
Sparebanken Sør



DNB Markets Credit Research - Bank report 2012/1

Covering Analysts:

Rolv Kristian Heitmann
Financials and Utilities
+47 2201 7677
rolv.kristian.heitmann@dnb.no

Ole Einar Stokstad
Head of Credit Research
Financials
+47 2201 7837
ole.einar.stokstad@dnb.no

Fixed Income Sales Desk
+47 2201 7820

IMPORTANT
This analysis is protected by the provisions of the Norwegian Copyright Act. The analysis is prepared for distribution to 
specific customers of DNB Markets.
Copies may not be made from the analysis, neither may the analysis be made available to others in its entirety or in parts 
without the prior written permission of  DNB Markets. 
© 2012 DNB Markets.



Sparebanken Sør www.sor.no
Av. asset balance: 39,779m  Rating order: 5 / 124 DNB Markets' rating: A  Official ratings:

Av. adj. assets¹:     39,779m  Size:                 9 / 125 Change: No  Moody's: A3
Equity Tier 1 cap./ adj. assets¹: 6.9%  No alliance Main driver for change:  S&P:
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Assets as of 31/12/2011

Sparebanken Sør has 29 offices in the Agder region and parts of Telemark with their head office located in Arendal. The bank owns
the real estate agent ABCenter AS. The other subsidiaries of the bank are mainly focused on the operation and investment of
commercial real estate the bank operates from. Sparebanken Sør has access to financing through covered bonds issued by Sør
Boligkreditt AS.

Sparebanken Sør has had a growth in lending to corporates of -1.0% on average the last 4 years, (low growth as a share of total adj.
assets¹, with 0.2% growth on average the last 4 years, excluding years with negative growth). The total capital ratio is 15.6% (the
median for banks with total assets over 5 bn is 14.7%). Book equity constitutes 7.1% of total assets. Sparebanken Sør has a very low
share of net short funding, as debt² adjusted for liquid assets³ equal to 0.0% of total assets (median 5.4%) matures during the next 18
months. Non-performing and other doubtful commitments constitute 1.9% of adj. lending¹ (moderate share of non-performing loans).
Individual and collective write-downs amount to NOK 319 million, equal to 50% of non-performing and other doubtful commitments.
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3) Liquid assets: bond portfolio with 20% hair cut, in excess of the oldliquidity reserve requirement (6% av total debt), claims on central banks and credit 
institutions, and back stop facilities maturing after 30/06/2013.
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Earnings*

Capital strength

Non-performing and doubtful loans**

Asset quality in parent bank***

Liquidity¹,²

Size (AUM)

Moderate corp. lending growth*

31/12/2011 30/06/2011

DNB Markets Credit Research Bank Rating Model score
(10 is best score)
* 5-year history for earnings score and 4-year history for growth score
** non-performing and doubtful commitments, adj. for provisions
*** new factor, see introduction for explanation of DNB Markets' new model

2) Debt maturing by 30/06/2013 and 20% of deposits exceeding MNOK 2 adjusted for liquid assets
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Sparebanken Sør
Accounts for the bank group Accounting standard: IFRS

Income statement (MNOK, condensed) 2007 2008 2009 2010 2011

Net interest income and other credit income 559 629 623 668 631

Net other income and fees from banking 224 206 180 188 187
Total net recurring revenues 783 835 803 856 818
Operating expenses -480 -554 -486 -498 -483

Total net recurring income before losses and 303 281 317 358 335

Credit losses on loans/guarantees (reversal) 12 114 109 122 71

Earnings before tax excluding valuation effects 291 167 208 236 264
Net valuation effects on bonds, stocks, curr. etc1 46 -149 -4 238 61
Earnings before tax 337 18 204 474 325
Tax -99 -38 -56 -106 -106
Net income (loss) for the period 238 -20 148 368 219

Balance sheet 2007 2008 2009 2010 2011
Cash and deposits with central banks 543 975 479 429 543
Lending to and deposits with credit institutions 214 21 159 16 111
Gross lending to customers 25,934 28,519 29,440 31,264 33,900
Individual write-downs 118 88 113 155 195
Collective write-downs 0 91 114 124 124
Net lending to customers 25,816 28,340 29,213 30,985 33,581
Bonds and commercial paper 2,807 2,797 4,550 5,337 6,645
Shareholdings 222 221 336 350 337
Other holdings incl derivatives and fixed assets 538 1,255 537 559 625
Immaterial assets 38 66 66 21 18
Total assets 30,178 33,675 35,340 37,697 41,860

Loans and deposits from credit institutions 1,591 2,118 6,078 5,628 4,777
Deposits from customers 15,695 16,066 16,971 17,319 19,028
Debt securities issued(excl. sub. and hyb.) 9,711 11,882 8,664 11,034 14,090
Other liabilities incl derivatives 606 1,043 485 460 508
Subordinated debt(upper and lower Tier 2) 292 299 300 300 300
Hybrid Tier 1 securities 0 0 400 200 200
Equity 2,283 2,267 2,442 2,756 2,957
Total liabilities and equity 30,178 33,675 35,340 37,697 41,860

Lending outside of parent bank's bal. sheet 2007 2008 2009 2010 2011

Loans brokered for or sold to external cred. ins.2 0 0 0 0 0

Loans transferred to the bank's own credit inst.3 0 0 4,000 5,860 7,983
Total adjusted assets (incl. loans in external c.i.) 30,178 33,675 35,340 37,697 41,860

Other items regarding lending 2007 2008 2009 2010 2011
Lending to personal customers 15,209 17,453 19,104 21,020 23,108

Lending to personal customers incl ext. credit ins 15,209 17,453 19,104 21,020 23,108

Lending to corporate clients incl. ext. credit inst. 10,663 11,010 10,321 10,209 10,771
Corp.len. inc ext.cr.ins, unutilized comm, guar. 13,186 13,396 12,880 12,624 12,669
Lending to central and regional authorities 62 56 36 35 21
Gross non-performing commitments 106 161 238 414 339
Gross doubtful commitments 134 180 131 162 293

Key ratios 2007 2008 2009 2010 2011

Net interest income to average total assets (%) 1.98% 1.97% 1.81% 1.83% 1.59%
Net adj.interest income to ave. total adj.assets 1.98% 1.97% 1.81% 1.83% 1.59%
Cost/income excluding net valuation effects 61.3% 66.3% 60.5% 58.2% 59.0%
EBT excl net valuation effects/ave. total assets 1.03% 0.52% 0.60% 0.65% 0.66%
Adj. net income, excl.val. effects/ave. tot assets 0.76% 0.39% 0.45% 0.48% 0.49%
EBT excl net valuation effects/ave tot adj.assets 1.03% 0.52% 0.60% 0.65% 0.66%
Adj. net inc., excl.val. effects/ave. tot adj.assets 0.76% 0.39% 0.45% 0.48% 0.49%
Adj. net income, excl.val. effects/ave. equity 9.91% 5.43% 6.54% 6.72% 6.84%
Return on equity, book net income to ave equity 10.96% -0.88% 6.29% 14.16% 7.67%
Loans transferred to credit inst / total adj. assets 0.0% 0.0% 11.3% 15.5% 19.1%
Residential loans trans. to cr.ins./adj. lend. to pe 0.0% 0.0% 20.9% 27.9% 33.5%

Gr. non-perf. and doubtful/gr. adj. lend. 0.93% 1.20% 1.25% 1.84% 1.86%
Write-downs/(gross non-perf. and other doubtful 49% 52% 62% 48% 50%
Credit losses/gross lending 0.05% 0.40% 0.37% 0.39% 0.21%
Cred. losses/net recurring inc. bef. losses, tax 4.0% 40.6% 34.4% 34.1% 21.2%
Deposits to lending 60.5% 56.3% 57.6% 55.4% 56.1%
Deposits to adj. lending 60.5% 56.3% 57.6% 55.4% 56.1%
(Deposits + equity) / tot. assets 59.6% 54.4% 54.9% 53.3% 52.5%
(Deposits + equity) / adj. tot. assets 59.6% 54.4% 54.9% 53.3% 52.5%
Book equity / total assets 7.6% 6.7% 6.9% 7.3% 7.1%
Equity Tier 1 cap./tot. adj. assets (unweighted) na na na na 6.9%

Equity Tier 1 ratio (risk-weighted, trans. rules) na na na na 13.3%

Tier 1 ratio (risk-weighted, transitional rules) 10.6% 11.1% 14.1% 14.0% 14.2%

Total cap. ratio (risk-weighted, transitional rules) 12.1% 12.7% 15.8% 15.5% 15.6%
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3) Loans transferred to the bank's own credit instit. with the purpose of issuing covered bonds. Remains on the group's balance sheet
2) Loans transferred to jointly owned credit instit. with the purpose of issuing covered bonds. Not on the group's balance sheet
1) Including trading income and selected one-offs such as income from changes in pension regulation
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MPORTANT/DISCLAIMER
This note (the “Note”) must be seen as marketing material and not as an investment recommendation within the meaning of the Norwegian Securities Trading
Act of 2007 paragraph 3-10 and the Norwegian Securities Trading Regulation 2007/06/29 no. 876. The Note has been prepared by DNB Markets, a division of
DNB Bank ASA, a Norwegian bank organized under the laws of the Kingdom of Norway (the “Bank”), for information purposes only. The Note shall not be used
for any unlawful or unauthorized purposes. The Bank, its affiliates, and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (individually, each a “DNB Party”; collectively, “DNB Parties”) do not guarantee the accuracy, completeness, timeliness or availability of the Note. DNB
Parties are not responsible for any errors or omissions, regardless of the cause, nor for the results obtained from the use of the Note, nor for the security or
maintenance of any data input by the user. The Note is provided on an “as is” basis. DNB 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 NOTE’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE NOTE
WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall DNB 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 Note, even if advised of the possibility of such damages. Any opinions expressed
herein reflect the Bank’s judgment at the time the Note was prepared and DNB Parties assume no obligation to update the Note in any form or format. The
Note 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. No DNB Party is acting as fiduciary or investment advisor in connection with the dissemination of the
Note. While the Note is based on information obtained from public sources that the Bank believes to be reliable, no DNB Party has performed an audit of, nor
accepts any duty of due diligence or independent verification of, any information it receives. Confidentiality rules and internal rules restrict the exchange of
information between different parts of the Bank and this may prevent employees of DNB Markets who are preparing the Note from utilizing or being aware of
information available in DNB Markets/the Bank which may be relevant to the recipients of the Note.

The Note is not an offer to buy or sell any security or other financial instrument or to participate in any investment strategy. Distribution of material like the Note
is in certain jurisdictions restricted by law. Persons in possession of the Note should seek further guidance regarding such restrictions before distributing the
Note.

The Note is for clients only, and not for publication, and has been prepared for information purposes only by DNB Markets - a division of DNB Bank ASA
registered in Norway with registration number NO 984 851 006 (the Register of Business Enterprises) under supervision of the Financial Supervisory Authority
of Norway (Finanstilsynet), Monetary Authority of Singapore, the Chilean Superintendent of Banks, and on a limited basis by the Financial Services Authority of
UK. Information about DNB Markets can be found at dnb.no.

Additional information for clients in Singapore
The Note has been distributed by the Singapore branch of DNB Bank ASA. It is intended for general circulation and does not take into account the specific
investment objectives, financial situation or particular needs of any particular person. You should seek advice from a financial adviser regarding the suitability of
any product referred to in the Note, taking into account your specific financial objectives, financial situation or particular needs before making a commitment to
purchase any such product.

Recipients of the Note should note that, by virtue of their status as “accredited investors” or “expert investors”, the Singapore branch of DNB Bank ASA will be
exempt from complying with certain compliance requirements under the Financial Advisers Act, Chapter 110 of Singapore (the “FAA”), the Financial Advisers
Regulations and associated regulations there under. In particular, it will be exempt from: - Section 27 of the FAA (which requires that there must be a
reasonable basis for recommendations when making recommendations on investments).

Please contact the Singapore branch of DNB Bank ASA at +65 6212 0753 in respect of any matters arising from, or in connection with, the Note.

We, the DNB group, our associates, officers and/or employees may have interests in any products referred to in the Note by acting in various roles including as
distributor, holder of principal positions, adviser or lender. We, the DNB group, our associates, officers and/or employees may receive fees, brokerage or
commissions for acting in those capacities. In addition, we, the DNB group, our associates, officers and/or employees may buy or sell products as principal or
agent and may effect transactions which are not consistent with the information set out in the Note.

Additional Information, including for Recipients in the In the United States:
Credit-related analyses, including ratings, and statements in the Note are statements of opinion as of the date they are expressed and not statements of fact or
recommendations or offers to purchase, hold or sell any securities, or to make any investment decisions.




