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Research Update:

Norwegian Mortgage Company Eiendomskreditt
'BBB/A-2' Ratings Affirmed; Outlook Negative

Overview

« W expect that Eiendonskreditt will maintain its current strategy and
underwriting standards despite material [ending growh in 2017 and a new
owner shi p structure.

* W are therefore affirmng our 'BBB/A-2' ratings on Ei endonskreditt.

» The negative outl ook reflects our view of heightening econonmic risks in
Norway and the possibility that, if the conpany were to increase its risk
appetite or it experienced asset quality deterioration, we could take a
negative rating action.

Rating Action

On April 27, 2017, S&P dobal Ratings affirned its 'BBB/ A-2' |ong- and
short-termcounterparty credit ratings on Norwegi an nortgage conmpany
Ei endonskreditt AS. The outl ook is negative.

Rationale

The affirmation reflects our assunption that Ei endomskreditt will maintain its
conservative underwiting standards and high asset quality under its new

owner shi p and despite our expectations of rapid |loan growh in 2017 and

i ncreased strategic focus on conmercial real estate loans. In our view, the
new owners' capital injection of Norwegian krone (NOK) 122 million (about €13
mllion) in early 2017 and greater cooperation on |oan transfers from owner
banks enabl es Ei endonskreditt to grow their |oan book considerably over the
next year.

We do not project any changes in Ei endonskreditt's conservative underwiting
standards and hi gh asset quality, which have contributed to the nortgage
conpany's exceptional track record of zero credit |osses since its
establishment in 1998. In our view, these strengths are currently offset by
risks related to Ei endonskreditt's snmall size and material concentration in
conmercial real estate, largely in southern and western Norway. W note that a
change in risk appetite, increased operational risks, or early signs of asset
quality deterioration could constrain Ei ndonskreditt's creditworthiness, and
we now reflect this in our downside scenario for Ei endonskreditt.
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Outlook

The negative outl ook indicates that we could | ower the ratings on

Ei endonskreditt within our two-year outlook horizon if the negative trend we
see for Norwegi an economic risk causes us to revise down our anchor for banks
operating in Norway to 'bbb+ from'a-'. The negative trend is primarily
driven by the increasing economic risk we perceive in Norway's banking system
in general, and in southern and western Norway in particular, based on grow ng
i mbal ances and low oil prices. In addition, continued deterioration in
oil-related industries could hurt asset quality and result in credit |osses
for Ei endonskreditt, which has a concentration in comercial real estate |oans
in southern and western Norway.

We could also lower the rating if Eiendonkreditt's growmh strategy results in
a material change in risk appetite, |oan concentrations, or increased
operational risks, or if we see early signs of asset quality deterioration

We could revise the outlook to stable if we were to observe an inprovenent in

econom ¢ conditions, with slow ng devel opnent in househol d debt and house
prices, as well as inproved conditions for the oil industry.

Ratings Score Snapshot

| ssuer Credit Rating BBB/ Negat i ve/ A- 2
SACP bbb

Anchor a-

Busi ness Position Weak (-2)

Capi tal and Earni ngs Very strong (+2)
Ri sk Position Moderate (-1)
Fundi ng and Bel ow average and (-1)

Liquidity Adequat e

Support (0)

ALAC Support (0)

GRE Support (0)

Group Support (0)

Sover ei gn Support (0)
Addi ti onal Factors (0)

Related Criteria

e CGeneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017
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e Criteria - Financial Institutions - Banks: Bank Hybrid Capital And
Nondef errabl e Subordi nated Debt Mt hodol ogy And Assunptions, Jan. 29,
2015

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. 9, 2011

e Criteria - Financial Institutions - Banks: Banks: Rating Methodol ogy And
Assunptions, Nov. 9, 2011

e Criteria - Financial Institutions - Banks: Bank Capital Methodol ogy And
Assunptions, Dec. 6, 2010

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

Ratings List

Ratings Affirmed

Ei endonskreditt AS
Counterparty Credit Rating BBB/ Negat i ve/ A- 2
Seni or Unsecur ed BBB

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@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. standardandpoors. com for further

i nformati on. 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& @ obal Ratings’
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum. Alternatively, call one of the follow ng S& G 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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