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RISKAND CAPITAL MANAGEMENT

DNB GROUP

INTRODUCTION

New capital adequacy requirements for financial institu-

tions, Basel Il, entered into force on 1 January 2007. The capital
adequacy requirements include specific requirements for the
disclosure of financial information (Pillar 3), which will make it
easier for various market players to assess the institutions’ risk
level, risk management, control and capitalisation.

This document contains information about risk management,

risk measurement and capital adequacy in accordance with the
requirements in Pillar 3 of the capital adequacy regulations. The
document is updated annually, except for information on capital
adequacy and minimum primary capital requirements, which is

updated quarterly in an appendix. Other relevant information can
also be found in the appendix. Pillar 3 is not subject to audit.

The methods used to calculate capital requirements for credit
risk, market risk and operational risk (Pillar 1) are described in the
document. In addition, it includes information about the bank’s
internal risk measurement, reporting and management (Pillar 2).
Methods for calculating economic capital and the use thereofin
the management of the bank are also described. Calculations of
economic capital include a quantification of risk categories other
than those covered by the capital adequacy requirements.
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IMPORTANT DEVELOPMENT TRENDS

2001 was characterised by market instability, and the financial
market turmoil increased further towards the end of the year.
The sovereign debt crisis in the Eurozone resulted in rising yields
on a number of European government bonds and caused serious
problems in the European banking system. Uncertainty regard-
ing future economic developments gave a high level of volatility
and rising risk premiums in the capital markets towards the end
of 2011. Long-term government bond yields in the most credit-
worthy countries, such as Norway, fell to record-low levels.

Norwegian economic developments were subdued by the financial
market turmoil and uncertain prospects for the global economy.

A strong Norwegian krone rate and relatively high wage growth
present increasing challenges for Norwegian companies exposed
to international competition. Consumers and companies adopted
a waiting attitude, though record-high oil investment compen-
sated for much of the decline in demand. There was strong
employment growth in Norway, coupled with low unemployment.
Housing prices continued to climb during the year. DNB experi-
enced brisk credit demand in 2011, and total lending increased by
9 per cent.

Risk-weighted assets rose by NOK 83 billion, to NOK 1 112
billion, in the course of 2011. The DNB Group’s common equity
Tier 1 capital ratio was 9.4 per cent. DNB thus met the 9 per cent
common equity Tier 1 capital requirement introduced by the EBA
torestore confidence in European banks. A year earlier, the corre-
sponding figure for the DNB Group was 9.2 per cent. According to
the transitional rules for capital adequacy, risk-weighted volume
cannot be less than 80 per cent of the corresponding figure
calculated according to the Basel | regulations. This transitional
floor applied at year-end 2011. Based on measurement according
to IRBA of all credit portfolios for which the Group has applied
for approval to use such measurement (see plan on page x), and
without the restrictions resulting from the transitional rules, the
common equity Tier 1 capital ratio would have been 10.8 per cent.

The DNB Group measures risk by calculating economic capital,
called risk-adjusted capital. Net risk-adjusted capital totalled
NOK 63.3 billion at year-end 2011, up NOK 4.2 billion from year-
end 2010.

RISK-ADJUSTED CAPITAL PER RISK CATEGORY

Million NOK 1112 1109 1106 1012
Credit risk 50.1 51.3 46.3 45.5
Market risk 5.2 6.1 6.2 6.0
Market risk in life insurance 10.6 13.2 141 125
Insurance risk 1.8 19 19 1.8
Operational risk 8.7 8.7 8.4 7.7
Business risk 4.7 4.7 4.7 4.5

Total risk-adjusted capital before

diversification 81.2 85.9 816 780

Diversification (179) (16.8) (20.0) (18.8)

Total risk-adjusted capital after diversification 63.3 69.1 61.6 59.1

Diversification in per cent of gross risk-

. . 0%
adjusted capital 220

196% 245% 24.2%

Risk-adjusted capital for credit increased by NOK 4.6 billion
through 2011 due to rising lending volumes. There was stable,
sound credit quality in the healthy portfolio, though the volume of
non-performing and doubtful commitments increased some-
what towards the end of the year as small parts of certain large
commitments were classified as doubtful. Persistently low rates
in the tanker, container and dry bulk segments in shipping put
extensive pressure on shipping companies’ earnings and liquidity.
DNB is active in raising new equity and restructuring debt to find
solutions to reduce the bank’s risk and exposure over time. DNB's
total shipping portfolio is still considered to be sound.

DNB's energy portfolio showed a particularly positive trend, with
strong growth and very low risk. The annual growth rate was

42 per cent, and the portfolio totalled NOK 120 billion at end-
December 2011. Large new oil findings in the Norwegian sector
give reason for optimism for the offshore and oil supplier sectors.

The Norwegian commercial property market showed a positive
trend in 2011, with increasing sales and a moderate rise in values.
Large Nordic contractors experienced a healthy order inflow, and
the positive trend is expected to continue in 2012.

2011 was a challenging year for DNB Livsforsikring, with volatile
stock markets and falling long-term interest rates Long-term
Norwegian swap rates declined by approximately 1 percentage
point during 2011 and were on a level with policyholders’ guaran-
teed rate of return at year-end. A prolonged low interest rate level
will affect DNB Livsforsikring's ability to assume risk to ensure a
healthy return for policyholders.

At year-end, equities represented approximately 8 per cent of total
investments, compared with just over 20 per cent a year earlier. In
consequence of this, market risk in life insurance declined in 2011.

Risk-adjusted capital was NOK 1.8 billion lower than a year earlier.

Over the next few years, an increase in reserves will be required
to meet the anticipated increase in life expectancy. The industry is
in dialogue with the authorities regarding the implementation of
such anincrease.

Risk-adjusted capital for market risk in operations other than life
insurance also declined in consequence of a lower equity exposure
towards the end of the year. There were no significant changes in
market risk limits during 2011.

Mark-to-market adjustments of swap contracts entered into

in connection with the Group's financing of loans, basis swaps,
are not included in the measurement of risk-adjusted capital for
market risk. These contracts may have significant effects on the
accounts from one quarter to the next. However, as the contracts
are generally held to maturity, these effects will be balanced out
over time.

There was a 43 per cent increase in registered events entailing
operational risk from 2010, which may reflect adaptations to and
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harmonisation of the Group’s routines to external regulations.
The level of losses was characterised by a few, large individual
events. The majority of events and the largest losses are still in the
category “processing and routine errors” relating to the Group's
products and services. As from the autumn of 2011, it is possible
to register which processes/products the events relate to. In the
longer term, this will ensure useful information to be used in risk
management.

Just like other international banks, DNB has to relate to increas-
ingly detailed rules for its operations in various countries, including
US sanction regulations and anti-money laundering rules. This
implies higher compliance risk, which at worst could result in the
Group losing its licence to operate in the US market. Administra-
tive costs for avoiding such rule violations are increasing and could
be high.
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RISK MANAGEMENT

AND LIMIT STRUCTURE IN DNB

RISK MANAGEMENT AND CONTROL

The Board of Directors of DNB ASA has a clearly stated goal to
maintain a low overall risk profile, which is reflected in the DNB
Bank Group's aim to maintain at least an AA level rating for
ordinary long-term debt. The profitability of DNB will depend on
the Group's ability to identify, manage and accurately price risk
arising in connection with financial services. A general description
of the organisation and distribution of responsibilities with respect
to risk management and internal control in DNB is given in DNB's
annual reportin section 10 under chapter Corporate Governance.

Organisation and authorisation structure

m Board of Directors. The Board of Directors of DNB ASA sets
long-term targets for the Group's risk profile. The risk profile
is operationalised through the risk management framework,
including the establishment of authorisations. Risk-taking
should take place within established limits.

m Authorisations. Authorisations must be in place for the exten-
sion of credit and for position and trading limits in all critical
financial areas. All authorisations are personal. Authorisations
and group limits are determined by the Board of Directors
and can be delegated in the organisation, though any further
delegation requires approval by an immediate superior.

m  Annual review of limits. Risk limits are reviewed at least annually
in connection with budget and planning processes.

m Independent risk management functions. Risk management
functions and the development of risk management tools are
undertaken by units that are independent of operations in the
individual business areas.

Monitoring and use

m Accountability. All executives are responsible for risk within
their own area of responsibility and must consequently be fully
updated on the risk situation at all times.

m Risk reporting. Risk reporting in the Group ensures that all
executives have the necessary information about current risk
levels and future developments. To ensure high-quality, inde-
pendent risk reports, responsibility for reporting is assigned to
units that are independent of the operative units.

m  Capital assessment. A summary and analysis of the Group's
capital and risk situation is presented in a special risk report to
the Board of Directors in DNB ASA.

m Use of risk information. Risk is an integral part of the manage-
ment and monitoring of business areas. Return on risk-adjusted
capital is reflected in product pricing, profit calculations and in
monitoring performance in the business areas.

Relevant risk measures

m A common risk measure for the Group. The Group's risk is measured
in the form of risk-adjusted capital, calculated for main risk
categories and for all of the Group's business areas.

m Supplementary risk measure. In addition, risk is followed up
through supplementary risk measures adapted to operations in
the various business areas, for example monitoring of positions
relative to limits, key figures and portfolio risk targets.

Risk categories
For risk management purposes, DNB distinguishes between the
following risk categories:

m Credit risk is the risk of losses due to failure on the part of the
Group's counterparties or customers to meet their payment
obligations towards the DNB Group. Credit risk refers to all
claims against counterparties or customers, including credit
risk in trading operations, country risk and settlement risk.

m  Market risk is the risk of losses or reduced future income due to
fluctuations in market prices or exchange rates. The risk arises
as a consequence of the bank’s unhedged transactions and
exposure in the foreign exchange, interest rate, commodity and
equity markets.

m Market risk in life insurance is the risk that the return on
financial assets will not be sufficient to meet the obligations
specified in insurance policies.

m Liquidity risk is the risk that the Group will be unable to meet
its obligations as they fall due, and risk that the Group will be
unable to meet its liquidity obligations without a substantial
rise in appurtenant costs. In a broader perspective, liquidity risk
also includes the risk that the Group will be unable to finance
increases in assets as its funding requirements rise.

m [nsurance risk comprises risk in life insurance and risk in non-life
insurance. Within life insurance, risk is related to changes in
future insurance obligations due to changes in life expectancy
and disability rates. Within non-life insurance, insurance risk
comprises premium risk, reserve risk and natural disaster risk.

m Operational risk is the risk of loss resulting from inadequate or
failed internal processes, people and systems or from external
events.

m Business risk is the risk of losses due to changes in external
factors such as the market situation or government regula-
tions. This risk category also includes reputational risk.

m Basis risk is the risk that the change in value of a hedge does not
fully match the change in value of the underlying position it
hedges. The reasons for the mismatch in value (basis risk) can
be different start dates, maturity dates, delivery locations or
quality, advantages/disadvantages of maintaining a holding of
the underlying instrument, credit risk and supply and demand
effects.

RISK MEASUREMENT AND RISK-ADJUSTED CAPITAL

The internal calculations of profitability and capital adequacy are
based on the calculations of economic capital, which in DNB is
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referred to as risk-adjusted capital. Risk-adjusted capital measures
the risk of losses stemming from the different business activities,
and allows for aggregation and comparison across risk categories.
The quantification of risk-adjusted capital is based on statistical
probability calculations for the various risk categories on the basis
of historical data. In cases where the historical data is of limited
quantity or quality, expert assessments has been applied. Asitis
impossible to guard against all potential losses, DNB has stipulated
that risk-adjusted capital should cover 99.97 per cent of potential
losses within a one-year horizon. This level is in accordance with
an AA level rating target for ordinary long-term debt.

DNB quantifies risk-adjusted capital for the following risk catego-
ries: credit risk, market risk, market risk in life insurance, insurance
risk, operational risk and business risk. The calculations are carried
out by a simulation tool, which is referred to as the Total risk
model. A significant diversification or portfolio effect arises when
the various risks are considered together, as it is unlikely that all
losses will occur at the same time. An economic downturn will
normally have a negative effect on most areas, but there will be a
diversification effect, as not all areas will be hit equally hard. The
diversification effect between risk categories and business areas
implies that the Group's risk-adjusted capital will be much lower
than if the business areas had been independent companies.

There are increasing similarities between the framework for
risk-adjusted capital and the capital adequacy regulations for the
portfolios that are reported according to the IRB approach (see
table page 10). The main differences are due to the calculations of

diversification effects between portfolios in the internal model,
and the use of a higher confidence level.

Risk-adjusted capital and average losses over a normal business
cycle are elements in calculations of risk-adjusted return, which is
a key financial management parameter in the internal manage-
ment of the DNB Group. The calculations are included in the
financial planning for the business areas and are reported each
quarter. Risk-adjusted return is a measurement parameter in the
pricing model and is reported monthly in automated management
systems.

RETURN ON CAPITAL, RARORACAND RORAC

Return relative to tied-up capital is an important key figure at all
levels of the Group, used in both profitability measurement and
in ongoing monitoring and planning for the business areas and at
group level.

In internal reporting and management, return on capital is based
on DNB's model for calculating risk-adjusted capital. This enables
comparisons between various units in the Group, as profits are
measured relative to the assessed risk of operations.

Return on capital is measures relative to both recorded and
normalised profits.

RORAC, Return On Risk-Adjusted Capital is defined as recorded
profits after tax relative to risk-adjusted capital for operations and
is used to measure historical profits and assessing plans in a short-
term perspective.

RARORAC, Risk-Adjusted Return On Risk-Adjusted Capital is
defined as normalised, risk-adjusted profits after tax relative

to risk-adjusted capital. When normalising profits, recorded
write-downs are replaced by normalised losses calculated over a
business cycle. RARORAC is adjusted for random fluctuations in
write-downs and is used to assess profits achieved and plansin a
longer-term perspective.

RORAC and RARORAC are used in parallel to measure a unit's
return. By normalising profits for fluctuations in loan losses,
RARORAC gives a better indication of the level of returnsin a
longer-term perspective, while RORAC shows the realised return
at the moment and expected returns in the near future. Quantita-
tive information can be found in “Supplementary information for
investors and analysts”.

STRESS TESTING IN DNB

Stress testing is an important management tool in DNB for
assessing the risk of losses on credit exposures in connection with
severe changes in macroeconomic conditions. Stress tests of DNB
in its entirety may also illustrate corresponding changes in capital
ratios. The total risk model measures risk-adjusted capital within
DNB by calculating overall risk for all risk categories.

DNB's credit portfolios are stress tested annually in order to
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identify factors that may affect developments in credit risk and
capital adequacy. The DNB Group uses stress tests in the ICAAP
and the capital planning process in order to determine how severe
changes in the macroenvironment will affect the need for capital.
The scope of the changes will depend on both the macroeconomic
scenario and the quality of the portfolio. Stress testing of specific
risk element in individual sub-portfolios is not mandatory, but may
be performed in conjunction with industry analyses.

In 2011, DNB took part in stress tests initiated by the European
Banking Authority (EBA) and the Norwegian supervisory authori-
ties. The DNB Group had an adequate level of capital in these
scenarios, although DNB Bank had to receive a capital injection
from the holding company to reach the new capital requirements
set by the EBA.

The EBA has issued recommendations (GL 32) which DNB uses as
guidance for how the stress tests should be implemented in the
organisation. DNB will start adapting to the requirements regard-
ing reverse stress testing during 2012.

Internal stress test scenarios

The bank’s main stress scenario is presented in the financial

plan each year, which is approved by the Board of Directors. The
scenario consists of a set of macroeconomic variables that are
projected for the next three years. These variables are translated
into model-specific variables in order to conduct stress tests on
the different credit portfolios. In these models the probability of
default (PD) for each customer is stressed, and accordingly the
bank will suffer higher loan losses and have a greater need for
capital than in the baseline scenario. Furthermore, the loss given
default (LGD) and exposure at default (EAD) models are subject to
the same macroeconomic shocks.

On the basis of the results from the stress testing of the models,
the DNB Group calculates its capital requirement under this
specific scenario. The PD models are not fully cyclical, which means
that the PD values will not be fully consistent with the observed
default frequency over a business cycle. In addition, risk-weighted
volume will be less cyclical than the PD value included in the calcu-
lation. Therefore, the transition from IRB figures to projections of
actual levels of new defaults and losses must take into considera-
tion the IRB system'’s calibration level and cyclicality, in addition to
the current position in the economic cycle.

DNB also uses custom-made scenarios when stress testing
different subsidiaries and portfolios. These might consist of fewer
macroeconomic variables and/or more direct changes in the differ-
ent risk parameters in the model, thus reflecting the needs of the
different business areas.

Requirements for stress testing by the authorities

The regulatory stress tests build on specific macroeconomic
scenarios applied by the banks on their portfolio models. The EBA
conducted a stress test of European banks during the spring/
summer of 2011. The test covered 91 banks representing more
than 65 per cent of banks’ assets within the EEA. The test aimed to
assess the robustness of the European banking system in the event
of a severe shock in the economy, including the financial strength
of the individual bank in such a scenario.

Originally, the assumptions of the test and the methodology used
were established to assess banks’ capital adequacy against a
requirement of a 5 per cent common equity Tier 1 (CET1) capital
ratio. The stress test was based on an assumption of a static
balance as of December 2010 and covered a projection period

of two years (2011 to 2012). The test did not take into account
future adjustments in business strategies in such a crisis situation.
Therefore, the stress test is not a forecast of how the profits of
DNB Bank will develop in such a scenario.

The stress test showed that DNB Bank will achieve significant
profits even under the adverse scenario, and combined with the
assumption of static balance this will contribute to an increase in
the CET1 capital ratio. The ratio increased to 9.0 per cent at the
end of 2012 under the adverse scenario, compared with 8.3 per
cent at the end of 2010.

In the autumn of 2011, there was an update of the stress test,
where sovereign debt exposures in the trading and balance books
were adjusted to the current market prices. DNB Bank had no
exposure to government bonds whose values had to be written
down. The CET1 capital ratio requirement was also increased to a
minimum of 9 per cent. By the third quarter of 2011, DNB Bank had
a CET1 capital ratio of 7.8 per cent. In line with the DNB Group’s
capitalisation policy, a substantial liquidity reserve is retained in
DNB ASA (the holding company) for the capitalisation of DNB Bank
and other subsidiaries. The DNB Group was able to meet the 9

per cent requirement with immediate effect by redistributing the
available internal capital resources in the fourth quarter of 2011.

DNB Bank passed the EU-wide stress test with a good margin. The
solid performance is due to a robust Norwegian economy, a strong
capital position, a low risk profile and no exposure to debt-ridden
sovereigns in the Eurozone.

Other stress tests of market and insurance risk

Two stress scenarios have been developed for testing market and
insurance risk (sudden changes in share prices, interest rates and
property prices). A mild scenario describes a possible negative
market performance for the year. A strict scenario describes a low
probability, although not improbable, outcome. The stress test

of market risk uses the stress parameters in the Norwegian FSA’'s
stress test 2 and is performed quarterly.
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CAPITAL

CAPITAL MANAGEMENT

Group policy for risk management

DNB's group policy for risk management should serve as a guide
for DNB's overall risk management and describes the ambitions
for, attitudes to and work on risk in the DNB Group.

According to the group policy for risk management, DNB aims

to maintain a low risk profile and will only assume risk which is
comprehensible and possible to follow up, and which will not harm
its reputation. The Group's corporate culture shall be characterised
by transparent methods and processes which promote sound

risk management. All managers are responsible for risk within
their own area of responsibility. Responsibility for entering into
agreements which entail risk for the Group will be delegated to
the organisation through personal authorisations and limits. Risk
management functions and the development of risk management
tools shall be organised in units which are independent of the units
which engage in business operations.

Assessment of risk profile and capital requirements
Pursuant to the Norwegian Public Limited Liability Companies
Act, all companies must at all times have an equity which is sound,
based on the extent of the company's activities and the risk they
involve. The capital adequacy regulations set a minimum primary
capital requirement, encompassing credit risk, market risk and
operational risk. In addition, financial institutions are required

CAPITAL ADEQUACY

PER CENT

to complete an Internal Capital Adequacy Assessment Process,
ICAAP. Finanstilsynet (the Financial Supervisory Authority of
Norway) has established guidelines for what such a process should
include.

The capital adequacy assessment process should encompass risks
which are not included in the calculation of the minimum require-
ment. In addition, it should reflect the fact that risk quantification
and capital requirements are based on methods and data which
entail uncertainty. Capital requirement assessments should be
forward-looking and take account of business plans, growth and
access to capital markets. The capital base should be adequate to
get through a recession characterised by negative results and diffi-
culties in obtaining new capital. The ICAAP is reported to Finan-
stilsynet. As part of the capital adequacy assessment process.

In 2011, the Board of Directors of DNB ASA approved a capitalisa-
tion policy which was adapted to the anticipated new require-
ments resulting from the Basel Ill proposals. The capitalisation
policy is aimed at ensuring that DNB's equity is adequate to secure
effective and optimal use of equity relative to the scope and risk
profi le of operations. The capitalisation policy shall balance the
need for a competitive return on equity with the need for stability
required by the supervisory authorities, bondholders, market
players and other takeholders, including rating companies.

The capitalisation policy sets out a target of minimum 8.5 per

CAPITAL REQUIREMENT - 8 PER CENT OF
RISK-WEIGHTED VOLUME

NOK BILLION

2005 2006 2007 2008 2009 2010 2011

I Tier 2 capital

[ Hybrid Tier 1 securities
| Equity Tier 1

[0 Tier 1 capital

1) Internal Capital Adequacy Assessment Process, ICAAP.

2009 2010 2011

Credit risk, IRB approach

Credit risk, standardised approach

Market risk

Operational risk

Other



RISKAND CAPITAL MANAGEMENT

DNB GROUP 9

DNB GROUP - LEGAL STRUCTURE AT END DECEMBER 2011

DNB ASA

DNB Asset Management

DNB Bank ASA .
Holding AS

DNB Livsforsikring ASA DNB SkadeforsikringAS

Major subsidiaries:

OAO DnB NOR Monchebank
Svensk Fastighetsformedling AB
SalusAnsvar AB

Bank DNB A/S (Danmark) V)

AB DNB Bankas (Litauen) V

AS DNB Banka (Latvia)

Nordlandsbanken ASA
DNB Nearingsmegling AS
Postbanken Eiendom AS
DNB Eiendom AS

DNB Meglerservice AS
DNB Boligkreditt AS
DNB Neringskreditt AS
DNB Luxembourg S.A.

1) Operations in DNB Baltics and Poland will be integrated in DNB and are thus under restructuring. As part of the integration, ownership of the banks in Lithuania and Latvia was transferred to DNB at
end-June 2011. Bank DNB A/S in Denmark still owns the operations in Poland and Estonia, but the ownership will be transferred as soon as possible in 2012. Following the restructuring, Bank DNB A/S in

Denmark will only engage in investment activity.

cent common equity Tier 1 capital upon full implementation of
the IRB system, Internal Ratings Based. As risk-weighted volume
is affected by cyclical fluctuations, this means that the common
equity Tier 1 capital ratio must be well over 8 per cent in good
economic times and minimum 8.5 per cent during an economic
downturn. Thus, the common equity Tier 1 capital ratio should
normally be approximately 10 per cent.

In consequence of feedback from Finanstilsynet and more strin-
gent future international regulatory requirements regarding the
size and composition of financial institutions’ primary capital, DNB
will review its capitalisation policy during 2012, and the level of
ambition will be raised.

As part of the capital adequacy assessment process in DNB, the
Group's risk and capital situation is assessed and summarised in a
separate risk report to the Board of Directors of DNB ASA every
third month. The Group’s capitalisation target is an important
elementin the budget and strategy process. Risk is quantified by
calculating risk-adjusted capital. Capital required will generally
exceed the measured risk. Based on the new regulatory require-
ments for the level of common equity Tier 1 capital, the Group’s
actual equity will be higher than risk-adjusted capital. The Group
will take this into account in the return targets set for risk-
adjusted capital.

A process for assessing the risk profiles and capital requirements
of the parent company DNB ASA and all major subsidiaries is
completed each year, based on risk-adjusted capital, regulatory
requirements and qualitative assessments.

Stress tests for credit and market risk are other important refer-
ences. The Boards of Directors of the subsidiaries make independ-
ent assessments of capital levels and future capital requirements
based on guidelines in the Group's capitalisation policy. The results
are verified with the specialist units in the respective subsidi-

aries and in DNB ASA. The process and the result thereof are

documented in writing in an ICAAP report. DNB's ICAAP report
was sent to Finanstilsynet in May 2011.

CAPITAL ADEQUACY

The consolidated accounts for DNB ASA (“DNB") include DNB Bank
ASA, DNB Livsforsikring ASA, DNB Asset Management Holding AS
and DNB Skadeforsikring AS, all including subsidiaries and associ-
ated companies. All subsidiaries are wholly owned.

DNB has prepared consolidated accounts for 2011 in accord-

ance with IFRS, Inter-national Financial Reporting Standards, as
endorsed by the EU. When preparing consolidated accounts, intra-
group transactions and balances along with unrealised gains or
losses on these transactions between group units are eliminated.

Capital adequacy calculations are subject to special consolidation
rules governed by the Consolidation Regulations. Primary capital
and nominal amounts used in calculating risk-weighted volume
will deviate from figures in the DNB Group's accounts, as associ-
ated companies which are consolidated in the accounts according
to the equity method are consolidated according to the gross
method in capital adequacy calculations. An overview of DNB
investments in associated companies, including risk-weighted
volume is shown in the table below.

INVESTMENTS IN ASSOCIATED COMPANIES

DNB GROUP

Ownership Risk-weighted?

share (%) Assets volume

Amounts in NOK million 31 Dec. 2011 31 Dec. 2011 31 Dec. 2011
Eksportfinans AS 40 213929 11 864
Amports Inc. 30 894 214
Nordito Property AS 40 147 24
Relacom Management AB 31 5215 482
Other associated companies - 6707 155

1) DNB's share
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In accordance with Norwegian financial legislation, the raising and
premature redemption of subordinated loans and repayment of
subordinated loans between parent companies and subsidiaries
require approval from Finanstilsynet.

Implementation of Basel Il

Basel Il, entered into force on 1 January 2007. The capital adequacy
regulations are divided into three so-called pillars: 1. minimum
capital requirements, 2. banks’ own assessment of their risk
profile, and capital requirements and 3. demand for disclosure

of financial information. In Pillar 1, the capital requirements for
credit risk, market risk and operational risk are described. Subject
to approval from Finanstilsynet, the capital requirement for credit
risk may be calculated based on internal classification models
(IRB).

In 2007, DNB was granted permission to use the Group's own
classification systems as a basis for capital adequacy reporting for
parts of the credit portfolio. This has subsequently been extended
toinclude use of the Group's own models for severity and credit
exposure, and an increasing share of the portfolio is included.

DNB uses the IRB approach to calculate capital adequacy for
approximately 70 per cent of the Group's credit risk, measured in
terms of exposure at default. The table below shows the portfolios
this applies to. Practically all of the Group’s mortgages secured

by real property are reported according to the IRB approach.
When applying the IRB approach to mortgage loans, the bank’s
models for expected default frequency, loss given default and
exposure at default are used for both internal management

BASEL II-IMPLEMENTATION - FURTHER PROGRESS

purposes and capital adequacy calculations. In the retail market,
supervisory approval has been sought in order to apply the IRB
approach for capital adequacy reporting for mortgage loans in
Nordlandsbanken.

Alarge part of the portfolio for small and medium-sized businesses
is reported according to the advanced IRB approach. The use of
this approach implies that the bank's models for expected default
frequency, loss given default, exposure and maturity are used for
both internal management purposes and capital adequacy calcu-
lations. The Group has applied for approval to use the advanced
IRB approach for simulation models in DNB Bank and for corporate
clients in Nordlandsbanken and DNB Naeringskreditt.

The Group has also applied for permission to use the advanced IRB
approach for loans to banks. Moreover, such permission will be
sought for additional small portfolios.

The basic indicator approach, the standardised approach and the
advanced approach can all be used to measure operational risk
under Basel Il. DNB Bank ASA reports according to the stand-
ardised approach, while some subsidiaries use the basic indica-
tor approach. A shift to the most advanced reporting standard,
Advanced Measurement Approaches, AMA, will be considered at
alater date. The use of the most advanced approach is subject to
approval by Finanstilsynet.

Market risk can be reported according to the standardised
approach or the VaR-based Internal Models Approach. DNB
reports according to the standardised approach.

Reporting methods for credit risk in
capital adequacy calculation

Portfolios 31 Dec. 2011 31 Dec. 2012
Retail:

- mortgage loans, DNB Bank and DNB Boligkreditt IRBY IRB Y

- qualifying revolving retail exposures, DNB Bank 2 IRB Y IRB Y

- mortgage loans, Nordlandsbanken Standardised IRB YV

- loans in Norway, DNB Finans, DNB Bank IRB Y IRB Y

Corporates:

- small and medium-sized corporates, DNB Bank

- large corporate clients (scorecard models), DNB Bank
- large corporate clients (simulation models), DNB Bank
- corporate clients, Nordlandsbanken

- leasing DNB Bank

- corporate clients, DNB Naeringskreditt
Securitisation positions:

- international bond portfolio

Institutions:

- banks and financial institutions, DNB Bank
Exceptions:

- approved exceptions: government and municipalities, equity positions

- temporary exceptions: DNB Baltics and Poland, DNB Luxembourg,
DnB NOR Monchebank and various other small portfolios

1) There is only one IRB approach for retail exposures and securitisation positions.
2) Reported according to the IRB category Other retail exposures.

Advanced IRB
Advanced IRB
Standardised
Standardised
Advanced IRB
Standardised

Advanced IRB
Advanced IRB
Advanced IRB
Advanced IRB
Advanced IRB
Advanced IRB

IRBY IRBY

Standardised Advanced IRB

Standardised Standardised

Standardised Standardised
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PRIMARY CAPITALAND MINIMUM CAPITAL REQUIREMENT

Specification of primary capital, including core capital, additions and deductions for DNB Bank ASA, the DNB Bank Group and the DNB

Group as at 31 December 2011.

PRIMARY CAPITAL? DNB Bank ASA DNB Bank Group DNB Group
Amounts in NOK million 31 Dec.2011 31 Dec.2010 31 Dec.2011 31Dec.2010 31 Dec.2011 31 Dec.2010
Share capital 18 314 17 514 18 314 17 514 16 260 16 232
Other equity 79 328 61 582 85990 72344 101 555 94 964
Total equity 97 643 79096 104 304 89 859 117 815 111196
Deductions
Pension funds above pension commitments 0 0 (22) (16) (126) (119)
Goodwill (2419) (2419) (3834) (3472) (5741) (5378)
Deferred tax assets (3) (481) (644) (329) (651) (977)
Other intangible assets (1130) (1159) (2028) (1963) (2270) (2219)
Dividends payable etc. 0 0 0 (6 000) (3258) (6 515)
Unrealised gains on fixed assets 0 0 (30) (30) (30) (30)
50 per cent of investments in other financial institutions (1022) (1024) (1022) (1024) 0 0
50 per cent of expected losses exceeding actual losses, IRB portfolios (648) (515) (835) (666) (835) (666)
Adjustments for unrealised losses/(gains) on debt recorded at fair value (24) 94 (713) (346) (713) (346)
Equity Tier 1 capital 92 396 73592 95177 76 018 104 191 94 946
Perpetual subordinated loan capital securities 2 5973 8241 6159 8423 6159 8423
Tier 1 capital 98 370 81833 101 336 84 441 110 350 103 368
Perpetual subordinated loan capital 4153 7 004 4153 7 004 4153 7 004
Term subordinated loan capital 12773 17 085 13230 17775 13230 17775
Deductions
50 per cent of investments in other financial institutions (1022) (1024) (1022) (1024) 0 0
50 per cent of expected losses exceeding actual losses, IRB portfolios (648) (515) (835) (666) (835) (666)
Additions
45 per cent of unrealised gains on fixed assets 0 0 18 18 18 18
Tier 2 capital 15256 22 549 15544 23108 16 566 24132
Total eligible primary capital 113625 104 382 116 879 107 548 126 916 127 500
Risk-weighted volume 874 786 738194 1018586 918 659 1111574 1028 404
Minimum capital requirement 69 983 59 056 81487 73493 88926 82272
Equity Tier 1 ratio (%) 10.6 10.0 9.3 8.3 9.4 9.2
Tier 1 capital ratio (%) 11.2 111 9.9 9.2 9.9 101
Capital ratio (%) 13.0 141 115 11.7 114 12.4
Risk-weighted volume, basis for transitional rules (Basel I) 1013353 899 340 1273232 1148 324 1269037 1144757

1) This table is updated quarterly in the Annex to Pillar 3

2) Perpetual subordinated loan capital securities can represent up to 15 per cent of core capital. The excess will qualify as perpetual supplementary capital.
3) As at 31 December 2010, calculations of capital adequacy included a total of NOK 789 million in subordinated loan capital in associated companies, in addition to subordinated loan capital in the

balance sheets of the banking group and the DNB Group.

4) Primary capital and nominal amounts used in calculating risk-weighted volume deviate from figures in the consolidated accounts since a different consolidation method is used. Associated companies
are consolidated gross in the capital adequacy calculations while the equity method is used in the accounts.
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RISK-WEIGHTED VOLUME

Specification of risk-weighted volume and capital requirements for DNB Bank ASA, the DNB Bank Group and the DNB Group as at

31 December 2011.

DNB BANK ASA

Risk-

Nominal weighted Capital Capital
Specification of risk-weighted volume and capital requirements » exposure EAD? Average volume requirements requirements
Amounts in NOK million 31 Dec.2011 31 Dec.2011 risk-weight 31 Dec.2011 31 Dec.2011 31 Dec 2010
IRB approach
Corporate 814 640 682465 55.5% 378633 30291 24 567
Specialised Lending (SL) 7 566 7507 47.7% 3580 286 117
Retail - mortgage loans 72958 72956 25.3% 18 457 1477 1444
Retail - other exposures 90589 74 489 31.7% 23641 1891 1778
Securitisation 95062 95062 9.9% 9402 752 735
Total credit risk, IRB approach 1080815 932 479 46.5% 433714 34697 28 641
Standardised approach
Central government 84893 82720 0.1% 77 6 143
Institutions 433939 394216 18.4% 72442 5795 5323
Corporate 267 924 217 884 96.4% 210088 16 807 14 235
Specialised Lending (SL) 0 0 0 0 476
Retail - mortgage loans 3305 2996 75.3% 2255 180 293
Retail - other exposures 57 160 22455 75.6% 16972 1358 1078
Equity positions 40162 40162 100.5% 40 366 3229 2267
Other assets 3878 3878 100.0% 3878 310 196
Total credit risk, standardised approach 891 260 764 310 45.3% 346 079 27 686 24 010
Total credit risk 1972075 1696 789 46.0% 779793 62383 52651
Market risk
Position risk, equity instruments 1183 95 37
Position risk, debt instruments 38210 3057 2367
Currency risk 0 0 0
Total market risk 39393 3151 2404
Operational risk 57 705 4616 4169
Deductions (2105) (168) (168)
Total risk-weighted volume and capital requirements before transitional rule 874786 69983 59 056
Additional capital requirements according to transitional rules 0 0 0
Total risk-weighted volume and capital requirements 874786 69983 59 056

1) This table is updated quarterly in the Annex to Pillar 3

2) EAD, exposure at default.

3) Due to transitional rules, the minimum capital adequacy requirements for 2010 and 2011 cannot be reduced below 80 per cent relative to the Basel | requirements.
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DNB BANK GROUP

Risk-
Nominal weighted Capital Capital
Specification of risk-weighted volume and capital requirements exposure EAD? Average volume requirements requirements
Amounts in NOK million 31 Dec.2011 31 Dec.2011 risk-weight 31 Dec.2011 31 Dec.2011 31 Dec 2010
IRB approach
Corporate 824 706 692 684 55.0% 380666 30453 25103
Specialised Lending (SL) 7 566 7 507 47.7% 3580 286 117
Retail - mortgage loans 538910 538908 12.8% 68932 5515 4533
Retail - other exposures 90 589 74 489 31.7% 23641 1891 1778
Securitisation 95062 95062 9.9% 9402 752 735
Total credit risk, IRB approach 1556833 1408 651 34.5% 486 222 38898 32266
Standardised approach
Central government 93 841 110 044 0.1% 130 10 146
Institutions 140 500 118 851 21.9% 26018 2081 1940
Corporate 392019 293720 96.1% 282196 22576 19912
Specialised Lending (SL) 0 0 0 0 476
Retail - mortgage loans 47 575 45614 45.9% 20921 1674 1294
Retail - other exposures 85324 46 589 76.6% 35709 2857 2474
Equity positions 3251 3251 106.3% 3455 276 361
Securitisation 9 349 9349 19.2% 1794 143 117
Other assets 11 495 11 495 100.0% 11 495 920 684
Total credit risk, standardised approach 783 354 638913 59.7% 381718 30537 27 404
Total credit risk 2340187 2 047 564 42.4% 867 939 69 435 59670
Market risk
Position risk, equity instruments 1183 95 37
Position risk, debt instruments 35412 2833 2429
Currency risk 0 0 0
Total market risk 36 596 2928 2466
Operational risk 66 364 5309 4886
Deductions (2674) (214) (203)
Total risk-weighted volume and capital requirements before transitional rule 968 225 77 458 66 819
Additional capital requirements according to transitional rules 2 50 360 4029 6673
Total risk-weighted volume and capital requirements 1018586 81487 73493

1) This table is updated quarterly in the Annex to Pillar 3

2) EAD, exposure at default.

3) Due to transitional rules, the minimum capital adequacy requirements for 2010 and 2011 cannot be reduced below 80 per cent relative to the Basel | requirements.
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DNB GROUP
Risk-
Nominal weighted Capital Capital
Specification of risk-weighted volume and capital requirements exposure EAD? Average volume requirements requirements
Amounts in NOK million 31 Dec.2011 31 Dec.2011 risk-weight 31 Dec.2011 31 Dec.2011 31 Dec 2010
IRB approach
Corporate 824706 692 684 55.0% 380666 30453 25103
Specialised Lending (SL) 7 566 7 507 47.7% 3580 286 117
Retail - mortgage loans 538910 538908 12.8% 68932 5515 4533
Retail - other exposures 90 589 74 489 31.7% 23641 1891 1778
Securitisation 95062 95062 9.9% 9402 752 735
Total credit risk, IRB approach 1556833 1408 651 34.5% 486 222 38898 32266
Standardised approach
Central government 93 841 110 044 0.1% 130 10 146
Institutions 130538 108 889 22.1% 24 026 1922 1783
Corporate 388 297 289997 96.0% 278 473 22278 19607
Specialised Lending (SL) 0] 0 0.0% 0 0 476
Retail - mortgage loans 47 575 45614 45.9% 20921 1674 1294
Retail - other exposures 85324 46 589 76.6% 35709 2857 2474
Equity positions 3501 3501 102.9% 3602 288 372
Securitisation 9349 9349 19.2% 1794 143 117
Other assets 11 266 11 266 100.0% 11 266 901 688
Total credit risk, standardised approach 769 690 625 249 60.1% 375920 30074 26 957
Total credit risk 2326523 2033900 42.4% 862 142 68 971 59 225
Market risk
Position risk, equity instruments 1183 95 37
Position risk, debt instruments 35412 2833 2429
Currency risk 0 0 0
Total market risk 36 596 2928 2466
Operational risk 67 320 5386 4956
Net insurance, after eliminations 96 345 7708 9008
Deductions (629) (50) (39)
Total risk-weighted volume and capital requirements before transitional rule 1061772 84 942 75614
Additional capital requirements according to transitional rules 2 49 802 3984 6658
Total risk-weighted volume and capital requirements 1111574 88926 82272

1) This table is updated quarterly in the Annex to Pillar 3

1) EAD, exposure at default.

2) Due to transitional rules, the minimum capital adequacy requirements for 2010 and 2011 cannot be reduced below 80 per cent relative to the Basel | requirements.
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CREDIT RISK

Credit risk is the risk of losses due to failure on the part of the
Group's counterparties or customers to meet their payment
obligations towards the DNB Group. Credit risk refers to all claims
against counterparties or customers, including credit risk in
trading operations, country risk and settlement risk. The credit
portfolio includes loans, liabilities in the form of other extended
credits, guarantees, leasing, factoring, interest-bearing securities,
approved, undrawn credits, as well as counterparty risk arising
through derivatives and foreign exchange contracts. Settlement
risk arises in connection with payment transfers as not all transac-
tions take place in real time.

Credit policy

According to the Group's credit policy, approved by the Boards of
Directors of DNB ASA and DNB Bank ASA, the principal objective
for credit activity is that the loan portfolio should have a quality
and a composition which secure the Group's profitability in the
short and long term. The quality of the credit portfolio should be
consistent with DNB's low risk profile target.

Credit risk management

The Group's credit policy regulates credit activity in DNB Bank.
The customer’s debt servicing capacity will be the key element
when considering whether to approve a credit. If the customer
has not proven a satisfactory debt servicing capacity, credit should
normally not be extended even if the collateral is adequate. The
value of collateral should be assessed based on estimated realisa-
tion value. The portfolio should be sufficiently flexible and liquid to

RETAIL MORTGAGE LOANS IRB PORTFOLIO ACCORDING
TO RISK CLASS
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permit sales, syndication and securitisation of credits and the use
of credit derivatives.

Credit operations must comply with business, credit and industry
strategies approved by the Board of Directors. According to DNB's
corporate social responsibility guidelines, DNB has undertaken
not to offer products and services or perform acts representing a
material risk of involvement in unethical conduct, infringement of
human or labour rights, corruption or harm to the environment.

The Group aims to reduce large risk concentrations, whereby
significant changes in one or a few risk drivers may markedly
affect the Group's profitability. Risk concentrations include large
exposures to a customer or customer group as well as clusters of
commitments in high-risk classes, industries and geographical
areas. Credit exposure within shipping and commercial property is
monitored closely.

Credit approval authorisations are personal and graded on

the basis of customers’ risk class. For large credits, there is a
two-layered decision-making procedure where credit approval
authority rests with the business units while final credit approval
requires endorsement by a credit officer who is organisationally
independent of the business units. Commitments showing a nega-
tive development are identified and followed up separately.

All corporate customers granted credit must be classified accord-
ing to risk in connection with every significant credit approval

CORPORATE IRBA PORTFOLIO ACCORDING TO RISK CLASS
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and, unless otherwise decided, at least once a year. In the personal
banking market, where there is a large number of customers, the
majority of credit decisions should be made on the basis of auto-
mated scoring and decision support systems. Risk classification
should reflect long-term risk associated with each customer and
the customer’s credit commitment.

The unit responsible for the classification system is organisation-
ally independent of the operative units. The classification models
have been developed to cover specific loan portfolios. If a model

is considered to place a commitment in a highly misleading risk
class, the generated class may be overridden by a unit which is
independent of the operative units, based on a recommendation
from the business areas. All overrides must be well founded and be
made only in exceptional cases based on a thorough assessment.
The effect of overrides is tested by an independent unit once a
year.

The risk classification systems are used as decision support, risk
monitoring and reporting. The risk parameters used in the clas-
sification systems are an integrated part of the credit process and
ongoing monitoring, including the follow-up of credit strategies.

Detailed rules are in place for the use and monitoring of collateral,
including guidelines for the valuation of various pledged assets and
guarantees. Such valuations are part of credit decisions and are
reviewed in connection with the annual renewal of the commit-
ments. A procedure has been established for the periodic control
of collateral.

Classification models and the IRB system

The DNB Group has extensive experience with classification
systems as support for credit decisions and monitoring. Data and
analytical tools are an integrated part of risk management.

The Group's credit risk models provide a basis for statistically
based calculations of expected losses in a long-term perspec-
tive and risk-adjusted capital in a portfolio perspective. The
calculations are based on several risk parameters, with the most
important being:

m Probability of default, PD, is used to measure quality.
Customers are classified based on the probability of default.

m Exposure at default, EAD, is an estimated figure which includes
amounts drawn under credit limits or loans as well as a percen-
tage share of committed, undrawn credit lines.

m Loss given default, LGD, indicates how much the Group expects
to lose if the customer fails to meet his obligations, taking the
collateral provided by the customer and other relevant factors
into consideration.

The risk classes are defined on the basis of the scales used by inter-
national rating agencies. There are ten risk classes for performing
loans. In addition, impaired and non-performing commitments are
placed in classes 11 and 12 respectively for reporting purposes.

DNB's models for risk classification of customers are subject to
continual improvement and testing. The models are adapted to
different industries and segments and are regularly upgraded to
ensure that the variables used in the models have high explanatory

power at all times based on key risk drivers for the individual
parameters included in the models. If an external rating has been
given, such rating may be taken into consideration when classify-
ing individual commitments. The classification of institutional and
country risk is based on classifications by external rating agencies.

Credit risk measurement

Credit risk is monitored by following developments in risk param-
eters, migration and distribution over the various risk classes.
Developments in risk concentrations are monitored closely with
respect to exposure, risk classes and allocated risk-adjusted capi-
tal. Large customers and customer groups are followed up based
on risk class and allocated risk-adjusted capital. In the corporate
segment, all commitments which are considered to require special
follow-up during the credit approval process are identified. This
ensures management attention and follow-up.

The models’ calculations of estimated probability of default should
show the average probability of default during a business cycle.
This implies that the models overestimate the credit risk during a
period of strong economic expansion and underestimate the credit
risk during a recession. Consequently, stress testing is also used

to assess the effects of a recession on capital requirements. The
stress tests should identify possible future changes in economic
conditions which could have a negative impact on the Group’s
credit exposure and ability to withstand such changes. These
assessments are taken into account in the Group's risk and capital
assessment process to determine the correct level of capital.

Risk-adjusted capital for credit risk is aggregated based on indi-
vidual commitments, where each commitment is classified with
respect to quality in the form of expected default frequency and
the amount of loss experienced in the event of default. The portfo-
lio classification provides a basis for statistically based calculations
of normalised losses and risk-adjusted capital. Calculations of
risk-adjusted capital include the effect of industry concentrations,
diversification effects and large exposures.

Collateral

As a key principle, the bank requires security for all loans in the
form of either mortgages or so-called negative pledges, where the
customer is required to keep all assets free from encumbrances
vis-a-vis all lenders. During the credit process, the bank will
consider whether adequate collateral is provided.

The main principle for valuing collateral is that the expected reali-
sation value at the time the bank may need to realise the collat-
eral, should be used. The practical implementation is described in
extensive rules, including maximum rates for all types of collat-
eral and valuation guidelines. Valuations should be made when
approving new loans and in connection with the annual renewal
and are considered to be part of credit decisions. A procedure has
been established for the periodic control of collateral.

The main types of collateral used are mortgages on property,
registrable movables, accounts receivable, inventories, plant and
equipment, agricultural chattel and fish-farming concessions. The
main categories of guarantors are private individuals (consumer
guarantees), corporates (professionals), guarantee institutes and
banks. Guarantors are classified according to risk based on the
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bank’s rating models. Debtors can only be assigned the guaran-
tor's PD provided that the guarantor is placed in risk category 6
or higher and the guarantee applies to the entire commitment.
Guarantees can only serve as collateral (affect LGD) if they are
placed in risk category 6 or higher. Credit derivatives are not
used for portfolios for which use of the IRB approach has been
approved. Guarantees represent a limited part of such portfolios.

The Group's netting rights are in compliance with general rules in
Norwegian legislation. Netting clauses have been included in all
standard loan agreements in DNB Bank ASA and product agree-
ments in DNB Markets. Netting rights have no value in risk and
capital calculations, except for Markets products, where stipula-
tions in the framework agreement (ISDA) open up for far more
extensive netting.

Non-performing commitments and write-downs

On each balance sheet date, the Group will consider whether there
are objective indications that the financial assets have decreased
in value. Objective indications of a decrease in value of loans
include serious financial problems on the part of the debtor, non-
payment or other serious breaches of contract, the probability
that the debtor will enter into debt negotiations or other special
circumstances that have occurred. The renegotiation of loan terms
to ease the borrower’s position is regarded as objective indications
of a decrease in value.

Impairment of other financial assets is recognised in the income
statement according to the nature of the asset.

If objective indications of a decrease in value can be found, write-
downs on loans are calculated as the difference between the value
of the loan in the balance sheet and the net present value of esti-
mated future cash flows discounted by the effective interest rate.

In accordance with IAS 39, the best estimate is used to assess
future cash flows. Estimates of future cash flows are based on
empirical data and discretionary assessments of future macroeco-
nomic developments and developments in problem commitments,
based on the situation on the balance sheet date. The estimates
are the result of a process, which involves the business areas and
central credit units and represents management's best estimate.
When considering write-downs on loans, there will be an element
of uncertainty with respect to the identification of impaired loans,
the estimation of amounts and the timing of future cash flows,
including collateral assessments.

The effective interest rate used for discounting is not adjusted
to reflect changes in the credit risk and terms of the loan due to
objective indications of impairment being identified.

Individual write-downs on loans reduce the value of the commit-
ments in the balance sheet. Changes in the assessed value of loans
during the period are recorded under "Write-downs on loans and
guarantees”.

Loans and other commitments where payment terms are not
complied with are classified as non-performing, unless the situ-
ation is considered temporary. Commitments are classified as
non-performing no later than 90 days past the formal due date.

NET NON-PERFORMING AND DOUBTFUL COMMITTMENTS
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non-performing and doubtful

Guarantees are considered to be defaulted once a claim has been
made against the bank. Loans, guarantees etc. classified as high
risk, without being in default, are subject to special monitoring and
loss risk assessment.

Loans, which have not been individually evaluated for impair-
ment, are evaluated collectively in groups. Loans, which have been
indivi-du=-ally evaluated, but not written down, are also evalu-
ated in groups. The evaluation is based on objective evidence of a
decrease in value that has occurred on the balance sheet date and
can be related to the group.

Loans are grouped on the basis of similar risk and value charac-
teristics in accordance with the division of customers into main
sectors or industries and risk categories. The need for write-
downs is estimated per customer group based on estimates of the
general economic situation and loss experience for the respective
customer groups. The economic situation is assessed by means of
economic indicators for each customer group based on external
information about the markets. Various parameters are used
depending on the customer group in question. Key parameters are
production gaps, which give an indication of capacity utilisation in
the economy, and developments in housing prices and in shipping
freight rates. The economic indicators that are used show a high
level of correlation with past write-downs.

Group write-downs reduce the value of the commitments in the
balance sheet, and changes during the period are recorded under
"Write-downs on loans and guarantees”. Like individual write-
downs, group write-downs are based on discounted cash flows.
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Cash flows are discounted on the basis of statistics derived from

individual write-downs. Interest is calculated on commitments
subject to group write-downs according to the same principles
and experience base as for commitments evaluated on an indi-
vidual basis.

OVERVIEW OF CREDIT EXPOSURES

The tables below show the Group’s commitment categories on

and off the balance sheet and according to sector and geographi-
cal location. The tables also show total commitments including
decreases in value and write-downs and average figures during
the period. In addition, the commitment categories are broken
down into residual maturities.

COMMITMENTS FOR PRINCIPAL SECTORS "

DNB GROUP

Loans and receivables Guarantees Unutilized credit lines Total commitments
31 Dec. 31 Dec. 31 Dec. 31 Dec. 31 Dec. 31 Dec. 31 Dec. 31 Dec.
Amounts in NOK million 2011 2010 2011 2010 2011 2010 2011 2010
Retail customers 599 941 559 062 243 283 98 125 99 357 698 309 658 701
Transportation by sea and pipelines and vessel construction 143921 133926 10980 9748 41167 38430 196 067 182104
Real estate 187992 175806 2975 2173 24 751 19828 215718 197 807
Manufacturing 51643 47 897 14100 10438 50446 38856 116 190 97 191
Services 86 493 73961 5233 5105 34511 23941 126 237 103007
Trade 36 419 33942 4696 4413 26 948 20662 68 062 59016
Oil and gas 24 502 18 076 14 357 8439 42 470 26 653 81 329 53168
Transportation and communication 34273 29421 4205 4139 18 813 17 418 57 292 50979
Building and construction 43108 35790 12201 8931 18 040 15222 73348 59 943
Power and water supply 28 801 22843 16 206 12 355 26 740 17 287 71746 52485
Seafood 16 934 13893 299 191 6166 4652 23399 18737
Hotels and restaurants 4089 5121 230 127 887 1053 5206 6 300
Agriculture and forestry 8856 7 499 52 37 1420 900 10328 8437
Central and local government 6708 6042 1844 2844 4362 5137 12914 14023
Other sectors 5242 6731 6663 4848 32936 20637 44 841 32216
Total customers, nominal amount after individual
write-downs 1278922 1170011 94 282 74 071 427 782 350033 | 1800986 1594115
- Collective write-downs, customers 2119 1872 - - - 2119 1872
+ Other adjustments 2 456 2202 (98) (95) - - 2359 2107
Lending to customers 1279259 1170341 94185 73976 427 782 350033 | 1801226 1594350
*) Average 1224467 1142851 84177 67 807 388908 324 204 1697551 1534860
Credit institutions, nominal amount after individual
write-downs 28748 47 714 2204 2085 7577 11484 38529 61 283
+ Other adjustments 6 77 0 0 6 77
Lending to and deposits with credit institutions 28754 47792 2204 2085 7577 11484 38535 61360
*) Average 38231 54971 2145 3488 9531 11 209 49 906 69 668

1) The breakdown into principal sectors is based on standardised sector and industry categories set up by Statistics Norway.
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Non-performing and doubtful commitments for principal

sectors

Net non-performing and doubtful commitments totalled NOK 19.5
billion at end-December 2011, increasing from NOK 18.4 billion

at year-end 2010. Towards the end of 2011, a somewhat higher
risk of individual losses relating to certain large commitments

was identified, requiring limited write-downs. In such cases,

the entire commitments are classified as non-performing and
doubtful, which explains the rise from 2010. There was no general
deterioration in the Group's loan portfolio. Net non-performing
and doubtful commitments represented 1.55 and 1.50 per cent,
respectively, of lending volume at end-December 2010 and 2011.

DNB GROUP

Gross impaired Total individual Net impaired

commitments write-downs commitments

Amounts in NOK million 31 Dec. 2011 31 Dec. 2010 31 Dec. 2011 31 Dec. 2010 31 Dec. 2011 31 Dec. 2010
Retail customers 6 557 6727 2786 2246 3771 4481
Transportation by sea and pipelines and vessel construction 4045 1144 494 335 3551 810
Real estate 5121 3742 1546 1239 3575 2503
Manufacturing 3676 4865 1604 1700 2072 3165
Services and management 1410 2378 838 857 572 1521
Trade 1671 1515 817 817 854 698
Oil and gas 0 0 0 0 0 0
Transportation and communication 761 977 427 487 334 490
Building and construction 1349 2777 702 1067 647 1710
Power and water supply 80 188 80 162 0 25
Seafood 100 52 33 41 67 10
Hotels and restaurants 429 481 131 130 298 351
Agriculture and forestry 388 441 128 162 260 279
Central and local government 0 0 0 0 0 0
Other sectors 35 81 13 29 22 53
Total customers 25622 25368 9599 9272 16 023 16 097
Credit institutions 46 1 25 1 21 0
Total impaired loans and guarantees 25667 25369 9624 9273 16 043 16 097
\l:lvt;ir;:—)sgf\?vrnnglng loans and guarantees not subject to 3422 2313 B _ 3422 2313
Total non-performing and impaired commitments 29089 27682 9624 9273 19465 18409
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Commitments according to geographical location ¥
The table below shows the Group’s exposure in different geographical areas.
DNB GROUP
Unutilised
Loans Guarantees credit lines Total commitments
Amounts in NOK million 31 Dec. 2011 31 Dec.2010| 31 Dec.2011 31 Dec.2010| 31 Dec.2011 31 Dec.2010| 31 Dec.2011 31 Dec.2010
Oslo 227 229 211013 20 845 19648 93770 72 656 341 844 303 317
Eastern and southern Norway 418 195 386 727 23109 17 261 112070 106 159 553374 510 147
Western Norway 154 741 146 273 9342 7 450 41 330 37270 205 414 190992
Northern and central Norway 169817 156 597 11265 7378 32818 32625 213899 196 599
Total Norway 969 981 900 609 64 561 51737 279989 248710 1314531 1201 055
Sweden 68 910 68 062 4882 3620 29187 19954 102 980 91 637
United Kingdom 28183 25094 6617 4 450 5438 1147 40238 30691
Other Western European countries 59954 60229 4651 5476 39376 28987 103982 94 693
Russia 1660 1360 204 43 175 131 2040 1533
Estonia 1971 2841 53 29 168 80 2193 2951
Latvia 17 352 18 242 554 492 1593 844 19499 19577
Lithuania 21503 22690 612 441 1117 1806 23233 24 938
Poland 19 600 14 408 722 690 2680 1786 23001 16 834
Other Eastern European countries 269 251 246 73 9 3 523 326
Total Europe outside Norway 219 403 213177 18 541 15313 79 744 54738 317 688 283229
USA and Canada 33793 25573 8127 5017 32610 33076 74 531 63 665
Bermuda and Panama ? 18903 17 828 497 324 5535 7 449 24 935 25601
South and Central American countries 9586 6109 2467 2353 6125 6 004 18178 14 466
Total America 62 283 49 510 11091 7 694 44 270 46 529 117 644 103733
Singapore 2 14 706 14 845 555 332 3535 2301 18796 17 479
Hong Kong 3613 3780 0 7 726 856 4339 4643
Asian countries 14 145 13067 999 386 6233 990 21377 14 443
Total Asia 32 465 31692 1554 725 10493 4147 44 512 36 565
Liberia 2 12191 10919 335 255 3949 3128 16 475 14 301
African countries 399 2394 104 112 1263 398 1767 2905
Australia, New Zealand and Marshall
Islands ? 20494 18632 379 385 15653 3867 36526 22884
Lending and guarantees 1317216 1226935 96 564 76 220 435 359 361517 1849138 1664671
- Individual write-downs 9546 9208 78 65 - - 9624 9273
- Collective write-downs 2119 1872 - - - - 2119 1872
+ Other adjustments 2462 2279 (98) (95) - - 2365 2184
Lending and guarantees 1308013 1218133 96 389 76 061 435 359 361517 1839760 1655710

1) Based on the customer’s address.
2) Represents shipping commitments.

3) All amounts represent gross lending and guarantees respectively before individual write-downs.
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Non-performing and doubtful commitments according to geographical location ¥
The table below shows gross and net non-performing and doubtful commitments according to geographical location.

DNB GROUP

Gross non-performing and
doubtful commitments

Total individual
write-downs

Net non-performing and
doubtful commitments

Amounts in NOK million 31 Dec.2010| 31 Dec.2011 31 Dec.2010| 31 Dec.2011 31 Dec. 2010
Oslo 1693 1518 763 487 930 1031
Eastern and southern Norway 4403 6183 1432 1563 2970 4620
Western Norway 2377 1596 564 601 1813 995
Northern and central Norway 2427 2356 607 709 1820 1647
Total Norway 10899 11654 3366 3360 7533 8294
Sweden 397 1531 292 420 104 1111
United Kingdom 191 158 43 33 148 125
Other Western European countries 1774 2344 865 942 909 1402
Russia 98 143 28 69 70 74
Estonia 519 516 204 193 316 323
Latvia 4122 4290 2287 1645 1834 2645
Lithuania 4464 5551 1791 1978 2673 3572
Poland 1750 1153 550 548 1200 605
Other Eastern European countries 0 0 0 0 0 0
Total Europe outside Norway 13314 15687 6 060 5829 7 254 9858
USA and Canada 507 124 0 59 507 65
Bermuda and Panama ? 1 1 1 0
Other South and Central American countries 4 0 1 0 3 0
Total America 512 125 2 60 510 65
Singapore ? 11 0 2 0 10 0
Hong Kong 3 7 0 2 2 6
Other Asian countries 6 2 1 0 6 1
Total Asia 20 9 3 2 17 7
Liberia 2 0 0 0 0 0 0
Other African countries 7 6 3 2 5 3
Australia, New Zealand and Marshall Islands ? 4337 201 191 19 4146 182
Lending and guarantees 29089 27 682 9624 9273 19465 18409
Herav: Kredittinstitusjoner 112 65 25 1 87 64
1) Based on the customer's address.
2) Representing shipping commitments.
Total commitments according to residual maturity
DNB GROUP
31 Dec. 2011
From From From
1 month to 3 monts to lyearto5 No fixed
Amounts in NOK million Up to 1 month 3 months 1year years Over 5 years maturity Total
Lending to and deposits with credit institutions 14737 5645 5896 2393 125 28796
Net lending to customers 213708 109 709 78 904 165562 714 930 (2119) 1280694
Unutilised credit lines under 1 year 275428
Unutilised credit lines over 1 year 246 309
Guarantees 96 565
DNB GROUP
31 Dec. 2011
From From From
1 month to 3 monts to lyearto5 No fixed
Amounts in NOK million Up to 1 month 3 months 1 year years Over 5 years maturity Total
Lending to and deposits with credit institutions 22164 19993 5603 47 760
Net lending to customers 167 095 86 549 87 254 181 956 648 961 (1872) 1169943
Unutilised credit lines under 1 year 224 024
Unutilised credit lines over 1 year 191 825

Guarantees

76 221
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Past due loans not subject to write-downs
The table below shows overdue amounts on commitments. Past due loans, subject to impairment are not included in the table.

DNB GROUP
Amounts in NOK million 31 Dec. 2011 31 Dec. 2010
No. of days past due/overdrawn
1-29 208 1238
30-59 263 466
60 - 89 95 103
>90 213 261
Past due loans not subject to write-downs 779 2068

Developments in write-downs on loans and guarantees
The table below shows write-downs on loans and guarantees in the balance sheet and income statement of the DNB Group and write-
downs in the income statement for principal sectors.

Balance sheet

DNB GROUP
2011 2010
Lending Lending
to credit Lending to to credit Lending to
Amounts in NOK million institutions cusstomers Guarantees Total institutions cusstomers Guarantees Total
Write-downs as at 1 January 1 11737 65 11 803 1 11 249 76 11 325
New write-downs 26 2320 53 2399 0 3305 16 3321
Increase in write-downs 0 1701 21 1722 0 1824 (3) 1821
Reassessed write-downs 0 968 47 1015 0 1093 16 1109
Write-offs covered by previous write-
downs 0 2740 13 2753 0 2209 8 2217
Changes in individual write-downs of
accrued interest and amortisation 0 52 - 52 0 51 - 51
Changes in collective write-downs 0 227 - 227 0 (1077) - (1077)
Changes in group structure 0 0 0 0 0 0 0 0
Changes due to exchange rate
movement (1) 20 0 19 0 (313) 0 (313)
Write-downs as at 31 December 25 12 350 78 12453 1 11737 65 11803
Of which: Individual write-downs 25 9521 78 9624 1 9207 65 9273
Individual write-downs of ac-
crued interest and amortisation 0 710 - 710 0 658 - 658
Collective write-downs 0 2119 - 2119 0 1872 - 1872
Income statement
DNB GROUP
2011 2010
Amounts in NOK million Lending v Guarantees Total Lending v Guarantees Total
Write-offs 550 0 550 459 0 459
New individual write-downs 4047 73 4120 5128 13 5141
Total new individual write-downs 4597 73 4670 5587 13 5600
Reassessed individual write-downs 968 47 1015 1092 16 1109
Recoveries on commitments previously written off 437 0 437 418 0 418
Net individual write-downs 3192 26 3217 4077 (3) 4074
Changes in collective write-downs on loans 227 227 227 (1077) 0 (1077)
Write-downs on loans and guarantees 3419 253 3445 3000 3) 2997
Write-offs covered by individual write-downs made in previous years 2740 13 2753 2209 8 2217

1) Including write-downs on loans at fair value.
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Write-downs on loans and guarantees for principal sectors ¥
DNB GROUP
2011 2010
Recoveries on Recoveries on
Reasses- commitments Reasses- commitments
New individual  sed individual reviously Net write- New individual  sed individual reviously Net write-
Amounts in NOK million write-downs  write-downs written of downs write-downs  write-downs written of downs
Retail customers 1758 225 360 1174 1830 110 307 1414
Transportation by sea and pip-
lines and vessel construction 417 77 4 336 356 63 12 281
Real estate 917 167 12 738 805 335 8 462
Manufacturing 281 109 1 171 835 98 1 736
Services and management 213 73 4 135 345 161 61 123
Trade 316 105 7 203 368 126 3 240
Oil and gas 1 0 0 1 3 0 0 3
I;:;ff;?f;?onna”d 74 52 7 15 192 87 2 103
Building and construction 527 105 5 416 487 86 8 393
Power and water supply 3 10 0 (7) 158 1 0 158
Seafood 24 20 0 3 9 0 0 9
Hotels and restaurants 48 27 0 20 92 16 0 76
Agriculture and forestry 59 43 1 16 95 25 1 69
Central and local government 0 0 0 0 0 0 0 0
Other sectors 8 1 5 2 22 0 14 9
Total customers 4644 1015 406 3222 5600 1109 416 4076
Credit institutions 26 0 31 (5) 0 0 2 (2)
Changes in collective write-
downs on loans - - - 227 - - - (1077)
Write-downs on loans and
guarantees 4670 1015 437 3445 5600 1109 418 2997
Of which individual write-downs
on guarantees 73 47 0 26 13 16 0 3)

1) The breakdown into principal sectors is based on standardised sector and industry categories set up by Statistics Norway.

CREDIT RISK - STANDARDISED APPROACH

Estimated risk-weighted volume and capital requirements for the portfolios reported according to the standardised approach are shown
in tables on pages 12 too 14.

As an IRB bank, DNB reports all portfolios which are not qualified to be reported according to the IRB approach according to the
standardised approach, though the portfolios are grouped in IRB categories. In addition, commitments which qualify for being reported
according to the IRB approach, but where there is not adequate available data, are reported according to this approach. The following
categories and risk weights are used in reporting according to the standardised approach.

Risk weights for different exposure classes (main rule)

Risk class Standard & Poor's Moody's Fitch ie. the Capital Adequacy Regulations
Governments and

0% 20% 50% central banks Institutions

1 AAAto AA- Aaato Aa3 AAAto AA- 0% 20%
2 A+to A- Alto A3 A+to A- 20% 50%
3 BBB+to BBB- Baal to Baa3 BBB+to BBB- 50% 100%
4 BB+ to BB- Balto Ba3 BB+ to BB- 100% 100%
5 B+ to B- Bito B3 B+ to B- 100% 100%
6 CCC+ and below Caal and below CCC+ and below 150% 150%

m Governments and central banks - long-term ratings from approved rating agencies are used for assigning risk classes and applicable

risk weights.

m Institutions — banks, mortgage institutions and financial institutions, regional governments and local authorities. Country ratings are
used. The institutions are assigned a risk class which is higher than the risk class for the country rating.



RISKAND CAPITAL MANAGEMENT

DNB GROUP 24

m Corporates - includes life and non-life insurance companies — 100 per cent risk weight.

m Corporates, specialised lending — 100 per cent risk weight.

m Retail exposures - in order to qualify for inclusion in the retail portfolio, the borrower must be an individual. Alternatively, individual
exposures must be classified as "Corporate as retail exposure”. Retail exposures are divided into the following three sub-categories:

- Mortgages backed by real property - as a main rule, commitments secured by mortgages on residential property within 80 per cent
of appraised value will be assigned a risk weight of 35 per cent, while commitments backed by collateral exceeding 80 per cent of

appraised value will be assigned a 75 per cent weight

- Qualifying revolving retail exposures - 75 per cent risk weight

— Other retail exposures — 75 per cent risk weight

m Equity positions — equities and instruments with corresponding financial characteristics, including mutual funds and loans which can
be converted to equities. Risk weight according to counterparty, as above. In addition, a 150 per cent risk weight is applied to high-
risk commitments, e.g. investments in Private Equity and venture capital.

m Securitisation — DNB's securitisation investments are reported according to the IRB approach, while Eksportfinans’ portfolio is repor-

ted according to the standardised approach.

Rated positions under the standardised approach should be assigned the following risk weights:

Risk Class Standard & Poor'’s Moody's Fitch Risk-weight
1 AAA to AA- AaatoAa3 AAA to AA- 20%
2 A+to A- Alto A3 A+to A- 50%
3 BBB+ to BBB- Baal to Baa3 BBB+to BBB- 100%
4 BB+ til BB~ Bal to Ba3 BB+ to BB- 350%
5-6 B+ and below Bland below B+ and below 1250%

Other assets - fixed assets and receivables which are not classi-
fied by debtor sector are assigned a risk weight of 100 per cent.

Covered bonds are reported under the institutions category and
assigned a 10 per cent risk weight.

Past due commitments are not reported as a separate category,
but under the categories specified above. The applicable risk
weights are 100 per cent and 150 per cent depending on whether
write-downs represent more or less than 20 per cent of the unse-
cured part of the assets before write-downs.

External ratings are used for foreign government risk and public
administration outside Norway as well as international banks
and credit institutions included in the commitment categories
governments and institutions. As a main principle, a country’s
rating is used, based on the average of ratings from Moody's,
Standard & Poor's and Fitch. If there is no rating from one of the
rating agencies, the average rating from the two other agen-
cies should be used. If there is no rating from two of the rating
agencies, the rating the third agency should be used. If none of
the above-mentioned rating agencies have issued a rating for the
country in question, a rating from The Economist Intelligence Unit,
or alternatively Euromoney or Institutional Investor is used.

CREDIT RISK - IRB APPROACH

Estimated risk-weighted volume and capital requirements for the
portfolios reported according to the IRB approach are shown in
tables on pages 12 too 14.

The principle diagram below shows the extensive nature of
the IRB regime. The aim is to ensure that the capital adequacy

requirements for banks are adequately fulfilled. To succeed, quality
and transparency must be secured throughout the value chain

up until the Board of Directors' stipulation of a satisfactory level
of capitalisation for operations. This value chain comprises both
quantitative risk measurement systems, high-quality administra-
tive processes generating data for the quantitative risk estimates
and requirements to ensure that the organisation integrates and
uses this data at all relevant organisational levels. The Group's
Board of Directors assesses the capital adequacy requirement on
the basis of risk measurements and an overall evaluation of exter-
nal parameters and business and strategic targets. All elements
in the value chain must be validated with respect to whether the
authorities’ requirements and internal quality requirements have
been met. The validation will thus both verify the adequacy of the
system and reveal improvement needs.

Use of the Group’s own calculations of risk parameters in capital
adequacy reporting is part of the IRB system, defined as the
models, work processes, decision-making processes, control
mechanisms, IT systems and internal guidelines and routines used
to classify and quantify credit risk. The IRB system thus affects a
major part of the Group's operations, also across business areas
and support and staff units. Extensive efforts have been made
over a number of years to establish the IRB system. In addition,
the bank has long and extensive experience from the use of risk
models and systems and maintains sound credit control. The
introduction of the IRB system has contributed to better credit risk
management through improved follow-up systems.

Group Audit prepares an annual IRB compliance report. The report
is considered by the bank’s Board of Directors. In addition, Group
Audit audits the IRB system on a regular basis during the year.
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IRB system: “The models, work processes, decision making processes, control mechanisms,

IT systems and internal guidelines and routines used to classify and quantify credit risk”

. Management, reporting and control
Risk models Use mechanisms
. — : . . Risk adjusted )
+-1 Model development Cat t --i-1 Credit strat I St test
: p ategorisation : redit strategies profitability ress testing

Credit manuals

1P : Risk reporting
Risk parameters fie4 LGD i i ;
P : RIS|(. . ;rgdltapproval ‘-~ validation
EAD classification o limits :
Credit informa-
Electronic tion systems :
workflow
Collateral : Loan approval Capitalization Group audit
Calibration assessment e PP (ICAAP) P

IT systems and process support

CLASSIFICATION, QUANTIFICATION AND VALIDATION

Classification and quantification

The bank divides its portfolio into 10 risk categories based on the probability of default for each commitment. All credit clients are risk
classified before any credit allowance. In addition, all credit exposures should be classified at least once a year. Clients that are considered
to be doubtful are given risk grade 11, while exposures that are overdue more than 90 days are classified as risk grade 12. In both cases,
the exposures are categorised as non-performing and assigned a probability of default of 100 per cent.

RELATIONSHIP BETWEEN RISK CATEGORIES AND PROBABILITY OF DEFAULT

Probability of default (per cent)

Risk class As from Up to
1 0.01% 0.10%
2 0.10% 0.25%
3 0.25% 0.50%
4 0.50% 0.75%
5 0.75% 1.25%
6 1.25% 2.00%
7 2.00% 3.00%
8 3.00% 5.00%
9 5.00% 8.00%
10 8.00% 40.00%
For reporting

11 Impaired
12 Non-performing 90 days

1) For the Basel Il capital calculation, the lowest permissible PD is 0.03 per cent for each risk class, excluding commitments with governments
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MODELS USED FOR PORTFOLIOS WITH IRB APPROVAL AS OF 31 DECEMBER 2011
Commitment category Customer segment Risk models
. . PD RM Application
Residential mortgage Residential mortgage financing PP . EAD RM LGD RM
exposure PD RM Behavior
Other retail exposure within DNB Finans PD Appl|cat|on/ EAD LGD
) Behavior
Other Retail o ‘ ) PD Application
Qualifying Revolving Retail Exposure . EAD QRRE LGD QRRE
PD Behavior
Limited companies with turnover <1000 MNOK. Property compa- PD SME
nies with a balance sheet <200 MNOK
General Parnterships with commitment <50 MNOK PD GP EAD SME/GP/SP LGD SME/GP/SP
Sole Proprietorship with commitment < 20 MNOK PD SP
Limited companies with turnover < 1000 MNOK. Property com-
panies with with a balance sheet < 200 MNOK. Exposure in DNB PD SME
Finans EAD SME/SP LGD SME/SP
Sole Proprietorship with commitment < 5 MNOK. Exposure in
; PD SP
DNB Finans
Large Corporates with a turnover > 1000 MNOK PD GC LGD GC
Shipping General Corporates (SPV's excl.) PD SGC EAD LC LGD SGC
Leveraged Buyouts (LBO) PD LBO LGD LBO
Validation In the qualitative validation, both the design of the IRB system and

Validation is a key element in assuring the quality of DNB's

IRB system. In accordance with Section 48-1 (3) of the capital
adequacy regulations and DNB's validation guidelines, a validation
report should be presented to the Board of Directors at least once
ayear as a basis for assessing whether the Group's credit risk is
adequately classified and quantified.

The quantitative validation includes tests of the models’ rank-
ing power/discriminatory power, ability to determine the correct
level (calibration) of risk parameters and the stability of the risk
parameters.

m  With respect to calibration, tests are implemented to assess
whether probability of default (PD), exposure at default (EAD)
and loss given default (LGD) are at the right levels. The criterion
is that predicted values are consistent with observed outcomes
or that the deviations are anticipated and/or acceptable. PD
should reflect the average expected default rate during a busi-
ness cycle. In practice, this means that the model should give a
too high PD relative to observed values in good times and vice
versa during less favourable periods. LGD should reflect the loss
ratio during a downturn. The predicted EAD should also reflect
an economic downturn if this is more conservative than the
average exposure during a business cycle.

m  With respect to ranking power, the PD model’s ability to
differentiate between "bad” customers (customers with a high
probability of default) and "good” customers (customers with
a low probability of default) is tested, along with its ability to
make the correct ranking. A measure of explanatory power
called ROC is used for the PD models, expressed in per cent.
DNB’'s minimum explanatory power requirement is 70 per cent
in the retail market and 75 per cent for corporate customers. In
comparison, a random model would have a ROC of 50 per cent,
while a perfect model would have had a ROC of 100 per cent.
With respect to LGD models, we test the models’ ability to rank
loss given default by using a test with approximately the same
characteristics as ROC.

the IRB process are tested. When validating the design of the IRB
system, the assumptions underlying the IRB models are reviewed,
including the development of the classification method, data
quality and the stability of the classification system. Furthermore,
checks are carried out to make sure that the IRB system is used

as intended. Testing of how the risk models are used in decision-
making processes and external reporting is thus an important part
of the qualitative validation.

Definition of non-performing commitments
A commitment should be defined as non-performing if a claim is
more than 90 days overdue, the overdue

amount exceeds NOK 2 000 and the event of default is not due to
delays or incidental factors on the part of the

counterparty. A commitment should also be classified as non-
performing if the bank:

m due to a weakening of the counterparty’s creditworthiness
makes write-downs representing a not insignificant amount.

m due to a weakening of the counterparty’s creditworthiness
sells a claim at a reduced price and the reduction represents a
not insignificant amount.

m agreeson changes in terms due to the counterparty's payment
problems, and this must be considered to reduce the value of
the cash flow by a not insignificant amount

B expects that debt settlement or bankruptcy proceedings will
be opened against the counterparty or that the counterparty
will be placed under administration

m does not expect the obligations to be met for other reasons.

The above definitions apply in both the retail and corporate
markets. However, the 90-day rule applies for segments where no
individual assessments are made.

Guarantees are considered to be defaulted once a claim has been
made against the bank.

2) Write-downs made on the basis of portfolio analysis should not be classified as events of default.
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RISK PARAMETERS VERSUS ACTUAL OUTCOME

PD-models 2008 2009 2010
Predicted Observed Predicted Observed Predicted Observed
Small and medium-sized limited corporations V 1.83% 2.06% 1.84% 2.52% 2.22% 2.49%
One-man businesses V) 2.33% 1.88% 2.21% 1.56% 3.62% 1.89%
General partnerships 2.60% 1.34% 1.84% 1.76% 2.41% 1.85%
Other retail - Residential mortgage financing 0.80% 0.34% 0.77% 0.46% 0.65% 0.36%
Other retail - Revolving credit 2.24% 1.70%
Other retail = Exposures within DnB NOR Finans 2.74% 1.74%
Large corporates 1.92% 0.94%
LGD-models ? 2009 2010
Predicted Observed Predicted Observed
Small and medium-sized limited corporations 30.40% 19.70% 31.80% 20.60%
One-man businesses 23.00% 9.10% 24.70% 9.60%
General partnerships 23.30% 8.10% 32.40% 26.30%
Other retail - Residential mortgage financing 16.40% 8.60%
Other retail - Revolving credit ¥ 39.00% 33.50%
Other retail - Exposures within DnB NOR Finans 25.20% 17.90%
Large corporates 29.50% 8.80%
EAD-models EAD-measures 2008 2009 2010
. . o . Observed/predicted EAD 89.30% 82.00% 77.60%

Small and medium-sized limited corporations .
Acceptance ratio 47.40%
. Observed/predicted EAD 89.30% 82.00% 77.60%

One-man businesses .
Acceptance ratio 36.60%
General partnerships Observed/predicted EAD 89.30% 82.00% 77.60%
Other retail - Residential mortgage financing Observed/predicted EAD 97.80% 96.90%
Acceptance ratio 93.40% 94.70% 93.10%
Other retail - Revolving credit Observed/predicted EAD 95.50%
44.10%

Other retail - Exposures within DnB NOR Finans

1) Exposures within DNB Finans included in 2010.

2) Predicted LGD is normally higher for a defaulted portfolio compared to the total portfolio. Both predicted and observed LGD above are based on defaulted exposures.

Acceptance ratio

3) Predicted LGD reflects the calibration level in absence of predictions from the newly developed LGD-model implemented 2010-Q3.
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Total exposure for approved IRB portfolios

The table below shows exposure at default (EAD) for the retail market and corporate portfolios according to risk category. In addition,
loss ratios and conversion factors are shown, calculated according to internal models. The LGD ratio is a calculation of expected losses
at default. The conversion factor (CF) indicates how much of the credit risk represents unpaid amounts on, for example, undrawn credit
lines, loan commitments and guarantees. This factor is used to estimate the expected utilisation of a given limit at the time of default.

Retail, mortgage loans Other retail Corporate
Unutilesed Unutilesed Unutilesed
credit lines KF EAD LGD RW | credit lines KF EAD LGD RW | credit lines KF EAD LGD RW
Risk class 1 60 766 67 % 59304 31% 14 %
Risk class 2 19686 100% 182650 13% 5% 29608 71% 28413 33% 13% 83983 62 % 102043 30% 27 %
Risk class 3 13095 100% 150505 13% 9% 6291 76 % 10048 34% 22% 66 157 65% 117783 27 % 37%
Risk class 4 3915 100% 61487 14 % 13% 2734 79 % 5509 36% 31% 42984 60% 87997 25% 47 %
Risk class 5 4277 100% 77 569 14 % 19% 2505 77 % 5216 35% 38% 44411 62% 128268 27 % 59 %
Risk class 6 1902 100% 39699 15% 26 % 15061 73% 13572 34% 44 % 28193 69% 98566 28 % 70 %
Risk class 7 535 100% 15944 16 % 38% 964 84 % 2410 37% 53% 10977 60% 48742 28 % 79 %
Risk class 8 170 100% 6915 16 % 50 % 1276 83% 3159 37 % 56 % 2840 59% 19596 28 % 86 %
Risk class 9 33 100 % 1482 16 % 63 % 339 84 % 1258 34% 55% 1268 54 % 8 351 29% 104 %
Risk class 10 17 100 % 549 16 % 80 % 885 85% 3428 39% 85% 1027 72 % 7668 29% 138%
Risk class 11 0 100% 51 19% 103 % 13 75 % 83 47 % 128 %
Risk class 12 21 100 % 2058 20% 122% 244 84 % 1393 38% 106 % 1032 51% 14366 20%  290%
Total/average 43650 100% 538908 135% 128% 59920 731% 74489 344% 317% 343639 638% 692684 277% 550%
Actual value adjustments according to risk parameters
Expected loss estimated value adjustments compared with actual value adjustments.
DNB GROUP
Retail, mortgage loans Other retail Corporates Corporates, SL
Amounts in NOK million 2011 2010 2011 2010 2011 2010 2011 2010
Value adjustments and write-downs 310 335 554 510 2851 2993 0 0
Expected loss, EL 929 838 1012 1030 5019 4772 12 7

COUNTERPARTY RISK FOR DERIVATIVES

Derivatives are traded in portfolios where balance sheet products are also traded. The market risk of the derivatives is handled, reviewed
and controlled as an integral part of market risk in these portfolios. Derivatives are traded with a number of different counterparties, and
most of these are also engaged in other types of business. The credit risk that arises in connection with derivative trading is included in

the DNB Group's overall credit risk. For a number of counterparties, netting agreements or bilateral guarantee agreements have been
entered into, thus reducing credit risk. The authorities’ capital adequacy requirements take such agreements into account by reducing

the capital requirement.

CSA agreements (Credit Support Annex) have been entered into with most major banks. This implies that the market value of all deriva-
tives entered into between DNB and the counterparty is settled either daily or weekly, which implies that counterparty risk is largely
eliminated. If the collateral is impaired (i.e. weaker rating) the minimum amount for the exchange of money will be reduced.

Moreover, products such as equity forward contracts, securities issues and currency trading for private individuals are monitored and

margined on a daily basis.

Counterparty risk, financial derivatives

Nominal amount

Credit equivalent

Weighted amount

Amounts in NOK million 31 Dec. 2011 31 Dec. 2010 31 Dec. 2011 31 Dec. 2010 31 Dec. 2011 31 Dec. 2010
Gross amount before netting 6 640 645 5389200 189705 160426 71984 54 740
Net amount after netting 608 481 446 241 98 909 82294 48 622 39259
Credit derivatives used for hedging Bought Sold Bought Sold
Amount in NOK million 31 Dec. 2011 31 Dec. 2011 31 Dec. 2010 31 Dec. 2010
CDS - Credit Default Swaps 115 103 68 193
CLN - Credit Linked Notes 65 0 122 0
Total credit derivatives 180 103 190 193

INVESTMENT IN SECURITISATION

The topic is discussed in Chapter 9, Liquidity risk.
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MARKET RISK

Market risk is the risk of losses or reduced future income due to
fluctuations in market prices or exchange rates. The risk arises as a
consequence of the bank’s unhedged positions and exposure in the
foreign exchange, interest rate, commodity and equity markets.
The risk level reflects market price volatility and the positions
taken.

A distinction is made between trading and banking activities.
Trading activities include trading and positions in financial instru-
ments, aiming to achieve a profit by capitalising on differences
and fluctuations in interest rates and exchange rates, typically in
a short-term perspective. Banking activities include the Group’s
ordinary funding and lending operations, where mismatches

in fixed-rate periods for assets and liabilities represent sources

of market risk. In addition, DNB also had investments in equity
instruments which are included in banking activities. The portfolio
of fixed income securities in DNB Markets, the majority of which
are classified as held-to-maturity investments, is defined as credit
risk in the internal measurement of risk-adjusted capital.

Market risk in the trading portfolio arises through trading activi-
ties in the interest rate, foreign exchange, commodity and equity
markets. The risk relates partly to customer business, though
there is scope for moderate risk-taking within proprietary trading
in foreign exchange and financial instruments. Positions will be
generated by trading in balance sheet products such as bonds and

EQUITY EXPOSURE, DNB ASA

NOK MILLION

commercial paper, as well as financial derivatives such as interest
rate swaps, options, forward contracts and future rate agree-
ments. Such instruments are used to hedge positions in the trad-
ing portfolio. Hedging of positions by use of derivatives may also
entail basis risk due to a mismatch between the position which is
hedged and the derivative used for hedging.

Market risk arising in DNB Livsforsikring is defined as market risk
related to the ownership of the life insurance company. Due to
the current regulatory framework for life insurance operations,
which entail risk sharing between policyholders and the owner of
the life insurance company, it is necessary to measure market risk
in life insurance separately. Market risk arising in DNB Skadefor-
sikring is insignificant and is thus included in the insurance risk
measurements.

Overall, market risk represents a small share of the Group's total
risk.

Market risk management

Limits established for the Group’s market risk exposure also
encompass market risk in DNB Livsforsikring and in DNB
Skadeforsikring.

Responsibility for all trading activities in the DNB Bank Group rests
with DNB Markets. Limits and guidelines for managing market

DAILY RISK EXPOSURE (VALUE-AT-RISK), ONE DAY HOLDING
PERIOD, CONFIDENCE LEVEL 99 PER CENT

NOK MILLION

31 Dec. 2010

31 Dec. 2011

Own positions — Markets
Direct investments
Private Equity

DNB Non-life insurance

DNB Life Insurance

Interest rate risk
Currency risk
Equity risk

Interest rate and currency risk after diversifiation
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risk on trading activities are reviewed at least once a year and
are determined by the Board of Directors of DNB Bank. A unit
independent of brokerage operations checks positions in relation
to limits and results on a daily basis. Limit utilisation is reported
through the Group's risk report. Hedging activities which entail
significant basis risk are subject to risk limits in line with other
types of risk.

The Treasury function in the DNB Bank Group handles interest rate
risk on the banking book. As for trading activities, limits and guide-
lines for managing market risk are reviewed by the bank’s Board

of Directors once a year. Principles, methods, limits and follow-
ups are based on the same guidelines as trading activities, which
includes daily measurement of interest rate risk. Interest rate and
currency risk in the banking group is centralised, as all units in the
banking group must hedge their positions through the Treasury
function. DNB Baltics and Poland and DnB NOR Monchebank have
their own risk limits. This ensures the quality and transparency of
position-taking both locally and in the Group as a whole.

Limits for equity instruments are determined by the Board of
Directors of DNB Bank ASA. The limits are reviewed at least once
ayear.

Primary responsibility for following up, further developing and
reporting all types of investments in and purchases of equity
instruments, including the monitoring of mutual fund holdings
invested in through DNB Asset Management, rests with Group
Investments, which is organised under Group Finance and Risk
Management. The unit is part of the bank’s contingency team
handling non-performing commitments as it is also responsible for
credit commitments where the bank takes ownership positions.
Follow-ups take place on a monthly basis.

Market risk measurement

When measuring market risk, a distinction is made between
measurements of risk under normal market conditions and meas-
urements which focus on extreme market conditions.

Several tools have been established to quantify and measure

the Group's total market risk exposure under normal conditions.
Interest rate risk is measured as the change in value resulting from
an interest rate adjustment of one basis point. Limits for foreign
exchange, equity and commodity risk represent nominal amounts
for individual positions. In addition, Value-at- Risk calculations are
used in operational management and control in DNB Markets.

Risk measurement under extreme market conditions includes
stress tests and calculations of risk-adjusted capital. Stress tests
are also used to follow up non-linear instruments and interest
rate risk.

Risk-adjusted capital for market risk is calculated by simulating
potential losses on the basis of expected maximum exposure,
liquidation periods for positions and correlations between the
portfolios. Correlations are based on a stressed scenario. The liqui-
dation period ranges from 250 trading days for equity instruments
in the banking book to two trading days for positions in the most
commonly traded currencies. Calculations of risk-adjusted capital
distinguish between trading and banking activities.

EQUITY RISK (EQUITY POSITIONS OUTSIDE THE TRADING
PORTFOLIO)

Equity risk outside the trading portfolio is handled by the Group
Investments division. The investments can be divided into four
categories:

m Strategic investments: Investments which are defined as
strategic for the Group.

m Financial investments: Financial investments comprise venture
investments in cooperation with customers. Apart from
financial returns, the purpose of financial investments is to
create new business opportunities for DNB. The investments
are divided into categories depending on investment horizon
(medium and long-term). Since the decision-making responsi-
bility for this type of investments rests with the business units,
the investments are subject to limits which are determined on
an annual basis.

m Credit portfolio: The credit portfolio comprises holdings in
companies which have defaulted on their obligations to the
bank. The purpose of the portfolio is to secure the value of
repossessed assets until they are sold.

m Property portfolio: The property portfolio comprises properties
and property projects taken over by DNB in consequence of
default. The purpose of the portfolio is to secure the value of
repossessed properties until they are sold.

Limits for the investment category financial investments are
determined by the bank’s Board of Directors each year. Due to
their characteristics, there are no limits for the other categories.
Equity exposure is measured and reported to the head of Group
Investments on a monthly basis by the division’s Internal Control
department.

Exposure to limits and market risk is measured based on the
investments’' market value plus any future committed amounts.
With respect to derivatives, risk exposure is measured as the
equivalent exposure in the underlying instruments. Guarantees
for share issues and secondary investments in the equity markets
are included in full in the limit utilisation. Shares in subsidiaries and
associated companies are not included, as they are consolidated in
full orin partin the accounts.

Accounting principles

Shareholdings are classified as shareholdings in the trading
portfolio or as shareholdings and mutual funds designated as at
fair value. As at 31 December 2010 and 2011, none of the Group’s
shareholdings were classified as available for sale.

Investments in shares are measured at fair value. Changes in value
of shareholdings are recorded under “Net gains on financial instru-
ments at fair value”.

Measurement

Financial instruments measured at fair value are according

to IFRS 7 required to be classified in a three level hierarchy by
reference to the inputs used in the valuation: quoted prices from
active markets, observable market data and inputs not based on
observable market data.
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Valuation based on prices in an active market - level 1
Classified as level 1 are financial instruments valued by using
quoted prices in active markets for identical assets or liabilities.
Instruments in this category include listed shares.

Valuation based on observable market data - level 2
Classified as level 2 are financial instruments which are valued

by using inputs other than quoted prices, but where prices are
directly or indirectly observable for the assets or liabilities, includ-
ing quoted prices in nonactive markets for identical assets or
liabilities.

Valuation based on other than observable market data -
level 3

Equities which are classified as level 3 essentially comprise prop-
erty funds, limited partnership units, private equity investments,
as well as hedge fund units and investments in unlisted equities.

The table below specifies the equity positions reported in the
Group's capital adequacy calculations.

DNB Group
excluding DNB Livsforsikring
Amount in NOK million 31 Dec. 2011 31 Dec. 2010
Financial institutions 2 2
Norwegian companies v 851 929
Companies based abroad 1774 1971
Mutual funds 2 872 1658
Shareholdings, designated as at fair value 3501 4561
Net gains on shareholdings, designated as at
fair value (11) 624
1) Of which: Exchange traded 39 149
2) Of which.: Investments in Private Equity 409 378

INTEREST RATE RISK OUTSIDE THE TRADING PORTFOLIO

Interest rate risk outside the trading portfolio arises through tradi-
tional banking activities such as customer lending and deposits,
stemming from differences in fixed-rate periods for assets and
liabilities, including fixed-rate loans and fixed-rate deposits.
Interest rate risk from loans and deposits is based on contractual
maturities. Interest rate risk outside the trading portfolio includes
NOK denominated securities in the Treasury's portfolio and the
bank's debt denominated in NOK. Derivatives and interest rate
swaps, future rate agreements (FRAs) and futures are used to
hedge interest rate risk.

Interest rate and currency risk in the banking group is centralised,
whereby all units in the banking group, with the exception of Bank
Baltics and Poland and DnB NOR Monchebank, must hedge their
positions through the Treasury function. Bank Baltics and Poland
and DnB NOR Monchebank have their own risk limits. The limits
for interest rate risk represent changes in value resulting from an
interest rate adjustment of one basis point. Interest rate risk is
measured and reported to the Treasury every day, to the head of
DNB Markets once a week and to the group chief executive/ALCO
(Asset and Liability Committee) once a month. Limits for interest
rate risk are review by the bank’s Board of Directors every year.

The table shows changes in income during the year resulting from
interest rate risk outside the trading portfolio, as well as unrealised
gains or losses as at year-end.

Change income Unrealised gian/loss

31 Dec. 31 Dec. 31 Dec. 31 Dec.
Amounts in NOK million 2011 2010 2011 2010
NOK 587 (1868) (590) (1177)
EUR (13) 111 98 111
SEK 17) 17)
TOTAL 557 (1757) (509) (1066)
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MARKET RISKIN LIFE INSURANCE

Market risk in life insurance is the risk that the return on financial
assets will not be sufficient to meet the obligations specified in
insurance policies. In addition, management of the corporate
portfolio also entails market risk.

According to current parameters for life insurance operations in
Norway, DNB Livsforsikring carries the risk of fulfilling the compa-
ny's commitments in contracts with policyholders. The return on
financial assets must be sufficient to meet the guaranteed annual
return to the company's policyholders. If this is not the case, addi-
tional allocations will have to be used, representing buffer capital
built up from profits in previous years. Alternatively, the shortfall
could be charged to equity. Market risk in life insurance is the chief
risk category in DNB Livsforsikring.

Management of market risk in life insurance

Risk management in DNB Livsforsikring is part of the company’s
strategy, which has been approved by the Board of Directors.
Through regular assessments by the Group’s Asset and Liability
Committee, ALCO, the risk situation in DNB Livsforsikring is
reviewed relative to the Group's overall risk profile. DNB Livsfor-
sikring's chief executive and Board of Directors are to help ensure
that DNB Livsforsikring's strategy and risk management are
consistent with the DNB Group's risk profile. The Risk Analysis and
Control unit is organised independent of the company's financial
management and business areas and is responsible for reporting,
monitoring and follow-up of the company'’s total risk. The unit
regularly prepares a risk report for the company’s management
and Board of Directors.

Risk reports to DNB Livsforsikring's management and Board
of Directors include stress tests and sensitivity tests to enable

DEVELOPMENT IN INVESTMENT RISK - MEASURED WEEKLY

PER CENT

continual monitoring of the company'’s total risk. The Risk Analysis
and Control unit oversees financial market developments on a
daily basis and issues weekly reports on the level of risk relative

to the risk limit for asset management. Compliance with laws and
regulations and internal guidelines is reported monthly.

The asset management strategy aims to reduce earnings fluctua-
tions. In order to comply with the need for minimum diversifica-
tion, limits have been set for each asset class. The limits also
restrict concentration risk relative to individual issuers. Separate
limits have been established for derivatives within asset manage-
ment. All asset management limits are determined each year by
the Boards of Directors of DNB ASA and DNB Livsforsikring.

Solvency Il

Solvency Il are new EU regulations which, among other things, will
replace the current minimum requirements for capital adequacy
and solvency margin. The framework directive was approved

in May 2009, and final implementation in national regulations

is scheduled to take place by 1 January 2013. Due to a general
transitional scheme, the capital requirements will not enter into
force until 1 January 2014. A good dialogue has been established
with the authorities and industry bodies to ensure an expedient
adaptation of the new regulations until they enter into force.

The regulations are based on the same structure as Basel I, with
three pillars. This means that in addition to minimum capital
requirements, Solvency Il will also include qualitative require-
ments regarding operational and risk management, the internal
capital adequacy assessment process and more stringent external
reporting requirements. The new requirements will be more
risk-sensitive and ensure better insight into insurance companies’
actual risk profiles.

DEVELOPMENT IN ANNUAL GUARANTEED RATE OF RETUR
AND 10-YEAR TREASURY BILL YIELD

PER CENT

Effective Treasury bill yield

Annual guaranteed rate of return
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DNB Livsforsikring has participated in the quantitative studies
implemented for the European insurance industry. DNB Livsfor-
sikring has implemented a Solvency Il programme to ensure that
the company will meet the requirements on the implementation
date. A Risk Management section was established in the autumn
of 2011 in order to transfer the Solvency Il programme to an
operational unit.

Measurement of market risk in life insurance

Measurement of market risk in DNB Livsforsikring includes stress
tests and sensitivity analyses. The internally developed stress test
calculates the total loss potential for market, insurance, credit,
operational and business risk. When determining the overall
investment risk tolerance, this loss potential is measured against
the company's buffer capital in excess of the regulatory require-
ment. This method is also used as a basis for measuring and deter-
mining the limit for market and credit risk in asset management.
Calculations of the loss potential associated with market and
credit risk include stress tests for equity, interest rate, property,
spread and counterparty risk, respectively.

Sensitivity analyses have been established which estimate the
change in value and effects on profits of a 20 per cent fall in equity
prices, a 1.5 percentage pointrise in interest rates and a 12 per
cent reduction in property prices. The sensitivity analyses are
carried out separately.

Risk-adjusted capital reflects the ownership risk associated with
the DNB Group, as owner of the life insurance company, having to
report a net loss from these operations and possibly being required
toinject new equity. In the calculations of risk-adjusted capital,
developments in the value of the insurance company’s financial
assets are simulated. In the simulations, a distinction is made
between policyholders’ funds and company funds, whereby the
company’s capital is managed separately at the owner’s expense
and risk. Value developments are simulated on a daily basis for all
portfolios, taking account of the level of correlation between the
sub-portfolios. The values are tested against limits which indicate
when DNB will have to record losses. These limits are affected

by the securities adjustment reserve, interim profits, additional
allocations and the guaranteed rate of return. The calculations
also include the effect of a possible rebalancing of the portfolio, i.e.
dynamic adaptation of risk.
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INSURANCE RISK

Insurance risk in DNB comprises insurance risk in DNB Livsfor-
sikring and risk in DNB Skadeforsikring.

Insurance risk in life insurance is the risk related to changesin
future insurance payments due to changes in life expectancy and
disability rates.

Risk in DNB Skadeforsikring includes insurance, market, credit,
operational and business risk. Insurance risk is the risk of losses

if insurance premiums fail to cover future claims payments. The
non-life insurance company is exposed to market and credit risk in
investment operations, and reassurance agreements encompass
credit risk. However, based on the current business model for
DNB Skadeforsikring, these risk categories are of little significance
compared with pure insurance risk.

Management of insurance risk

In 2010, DNB Livsforsikring worked out a special strategy for insur-
ance risk management, which includes the scope and type of reas-
surance contracts to be entered into and measures to meet higher
life expectancy. The risk results are periodically monitored, and in

the longer term, developments will be reflected in prices, products
and market strategies. DNB Skadeforsikring's Board of Directors
has established a strategy and principal guidelines for market and
insurance risk, including the premises for the company’s reinsur-
ance hedging. Through the reassurance programme, the total risk
is geared to the capital base. The reassurance programme also
contributes to profit equalisation by hedging catastrophe risk.
Credit and market risk is managed through the investment plan,
which is considered by the company’s Asset and Liability Commit-
tee and Board of Directors once a year. Insurance risk in DNB
Skadeforsikring is continually monitored by tracking profitability
on all products. In addition, the claims reserve is reviewed on a
quarterly basis.

Measurement of insurance risk

Risk-adjusted capital for insurance risk in life insurance is meas-
ured as the potential need to strengthen insurance provisions

due to changes in life expectancy, mortality and disability. Risk-
adjusted capital for non-life insurance risk is measured on the basis
of Finanstilsynet's stress test for calculating total risk and is also
calibrated against DNB's confidence level.
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OPERATIONAL RISK

Operational risk is the risk of loss resulting from inadequate or
failed internal processes, people and systems or from external
events. Operational risk is a consequence of DNB's operations.

Operational risk management

The Board of Directors has laid down a policy for the management
of operational risk in the Group. Operational risk should be low,
and risk management should ensure that the risk of unwanted
losses is reduced.

All managers are responsible for knowing and managing opera-
tional risk within their own area of responsibility. This is to be
ensured through risk assessments of everyday operations, of

all major changes in operations as well as of particularly critical
functions. When a need for improvement measures is identified,
special follow-ups are initiated. In order to limit the consequences
of serious events, operational disruptions etc., comprehensive
contingency and business continuity plans have been drawn up
to be able to handle a crisis situation in a rational and effective
manner, thus contributing to limiting damage and restoring a
normal situation.

In all business areas, special groups have been established
to support management in managing operational risk.

OPERATIONAL LOSSES ACCORDING TO CATEGORY

NOK MILLION

Responsibilities include assessing and reporting identified risks
and helping to prevent operational losses. To ensure independence
relative to business operations, these persons are organised in
the business areas’ respective staff units. Their work also includes
making sure that operations are in compliance with relevant laws
and regulations. All reporting is a two-way process, both through
the line organisation and through the Group's central risk unit.
Operational risk management and compliance at group level is
organised in a separate unit within Group Risk Management,
which is organised under the staff area Group Finance and Risk
Management.

The Group's insurance coverage is an element in operational
risk management. Insurance contracts are entered into to limit
the financial consequences of undesirable events which occurin
spite of established security routines and other risk-mitigating
measures. The insurance programme also covers legal liabilities
the Group may face related to its operations, The insurance
programme is cost-effective and primarily aims to cover serious
loss events in line with the Group's insurance policy

Operational risk measurement
Operational loss events in the Group which result in losses of more
than NOK 50 000 and near-events with a loss potential of more

OPERATIONAL LOSSES, NUMBER OF CASES PER CATEGORY

NUMBER OF CASES

2010 2011

Execution, delivery and process management
Business disruption and system failures
Damage to physical assets

Clients, products and business practices
Employment practices and workplace safety
External fraud

Internal fraud

2010 2011

Execution, delivery and process management
Business disruption and system failures
Damage to physical assets

Clients, products and business practices
Employment practices and workplace safety
External fraud

Internal fraud
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than NOK 100 000 are registered, reported and followed up on an
ongoing basis in the Group’s event database. Information about
perational risk and loss events in the Group is provided in the
Group's risk report. Undesirable events which cause, or could have
caused, financial losses for the Group, represent valuable informa-
tion and learning about necessary improvement needs. As from
2011 the Group is a member in an external database, Operational
Risk Exchange, ORX, which will ensure access to external events
which will strengthen the work on operational risk management.

The Board of Directors is kept updated on the status of operational
risk through the Group’s periodic risk report, which provides

a basis for analysing the risk situation and for considering the
capitalisation of the Group. In addition, the Board of Directors is
kept updated on the Group’s operational risk in the annual status

report on ongoing management and control of operational and
business risk. The status report includes a presentation of key
group-wide risks, relevant improvement measures and a detailed
qualitative assessment based on the Group’s ambitions within key
areas for risk management and quality assurance. The conclusion
in the report for 2010 was that the Group’s operational risk was at
a satisfactory level and that operations, management and control
were of high quality.

Risk-adjusted capital for operational risk is calculated based on
external capital requirements, where income and the type of busi-
ness operations are the drivers for capital volumes, and is adjusted
upward to reflect DNB's risk tolerance. DNB is qualified for using
the standardised approach for operational risk.
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BUSINESS RISK

Business risk is the risk of losses due to external factors such as
the market situation or government regulations. Such risk includes
loss of income due to a weakened reputation.

Business risk is manifested in an unexpected decline in profits.
Such a decline can be caused by competitive conditions resulting
in lower volumes and pressure on prices, competitors introducing
new products, government regulations or negative media cover-
age. Losses arise if the Group fails to adapt its cost base to such
changes.

Negative media coverage may be a consequence of other risk
factors, but is handled as business risk in DNB. A damaged reputa-
tion can have an adverse impact on all business areas, independent
of where in the Group or in the rest of the financial industry the
original incident occurred.

Business risk management and measurement

Sound strategic planning is instrumental in reducing business risk.
The Group's active commitment to corporate social responsibility
and the code of ethics for employees also have a positive impact
on business risk.

Reputational risk is managed through policies and business
activities, including compliance. Reputational risk is followed up
by monitoring media coverage, while the competitive situation
is followed up by analysing market trends and developments in
market shares.

The Group has developed a model for calculating business risk

per business area. The model is based on past fluctuations in
income and costs and is structured so that if all other factors are
kept constant, high income volatility raises the risk level and thus
risk-adjusted capital. Vice versa, a highly flexible cost structure will
reduce risk-adjusted capital.

See also chapter 10, new regulatory framework.
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LIQUIDITY RISK

Liquidity risk is the risk that the Group will be unable to meet

its obligations as they fall due, and risk that the Group will be
unable to meet its liquidity obligations without a substantial rise
in appurtenant costs. In a broader perspective, liquidity risk also
includes the risk that the Group will be unable to finance increases
in assets as its funding requirements rise.

Risk profile

In line with the bank's other operations, liquidity risk should be low
and promote the bank’s financial strength and ability to withstand
various events and developments. This implies that the bank
should seek to have a balance sheet structure that reflects the
liquidity profile of an international bank with an Aa level long-term
credit rating from recognised rating agencies.

Liquidity risk management

The Board of Directors regularly reviews the bank’s liquidity risk
and determines limits and guidelines. The Board reviews the limits
each year, or more frequently if required.

The bank’s liquidity management is organised based on a clear
authorisation and reporting structure. In accordance with the
regulations on prudent liquidity management, the bank makes a
distinction between premise-setting and performing units. The

AVERAGE TERM TO MATURITY FOR THE BOND PORTFOLIO,
SENIOR DEBT AND COVERED BONDS

2006 2007 2008 2009

premise-setting units are generally organised in the group staff
unit and report to the CFO, while the performing units are organ-
ised in Markets and report to the head of Markets.

Group Finance and Risk Management has assigned responsibility
for determining principles and limits for liquidity management

to the Asset and Liability Management unit and responsibility for
long-term funding to the IR/Long-term Funding unit. The Treasury
function is responsible for modifying the Group's total short-term
liquidity risk and for ensuring that liquidity requirements are
within the short-term limits established by the Board of Directors.
The unit also has operative responsibility for long-term bond debt
in Norwegian kroner. The Asset and Liability Committee, ALCO,

is the advisory body for DNB's CFO with respect to principles and
methods for liquidity risk measurement.

Overall liquidity management in the DNB Bank Group is based on
DNB Bank ASA providing funding for subsidiaries such as Nord-
landsbanken and international branches and subsidiaries. Liquidity
risk is managed through both short-term limits which restrict the
net refinancing requirement within one week and one month,
along with a long-term management target which specifies the
share of lending to be financed by customer deposits or funding
with a residual maturity of minimum 12 months. Liquidity risk

CUSTOMER DEPOSITS AND RATIO OF DEPOSITS TO LENDING

NOK BILLION PER CENT

2007 2008 2009

2010

Total customer deposits (NOK billion)
Total ratio of deposits to lending (per cent)

Total ratio of deposits to lending adjusted for short term
money market investments in New York
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limits reduce the bank’s dependence on short-term funding from
the money and capital markets in Norway and abroad. The limits
have been established as funding from such sources is gener-
ally more unstable than ordinary deposits. See the paragraph on
liquidity risk measurement below regarding changes in the limit
structure.

Liquidity management in DNB implies maintaining a broad deposit
and funding base, representing both retail and corporate custom-
ers, along with diversified funding of other operations. As an
element in this strategy, a number of funding programmes have
been established in different markets.

Senior debt is mainly issued through the European Medium Term
Note programme of Euro 45 billion. In 2011, a senior program
was established in the Japanese JPY. DNB has a commercial paper
programme in USA and Europe of USD 18 billion and Euro 10
billion. The short-term funding sources are further diversified
through a so-called Yankee CD programme for USD 12 billion,
where commercial paper are issued by DNB's New York branch.
The bank also has a European Medium Term Note Programme of
EUR 45 billion and a USD 8 billion long-term funding programme
in the US market. In addition, debt programs are established in the
covered bonds market, in Europe, the US and in Australia

An important instrument for long-term funding is the issue of
covered bonds. The bonds are issued by the bank’s subsidiaries
DNB Boligkreditt AS and DNB Naeringskreditt AS, and are secured
by the companies’ home mortgage and commercial mortgage
portfolios, respectively. During the financial market turmoil,
covered bonds proved to be a more robust and considerably lower
priced funding instrument than ordinary bonds. Over the next few
years, DNB will thus seek to cover a large share of its long-term
funding requirement through the issue of covered bonds.

As an element in ongoing liquidity management, DNB Bank needs
to have a holding of securities that can be used in various ways to
regulate the Group’'s liquidity requirements and serve as collateral
for operations in the main currencies in which the bank is active.
The securities are used, among other things, as collateral for short-
term loans in a number of central banks and serve as liquidity
buffers to fulfil regulatory requirements. The bank has chosen to
meet its need for liquid securities by holding international bonds of
superior credit quality.

DNB gives priority to maintaining sound business relations with a
large number of international investors and banks and to promot-
ing the Group in international capital markets.

Liquidity risk measurement

Liquidity risk is managed and measured using various measure-
ment techniques, as no single technique can quantify this type of
risk. The techniques include monitoring refinancing needs, balance
sheet key ratios, average residual maturity and future funding
requirements. DNB also uses stress testing, simulating the liquidity
effect of a downgrading of the bank’s international credit rating
following one or more negative events. The results of such stress
testing are included in the banking group’s contingency plan for
liquidity management during a financial crisis.

The refinancing requirement limits reflect that the bank should be
self-sufficient with regard to liquidity for a minimum period of one
month in an acute situation. The limit for structural liquidity risk
implies that minimum 90 per cent of lending to the general public
should be financed through customer deposits, long-term funding
and primary capital.

With effect from 2012, the limit structure for liquidity risk will

be changed to ensure that it is consistent with the structure in
the Basel Il regulations. Short-term and long-term liquidity risk
limits are measured by the new international standards, Liquid-
ity Coverage Ratio (LCR) and Net Stable Funding Ratio (NSFR).
The observation periods will ensure a gradual adaptation to the
minimum requirements within the deadlines, as described by the
Basel Committee.

Parallel to this, the limit structure will be extended, whereby there
will also be short-term limits for one week and three months, in
addition to the LCR, which has a time horizon of one month. The
short-term and long-term limits apply for each main currency and
in total.

The bank regularly reviews the premises underlying liquidity
management. This includes considering whether assets which are
classified as liquid, may be realised or used as collateral in accord-
ance with the underlying premises, and to what extent assump-
tions regarding stable funding are realistic in a bank-specific crisis
or in a deteriorating market.

Liquidity portfolio

The liquidity portfolio is used to regulate the Group’s need for
liquidity and as a basis for collateral for liquidity operations in
various currencies. Among other things, the securities are used
as collateral for short-term and long-term loans in a number of

INTERNATIONAL BOND PORTFOLIO
AT THE END OF 2010 AND 20m

NOK BILLION

2010 2011
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central banks and serve as liquidity buffers to fulfil regulatory
requirements. A major part of the international liquidity portfolio
is classified as "hold-to-maturity, is carried at amortised cost and
will be subject to impairment if there is objective evidence of a
decrease in value. With effect from 2011, however, new invest-
ments in securities which have been approved for use in LCR
calculation will be recorded as part of the trading portfolio. At
year-end 2011, this international liquidity portfolio totalled NOK
115.3 billion.

The Norwegian liquidity portfolio mainly comprises Norwegian
Treasury bills and totalled NOK 66.2 billion at year-end 2011.

More about the "hold-to-maturity” portfolio

As at 31 December 2011, the portfolio represented NOK 95 billion.
90 per cent of the securities in the portfolio had an AAA rating,
while 4.7 per cent were rated AA. There were no synthetic securi-
ties in the portfolio and no investments in US sub-prime bonds

or Collateralised Debt Obligations, CDOs. The average maturity
of DNB Markets' liquidity portfolio is 3 years, and the change in
value resulting from an interest rate adjustment of one basis point
was NOK 29 million at end-December 2011. The structure of the
portfolio at year-end 2011 is shown below.

DNB GROUP
Per cent NOK billion Per cent NOK billion
31 Dec. 2011 31 Dec. 2011 31 Dec. 2010 31 Dec. 2010
Asset class
Consumer credit 1 1019 2 2190
Residential mortgages 60 58067 64 73387
Corporate loans 1 1247 2 2578
Government-related 37 35663 31 35909
Total international bond portfolio DNB Markets, nominal values 100 95996 100 114 064
Accrued interest, including amortisation effects (934) (1497)
Total internatioal bond portfolio DNB Markets, held to maturity 100 95062 100 112567
In the capital adequacy calculations this portfolio is reported as an
investment in securitisation. From the third quarter of 2010 the
portfolio has been reported according to the IRB approach.
DNB GROUP
NOK million
Amounts as at 31 December 2011 NOK millions Risk weight Factor RWA
Rating
AAA 85415 7% 1,06 6338
AA 4516 8% 1,06 383
A 2816 12% 1,06 358
BBB 2144 60 % 1,06 1364
BB 147 425 % 1,06 664
24 1250 % - 296
Total 95062 9402
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NEW REGULATORY FRAMEWORK

Over the last few years, a number of new regulations and require-
ments for the financial services industry have been introduced

or announced. They have different backgrounds, but a common
factor is that they will have serious financial consequences for the
industry.

The changes are so extensive that they will have a profound
impact on how the institutions will have to organise important
parts of their operations. In addition, they will increase costs, both
because the regulations in themselves will entail higher costs and
because compliance with the regulations will be more complicated
and require additional resources.

The most far-reaching requirements arise from the financial crisis
and reflect the supervisory authorities’ ambitions to strengthen
the capital adequacy, liquidity and funding of financial institu-
tions. Other requirements derive from changes in international
accounting rules. In addition, changes have been proposed to the
taxation of financial institutions, which will affect their profit-
ability and product pricing. The framework conditions need to be
balanced in order to be able to offer customers good and relevant
products in a financially sustainable manner. It is vital that the
introduction of such changes is transparent, thus enabling inves-
tors, customers and other stakeholders to understand the effects
of the regulations. Moreover, it is critical that changes in the
individual countries are implemented in step with international
developments to ensure uniform framework conditions and equal
competitive terms.

CAPITAL REQUIREMENTS DIRECTIVE, CRD IV

On 20 July 2011, the European Commission launched its proposal
for new regulations for credit institutions and investment firms,
CRD IV, which is based on the Basel Committee's recommen-
dations from December 2010 on new and stricter capital and
liquidity standards, Basel Ill. CRD IV is intended to apply to all
banks and investment firms within the EEA. Even though the draft
regulations are aimed at ensuring optimal harmonisation within
the EU, scope is given for a certain level of national discretion. For
example, national authorities will be given the opportunity to
adjust the risk weighting of commitments secured by real estate,
determine counter-cyclical capital buffers, introduce additional
buffer requirements and opt for an early introduction of the capital
adequacy requirements.

The draft proposal has been submitted to the EU for further
consideration and must be approved by the European Council and
the EU Parliament before becoming final legislation. The draft
proposal will follow the implementation plan proposed by the
Basel Committee, whereby it will enter into force on 1 January
2013 and be fully implemented by 1 January 2019.

In Norway, the regulations will apply to all financial institutions,
also those that are not credit institutions, and to financial services

groups. Finanstilsynet (the Financial Supervisory Authority of
Norway) has prepared a consultation paper to the Ministry of
Finance, proposing legislative amendments due to enter into force
on 1 January 2013.

Liquidity requirements for banks

The Basel Committee has proposed new liquidity requirements for
banks: a short-term requirement, Liquidity Coverage Ratio, LCR,
and a long-term requirement, Net Stable Funding Ratio, NSFR.
The LCR requires that banks hold sufficient eligible liquid assets

to cover, as a minimum, total net payments over a 30-day period.
Net payments reflect key stress assumptions, such as the loss of
deposits from customers, public entities and central banks. This
requirement must be met by 1 January 2015.

The NSFR requires banks to have an amount of stable funding
(12-month horizon) which, as a minimum, corresponds to the
so-called "required amount of stable funding”. Banks are thus
required to use stable funding to finance their assets, such as loans
and securities. Stable funding is defined as deposits and funding
with residual maturities of 12 months or longer. There are weight-
ing rules for both assets and deposits which reflect the items’
liquidity characteristics. According to the proposal, the NSFR
requirements must be met by 1 January 2018.

Uncertainty still prevails regarding the final details in the new
liquidity requirements, and observation periods have therefore
been established to prevent unintended consequences from the
regulations. In order to help reduce market uncertainty, the Basel
Committee has announced that LCR modifications and specifi-
cations will be published in 2012. The updates will apply to the
criteria for eligible liquid assets, stress assumptions relating to
cash flows, and a description of how the banks can use the liquid-
ity buffer in times of stress. With respect to the NSFR, the Basel
Committee is still in constructive dialogue with the financial sector
regarding the details, based on facts and analyses.

Capital adequacy requirements for banks

The proposed new capital adequacy requirements imply that the
minimum common equity Tier 1 requirement will be increased

to 4.5 per cent. In addition, there will be a 2.5 per cent capital
conservation buffer which in practice will be regarded as part of
the minimum requirement. The total minimum common equity
Tier 1 requirement will thus be 7 per cent. Common equity

Tier 1 capital must be fully loss absorbing and can only consist of
common share capital or retained earnings. The minimum capital
adequacy requirement will be increased from 8 to 10.5 per cent,
of which minimum 8.5 per cent must represent Tier 1 capital and
Tier 2 capital can represent maximum 2 per cent. Furthermore,
up to 1.5 per cent of Tier 1 capital may consist of hybrid capital.
Under Basel Ill, there are much stricter requirements governing
the actual loss absorbing capacity of hybrid capital than under
the current regulatory framework. In addition, a counter-cyclical
capital element will be introduced, ranging between 0 and 2.5 per
cent. This element should consist exclusively of common equity
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Tier 1 capital, and the size of the buffer will be determined by the
national supervisory authorities. The total common equity Tier

1 requirement will thus range between 7 and 9.5 per cent. With
respect to systemically important banks, additional capital buffers
will probably be required. The G20 countries have agreed on an
additional buffer of between 1 and 2.5 per cent of common equity
Tier 1 capital for global systemically important banks. Correspond-
ing supplementary requirements are expected to be incorporated
in the EU's rules for domestic systemically important banks. The
capital adequacy requirements will be phased in from 1 January
2013 and be fully implemented no later than 1 January 2019. The
proposed EU directive opens up for introducing the requirements
more quickly than recommended by the Basel Committee.

As a supplement to the risk-weighted capital requirements and

as a measure to counter creative adjustments and gaps in the
regulations, a non-risk based capital requirement, "leverage ratio”,
will also be introduced. This requirement implies that Tier 1 capital
must be minimum 3 per cent of the total of balance sheet items
and off-balance sheet risk exposure. Off-balance sheet items are
converted to on-balance sheet items according to further specified
rules. Public reporting of the non-risk based capital requirement is
expected to start on 1 January 2015 and may become a bind-

ing minimum requirement on a level with the capital adequacy
requirements with effect from 2018.

Temporary, stricter capitalisation requirement for banks
On account of the European sovereign debt crisis, the European
Banking Authority, EBA, published an additional plan for the
recapitalisation of European banks in October 2011 to increase
confidence in the European banking system. Banks are required to
hold common equity Tier 1 capital of minimum 9 per cent after any
adjustments for latent sovereign debt write-downs. As opposed
to the supervisory authorities in Sweden and Denmark, Finanstil-
synet has chosen to use the Basel Il transitional rules, which set a
floor for how low a bank’s risk-weighted volume can be relative to
the Basel I rules, the so-called “80 per cent floor”. Banks in Sweden
and Denmark are thus not subject to any recapitalisation require-
ment, which they would have been if the Norwegian calculation
method had been used.

In the fourth quarter of 2011, the Swedish authorities launched a
special initiative for the national implementation of Basel Ill and
CRD IV. Based on the IRB approach for determining risk-adjusted
volume, large Swedish banks will be required to have a common
equity Tier 1 capital ratio of 10 per cent from 1 January 2013,
increasing to 12 per cent from 1 January 2015. This means that
the Swedish authorities are opting for a 3 per cent (5 per cent
from 2015) increase in the minimum common equity Tier 1 capital
requirements for systemically important banks, but will consider
other solutions if this will not be consistent with EU legislation.

Different requirements and measurement rules in the Nordic
region make it difficult to communicate financial strength and
capital adequacy to the international capital market, which
frequently regards the Nordic region as one and the same market.
Itis a paradox that stricter national rules for determining risk-
weighted volume could result in Norwegian banks appearing to
be less sound and have negative consequences for ratings and the
price of market funding.

DNB is of the opinion that there should be equal framework
conditions for competition in the market and urges the Norwegian
authorities to work for optimal harmonisation in line with the
intentions behind the new regulatory framework for the EEA. It is
positive that the Basel Committee supports a harmonised inter-
national implementation of the Basel regulations. A possible tool
in this connection will be the publication of peer reviews show-
ing how the individual countries implement the rules, using the
measurement of risk-weighted assets to demonstrate the need
for consistency to avoid the distortion of competition. The first
reviews will be published during the first quarter of 2012 and will
encompass the EU countries plus Japan and the US. DNB encour-
ages the Norwegian authorities to participate in these processes.

IMPROVED WINDING-UP AND CRISIS SOLUTIONS
FOR BANKS

The financial crisis demonstrated the need for better solutions for
the winding-up and restructuring of banks. In line with recom-
mendations from the Basel Committee, the EU has announced a
future directive on this subject. A draft directive was circulated
for comments in 2011. The intention is to facilitate the winding-
up of even the largest banks without an injection of government
funds. It should be possible to ensure the continuity of systemically
important functions through the recapitalisation of the entire or
parts of a bank by writing down or converting into share capital
the bank’s subordinated loans and unsecured senior debt. The
authorities will be given extensive powers to restructure banks
which are considered to be “non-viable”.

IMPORTANT IFRS AMENDMENTS

A number of new International Financial Reporting Standards,
IFRSs, must be expected to be introduced over the coming years.
Some of the standards have already been approved by standard-
setting bodies, as described under Accounting principles to the
annual accounts, item 21 Approved standards and interpretations
that have not entered into force. The amendments are expected
to become effective for Norway after being considered by the EU
Commission and the Norwegian authorities. Some of the new
accounting requirements ensue from a wish for improvements
expressed in the wake of the financial crisis, while others are based
on other improvement initiatives, not least in connection with the
convergence between IFRS and US GAAP.

Future amendments which are expected to have the most
pronounced impact on the Norwegian financial market are new
accounting requirements for the assessment of loans and new
accounting requirements for insurance contracts. In addition, the
IASB has issued amendments to IAS 19 Employee Benefits which
will affect the accounting treatment and presentation of defined
benefit pension schemes.

New accounting requirements for the assessment of loan
losses

The International Accounting Standards Board, IASB, a standard-
setting body, has drawn up an exposure draft for the assessment
of credit losses, issued in November 2009. At end-January 2011,
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the IASB and the US Financial Accounting Standards Board, FASB,
published a supplement to the original exposure draft on an

impairment model for financial assets measured at amortised cost.

The model was further refined during 2011, and at the beginning
of 2012, the standard-setting bodies were still discussing the rules
for the impairment of financial assets measured at amortised cost.
Additional changes to the original exposure draft are expected.
The final draft for a new IFRS standard on the impairment of
financial assets measured at amortised cost is expected to be
presented by end-June 2012. The amendments are likely to have a
major impact on the banking industry and the market in general.

Current requirements for measuring loan losses

According to prevailing requirements, the value of a financial asset
shall be written down if there is objective evidence of impairment,
i.e. when a loss event has occurred. Standard-setting bodies,
auditors and users have criticised certain aspects of the impair-
ment rules, including the fact that in some cases, the current rules
have resulted in delayed recognition of losses, as a loss event must
have occurred in order for the loss to be recognised. In addition,
itis sometimes difficult to determine when aloss has actually
occurred, which may result in inconsistent application of the
requirements.

New requirements for measuring loan losses

In the exposure draftissued in November 2009, the IASB proposed
an expected loss model which entailed that expected losses were
to be included in the computation of the effective interest rate
upon initial recognition of a financial asset, including loans. The
proposal implied that the part of the interest rate which compen-
sates for expected losses, should not be recognised as income.

In the supplementissued on 31 January 2011 and in subsequent
discussions, the IASB and the FASB presented a joint model for
recognising impairment of financial assets. This model received
little support and the standard-setting bodies have made further
adjustments to the model in 2011 and 2012. The impairment
model which is being discussed in early 2012 includes elements
of the IASB's original proposal, as well as adjustments which are
intended to make the model easier to use. Among other things,
expected losses are not included in the computation of effective
interest rates used as a basis for interest income recognition. In
addition, it is assumed that the model which is being discussed will
be applicable for all types of loans and securities.

According to the model which is being discussed in early 2012,
the accrual of expected losses over the life of the assets should

be determined by the characteristics of the assets. Financial
assets measured at amortised cost should be divided into three
categories. In principle, at initial recognition, all commitments
shall be classified in category 1 and thereafter be transferred to
the other two categories according to specific criteria. Expected
losses relating to doubtful commitments, which according to given
criteria are transferred from category 1, shall be calculated for the
total lifetime of the commitment and be recognised immediately
(category 2 at portfolio level or category 3 at an individual level).
Provisions for losses on commitments in category 1 shall be based
on expected losses within a 12-month period.

The intention behind the new approach is to better reflect the

underlying economics in a lending transaction. There should be no
need to identify triggering loss events in order to estimate changes
in expected losses. According to the IASB, this method is intended
to ensure greater consistency between various reporting entities.
The standard-setting bodies expect that the new requirements
will present useful information to users of financial statements for
their assessment of original loss estimates and possible changes in
estimates over the life of an asset.

It remains highly questionable whether the new requirements will
actually have the desired effect. A high degree of judgement will
be required when assessing when commitments should be defined
as doubtful and transferred from a category where provisions are
based on expected losses during a 12-month period to a category
where expected lifetime losses should be calculated. It will also

be very challenging to assess future expected cash flows and life-
times, as well as arrive at good and stable expected loss estimates.
There will therefore be a high degree of uncertainty related to
these estimates.

The new requirements are expected to cause greater volatility

in financial reporting. Due to limited experience and the lack of
relevant and reliable statistics, adjustments will regularly be made
to the assumptions underlying expected loss measurements.

Such changes will be reflected in the accounts on a cumulative
basis, which means that the full effect of new estimates must

be recognised immediately for all commitments affected by the
changes. Adjustments in the new model may nevertheless result in
somewhat lower volatility in financial reporting.

Once the new requirements are implemented, a reduction in equity
is expected for most financial institutions, as there will probably be
aneed for higher impairment allowances on loans. In light of the
introduction of Basel Il and the amended IAS 19, the consequences
may be challenging unless capital adequacy requirements and
accounting rules are coordinated. The expected effective date for
the new loss reporting requirements is 1 January 2015.

New accounting requirements for insurance contracts

In July 2010, the IASB published an exposure draft for a revised
IFRS 4 Insurance Contracts, which represented the first exten-
sive proposal from the IASB on the accounting treatment of
insurance contracts. Subsequent to this, there have been many
discussions concerning the new requirements, and a number of
tentative decisions have been made regarding amendments to
the original exposure draft. As a consequence, a revised exposure
draft or a supplement to the original exposure draft is expected
to be presented in the second quarter of 2012. The exposure draft
proposes that insurance liabilities be measured at the fair value

of the cash flows arising from the insurance contracts, plus a

risk margin. However, the wording of the final standard remains
uncertain. Under the current standard, liabilities are measured
according to requirements which are further defined in the Act on
Insurance Activity. The assets are thus measured at a combination
of amortised cost and fair value, depending on the characteristics
of the assets. The accounting requirements are expected to result
in greater volatility in profit measurements for life insurance
companies in the longer term. The original effective date for the
revised IFRS 4 Insurance Contracts was 1 January 2013, but has
been indefinitely postponed.
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Revised accounting requirements for defined benefit
pension schemes

In 2011, the IASB issued amendments to IAS 19 Employee Benefits.

One of the amendments is the removal of the corridor approach
for recognising actuarial gains and losses. Actuarial gains and
losses should now be recognised in other comprehensive income
in the period in which they occur. Furthermore, the amendments
imply that pension expenses are to be split between profit or loss
and other comprehensive income. The expected return on pension
funds should be computed using the discount rate used to meas-
ure the pension liability. The current service cost and net interest
expenses are to be recognised in profit or loss, while remeasure-
ments, such as actuarial gains and losses, are to be recognised in
other comprehensive income. Pension entitlements earned during
the period and net interest expenses should be recognised in
profit or loss, while remeasurements are to be recognised in other
comprehensive income. Furthermore, the disclosure requirements
for defined benefit pension schemes have been changed. The
amendments will be effective for the accounting year starting on 1
January 2013, but have not yet been endorsed by the EU. See also
Accounting principles to the annual accounts, item 21 Approved
standards and interpretations that have not entered into force.

TAX EXEMPTION METHOD FOR LIFE INSURANCE
COMPANIES

On 1 January 2012, the Norwegian Ministry of Finance made
public a consultation paper proposing more restrictive use of the
tax exemption method (Section 2-38 of the Norwegian Taxa-
tion Act) for life insurance and pension companies. The proposal
concerns income on shares, including dividends and capital gains
generated in group and unit-linked portfolios (policyholders'
funds). Income on shares will still be included in the deduction
for allocations to insurance funds etc. in accordance with Section
8-5 of the Taxation Act. The exemption method will still apply to
income from shares etc. in the corporate portfolios of life insur-
ance and pension companies.

In the opinion of the Ministry of Finance, there is a certain asym-
metry in prevailing legislation, as a rise in the value of or the
income on policyholders’ funds gives tax deductions, while the
exemption method permits that parts of such income be exempt
from taxation.

The proposed legislative amendment aims to reduce the appar-
ent asymmetry by restricting the use of the exemption method
for these companies. The proposal was launched without any
prior notification or dialogue with the industry. In a letter dated

4 January 2012 to the Ministry of Finance, Finance Norway (FNO)
pointed out that the proposal came as a surprise to the industry
and that the timing was unfortunate. If the proposal is approved, it
may entail higher taxes for DNB.

It has been proposed that the new rules enter into force with
effect from 1 January 2012. The deadline for comments on the
consultation paper is 2 April 2012. DNB, FNO and other industry
players will be active during the consultation round in an effort to
limit the negative effects of the proposal. At present, there are still
a number of unresolved questions regarding the proposal.

FINANCIAL ACTIVITIES TAX

According to the Norwegian National Budget for 2012, the Minis-
try of Finance has carried out a preliminary feasibility assessment
of the introduction of an activities tax for the financial sector.

The Norwegian government’s assessment of possible changes to
the taxation of the financial sector is based on the report from
the Financial Crisis Commission, c.f. Official Norwegian Report no.
2011: 1, Better positioned against financial crises, where one of
the proposals was to consider the feasibility of an activities tax for
the financial sector.

In Norway and most other countries, financial services are normally
exempt from value added tax (VAT). The reason for this exemption
is the difficulty in determining an appropriate tax base for VAT
calculation in the financial sector. Furthermore, this would lead to
an extremely complex relationship between VAT rules for financial
services in Norway and for international ones. As a result of this
exemption, outgoing VAT is not charged on the sale of financial
services, while financial undertakings are not entitled to deduct
incoming VAT on products procured for use in such operations.

The government has stated that the intention of the activities tax
is to remedy the situation that the financial sector does not pay
VAT. It has been claimed that the financial sector is undertaxed as
aresult of the VAT exemption. However, this must be seen in rela-
tion to the fact that paid VAT (non-deductible incoming VAT), seen
in isolation, represents a surtax for the financial sector.

The Ministry of Finance has considered two principal methods for
drawing up an activities tax as an alternative to VAT in the finan-
cial sector: the addition method and the subtraction method. The
tax basis for an activities tax based on the addition method will be
the sum of wages and profits. Based on the subtraction method,
the added value is instead determined by the difference between
income and intermediate consumption (goods and services
consumed as inputs).

DNB considers the introduction of an activities tax for the financial
sector to be an unfortunate measure. An activities tax lacking

the neutrality characteristics of the VAT system would represent
an extra tax on the financial sector. This will create a distortion

of competition vis-a-vis similar market players within the EU.
Moreover, an activities tax which is not internationally harmonised
will create an imminent danger of double taxation for financial
institutions with international activities.

Furthermore, the financial sector is facing a number of far-
reaching regulatory requirements. In such a scenario, a possible
introduction of an activities tax will create added uncertainty and
reduce the financial sector’s ability to satisfy the new require-
ments. Finanstilsynet has stated that it would not welcome the
introduction of an activities tax. Norges Bank has recommended
that further exploration of an activities tax in Norway be put on
hold until a proposal for such a tax is presented by the European
Commission. DNB agrees that an exclusively Norwegian surtax
should not be introduced for the financial industry. As of today, no
other country has introduced a tax equivalent to the activities tax
which has been evaluated in Norway.
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The background for the activities tax assessment is also based on
the false premise that Norwegian financial institutions pay too
little tax. In fact, the financial industry is second only to the petro-
leum industry with respect to who pays most corporate income
tax in Norway.

REPORTING OF CUSTOMERS OR ENTITIES LIABLE TO US
TAXATION

In 2010, the Foreign Account Tax Compliance Act, FATCA, was
passed by the US authorities to combat tax evasion by persons or
entities liable to US taxation. The rules and the implementation
timetable have been made public in several statements by the
US tax authorities, i.e. the Internal Revenue Service, IRS, most
recently in February 2012. A number of individual countries and
the EU have raised the issue of the reporting requirements with
the American authorities to achieve an implementation which

is cost-effective, business-friendly and in conformity with their
national legislation.

The final regulatory framework has not been adopted, and the
details of the reporting requirements have not yet been finalised.
The rules proposal made public in February 2012 relaxes the origi-
nal requirements and extends the implementation period. Notifi-
cation has been given of a US public hearing about the rules in May
2012. According to the proposed rules, non-American financial
undertakings must report to the American tax authorities, either
directly or via the local authorities in the country concerned. The
latter requires the conclusion of a separate agreement between
the country concerned and the US. In February 2012, the authori-
tiesin the US, the UK, Germany, France, Italy and Spain published
ajoint statement with a view to achieving better compliance
with international tax rules and the implementation of FATCA.
The statement entails a relaxation of the FATCA requirements for
financial undertakings in the countries concerned.

The definition of financial undertakings is broad and comprises
banks, insurance companies, brokerage companies, and invest-
ment and mutual fund structures. The reporting requirement

includes customer relationships with customers who are liable to
US taxation or with units where such customers have a significant
ownership interest. It is also presumed that the financial under-
takings will collect American withholding tax on behalf of the IRS.
The rules are intended to be gradually introduced from 2013.

Non-American financial undertakings are expected to establish
processes to identify and verify customer relationships falling
within the scope of FATCA, report such customer relationships
annually to the IRS and collect 30 per cent withholding tax

on payments of US-source income or gross sales proceeds for
financial instruments which generate income which is taxable
in the US. Such withholding tax includes payments to financial
undertakings which have not entered into an agreement with the
IRS, customers who have not submitted sufficient information
for their tax liability to the US to be clarified, or units with large
American owners which have not submitted information about
these owners.

FATCA represents large challenges for financial undertakings
around the world and will require, among other things, that
identification and reporting procedures are established. The IRS
reporting could also come into conflict with local legislation on the
protection of customer information that applies to the financial
undertakings. For the above-mentioned countries, the intention
is to incorporate the FATCA rules into local legislation and that the
reporting is made to the local tax authorities in each country, who
in turn forward the information to the IRS. FATCA may potentially
have significant negative consequences for financial undertakings
failing to comply with the identification and reporting require-
ments. It is important that the Norwegian authorities ensure that
Norwegian financial undertakings have equal framework condi-
tions in this area.

DNB is following developments and planning how to adaptin
order to satisfy the requirements within a framework which is
cost-effective, takes commercial aspects into account and is in
conformity with the legislation of the countries where the Group
has operations.
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