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Standalone BFSR affirmed but BCA lowered to baa2 from baa1

London, 02 July 2013 -- Moody's Investors Service has today confirmed Sparebanken Hedmark's A2 long-term
and Prime-1 short-term deposit ratings and lowered the bank's baseline credit assessment (BCA) to baa2 from
baa1 within the C- standalone bank financial strength rating (BFSR) category. All ratings now carry a stable
outlook.

The lowering of the BCA primarily reflects Moody's view that the increased ownership stake in Bank 1 Oslo
Akershus AS (unrated) increases Sparebanken Hedmark's risk profile.

The confirmation of the long-term and short term deposit ratings reflects Moody's expectation that Sparebanken
Hedmark will benefit from support from the SpareBank 1 Alliance if needed.

Today's rating actions conclude the review for downgrade on Sparebanken Hedmark's deposit ratings initiated on
4 March 2013.

RATINGS RATIONALE

On 18 January 2013, Sparebanken Hedmark announced that it will increase its stake in Bank 1 Oslo Akershus to
40.5% from 12.0%, purchasing shares from fellow SpareBank 1 Alliance members SpareBank 1 SR-Bank ASA
(deposits A2 stable; BFSR C-/BCA baa2 stable), SpareBank 1 SMN (A2 stable; C-/baa2 stable) and SpareBank 1
Nord-Norge (A2 stable; C-/baa1 stable). The transaction was approved by the Ministry of Finance on 26 April 2013
and will be reflected in the bank's forthcoming Q2 2013 results.

--- LOWERING OF THE BCA

The lowering of the BCA to baa2 from baa1 reflects Moody's view that the increased ownership stake increases
Sparebanken Hedmark's risk profile, notwithstanding some franchise benefits.

In particular, the rating agency expects that the increased stake in Bank 1 Oslo Akershus renders Sparebanken
Hedmark's revenue profile less stable, because it increases the portion of revenue stemming from ownership
interests and exposes Sparebanken Hedmark to the volatility in Bank 1 Oslo Akershus's profitability. In addition,
Moody's believes that the downside risk may not be limited to Sparebanken Hedmark's direct ownership interest in
the bank (NOK946 million or around 15% of Sparebanken Hedmark's equity capital at end-March 2013). This is
because the rating agency expects that as a strategic owner, Sparebanken Hedmark may have to provide support
to Bank 1 Oslo Akershus if it encounters difficulties.

Moody's views Bank 1 Oslo Akershus's credit profile as generally weaker than that of Sparebanken Hedmark, in
particular because of (1) the rapid growth in its loan book (+18% in 2012 including loans transferred to the Alliance
covered bond companies); (2) lack of efficiency of its operations (2012 cost-to-income close to 70%); and (3) its
substantial exposure to the real-estate sector through both its lending and brokerage activities.

The transaction's negative impact on Sparebanken Hedmark's capital is largely mitigated by its recent Tier 2
issuance, which means that the bank estimates its Tier 1 ratio will be reduced by less than two percentage points
post-transaction, compared to 15.8% reported at end-March 2013 (calculated under Basel II rules, including the
transitional floor); however, the effect is expected to be somewhat more pronounced under Basel III. Nevertheless,
this level continues to compare well with those reported by most other rated Norwegian savings banks.

Whilst in Moody's view the benefits to Sparebanken Hedmark's franchise are marginal as the increased
involvement in Bank 1 Oslo Akershus is primarily regarded as an investment at this stage, the rating agency
positively notes that there could be some limited benefits in terms of cross-selling of products between the two
banks which operate in neighbouring counties.



Moody's also notes the potential challenges in exerting control on a partially-owned company, although the bank at
this stage avoids the further integration of Bank 1 Oslo Akershus's operations, and the risks related to such
integration. Sparebanken Hedmark will also likely benefit from Bank 1 Oslo Akershus's local expertise, because
the two banks remain separate entities as per the transaction.

--- CONFIRMATION OF THE DEPOSIT RATINGS

The confirmation of Sparebanken Hedmark's deposit ratings reflects Moody's expectation that Sparebanken
Hedmark will benefit from support from the SpareBank 1 Alliance. The rating agency believes that, following the
transaction and the lowering of Sparebanken Hedmark's standalone credit assessment, the capacity of the overall
Alliance to provide support to its members is broadly unchanged, and expects that such support will be extended
to Sparebanken Hedmark if needed. As for the other rated banks in the Alliance, Sparebanken Hedmark's deposit
ratings incorporate a low probability of Alliance support, which at the lower BCA level translates into one notch of
rating uplift under Moody's joint-default analysis.

WHAT COULD MOVE THE RATINGS UP/DOWN

Upward rating momentum could develop if Sparebanken Hedmark (1) reduces the downside risks to its asset
quality, e.g., the high credit concentration and substantial exposure to the real-estate segment (which we view as
typically more volatile); and/or (2) strengthens its liquidity position with increased buffers and reduced asset-
liability mismatches. At the same time, the bank will have to demonstrate that it is able to manage the risks
involved with its increased exposure to Bank 1 Oslo Akershus in a way that does not significantly impair its ability
to generate stable earnings.

Whilst the current BCA incorporates a degree of expected further deterioration, further downward pressure could
arise from (1) deterioration in Sparebanken Hedmark's funding position, e.g., reduced ability to access capital
markets or deposit outflows; and/or (2) higher-than-expected losses in its loan book, or losses stemming from its
ownership interests. In addition, downwards pressure could be exerted on the ratings due to external factors, such
as a less supportive macroeconomic environment and/or substantially adverse developments in the Norwegian
real-estate market. The deposit ratings could be downgraded if Moody's considers that the probability of Alliance
or systemic support has reduced.

The data referred to in this press release is generally sourced from Sparebanken Hedmark's most recent interim
report and audited annual reports as well as press releases published on the Oslo Børs's website.

Headquartered in Hamar, Norway, Sparebanken Hedmark reported total consolidated assets of NOK44.3 billion
(EUR5.6 billion) at the end of March 2013.

The principal methodology used in this rating was Global Banks published in May 2013. Please see the Credit
Policy 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 rating action on the support provider and in relation to each particular 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 rating
action, and whose ratings may change as a result of this 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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ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS AND MOODY'S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND
CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE
RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT
RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR
ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S



PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.

 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
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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 Moody's considers to be reliable, including, when appropriate, independent third-party
sources. However, MOODY'S is not an auditor and cannot in every instance independently verify or validate
information received in the rating process. Under no circumstances shall MOODY'S have any liability to any
person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating to, any error
(negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any of
its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis,
interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special,
consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if
MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or inability to use,
any such information. The ratings, financial reporting analysis, projections, and other observations, if any,
constituting part of the information contained herein are, and must be construed solely as, statements of opinion
and not statements of fact or recommendations to purchase, sell or hold any securities. Each user of the
information contained herein must make its own study and evaluation of each security it may consider purchasing,
holding or selling. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS,
COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH
RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR
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MIS, 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 MIS have, prior to assignment of any rating, agreed to pay to MIS 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
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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 "Shareholder Relations — Corporate Governance — Director and
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retail clients. It would be dangerous for retail clients to make any investment decision based on MOODY'S credit
rating. If in doubt you should contact your financial or other professional adviser.


