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OBJECTIVES AND RISK POLICIES

Risk management in general
The BANK of Greenland works with a balanced risk profile.

The Bank's Board of Directors continuously monitors the Bank's risks and follows up on this on a regular
basis.

On the basis of the Bank's business model, the Board of Directors has laid down an overall framework
and principles within the various risk areas. The Bank is continuously developing its tools for the identifi-
cation and management of risks.

The Board of Directors has appointed an Audit Committee and a Risk Committee. Both the Audit Com-
mittee and the Risk Committee consist of the full Board of Directors, and it has therefore been found most
appropriate to maintain the same structure as in the Board of Directors, so that the Chairman of the Board
of Directors is also the Chairman of the Audit Committee and the Risk Committee.

The tasks of the Audit Committee mainly concern the monitoring of:

the presentation of accounts process;

the effective functioning of the Bank's internal control system;
the effective functioning of the Bank's risk management systems;
monitoring of the internal audit;

the statutory audit of the Annual Report; and

control of the independence of the auditor.

The tasks of the Risk Committee mainly concern the monitoring of:

o the Bank's current and future risk profile and strategy;

¢ the implementation of the Board of Directors' risk strategy in the organisation;

e ensuring that the Bank's products and services are in accordance with the business model and
risk profile, etc.; and

o whether the incentives in the Bank's remuneration structure take account of the Bank's risks, etc.

In this respect, the Bank's control environment for the calculation of the significant accounting estimates
is reviewed and assessed.

The committees meet immediately prior to the meetings of the Board of Directors.
The risk management function is anchored in the Executive Management. The day-to-day risk manage-
ment is undertaken by the Bank's Credit Office/International Department, with independent control thereof

by the Accounting Department.

The BANK of Greenland applies the standard method to credit and market risks, and the basic indicator
method to operational risks.
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OBJECTIVES AND RISK POLICIES

The most significant risks related to the operation of the BANK of Greenland, and which are of significance
to the Bank's growth, earnings and financial position, are the following:

Credit risk: Risk of loss as a consequence of customers’ or counterparties’ default on actual payment
obligations.

Market risk: Risk of loss as a consequence of fluctuation in the fair value of financial instruments and
derivative financial instruments, due to changes in market prices. The BANK of Greenland classifies three
types of risk within the market risk area: interest rate risk, currency risk and share risk.

Liquidity risk: Risk of loss as a consequence of the financing costs increasing disproportionately, the risk
that the Bank is prevented from maintaining the adopted business model as a consequence of a lack of
financing/funding, or ultimately, the risk that the Bank cannot fulfil agreed payment commitments when
they fall due, as a consequence of the lack of financing/funding.

Operational risk: The risk that the Bank in full or in part incurs financial losses as a consequence of
inadequate or inappropriate internal procedures, human errors, IT systems, compliance or other business
risks, etc.

Risk on the capital base: The risk that the Bank is unable to fulfil the minimum statutory requirement of
the capital ratio or to fulfil the individual solvency requirement.

Gearing risk: If there is a risk of excessive gearing, the risk is understood to be a result of the Bank's
vulnerability as a consequence of gearing or possible gearing, which may require unforeseen corrective
measures in the Bank's business plan, including emergency sale of assets, which could entail losses or
adjustments to the value of the remaining assets.

Credit risk

The BANK of Greenland's objective in the credit area is to limit losses on lending, credits and guarantees.
The limitation of losses is, however, subject to the consideration that the credit area is the Bank's most
significant earnings area, so that earnings and risk are subject to continuous assessment.

The BANK of Greenland's management of credit risks takes place via the policies and procedures drawn
up, as determined by the Bank's Board of Directors, in order to ensure that lending is to customers who,
via solvency and earnings, ensure good credit quality in relation to the margin paid.

Credits, loans and guarantees are authorised at various levels in the Bank, depending on the size and
risk of the exposure. There is continuous follow-up of all lending and guarantees above a fixed limit, to
ensure that any signs of a customer’s payment failure are identified as early as possible, thereby making
it possible to avoid a loss, in dialogue with the customer.
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OBJECTIVES AND RISK POLICIES

Concentration risk

The Bank's risk concentration in lending and guarantees is an element of the credit risk management.
The Bank seeks appropriate distribution on lending and guarantees to the business and private segments,
respectively. A balanced sectoral distribution of lending and guarantees to the business sector is also
aimed for. The distribution is assessed to be appropriate in view of the possible sectoral diversification in
the Bank's market area.

In accordance with the Supervisory Diamond, the Bank's objective is that lending and guarantee debtors
concerning “real property” and “execution of construction projects” may at no time exceed 25% of the
Bank's total lending and guarantees.

The BANK of Greenland has a policy that the sum of the 20 largest exposures may not exceed 175% of
the capital base.

Market risk

The Bank's objective is to minimise the losses which may arise as a consequence of e.g. unforeseen
development in the financial markets.

Policy:
The BANK of Greenland's market risk is managed by fixed limits for a large number of risks.

Equity and currency positions are fixed within a framework in relation to core capital after deductions.
The share portfolio in 2020 amounts to TDKK 122,763, of which sector equities of TDKK 101,026.

Fixed-income positions must be held within a given interest rate risk of maximum 3%. At the end of 2020,
the total interest rate risk amounted to 1.1% of the core capital after deductions. The Bank has outsourced
the portfolio management of the Bank's bond holdings to an external portfolio manager. The portfolio
manager is subject to a risk framework with a maximum duration of 1.25 years.

The BANK of Greenland has a limited position in foreign currency. The currency exposure at the end of
2020, measured by currency indicator 1, is TDKK 6,604, which is equivalent to 0.6% of the core capital
after deductions.

Compilation and monitoring take place on a daily basis and the Executive Management and Board of
Directors receive ongoing reports based on the guidelines laid down.

Liquidity risk
The BANK of Greenland's objective is to ensure adequate and stable liquid reserves, and that the LCR
ratio compiled according to the rules in CRR, Articles 411-428, is at least 140 percentage points at any

time. The Bank has the objective, however, that the constant LCR ratio is at the level of 175-225%. At
the end of 2020, the Bank's LCR is 241.0%.
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OBJECTIVES AND RISK POLICIES

Policy:
The liquidity reserve is compiled is accordance with the rules in CRR, or other applicable regulatory li-
quidity requirements.

The Bank's liquid reserves are managed by maintaining sufficient liquid assets, ultra-liquid securities, and
level 1A, level 1B, and 2A and 2 B assets, and the ability to close market positions and utilise lines and
committed lines.

The BANK of Greenland's funding is based solely on deposits.

Compilation and monitoring take place on a daily basis and the Executive Management and Board of
Directors receive ongoing reports based on the guidelines laid down.

Operational risk
The BANK of Greenland's objective is that operational risks are continuously limited, with due consider-
ation of the related costs.

The BANK of Greenland has drawn up policies and emergency plans for physical disasters and IT out-
ages. The Bank's IT operations take place at Bankernes EDB Central (BEC). The Bank closely follows
the instructions and recommendations received from BEC, just as the Bank does not undertake inde-
pendent development of IT systems.

Internal procedures are based on written processes and work descriptions, just as controls are performed
across the organisation.

The Bank continuously assesses the outsourcing of operational areas that are not of significance to the
Bank's competitiveness.

As at the end of 2020, the Bank had outsourced the following areas:

Internal audit

Clearing

Inter-bank accounts
Pool management
International payments
Fund customer orders
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OBJECTIVES AND RISK POLICIES

Risk concerning the capital base
The BANK of Greenland has a strong capital base and a capital ratio of 23.5% at end-2020.

The capital is compiled in accordance with the rules in CRR. As at the end of 2019, the Bank's capital
ratio was 23.4%.

Compilation and monitoring take place on a monthly basis and the Executive Management and Board
of Directors receive quarterly reports based on the guidelines laid down.
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CAPITAL BASE

Statement of capital base in DKK 1,000

2020 2019
Equity 1,176,917 1,077,676
Proposed dividend -45,000 0
Taxation value of proposed dividend 11,925 0
Deduction for prudent valuation -1,247 -1,531
Framework for ratio of own shares -5,310 0
Actual core capital 1,137,285 1,076,145
Capital adequacy 1,137,285 1,076,145

The Bank has not raised any hybrid or other subordinate loan capital.
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METHOD TO CALCULATE ADEQUATE CAPITAL BASE

The Bank's method of assessing whether the internal capital is sufficient to support current and future activities
(the solvency requirement) follows the Bank's ICAAP (Internal Capital Adequacy Assessment Process).

In the ICAAP, the risks to which the Bank is exposed are identified, in order to assess the risk profile. Once
the risks have been identified, it is assessed how these risks can be reduced, for example via procedures,
contingency plans, etc. It is also assessed which risks entail a capital requirement.

The internal capital (solvency requirement) is the Bank's own assessment of the capital requirement, as a
consequence of the risks assumed by the Bank. On a quarterly basis, the Bank's Board of Directors discusses
the determination of the internal capital (solvency requirement), in order to ensure that it is adequate to support
current and future activities. The discussions are based on a recommendation from the Bank's Executive Man-
agement Board. The recommendation includes the proposed size of the internal capital (solvency require-
ment). Based on the discussions, the Board of Directors adopts the calculation of the Bank's internal capital
(solvency requirement), which must be sufficient to cover the Bank's risks and support current and future ac-
tivities.

In addition, once a year the Board of Directors exhaustively discusses the method of calculating the Bank's
internal capital (solvency requirement), including the risk areas and benchmarks which should be taken into
consideration on calculating the internal capital (solvency requirement).

The internal capital (solvency requirement) is compiled on the basis of an 8+ method, which includes the risk
types for which capital is assessed to be required: credit risks, market risks, operational risks, other risks, and
supplements for statutory requirements. The assessment is based on the Bank's risk profile, capital and for-
ward-looking considerations that may be of significance, including the budget.

The Danish Financial Supervisory Authority has issued a "Guide concerning adequate capital base and sol-
vency requirements for credit institutions". The Association of Local Banks, Savings Banks and Cooperative
Banks in Denmark has also issued a solvency requirement model. Both the FSA's guide and the Association
of Local Banks' solvency requirement model, which the Bank uses, are based on the 8+ method, for which the
starting point is the minimum requirement of 8% of the total risk-weighted exposures (pillar 1 requirement),
with additions for risks and conditions that are not fully reflected in the calculation of the risk-weighted items.

In addition, the FSA's guide sets out benchmarks for when the FSA in principle assesses that pillar 1 is not
adequate within the individual risk areas, so that supplements must be allocated in the solvency requirement.
Furthermore, to an extensive extent methods have been set up for the calculation of the size of the supplement
within the individual risk areas.

Even though the Danish FSA sets out benchmarks for most areas, for all areas the Bank assesses whether

the stated benchmarks take sufficient account of the Bank's risks, and individual adjustments are made to the
necessary extent.
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METHOD TO CALCULATE ADEQUATE CAPITAL BASE

The bank observes the template below when calculating the internal capital (solvency need)

DKK
1,000 %

1) The Pillar | requirement (8 per cent of the total risk exposure) 8

+ 2) Earnings (capital to cover risk as a result of weak earnings)

+ 3) Loan growth (capital to cover organic growth in business volume)

+ 4) Credit risks, of which

4a) Credit risks on large customers with financial
problems

4b) Other credit risks

4c) Single name concentration risk

4d) Sector concentration risk

+ 5) Market risks, of which
5a) Interest rate risks

5b) Share risks

5¢) Currency risks

+ 6) Liquidity risks (capital to cover more expensive liquidity)

+ 7) Operational risks (capital to cover operational risks apart from Pillar 1)

+ 8) Gearing (capital to cover risks as a result of high gearing)

+ 9) Additions, if any, as a result of statutory requirements

Total = capital requirements/solvency needs

- Of which credit risks (4)

- Of which market risks (5)

- Of which operational risks (7)

- Of which other risks (2+3+6+8)

- Of which additions as a result of statutory requirements (1+9)

The total risk exposure -

In the view of the BANK of Greenland, the risk factors included in the model cover all of the risk areas which
legislation requires the Bank's management to take into account on determining the internal capital (solvency
requirement), and the risks which the management finds that the Bank has assumed.

In addition, the Board of Directors and Executive Management Board must assess whether the capital base

is adequate to support coming activities. For the Bank, this assessment is part of the general determination
of the internal capital (solvency requirement).
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SOLVENCY REQUIREMENTS AND CAPITAL BASE ADEQUACY

The BANK of Greenland's made up individual capital requirement according to the 8+ model

In DKK 1,000 2020 2019
Capital Solvency Capital Solvency
requirement requirement requirement requirement
Pillar | requirement 387.576 8.0% 368,576 8.0 %
Credit risk 97.538 2.0% 132,315 29 %
Market risk 18.149 0.4% 21,338 04 %
Operational risk 23.179 0.5% 22,229 0.5%
Other risk 17.887 0.3% 2,100 0,1 %

Capital and solvency re-
quirement 544.329 11.2% 546,558 11.9 %

The bank has on the basis of the capital requirement calculated an immediate excess cover of TDKK 592,956,
which constitutes the difference between the present capital requirement (solvency need) and the actual cap-
ital (capital ratio)

Excess cover at the end 2020

DKK 1,000

Capital base 1,137,285
Sufficient capital 544,329
Excess cover 592,956
Capital ratio 23.5 %
Internal capital requirement (solvency need) 11.2 %
Solvency excess cover as a percentage point 12.3 %

The BANK of Greenland was designated as an SIFI institution in 2017. In view of the new SIFI requirements
concerning capital reserves and new requirements concerning impairment liabilities (MREL requirements), the
Board of Directors assesses that the overall capital reserves must be increased. The aim of the Board of Directors
is, that there must be sufficient capital for growth in the Bank's business activities. When the final MREL capital
requirement is known, more precise capital planning will be possible, including which capital instruments can be
put to good use.

Solvency excess cover as above (percentage point) 12.3 %
SIFI buffer requirement 2018 1.5 %
Capital reserve buffer requirement 2018 2.5%

Solvency excess cover hereafter 8.3%
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SOLVENCY REQUIREMENTS AND CAPITAL BASE ADEQUACY

Since the Bank uses the standard method to calculate the risk-weighted exposures, the minimum capital re-
quirement of 8% is shown per exposure class.

Minimum capital requirement of 8% End of 2020 End of 2019
Exposures to central governments and central banks - -

Exposures to regional and local authorities - -
Exposures to public entities - -
Exposures to multilateral development banks - -

Exposures to international organisations - -

Exposures to institutions 5,231 5,328
Exposures to companies 152,171 118,117
Retail exposures 71,883 75,685
Exposures secured by real estate mortgages 53,929 52,226
Exposures on default 5,505 5,932
Exposures related to a particularly high risk 4613 6,542
Exposures in the form of covered bonds and covered mortgage-credit

bonds - -

Items representing securitisation positions - -

Exposures to institutions and companies with short-term credit assess-
ment - -

Exposures which are units or shares in ClUs - -

Share exposures 8,091 341
Other items 26,570 37,619
Credit- and counterpart risks in total 327,993 301,790

Credit risks: Risk of losses because debtors or counterparties commit a breach of their payment obligations
over and above the cover in Pillar I, including major customers with financial problems. Concentration risk on
individual commitments and sectors.

Market risks: Risk of losses because of potential changes in interest rates, share prices and exchange rates
over and above what is covered in Pillar |. The basis is comprised og the maximum risks the bank can assume,
within the limits on the management’s powers, as set by the Board og Directors, to take market risks in ac-
cordance with the Danish Financial Business Act.

Operational risk: Risk that the bank incurs a complete or partial financial loss as a result of inadequate or
inappropriate internal procedures, human error, IT systems, etc. and external events, including legal risks, over
and above the cover in Pillar . The bank uses the basic indicator method to calculate the solvency requirement
for the operational risk.
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SOLVENCY REQUIREMENTS AND CAPITAL BASE ADEQUACY

Other risk: Possible capital for risk hedging because of weak earnings, possible capital to cover growth in
business volume and possible capital to cover costlier liquidity from professional investors.

Other risk areas that are assessed relation to the determination of the solvency need:

e Retail segmentation
o External risks related to legislation and compliance
e Other matters - recruitment, method risk, etc.

The determination of the impact these areas have on the solvency need ratio is either calculated directly from
supplementary calculations or assessed on a discretionary basis by the management as impacting the deter-
mination of the solvency need.

The risk factors included in the model are, in the opinion of The BANK of Greenland, sufficient to cover all the
risk areas that the bank's management is required by legislation to take into account when determining the
solvency need as well as the risks that the management finds that The BANK of Greenland has taken on.
Furthermore, the Board of Directors and the Board of Management must assess whether the capital base is
sufficient to support coming activities.

DKK 1,000

Risk-weighted exposures End 2020 End 2019
Credit risk 4,099,907 3,772,382
Market risk 126,259 229,745
Operational risk 615,611 600,646
CVA risk 2,928 4,432
Total risk-weighted exposures 4,844,705 4,607,205
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MARKET RISK

Market risk
Calculation of solvency risks in the area of market risks
Risks related to the trading portfolio

DKK 1,000
Risk-weighted market risk

Debt instruments
Shares

Foreign exchange risk

Total items with market risk

End 2020
123,684
0

2,575

126,259

End 2019
220,069
0

9,676

229,745
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COUNTERPART RISK

Counterpart risk - derivatives

The BANK of Greenland employs the market value method to calculate counterpart risk in order to calculate
the size of an exposure and the risk-weighting of derivatives.

The market value method is described below, and it follows the description in CRR article 274.

The market value method includes the market value of contracts with a positive market value and the principal
of all contracts in the Executive Order on Capital Adequacy. The market value of the contracts is included with
the weights of the terms of these contracts and with the weight of the counterparts in question. Since The
BANK of Greenland only uses derivatives to cover open items on fixed-interest loans, the positive market value
of the derivatives has no impact on the determination of the adequate capital base.

In the bank's process of granting a loan and during the ordinary process of monitoring exposures, the calcu-
lated exposure value of the loan is taken into account so that it is ensured that it does not exceed the credit
line granted to the counterpart.

The value of the bank's total counterpart risk, calculated according to the market value method, is TDKK 9,166
at the end of 2020.

15/31



J The BANK of Greenland

~

EXPOSURES IN SHARES, ETC. NOT INCLUDED IN THE BANK'S TRADING PORTFOLIO

Exposures in shares, etc. not included in the bank's trading portfolio

In cooperation with other credit institutions, the BANK of Greenland has acquired shares in a number of sector
companies. The purpose of these sector companies is to support the business of the credit institutions within
the fields of payment transfers, IT, pension, investment, etc. The BANK of Greenland has no plans to sell these
shares since participation in these sector companies is considered a necessity for operating a local bank. Their
shares are therefore held outside of the bank's trading portfolio.

In several of the sector companies the shares are redistributed so that the shares of the credit institutions
always reflect the individual credit institution's volume of business with the sector company. Typically, the
redistribution is effected on the basis of the equity value of the sector company. In the light of this, The BANK
of Greenland adjusts the carrying value of these assets quarterly, semi-annually or annually depending on the
frequency of new information from the individual sector company. The ongoing adjustment is booked in ac-
cordance with the rules via the income statement.

In other sector companies, the shares are not redistributed, but are, on the other hand, typically measured
based on the most recent known trading; alternatively the value is calculated on the basis of an accepted
valuation method. Adjustments of the carrying value of the shares in these companies are also booked via the
income statement.

The BANK's total position in sector shares amounts to TDKK 101,026.

Apart from shares in sector companies, The BANK of Greenland owns unlisted shares in a enterprise in Green-
land with which the bank has entered into collaboration. These shares are measured at net book value less
any impairment losses. As with the shares in sector companies, the bank has no plans to sell these shares.

The bank's total position in these shares amounts to TDKK 1,335.
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EXPOSURES TO INTEREST RATE RISK IN POSITIONS NOT INCLUDED IN THE BANK'S TRADING PORTFOLIO

Exposures to interest rate risk in positions not included in the bank’s trading portfolio
The bank's interest rate risk for exposures in positions outside the trading portfolio consists of fixed-rate assets:

Loans, advances and accounts receivable from credit institutions and fixed-rate deposits.
Deposits and debt to credit institutions

At the end of 2020, The BANK of Greenland has an interest rate risk on exposure in positions outside the
trading portfolio of TDKK 3,279. The interest rate risk is calculated daily.
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LEVERAGE RATIO

Leverage and the leverage ratio are calculated as a capital target for the core capital as a ratio of the
unweighted exposures.

In the policy for the risk of excessive gearing, the Bank has determined that the leverage ratio may not
be lower than 10%. The Bank thereby assesses that excessive leverage occurs at a leverage ratio be-
low 10%. In terms of amount, this is equivalent to approximately DKK 10.4 billion

Leverage according to CRR

Referencedate] 31.12.2020
Name of entity] BANK of Greenland|
Summary reconciliation of accounting assets and leverage ratio exposures (DKK 1,000)
IAmount

1 Total assets as per published financial statement 7,438,325
2 IAdjustment for entities which are consolidated for accounting purposes but are outside the

[scope of regulatory consolidation
3 (Adjustment for fiduciary assets recognized on the balance sheet pursuant to the applicable

laccounting framework but excluded from the leverage ratio exposure measure in accord-

ance with Article 429(13) of Regulation (EU) No 575/2013 “CRR”
4 IAdjustments for derivative financial instruments
5 IAdjustments for securities financing transactions “SFTs”
6 IAdjustment for off-balance sheet items (i.e. conversion to credit equivalent amounts of off- 1,621,831

balance sheet exposures)
EU-6a (Adjustment for intragroup exposures excluded from the leverage ratio exposure measure in

accordance with Article 429 (7) of Regulation (EU) No 575/2013)
EU-6b (Adjustment for exposures excluded from the leverage ratio exposure measure in accord-

ance with Article 429 (14) of Regulation (EU) No 575/2013)
7 Other adjustments
8 Total leverage ratio exposure 9,060,156

Leverage ratio common disclosure (DKK 1,000)

CRR leverage ratio expo-
sures
On-balance sheet exposures (excluding derivatives and SFTs)
1 On-balance sheet items (excluding derivatives, SFTs and fiduciary assets, but including col- 7,439,572
lateral)
2 (Asset amounts deducted in determining Tier 1 capital) -1,247
3 Total on-balance sheet exposures (excluding derivatives, SFTs and fiduciary assets) 7,438,825
(sum of lines 1 and 2)
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Leverage ratio common disclosure (DKK 1,000)

Derivative exposures

4 Replacement cost associated with all derivatives transactions (ie net of eligible cash varia-
tion margin)
5 IAdd-on amounts for PFE associated with all derivatives transactions (mark-to-market 1,213
method)
EU-5a Exposure determined under Original Exposure Method
6 Gross-up for derivatives collateral provided where deducted from the balance sheet assets
pursuant to the applicable accounting framework
7 (Deductions of receivables assets for cash variation margin provided in derivatives transac-
tions)
8 (Exempted CCP leg of client-cleared trade exposures)
9 IAdjusted effective notional amount of written credit derivatives
10 (Adjusted effective notional offsets and add-on deductions for written credit derivatives)
11 Total derivative exposures (sum of lines 4 to 10) 1,213
SFT exposures
12 Gross SFT assets (with no recognition of netting), after adjusting for sales accounting trans-
actions
13 (Netted amounts of cash payables and cash receivables of gross SFT assets)
14 Counterparty credit risk exposure for SFT assets
EU-14a [Derogation for SFTs: Counterparty credit risk exposure in accordance with Article 429b (4)
land 222 of Regulation (EU) No 575/2013
15 Agent transaction exposures
EU-15a |(Exempted CCP leg of client-cleared SFT exposure)
16 Total securities financing transaction exposures (sum of lines 12 to 15a)
Other off-balance sheet exposures
17 Off-balance sheet exposures at gross notional amount 1,621,831
18 (Adjustments for conversion to credit equivalent amounts)
19 Other off-balance sheet exposures (sum of lines 17 to 18) 1,621,831
Exempted exposures in accordance with CRR Article 429 (7) and (14) (on and off balance sheet)
EU-19a [(Exemption of intragroup exposures (solo basis) in accordance with Article 429(7) of Regu-
lation (EU) No 575/2013 (on and off balance sheet))
EU-19b [(Exposures exempted in accordance with Article 429 (14) of Regulation (EU) No 575/2013
(on and off balance sheet))
Capital and total exposures
20 Tier 1 capital 1,137,285
21 Total leverage ratio exposures (sum of lines 3, 11, 16, 19, EU-19a and EU-19b) 9,060,156
Leverage ratio
22 |Leverage ratio 12.55

Choice on transitional arrangements and amount of derecognised fiduciary items

EU-23

Choice on transitional arrangements for the definition of the capital measure

EU-24

IAmount of derecognised fiduciary items in accordance with Article 429(11) of Regulation
(EU) NO 575/2013
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Leverage ratio common disclosure (DKK 1,000)

Split-up of on balance sheet exposures (excluding derivatives, SFTs and exempted exposures) (DKK 1,000)

CRR leverage ratio expo-
sures
EU-1 Total on-balance sheet exposures (excluding derivatives, SFTs, and exempted exposures), 7,438,325
of which:
EU-2 [Trading book exposures 988,196
EU-3 Banking book exposures, of which:
EU-4 Covered bonds
EU-5 Exposures treated as sovereigns 1,534,333
EU-6 Exposures to regional governments, MDB, international organisations and PSE NOT treated 140,580
as sovereigns
EU-7 Institutions 140,829
EU-8 Secured by mortgages of immovable properties 1,030,923
EU-9 Retail exposures 1,141,888
EU-10 Corporate 2,011,184
EU-11 Exposures in default 40,968
EU-12 Other exposures (eg equity, securitisations, and other non-credit obligation assets) 409,390
Information on other qualitative elements
1 Description of the procedure to control the risk against leverage. IMonitoring of the leverage risk is included in the

BANK of Greenlands ongoing risk monitoring, and
is reported quarterly to the Board of Directors.

garding the published leverage ratio. period.

Description of factors that impacted the leverage ratio in the period re-|Leverage ratio has not changed significantly in the
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CREDIT RISK

Credit risks

The most significant risks at the BANK of Greenland concern credit risks. The Bank's risk management policies
are therefore arranged in order to ensure that transactions with customers and credit institutions always lie
within the framework adopted by the Board of Directors, and the expected level of security. Policies have
furthermore been adopted to limit the exposure in relation to any credit institution with which the Bank has
activities.

Credit granting

The Bank's Board of Directors has set a framework to ensure that the Bank's lending takes place to customers
that, in view of their solvency, earnings and liquidity are able to fulfil their obligations to the Bank. It is sought
to maintain credit quality at a high level, to ensure a stable basis for the future development, and it is sought
to achieve a balance between assumed risks and the return achieved by the Bank.

Credit granting is based on responsible risk taking and risk diversification, whereby risk exposure is matched
to the borrower's circumstances.

Among other things:
e as ageneral rule loans, etc. are only granted to customers that are full customers of the Bank;

e as a general rule, lending, etc. to business customers is only granted to customers with business
activities in Greenland;

e asageneralrule, lending, etc. to private customers is only granted to customers resident in Greenland,
or to customers formerly resident in Greenland; and

¢ lending, etc. to both private and business customers is solely to customers with satisfactory creditwor-
thiness. Credit granting to customers with OIK (objective indication of credit deterioration) or material
indications of weakness will only take place in exceptional cases. The BANK of Greenland is, however,
aware of its size and importance to the local area and contributes to a minor extent to the new estab-
lishment of small business enterprises with a somewhat higher risk profile, and also supports existing
customers where it is assessed that the financial challenges are of a temporary nature.

e Some financing, such as financing of activities abroad, project financing and financing of investment
products, is subject to tighter monitoring, and may only be granted by the Bank's managing director or
deputy managing director.

Risk diversification
The BANK of Greenland wishes to diversify its credit risk between lending to private customers and lending to
business customers. The exposure to business customers may thus not exceed 60% of the total exposure.

Risk diversification to industries with a reasonable spread across sectors is also required. Lending to individual
sectors exceeding 15% is thus not required, with the exception of "Real estate and completion of construction
projects”, to which the overall exposure may amount to up to 25%

Standard terms
Business customers: Exposures can typically be terminated without notice by the Bank. The customer is nor-
mally required to provide the Bank with financial information on an ongoing basis.

Private customers: The typical term of notice from the Bank is two months. Financial information is normally
required for new loans, and changes to existing loans.
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Lending and guarantee debtors by sectors

2. Erhverv 53%

3. Private 40%

1. Offentlige myndigheder

Lending and guarantee debtors by industries under business

2.9. Fast ejendom 23,2%

2.6. Transport, hoteller og restauranter 9,2%

6,5%
6,1%

2.4. Bygge og anlaeg
2.5 Handel

2.1 Landbrug, jagt og skovbrug og fiskeri 3,1%

2.10 Qvrige erhverv 2,9%

2.2 Industri og rastofindvinding . 1,0%
2.8 Finansiering og forsikring . 0,7%

2.7 Information og kommunikation 0,4%

2.3 Energiforsyning [0,0%

The geographical diversification of the Bank’s lending and guarantees is distributed on the five municipal
main towns (primary), small towns (secondary), settlements and villages (tertiary) and abroad (other). Ac-
cording to the Bank’s business model, lending and guarantees outside Greenland are maximised at 10% of
total lending and guarantees.
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Lending and guarantees

= 4%

5%

= 4%

= 87%

= Primeer = Sekundeer Tertizert = Udland

Authorisation procedures

Credits, loans and guarantees are authorised at various levels in the Bank, depending on the exposures’ size,
risk and type. On financing a number of separate activities and on authorisation for customers subject to value
adjustment, the authorisation procedure is stricter and, irrespective of size, authorisations can only be made
in the Bank’s central credit department, and in some cases solely by the Bank’s managing director or deputy
managing director. Large exposures are authorised by the Bank’s Board of Directors.

Monitoring
Management and monitoring of credit granting and compliance with the Bank’s credit policy take place on a
centralised basis in the Bank’s credit department.

the Bank’s credit policy is complied with via review of the authorisations at credit department level and higher,
and via random sample controls in the individual departments.

Collateral security
The BANK of Greenland wishes to have adequate collateral security for its credit granting.

For financing, the collateral security primarily consists of:

o Mortgages on private residential properties, primarily in Greenland;

e Mortgages on commercial properties for own use;

o Mortgages on rental properties (residential and commercial);

o Mortgages on movable property, cars, boats, snow scooters, operating equipment, etc.;
e Mortgages on fishing vessels;

e Mortgages on fishing rights;

¢ Mortgages on easily negotiable securities;

e Surety pledges;

e Assignments; and

o Mortgages on shares in the companies to which credit has been granted.
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The valuation of the collateral security is in principle based on fair value.

Mortgages on private residential properties located in the towns in which the Bank has branches
are estimated at 75% of fair value;

Mortgages on commercial properties located in the towns in which the Bank has branches are
estimated at 60% of fair value;

Mortgages on rental properties are assessed for large property exposures on the basis of rental
conditions, yield requirements, location, maintenance standard, etc. The mortgage value is set at
60-75% of fair value;

Mortgages on properties outside the towns in which the Bank has branches are not subject to
valuation as collateral;

Mortgages on movable property are generally assessed at between 60 and 75% of fair value;
Mortgages on fishing vessels are assessed at maximum 60% of fair value;

Mortgages on fishing rights are assessed at maximum 60% of fair value;

Mortgages on negotiable securities are assessed at between 50-90% of the official market
value;

surety pledges from public authorities are subject to valuation as collateral at nominal value; and
other security is not subject to valuation as collateral.

The ‘haircuts’ made for the individual collateral are assessed to be sufficient to cover the costs of acquisition
and realisation of the individual security.

There is no public property valuation in Greenland, and the assessed valuations are therefore based on the
Bank’s current experience of market values for the trades completed.

The BANK of Greenland is involved in 70-80% of all property transactions in Greenland and therefore has a
large body of experience on which to base this assessment.

The Bank continuously assesses whether there have been changes in the quality of security and other con-
ditions as a consequence of impairment or changes in practice concerning collateral security. There have
been no changes during the year in the practice for the valuation of security, or the practice for handling se-

curity.

Write-down of loans and other receivables and provisions for guarantees and loan undertakings.
The calculation of the expected credit loss depends on whether there has been a significant increase in the
credit risk since initial recognition. The calculation of write-downs adheres to a model with three stages:

- Stage1 concerns assets for which there has been no significant increase in credit risk. In this stage,
the write-downs equivalent to the expected 12-month credit loss are calculated.

- Stage 2 concerns assets for which there has been a significant increase in credit risk. In this stage,
the write-downs equivalent to the expected credit loss in the asset’s lifetime are calculated.

- Stage 3 concerns credit-impaired assets. In this stage, the write-downs are calculated on the basis of
an individual assessment of the credit loss in the asset’s lifetime.

During the accounting period there have been no changes in significant assumptions and assessment methods
applied to the compilation in connection with the transition to the new impairment rules on 1 January 2018.
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Write-downs on loans and receivables are carried to an adjustment account that is set off under lending, and
provisions for guarantees and non-utilised credit undertakings are recognised as a liability. In the statement of
income, write-downs and provisions on guarantees and credit undertakings are recognised collectively as
write-downs on loans.

Division into stages
The division into stages is based on the BANK of Greenland’s rating models in the form of PD models devel-

oped by BEC and internal credit management. The following principles are the basis for the division into stages
2 and 3.

Significant increase in credit risk (Stage 2)
Lending and other receivables are categorised according to whether the probability of default (PD) within 12
months on initial recognition is either under 1.0%, or 1.0% and above.

On assessment of the development in credit risk, it is assumed that there has been a significant increase in
the credit risk in relation to the date of initial recognition when:

Under 1%
The probability of default (PD) in the remaining term to maturity increases by 100% and the 12-month PD
increases by 0.5% point when PD on initial recognition was below 1%.

1% and higher

The probability of default (PD) in the remaining term to maturity increases by 100% or the 12-month PD in-
creases by 2.0 when PD on initial recognition was above 1%. In addition, the credit risk is assessed to have
increased considerably if the borrower has been in arrears for more than 30 days, without any special circum-
stances allowing this to be disregarded.

If the relevant 12 months’ PD exceeds 5%, the exposure will move to stage 2.

Financial assets for which a significant increase in the credit risk has occurred are, however, placed in the
weak part of stage 2 in the following situations:

An increase in PD for the expected remaining term to maturity of 100%, or an increase in 12 months’ PD of
0.05% point, when 12 months’ PD on initial recognition was below 1% and the current 12 months’ PD is 5% or
higher. An increase in PD for the expected remaining term to maturity of 100%, or an increase in 12 months’
PD of 2.0% point, when 12 months’ PD on initial recognition was above 1% and the current 12 months’ PD is
5% or higher.

The financial asset has been overdrawn for more than 30 days and the current 12-month PD is 5% or higher.

Credit-impaired assets (Stage 3)
Lending and other receivables measured at amortised cost, and guarantees and credit undertakings, may be
credit-impaired if one or several or the following events have occurred:

- The borrower is in considerable financial difficulties.
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- The borrower is in breach of contract, for example due to failure to fulfil payment obligations for re-
payments and interest.

- When the Bank or other borrowers grant the borrower an easement of terms that would not be con-
sidered if the borrower were not in financial difficulties.

- When it is probable that the borrower will file for bankruptcy or be subject to other financial restruc-
turing.

- Lapse of an asset.

Furthermore, the loan is at the latest assessed to be credit-impaired if the borrower has been in arrears for
more than 90 days.

Significant lending is assessed individually for any indication of credit impairment at each closure of the ac-
counts. The Bank reviews all exposures with write-downs exceeding DKK 100,000, which are treated individ-
ually, while other exposures are subject to model calculation.

Definition of default
The determination of when a borrower has defaulted on its obligations is decisive to the compilation of the
expected credit loss. The Bank considers a borrower to have defaulted on its obligations if

- the borrower is in more than 90 days’ arrears for significant elements of their obligations.
- Itis unlikely that the borrower can repay the obligations in full.

The assessment of whether a borrower is in arrears concerns both overdrafts exceeding the fixed lines and
failure to pay either instalments or interest. The assessment of whether it is unlikely that a borrower can fulfil
its payment obligations is based on both qualitative and quantitative indicators. A qualitative indicator for busi-
ness loans might be, for example, whether there is any breach of covenants. Quantitative indicators might, for
example, be an assessment of whether a borrower can fulfil its obligations for other loans, or is in arrears for
other loans.

Depreciation and write-downs
Write-downs in stages 1 and 2:

Calculation of the expected credit loss in stages 1 and 2 is based on a write-down model. The write-down
model is based on the probability of default (PD), expected credit exposure at default (EAD) and expected loss
given default (LGD). The model incorporates historical observations for the individual inputs and also forward-
looking information, including macroeconomic conditions.

Determination of input to the write-down model
Input to the write-down model is based on the historical information developed by the Bank’s data centre using
statistic models.

The determination of probability of default (PD) is based on observed defaults during a period that covers an
economic cycle, after which the observed defaults are converted to an estimated probability that applies to a
specific time (12-month PD). Lifetime PD is compiled on the basis of 12-month PD according to mathematical
models and projections of 12-month PD. This is based on expectations of the future and the development in
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the loans.

The determination of credit exposure at default (EAD) is based on the expected change in the exposure after
the balance sheet date, including the payment of interest and instalments, and further drawing on the credit
undertaking. Bankens EDB Central’s determination of EAD is based on historical information concerning ex-
pected changes in exposures during the loans’ lifetime within the individual loan’s limits. Account is thereby
taken of the redemption profile, early redemptions and changes in the use of credit facilities.

The expected loss given default (LGD) is estimated on the basis the difference between the contractual cash
flows and the cash flows which the Bank expects to receive after default, including cash flows on realisation
of security. The determination of LGD is based on the expected collateral values less costs of sales, as well
as cash flows that a borrower might pay in addition to collateral. Account is also taken of any price reduction
if the collateral is to be realised within a shorter period. The expected cash flows are discounted at present
value. The present value is calculated for fixed-interest-rate loans and receivables based on the originally-
fixed effective interest rate. For variable-interest-rate loans and receivables, the current effective interest rate
on the loan or receivable is used.

Forward-looking macroeconomic scenarios

Forward-looking information is included in the calculation of expected losses in the form of macroeconomic
prognoses and projections. The Bank uses a model that is developed and maintained by LOPI — the Associa-
tion of Local Banks, Savings Banks and Cooperative Banks in Denmark.

The model is based on the determination of historical relations between write-downs within a number of sectors
and industries, and a number of explanatory macroeconomic variables. These relations are then subject to
estimates of the macroeconomic variables, based on prognoses from consistent sources such as the Eco-
nomic Council, Danmarks Nationalbank, et al. whereby the prognoses generally extend two years ahead, and
include such variables as the increase in public consumption, increase in GDP, interest, etc. The prognoses
are based on Danish figures. Currently, the economic future scenarios in Greenland and Denmark do not differ
significantly and until further, it is believed that the Danish prognoses can be applied to conditions on Green-
land.

The expected write-downs are thereby calculated for up to two years ahead within the individual sectors and
industries, while for maturities beyond two years linear interpolation is made between the write-down ratio for
year 2 and the write-down ratio in year 10, where in model-related terms a “long-term equilibrium” is assumed
to occur, compiled as a structural level from the prognoses. Maturities beyond ten years are in model-related
terms assigned the same write-down ratio as the long-term equilibrium in year 10. Finally, the calculated write-
down ratios are transformed into adjustment factors that correct the data centre’s estimates in the individual
sectors and industries. The institution makes adjustments to these, based on own expectations of the future,
and according to the composition of the loans.

Managerial estimates

On each balance sheet date the institution assesses the need for adjustments to the expected credit losses,
calculated on the basis of the models applied in stages 1 and 2. This takes place on the basis of the calculated
write-downs. The managerial estimate is primarily based on uncertainties concerning the model calculations,
risk assessment at sector level and differences between the macroeconomic scenarios in Greenland and Den-
mark.
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As a consequence of Covid-19 in 2020, the BANK of Greenland has continuously ascertained OIK (objective
indication of credit deterioration) for individual exposures deemed to be affected by Covid-19. Furthermore, as
a managerial estimate, the Bank has written down DKK 19 million as of end-2020, distributed on sector level,
with particular weight given to the hotel, real estate and private segments. In addition, a general cyclical pre-
mium is included in the amount of DKK 19 million.

Write-downs in stage 3:

Write-downs on credit-impaired loans are compiled as the expected loss based on a number of possible out-
comes for the borrower’s situation and the Bank’s credit handling. The expected loss is calculated by weighting
together the calculated loss related to each scenario, based on the probability of the scenario occurring. For
each scenario, the write-down is compiled on the basis of the difference between the accounting value before
write-down and the present value of the expected future payments on the loan.

For the calculation of current value, fixed-interest-rate loans and receivables are subject to the effective interest
rate originally determined. For variable-interest-rate loans and receivables, the current effective interest rate
on the loan or receivable is used.

The general rule is that the write-down comprises the exposure, less calculated security.

Write-offs

Financial assets are written off in full or in part if there is no longer any reasonable expectation that the out-
standing amount will be paid. On write-off, the asset will cease to be carried to the balance sheet in full or in
part.

The time at which there is no longer assessed to be any reasonable expectation that outstanding amounts will
be paid in, is based on the concrete circumstances of the individual borrower. This might be a lack of earnings,
equity, etc.

Before write-off is made, the borrower will have been subject to an extended collection process, with attempts
to achieve voluntary payment arrangements, realisation of assets, etc.

After write-off has taken place, the debt collection process will continue. For companies, this is typically until

the borrower has completed bankruptcy proceedings, schemes of arrangement, etc. For private individuals, it
will still be sought to enter into voluntary payment schemes and to take any legal collection steps.
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Exposure and write-downs by sector

Gross exposure | Ratio of total Total write-downs | Ratio of
2020 gross expo- total

DKK 1,000 sures DKK 1,000 write-

downs

Public 425,961 7 2,292 1
Business:
Agriculture and fisheries 177,111 3 11,501 6
Industry and extraction of minerals 55,852 1 2,198 1
Energy supply 388 0 201 0
Construction and civil engineering 374,884 7 15,787 9
Trade 351,576 6 12,524 7
Transport, restaurants and hotels 531,953 9 16,690 9
Information and communication 23,422 0 484 0
Financing and insurance 41,251 1 160 0
Real estate 1,343,373 23 27,023 15
Other business 168,990 3 21,092 11
Business in total 3,068,801 53 107,660 58
Private 2,290,949 40 77,228 121
Total 5,785,711 100 187,180 100

Gross exposure | Ratio of total Total write-downs | Ratio of
2019 gross exposure total

DKK 1,000 DKK 1,000 write-

downs

Public 440,457 8 2,934 2
Business:
Agriculture and fisheries 117,707 2 10,617
Industry and extraction of minerals 74,468 1 2,932
Energy supply 0 0 0 0
Construction and civil engineering 397,694 7 39,105 22
Trade 396,682 7 17,680 10
Transport, restaurants and hotels 358,163 7 5,219 3
Information and communication 8,414 0 661 1
Financing and insurance 91,813 2 359 0
Real estate 998,407 19 11,675 7
Other business 166,580 3 10,259 6
Business in total 2,609,928 48 98,508 56
Private 2,340,716 44 75,769 42
In total 5,391,101 100 177,211 100

Credit exposure distributed on classification, creditworthiness and stages:
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Classification Classification Stage 1 Stage 2 Stage2WEAK | Stage 3 Total
The BANK of Danish FSA TDKK TDKK TDKK TDKK TDKK
Greenland

Rating 1 -3 312A 3,070,656 117,346 97,708 2,932 3,288,642
Rating 4 — 8 2B 1,467,497 301,746 289,379 3,959 2,062,581
Rating 9 — 10 2C 0 0 203,553 253 203,806
Rating 11 1 5,034 4,131 5,203 216,314 230,682
Total 4,543,187 423,223 595,843 223,458 5,785,711

Classification BANK of Greenland

e Ratings 1-3 correspond to the Danish FSA’s creditworthiness scale 3/2A — Customers with undoubt-

edly good creditworthiness and customers with normal creditworthiness.

e Ratings 4-7 correspond to the Danish FSA’s creditworthiness scale 2B — Customers that do not fulfil
the criteria in 1-3, but which on the other hand do not have significant signs of weakness. The debt

servicing ability is good, although the key financial indicators may be weak.

e Ratings 9-10 Customers with significant signs of weakness, but without OIK occurring. The cus-
tomer’s debt servicing ability is less satisfactory and the customer is economically vulnerable/has

weak key indicators.

e Rating 11 Customers with OIK. Customers with and without loss risk compilation (write-down). The

debt servicing ability is poor or non-existent, and there is a risk of losses.

Credit exposure to industries broken down by stages:

Stage 1 Stage 2 Stage2WEAK Stage 3 Total

TDKK TDKK TDKK TDKK TDKK
Public 389,951 35,987 23 0 425,961
Business:
Agriculture and fisheries 132,706 9,076 20,862 14,466 177,111
Industry and extraction of minerals 15,299 387 984 39,182 55,852
Energy supply 238 0 0 150 388
Construction and civil engineering 239,233 14,035 92,210 29,406 374,884
Trade 296,842 14,686 28,049 11,999 351,576
Transport, restaurants and hotels 459,145 45,371 11,569 15,867 531,953
Information and communication 20,909 1,642 866 5 23,422
Financing and insurance 41,251 0 0 0 41,251
Real estate 1,013,224 47,062 280,087 3,001 1,343,374
Other business 136,523 12,592 11,462 8,414 168,990
Business in total 2,355,370 144,852 446,089 122,490 3,068,801
Private 1,797,866 242,384 149,731 100,968 2,290,949
Total 4,543,187 423,223 595,843 223,458 5,785,711

Reason for value adjustment of exposures in stage 3

Credit exposure Write-downs Accounting value Collateral se- Maximum credit
2020 . . .

before writedowns curity risk
Bankruptcy 1,883 1,620 263 261 2
Collection 36,410 27,302 9,108 7,586 1,522
Financial difficul-
ties 146,314 60,887 85,426 80,769 4,657
Total 184,606 89,809 94,797 88,616 6,181
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Credit exposure

Write-downs

Accounting value

Collateral se-

Maximum credit

2019 before write- curity risk
downs
Bankruptcy 3,970 3,771 199 - 199
Collection 28,832 22,728 6,104 5,002 1,102
Financial difficul-
ties 262,808 84,952 177,856 81,122 96,734
Total 295,610 111,451 184,159 86,124 98,035
Credit quality of exposures in general
Exposures with arrears or overdrafts > DKK
In DKK 1,000 2020 2019
0-30 days 5,532 3,269
31-60 days 428 1,135
61-90 days 196 500
> 90 days 405 951
Total 6,561 5,855

The BANK of Greenland applies a rating model that divides borrowers into 11 categories. The division is ac-
cording to criteria such as the borrower’s earnings, assets, account behaviour, etc. The 11 categories are
then assigned to the Danish FSA’s creditworthiness scale.

Credit exposure before write-downs distributed by creditworthiness (in DKK 1,000)

3.500.000

3.000.000

2.500.000

2.000.000

1.500.000

1.000.000

500.000

0

Eksponeringer OIK
indregnet i balancen

(FT-1)

Eksponeringer med
vaesentlige
svaghedstegn (FT-2c)

Eksponeringer med
lidt forringet bonitet
(FT-2b)

Eksponeringer med

normal bonitet
(FT-2a)

m 2020
m 2019

Creditworthiness distributed on the Danish FSA’s categories from 3 to 1, where category 1 is included in 2a.

The BANK of Greenland has no “non-impaired loans or guarantees” for which the loan terms have been
eased as a consequence of a borrower’s financial difficulties.
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