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Introduction

This report contains information about risk management, risk measurement and
capital adequacy in accordance with the disclosure requirements in Pillar 3 of the

The capital adequacy regulations consist of three
pillars. Pillar 1 includes the quantitative minimum
requirements for bank's capital, and descriptions of
measurement methods for risk-weighted assets and
eligible capital. The capital adequacy regulations
allow different methods for calculating the capital
requirement, as shown in theillustration below.

DNB reports credit risk according to the advanced IRB
approach, where internal risk models for PD, LGD and
EAD are used. Some credit portfolios are temporarily
or permanently exempt from IRB reporting, and are
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capital adequacy regulations.

reported according to the standardised approach.
Market risk is measured using the standardised
approach. Operational risk is generally reported
using the standardised approach, while some
subsidiaries use the basic indicator approach.

Pillar 2 sets out requirements for the Internal Capital
Adequacy Assessment Process, ICAAP, and the bank's
responsibility for assessing risks other than those
described under Pillar 1. Pillar 3 contains disclosure
requirements and shall enable the market to assess
financial institution’s capital and risk management.

This reportis updated annually, while information
on capital adequacy and minimum primary capital
requirements is updated quarterly in the Group’s Fact
Book. The Board of Directors of DNB ASA approves
the guidelines and procedures for the Pillar 3 repor-
ting, and also reviews the report prior to publication.
The Pillar 3 report is not subject to audit. Tables can
befound in the appendix to the report.
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NORWAY'S LEADING FINANCIAL SERVICES
GROUP

DNB represents more than 190 years of financial
history, from the establishment of Christiania
Sparebank in 1822 to the position as Norway's
largest financial services group, with total assets
of NOK 2 901 billion as at 31 December 2015.

DNB is among the world's leading banks within its
international priority areas, especially the energy,
shipping and seafood sectors. The bank ffers costumer
service, Internet bank and telephone banking service
24 hours a day, every day, and has a physical presence
in 19 countries and throughout Norway through its
branch offices, post offices and in-store postal and
banking outlets.

The company's largest shareholder is the Norwegian
government, represented by the Ministry of Trade,
Industry and Fisheries, which owns 34 per cent

of the shares. The second largest shareholder is

the DNB Savings Bank Foundation, which has a

9.4 per cent shareholding.



Fundamentals of the Norwegian economy

Norway has 5.1 million inhabitants, and a GDP per capita which is significantly
higher thanin the EU. For the last 15 years the Norwegian economy has
experienced higher growth and less volatility in GDP than the other Nordic

The strong financial situation has given Norway
considerable fiscal policy leverage and flexibility to
face a period of slower economic activity. Due to
the brisk economic growth, the key policy rate has
been higher than in most other Nordic and European
countries. With a national currency with floating
exchange rate, the effects of cyclical fluctuations are
less pronounced. In addition to oiland gas Norwegian
exportis also dominated by fish and aluminum, the
latter due to good access to low priced electricity
from hydropower.

Norway has the highest credit rating available
and has been ranked highest on the UN's Human
Development Index, a composite statistics of life
expectancy, education and income indices.

Over the past 20 years, there has been a
significant increase in Norwegian housing prices,
reflecting high income growth, low and stable
unemployment rates, periodically low interest rates

countries and the euro countries.

and limited housebuilding activity relative to popu-
lation growth. Approximately 90 per cent of house-
holds own their own home. Thus, thereis a limited
residential tenancy market. Since the first petroleum
discoveries in the late 1960s, the importance of oil

to the economy has grown substantially. In 2014 oil
and gas extraction amounted to 20 per cent of the
Norwegian GDP and 45 per cent of Norway’s goods
exportrevenues. Demand stemming from invest-
ment activity on the Norwegian Continental Shelf
also benefits mainland enterprises. Income from
petroleum activities amounted to 20.1 per cent of
the Government'’s total income in 2014. The income
is transferred to the Government Pension Fund
Global, which serves as a buffer between current
petroleum revenues and the spending of revenues in
the economy. The Fund only invests abroad, and its
value has increased substantially over the past ten
years. InJanuary 2015, the value of the Fund's invest-
ment size had increased to 218 per cent of GDP. The
fiscal ruleis set up to ensure that petroleum revenues
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are being phased into the economy gradually, at a
level that can be sustained over time. In a normal
year, only the expected real return of the fund, esti-
mated to 4 per cent, can be spent over government
budgets. Actual spending has been lower than this.

High cost inflation over time in combination with a
steep fallin oil prices from the autumn of 2014, led
to significant cuts in petroleum investmentin 2015.
This hasin turn resultetinto to a turnaround in the
Norwegian economy, and both growth and capacity
utilisation are lower than normal across the country.
Unemployment s rising, but so far primarily in oil-
dominated occupations and regions. Oil investments
are likely to fall further over the next two years, and
will thus continue to have a negative impact on Nor-
wegian business and the labour market. Lower inte-
rest rate, a weak national currency and considerable
fiscal latitude nevertheless helps soften the landing,
with lower than normal growth in the Norwegian
mainland economy rather than a decrease.



The CRO's summary of the year

2015 was another good year for DNB, with positive developments in most areas in

spite of weaker prospects for the Norwegian economy. Efforts to build up capital to

acommon equity Tier 1 capital level of approximately 15.5 per cent were intensified,
and were ahead of schedule at the end of the year.

The fall in oil prices and the resulting weakening
of the Norwegian krone and reduced interest rate
levels have thus far had no pronounced impact

on DNB's profits, in spite of a certain increase in
impairment losses towards the end of the year.
Most customers whose operations are susceptible
to oil prices, are robust. Nevertheless, persistent
low oil prices could resultin rising credit losses

in 2016. The industries that are directly affected
by the price of oil are particularly exposed, along
with companies which are influenced by the lower
investment rate in the petroleum industry. In
parallel to this, other Norwegian industry sectors
benefit from the weak Norwegian krone, such as
the seafood, travel and other exportindustries.

Loan volumes increased by just over NOK 100 billion
during the year. In spite of this, credit risk exposure,

in terms of risk-weighted assets, remained virtually
unchanged. This is due to the fact that the large cor-
porate units continued to reduce their exposure, for
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example to volatile industries and foreign curren-
cies, in 2015. A large share of DNB's loans is deno-
minated in foreign currencies, which has increased
risk-weighted assets over the past few years as a
consequence of the weaker Norwegian krone.

Market risk exposure was also reduced in 2015.
Due to extensive financial market volatility, DNB
chose toimplement a number of measures to limit
its exposure, both within life insurance and in bank-
ing operations. DNB Livsforsikring has also adapted
its asset mix to the new Solvency Il regulations.

At the end of the year, the pro forma solvency
margin, in accordance with the new requirements,
was well within the minimum requirement.

«Initiatives to digitalise
banking services are high
on the agenda for Group
Risk Management»

The banking and financial services industry is
facing extensive changes, where new digital
solutions are replacing traditional banking
services. Technological developments enable
increased digitalisation, self-service options and
information sharing. This trend is manifesting
itselfin all of the Group's business areas and
requires continual adaptation of the organisation
and the cost base. DNB is committed to proactively
capitalising on the opportunities offered by new

technology. Initiatives to digitalise banking
services are also high on the agenda for Group
Risk Management. The risk organisation contri-
butes to this work both through its expertise on
credit processes and model development and by
identifying and assessing risk arising in the new
digital solutions.

In 2015, new regulations came into effect which
further regulate requirements governing collate-
ral, debt servicing capacity and minimum instal-
ment payments for retail mortgages in Norway.
DNB fulfilled the requirements in the regulations
with a wide margin at year-end 2015. Group Risk
Management plays a key role in formulating the
credit strategy and following up lending practices
and portfolio quality. Losses and non-performing
loans in the retail mortgage portfolio are now at
avery low level, far below normalised losses.

Asfrom 2015, DNB has chosen to use other credit
models in internal risk management than those
used to calculate capital requirements. This
applies to both retail mortgages and loans to large
corporates. The models have been developed
based on the same information. When calculating
capital requirements, however, limitations and
safety margins have been included which affect
the measured risk level. The internal models are
more price-sensitive and provide better manage-
ment information both for assessing both
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individual loans and in portfolio management.
The anti-money laundering requlations require
that the executive management has an updated
and reliable overview of the current status in this
field. With effect from 2016, Group Risk Manage-
ment has established a separate anti-money
laundering reporting process to ensure that
group management and the Board of Directors
are informed of any non-compliance in order

to ensure that corrective measures are quickly
implemented. DNB had few and low operational
lossesin 2015. Nevertheless, there were several
topics within operational risk which received a lot
of attention from Group Risk Management. These
were the bank's IT systems, where an extensive
moving process was implemented in 2015, and
conduct risk, where incorrect or deficient infor-
mation in products and services could result in
expensive and time-consuming compensation
processes.

In my opinion, the DNB Group's risk and capital
management report gives a good and accurate
description of the risk situation and of the way
risk is measured, managed and reported in DNB.

7
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Atyear-end 2015, there were weaker prospects
forthe Norwegian economy than a year earlier.
There is fear that the effects of falling oil prices
and the decline in oil investments may spread
to sectors where growth has thus far been
sustained. There are less favourable growth
prospects for most Norwegian industry sectors.
The rate of unemployment is still increasing,
mainly in oil-dominated regions. Analysts
nevertheless believe in low, but positive GDP
growth in Mainland Norway in 2016 and 2017.

Developmentsin the global economy were mixed
towards the end of 2015. In early 2016, there was
a severe stock market downturn, triggered by
new uncertainty relating to economic develop-
ments in China. The geopolitical situation and
the turbulence in the Middle East added to the
uncertain future outlook.

Onits Capital Markets Day in November 2015,
DNB raised its common equity Tier 1 capital ratio
target to minimum 15 per cent at year-end 2016
and its long-term target to 15.5 per cent from

1

Major developments

Major developments

2017. The Norwegian authorities assess Norwegian
banks according to the Basel Il transitional rules.
The common equity Tier 1 capital ratiowas 14.4
per cent and the capital adequacy ratio 17.8 per
centatyear-end 2015, compared with 12.7 and
15.2 per cent, respectively, a year earlier. The
leverage ratio was 6.7 per cent at year-end 2015.

The short-term liquidity requirement, Liquidity

RISK-ADJUSTED CAPITAL

Coverage Ratio (LCR), was stable at more than
100 per centin 2015. At year-end 2015, the total
LCR was 133 per cent, with 330 and 118 per cent,
respectively, for the Euro and the USD.

Throughout 2015, operations, governance and
control were of high quality in all of the Group’s
units. The number of reported events entailing
operational risk was somewhat higher than in the

simultaneously.
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NOK billion 31 Dec. 2014 31 Dec. 2015
Credit risk 58.8 55.5
Market risk 9.5 71
Market risk in life insurance 15.7 8.3
Insurance risk 2.0 2.0
Operational risk 10.7 11.2
Business risk 6.8 7.1
Total risk-adjusted capital before diversification 103.5 91.2
Diversification * -17.4 - 155
Total risk-adjusted capital after diversification 86.0 75.7
Diversification in per cent of gross risk-adjusted capital 16.8% 17.0%

*Diversification effect refers to the risk reduction effect achieved by the Group as the different types of risks can not be expected to cause loss



previous year, though losses were low. During

the year, DNB completed MovelT, a very extensive
project whereby the IT infrastructure was upgra-
ded and the Group's data processing centres

were moved to a single location. Comprehensive
measures were initiated to achieve optimal
operational security and reduce the risk related
to the project. Again in 2015, information techno-
logy was identified as one of the key risk areas for
the Group in light of the rapidly increasing pace of
change within digital services and products.

The DNB Group quantifies risk by measuring risk-
adjusted capital. The risk adjusted capital declined
by NOK 10.4 billion from year-end 2014, to NOK
75.7 billion.

The risk-adjusted capital requirement for credit
declined by NOK 3.3 billion in 2015, reflecting a
reduction in credit volumes in the large corporate
portfolio towards the end of the year. There was
continued sound and stable credit quality in most
portfolios. However, some sectors showed a nega-
tive trend in 2015, mainly oil service and offshore,
but also energy and some shipping segments. The
reduction in oil and gas investments had the most
pronounced effect on oil service companies. A
number of companies now struggle with tight
liquidity and reduced debt servicing capacity. In
addition to the sectors that are directly exposed to
oil prices, the prolonged low oil prices are expected

1

Major developments

to haveripple effects on other sectors and

particularly exposed geographical areas in Norway.

Atyear-end 2015, the price of oil was USD 37 per
barrel, which was the lowest price since 2004.

The number of residential properties sold re-
mained stable at a high level. On a national basis,
prices were 7.2 higher in December 2015 than in
December 2014. Regional differences increased
through 2015. Housing prices in Oslo rose by 9.5
per cent on a twelve-month basis, while prices in
Stavanger fell by close to 4 per cent. This trend is
expected to continue in 2016.

Therisk-adjusted capital requirement for market
risk in DNB Livsforsikring declined by NOK 7.4
billion during the year. The reduction was a
consequence of the sale of properties for a total

of NOK 11.6 billion and a lower equity exposure.
The freed-up capital was reinvested in home mort-
gages and fixed-income securities, which entail
lower market risk. The company strengthened its
solvency capital by NOK 6.6 billion in 2015 through
retained earnings, an increase in subordinated loan
capital, changes in unrealised gains on financial
assets and provisions for higher life expectancy.
DNB Livsforsikring's solvency margin according

to Solvency Il was 113 per cent at year-end 2015.

DNB's market risk exposure in operations other
than life insurance was also reduced during 2015,
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reflecting the sale of property investments and
the transition from a defined-benefit to a defined-
contribution pension scheme for the Group's
employees. A further reduction is expected in
2016 as aresult of a scheduled sale of equity and
property investments.

IMPORTANT EVENTS IN 2015

m In connection with the IT project MovelT, large
parts of DNB's systems platform were moved.

m Therating agency Moody's upgraded several of
DNB Bank's credit ratings, partly due to the fact
that the bank's key figures had shown a positive
development over a long period of time. Parallel
to this, Standard and Poor's revised its outlook
forthe bank's long-term credit rating from stable
to negative due to weaker prospects for the
Norwegian economy.

m On 15 June, the Ministry of Finance approved
regulations on requirements for new mortgage
loans based on prevailing guidelines from Finans-
tilsynet (the Financial Supervisory Authority of
Norway), aiming to dampen growth in debt
levels and residential property prices in Norway.

m The Ministry of Finance decided to increase the
level of the counter-cyclical capital buffer for banks
to 1.5 percent as of 30 June 2016 in accordance
with advice from Norges Bank (the central bank of
Norway). It had previously been decided to set the
requirementat 1.0 per cent as of 30 June 2015.



m DNB qualified, for the seventh consecutive year,
forinclusion in the Dow Jones Sustainability
Index, the world's leading sustainability index.
DNB is the only Nordic bank in the index, which
comprises only the top 10 per cent global banks.

m Along with Nordea Bank Norge and Kommunal-
banken, DNB has been defined as a systemically
important financial institution, O-SlI, and thus
became subject to a separate 2 per cent capital
buffer requirement as of 1 July 2016.

m In late October, the Pillar 2 requirement for
DNB was set at 1.5 percentage points. The total
common equity Tier 1 capital requirement will
thus be 15 per cent by year-end 2016.

m DNB presented updated financial ambitions
atits Capital Markets Day in November, and
a number of capital efficiency measures were
implemented during the fourth quarter, which
included selling individual loans, entering into
guarantee contracts and selling property.

m Towards the end of 2015, DNB decided to change

the defined-benefit pension scheme forits
employeesin Norway to a defined-contribution
scheme. This had an impact on fourth-quarter
profits of approximately NOK 2 billion.

m In DNB Livsforsikring, large parts of the risk
equalisation fund were transferred to the policy-
holders’ premium reserve to increase reserves
for higher life expectancy. In this connection,
the Group's income statement was charged
with NOK 980 million.
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DNB'S CREDIT RATINGS

Credit ratings are forward-
looking and reflect how future
events may influence the issuer's
creditworthiness. Credit ratings
represent the credit agencies'
assessment of issuers' capacity
and willingness to fully meet their
financial obligations on a timely
basis. Strong credit ratings from
recognised rating agencies are
therefore important to secure
predictable and flexible access to
funding. The table below shows
the credit ratings of DNB Bank
ASA in 2015.

Ashort-term credit rating reflects
the likelihood that issuers will fail
to meet their financial obligations
during the current year, as well as
expected financial losses if these
obligations are not met. Along-
term credit rating reflects the same
likelihood, but over a period of one
year or more. The conclusion
derived from a credit analysis gives
a credit score which helps reduce
information asymmetry between
theissuerand Investors. The
illustration below shows DNB's
long-term credit ratings history.

Rating agency Rating

Standard & Poor's Short term: A-1
Long term: A+
Outlook: Negative
Moody's Short term: P-1
Senior unsecured: Aa3
Long term bank deposits: Aa2
Outlook: stable
Dominion Bond Short term: R-1 (middle)
Rating Long term: AA (low)
Service (DBRS) Trend: Stable

Long-term credit ratings history

AAA/Aaa
AA+/Aal I—
AA/Aa2

AA-/Aa3 I_l
| |

A+/AL
A-/A2 —I
A-/A3
BBB/Baa
B/Ba
B/B

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Hl Standard & Poor's
Il Moody's
Il DBRS
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Legal structure and consolidation rules for capital adequacy requirements

Legal structure and consolidation rules
for capital adequacy requirements

DNB Group's legal structure at year-end 2015

is shown on the next page. The consolidated
financial statements of DNB ASA (DNB) include
DNB Bank ASA, DNB Livsforsikring AS, DNB Asset
Management Holding AS and DNB Forsikring AS,
all with underlying subsidiaries.

There have been some changes in the DNB Group's
legal structure during 2015. DNB Skadeforsikring
AS changed its name to DNB Forsikring AS. In
addition, DNB Sweden AB and DNB (UK) Ltd were
created as new subsidiaries under DNB Bank ASA.

DNB prepares consolidated accounts in accordance
with IFRS. A description of the Group's accounting
principles can be found in DNB's annual report.
When preparing consolidated accounts, intra-
group transactions and balances along with
unrealised gains or losses on these transactions
between group units are eliminated. Consolidation
of capital adequacy is regulated by the regulation
on the use of solvency rules on a consolidated
basis, capital adequacy regulations and in the new
EU Capital Requirements Directives for banks and

investment firms (CRD IV / CRR). In accordance
with these regulations only companies in the
financial sector and comapnies providing ancillary
services will be included in consolidated capital
adequacy. Associates will be proportionately
consolidated in relation to shareholding.

Consolidation of capital adequacy will be based on
the valuation principles of financial statements of
the operating companies. The valuation principles
that form the basis for solvency calculations at
the national level in the respective companies are
used for shareholdings in the foreign companies
that are being consolidated.

INVESTMENTS IN ASSOCIATED COMPANIES

DNB Bank ASA has a 40 per cent ownership
interestin Eksportfinans. DNB Bank ASA carries
loans in its balance sheets which according to
alegal agreement have been transferred to
Eksportfinans and are guaranteed by the bank.
Pursuant to the agreement, the bank still carries
interest rate risk and credit risk associated with
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the transferred portfolio. According to the IFRS
regulations, the loans have therefore not been
removed from the balance sheet of the bank.
These portfolios totalled NOK 2.2 billion at year-
end 2015. The loans are set off by deposits/pay-
ments from Eksportfinans. The bank has also
issued guarantees for other loans in Eksportfinans.
The transactions with Eksportfinans have been
entered into on ordinary market terms as if they
had taken place between independent parties.

The invesment is recognised in the accounts
according to the equity method and consolidated
pro ratain the capital adequacy calculations.
DNB's share of risk-weighted assets in Eksport-
finans was NOK 6.8 billion at year-end 2015



LEGAL STRUCTURE
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Legal structure and consolidation rules for capital adequacy requirements

DNB ASA

DNB Bank ASA

Major subsidiaries:

DNB Asset Management
Holding AS

DNB Livsforsikring AS

DNB Forsikring AS

DNB Nzringsmegling AS

DNB Eiendom AS

DNB Luxembourg S.A.

DNB Invest Denmark A/S

DNB Asia Ltd.

AS DNB Pank (Estonia)

DNB Meglerservice AS

DNB Sweden AB

AS DNB Banka (Latvia)

DNB Boligkreditt AS

DNB Nzringskreditt AS

DNB Capital LLC

DNB (UK) Ltd

AS DNB Bankas
(Lithuania)
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DNB Bank Polska S.A.




16 Leverageratio
17 Primary capital
18 Risk-weighted assets
19 Bufferrequirements

w"v
!
')

..X—LX‘&LLLL'\:IQ\ WAVANAN AN VAN AYA) 'i VAV AN AN AV AVAVA

..
AR A P B | i
‘5.‘.,-.-4..!’7‘4!._::. &

P 3 P P P S W S P = P> Sk S,

P T e T P N W

A A B

‘,llli-. ::i' ﬂl]
By | ,.le!r'

A e T o

i T
RS R

Ml
| {hl‘l

- _ i
_ T ! _ iy | A |

| ! — : (LS S 3TEN) i | T oy DL e
;

e K 1F’~. 1|
"H!m'-‘m-' f 5 1

|Illlllll'lw,
SENEEEEs]] g
TN EEEE r“
]lllllll
IIIIIII! /
) |
it =




The Basel Committee proposed a new inter-
national requlatory framework for capital

and liquidity for banks in 2010 (Basel ll). The

EU has implemented the regulationsin its new
capital requirements directive, CRD IV, and
capital requirements regulation, CRR. The new
regulations entered into force as from 1 January
2014. Important parts of the Basel Il regulations
were transposed into Norwegian legislation as of
1)July 2013.

On its Capital Markets Day in November 2015, the
Group raised its targets to a common equity Tier 1
capital ratio of minimum 15 per cent by year-end
2016, and a long-term goal to a common equity

Tier 1 capital ratio of 15.5 per cent by year-end 2017.

Atyear-end 2015, the DNB Group had a common
equity Tier 1 capital ratio of 14.4 percentand a
capital adequacy ratio of 17.8 per cent, compared
with 12.7 per centand 15.2 per cent, respectively,
ayear earlier. These calculations are based on the
Basel lll transitional rules. Risk-weighted assets
were NOK 1 129 billion kroner at year-end 2015.

3

Capital adequacy

Capitaladequacy
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RISK-WEIGHTED ASSETS, DNB GROUP
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The Basel | floor for risk-weighted assets applies
to DNB, which reduced the common equity Tier 1
capital ratio by 1.6 percentage points relative to
calculations based on the Basel Ill rules at year-end
2015.

Afteryear-end adjustments and dividend payments,
the holding company DNB ASA will have a liquidity
reserve of approximately NOK 4 billion.

The DNB Bank Group had a common equity Tier 1
capital ratio of 14.3 per cent and a capital adequacy
ratio of 17.9 per cent at year-end 2015, compared
with 12.5and 15.2 per cent, respectively, a year
earlier. A separate requirement from the US
authorities to the banking group relating to the
operations of the subsidiary DNB Markets Inc. in
New York must be fulfilled, whereby the Tier 1
capital ratio for the banking group must be 6 per
cent and the total capital adequacy ratio 10 per
cent. Atyear-end 2015, this requirement was
fulfilled by a widemargin.

DNB Bank ASA had a common equity Tier 1 capital
ratio of 15.1 per cent at year-end 2015 compared
with 13.2 per cent a year earlier. The capital
adequacy ratiowas 19.3 per cent at year-end
2015, compared with 16.3 per cent a year earlier.

DNB Livsforsikring had a capital adequacy ratio of
31.3 percentand a solvency margin of 306 per cent

3

Capital adequacy

atyear-end 2015, which is well above the regulatory
requirements of 8 per cent and 100 per cent,
respectively. Total annual profits after tax were
NOK 1.5 billion. A corresponding amount of Tier 1
capital will be transferred to the company. As of
2016, a common regulatory framework for the
capitalisation of insurance companies in Norway
and Europe, Solvency Il, applies. By year-end 2015
DNB Livsforsikring had a pro forma solvency mar-
gin of 113 per cent without the use of transitio-
nal rules, and 192 per cent calculated based on
the transitional rules. Further information can be
found in the chapter on DNB Livsforsikring.

LEVERAGE RATIO CALCULATION, DNB GROUP

Atyear-end 2015, DNB Boligkreditt AS had a
common equity Tier 1 capital ratio of 15.2 per
centand a capital adequacy ratio of 17.3 per cent,
calculated using the transitional rules.

LEVERAGE RATIO

As a supplement to the risk-weighted capital
requirements, and as a measure to counteract
adjustments and gaps in the regulation, it will also
be introduced a requirement to unweighted core
capital ratio, Leverage Ratio. The design of the
claim is still pending internationally, but itis
assumed a minimum requirement of 3 per cent.

NOK million 31 Dec. 2015
Tier1 capital 168 556
Leverage exposure
Securities financing transaction (SFTs) 318 513
Derivatives market value 79 626
Potential future exposure on derivatives 35774
Eligible cash variation margin (17 432)
Off-balance sheet commitments 250749
Loans and advances and other assets 1867 764
Deductions (10 441)
Total leverage exposure 2524553
CRD IV leverage ratio (%) 6.7%
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The European Commission will by year-end 2016
propose a non-risk based capital requirement,
applicable in the EU from 2018. DNB has set an
internal target of minimum 5 per cent leverage
ratio.

The DNB calculates its leverage ratio, LR, in accor-
dance with the revised article 429 of the CRR, and
the EU Commission Regulation that entered into
force on 18 January 2015.

Atyear-end 2015, the Group's leverage ratio was
6.7 per cent, up from 6 per cent a year earlier.
The diagram shows that DNB is well positioned
to meet the announced future requirements.

LEVERAGE RATIO, AGAINST AN ANTICIPATED
MINIMUM REQUIREMENT OF 3 PER CENT
Per cent
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4
2
0
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Il | everage ratio I Proposed international
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PRIMARY CAPITAL

Astrong level of profits of NOK 24.8 billion for
2015 enabled the DNB Group to continue to build
capital. The healthy profit reflected an increase in
netinterestincome, anincrease in other revenues
and reduced costs. DNB's common equity Tier 1
capital has been increased by NOK 21 billion over
the past twelve months. Core capital was further
increased by the issuance of NOK 6 billion in
hybrid securities. Tier 2 capital was increased

by NOK 4 billion in 2015 from issuance of sub-
ordinated debt. Furtherinformation about
primary capital can be found in the attachment.

When considering the dividend proposal for 2015,
the Board of Directors has taken the regulatory
capital adequacy requirements for the coming
years into account. The Board of Directors has thus
proposed a dividend for 2015 of NOK 4.5 per share.
The proposed dividend gives a dividend yield of 4.1
per cent based on a share price of NOK109.8 as at 31
December 2015. The proposed dividend implies that
DNB ASA will distribute a total of NOK 7.3 billion

in dividends for 2015. The payout ratio represents
approximately 30 per cent of earnings per share.
According to DNB's long-term financial ambitions,
DNB shall, in the period up to 2018, achieve a
return on equity above 12 per cent, along-term
common equity Tier 1 capital ratio of minimum
15.5 per cent and a dividend payout ratio of more
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than 50 per cent, subject to a satisfactory capital
adequacy level.

RISK-WEIGHTED ASSETS

The DNB Group reports credit risk for the major
part of the portfolio according to the IRB approach,
which means that internal models based on the
bank's loss records for previous years are used

to calculate capital requirements. For the corpo-
rate portfolio, the advanced IRB approach is used,
which implies that internal models for probability
of default, (PD), loss given default, (LGD), exposure
at default (EAD) and maturity (M) are used both
forgovernance purposes and in capital adequacy
calculations. The IRB portfolios are described in
further detail in the chapter on credit risk. DNB
Bank ASA reports operational risk according

to the standardised approach, while some sub-
sidiaries use the basic indicator approach. Market
risk is reported according to the standardised
approach.

Risk-weighted assets increased by NOK 9 billion
during 2015, totalling NOK 1 129 billion at the
end of the year. The supplementary capital,
calculated in accordance with the transitional
rules, increased by 19 billion compared with
year-end 2014. Calculated by the Basel Il rules
risk-weighted assets decreased by 10 billion in
2015. Calculated according to the IRB approach,
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DEVELOPMENT IN RISK-WEIGHTED ASSETS, DNB GROUP
NOK billion
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credit risk rose by NOK 86 billion, while the
volume calculated by the standardised approach
was equivalently reduced. The explanation is that
the simulation models for large corporates were
adopted for reporting from the fourth quarter of
2015.

BUFFER REQUIREMENTS

The combined bufferis a key elementin the

new capital adequacy regulations. This buffer
represents the total of the capital conservation
buffer, the systemic risk buffer, the buffer for other
systemically important institutions (O-SlI) buffer
and a possible counter-cyclical buffer. These
buffers must consist of common equity Tier 1
capital. If the common equity Tier 1 capital falls
below the level required to meet the minimum
and the combined buffer requirements, there will
be restrictions on dividend and bonus payments
and on repayment of hybrid capital.

1) EAD, exposure at default.

2) Due to transitional rules, the minimum capital adequacy require-
ments cannot be reduced below 80 per cent of the corresponding figure
calculated according to the Basel | regulations.
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SPECIFICATION OF RISK-WEIGHTED VOLUME AND CAPITAL REQUIREMENTS, DNB GROUP

Average risk Risk
Nominal weights weighted Capital Capital
exposure EADY in per cent volume requirements requirements
NOK million 31 Dec. 2015 31 Dec.2015 31 Dec. 2015 31 Dec. 2015 31 Dec. 2015 31 Dec. 2014
IRB approach
Corporate 1108 681 903 210 46,3 417 760 33421 29 699
Specialised Lending (SL) 10813 10042 58,2 5844 468 179
Retail - mortgage loans 667 612 667 612 22,9 153008 12241 8 705
Retail - other exposures 111 886 92132 26,7 24 568 1965 2016
Securitisation 19162 19162 78,3 15007 1201 1820
Total credit risk, IRB approach 1918154 1692158 36,4 616 187 49 295 42419
Standardised approach
Central government 60174 74103 0,6 411 33 18
Institutions 345489 109 775 25,4 27 873 2230 2730
Corporate 176 199 138 347 87,3 120710 9657 16153
Retail - mortgage loans 48 498 46 475 47,4 22 046 1764 1657
Retail - other exposures 93085 43513 75,9 33024 2642 2757
Equity positions 3193 3193 107,9 3444 276 241
Securitisation 2474 2474 30,2 748 60 66
Other assets 5912 5912 1131 6684 535 674
Total credit risk, standardised approach 735025 423792 50,7 214939 17 195 24 297
Total credit risk 2653178 2115950 39,3 831127 66 490 66 715
Market risk
Position risk, debt instruments 14 261 1141 1380
Position risk, equity instruments 456 36 39
Currency risk 0
Commodity risk 38 3 9
Credit value adjustment risk (CVA) 6 407 513 601
Total market risk 21161 1693 2029
Operational risk 83381 6670 6 546
Net insurance, after eliminations 80791 6463 6828
Deductions 0
Total risk-weighted volume and capital requirements before transitional rules 1016 460 81317 82119
Additional capital requirements according to transitional rules? 112913 9033 7534
Total risk-weighted volume and capital requirements 1129373 90 350 89653
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The table shows compliance with the minimum
and buffer requirements as at 31 December 2015.
With respect to the 8 per cent minimum capital
adequacy requirement, Tier 2 capital can represent
up to 2 per cent while hybrid capital can represent
up to 1.5 per cent. Both the banking group and
the financial services group meet the minimum
requirement by using the maximum amount of
Tier 2 capital. Hybrid capital represented approxi-
mately 1 per cent of the maximum allowed 1.5
per cent. This means that common equity Tier 1
capital must be used to meet the remainder of the
minimum requirement, which reduces the amount
of common equity Tier 1 capital that can be used
to meet the bufferrequirements.

At year-end 2015 there was a surplus of common
equity in relation to total capital requirements at
18.6 and 25.5 billion respectively for the banking

group and financial conglomerate.

The introduction of buffer requirements happens
incrementally. At year-end 2015 the combined
buffer requirement was composed of capital con-
servation buffer, systemic risk buffer, O-SIl buffer
and the counter cyclical buffer, and constituted
7.5 per cent. By mid-year 2016 countercyclical
buffer will increase from 1 to 1.5 per cent and
buffer for systemically important institutions

will increase from 1 to 2 per cent.
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TOTAL CAPITAL REQUIREMENTS, DECEMBER 2015

NOK million Rate DNB Bank Group DNB Group
Risk-weighted volume (minimum capital requirement) 1056731 1129373
Risk-weighted volume (buffer requirements) 1056731 1066 026
Minimum Common equity Tier 1 capital req. 45% 47 553 50822
MinimumTier 1 capital req. 6,0 % 63 404 67762
Minimum Total primary capital req. 80% 84 538 90 350
Allocation of capital to cover minimum capital requirements

Common equity Tier 1 capital 53137 57 495
Additional Tier 1 securities 10 267 10267
Tier 2 capital 21135 22587
CET1 buffer requirements

Capital conservation buffer 25% 26 418 26 651
Systemic risk buffer 30% 31702 31981
Buffer for systemically important institutions (O-SII) 1,0% 10567 10 660
Counter-cyclical buffer 1.0% 10 567 10 660
Combined buffer requirement 79 255 79952
Common equity Tier 1 capital vs combined capital requirements

Common equity Tier 1 capital 150 948 162 965
Minimum capital requirement - CET1 -53137 -57 495
Buffer capital requirements -79 255 -79 952
Surplus of Common Equity Tier 1 Capital 18 556 25518

1) The risk-weighted volume for calculation of buffer requirements is without cosolidation of the insurance companies, and therefor somewhat lower

for the DNB Group
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Risk management and control in DNB

DNB Bank ASA shall have a low overall risk profile,
and will only assume risk which is comprehensible
and possible to follow up. DNB is committed not
to offer products or services or perform other acts
which entail a significant risk of contributing to
unethical conduct, the infringement of human or
labour rights, corruption or serious environmental
harm. DNB Bank ASA aims to maintain an AA level
international rating for ordinary long-term debt.

The primary aim of risk management in DNB is to
achieve an optimal balance between the Group's risk
of losses and its earnings potential in a long-term
perspective. Risk management implies that profit-
ability is considered relative to risk, while ensuring
that the Group is secured against unintentional risk.

Healthy risk management is based on a strong risk
culture, which is characterised by a high level of
awareness concerning risk and risk management
in the organisation. A common risk management
framework provides the basis for developing a
sound culture and for effective management of
the Group.

GOVERNING BODIES IN THE DNB GROUP

GENERAL MEETING
(Election commitee)

SUPERVISORY BOARD*
W (control commitee)

BOARD OF DIRECTORS
Audit Commitee Risk Management Commiteee Compensation Committee

GROUP CHIEF EXECUTIVE AND GROUP MANAGEMENT MEETING

FIRST LINE OF DEFENCE SECOND LINE OF DEFENCE
Operational management Risk management
Internal control Compliance

Internal control over
financial reporting

Security

W Executive body

B First line of defence

THIRD LINE OF DEFENCE

Group Audit

Advisory body

B Second line of defence, monitoring function

*The committee was closed down as of 1 January 2015
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RESPONSIBILITIES AND ORGANISATION

Risk managementin DNB is based on a model
with three lines of defence. Key risk management
principles are clear goals and strategies, policies
and guidelines, as well as an effective operating
structure and transparent reporting.

The first line of defence is the operational
management’s governance and internal control,
including processes and activities to reach defined
goals relating to operational efficiency, reliable
financial reporting and compliance with laws and
regulations. The business units own the risk and
areresponsible for daily risk management within
theirarea. They shall at all times ensure that risk
management and risk exposure are within the
limits and overarching principles decided by the
Board of Directors.

The second line of defence represents inde-
pendent functions which monitor and follow up
the operational management'’s governance and
internal control. The functions are established to
ensure that the first line of defence is properly de-
signed and functions as intended. The second line
of defence is responsible for setting the premises
forrisk management and for coordination across
organisational units. The risk management functi-
on supervises the implementation of effective risk
managementin the firstline, and is responsible for
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identification, quantification, analysis and repor-
ting of all risks. The function develops classificati-
on models and processes that help business units
manage risk. The compliance function ensures
that operations are carried out in compliance with
applicable laws and regulations. Internal control
over financial reporting monitors financial risks
and accounting issues.

The third line of defence is Group Audit, which
reviews and evaluates group management's
overall governance and internal control. Group
Audit reviews risk managementin the first and
second lines of defence, and identifies potential
improvements in operations by evaluating risk
management and internal control. Group Audit
isindependent of the Group's executive mana-
gement and reports to the Board of Directors of
DNB ASA.

Governing bodies in the DNB Group, as well as
risk management and internal control, are il-
lustrated below. As of 1 January 2016, financial
undertakings are no longer required to have a
Control Committee or a Supervisory Board, and
these bodies were therefore closed down with ef-
fect from the same date.

BOARD OF DIRECTORS

The Board of Directors of DNB ASA carries respon-
sibility for ensuring that the Group is adequately
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capitalised relative to the risk and scope of ope-
rations, and that capital requirements stipulated
in laws and regulations are met. The Board of Di-
rectors of DNB ASA sets long-term targets for the
Group's risk profile through the risk appetite fram-
ework. The Board of Directors continually moni-
tors the Group's capital situation; see furtherin-
formation under Capital management and ICAAP.

The Board of Directors of DNB ASA annually revi-
ews the Group's principal risk areas and internal
control. The review, which is based on reporting
from the group chief executive, aims to document
the quality of the work performed in key risk areas
and to identify any weaknesses and needs for im-
provement. The Boards of Directors of DNB Bank
ASA, DNB Livsforsikring AS and other significant
subsidiaries annually evaluate the companies’ key
risk areas and internal control.

The Risk Management Committee monitors the
Group's internal control and risk management
systems, as well as the internal audit, and makes
sure that they function effectively. In addition,
the committee advises the Board of Directors
with respect to the Group's risk profile, including
the Group's current and future risk appetite and
strategy. Advice to the Board of Directors may
include strategies for capital and liquidity mana-
gement, credit risk, market risk, operational risk,
risk related to compliance and reputation, as well



as other risks within the Group. The committee
makes preparations for the Board's monitoring of
risk management within the Group, which inclu-
des reviewing and assessing group management's
risk reporting. Particular emphasis is placed on
the capitalisation of the Group (ICAAP), significant
changes in models for calculating risk-adjusted
capital and risk-adjusted returns, as well as the
monitoring of risk limits and strategies. The com-
mittee consists of four members elected by the
Board of Directors for terms of up to two years.

The Audit Committee evaluates the quality of the
work performed by Group Audit and the statutory
auditors, and shall ensure that the Group has inde-
pendent and effective external and internal audit
procedures, as well as a satisfactory financial repor-
ting in compliance with laws and regulations. The
Audit Committee considers and submits a recom-
mendation regarding the choice of statutory auditor
forthe Group and the statutory auditor's remune-
ration. The Committee assesses and monitors the
independence of the auditor. The committee also
supervises the financial reporting process, has regu-
lar contact with the external and internal auditors
on the audit of the financial statements, and revi-
ews the statutory audit of the annual accounts and
consolidated accounts. The committee makes pre-
parations for the Board's monitoring of the financial
reporting process, and also reviews and assesses the
Group's financial reports. The committee consists of
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THE RISK MANAGEMENT COMMITTEE'S ANNUAL WORK

JAN FEB MAR APR MAY JUN JUL AUG SEP oCT NOV DEC

The Groups work on anti-money laundering

Risk report

e

Updating risk appetite

Pillar 3 report

—_— »

ICAAP reporting/ SREP

Capitalisation guidelines

P

Validation of IRB portfolio

.

Status report on risk management and control
—_—

Annual evaluation of the Group policy

for risk management
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Credit strategies

P

Compliance report

[

Evaluation of the risk situation on an ongoing basis

24 DNB GROUP 2015 RISK AND CAPITAL MANAGEMENT



four members, of whom at least one must be inde-
pendent and have qualifications in accounting and/
orauditing.

The Compensation Committee consists of three
members of the Board, and meets as often as neces-
sary. The committee puts forth a recommendation
forthe Board of Directors' guidelines for remunera-
tion to senior executives in accordance with Sec-
tion 6-16ain the Public Limited Companies Act. The
committees draws up proposals and issues recom-
mendations to the Board of Directors regarding the
remuneration awarded to the group chief executive
and acts in an advisory capacity to the group chief
executive with respect to the remuneration and
otherimportant personnel-related matters concer-
ning members of the group management team and
any others reporting to the group chief executive.
The Compensation Committee has the authority

to examine all activities and aspects of the Group's
operations and may obtain information from any
employee. See chapter on DNB's remuneration sche-
me for more information.
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ORGANISATION OF RISK MANAGEMENT AND INTERNAL CONTROL IN DNB

‘ BOARD OF DIRECTORS ‘

‘ Risk Management Committee ‘ ‘ Audit Committee ‘

‘ GROUP CHIEF EXECUTIVE ‘
AND EXECUTIVE BODIES

‘ Internal Audit

‘ Group Advisory Credit ‘ ‘

Group compliance ‘ ‘
Committee

‘ Group Risk ‘
officer

Group Finance ‘

Customer and prod_uct‘
units/ support units

Management

Group ICAAP and

*‘ Capital adequacy ‘ Recovery Planning

ALCO

Local operational risk
officers

Validation

Balance and Cash ‘
Management

‘ Local AML officers ‘

AGOR

Group Credit Risk

‘ Internal Control over ‘
Management

financial reporting

Local compliance
officers

L ‘ Profitability systems ‘ — ‘ AML/ Sanctions

Forum for AML and
International Sanctions
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GROUP CHIEF EXECUTIVE AND EXECUTIVE
BODIES

The group chief executive is responsible for imple-
menting risk management measures that help
achieve targets for operations set by the Board of
Directors of DNB ASA, including the development
of effective management systems and internal
control.

The group management meeting is the group
chief executive’s collegiate body for management
at group level. Allimportant decisions concer-
ning risk and capital management will generally
be made in consultation with the group mana-
gement team. Authorisations must be in place
for the extension of credit and for position and
trading limits in all critical financial areas. All
authorisations are personal. Authorisations are
determined by the Board of Directors of DNB ASA,
along with overall limits, and can be delegated in
the organisation, though any further delegation
must be approved and followed up by the relevant
person’'simmediate superior. See also the chapter
about credit risk for a description of the credit aut-
horisation structure.

A number of advisory bodies have been establis-
hed to assist in preparing documentation and im-
plementing monitoring and control within various
specialist areas:
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m The Asset and Liability Committee, ALCO, is an
advisory body for the chief financial officer and
the chief risk officer and handles matters rela-
ting to the management of market and funding
risk, risk modelling, capital structure and return
targets.

m The Group Advisory Credit Committee appro-
ves large credits to selected borrowers that are
customers of more than one business area and
advises the group chief executive and the Board
of Directors in connection with large individual
credit proposals.

m Advisory Group Operational Risk, AGOR, is an
advisory committee for the Group’s chief risk
officer and helps develop the Group’s solutions
within operational risk management to ensure
effective and consistent monitoring and repor-
ting throughout the Group.

m The Forum for AML and International Sanctions
isan advisory body for the Group's chief risk
officer and provides advice and guidance with
respect to DNB's compliance with international
sanctions and the Group's anti-money launde-
ring and counter-terrorism financing work.

GROUP RISK MANAGEMENT

Group Risk Management is the central, indepen-
dentrisk management unitin DNB, and consti-
tutes the main part of the second line of defen-
ce. The entity is headed by the Group's chief risk
Officer, CRO, who reports directly to the group
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chief executive. The CRO sets the premises for
risk taking and internal control, and assesses and
reports the Group's risk situation. The majority
of the Group's risk entities are organised in Group
Risk Management.

Divisions have been established in Group Risk Ma-
nagement with group-wide responsibility for cre-

dit risk, market and liquidity risk, operational risk,
model development and stress testing, validation,
risk reporting and analysis, compliance and AML/

sanctions.

There are requirements forimpartiality and
independence in risk management, and all units
with special functions within risk management
shall as arule be independent and have high
integrity. Good interaction between risk functions
and business operations is nevertheless a
prerequisite for the development of a good risk
culture. Operative risk management is organised
in the business areas.

The compliance function is an independent func-
tion which identifies, evaluates, gives advice on,
monitors and reports on the Group's compliance
risk. The function is headed by the Group compli-
ance officer, GCO, who reports to the Board of Di-
rectors via the group chief executive. All business
areas and support units, as well as large subsidia-
ries and international entities, have a compliance



function with responsibility for ensuring compli-
ance with relevant regulations. The compliance
functionsininternational entities and the Group's
operations in the Baltics and Poland report directly
to the GCO. The responsibility for ethics in the
DNB Group is also organised under the compliance
function.

Group Risk Management, represented by the group
AML officer, is responsible for ensuring that the
monitoring of money laundering in accordance
with the laws and regulations. The AML/Sanctions
division has been established under Group Risk
Management, and reports to the CRO. The unit is
responsible for management and control within
this field, and for reporting on the risk situation. All
business areas and support units, as well as large
subsidiaries and international entities, report
directly to AML/Sanctions and are responsible for
ensuring that anti-money laundering procedures
and sanctions are being followed up.

In 2015, operational risk, market risk, liquidity and
insurance risk, and the responsibility for risk appe-
tite were organised in a single division, Integrated
Risk Management. The division is responsible for
monitoring a number of the Group's processes re-
lated to the individual risk types. Within operatio-
nal risk, the guidelines for operational risk describe
how risk should be kept low through few events
and low losses. There should be an operational
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risk officer, ORQ, in all business areas and support
units. The ORO function shall be independent of
business operations. The OROs are responsible for
registering events related to operational risk and
for following up these events and establishing risk-
mitigating measures. The OROs are also involved in
preparing the annual internal status report regar-
ding management and control of operational risk,
which is part of a report to the Board on the entire
Group.

At least once a year a validation of the IRB models
and stress testing of the Group's IRB portfolios shall
be carried out. The work is organised in units that
are independent of the business areas. The valida-
tionis also independent of the entities responsible
for model development and credit management.
The Board establishes requirements for the content
of the validation and stress testing activities.

GROUP AUDIT

Independent and effective audits will help ensure
satisfactory risk management and internal control,
as well as reliable financial reporting. Group Audit
receivesitsinstructions from the Board of Directors
of DNB ASA, which also approves the department’s
annual plans and budgets.

Group Audit should verify that adequate and effec-

tive risk management and internal control are in
place. Group audit should also assess whether risk
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identification, established management proces-
ses and control measures effectively contribute to
strengthening the Group's ability to reach targets.



RISK REPORTING

Allinformation concerning risk should be based on
the fundamental principles of transparency and ac-
cessibility. Follow-up of risk targets, risk limits and
indicators, determined at the respective organisa-

tional levels, are to be included in the risk reporting.

Risk reporting should contribute to the develop-
ment of a common culture for the entire Group,
and will be as far as possible be based on common
principles and terminology. External risk reporting
shall be based on the same principles as the inter-
nal risk reporting.

GROUP POLICY FOR RISK MANAGEMENT
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RISK REPORTING IN DNB

Management frequency = Management body

Reporting

The Board of Directors of DNB ASA has appro-

ved the group policy for risk management, which
should serve as a guide for DNB's overall risk ma-
nagement and describes the ambitions for atti-
tudes toand work on risk in the DNB Group. The
principles in the group policy for risk management
are described in further detail in group guidelines.
The Board of Directors has also approved group
policies for compliance and ethics, which are also
owned by the Group’s CRO.

Monthly Group management meeting

Audit Committee

Risk Management Committee
The Board of Directors DNB ASA
The Board of Directors DNB
Bank ASA

The Board of Directors DNB
Livsforsikring

The Board of Directors DNB
Forsikring

Quarterly

The Board of Directors of large
international subsidiaries in DNB

Yearly The Risk Management Commit-
tees and the Board of Directors

of DNB ASA and DNB Bank ASA

The Risk Management Commit-
tees and the Board of Directors
of DNB ASA

Monthly status on all statements in the risk appetite framework

Risk report

The report provides a status of the risk situation, measured in
accordance with the framework for risk appetite. The report
includes the utilisation of limits set by the boards of DNB ASA,
DNB Bank ASA and DNB Livsforsikring. The Board of Directors
of DNB Livsforsikring receives quarterly reports with an as-
sessment of the company's risk situation.

Risk reports with a evaluation of the companies risk situation

ICAAP report (Internal Capital Adequacy

Assessment Process)

The report contains a self-assessment of the risk and capital
situation in DNB. Group Audit performs a review of the ICAAP
process in DNB, and a report with the audit summaries is
treated in the same meeting.

Compliance report
The report provides a review of the Group's overall compliance
risk and the measures necessary to reduce this.

Validation report
Review of the validation results, i.e. verification of the
robustness of the internal credit models.

Status report on the management and control of
operational risk

Summary of the process carried out in all business and
supportareas, and cover two parts:

m Self assessment of quality in management and operations.
m Risk assessment of significant risk.
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GROUP POLICY FOR RISK MANAGEMENT

Risk management is an integrated part of DNB's

corporate governance and includes:

m l|dentification, assessment, reporting and monitoring
the Group's risks.

m Proactive advise on the risk aspect of decisions.

m Methods, tools, limits, guidelines, training and
processes for decision support and verification
related torisk assessments.

Purpose
The risk management policy isa common framework
forrisk managementin all unitsin the DNB Group.

Aim

All activity in the group involves risk. The ability to
manage risk is the core of financial activity and a
prerequisite for value creation over time.

The Group shall only assume risk which is understood
and can be followed up and shall not be associated with
activities that can harmiits reputation. Thereis a clear
separation between risk which is taken actively, where
return should be maximized, and risk which should be
held to an acceptably low level. The culture of the group
shall be characterized by individual responsibility,
transparent methods and processes that support

good risk management. Risk management shall

have good quality and high information value.

Management and measurement

1. The Board establishes the acceptable level of risk for
DNB through risk appetite statements describing what
risk level the group is prepared to accept.

2. Limitsand/ or strategies must be established for all
significant risks.
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3. Risk shall be included explicitly in management
followup and compensation considerations in the form of
boundary indicators that serve as the operationalization
of the overall framework and strategies.

4. All authorizations are personal.

The process

5. The responsibility for risk managementin DNB is

role-dependent:

m Employee: Each employee has the responsibility to
understand and act on the risks he or she sees in their
own work.

m Leader: Theindividual leader must empower the
employees’ understanding of and active approach to
risk.

m Chief Risk Officer: The CRO and therisk organization

set the premises for the Group's risk management and

sets the limits and follow up the Group's risk
situation.

m CEO: The Chief Executive Officeris responsible for
implementing a risk management system that helps
to fulfill the objectives and scope set by the Board of
DNB ASA

m The Board: The Board has the overall responsibility
forall risk management within the Group, including
implementation in accordance with laws, regulations
and guidelines.

6. Risk management should be based on efficient,
flexible and transparent processes adapted to the
requirements of managing risk.

7. The risk management function has the second line
responsibility for organizing and controlling these
processes.
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Follow-up

8. Consistent risk definitions, risk reporting and key
figures shall form the basis for all measurement and
reporting in a manner that ensures that there are
neither gaps nor unnecessary overlaps in the Group's
risk management.

9. Allemployees in DNB are responsible for reporting
and dealing with material events or exceptions.

10. The Group's risk situation is to be reported monthly
to the Group Management and quarterly to the Board
of Directors and the market.

Evaluation

11. The Group's work on risk management shall be
regularly checked and tested.

12. Group Audit, as the third line of defense, assists the
Board in ensuring that there is quality in all essential
elements of the Group's risk management framework.



RISK APPETITE

The risk appetite framework represents an opera-
tionalisation of the group policy and guidelines for
risk management, and shall ensure that risk mana-
gementisintegrated in the Group's other gover-
nance processes. The risk appetite framework shall
provide a comprehensive and balanced overview
of the risks the Group is willing to accept in order
torealise its goals. Measuring risks against the risk
appetite framework will provide an overview of the
risk situation in the DNB Group. In 2015, the work
on anti-money laundering was included in the risk
appetite framework.

In the risk appetite framework, risk is considered

in a uniform manner across risk types and business
areas. Thereis both qualitative and quantitative
risk measurement and management. The risk ap-
petite framework shall ensure that a holistic view
of risk isincluded in the Group's strategy and plan-
ning. All planned and actual deviations from the de-
termined risk appetite are presented to the Group's
governing body for review and further decision.
The framework will give management the opportu-
nity to evaluate options, and implement measures
so that a negative trend can be reversed before the
defined risk appetite level is broken.

As part of the risk appetite framework, a set of
governance principles and operational procedures
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RISK TYPES AND CORRESPONDING MEASUREMENT IN THE RISK APPETITE FRAMEWORK

Risk type

Measurement

Profitability and earnings

Capital adequacy

Market risk

Credit risk

Liquidity risk

Operational risk

Reputational risk

Anti-money laundering

Probability of not reaching the minimum capital target in 2016
Risk-adjusted profit
Common equity Tier 1 in accordance with step-up plan

Current level of Solvency Il position with and without transitional rules

DNB Bank ASA credit rating against target

Market risk in per cent of total risk-adjusted capital
Industry concentration (EAD)

Single customer concentration (risk-adjusted capital)
Expected loss in per cent of Group EAD

Annual EAD growth

LCR in accordance with minimum requirements
NSFR in accordance with step-up plan

Deposits to loans adjusted for volatile deposits
Operational losses and significant operational events
Number of critical IT events

RepTrak measure undertaken by Reputation Institute
Progress of all activities defined in the AML action plan
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and responsibilities within the DNB Group have
been defined. These are vital to ensure that risk
appetite contributes to risk management being
integrated with other key steering processes in
the organisation. This while still maintaining the
required independence to function as a reference
point for risk consequences of the organisation’s
strategic and financial planning.

m Ownership: Ownership of the framework rests
with the Board of Directors. All changes to the
framework and the governance principles are
to be approved by the Board of Directors.

m Accountability and responsibility: Each risk
appetite statementis to be assigned an owner
within the administration, who will be responsi-
ble for follow-up if risk levels are exceeded.

m Annual review: The risk appetite framework is
to bereviewed at least once a yearin a process
initiated by the Group’s chief risk officer. The
annual review is to take place independent of
the strategic and financial planning process.

m Reporting: There will be monthly reporting of
actual risk exposure within the DNB Group in
the form of a “traffic light” representation.
Based on this reporting structure there are
pre-defined procedures for following up and
handling risks that are approaching critical
levels vis-a-vis the risk appetite statements,
and for risk elements that may have exceeded
such levels.
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In addition to the measurement methods shown
in the table, the owners of the respective risk
appetite statements are responsible for making
qualitative assessments of whether the measure-
ment adequately reflects risk developments and
whether the risk level is within acceptable limits.

Therisk appetite framework is operationalised in
the business areas and support units by establish-
ing risk indicators and related targets in the gover-
nance system. The use of risk indicators tailored to
the various units in the Group will help ensure that
risk remains within the desired level. Risk indica-
tors are in the form of either limits for quantifia-
ble risk or qualitative assessments of the risk level.
They do not need be based on the same measure-
ment parameters as the ones used at group level,
though they must support the samerisk types
and show the same trend. Continual monitoring
of these target figures will ensure that the risks
that are considered to be the most significant are
also subject to monitoring and discussion in ope-
rative units in the organisation.

The yellow trafficlight triggers a formal process,
with clearly defined responsibilities at manage-
ment level. A discussion at group management
level must take place, and an explicit decision
made as to whether or not the situation needs to
be rectified. Ared trafficlightis to be reported to
the Board of Directors in the first subsequent me-
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eting, with a requirement to formulate an action
plan to either bring the statement out of the red’
zone or to accept a deviation.

RESOLUTION AND RECOVERY PLAN

For the risk appetite framework to function as an

‘early warning system’, focused management deci-

sions at the right pointin time are essential. DNB
has putin place a hierarchy of contingency indica-
torsand measures as illustrated in the chart below.

In 2013, Finanstilsynet (the Norwegian Financial
Supervisory Authority) instructed DNB to prepare
arecovery plan based on a recommendation from
the European Banking Authority. The preparation of
such plan a planis required according to the EU draft
The Bank "Recovery and Resolution Directive”, BRRD,
which cameintoforcein the EU as of 1 January 2015.
In 2015 the DNB College, which consists of Finanstil-
synetand requlators in other countries where DNB
operates, rated DNB's recovery plan against the
BRRD requirements and the EBA's supplementary
guidelines, in spite of the fact that the BRRD has not
yet beenincorporated in the EEA Agreement. The
recovery planis updated each year. DNB has delivered
a Living Will, aresolution plan, to the US authorities
concerning its operationsin the US.

The recovery plan shall ensure restoration of the
Group following situations of severe stress without



any involvement by or support from the authorities.

The recovery plan will be an integrated part of the
Group's risk and capital management framework
and will be activated only if pre-defined indicators
are breached. Indicator breaches will trigger a tho-
rough assessment of the situation and the possi-
ble implementation of measures. If recovery is not
feasible, the Group will enter the resolution phase.
The authorities will then be responsible for develo-
ping a resolution plan for this phase.

The recovery plan includes the following

descriptions:

m Strategic analysis of the DNB Group and critical
functions performed by DNB

m Operational and legal interconnectedness to
external parties and within the Group

m Governance processes in recovery planning and
recovery plan implementation

m Crisis scenarios that may trigger a recovery
situation

m Recovery measures that may improve the Group's
capital adequacy and liquidity situation

m Preparatory measures to ensure the effective-
ness of the recovery measures

m Communication plan in crisis situations
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RISK-ADJUSTED CAPITAL AND
CAPITAL ALLOCATION

The DNB Group quantifies risk by measuring econ-
omic capital, called risk-adjusted capital, internal-
lyin DNB. The Group's total risk model is used to
measure risk-adjusted capital in DNB. Risk-adjus-
ted capital measures the risk of losses stemming
from the different business activities, and allows
for comparison across risk categories and busi-
ness areas. The quantification is based on statis-
tical probability calculations for the various risk
categories on the basis of historical data. In cases
where the historical data is of inadequate quality,
expert assessments are applied. The model ini-
tially simulates the risk of losses stemming from
each of the different risk categories before calcu-
lating the total risk. A significant diversification
effect arises when the various risks are considered
together, asitis unlikely that all losses will oc-
curatthe same time. The diversification effects
between risk categories and business areas imply
that the Group's risk-adjusted capital will be much
lower than if the business areas had been inde-
pendent companies.
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CONNECTION BETWEEN RISK APPETITE,
DIFFERENT PREPAREDNESS MEASURES WITHIN
THE GROUP AND THE RECOVERY PLAN
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DNB has stipulated that risk-adjusted capital
should cover 99.97 per cent of potential unexpec-
ted losses within a one-year horizon. This level is
in accordance with an AA level rating target for
ordinary long-term debt.

The allocation of capital to the various business
units is a key element in DNB's governance model
and an operationalisation of the principle that the
Group's capital requirement, represented by the
common equity Tier 1 capital requirement, shall
be allocated in full to all business areas. DNB uses
risk-adjusted returns in management and the in-
ternal reporting of activities on different organisa-
tional levels. In the pricing and management sys-
tems, capital shall be allocated to ensure an ade-
quate long-term return on capital. The allocation

principles are adapted to the different types of risk.

m Capital for creditrisk is allocated based on the
Group's internal calculation of risk-adjusted
capital for credit, multiplied by a factor to
reflect that external requirements are higher.

m Capital for market risk in DNB Markets is based
on thereported risk-weighted assets multiplied
by the Group’'s common equity Tier 1 capital
target

m Capital for operational risk is calculated as a
factor of income. The same factoris used for all
units, reflecting the Group's capital target.
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RISK-ADJUSTED CAPITAL BY RISK
CATECGORY, DESEMBER 2015

Per cent

Il Credit risk 61% B Insurance risk2 %

Il Market risk 8 % Operational risk 12 %
Market risk in life insurance 9 % Il Business risk 8 %
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Capital management and ICAAP

Financial institutions are required to complete an
Internal Capital Adequacy Assessment Process,
ICAAP. Capital requirement assessments should
be forward-looking and take account of business
plans, growth, access to capital markets and
economic developments. In DNB, risk and capital
requirements are assessed on an ongoing basis
during the year.

The capital adequacy assessment process should
also encompass risks which are not included in the
calculation of the minimum requirement. In ad-
dition, it should reflect the fact that risk quantifi-
cationis based on methods and data which entail
uncertainty. The liquidity and funding situation
should be reviewed relative to the Group's capita-
lisation in the Internal Liquidity Adequacy Assess-
ment Process (ILAAP).

The diagram shows ICAAP activities throughout
the year. Key elementsin the ICAAP are an annual
update of the Group's risk appetite framework,
updates on strategy and the financial plan and
the stipulation of financial target figures.

ICAAP ACTIVITIES THROUGHOUT

THEYEAR
Risk
Annual arpe?/‘i?é\'}/e
report Y
Revi[:aw of Risk report
capitalisation Q1
subsidiaries
ICAAP
report

/ .

/

i ICAAP IS a

|
_— k continuous
plan and / strategy
strategy \ proceSS start-up

Risk report o < Risk report
Q3 Q2
DNB College
Il Ongoing risk monitoring, COmgTQeEnPtS SREP g
measurement and assessment ol feedback

Il Financial plan and strategy
Il Risk appetite review
Il |CCAPreport
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Therisk appetite statements and limits are revi-
ewed and updated during the first quarter. ICAAP/
ILAAP and SREP provide important input when
therisk appetite statements are adjusted or chan-
ged and are reported and followed up through
therisk appetite framework. Targets for capital
adequacy, solvency margin and liquidity risk are
operationalised in risk appetite. The risk appetite
framework is subject to monthly monitoring.

The Group's strategy and financial plan for the
coming three years are prepared in the second half
of the year. In consequence of the stricter mini-
mum capital requirements, the Group's capital
situation and need to build up capital have been
key factors in the strategy process and in financial
planning over the past few years. In the budget
and strategy process, the Group's return on equity
targetis converted to a required rate of return on
allocated capital. The allocation of capital to the
business unitsis a central elementin DNB's go-
vernance model and an operationalisation of the
principle that the Group's capital requirements
shall be allocated in full to all business areas. Risk-
adjusted capital is one of many principles used in
the capital allocation. Risk-adjusted return on al-
located capital is part of the risk appetite fram-
ework.

The risk report describes risk developments and
the status of the Group's credit exposure relative
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to thelimitsin therisk appetite framework. The
reportincludes a review of the Group’s capitalisa-
tion based on macroeconomic developments, de-
velopments in risk exposure and expected future
profitability. A key element of the capitalisation
assessments is the calculation of risk-adjusted
capital. DNB calculates risk-adjusted capital for
all risk types and all of the Group's business areas.
The Risk Management Committee and the Boards
of Directors of DNB ASA and DNB Bank ASA re-
ceive the report parallel to the Group's quarterly
reports, which enables the Boards to view the
Group's financial performance relative to develop-
ments in the risk situation.

The Group's ICAAP is documented annually
through a separate ICAAP report, which is
sent to Finanstilsynet and form the basis for
Finanstilsynet's assessment of the Group's risk
and capital management. Each year, Finanstil-
synet prepares a total risk assessment for the
Group and provides feedback on the capitali-
sation of the Group (SREP, Supervisory Review
and Evaluation). Subsidiaries carry out a capital
adequacy assessment process at least once a
year. Most of the subsidiaries prepare their own
ICAAP documentation, whichis included in the
Group's ICAAP report. An international super-
visory college has been established for DNB
under the auspices of Finanstilsynet.
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ASSESSMENT OF RISK PROFILE, CAPITAL
REQUIREMENTS AND REGULATORY
CAPITAL LEVELS

The capital adequacy regulations specify a mi-
nimum primary capital requirement based on
risk-weighted assets, which includes credit risk,
market risk and operational risk. In addition to
meeting the minimum requirement, the Group
must satisfy various buffer requirements. The dif-
ference between buffer requirements and mini-
mum requirements lies in the consequences of
non-compliance. Non-compliance with minimum
requirements could result in the bank being re-
structured or wound up, while the consequence of
non-compliance with buffer requirements is that
measures must be implemented to strengthen
capitalisation. Non-compliance with buffer requi-
rements will result in restrictions on dividend pay-
ments, interest payments on hybrid securities and
variable remuneration payments to employees.

Finanstilsynet will consider whether there are risk
aspectsin theindividual institution that are not
adequately covered through the risk-weighted as-
sets underlying the minimum requirements and
the general capital requirements (Pillar 1). This

is referred to as the Pillar 2 requirements. In the
event of non-compliance with the combined re-
quirements, including the Pillar 2 requirements,
the bank will have to explain the reason therefore



to Finanstilsynet and account for planned mea-
sures. In such a situation, Finanstilsynet will have
the sameintervention options as in the event of
non-compliance with the buffer requirements,
but a greater scope of action.

The main conclusions in Finanstilsynet's review of
ICAAP the last few years was that, based on the
prevailing risk level and external factors, DNB's
sub-groups and subsidiaries were adequately
capitalised as at 31 December 2014 in accordance
with prevailing regulations. On the basis of futu-
reregulatory requirements and the Pillar 2 add-
on of 1.5 per cent, Finanstilsynet required that
the DNB Group, the DNB Bank Group and DNB
Bank ASA have a common equity Tier 1 capital ra-
tio of 15.0 per cent by year-end 2016, conditional
on a counter-cyclical buffer rate of 1.5 per cent.

According to the Group's capital strategy and divi-
dend policy, the Group aims to be among the best
capitalised financial services groups in the Nordic
region based on equal calculation principles. Di-
vidends will be determined based on factors such
as the need to maintain satisfactory financial
strength and developments in external para-
meters. DNB's capitalisation guidelines specify
atargeted capitalisation level, the frequency of
reviews of DNB's capital situation and the measu-
rement methods to be used, such as risk-adjusted
capital and the use of stress tests. The capitalisa-

5

Capital management and ICAAP

COMPARISON OF CAPITAL REQUIREMENTS AND

INTERNAL MODELS, DECEMBER 2015

DNB models, Regulatory
99.97% percentile DNB models, requirement
NOK million (risk adjusted capital) 99.9% percentile (8 % of RWA)
Credit risk 55498 43 854 66 490
Market risk 7107 6 244 1693
Market risk in life insurance 8282 6537 6463
Insurance risk 2 046 1744 -
Operational risk 11155 8746 6670
Business risk 7120 5785 -
Total capital requirement/RAC 91 208 72910 81317
Diversification effects -15513 -12 850
Total capital/ RAC after diversification 75 695 60 060 81317
Transition rule 9033
Capital requirement with transiton rule 60 060 90 350

tion guidelines are reviewed each year based on
ICAAP and feedback from the authorities through
SREP.

Onits Capital Markets Day in November 2015,
DNB raised its common equity Tier 1 capital ratio
target to minimum 15.0 per cent and the Group’s
capital adequacy ratio target to minimum 18.5
per cent by year-end 2016. The long-term target
as from 2017 isa common equity Tier 1 capital
ratio of 15.5 per cent. The capitalisation targets
are based on the Group’s prevailing risk-weighted
assets.
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MORE ABOUT INTERNAL ASSESSMENTS AND
REGULATORY REQUIREMENTS
The key element in assessments of financial
strength and capitalisation is to compare risk with
available loss-absorbing capital. In this connection,
risk must be quantified. According to the regula-
tory framework, quantification takes place by cal-
culating risk-weighted assets. In addition, various
stress tests will be important references.

The table shows a comparison of risk-adjusted
capital calculated using internal models and the
regulatory capital requirement. To ensure compa-




rable figures, the same confidence level, the 99.9
per cent percentile, is used. A corresponding mea-
sure of unexpected losses in the regulatory fram-
ework is 8 per cent of risk-weighted assets. Below
the table, there is a description of the main diffe-
rences in risk measurement between the internal
total risk model and the capital adequacy regula-
tions. DNB quantifies insurance and business risk
in addition to the risks for which capital require-
ments are calculated. The internal calculation of
the Group's total risk was lower than the regula-
tory minimum requirement at year-end 2014. The
difference mainly reflects credit risk measure-
ments.

For credit risk, thereis a large difference between
the minimum capital adequacy requirement and
the internal model. This is due to the fact that
risk-weighted assets for 20 per cent of the Group’s
credit exposure are measured based on the stan-
dardised approach, which gives far higher risk
weights. In the total risk model, classification
models are used for all portfolios, regardless of the
IRB approval process. Itis not calculated a sup-
plementin risk-adjusted capital for concentration
risk towards industries. DNB considers the Group's
total portfolio to be well diversified. Thus, sector
concentrations need not result in additional capi-
tal requirements. Capital requirements for large
individual exposures are also modest and were es-
timated at 0.4 billion by year-end 2015.
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COMPARISON OF CAPITAL REQUIREMENTS AND INTERNAL MODELS

NOK billion
90
81 -23
80
70
1
4 -
o O
50
O ‘
Regulatory Credit Market Market risk in
requirements risk risk life insurance

(8% RWA)

For market risk, underlying risk measurements
are more conservative according to the internal
models than based on the regulatory require-
ments. The main reason for this difference is that
equity investments in the banking portfolio under
Basel Il are treated as ordinary credits and assig-
ned a 100 per cent risk weight, corresponding to
a minimum capital requirement of 8 per cent. The
risk-adjusted capital is around 55 per cent for the
same type of investment. The internal market risk
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Insurance

6 -13
2 I
2 |
60
Operational Business Diversification Risk adjusted
risk risk risk effects capital,
DNB model,

99,9 % -percentil

measurement includes elements not covered by
the regulatory requirements. It applies to inter-
estraterisk in the banking portfolio, pension risk,
credit spread risk on international bonds and basis
risk in the trading portfolio.

In the total risk model, market risk in life insu-
ranceis treated separately, taking account of as-
set volumes, asset mix, the size of buffer capital
and the guaranteed rate of return. The model



also calculates the risk of accounting loss resul-
ting from liability adequacy test. On the other
hand, the capital requirement for life insurance
only reflects the company’s asset volumes and
asset mix on the measurement date. Risk mea-
surements based on these two methods are
fundamentally different. DNB's model generally
measures the risk as higher than the capital
requirement.

DNB has a not insignificant profit risk related to
basis swaps. This is due to the fact that deriva-
tive contracts that are used to convert funding in
foreign currency to lending in Norwegian kroner
are measured at fair value on an ongoing basis. In
practice, the contracts are held till maturity, whe-
reby fluctuations in value are neutralised over the
term of the contract. The basis swaps entered
into by DNB will in most cases generate a profitin
times of market volatility. It is not calculated risk-
adjusted capital for basis swap risk.

SYSTEMIC RISK

In accordance with Norwegian regulations,
banks' ICAAP should include an assessment of
systemic risk. In the EU’s capital adequacy regu-
lation, systemic risk is defined as the risk of dis-
ruptions to the financial system with potential
serious consequences for the financial system
and the real economy. The drivers of systemic
risk will often be risk factors which must also
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be taken into consideration in the ordinary cre-
dit risk measurement, such as developmentsin
housing prices. In order to assess whether the
systemic risk entails an increase in capital requi-
rements, other measures that have been imple-
mented to cover such risk must be reviewed.

A high household debt-to-income ratio, high
housing prices and the Norwegian economy'’s
dependence on oil prices give a higher systemic
risk in Norway. However, this is counteracted by
other characteristic features of the Norwegian
economy, such as a separate currency, an inde-
pendent monetary policy, great fiscal flexibility
and a strong social security network. Higher risk
weights for retail mortgages have been introdu-
ced to address risk in the housing market, along
with guidelines for prudent lending practices
forretail mortgages. In addition, a 1.0 per cent
counter-cyclical buffer requirement has been in-
troduced, which will be increased to 1.5 per cent
as of 30 June 2016.

The analyses of the international rating agen-
cy Standard and Poor’s are partly based on an
analysis called Banking Industry Country Risk
Assessment (BICRA), which includes key syste-
mic risk elements. Like Sweden and a few other
countries, Norway has a very good S&P score,
Moreover, the Norwegian financial sector is re-
latively small compared with most other com-
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parable European countries. DNB thus considers
the level of systemic risk in Norway to be relati-
vely low.

STRESS TESTING

Stress testing is an important tool in assessing
the capitalisation of the Group and is also used

in financial planning. Stress tests are used in the
capital planning process in order to determine
how changes in the macroeconomic environment
will affect the need for capital. The group mana-
gement team is involved in developing stress tests
and considers actions and strategies based on the
results.

In addition to the Group's ICAAP stress test, an-
nual stress tests are also performed for DNB Bolig-
kreditt and DNB Neeringskreditt. Crisis scenarios
are also part of the recovery plan (see chapter 4).
DNB performs stress tests of specific credit port-
folios on an ad-hoc basis. In 2015, the Offshorerig
and Offshore service vessels (OSV) segments were
subject to stress testing.

In the spring of 2015, the International Monetary
Fund (IMF) coordinated a stress test as part of its
Financial Sector Assessment Program (FSAP). The
assessment included stress tests for Finanstil-
synet, Norges Bank and the IMF, using different
methods, but based on the same macroeconomic



scenarios. These were supplemented by bottom-
up stress tests performed by the individual banks
and based on the same scenarios. The conclusion
inthe IMF publication was that “the stress test re-
sults show that while the banking sector is highly
resilient, it could experience challenges in case of
severe macroeconomic shocks, asassumed in the
adverse scenarios".

DNB took partin the stress tests of European
banksin 2011 and 2014, coordinated by the Eu-
ropean Banking Authority (EBA). The stress tests
assess European banks' resilience to severe shocks
and losses, such as loan losses, market risk and re-
ductionsin netinterestincome, and the resulting
effects on the banks' common equity Tier 1 capital
ratios. DNB will also participate in the EU stress
testin 2016.

ICAAP STRESS TEST

The ICAAP stress test assumes a significant
deterioration of the macroeconomic situation,
and shows how the changed conditions could
affect the Group's total risk situation, profit
performance and capitalisation. A stress scenario
based on relevant risk factors is worked out
every year. The scenario is reviewed by ALCO and
approved by the CRO. The stress test uses DNB's
model for risk-adjusted capital, the Total risk
model, to estimate losses.
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IMPLEMENTATION OF STRESS TESTS IN DNB

Risks
Macroeconomic :
. N Capital
i — Credit — .
scenario Mra?rklet requirement
Macroeconomic Unemployment Other
shock Stock market
GDP .
GDP N Real estate prices Capital
Real estate prices Inflation adequacy
Oil prices Credit growth
Interest rates Oil price Results
Interest rates
— Household savings .
Interest rates N Capital
Exchange rates e Trading — base
Other
Loan losses

The diagram illustrates the process forimple-
menting stress tests in DNB. First, a qualitative
description of the risk factors and the scenario to
be used, is worked out. Based on this, a macro
shock or developments in selected macroecono-
mic variables are determined. The next step is to
design a complete and consistent macroecono-
mic scenario, which involves the use of macro
models. The scenario is then translated into
stressed parameters such as losses connected to
different risk types, balance sheet developments
and interest rate spreads. Finally, the results of
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the stress test are used in the calculation of
capital requirements, the stressed capital base
and the effect on capital adequacy.

In the ICAAP stress test for 2016, emphasis was
placed on the following macroeconomic trends,
which were believed to potentially cause a
stressed situation for DNB:

m Therisk of reduced global growth, partly due to
amore sluggish economic trend in China. Com-
modity prices, including oil prices, could dete-
riorate in response to reduced global demand



m Slower economic growth in Norway. The decli-
ning oil prices would result in a pronounced
reduction in oil investments, but a far lower
growth impetus to the mainland economy.

® Unemploymentin a number of countries. Low
interest rate levels and high government debt
levels provide limited scope for monetary and
fiscal policy measures.

m Greaterrisk aversion and higher risk premiums
in the global financial markets.

Trends are converted into specific development
paths for key macro variables. Some of the most
important are described below. The shocks are ex-
pected to occur from the start of 2016.

m Adeclinein mainland GDP growth from 1.4 per
cent to a negative growth rate of 0.5 per cent
the first year. A1.7 per cent slowdown in the
mainland economy over the next two years. The
GDP growth used in the scenario for the worst
three-year period corresponds to a 50-year
crisis based on figures for the 1830-2014 period.

m Adeclineinthe oil price to USD 30-35 per barrel.
Asignificant decline in oil investments.

m Arisein unemployment to just below 7 per cent,
which is higher than the level in the 1990s

m Lower household expectations and a fall in hou-
sing prices of more than 30 per cent. The house-
hold savings rate increases in response to the
declining housing prices, reduced wage inflation
and the uncertain labour market. This gives a

5
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further reduction in economic growth.

m The key policy rate is expected to be close to
zero at year-end 2016. However, higher money
market premiums will keep the 3-month NIBOR
ataround 1-2 per cent throughout the stress
period.
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Liquidity risk and asset and liability management

Liquidity risk and asset and liability management

GENERAL INFORMATION ABOUT
LIQUIDITY RISK

Liquidity risk is the risk that the Group will be una-
ble to meet its obligations as they fall due, and
the risk that the Group will be unable to meet its
liquidity obligations without a substantial rise

in associated costs. Liquidity is vital to financial
operations, though this risk category will often
be conditional as it will not materialise until other
events give rise to concern regarding the Group’s
ability to meet its obligations.

Liquidity risk in DNB should be low and promote
the bank’s financial strength and ability to wit-
hstand various events and development trends.
This implies that the bank should seek to have a
balance sheet structure that reflects the liquidity
risk profile of an international bank with an AA le-
vel long-term credit rating. In 2015, DNB's rating
from Moody's was upgraded from Al to Aa3, with
a stable outlook. Standard & Poor’s kept its rating
unchanged at A+, but changed its outlook from
stable to negative. In addition, DBRS rates DNB

LONG-TERM FUNDING, MATURITY PROFILE
NOK billion
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AA (low) with a stable outlook. DNB gives priority
to maintaining sound business relations with a
large number of international investors and banks,
and to promoting the Group in international capi-
tal markets.
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DEVELOPMENTS IN LIQUIDITY RISK IN 2015

DNB enjoyed a healthy liquidity position throug-
hout 2015. The short-term funding markets were
generally sound for banks with high credit ratings



and DNB had good access to short-term funding.
As US money market funds need to adapt to upco-
ming requlations, long-term maturities were not
as attractive as they used to be. Combined with
increasing demand for long-term investments
among borrowers, this resulted in anincreasein
prices for maturities of more than six months in
the second half of the year. DNB has a liquidity
reserve that serves as a buffer against potential
financial market volatility. At year-end 2015, the
portfolio of liquid assets amounted to NOK 456
billion or 17.5 per cent of total assets.

In the long-term funding markets, there was a strong
supply of capital during the first half of 2015. As the
turmoil in Greece accelerated in June, the level of
activity dropped, and risk premiums on new bond is-
sues rose. The start of the second half of the year was
characterised by low activity, and margins for both
covered bonds and senior bonds increased in the June
through December period. DNB had ample access

to long-term funding during the year, but the cost of
new funding is expected to remain high in 2016.

Long-term funding raised by DNB totalled NOK
78.2 billion in 2015, of which NOK 48.2 billion re-
presented covered bonds, while NOK 30 billion
represented ordinary senior bonds. DNB aims

to maintain a stable maturity profile for long-term
funding for senior bonds over the next five years.
Average loans increased by NOK 104 billion, while
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CUSTOMER DEPOSITS AND RATIOS OF DEPOSITS TO LENDING
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average deposits rose by NOK 3 billion compa-
red with 2014. This contributed to a decreasein
the ratio of deposits to net loans from 65.4 per
cent atyear-end 2014 to 61.2 per cent at year-end
2015. The diagram shown on the previous page
shows the maturity profile at year-end 2015.
The developments in the ratio of deposits to

net loans are shown in the diagram above.

DNB increased its activity in various repo markets
in 2015 both as a tool to generate sufficient
collateral for CSA purposes and as an element
in contingency planning.
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The short-term liquidity risk requirement, Liquidi-
ty Coverage Ratio (LCR), was stable at more than
100 per centin 2015. At year-end 2015, the total
LCR was 133 per cent, with 331 and 118 per cent,
respectively, for euro and USD, based on the CRD
IV/CRR definition. The LCR in NOK was 48 per cent
atyear-end 2015.

At year-end 2015, the long-term liquidity risk
requirement, the Net Stable Funding Ratio (NSFR),
was 100 per cent.
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LIQUIDITY RISK MANAGEMENT AND
MEASUREMENT

Liquidity risk is managed and measured by several
techniques, as no single technique can fully quanti-
fy this type of risk. The techniques include the mo-
nitoring of balance sheet key ratios, average resi-
dual maturity on term funding and future funding
requirements, including refinancing needs.

The bank’s liquidity management is organised bas-
ed on a clear authorisation and reporting structure,
andisinaccordance with the regulations on pru-
dent liquidity management. The Board of Directors
regularly reviews the bank's liquidity risk and deter-
mines limits and guidelines. The Board reviews the
limits each year or more frequently if required.

The limit structure for liquidity risk is in compli-
ance with the structure in the Basel Il framework.
The limits for LCR and NSFR are part of the Group’s
risk appetite framework, along with the ratio of
deposits to net loans. See the chapter about risk
management and control in DNB for more details
about therisk appetite framework.

Principles and limits for liquidity management are
proposed by the Group Treasury and approved by
Group Risk Management before being approved

by the Board of Directors. The Group Treasury is re-
sponsible for making sure that the Group at all times
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keeps within the liquidity limits set by the Board of
Directors. The unitis also responsible for managing
the bank’s liquidity portfolio and providing funding
tointernational subsidiaries and branches.

Liquidity risk is managed through short and long-
term limits. The limits reduce the bank’s depen-
dence on short-term funding from the domestic
and international money and capital markets. The
short-term limits restrict the net refinancing re-
quirement within one week, one month and three
months. The long-term limits set requirements
for the share of lending and other illiquid assets
which is to be financed by stable sources such as
customer deposits or funding with a residual ma-
turity of minimum 12 months.

In addition to maintaining a broad deposit and fun-
ding base from both retail and corporate customers,
liquidity managementin DNB aims to ensure diver-
sified funding of other business activities. In many
small countries like Norway, with small domestic
financial markets, the banks rely on international
funding in various currencies for part of their lending
in the domestic market. The international funding
will contribute to volatility in the Group's results, in
the form of basis swap risk. This is also commented
in the chapter about market risk.

As part of the diversification of funding sources,
the bank focuses on having good relationships
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with a large number of international investors.
Senior debt is mainly issued through a European
Medium Term Note programme of EUR 45 billion.
In addition, senior programmes have been estab-
lished in US dollars and Japanese yen. Covered
bond programmes have also been established in
Europe, the US and in Australia.

DNB has a well-established short-term commercial
paper programme in the US, through a USD 18 bil-
lion USCP programme with maturities of upto 13
months. US short-term funding sources are further
diversified through a so-called Yankee CD pro-
gramme, totalling USD 12 billion, with maturities
of up to 18 months. The certificates of deposits are
issued by the DNB branch in New York, which also
operates the programme. This has helped ensure
stable short-term funding in the US market during
periods of turbulence in other markets. In Europe,
the bank has a multi-currency ECP programme of
EUR 15 billion with maturities of up to 12 months
which is operated at the head office in Oslo and
provides funding from other market players than

in the US programmes. Overall, these programmes
give DNB good access to short-term fundingand a
high level of flexibility to meet investors’ interests
and the bank’s liquidity requirements.



As a bank with a high credit rating in a strong
economy, DNB attract substantial funds from
other banks, central banks and money market
funds. These include both operating deposits and
excess liquidity from both domestic and interna-
tional banks. A major share of these funds repre-
sents short-term deposits from money market
funds which also have short-term deposits in cen-
tral banks. Together with commercial paper fun-

ding, this creates a liquidity bufferin the short end.

In addition, parts of the bank’s liquid assets are
supported by long-term or stable funding sources.

Even though DNB is a well-established interna-
tional borrower that has enjoyed ample access to
international markets during periods of market
turbulence, is also uses the domestic market for
diversification purposes. In general, domestic

funding markets tend to be more stable over time.

Domestic funding also helps limit the market risk
related to price movements in the basis-swap
market, causing volatility in profits and losses.

The Norwegian domestic covered bond market
has outgrown the Norwegian government bond
market in terms of outstanding volumes, and is
regarded by market participants as just as liquid
as the government bond market.

Covered bonds are an important instrument for
long-term funding. The bonds are issued by the
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bank’s subsidiaries DNB Boligkreditt AS and DNB
Naeringskreditt AS, and are secured by the com-
panies’ residential mortgage and commercial
mortgage portfolios, respectively. During peri-
ods of turmoil, covered bonds have proved to be
amore robust and considerably lower priced fun-
ding instrument than ordinary senior bonds. Over
the next few years, DNB will thus seek to cover a
large share of its long-term funding requirement
through theissuance of covered bonds.

ASSET ENCUMBRANCE

While the use of covered bonds has contributed
significantly to financial stability in turbulent times
inrecent years, it has also raised the awareness
of asset encumbrance. As Norway has no securi-
tisation market, almost all loans are kept on the
banks' balance sheets, and asset encumbrance
thus tends to be higher. Another factor explaining
the level of asset encumbrance in Norway is that
the home ownership rate is generally high, which
contributes to high household debt levels.

For unsecured depositors and investors, it is relevant
to see that the remaining unencumbered assets
would cover the unsecured liabilities. As unsecured
creditors include depositors, structural subordination
of deposits can be less of a concern if deposit gua-
rantee funds are ex ante financed by premiums paid
by covered institutions, as is the case in Norway.
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AVERAGE TERM TO MATURITY FOR THE BOND
PORTFOLIO; SENIOR DEBT AND COVERED BONDS

Years
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Considering the diversification, capitalisation and
liquidity situation of the Group, DNB is comforta-
ble with the current level of asset encumbrance.
Each quarter, DNBs discloses relevant information
that ensures alignment between the level of en-
cumbrance and market expectations.

STRESS TESTING OF LIQUIDITY RISK

DNB simulates the liquidity effect of a down-
grading of the bank’s credit rating following one
or more negative events. The results of such stress
testing are included in the bank'’s contingency
plan for liquidity management during a financial



crisis. Liquidity developments during a financial
crisis lasting for up to 12 months are simulated.
The stress tests differentiate between a financial
crisis which affects only the bank, a so-called bank-
specific crisis, and a crisis which affects the bank-
ing industry in general, a so-called systemic crisis,
and a combination thereof. Applied stress testing
factors are derived from historically observed data,
augmented by subjective assessments where only
limited data are available, or where market de-
velopments are considered to make historical data
a poor indicator of possible future market scenari-
0s. Stress factors are regularly reviewed.

In order to quantify the need to strengthen the
Boligkreditt cover pool in a stress situation, an ex-
tended stress test has been developed. The stress
testincludes a severe fall in housing prices as well
asfluctuations in the market value of the deriva-
tive contracts between the parent bank and DNB
Boligkreditt. Adverse changes in the NOK rate have
the largest effect on counterparty risk. This coun-
terparty risk effect is reported weekly and Is closely
monitored and managed by Group Treasury.

In addition, a reverse liquidity stress test, RLST, has
beenincluded in order to assess circumstances that
could empty the bank’s liquidity reserves in the lon-
gerterm. The starting pointis the combined stress
scenario described above. In addition, it is assumed
that there will nolonger be a market for the is-
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suance and refinancing of covered bonds, that an
increasing number of large corporates will wit-
hdraw their deposits (40 per cent), whereafter
DNB will estimate how large stress on deposits
the bank can withstand in the retail sector before
the bank’s liquidity reserves will be negativein a
30-day perspective.

The stress tests are prepared each quarter, and the
results of the stress tests are reported to the Board
of Directors. They provide information on potential
challenges in the funding situation and form the
basis for the Group’s contingency funding plans.

LIQUID ASSETS

At year-end 2015, deposits with central banks
amounted to NOK 19.2 billion and receivables
from other banks in terms of repo transactions,
adjusted for encumbered assets, represented
NOK 212.7 billion.

As an element in ongoing liquidity management,
DNB needs to have a holding of securities that can
be used to regulate the Group’s liquidity require-
ments and serve as collateral for operations in the
currencies in which the bank is active. The securities
are used, among other things, as collateral for short-
term loans in central banks and serve as liquidity
buffers to fulfil requlatory liquidity requirements.
Market risk in the liquidity portfolio is measured
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on anongoing basis, as described in chapter
Market risk. In addition, developments in the
credit rating of the underlying securities are
followed up andreported on an ongoing basis.

LIQUIDITY PORTFOLIO

The Bank'’s liquidity portfolio consists of an inter-
national portfolio and a Norwegian portfolio. At
year-end 2015 the liquidity portfolio totalled NOK
187 billon.

The Norwegian liquidity portfolio totalled NOK 73
billion at year-end 2015, of which NOK 40 billion
represented Norwegian government and other
level 1 public sector bonds. Otherlevel 1 assetsin
the form of covered bonds totalled NOK 23 billion,
while the remainder represented level 2A assets.
Level 1 and level 2A refer to the categorisation of
liquid assets in the LCR framework, where level 1
represents the most liquid assets.

The international liquidity portfolio totalled NOK
114 billion at year-end 2015, comprising a trading
portfolio and a multi-currency bond portfolio held
to maturity (HTM).

The trading portfolio totalled NOK 94 billion. 59
per cent of the securities in this portfolio had an
AAA rating. The average maturity of the trading
portfolio was 2.4 years, and the change in value



resulting from a one percentage point changein
spreads was NOK 23 million at year-end 2015. The
international trading portfolio consisted of 48 per
cent covered bonds and 52 per cent public bonds
atyear-end 2015.

As at 31 December 2015, the hold-to-maturity
portfolio totalled NOK 19.7 billion. 32.5 per cent

of the securities in the portfolio had an AAA rating,

while 22.3 per cent were rated AA. The bank'’s se-
curitisation positions are placed in this portfolio,
and no new investments are added to the portfo-
lio. There are no synthetic securities in the portfo-
lioand noinvestments in US subprime bonds

or Collateralised Debt Obligations, CDOs. The
average maturity of the hold-to-maturity port-
foliois 4.7 years, and the change in value resul-
ting from an interest rate adjustment of one basis
point was NOK 9.2 million at year-end 2015.

CAPITAL REQUIREMENTS

In capital adequacy calculations, the international
hold-to-maturity portfolio is reported as an
investment in securitisation, calculated according
to the IRB approach. The Group has no other
portfolios or commitments which have been
hedged against risk through securitisation. There
have been no significant changes in the portfolio
and no new securitisation activities since the
previous reporting.
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INTERNATIONAL BOND PORTFOLIO HELD TO MATURITY, PER GRADE

NOK million EAD RWA EAD RWA
Rating 31 Dec.15 31 Dec. 15 31 Dec. 14 31 Dec. 14
AAA 5935 470 17 380 1237
AA 4438 366 2740 223
A+ 2 357 244 2466 251
A 525 65 2920 356
A- 998 203 803 163
BBB+ 2080 746 776 276
BBB 687 424 1484 906
BBB- 409 420 1079 1097
BB+ 670 1710 537 1364
BB 294 1296 253 1093
BB- 0 0 386 2549
Below BB- 768 9062 1104 13232
Total 19162 15007 31927 22747

DNB Bank ASA has a 40 per cent ownership inter-
estin Eksportfinans. Eksportfinans' bond port-
foliois reported according to the standardised
approach. DNB's share of the portfolio in terms
of RWA was NOK 748 million in 2015, compared
with NOK 827 million in 2014.

Capital requirements for the trading portfolio are
reported under market risk.
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A survey of restricted and unrestricted assets can
be found in the attachment.
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GENERAL INFORMATION ABOUT CREDIT RISK

Credit risk (or counterparty risk) is the risk of
financial losses due to failure on the part of the
Group's customers (counterparties) to meet
their payment obligations towards DNB. Credit
risk refers to all claims against customers/coun-
terparties, primarily loans, but also liabilities in
the form of other extended credits, guarantees,
interest-bearing securities, approved, undrawn
credits and interbank deposits, as well as coun-
terparty risk arising through derivative trading.
In addition, there are significant elements of
counterparty risk in the settlement risk which
arises in connection with payment transfers and
settlement of contracts entered into.

Credit risk also includes residual risk and concentra-
tion risk. Concentration risk includes risk associa-
ted with large exposures to single customer and
clusters of commitments in geographical areas or
industries, or with homogeneous customer groups.
Residual risk is the risk that the collateral provided
foracommitmentis less effective than expected.

/

Credit risk

Credit risk

In describing credit risk several risk
terms are used, the most impor-
tant being:

m Probability of default, PD, is the
probability that a given customer
will go into default. PD is used to
measure credit quality, and custo-
mers are classified according to
risk, based on their PD.

m Exposure at default, EAD, is the
share of the approved credit that
is expected to be drawn at the
time of any future default.

m Loss given default, LGD, indicates
how much the Group expects to
lose if the customer fails to meet
his obligations, taking the collate-
ral provided by the customer and
otherrelevant factors into consi-
deration.

m Defaulted exposures.

The definition of defaulted exposu-
resis in accordance with IRB defini-
tions (Section 10-1 of the Norwe-
gian capital adequacy regulations):
Aloan should be defined as defaulted
if a claim is more than 90 days over-
due, the overdue amount is substan-

tial and the event of default is not

due to delays orincidental factors on

the part of the counterparty. A loan
should also be classified as defaulted
if the bank:

m Due toaweakening of the
counterparty's creditworthiness
records impairment losses re-
presenting a not insignificant
amount.

m Due toaweakening of the
counterparty’s creditworthiness
sells a claim at a reduced price and
the reduction represents a notin-
significant amount.

®m Agreeson changesin terms, due
to the counterparty’s payment
problems, and this must be con-
sidered to reduce the value of the
cash flow by a not insignificant
amount.

m Expectsthat debt settlementor
bankruptcy proceedings will be
opened against the counterparty,
expects that the counterparty will
be placed under publicadministra-
tion or does not expect the obliga-
tions to be met for other reasons.

m Restructures the loan due to the
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counterparty's financial problems
toavoid that the obligations are
not fulfilled.

The above definitions apply in both
the retail and corporate markets.
The 90-day rule applies for segments
where no individual assessments are
made. In DNB, a “substantial amount
overdue” is defined as an amountin
excess of NOK 2 000, with the excep-
tion of credit card loans, where the
limitis NOK 200.

The IFRS definition of defaulted
commitments is almost identical
to the IRB definition except for re-
structuring of an exposure due to
financial problems.

In the text below, reference is

made to four risk categories which

are defined as follows:

m Lowrisk: PD 0.01 - 0.75 per cent.

® Moderate risk: PD 0.75 — 3.0 per
cent.

m High risk: PD over 3.0 per cent,
defaulted portfolio not included.

m Defaulted exposures.



The Group's guidelines for credit activity have
been approved by the Board of Directors. The
principal objective for credit activity is that the
loan portfolio should have a quality and a com-
position which secure the Group's profitability
inthe short and long term. The quality of the
credit portfolio should be consistent with DNB's
low risk profile target.

DEVELOPMENTS IN CREDIT RISK IN 2015

There was stable, sound quality in the credit port-
folios in most areas, though some industries had a
declining credit quality during 2015. The oil service
and offshore sectors were particularly exposed,
as well as energy production and some shipping
segments. In addition to the industries that are
directly exposed to the oil price, a persistent low
oil price could have negative ripple effects on
other business sectors and particularly exposed
geographical areas in Norway.

The diagrams show developments in the portfolios
in terms of EAD, and changes in EAD in 2015 have
been broken down into customer segments and
exchange rate effects. The portfolio does not in-
clude bonds held to maturity and banks.

After a few years of steady increases in credit ex-
posure, the growth rate slowed in 2015. In terms
of EAD, credit volumes increased by 1.5 per cent

/
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DEVELOPMENT IN TOTAL CREDIT PORTFOLIO, EAD
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during 2015. Adjusted for the exchange rate
effects on the portfolio, EAD was down 2.1 per
cent. There was a certainrise in exposure in the
personal customer segment, while credit volumes
in the large corporate portfolio were reduced,
especially towards the end of 2015.

Key industries in DNB's portfolios are shipping,
energy (oil and gas, power and renewables) and
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CHANGES IN TOTAL CREDIT PORTFOLIO, EAD
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commercial property. In addition, DNB has a large
residential mortgage portfolio, which represents
37 per cent of DNB's total credit portfolio (EAD).



Oil, offshore and power production

DNB has been a bank for the oil-related industry
sector ever since oil was discovered on the Nor-
wegian Continental Shelf more than 40 years
ago. The Group's strategy and exposure are bas-
ed on experience gained throughout this period.
The portfolio is well-diversified with respect to
both sub-sectors and geography. The aim is to
have an on average low-risk portfolio, prima-
rily with a large share of investment grade level
companies with strong cash flows in various
market segments. In addition, earnings have
been robust and impairment losses low over the
past two decades, in spite of highly volatile com-
modity prices.

Given the sharp fall in oil prices, exploration
and production (E&P) companies’ earnings have
been negatively affected. The subsequent re-
duction in investments and cost focus by the
E& P companies have put pressure on the entire
supplier sector. Consequently, there has been
negative migration and increased impairment
losses in the oil-related portfolio, in particular
for oil service companies and sub-suppliers that
are exposed to exploration activities.

Oil prices could remain relatively low due to over-
supply and a global unwillingness to implement
coordinated production cuts. In the short run
demand seems to increase even further due to
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the abolition of the sanctions against Iran. 8.5 per
cent of DNB's total credit portfolio is oil-related
exposures in terms of EAD, is exposed to the oil
price.

In the course of 2015, the offshore markets,
especially offshore supply and drilling, were hit by
a severe downturn. Reduced activity and greater
requirements for cost reductions characterise the
industry, which over the past few years has built
up capacity that no longeris in demand. The num-
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DEVELOPMENT IN CREDIT QUALITY, OIL,
OFFSHOREAND POWER PRODUCTION, EAD
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ber of service vessels and rigs laid up has increased,
and the earnings of the vessels in service are low
and declining.

In the power and renewables sector, the Nordic
market is facing historically low prices. This puts
pressure on the companies’ profitability. The sector
will face challenging times if prices do not reco-
ver. The cost of producing power from renewable
sources continues to fall internationally, and many
producers are no longer so reliant on subsidies.



Political and financial support will still be an im-
portant prerequisite in the development of rene-
wable energy in several markets. Massive invest-
ments are expected in the renewable sector over
the next 10-20 years. DNB's portfolio within the
power and renewables sector represents 2.4 per
cent of the total credit portfolio (EAD).

The growth in the energy portfolio slowed in 2015.
The portfolio increased by 3.8 per cent, but adjus-
ted for exchange rate effects, there was nega-

tive underlying growth. 90 per cent of the credit
portfolioisin the low and moderate risk seg-
ments. The share of defaulted loans has increased
significantly during this period, from 0.6 to 2.2 per
cent, but is still low. The same trend is shown in
the high-risk portfolio, which increased from 0.7
to 7.7 per cent at year-end 2015. The weighted PD
increased by 0.53 percentage pointsto 1.12 per
cent during 2015. Given a continuing low oil price,
afurtherdecrease in credit quality and an increase
inimpairment losses are to be expected in 2016.

Shipping

In terms of volume, DNB is one of the world's lar-
gest ship financing banks. The shipping industry is
cyclical and highly capital-intensive. Thus, it is par-
ticularly important to analyse customers’ strategy,
corporate social responsibility, operations and
financial position. The portfolio is well-diversified.
In spite of the financial crisis and the challenges fa-
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cing the shipping markets over the past few years,
DNB's losses have been low.

Dry bulk freight rates reached historically low
levels at year-end 2015 and the outlook is weak.
Developments in China are especially important
for the dry bulk segment. Some customers will
probably have to renegotiate their financing agre-
ements. However, several customers operating in
the dry bulk segment have diversified operations
to tankers and other segments that have shown

a positive development. The container segment
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DEVELOPMENT IN CREDIT QUALITY IN THE
SHIPPING PORTFOLIO, EAD
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also deteriorated in 2015. Towards the end of the
year, for the first time since 2009, a reduction was
seen in the number of containers in several major
harbours. In the tanker market, rate levels are
still high, and a good balance between supply and
demand is expected throughout 2016. In general,
other shipping segments generate earnings that
cover total costs.

The share of defaulted loans was reduced by 2.1
percentage points during 2015, and amounted
to 2.6 per cent of the portfolio. At year-end 2015,



90 per cent of the portfolio was classified as low
and moderate risk. A recalibration of the models
forrisk classification of large corporates resulted
in a migration of the portfolio and a transfer of
loans from low risk to moderate risk. The negative
development in some of the shipping segments in-
creased the share of high-risk loans by 0.7 percen-
tage points to 7.8 per cent. The weighted PD in-
creased from 1.57 per cent to 1.76 per cent during
the same period.

Commercial real estate portfolio (CRE)
Commercial real estate accounts for roughly 11
per cent of DNB's total credit portfolio (EAD).
Approximately 50 per cent of the portfolio repre-
sents leasing of offices and warehouses/logistics
facilities. Priority is given to Norwegian custo-
mers with an industrial focus. DNB’'s commercial
property exposure in Sweden, Denmark and
Finland is being downscaled. This industry is
followed closely by a large number of specialists
and through alocal presence.

DNB is committed to financing good projects and
properties with stable and predictable cash flows
that are owned by companies with a sound debt
servicing capacity. Emphasis is placed on asses-
sing the liquidity of the property, the term of the
leases, the lessees and residual value. The bank is
willing to finance construction projects if a suffi-
cient proportion of the area is pre-sold or pre-let.
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Rent levels for commercial real estate in prime lo-
cations in Oslo declined somewhat during 2015.
At the same time, price levels remain record-high,
driven by low interest rates and great interest
from foreign property investors. The difference
between prime and second-best locations has
continued to increase. Reduced activity in oil-
related industries has led to a higher vacancy
rate and declining rental prices in the oil-related
regions in the western part of Norway and in the
Oslo area. The fact that many of the least attrac-
tive office buildings are converted into other uses,
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DEVELOPMENT IN CREDIT QUALITY CRE
PORTFOLIO, EAD
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like housing or hotels, helps sustain the market.
Some properties are also rented for education
purposes, and towards the end of the year, some
large properties were let as asylum centres. The
lessees still have the upper hand, but the les-
sors are moving fast to adapt to the new market
demands, and it is expected that the decreasein
the rent levels will level off during 2016.

At year-end 2015, 93 per cent of the portfolio was
classified as low and moderate risk. The volume
of defaulted loans in terms of EAD decreased, and



it was atyear-end 2015 2.0 per cent, compared
to 2.3 percent atyear-end 2014. The weighted
PD improved during 2015 and was 0.96 per cent
atyear-end, down 0.05 percentage points from
2014.

Residential mortgage portfolio

DNB's residential mortgage portfolio mainly re-
presents residential mortgages in Norway. DNB
has a market share of approximately 25 per cent,
though there has been a slight downward trend
over the past few years. Residential mortgages
are a very important product for the banks, not
least because customers tend to use their mort-
gage provider as their primary bank. By offering
real estate broking, insurance and financing, the
bank aspires to make the process of buying or
selling residential property safe and straight-
forward.

Credit assessments are based on the customer’s
debt servicing capacity and assumed willingness
to service the loan, and on the collateral secu-
ring the loan. All important information from
customers verifying their debt servicing capaci-
ty must be documented. The residential mortga-
ge portfolio is closely monitored.

Approximately 82 per cent of the residential
mortgages in the bank’s portfolio have been
transferred to DNB Boligkreditt and represent
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DEVELOPMENT IN CREDIT QUALITY RESIDENTIAL
MORTGAGE PORTFOLIO, EAD
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the basis for the issue of covered bonds. DNB
Boligkreditt's portfolio is of high quality, and
approximately 80 per cent of the loans are clas-
sified as low risk.

The twelve-month growth in credit to Norwe-
gian households was stable and represented
just over 6 per cent towards the end of the year.
Housing prices were up 7.2 per cent on a natio-
nal basis, though there were significant regional
differences. According to forecasts for 2016 and
2017, housing prices will level off.
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LOAN TO VALUE, RESIDENTIAL MORTGAGES, EAD
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A new regulation from Finanstilsynet came into
effecton 1 July 2015. The regulation further go-
verns requirements regarding collateral, debt
servicing capacity and the size of instalments
forresidential mortgages in Norway. At year-
end 2015, DNB fulfilled the requirements in the
regulation by a wide margin.

The diagram shows that the mortgage portfolio,
in terms for EAD including loan offers, has not
changed much compared to year-end 2014. In
November, a NOK 20 billion portfolio of fixed-
rate mortgage loans was sold to DNB Livsforsik-



ring. Disregarding this sale, the underlying growth
was positive at 3.4 per cent, the quality sound,
and therisk low. At year-end 2015, almost the
entire portfolio was characterised as low and
moderate risk. The share of high-risk loans is

1.2 per cent, and has been low and stable over a
number of years. Defaulted loans in the residen-
tial mortgage portfoliois still at a low level. At
year-end 2015, the share of defaulted loans was
0.2 per cent, down 0.1 percentage point com-
pared to a year earlier. This is significantly lower
than the expected loss.

The second diagram on the previous page shows

a distribution of loan-to-value ratios. There has
been a positive developmentin the portfolioin
spite of the sale of the portfolio mentioned above.
The change from 2014 to 2015 is partly due to

the implementation of the new regulation from
Finanstilsynet and increased housing prices. Loan-
to-value ratios are calculated on an object basis.
Thus, all loans secured by the same collateral (real
estate) are taken into account. Short-term bridge
loans and loan offers are not included. The mar-
ket value of each property is re-estimated each
quarter. At year-end 2015, 93 per cent of the resi-
dential mortgages were within 85 per cent of the
property's appraised value. The EAD-weighted
average loan-to-value ratio for residential mortga-
geswas 61.3 per cent at year-end 2015, compared
to 62.9 per cent a year earlier.
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CREDIT RISK MANAGEMENT AND
MEASUREMENT

Therisk appetite framework defines maximum
limits for credit exposure. Limits have been set for
increases in EAD, both in total and for individual in-
dustry segments. Large concentrations of risk shall
be avoided. A limit for total credit risk has also been
set, measured as expected loss (EL). The limit for ex-
pected losses should identify all types of credit risk
and is measured by using the Group's internal credit
models.

Therisk appetite framework is operationalised
through credit strategies for each customer seg-
ment. In addition, risk indicators are establis-

hed in the Group's governance model and in the
dashboards of the Group's senior executives. As a
further measure to regulate credit activity, maxi-
mum limits have been established for exposure to
individual segments, thus aiming to reduce con-
centration risk.

Decision-making process and authorisations
Group Risk Management is responsible for prepa-
ring the framework for the credit process and cre-
dit managementin all business areas. Additional
responsibilities include controlling and monitoring
the quality of the credit portfolios and loss proces-
ses and the effectiveness of the credit process.
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Each division is responsible for managing its own
credit activities and credit portfolios within the
confines of therisk appetite limits and credit stra-
tegies. In order to ensure that decisions are of high
quality, various levels of credit approval authorisa-
tions have been introduced based on the following
factors: the total exposure to the customer, the
complexity of the credit or customer structure
and therisk associated with the customer.

The "two pairs of eyes” principle shall be followed
in connection with all credit approval. This means
that a creditis approved by one person based on
arecommendation from another person. For the
smallest credits in the corporate segment, ho-
wever, automated risk classification can replace
one of the "pairs of eyes”. In order for decisions to
be valid at level Ill and above, it must be recom-
mended by an account officer, approved by an
authorisation holder in the relevant business area
and thereafter endorsed by a credit officer who is
organisationally independent of the business unit.
All credit approval and endorsement authorisa-
tions are personal. Exceptions are credits requi-
ring approval by the Board of Directors, where the
directors approve the credit as a group. The Board
of Directors approves credits of an extraordinary
nature that, for example, could affect the Group’s
corporate reputation and credits that tie up large
amounts of risk-adjusted capital. In addition to
the size, complexity and risk of the credit exposu-
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re, the personal authorisations are based on the
authorisation holder's expertise in the relevant STRUCTURE OF CREDIT DECISIONS IN DNB

segment and industry. If the decision-maker is not

sure whether the credit is within the limit of his or BOARD OF DIRECTORS

her authorisation or the credit applicationis of an

extraordinary nature or raises ethical or reputatio- ‘

nal questions, the matter should be elevated to a -
designated decision-making body.

GRANTING FUNCTIONS ENDORSEMENT FUNCTIONS
The credit committees are advisory bodies for em- Level | ‘ Heads of business areas ‘ — ‘ Group chief credit officer*
ployees in the business area who approve credits
and employees inthe independent risk organisa— Level Il ‘ Heads of divisions ‘ —_— ‘ Senior credit officers/Credit officers

tion who endorse the credits. The Group Advisory

‘ Heads of regions/Heads of sections/ ‘
Level Ill Senior account officers

Credit Committee handles credits to borrowers . ‘ Senior credit officers/Credit officers

that are customers of more than one business area.

Level IV ‘ Heads of regions/Head of sections ‘

Credit regulations

If the customer has not proven a satisfactory debt
servicing capacity, credit should normally not be ADVISORY FUNCTIONS
extended even if the collateral is adequate. The
customer's debt servicing capacity is assessed ba-
sed on ongoing future cash flows. The main sour-
ces of the cash flow included in such assessments
are earned income and income from the business
operations which are being financed. In addition,
the extent to which the bank’s exposure will be
covered through the realisation of collateral in
connection with a possible future default or re-
ductionin future cash flows is taken into account.

Credit committees

*The endorsment autorisation is given from CEO to CRO who further delegates it to the Group Chief Credit Officer
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All corporate customers granted credit must be
classified according to risk in connection with eve-
ry significant credit approval and, unless other-
wise decided, at least once a year. In the personal
banking market, where there are a large num-

ber of customers, the majority of credit decisions
should be made on the basis of automated 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 risk classification mo-
dels is organisationally independent of the opera-
tive units. A number of classification models have
been developed to cover specific loan portfolios.
Any overrides of the classification stemming from
the statistical models must be well founded and
be made only in exceptional cases based on a tho-
rough assessment made by a unit outside the bu-
siness unit. The effect of overrides is tested by an
independent unit once a year. See description of
the classification system later this chapter.

Credits showing a negative development are
identified and followed up separately. If financial
covenants have been breached, orif aloss event
has occurred in cases where no impairment los-
ses have been made, the credit will be put on a
watchlist for special monitoring. Loss events in-
clude serious financial problems on the part of the
debtor, the approval of grace periods due to the
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debtor’s financial problems or serious breaches of
contract. In addition customers classified as high
risk shall also be considered as a wathchlist can-
didate. When a customer is placed on a watchlist,
anew risk classification should be made, the col-
lateral reviewed and an action plan prepared for
the customer relationship. Each time the commit-
ment is reviewed, an assessment should be made
of whether aloss event has occurred. If a loss
event hasoccurred, a loan loss equation should be
prepared, which in turn could result in impairment
losses.

Credit risk reporting

Exposure to the limits setin the risk appetite fram-
ework is reported to group management each
month. If the limits are exceeded, it will be immedi-
ately reported to the Board of Directors, accompa-
nied by an action plan explaining how the risk will
be handled. A quarterly risk report for the Group is
distributed to the Board of Directors, giving an ex-
tensive description of the risk appetite status and
other developmentsin the risk situation.

Developments in credit risk are monitored closely.
Each month, the credit portfolios are analysed and
reported along several dimensions, such as indus-
try segment, customer segment and geography.
This reporting is undertaken by a unit that is inde-
pendent of the business units. In the internal moni-
toring of credit risk, all portfolios are measured and
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reported according to IRB models, independent of
whether the portfolio is scored in models approved
forusein capital adequacy calculations.

Risk-adjusted capital for credit risk is calculated for
all facilities and forms the basis for assessing the
profitability of the individual facilities. Calculations
of risk adjusted capital are based on risk parame-
tersin the IRB models and include the effect of in-
dustry concentrations, geographic concentrations,
particularly volatile segments and large exposures.

Collateral and other risk-mitigating measures
In addition to assessments of debt servicing
capacity, the Group uses collateral to reduce
risk, depending on the market and type of trans-
action. Collateral can be in the form of physical
assets (mortgages), guarantees, cash deposits
or netting agreements. As a rule, physical assets
shall be insured. In addition, so-called negative
pledges are used, where the customeris requi-
red to keep all assets free from encumbrances
vis-a-vis all lenders. When assessing mortgages
backed by residential property, the property’s
market value, external appraisals or internal va-
lue estimates are used.

The majority of guarantors are private individals,
enterprises, the government/municipalities, gu-
arantee institutes and banks. The value of a gua-
rantee depends on the guarantor's debt-servi-



cing capacity and financial wealth and is asses-
sed individually. In cases where the bank is given
a guarantee by a company, its value will fluctu-
ate along with the company'’s financial perfor-
mance and credit worthiness. A guarantee given
by a limited company could be subject to Sec-
tions 8-7 through 8-11 of the Limited Liability
Companies Acts, which stipulate restrictions on
pledges of collateral by a limited company.

If a credit is backed by a guarantee, it could reduce
the debtor’s LGD. This is on condition that the
guarantor is classified as risk grade 6, or better,
and that the guarantor has sufficient financial
strength to ensure that any demand for payment
under that the guarantor is considered to have
the required financial strength to ensure that
the guarantee will be honoured. In addition, the
guarantee must remain in effect for the entire
term of the loan. Special caution will be shown if
there appears to be a high degree of correlation
between the financial situations of the debtor
and the guarantor. Guarantees represent a small
percentage of the collateral pledged to the bank.

Evaluations of the value of collateral in the cor-
porate market are based on a going concern
assumption, with the exception of situations
where impairment has been made. In addition,
factors which may affect the value of collateral,
such as concession terms or easements and sa-
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les costs, are taken into account. The main prin-
ciple for valuing collateral is to use the expected
realisation value at the time the bank may need
to realise the collateral. Valuations of collateral
should be made when approving new loans and
in connection with the annual renewal and are
considered to be part of credit decisions.

In addition to an assessment of the customer’s
debt servicing capacity, the future realisation
value of collateral, received guarantees and
netting rights, financial clauses are included

in most credit agreements. These clauses are a
supplement to reduce risk and ensure adequa-
te follow-up and management of the commit-
ments. Such clauses may include minimum cash
flow and equity ratio requirements.

Stress testing

DNB's credit portfolios are stress tested annual-
ly in order to identify how vulnerable a business
area, or a specific portfolio, is to losses, inclu-
ding loss of income and default by the custo-
mers. Stress tests are also used to identify cri-
tical drivers for developments in credit risk and
capital adequacy. Overall stress testing of the
credit portfoliois carried out through ICAAP and
externally ordered stress tests. Stress tests of
single portfolios or sectors is performed either
at the request of Group Risk Management or a
business area. These stress tests are normally
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performed by the business area and assumption
and methodology are controlled by Group Risk
Management. The results are considered by the
Group Advisory Credit Committee and approved
by the CRO. The CRO considers the need for any
further actions.

Stress testing of specific risk elements in individu-
al sub-portfolios is performed in connection with
analyses of specific industries. In 2015, the bank
performed stress tests of the portfolios within off-
shore rig (drilling) and offshore service vessels.

Various methods are used to estimate credit los-
ses. If thereis a need to show detailed results,
risk models to implement bottom-up calcula-
tionis used. This is the case for stress testing of
specific portfolios. In these models PD for each
customer is stressed. Furthermore, the LGD and
EAD models are subject to the same macroecon-
omic shock. 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 in-
cluded in the calculation. 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 cycli-
cality, 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 different risk
parameters in the model, depending on the needs
of the different portfolios and business areas.

OVERVIEW OF CREDIT EXPOSURES

The table shows total credit commitment split
by maturity at year-end 2015. There has not been
any significant change from a year earlier.

The diagrams on the next page show the Group’s
total credit exposure according to customer seg-
ment and sector. Total exposure includes loans

and claims, guarantees and undrawn credit faci-
lities. In this connection, total exposure includes

banks and the portfolio of bonds held to maturity.

The breakdown into principal sectors is based on
the Statistical Classification of Economic Activi-
tiesin the European Community, NACE Rev 2.

DNB's credit portfolio is roughly equally distribu-
ted between personal and corporate customers,
43 per centand 57 per cent respectively. The
large majority of credits are related to Norwegi-
an customers in or outside Norway. The diagram
shows credit exposure according to geographical
location based on the customer’s address. The
largest industry sector in the corporate portfolio

/

Credit risk

TOTAL CREDIT COMMITMENTS SPLIT BY MATURITY, DNB GROUP

From From From
31 Dec. 2015 Upto 1 month 3 months 1year Over No fixed
NOK million 1month to 3 months tolyear to 5years Syears maturity Total
Lending to and deposits with credit institutions 188273 102957 4244 2046 3713 301 233
Net lending to customers 165981 104 561 100937 335519 837693 (2527) 1542165
Unutilised credit lines under 1 year 357737
Unutilised credit lines over 1 year 244 267
Guarantees 98 366
From From From
31 Dec. 2014 Upto 1 month 3 months 1year Over No fixed
NOK million 1 month to3months to lyear to Syears Syears maturity Total
Lending to and deposits with credit institutions 282050 62797 6091 22376 13 373325
Net lending to customers 159915 86886 78234 292100 822348 (2139) 1437 344
Unutilised credit lines under 1 year 259 687
Unutilised credit lines over 1 year 351903
Guarantees 103017

is real estate. Real estate includes residential pro-
perties in this diagram.

More detailed information can be found in the
attachment.
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DEVELOPMENT IN TOTAL COMMITMENTS* SPLIT
BY PRINCIPAL SECTORS
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TOTALCOMMITMENTS* SPLIT BY GEOGRAPHY
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*Total commitments = loans to and receivables from credit institutions, loans to customers, guarantees and unutilised limits and offers.
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COMMITMENTS TO CORPORATE CUSTOMERS
SPLIT BY INDUSTRIES**, 31 DEC. 2015

Per cent

%
\

Il Transportation by sea and piplines and vessel construction 14 %
Hl Realestate19%
Il Vanufacturing 16 %
Services 10 %
Trading 6%
Il Oilandgass6 %
Transportation and communcation 8 %
Il Building and construction 7 %
Other sectors 14 %

**The breakdown into principal customer groups corresponds to the
EU's standard industrial classification, NACE Rev 2 and is different
from the industy classification used in EAD measurement.



IMPAIRMENT AND DEFAULTED LOANS

On each balance sheet date, the Group will consi-
der whether there are objective indications that
the financial assets have decreased in value. If
objective evidence of a decrease in value of a loan
or group of loans can be found, impairment losses
are recorded.

Objective indications of a decrease in value of

loans include:

m Serious financial problems on the part of the
debtor.

m Non-payment or other serious breaches of
contract.

m The approval of grace periods or new credit for
instalment payments.

m The renegotiation of interest rates or other loan
terms due to financial problems or the probability
that the debtor will enter into debt negotiations.

m Otherfinancial restructuring or the borrower
being declared bankrupt.

Development in annual net impairment losses
The diagram shows the development in net annual
impairment lossesfor the period 1957-2015. Due to
lack of data, only total net impairment losses are
shown for the period 1957-1991. From 1992, net
impairment losses are also broken down on perso-
nal customers and corporate customers, excluding
public sector and financial institutions.
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NET IMPAIRMENT LOSSES PER YEAR, 1957 - 2015
Per cent
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mmm Total lending
=== Private individuals
=== Corporate customers excluding public sector and financial institutions
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Impairment is calculated as the difference between
the value of the loan in the balance sheet and the
net present value of estimated future cash flows
discounted by the internal rate of return on the
loan, which is the bank’s funding cost plus the origi-
nal margin and amortised fees.

The diagram shows the development in accumula-
ted impairmentin 2015. Accumulated impairment
was reduced by NOK 0.8 billion in 2015, totalling
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ANNUAL NET IMPAIRMENT SPLIT BY INDIVIDUAL
AND COLLECTIVE IMPAIRMENTS

NOK billion
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NOK 11.8 billion. The reduction was mainly due to
write-offs of NOK 3.7 billion. New individual im-
pairmentlosses of NOK 3.3 billion were recorded,
which is NOK 0.2 billion higher than in 2014. There
was an increase in impairment losses within ship-
ping and offshore. Collective impairment losses in-
creased by NOK 0.3 billion during 2015. There was a
reduction in impairment losses recorded in previ-
ous years of approximately NOK 1 billion, which is
NOK 0.3 billion less than in the previous year.
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ANNUAL NET IMPAIRMENT OF CORPORATE CUS-
TOMERS SPLIT BY INDUSTRIES*, DECEMBER 2015

Per cent

%

Il Transportation by sea and pipelines and vessel construction 30 %
Hl Realestate 7%
Il Manufacturing 27 %
Services 3%
Trade 5%
I Oilandgas0%
Transportation and communcation 17 %
Il Building and construction 10 %
Other sectors 1%

“The breakdown into principal customer groups corresponds to the EU's

standard industrial classification, NACE Rev 2 and is different from the
industy classification used in EAD measurement.



Loans which have not been individually evaluated
forimpairment are evaluated collectively in
groups. Loans are grouped on the basis of similar
risk and value characteristics in accordance with
the division of customers into main sectors or
industries and risk categories. DNB has developed
a model that estimates the need for impairment
perindustry based on changes in portfolio quality
and the macroeconomic situation. Just like
individual impairment, collective impairment is
based on discounted cash flows. The discount
factoris based on statistics derived from individual
impairment. DNB uses economic developments
in selected industries based on indices for rent,

oil prices, salmon prices, production gaps, the
ClarkSea index and housing price developments
as objective evidence for collective impairment.
Collective impairment reduces the value of loans
and guarantees in the balance sheet, and changes
during the period are recorded under Impairment
of loans and guarantees.

Impairment losses on loans and guarantees increa-
sed by NOK 0.6 billion from 2014 to 2015. There
was anincrease in individual impairment losses in
the shipping and offshore segment, while there
were reversals on impairment losses in the perso-
nal customer segmentin 2015. A sale of a defaulted
portfolio to Lindorff had a positive effect on the re-
sults of NOK 1.1 billion. This was mainly a consequ-
ence of the sale of defaulted portfolios in the third
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DEFAULTED EXPOSURES, TO CORPORATE CUSTOMERS SPLIT BY INDUSTRIES, 31 DECEMBER 2015
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Hl Transportation by sea and pipelines and vessel construction 23 %
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64 DNB GROUP 2015 RISK AND CAPITAL MANAGEMENT



quarter of 2015. Collective impairment losses rose
by NOK 0.6 billion, to NOK 0.3 billion in 2015, from
net reversals of NOK 0.3 billion in 2014. Therisein
collective impairment reflected a higher risk level
in the large customer portfolio and less favourable
economic conditions in some industries.

In this chapter, defaulted commitments are defi-
ned in accordance with IFRS commitments that
are restructured due to financial problems to avoid
default, are notincluded. For an exact definition of
defaulted commitments, see text box at the start
of the chapter.

The diagrams on the previous page shows the
Group's net defaulted commitments according to
customer segments. The breakdown into princi-
pal sectors is based on standardised sector and in-
dustry categories. More detailed information can
be found in the attachment to the report.

Net defaulted loans and guarantees amounted to
NOK 14 billion at year-end 2015, down from NOK
17.3 billion at year-end 2014. Net defaulted loans
and guarantees represented 0.8 per cent of the
loan portfolio, a reduction of 0.2 percentage points
fromyear-end 2014.

The table shows past due amounts on loans and
overdrafts on credits/deposits broken down on the
number of days after the due date. Past due loans
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PAST DUE LOANS NOT SUBJECT TO IMPAIRMENT

31 Dec. 2015

31 Dec. 2014

Outstanding
Past due/ balance on past

Outstanding
Past due/ balance on past

NOK million overdrawn due loans overdrawn due loans
10-29 days 129 8277 697 12458
30-59 days 272 2743 526 3347
60-89 days 32 758 149 608
> 90 days 1706 5076 203 960
Total 2139 16 855 1575 17 373

and overdrafts on credits are subject to continual
monitoring. Loans and guarantees where a proba-
ble deterioration of customer solvency is identified,
are reviewed for impairment. Such reviews have
also been carried out for the loans and guarantees
included in the table for which no need for impair-
ment has been identified. Past due loans subject to
impairment are notincluded in the table, but are
included in tables showing impaired loans and gua-
rantees. Developments over the past year reflect
the challenging period the Norwegian economy
has been through. There was a substantial increase
in past dueloans and credits which were over-
drawn by more than 90 days during 2015. For volu-
mes between 10 and 90 days, there was a marked
decline compared with the previous year.

65 DNB GROUP 2015 RISK AND CAPITAL MANAGEMENT




CAPITAL REQUIREMENTS FOR CREDIT RISK

The total capital requirement for credit risk was
NOK 66.5 billion at year-end 2015, down NOK 0.2
billion from a year earlier. The capital requirement
for credit risk reported according to the standardi-
sed approach decreased by NOK 7.1 billion, which
was mainly due to the fact that IRB reporting has
been approved for that part of the corporate port-
folio which is scored using the simulation models.
The capital requirement for the IRB portfolio increa-
sed by NOK 6.9 million in 2015. The capital require-
ments for the corporate portfolio and for residen-
tial mortgages increased significantly by NOK 3.7
billion and NOK 3.5 billion respectively, due to new
requirements from Finanstilsynet. For more details
see the paragraph about developments in risk-
weighted assets.

/

Credit risk

SPECIFICATION OF RISK-WEIGHTED ASSETS AND CAPITAL REQUIREMENTS

Average Risk- Capital Capital
Nominal risk weights weighted requirement requirement
NOK million exposure EAD in per cent assets 31Dec.2015 31 Dec.2014
IRB approach
Corporate 1108 681 903 210 46 % 417 760 33421 29699
- of which corporate SME 199168 172 365 47 % 80919 6474 6 680
Specialised Lending (SL) 10813 10 042 58 % 5844 468 179
Retail - mortgage loans 667 612 667 612 23% 153008 12241 8 705
Retail - other exposures 111 886 92132 27 % 24 568 1965 2016
Securitisation 19162 19162 78 % 15007 1201 1820
Total credit risk, IRB approach 1918154 1692158 36% 616 187 49 295 42419
Standardised approach
Central government 60174 74103 1% 411 33 18
Institutions 345 489 109 775 25% 27 873 2230 2730
Corporate 176199 138 347 87 % 120710 9657 16153
Retail - mortgage loans 48 498 46 475 47 % 22 046 1764 1657
Retail - other exposures 93085 43513 76 % 33024 2642 2757
Equity positions 3193 3193 108 % 3444 276 241
Securitisation 2474 2474 30 % 748 60 66
Other assets 5912 5912 114 % 6 684 535 674
Total credit risk, standardised approach 735025 423792 51% 214939 17195 24 297
Total credit risk 2653178 2115950 39% 831127 66 490 66 715
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Developments in risk-weighted assets for the
IRB portfolio

The diagram shows the factors which had effects
on changes in RWA during 2015. Risk-weighted

assets (RWA) increased by NOK 86 billion in 2015.

This can be explained by new requirements from
Finanstilsynet related to residential mortgages
and the large corporate portfolio, as well as the
fact that the simulation models for corporates
were adopted for reporting as from the fourth
quarter of 2015. Portfolios which were classified
using the simulation models totalled NOK 92 bil-
lion in terms of EAD. Increased exposure led to
anincrease in RWA of NOK 34 billion. EAD for the
defaulted portfolio increased by NOK 2.4 billion
during 2015. Risk-weighted assets for this port-
folioincreased by NOK 12 billion.

/

Credit risk

DEVELOPMENT IN RISK-WEIGHTED ASSETS FOR CREDIT RISK, IRB PORTFOLIO

NOK billion
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IRB SYSTEM

The purpose of the IRB regime is to ensure sound
risk management and make sure that the capital
adequacy requirements are fulfilled. To succeed,
quality and transparency must be secured throug-
hout the value chain. The Board of Directors as-
sesses the capital adequacy requirement on the
basis of risk measurements and an overall evalua-
tion of external parameters and business and stra-
tegic targets. All elements in the value chain must
be validated with respect to whether the autho-
rities’ requirements and internal quality require-
ments have been met. The validation will thus
both verify the adequacy of the system and reveal
improvement needs.

DNB started using internal risk models in 1995.
The bank received its first formal permission to
use the IRB approach in early 2007. Most risk mo-
dels used in the bank's IRB system have now been
approved by Finanstilsynet. The calculations from
the IRB system are fully integrated in the bank's
internal management tools.

DNB uses the advanced IRB (AIRB) approach only
forits corporate portfolios. The foundation IRB
(FIRB) is not used by DNB. After a long application
process, the bank received permission to use the
IRB approach for simulation models used for large
corporatesin the fourth quarter of 2015.

/

Credit risk

REPORTING METHODS FOR CREDIT PORTFOLIOS IN DNB

Asset class Reporting method Comments

Corporate AIRB, mainly Retail SME is reported as asset class corporate. DNB is not allowed to
report those as Retail SME.
Standardised approach includes housing cooperatives and newly
formed corporates.

Retail IRB The credit card portfolio are reported as Retail other exposures. DNB
is not allowed to classify those as Retail qualifying revolving exposures
(QRRE).

Securitisation positions IRB International bond portfolio held to maturity, DNB Markets. In accor-
dance to the table in Kapitalkravsforskriften (CRD 1V) §29-2.

Institutions Standardised approach Banks and financical institutions are reported using the standardised
approach. DNDs ambition is the AIRB.

Exceptions Reporting method Comments

Approved exceptions Standardised approach

Temporary exceptions Standardised approach

Governments, municipalities and equity positions .

Subsidiaris in the Baltic countries, Polen and Luxembourg.
In adittion to some minor portfolios.

When DNB received permission to use the AIRB
approach using simulation models, Finanstilsy-
net emphasised that the risk weights in the total
large corporate portfolio should not vary too
much. In practice, the requirements set for PD
and LGD mean that the capital requirement will
be virtually unchanged and not sensitive to cycli-
cal fluctuations. The LGD levels in the simulation
models are adjusted to the floor levels specified in
Finanstilsynet's conditions for capital adequacy
calculations.
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Finanstilsynet has set requirements for the PD
level in the residential mortgage portfolio by
defining the level during a downturn as well as

the weighting of good and bad times. In addition,
thereisa minimum PD requirement of 0.2 per cent
foreach loan. At portfolio level, the average LGD
cannot be lower than 20.0 per cent.

The risk models are also used in internal processes,
and DNB would like the models’ ability to intercept
changesin the risk picture to be retained. DNB



was therefore given permission to use two sets of
risk parameters for the large corporate portfolio,
and in the residential mortgage portfolio from the
first quarter of 2015. At year-end 2015, the inter-
nally calculated risk is lower than the key figures
thatare applied in the capital adequacy reporting.

In this report both the key figures that is used in
the capital adequacy calculation and those key
figures thatis used in internal reporting is pre-
sented.

The IRB models have various areas of application.

The mostimportant are:

m Capital adequacy calculations

m Decision-supportin the credit process

m Credit rules and credit strategies

m Risk measurement and ongoing reporting

m Pricing of risk and measurement of portfolio
profitability

80 per cent of the portfolio, in terms of EAD, was
reported according to IRB models at year-end
2015.

Credit risk models and risk classification
DNB's models for risk classification of customers
are adapted to different industries and segments
and are upgraded where subsequent verification
shows that the explanatory power has declined
over time.

/
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REPORTING METHODS FOR CREDIT RISK, EAD,

DECEMBER 2015

Per cent

Il RB approach 80%
Il Standardised approach 20 %
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ASSET CLASSES INTHE IRB PORTFOLIO, EAD,
DECEMBER 2015

Per cent

Il Corporate44 %
Il SME10%
I \ortages40%
Other retail exposures 5 %
Hl Securitisation 1 %



DNB divides its portfolio into ten risk grades ba-
sed on the PD for each commitment. Commit-
ments in default, categorised as defaulted, are
assigned a PD of 100 per cent.

DNB's models reflect that different variables
give the best explanations for risk in the various
portfolios. As far as possible, DNB's IRB models
are developed on the basis of historical data
using statistical methods. This is the case for
the models used for residential mortgages and
small and medium-sized enterprises. Normally,
access to data will be more limited the further
we go back in time. Thus, a distinction is often
made between the underlying documentation
for model development and for model calibra-
tion. In the large corporate portfolio, there are
far fewer customers and few events of default.
The models are therefore developed as expert
models, whereby the static adaptation of the
models is based on developing models that best
reproduce expert ratings.

While PD models should reflect the expected av-
erage default frequency over a business cycle, the
EAD and LGD models should reflect exposure at
default and loss given default during an economic
recession to the extent this represents a more
conservative approach. DNB is required to inclu-
de the Norwegian banking crisis during the 1988-
1993 period in the calibration of the IRB models.

/

Credit risk

DNB'S CREDIT RISK CLASSIFICATION

Probability of default (per cent)

External rating

Risk grade From PD To PD Moody's Standard & Poor's
1 0.01 0.10 Aaa - A3 AAA - A=

2 0.10 0.25 Baal - Baa2 BBB+ - BBB
3 0.25 0.50 Baa3 BBB+

4 0.50 0.75 Bal BB+

5 0.75 1.25 Ba2 BB

6 1.25 2,00

7 2.00 3.00 Ba3 BB+

8 3.00 5.00 Bl B+

9 5.00 8.00 B2 B

10 8.00 40.00 B3, Caa/C B+, CCC/C

DNB's PD models are a cross between completely
stable and unbiased estimates. This reflects the
fact that many of the factors used to identify good
and less good customers vary over time. In risk re-
porting and internal processes itis favourable that
the PD models intercept changes in risk reflecting
the economic situation. At the same time, capi-
tal requirement should be determined based on
estimates that are relatively stable over the entire
economic cycle. To cover both needs, DNB has PD
models with estimates which are just partly cor-
related with the economic cycle. According to the
requirements for use, risk models used to calcu-
late capital requirements are also to be used in
granting and following up individual exposures.
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Models used in the IRB reporting at end-year 2015
The tables show an overview over the most im-
portant models used in DNB and include a short
description of each model. When the models are
limited by requirements from Finanstilsynet, this
is specified.

The models shown include the major part of total
EAD in the IRB portfolio. The PD models are used
for 93.8 per cent, and the LGD and EAD models are
used for 94.5 per cent of the total IRB portfolio

in terms of EAD. The reason why the PD models
show a lower share of total EAD is that the defaul-
ted portfolio is not scored in the PD models.

/

Model description and method

Number

of years of Limit from the

loss data

Norwegian FSA

Credit risk
PD MODELS
RWA NOK

Asset class Portfolio billion
Corporate Large 260

corporates

Scorecard
Corporate Large 48

corporates

Simulation
Corporate SME 94
Retail Retail, 153

residential

mortgages

Scorecard models based on expert evaluations combined
with a statistical approach. The models include both
quantitative and qualitative risk drivers. The Norwegian
banking crisis during the early 90s is taken into account
when calculating the long-term calibration level.

Simulation models are used for companies like SPVs (Single
Purpose Vehicle) where the main source of debt servicing
isincome generated by the entity's assets. Possible future
scenarios are randomly generated based on a set of risk
drivers. The simulated PD is then adjusted by qualitative
factors based on a scorecard approach. The models are
based on industry segments. The Norwegian banking crisis
during the early 90s is taken into account when calculating
the long-term calibration level.

Statistical scorcard models based on industry segment and
size. Accounting data are included, as is some behavioural
indicators. The Norwegian bank crisis during the early

90s is taken into account when calculating the long-term
calibration level.

Statical regression models using information regarding the
customer's financial position, demography, and payment
record. The calibration level is set by the Norwegian FSA
(Finanstilsynet), with minimum requirements for to AIRB
parameters for retail mortgage portfolios.

>10 years

6-10 years

>10years

>10years

Level determined
based on a formula
from the Norwe-
gian FSA (Finanstil-
synet)

Level determined
based on aformula
from the Norwe-
gian FSA (Finanstil-
synet)

Limit (floor)
determined based
on aformula from
the Norwegian FSA
(Finanstilsynet)
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Credit risk
LGD MODELS
Number
RWA NOK of years of Limit from the

Asset class Portfolio billion Model description and method lossdata  Norwegian FSA

Corporate Large 272 Scorecard model based on expert evaluations combined 6-10 years
corporates with a statistical approach. The input includes seniority,

General covenants and collateral. The Norwegian banking crisis
during the early 90s is taken into account. The downturn
period is set by the Norwegian FSA (Finanstilsynet).

Corporate Large corporates 55 Simulation models are used on companies like SPVs where 6-10years Limit (floor)

SPV (Single the main source of debt servicing is the income that is determined based

Purpose Vehicle) generated by the entity's assets. Possible future scenarios on aformula from
is randomly generated based on a set of risk drivers. The the Norwegian FSA
model identifies under which scenarios the cash flow are (Finanstilsynet)
not sufficient to cover the entity's debt obligations. These
scenarios are used to calculate the LGD. The downturn
calibration level is set in light of the Norwegian banking
crisis during the early 90s.

Corporate SME 96 Statical scorecard models where collateralisationis a key 6-10 years

explanatory variable. In the model, the downturn calibra-
tion is set in light of the Norwegian banking crisis during
the early 90s.

Retail Retail, 153 Classification model based on demographic information >10years Limit(floor)
residential and collateral values. The calibration level is set by the Nor- determined based
mortgages wegian FSA (Finanstilsynet) with minimum requirements on aformula from

for to AIRB parameters for retail mortgage portfolios. the Norwegian FSA

(Finanstilsynet)
EAD MODELS
Number
RWA NOK of years of Limit from the

Asset class Portfolio billion Model description and method lossdata  Norwegian FSA
Corporate Corporate 424 Model combining expert evaluations and a statistical ap- 6-10 years

proach to determine credit conversion factors.

Retail Retail, residential 153 Credit conversion factors estimated using statistical 6-10years
mortgages methods.
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VALIDATION

Validation is a key element in the quality assu-
rance of DNB’s IRB system. In accordance with the
capital adequacy regulations and DNB's validation
guidelines, a validation report should be presen-
ted to the Board of Directors at least once a year
as a basis for assessing whether the Group's credit
risk is adequately classified and quantified.

The quantitative validation includes tests of the
models’ ranking power/discriminatory power,
ability to determine the correct level (calibration)
of risk parameters and the stability of the risk
parameters.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. With respect
to LGD, DNB has implemented methods to test
the models’ ability to distinguish between de-
faulted customers with a high LGD and defaulted
customers with alow orno LGD in order to give
them the correct ranking.

With respect to calibration, tests are implemen-
ted to assess whether PD, EAD and 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 based
on therelevant stage of the business cycle.

/

Credit risk

In order to assess the calibration of the PD models,
a binomial testis used. This test is carried out for
eachrisk grade and compares the observed default
frequency with the probability expected under a
binominal distribution for a given PD. The test an-
swers the following question: “If our predicted PD
fortherisk grade is correct, what is the probability
that the number of observed cases of default will
materialise?” Since the predicted default frequency
should express observations during a full economic
cycle, the tests are based on all available observati-
on periods for the individual model or portfolio.

Four different methods are used to assess the ca-
libration of the LGD models. One of the methods
is to make a comparison between the predicted
and the observed LGD (both number-weighted
and volume-weighted) in intervals to assess the
difference between the average predicted and the
average observed LGD. Based on validation re-
sults fora number of years, the average observed
LGD should ideally be well below the upper limit
for theintervals and not exceed this limit during
an economic downturn, as LGD should reflect the
loss ratio during a downturn. The same applies to
the predicted EAD. In order to identify systematic
variations in the observed default frequency and
the observed loss given default, a macroeconomic
model has been developed to be used as support
when assessing the level of observed defaultin
light of the economic situation.
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In the qualitative validation, both the design of
the IRB system and 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 clas-
sification 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 exter-
nal reporting is thus an important part of the qua-
litative validation.

The most recent validation report shows that
most of the models have good predictive ability.
This especially applies to the models classifying
existing personal customers. Two of the models
used for risk classification of asset financing will
be reviewed in 2016 because they do not distin-
guish satisfactorily between good and less good
customers. A new model for risk classification of
credit card customers was implemented in 2015,
and anotheris being developed. A new model for
small companies has been developed and will be
implemented as soon as itis approved.

The validation results for 2015 are currently being
processed and will be considered by the Board of
Directors inJuly 2016. Until then, the results from
the report for 2014 will be shown.



Risk parameters versus actual outcome
Updated values from the validation report for 2015
can be found in the attachment. The comments
below refer to the validation report for 2014.

The diagrams below show the predicted PD at the
beginning of the year compared with the observed
PD in the course of 2014. The PD is weighted by
number of loans in these diagrams, as opposed to
PD weighted by volume (EAD) in other parts of this
report.

As shown in the diagrams, the actual (observed)
PD is well below the predicted PD throughout

COMPARISON OF PREDICTED AND OBSERVED
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this period for the residential mortgage portfolio.
The predicted PD values stated here are from the
bank'sinternal models and do not reflect the level
specified by Finanstilsynet, which is used in capital
adequacy calculations. The latter had an average
prediction level of 0.92 per cent at year-end 2015.

As stated above, DNB was given permission by
Finanstilsynet to report the simulation models in
thelarge corporate portfolio as IRB as from the
fourth quarter of 2015. Past figures are now inclu-
dedin the diagram. The observed default frequ-
ency is highly volatile due to very few defaultsin
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the portfolio where one single default may have a
significantimpact.

Theincrease in the predicted PD for small and me-
dium-sized limited companies from 2.0 to 3.1 per
cent between 2011 and 2012 is due to a recalibra-
tion of the model in 2012. The recalibration took
place after the validation report for 2011 identified
deficiencies in underlying data for the calibration of
the regional model.

There are different conversion factors for the va-
rious types of products included in calculations of

COMPARISION OF PREDICTED AND OBSERVED
PD, SMALL AND MEDIUM-SIZED COMPANIES

Per cent
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the predicted EAD. With respect to binding offers,
the EAD is calculated based on a set acceptance
ratio calculated on the basis of the previously re-
gistered customer acceptance ratio.

Assessments of the conversion factors for EAD are
based on observed defaulted loans relative to the
related predicted EAD 12 months prior to the time
of default. For large corporates, there is not enough
underlying documentation to make a statistically
robust assessment of the predicted EAD. Both the
acceptance ratio and ratios of relevance to the
various portfolios are shown in the attachment.

COMPARISON OF PREDICTED AND OBSERVED
LGD, RESIDENTIAL MORTGAGE PORTFOLIO
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The table for LGD shows the predicted LGD at the
start of the year compared with the actual LGD

for events of default that occurred in the course of
the year. The predicted values are based on the de-
faulted portfolio, which normally gives somewhat
higher average figures than if the entire portfolio
is used.

The diagrams with the results from the valida-
tion of some of the LGD models show that the
observed LGD is lower than the predicted LGD in
the models for both real property and small and
medium-sized enterprises. The high observed LGD

COMPARISON OF PREDICTED AND OBSERVED
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in 2012 and 2013 for the large corporate model is
stillan uncertain estimate, as a large number of
the customers are still in default. In addition, due
to few events of default, the default of individual
customers has a significant impact.

COMPARISON OF PREDICTED AND OBSERVED
LGD, SMALL AND MEDIUM-SIZED COMPANIES

Per cent
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ACTUAL VALUE ADJUSTMENTS

The two figures shows a comparison between
expected losses at the beginning of the year and
new impairment losses recorded during the year
forapproved IRB portfolios.

The expected loss (EL) for the residential mortga-
ge portfolio increased during 2015, while actual
value adjustments were reduced. The increased
ELis due to the requirement of a LGD floor, which
was implemented in 2014. The actual value adjus-
tments are at a significantly lower level than the
estimated EL.

In the corporate portfolio, both the expected loss
and the actual value adjustments increased. This
is due to the above-mentioned declining quality in
the oil-related portfolio during 2015. There were
higher impairment losses, especially in the speci-
fied portfolios. EL is calculated based on the key fi-
gures used in the calculation of the capital require-
ment. For more information see attachment.

EXPOSURES FOR APPROVED IRB
PORTFOLIOS

DNB has been given permission by Finanstilsynet
to use two sets of risk parameters in the large
corporate portfolio and the residential mortgage
portfolio from 2015. At year-end 2015, the internal
calculated risk was lower than the key figures that

/

Credit risk

COMPARISON BY EXPECTED AND ACTUALVALUE
ADJUSTMENTS ACCORDINGTO RISK PARAMETERS
FOR RESIDENTIAL MORTCAGE LOANS

NOK billion
1.0
0.8
0.6
0.4
° 2011 2012 2013 2014 2015

El Expected loss (EL), year-start
B impairment losses, year-end

are appliedin the capital adequacy calculation. In
the tables on the following pages, key figures used
in calculating capital requirements will be pre-
sented under the heading "Used in the calculation
of capital adequacy". The key figures used in the
internal management of credit risk are shown un-
der the heading "Used in internal reporting".

The tables show EAD for the residential mortga-
ges and corporate portfolios. EAD is the total of
the amount drawn and the unutilised credit line
multiplied by a credit conversion factor (CCF).
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COMPARISON BY EXPECTED AND ACTUALVALUE
ADJUSTMENTS ACCORDINGTO RISK PARAMETERS
FOR CORPORATES

NOK billion

2.5
2.0
1.5
1.0
05

0

2011 2012 2013 2014 2015

E Expected loss (EL), year-start
B Impairment losses, year-end

For the corporate portfolio, the average matu-
rity is also shown. The PD for the total portfolio
is weighted by EAD and includes only risk grades
1-10.
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Credit risk
RETAIL, RESIDENTIAL MORTGAGES
2015 2014
Used in calculation of capital adequacy Used in calculation of capital adecuacy
Unutilised Unutilised
creditlines, EAD, NOK Risk creditlines, EAD, NOK Risk
Risk grade NOKmillion CCF% million PD % LGD % weight % NOKmillion CCF% million PD % LGD % weight %
1 - - - - - - - - - - - -
2 7634 100 65103 I 0.20 19 8 25769 100 260173 0.16 20 7
3 21792 100 214805 N 0.30 20 12 14039 100 184874 N 0.37 20 13
4 14931 100 173993 0.62 20 20 3426 100 65741 W 0.62 20 20
5 3929 100 75001 N 1.01 21 28 4412 100 g3g79 M 0.99 20 27
6 4859 100 82166 HH 1.63 21 38 1579 100 37033 1 1.61 20 37
7 1690 100 34786 W 2.61 21 51 384 100 11973 | 2.47 21 50
8 398 100 12360 1 3.94 22 68 147 100 5596 3.90 22 66
9 137 100 4767 | 6.41 22 88 31 100 2249 6.35 22 85
10 54 100 2856 13.21 22 114 9 100 1106 12.09 21 106
Defaulted 5 100 1684 100.0 26 197 9 100 2064 100.0 24 180
Sum total » 55429 100 667 612 0.91 20 23 49 804 100 654 688 0.57 20 17
2015
Used ininternal reporting
Unutilised For residential mortgages, a minimum level for PD
Risk grade oeditines  py oK oD% LoD % was introduced in the first quarter of 2015, and the
1 - - - - - LGD floor, which was first introduced in the first
2 28836 100 267356 N 0.16 10 quarter of 2014 was adjusted at the same time. The
3 15704 100 101835 [ 0.37 10 | lculated with h h
. 2714 100 2605 M 062 1 key figures calculated without these floors show
5 4899 100 8431 M 0.99 11 that creditquality did not Change much during
6 1696 100 35206 W 1.61 11 2015.
7 383 100 10938 | 246 12
8 139 100 4957 | 3.91 12
9 29 100 1817 6.37 12
10 24 100 897 11.97 12
Defaulted 5 100 1684 100.0 15
Sum total » 55429 100 667 612 0.55 10
1) PD to total portfolio is EAD weighted, and includes risk grades 1-10.
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Credit risk
CORPORATES, EXCLUDING SMALL AND MEDIUM-SIZED ENTERPRISES
2015 2014
Used in calculation of capital adequacy Used in calculation of capital adecuacy
Unutilised Unutilised
creditlines, EAD, NOK Risk Maturity, creditlines, EAD, NOK Risk Maturity,
Risk grade NOKmillion CCF% million PD % LGD% weight% years NOK million CCF% million PD % LGD % weight% years
1 70018 50 58083 H 0.06 29 15 2.7 69 664 55 61915 Wl 0.05 28 13 2.4
2 95656 55 102840 N 0.18 26 27 2.8 104618 56 106517 0.17 28 26 2.7
3 72184 57 135473 N 0.37 22 33 2.7 92724 60 125512 N 0.38 23 35 2.8
4 44289 58 91134 HH 0.62 22 41 2.7 43571 63 90819 N 0.60 21 38 2.6
5 36029 62 111380 I 0.96 22 48 2.7 40452 62 106752 I 0.96 23 50 2.8
6 24885 64 90997 W 1.58 21 52 2.8 28900 70 98592 NN 1.62 22 56 2.6
7 18763 63 60072 M 2.38 20 55 2.6 9630 69 39143 W 2.44 23 64 2.6
8 9724 63 41876 W 3.72 22 73 2.7 1980 50 11518 1 3.68 28 79 21
9 2487 55 14319 1 6.15 25 95 2.9 484 76 3669 | 6.50 27 109 3.4
10 1624 70 11501 1 13.14 23 109 2.7 1416 45 9103 | 13.92 24 108 2.1
Defaulted 2412 49 13171 | 100.0 27 219 2.2 556 41 10176 | 100.0 33 163 1.9
Sum total ¥ 378071 57 730846 1.28 23 46 2.7 393 996 59 663 715 1.03 24 43 2.6
2015
Used ininternal reporting
Unutilised , For large corporates, the increased PD is due to
creditlines, EAD, NOK Maturity, . . . . .
Risk grade NOKmillion  CCF% million PD % LGD % years changes in credit quality, especially for oil-related
1 95 307 51 81835 WM 0.06 29 27 exposures. In addition, the recalibration of all
2 106 362 56 136314 0.17 23 2.8 . ) .
the large corporate models in connection with
3 62646 53 123074 HEE 0.37 21 2.7 . R , . .
4 37969 61 00812 W 0.61 22 27 Finanstilsynet’s IRB-approval of the simulation
5 26949 61 80766 W 1.00 23 2.7 models, led to changes in PD levels in serveral mo-
6 22985 67 93500 164 18 28 dels. Some portfolios had a positive change in the
7 14483 68 60051 I 2.44 20 2.6 PD level b h he ch .
s 6650 o 32533 B 304 23 57 evel, but for others the change was negative.
9 1017 62 8396 | 6.30 20 2.9 Overall, there was anincrease in the weighted PD
10 1294 74 1029% | 12.61 23 2.7 of the portfolio. The recalibration also affects the
1 X i . .
Defaulted 2412 s 15168 1009 2 22 internally reported PDs. In capital adequacy calcu-
Sum total ¥ 378071 57 730 846 1.14 23 2.7

1) PD to total portfolio is EAD weighted, and includes risk grade 1-10.
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lations, LGD levels for the simulation models are
adjusted to the floor given by Finanstilsynet. The



increase in the defaulted portfolio is related to the
negative developmentin oil-related industries.

The key figures for the portfolio of small and medi-
um-sized enterprises are stable or have improved
slightly. This is mainly due to improvements in the
accounts that areimportantinput factors to the
credit models for this portfolio.

An overview of the portfolios of other retail and
specialised lending can be found in the attach-
ment. The Other retail portfolio includes port-

/

Credit risk

folios from DNB Finans. The major part of this
portfolio, 84 per cent, represents unsecured con-
sumer loansin DNB Kort. Amounts drawn in this
portfolio totalled NOK 19.3 billion. The weighted
PD improved somewhat during 2015. Overall, the
other key figures are virtually unchanged. The
volume of specialised lending represented 0.6 per
cent of the total IRB portfolio; NOK 10 billion.

CORPORATES, SMALL AND MEDIUM-SIZED ENTERPRISES (SME)

2015 2014
Used in calculation of capital adequacy Used in calculation of capital adequacy

Unutilised Unutilised
creditlines, EAD, NOK Risk Maturity, creditlines, EAD, NOK Risk Maturity,
Risk grade NOKmillion  CCF% million PD % LGD % weight % years NOK million CCF% million PD % LGD% weight% years
1 646 46 3192 | 0.05 26 13 3.0 451 49 2194 | 0.04 27 12 2.7
2 896 34 2430 | 0.19 23 23 3.0 1129 35 2795 | 0.17 25 25 3.0
3 9735 49 45607 N 0.39 22 31 3.2 8585 69 39029 N 0.39 23 31 3.2
4 9925 43 30923 HH 0.61 24 37 2.8 10162 67 33524 N 0.61 27 41 2.8
5 10721 48 32810 N 0.97 26 47 2.6 9802 63 28492 HH 0.96 26 47 2.7
6 6588 42 20540 H 1.60 24 55 3.0 7055 61 22642 1 1.60 27 58 2.8
7 3520 49 14683 W 2.47 24 58 2.9 3125 65 15373 W 2.53 26 62 2.9
8 2250 46 10086 N 3.84 26 68 2.9 2259 63 9938 W 3.79 26 67 2.7
9 1020 39 4169 1 6.35 26 83 2.8 722 69 3992 1 6.22 28 81 2.8
10 988 41 4195 1 15.85 27 111 2.5 973 67 4446 1 14.95 29 113 2.5
Defaulted 431 47 3731 | 100.0 43 116 2.1 379 89 4017 1 100.0 39 144 2.6
Sum total » 46720 45 172 365 1.60 25 47 2.9 44 640 64 166 442 1.65 26 50 2.9

1) PD to total portfolio is EAD weighted, and includes risk grade 1-10.

79 DNB GROUP 2015 RISK AND CAPITAL MANAGEMENT



ANNUAL MIGRATION IRB PORTFOLIO

All customers granted credit must be classified
according torisk at least once a year. The dia-
grams on the next page show how volumes, in
terms of EAD, in the IRB portfolios corporate and
residential mortgages migrated between risk
grades during 2015. Positive figures indicate mi-
gration to better risk grades. Migration is measu-
red for customers with an exposure to the bank
throughout the year. New customers that ente-
red the portfolio in the course of the year, are not
included.

/

Credit risk

The diagrams for IRB residential mortgages and
IRB corporates, exclusive SME, show the migra-
tionin theinternal reporting and in the capital
adequacy calculation. The migration in the cor-
porate portfolio is affected both by changes in
credit quality and the before mentioned calibra-
tion. See also the comment under the key figures
for the IRB portfolio Corporate exclusive SME.
The migration in the residential mortgage port-
folioin the capital adequacy calculation is due to
the new requirements, as the underlying portfo-
lio quality was unchanged from the previous year.

YEAR-ON-YEAR MIGRATION, IRB RETAIL, YEAR-ON-YEAR MIGRATION, IRB CORPORATE, YEAR-ON-YEAR MIGRATION, IRB CORPORATE,

RESIDENTIAL MORTGAGES, 2015 EXCL. SME, 2015 SME, 2015
NOK billion NOK billion NOK billion
250 300 80
200 250
60
200
150
150 40
100
100
20
50 .
0 0 0
4 -3 2 1 0 1 2 3 4 >=5 >=5 -4 3 2 -1 0 1 2 3 4 >=5 >=5 -4 -3 2 -1 0 1 2 3 4

Hl (nternal reporting I Capital adequacy calculation Hl (nternal reporting I Capital adequacy calculation
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IRB PORTFOLIO BY INDUSTRY GROUPS
The tables on the next page show the performing
IRB portfolios by industry segment.

The increased PD in most corporate segments is
as mentioned due to a combination of new re-
quirements from Finanstilsynet and a negative
development in credit quality in the oil-related
sectors. In the residential mortgage portfolio,

/

Credit risk

theincrease is entirely due to the new require-
ments from Finanstilsynet.

An overview of the defaulted portfolio by industry
segment can be found in the attachment. The vo-
lume in this portfolio has increased by 13 per cent,
mainly due to anincrease in the shipping and ser-
vice sectors. Nevertheless, the defaulted portfolio
constitutes only 1.2 per cent of the total IRB port-

IRB PORTFOLIO BY INDUSTRY, PERFORMING PORTFOLIO

folio. The share of impairment losses was slightly
reduced during 2015. This is because the defaulted
loans are backed by collateral that is estimated to
cover the whole exposure.

2015
Used in calculation of capital adequacy

2014
Used in calculation of capital adequacy

EAD, NOK Risk Maturity, EAD, NOK Risk Maturity,

billion weight % PD % LGD % years billion weight % PD % LGD % years

Mortgages 666 22 0.91 20 - 653 16 0.57 20 -
Otherretail 91 25 1.44 34 - 88 26 1.52 34 -
Transportation by sea and pipelines and vessel construction 152 1l 52 1.50 23 2.7 142 1N 52 1.36 23 2.8
Real estate 166 N 40 1.18 21 31 135 N 37 1.09 21 33
Manufacturing 107 W 40 1.41 23 2.4 oz 42 1.46 24 2.3
Services 75 1 47 1.63 23 2.8 84 H 48 1.26 25 2.6
Trade 45 1 48 1.54 26 2.5 48 1 53 1.67 29 2.1
Oil, gas and offshore 160 N 44 1.29 24 2.9 13 Il 36 0.66 25 2.8
Transportation and communication 53 11 41 1.15 26 2.7 47 11 40 0.93 25 2.8
Building and construction 55 11 43 1.39 24 2.2 54 W 48 1.47 27 2.0
Power and water supply 50 1 29 0.65 25 2.8 44 11 25 0.34 28 2.2
Seafooda 20 | 39 1.51 20 2.7 21 1 44 1.25 23 3.1
Hotels and restaurants 7 42 0.91 21 3.6 6 49 1.72 24 2.4
Agriculture and Forestry 5 45 1.83 24 3.5 71 44 1.57 24 33
Other corporates 0 29 1.00 16 1.8 0 48 1.59 28 2.0
Total Portfolio 1653 34 1.16 23 - 1563 31 0.93 23 -
Total Corporate Portfolio 896 43 1.33 23 2.8 822 43 1.15 24 2.7
Total Retail Portfolio 757 23 0.97 22 - 741 17 0.69 22 -
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IRB PORTFOLIO BY COUNTRY

Approximately 55 per cent of the portfolioisin
Norway. Growth in countries other than Norway
during 2015 was mainly due to exchange rate
movements. DNB has no exposure to the Ukraine
and very limited exposure to Russia.

An overview of the defaulted portfolio by geo-
graphy can be found in the attachment. A sig-
nificant part of this portfolio, 51 per cent, isin
Norway. LGD, share of impairment losses and risk
weights were reduced during the year. This is due
to the same factors as commented on for the de-

faulted portfolio for the industry segments above.

/

Credit risk

CORPORATE IRB PORTFOLIO BY GEOGRAPHY, PERFORMING PORTFOLIO

2015

Used in calculation of capital adequacy

2014

Used in calculation of capital adequacy

EAD, NOK Risk Maturity, EAD, NOK Risk Maturity,
Risk grade1to 10 billion weight % PD % LGD % years billion weight % PD % LGD % years
Norway 48s 44 1.56 23 2.8 490 N 44 1.33 25 2.7
Sweden 62 1 41 1.26 22 2.6 58 1 41 0.81 23 2.6
United Kingdom 33 1 48 1.42 23 3.2 31 1 42 0.66 25 3.0
Rest of Europe 105 H 44 1.17 23 2.8 89 42 0.93 25 2.8
North America 132 W 34 0.69 23 2.7 117 W 35 0.86 24 2.7
Asia & Pacific 43 1 56 1.42 27 2.7 19 | 48 1.22 26 2.8
Arab States 4 44 0.27 33 3.8 2 33 0.80 32 2.0
South/Latin America 24 | 48 0.93 25 31 13 1 56 113 26 31
Africa 5 46 1.11 23 2.1 3 56 1.21 23 3.3
Total Corporate Portfolio 896 43 1.33 23 2.8 822 43 1.15 24 2.7
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STANDARDISED APPROACH FOR CREDIT
RISK

As an IRB bank, DNB reports all portfolios which
are not qualified to be reported according to the
IRB approach according to the standardised ap-
proach, though the portfolios are grouped in IRB
categories. In addition, loans which qualify for be-
ing reported according to the IRB approach, but
where there is not adequate available data, are
reported according to this approach.

Finanstilsynet has granted a permanent exception
from the IRB approach for governments, central
banks and equity positions. Other portfolios re-
ported according to the standardised approach
are regarded as temporary exceptions, like corpo-
rate and residential mortgage portfoliosin DNB's
subsidiaries in the Baltic countries and Poland.
DNB's securitisation investments are reported ac-
cording to the IRB approach, while Eksportfinans’
portfoliois reported according to the standardi-
sed approach. 20.0 per cent of the credit portfolio,
in terms of EAD, is reported according to the stan-
dardised approach.

Estimated risk-weighted assets and capital requi-
rements for the portfolios reported according to
the standardised approach are shown in the para-
graph on capital requirements.

/

Credit risk

External ratings are used for foreign government
risk and publicadministration outside Norway as
well asinternational banks and credit institutions
included in the segments governments and insti-
tutions. Asa main principle, a country’s rating is
used, based on the average ratings from Moody's,
Standard & Poor’s and Fitch. If there is no rating
from one of the rating agencies, the average ra-
ting from the two other agencies should be used.
If thereis norating from two of the rating agen-
cies, therating from the third agency should be
used. If none of the rating agencies mentioned
above have issued a rating for the country in qu-
estion, arating from The Economist Intelligence
Unit, or alternatively Euromoney or Institutional
Investor, is to be used.
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ASSET CLASSES IN STANDARD PORTFOLIO,

EAD, DECEMBER 2015

Per cent

Il States17%
Il Institutions 26 %
Corporate 33 %
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COUNTERPARTY RISK FOR DERIVATIVES

DNB enters into derivative transactions on the
basis of customer demand, and to hedge positions
resulting from such activity. In addition, deriva-
tives are used to hedge positions in the trading
portfolio and take positionsin the interest rate,
currency, commodity and equity markets. Deriva-
tives are traded in portfolios where balance sheet
products are also traded. Derivatives are generally
traded “over the counter”, which means that indi-
vidual contracts are agreed upon by the parties.
The market risk of the derivatives is handled, revi-
ewed and controlled as an integral part of market
risk in these portfolios.

Derivatives are traded with a number of diffe-
rent counterparties, and most of these are also
engaged in other types of business. The credit risk
that arises in connection with derivative trading
isincluded in the DNB Group's overall credit risk
measurement. Such measurement and follow-ups
take place on a daily basis. In order to minimise
counterparty risk for individual counterparties,
netting agreements and bilateral guarantee agre-
ements have been entered into. In addition, vari-
ous interest rate products are cleared via so-called
clearing houses, such as the LCH.Clearnet. The
counterparty risk foran individual party is thus
transferred to the clearing house.

/

Credit risk

COUNTERPARTY RISK, FINANCIAL DERIVATIVES

Gross nominal Net nominal Replacement Replacement
amount before amount after cost, MTM before cost, MTM after Credit equivalent Risk-weighted
NOK million netting netting netting netting / EAD assets RWA
31 Dec. 2015 3966 802 167 884 157943 79626 115400 49617
31 Dec. 2014 6636044 243897 216 355 133873 149 262 57716
CREDIT DERIVATIVES USED FOR HEDGING
Bought Sold Bought Sold
NOK million 31. Dec 2015 31. Dec 2015 31. Dec 2014 31. Dec 2014
CDS - credit default swaps 0 88 0 74
CLN - credit linked notes 88 0 74 0
Sum Kredittderivater 88 88 74 74
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CSA agreements (Credit Support Annex) have
been entered into with most major bank coun-
terparties and a large number of other counter-
parties. This means that the market value of all
derivatives entered into between DNB and the co-
unterparty is settled either daily or weekly, whe-
reby counterparty risk is largely eliminated. These
transactions are generally backed by cash colla-
teral, though Treasury bills and covered bonds are
also used. The collateral agreements are normally
not based on rating triggers, but for a few agre-
ements, the minimum exposure level will be redu-
ced if DNB is downgraded. The effects of a pos-
sible downgrade are very limited. Equity forward
contracts, securities issues and currency trading
for private individuals are monitored and margi-
ned on a daily basis. By entering into CSA agree-
ments, capital requirements are reduced. When
calculating capital requirements, the market
value method is used.

When measuring and monitoring counterparty
risk forinternal purposes, DNB uses an internal
model based on simulation of future scenarios.
The interest rate model is a mean reversion model,
while the FX model is a GBM-model (Geometri-
cal Brownian Motion model). Counterparty risk

in Markets may fluctuate extensively from one
month to the next. However, much of the risk ex-
posure can be netted though netting and colla-
teral agreements with main counterparties. This

/

Credit risk

could give a significant reduction in net values
compared with gross values.

The table below shows exposure and risk-weigh-
ted volume for counterparty risk for financial
derivatives. The nominal amount represents the
principal or the underlying contract size, while
MTM represents the market value (net and gross)
of all derivative contracts with a positive market
value. EAD is the total of MTM and future risk. The
weighted amount is calculated by multiplying
EAD with the relevant risk weight for the various
counterparties.

The table shows exposure and risk-weighted as-
sets for counterparty risk. The nominal amount
represents the principal or the underlying con-
tract size, while MTM represents the market
value (net and gross) of all derivative contracts
with a positive market value. EAD is the total of
MTM and future risk. The weighted amount is
calculated by multiplying EAD with the relevant
risk weight for the various counterparties. The
capital requirementis 8 per cent of risk weighted
assets.There has not been any buying or selling
of credit derivatives throughout 2014. Due date
is 2017. The changes in nominal amount, is due to
thedepreciation of the Norwegian krone towards
the end of the year. The actualamountis USD 10
million.
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INVESTMENT IN SECURITISATION

The topicis discussed in chapter Liquidity risk.
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GENERAL INFORMATION ABOUT
MARKET RISK

Market risk is the risk of losses due to unhedged
positions in the foreign exchange, interest rate,
commodity and equity markets. The risk reflects
potential fluctuations in profits due to volatility
in market prices or exchange rates. Market risk
includes both risk which arises through ordinary
trading activities, and risk which arises as part of
banking activities and other business operations.
In addition, market risk arises in DNB Livsforsikring
ASA through the risk that the return on financial
assets will not be sufficient to meet the obliga-
tions specified in agreements with customers.
Market risk in life insurance is described in a
separate chapter about DNB Livsforsikring.

DEVELOPMENTS IN MARKET RISK IN 2015

The high level of volatility in the Norwegian
financial markets persisted through 2015. The oil
price continued to decline, which had a profound
impact on these markets. The Norwegian krone

3

Market risk

Market risk

depreciated by 16 per cent against the US dollar.
Parallel to this, the Norwegian exchange rate
became more volatile. Norwegian interest rates
fell to record-low levels, with a ten-year swap rate
below 1.7 per cent.

At the beginning of the year, DNB's market risk
exposure exceeded the limitin the Group's risk
appetite framework. The main reason was the
low Norwegian interest rate level and the resul-
ting risks for life insurance operations. As a result
of the high level of market risk, the Group made
an overall assessment of its market risk exposure,
prepared an action plan and implemented seve-
ral risk mitigation measures in 2015. At the same
time, market risk was more closely monitored.

Risk-adjusted capital for market risk decreased by
8 percentage point during 2015, which was mainly
due to the sale of real estate investments and re-
duced equity exposure in DNB Livsforsikring. The
freed-up capital was reinvested in mortgages and
bonds, which entail lower market risk. In addi-
tion, substantial provisions for higher life expec-
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MARKET RISK AS SHARE OF TOTAL
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tancy were made. The DNB Bank Group also sold
property investments, and the transition from a
defined-benefit to a defined-contribution pension
scheme for employees helped bring down market
risk. Afurtherreduction in market risk exposure
through the sale of equity and real estate invest-
ments is planned for 2016.The level of market risk
in trading activities was virtually unchanged from
year-end 2014. Exposures and limits for trading
activities were reduced in 2015, but this was
offset by an increase in market volatility.

MANAGEMENT AND MEASUREMENT OF
MARKET RISK

Total market risk in DNB must be within the risk
appetite limit determined annually by the Board
of Directors. Market risk in the risk appetite
framework is measured as a share of the Group's
total risk-adjusted capital. The limit covers market
risk within both banking and life insurance.

The Group guidelines for market risk contain prin-
ciples that ensure that all market risk is managed

and monitored in a consistent and holistic manner.

Market risk is managed and followed up by special
units in the respective business areas and gover-
ned and supervised by Group Risk Management.
The CRO is the owner of the group guidelines for
market risk.

3

Market risk

MARKET RISK IN BANKING ACTIVITIES AS
SHARE OF TOTAL RISK-ADJUSTED CAPITAL

Per cent
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The total market risk limit is operationalised in the
form of sensitivity limits for each risk type. The
sensitivity limits are determined each year by the
Board of Directors. Limits that are not renewed
will automatically expire. The limits are delega-
tedin a hierarchy from the Board of Directors

to the CEO and further to the units responsible
forinvestment or trading decisions. If limits are
exceeded, it must be reported immediately to the
person who has delegated the limit and to Group
Risk Management.
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MARKET RISK IN TRADING ACTIVITIES AS
SHARE OF TOTAL RISK-ADJUSTED CAPITAL

Per cent
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DNB uses various risk measures to manage and
monitor market risk. The measurement methods
have different risk identification properties. Risk-
adjusted capital is used to limit overall market risk
in DNB, and in the internal risk assessments used
in connection with ICAAP. Value at Risk (VaR) is
used to compare risk across asset classes, and to
follow up the risk level of each risk type. VaR is
calculated forinterest rate, equity and currency
risk in both banking activities and trading activi-
ties. Sensitivity targets used in measuring market



risk reflect how much the bank risks to lose based
on a given change in the underlying type of risk.
Sensitivity measures are used to report and follow
up exposures against specific limits, e.g. limits on
yield curve intervals. The sensitivity measures are
important elements in qualitative risk assessments
and as input to quantitative risk modelling.

Market risk exposures are reported in the Group's
quarterly risk report to the Board of Directors.
In addition, risk exposures and limit utilisation
arereported to the group management team
on a monthly basis. The follow-up of group mar-
ket risk limits is the responsibility of the Group’s
CRO. Units which are responsible for monitoring
market risk, report to Group Risk Management
independently of the respective business area’s
management teams.

Stress testing is used to identify exposures and
losses which could arise under extreme, but
probable, market conditions. The calculation of
losses under various future economic scenarios
makes it possible to uncover potential losses that
are not identified by the statistical models.

MARKET RISK IN TRADING ACTIVITIES

Trading activities in DNB mainly include market
making, facilitation of corporate financing and
proprietary trading. The risk associated with

3

Market risk

trading activities constitutes a small share of the
Group's total market risk. DNB Markets is respon-
sible for all trading activities. The market value
principle is used as the accounting principle for
trading activities, which are subject to capital
adequacy requirements for market risk.

In connection with the renewal of market risk
limits in December 2015, the limits for currency risk
and interest rate risk were reduced. The reason was
reduced exposures and the to reduce the extent of
unutilised limits. The table shows the market risk
limits for trading activities at year-end 2015.

INTEREST RATE EXPOSURE IN TRADING
ACTIVITIES, BASIS POINT VALUE

NOK million

—

Dec.13 Mar.14 Jun.14 Sep.14 Dec.14 Mar.15 Jun.15 Sep.15 Dec.15

Bl Basis point value (BPV) exposure
= Jpper limit
mmm | owver limit
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MARKET RISK LIMITS FOR TRADING ACTIVITIES,
31 DECEMBER 2015

NOK million Limit Description
Currency risk 3000 Market value limit
Interes rate risk* 6 Sensitivity limit
Equity risk 2500 Market value limit
Commodities risk 300 Market value limit

* per basis point value

VALUE-AT-RISK TRADING ACTIVITIES, ONE DAY
HOLDING PERIOD, CONFIDENCE LEVEL 99 PER CENT

NOK million
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Interest rate exposure in trading activities is largely
afunction of customer trading and varied signi-
ficantly in 2015. During the year, the risk level for
currency and interest rate risk in trading activities
in terms of VaR ranged between NOK 14 million
and NOK 48 million. The annual average was NOK
25 million, which is somewhat higher than in 2014
due to theincreased market volatility. The largest
exposure at year-end 2015 was to Norwegian
fixed-income instruments.

MARKET RISK IN BANKING ACTIVITIES

Market risk in banking activities can be broadly
divided into risk related to the management of

equity investments and risks stemming from the
Group Treasury function.

The Group Treasury is responsible for market risk
stemming from funding activities, liquidity ma-
nagement, as well as asset and liability manage-
ment. The most significant market risk factors
are interest rate risk, credit spread risk arising in
the bond portfolios and basis swap spread risk
from the hedging of currency risk in connection
with funding in foreign currencies.

The Group's CFO is responsible for equity and real
estate investments in banking activities. These
investments comprise repossessed equities and
real estate stemming from customer defaults, the

3
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INTEREST RATE EXPOSURE IN BANKING
ACTIVITIES, BASIS POINT VALUE

NOK million
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banking group's strategic investments and finan-
cial equity investments.

Interest rate risk in banking activities arises
through traditional banking activities such as
customer lending and deposits, stemming from
differences in fixed-rate periods for assets and lia-
bilities, including fixed-rate loans and fixed-rate
deposits. The banking group’s securities holdings
are included in the calculation of interest rate risk.
Derivatives are used to reduce interest rate risk.
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VALUE-AT-RISK FOR INTEREST RATE RISK IN
BANKING ACTIVITIES, ONE DAY HOLDING PERIOD,
CONFIDENCE LEVEL 99 PER CENT

NOK million

40

30

20

10

Dec.12  Jun.13 Dec.13 Jun.14 Dec.14  Jun.15 Dec. 15

The total limit for interest rate risk in banking acti-
vities for 2015 was NOK 4.6 million for each basis
point change ininterest rate levels. The limit was
temporary raised to NOK 11.6 million in Novem-
ber due to the sale of a residential mortgage port-
folio from the DNB Bank Group to DNB Livsforsik-
ring. Separate limits are set for each currency and
forintervals on theyield curve. Interest rate risk in
banking activities is measured and reported on a
daily basis.



The total interest rate exposure in banking acti-
vities, in terms of basis point value, was stable
throughout 2015. The residential mortgage trans-
action in November led to a temporary changein
the interest rate exposures from net lending to net
borrowing.

Increased interest rate volatility in the Norwegian
market explains the great variations in VaR for
banking activities in 2015, which ranged between
NOK 5 million and NOK 40 million. The annual ave-
rage VaR was NOK 17 million, which is somewhat
higher than in the previous year.

The first table shows the term structure for the
interest rate exposure in banking activities. The
exposure is regarded as positive if the bank would
suffer losses in the event of falling interest rates.
The net interest rate exposure at the end of 2015
was positioned for falling interest rates.

The second table shows the impact on profits for
banking activities based on various interest rate
changes. Aninterest rate increase of 200 basis
points will resultin a loss of about NOK 500 million,
while a similarincrease in interest rates will result
ina gain of about NOK 500 million. Interest rate
risk in banking activities is generally linear, so that
changes in theinterest rate multiplied by the inte-
rest rate sensitivity provide a realistic and fair pic-
ture of the interest rate risk in the Group Treasury.

3
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TERM STRUCTURE OF THE IN THE INTEREST RATE EXPOSURE IN BANKING ACTIVITIES AS AT 31 DEC. 2015

NOK thousand <3months  3-6 months 6-12 months 1-3 years 3-6 years 6-10years 10-15vyears > 15years
NOK -3244 -387 1861 743 -286 -939 -185 -48
EUR 0 -1 9 67 -8 -73 -9 -9

THE EFFECT OF INTEREST RATE SHOCKS ON THE INTEREST RATE EXPOSURE IN BANKING ACTIVITIES

AS AT 31 DEC. 2015

NOK thousand + 200 bpv +150 bpv +100 bpv +50 bpv -50 bpv -100 bpv -150 bpv -200 bpv
NOK -497 -373 -248 -124 124 248 373 497
EUR -5 -4 -2 -1 1 2 4 5
Total -502 -376 -251 -125 125 251 376 502

Basis risk is the risk that changesin the value of a
hedge is not correlated with the changes in value
of the underlying position being hedged. Basis
risk that is of significance to DNB is monitored by
establishing separate market risk limits. The most
pronounced basis risk in DNB arises in connection
with currency hedging of future cash flows in fo-
reign currency, so-called basis swap risk. Future
cash flows in various currencies are priced diffe-
rently in the basis swap market. The price differen-
tial is the basis for basis swap risk.

DNB's profits from the basis swaps are sensitive to,
and negatively correlated with, the euro basis swap
spread. The diagram shows historical develop-
ments in the European covered bond spread and
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the 5-year euro basis swap spread. The volatility of
the euro basis swaps spread was reduced after the
financial crisis, but increased again in 2015.

Basis swaps are used by the Group Treasury and
DNB Boligkreditt to hedge funding in foreign cur-
rency . Basis swaps are carried at fair value, while
the loans are recognised at carrying value. The use
of different valuation principles for funding and for
hedging instruments results in volatility in group
profits. Thereis no limit for basis swap exposure in
the banking portfolio as such swaps are used only
for hedging purposes.

Credit spread risk in banking activities is a con-
sequence of the bank’s liquidity risk management

and management of bonds in the liquidity portfolio.

The liquidity portfolio represents the main credit
spread risk in banking activities. The credit spread
sensitivity of this portfolio was NOK 21.4 million
basis point value (BPV) as at 31 December 2015,

while the credit spread risk limit was 25 million BPV.

Basis swap spread risk and credit spread risk in
banking activities are not included in calculations
of risk-adjusted capital and are managed and mo-
nitored using other risk measures.

Equity risk in banking activities is divided
into three categories: strategic investments,

3

Market risk

EQUITY POSITIONS, SHAREHOLDINGS NOT IN THE TRADING PORTFOLIO

NOK million 31 Dec. 2014 31 Dec. 2015
Financial Institutions 313 113
Norwegian companies” 1353 397
Companies based abroad 156 195
Mutual funds? 773 610
Investments in non-financial subsidiaries and associated companies 1183 1878
Shareholdings DNB Bank and investments (designated as at fair value) 2595 3193
Net gains on shareholdings, designated as at fair value DNB Bank and DNB asset management 135 (90)
1) Of which listed on a stock exchange - -
2) Of which investments in Private Equity Funds 503 337
Shareholdings in DNB Livsforsikring 16992 10552

financial investments, consisting of direct and
private equity fund investments, and the credit
portfolio, which comprises holdings in companies
which have defaulted on their obligations to the
bank.

The purpose of the financial investments, apart
from generating financial returns, is to create new
business opportunities for DNB. The limit for fi-
nancial investments is determined each year and
was NOK 1.05 billion at year-end 2015. There are
no limits for the other two categories. The purpo-
se of the credit portfolio is to secure or recover the
value of credit exposures through ownership and
subsequent sale. The most important strategicin-
vestmentis the investment in Eksportfinans.
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When measuring exposure relative to market risk
limits, the investments’ market value plus any
future committed amounts are used as a basis.
Guarantees for share issues and secondary invest-
ments in the equity markets are included in the li-
mit utilisation. Shares in subsidiaries and associa-
ted companies are notincluded, as they are fully or
partially consolidated in the financial statement.
In accordance with IFRS 7, equities are carried at
fairvalue in the financial statement.

Real estate exposure in banking activities is
either strategic property investments or reposses-
sed real estate assets acquired through customer
defaults. Strategic real estate exposure consists
mainly of office buildings. The measure of real



estate exposure is based on the market values of
the underlying property investment, independent
of financing structure. The exposure at year-end
2015 was NOK 3.1 billion.

CAPITAL REQUIREMENTS FOR MARKET RISK

DNB reports market risk according to the standar-
dised approach.

The capital requirement for market risk declined
by approximately NOK 350 million from 2014 to
2015. The main reason was optimisation of the
bond portfolio structure relative to risk-weighted
assets. The allocate capital to CVA (Credit Value
Adjustment) was reduced due to a decline in
counterparty exposure.

3

Market risk

CAPITAL REQUIREMENTS FOR MARKET RISK

NOK million 31 Dec. 2014 31 Dec. 2015
Position risk, debt instruments 1380 1132
Position risk, equity instruments 39 36
Currency risk 0 0
Commodity risk 9 3
Credit value adjustment risk (CVA) 601 513
Total market risk 2029 1684
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GENERAL INFORMATION ABOUT
OPERATIONAL RISK

Operational risk is the risk of losses due to defici-
encies orerrors in processes and systems, human
errors or external events. Operational risk also
includes compliance risk, which is the risk of losses
caused by breaches of laws and regulations or
similar obligations, and legal risk, which is often
related to the documentation and interpretation
of contracts and different legal practices in coun-
tries where the bank is operating. See further
description in the chapter on compliance risk.

Unlike most other types of risk, operational risk
normally does not give higher expected returns
the higher therisk. The Group's quality assurance
process shall help DNB reach its low operational
risk target.

DEVELOPMENTS IN OPERATIONAL RISK IN 2015

Operational losses remain at a stable and low
level and the total risk level is considered to be

9

Operational risk

Operational risk

within acceptable established threshold limits,
including the Group’s risk appetite framework.
Atotal of 790 events were registered in 2015. Net
losses totalled NOK 105 million. In 2015, only one
event resulted in a loss of more than NOK 10 mil-
lion, where 55 hours of downtime in DNBs card
systems resulted in a loss of NOK 15 million. The
majority of events are in the “execution, delivery
and process management” category relating to
the Group’s products and services, and the “exter-
nal fraud” category. In monetary terms, the largest
losses are related to events in the "execution, deli-
very and process management” category, and the
“business disruption and system failures” category.

Thereisa strong focus on information security
within the Group, and DNB has established a
series of measures to meet the increasing threats
related to cyber-attacks and cybercrime. Over the
last year DNB has completed movelT, the largest IT
relocation project ever carried out in Norway. The
project involved upgrading the IT infrastructure,
and moving all data processing centres to a single
location. The purpose is to ensure more robust
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and stable IT operations. A new disaster recovery
plan for the mainframe has also been established
to ensure that it satisfies regulatory and business
requirements in any disaster situation. At the same
time a process is carried out to ensure that critical
IT services, which are not operated on the main-
frame in Stavanger, also have adequate disaster
recovery solutions.

Conductrisk is an aspect of operational risk that
has received increasing attention. Conduct risk

is the risk of claims and/or negative publicity as a
result of improper marketing and errorin sales, for
example when products appear to be something
they are not. Conduct risk also includes unethical
behaviour in the financial markets. To reduce con-
duct risk, DNB has improved control of how suita-
ble certain products are for sale, and customised
process for product approval in accordance with
the requirements in MiFld Il. Customer communi-
cationis strengthened through clearer and better
product information.



MANAGEMENT AND MEASUREMENT
OF OPERATIONAL RISK

The risk appetite framework specifies certain
maximum limits for operational risk. Operatio-
nal risk in DNB shall be characterised by few and
small operational loss events. Total annual losses
resulting from operational events shall have no

pronounced effect on the Group's return on equity.

Critical IT events are reported as a separate risk
appetite statement, focusing on identifying and
following up risk-mitigating measures.

DNB has laid down group guidelines for the ma-
nagement of operational risk in the Group. There
shall be sound operational risk managementin the
Group, which will be reflected in higher-quality
operations and customer service and lower risk,
and thereby stronger financial performance and
increased shareholder values.

Special groups have been established in all of the
Group's business areas and support units to sup-
port managementin managing operational risk.
Responsibilities include assessing and reporting
identified risks and helping to prevent operatio-
nal 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 regu-
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lations. All reporting is a two-way process, both
through the line organisation and through the
Group's central risk unit. The international units
have strengthened their risk functions by having
a separate operational risk unit, and strengthe-
ning its role through direct representation in the
respective management teams.

All managers are responsible for knowing and
managing operational risk within their own area
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Clients, products and business practices

External fraud
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of responsibility. This is to be ensured through risk
assessments of everyday operations, of all major
changesin operations as well as of particularly
critical functions. When a need forimprovement
measures is identified, special follow-ups are initi-
ated. In order to limit the consequences of serious
events, operational disruptions etc. comprehen-
sive contingency and business continuity plans
have been drawn up. Plans are updated on anon-
going basis, and reqgular drills are carried out.



Foralong time, DNB has quantified the number

of events and net losses for the individual business
areas. Operational loss events in the Group which
resultinlosses of more than NOK 50 000 and near-
events with a loss potential of more than NOK 100
000 areregistered, reported and followed up onan
ongoing basis in the Group's event database. Com-
pliance breaches are registered in the databaseirre-
spective of the resulting financial loss.

The annual status reportis a key elementin the
Group's operational risk management. All of the
Group's business areas and staff and support units
carry out an extensive self-assessment of their cur-
rent status in this field, combined with a process
toidentify areas of risk that more units may have
in common. Thereafter, concrete risk-mitigating
measures are identified. These processes are part of
the Group's internal control reporting. In addition,
developments in operational risk are reported each
quarter to group management and the Board of
Directors as an elementin the Group's risk reporting.

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 estab-
lished 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-
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effective and primarily aims to cover serious loss
eventsin line with the Group's insurance policy.

CAPITAL REQUIREMENTS
FOR OPERATIONAL RISK

The DNB Group reports operational risk mainly
according to the standardised approach and uses
the foundation approach for some smaller units.

CAPITAL REQUIREMENTS FOR OPERATIONAL RISK

NOK million Risk weights 31 Dec. 3014 31 Dec. 2015
Corporate finance 18% 90 107
Trading and sales 18 % 965 735
Retail brokerage 12% 79 65
Commercial banking 15% 2678 3144
Retail banking 12% 2114 2068
Payment end settelments 18 % 160 191
Agency services 15% 17 65
Asset management 12% 44 44
Total standardised approach 6146 6420
Total basic indicator approach 15% 400 250
Total operational risk 6 546 6670

97 DNB GROUP 2015 RISK AND CAPITAL MANAGEMENT



99 Generalinformation about compliance risk
99 Developmentsin complianceriskin 2015
100 Managementand measurement of compliance risk

F

COM PLIANCE RISK




GENERAL INFORMATION ABOUT
COMPLIANCE RISK

10

Compliance risk

Compliancerisk

DEVELOPMENTS IN COMPLIANCE RISK IN
2015

Compliance risk is the risk that a company may be
subject to legal or regulatory sanctions, financial
or reputational losses in consequence of the viola-
tion of external laws and requlations. There shall
be low compliance risk in DNB.

The compliance function is an independent
function which identifies, evaluates, gives
advice on, monitors and reports on the Group's
compliance risk.

DNB is localised in a number of countries and must
comply with anti-money laundering regulations in
accordance with local legislation, as well as sanc-
tions regulations approved by the EU and the UN.
As the bank has a subsidiary in the US and trades
in US dollars, itis also required to comply with the
US sanctions programme.

Over the past few years, the banking and financial
services sector has been subject to ever stricter
regulatory management. Rapid technological
developments are giving rise to new products, in-
creased digitalisation and new and more competi-
tors entering banks' core areas of operation. This
is also resulting in more extensive rules from the
regulatory authorities.

Inearly 2015, DNB established an action plan to
define key initiatives over the next few years. The
Risk Analysis and Implementation, Updating and
Training and Culture projects are key elements in
the action plan. The projects aim to establish a
joint compliance programme to meet current
developments and undertake relevant tasks in
this field. In addition, the AMLIT project will
further develop, facilitate and maintain good
system solutions and IT support on an ongoing
basis.
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The Risk Analysis and Implementation pro-
jectaims to improve the quality of risk analyses.
Astructure will be established for the implemen-
tation and completion of analyses during the
customer due diligence process. The Updating
project comprises ID verification and updating

of information about the bank’s existing custo-
mers. Correct and updated information helps DNB
provide better and more efficient banking servi-
ces. The two projects complement each other as
they ensure that both new and existing customers
are well taken care of, while complying with the
Group's practices and procedures. In turn, DNB
will achieve higher-quality customer due diligence
and a better overview of the transactions that are
carried out. The risk of non-compliance with the
anti-money laundering and sanctions regulations
will be further reduced, while DNB will be better
able to prevent that customers, or the bank, are
exploited in connection with money laundering,
terrorist financing or other economic crime. The
Training and Culture project aims to increase
the competence of DNB's employees, including
the understanding of the money-laundering and
sanctions risk which may be inherent in the bank’s
products and services. The bank’s employees need
to have an insight into how new trends, such as
digitalisation, may affect money-laundering and
sanctions risk. Group Risk Management is respon-
sible for establishing training measures accor-
ding toroles, functionality and responsibilities
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to ensure that DNB employees have the required
knowledge to enable the bank to identify unusual
transactions.

MANAGEMENT AND MEASUREMENT OF
COMPLIANCE RISK

The compliance function shall ensure that amend-
ments to laws and regulations can be swiftly
implemented in the Group's everyday operations
and has group-wide responsibility for systems and
structures which are used to identify, follow up
and report compliance risk. The unit is headed by
the group compliance officer, GCO, who reports
to the Board of Directors through the group chief
executive. All business areas and support units, as
well as large subsidiaries and international enti-
ties, have a compliance function.

All managers have an independent responsibility
forensuring that all activity within their mana-
gement unitis carried out in accordance with
applicable laws and rules and that this can be
documented. Managers shall ensure that their
employees have the necessary knowledge of ex-
ternal framework conditions. Group Compliance
receives quarterly reports on compliance risk in
addition to annual plans, risk assessments and
an overall annual compliance report from all bu-
siness areas and support units and international
offices.
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The group AML officer has responsibility for ensur-
ing that the anti-money laundering regulations
are monitored in accordance with statutory re-
quirements. The AML Sanctions division has been
established under Group Risk Management and
reports to the CRO as part of the compliance func-
tion. The division has professional responsibility in
this field and for developing analytical models and
reporting the risk situation. All business areas and
support units, as well as large subsidiaries and in-
ternational entities, are responsible for following
up the anti-money laundering regulations and
sanctions and report directly to AML Sanctions.

According to the anti-money laundering and sanc-
tions regulations, DNB is required to make risk
analyses of customers, customer relationships,
products, services and transactions. Risk analy-
ses are used in connection with the establishment
of new customer relationships, where relevant
information is obtained and controlled. After

the customer relationship has been established,
ongoing customer due diligence is performed. A
separate money-laundering reporting process to
DNB's Board of Directors and group management
has been established.

Protecting customer privacy is an important part
of the work on compliance. The Group shall ensure
that customers and employees are informed of
the purpose and use of the personal data that s



collected and obtain the necessary consent from
customers. Nine key customer privacy principles
have been determined to ensure that basic privacy
protection considerations are met. The principles
apply to the companies, business areas, staff and
support units, and the international operations of
the DNB Group, and clarify roles and responsibili-
tiesin daily operations.

Increased digitalisaton challenges customer pri-
vacy, but also gives the bank greater insight into
and better knowledge of customer needs and pre-
ferences. Arisk-mitigating measure is to ensure
that privacy protection is built into all digital solu-
tions and web-based services, which means that
itis takeninto account during all the development
stages of a system. After the new regulations are
formally adopted, they must be implemented wit-
hin two years.

DNB is animportant player in the Norwegian so-
ciety, and all employees are required to observe
high ethical standards. The Group's code of ethics
shall help combat corruption, extortion, bribery,
money laundering, fraud, terrorist financing and
the financing of criminal activity. DNB is com-
mitted to providing training and raising aware-
ness within key ethical risk areas. Such training
is mandatory for all of the Group’s employees. In
2015, ethics training targeted the fight against
economic crime and corruption. Ethics and anti-
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corruption are also key topics in the introduction
programmes for new employees and new mana-
gers. In the further work to prevent corruption,
additional training measures are planned with
emphasis on difficult ethical choices and corrup-
tion. The measures will be more tailor-made and
will represent relevant challenges.

The compliance organisation will be effective and
adapted to the requirements and expectations

of the surrounding world. In addition, it will be
structured to ensure that it can quickly transform
legislative and regulatory amendments for use in
the Group's daily operations and ensure relevant
risk-based monitoring. Current developments
show that the banking and financial sector will be
subject to stricter regulatory management. In ad-
dition, there are consistent strong indications that
compliance will receive increasing attention over
the coming years. This will affect requirements re-
lated to structure, overviews, thoroughly prepa-
red documentation and emergency preparedness.
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GENERAL INFORMATION ABOUT
BUSINESS RISK

Business risk is the risk of profit fluctuations due
to changes in external factors such as the market
situation, government regulations or the loss of
income due to a weakened reputation. The Group's
business risk is generally handled through the
strategy process and through ongoing work to
safeguard and improve the Group's reputation.

DEVELOPMENTS IN BUSINESS RISKIN 2015

Business risk, measured as risk-adjusted capital, was
virtually unchanged in 2015, compared with 2014.

After the financial crisis, the regulatory require-
ments for financial institutions have become much
stricter. Some banks have been forced to change
their business models. This is, however, not the
case for DNB. The banking operations of DNB re-
main rather “traditional”, with emphasis on rela-
tionship banking, and loans have been retained on
the balance sheet. The business model “originate
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and sell” has not been widely used, except forin the
large corporate area, where syndication is a normal
procedure.

Due to high capital requirements for banks, the
capital markets will increasingly take over as a
funding source for businesses. DNB has not used
securitisation for financing or capital purposes.
DNB Markets mainly focuses on customer busi-
ness, and trading for own account is limited. Due
to differences in the regulatory framework for
Nordic banks, DNB is facing special challenges in
parts of the market.

Defined-benefit pension schemes with high gua-
ranteed rates of return are no longer considered
to be viable. DNB has adapted its operations by
phasing out public sector occupational pension
schemes, and will not accept traditional paid-up
policies transferred from other pension compani-
es. DNB is focusing on new and more flexible pen-
sion products, including products giving custo-
mers the chance to choose investment combinati-
ons themselves.
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Technological developments, with increased
digitalisation, self-service options and informa-
tion sharing, are a growing challenge for existing
business models. This applies to all business areas
and requires continuous adaptation of the orga-
nisation and its cost base. DNB will be proactive
to capitalise on the possibilities offered by new
technology.

Atyear-end 2015, the reputation survey "RepTrak”
showed an average reputation score of 70 points,
up from 68 points a year earlier. DNBs reputation
was strengthened in the second half of the year,
partly as a result of media coverage of the pay-
ment app Vipps, “Avaluable lesson”, a free digital
learning program for use in schools, and the hou-
sing market.

BUSINESS RISK MANAGEMENT
AND MEASUREMENT

The risk appetite framework states that DNB shall
not be associated with operations which may harm
its reputation. The level of reputational risk is mo-



nitored through several indicators, and a limit has
been set for acceptable reputation scores.

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

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

Business risk is quantified in terms of risk-adjusted
capital. The model is based on past fluctuations
inincome and costs and is structured so that if all
other factors are kept constant, high income vola-
tility raises the risk level and thus risk-adjusted
capital. Vice versa, a highly flexible cost structure
will reduce risk-adjusted capital.
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GENERAL INFORMATION ABOUT DNB
LIVSFORSIKRING

DNB Livsforsikring AS is a wholly-owned sub-
sidiary of DNB ASA, and assets under manage-
ment at year-end 2015 were NOK 289 billion.
DNB Livsforsikring sells insurance and pension
products to companies, associations and private
individuals.

DEVELOPMENTS IN DNB LIVSFORSIKRING
IN 2015

The level of risk in DNB Livsforsikring’s was reduced
through 2015. Market risk was brought down
through the sale of properties and equities,
which were replaced by residential mortgages
and fixed-income securities. The annual return
in excess of the guaranteed rate of return was
used to strengthen policyholders’ funds and
the buffer capital. Unrealised gains on financial
assets were reduced through 2015, and there
was afallininterest rates. The diagram shows
the composition of risk for DNB Livsforsikring,
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COMPOSITION OF RISK 31 DEC. 2015
Per cent

%

Il Market risk 70 %
Hl Insurance risk 26 %

Counterparty risk 1%
Il Operational risk 3 %

calculated using the standardised approach under
the Solvency Il regulations. Market risk represen-
ted 70 per cent at year-end 2015 and was thus the
biggest risk category.

The diagram shows developments in the 10-year
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GUARANTEED RATE OF RETURN AND INTEREST RATE
Per cent
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swap ratein Norwegian kroner and the avera-
ge guaranteed rate of return. The 10-year swap
rate declined from 1.92 per cent at year-end
2014 to 1.87 per cent at year-end 2015. The an-
nual average guaranteed rate of return on DNB
Livsforsikring's guaranteed rate productsis 3.14



per cent. Lower interest rates increase the risk
relating to the company’s ability to meet the gua-
ranteed rate of return.

Life expectancy has increased in recent years, and
Finanstilsynet has given the life insurance industry
seven years to build up sufficient reserves, star-
ting in 2014. Returns in excess of the guaranteed
rate of return shall be used to build the mandatory
reserves. In addition, the shareholder contribu-
tion must be minimum 20 per cent of the total re-
quired increase in reserves. At year-end 2015, the
company had built up reserves of NOK 9.5 billion,
and the remaining required increase in reserves is
estimated at NOK 2.1 billion. The shareholder con-
tribution is estimated at NOK 0.8 billion of this.

Profits for 2015 strengthened DNB Livsforsikring's
solvency capital. As shown in the table, the
company's solvency capital increased by a total

of NOK 6.6 billion.

Assignificant portion of DNB Livsforsikring'’s finan-
cial investments represents assets that generate
strong, stable and predictable returns. There has
been a reduction in market risk in the common
portfolios over the past few years as a response to
the prolonged low interest rate levels and adap-
tations to the anticipated higher capital require-
ments under Solvency Il.
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The chart shows the composition of the common
portfolio, which represents the funds managed for
policyholders at year-end 2014 and year-end 2015.
48 per cent of the portfolio represented hold-to-
maturity bonds. This portfolio is well-diversified
and generated a recorded return of 4.7 per centin
2015. Residential mortgages accounted for NOK
20 billion of the portfolio at year-end 2015.

Commercial real estate represented approxima-
tely 11 per cent, or NOK 20 billion, of the common
portfolio and generated a return of 13.9 per cent
in 2015. Sales were completed or sales contracts
entered into for properties with a total sales value
of NOK 15.9 billion in 2015. The gains realised on
these transactions totalled NOK 1.2 billion. Short-
term bonds and money market instruments repre-
sented 37 per cent of the portfolio and generated
areturn of 0.9 per cent. Equities represented 7.6
per cent of the portfolio and gave a total return of
2 percentin 2015.

RISK MANAGEMENT AND MEASUREMENT
IN DNB LIVSFORSIKRING

DNB Livsforsikring follows the Group's principles
forrisk management and control, and aims to
maintain a low risk profile. Sound risk manage-
ment shall contribute to increased risk-adjusted
profitability.
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CHANGE IN SOLVENCY CAPITAL IN
DNB LIVSFORSIKRING

NOK billion 31.12.2015
Strenghtened longevity reserves 3.1
Increased additional statutory reserves 0.7
Unrealised gains financial assets -2.8
Total increase in allocations to policyholders 1.0
Increased primary capital 4.1
Profit for the year 1.5
Total increase in solvency capital 6.6

DISTRIBUTION OF INVESTMENTS IN THE
COMMON PORTFOLIO
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The DNB Group's risk appetite framework includes
two statements concerning the risk level in DNB
Livsforsikring: the solvency margin measured ac-
cording to Solvency Il and market risk as a share
of total risk-adjusted capital in the DNB Group. In
addition, DNB Livsforsikring has established a se-
parate risk appetite framework to ensure that risk
management is an integral part of the company's
governance processes.

Solvency Il presents requirements for governan-
ce and control in insurance companies. These
requirements are taken into account in DNB
Livsforsikring's risk management system. Statu-
tory requirements must be met by the risk mana-
gement, actuary, compliance and internal audit
functions. The head of the risk management func-
tionin DNB Livsforsikring reports directly to the
Group's CRO in addition to the CEO of DNB Livsfor-
sikring. The risk management function is respon-
sible for identifying, measuring, monitoring and
reporting the company’s total risk and is indepen-
dent of the Group's financial management and
business areas. The unit prepares a quarterly risk
report to the company’s management and Board
of Directors. Compliance with the limits and guid-
elines is reported on a monthly basis.

Market risk
Market risk in DNB Livsforsikring primarily relates
to the common portfolio, where there is a risk that
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the recorded return on financial assets will not

be sufficient to meet the obligations specified in
insurance policies. The return on financial assets
must be sufficient to meet the guaranteed annual
return on which the calculation of premiums is
based. If thisis not the case, additional statutory
reserves will have to be used, or the shortfall
could be charged to equity. The annual distribu-
tion of profits limits the company’s opportunities
toinvestin assets with a long-term investment
horizon. In addition, the Group is directly exposed
to changes in the value of investments of the
company’s equity (the corporate portfolio). Limits
have been established for market risk in the
common portfolios and the corporate portfolios.
Market risk in the common portfolio and the com-
pany portfolio is based on Finanstilsynet's stress
test, and represents a profit loss over the next 12
months from an impairmentin the portofolios at
a confidence level at 99.5 per cent.

Insurance risk

Insurance risk in DNB Livsforsikring comprises
mortality risk, pure endowment risk (higher

life expectancy), disability risk, health risk and
disaster risk. Pure endowment and disability risk
amounts to 78 per cent. Alimit has been establis-
hed forinsurance risk, calculated according to the
measurement methods under Solvency Il. Insu-
rance risk is reduced through the establishment
of reinsurance agreements.
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DEVELOPMENTS IN MARKET RISK
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The calculation is in accordance with Finanstilsynet's stress test, and
represents a simplified Solvency Il calculation. The confidence level
i599.5 per cent.



With respect to employer’s liability insurance and
risk cover for disability pensions, risk assessments
of customers are used as a basis for risk classifi-
cation and risk-differentiated pricing. Maximum
sums insured have been set, and standards have
been established for the processes to develop and
launch new products. Risk results are regularly
followed up, and long-term trends are reflected in
prices, product design and market strategies.

Operational risk

In 2014, DNB made changes to the model for dis-
tribution and management of life insurance pro-
ducts. DNB Livsforsikring is responsible for risk
management and internal control of outsourced
operations. In order to avoid an unintended in-
crease in operational risk resulting from the chan-
gesinwork tasks, risk assessments have been car-
ried out along with related measures.

Developments in the number of events and opera-

tional losses are shown in the diagram to the right.

Both the number of events and losses in Norwegi-
an kroner showed a positive trend in 2015.

Stress testing

Stress tests and sensitivity analyses are a key part
of risk measurement. Stress tests of market risk
are carried out to test the effect on capitalisation
and risk levels of a downturn in the stock mar-

ket or property market oran increase in counter-
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party risk. In addition, tests are carried out of the
impact a change in interest rates will have on as-
sets and liabilities. With respect to insurance risk,
stress tests are carried out of changes in the pro-
duct mix, changes in life expectancy and changes
in disability.

CAPITAL REQUIREMENTS FOR
DNB LIVSFORSIKRING

At year-end 2015, the company’s capital adequacy
ratio was 31.3 per cent, while the minimum requi-
rementis 8 per cent. The calculation of capital re-
quirements for DNB Livsforsikring is found in the
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attachment. The solvency margin according to
Solvency | was 306 per cent. Solvency capital to-
talled NOK 28.3 billion, while the solvency margin
requirement was NOK 9.3 billion. Under the cur-
rent Solvency | regulations the capital situation is
considered satisfactory.

On 1 January 2016, the current requirements for
capital adequacy and solvency were replaced with
the Solvency Il regulations, whereby capital requi-
rements forinsurance operations are tightened
considerably. The approved transitional rules give
a 16-year phase-in period for measuring liabilities
at fairvalue and will have the most pronounced



effectinalow interest rate environment. In 2015,
Finanstilsynet gave DNB Livsforsikring permission
to use the transitional rules.

DNB Livsforsikring’s solvency margin, calculated
according to the new Solvency Il regulations and
based on the transitional rules, was 192 per cent
atyear-end 2015. Without the transitional rules,
the solvency margin was 113 per cent. This is NOK
2.7 billion above the requirement. NOK 1.5 billion
in profits for 2015 and a NOK 4.1 billion increase

in subordinated loan capital strengthened the
company's primary capital.
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CALCULATION OF SOLVENCY MARGIN UNDER SOLVENCY Il

NOK million 31 Dec. 2015
Share capital 7766
Retained earnings 12997
Subordinated loans 5500
Risk equalisation fund 319
Recorded equity 26582
Deferred tax tier 3 1211
Effect transformation market value -5251
Total capital 22542
Solvency capital requirement 19886
Solvency margin 113 %
Solvency margin including transitional rules 192 %
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DNB FORSIKRING




GENERAL INFORMATION ABOUT
DNB FORSIKRING

DNB Forsikring AS is a non-life insurance compa-
ny. The company’s products are distributed main-
ly through the business area Personal Banking
Norway. Main products are motor vehicle, home
and travel insurance.

DEVELOPMENTS IN DNB FORSIKRING
IN 2015

DNB Forsikring is exposed to insurance risk, mar-
ket risk, counterparty risk and operational risk.
Insurance risk represented 82 per cent at year-end
2015 and was thus the biggest risk category.

In recentyears, there has been a positive profit
trend in DNB Forsikring, though the claims ratio
hasincreased slightly. The company is working to
improve its pricing models to reverse the trend. 10
to 15 per cent of claims payments normally relate
toindividual insurance events where the amount
of compensation exceeds NOK 1 million, so-called
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DNB Forsikring

large claims. The chart on the next page shows
that, on an annual basis, there has been a relati-
vely stable trend for large claims.

Anotherimportant risk driver is natural damage.
The company is a member of the Norwegian Natu-
ral Perils Pool and is thus liable for natural dama-
ge affecting buildings and movables covered by
fireinsurance in Norway. The company'’s liability
corresponds to a proportion of its market share
within fire insurance, irrespective of whether the
natural damage actually affects DNB Forsikring's
customers. However, the Natural Perils Pool is
covered by reassurance that limits the members’
joint liability for individual events to NOK 1 billion.

2015 was a year with many and large natural
disasters in Norway. The most serious natural
damage was caused by the storms in Western
Norway inJanuary andin Northern Norway in Fe-
bruary. Finance Norway has estimated that claims
payments came to NOK 550 million and NOK 180
million, respectively. The damage caused by floo-
ding in Eastern Norway in September was also
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significant, and the claims are estimated at NOK
150 million. Overall, there was natural damage
foralmost NOK 1.5 billion in 2015. DNB Forsik-
ring is required to cover 3 per cent of this through
the Norwegian Natural Perils Pool. However, the
negative impact on profits is significantly reduced
through the company’s reassurance programme,
and the company is thus considered to be well
covered forrisk related to natural disasters.

The company’s market risk is low, as financial as-
sets are largely invested in a bond portfolio with
sound Norwegian issuers. Even so, the company
was still affected by the general challenges in the
Norwegian economy in 2015. The company’s fi-
nancial result for 2015 was NOK 34 million, only
half of the resultin 2014.

RISK MANAGEMENT AND MEASUREMENT
IN DNB FORSIKRING

Based on the Group's risk appetite framework,
DNB Forsikring has established a set of rules to
ensure that risk managementis an integral part



of the company’s governance processes. DNB
Forsikring's risk appetite framework is determined
by the company's Board of Directors and stipula-
tes absolute requirements for the company’s key
risks. The company’s risks are managed and mo-
nitored in accordance with the Group's manage-
ment and control structure. Adistinction is made
between executive, monitoring and controlling
units. The company's risk trends, risk appetite and
guidelines are monitored by means of the Group's
governance model and in quarterly risk reports.

Risk related to individual entities/objects is con-
trolled and limited by means of statistical pricing
models and selection processes which ensure
thatinsurance premiums are proportionate to the
risk premiums. Large individual claims, typically
in excess of NOK 1 million, are difficult to predict
using statistical models. The company reduces its
risk exposure to such claims through a reassuran-
ce programme that limits the company’s liability
fordamages for individual events to maximum
NOK 10 million.

In addition, reserverisk is an important driver
which could have a significant impact on profits.
Reserve risk reflects the uncertainty in estimated
provisions for any future liability for damages. Re-
cognised statistical models are used to estimate
expected future claims.
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DEVELOPMENT IN THE CLAIMS RATIO
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Independent operational risk management

and compliance units have been established in
DNB Forsikring. These units monitor internal and
operations and IT operations performed by the
corporate functions

CAPITAL REQUIREMENTS FOR
DNB FORSIKRING

As of 31 December 2015 DNB Forsikring satisfied
the requirements under Solvency | regulations.

DNB Forsikring has estimated Solvency Il capi-
tal requirement (SCR) after the standard mo-
del. The new capital requirementis lower than
what Finanstilsynet simplified SCR model
(Finanstilsynet's stress test) indicated.

The solvency capital requirement for DNB Forsik-
ring came to NOK 437 million at the end of 2015.
The table below shows the capital requirements at
year-end 2014 and 2015, calculated according to
the standardised approach under Solvency I, dis-
tributed over various risk categories.

According to the Solvency Il calculation DNB For-
sikring has a solvency capital of NOK 783 million
atyear-end 2015. This gives a capital adequacy ra-
tio of 179 per cent, compared to 149 per cent the
year before. The company's capital position has
been strengthened considerably through 2015.
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According to the Solvency Il regulations, DNB
Forsikring must at least once a year make a
forward-looking assessment of the company'’s
capitalisation, as well as the adjustment of the
company'’s risk profile to the standard model.

The company is about to complete the process to
prepare an ORSA report (Own Risk and Solvency
Assessment) for 2015. The process includeded
mapping the company's risk profile, assessment of
the conditions of the standard model and scenario
analyses based on the financial plan. Summarised
the ORSA process shows that DNB Forsikring AS
is well capitalised. This means that the company

is also expected to satisfy SCR, even if quarterly
and annual results are significantly weaker than
expected.
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CAPITAL ADEQUACY, BASEL | AND SOLVENCY |
AS AT 31 DECEMBER 2015

Capital adequacy Solvency
Capital 565.2 670.5
Capital requirement 439 301.8
Capital above (+)/below 521.3 368.7
requirement (-)
Capital utilisation 7.8% 45.0%

CAPITAL REQUIREMENTS AFTER THE
STANDARDISED APPROACH IN SOLVENCY Il

NOK million 31 Dec. 2015 31 Dec. 2014
Market risk 51 59
Counterparty risk 13 518
Insurance risk 496 21
Health insurance risk 67 17
Operational risk 58 54
Total DNB Forsikring 684 669
Deferred taxes (146) -
Diversification (102) (100)
SCR 437 553
Own funds 783 823
Capital adequacy 179% 149%
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NEW CAPITAL AND LIQUIDITY
REQUIREMENTS

The EU capital requirements regulations, called
the CRR/CRD IV regulations, entered into force on
1 January 2014. CRRis the regulation, while CRD
IV is the directive. The regulations are based on
the Basel Committee's recommendations from
December 2010 on new and stricter capital and
liquidity standards, Basel Ill. The CRR/CRD IV
regulations entail significantly higher own funds
requirements and new requirements for long-
term funding and liquidity reserves. The regula-
tions are intended to apply to all banks and invest-
ment firms within the EEA and will be implemen-
ted gradually up to 2019.

CAPITAL ADEQUACY REQUIREMENTS FOR
BANKS

Authorities, the CRR/CRD IV regulations have not
beenincluded in the EEA agreement. Neverthe-
less, Norway introduced new capital require-
ments as of 1 July 2013 as the first step in the
adaptation to CRR/CRD IV. The capital require-

mentsin Norway imply a gradual increase in the
formal capital requirements up till 1 July 2016. In
addition, Finanstilsynet (the Financial Super-
visory Authority of Norway) has communicated
its expectationsin the form of Pillar 2 require-
ments.

The capital adequacy requirements for banks
consist of two pillars. Pillar 1 encompasses
minimum requirements and buffer requirements
determined by the political authorities. The mini-
mum primary capital requirement is 8 per cent of
risk-weighted assets, of which 4.5 per cent must
represent common equity Tier 1 capital while 1.5
per cent may be hybrid capital and maximum 2 per
cent may be Tier 2 capital. The banks will be re-
quired to hold significantly more capital than the
minimum requirement in the form of various buf-
fers. Under particularly unfavourable market con-
ditions, the banks may draw on the buffers, while
under normal market conditions, they will be re-
quired to maintain these additional buffers while
meeting the minimum requirements. These buf-
fers must consist of common equity Tier 1 capital.
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The counter-cyclical capital bufferis part of the
Pillar 1 buffer requirements. This buffer may range
between 0and 2.5 per cent, reflecting economic
developments. Based on advice from Norges
Bank, the Ministry of Finance has introduced a

1 per cent counter-cyclical buffer requirement as
of 30 June 2015. This requirement will increase
to 1.5 percentas of 30 June 2016. The Ministry of
Finance has asked Finanstilsynet to consider how
aninstitution-specific counter-cyclical buffer rate
can beimplemented in Norway. According to the
EU rules, the institution-specific counter-cyclical
buffer rate shall be the weighted average of the
counter-cyclical buffer requirements that apply in
the countries where the relevant credit exposures
of the institution are located. As DNB has large
exposures outside Norway, the introduction of
EU rules will entail a lower counter-cyclical buffer
requirement than if the Norwegian requirement
were to apply to all credit exposures.

If the maximum counter-cyclical buffer require-
mentis applied, the total capital requirement will
represent 18 per cent of risk-weighted assets. Of



this, 8 percentage points represents the mini-
mum primary capital requirement, while the
buffer requirements that must be met exclusively
by common equity Tier 1 capital constitute 10
percentage points. As of 1 July 2015, the mini-
mum common equity Tier 1 capital requirement,
including the buffer requirements, is 12 per cent
forthe three banks which the Norwegian aut-
horities have defined as domestic systemically
important, O-Slls (DNB, Nordea Bank Norge and
Kommunalbanken), and 11 per cent for other
banks. As of 1 July 2016, this minimum require-
ment will increase to 13.5 per cent for the O-SllIs
and to 11.5 per cent for the other banks.

The Pillar 2 requirement comes in addition to the
otherrequirements and is intended to reflect insti-
tution-specific capital requirements relating to risks
which are not covered, or are only partly covered, by
Pillar 1. This requirement may vary between banks,
depending on therisk factors of the individual
bank. Inits Pillar 2 assessments, Finanstilsynet has,
among other things, indicated the common equity
Tier 1 targets the individual banks should have at ye-
ar-end 2016. The Pillar 2 requirement for DNB is set
at 1.5 per cent common equity Tier 1 capital. In con-
sequence of stricter buffer requirementsin 2016, the
total common equity Tier 1 capital requirement for
DNB will thus be 15 per cent at year-end 2016. DNB
will fulfil this requirement through retained earnings
and capital efficiency measures.
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Finanstilsynet's Pillar 2 dialogue with the indivi-
dual banks will be based on the capital adequacy
requirement the banks are expected to observe
atany time, though no orders will be issued. Bin-
ding orders are issued only in cases where a bank
does not take Finanstilsynet's expectationsinto
account orin cases where there are serious weak-
nesses in the bank’s operations. Failure to comply
with the expected Pillar 2 capital adequacy requi-
rement will not automatically result in restrictions
on the allocation of the bank’s profits, including
payments of dividends and interest on other Tier 1
capital. However, the bank is expected to explain
the reason for the situation in writing and to pre-
sentan action plan to increase capital adequacy or
reduce therisk level. Thisisin line with the requla-
tions in other countries.

On 15 January 2016, the Ministry of Finance sent
a letter to Finanstilsynet regarding the practical
implementation of Pillar 2. The Ministry asked
Finanstilsynet to make the Pillar 2 requirements
more predictable and transparent for the affected
banks and for the market. In addition, the Minis-
tryis of the opinion that the Pillar 2 requirements
should be formulated as an order (individual de-
cision) and as far as possible be made public. This
entails that the requirements must be justified
and that the institutions are given the opportuni-
ty to raise complaints. In the Ministry’'s view, this
will not affect the rules for automatic restrictions
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COMMON EQUITY TIER 1 CAPITAL
REQUIREMENT FOR DNB
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when the combined capital requirements are not
observed. Automatic restrictions will still enter
into force only when the Pillar 1 requirements
(the sum of the minimum capital requirement and
the capital buffer requirement) are violated. The
Ministry of Finance also emphasises that Pillar 2
requirements should not be set when the risk is
already reflected in the Pillar 1 requirements.

Just like the EU, the Norwegian authorities have
chosen to retain the so-called Basel | floor as a se-
curity mechanism to ensure that the banks’ capi-



tal level does not become too low. In the capital
adequacy regulations, the Ministry of Finance
has specified that the Basel | floor in Norway is
a floor for calculating risk-weighted assets. In
the EU regulation, however, the Basel | flooris
unambiguously defined as a minimum level of
own funds, which is also reflected in the Euro-
pean Commission’s common reporting standard
for banks in the EU/EEA. This supervisory prac-
tice implies that Norwegian banks appear more
weakly capitalised than if the EU's version of the
Basel | floor definition had been used.

As a supplement to the risk-weighted capital re-
quirements 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. The final requirement is
still under consideration internationally, but the
proposed minimum requirement implied is 3 per
cent. By year-end 2016, the European Commis-
sion will propose a leverage ratio which will take
effectin the EU as from 2018.

In order to be prepared for a possible implemen-
tation of future new EU regulation, the Ministry
of Finance has asked Finanstilsynet to prepare a
consultation paper and regulations on a non-risk
based capital requirement in Norway, including
definitions of the numerator and the denomi-
natorin the capital equation. Finanstilsynet has
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also been asked to consider the most appropriate
capital level for Norwegian banks, mortgage insti-
tutions and parent companies in financial under-
takings, including whether such levels should be
differentiated, given that a non-risk based capital
requirement will be introduced without replacing
other capital requirements. Finanstilsynet's dead-
lineis 31 March 2016.

Finanstilsynet has previously recommended that
Norwegian banks' non-risk based capital require-
ment should be at a considerably higher level than
3 per cent. In addition, Finanstilsynet has empha-
sised that the numeratorin the capital equation
should consist of common equity Tier 1 capital,
even though there are plans to include hybrid
capital in the EU regulation.

Norges Bank recommends the introduction of a
non-risk based capital requirement to replace the
Basel I floor, stating that the Basel | floor has been
retained for a greater number of years than origi-
nally planned, and that the ruleis practised more
strictly in Norway thanin other European countries.
Itis also emphasised that without the Basel | floor, it
will be easier to compare the capital adequacy levels
of banks in different countries. According to Nor-
ges Bank's recommendation, the total requirement
should be high enough to ensure that the banks, asa
minimum, retain the current non-risk based capital
ratio of approximately 6 per cent.
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LENGTHY NEGOTIATIONS ON EUROPEAN
SUPERVISORY AUTHORITIES

Due to a stipulation in the Norwegian Consti-
tution on limited access to transfer powers to
international organisations, it has not been pos-
sible toincorporate the EU regulations establish-
ing the European supervisory authorities into
the EEA agreement. As a result of this, more
than 100 relevant EU legislative acts in the area
of financial services, granting the supervisory
authorities the competence to exercise direct
supervisory powers over enterprises, have not
beenincludedin the EEA agreement. The situa-
tion has gradually caused great inconveniences
in the form of lack of harmonisation and redu-
ced competitive strength for Norwegian market
players. In the autumn of 2014, Norway and the
EU agreed on a solution. According to the agre-
ement, the EFTA Surveillance Authority, ESA,
will be granted competence to make legally bin-
ding decisions addressed to national supervisory
authorities and individual institutions in Norway,
Liechtenstein and Iceland. Decisions will be ba-
sed on drafts prepared by the relevant EU super-
visory authority. The agreement also entails that
the EFTA Surveillance Authority and the national
supervisory authorities in the three EEA/EFTA
states shall participate, without voting rights, in
the EU's three European supervisory authorities,
EBA, ESMA and EIOPA. Also, the EU superviso-
ry authorities shall participate, without voting



rights, in the work of the EFTA Surveillance Autho-
rity and its preparatory bodies in this field. The EU
supervisory authorities will be competent to issue
recommendations, that is non-binding decisions,
vis-a-vis EEA-EFTA national authorities and enter-
prises.

According to the Norwegian government, is has
proved time-consuming to get into place the
specific technical adaptions to the EU legislation
which are necessary in order to include the EU
regulations establishing the European super-
visory authorities into the EEA agreement, The
government aims to submit a proposition to
Stortinget, the Norwegian parliament, on the
European supervisory authorities and some
important related legislative acts for considera-
tionin the spring of 2016. The required legisla-
tive amendments will probably enter into force
on 1 July 2016. Since competence will be trans-
ferred to an EEA body, a three-quarter majority
will be required in Stortinget. Parallel to this,
the government is working to incorporate the
remaining legislation on financial services in the
course of 2016.

LIQUIDITY REQUIREMENTS FOR BANKS

The EU capital requirements regulations in-
clude stipulations on two quantitative liquidity
requirements, the Liquidity Coverage Ratio, LCR,
and the Net Stable Funding Ratio, NSFR.
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The LCR requires that banks hold sufficient eligi-
bleliquid assets to cover, as a minimum, total net
payments over a 30-day period under stressed
conditions. Net payments thus reflect a possible
loss of deposits from customers, public entities
and central banks. This requirement was intro-
duced on 1 October 2015, with a gradual increase
to full effect as of 1 January 2018.

In Norway, the Ministry of Finance has decided
tointroduce the LCR ahead of the EU schedule.
The SIBs are required to meet the 100 per cent
LCR requirement as early as from 31 December
2015. For other banks, the requirement will be
phased in by 70 per cent as of 31 December 2015,
80 per cent as of 31 December 2016 and 100 per
centas of 31 December 2017.

The LCR requirement initself applies only at

an aggregate level. In addition, the banks must
report LCR for significant currencies if liabilities
denominated in that currency amount to more
than 5 per cent of the bank's total liabilities. For
Norwegian banks, Norwegian kroner will be a
significant currency. Due to generally limited
access to funding in Norwegian kroner, a poten-
tial requirement to meet the LCR in Norwegian
kroner may have unintended consequences for
the market and the individual bank. The Ministry
has nevertheless asked Finanstilsynet to consider
whether an LCR requirement in significant
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currencies should be introduced, including Nor-
wegian kroner, at a later date. Finanstilsynet will
also follow up on this in Pillar 2 and possibly sti-
pulate individual requirements.

The NSFR requires banks to have an amount of
stable funding which, as a minimum, corresponds
to the so-called “required amount of stable fun-
ding”. Banks are thus required to use stable fun-
ding to finance their assets, such as loans and
securities. Stable funding is defined as deposits
and funding with residual maturities of minimum
12 months orlonger. There are weighting rules for
both assets and deposits which reflect the items’
liquidity characteristics.

According to the proposal, the NSFR requirement
must be met by 1 January 2018. It has not been
decided how the Net Stable Funding ratio should
be implemented in the EU, or whether a minimum
NSFR requirement should be introduced. By year-
end 2016, the European Commission is expected
to submit a legislative proposal to the Parliament
and the Council. In its recommendation to the
Ministry of Finance, Finanstilsynet states that the
NSFR should be introduced as a minimum require-
ment for the O-SlIs and other enterprises with
total assets in excess of NOK 20 billion as soon
as a final decision on the NSFR has been reached
in the EU. Until the NSFR has been introduced

in Norway, Finanstilsynet will continue to use



liquidity indicator 1 when monitoring the bank’s
long-term funding. Liquidity indicator 1 resembles
the NSFR.

WINDING-UP AND CRISIS MANAGEMENT
REGULATIONS FOR BANKS

The financial crisis demonstrated the need
forbetter solutions for the winding-up and
restructuring of banks. On 1 January 2015, the EU
introduced extensive regulations in this field, the
Bank Recovery and Resolution Directive, BRRD.
The directiveis also relevant to the EEA, but has
notyet been included in the EEA agreement due
to the agreement on European Supervisory
Authorities.

The purpose of the directive is to establish a crisis
management system which ensures financial sta-
bility by giving banks and the authorities the tools
required to prevent and handle crises at an early
stage. The crisis management system shall ensure
that large banks can be wound up without threa-
tening financial stability while deposits and public
funds are protected.

Resolution fund and deposit guarantee fund
Under the BRRD, each country will establish a
national resolution fund. In accordance with the
revised Deposit Guarantee Directive, each country
must also have a deposit guarantee fund. Norway
already has one of the best capitalised deposit
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guarantee funds in Europe with total capital that
is well above the combined EU requirements to
the deposit guarantee fund and the resolution
fund of 1.8 per cent of guaranteed deposits.

The Norwegian deposit guarantee scheme cur-
rently covers NOK 2 million. In consequence of the
revised Deposit Guarantee Directive, Norway will
have to lower its guarantee to EUR 100 000. There
is a transitional period up until year-end 2018 for

countries with a higher guaranteed coverage level.

Bail-in
Akey elementin the proposed directive is that any
losses in connection with a bank failure shall be
borne by the bank's investors and not by the tax-
payers. Thus, the directive opens up for so-called
“bail-in” of banks’ liabilities, which means that
unsecured creditors may experience, as part of
a crisis solution, that their debt is written down
and/or converted into equity. The bail-in rules
became effective in the EU as of 1 January 2016.
The purpose is to ensure the continued operation
of the most important bank functions. In such a
situation, investors cannot demand that a bank
be wound up in accordance with general liquida-
tion rules, and thus lose leverage with the autho-
rities in cases where the continued operation of
a bank is considered to be important to financial
stability and the economy.
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According to the BRRD, bail-in should be the
final alternative, and such measures should not
be initiated until the bank is close to insolvency.
An underlying principle is that investors, as a
minimum, should receive the same financial
return as if the bank had been liquidated accor-
ding to normal insolvency proceedings. It follows
from the directive that banks are required to
maintain a minimum level of equity and liabi-
lities which can be written down or converted
into equity when a bank is in distress. Deposits
covered by the deposit guarantee shall normally
be protected from losses. The EBA has prepared a
proposal fora technical standard for determining
minimum requirements for own funds and liabili-
ties that can be converted into equity (Minimum
Requirement for Own Funds and Eligible Liabili-
ties, MREL). The Standard is under consideration
by the European Commission.

Crisis plans

The Crisis Management Directive sets a number
of other requirements to the institutions. Among
other things, banks must prepare recovery plans
describing how they will strengthen their capital
adequacy and improve their liquidity and funding
if their position is significantly impaired. The plans
must be approved by the national supervisory aut-
horities. The authorities, on the other hand, must
prepare resolution plans for the banks. This will be
resource-demanding for the finance industry and



entail new, extensive processes vis-a-vis the
supervisory authorities.

Since Norway is a member of the EEA, the imple-
mentation of the BRRD and the revised deposit
guarantee directive will require extensive changes
in the Norwegian crisis solution system, including
the rules on public administration and the role

of the Norwegian Banks' Guarantee Fund. The
Banking Law Commission is considering how the
directives can be implemented in Norwegian law.
This process and the work on draft legislation will
probably be finalised in the course of the first half
of 2016.
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Information about DNB's remuneration scheme

Pursuant to Section 6-16a of the Norwegian
Public Limited Companies Act, the Board of
Directors will present the following statement
on remunerations to the Annual General
Meeting for voting:

Pursuant to the regulations on remuneration
schemes in financial institutions etc., issued by
the Norwegian Ministry of Finance on 1 Decem-
ber 2010 and subsequent amendments, compa-
nies are required to publish information about the
main principles for determining remunerations,
criteria for the stipulation of any variable remune-
rations and quantitative information on remune-
ration to senior executives. The information in this
note, including the Board of Directors' statement
on the stipulation of salaries and other remunera-
tions to senior executives below, represents such
information, as stipulated in the remuneration
regulations.

The group guidelines for remuneration in the DNB
Group apply to the total remuneration to all per-
manent employees in the DNB Group and com-

prise monetary remuneration (fixed salary, short
and long-term incentives), employee benefits
(pensions, employer's liability insurance and other
employee benefits) and employee development
and career measures (courses and development
programmes, career programmes and other non-
monetary remuneration).

According to the guidelines, total remuneration

is to be based on a total evaluation of the perfor-
mance of the Group, as well as the unit's and each
individual's contributions to value creation. Total
remuneration should be structured to ensure that
it does not expose the Group to unwanted risk.
The remuneration should be competitive, but also
cost-effective for the Group.

Furthermore, monetary remuneration should
consist of a fixed and a variable part where this

is appropriate. Fixed salary should be a compen-
sation for the responsibilities and requirements
assigned to each position, as well as its complexi-
ty, while variable salary should encourage strong
performance and desired conduct.
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GROUP GUIDELINES FOR VARIABLE
REMUNERATION

To ensure compliance with the remuneration re-
gulations and the circular from Finanstilsynet on
remuneration schemes in financial institutions,
investment firms and management companies
for mutual funds, DNB has had separate group
guidelines for variable remuneration since 2011,
including special guidelines for variable remu-
neration to senior executives, employees with
responsibilities which are of great importance to
the company's risk exposure ("risk takers”) and
employees who are responsible for independent
control functions.

The purpose of DNB's guidelines for variable re-
muneration is to reward conduct and develop a
corporate culture which ensures long-term value
generation. The guidelines for variable remunera-
tion have been approved by the Board of Directors’
Compensation Committee.

Variable remuneration is based on an overall as-
sessment of the results achieved within defined



target areas for the Group, the unit and the indivi-
dual, as well as compliance with the Group's vision,
values, code of ethics and leadership principles.
The variable remuneration should be performan-
ce-based without exposing the Group to unwan-
ted risk. Furthermore, it should counteract exces-
siverisk taking and promote sound and effective
risk managementin DNB. Variable remuneration
(bonus) for senior executives cannot exceed 50 per
cent of fixed salary.

DNB's variable remuneration scheme applies glo-
bally, though non-Norwegian branches and sub-
sidiaries will also be required to comply with local
legislation, regulations and guidelines. There may
be challenges of a legal nature in cases where the
Norwegian regulations do not corre-spond to lo-
cal legislation and local rules concerning remune-
rationsin financial institutions. In such cases, the
Group will seek advice from the relevant authori-
tiesand international experts to ensure that the
Group's practices are in compliance with both
Norwegian and local regulations.

THE BOARD OF DIRECTORS' STATEMENT ON
THE STIPULATION OF SALARIES AND OTHER
REMUNERATIONS TO SENIOR EXECUTIVES
DNB's guidelines for determining remunerations
to the group chief executive and other members
of the group management team should, at all ti-
mes, support prevailing strategy and values, while
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contributing to the attainment of the Group’s tar-
gets. The remuneration should inspire conduct to
build the desired corporate culture with respect to
performance and profit orientation. No changes
have been made into the principles for the stipula-
tion of variable remunerations compared with the
statements presented for the previous yearly.

DECISION-MAKING PROCESS

The Board of Directors in DNB ASA has established
a compensation committee consisting of three
members: the chairman of the Board, the vice-
chairman and one board member.

The Compensation Committee prepares matters
for the Board of Directors and has the following
main responsibilities:

m Annually evaluate and present its recommenda-
tions regarding the total remuneration awar-
ded to the group chief executive

m Annually prepare recommended targets for the
group chief executive

m Based on suggestions from the group chief exe-
cutive, decide the remuneration and other key
benefits awarded to the group executive vice
president, Group Audit

m Actinanadvisory capacity to the group chief
executive regarding remunerations and other
key benefits for members of the group mana-
gement team and, when applicable, for others
who report to the group chief executive

124 DNB GROUP 2015 RISK AND CAPITAL MANAGEMENT

m Consider other matters as decided by the Board
of Directors and/or the Compensation Committee

m Evaluate other personnel-related issues which
can be assumed to entail great risk to the
Group's reputation

A. A.Guidelines for the coming accounting
year

Remuneration to the group chief executive

The total remuneration to the group chief executi-
ve consists of fixed salary (main element), benefits
in kind, variable remuneration, and pension and
insurance schemes. The total re-muneration is
determined based on a total evalua-tion, and the
variable part of the remuneration is primarily
based on the Group’s financial targets for return on
equity, the common equity Tier 1 capital ratio and
cost/income ratio.

In addition to the financial targets, the Group’s
customer satisfaction, corporate reputation scores
and developments in key performance indicators re-
lating to the Group's corporate culture will be taken
into consideration. In addition, the total evaluation
will reflect compliance with the Group's vision, va-
lues, code of ethics and leadership principles.

The fixed salary is subject to an annual evaluation
and is determined based on salary levels in the la-



bour market in general and in the financial indus-
tryin particular, and on remuneration levels for
comparable positions.

Variable salary to the group chief executive is de-
termined based on an overall assessment of the
results achieved within defined target areas. Va-
riable salary cannot exceed 50 per cent of fixed
salary. The group chief executive is not awarded
performance-based payments other than the sta-
ted variable remuneration.

In addition to variable remuneration, the group
chief executive can be granted benefitsin kind
such as company car, newspapers/periodicals and
telephone/ other communication. Benefits in kind
should be relevant to the group chief executive's
function orinline with market practice, and
should not be significant relative to the group
chief executive's fixed salary.

The Board of Directors will respect the agreement
entered into with the group chief executive, whe-
reby his retirement age is 60 years with a pension
representing 70 per cent of fixed salary. If employ-
ment is terminated prior to the age of 60, he will
still be entitled to a pension from the age of 60
with the deduction of 1/14 of the pension amount
foreach full year remaining to his 60th birthday.
According to the agreement, the group chief exe-
cutive is entitled to a termination payment for
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two years if employment is terminated prior to
the age of 60. If, during this period, the group chief
executive receives income from other employ-
ment, the termination payment will be reduced

by an amount corresponding to the salary recei-
ved from this employment. Benefits in kind will be
maintained for a period of three months.

Remuneration to other senior executives

The group chief executive determines the remu-
nerations to senior executives in agreement with
the chairman of the Board of Directors. The Board
of Directors will honour existing binding agre-
ements.

The total remuneration to senior executives con-
sists of fixed salary (main element), benefits in
kind, variable salary, and pension and insurance
schemes. The total remuneration is determined
based on the need to offer competitive termsin
the various business areas. The remunerations
should promote the Group's competitivenessin
the relevant labour market, as well as the Group's
profitability, including the desired trend in income
and costs. The total remuneration should take
DNB's reputation into consideration and ensure
that DNB attracts and retains senior executives
with the desired skills and experience.
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The fixed salary is subject to an annual evaluation
and is determined based on salary levels in the la-
bour market in general and in the financial indus-
tryin particular.

Benefitsin kind may be offered to senior execu-
tives to the extent the benefits have a relevant
connection to the employee's functionin the
Group orareinline with market practice. The
benefits should not be significant relative to the
employee's fixed salary.

Target structure 2016

The Compensation Committee approves principal
criteria, principles and limits for variable remune-
ration. The Compensation Committee has decided
that the Group's return on equity, common equity
Tier 1 capital ratio and cost/income ratio should
constitute the financial target figures for 2016. In
addition to the financial target figures, the Group's
customer satisfaction, corporate reputation sco-
res and developments in key performance indica-
tors relating to the Group's corporate culture will
be taken into consideration.

The Group’s financial target figures have been bro-
ken down into relevant targets for the various bu-
siness areas and staff and support units in order to
offer optimal support for the implementation of
new capital adequacy and liquidity regulations.



The above targets will be key elements when cal-
culating and paying out the variable remuneration
for 2016. All financial targets have been defined
and communicated to the relevant business areas
and staff and support units as part of the work
with and follow-up of the targets for 2016.

Determination of variable remuneration for 2016
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a high share of variable remuneration based onin-
dividual performance.

Special rules for senior executives, identified risk
takers and employees responsible for indepen-
dent control functions

The variable remuneration for 2016 will be deter-
mined by means of an overall assessment of per-
formance, based on a combination of quantitative
attainment of pre-set performance targets and
qualitative assessments of how the targets were
achieved.

The Board of Directors will determine a maximum
limit for total bonuses for the Group, excluding
DNB Markets and DNB Eiendom, based on the
attainment of group targets over the last two ye-
ars, combined with a general assessment of other
important parameters and the Group's financial
capacity. The total limit will be allocated to the
organisation based on the individual units’ target
attainment and contributions to the Group’s per-
formance. With respect to DNB Markets, a special
limit will be determined for variable remuneration
based on the risk-adjusted profits achieved by the
unitand an overall assessment, whichisin line
with market practice for this type of operations.
Correspondingly, the remuneration model in DNB
Eiendom is consistent with market practice, with

DNB has prepared and implemented special rules
foridentified risk takers, employees responsible
forindependent control functions and senior exe-
cutives, hereinafter called risk takers. The special
rules supplement the general group guidelines for
variable remuneration and have been formulated
in compliance with the remuneration regulations
and the related circular from Finanstilsynet.

Inaccordance with prevailing requirements, DNB
has surveyed the entire organisation to identify
risk takers based on the criteria resulting from the
circular and the EU regulation.

For risk takers, the following main principles apply

tovariable remuneration:

m The remuneration is earned over a period of two
years.

m Variable remuneration cannot exceed the
agreed fixed remuneration.

m Deferred and conditional payment of minimum
50 per cent of the earned variable remuneration
in the form of DNB shares. The remuneration
paid in the form of shares will be divided into
three, subject to minimum holding periods
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(deferred and conditional), with one-third pay-
able each year over a period of three years. The
deferred and conditional payments will be in
compliance with the stipulations in the remu-
neration regulations.

Pensions etc.

Pension schemes and any agreements on termina-
tion payments etc. should be considered relative to
otherremuneration and should ensure competitive
terms. The various components in pension sche-
mes and severance pay, eitheralone or together,
must not be such that they could pose a threat to
DNB's reputation.

As a main rule, senior executives are entitled to a
pension at the age of 65, though this can be devia-
ted from. Pension entitlements should not exceed
70 per cent of fixed salary and should constitute
maximum 12 times the National Insurance basic
amount. However, the DNB Group will honour
existing agreements. A defined contribution sche-
me was established for the Group with effect from
1January 2011, whereby pensionable income will
be limited to 12 times the National Insurance ba-
sicamount, G. On 31 December 2015, the Group
terminated the defined-benefit pension scheme
foremployees in Norway with salaries below 12G.
Employees in Norway with defined-benefit pensi-
ons were transferred to the defined-contribution
pension scheme as from 1 January 2016.



As amain rule, no termination payment agree-
ments will be signed. However, the Group will
honour existing agreements.

When entering into new agreements, the guidelines
generally apply and comprise all senior executives.

See table of remunerations for senior executives
below.

B. Binding guidelines for shares, subscription
rights, options etc. for the coming accounting
year

An amount corresponding to 50 per cent of the
earned variable remuneration of the group chief
executive, senior executives and risk takers is inve-
sted in shares in DNB ASA. The minimum holding
periods are one year for one-third of the shares,
two years for one-third of the shares and three
years for the final one-third of the shares.

No additional shares, subscription rights, options or
other forms of remuneration only linked to shares
oronly to developments in the share price of the
company or other companies within the Group, will
be awarded to the group chief executive or senior
executives. The group chief executive and senior
executives are, however, given the opportunity to
participate in a share subscription scheme on the
same terms as other employees in the DNB Group.
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C. Statement on the senior executive salary
policy in the previous account year

The group guidelines determined for 2011, and
later changes applicable from 2015, have been
followed.

D. Statement on the effects for the company
and the shareholders of remuneration agree-
ments awarding shares, subscription rights,
options etc.

An amount corresponding to 50 per cent of the
gross variable remuneration earned by the group
chief executive and senior executives in 2015
isinvested in sharesin DNB ASA. The Board of
Directors believes that the awarding of shares
to senior-executives, in view of the total number
of shares in the company, will have no negative
consequences for the company or the shareholders.
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Definitions and explanation of terms

In DNB, risk is divided into six main categories
which are subject to special measurement and
monitoring: credit risk, market risk, operational
risk, insurance risk, liquidity risk and business risk.

Credit risk is the risk of financial losses due to fai-
lure on the part of the Group's customers (coun-
terparties) to meet their payment obligations to-
wards DNB. Credit risk refers to all claims against
customers/counterparties, primarily loans, but
also liabilities in the form of other extended credits,
guarantees, interest-bearing securities, approved,
undrawn credits and interbank deposits, as well
as counterparty risk arising through derivative
trading. In addition, there are significant elements
of counterparty risk in the settlement risk which
arises in connection with payment transfers and
settlement of contracts entered into.

Market risk is the risk of losses due to unhedged
positionsin the foreign exchange, interest rate,
commodity and equity markets. The risk reflects
potential fluctuations in profits due to volatility
in market prices and exchange rates. Market risk

includes both risk which arises through ordinary
trading activities and risk which arises as part of
banking activities and other business operations.
In addition, market risk arises in DNB Livsforsik-
ring ASA through the risk that the return on finan-
cial assets will not be sufficient to meet the obliga-
tions specified in agreements with customers.

Operational risk is the risk of losses due to due
to deficiencies or errors in processes and systems,
human errors or external events. Operational risk
also includes compliance risk, which is the risk of
losses caused by breaches of laws and regulations
or similar obligations, and legal risk, which is often
related to the documentation and interpretation
of contracts and different legal practices in coun-
tries where the bank is operating.

Insurance risk is risk associated with operations
in DNB Livsforsikring ASA and DNB Skadeforsik-
ring AS and refers to changes in insurance obliga-
tions due, inter alia, to changes in life expectancy
and disability rates within life insurance. Within
non-life insurance, insurance risk relates to the
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frequency and size of claims payments the com-
pany is obliged to make.

Liquidity risk is the risk that the Group will be
unable to meet its obligations as they fall due, and
the risk that the Group will be unable to meet its
liquidity obligations without a substantial rise in
appurtenant costs. Sound liquidity is a prerequisite
for financial operations, but this risk category will
often be of a conditional nature, as it will not become
obvious until other events give reason to worry
about the Group's ability to meet its obligations.

Business risk is the risk of profit fluctuations due
to changes in external factors such as the market
situation, government regulations or the loss of
income due to a weakened reputation. Reputatio-
nal risk is often a consequence of other risk cate-
gories. The Group's business risk is generally hand-
led through the strategy process and through on-
going work to safeguard and improve the Group's
reputation. When determining and following up
the Group's risk appetite, reputational risk is trea-
ted separately.



In addition to the above risk categories, the Group
is exposed to strategic risk, which can be defined
as therisk of a decline in income if the Group fails
to exploit the strategic opportunities which are
offered. The Group's strategic risk is not measured
orreported, butis on the agenda in discussions
concerning annual strategy processes.

Otherrisks referred to in the Pillar 3 report:

Basis risk is a part of market risk. Basis risk is the
risk that changes in the value of a hedge is not cor-
related with the changes in value of the underly-
ing position being hedged. The most pronounced
form of basis risk in DNB, which arises in connec-
tion with currency hedging of future cash flows in
foreign currencies, so-called basis swap risk.

Credit spread risk is the risk of changes in the
market value of securities and derivatives as a re-
sult of changes in credit spreads. Credit spread is
a type of risk factor that measures market sensi-
tivity, in terms of basis point value, to credit and
liquidity risk.

Systemic risk is the risk of disruptions in the
financial system with potentially serious consequ-
ences for the financial system and the real economy.
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EXPLANATION OF TERMS

Regulatory capital

Regulatory capital is capital that can be used to
cover capital requirements. Regulatory capital
includes Tier 1 capital and supplementary capital.
Common equity Tier 1 capital consists of paid-in
capital and retained earnings. Hybrid securities
are alsoincluded in Tier 1 capital. Hybrid securities
are borrowing instruments that in special cases
may be converted into equity. Supplementary
capital consists of subordinated debt.

m Hybrid capital (perpetual subordinated loan
capital securities) has traits of both debt and
equity, and is part of the Tier 1 capital. Ho-

wever, it cannot exceed 1.5 percentage points
of the minimum Tier 1 capital requirement of 6
per cent. Hybrid capital is perpetual and can be
written down or converted to equity when the
common equity Tier 1 capital ratio falls below
5.125 per cent.

Basel Il

Basel lll isa global, voluntary reqgulatory standard
on bank capital adequacy, stress testing and mar-
ket liquidity risk issued by the Basel Committee for
Banking Supervision, The regulations are imple-
mented in Norway through the Financial Institu-
tions Act and related regulations, including the
capital adequacy regulations. Basel lll isimplemen-
ted through CRD IV and CRR in the EU and the EEA.

PRIMARY CAPITAL

Equity ‘ ‘

Hybrid capital

‘ ‘ Subordinated loan

Common equity Tier 1 capital

Equity Tier 1 capital
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Other equity Tier 1 capital

Supplementary capital



m CRD IV, the Capital Requirements Directive,
is the legal framework for the supervision of
creditinstitutions and investment firms in the
EU. In accordance with the EEA agreement,
Norway is required to transpose the directive
into Norwegian legislation

m CRR s aregulation and applies throughout the
EU independent of national legislation. Through
the EEA agreement, Norway is required to
comply with the regulation.

Basis swap is a type of swap in which two parties
exchange variable interest and principal payments
in different currencies. This is usually done to limit
interest rate risk that a company faces as a result
of having differing lending and borrowing rates.

LTV, Loan-to-Value
The ratio of the loan amount to the total appraised
value of the property.

Buffer requirements

Financial institutions must fulfill a combined buffer

requirement consisting of four separate require-

ments:

m The capital conservation bufferis a buffer
imposed on all banks to provide time and space
for correcting measures if the bank were to get
into a crisis situation.

16

Definitions and explanation of terms

m The systemic risk buffer is a buffer that reflects
especially high, non-cyclical risk factors in the
economy.

m The buffer for systemically important financial
institutions is a buffer to mitigate the likelihood
that systemically important financial institu-
tions come into a crisis situation.

m The countercyclical capital bufferis a buffer that
takes into account that credit risk may increase
during periods of strong credit growth. The buf-
fer shall reduce the effect of cyclical variations.
During recessions the buffer requirement can
be waived to make it easier for banks to provide
credit.

According to Section 2-9e of the Financial Con-
tracts Act, financial institutions that do not fulfil
the above buffer requirements must prepare
aplanforincreasing its common equity Tier 1
capital ratio, and it cannot pay dividends to sha-
reholders and bonuses to employees without
Finanstilsynet's consent.

EAD, Exposure at Default

EAD is the share of the approved credit that is
expected to be drawn at the time of any future
default.
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EL, Expected Loss

ELindicates the average annual expected losses
over an economic cycle. EL=PD * LGD * EAD
ICAAP, Internal Capital Adequacy Assessment.

ICAAP, internal assessment of risk (internal
Capital Adequacy Assessment Process)
Financial institutions are required to have an
ongoing internal assessment of risk and capital
needs. The process is outlined in Pillar 2 of the
capital adequacy regulations. The bank must as-
sessall risks inherent in operations. The process is
documented annually through the ICAAP report
to Finanstilsynet. Based on this report and other
information that Finanstilsynet has about the
bank, an overall assessment of the bank's risk and
capital situation (SREP, Supervisory Review and
Evaluation Process) is carried out. In connection
with the assessment, a separate add-on to the
other capital requirements, the Pillar 2 capial add-
on, is also set.

Capital requirements

m IRB approach, Internal Ratings-Based
approach.
An approach to measure risk-weighted assets
(RWA) for credit risk using internal risk models.
The advanced IRB is a method of calculating
credit risk using internal PD, LGD and EAD
models. Finanstilsynet gives permission to
use internal models.



m Standardised approach, credit risk
Method for calculating risk-weighted assets
using supervisory risk weights or rates. The
rates are determined by the authorities.

m Standardised approach, market risk
Therisk is divided into four asset classes in the
standardised approach for market risk (interest,
equity, currency, and commodity positions) and
various calculation methods are used, which
are determined by the authorities for each of
the asset classes. In addition, a specific risk for
equities and debt instruments in the trading
portfolio must be calculated.

m Basic approach, operational risk
In the basic approach, the capital requirement
is calculated as 15 per cent of average gross in-
come over the last three years.

m Standardised approach, operational risk
Income should be allocated to eight different
business areas, where Finanstilsynet defines
which service categories are included in each
area. When calculating the minimum require-
ment, average gross income over the past three
years is multiplied by fixed percentages ran-
ging between 12 and 18 per cent, depending on
which business area has generated the income.
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CCF, credit conversion factor

CCFs are used in determining the EAD in relation
to credit risk exposures. The CCFis an estimate of
the proportion of undrawn commitments expec-
ted to have been drawn at the time of default.

LGD, Loss Given Default

LGD represents the percentage of the Exposure at
Default (EAD) which the Group expects to lose if
the customer fails to meet his obligations.

Liquidity indicators

m LCR (Liquidity Coverage Ratio): measures short-
term liquidity risk. The LCR requires banks to
hold risk-free assets that may be easily liquida-
ted in order to meet required payments during
a thirty-day crisis period without central bank
support.

m NSFR (Net Stable Funding Ratio): measures
long-term liquidity risk, aiming to create additi-
onalincentives for banks to fund their activities
with more stable sources of funding.

MiFID Il (Markets in Financial Instrument
Directive)

The directive regulates the market for financial in-
struments, and describes how institutions in the

financial markets should be organised and behave.
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Covered bonds

Give DNB coverage for their claims on an underly-
ing cover pool if the issuer defaults on his obli-
gations. Norwegian covered bonds can only be
issued by mortgage institutions, while foreign
covered bonds may be issued by both banks and
mortgage institutions.

Pensions

m In a defined-benefit pension scheme, the em-
ployer commits to a specified monthly payment
upon retirement. These are life-long payments
and are calculated as a percentage of salary less
expected payments from the National Insuran-
ce Scheme. The employee's salary at retirement
age forms the basis for the calculation.

m In a defined-contribution pension scheme, the
employer pays a specific contribution into the
employee's pension account. The employer has
no further obligations under the scheme and
carries no risk.

PD, Probability of Default

The probability that a customer will go into
default. PD is calculated based on financial and
non-financial factors and forms the basis for risk
classification of credit exposures.

Risk-adjusted capital (economic capital)
The internally calculated capital requirement
which is deemed necessary for the Group to



support therisks to which it is exposed. Risk-ad-
justed capital in DNB is calculated using an inter-
nal model called the total risk model. DNB has
stipulated that risk-adjusted capital should cover
99.97 per cent of potential unexpected losses wit-
hin a one-year horizon.

RWA, Risk-Weighted Assets

The risk exposure calculated for credit risk, mar-
ket risk and operational risk in accordance with
Finanstilsynet's rules on capital adequacy.

Solvenvcey Il

The Solvency Il Directive is an EU Directive that

describes capital requirements for insurance com-

panies. Solvency Il entered Into force on 1 January

2016 and is based on a three-pillar structure:

m Pillar 1 consists of the quantitative require-
ments MCR (minimum capital requirement) and
SCR (solvency capital requirement).

m Pillar 2 sets out requirements for supervisory re-
view and evaluation, including the ORSA (own
risk and solvency assessment) process.

m Pillar 3 encompasses rules on market discipline,
including public disclosure requirements.
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Systemically Important financial

institution (O-SlII)

Characterised by having a size and operations that
would make it difficult to replace them. Distress or
disorderly failure in the institutions would cause
significant disruption to the wider financial sys-
tem and economic activity.

Leverage ratio

The leverage ratio is defined as Tier 1 capitalas a
percentage of total exposure calculated according
tothe CRR. The leverage ratio does not take into
account that various activities on credit institu-
tions’ balance sheets may have differing degrees
of risk.

VaR, Value at Risk

For a given portfolio, the value-at-risk is an esti-
mate of the potential future loss (in terms of mar-
ket value) that, under normal market conditions,
will not be exceeded in a defined period of time
and with a defined confidence level.
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Topics covered in more than one
DNB report for 2015

TOPIC

RISK AND CAPITAL MANAGEMENT
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Ethics, including anticorruption and anti-money
laundering

Capital management and capital adequacy

Credit and credit risk

Macroeconomic development trends

Employees, managers and remunerations

Key figures

Operational risk / quality

Compliance risk

Capital managementand ICAAP
Capital adequacy

Credit risk

Major developements

Fundamentals of the Norwegian economy
Creditrisk

Market risk

The CRO’s summary of the year

Information about DNB’'s remuneration scheme

Attachments

Operational risk

Risk managementand controlin DNB
Credit risk

Compliance risk
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Ethics and anti-corruption

Anti-money laundering and sanctions

Employees

Directors'report
Note 3 to theaccounts

Responsible credit
Directors'report
Note 4 to the accounts

Group chief executive's statement
Directors'report
The new banking reality

Employees
Note 47 to the accounts

DNB in brief
Key figures 5 years
Employees

Responsible credit

Responsible investments
Responsible supplier management
Climate-smart office operations
Climate risk

Data protection and security

Safe and solid bank

Customer dialogue and product quality

Human rights
Directors'report
Note 4 to the accounts
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