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Research Update:

DNB Bank Outlook Revised To Stable On Steady
Capital Improvement; 'A+/A-1' Ratings Affirmed

Overview

* In our view, Norway-based DNB Bank's strengthened capitalization will,
with the bank's good and still inproving earnings capacity, likely ensure
that it remains resilient even if econonic risks worsen.

» Looking further ahead, we al so see inplenentation of Norway's resol ution
and recovery regine and DNB's |ikely buildup of a substantial bail-in
buffer as helping to offset negative rating factors.

W are therefore revising our outlook on DNB to stable from negative and
affirmng our 'A+/ A-1' ratings.

« The stable outlook reflects our view that despite negative econonic
trends danpeni ng the Norwegi an banki ng sector, we consider that DNB' s
i nproved capitalization, tightening efficiency, and bail-in buffers would
likely offset these risks.

Rating Action

On March 29, 2017, S&P d obal Ratings revised its outl ook on Norway-based DNB
Bank ASA (DNB) to stable fromnegative and affirnmed its 'A+/ A-1' |ong- and
short-termcounterparty credit ratings on the bank

In addition, we affirned our issue ratings on the bank's subordinated and
juni or subordinated instrunents at 'A-' and 'BBB', respectively, and on its
commer ci al paper at 'A-1'.

Rationale

The affirmation primarily reflects the continued i nprovenents in DNB's
capitalization and efficiency, which have further bolstered the bank's
resilience to a possi ble weakening in economic conditions in Norway and its
key markets. The bank's capital and | everage rati os have inproved even as
Norway and its oil sector continue to face the consequences of |ow oil prices
and reduced shipping and oil-related activity. Moreover, DNB has noved past
nost of its peers in efficiency and digitalization. In our view managenent
will achieve its targeted cost-to-income ratio of bel ow 40% one of the |owest
anong maj or European banks. Looking further ahead, we al so acknow edge t hat
the i nmpending creation of an effective resolution reginme in Norway and the
bank's building of its additional |oss-absorbing capacity (ALAC) could, in
tinme, help to protect its senior unsecured creditors.

DNB's capital has inproved consistently in recent years as the bank has aimed
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to fulfill the Norwegian regulator's relatively tough capital requirenents.
DNB rmust have a mi ni mum 15. 05% comon equity Tier 1 (CET1) ratio at the end of
2017, based on Basel 1 transitional rules. As of end 2016, DNB had | argely
achieved its CET1 ratio target of 16.0% and indicated that it will increase

di vidend payouts as a result. As a result of the buil dup, the bank's

ri sk-adjusted capital ratio (RAC), our neasure of its capital, strengthened to
12. 3% at end-2016, conpared with 11.2% at end-2015.

Managenment has achi eved this inmprovenent despite a period of somewhat weaker
asset quality within segnents of the | oan book. Gven the stress on oil

of fshore, and rel ated servi ce conmpani es, the bank reported el evated | osses of
Nor wegi an krone (NOK)7.4 billion (€800 million) in 2016, and antici pates
nearly NOK11 billion in further related provisions through 2018. These | osses
stem from shi ppi ng and of fshore exposures, in particular associated with | ower
activity for offshore vessels and rigs, as well as lower rates for crude and
dry bul k custoners. As a result, the bank's nonperformng |loan (NPL) ratio
stood at 2.5% at end-2016, conpared with 1.5% at end-2015. Despite higher

| osses, the bank reported pretax profits of NOK23.4 billion for 2016. Looking
ahead, we see the sector as stabilizing, giving inproved visibility on the
bank's provision estimtes. Furthernore, we think that nmanageabl e i npairnents
and strengthening efficiency and pre-provision profits will enable the bank to
continue to produce solid 10% 11% return on equity over the comng two years.

Qur projected RACratio of 12.5% 13.0%t hrough end-2018 acknow edges that DNB
expects to pay dividends exceedi ng 50% of profits. W include an expectation
of 75%in our ratio, given the current payout ratios of DNB's direct Nordic
peers and our expectation of very low risk-weighted asset growmh as the bank
repl aces a portion of its shipping and of fshore exposures with | ower risk
credit exposure. VWile DNB could consider |arger dividends and/or share
buybacks, we only see this happening if the bank nakes progress in reducing
further downside risk fromits offshore and oil exposures.

Norway, as part of the European Economic Area, is obliged to inplenment a bank
resol ution and recovery directive (BRRD) simlar to that of the EU W
anticipate that Norway will inplenent its own resolution framework by | ate
2017 or in 2018. To inprove resolvability, we expect that DNB will have to

bol ster its buffer of capital and going-concern | oss absorbing instrunments,
provi di ng additional protection for its senior unsecured creditors. As has
been the case for other European countries, this could in time lead us to
include uplift for ALAC in our rating on DNB, assuming that we consider Norway
to have an effective resolution and bail-in regine.

Qur unsupported group credit profile for the DNB group (that is, our view of
its intrinsic creditworthiness as if it was a single legal entity) renmins
unchanged at 'a+', and the bank renains a core subsidiary of ultinmate parent
DNB ASA. While the bank continues to qualify for one notch of uplift for
potential extraordinary government support, we continue to apply a one-notch
negative adjustnent. This reflects our expectation that we will soon renpve
the notch of governnent support once an effective resolution regine is in

pl ace, as we have in nost other European countries.
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Outlook

The stable outlook reflects our view that our ratings on DNB will nost |ikely
remai n unchanged over our two-year rating horizon. This bal ances the
still-negative trend that we see for economc risks in the Norwegi an banki ng

sector, with the bank's inproved capitalization, earnings and, in time, |oss
absorbing instruments. Together, these factors should protect senior creditors
from|osses as DNB prepares for the inplenentation of BRRD in Norway. W see

t he Norwegi an government's comritment to its 34% stake in DNB as a stabilizing
factor for the rating, although we do not consider DNB a governnent-rel ated
entity under our criteria.

We coul d upgrade DNB if we revised our negative trend for economc risks for

t he Norwegi an banking sector to stable and the bank inproved its |oss
absorbing capacity to further mtigate bail-in risks for senior unsecured
creditors. Although unlikely, we could also raise the ratings if we saw the
potential for extraordi nary governnent support for DNB' s senior unsecured
creditors as unchanged in practice despite the introduction of bail-in powers.

We could lower our ratings on DNB if we took a nore negative view on the risks
t he Norwegi an banki ng sector faces and we also saw a risk of sharp
deterioration of asset quality for DNB-specific exposures, for exanple, to

hi gh-vol atility segnents |ike shipping, oil, and offshore.

Ratings Score Snapshot

To From
I ssuer Credit Rating A+/ St abl e/ A- 1 A+/ Negative/ A-1
Unsupported GCP* a+ a+
Anchor a- a-
Busi ness Position Strong (+1) Strong (+1)
Capital and Earnings Strong (+1) Strong (+1)
Ri sk Position Adequat e (0) Adequat e (0)
Fundi ng and Liquidity Average and Aver age and
Adequat e (0) Adequat e (0)
Support +1 +1
GRE Support 0 0
G oup Support 0 0
Sover ei gn Support +1 +1
Addi tional Factors -1 -1

* Describes the intrinsic creditworthiness of the consolidated DNB G oup.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 29, 2017 4

1822755 | 301539251



Research Update: DNB Bank Outlook Revised To Stable On Steady Capital Improvement; 'A+/A-1' Ratings

Affirmed

Related Criteria

e CGeneral Criteria: S&P d obal Ratings' National And Regional Scal e Mapping
Tabl es, June 01, 2016

e Criteria - Financial Institutions - Banks: Bank Rating Methodol ogy And
Assunptions: Additional Loss-Absorbing Capacity, April 27, 2015

e Criteria - Financial Institutions - Banks: Bank Hybrid Capital And
Nondef errabl e Subordi nat ed Debt Methodol ogy And Assunptions, Jan. 29,
2015

e CGeneral Criteria: National And Regional Scale Credit Ratings, Sept. 22,
2014

e General Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e Criteria - Financial Institutions - Banks: Assessing Bank Branch
Credi tworthi ness, Oct. 14, 2013

e Criteria - Financial Institutions - Banks: Quantitative Metrics For
Rati ng Banks d obal ly: Methodol ogy And Assunptions, July 17, 2013

e Criteria - Financial Institutions - Banks: Revised Market Ri sk Charges
For Banks In Qur Risk-Adjusted Capital Framework, June 22, 2012

e Criteria - Financial Institutions - Banks: Banking Industry Country Ri sk
Assessnent Met hodol ogy And Assunptions, Nov. 09, 2011

e Criteria - Financial Institutions - Banks: Banks: Rating Methodol ogy And
Assunptions, Nov. 09, 2011

e Criteria - Financial Institutions - Banks: Bank Capital Methodol ogy And
Assunptions, Dec. 06, 2010

e Criteria - Financial Institutions - Banks: Methodol ogy For Mpping Short-
And Long-Term Issuer Credit Ratings For Banks, My 04, 2010

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

* Criteria - Financial Institutions - Banks: Conmercial Paper |: Banks,
March 23, 2004

Related Research

e Banking Industry Country Ri sk Assessnent: Norway, March 14, 2017

* Nordic Banks' Capital Growh Tapers Of, Aug. 2, 2016

e Nordic Banks Are Looking Svelte In The Fintech Race, Jun. 14, 2016

« DNB Bank ASA, Dec. 13, 2016

* Norwegi an Banks: Sliding G| Prices Are Not The Only Ri sk, Dec. 2, 2015

Ratings List

Qut |l ook Action; Ratings Affirnmed

To From

DNB Bank ASA

Counterparty Credit Rating A+/ Stabl e/ A-1 A+/ Negativel/ A- 1
Seni or Unsecured A+

Seni or Unsecured CnAAA

Subor di nat ed A-

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 29, 2017 5

1822755 | 301539251



Research Update: DNB Bank Outlook Revised To Stable On Steady Capital Improvement; 'A+/A-1' Ratings
Affirmed

Juni or Subor di nat ed BBB
Conmrer ci al Paper A1

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

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further

i nfornation. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitalig.com All
ratings affected by this rating action can be found on the S& d obal Ratings'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Aternatively, call one of the foll owi ng S& @ obal

Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-4009.
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