Rating Action: Moody's upgrades Sparebanken Oest's long-term deposit ratings
to A2 from A3
Global Credit Research - 04 Oct 2017
London, 04 October 2017 -- Moody's Investors Service, ("Moody's") has today upgraded Sparebanken Oest's
long-term deposit and issuer ratings to A2 from A3. Moody's also upgraded the bank's long-term counterparty
risk assessment (CRA) to A1(cr) from A2(cr) and maintained the stable outlook on all ratings. The rating
upgrades are driven by an upgrade in the bank's standalone baseline credit assessment (BCA) and adjusted
BCA to baa1 from baa2, reflecting the bank's strengthened asset quality, increased coverage of problem loans
as well as its better than peers capital buffers.
The full list of the affected ratings can be found at the end of this press release
RATINGS RATIONALE
-UPGRADE OF THE BCA
The upgrade of Sparebanken Oest's BCA to baa1 from baa2 reflects its strengthened asset quality, increased
coverage of problem loans in line with similar rated peers as well as its significantly better than peers
capitalization, despite the challenging economic conditions in Norway over the last two years. The rating action
also takes into account Moody's expectation that Sparebanken Oest's asset quality and profitability will remain
resilient in the foreseeable future with comfortable capital buffers benefiting from a gradually recovering
operating environment.
Moody's expect Sparebanken Oest's asset quality to remain strong in the next twelve months, supported by
the increased granularity in the bank's loan book and decreased single name concentrations stemming from its
high allocation to mortgages, a market segment with low delinquencies and losses historically. Over the past
years Sparebanken Oest has actively focused on retail lending and reduced considerably the size of its
corporate book to 13% at end June 2017 from 24% of gross loans in December 2011. The bank's problem
loans as a percentage of gross loans declined to 0.6% at end-June 2017 from 1.5% at end-2014, and
compares favorably to similar rated Norwegian peers, while its problem loan coverage ratio increased to 62%
at end-June from below 30% in 2013.
Moody's expects the bank to use excess capital to finance future growth, while maintaining a strong capital
position. The bank's capital buffers have improved over the past years and compare favorably with domestic
peers. As of June 2017 Sparebanken Oest's Common Equity Tier 1 capital (CET1) ratio was at 17.6% already
above the regulatory requirement of 13.8%, which includes a bank specific Pillar 2 requirement of 2.3%. The
bank's leverage ratio stands at a high 9.3%.
RATIONALE FOR THE UPGRADE OF DEPOSIT AND ISSUER RATINGS
The upgrade of Sparebanken Oest's long-term deposit and issuer ratings to A2 from A3 reflects the upgrade of
the BCA and Adjusted BCA to baa1 from baa2 previously as well as the unchanged assumptions on Moody's
Advanced Loss Given Failure (LGF) analysis.
Taking account of the group's consolidated balance sheet structure at end-June 2017 and its near-term funding
plan, Moody's Advanced LGF analysis indicates that Sparebanken Oest's deposits are likely to face very low
loss-given-failure, due to the loss absorption provided by subordinated debt and, potentially, by senior
unsecured debt should deposits be treated preferentially in a resolution, as well as the substantial volume of
deposits and senior debt themselves. This results in two notches uplift.
Moody's assumption of a low probability of government support for Sparebanken Oest's issuer and deposits
ratings provide no further uplift, leading to long-term deposit ratings of A2 and long-term issuer ratings of A2.
RATIONALE FOR THE CR ASSESSMENT
As part of today's action, Moody's also upgraded Sparebanken Oest's long-term CR Assessment to A1(cr)

from A2(cr), and affirmed the short-term CR Assessment at P-1(cr). The CR Assessment is driven by the
banks' standalone assessment based on the substantial cushion against default provided to the senior
obligations represented by subordinated instruments, accounting for three notches of uplift relative to the BCA.
WHAT COULD CHANGE THE RATINGS UP/DOWN
Upward rating pressure could develop from significant improvements in the bank's financial performance,
including: (1) strong earnings generation without an increase in its risk profile or worsening in its business
development (2) sustained good asset quality in its retail and corporate books and a decline in sector/single
borrower concentration while maintaining adequate cash coverage of problem loans (3) continued access to
the debt markets without significant changes in pricing;
Downward rating pressure could arise from: (1)Sparebanken Oest's risk profile increases as a result of
increased concentration, for example if construction and real-estate concentration or top-20 client
concentration as a percent of Core Tier 1 Capital exceeds 150% or if the problem loan ratio increases above
market system wide expectation of approximately 2%; (2) any indication that the improvements achieved in
recent years are not sustainable; (3) financing conditions become more difficult
LIST OF AFFECTED RATINGS
Issuer: Sparebanken Oest
Upgrades:
....LT Issuer Ratings, Upgraded to A2 from A3, Outlook Remains Stable
....LT Bank Deposits, Upgraded to A2 from A3, Outlook Remains Stable
....ST Bank Deposits, Upgraded to P-1 from P-2
....Adjusted Baseline Credit Assessment, Upgraded to baa1 from baa2
....Baseline Credit Assessment, Upgraded to baa1 from baa2
....LT Counterparty Risk Assessment, Upgraded to A1(cr) from A2(cr)
Affirmations:
....ST Counterparty Risk Assessment, Affirmed P-1(cr)
Outlook Actions:
....Outlook, Remains Stable
PRINCIPAL METHODOLOGY
The principal methodology used in these ratings was Banks published in September 2017. Please see the
Rating Methodologies page on www.moodys.com for a copy of this methodology.
REGULATORY DISCLOSURES
For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.

For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
credit rating action, and whose ratings may change as a result of this credit rating action, the associated
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated
entity.
Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.
Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.
Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
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MOODY’S PUBLICATIONS MAY INCLUDE MOODY’S CURRENT OPINIONS OF THE RELATIVE
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All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all
information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary
measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources
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MOODY’S.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any
other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any
contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the
use of or inability to use any such information.
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Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation
(“MCO”), hereby discloses that most issuers of debt securities (including corporate and municipal bonds,
debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have,
prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more

than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate
Governance — Director and Shareholder Affiliation Policy.”
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent
to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that
neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an
opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or
any form of security that is available to retail investors. It would be reckless and inappropriate for retail investors
to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you should
contact your financial or other professional adviser.
Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary
of Moody's Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned
subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of
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appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

