NCR REVISES OUTLOOK ON SPAREBANK 1 @STFOLD
AKERSHUS TO NEGATIVE; 'A' LONG-TERM RATING AFFIRMED

Today Nordic Credit Rating (NCR) affirmed its 'A’ long-term issuer rating on SpareBank 1 @stfold
Akershus (@stfold Akershus) and revised its outlook on the rating to negative from stable. NCR also
affirmed its 'N-1+' short-term rating on the bank.

MACROECONOMIC UNCERTAINTY IS VERY HIGH

NCR has lowered its assessment of the Norwegian banking sector to 'a-' from 'a' due to the economic
effects of the COVID-19 pandemic. In addition, NCR views the outlook for the domestic operating
environment as negative given the abrupt reduction in economic activity and the uncertain prospects
and timeline for an economic recovery. We note that many companies have elected to furlough
employees using a government-supported programme which reduces costs for employers and
maintains up to 80% of employees' wages. However, there was a significant rise in unemployment
during the last weeks of March and we believe there will be long-term challenges for many sectors
given varying degrees of economic shut down for Norway's neighbours and global trading partners
and lower oil prices. Initially, the government's efforts to support the severe macroeconomic
disruption could be effective, however, we believe that maintaining stability, especially in terms of
bank earnings and credit losses, will become increasingly difficult the longer economic activity
remains subdued.

We have also lowered our assessment of @stfold Akershus's operating region, which relies heavily on
industrial jobs and logistics, by one notch to 'a-' from 'a'. Industrial activity in the region is likely to be
negatively impacted by the pandemic. However, activity levels in the oil sector are less likely to have
a negative effect and weaker NOK means lower trade leak to Sweden, which has been a problem for
retailers in the region.

We believe that the competitive position of Norway's savings banks has improved and that the current
crisis will help boost their market shares at the expense of larger Nordic banks. Last year, we cut the
competitive position subfactor score in our rating on @stfold Akershus due to loss of market share to
Danske Bank, but we believe that the situation has now been reversed. We note that the bank's capital
situation significantly improved from the third to the fourth quarter of 2019, and that the board of
directors has reduced the 2019 dividend. In view of a lower countercyclical buffer requirement, we
think it prudent to increase @stfold Akershus's capital assessment by one notch.

@stfold Akershus is mainly funded by deposits and has one bond maturity in 2020 (13 May) with NOK
132m remaining due. In general, we believe that the Norwegian banking sector will have ample
funding, with the help of short-term credit from the central bank and long-term funding support from
the Norwegian government's bond fund.

Our main concerns are increased credit risk and loan losses, particularly in the corporate sector. On
the basis of experience from the domestic banking crisis in the early 1990s and the more recent global
financial crisis, we see low risk for large losses from mortgage loans despite increasing unemployment.
Mortgage loans account for close to three-quarters of @stfold Akershus's loan book and the bank has
no direct or indirect exposure to the oil industry. However, 15% of the loan book is to commercial real
estate and 5% to the construction sector, which historically have been high risk sectors in major
recessions. While we expect government support packages to have substantial effects, we still see a
one-notch reduction in the bank's score for loan losses as prudent.



We will continue to monitor @stfold Akershus's interest margins. A decline of 15 bps in its net interest
margin would bring profitability below the threshold for an 'aa’ score which could trigger a downgrade
of the bank.

NEGATIVE OUTLOOK

The negative outlook reflects our view that @stfold Akershus and its Norwegian banking peers face an
uncertain future on many fronts which could primarily affect our view of the bank's operating
environment, earnings potential, and longer-term loss performance. In a severe economic downturn,
loss reserves could even put pressure on the bank's capital position, collateral coverage, and other
aspects of its operations. The outlook could be revised to stable if the government's efforts to support
the economy are effective and there are clear signs of an economic recovery.

Our full analysis of SpareBank 1 @stfold Akershus, published 11 Nov. 2019, is available at:
https:/nordiccreditrating.com/issuer/sparebank-1-ostfold-akershus
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