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Rating Action: Sparebanken Sor

Moody's assigns A3/P-2/C- to Sparebanken Sor (Norway); stable outlook

First-time ratings  

London, 19 August 2010 -- Moody's Investors Service has today assigned a C- bank financial strength rating
(BFSR) and A3 long-term and Prime-2 short-term local and foreign currency deposit ratings to Sparebanken
Sør, a Norwegian savings bank. The outlook on all ratings is stable.

RATINGS RATIONALE

Sparebanken Sør's C- BFSR, which maps to a Baseline Credit Assessment (BCA) of Baa2, reflects the
bank's sound regional franchise, solid retail business and sound capital levels. However, Moody's notes that
the rating is constrained by the bank's large exposure to the real estate sector, its high borrower
concentration and its less sophisticated risk management procedures.

Sparebanken Sør enjoys a sound market position in southern Norway in the counties of Vest-Agder, Aust-
Agder and Telemark, where it reports a market share of almost 15% in retail lending and around 20% in
corporate lending. In light of the bank's regional importance, Moody's believes that there is a high probability
that the government of Norway would support the bank in a stress scenario. Given this systemic support
assessment, under Moody's Joint Default Analysis methodology, the bank's A3 long-term deposit rating
incorporates a two-notch uplift from the Baa2 BCA.

The bank has a good regional franchise, serving over 100,000 retail customers and about 8,000 corporate
customers with a full range of products, but Moody's also notes that the Norwegian banking market is highly
competitive, especially in the retail sector. Loans to retail customers (including loans transferred to Sør
Boligkreditt, the bank's wholly owned covered bond company) account for 65% of the bank's loan book.
Loans to corporate customers -- mainly SMEs -- account for the rest of the loan portfolio. The rating agency
notes that Sparebanken Sør's loan portfolio exhibits high borrower concentration as well as a sizeable
exposure to property management and construction (around 20%), which Moody's assesses as a relatively
more volatile sector.

At the end of March 2010, the bank reported a Tier 1 ratio of 13.9%. The capital base was strengthened in
August 2009 by an issuance of a Tier 1 instrument amounting to NOK400 million (EUR 50million) from the
government's State Finance Fund. To date, the bank boasts one of the lowest problem loan ratios among
Moody's-rated Norwegian savings banks. The rating agency believes that, going forward, the bank could face
challenges in maintaining its asset quality in the context of a still uncertain economic outlook combined with
fears over a collapse in house prices. According to Moody's estimations of potential credit losses,
Sparebanken Sør's current capital level enables it to absorb anticipated deterioration in asset quality at its
current BFSR level.

The bank's funding profile is underpinned by a good deposit base, but is also reliant on wholesale funds,
which accounts for almost 40% of total funding. In common with many other Norwegian banks, Sparebanken
Sør is increasingly funding itself on the booming Norwegian covered bond market through Sør Boligkreditt.
Moody's notes that around 30% of market funds are in the form of covered bonds.

Any upgrade of Sparebanken Sør's BFSR would have to be accompanied by a significant reduction in the
bank's credit risk concentrations and further improvements in its risk management practices, combined with
sustained profitability, capitalisation and liquidity position. Conversely, the BFSR would be negatively affected
in the event of any increase in credit risk related to the bank's large exposures or to more volatile sectors, or
in the event of any significant weakening of asset quality. Moody's notes that deterioration in the bank's
capital or market positions could also have adverse rating implications.

The principal methodologies used in rating Sparebanken Sør were "Bank Financial Strength Ratings: Global
Methodology" published in February 2007, and "Incorporation of Joint-Default Analysis into Moody's Bank
Ratings: A Refined Methodology" published in March 2007. Other methodologies and factors that may have
been considered in the process of rating this issuer can also be found on Moody's website.

Headquartered in Arendal, Norway, Sparebanken Sør reported total assets of NOK35.5 billion (EUR4.4
billion) at end-March 2010.



REGULATORY DISCLOSURES

Information sources used to prepare the credit rating are the following: parties involved in the ratings, public
information, confidential and proprietary Moody's Investors Service's information.

Moody's Investors Service considers the quality of information available on the issuer satisfactory for the
purposes of assigning a credit rating.

The rating has been disclosed to the rated entity or its designated agents and issued with no amendment
resulting from that disclosure.

Moody's Investors Service may have provided Ancillary or Other Permissible Service(s) to the rated entity or
its related third parties within the three years preceding the Credit Rating Action. Please see the ratings
disclosure page www.moodys.com/disclosures on our website for further information.

Moody's Investors Service adopts all necessary measures so that the information it uses in assigning a credit
rating is of sufficient quality and from reliable sources; however, Moody's Investors Service does not and
cannot in every instance independently verify, audit or validate information received in the rating process.

Please see ratings tab on the issuer/entity page on Moodys.com for the last rating action and the rating
history.

The date on which some Credit Ratings were first released goes back to a time before Moody's Investors
Service's Credit Ratings were fully digitized and accurate data may not be available. Consequently, Moody's
Investors Service provides a date that it believes is the most reliable and accurate based on the information
that is available to it. Please see the ratings disclosure page on our website www.moodys.com for further
information.

Please see the Credit Policy page on Moodys.com for the methodologies used in determining ratings, further
information on the meaning of each rating category and the definition of default and recovery.

London
Simon Harris
MD - Financial Institutions
Financial Institutions Group
Moody's Investors Service Ltd.
JOURNALISTS: 44 20 7772 5456
SUBSCRIBERS: 44 20 7772 5454

London
Janne Thomsen
Senior Vice President
Financial Institutions Group
Moody's Investors Service Ltd.
JOURNALISTS: 44 20 7772 5456
SUBSCRIBERS: 44 20 7772 5454

Moody's Investors Service Ltd.
One Canada Square
Canary Wharf
London E14 5FA
United Kingdom

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS") CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN 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 ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
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.
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