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The ratings address the expected loss posed to investors. Moody’s ratings address only the credit risks associated with the
transaction. Other non-credit risks have not been addressed, but may have a significant effect on yield to investors.

Summary Rating Rationale
We have assigned a definitive long-term rating of Aaa to the covered bonds issued under the
mortgage covered bond programme of Swedbank Mortgage AB (publ) (Swedbank Mortgage
or the issuer). The covered bonds are full recourse to the issuer and secured by a cover pool
of assets consisting mostly of Swedish residential mortgage loans (76.9%) and multifamily
mortgage loans (14.8%).
The rating takes into account the following factors:
»

The credit strength of the issuer (counterparty risk assessment Aa2(cr)).

»

The cover pool’s credit quality, which is reflected in the collateral score of 5.2%, and the
over-collateralisation (OC) of 63.1% (on a nominal value basis) as of 30 September 2016.

»

The support provided by the Swedish legal framework for covered bonds.

Credit Strengths
»

Recourse to the issuer: The covered bonds are full recourse to Swedbank Mortgage. See
“Covered Bonds Analysis”.

»

Support provided by the Swedish legal framework: The covered bonds are governed by
the Swedish Covered Bond Issuance Act which provides for the issuer's regulation and
supervision and sets certain minimum requirements for the covered bonds and the cover
pool. See "Covered Bonds Analysis”.

»

High credit quality of the cover pool: The covered bonds are supported by a cover pool
of high-quality assets. The assets in the cover pool consist mostly of residential and
multifamily mortgage loans backed by properties in Sweden. The collateral quality is
reflected in the collateral score, which is currently 5.2%. See “Cover Pool Analysis”.
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»

Commingling risk: The Swedish covered bond law requires that cover pool collections are held in a dedicated account. This should
facilitate the identification and segregation of the issuer's funds relating to the cover pool following an issuer default. See “Covered
Bonds Description”.

»

Set-off risk: Swedbank Mortgage does not take deposits, minimizing the risk of set-off. See “Cover Pool Analysis”.

»

Refinancing the covered bonds: The issuer's bankruptcy administrator has wide powers to enter into senior-ranking liquidity loans
and other financial arrangements to mitigate refinancing risk following an issuer default. See “Covered Bonds Analysis”.

Credit Challenges
»

High level of dependency on the issuer: As with most covered bonds, before the insolvency of the issuer, the issuer can materially
change the nature of the programme. For example, the issuer can add new assets to the cover pool, issue new covered bonds with
varying promises, and enter into new hedging arrangements. As with most covered bonds in Europe, there are few restrictions
on the future composition of the cover pool. These changes could affect the cover pool’s credit quality as well as the overall
refinancing risk and market risks. If the quality of the collateral deteriorates below a certain threshold, the issuer would have the
ability, but not the obligation, to increase the OC in the cover pool. See “Structural Analysis.”

»

Eligible Assets: The Swedish covered bond law provides that loans are only eligible for inclusion in the cover pool up to the relevant
LTV threshold. A decline in property values may cause loans in the cover pool to become partly ineligible, with the amount of the
loan now above the LTV threshold no longer available to covered bondholders. See “Cover Pool Analysis”.

»

Market risks: Following what we call a covered bond (CB) anchor event, covered bondholders, to achieve timely principal payment,
may need to rely on proceeds being raised through the sale of, or borrowing against, cover pool assets. A CB anchor event occurs
when the issuer, or another entity in the issuer group that supports the issuer, ceases to service the payments on the covered
bonds. Following a CB anchor event, the market value of the cover pool assets may be subject to high volatility. In addition,
covered bondholders may be exposed to interest rate and FX risk. See “Covered Bonds Analysis”.

»

Cover pool administration: The Swedish law does not provide for the appointment of a dedicated cover pool administrator following
an issuer default. Instead, the issuer's bankruptcy administrator acts for both unsecured creditors and covered bondholders.

»

Lack of liquidity facility: The programme does not benefit from any designated source of liquidity if cash flow collections are
interrupted. See “Covered Bonds Analysis”.

»

Time subordination: After issuer default, later-maturing covered bonds are subject to time subordination. Principal cash collections
may be used on a first-come, first-served basis, paying earlier-maturing covered bonds prior to later-maturing covered bonds. This
could lead to OC being eroded before any payments are made to later-maturing covered bonds. See “Covered Bonds Analysis”.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Key Characteristics
Exhibit 2

Covered Bonds Characteristics

Source: Moody's Investors Service based on data provided by the issuer as of 30 September 2016
Exhibit 3

Cover Pool Characteristics

Unindexed LTV may be based on property value at the time of origination, further advance or borrower refinancing.
n/d = not disclosed
Source: Moody's Investors Service based on data provided by the issuer as of 30 September 2016
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Covered Bond Overview
The covered bonds benefit from recourse to both the issuer and the cover pool, as well as the legal framework under the Swedish
Covered Bond Issuance Act. Our rating reflects these features.

Covered Bond Description
The covered bonds issued under the mortgage covered bond programme of Swedbank Mortgage are full recourse to the issuer. Upon a
CB anchor event, covered bondholders will have access to a cover pool of residential, multifamily, forestry/agricultural and commercial
mortgage loan receivables and public sector loan and guarantee receivables.
Structure Description
THE BONDS

All of the outstanding covered bonds have a bullet repayment at maturity, without any extension period for the repayment of the
bonds.
ISSUER RECOURSE

The covered bonds are full recourse to the issuer. Therefore, the issuer is obliged to repay principal and pay interest on the covered
bonds.
RECOURSE TO COVER POOL AND OVER-COLLATERALISATION

If the issuer becomes insolvent, the covered bondholders will have priority claims over a pool of assets (cover pool). See “Cover Pool
Description” for the cover pool characteristics and “Cover Pool Analysis” for our analysis of the cover pool.
As of 30 September 2016, the level of over-collateralisation (OC) in the programme was 63.1% on a nominal basis.
The Swedish Covered Bond Issuance Act requires that the cover pool assets exceed the principal balance of the bonds by 2%. Based on
data as of 30 September 2016, 0% of OC is sufficient to maintain the current covered bond rating. This shows that our analysis does
not rely on OC that is not in committed form.
Although the issuer has the ability to increase the OC in the cover pool if the CB anchor or collateral quality deteriorates, the issuer
does not have any obligation to do so. The failure to increase OC following a deterioration of the CB anchor or the collateral could lead
to a negative rating action.
LEGAL FRAMEWORK

The covered bonds are governed by the Swedish Covered Bond Issuance Act. There are a number of strengths in the Swedish legislation,
including the regulation of the issuer by the SFSA, as well as certain minimum requirements for the covered bonds and cover pool. A
description of the general legal framework for Swedish covered bonds is available in Moody’s covered bond legal framework report for
Sweden (see also Moody's Related Research: Covered Bond Legal Frameworks).
SWEDBANK GUARANTEE

Swedbank Mortgage's parent, Swedbank AB (publ) (Swedbank; counterparty risk assessment Aa2(cr)), has issued a guarantee in respect
of all debt instruments issued by Swedbank Mortgage, including the covered bonds.
COMMINGLING RISK

The Swedish covered bond law requires that cover pool collections are held in a dedicated account. This should facilitate the
identification and segregation of the issuer's funds relating to the cover pool following an issuer default. The issuer's accounts are
provided by Swedbank. This adds a credit exposure to Swedbank, although Swedbank's rating (deposit rating of Aa3/P-1) is a mitigating
factor.

Covered Bonds Analysis
Our credit analysis of the covered bonds primarily focuses on the issuer's credit quality, refinancing risk, interest rate risk and currency
risk, as well as the probability that payments on the covered bonds will be made in a timely fashion following a CB anchor event, which
we measure using the Timely Payment Indicator, explained further below.
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Primary Analysis
ISSUER ANALYSIS

Credit quality of the issuer: Swedbank Mortgage is a wholly-owned subsidiary of Swedbank and is regarded as a core part of the
Swedbank group. Swedbank's commitment to Swedbank Mortgage and the covered bond programme is evidenced by the support
it provides to Swedbank Mortgage (in particular, its guarantee of the covered bonds) and the range of functions it carries out
in connection with the covered bond programme, which include originating and servicing the loans in the cover pool. For more
information on Swedbank, please refer to our Credit Opinion published in November 2016 (see also Moody's Related Research).
The reference point for the issuer’s credit strength in our analysis is the “CB anchor”, which for covered bond programmes under the
covered bond law in Sweden is the CR assessment plus one notch.
Dependency on the issuer's credit quality: The credit quality of the covered bonds is primarily dependent on the credit quality of the
covered bonds issuer. Should the issuer’s credit strength deteriorate, there would be a greater risk that a CB anchor event would occur,
leading to refinancing risk for the covered bonds; consequently the credit quality of the covered bonds would deteriorate unless other
credit risks decrease.
In case of deterioration of the CB anchor, the issuer would have the ability, but not obligation, to increase the OC in the cover pool.
Failure to increase the level of OC under these circumstances could lead to negative rating actions on the covered bonds.
Reasons for the high level of linkage of the covered bonds with the issuer also include exposure to decisions made by the issuer in its
discretion as manager of the covered bond programme. For example, before a CB anchor event, the issuer may add new assets to the
cover pool, issue further bonds and enter new hedging arrangements. Such actions could negatively affect the value of the cover pool.
REFINANCING RISK

Following a CB anchor event, the “natural” amortisation of the cover pool assets alone cannot be relied on to repay principal. We
assume that funds must be raised against the cover pool at a discount if covered bondholders are to receive timely principal payment.
Where the portion of the cover pool that is potentially exposed to refinancing risk is not contractually limited, our expected loss
analysis typically assumes that this amount is in excess of 50% of the cover pool.
After a CB anchor event, the market value of these assets may be subject to certain volatility. Examples of the stressed refinancing
margins we use for different types of prime-quality assets are published in our Rating Methodology (see Moody's Related Research:
Moody’s Approach to Rating Covered Bonds).
Refinancing-positive aspects of this covered bond programme include the support provided by the Swedish legal framework. The
bankruptcy administrator has the ability to enter into senior-ranking liquidity loans and other financial arrangements to mitigate
refinancing risk following issuer default. We understand that the administrator would also have the power to sell assets under the
general law.
Refinancing-negative aspects of this covered bond programme include the fact that the outstanding covered bonds have a hard bullet
repayment and do not benefit from liquidity reserves or structural alternatives such as a pre-maturity test or the ability to extend the
maturity of the covered bonds.
INTEREST-RATE AND CURRENCY RISK

As with the majority of European covered bonds, there is potential for interest-rate and currency risks, which could arise from the
different payment promises and durations made on the cover pool and the covered bonds.
Exhibit 4

Overview Assets and Liabilities

WAL = weighted average life
Source: Moody's Investors Service based on data provided by the issuer as of 30 September 2016
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In the case of issuer insolvency, we currently do not assume that the bankruptcy administrator will always be able to efficiently manage
any natural hedge between the cover pool and the covered bonds. Therefore, following a CB anchor event, our model separately
assesses the impact of increasing and decreasing interest rates on the expected loss of the covered bonds, taking the path of interest
rates that leads to the worst result. The interest rate and currency stresses used over different time horizons are published in our Rating
Methodology (see Moody's Related Research: Moody’s Approach to Rating Covered Bonds).
Aspects of this covered bond programme that are market-risk positive include:
»

The issuer has entered into hedging transactions with its parent, Swedbank, which aim to mitigate interest-rate and currency
mismatches.

»

The Swedish covered bond law requires issuers to consider market risks (including interest-rate and currency stresses) in NPV asset
coverage tests if these risks are not mitigated by hedging arrangements.

Aspects of this covered bond programme that are market-risk negative include:
»

Most of the cover pool assets (71.8%) are floating rate, but most of the covered bonds (91.0%) are fixed rate.

»

All of the cover pool assets are denominated in SEK but 31.4% of the covered bonds are denominated in currencies other than SEK,
mainly euro (22.0%) and USD (4.8%).

While swaps may mitigate interest-rate and currency risks in the cover pool, they may also reduce the effectiveness of the interest-rate
and currency stresses applied under the Swedish covered bond law. In addition, while the swap agreements between the issuer and its
parent contain provisions designed to reduce the likelihood that the cover pool becomes unhedged following an issuer default, the risk
remains and is increased where the swap counterparty is the issuer’s parent (and guarantor).
TIMELY PAYMENT INDICATOR

Our Timely Payment Indicator (TPI) assesses the likelihood that timely payments will be made to covered bondholders following a
CB anchor event, and thus determines the maximum rating a covered bond programme can achieve with its current structure while
allowing for the addition of a reasonable amount of OC. We have assigned a TPI of Probable-High to these covered bonds, in line with
the other Swedish mortgage covered bond programmes we rate.
The TPI Leeway measures the number of notches by which we could downgrade the issuer's rating before downgrading the rating
on the covered bonds under the TPI framework. Based on the current TPI of Probable-High, the TPI Leeway for this programme is 5
notches. This implies that we might downgrade the covered bonds' rating because of a TPI cap if we lower the CB anchor by more than
5 notches, other variables being equal.
TPI-positive aspects of this covered bond programme include:
»

The level of support expected for covered bonds in Sweden.

»

The refinancing-positive aspects mentioned in the section “Refinancing Risk” above.

»

The credit quality of the cover pool assets, which is evidenced by the collateral score of 5.2%. The Swedish covered bond law also
requires minimum OC of 2% on a nominal basis (at present, the cover pool has OC of 63.1% on a nominal basis).

»

The issuer is not a deposit-taking institution, which limits its exposure to set-off risk.

TPI-negative aspects of this covered bond programme include:
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»

The refinancing-negative aspects mentioned in the section “Refinancing Risk” above.

»

While the requirement that cover pool collections are held in a dedicated account should facilitate the identification and
segregation of the issuer's funds relating to the cover pool, the fact that the issuer's accounts are held with Swedbank adds a credit
exposure to Swedbank.
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Additional Analysis
INSOLVENCY SCENARIOS

In the event of Swedbank's insolvency, Swedbank Mortgage will not necessarily also become insolvent. In the event of Swedbank
Mortgage's insolvency, the scenarios set out below may occur.
»

The cover pool continues to satisfy the covered bond law's matching requirements (which include the requirement for OC
of at least 2.0%). One or more bankruptcy administrators - who will represent unsecured creditors of the issuer and covered
bondholders - will maintain the cover pool as a unit and attempt to liquidate the insolvency estate of the issuer.

»

The cover pool fails to satisfy the law's matching requirements, and the deviations are not just temporary and minor. The
bankruptcy administrator(s) will cease to maintain the cover pool as a unit. Under the ordinary rules on the distribution of
dividends from bankruptcy estates, the covered bondholders shall be entitled to receive dividends as secured creditors from the
proceeds of realisation of the cover pool (including by way of sale). We understand from industry and legal advisors that, in the
event of an insolvency of the issuer, the only amounts that should be paid in priority to the covered bondholders and eligible
swap counterparties will be the costs related to the management of the cover pool and covered bonds and amounts due in
respect of liquidity loans. The administrator(s) may use “excess” cover pool assets to pay other creditors of the issuer, provided
they are satisfied that the cover pool contains more assets than necessary to repay the secured creditors, including the covered
bondholders.

LIQUIDITY

The covered bond programme does not benefit from any designated source of liquidity if cash flow collections are interrupted. After an
issuer default, the bankruptcy administrator has the ability to sell a portion of the cover pool and to enter into senior-ranking liquidity
loans to make timely payments on the bonds.
TIME SUBORDINATION

The Swedish covered bond law does not contemplate the acceleration of the covered bonds as a result of an issuer default. As a result,
later-maturing covered bonds are subject to time subordination after a CB anchor event. Principal cash collections may be used on
a first-come, first-served basis, paying earlier-maturing covered bonds prior to later-maturing covered bonds. This could lead to OC
being eroded before any payments are made to later-paying covered bonds. If the law's matching requirements can no longer be met,
the cover pool no longer has to be maintained as a unit and bondholders can be paid pari passu and in principle, at the same time.
However, this may not prevent the erosion of OC before a determination that the matching requirements can no longer be met.
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Comparables
Exhibit 5

Selected Swedish Covered Bond Programmes

Source: Moody's Investors Service based on published Performance Overviews
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Cover Pool Overview
Cover Pool Description
Pool Description as of 30 September 2016
As of 30 September 2016, the cover pool consists of residential mortgage loans (76.9%), multifamily mortgage loans (14.8%), forestry/
agricultural mortgage loans (6.9%), public sector loans (0.8%) and commercial mortgage loans (0.6%).
On a nominal value basis, the cover pool assets total SEK 856.3 billion, which are backing SEK 524.9 billion of covered bonds. This
translates into an OC level on a nominal basis of 63.1%.
Residential Mortgage Loans
Residential mortgage loans amount to SEK 658.6 billion (76.9% of the cover pool). The loans are secured on single-family houses
(57.3% of the cover pool) and tenant owner rights (19.6% of the cover pool), with all of the properties located in Sweden.
For the underwriting criteria applied to Swedbank Mortgage's residential mortgage loans, see “Income Underwriting and Valuation”.
The weighted average unindexed LTV ratios of the residential mortgage loans are 63.1% (single-family housing) and 67.1% (tenant
owner rights).
Exhibits 6 and 7 below show more details about the characteristics of the residential mortgage loans in the cover pool.
Multifamily Mortgage Loans
Multifamily mortgage loans amount to SEK 126.4 billion (14.8% of the cover pool). The loans are granted to tenant owner associations
(10.3% of the cover pool) and multifamily landlords (4.4% of the cover pool), with all of the properties located in Sweden.
The weighted average unindexed LTV ratios of the multifamily mortgage loans are 42.4% (tenant owner associations) and 55.5%
(multifamily).
Exhibits 8 and 9 below show more details about the characteristics of the multifamily mortgage loans in the cover pool.
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Exhibit 6

Residential Mortgage Loans - Single Family Housing

Source: Moody's Investors Service based on data provided by the issuer as of 30 September 2016

Source: Moody's Investors Service based on data provided by the issuer as of 30 September 2016
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Exhibit 7

Residential Mortgage Loans - Tenant Owner Rights

Source: Moody's Investors Service based on data provided by the issuer as of 30 September 2016

Source: Moody's Investors Service based on data provided by the issuer as of 30 September 2016
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Exhibit 8

Multifamily Mortgage Loans - Tenant Owner Associations

Source: Moody's Investors Service based on data provided by the issuer as of 30 September 2016

Source: Moody's Investors Service based on data provided by the issuer as of 30 September 2016

12

14 March 2017

Swedbank Mortgage AB - Mortgage Covered Bonds: Swedish Covered Bonds

MOODY'S INVESTORS SERVICE

COVERED BONDS

Exhibit 9

Multifamily Mortgage Loans - Multifamily Housing

Source: Moody's Investors Service based on data provided by the issuer as of 30 September 2016

Source: Moody's Investors Service based on data provided by the issuer as of 30 September 2016
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Substitution
Exposure to decisions made by the issuer in its discretion as manager of the cover pool creates additional risk. For example, before a CB
anchor event, the issuer may remove assets from the cover pool and/or add new assets to the cover pool. Such actions could negatively
affect the value of the cover pool.
As with most covered bonds in Europe, there are few contractual restrictions on the future composition of the cover pool, creating
substitution risk. Nevertheless, cover pool quality over time will be protected by, among others, the requirements of the Swedish
covered bond law, which specify what types of assets are eligible (see Moody's Related Research: Covered Bond Legal Frameworks).
Cover Pool Monitor
The SFSA appoints an independent inspector (cover pool monitor) whose duties include checking that the cover pool register is
correctly maintained and reporting to the SFSA. For more details on the cover pool monitor's role, see Moody's Related Research:
Covered Bond Legal Frameworks.

Cover Pool Analysis
Our credit analysis of the pool takes into account specific characteristics of the pool, as well as legal risks.
Primary Cover Pool Analysis
The result of the cover pool analysis is the collateral score. We calculate the collateral score for the residential and multifamily
mortgages in the cover pool using a scoring model that estimates credit losses in a severe recession scenario.
As of 30 September 2016, the collateral score for the programme is 5.2%, which is comparable to the average collateral score for other
Swedish mortgage cover pools (see Moody's Related Research: Moody's Global Covered Bonds Monitoring Overview: Q3 2016).
From a credit perspective, we view the following characteristics of the cover pool as positive:
»

For the residential portion of the cover pool, weighted average unindexed LTV's are 63.1% (single-family housing) and 67.1% (tenant
owner rights). For the multifamily portion, weighted averaged unindexed LTVs are 42.4% (tenant owner associations) and 55.5%
(multifamily).

»

For residential mortgage loans, the borrower's income has been checked and affordability tested on the basis of a stressed interest
rate (currently 7.0%) and linear amortisation of 2% per year.

From a credit perspective, we view the following characteristics of the cover pool as negative:
»

The residential mortgage loans amortise very slowly. The weighted average remaining term of the loans backed by single-family
houses is 299 months. For loans backed by pledges of tenant owner rights, the weighted average remaining term is 338 months.

»

The share of floating-rate loans is relatively high, at 74.3% for loans backed by single-family houses and 81.9% for loans backed by
tenant owner rights.

»

It is possible that a property secures more than one loan to the same borrower, sometimes without a specific order of priority. If
loans that would otherwise rank equally are partially inside and partially outside the cover pool, and the borrower defaults, the
Swedish covered bond law does not clearly provide for the loans in the cover pool to be prioritised in an enforcement.

Additional Cover Pool Analysis
ELIGIBLE ASSETS

The Swedish covered bond law provides that loans are only eligible for inclusion in the cover pool up to the relevant LTV threshold,
which is 75% in the case of residential and multifamily property, 70% for forest/agricultural property and 60% for commercial
property. A decline in property values may cause loans in the cover pool to become partly ineligible, with the amount of the loan now
above the LTV threshold no longer available to covered bondholders. However, under the law, the issuer should monitor property
values and make the necessary adjustments so that the loans in the cover pool remain within the relevant LTV thresholds. In addition,
we expect that the loans in the cover pool at the time of the issuer's insolvency will likely continue to be subject to the priority rights
under the Swedish covered bond law.
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SET-OFF

Swedbank Mortgage does not take deposits, minimizing the risk of set-off.

Methodology and Monitoring
The primary methodology we use in rating the issuer’s covered bonds is “Moody’s Approach to Rating Covered Bonds”, published in
December 2016. Other methodologies and factors that may have been considered in the rating process can also be found on http://
www.moodys.com. In addition, we publish a weekly summary of structured finance credit, ratings and methodologies, available to all
registered users of our website, at www.moodys.com/SFQuickCheck.
We expect the issuer to deliver certain performance data to us on an ongoing basis. In the event that this data is not made available to
us, our ability to monitor the ratings may be impaired. This could negatively affect the ratings or, in some cases, our ability to continue
to rate the covered bonds.
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Income Underwriting and Valuation
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Moody's Related Research
Rating Methodology
»

Moody’s Approach to Rating Covered Bonds, December 2016

Special Comments
»

Swedish Proposal on Covered Bonds Is Credit Positive, October 2015

»

Moody’s Global Covered Bonds Monitoring Overview: Q3 2016, March 2017

Performance Overview
»

Swedbank Mortgage AB - Mortgage Covered Bonds

Credit Opinions
»

Swedbank AB, November 2016

»

Swedbank Mortgage AB, November 2016

Webpages
»

Covered Bonds: www.moodys.com/coveredbonds

»

Covered Bond Legal Frameworks: www.moodys.com/Pages/CoveredBondLegalFrameworks.aspx

To access any of these reports or webpages, click on the entry above. Note that these references are current as of the date of publication of this report and that more recent reports may be
available. All research may not be available to all clients.
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