100 percent of Bluestep Bank AB

- Bluestep Bank AB (publ) (“the Bank” also called
“the Parent Company”)
Parent Company of the Bluestep Bank Group
(“the Group”)

- Bluestep Bank AB, Oslo branch office (“the
Branch Office”)
Norwegian branch office for the Norwegian
deposit and lending operation

- Bluestep Bank AB, the branch office in Finland
("the Finnish Branch Office”), was registered in
January 2020
Finnish branch office for the Finnish lending
operation

+ Bluestep Finans Funding No 1 AB (“BFF17)
Financing company, 100 percent owned by the
Bank

- Bluestep Mortgage Securities No 2 Designated
Activity Company (“Step 2”)
Previous financing company in liquidation. 100
percent owned by the Bank

- Bluestep Mortgage Securities No 3 Designated
Activity Company (“Step 3”)
Financing company, 100 percent owned by the
Bank

- Bluestep Mortgage Securities No 4 Designated
Activity Company (“Step 4”)
Financing company, 100 percent owned by the
Bank

- Bluestep Servicing AB (“BSAB”)
Deposit and lending administration, 100 percent
owned by the Bank

Bluestep operates in Sweden and Norway, with
the Norwegian operation managed via the Branch
Office. The Group is Sweden’s and Norway'’s
largest mortgage lender in its sector, and its core
business is to engage in lending activities. The
business is financed by deposits from the pubilic,
equity, a credit facility, issuance of securities
backed by underlying assets (via the wholly owned
subsidiaries Step 2, Step 3 and Step 4) and senior
unsecured bonds.

All financial information is provided for the

Group unless stated otherwise, while regulatory
information refers to the legal entity Bluestep
Bank AB (publ) or the consolidated situation

that Bluestep reports to the Swedish Financial
Supervisory Authority. The consolidated situation
at 31 december, 2019, consists of BHAB, the Bank,
the Branch Office, the Finish Branch Office, BSAB,
BFF1, Step 2, Step 3 and Step 4.

Branch offices outside Sweden

The Bank operates in Norway through its
Norwegian branch office. The Bank is one of

the leading lenders in the specialised mortgage
market in Norway, and it will finance its Norwegian
operation primarily through deposits from the
public in Norway, issuance of bonds and its own
funds in the form of equity. The branch office is

Bluestep Holding AB (Sweden)

Bluestep Bank Group

e el e e e e e -
I
Bluestep Bank AB (publ), Bluestep Bank AB (publ),
Bluestep Bank AB bl), (Swed
I filial i Finland (Finnish branch) uestep Bank AB (publ), (Sweden) Filial Oslo (Norwegian Branch)
I
|
|
| Bluestep Servicing AB Bluestep Finans Funding Bluestep Mortgage Bluestep Mortgage Bluestep Mortgage
(Deposit and Loan No.1 AB Securities No.2 DAC Securities No.3 DAC Securities No.4 DAC
I Administration) (Funding DAC) (Funding DAC) (Funding DAC) (Funding DAC)
I
L
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also eligible to receive internal loans from the
Bank. At the end of August the Bank submitted

an application to establish a branch office and
pursue mortgage operations in Finland. This was
noted by both the Swedish and Finnish Financial
Supervisory Authorities before the end of the
year. The Finnish Branch Office was registered in
January 2020. The initiation of lending operations
in Finland is proceeding.

Significant regulatory changes

The Bank is applying the new accounting standard
IFRS 16 Leases for the 2019 financial year. IFRS

16 supersedes IAS 17 Leases and its associated
interpretations. The standard is applicable
beginning on 1 January 2019 and has been
adopted by the EU. The standard entails new
disclosure requirements for lessees as well as
affecting the balance sheet and income statement.
This annual report is otherwise prepared in
accordance with the same accounting policies and
calculation methods that have been applied since
the 2018 annual report.

The Bank has chosen to prepare the statutory
sustainability report and corporate governance
report separately from the annual report pursuant
to the Swedish Annual Accounts Act Chapter 6
Section 6 and Chapter 6 Section 11. The corporate
governance report and sustainability report are
not part of the administration report; instead, they
appear on pages 81-86 of this document.

1st Line of defense Business operations

Risk Management & Compliance Functions
- Functions that monitor and independently
control risks and compliance

2nd Line of defense

Internal Audit
3rd Line of defense

oversight of 1st and 2nd lines

- Functions that own and manage risks and compliance

- Functions that provide independent

Risk Management

To manage identified risks, the Bank has created a
framework for managing risk and capital through
principles, organisational structures and valuation
and supervision processes tailored to the
activities of the business. The framework consists
of the following:

(i) the Board of Directors performs the overall
supervision of risk and capital management;

(i) the Bank operates a three lines of defense
management model;

(iii) risk strategy and risk tolerance are defined
based on strategic plans to combine risk, capital
and performance targets;

(iv) all major risks are managed via risk
management processes, consisting of credit risk,
market risk, operational risk and liquidity risk;

(v) modelling and measurement approaches for
quantifying risk and capital requirements are
implemented in all the major risk classes, while
other risks such as business risk, strategic risk
and reputational risk are assessed and quantified
during the internal capital and liquidity adequacy
assessment process (“ICLAAP”); and,

(vi) effective processes and policies are
established in order to implement the identified

<
g
2
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External Audit

Regulator
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risk management processes and constitute a
critical component of the Bank’s risk management
capability.

Delegation of risk and control responsibility - the
three lines of defense model

The Bank’s risk management, risk control and
compliance processes are based on the three
lines of defense approach allocating roles and
areas of responsibility. This approach aims at
achieving satisfactory risk management with
effective risk control and compliance.

The three lines of defense are the foundation of
the Bank’s model for risk management, risk control
and compliance. Under this model, the first line of
defense consists of the business units, which own
and manage risks and compliance with laws and
regulations as well as internal policies. The second
line of defense consists of the risk management
and compliance functions, which are independent
from the business units and which monitor and
independently control risks and compliance
within the Bank. The third line of defense consists
of the function for independent review and
oversight, which ensures internal control. The
internal auditors perform the work of the third

line of defense on a regular basis. The Bank has
appointed KPMG to manage the Bank’s internal
audit function. The internal audit function reports
directly to the Board of Directors.

The Board of Directors bears the ultimate
responsibility for the Bank’s risk level and risk
management system, and for ensuring that the
Bank has adequate controls in place. The Board
of Directors provides directives to the CEO by
means of policies, with respect to governance,
management, control and reporting of risks,

as well as issuing policies and instructions.

The Board of Directors is thus responsible for
the Bank’s risk management system and must
ensure that the Bank has appropriate internal
controls in place. The Board of Directors has
established a committee, the Audit, Risk and
Compliance Committee (“ARCCQO”). The ARCCO is
continuously monitoring the quality of the Bank’s
financial reporting, the quality of its corporate
governance, internal control, compliance, risk
control and internal audit.

The Board of Directors has resolved to appoint a
Chief Risk Officer (“CRO”) who is responsible for
the identification, assessment, management and
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reporting of risks within the business that arise in
all business lines and all types of risks within the
organisation. As part of second line of defense,
the CRO reports directly to the CEO and the
Board of Directors.

The Bank’s risk management system is
complemented by three CEO committees, the
Risk and Compliance Committee (“RiCQ”), the
New Product Approval Process Committee
(“NPAP”) and the Asset and Liability Management
Committee (“ALCO”). RiCO’s objective is to
improve and promote a strong risk management
culture, and to strengthen the Bank’s risk
management processes and controls by assisting
the business in the management of operational
and compliance risks. The NPAP is an established
process for approving new or altered products,
procedures or systems, where their risks are
presented, analysed and evaluated. The ALCO
assists the business in the management of
balance sheet-related risks. These risks are
primarily interest rate risk, liquidity risk, currency
risk and credit risk.

Capital Management

The Board has set the Bank’s capital target
based on regulatory requirements and internal
assessments of the Bank’s capital requirements.
The capital target is set based on the Bank’s
capital policy.

Capital requirements and
capital adequacy

The statutory minimum capital requirement
means that the Bank’s total capital base must
amount to at least 8 percent of the risk-weighted
exposure for Pillar | risks, such as credit risk,
operational risk, credit valuation adjustment risk
(“CVA”) and market risk. In addition, the statutory
capital requirements encompass the estimated
capital requirements for the additional Pillar

Il risks within the Bank’s business identified in

the ICLAAP, as well as for the combined buffer
requirements. The Bank maintains this minimum
capital level of 8 percent of the risk-weighted
exposure amount and has sufficient capital to
always meet the capital requirements of the Pillar
Il framework. The Bank is furthermore required to
hold capital buffers in the form of CET1 capital,
namely the capital conservation buffer and
countercyclical capital buffer, which the Bank also
continually adheres to. Moreover, the Bank holds
an extra amount of capital to reduce the risk of

breaching the regulatory requirements due to
unexpected revenue volatility. This is an internal
target or internal buffer, and thus not a regulatory
requirement. Consequently, the Board of Directors
has established a long-term CET1 ratio target of
16% and a minimum CET1 ratio of 15%.

The Bank allocates capital for Pillar | and Pillar

Il risks. Risks under Pillar Il are assessed in the
Bank’s ICLAAP. The Bank’s ICLAAP takes the
capital limits and targets set out in the Bank’s
capital policy into account, allowing the Bank to
assess its capital requirement and, if capital is
needed for the Bank to meet all requirements
and buffers, provides the Bank with alternatives
for obtaining capital that properly support all
relevant current and future risks in the business
for an upcoming period of three years, based on
the Bank’s strategy and business plans. The capital
policy is reviewed at least once per year and
revised as needed.

The Bank continually monitors its ICLAAP

and updates it at least once per year or more
frequently if there are substantial changes in

the conditions upon which the assessment of
the need for capital or liquidity was based, to
ensure that the risks are properly considered and
reflect the Bank’s actual risk profile and capital
requirements. The ICLAAP is adopted by the
Board of Directors.

As part of its capital planning, the Bank has also
established a recovery plan in accordance with
the EU bank recovery and resolution directive
(“BRRD”) and the Swedish Financial Supervisory
Authority’s regulations (FFFS 2016:6) regarding
recovery plans, group recovery plans and intra-
group financial support agreements. The recovery
plan describes and defines the Bank’s strategy to
prevent capital risks the Bank could face. The Plan
is reviewed at least once per year.

Method

The Bank allocates capital for its Pillar | risks
based on a standardised method for each risk.
The risk exposure amount for credit risks is
calculated by risk weighting the Bank’s asset
items against different risk classes. The allocation
between risk categories and underlying risk
weightings depends on the type of exposure and
counterparty. The total risk-weighted exposure is
multiplied by 8 percent to calculate the minimum

capital requirement for credit risks. In accordance
with the standardised approach to operational
risks, the Bank’s all business lines are classified as
retail business, where the capital requirement is 12
percent of the average net operating income for
the last three financial years. The Bank also applies
the standardised approach to the calculation of
capital requirements for both market risks and CVA
risks.

Pillar Il capital requirements are allocated based
on the following methods:

- Concentration risk: The Swedish Financial
Supervisory Authority’s methods

- Interest rate risk for the banking book: The
Swedish Financial Supervisory Authority’s
methods

- Pension risk: The Swedish Financial Supervisory
Authority’s methods

- Business risks, strategic risks and reputation
risks: internal methods

- Liquidity risks: internal methods

Liquidity Management

The daily management of liquidity risk is
performed by the Bank’s Treasury function. The
Bank’s risk appetite is low, which is why the Bank
maintains significant excess liquidity in a liquidity
reserve. The Bank measures its liquidity reserves
in both expected and stressed scenarios to
verify that the minimum liquidity requirement is
maintained. The minimum liquidity reserve is set
by the Board of Directors. Internal indicators are
also used, in order to detect deviations from the
expected liquidity development at an early stage.
Contingency plans have also been established to
enable rapid responses to mitigate risks related to
the size of the liquidity reserve.

Liquidity risk is measured and reported daily to
senior management. The daily reporting covers
the level of the Bank’s liquidity reserve and its
composition, under both expected and stressed
scenarios. The Bank’s CEO reports monthly to the
Board of Directors regarding liquidity management
and liquidity risk. The Bank’s CRO is the central
function for independent control of liquidity,
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and reports to the Board of Directors and CEQ.
Independent control regarding the liquidity
management is also performed within the internal
audit framework. The reports show key figures
concerning liquidity risks such as the liquidity
reserve, liquidity coverage ratio (“LCR”) and net
stable funding ratio (“NSFR”).

The size and composition of the liquidity reserve
are regularly analysed and evaluated against
estimated emergency needs in the Bank’s ICLAAP
which addresses liquidity shortfalls in emergency
situations.

The LCR measures the extent to which the Bank
has sufficient high-quality liquid assets to cover
its need for liquidity in stressed situations over
the next 30 days. The Bank complies with the
LCR requirement on a consolidated basis for

all currencies and separately for each relevant
currency: SEK, NOK and EUR. The Bank also
complies with the requirements for the NSFR,

Proposal for the appropriation of profits

which ensures that the institution’s long-term
assets are funded with a minimum level of stable
long-term funding. In addition to the LCR and
NSFR, the bank also uses internal measurements
and limits to ensure that liquidity risk is managed
in accordance with the Bank’s risk tolerance. The
internal measurements and limits are primarily
attributable to the size and composition of the
Bank’s liquidity reserve. The liquidity reserve is
set primarily in relation to the size and duration
of deposits from the public. In addition, there are
internal limits to ensure that the Bank can continue
to operate without liquidity injections over a
longer period.

The Bank has established a strategy that
diversifies both the source and duration of its
financing through; deposits from the public,
transactions of securities and issuance of
unsecured bonds.

For further information on liquidity risk, see Note 2.

Income Statement

The following profits are available for appropriation at the annual general

meeting
Non-restricted equity from previous years
Result of the year

Translation difference for the year, foreign operations

The Board propose that

the following be carried forward

1,341,762,123
128,362,912
7,340,392

1,477,465,427

1,477,465,427

1,477,465,427

The Board of Directors’ assessment is that the
Bank’s equity as stated in the annual report is
sufficient in relation to the size and risk of the
business. For information regarding the results
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and financial position of the Group and the Bank,
please see the following income statements and
statements of financial position, statements of
cash flow and supplementary disclosures.

SEK Millions Note 2019 2018 2019 2018
Operating income

Interest income calculated using the effective interest 1,153.4 10633 1,000.6 937.3

method

Other interesst income 9.8 6.5 59.8 70.8

Interest expense calculated using the effective interest 2491 213.9 _4025 _459.0

method

Other interest expenses -95.1 -138.8 -28.0 -34.5
Net interest income 4 819.0 717.0 629.9 514.5

Group contributions = - 115.2 85.4

Net result of financial transactions 6 179 15.4 -10.7 -4.5

Other operating income 7 11.5 13.6 85.0 10.7
Total operating income 848.5 746.0 819.4 606.1
Operating expense

General administration expenses 8,9,10 -476.7 -435.9 -484.8 -308.4

Depreciation on fixed assets 11,12 -37.6 -47.6 -215 -41.9
Total expenses -514.3 -483.6 -506.3 -350.3
Result pre credit losses 334.2 262.4 313.1 255.8

Credit losses, net 13 -59.7 -50.2 -57.4 -47.8
Operating profit/loss 274.5 212.2 255.7 208.0

Group contributions -85.3 - -85.3 -

Tax 14 -43.6 -50.3 -42.0 -50.3
NET PROFIT/LOSS FOR THE YEAR 145.6 161.9 128.4 157.7
Statement of Comprehensive Income
Net income 145.6 161.9 128.4 157.7
Items that may be reclassified to the income statement

Translation difference for the year, foreign operations 3.5 -0.3 3.7 -0.3

Whereof tax effect -0.8 0.1 -0.8 0.1

COMPREHENSIVE PROFIT/LOSS 148.3 161.7 131.3 157.4
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Balance Sheet Changes in Equity

SEK Millions Note 2019-12-31 2018-12-31 2019-12-31 2018-12-31 Group Share Translation  Shareholders’ Retained Total
SEK Millions capital reserve contribution earnings* equity
Assets
. N Opening balance 2018-01-01 100.0 4.6 363.7 641.1 1,109.4
Lending to credit institutions 15 1,935.6 1,862.8 1,333.4 1,261.9
i . Shareholder contributions* 200.0 200.0
Lending to the public 16 16,124.4 14,5217 13,735.2 11,976.9
o Result for the year reported via income statement 161.9 161.9
Derivatives 17 147.0 213.4 34.4 36.4
. . - Effect of transition to IFRS 9 -17.2 -17.2
Bonds and other interest-bearing securities 18 738.1 693.1 738.1 693.1
Tax effect due to t ition to IFRS 9 3.3 3.3
Shares and participations in associated companies 19 = - 4.7 4.7 axetrect due to transition to
Exch diff , forei ti -0.2 -0.2
Intangible assets 11 107.6 58.0 94.2 435 xchange dilierences, forelgn operations
Ending bal 2018-12-31 100.0 4.4 563.7 789.1 1,457.2
Tangible fixed assets 12 60.8 8.3 71 73 ncing balance
Other assets 20 105.4 108.8 780.1 815.4
Opening balance 2019-01-01 100.0 4.4 563.7 789.1 1,457.2
Prepaid expenses and accrued income 21 20.9 27.3 20.2 25.5 P 9
Tax assets 13.9 3.0 13.0 ~ Result for the year reported via income statement 145.6 145.6
Exch diff , forei ti 2.8 2.8
Total assets 19,253.5 17,496.4 16,760.3 14,864.8 xehange difierences, foreign operations
Ending balance 2019-12-31 100.0 7.1 563.7 934.6 1,605.5
Liabilities
Liabilities to credit institutions 22 2,000.0 1,998.9 1,487.8 2,631.8 Shareholders’ equity
Issued bonds 23 3,901.1 3,433.7 11,421.4 10,416.6 Restricted Non restricted
Deposits from the public 24 11,421.4 10,416.6 2,000.0 200.0 Fund for
o Parent Share development Translation Retained Total
Derivatives 17 171 38.1 171 255 SEK Millions capital fees reserve earnings* equity
Tax liabilities 14 B B . 03 Opening balance 2018-01-01 100.0 - 47 1,005.3 1,110.0
Other liabilities 26 219.8 722 169.3 821 Shareholder contributions* 200.0 200.0
Accrued expenses and prepaid income 25 88.6 798 765 515 Result for the year reported via income statement 157.7 157.7
Total liabilities 17,648.0 16,039.3 15,172.0 13,407.8 Effect of transition to IFRS 9 135 135
Tax effect due to transition to IFRS 9 3.0 3.0
Equi
quity Exchange differences, foreign operations -0.2 -0.2
Share capital 1000 1000 1000 1000 Ending balance 2018-12-31 100.0 - 4.4 1,352.5 1,456.9
Self-procured acquisition values = - 10.8 -
Translation reserve 71 4.4 73 4.4 Opening balance 2019-01-01 100.0 - 4.4 1,352.5 1,456.9
Shareholders’ contribution 563.7 563.7 1,3418 1,194.8 Result for the year reported via income statement 128.4 128.4
Retained earnings 789.1 6271 1284 167.7 Exchange differences, foreign operations 2.9 2.9
Result for this year 1456 161.9 1284 1877 The period's own accumulated intangible assets 10.8 -10.8 -
Total equity Ul 1,457.2 Beetid 1,456.9 Ending balance 2019-12-31 100.0 10.8 7.3 1,470.1 1,588.2

* itional sharehol ibutions. R fth itional sharehol ibuti j j isi
Total equity and liabilities 19,253.5 17,496.4 16,760.3 14,864.8 Conditional shareholder contributions. Repayment of the conditional shareholder contributions is subject to a decision made
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Cash Flow Statement Disclosures

SEK Millions Note 2019 2018 2019 2018
Operating activities C O nte nt
Pre tax income 274.5 212.2 255.7 208.0
274.5 2122 286.7 2080 Note 1. Accounting policies. ... 28
Adjustments for items not included in cash flow Note 2. Risk management 34
inerease in tangible fixed assets due (o 1FRS 16 40 - ) - Note 3. Operating SegMENTS ... 52
Depreciation 11,12 37.6 47.6 21.5 41.9 Note 4 Net interest income 53
Unrealised changes in value ° 84 o4 194 244 NoOte . LeaSINg 54
Creditlosses excluding recoveries e 1090 909 1022 985 Note 6. Net result of financial transactions 55
Total = ftems not includedin cash flow 702 1489 s 1098 Note 7. Other operating income 55
Note 8. General administration expenses ... 56
faxes pad 040 el 908 77 Not 9. Auditors remuneration and expenses 56
omarating oy o cperations before changes to 200.3 285.1 3435 2008 Note 10. Salaries and remuneration 57
Note 11. Intangible assets . . 59
Cash flow from changes to operating capital Note 12. Tangible fixed assets . 59
Increase (-)/decrease (+) of lending to the public -1,707.6 -1,025.1 -1,860.6 4119 Note 13. Credit losses net . 60
Increase (-)/decrease (+) of change in receivables 76.3 -12.4 42.7 -66.2 Note 14, Tax on Net resUlt 60
Increase (+)/decrease (-) of deposits from the public 1,004.8 -19 1,004.8 -19 Note 15. Lending to credit institutions ... 61
Increase (+)/decrease (-) of change in short term 50.2 217 185 -4.9 N ote. 16 I—endlng to. the pu bllC .................................................................................................. 61
opities Note 17. Hedge acccounting and derivatives 72
Cash flow from operating activities 86 rea asis 5207 Note 18. Bonds _gnd. .Q_t.h.e_.r. _l.n_ter.es.tf.beqqlng.sec;u.r_l.t!es ......................................................... 73
Note 19. Shares in associated companies ... .. 74
Investing activities Note 20, Other assets. ... 74
Decrease in intangible assets " o a0 eor 470 Note 21. Prepaid expenses and accrued.income ... 74
Decrease of tangible fixed assets 1 e e e s Note 22. Liabilities to credit institutions .. 75
Decroase of financial assots 18 79 s4s 64z as Note 23. Issued bonds 75
Note 24. Deposits from the public . 75
Cash flow from Investing activities 1124 976 1362 1125 Note 25. Accrued expenses and prepaid income ... .. /6
Note 26. Other liabilities 76
Financing activities Note 27. Assets and liabilities duration information. ... 77
Liabilities to credit institutions 22 11 1,451.1 656.0 -841.4 Note 28. Financial assets and liabilities . 79
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Note 1. Accounting policies

General information

The Annual Report was approved for publication
by the Board of Directors on April 22, 2020. The
income statement and balance sheet will be
presented at the Annual General Meeting for
adoption on April 22, 2020. The Bank is a wholly
owned subsidiary of Bluestep Holding AB, which
is also the ultimate Parent Company. The Bank’s

business is described in the Administration Report.

Compliance with standards
and laws

The consolidated financial statements have

been prepared in accordance with International
Financial Reporting Standards (IFRS) as adopted
by the EU and the Swedish Financial Supervisory
Authority’s Regulations and general guidelines,
FFFS 2008:25. The Group also applies RFR 1,
Additional Accounting Regulations for Groups
and related interpretations issued by the Swedish
Financial Reporting Board, and the Swedish
Annual Accounts Act for Credit Institutions and
Securities Companies (ARKL).

The Bank applies so-called legally limited IFRS,
and as a rule follows IFRS and the accounting
policies applied in the consolidated financial
statements. This means that all International
Financial Reporting Standards (IFRSs) endorsed
by the EU as well as accompanying interpretations
issued by the IFRS Interpretations Committee
(IFRIC) are applied as far as possible within the
framework of Swedish legislation and considering
the connection between reporting and taxation.
The Parent Company must furthermore observe
and prepare its annual report in accordance

with the Swedish Annual Accounts Act for Credit
Institutions and Securities Companies (ARKL),

the Swedish Financial Supervisory Authority’s
Regulations and general guidelines, FFFS 2008:25
and RFR 2 Accounting for Legal Entities issued by
the Swedish Financial Reporting Board.

The accounting policies below were applied
consistently to all periods presented in the
financial statements, unless otherwise stated.

m Bluestep | Annual Report 2019

Changes in accounting policies
due to new or amended IFRS

IFRS 16 Leases

On January 1, 2019, IFRS 16 Leases came into
force, replacing IAS 17. The standard was approved
by the EU in November 2017 for application to the
financial year beginning on 1 January 2019. The
new standard significantly changes the way lessee
are to account for leases. The implementation

of IFRS 16 Leases means that the concepts

of finance and operating leases are no longer
used for lessees. A new concept known as the
right-of-use asset will be used for assets, and a
lease liability will be recognised under liabilities.

In accordance with applicable regulations, the
Bank has only made exceptions for leases that
expire within 12 months and are considered non-
material, i.e. the estimated lease expense is less
than SEK 50,000. In brief, IFRS 16 is based on
the approach that the lessee is entitled to use an
asset for a specific period and is obligated to pay
for this right (the source of the right-of-use asset
concept).

The following leases are included in the Bank’s
IFRS 16 implementation: leases for premises,
company cars, office equipment and other items
that are leased. Due to the limited scope of

these items and their limited financial impact, the
Bank has studied the issue and concluded that a
thorough accounting of the key figures affected

is not necessary. The Bank has decided to use
the simplified approach for the relevant transition
period rather than the retrospective approach for
the same reason. This means that the calculation
of right-of-use assets is based exclusively on
ongoing leases beginning on 31 December 2018.
At the transition to IFRS 16 as of January 1, 2019,
the asset (rights of use) amounted to SEK 20.5m
and the lease debt to SEK 20.5m. Initially balanced
profits were not affected by any initial effect at the
transition. IFRS 16 does not apply to the Parent
Company.

Other changes in IFRS standards and
interpretations are not considered to have any
material impact on the Bank’s financial statements.

New and revised standards and interpretations
that have not yet come into force

Other changes in IFRS standards and
interpretations are not considered to have any
material impact on the Bank’s financial statements.

Estimations and critical
assessments

When preparing the financial statements in
compliance with IFRS, management must rely

on estimations and assessments that affect

the reported amounts of assets, liabilities and
disclosures of any assets and contingent liabilities
at the reporting date, as well as reported income
and expenses during the reporting period.

The Bank’s management makes assessments

and estimates to determine the value of

certain financial assets and liabilities. These are
attributable to financial instruments, loans to the
public and asset-backed bonds. The assessments
and estimations are based on historical experience
and several other factors that are deemed
reasonable under present circumstances.

Assessments

Depending on the degree of observability of
market data and market activity, different methods
are used to determine the fair value of financial
instruments. Quoted prices in active markets are
used first. When these are not available, valuation
models are used instead. The Bank determines
when the markets are considered inactive and
when quoted prices no longer correspond to fair
value, and an evaluation model is used instead.

Estimates

Loans to the public are based on the loan’s
expected lifetime, average return and expected
credit losses. Past performance is continuously
reviewed and expected market conditions
evaluated to ensure that the estimates are
updated. No significant changes were made to the
estimations and critical assessments compared
with 31 December 2017, apart from estimates

of credit reserves in accordance with the
expected credit loss model for IFRS 9, which was
introduced beginning on 1 January 2018. Important
assessments made by Group management and
important sources of uncertainty in estimates
when applying IFRS with a significant effect on the
financial statements are described in more detail
in the note on risk management.

Assessments and estimates for asset-backed
bonds are based on expected lifetime and average
return, which are in turn based on historical
performance, expected cash flows and interest
rates.

The Group has issued bonds secured by Swedish
mortgages (so-called securitisation) several times
in recent years. Mortgages have been sold from
the Bank and BFF1 to wholly-owned subsidiaries,
which have then issued bonds that external parties
invested in. The Bank has made the assessment
that the assets that were sold to the subsidiaries
do not fulfil the criteria to be derecognised. Since
the credit risk has not left the Bank, and the risk
has therefore not passed to the subsidiary, the
assets are still recognised in the Bank and not in
each subsidiary. For more information, see the
Securitisation section.

Foreign currency

The Bank’s functional currency is the Swedish and
Norwegian krona. Monetary assets and liabilities

in foreign currency are translated to the functional
currency at the exchange rate prevailing at the end
of the reporting period. Exchange rate differences
arising from translation are recognised in profit

or loss. Non-monetary assets and liabilities
recognised at historical cost are translated to

the exchange rate on the transaction date. Non-
monetary assets and liabilities recognised at fair
value are translated to the functional currency at
the rate prevailing on the date of measurement at
fair value. For the Group, the currency is presented
in Swedish crowns.

Interest income and
interest expense

Interest income and interest expense are
recognised using the effective interest method
under net interest income/expense. The effective
interest rate is the interest rate that accurately
discounts the estimated future deposits and
disbursements over the expected duration of
the financial instrument, or a shorter period if
applicable, to the financial asset’s or liability’s
recognised net value.

Interest income and interest expenses include,
where appropriate, accrued amounts of fees
received, which are included in the effective rate,
transaction costs and any discounts, premiums
and other differences between the original value
of the receivable/liability and the amount settled
on maturity.
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Interest income and interest expenses presented
in the income statement consist of:

- Interest on financial assets and liabilities valued
at amortized cost according to the effective
interest method, including interest on bad debts

- Interest from financial assets classified as valued
at fair value through other comprehensive
income

- Interest from financial assets and liabilities
measured at fair value through profit or loss

Net gains/losses on
financial transactions

Net gains/losses on financial transactions includes
the realised and unrealised changes in value
arising from financial transactions classified as
held for trading, instruments included in fair value
hedges, potential ineffectiveness in hedging
relationships, and currency gains and losses on
financial assets and liabilities.

Financial instruments

Most of the Bank’s balance sheet items refer to
financial instruments. A financial instrument is any
form of agreement that gives rise to a financial
asset in a company and a financial liability or
equity instrument in another company. On the
asset side, financial instruments include loans to
the public and credit institutions, bonds and other
interest-bearing securities and derivatives. On
the liability side, some examples are deposits and
borrowing from the public, subordinated liabilities,
liabilities to credit institutions and accounts
payable.

Financial assets are recognised in the balance
sheet on the business day that contracts were
concluded for acquisitions, apart from contracts
classified as measured at amortised cost, which
are recognised on the settlement date. Liabilities
are recognised when the counterparty has
performed, and a contractual obligation exists
even though an invoice has not yet been received.
A financial asset is derecognised from the balance
sheet when the contractual rights to the asset are
realised, extinguished or the Bank loses control
over them. A financial liability is derecognised from
the balance sheet when the contractual obligation
has been fulfilled or in some other manner
extinguished.

Financial assets and liabilities are offset and
recognised as a net amount in the balance sheet
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only when a legal right to offset the amounts exists
and an intention exists to settle the items in a net
amount or simultaneously realise the asset and
settle the liability. Financial instruments are initially
recognised at cost, which corresponds to the
instrument’s fair value plus transaction costs, for
all financial instruments except those belonging

to the category of financial assets and liabilities
recognised at fair value through profit or loss.
Subsequent accounting depends on how the
financial instruments are categorized:

- Financial assets and liabilities at fair value
through profit or loss

- Financial assets and liabilities recognised at
amortised cost

Comparative numbers for 2017 have been
reported in accordance with IAS 39. This means
that the financial instruments were categorized
according to:

- Financial assets and liabilities measured at fair
value through profit or loss,

- Loans and receivables,
- Available-for-sale financial assets,
- Financial assets held to maturity, and

- Other financial liabilities.

The Bank has not categorized any financial
instruments as “Financial assets held to maturity”.

Financial assets measured at
fair value through profit or loss

This category consists of financial assets held in

a business model that does not involve collecting
contractual cash flows or partially collecting
contractual cash flows and partially collecting
cash flows from sales. In addition to sales of
financial assets, the Bank also assesses the
business model based on how the portfolio of
financial assets is evaluated in terms of return and
risk. Financial assets whose contractual cash flows
do not consist solely of principal, interest and
fees are also classified in this category. The Bank’s
assets in this sub-group consist of: (i) derivative
instruments with positive market value not
included in an effective hedging relationship (see
the section on hedge accounting); (ii) derivatives
that constitute effective hedging instruments; and
(iii) bonds and other interest-bearing securities
held for liquidity risk management.

Assets in this category are initially recognised at
fair value, while attributable transaction costs are
recognised immediately in profit or loss. Changes
in fair value and realised profit/loss for these
assets are recognised directly in profit or loss
under Net gains/losses on financial transactions,
while accrued interest and interest received are
recognised as interest income.

Fair value is the price at the measurement date
that would be received by selling an asset or
payable on the transfer of a debt through an
orderly transaction between market participants.
The fair value of financial instruments measured
at fair value and traded on an active market, such
as Swedish covered bonds, is based on quoted
prices. For financial instruments not traded in an
active market, fair value is determined based on
generally accepted measurement techniques,
which are in turn based on observable market
quotations to the greatest extent possible.

Level 1: Quoted prices (unadjusted) on active
markets for identical assets or liabilities.

Level 2: Valuation model based on observable
data for the asset or liability other than the prices
included in Level 1, either direct (actual prices) or
indirect (derived prices).

Level 3: Valuation model where essential data is
based on nonobservable data.

Derivatives

The Bank’s derivative instruments have been
acquired to hedge the risks of interest rate and
exchange rate exposures. The Bank applies hedge
accounting to hedging relationships that meet
the requirements. Derivatives not included in a
hedging relationship are recognised at fair value
through profit or loss. Derivatives included in an
effective hedging relationship are recognised as
described below.

Bonds and other interest-bearing securities

The Bank has invested some of its excess liquidity
in bonds and other interest-bearing securities.
These assets have fixed or determinable payments.
Capital gains and losses are taken up as net
gains/losses from financial transactions. Interest
income is recognised using the effective interest
rate method.

Financial assets recognised
at amortised cost

This category consists of financial assets held

in a business model to collect contractual cash
flows. The contractual cash flows consist solely
of principal, interest and fees. In the statement of
financial position, these are represented by the
balance sheet items Loans to credit institutions,
Loans to the public and Other assets, depending
on their nature. These assets are recognised

at amortised cost. Loan receivables are initially
recognised at cost, which consist of the loan
amount paid less fees received and additional
costs that form an integral part of the return. The
interest rate that produces the loan’s cost when
calculating the present value of future payments
is considered the effective interest rate. Amortised
cost is obtained by discounting the remaining
future payments by the effective interest rate
amount. Receivables other than loan receivables,
which are not interest-bearing, have a short-
expected maturity, so they are recognised at a
nominal amount without discounting. Expected
credit losses are recognised in operating
expenses.

Lending to the public

Loans to the public consists of loans to individuals
secured with property as collateral and loans to
individuals without collateral. Impairment losses
and reversals of impairment losses are recognised
as net credit losses. See further about impairment
losses in the following paragraph.

Expected credit losses and impairment of
financial assets recognised at amortised cost

IFRS 9 introduces an impairment model that
measures expected credit losses in which a
reserve corresponding to expected credit losses is
recognised for financial assets that are measured
at amortised cost. In the model, expected credit
losses are measured based on the estimated risk
at the time of calculation, whether a significant
increase in credit risk has occurred since initial
recognition and assessed macroeconomic
developments, even if no actual loss event has
occurred. Expected credit losses are calculated
based on both internal and external information.
The information consists of past events, current
circumstances and reasonable verifiable forecasts
of future economic conditions that can affect
expected future cash flows. Consequently, credit
impairment provisions are more sensitive to
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changes in future macroeconomic outlooks and
are therefore more volatile compared to IAS 39.
The expected credit losses must consider both
asset-specific and macroeconomic factors and
reflect the Bank’s expectations regarding these
factors. The purpose of the new model is to ensure
that accounting reflects the Bank’s expectations of
the factors that affect the impairment provisions at
an earlier stage compared to IAS 39. See the risk
management note for a more detailed description
of impairment calculation.

Issued securities

Issued securities refer to bonds issued by the
Group and are valued at amortized cost.

Financial assets and liabilities
recognised at amortised cost

Borrowing, deposits from the public and other
financial liabilities such as accounts payable
are included in this category. The liabilities are
measured at amortised cost.

Financial liabilities measured at fair value
through profit or loss

The Bank’s liabilities in this category are derivative
instruments with negative market values which
must be classified as fair value through profit or
loss since they are not part of an effective hedging
relationship. For more information see the section
on hedge accounting. Derivatives that constitute
effective hedging instruments are also recognised
at fair value. Liabilities in this category are

initially recognised at fair value, while attributable
transaction costs are recognised in profit or loss.
Changes in fair value and realised profit/loss

are recognised directly in the income statement
under Net gains/losses on financial transactions,
while accrued interest and interest received are
recognised in Net interest income/expense.

Shareholders’ contributions and Group
contributions to the parent company

The Bank recognises Group contributions and
shareholders’ contributions in accordance with the
general rule of the Swedish Financial Reporting
Board’s Recommendation RFR 2 Accounting

for Legal Entities. Group contributions received
from subsidiaries are recognised as financial
income and Group contributions to subsidiaries
are recognised as an increase in participations in
Group companies. Group contributions provided
to the Parent Company are recognised in equity.

Approved Group contributions not paid at the
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reporting date may be entered as a liability, even
if the decision was taken after the end of the
reporting period.

Shareholders’ contributions received are
recognised in equity.

Intangible assets

Intangible assets are recognised at cost less
accumulated amortisation and impairment losses.
Depreciation is recognised in profit or loss on a
straight-line basis over the estimated useful life of
the asset. Intangible assets with a determinable
useful life are written off from the date they are
available for use. The expected useful life is
estimated at five years.

Intangible assets are recognised in the balance
sheet only if the asset is identifiable, it is likely that
the asset will generate future financial benefits and
the Bank has control over the asset.

The carrying amount of an intangible asset is
derecognised in the balance sheet on disposal

or sale, or when no future economic benefits

are expected from the use of the asset. Gains or
losses arising from the sale or disposal of an asset
consist of the difference between the selling price
and the asset’s carrying amount less direct selling
expenses. Gains and losses are recognised as
other operating income/expenses.

Impairment testing is performed at least once a
year, or if there is an indication of a permanent
decrease in value.

Tangible assets

These assets are recognised at cost less
accumulated depreciation based on an
assessment of the assets’ useful life. The expected
useful life is estimated at five years.

Leases

All leases are operational, which means that the
lease fee is allocated on a straight-line basis over
the lease term.

Pensions

Pensions are recognised as defined contribution
plans and are expensed on an ongoing basis
during the year. There are no pension provisions
since the Bank has fulfilled its obligations in
connection with its premium payments.

Taxes

Income taxes consist of current and deferred tax.
Current tax is tax payable or received with respect
to the current year, applying the tax rates decided
or determined at the reporting date, including
adjustments of current tax attributable to prior
periods.

Current tax assets and liabilities are valued at the
amount expected to be received or paid. Income
taxes are recognised in profit or loss except when
the underlying transaction is recognised in other
comprehensive income or in equity, in which case
the associated tax effect is recognised in other
comprehensive income or in equity.

Deferred taxes refer to tax on differences between
recognised and taxable value. Deferred tax liability
is recognised for all taxable temporary differences.
Deferred tax assets represent a reduction of
future tax attributable to temporary tax-deductible
differences, tax loss carry forwards or other future
tax deductibles. Deferred tax assets are tested at
the end of each accounting year and recognised
to the extent that they are likely to be utilised at
each reporting date. At the balance sheet date,
fixed tax rates are used in the calculations. The tax
rate in Sweden changes from 22% to 21.4% for
2019.

Cash flow statement

The cash flow statement is prepared using the
indirect method in accordance with IAS 7. The
reported cash flow includes only transactions that
entail incoming or outgoing payments.

Cash and cash equivalents

Cash and cash equivalents comprise liquid funds
held at credit institutions, as well as short-term
investments with a maturity of less than three
months from the acquisition date and exposed
to only a slight risk of value fluctuations. Cash
and cash equivalents are recognised at hominal
amounts.

Securitisation

When a financial asset is transferred, the Bank
must evaluate the extent to which it retains the
risks and benefits associated with ownership of
the financial asset. If the Bank retains essentially all
the risks and benefits associated with ownership
of the financial asset, the Bank continues to
recognise the financial asset in the statement

of financial position. The Bank carried out
securitisation transactions recognised accordingly
in 2013, 2015, and 2017. In these transactions loan
receivables from the Bank and BFF1 were sold to
wholly-owned subsidiaries, Step 2, Step 3 and
Step 4 (known as special purpose vehicles or
SPV). Since the loan receivables sold from the
Bank do not meet the requirements for elimination
from the statement of financial position, primarily
because the credit risk has not been entirely
transferred, these receivables are recognised in
the Bank. The Bank, which is the seller of the loans,
is bound to repurchase any loans that do not meet
the requirements from the beginning.
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Note 2. Risk management

Risk profile and strategy

The primary goals of the Bank’s risk management
are to ensure that the outcomes of risk-taking
activities are consistent with the Bank’s strategies
and risk appetite, and that there is an appropriate
balance between risk and reward. The Bank’s risk
management framework provides the foundation
for achieving these goals.

Risk is defined as a potentially negative impact
on the Bank’s value that could incur due to
current internal processes or future internal or
external events. The concept of risks includes
both the probability that an event will occur and
the potential impact it would have on the Bank.
In order to achieve the Bank’s business goals
for growth, profitability and financial stability, the
Bank’s targets must be assessed against the risks
that might arise in the Bank’s operations whilst
doing so.

The Bank’s main activity is to provide loans to

the public in Sweden and Norway and to fund
them through a combination of retail deposits,
issued securities (Residential Mortgage Backed
Securities (“‘RMBS”) and senior unsecured bonds)

iIIIIIIIII

and contracted credit facilities. In November 2019,
the Bank received permission from the Swedish
FSA to issue covered bonds in accordance with
the Act (2003:1223) on the issue of covered
bonds.

The Bank is exposed to a number of risks, such as
credit risk, liquidity risk, operational risks and other
financial risks. The capital adequacy requirement
is founded on three pillars: risks and capital needs
are assessed in the first two pillars; and disclosure
requirements are part of the third pillar:

1. Pillar I, minimum capital requirements: deals with
maintenance of regulatory capital calculated
for the major components of risk that a bank
faces: credit risk, operational risk, CVA risk
and market risk. The methodology applicable
to calculate the capital requirements is stated
in the the Regulation (EU) 575/2013 of the
European Parliament and of the Council on
prudential requirements for credit institutions
and investment firms (CRR).

2.Pillar II, supervisory review: provides a framework
for dealing with the underestimations of those
risks assessed under Pillar | and, additionally,

Conservation Capital Buffer/
Capital Planning Buffer

Countercyclical Capital Buffer

Strategic Risk
Business Risk
Liquidity Risk
Pension Risk
Concentration Risk
Interest Rate Risk Banking Book

Operational Risk

Credit Risk
Credit Valuation Adjustment Risk
Operational Risk
Credit Risk
Pillar 1 Risks Pillar 2 Risks Combined Capital Buffer

The figure shows a general overview of key identified risks and capital requirements.
For further information on capital adequacy and Pillar | and I, see note 29.
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interest rate risk of the loan book, systemic risk,
pension risk, concentration risk, strategic risk,
reputational risk, liquidity risk and legal risk.

The process for ICLAAP is a result of Pillar Il

of the Basel Il accords. The ICLAAP includes a
number of stress scenarios which test the Bank’s
exposure to, and the impact of identified risks.

3.Pillar 1ll, market discipline: aims to complement
the minimum capital requirements and
supervisory review process by developing a
set of disclosure requirements which will allow
the market participants to gauge the capital
adequacy of an institution.

Based on the Pillar | and Il assessment process,
the Bank has identified the following primary risk
categories and the measurement, controls and
mitigants for these risks are presented below. To
proactively manage the risks to which the Bank

is exposed, analyses of the credit portfolio are
continuously carried out to see how this may be
affected by future macroeconomic changes. These
analyses are used, among other things, as a basis
for control of lending and for changes in internal
regulations.

Credit risk

Definition

Credit risk is the risk of a counterparty failing

to meet its obligations. Given the nature of the
business, lending to the public, credit risk is

the main risk that the Bank faces. Credit losses
arise as a consequence of, firstly, defaults due

to inability or unwillingness of a customer or

a counterparty to meet their commitments in
relation to lending (probability of default) and,
secondly, the recoveries from the defaulted
assets being insufficient to cover the principal,
accrued interest and associated costs (loss given
default). In addition, credit risk can be reflected as
losses via provisions resulting from a reduction in
portfolio values arising from actual or perceived
deterioration in credit quality.

Mitigation

The Bank mainly provides residential mortgages in
Sweden and Norway. To strengthen the strategic
direction of mortgage lending, the Bank stopped
offering personal loans in mid-February 2020 in
Sweden. The credit portfolio is well diversified and
consists of a large number of customers, mainly

in sectors with medium risk. The Bank bases

its credit strategy on the borrowers’ expected

ability to repay their debts and credit history. In
order to estimate probability of default, the Bank
categorises borrowers into different risk grades
(both for mortgages and personal loans).

Credit risk is mainly managed through the Bank’s
credit instructions in which the Bank’s risk appetite
is defined. Active credit risk management is also
achieved through prudent customer selection by
the Bank’s credit departments, which is part of the
first line of defence function within the business.
This means that they are responsible for the credit
decision process and for adhering to the credit
policies and instructions established by the Board.

The risk classification system is a crucial part

of the credit process, encompassing work and
decision processes for granting and monitoring
credit and quantification of credit risk. Granting
credit requires that there are good grounds to
expect the borrower to fulfil their commitment
to the Bank. Sound, long-term robust and risk-
balanced lending requires placing the credit
transaction in relation to external factors that
could affect it. This means that the Bank’s and
others’ knowledge of expected local, regional
and global change and development that is
important to the credit transaction and its risk
are considered. Individual credit exposures

are systematically analysed by continually
monitoring individual commitments. Active credit
risk management is also achieved through the
collection departments by being responsible for
the non-performing loans, i.e. where customers
have ceased to service their debt obligations
and in so breached their contractual terms and
attempt to implore customers to return to orderly
payments or take other actions to mitigate the risk
of loss.

Estimating credit exposure for risk management
purposes is complex and requires the use of
models, since the exposure varies according

to changes in market conditions, expected

cash flows and the passage of time. Assessing
the credit risk for a portfolio of assets entails
additional estimates of the probability of default,
the associated losses and standard correlations
between counterparties. The Bank measures credit
risk by using probability of default (PD), exposure
at default (EAD) and loss given default (LGD).
This method is used to calculate expected credit
losses (ECL) under IFRS 9.

After the date of the initial credit assessment,
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the borrower’s payment behaviour is continually
monitored to create a behaviour score. All other
information about the borrower that affects their
ability to pay, such as previous behaviour patterns,
are also incorporated into this behaviour score.
This score is used to estimate the PD.

Measurements of credit reserves
and expected credit losses (ECL)

Reserves are calculated using quantitative models
based on inputs, assumptions and methods. The
following items may have a particularly heavy
impact on the level of reserves:

- determination of a significant increase in credit
risk;

- consideration of prospective macroeconomic
scenarios; and

- measurement of both expected credit losses
within the next 12 months and expected credit
losses during the entire term.

« The most important inputs for valuing expected
credit losses are:

« probability of default (PD);
- loss given default (LGD);
- exposure at default (EAD); and

+ expected maturity

These calculations are derived from internally
developed statistical models, which consider
both historical data and probability-weighted
prospective scenarios.

Components, assumptions and
estimation techniques

The ECL is calculated at either a 12 month or
lifetime level, depending on whether there is a
significant increase in credit risk since the first
credit assessment of the contract in question,

or if the loan is in default. The ECL is calculated
by calculating the PD, EAD and LGD for every
future month for each contract. These three
components are multiplied together and adjusted
by the probability of survival, i.e. the likelihood
that the contract has not gone into default or
been terminated prematurely. Each monthly
amount produced through these calculations

is discounted back to the reporting date and
totalled. The discount rate used in the calculation
is the effective interest rate of the loan at
disbursement.
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PD: 12 months and the PD for the remaining term
are equivalent to the probability of default in the
next 12 months and the entire remaining term of

the financial asset, respectively.

The lifetime PD is generated by looking at the
maturity profile of each risk segment. This maturity
profile looks at where in time a default takes place,
from the first assessment date throughout the
entire contract term for each loan. The profile

is based on historic data and is expected to be
the same for each segment chosen. To estimate
the 12-month PD, a logistical regression model
customised for the product is used.

Both values are based on the circumstances on
the reporting date and future financial conditions
that affect credit risk. The PD models are based
on homogeneous sub-segments of the total
credit portfolio, such as country, business area
or product group. They are used to derive the
12-month PD and the PD for the remaining term.

Historical default data are used to create term
structures for the PD on the reporting date,

which are subsequently adjusted to derive the
prospective PD. A deterioration in an economic
outlook based on forecast macroeconomic
variables for each scenario or an increase in the
probability that the worst-case scenario will occur
result in a higher PD. This increases both the
number of loans transferred from Stage 1to Stage
2 and the estimated credit reserves.

EAD represents estimated credit exposure

on a future default date considering altered
expectations in credit exposure on the reporting
date. The Bank’s method for modelling EAD
reflects current contract terms for the repayment
of pricipal and interest, the maturity date and
expected repayments beyond contractual
payments. The remaining exposure is estimated
based on these variables on a monthly basis until
the loan is considered repaid.

The LGD corresponds to the estimated credit
losses expected in case of default, considering
the expected value of future recoveries, realisation
of collateral, when the recoveries are expected

to occur and the time value of the money. When
calculating the LGD, the collateral type, borrower
type and contract information are minimum
requirements. The LGD calculations are based

on historic information concerning loss data in
homogeneous sub-segments of the total credit

portfolio, such as country, security type and
product. Prospective macroeconomic factors are
reflected in the LGD calculations through their
impact on the loan-to-value ratio. A deterioration
in an economic outlook based on macroeconomic
factors for each scenario, or an increase in the
probability that the worst-case scenario will occur,
results in a higher LGD as well as the estimated
credit reserves and vice versa. More information
on collateral can be found in the collateral note.

Remaining maturity

For contracts at Stage 2 or Stage 3, the Bank
estimates the expected credit losses while
considering the risk of default for the remaining
maturity. The expected maturity is generally limited
to the maximum contract period during which the
Bank is exposed to credit risk, even if a longer
period accords with business practice. All contract
terms are considered when the expected maturity
is determined, including repayment, extension and
transfer alternatives that are binding for the Bank.

Significant increase in
credit risk (SICR)

IFRS 9 uses a three-stage model to calculate
impairment. This model is based on changes in
credit risk since initial recognition. The impairment
model contains three stages based on changes

in the credit quality of the financial assets. In the
three-stage model, the assets are divided into
three categories depending on how the credit risk
has changed since the asset was first entered on
the balance sheet. Stage 1includes assets that
have not had a significant increase in credit risk.
Stage 2 includes assets that have had a significant
increase in credit risk, and Stage 3 includes
defaulted assets. The credit loss provisioning

for the assets is determined by their category.
Provisions for expected credit losses in the next 12
months are made in Stage 1, while provisions are
made for expected credit losses during the entire
remaining maturity of the assets in Stages 2 and 3.

- Aloan that is not in default at the time of the
credit assessment is classified as Stage 1, and
the borrower’s creditworthiness is continually
assessed by the Bank.

- If a significant increase in credit risk since initial
recognition can be determined, the loan is
transferred to Stage 2, but it is not yet classified
as in default.

- If the loan goes into default it is consequently
transferred to Stage 3.

- For loans at Stage 1, the ECL is only calculated
for the next 12 months of the contract. For loans
at Stages 2 or 3, the corresponding calculation
is performed for the remaining duration of the
loan.

One consistent concept for assessing ECL is that
prospective information must be used.

Change in credit risk since first assessment session

Stage 1 Stage 2 Stage 3

Significant increase
First credit in credit risk Uncertain

assessment session since first credit claim

assessment session

Férvantade Expected credit
12 month expected | kreditférluster under P .
. losses during the
credit losses hela kontraktets .
e contract period
16ptid

The following tables present a breakdown of loans
valued at accrued acquisition value distributed
according to internal risk classification with its
step allocation.
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2019-12-31 Group Parent To assess whether there is a significant increase be considered as a SICR. See Determination of

Risk grade Mortgages Stage 1 Stage 2 Stage 3 Total Stage 1 Stage 2 Stage 3 Total in risk that necessitates a transfer to Stage 2, the significant increase in credit risk.
A 6,891.5 450.8 0.4 7,342.7 5,578.8 366.8 0.4 5,946.1 .BanI; uses the %hangde: tg t:? Ioahns I|f§t|m|i PP’ .
i.e. the expected credit risk for the entire lifetime The assessment of SICR contains prospective
B 3,112.3 331.9 3.3 3,447.6 2,691.0 287.3 3.3 2,981.7 P L S . i ) prosp )
. 5008 . 5005 1253 5056 o5 2760 5760 of the contract. One criterion for a significant information and is performed at the portfolio level
5009. 513. ) 4,323, 56.5 458, 76. 790.7 . S : ! )
' ' ' ' increase in risk is a relative percentage change to on a quarterly basis for all loan products provided
Clhenge e i @paris: 2800 28 - - 150 =180 - - the lifetime PD that exceeds a given threshold. by the Bank. This assessment is performed
Total 13,536.6 1,272.9 304.1 15,113.6 11,341.4 1,097.4 279.7 12,718.5 continually and periodically at the counterparty
Sfescfi:vlzsf:;:xpected 53 138 104 295 43 106 -85 235 In addition to this criterion, the Bank also uses and contract levels. The criteria used to identify
an absolute change to the PD that means if the SICR are monitored and examined for suitability on
Total lending to the . . . . . .
public valued at 13,531.2 1,259.2 203.8 15,084.2 11,3371 1,086.8 271.2 12,695.1 lifetime PD increases by a certain percentage, a regular basis by an independent department.
amortized cost which varies according to product category, it is
referred to Stage 2. Backstop
Risk grade Personal loans Stage 1 Stage 2 Stage 3 Total Stage 1 Stage 2 Stage 3 Total In addition to the Signiﬁcant PD Changes
A 627.3 27.3 2.8 657.3 627.3 27.3 28 657.3 The Bank deems the credit risk of a loan to have described above, the Bank also uses a backstop,
B 229.2 28.6 47 262.5 229.2 28.6 47 262.5 increased significantly when one or more of the which means that a loan that is 30 to 90 days in
€ 106.7 14.8 1.2 1227 106.7 1458 1.2 1227 following criteria have been met: default is referred to Stage 2 even if there is no
Change due to expertise 4.6 -4.6 - - 4.6 -4.6 - - . . . . Slgmﬁcant increase in PD.
Quantitative criteria
Total 967.8 66.1 8.7 1,042.5 967.8 66.1 8.7 1,042.5
Reserve for expected 00 s a6 ves oo is ie voa The remadmde;]of the loan sdllfet|me PD hads - Determination of S|gn|f1cant
credit losses e - o s = - e s increased at the reporting date, compared with the . . D
corresponding partpd r'n?; initial recggn't'on to increase in credit risk (SICR)
Total lending to the public | uri Inid au ’ . ) ) )
; 957.8 51.3 5.1 1,014.1 957.8 51.3 5.1 1,014.1 .
valued at amortized cost an extent that the increase exceeds the threshold The Bank uses both quantitative and qualitative
defined for the Bank. !ndlcator§ to ass.es.s whether the.re |§ a significant
increase in credit risk. The quantitative values
. consist of comparing whether the remainder of the
2018-12-31 Group Parent These thresholds are considered separately for oan's lifeti FI>OD h 9 ) q h )
Risk grade Mortgages Stage 1 Stage 2 Stage 3 Total Stage 1 Stage 2 Stage 3 Total the Bank’s various pOthO”OS by reviewing the (;)ans lfetime d faWS anrease at td € reportlng
e . ate, compared with the corresponding part
A 5,801.2 263.1 48 6,069.1 4,402.4 200.4 48 4,607.5 trends of the lifetime PD before loans go into during | 'tP | I P tent t?w pt th
e uring initial recognition, to an extent that the
B 3,090.4 278.1 3.9 3.372.4 2.601.9 295.1 3.9 2.830.9 default. The lifetime PD trends for loans that do ncrease exceeds the thresholds below
c 3,567.2 3225 228.6 4,118.2 3,093.8 260.2 216.8 3,570.7 not go into default are also reviewed to discern
) “natural” PD movements that should thus not
Change due to expertise 18.6 -11.0 -7.6 - 12.3 -4.7 -76 -
Total 12,477.4 852.7 220.7 13,559.8 10,110.3 680.9 217.9 11,009.1
Reserve for expected
Crodit losses -41 -121 -8.4 -247 -2.8 -8.6 -7.4 -18.8 Mortgage loan Sweden
Credit loss provision impact of
Total lending to the
public valued at 12,473.2 840.6 221.2 13,535.1 10,107.5 672.4 210.4 10,990.3
amortized cost Unchanged Increase of
absolute LT absolute LT PD
. PD (1.9%) and (1.9%) with 33% Credit loss
Risk grade Personal loans Stage 1 Stage 2 Stage 3 Total Stage 1 Stage 2 Stage 3 Total Treshold value reduced limit for and increased limit reserve 31 Gross amount Share of
A 606.7 19.4 25 628.7 606.7 19.4 25 628.7 PD interyul at first impairment PD—irnpt:,!irment for PD—impc::irment December 31 December portfolio % 31
accounting date of PD with 40% with 60% 2019 2019 December 2019
B 236.5 29.3 2.8 268.7 236.5 29.3 2.8 268.7
<=0.4% 500% 0.0% 0.0% 0.2 1,906.7 22.8%
c 106.3 14.1 25 122.9 106.3 14.1 25 122.9
0.4%-0.8% 500% 0.0% 0.0% 0.8 3,236.0 38.7%
Change due to expertise ) i . ) i ) ) ) 0.8%-3.2% 500% 25.3% -16% 2.4 2,196.9 26.3%
Total 949.6 62.9 7.8 1,020.2 949.6 62.9 7.8 1,020.2
3.2%-6.4% 500% 89.3% -2.0% 15 476.0 5.7%
I’zess;'s"e for expected credit -9.8 -13.6 -3.0 -26.4 -9.8 -13.6 -3.0 -26.4 6.4%-12.8% 500% 2.6% -15.7% 2.3 206.5 2.5%
. . 12.8%- 500% 0.0% -0.8% 76 257.0 3.1%
Total lending to the public 939.8 493 48 993.9 939.8 493 48 993.9
valued at amortized cost Loan in stage 3 7.2 85.8 1.0%
Total 8.4% -2.3% 22.0 8,364.8 100.0%
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Mortgage loan Norway
Credit loss provision impact of

Mortgage loan Norway
Credit loss provision impact of

Treshold value

PD interval at first impairment

Reduced limit for
PD-impairment

Increased limit for
PD-impairment

Credit loss
reserve 31

Gross amount
31 December

Share of
portfolio % 31

Reduced limit for

PD interval at first Treshold value PD-impairment

Increased
limit for PD-

impairment with

Credit loss
reserve 31

Gross amount 31

Share of
portfolio % 31

accounting date of PD with 40% with 50% December 2019 2019 December 2019
<=0.4% 400% 0.0% 0.0% 0.0 512.3 7.6%
0.4%-0.8% 400% 0.0% 0.0% 0.0 1,009.6 15.0%
0.8%-3.2% 400% 3.3% 0.0% 0.4 3,672.1 54.4%
3.2%-6.4% 400% 64.4% -22.8% 0.2 440.0 6.5%
6.4%-12.8% 400% 54.5% -36.7% 0.6 426.0 6.3%
12.8%- 400% 3.3% -8.4% 2.9 470.5 7.0%
Loan in stage 3 3.1 218.3 3.2%
Total 8.1% -7.1% 7.4 6,748.8 100.0%
Other operation
Credit loss provision impact of
Unchanged Increase of
absolute LT absolute LT PD
PD (21%) and (21%) with 25% Credit loss
Treshold value reduced limit for and increased limit reserve 31 Gross amount Share of
PD interval at first impairment PD-impairment for PD-impairment December 31 December portfolio % 31
accounting date of PD with 25% with 25% 2019 2019 December 2019
<=0.4% 61% 0.0% 0.0% 0.0 7.9 0.8%
0.4%-0.8% 61% 0.0% 0.0% 0.0 228 2.2%
0.8%-3.2% 61% 0.0% 0.0% 2.3 479.7 46.0%
3.2%-6.4% 61% 0.0% 0.0% 2.4 200.2 19.2%
6.4%-12.8% 61% 1.0% -2.7% 4.4 227.2 21.8%
12.8%- 61% 1.1% -1.5% 15.7 96.0 9.2%
Loan in stage 3 3.6 8.7 0.8%
Total 0.8% -1.3% 28.4 1,042.5 100.0%
Mortgage loan Sweden
Credit loss provision impact of
Increase of
Unchanged absolute LT PD
absolute LT (1.9%) with 33%
Treshold PD (1.9%) and and increased
value reduced limit for limit for PD- Credit loss Share of
PD interval at first impairment PD-impairment impairment with reserve 31 Gross amount 31 portfolio % 31
accounting date of PD with 40% 60% December 2019 December 2019 December 2019
<=0.4% 500% 0,0% 0,0% 0,1 1756,3 21,3%
0.4%-0.8% 500% 0,0% 0,0% 0,8 32398 39,2%
0.8%-3.2% 500% 19,0% -0,1% 13 22713 27,5%
3.2%-6.4% 500% 68,5% -1,4% 1,2 414,7 5,0%
6.4%-12.8% 500% 13,0% -9,0% 1,9 216,9 2,6%
12.8%- 500% 1,8% -0,2% 7.8 269,2 3,3%
Loan in stage 3 6,5 89,7 1,1%
Total 7,4% -1,0% 19,6 8 257,9 100,0%

Bluestep | Annual Report 2019

accounting date impairment of PD with 40% 50% December 2018 December 2018 December 2018
<=0.4% 400% 0,0% 0,0% 0,0 310,8 6,0%
0.4%-0.8% 400% 0,2% 0,0% 0,0 858,8 16,0%
0.8%-3.2% 400% 4,2% 0,0% 0,4 29739 56,0%
3.2%-6.4% 400% 112,7% 0,0% 0,2 375,0 7,0%
6.4%-12.8% 400% 131,1% -28,5% 0,4 270,5 5,0%
12.8%- 400% 25,3% -0,8% 2,2 373,0 7,0%
Loan in stage 3 2,0 139,9 2,6%
Total 23,9% -2,4% 5,1 5301,9 100,0%
Other operation
Credit loss provision impact of
Increase of
Unchanged absolute LT PD
absolute LT (21%) with 25%
PD (21%) and and increased Credit loss
Treshold value  reduced limit for limit for PD- reserve 31 Share of
PD interval at first impairment of PD-impairment impairment with December Gross amount 31 portfolio % 31
accounting date PD with 25% 25% 2018 December 2018 December 2018
<=0.4% 61% 0,0% 0,0% 0,0 8,5 0,8%
0.4%-0.8% 61% 0,0% 0,0% 0,0 18,2 1,8%
0.8%-3.2% 61% 0,0% 0,0% 2,3 477,2 46,8%
3.2%-6.4% 61% 0,0% 0,0% 2,7 216,0 21,2%
6.4%-12.8% 61% 2,3% -4,3% 4,3 209,5 20,5%
12.8%- 61% 0,9% -2,1% 141 83,1 8,1%
Loan in stage 3 3,0 7.8 0,8%
Total 0,9% -1,8% 26,4 1020,2 100,0%

Definition of default

The Bank defines a loan as in default (credit
impaired) when it meets one or more of the
following criteria.

Quantitative criterion

The borrower is over 90 days late in paying one or
more of their contractual payments.

A loan is considered no longer in default (is cured)
when it no longer meets the above-mentioned
criterion for default. This period has been
determined by analysing the probability that a
loan will return to normal status after having been
classified as in default.

Prospective information

Prospective information is used in both the
determination of SICR and the calculation of ECL.
The Bank has analysed historical data to identify
the correlation between macroeconomic variables,

credit risk and expected credit losses for each
portfolio.

Prospective information is included in both the
determination of a significant increase in credit
risk and the calculation of expected credit losses.
Based on its analyses of historical data, the Bank
has identified and considered macroeconomic
factors that affect credit risk and credit losses
for the various portfolios. These factors are
based on country and product type. In general,
the factors with the highest correlation are GDP
growth, unemployment and interest rates, where
the Bank has identified the strongest correlation
between the Bank’s portfolio and the market rate
(STIBOR 3-month) The Bank continually monitors
the macroeconomic trends of each country. This
includes defining prospective macroeconomic
scenarios for various portfolio segments and
translating them into macroeconomic forecasts.
The outcome scenario (base scenario) is based
on assumptions that correspond to the Bank’s
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planning scenario and is used to create alternative SICR is determined by using the lifetime PD for 31December 2018  Weight 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
scenarios that consider both a more positive and each scenario and weighting them together with SE_INT_Opt 025  -050 075 075  -038 0,07 0.26 057 0.79 0.72 053
a more negative outlook. their respective probabilities, as well as qualitative
o oA SE_INT_Base 0.50 -0.50 -0.43 0.02 1.03 1.57 2.10 2.62 2.97 3.00 3.00
indicators and a backstop. The combination
. L . . SE_INT_Ne 0.25 -0.50 0.38 1.18 2.47 3.23 3.93 465 5.13 5.32 5.44
In general, a deterioration in an economic outlook of these components determines whether the g
based on forecast macroeconomic factors for contract Should be assessed as Stage 1 or Stage SE_HPI_Opt 0.25 1.025 1.014 1.015 1.015 1.015 1.015 1.015 1.015 1.015 1.015
each scenario, or an increase in the probability 2, and whether 12-month or lifetime ECL should SE_HPI_Base 0.50 1.058 1.063 1.065 1.065 1.066 1.066 1.066 1.066 1.066 1.066
that the worst-case scenario might occur, mean be used. After this evaluation, the Bank measures SE_HPI_Neg 0.25 1.092 1.112 1.115 1.116 1.116 1.116 1.116 1.116 1.116 1.116
i i ECL as either a weighted 12-month amount (Stage
an increase in both the number of Ic?ans moved. ) ) g‘ (Stag NO_HPI_Opt 0.25 1.109 1.109 1.109 1.109 1.109 1.109 1.109 1.109 1.109 1.109
from Stage 1 to Stage 2 and the estimated credit 1) or a weighted lifetime amount (Stages 2 and NO_HPI_B 050 1.066 1.066 1.066 1.066 1.066 1.066 1.066 1.066 1.066 1.066
. . . . _ _Base X . . . . . . . . i i
reserves. On the other hand, an improvement 3). These probability-weighted scenarios are

factors, or an increase in the probability that the
best-case scenario might occur, has the opposite
effect. It is not possible to reasonably isolate the
effects of changes in the various macroeconomic
factors for a scenario due to the relationship
between the factors and the internal relationship
between the level of pessimism inherent in a
scenario and its likelihood of occurring.

established ECL model and multiplying it by the
appropriate scenario weights.

As with every economic forecast, these are
expected values and the probabilities of each
scenario are subject to a high degree of inherent
uncertainty, and therefore the actual outcome
may differ significantly from the Bank’s forecasts.
However, the Bank considers these forecasts

Other prospective factors that are not part of the
above scenarios, such as regulatory, legal or political
changes, have also been considered, but have not
been deemed to have any material impact and
therefore no adjustments were made based on these
factors. This evaluation is performed continually at
each reporting date.

The credit reserves shown below would have arisen
as at 31 December 2018 with a negative or positive
scenario, whereas if the probability that they might
occur is considered reasonable they would be
considered 100% probable.

i i Group
In addition to the base scenario, the Bank also to be the best estimate based on potential = o e ch d
. . . . . f isi ttribut tot inst t
generates other potential scenarios combined with outcomes, and the Bank has analysed the non- Business area Scenarios rovisions afiributa s:e:a,iz anae agqmsa,r,ii::i:n
the probability of each. The number of scenarios linear relationships for each portfolio to determine ——
. . ) . . . Mortgage loan Optimistic 28.0 1.7%
generated is determined by ensuring that all non- that its chosen scenarios represent all possible
. . . : Negati 29.0 -1.8%
linear relationships are covered. scenarios. egative
Sweden Optimistic 20.6 2.3%
The number of scenarios and their weights are Consideration of Negative 21.6 -2.4%
evaluated at each reporting date. At 1 January‘ macroeconomic assumptlons Norway Optimistic 7.4 0.0%
2018 and 31 December 2018, the Bank determined o ) Neqative 74 0.0%
. . The most significant assumptions used to 9 : o
that three scenarios covered all non-linear lculate ECL at 31D ber 2019 h . o i Ontimict 251 119
. . . . m r r wn in er operation ptimistic . 1%
relationships. The weights of each scenario are ;? ctu gle bel a ™ sce et' st a ej © "
. . o . W. imistic and n ivi i -1.1%
determined internally through statistical analysis e table belo def asl(levtr?p if C]_a egative Negative 287 1.1%
. scenarios are used for all the portfolios. —— .
and expert-based credit assessment. P Total Optimistic 56.1 1.4%
Negative 57.7 -1.4%
1December 2019  Weight 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
SE_INT_Opt 0.25 -0.25 -0.59 -0.72 -0.65 -0.32 0.09 054 1.12 1.79 2.24
SE_INT_Base 0.50 -0.25 -0.25 -0.25 -0.07 0.18 0.50 0.87 1.37 1.96 2.32 Parent
SE_INT_Neg 0.25 -0.25 0.09 0.23 0.52 0.68 0.92 1.21 1.62 2.13 2.40 Business area Scenarios Provisions °“’ib“‘°bs':e‘:;:: Change "9“‘“8:;;2‘:‘:::
SE_HPI_Opt 0.25 1.05 1.05 1.05 1.05 1.05 1.05 1.05 1.05 1.05 1.05 —
Mortgage loan Optimistic 21.8 1.6%
SE_HPI_Base 050 1.02 1.02 1.02 1.02 1.02 1.02 1.02 1.02 1.02 1.02 )
Negative 225 -1.7%
SE_HPI_Neg 0.25 0.98 0.98 0.98 0.98 0.98 0.98 0.98 0.98 0.98 0.98 o
Sweden Optimistic 14.8 2.3%
NO_HPI_Opt 0.25 1.06 1.06 1.06 1.06 1.06 1.06 1.06 1.06 1.06 1.06 )
Negative 15.5 -2.4%
NO_HPI_Base 0.50 1.03 1.03 1.03 1.03 1.03 1.03 1.03 1.03 1.03 1.03 .
Norway Optimistic 7.4 0.0%
NO_HPI_Neg 0.25 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 )
Negative 7.4 0.0%
. . . o . . Oth ti Optimisti 28.1 1.1%
The regulations stipulate that the company must provisions. In combination with the Bass scenario, eroperation prmistie
calculate reserves under various macroeconomic an assumption is made of an optimistic, ie. a more Negative 28.7 L1%
conditions. Bluestep has chosen to carry out positive market trend and a negative scenario, Total Optimistic 50.3 0.5%
the calculation under a Bass scenario, which where the market does not develop in line with the Negative 51.6 -2.1%

corresponds to the expected macroeconomic
development of the variables that affect the

Bluestep | Annual Report 2019

assumptions in the models.

Bluestep | Annual Report 2019




Maximum credit risk exposure ceanrc | S 7

The following table presents the Bank as well as the Consolidated situation’s maximum credit risk exposure Re_ceit‘"’b'es from 2019-12-31 2018-12-31 2019-12-31 2018-12-31
1 private
by geographlcal area. individuals Performing Norway Sweden Norway Sweden Norway Sweden Norway
Due 30-60 days 8,967.0 6,216.4 8,812.0 4,963.5 6,717.3 6,216.4 6,402.4 4,963.5
I N ™ e 60-90 doys B e o P
2019-12-31 2018-12-31 2019-12-31 2018-12-31
Maximum Credit Risk Due over 90 days 68.3 67.3 61.0 58.3 48.2 67.3 40.1 58.3
Exposure Sweden Norway Sweden Norway Sweden Norway Sweden Norway
Total 94.6 216.5 96.6 139.1 48.5 216.5 55.4 139.1
Governments or central
banks 9,400.7 6,723.6 9,226.4 5,289.6 7,011.6 6,723.6 6,687.3 5,289.6
- Credit Quality Step 1 386.5 113.6 181.2 74.4 383.5 113.6 176.8 74.4 Provisions
Total Governments or 386.5 113.6 181.2 74.4 383.5 113.6 176.8 74.4 Reserveringur 22.0 7.4 46.0 5.1 16.1 7.4 40.1 5.1

central banks

institutions

2019-12-31 2018-12-31 2019-12-31 2018-12-31
- Credit lity Step 1 1,477.7 191.9 1,310.0 496.0 875.5 191.9 708.1 496.0
redit Quality Step Other financial assets Sweden Norway Sweden Norway Sweden Norway Sweden Norway
- Credit Quality Step 2 = = - - = - - -
Performing 2,395.7 611.9 2,061.2 857.8 2,305.9 611.9 1,986.5 857.8
- No rating = = - 0.4 = = - 0.4
- Credit Quality Step 1 2,308.4 604.5 2,027.9 851.3 1,590.7 604.5 1,244.6 851.3
Total lending to credit
Institutions 1,477.7 191.9 1,310.0 496.4 875.5 191.9 708.1 496.4 - Credit Quality Step 2 _ _ _ _ _ _ _ _
- No rating 87.3 75 33.4 6.6 715.2 7.5 741.9 6.6
Corporates Non performing - - - - - - - -
- Norating - - - - 683.2 - 7100 - Total 2,395.7 611.9 2,061.2 857.8 2,305.9 611.9 1,986.5 857.8
Total corporates - - - - 683.2 - 710.0 -
Provisions - - - - - - - -
Lending to the general
public
- Unsecured loans 1,031.1 - 1,003.3 - 1,031.1 - 1,003.3 - Credit rating agencies
;el;?:::t;ﬁcgr;ese% 8.369.6 6.723.6 8223.1 5.289.6 5.980.5 6.723.6 5.684.0 5.289.6 The relation between the credit quality steps and the ratings provided by rating agencies are displayed in
table below.
Total lending to the 9,400.7 6,723.6 9,226.4 5,289.6 7,011.6 6,723.6 6,687.3 5,289.6
general public
Credit Quality Step Moody's Fitch S&P's
Bonds and other 1 Aaa - Aa3 AAA - AA- AAA - AA-
interestbearing 2 Al - A3 A+ - A- A+ - A-
securities
3 Baal - Baa3 BBB+ - BBB- BBB+ - BBB-
- Credit Quality Step 1 253.7 280.3 254.0 2727 253.7 280.3 254.0 272.7
4 Bal - Ba3 BB+ - BB- BB+ - BB-
- Credit Quality Step 2 - - - - - - - -
5 Bl - B3 B+ - B- B+ - B-
Total bonds and other
interest-bearing 253.7 280.3 254.0 272.7 253.7 280.3 254.0 272.7 6 <B3 <B- <=CCC+
securities
Derivatives
- Credit Quality Step 2 190.5 18.7 282.7 8.1 78.0 18.7 105.7 8.1
- Credit Quality Step 2 - - - - - - - -
- No rating - - - - - - - -
Total derivatives 190.5 18.7 282.7 8.1 78.0 18.7 105.7 8.1
Other assets
- No rating 87.3 75 33.4 6.2 32.0 75 31.9 6.2
Total other assets 87.3 7.5 33.4 6.2 32.0 7.5 31.9 6.2
Sum 11,796.5 7,335.6 11,287.6 6,147.5 9,317.5 7,335.6 8,673.8 6,147.5
Total 19,132.0 17,435.1 16,653.1 14,821.3
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Operational risk

Definition

Operational risk is defined as the risk of economic
loss resulting from processes, people, systems and
external events. The definition also includes legal
risk but excludes strategic and reputational risks.

Mitigation

The Bank has a range of measures and tools in
place for identifying, evaluating, documenting,
controlling and reporting operational risks. During
the Bank’s history they have been developed into
a solid set of policies, instructions, routines and
procedures to ensure that staff has the proper
competence, training and work experience to
maintain the operational risks at an acceptable
level in the business.

As part of the Bank’s framework, at least annually,
all departments perform self-assessment
exercises of its operations to identify risks that
would otherwise have been overlooked. The Bank
maps all identified operational risks according

to the likelihood of occurrence and the impact

of such an event. The Bank mitigates significant
risks through implementing specific processes
and/or controls, which keeps the risks at an
acceptable level. This approach also increases the
knowledge and awareness among staff and helps
to disseminate a conservative view of operational
risks within the Company.

The Bank has developed a reporting tool that
allows staff to report and forward incidents to
concerned functions for further analysis. The

Risk Management function continually monitors
reported incidents and follows up jointly with
concerned staff and its direct managers to ensure
proper actions are taken and to prevent them
reoccurring. The Risk Management function
reports incidents to both the RiCO and the Board
of Directors.

IT related risks specifically are mitigated through
the development of reliable IT-systems with built-
in controls, reconciliations, backup procedures and
business continuity through contingency plans,
continuity plans and disaster recovery plans in the
event of a material disruption. The Bank frequently
performs tests of continuity management plans.
The Bank also has a well-organised approach to
protect information. This effort is supported by
ongoing review of processes and approaches,
which is intended to improve and complement the
Bank’s systems related to information security.
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NPAP provides the Bank with an established
process for approving new or altered products,
procedures or systems. In this approach, risks
are analysed and evaluated in relation to their
commercial potential based on established
guidelines.

The Bank furthermore takes a proactive approach
to prevent and strength its ability to manage
serious events such as IT interruptions as
mentioned above. Continuity plans are in place
that describe how the Bank will operate in the
event of serious disruptions. The plans are tested
annually to ensure that they are well adapted to
the Bank’s operations.

The day-to-day management of the mortgage
loan as well as personal loan portfolios in Sweden
and the administration of deposit accounts for
Sweden is outsourced to the Bank’s subsidiary
BSAB. The management of the mortgage portfolio
and the administration of deposit accounts for
Norway is provided in-house by the Norwegian
loan administration department (Norla). In order
to manage operational risk, the Bank performs
regular audits of outsourced business operations
and internal controls, as well as their business
continuity plans.

Credit valuation adjustment
risk (CVA)

Definition

CVA risk is part of the counterparty credit risk,
meaning the risk of a counterparty to a transaction
defaulting before the final settlement of the
transaction. Specifically, CVA means that an
adjustment is made to the mid-market valuation of
a portfolio of transactions with counterparties to
reflect the current market value of the credit risk of
the counterparty but excludes the current market
value of the credit risk of the institution to the
counterparty.

As the Bank uses OTC derivatives for its hedging
strategies, the CVA risk is very sensitive to
mark-to-market valuations and the terms of the
transaction. The Bank frequently assesses and
reports CVA exposures. As CVA is a consequence
of the hedging activities, and the average term

of these activities is below three years, no risk
mitigating actions are required.

Market risk

Definition

Market risk is the risk that changes in market
prices (including foreign exchange rates and
interest rates), will affect the Bank’s income and/or
the value of the financial instruments it holds.

Mitigation

Given its operations in Norway and some funding
in EUR, the Bank is exposed to market risk related
to changes in foreign exchange rates. The Bank’s
Treasury function hedges this with derivatives
and through currency-matching of liabilities and
assets. The Bank has a documented process

for managing its market risk exposures in its
established policies.

Sensitivity analysis with an instantaneous
change in currency of 10%

The table below shows the Bank’s net position in
foreign currencies as of the balance sheet date.

SEK Total position Value change Value change
Thousands 2019-12-31 -10% +10%
EUR position 1,198 -120 120
GBP position 202 -20 20
NOK position 258,846 -25,885 25,885
Impact on 260,245 -26,025 26,025
earnings

A change in relevant exchange rates in relation to
the Swedish krona of -10% would at the balance
sheet date result in an instantaneous net negative
impact on earnings, prior deduction of tax,
amounting to SEK 26.0m (SEK 15.8m). The effect
on equity would be SEK

-20.4m (SEK -12.3m). A change in relevant
exchange rates in relation to the Swedish krona
of +10% would at the balance sheet date result in
an instantaneous net positive impact on earnings
of SEK 26.0m (SEK 15.8m). The effect on equity
would be SEK 20.4m (SEK 12.3m).

Financial instruments that
have been offset in the balance
sheet or are subject to netting
agreement

The Bank enters into derivative contracts, all
under the International Swaps and Derivatives
Association’s (ISDA) master netting agreement,
which means that when a counterparty cannot
settle their obligations, the agreement is cancelled
and all outstanding commitments between the
parties shall be settled by a net amount. ISDA
agreements do not meet the criteria for offsetting
in the balance sheet since offsetting is only
permitted due to a party’s inability to settle, and
also that no intention to reach a net settlement
exists.

Group situation 2019-12-31

Amounts that have not been
Gross value

Netting in the Balance

Net amount Balance

offset in the balance sheet sheet sheet
ISDA Agreement

Derivative 1470 = = 147.0

Sum financial assets 147.0 - - 147.0

Derivative 17.1 - - 17.1

Sum financial liabilities 17.1 = = 17.1
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Interest rate risk from
the banking book

Definition

Interest rate risk is the risk to earnings or market
values of a loan portfolio due to uncertain future
interest rates. In particular, the Bank may suffer
losses or reduced profits as interest rates fluctuate
over time and as both its asset and liability base
comprise a mixture of fixed and floating interest
rate items of various maturities and resetting
periods. The Bank is therefore exposed to the
risk of losses arising from adverse movements in
market interest rates and its lending and deposits
offered.

Mitigation

Following the SFSA’'s methodology for assessing
individual types of risks, exposures to interest
rate risk arising as a consequence of interest

rate fluctuations are part of the Pillar Il capital
requirements and the Bank actively manages the
risk by matching fixed and floating interest rates
and durations of assets and liabilities or, when
not possible, by mitigating the risk with hedging
instruments. The Bank runs numerous stress
scenarios and calculates the interest rate risk
exposure under these scenarios. If the exposures
breach the limits imposed in the established policy
or are close to doing so, the Bank enters into new
hedging instruments to reduce the interest rate
exposure to within the limits.

The Bank’s Finance and Treasury functions are
responsible for monitoring and reporting all
aspects of interest rate risk within the Bank, and
reports to the Board monthly.

Sensitivity analysis in case of market interest
rate change of 200 basis points (bps)

The Bank calculates interest risk exposures based
on the Swedish FSA's guidance on methods to
assess individual risk types under Pillar Il. The
tables below show the exposure at a positive/
negative change in market interest rates of 200
bps.

SEK Risk, % of
Thousands Change Absolute risk capital base
Increased +200bp -7,196 -0.48%
interest rates

Decreased -200bp 5,390 0.36%

interest rates
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The calculation assumes that market interest rates
increase/decrease by 200 bps and states the
instantaneous change in the economic value for
the Bank.

Risk, % of
SEK Absolute net interest
Thousands Change risk income
Increased +200bp 30,125 4.71%
interest rates
Decreased -200bp -47979 -7.49%

interest rates

The calculation assumes that market interest rates
increase/decrease by 200 bps and states the
change in the net interest income for the Bank
over the next 12 months.

Concentration risk

Definition

Concentration risk is defined as the risk of
suffering losses from a lack of diversification
and lending too heavily in one industry, market,
geographic area or purchasing only one type of
financial instrument. Concentration risk can also
arise from concentration in funding and liquidity
mix.

Mitigation

Since the Bank operates only in Sweden and
Norway, and the outstanding loan portfolio
mainly consists of secured loans, a certain level
of exposure to concentration risk is inherent in
the Bank’s business model. Concentration risk is
one of the core focus areas in customer credit
assessment, and the Bank’s CRO continuously
monitors and assesses the risk to ensure that
the risk profile is in line with expectations and
managed appropriately. The CRO reports to the
Bank’s Board monthly and the Board sets the
concentration risk limits through the credit risk
strategy.

The concentration risk and associated capital
requirements have been assessed under three
different categories within the capital requirements
for Pillar II: individual concentration, industry
concentration and geographical concentration.
The total capital requirement for the concentration
risk is equal to the sum of the three different
categories of concentration risk. Based on this, the
Bank maintains sufficient capital for the assessed
concentration risk.

Liquidity risk

Definition

Liquidity risk is the risk of not being able to

meet payment obligations on their due dates
without the cost of obtaining the funds increasing
considerably.

Mitigation

The Bank has a low liquidity risk appetite and its
policy for managing liquidity risk states that the
Bank shall retain enough excess liquidity in a

liquidity reserve to meet unforeseen cash outflows.

The Bank’s liquidity reserve is only composed of
highly rated liquid securities (government bonds
and covered bonds) and bank account balances
according to the Bank’s liquidity policy. The Board
sets the limit for the minimum liquidity reserve and
liquidity buffer that the Bank shall maintain at any
time.

The Bank is mainly exposed to liquidity risk related
to retail deposits and refinancing of issued
securities (RMBS and senior unsecured bonds).
Diversification of funding reduces the liquidity
risk. Ongoing interest payments and repayments
related to RMBS-financing are well matched with
corresponding flows attributable to the underlying
mortgage assets, which also reduces the liquidity
risk. As the Bank diversifies its funding sources,
deposit product features and pricing are designed
to maximize their cost/risk efficiency. The Bank
has retail deposits from the public in Sweden and
Norway, consisting of 22% of fixed rate accounts
(over three months’ maturity) and 78%

Liquidity reserve (Bank)

10%

Sovereign Debt
26%
Covered Bonds

64% Credit Institutions

of variable deposit accounts, which are covered
by the respective country’s deposit guarantee
scheme, which further reduces liquidity risk. Only
minor interest amounts (accrued- and capitalized
interests) can exceed amounts guaranteed

by the deposit guarantee schemes. The Bank
offers different deposit products depending

on the needs of the Bank and market prices,
incorporating this risk into its decision making.

The Bank’s Treasury function manages the
operational handling of liquidity risks and
measures and reports to senior management
daily. Liquidity risk is also reported monthly to the
Board.

2019-12-31 2018-12-31 2019-12-31 2018-12-31
Liquidity Reserve
Cash and balances with central banks 266.0 57.4 266.0 57.4
Deposits in other banks 1,681.7 1,806.4 1,067.3 1,204.5
Secm.Jritie.s issued or guaranteed by sovereigns, central banks or 209.4 170.7 209.4 170.7
multinational development banks
Covered bonds issued by other institutions 534.1 526.7 534.1 526.7
Total 2,691.2 2,561.3 2,076.8 1,959.4
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The numbers in the table above include accrued
interest. The Liquidity Coverage Ratio (LCR)

and the Net Stable Funding Ratio (NSFR) are
calculated and monitored every month. The
purpose of the LCR is to ensure that the Bank
has enough high-quality liquid assets to meet
its liquidity needs in stressed situations over
the coming 30 days. The NSFR indicates an

institution’s ability to handle stressed situations
over a one-year horizon. NSFR ensures that an
institution’s illiquid long-term assets are funded
with a minimum level of stable long-term funding.
The LCR and the NSFR for the Consolidated
situation can be found in the table below.

Consolidated situation

2019-12-31 2018-12-31

Liquidity Coverage Ratio (LCR) %
Liquid Assets Level 1
Liquid Assets Level 2
High-Quality Liquid Assets
Customer deposits
Other outflows
Cash Outflows
Inflows from retail customers, lending activities
Other inflows

Cash Inflows (max. 75% of Cash Outflows)

Net Stable Funding Ratio (NSFR) %
Available Stable Funding

Required Stable Funding

361 324
711.4 457.5
215.5 215.7
926.9 673.2
918.2 831.4
109.9 0.6

1,028.1 832.0
218.0 200.7
1,560.5 1,521.0
771.1 624.0

118 111

16.2 14.9

13.8 13.4

Other risks

As part of the ICLAAP, the Bank carries out a
thorough assessment of other risks facing the
Bank, such as business risk, strategic risk and
reputational risk among others. As part of these
assessments, the Bank identifies and analyses
the main drivers of these risks in order to allocate
capital based on the potential profitability impact
of the risks.

LTV

LTV, loan to value, describes how large leverage
a borrower have, and it is used by a lender to
ecplain the relation between a loan and the
value of the bought asset. The higher percent
distribution a LTV has, the higher risk for the
lender.
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The main security for the Bank’s mortgage loans is
mortgages in real estates and condominiums. The
Bank perform a valuation of the security used in
the lending process. The Bank’s policy to obtain
securities has not changed considerable during
the report period and there has not occurred

any specific changes of the total quality on the
securities which is held by the Bank since the
previous report period. The most significant
assumptions that effect the securities and the
provisions in the end is the house price index in
each country.

Mortgage Sweden 2019-12-31 2018-12-31

Allocation LTV Exposure, gross Write-downs Exposure, gross Write-downs
-50% 875.0 0.7 813.2 0.6
50 - 60% 671.2 0.8 658.7 0.6
60 - 70% 1,336.7 25 1,308.7 2.0
70 - 80% 2,488.4 5.3 2,415.9 5.8
80 -90% 2,953.5 11.8 3,018.5 10.6
90 - 100 216 0.0 30.2 0.0
100% + 18.4 1.0 12.8 0.0
Total 8,364.8 22.0 8,258.1 19.6
Mortgage Norway 2019-12-31 2018-12-31

Allocation LTV Exposure, gross Write-downs Exposure, gross Write-downs
-50% 1,372.0 1.0 1,109.5 0.6
50 - 60% 869.6 0.7 705.0 0.7
60 - 70% 1,251.9 1.6 1,030.2 1.0
70 - 80% 2,055.4 3.4 1,829.5 2.3
80 -90% 1,196.8 0.8 625.1 0.5
90 -100 = = 15 0.0
100% + 3.1 0.0 11 0.0
Total 6,748.8 7.4 5,301.9 5.1

Sensitivity analysis

The most significant presumptions which affect
the securities and in the end even the reserves
is the home price index in each country. Below,
the changes in ECL per 31 December 2019 is
shown which would result in reasonable changes

in these parameters compared with the actual
presumptions made by the Bank. E.g. the affect on
ECL through change of the home price index with
X%.

Mortgage loan Sweden

= 0,
Change in 20%

ECL 0.0

-10% +/-0% 10% 20%

0.0 - -0.0 -0.0

Mortgage loan Norway

- Oy
Change in 20%

ECL 0.0

-10% +/-0% 10% 20%

0.0 - -0.0 -0.0
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Note 3. Operating segments

Mortgages Mortgages Other Eliminations,
Income statement 2019 Sweden Norway operations other items Totalt
Interest income 593.6 519.0 1116 -60.9 1,163.2
Interest expense -185.2 -172.0 -17.6 30.6 -344.2
Net interest income 408.3 347.0 94.0 -30.2 819.0
Total operating income 513.4 350.3 92.4 -107.6 848.5
Total expenses -355.3 -210.0 -58.5 109.6 -514.3
Result pre credit losses 158.1 140.3 33.9 1.9 334.2
Credit losses, net -9.6 -7.0 -43.1 - -59.7
Operating profit/loss 148.5 133.3 -9.3 1.9 274.5
Allocated tax* -8.9 -36.6 - 1.8 -43.6
Group contributions - - - -85.3 -85.3
NET PROFIT/LOSS FOR THE YEAR 139.6 96.8 -9.3 -81.5 145.6

Mortgages Mortgages Other Eliminations,
Income statement 2018 Sweden Norway operations other items Totalt
Interest income 608.8 4115 112.7 -62.0 1,071.0
Interest expense -242.0 -133.9 -14.2 37.4 -352.7
Net interest income 366.8 277.5 98.5 -24.7 718.2
Total operating income 395.0 279.7 98.5 -27.3 746.0
Total expenses -258.8 -195.7 -56.3 27.3 -483.6
Result pre credit losses 136.2 84.0 42.2 0.0 262.4
Credit losses, net -12.3 -3.4 -34.5 - -50.2
Operating profit/loss 123.9 80.6 7.7 0.0 212.2
Allocated tax* -27.3 -22.1 -1.0 - -50.3
NET PROFIT/LOSS FOR THE YEAR 96.6 58.5 6.7 0.0 161.9

*Allocated tax is used to allocate taxes to the different segments and is not a measure required by IFRS.

Mortgages Mortgages Other Eliminations,
Balance sheet 2019-12-31 Sweden Norway operations other items Totalt
Lending to credit institutions 1,743.7 191.9 - - 1,935.6
Lending to the public 8,386.6 6,723.6 1,014.1 = 16,124.4
Deposits from the public 4,316.0 7,105.4 - - 11,421.4

Mortgages Mortgages Other Eliminations,
Balance sheet 2018-12-31 Sweden Norway operations other items Totalt
Lending to credit institutions 1,366.4 496.4 - - 1,862.8
Lending to the public 8,238.2 5,289.6 993.9 - 14,521.7
Deposits from the public 4,532.6 5,884.1 - - 10,416.6
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The operating segment report is based on the
Group’s accounting policies, organisation and
management accounts. Market-based transfer
prices are applied between operating segments,
while all expenses for IT, other Group functions
and Group staffs are transfer priced at cost to
the operating segments. Executive management
expenses are not distributed. Cross-border
transfer pricing is applied according to OECD
transfer pricing guidelines.

The chief decision maker in the organisation is
the CEO. The COO Sweden, COO Norway and the
Head of Personal Loans report to the CEO. The
COO Sweden’s responsibilities include mortgages
in Sweden, which is one operating segment. The
Head of Personal Loans’ responsibilities include
personal loans in Sweden, which is included
under Other operations. The COO Norway’s
responsibilities include mortgages in Norway,
which is one operating segment.

Each COO governs their operations based

on clearly stated objectives regarding their
development of new lending, loan portfolio,
income and expenses, and their respective
KPI's. Furthermore, the operations strive towards
improved quality and cost-effectiveness by
increasing process efficiency.

The mortgage business is the main operation and
is divided into Mortgages Sweden and Mortgages
Norway. All companies within the group managing
mortgages in Sweden (the Company, BFF1, Step
2, Step 3, Step 4) and providing support functions
(BSAB) are included in Mortgages Sweden.
Mortgages Norway are operated through the
Branch. Other operations include personal loans,
which are managed within the Bank in Sweden.

There are 191 (176) full-time employees in
Mortgages Sweden, 72 (58) in Mortgages Norway,
and 11 (9) in Other operations.

Note 4. Net interest income

2019 2018 2019 2018

Interest income
Lending to credit institutions 6.4 4.6 8.5 4.6
Lending to the public 1,147.8 1,058.6 993.0 932.7
Derivates - - - -
Covered bonds 8.9 6.5 40.4 50.6
Intercompany loans = 0.0 18.5 20.2
Other 0.1 - 0.1 -
Total interest income 1,163.2 1,069.8 1,060.4 1,008.1
Of which:

Ienf;:::isvtei?:tc;r?eesfr:gtﬂggncial items calculated using the 1153.4 1,063.3 1,000.6 937.3
Interest expense

Liabilities to credit institutions -23.1 -18.6 - -3.5

Deposits from the public -199.6 -165.0 -384.5 -436.8

Derivates -52.1 -96.9 -16.9 -34.4

Bonds -43.0 -41.9 =ilakal -0.1

Other -26.3 -30.3 -17.9 -18.7
Total interest expense -344.2 -352.7 -430.5 -493.5
Of which:

Lnf;:ifvteeiﬂ::p:; fr:]oertnhﬁc')réanciql items calculated using the 2491 -213.9 -402.5 _459.3
Total net interest income 819.0 717.0 629.9 514.5
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Note 5. Leasing

IFRS 16 Leases is the new accounting standard
for leases and replaces IAS 17 Leases. The
standard is applied for fiscal years beginning
January 1, 2019. The greatest impact is related

to the accounting for lessees insofar as leasing
contracts are recognized in the balance sheet.
For the Bank, this entails a changed accounting of
leases for office premises, overnight apartments,
service cars and office equipment. Implementation
of the new leasing standard results in increased
assets and interest-bearing liabilities in the
balance sheet, thereby affecting the net financial
position. It also has a positive impact on operating
income in the income statement based on the

Transition IFRS 16

fact that part of the leasing costs is reported as
an interest expense within the financial net. In the
cash flow analysis, leasing payments are divided
between interest paid on operating cash flow

and amortization of leasing liabilities within the
financing operations. It thus has a positive effect
on operating cash flow. The Bank applies IFRS 16
retroactively with the cumulative effect of initial
application as of January 1, 2019. SEK 20.5 million
in use rights are classified as tangible fixed assets
in the balance sheet and are balanced against
equivalent leasing debt which is classified as other
liabilities in the balance sheet.

Future operating leasing fees as of 31 December 2018
Discounting effect

Leasing dept as of 1 January 2019

21.2
-0.8
20.5

2019 2018
Opening balance of value rights
Additional value rights 20.0 -
Other 0.4 -
Total 20.5 -
Tillkommande nyttjanderdtter
Facilities 44.4 -
Total 44.4 -
Depreciation of value rights
Facilities -13.0 -
Other -0.2 -
Total -13.2 -
Closing balance of value rights
Facilities 51.4 -
Other 0.2 -
Total 51.6 -
Rantekostnad fér leasingskuld
Facilities 0.8 -
Other 0.0 -
Total 0.8 -
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Totalt cash outflow

2019-12-31 2018-12-31

Facilities 12.9 -
Other 0.6 -
Total 13.5 -
Cash outflow future rental costs <1lyear 1-5 year > 5 year
Facilities 12.8 47.5 1.2
Term analysis of dept <1year 1-3 year 3-5 year > 5 year
Facilities 0.9 - 29.6 20.9
Other 0.0 0.2 - -

Note 6. Net result of financial

transactions

T = —

2019 2018 2019 2018
Bonds - unrealised changes -1.0! -3.7 -1.0; -3.7
Mortgage book derivates - unrealised changes -2.6 -6.7 -24.1 -14.6
-realised change i value 8.0 19.6 8.0 19.6
Issued securities and related currency derivatives - unrealised 7.1 9.8 0.8 -1.2
changes
Exchange rate changes other receivables and liabilities 4.6 -2.8 4.7 -2.8
- unrealised changes
Hedge accounting - fair value hedged item* -18.2 -75 -18.2 -75
Hedge accounting - fair value hedge instrument* 18.5 5.5 18.5 5.5
Relocation of interest payments on derivatives to net interest
income 1.6 1.2 0.7 0.3
Total 17.9 15.4 -10.7 -4.5

*Refers to the outcome of hedge accounting of fair value for portfolio hedging of interest rate risk.

All derivative contracts in the Group are entered into for the purpose to hedge interest rate- and currency
risks in the Group’s business and all interest-bearing securities are included in the Group’s liquidity

portfolio.

Note 7. Other operating income

2019 2018 2019 2018
Billing fees 10.8 10.2 84.3 9.1
Valuation fees 0.7 15 0.7 15
Other operating income = 1.9 = 0.0
Total 115 13.6 85.0 10.7
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Note 8. General administration expenses

Note 10. Salaries and remuneration

The Board of Directors

officials consists of a basic salary, variable pay in

2019 2018 2019 2018 , ; , the form of bonus and pension contributions. The
The Board's fees are determined by the Bank's CEO had no bonus in 2%18 The period of notice
Personnel costs annual general meeting. At the end of the year the for the CEO i | h A P
Salaries and emoluments -167.8 -146.4 -159.4 -136.4 Board consisted of seven members. soel;/ter:nce p;?tvv\xfhvfh:%rgosér g;ilecr:t]re]Z:SSZZior
Variable perf benefi -85 -4.0 -8.4 -40
ariable performance benefit L , _ Executives are determined by individual contracts.
Social security charges 503 _43.3 —47.4 -39.7 For participation in the Board’s work in the Bank, Information on compensation according to the
Pension expenses =i -16.0 181 -15.4 as well as the Board's ARCCO Committee, from Financial Supervisory Authority’s regulations and
Other personnel costs -13.2 -16.4 -12.4 -15.8 the Annua! Gene:ral Meeting on April 23, 2019 general guidelines on compensation policies
Activated salary costs 1 ; o ; up to and including the Annual General Meeting (FFFS 20111) is published on the Bank’s website.
on April 22, 2020 the Board has replaced two
Total ~244.4 T226:2 ~2337 2114 of the members with a total of SEK 2,099m. No . .
remuneration has been paid for the remaining Pension commitments
Other administration expenses board members. In the Swedish operations, a defined contribution
Administration expenses deposits from the public -0.7 -0.5 -5.7 -9.4 plan is applied for all employees, according to
Administration expenses lending to the public -6.5 -12.6 -21.7 -30.0 Senior officials which 4.5% of the employee’s gross salary is set
. ) o .
Professional fees ik 270 ~HIAE 240 Compensation to the CEO and other individuals Z\s/slre;;ni:Crg:]r;tElzsk;a:rl::;ﬂ:ﬁnéazz;r:;:;r;ee with
Other administration expenses -183.5 -169.5 -186.1 -335 identified as Remuneration Code Staff is proposed ’ o :
] ) i the BTB plan). In the branch, 5% of gross salary is
Total -232.2 -209.7 -251.1 -96.9 by the Bank’s Remuneration committee and set aside on a monthly basis and 8% on income
(o)
determined by the Board. Compensation to other between 71-12 incomg base amounts
Total General administration expenses -476.7 -435.9 -484.8 -308.4 senior officials is determined by the CEQ, and

Not 9. Auditors remuneration and

in some cases in consultation with members of
the Board. Compensation to the CEO and senior

Salaries and remuneration - Members of the Board and CEO

SEK Thousands 2019 Salary Bonus* Pension Total

CEO - Bjorn Lander (assigned September 2019) 470 - 114 584

expe n ses CEO - Rolf Stub (resigned September 2019) 5,228 - 117 5,346
Chariman of the Board - Per-Arne Blomquist 682 = = 682

“ “ Board member - Toby Franklin 420 - - 420

SEK Thousands 2019 2018 2019 2018 Board member - Géran Bronner 472 - - 472
Ernst & Young AB Board member - Lars Wollung 315 - - 315
Audit assignment 1,843 2,179 1,209 1375 Board member - Sofia Arhall Bergendorff 210 - - 210
Audit activities in addition to audit assignment 418 38 267 38 Board member - Harry Klagsbrun (resigned May 2018) - - - -
Deloitte Board member - Andreas Pettersson Rohman - - - -
Audit activities in addition to audit assignment = 654 = 601 Board member - Albert Gustafsson - - - -
Total 2,261 2,870 1,476 2,014 Senior management team excluding CEO - 7 people 6,432 1,265 2,020 9,716
Total costs related to pensions 2019 14,229 1,265 2,251 17,745

Audit assignments refer to the auditor’s
compensation for the statutory audit. The work
includes the audit of the annual report and
accounting, the administration of the board and

the managing director and fees for audit advice

provided in connection with the audit assignment.
Everything else is auditing in addition to the audit
assignment, tax counseling or other assignments.

*60% of that amount is deferred and payable in equal amount over five years under the Company’s remuneration policy.

Bluestep | Annual Report 2019 Bluestep | Annual Report 2019

57




Salaries and remuneration - Members of the Board and CEO

SEK Thousands 2018 Salary Bonus* Pension Total
CEO and Board alternate - ("Dyvind Thomassen (resigned October 2018) 4,365 - 1,134 5,499
CEO - Rolf Stub (assigned October 2018) 5,788 - 117 5,905
Chariman of the Board - Per-Arne Blomquist** (assigned in May 2018) - - - -
Board member - Toby Franklin 479 - - 479
Chariman of the Board - Harry Klagsbrun (resigned May 2018) - - - -
Board member - Géran Bronner 197 - - 197
Boardmember - Lars Wollung** - - - -
Board member - Andreas Pettersson Rohman - - - -
Board member - Albert Gustafsson - - - -
Board member - Sofia Arhall Bergendorff** - - - -
Senior management team excluding CEO - 9 people 9,060 - 1,978 11,038
Total costs related to pensions 2018 19,889 - 3,229 23,118

*60% of that amount is deferred and payable in equal amount over five years under the Company’s remuneration policy.

** Assigned 2018, no remuneration 2018

Salaries and remuneration - Other employees

SEK Thousands 2019 2018 2019 2018
Salaries and remuneration 162,189 150,430 155,905 140,405
Pension costs 18,735 16,037 18,068 15,441
Social security 50,273 43,315 47,394 39,738
Other staff costs 13,224 16,447 12,380 15,843
Total salaries, remuneration, social security, and pensions 244,421 226,230 233,748 211,426
L e
Distribution by gender in board and management 2019 2018
The Board
Women 1 1
Men 6 6
Management team including CEO
Women 3 3
Men 5 6
T
Average number of employees 2019 2018 2019 2018
Sweden
Women 102 90 91 81
Men 100 95 86 81
Norway
Women 34 26 34 26
Men 38 32 38 32
Total 274 243 249 220
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Note 11. Intangible assets

2019-12-31 2018-12-31 2019-12-31 2018-12-31
Acquisition value brought forward 182.0 140.9 157.3 120.2
Investments for the year 58.9 41.1 57.7 37.1
Acquisition value carried forward 240.9 182.0 215.1 157.3
Depreciation brought forward -124.1 -79.5 -113.8 -74.6
Depreciation for the year -21.7 -22.7 -17.8 -17.9
Impairments = -21.8 = -21.3
Depreciation carried forward -145.8 -124.1 -131.6 -113.8
Self-generated acquisition value brought forward
Intangible assets for the period 14.1 - 11.9 -
Depreciation intangible assets -1.6 - -1.1 -
Self-generated acquisition value carried forward 12.5 - 10.8 -
Residual value at the end of the accounting period 107.6 58.0 94.2 43.5

FX revaluation of foreign operations result in an exchange rate difference amounting to SEK 1.6m as of the balance
sheet date. The exchange rate difference is the difference between the year’s depreciation on the balance sheet
and depreciation in the income statement. Average remaining maturity is 41,0 months (39,4 months).

Note 12. Tangible fixed assets

2019-12-31 2018-12-31 2019-12-31 2018-12-31
Acquisition value brought forward 23.6 21.3 21.3 19.0
Investments for the year 2.9 2.3 2.9 2.3
Tangible fixed asses according to IFRS 16 64.0 - = -
Acquisition value carried forward 90.6 23.6 24.2 21.3
Depreciation brought forward -15.3 -12.0 -14.0 -11.1
Depreciation for the year -14.4 -3.3 -3.2 -2.8
Translation effect on fixed assets in Norway -0.1 - - -
Depreciation carried forward -29.8 -15.3 -17.1 -14.0
Residual value at the end of the accounting period 60.8 8.3 7.1 7.3

FX revaluation of foreign operations result in an exchange rate difference amounting to SEK -0.1m as at balance
sheet date. The exchange rate difference is the difference between the year’s depreciation on the balance sheet

and depreciation in the income statement.
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Note 13. Credit losses net

The Group implemented IFRS 9 on January 1,
2018 when the new standard came into force and
replaced IAS 39. For effects of the transaition

to IFRS 9, see Note 11. Provisions in accordance
with IFRS 9 are calculated using quantitative
models base on inputs and assumptions made by
management. The following points can have major

impact on the level of reservations:

- determining a significant increase in credit risk

- valuation of both expected credit impairment
due to default in the next 12 months and
expected credit impairment during the remaining
term of the asset

Credit impairments 2019 2018 2019 2018

Credit impairment provisions -6.7 -5.3 -7.0 -3.1
of which Stage 1 -1.4 -0.6 -1.7 -1.9
of which Stage 2 -2.8 -4.3 -35 -1.7
of which Stage 3 -25 -0.5 -1.7 0.5

Credit impairments for off balance sheet exposures - - - -

Write-offs

Actual losses during the period -53.0 -44.9 -50.4 -44.8

Credit losses, net -59.7 -50.2 -57.4 -47.8

Group level net losses during the year amounted to SEK -59.7m (SEK -50.2m) of which actual losses

amounted to SEK -53.0m (SEK -44.9m).

Note 14. Tax on net result

The tax rate for 2019 in Sweden is 21% (22%). The tax rate for 2019 in Norway is 25% (25%).

2019 2018 2019 2018
Current tax -43.6 -50.3 -42.0 -50.3
Total tax cost -43.6 -50.3 -42.0 -50.3

2019 2018 2019 2018
Net profit before tax 189.2 212.2 170.4 208.0
Tax based on current tax rate -40.5 -46.7 -36.5 -45.8
Tax according previous year 0.2 - 0.2 -
Tax effect due to foreign operations -2.3 -2.9 -5.2 -2.9
Tax effect of:
Non deductible items -0.6 -0.6 -0.5 -0.6
Deferred tax -0.4 - - -
Total tax cost -43.6 -50.3 -42.0 -50.3
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Note 15. Lending to credit institutions

2019-12-31 2018-12-31 2019-12-31 2018-12-31
Swedish banks 1,935.5 1,862.7 1,333.3 1,261.9
Foreign banks 0.1 0.1 0.1 0.1
Total 1,935.6 1,862.8 1,333.4 1,261.9

Note 16. Lending to the public
R I

Lending to the public 2019-12-31 2018-12-31 2019-12-31 2018-12-31
Valued at amortized cost 16,098.3 14,529.3 13,709.2 11,9845
Valued at fair value 51.8 - 51.8 -
Adjustment hedge accounting -25.7 -75 -25.7 -75
Sum lending to the public 16,124.4 14,521.8 13,735.2 11,977.0

The tables below presents a breakdown of loans at amortized cost and its write-downs with successive
allocation per asset class. Bluestep Bank has no tangible or original credit losses (POCI) at the end of the

year.
Group Stage 1 Stage 2 Stage 3 Total
Reported value gross 1 January 2019 13,426.9 915.7 237.4 14,580.0
New financal assets 4,575.6 281.6 24.4 4,881.6
Change in PD/LGD/EAD -233.1 -12.8 -1.5 -247.3
Change due to expertise 276 -27.6 -0.0 -
Transfers between stages -614.1 393.7 188.8 -31.6
-Transfer from stage 1to 2 -686.9 671.2 (o] -15.7
-Transfer from stage 1to 3 -117.9 (o] 116.3 -1.7
-Transfer from stage 2 to 1 183.3 -193.1 (0] -9.7
-Transfer from stage 2 to 3 (o] -98.3 96.0 -2.3
-Transfer from stage 3 to 1 7.4 0 -7.9 -0.4
-Transfer from stage 3 to 2 (0] 13.9 -15.6 -1.7
Exchange rate change 184.3 220 6.9 2131
Removed financial assets -2,863.0 -233.5 -143.2 -3,239.7
Provisions 31 December 2019 14,504.3 1,339.0 312.8 16,156.1
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Parent Stage 1 Stage 2 Stage 3 Total
Reported value gross 1 January 2019 11,059.9 743.8 225.6 12,029.4
New financal assets 4,246.2 273.3 23.5 4,543.0
Change in PD/LGD/EAD -194.7 -11.0 -1.4 -207.1
Change due to expertise 19.6 -19.6 - -
Transfers between stages -535.0 337.4 168.2 -29.3
-Transfer from stage 1to 2 -593.8 579.2 - -14.6
-Transfer from stage 1to 3 -103.8 = 102.3 -15
-Transfer from stage 2 to 1 155.4 -164.7 - -9.3
-Transfer from stage 2 to 3 = -90.1 88.2 -1.8
-Transfer from stage 3 to 1 7.3 - -7.7 -0.4
-Transfer from stage 3 to 2 - 12.9 -14.6 -1.7
Exchange rate change 184.3 22.0 6.9 213.1
Removed financial assets -2,471.2 -182.4 -134.4 -2,788.1
Provisions 31 December 2019 12,309.2 1,163.5 288.4 13,761.0
Mortgage loan Sweden Stage 1 Stage 2 Stage 3 Total
Reported value gross 1 January 2019 7,610.3 557.9 89.7 8,257.9
New financal assets 1,884.9 47.8 8.9 1,941.6
Change in PD/LGD/EAD -100.8 -4.4 -1.4 -106.6
Change due to expertise 23.0 -23.0 -0.0 -
Transfers between stages -197.7 138.8 50.5 -8.4
-Transfer from stage 1to 2 -290.1 286.4 - -3.7
-Transfer from stage 1to 3 -35.5 - 35.0 -0.6
-Transfer from stage 2 to 1 126.6 -128.7 - -2.2
-Transfer from stage 2 to 3 - -27.1 25.7 -1.4
-Transfer from stage 3 to 1 1.4 - -1.4 -0.0
-Transfer from stage 3 to 2 = 8.2 -8.7 -0.5
Exchange rate change - - - -
Removed financial assets -1,518.1 -139.9 -61.9 -1,719.9
Provisions 31 December 2019 7,701.6 577.2 85.8 8,364.6
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Mortgage loan Norway Stage 1 Stage 2 Stage 3 Total
Reported value gross 1 January 2019 4,867.1 294.9 139.9 5,301.9
New financal assets 2,276.2 219.8 13.6 2,5609.6
Change in PD/LGD/EAD -63.4 -6.9 -0.1 -70.4
Change due to expertise - - - -
Transfers between stages -377.3 226.8 131.5 -18.9
-Transfer from stage 1to 2 -352.9 343.1 - -9.8
-Transfer from stage 1to 3 -75.9 = 75.1 -0.8
-Transfer from stage 2 to 1 45.5 -51.4 - -5.9
-Transfer from stage 2 to 3 = -70.4 69.7 -0.8
-Transfer from stage 3 to 1 6.0 - -6.4 -0.4
-Transfer from stage 3 to 2 - 5.6 -6.8 -1.2
Exchange rate change 184.3 22.0 6.9 213.1
Removed financial assets -1,052.1 -60.7 -73.6 -1,186.5
Provisions 31 December 2019 5,834.7 695.8 218.3 6,748.8
Other operations Stage 1 Stage 2 Stage 3 Total
Reported value gross 1 January 2019 949.6 62.9 7.8 1,020.2
New financal assets 414.5 14.0 1.8 430.3
Change in PD/LGD/EAD -69.1 -1.4 = -70.5
Change due to expertise 4.6 -4.6 - -
Transfers between stages -39.1 28.2 6.7 -4.3
-Transfer from stage 1to 2 -43.9 41.7 - -2.2
-Transfer from stage 1to 3 -6.5 - 6.2 -0.3
-Transfer from stage 2 to 1 11.3 -13.0 - -1.7
-Transfer from stage 2 to 3 - -0.7 0.6 -0.1
-Transfer from stage 3 to 1 - - - -
-Transfer from stage 3 to 2 = 0.1 -0.1 -0.0
Exchange rate change - - - -
Removed financial assets -292.7 -32.9 -7.7 -333.3
Provisions 31 December 2019 967.7 66.1 8.7 1,042.5
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Group Stage 1 Stage 2 Stage 3 Total
Reported value gross 1 January 2018 12,675.1 774.1 218.4 13,667.6
New financal assets 3,749.0 136.5 15.6 3,901.2
Change in PD/LGD/EAD -212.7 -7.0 -4.4 -224.2
Change due to expertise 18.6 -11.0 -7.6 -0.0
Transfers between stages -398.5 229.3 141.8 -27.4
-Transfer from stage 1to 2 -507.9 500.7 - -7.2
-Transfer from stage 1to 3 -103.3 - 102.2 -1.1
-Transfer from stage 2 to 1 204.6 -210.2 - -5.7
-Transfer from stage 2 to 3 - -81.5 75.0 -6.4
-Transfer from stage 3 to 1 8.1 - -14.2 -6.1
-Transfer from stage 3 to 2 - 20.3 -21.2 -0.9
Exchange rate change 111.3 6.7 3.2 121.2
Removed financial assets -2,515.8 -213.0 -129.6 -2,858.4
Provisions 31 December 2018 13,426.9 915.7 237.4 14,580.0
Parent Stage 1 Stage 2 Stage 3 Total
Reported value gross 1 January 2018 11,614.9 718.9 218.4 12,552.2
New financal assets 2,855.2 103.0 14.6 2,972.8
Change in PD/LGD/EAD -170.7 -5.9 -4.4 -181.0
Change due to expertise 12.3 -4.7 -7.6 -0.0
Transfers between stages -346.2 182.3 138.9 -24.9
-Transfer from stage 1to 2 -419.8 414.2 - -5.6
-Transfer from stage 1to 3 -98.2 - 97.3 -1.0
-Transfer from stage 2 to 1 166.0 -171.3 - -5.3
-Transfer from stage 2 to 3 - -75.5 69.2 -6.2
-Transfer from stage 3 to 1 5.8 - -11.9 -6.1
-Transfer from stage 3 to 2 - 14.9 -15.7 -0.8
Exchange rate change 111.3 6.7 3.2 121.2
Removed financial assets -3,016.9 -256.5 -137.4 -3,410.9
Provisions 31 December 2018 11,059.9 743.8 225.6 12,029.4
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Mortgage loan Sweden Stage 1 Stage 2 Stage 3 Total
Reported value gross 1 January 2018 7,679.6 446.1 83.4 8,209.0
New financal assets 1,664.8 58.0 5.1 1,727.8
Change in PD/LGD/EAD -95.8 -3.7 -1.2 -100.7
Change due to expertise 18.6 -11.0 -7.6 -0.0
Transfers between stages -218.1 150.2 59.1 -8.8
-Transfer from stage 1to 2 -306.3 302.7 - -3.6
-Transfer from stage 1to 3 -39.8 - 39.2 -0.6
-Transfer from stage 2 to 1 125.7 -127.8 - -2.1
-Transfer from stage 2 to 3 - -40.4 38.5 -1.9
-Transfer from stage 3 to 1 2.3 - -2.3 -0.1
-Transfer from stage 3 to 2 - 15.7 -16.3 -0.5
Exchange rate change - - - -
Removed financial assets -1,438.8 -81.6 -49.0 -1,569.5
Provisions 31 December 2018 7,610.3 557.9 89.7 8,257.9
Mortgage loan Norway Stage 1 Stage 2 Stage 3 Total
Reported value gross 1 January 2018 3,995.5 267.1 127.6 4,390.2
New financal assets 1,717.6 60.2 9.0 1,786.8
Change in PD/LGD/EAD -46.6 -2.2 -3.2 -52.0
Change due to expertise - - - -
Transfers between stages -150.0 58.6 76.6 -14.8
-Transfer from stage 1to 2 -164.6 163.0 - -1.5
-Transfer from stage 1to 3 -58.4 - 58.0 -0.4
-Transfer from stage 2 to 1 67.2 -69.1 - -1.9
-Transfer from stage 2 to 3 - -39.8 35.3 -4.5
-Transfer from stage 3 to 1 5.7 - -11.8 -6.1
-Transfer from stage 3 to 2 - 4.5 -4.8 -0.3
Exchange rate change 111.3 6.7 3.2 121.2
Removed financial assets -760.7 -95.7 -73.2 -929.6
Provisions 31 December 2018 4,867.1 2949 139.9 5,301.9
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Other operations Stage 1 Stage 2 Stage 3 Total Parent Stage 1 Stage 2 Stage 3 Total

Reported value gross 1 January 2018 1,000.0 60.9 7.5 1,068.4 Reported value gross 1 January 2019 11,059.9 743.8 225.6 12,029.4
New financal assets 366.7 18.3 1.6 386.5 Reported value gross 31 December 2019 12,309.2 1,163.5 288.4 13,761.0
Change in PD/LGD/EAD -70.3 -1.1 - -71.4 Provisions 1 January 2019 12.6 22.2 10.4 45.2
Change due to expertise - - - - New financal assets 5.2 5.1 2.0 12.2
Transfers between stages -30.4 20.5 6.0 -3.9 Change in PD/LGD/EAD 1.2 -0.4 -0.1 0.7
-Transfer from stage 1to 2 -37.1 35.0 - -2.1 Change due to expertise -0.1 -1.3 - -1.4
-Transfer from stage 1to 3 -5.1 - 5.0 -0.1 Transfers between stages -0.9 9.9 7.5 16.5
-Transfer from stage 2 to 1 11.6 -13.3 - -1.6 -Transfer from stage 1to 2 -1.1 14.8 - 13.7
-Transfer from stage 2 to 3 - -1.3 1.2 -0.0 -Transfer from stage 1to 3 -0.2 = 5.5 5.4
-Transfer from stage 3 to 1 0.0 - -0.1 -0.0 -Transfer from stage 2 to 1 0.4 -3.8 - -3.4
-Transfer from stage 3 to 2 - 0.1 -0.1 -0.0 -Transfer from stage 2 to 3 - -1.4 2.7 1.3
Exchange rate change - - - - -Transfer from stage 3 to 1 0.0 - -0.1 -0.1
Removed financial assets -316.3 -35.8 -7.3 -359.4 -Transfer from stage 3 to 2 - 0.2 -0.6 -0.4
Provisions 31 December 2018 949.6 62.9 7.8 1,020.2 Exchange rate change 0.0 0.1 0.1 0.2
Removed financial assets -3.8 -10.2 -7.8 -21.7
Lending to public (IFRS 9) — change of reserv for expected credit losses Provisions 31December 2019 14.3 254 121 51.9
Stage 1 Stage 2 Stage 3 Total Opening balance 1 January 2019 11,047.3 721.7 215.2 11,984.2
Reported value gross 1 January 2019 13,426.9 915.7 237.4 14,580.0 Closing balance 31 December 2019 12,294.8 1,138.1 276.3 13,709.2

Reported value gross 31 December 2019 14,504.3 1,339.0 312.8 16,156.1

Provisions 1 January 2019 13.9 25.7 114 51.0
Mortgage loan Sweden Stage 1 Stage 2 Stage 3 Total

New financal assets 5.4 5.4 2.1 12.8
Reported value gross 1 January 2019 7,610.3 557.9 89.7 8,257.9

Change in PD/LGD/EAD 1.2 -0.5 -0.1 0.6
Reported value gross 31 December 2019 7,701.8 577.2 85.8 8,364.8

Change due to expertise -0.2 -1.5 - -1.7
Provisions 1 January 2019 3.2 9.9 6.5 19.6

Transfers between stages -1.0 10.8 9.0 18.9
New financal assets 1.4 1.4 1.2 4.0

-Transfer from stage 1to 2 -1.2 16.4 - 15.2
Change in PD/LGD/EAD YO, -0.3 -0.1 0.6

-Transfer from stage 1to 3 -0.2 - 6.4 6.3
Change due to expertise -0.2 -0.5 - -0.8

-Transfer from stage 2 to 1 0.4 -4.2 - -3.7
Transfers between stages -0.3 29 4.3 6.9

-Transfer from stage 2 to 3 - -1.7 3.4 1.7
-Transfer from stage 1to 2 -0.3 5.2 - 4.9

-Transfer from stage 3 to 1 0.0 - -0.1 -0.1
-Transfer from stage 1to 3 -0.0 = 2.7 2.7

-Transfer from stage 3 to 2 - 0.3 -0.7 -0.4
-Transfer from stage 2 to 1 0.1 -1.6 - -1.5

Exchange rate change 0.0 0.1 0.1 0.2
-Transfer from stage 2 to 3 - -0.9 2.2 1.3

Removed financial assets -4.0 -11.4 -8.6 -24.1
-Transfer from stage 3 to 1 0.0 - -0.0 -0.0

Provisions 31 December 2019 15.3 28.6 14.0 57.8
-Transfer from stage 3 to 2 - 0.2 -0.6 -0.4
Exchange rate change - - - -

Opening balance 1 January 2019 13,413.0 889.9 226.0 14,529.0
Removed financial assets -0.7 -3.0 -4.6 -8.3

Closing balance 31 December 2019 14,489.0 1,310.5 298.8 16,098.3
Provisions 31 December 2019 4.4 104 7.2 22.0
Opening balance 1 January 2019 7,605.8 547.5 82.5 8,235.9
Closing balance 31 December 2019 7,697.4 566.8 78.6 8,342.8
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Mortgage loan Norway Stage 1 Stage 2 Stage 3 Total
Reported value gross 1 January 2019 4,867.1 294.9 139.9 5,301.9
Reported value gross 31 December 2019 5,834.7 695.8 218.3 6,748.8
Provisions 1 January 2019 0.9 2.2 2.0 5.1
New financal assets 0.4 1.1 0.2 1.7
Change in PD/LGD/EAD -0.1 -0.2 -0.0 -0.2
Change due to expertise - - - -
Transfers between stages -0.2 0.7 2.0 2.5
-Transfer from stage 1to 2 -0.2 15 - 1.4
-Transfer from stage 1to 3 -0.0 = 1.1 11
-Transfer from stage 2 to 1 0.0 -0.3 - -0.3
-Transfer from stage 2 to 3 - -0.6 1.0 0.4
-Transfer from stage 3 to 1 0.0 - -0.1 -0.1
-Transfer from stage 3 to 2 - 0.0 -0.1 -0.1
Exchange rate change 0.0 0.1 0.1 0.2
Removed financial assets -0.2 -0.5 -1.0 -1.8
Provisions 31 December 2019 0.9 3.4 3.1 7.4
Opening balance 1 January 2019 4,866.2 292.7 138.0 5,296.8
Closing balance 31 December 2019 5,833.9 692.4 215.2 6,741.4
Other operations Stage 1 Stage 2 Stage 3 Total
Reported value gross 1 January 2019 949.6 62.9 7.8 1,020.2
Reported value gross 31 December 2019 967.7 66.1 8.7 1,042.5
Provisions 1 January 2019 9.8 13.6 3.0 26.4
New financal assets 3.5 2.8 0.8 7.1
Change in PD/LGD/EAD 0.3 -0.1 - 0.2
Change due to expertise 0.1 -0.9 - -0.9
Transfers between stages -0.5 7.3 2.8 9.5
-Transfer from stage 1to 2 -0.7 9.6 - 8.9
-Transfer from stage 1to 3 -0.1 - 2.6 25
-Transfer from stage 2 to 1 0.3 -2.3 - -2.0
-Transfer from stage 2 to 3 - -0.1 0.2 0.1
-Transfer from stage 3 to 1 - - - -
-Transfer from stage 3 to 2 = 0.0 -0.0 -0.0
Exchange rate change - - - -
Removed financial assets il -7.9 -3.0 -14.0
Provisions 31 December 2019 10.0 14.8 3.6 28.4
Opening balance 1 January 2019 939.8 49.3 4.8 993.9
Closing balance 31 December 2019 957.8 51.3 5.1 1,014.1
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Group Stage 1 Stage 2 Stage 3 Total
Reported value gross 1 January 2018 12,675.1 774.1 218.4 13,667.6
Reported value gross 31 December 2018 13,426.9 915.7 237.4 14,580.0
Provisions 1 January 2018 13.3 21.4 10.9 45.6
New financal assets 5.3 5.8 1.1 12.1
Change in PD/LGD/EAD 0.3 -0.1 -0.3 -0.2
Change due to expertise -0.3 -0.5 -0.3 -1.1
Transfers between stages -0.6 9.4 7.4 16.2
-Transfer from stage 1to 2 -1.0 14.1 - 13.2
-Transfer from stage 1to 3 -0.1 - 5.2 5.1
-Transfer from stage 2 to 1 0.4 -3.7 - -3.3
-Transfer from stage 2 to 3 - -1.4 3.6 2.3
-Transfer from stage 3 to 1 0.0 - -0.4 -0.4
-Transfer from stage 3 to 2 - 0.3 -1.0 -0.7
Exchange rate change 0.0 0.0 0.0 0.1
Removed financial assets -4.0 -10.2 -7.5 -21.7
Provisions 31 December 2018 13.9 25.7 114 51.0
Opening balance 1 January 2018 12,661.8 752.7 207.5 13,622.0
Closing balance 31 December 2018 13,413.0 889.9 226.0 14,529.3
Parent Stage 1 Stage 2 Stage 3 Total
Reported value gross 1 January 2018 11,614.9 718.9 218.4 12,552.2
Reported value gross 31 December 2018 11,059.9 743.8 225.6 12,029.4
Provisions 1 January 2018 12.7 20.5 10.9 44.1
New financal assets 4.7 4.8 1.0 10.5
Change in PD/LGD/EAD 0.2 0.0 -0.3 -0.1
Change due to expertise -0.2 -0.3 -0.3 -0.8
Transfers between stages -0.6 8.0 7.1 14.5
-Transfer from stage 1to 2 -0.9 12.3 - 11.4
-Transfer from stage 1to 3 -0.1 - 4.8 4.7
-Transfer from stage 2 to 1 0.4 -3.3 - -2.9
-Transfer from stage 2 to 3 - -1.2 3.2 1.9
-Transfer from stage 3 to 1 0.0 - -0.2 -0.2
-Transfer from stage 3 to 2 - 0.2 -0.7 -0.5
Exchange rate change 0.0 0.0 0.0 0.1
Removed financial assets -4.3 -10.9 -8.0 -23.2
Provisions 31 December 2018 12.6 22.2 10.4 45.2
Opening balance 1 January 2018 11,602.2 698.4 207.5 12,508.1
Closing balance 31 December 2018 11,047.3 721.7 215.2 11,984.5
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Mortgage loan Sweden Stage 1 Stage 2 Stage 3 Total Other operations Stage 1 Stage 2 Stage 3 Total
Reported value gross 1 January 2018 7,679.6 446.1 83.4 8,209.0 Reported value gross 1 January 2018 1,000.0 60.9 7.5 1,068.4
Reported value gross 31 December 2018 7,610.3 557.9 89.7 8,257.9 Reported value gross 31 December 2018 949.6 62.9 7.8 1,020.2
Provisions 1 January 2018 3.0 6.8 6.2 16.0 Provisions 1 January 2018 9.5 12.7 2.9 25.0
New financal assets 1.2 1.9 0.4 3.4 New financal assets 3.7 3.5 0.6 7.7
Change in PD/LGD/EAD 0.2 -0.1 -0.2 -0.2 Change in PD/LGD/EAD 0.2 0.0 - 0.2
Change due to expertise -0.3 -0.5 -0.3 -1.1 Change due to expertise - - - -
Transfers between stages -0.2 3.0 4.0 6.8 Transfers between stages -0.3 5.8 23 7.8
-Transfer from stage 1to 2 -0.3 4.8 - 45 -Transfer from stage 1to 2 -0.6 8.1 - 7.5
-Transfer from stage 1to 3 -0.0 - 2.5 2.5 -Transfer from stage 1to 3 -0.1 - 1.9 1.8
-Transfer from stage 2 to 1 0.1 -1.3 - -1.2 -Transfer from stage 2 to 1 0.3 -2.1 - -1.8
-Transfer from stage 2 to 3 - -0.8 2.6 1.8 -Transfer from stage 2 to 3 - -0.2 0.5 0.3
-Transfer from stage 3 to 1 0.0 - -0.2 -0.2 -Transfer from stage 3 to 1 0.0 - -0.0 -0.0
-Transfer from stage 3 to 2 - 0.3 -0.9 -0.6 -Transfer from stage 3 to 2 - 0.0 -0.0 -0.0
Exchange rate change - - - - Exchange rate change - - - -
Removed financial assets -0.6 -1.1 -3.6 -5.3 Removed financial assets -3.2 -8.3 -2.8 -14.3
Provisions 31 December 2018 3.2 9.9 6.5 19.6 Provisions 31 December 2018 9.8 13.6 3.0 26.4
Opening balance 1 January 2018 7,676.6 439.3 77.1 8,193.0 Opening balance 1 January 2018 990.5 48.2 4.6 1,043.4
Closing balance 31 December 2018 7,607.1 547.9 83.3 8,238.3 Closing balance 31 December 2018 939.8 49.3 4.8 993.9
Mortgage loan Norway Stage1 Stage 2 Stage 3 Total Transferred assets which are not excluded from - The size of BBABs earnings is directly
Reported value gross 1January 2018 3,995.5 267.1 127.6 4,390.2 the balance sheet in the Parent company: dependent of the economical presentations of
Reported value gross 31 December 2018 4,867.1 294.9 139.9 5,301.9 the assets
Provisions 1 January 2018 0.8 19 18 45 The Bank has kept the assets sold to the A - The credit risk is not transferred to Step 3 and
New financal assets 0.4 0.4 0.1 1.0 §ecur|t|sat|on companies, Step 3 andet:p ,in Step 4 since the Bank has invested in underlying
Change in PD/LGD/EAD -00 -01 -01 -0.2 Its oYvn balance sheet smcg .they not fulfil the bonds with low ranking (lower payment priority)
' ' ) : requirements for derecognition. A number of

Change due to expertise . . - . tests has been performed and the conclusion is The table below shows the presented values of
Transfers between stages -0.1 0.6 11 16 supported by the following factors: the assets:
-Transfer from stage 1to 2 -0.1 1.2 - 1.2
-Transfer from stage 1to 3 -0.0 - 0.8 0.8
-Transfer from stage 2 to 1 0.0 -0.3 - -0.3

Transferred assets Step 3 Step 4
-Transfer from stage 2 to 3 - -0.3 0.5 0.1

Lending to the public (SEKm) 1,471.9 1,404.7
-Transfer from stage 3 to 1 0.0 - -0.2 -0.2
-Transfer from stage 3 to 2 - 0.0 -0.1 -0.0
Exchange rate change 0.0 0.0 0.0 0.1
Removed financial assets -0.2 -0.7 -1.1 -2.0
Provisions 31 December 2018 0.9 2.2 2.0 5.1
Opening balance 1 January 2018 3,994.7 265.2 125.7 4,385.6
Closing balance 31 December 2018 4,866.2 292.7 138.0 5,296.8
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and the hedged item, respectively. Possible the corresponding change in value of hedge

N Ote 17- Hedge OCCCOU nti ng CI nd inefficiencies in the economic relationship are instruments was SEK 18,5m (5,5m). The unrealized

- - mainly attributable to differences in changes in market valuation of hedge accounting is reported
derlvqtlves value in interest rate swaps in relation to changes under “Net result of financial transactions” and
in value in the hedged item. amounted to SEK O,2m (-2,0m). The hedge
S . L . . . accounting is effective and thereby meets the
The derivative instruments consist of hedging instruments covering lending to the public, bonds and other The ch ) | f hedaed i q cond't'onsgfor hen hedge acco r:/t'n mav be
. . o . L . o iti w unti
interest-bearing securities. A breakdown of the counterparties to the derivatives is specified below: e change in value of hedged items amounte i 9 g may
to SEK -18,2m (-75m) as per 31 December, and applied.
2019-12-31 2018-12-31 Carrying amount
Notional Purchase  Recoqgnised Notional Purchase Recoqnised Change in fair value Ineffectiveness
Assets amount value value amount value value Hedging instruments and hedge Nominal used for measuring recognised in Profit
ineffectiveness amount Assets Liabilities  hedge ineffectiveness or Loss
Swedish financial institutes 5,115.0 - 32.7 4,635.0 - 8.3
Interest rate risk
Foreign financial institutes 8,762.3 - 114.2 9,856.6 - 205.1
Total 13,877.3 - 147.0 14,491.6 - 213.4

Interest rate swap 8,865.0 28.6 -2.7 185 0.2

q Accumulated adjustment on the
Carrying amount

hedged item
2019-12-31 2018-12-31
. . i . Change in value used
Notional Purchase  Recognised Notional Purchase Recognised for measuring hedge
Assets amount value value amount value value Hedged items Assets Liabilities Assets Liabilities ineffectiveness
Swedish financial institutes 5,115.0 - 32.7 4,635.0 - 8.3 Interest rate risk
Foreign financial institutes 2,450.0 - 1.7 4,576.0 - 28.1
Total 7,565.0 - 34.4 9,211.0 - 36.4 Lending to the public 10,064.8 - - -25.7 -18.2

Remaining contractual maturity

2019-12-31 2018-12-31 Maturity profile and average price, hedging instruments <1lyr 1-5 yrs. >5 yrs.
Notional Purchase Recognised Notional Purchase Recognised Fair value hedges
Liabilities amount value value amount value value Nominal amount 1,915.0 6,950.0 -
Swedish financial institutes 1,101.1 - 7.7 2,601.0 - 9.7 Average fixed interest rate (%) 0.61% 0.72% -
Foreign financial institutes 3,279.1 - 9.4 5,641.3 - 28.4
Total 4,380.3 - 17.1 8,242.3 - 38.1

Note 18. Bonds and other

2019-12-31 1900-01-00 - - - m
Notional Purchase  Recoqnised Notional Purchase Recoqnised I nte rest_ bea rl n g secu rlt I es
Liabilities amount value value amount value value
Swedish financial institutes 1,101.1 - 7.7 2,601.0 - 9.7
Foreign financial institutes 3,279.1 = 9.4 2,815.2 - 15.9 Group and Parent
Total 4,380.3 - 17.1 5,416.3 - 25.5 2019-12-31 2018-12-31
Purchase Recognised Purchase Recognised
value value value value
The Bank uses derivative instruments to achieve 39. The hedged items consist of portfolios of Swedish issuers
desm.ad reductlgn of mtergst rate rlsks: Interest porrowng, depos.|ts an.d lending. The hedgmg Bonds issued by the Swedish government e o 1119 1000
rate risks are primarily attributable to fixed rates instruments consist of interest rate swaps in SEK ) )

i . ) i i Covered bonds (listed) issued by 253.6 253.6 253.6 2538
to a larger extent being applied to lending, and NOK where Bluestep pays fixed interest and Swedish credit institutions : : ' '
whereas financing is to a larger extent conducted receives variable, usually with a maturity of up to Foreign issuers
at varlablle rates.. The Bank began to.apply hedge three years. Bonds issued by the German government 15 15 10 11
accounting during 2016 for new derivative _ _

) . . . . Bonds issued by the Norwegian government 1149 109.3 72.9 67.0
transactions. The hedging ratio between hedging instruments c d bonds (listed) issued b
) ) . overed bonds (listed) issued by
and hedged items is 1: 1. The efficiency of the Norwegian credit institutions 2725 R 2725 2711
The bank applies fair value hedging in accordance hedging relationship is evaluated by comparing Total 753.8 738.1 711.9 693.1
with the so-called carve-out method in IAS the change in the fair value of hedging instruments
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Note 19. Shares in associated companies Note 22. Liabilities to credit institutions
Company name Number of Share % Recognised Recognised “ “

shares value 2019 value 2018

2019-12-31 2018-12-31 2019-12-31 2018-12-31

Bluestep Finans Funding No 1 AB 100,000 100% 4.6 4.6 .

Foreign banks* 2,000.0 1,998.9 - -
Bluestep Mortgage Securities No 2 DAC 1 100% 0.0 0.0

Bluestep Mortgage Securities No 2, No 3 and No 4 - - 1,487.8 2,631.8
Bluestep Mortgage Securities No 3 DAC 1 100% 0.0 0.0

Total 2,000.0 1,998.9 1,487.8 2,631.8
Bluestep Mortgage Securities No 4 DAC 1 100% 0.0 0.0
Bluestep Servicing AB 50.000 100% 01 01 * Consists of a committed credit facility in BFF1.
Total 4.7 4.7
Company name Reg. No. Domicile Equity Net profit 2019 Net profit 2018 N Ote 2 3 u I ss u ed bo n d s
Bluestep Finans Funding No 1 AB 556791-6928 Stockholm 17 -0.2 -0.0
Bluestep Mortgage Securities No 3 DAC 550839 Dublin 0.0 120 -2.7 Bonds 2019-12-31  201§-12-31 2019-12-31  2018-12-31
Bluestep Mortgage Securities No 4 DAC 596111 Dublin 0.0 -0.9 8.4 Carrying balance 3,233.7 4,283.4 - -
Bluestep Servicing AB 556955-3927 Stockholm 16.4 2.6 0.0 Repayments on bonds -1,401.8 -1,091.5 - -

Change due to currency fluctiation 69.2 41.8 = -

Note 20. Other assets : -

T Unsscured bonds 20101201 70181201 2019-12.31  2008-22-31

2019-12-31 2018-12-31 2019-12-31 2018-12-31 Carrying balance 200.0 B 200.0 _

Accounts receivable 188 166 133 183 Issued bonds during year 1,8000 200.0 1,8000 200.0

Intercompany receivables - - 683.2 710.0 Total 2,000.0 200.0 2,000.0 200.0
Securities financial instruments' 62.2 68.8 62.2 68.8
Tax receivables 247 231 217 231
Long term deposits 11 0.0 1.0 0.0

Note 24. Deposits from the public
Total 105.4 108.8 780.1 815.4
'Liquids that the parties regulate between each other due to changes in the value of the underlying financial instruments. “ “
2019-12-31 2018-12-31 2019-12-31 2018-12-31
Deposits from the public 11,421.4 10,416.6 11,421.4 10,416.6

Note 21. Prepaid expenses and Total 11,421.4 10,416.6 11,421.4 10,416.6
accrued income
| cow W oo |

2019-12-31 2018-12-31 2019-12-31 2018-12-31

Prepaid expenses = 2.3 = 1.9

Accrued interest 5.4 13.0 5.4 13.0

Other prepaid expenses and accrued income 155 12.0 14.8 10.6

Total 20.9 27.3 20.2 25.5
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Note 25. Accrued expenses Note 27. Assets and liabilities
and prepaid income duration information

2019-12-31 2018-12-31 2019-12-31 2018-12-31 Non discounted contractual cash flows

Accrued salaries and remunerations 24.0 24.7 23.3 22.8 .. .
2Rema|n2|ng duration Payable on <3mth 3mth-1yr 1-5yr >5 yr Total

Accrued social costs 5.9 5.5 5.7 4.9 019-12-31 demand

Accrued interest 35.1 39.7 245 14.8 Assets

Other accrued expenses and prepaid income 23.6 9.9 23.0 9.0 Lending to credit institutions 1,935.6 - - - - 1,935.6

Total 88.6 79.8 765 515 Lending to the public - 229.0 405.9 696.1 16,439.6 17,7705
Derivatives 0.0 56.3 233.7 882.3 - 1,172.3
Interest bearing securities = 151.5 78.4 527.2 = 757.1

N ote 2 6 . Ot h er I ia bi I it i es Total 1,935.6 436.8 718.0 2,105.6 16,439.6 21,635.5
“ “ Liabilities

el 2018-12-31 iR s oLt 2018-12-31 Liabilities to credit institutions = 12.8 1,166.7 833.3 = 2,012.8
Trade creditors 30.1 236 29.8 293 Issued bonds - 11.4 785.9 3,111.9 - 3,909.2
Intercompany liabilities 85.3 12.4 87.3 24.4 Deposits from the public 8,951.8 589.5 1,186.5 619.2 17.9 11,364.9
Social costs 131 13.9 12.4 13.2 Derivatives 0.0 24.4 28.8 50.1 - 103.2
Other liabilities 91.3 22.3 39.9 22.2 Total 8,951.8 638.1 3,167.8 4,614.6 17.9 17,390.2
Total 219.8 72.2 169.3 82.1

|nterC0mpany liabilities include a group contribution from the Bank to BHAB, amOUnting to SEK 85.3m (SEK 124m) “

Non discounted contractual cash flows

Remaining duration Payable on

2018-12-31 demand <3 mth 3mth-1yr 1-5yr >5 yr Total
Assets

Lending to credit institutions 1,862.8 - - - - 1,862.8
Lending to the public - 204.6 388.1 612.3 14,601.4 15,806.5
Derivatives 0.3 58.3 - - - 58.6
Interest bearing securities - 3.7 83.2 1,432.4 - 1,519.3
Total 1,863.1 266.6 471.3 2,044.7 14,601.4 19,247.1
Liabilities

Liabilities to credit institutions - 3.7 1,655.6 444.4 - 2,003.7
Issued bonds - 1,101.9 - 3,670.5 - 4,772.4
Deposits from the public 7,880.6 905.6 938.9 500.0 32.8 10,257.9
Derivatives 0.2 46.1 117 34.0 - 92.0
Total 7,880.9 2,057.2 2,506.1 4,648.9 32.8 17,125.9
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= R Note 28. Financial assets and liabilities

Non discounted contractual cash flows

Remaining durati Payabl . . .
20151291 o e SiSm RS mth Ve L= EovE Total Financial assets at fair value Level 1 uses valuation of quoted prices in an
Assets The methods for determining the value of all active market, i.e. easily accessible by different

i it instituti financial assets and liabilities within the Group market makers and represent actual and frequent
rending to crecltinstitutions 13384 i ) i i 13334 transactions. Level 2 uses calculated values that

adhere to a hierarchy. This hierarchy reflects

Lending to the public - 202.2 371.7 679.0 14,4575 15,710.4 . . . . are based on observable market quotations
observable prices or other information used in for similar inst ; inst ‘
- . . . or similar instruments, or instruments on a
Derivatives 00 18.7 - - - 18.7 the valuation-methods. A judgment is made each ) ” ) )
. . less active market. This level includes interest
Interest bearing securities = 1515 78.4 527.2 = 757.1 quarter to determine if the valuations refer to s :
noted prices representing actual and regularly bearing instruments, interest rate swaps, and
Total FRERIL SIS <t A AR AR . . cross-currency swaps. Level 3 refers to financial
occurring transactions or not. Transfers between ) ) )
. . . instruments that are not actively traded in a market
different levels in the hierarchy may occur when )
I s o and where valuation models are used where
Liabilities there are indications that the market conditions, N ) }
liquidity. h h Lendi h i significant input data is based on unobservable
Deposits from the public 8,951.8 589.5 1,186.5 619.2 179 11,364.9 e.g. liquidity, have changed. Lending to the public data. At this level there is a certain proportion of
is classified in its entirety at Level 3. : .
Issued bonds - - - 2,000.0 - 2,000.0 Iendmg to the pub||c_
Derivatives 0.0 8.2 28.8 50.1 - 87.1
Total 8,951.8 597.7 1,215.2 2,669.3 17.9 13,452.0

Valued at fair Non-financial
2019-12-31

profit or loss cost cost liabilities value
Non discounted contractual cash flows

Remaining duration Payable on _ _
2018-12-31 demand <3 mth 3mth-1yr 1-5yr >5 yr Total Assets
Assets Lending to credit institutions = 1,935.6 = = 1,935.6
Lending to credit institutions 1,862.8 - - - - 1,862.8 Lending to the public 51.8 16,072.6 = = 16,124.4
Lending to the public - 173.1 317.3 536.2 12,773.2 13,799.8 Derivatives 147.0 - - - 147.0
Derivatives 0.3 9.4 - - - 9.6 Bond§ gnd other interest-bearing 738.1 _ _ _ 738.1
securities
Interest bearing securities - 3.7 83.2 1,432.4 - 1,519.3
Intangible assets - - - 107.6 107.6
Total 1,863.1 186.2 400.5 1,968.6 12,773.2 17,191.5
Tangible fixed assets = = = 60.8 60.8
Other assets = 18.8 = 86.5 105.4
Liabilities
Prepaid expenses and accrued income = 5.4 = 55 20.9
Deposits from the public 7,880.6 905.6 938.9 500.0 32.8 10,257.9
Tax assets = = = 13.9 13.9
Issued bonds - - - 200.0 - 200.0
Total 936.8 18,032.4 - 284.3 19,253.5
Derivatives 0.2 41.4 11.7 34.0 - 87.3
Total 7,880.9 947.0 950.6 733.9 32.8 10,545.2
Liabilities
Liabilities to credit institutions - - 2,000.0 - 2,000.0
Issued bonds - - 3,901.1 - 3,901.1
Deposits from the public - - 11,421.4 - 11,421.4
Derivatives 17.1 = = = 17.1
Tax liabilities = = = = =
Other liabilities - = 206.8 13.1 219.8
Accrued expenses and prepaid income - - 88.6 - 88.6
Total 17.1 - 17,617.9 13.1 17,648.0
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Valued at fair

Non-financial

Valued at fair

Non-financial

value through Amortised Amortised assets and Sum Carrying
2018-12-31 profit or loss cost cost liabilities value
Assets
Lending to credit institutions - 1,862.8 - - 1,862.8
Lending to the public - 14,521.7 - - 14,521.7
Derivatives 213.4 - - - 213.4
S::l?r?tiuer;d other interest-bearing 693.1 _ _ _ 693.1
Intangible assets - - - 58.0 58.0
Tangible fixed assets - - - 8.3 8.3
Other assets - 16.6 - 92.2 108.8
Prepaid expenses and accrued income - 13.0 - 14.3 27.3
Tax assets - - - 3.0 3.0
Total 906.5 16,414.1 - 175.8 17,496.4
Liabilities
Liabilities to credit institutions - - 1,998.9 - 1,998.9
Issued bonds - - 3,433.7 - 3,433.7
Deposits from the public - - 10,416.6 - 10,416.6
Derivatives 38.1 - - - 38.1
Tax liabilities - - - - -
Other liabilities - - 58.2 13.9 72.2
Accrued expenses and prepaid income - - 79.8 - 79.8
Total 38.1 - 15,987.3 13.9 16,039.3
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value through Amortised Amortised assets and Sum Carrying
2019-12-31 profit or loss cost cost liabilities value
Assets
Lending to credit institutions - 1,333.4 - - 1,333.4
Lending to the public 51.8 13,683.5 - - 13,735.2
Derivatives 34.4 - - - 34.4
SB:::r?tiaer;d other interest-bearing 738.1 _ _ _ 738.1
S:;r:;noizg participations in associated _ _ _ 47 47
Intangible assets = = = 94.2 94.2
Tangible fixed assets - - - 71 7.1
Other assets = 696.5 = 83.5 780.1
Prepaid expenses and accrued income = 5.4 = 14.8 20.2
Tax assets - - - 13.0 13.0
Total 824.3 15,718.8 - 217.2 16,760.3
Liabilities
Liabilities to credit institutions - - 1,487.8 - 1,487.8
Deposits from the public = = 11,421.4 = 11,421.4
Derivatives 171 = = = 17.1
Issued bonds 2,000.0 - - - 2,000.0
Tax liabilities = = = = =
Other liabilities = = 156.9 124 169.3
Accrued expenses and prepaid income - - 76.5 - 76.5
Total 2,017.1 - 13,1425 12.4 15,172.0
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2019-12-31 2018-12-31
Amortised Amortised Carrying Sum Carrying Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
2018-12-31 Fair value cost cost value value
Assets
Assets
Lending to public = = 51.8 51.8 - - - -
Lending to credit institutions - 1,261.9 - - 1,261.9
Derivatives = 147.0 = 147.0 - 213.4 - 213.4
Lending to the public - 11,976.9 - - 11,976.9
Bonds / other interest-bearing ~ ~
Derivatives 36.4 - - - 36.4 securities 7RI VRS 693.1 693.1
Bond§ gnd other interest-bearing 693.1 B B _ 693.1 Total 738.1 147.0 51.8 936.8 693.1 213.4 - 906.5
securities
Shares and participations in associated
R - - - 4.7 4.7 PR
companies Liabilities
Intangible assets - - - 43.5 43.5 Derivatives = 17.1 = 17.1 - 38.1 - 38.1
Tangible fixed assets - - - 7.3 7.3 Total - 17.1 - 17.1 - 38.1 - 38.1
Other assets - 723.3 - 92.1 815.4
Prepaid expenses and accrued income - 13.0 - 12.6 25.5
2019-12-31 2018-12-31
C e Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
Liabilities
Liabilities to credit institutions - - 2,631.8 - 2,631.8 Assets
Deposits from the public - - 10,416.6 - 10,416.6 Lending to public - - 2 22 4 - - - B
Derivatives 25.5 _ _ _ 25.5 Derivatives = 34.4 = 34.4 - 36.4 - 36.4
Issued bonds 200.0 - - - 200.0 Bonds / other interest-bearing 738.1 - = 738.1 693.1 - - 693.1
securities
Tax liabilities - - - 03 03 Total 738.1 34.4 51.8 824.3 693.1 36.4 - 7295
Other liabilities - - 68.9 13.2 82.1
Accrued expenses and prepaid income - - 51.5 - 51.5 Liabilities
Total 225.5 - 13,168.8 13.5 13,407.8 Derivatives _ a1 B e B 255 B 255
Total - 17.1 - 17.1 - 25.5 - 25.5

Financial assets and liabilities are valued at fair
value through profit or loss. All derivative contracts
in this group are entered into for the purpose

to hedge interest rate- and currency risks in

the Group’s business and all interest-bearing
securities are included in the Group’s liquidity
portfolio.

Regarding lending to credit institutions, the
carrying value is considered consistent with

the fair value since the post is not subject to
significant value changes. Any currency change

is recorded in the income statement. There is no
material difference in lending to the public if all
loans were lent to the interest rates per December
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31st compared to the current interest rate of

the loans. Method for determining the fair value

of derivatives is described in the accounting
principles. Bonds and other interest-bearing
securities quoted in an active market are valued at
fair value.

Deposits from the public have mainly short

term maturity profiles why the market value is in
accordance with the carrying value. For all other
financial assets and liabilities with a short term
period the carrying value equals the fair value
since the discounted value does not produce a
noticeable effect.
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Note 29. Capital adequacy analysis
- Parent company and consolidated

situation

For the establishment of statutory capital
requirements for the Bank, the Regulation (EU)
575/2013 of the European Parliament and of the
Council on prudential requirements for credit
institutions and investment firms (CRR) applies;
and, European Directive (2013/36/EU) on access
to the activity of credit institutions, the prudential
supervision of credit institutions and investment
firms transposed into Act (2014:966) on capital
buffers and Act (2014:968) on special supervision
of credit institutions and securities companies.

The rules state that the Bank’s own funds shall
cover both the statutory minimum capital
requirements (capital requirements for credit

risk, market risk and operational risk) and also
should include the estimated capital requirements
for additional risks identified in the activity in
accordance with the Bank’s ICLAAP.

In this note, the Bank discloses information

regarding the Bank, and the consolidated situation.

For further information regarding ownership
structure, see section on Financial overview.

The Bank has an established capital planning for
the next three years based on

- the Bank’s risk profile,

- identified risks in terms of probability and
financial impact,
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- stress tests and scenario analysis,

- the expected expansion of lending and financing
opportunities, and

- new legislation, actions of competitors and other
external changes.

The review of the capital plan is an integral part
of the work on the Bank’s yearly ICLAAP. The plan
is monitored continuously and at least an annual
review is performed or more often if needed to
ensure that risks are properly taken into account
and reflect the Bank’s true risk profile and capital
needs.

In this annual report, the Bank has chosen to
disclose the information required on the capital
base and capital adequacy according to the
European Regulation 573/2013 on prudential
requirements for credit institutions and investment
firms (Supervisory), the SFSA's Regulations
(FFFS 2014:12) regarding prudential requirements
and capital buffers and the Regulation (EU) No
1423/2013 laying down implementing technical
standards with regard to disclosure of own funds
requirements for institutions.

Capital Adequacy 2019-12-31 2018-12-31 2019-12-31 2018-12-31
Total capital base 1,474.9 1,303.0 1,494.0 1,413.4
Common Equity Tier 1 (CET1) capital 1,474.9 1,303.0 1,494.0 1,413.4
Capital instruments and the related share premium accounts 4,451.4 4,451.4 663.7 663.7
Retained earnings 354.8 144.8 924.5 793.2
Accumulated other comprenhensive income 26.0 26.0 = -
Intangible assets (net of related tax liability) -3,357.4 -3,319.2 -94.2 -43.5
Additional Tier 1 capital - - - -
Tier 2 Capital - - - -
Risk Exposure Amount 8,252.3 7,466.4 6,995.8 6,198.6
Risk exposure amount credit risk 6,889.1 6,266.4 5,804.8 5,166.2
Risk exposure amount market risk 259.6 157.8 259.6 157.8
Risk exposure amount operational risk 1,036.1 880.8 931.4 874.6
Risk exposure amount credit valuation adjustment risk (CVA) 67.4 161.3 - -
CET 1 capital ratio, % 17.87% 17.45% 21.36% 22.80%
Tier 1 capital ratio, % 17.87% 17.45% 21.36% 22.80%
Total capital ratio, % 17.87% 17.45% 21.36% 22.80%

Capital Buffer Requirements % 2019-12-31 2018-12-31 2019-12-31 2018-12-31
Institution specific buffert requirement 5.00% 4.50% 5.00% 4.50%
of which capital conservation buffer 2.50% 2.50% 2.50% 2.50%
of which countercyclical capital buffer 2.50% 2.00% 2.50% 2.00%
of which systemic risk buffer - - - -
of which: G-SlI or O-SlI buffer = - = -
CET1 available to meet buffers 9.87% 9.45% 13.36% 14.80%

The countercyclical capital buffer is increased to 2.50% in September 2019.
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Capital requirement for credit risk Capital requirement for operational risk

Calculation of the capital requirement for credit risk using the standardized approach. Calculation of the capital requirement for operational risk using the standardized approach.
[ e
2019-12-31 2018-12-31 2019-12-31 2018-12-31 2019-12-31 2018-12-31
Exposed amount Risk weight Risk weighted .Cupltul 'Capltdl Relevant indicator 690.8 587.2 620.9 583.1
Exposure class amount requirement requirement
of which 12% (business line retail banking) 82.9 70.5 74.5 70.0
Governments or central banks 502.1 0% = = -
Total capital requirement for operational risk 82.9 70.5 74.5 70.0
Exposures to institutions 2,017.2 20% 403.4 32.3 36.7
Exposures to corporates = 0% = = - C . I . f k . k
Retail exposures 1,026.2 75% 769.7 61.6 59.9 aplta reqUIrement or mar et ris
Exposures to mortgages T — 52607 o 378.4 Calculation of the capital requirement for market risk is performed using the standardized approach.

Exposures in default 304.2 101% 306.8 24.5 18.9 i i i
Consolidated situation

Exposures in the form of covered
bo‘;ds 5341 10% 53.4 43 4.2 2019-12-31  2018-12-31 2019-12-31  2018-12-31

Claims on institutions and Capital requirement for currency risks 20.8 126 20.8 126

corporates with a short-term - = = - _

. Total capital requirement for market risk 20.8 12.6 20.8 12.6
credit assessment

Equity exposures - - = - _

Qther exposures 902 100% 902 76 82 Capital requirements for credit valuation adjustment risk

ecuritisations Calculation of capital requirement for credit valuation adjustment risk using the standardized method.

Total capital requirement for 19,268.8 6,889.1 551.1 501.3

credit risk
2019-12-31 2018-12-31 2019-12-31 2018-12-31
2015aT2esT 2018-12-31 Total capital requirement for credit valuation adjustment risk 5.4 12.9 - -
Exposed amount Risk weight Risk weighted .Cupltul _Cup|tu|
Exposure class amount requirement requirement
Governments or central banks 497.1 0% - - - Consolidated situation “
Exposures to institutions 1,164.0 20% 232.8 18.6 21.1 2019-12-31 2018-12-31 2019-12-31 2018-12-31
Exposures to corporates 683.2 1% 3.9 0.3 1.1 Pillar 1 capital requirement 660.2 597.3 559.7 495.9
Retail exposures 1,026.2 75% 769.7 61.6 59.9 Total Pillar 1 capital requirement 660.2 597.3 559.7 495.9
Exposures to mortgages 12,4278 36% 4,421.8 353.7 305.9
Exposures in default 281.2 101% 283.8 227 18.0 The Bank meets the minimal capital ratio which at its lowest level equals the total minimum value.
Exposures in the form of covered 534.1 10% 53.4 43 4.9
bonds
Claims on institutions and
corporates with a short-term = - - - -
credit assessment
Equity exposures 4.7 100% 4.7 0.4 0.4
Other exposures 34.8 100% 34.8 2.8 2.7
Securitisations = = - - -
Total capital requirement for 16,653.1 5,804.8 464.4 413.3
credit risk
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Note 30. Related parties

Assets and liabilities 2019-12-31 2018-12-31 2019-12-31 2018-12-31
Intercompany receivables
Parent = - = -
Group = - 683.2 710.0
Total - - 683.2 710.0
Intercompany payables
Parent 85.3 12.4 85.3 12.4
Group = - 1.9 12.0
Total 85.3 12.4 87.3 24.4
T
Income and costs 2019 2018 2019 2018
Interest income calculated using the effective interest method
Parent = - = -
Group = - 130.3 194.6
General administration expenses
Parent = - = -
Group = - -21.5 -27.7
Total - 108.7 166.9

Related parties
Related parties for the group refer to:

- Bluestep Holding AB, organizational number
556668-9575, with domicile in Stockholm.

Related parties for the Bank refer to:

- Bluestep Holding AB, organizational number
556668-9575, with domicile in Stockholm,

- Bluestep Finans Funding No 1 AB, organizational
number 556791-6928, with domicile in
Stockholm,

- Bluestep Mortgage Securities No 2 Designated
Activity Company, organizational number 522186,
with domicile in Dublin,

- Bluestep Mortgage Securities No 3 Designated
Activity Company, organizational number
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550839, with domicile in Dublin,

- Bluestep Mortgage Securities No 4 Designated
Activity Company, organizational number 596111,
with domicile in Dublin

- Bluestep Servicing AB, organizational number
556955-3927 with domicile in Stockholm.

Senior officials

See Note 10 Salaries and remuneration. No further
transactions with senior officials have occurred
during the fiscal year.

Interest income

The interest income in the Parent relates to
interest income on internal loans between the
Parent and other companies in the Group.

Note 31. Pledged assets, contingent
liabilities and commitments

2019-12-31 2018-12-31 2019-12-31 2018-12-31
Pledged assets for own liabilities
Shares and participations in associated companies 0.0 0.0 0.0 0.0
Lending to credit institutions 596.3 588.2 = -
Lending to the public 5,265.6 7,213.0 2,876.5 4,668.2
Derivatives 109.2 175.0 = -
Intangible assets 0.2 0.6 = -
Other assets 66.4 70.6 62.2 68.8
Prepaid expenses and accrued income 0.7 1.2 = -

Contingent liabilities
Contingent liabilities

Commitments

Note 32. Proposal for profit distribution

Proposal for the appropriation of profits

The following profits are available for appropriation at the annual general meeting

Non-restricted equity from previous years

Result of the year

The Board propose that

the following be carried forward

1,341,762,123

128,362,912

1,470,125,035

1,477,465,427

1,477,465,427

The boards assessment is that the equity
accounted in the annual report is enough

in relation to the business extent and risk.
Concerning the result and position in general
of the Group and the Bank, the following

result-, balance sheet, cash flow and additional
information is presented.
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The Board of Directors

The board of directors is elected by the
shareholders at the annual general meeting. The
board is currently consisting of seven members.

Senior Management

The Senior Management are responsible
for the operative, day-to-day, executive
decision-making within Bluestep.

1. Toby Franklin, Board member 5. Andreas Pettersson Rohman, Board member
2. Lars Wollung, Board member 6. Per-Arne Blomquist, Chairman
3. Goran Bronner, Board member 7. Albert Gustafsson, Board member

4. Sofia Arhall Bergendorff, Board member

. Bluestep | Annual Report 2019

Bjorn
Lander

Chief Executive
Officer

Anna
Bofeldt

Chief Marketing Officer,
Marketing & BDM

Tomas
Netz

Chief Operating
Officer, Sweden

Erik Walberg
Olstad

Operativ Chef
Norge

Johanna
Clason

Chief Financial
Officer

Erik
Lind

Chief Information
Officer, Systems & IT

Karin
Jenner

Human Resource
Manager

Christian
Marker

Chief Legal
Officer
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The board’s and the CEO’s signatures

The Board of Directors and the CEO ensure

that the annual accounts have been prepared in
accordance with generally accepted accounting
principles in Sweden and the consolidated
accounts have been prepared in accordance with
the international accounting standards referred to
in Regulation (EC) No 1606/2002 of the European
Parliament and of the Council of 19 July 2002

on the application of international accounting
standards . The annual accounts and consolidated
accounts, respectively, provide a true and fair view
of the parent company’s and the Group’s position
and earnings.

The Directors’ Report for the Parent Company and
the Group, respectively, provides a true and fair
view of the development of the Parent Company
and the Group’s operations, financial position and
results, and describes the significant risks and
uncertainties facing the Parent Company and the
companies included in the Group.

Our audit repport was submitted in Swedish on
the 22nd of April 2020.

Stockholm 22 April 2020

Bjorn Lander

Per-Arne Blomquist
CEO Chairman

Goran Bronner
Board member

Andreas Pettersson Rohman
Board member

Albert Gustafsson
Board member

Toby Franklin
Board member

Lars Wollung
Board member

Sofia Arhall Bergendorff
Board member

Our audit report has been submitted as of 22 April 2020

Ernst & Young AB.

Daniel Eriksson
Authorized auditor
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Definition of alternative
performance measures

Return on equity

Operating profit as a percentage of average equity.

Gross revenue
Interest income exclusive interest income from bond holdings and banks.

Leverage ratio
Capital base in relation to assets exclusive intangible assets.

C/l ratio

Sum of costs divided with sum of operating income.

Credit losses (%)
Credit losses net in relation to closing balance of lending to public.

CET1

CET1in relation to risk weighted exposure amount.
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Corporate Governance Report

Bluestep Bank AB (publ) (the “Bank”) conducts
banking operations and is supervised by the
Swedish Financial Supervisory Authority. The Bank
is a wholly owned subsidiary of Bluestep Holding
AB, which is owned by EQT VIl since 2017. The
Bank has a Norwegian branch for the Norwegian
deposit and lending conducted on the Norwegian
market. Permission to establish a mortgage
branch in Finland were received during the year.
The Bank is the Parent Company of a group
consisting of the; Bluestep Servicing AB, which
administrates deposit and lending activities; and
the funding companies Bluestep Finance Funding
No1 AB, Bluestep Mortgage Securities No 2
Designated Activity Company, Bluestep Mortgage
Securities No 3 Designated Activity Company and
Bluestep Mortgage Securities No 4 Designated
Activity Company. Corporate governance must
function well for the Bank to enjoy confidence

in the marketplace and create added value for
stakeholders. For this reason and to prevent
conflicts of interest, the Company has defined
roles and clear areas of responsibility allocated
among the Board of Directors, the CEO and other
stakeholders. This corporate governance report

is created in accordance with the requirements in
the Annual Act (1995:1554). The main issues for
corporate governance at the Bank are explained
below.

Corporate governance

The Bank is a dedicated, solutions-oriented
organisation that offers mortgages and savings
accounts in Norway and Sweden, as well as
personal loans in Sweden. The Bank is a Swedish
public limited liability company. The Bank’s
corporate governance is based on Swedish

law, regulations and general recommendations
issued by the Swedish Financial Supervisory
Authority and the European Banking Authority
(EBA), Nasdag Stockholm’s regulations for
issuers, and the Bank’s Articles of Association and
internal policies and instructions. The Bank has a
traditional form of corporate governance, where
the shareholders appoint the Board which in turn
appoints the CEQ. There are internal and external
control functions as well.

Since the Bank’s shares are not admitted to
trading on a regulated market, the Swedish Code
of Corporate Governance is not applicable to the
Bank.
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Annual General Meeting

The Bank is governed via the Annual General
Meeting in accordance with the basic rules on the
governance and organisation of a limited company.
The Annual General Meeting is the Bank’s

highest decision-making body, and the Articles

of Association contain no special provisions that
affect decision making at the AGM.

At the Annual General Meeting, the shareholders
of the Bank must confirm the income statement
and balance sheet, dividend and other disposals
according to the Bank’s result, the discharge for
the board and the CEOQ, election of the board and
confirm the boards fees.

The Annual General Meeting also appoint the
external auditor for the Bank who emits audit
report over its audit of the Banks annual report
and consolidated, the disposal of the result, and
the boards and the CEOs management of the
Bank and its activity. The external auditor’s audit
report is submitted to the Annual General Meeting,
which subsequently must take a position on it.

The Bank’s Article of Association has been
prepared in accordance with the requirements in
the Swedish Companies Act regarding mandatory
information and has no decisions regarding
appointment and dismissal of board members or
amendment of the Articles of Association. Nor
there are limitations of how many votes each
shareholder can submit at the Annual General
Meeting. The Article of Association has been
approved by the Swedish Financial Supervisory
Authority in accordance with the Banking and
Finance act (2004:297).

At present the Annual General Meeting has not
authorised the Board of Directors to resolve to
issue new shares or buy back the Bank’s own
shares.

Board of Directors

The Board of Directors is responsible for the
Bank’s administration and organisation. The duties
of the Board of Directors are primarily governed
by the Swedish Companies Act (2005:551),

the Banking and Finance Act (2004:297) and

by regulations from the Swedish Financial
Supervisory Authority. The Board’s responsibilities

include determining and reviewing the Bank’s
objectives and strategies considering its long-
term financial targets and the risks to which the
Bank is exposed; applying capital requirements;
satisfactory control of regulatory compliance;

and ensuring compliance with internal rules for
risk management, risk control and risk reporting.
The Board of Directors is also responsible for
ensuring that written guidelines and instructions
are regularly evaluated to ensure that the Bank’s
operations are run in a way that the Bank’s
obligations are not jeopardized, that reporting of
violations is done and followed up, and that the
Bank’s operations are driven in a healthy way. It
also includes maintaining a healthy risk culture
regarding credit risks. The Board of Directors must
also monitor the Company’s financial performance
and ensure the quality of its financial reporting
and reporting by the control functions. The

Board follows written rules of procedure that

are determined annually. The rules of procedure
comply with the Swedish Companies Act, the
Swedish Banking and Financing Business Act

and regulations issued by the Swedish Financial
Supervisory Authority. The rules of procedure also
govern the allocation of duties between Board
members and the CEOQ.

The Board’s committees and the
Bank’s remunerations principles

The Board of Directors has established an Audit,
Risk, and Compliance Committee, “ARCCO".

One of ARCCOs role is to ensure the quality

in the Bank’s financial reporting and corporate
governance. More information regarding ARCCO is
found under “Control environment” below.

The Bank has also established a remuneration
committee and the Bank has, in accordance
with the legislation of the Swedish Financial
Supervisory Authority, established a clear policy,
instructions and processes to maintain a healthy
remuneration structure. Compensations to the
CEO and other identified individuals which

are seen as special regulated employees are
determined by the Board of Directions after
preparations by the remuneration committee.

Compensations to the CEO and senior executives
consists of salary and variable salary in form of
bonus and pension contributions. The Bank’s
remuneration principles to the employees

are created to ensure that remunerations to
individuals does not counteract the Bank’s
long-term interests. For the employees who are

special regulated employees, the payment of this
compensation is postponed by at least 40 percent
over a period of at least three years.

The CEO and the Bank’s senior
management

The CEO bears overall responsibility for ensuring
that all the Bank’s business risks are managed
according to established policies and guidelines.
The CEO is also responsible for ensuring that
the Bank’s organisation and work processes
continually follow applicable regulations.
According to internal governing documents, the
CEO is also responsible for the Bank’s financial
reporting, and the CEO must accordingly ensure
that the Board receives adequate information to
be able to evaluate the Bank’s financial position.
This includes trends in liquidity and credit risk,
important business transactions and other
circumstances that may be important to the
Board of Directors and the owners. The CEO
must also lead the Bank’s senior management in
implementing decisions taken by the Board.

Internal control

The Board’s responsibility for internal control is
governed primarily by the Swedish Companies Act,
the Swedish Annual Accounts Act (1995:1554) and
relevant sections of the regulations and general
recommendations issued by the Swedish Financial
Supervisory Authority and the EBA.

Internal control - financial report

The Bank’s procedures for internal control, risk
assessment, control activities and monitoring of
financial reporting are designed with the objective
of ensuring reliable overall financial reporting
and external financial reporting in accordance
with International Financial Reporting Standards
(IFRS), applicable laws and regulations and other
requirements applicable to companies with

listed securities. The work involves the Board of
Directors, the Bank’s senior management and
other personnel.

Internal control — governing
documents

An important part of the Bank’s internal control
consists of governing documents in forms of
policies, instructions and manuals. The governing
documents exists for essential areas and form
the framework for the business. All the policies
are approved by the Board of Directors and the
instructions approves by the CEO. The governing
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documents evaluates, updates and approves
ongoing, however, at least annually.

Control environment

The Board of Directors has adopted several
governing documents that, together with

external regulations, serve as the basis for the
Bank’s control environment. It is the duty of all
employees to comply with the adopted governing
documents. The Board of Directors has adopted
governing documents that govern the respective
responsibilities of the CEO and the Board of
Directors.

The Bank’s risk management, risk control and
compliance processes are based on the three
lines of defence approach to allocating roles
and areas of responsibility. This approach aims
to achieve satisfactory risk management with
effective risk control and compliance.

The three lines of defence are the foundation of
the Bank’s model for risk management, risk control
and compliance. Under this model, the first line

of defence consists of the business units, which
own and manage risks, compliance with laws and
regulations and internal policies. The second line
of defence consists of the risk management and
compliance functions that are independent of the
business units and that monitor and independently
control risks and compliance within the Bank.

The third line of defence, which assures internal
control, consists of the function for independent
review and oversight. The internal auditors perform
the work of the third line of defence on a regular
basis. The internal audit function reports directly
to the Board of Directors.

In addition to regularly scheduled annual controls,
the risk management and compliance functions
are also obligated to report back to the Board of
Directors and CEO at least once per month. Their
reports must point out material shortcomings and
risks, and regularly report each new material risk
and shortcoming that has been identified. The
CEO and Board of Directors must ensure that the
Bank has procedures in place to regularly follow
up which actions have been taken in response to a
report by the control function.

The Board of Directors bears the ultimate
responsibility for the Bank’s risk level and risk
management system, and for ensuring that the
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Bank has adequate controls in place. The Board
of Directors provides directives to the CEO by
means of policies, with respect to governance,
management, control and reporting of risks,

as well as issuing instructions. The Board of
Directors is thus responsible for the Bank’s risk
management system and must ensure that the
Bank has appropriate internal controls in place.
As mentioned above, The Board of Directors
has established an audit, risk and compliance
committee (ARCCO). The ARCCO continuously
monitors the quality of the Bank’s financial
reporting, corporate governance, internal control,
compliance, risk control and internal audit.

The Board of Directors has also appointed a CRO,
who is responsible for identifying, assessing,
managing and reporting risks that arise in all

lines of business and all types of risk within

the organisation. As part of the second line of
defence, the CRO reports directly to the CEO and
the Board of Directors.

The Bank’s risk management system is
complemented by three CEO committees,
namely the Risk and Compliance Committee
(RICO), the New Product Approval Process
Committee (NPAP) and the Asset and Liability
Management Committee (ALCO). The RiCO’s
objective is to improve and promote a strong

risk management culture and to strengthen the
Bank’s risk management processes and controls
by assisting the business in the management of
operational and compliance risks. The NPAP is an
established process for approving new or altered
products, procedures or systems where their
risks are presented, analysed and evaluated. The
ALCO assists the business in the management
of balance sheet-related risks. These risks are
primarily interest rate risk, liquidity risk, exchange
rate risk and credit risk.

Risk assessment and
control activities

The primary goals of the Bank’s risk management
are to ensure that the outcomes of risk-taking
activities are consistent with the Bank’s strategies
and risk appetite and that there is an appropriate
balance between risk and returns. The Bank’s risk
management framework forms the foundation for
achieving these goals.

Risk is defined as a potentially negative impact
on the Bank’s value that could occur due to
current internal processes or future internal or
external events. The concept of risks includes
both the probability that an event will occur and
the potential impact it would have on the Bank.
To achieve the Bank’s business goals for growth,
profitability and financial stability, the Bank’s
targets must be assessed against the risks that

might arise in the Bank’s operations while doing so.

To manage identified risks, the Bank has created a
framework for managing risk and capital through
policies, organisational structures and valuation
and monitoring processes tailored to the activities
of the business. Under the framework:

(i) the Board of Directors handles the overall
monitoring of risk and capital management;

(ii) the Bank uses a three lines of defence risk
management model;

(iii) risk strategy and risk tolerance are defined
based on strategic plans to combine risk, capital
and performance targets;

(iv) all major risks such as credit risk, market risk,
operational risk, liquidity risk, and interest rate risk
are managed via risk management processes;

(v) modelling and measurement approaches for
quantifying risk and capital requirements are
implemented in all major risk classes, while other
risks such as business risk, strategic risk and
reputational risk are assessed and quantified
during the Bank’s internal capital and liquidity
adequacy assessment process (ICLAAP); and,

(vi) effective processes and policies are
established to implement the identified risk
management processes and constitute a critical
component of the Bank’s risk management
capability.

Monitoring, evaluation
and reporting

The Board of Directors continually evaluates

the information it receives. The Board regularly
receives reports from the Bank’s operations
concerning issues that include the Bank’s financial
position, as well as reports from the ARCCO, RiCO,
NPAP and ALCO concerning their observations,
recommendations and proposed actions and
decisions. Internal audit and the compliance and
risk functions regularly report their observations
and proposed actions to the CEO and Board

of Directors. Internal and external regulations

that govern financial reporting, as well as other
applicable requirements, and communicated
internally by means of governing documents. All
Bank personnel have access to these documents
on the intranet.
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Sustainability report

Bluestep Banks sustainability report is presented
below for 2019. The report includes the parent
company Bluestep Bank AB and its subsidiaries.

Bluestep is a responsible bank and has the ability
to provide financial security to more customers.
Sustainability at Bluestep is also about to be an
attractive employee and to act responsible to
customers, investors, owners and authorities. At
Bluestep, we want to contribute to a stronger
society through increased financial inclusion

and thereby contribute to UNs global goal for
sustainability development achieves.

An inclusive and responsible
business model

Bluestep is a committed and solution focused
lender with the goal to help customers to an
increased overview over their financial situation
and, based on the customer financial need, offer
an attractive solution. Bluestep tries to help
customers that has for some reason been denied
a loan from the traditional banks. The Bank offer
mortgages and private loans in Sweden, and
mortgages in Norway. Beyond this, Bluestep also
offer saving accounts.

Bluestep was created 2005 with the purpose

to complement the traditional banks on an
unprioritized segment of the mortgage market.
There is still a need to provide mortgages to
customers that has been denied loans from other
actors. In the beginning of Bluesteps history,

the customers were mainly people that had

have a tougher period in life. A period where
they had been unable to pay their bills in time,
which results in reminders. A reminder means a
huge risk to a rejection in a credit application.

At Bluestep, we cherish the manual review of a
credit application. This includes a lot of work but
enable us to understand every unique customer
and situation and how their ability to pay is today
and in the future. The higher level of manual work
and customer interaction means higher costs
compared to automated processes. Customers
risk profiles can also differ. Based on this, Bluestep
applies an individual rate setting. A careful review
of a credit application and a risk-based pricing, in
combination with a reward in form of an interest
reduction when the customer manages its loan
payments, contributes to a sustainable credit
grant.
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In the last years, additional customer needs have
occurred, as the life and employment changes.
Nowadays, there is flexible works, consulting works,
project employments, and self-employed in a
greater extent than before. As these employment
types increases, there are many lenders that tries
to automate and digitize the lending process. This
means that some customer groups exclude, when
they do not fit into the standardized pattern. The
extra work that Bluestep perform has resulted
that more customers has been included and been
offered loans. These customers have now the
ability to use the advantages that comes with a
mortgage, which results in owning your own living.

Through our products and processes, Bluestep
has made the mortgage market available to more
people. The advantage is that more people can
make an own choice regarding the living. This
results in a financial inclusiveness, which leads
to stronger societies. Financial inclusiveness
can for example contribute to increased equality
and increased economic growth, two areas

that are included in the U. Ns global goal for
sustainable development. Through continued
work with development and improvement of our
products, we want to contribute to those people
that want to and have the possibility to have
their own mortgage to have it. This means that
we at Bluestep can continue to deliver a value to
customers, society, employees and owners.

Bluestep sees that the extended digitizing and
atomizing of other actors lending processes leads
to a rejection to more people, even when they
have a good credit quality. This increases the need
of Bluesteps products. To help customers that has
been neglected loans takes a carefully analysis.
Bluestep provides this by a profound review of the
individual personal finance and tries to understand
the persons future ability to pay. A central part

in this analysis is the interaction between the
customer and Bluestep. The business model has
meant that we since the start in 2005 have been
able to help many customers to own their own
living.

As a part of providing credits in a responsible
way, it also includes that we can ensure that the
customer understand the agreement. Bluestep
actively work with this by ask the customer if they
have talked to their traditional bank first. Through

this question, it is ensured that only people that
need Bluesteps loan products applies for a loan
here. The understanding between customer and
Bluestep also reflects in our employees since we
together master over 20 different languages, and
when necessary, we hire an interpreter to ensure
that customer and officer understand each other.
Before every loan payment there is a payment
call to the customer. In this call, Bluestep goes
through the agreement with the customer to make
sure that the customer understand the contract
and that eventual questions can be answered.
These are a few examples of how Bluestep work
with a responsible credit lending to more people.
An indicator of the performance of the business
model is the size of Bluesteps credit losses. Low
credit losses mean that we have achieved in the
meaning to provide credits in a responsible way.

Sustainability policy and
control documents

Bluestep has adopted a CSR-policy (Corporate
Social Responsibility) to regulate the sustainability
work. The policy, which was reviewed by the board
2018, describes Bluesteps work and steering
within sustainability connected to the three focus
areas; internal steering, customer satisfaction and
employees. To support the daily work and to be
able to handle risks in the business, the following
control documents are also important parts:

- Governance and control policy
- Ethical guidelines policy

- Conflicts of interest policy

- AML policy

- Business continuity plan policy and Disaster
Recovery plan

- Remuneration policy
- Consumer protection policy
- Data protection policy

- Information Security Governing Policy

Internal steering and education

As a part of ensuring that the control documents
regarding that rules and data are correctly
handled, every new employee are educated

in an introduction program. In this program, it
includes a review of internal control functions
(risk management, compliance and internal
audit) and an education in how Bluestep actively
work to prevent money laundering, corruption

and financing of terrorism. The education also
includes bank secrecy, GDPR and information
security. For Bluestep to ensure that all employees
have updated knowledge within these areas,
there is also a mandatory yearly education. The
education Is followed up with a test, which all
employees passed 2019. The result of Bluesteps
work is a high internal risk awareness together
with well-functioning processes and routines.
Bluestep has never been an object for regulatory
fines or sanctions. The Bank advocates an open
and constructive dialogue with authorities. For
additional information about Bluesteps risks and
risk management, see part “Risk management” in
the management report and in note 2.

Customer satisfaction

One of the central indicators over how Bluestep
has succeed in its business model is how satisfied
the customers are. The satisfaction is measured
through the indicators Net Promoter Score
(“NPS”), and satisfied customer index (“NKI”). Every
customer that has had a phone call with a contact
person at Bluestep are called back and asked to
answer a few questions to improve the different
areas.

In the NPS-survey, the customers get to answer
how likely they would recommend Bluestep to a
friend or colleague. The result came in at 21.9
(due to changed measuringmechanism, this
number however is not comparable with goals or
earlier years). For 2020 Bluestep’s goal is to reach
24. In the NKl-survey, the customers get to answer
how satisfied they were with the servicethey
received when they contacted Bluestep. During
2019, Bluestep’s goal was to reach a NKI of 90%
in both Sweden and Norway. The result became
88.2%. For 2020, Bluestep’s goal remains at 90%.
The customer satisfaction is followed up by the
management and is reported by the CEO to the
board every month.

Coworker, working environment
and human rights

Bluestep cherish diversity in our customers and in
our employees. Bluesteps employees has different
backgrounds, which is a strength since it facilitates
understanding for different persons and customers
situations. The different backgrounds manifesting
that over 20 different languages are spoken in

our approximately 290 coworkers. The language
knowledge and the different backgrounds
decreases the barriers and increases the
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understanding in general, and this is important in
Bluesteps business. A mortgage is a big decision
for the customer and for the Bank, therefor, a
good communication and understanding are an
essential part. Respect is one of Bluesteps key
values and it is important that all customers and
coworkers are treated with respect no matter

age, ethnicity or gender. Bluestep always strive to
balance the employees between men and women.
At Bluestep, 49% are women and 51% are men.
The management consists of three women and
five men, and the board consists of one woman
and six men. Bluestap always want to achieve an
equitable treatment of coworkers and customers.
Risks for crimes against human rights are judged
as small by our business, which also is the reason
why this report do not treat those risks any further.

Through the early coworker survey, in
collaboration with Great Place to Work, different
areas are measured which reflects how the
coworkers finds its work situation. After the survey,
every section at Bluestep, identifies three different
strength to build upon and three different areas
that has improvements potential. This work has
resulted in increased engagement and trust
among the coworkers, which is shown in the

result of the surveys. Trust Index describes the
employees that has a good coworker experience
among the engagement driven areas which are
trust, pride and fellowship. The engagement index
is the coworkers that consider that Bluestep is a
great workplace. The goals for 2020 is set at 80%
for Trust Index.

Trust Index:
2016: 70%
2017: 69%
2018: 76%
2019: 74%

Environment

Bluestep strives to have a low impact on the
environment as possible, both when it comes to
offices and business trips. The goal with business
trips is that those should be as environment
friendly and cost-effective as possible. Instead of
traveling between offices, the coworkers are using
phone- and video conferences in the extent that is
possible. The head quarter in Stockholm is based
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in a building with the environmental certification
LEED Guld. Bluestep is working with the landlord
to limit the energy consumption regarding heat,
electricity and air conditioning.

Bluestep are supporting the initiative by the
coworkers to limit the waste from the daily work.
One example is an continuing effectiveness work
were digitalized sheets were used instead in
chosen parts in the lending process.

Social initiatives

A social initiative which leads to great pride is
Bluesteps collaboration with Mentor Sweden. In
the professional mentor program Bluestep get

to meet students from 8th grade. The purpose

is to discuss the future, personal finance and

job applying. Bluesteps employees also share
experiences, both job related and personal, to
inspire the students to continuing studying,

give information about the work market and a
responsible attitude to personal financing. The
students get to practice creating a budget, write
CV and to go to a job interview. The program ends
with a visit at Bluestep where the students gets an
insight in which type of roles there are and who
the coworkers are. In the summer, a few students
also practice at Bluestep.
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