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Dear Sirs

Better balance between income and costs

In Company Announcement No 33 dated 17 September 2019 the Bank
announced that in connection with the release of its Interim Report for Q1-
Q3 2019 it would introduce measures to support a better balance between
income and costs.

As a result of the current banking conditions it is decisive to ensure
efficient operations, including a strong focus on the development and
implementation of automated processes as well as the profitability of
products and business units. In addition to compliance and IT security the
Bank gives high priority to process automation. Process automation is one
of the important factors to ensure a better balance between income and
costs in the long term. Striking a better balance between income and costs
requires a series of measures as regards income as well as costs.

Measures supporting a rise in core income:

Change in negative interest rates on deposits

Overall interest rate changes — deposits

Change in fees on payment cards and other services to market level
Other initiatives.

It is expected that these income measures in isolation will generate an
increase in annual core income of approx DKK 200m.

Measures countering a rise in costs (core earnings) in 2020:

o Reduction in staff due to process automation

e Freeing up of time due to simplification of operations, including
reduction in time spent on internal activities

e  Savings triggered by amalgamating functions with an overlap of tasks

o  Other cost savings.




It is expected that these cost measures will be sufficient to balance price
and wage increases in 2020. It is anticipated that costs {core earnings) in
2020 will be on a par with the level of costs in 2019.

CEO Karen Frgsig on the cost measures:

- At Sydbank we have focused on costs since 2009. In recognition of
the fact that banking conditions have worsened we are adjusting
costs further. Our efforts to enhance the efficiency of processes are
now showing the first significant real improvements. Consequently
the necessary reduction in staff is made possible. It is projected
that the main part of the required staff reduction can take place via
natural wastage.

Negative interest rates on deposits

As a consequence of Danmarks Nationalbank’s most recent change of the
CD rate to minus 0.75% Sydbank will lower its interest rate on corporate
deposits to minus 0.75% and will introduce negative interest rates as
regards retail clients holding deposits in excess of DKK 750,000. The
interest rate of minus 0.75% will also apply to retail clients. This is a
change as regards the announcement in the interim financial statements
according to which the Bank introduced a negative interest rate of minus
0.6% as regards retail clients holding deposits in excess of DKK 7.5m.

CEO Karen Frosig on the change in deposit rates:

- Danmarks Nationalbank’s CD rate has been negative more or less
continuously since 2012 and given the most recent initiatives by the
ECB and the additional CD rate cut it would seem that the negative
interest rates will continue for quite some time. Therefore we
believe it is time to lower our deposit rates in the corporate and
retail segments so as to adapt our business model to market
conditions. It is both natural and in accordance with the monetary
intentions of the ECB and Danmarks Nationalbank that the negative
interest rates materialise to a greater extent in deposits — including
in the retail segment.

The strategy — “A stronger bank”
At a time when the banking environment in Denmark continues to be
affected by macroeconomic factors such as negative interest rates,
pressure on interest margins and a low demand for loans by enterprises,
the need increases to stick to one’s values, show resilience while at the
same time display the ability to introduce possible adjustments of income
as well as costs. In such an environment there is a greater need to review
on an ongoing basis whether the current strategy is the right one. In recent
months we have revisited the current strategy — “A stronger bank”. We are
in a strong position — and note for instance:
e Sydbank’s employee satisfaction is among the best in the sector,
which gives strength to continue



o Sydbank’s strategy of ensuring high accessibility is having the
intended effect, generating a high level of customer satisfaction

o Sydbank’s cautious credit policy has received the highest long-term
issuer rating among Danish banks

e Sydbank’s commitment to streamline operations is beginning to show
results where the solutions can reduce the process time - in selected
areas — by up to 86%

e Adapting to market conditions means that today Sydbank has
launched measures to achieve a better balance between income and
costs

o Sydbank’s total capital ratio is very high and according to Moody’s
assessment Sydbank’s capital position is in the best category.
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