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Research Update:

Norway's Eksportfinans Downgraded to
'BBB+/A-2', On CreditWatch Negative

Overview
• Following the Norwegian government's decision to end Eksportfinans' role
as a provider of export credits, we have reassessed our view of the
likelihood of it receiving extraordinary government support in the event
of financial distress to "moderate" from "very high".

• Consequently, under Standard & Poor's revised bank criteria (published on
Nov. 9, 2011), we are lowering our long- and short-term ratings on
Eksportfinans to 'BBB+/A-2' from 'AA/A-1+'.

• We are also placing the 'BBB+/A-2' ratings on Credit Watch negative
because we believe that the company may be in breach of the terms and
conditions in its European medium-term note (EMTM) program, potentially
triggering a default under our criteria.

• In our view, Eksportfinans has a "moderate" business position, "strong"
capital and earnings, a "moderate" risk position, and "adequate" funding
and liquidity, reflecting a stand-alone credit profile (SACP) of 'bbb'.

• Our view that there is a "moderate" likelihood that the Norwegian
government would provide timely and sufficient extraordinary support to
Eksportfinans in a stress situation provides a one-notch rating uplift
from the SACP.

Rating Action
On Nov. 25, 2011, Standard & Poor's Ratings Services lowered its long-term
counterparty credit rating on Norway-based Eksportfinans ASA to 'BBB+' from
'AA' and its short-term rating to 'A-2' from 'A-1+'. We also lowered the issue
rating on Eksportfinans' subordinated debt to 'BBB' from 'AA-' and the junior
subordinated debt to 'BBB-' from 'A'. We placed all the ratings on CreditWatch
with negative implications.

Rationale
Eksportfinans finances Norwegian exports and provides medium- and long-term
credit to promote exports on behalf of the Kingdom of Norway
(AAA/Stable/A-1+). It also manages government support schemes for export
credits and grants credits to developing countries. However, Eksportfinans'
business has effectively been put into run-off following the Norwegian
government's decision to remove the responsibility for government-subsidized
export credits (CIRR-credits) from the company. As a result, we have changed
our view of the likelihood of the government providing extraordinary support
to Eksportfinans to "moderate" from "very high". We now view Eksportfinans as
having a limited public policy role but maintaining a strong link to the
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Norwegian government.

The CreditWatch negative placement reflects our view that the government's
decision to end the most important part of Eksportfinans' business may have
triggered a default under our rating criteria, as defined by the terms and
conditions of Eksportfinans' EMTN program.

Standard & Poor's bases its ratings on Eksportfinans on the company's
"moderate" business position, "strong" capital and earnings, "moderate" risk
position and "adequate" funding. As a result, we assess Eksportfinans'
stand-alone credit profile (SACP) at 'bbb'.

The rating also reflects our opinion that there is a "moderate" likelihood
that the Norwegian government would provide timely and sufficient
extraordinary support to Eksportfinans in the event of financial distress. In
accordance with our criteria for government-related entities (GREs), our
rating approach is based on our view of Eksportfinans':

• "Strong" links to the government. This is based on the government's 15%
direct shareholding and 40% indirect shareholding through DNB Group ASA
(rated entity DnB Bank ASA A+/Stable/A-1). The government has also
provided guarantees to the export credit loans of Eksportfinans and
participated in the portfolio hedge agreement that was put in place in
2008. The government has further provided its share of past capital
injections and, in our view, stands ready to do so in the future; and

• "Limited importance" to the government. This stems from its historical,
but discontinued role as provider of government-subsidized export
financing. As of year-end 2010, 16% of Eksportfinans' total assets,
amounting to Norwegian krone (NOK)215 billion (€27.5 billion at NOK7.81
to €1), related to public policy export credits.

Our bank criteria use our Banking Industry Country Risk Assessment's (BICRA's)
economic risk and industry risk scores to determine a bank's anchor, which is
our starting point in assigning an issuer credit rating. Our anchor for a
commercial bank operating only in Norway is 'a-'. However, given its sizable
risk and guarantor portfolio outside Norway, our anchor for Eksportfinans is
'bbb+', one notch below the anchor for a commercial bank exclusively active in
Norway. The BICRA score is based on our evaluation of economic risk, whereby
we see Norway as a wealthy economy with a stable political environment and a
steady oil-driven government surplus. We assess debt levels as manageable in
light of high income levels, low unemployment, and well-funded social systems.
In addition, we believe that lending growth is driven by structural factors
and supported by strong underwriting practices and a very strong payment
culture. With regard to industry risk, the Norwegian banking industry is
primarily comprised of highly rated international institutions and Norway's
domestic savings bank alliances, and is managed by a strong, proactive
regulator and a government with a history of successful intervention in the
system. A growing domestic covered-bond market has increased the
loan-to-deposit ratio and reliance on wholesale funding, in our view. However,
the government and domestic pension funds are committed to the covered-bond

www.standardandpoors.com/ratingsdirect 3

917065 | 300427679

Research Update: Norway's Eksportfinans Downgraded to 'BBB+/A-2', On CreditWatch Negative



market as an alternative to issuing government debt.

We assess Eksportfinans' business position as "moderate", based on our view
that its risks may gradually diminish as its business volumes are run off. The
Norwegian authorities decided to deny Eksportfinans an exemption from the EU
capital requirements that limit large loan exposures, and prescribed that the
company needs to be compliant by year-end 2012. On Nov. 18, 2011, the
Norwegian government announced its intention to start providing export credits
directly on its own balance sheet, effectively terminating Eksportfinans as a
stand-alone operation.

We assess Eksportfinans' capital and earnings as "strong". We base this on the
low risk weights that the majority of the company's assets carry, given that
all assets are either financial institutions or sovereign counterparties. Our
assessment also reflects our view of the company's "satisfactory" capital
structure and our expectation of a projected risk-adjusted capital (RAC) ratio
of about 13% over the next 18 months. Moreover, we consider that quality of
capital and earnings compare favorably with the industry average. We currently
view the company's capital ratios as strong and we expect them to continue
increasing as Eksportfinans' balance sheet runs off. As of year-end 2010, the
company reported an RAC of 12.2%. The three-year average earnings buffer
amounts to 113 basis points, which compares well with banks in developed
markets.

Our risk position assessment for Eksportfinans is "moderate". This highlights
our view of the complexity of its operations and the difficulty it could face
in maintaining key staff in a run-off scenario. Credit risks are secondary to
Eksportfinans' operations given the nature of counterparties. Credit losses
have been minimal over the company's operating history. However, the company
does depend on access to the over-the-counter derivatives market to control
risks. This places considerable demands on the company's administrative and
system resources, in our view, and we see the small size of the organization
as a weakness in this respect. Eksportfinans' systems continued to improve
until new business was terminated, which eliminated some previous concerns we
had regarding the company's capacity to control risks.

Eksportfinans' funding and liquidity position is "adequate", in our opinion.
This is because the owners have stated their willingness to assist in an
orderly wind-down of the company, and beyond this we believe they have a
strong interest in assuring that Eksportfinans can be closed in a way that
preserves the economic values that exist in the company. Furthermore, the
opportunistic funding policy that the company has maintained historically has
also enabled it to build up a considerable liquidity reserve. This implies
that Eksportfinans might continue operating for an extended period without
accessing the capital markets. We consider that the company's adequate
liquidity situation will help in the process of unwinding its balance sheet.
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CreditWatch
We expect to resolve the CreditWatch placement once we have reviewed the
following:
• The consequences of the government action to end the most important part
of Eksportfinans' business on the creditors' position. We will
investigate whether this action may have triggered an event of default as
defined by the terms and conditions of Eksportfinans' EMTN program, and
will then assess whether we consider this a default under our rating
criteria; and

• The government's and the other owners' willingness to provide ongoing and
additional extraordinary support to allow an orderly wind-down or to
prevent a default under the EMTN program.

In resolving the CreditWatch we could either affirm the ratings or lower them
by multiple notches.

Ratings Score Snapshot
Issuer Credit Rating BBB+

SACP bbb
Anchor bbb+
Business Position Moderate (-1)
Capital and Earnings Strong (+1)
Risk Position Moderate (-1)
Funding and Liquidity Adequate (0)

Support 1
GRE Support 1
Group Support 0
Sovereign Support 0

Additional Factors 0

Related Criteria And Research
All articles listed below are available on RatingsDirect on the Global Credit
Portal, unless otherwise stated.

• Banks: Rating Methodology And Assumptions, Nov. 9, 2011
• Banking Industry Country Risk Assessment Methodology And Assumptions,
Nov. 9, 2011

• Group Rating Methodology And Assumptions, Nov. 9, 2011
• Bank Hybrid Capital Methodology And Assumptions, Nov. 1, 2011
• Rating Government-Related Entities: Methodology And Assumptions, Dec. 9,
2010
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Ratings List
Downgraded; CreditWatch/Outlook Action

To From
Eksportfinans ASA
Counterparty Credit Rating BBB+/Watch Neg/A-2 AA/Negative/A-1+
Senior Unsecured BBB+/Watch Neg AA
Subordinated BBB/Watch Neg AA-
Commercial Paper A-2/Watch Neg A-1+
Junior Subordinated BBB-/Watch Neg A

Additional Contact:
Financial Institutions Ratings Europe;FIG_Europe@standardandpoors.com

Complete ratings information is available to subscribers of RatingsDirect on
the Global Credit Portal at www.globalcreditportal.com. All ratings affected
by this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column. Alternatively, call one of the following Standard & Poor's numbers:
Client Support Europe (44) 20-7176-7176; London Press Office (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Moscow 7 (495) 783-4009.
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S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right
to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and
www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party
redistributors. Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact or
recommendations to purchase, hold, or sell any securities or to make any investment decisions. S&P assumes no obligation to update the Content following publication in any
form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or
clients when making investment and other business decisions. S&P's opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or
an investment advisor. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or
independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of S&P. The Content
shall not be used for any unlawful or unauthorized purposes. S&P, its affiliates, and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or
omissions, regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is
provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any
party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without
limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.

Copyright © 2011 by Standard & Poors Financial Services LLC (S&P), a subsidiary of The McGraw-Hill Companies, Inc. All rights reserved.
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