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To the Supervisory Board of SpareBank 1 SMN

INDEPENDENT AUDITOR'S REPORT

Report on the Audit of the Financial Statements

Opinion
We have audited the financial statements of SpareBank 1 SMN, which comprise:

= The financial statements of the parent company SpareBank 1 SMN (the Company], which comprise
the balance sheet as at 31 December 2018, the income statement, statement of comprehensive
income, statement of changes in equily and statemert of cash fliows for the year then ended, and
notes to the financial statements, induding a summary of significant accounting palicies, and

=  The consplidated financial statements of SparcBank 1 SMN and its subsidiaries (the Group), which
comprise the balance sheet as at 31 December 2018, the income statement, statement of
cormprehensive income, statement of changes in equity and statement of cash flows for the year
then endeéd, and notes to the fingrcial stabements, indluding & sumrmary of Significant pecounting
policies.

In owr apinion;

= The financigl statements are prepaned in gocordance with the law ard regulstions.

= The accompanying financial statements give o true and fair view of the financial position of the
Company &5 at 31 December 2018, and it$ financial performance and its cash fows for the year
then éndeéd in accordande with Intermational Financial Reparting Standerds as pdopted by the EU.

= The sccompinying consolidated fingncial ftatements give a true and fair vigw of the financial
position of the Group a5 at 31 Decembér 2018, and its financial peérformance and its cash flows for
the year then ended in accordance with International Financial Reporting Standards as adopted by
the EU.

Bagis for Opinion

We conducted our audet in accordance with laws, regulations, and acditing standards and practices
generally accepted in Morway, including International Standards on Auditing {15As). Our
responsibllities under those standards are further described |n the Auditor’s Responsibilities for the
Audit of the Financial Statements section of our report. We are independent of the Company and the
Group as required by laws and regulations, and we have fulfilled our other ethical responsibllities in
accordance with these requirements. We believe that the audit evidence we have otained is sufficient
and appropriabe to provide a basis for our opinien,

Key Audit Matters

Koy audit matters are those matbers that, in our professional judgment, were of most significance in
our audit of the 2018 finandal statements. These matters were addressed in the context of our audit of
the financial stetements as & whole, and in forming gur opirign thereon, and we do not provide &
separate opinion on these matters,
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IT Sy and Internal Controls rel t for Financial Reparting
LY r [ the matter was addréssed in the audit
The IT aystems within SpareBank 1 SMN SpareBank I SMM has established a general
are key in the accounting and reporting of governance model and rternal controls on its [T
comgleted transactions, in obtaining the systems, We have cbtained an understanding of
basis for key estimates and caloulations, SpareBank 1 SMNs [T governance model refevant
and kn cbtaining relevant svformation to be | for financial reporting.
dischosed.

We assessed and tested the design of selected
The IT systems are standardized, and the internal control activities refevant for financial
management and operation of the systems | reparting, including selected controls related to IT
are bo a great extent outsourced to external | operabiens, change management and information
SErViCE providers, security. For a sample of these controls, we tested
their cperating effectiveness in the reporting
Reference is made to note 7 in the financial  periad,
statemaents, for a desonption of the
management and operation of the IT We also considered the third party attestation
systems in SpareBank 1 SMN. report ([SAE 3402 Report) on one of SpareBank 1
SMN's service providers focusing on whether they
Proper management and controd of these IT - had adequate internal controls on areas that are of

systems both at SpareBank 1 SHN and importance for the financial reporting of SpareBank |

their service providers are of high 1 SMN.

impertance in ardér 1o ENsure precise,

complete and reliable financial reparting, In addinan, we considersd a third party

and this area is therefore & key awdit confirmation (ISRS 4400 Agreed-upon procedures)

mather. related to the service provider with regards to
whether selected autamated contral activities in
the IT systems, including among others the
calculation of interests and fees, as well 85 system
generated reports were satisfactorily designed and
If they had aperatad effectively in the period.

We engaged our internal IT sxperts in the work
related o understanding the governance model an
IT aysterns and in assessing and Lesting the
internal control activities related to 1T systams.

Corparate loan loss pravisions

£ | How was in the
SpareBank 1 SMN has loans in the SparcBank 1 SMN has established control activities
corporate segment, and reference is made relabed 10 the calculation of lan loss provisions in
tonote 3, 4, 7 and 11 for disclosures on the corporate market segment.,

implementation effects following IFRS 9,

credit risk and loss previsions on loans and We considerad the reasanability of the loan loes

guarantess, provisiong and the changes in these provisions
during the year, and collected and assessed

Effective from 1. January 2018, the bank SparcBank 1 SMNS reasoning for these changes.

has implemented IFRS 9, and the models

far calculation of loan losses is changed We astessad and tested the design of sehected
from ohjective evidence for losses to an contrgd activities concarning individual loss
expected loss model. provissens on impaired loars. The cantral activities

we pesessed and tosted the d!!iﬂl‘l of, ware related
SpareBank 1 SMM has considered the need | to identification of impaired loans and the
|_far loan loss provisions as perthe assessment of the expected future cash flows from |

SMN
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I implementatien date of IFRS 9 and as per
31.12.2018. There s consideralyle
judgement in the bank’s assessment of the
siza of the loan loss prowsions in the

| corporate market segment, As a result of

the ourrent market situation for oli-related

activity there is a significant wncertainty
refated to impairment losses

within this industny.

The judgeément is relabed to forward-
logking assessments of probability of
default and loss given default, in order to
estimate the expected loss,

Thi= assurnpticns and estimates used in
these asgessments are crucial for the size

| of these provisions, and loan loss provisions
i thie corparabe market seqment are
therefore a key audit matter in the audit.

these lpans. For a sample of these cantral
activities, we tested if they operated affectively
| during the period.

For a sample of Impaired loans, we tested il these
ware timely identified, and assessed the expected
future cash flows that bank estimated on these
loans,

For remaining laan loss provisions calouiated by
uga of madels and information from the service
provider, we assessed the third party confirmation
with regards to:

= documentation of the models

= determination of prebability of default, loss
given default and exposure at default, and

= wvalidation of the models against historical
bosses

We considered if the disclosures an loan lass
provisions in the corporate market segment is in
accordance with requirements et forth in [FRS 7.

Mote information on capital requirement

T

 How U il uiglit

SpareBank 1 SMN is subject to the
riegulations on capital requirement in
Financial Enterprizes Act and associated
regulations.,

The accounting regulations for banks
reguire infarmation on capatal réquinement
in the aotes o the financial statements,
Nobe & to the financial staternents provides
infarmation an, among other methods
used, net capital, total caloulation base and
capital requirament,

With the exception of engagements with
governments and central banks, SpareBank
1 SMH utilizes internal measurement
methods ([RB) for assessing cradit risk. The
use of [RB imposes wida-ranging
requirement an the bank's organizational
Sel-up, competence, risk medels rgk,
management systems.

SpareBank 1 SMN s required to comply,
and at ali times, satisfy the minimum
capital requirement on entity and group
level. The fact that compliance with the

AT N T mllﬂl requirement ratio is a

SparcBank 1 SMN has established internal contrel
activities related to the calculation of net
subordinated capitad, total calculabion base and
capital requirement, We have assessed and tested
the design of the internal control activities that we
deemed most significant. The inbernal contrad
activities we tested were reldted to the
complétaness of the data tramsfer and the
caleulation of the risk-weighted calculation base,
We bedted the operating effectivencss for a sample
of these contrals in the reparting penod.

We assessed SpareBank 1 SMN's interpretations of
the capital sdequacy requlations on selected areas
apainst the capital adequacy regulations and
industry practice.

Furthermane, we tesled the accuracy of calculation
of selected items inCluded in regulatory capdtal,

We aiso assessed whether other information in the
| nete on capital reguirement was adequate.
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[ condition for the Bank's operations and that
the calcwlations are complex and based on
a number of assumptions and estimates,
makes it a key auvdit matter.

Othar information

Management is responsible for the other infeematicn. The other information comprises infermation in
the annual report, except the financlal statements ang our auditor’s repart thereon.

Our oginion on the financal statements does not cover the other information and we do not express
any form of assurance candlusion theéreéan.,

In connection with our audit of the financial statements, ouwr responsibility is to read the other
information and, in doing %0, consider whether the other information is materially inconsistent with the
financial statements or gur knowbsdge obtained in the audit or otherwise appears to be matenally
misstated.

If, based on the work we have performed, we conclude that there 15 o material misstatement of this
other information, we are required to report that fact. We have nothing to repart in this regard.

Responsibilities of the Board of Directors and the Managing Diréctor for the Financial Statements

The Board of Directors and the Managing Director (Management) are responsible for the preparation in
accordance with law and regulations, including Tair presentation of the financial statements in
accordance with International Financial Reporting Stancards as adopted by the EU, and for such
internal contrel as management determines is necessary to enable the preparation of financial
statements that are free from material misstatemant, whether due be fraud or emor.

in pregaring the ficancial statements, management is responsible for assessing the Company’s and the
Group’s ability to continue as a gaing concern, disclesing, as applicable, matters related to going
concern and using the golng conocem basks of accounting unless management either intends ta
liguidate the Group or o cease pperations, or has no realistic alternatwe but to do sa.

Auditors Responsibilities for the Augit of the Financial Statements

Our objectives are to obtain reasonabie sssurance about whether the financial staterments as a whale
arg free From material misstatement, whether Gue to fraud or grror, and to issue an auditer's report
that includes cur oginion, Reasonable sssurance i a high level of assurance, but is not a guarantes
that an audit conducted in accordance with laws, regulations, and auditing standards and practices
generally accepted in Norway, intluding 1545 will afways detect a material misstatement when it exists.
Misstatements con arise from fraud or ermor and are considered material if, individually or in
aqgregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of these financial statements,

As part of an audit in sccordance wath laws, regulations, and suditing standards and gractices generaily
acoepled ia Nonway, including 1SAS, we exercise prafessional judgment and maintain profiessional
scepticism throughout the audit, We akso:

»  dentify and assess the risks of matenal misstatement of the financial statemeants, whether due to
fraud or error, We design and perform audit procedures résponsive to those risks, and obtain audit
evidence that k= sufficient and Bppropriate bo provice b Basis for our apinion. The risk of not
detecting a material misstaternent resulting fram fraud is higher than far ore resulting from ermor,
a5 fravd may Invalve cellusion, forgery, intentional omissions, Misrepresentations, or the override
of inbernal control.
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» obtain an vnderstanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinien on the effectiveness of the Company’s or the Group's internal control.
evaluate the appropriateness of accounting policies used and the réasonableness of acoounting
estimates and related disclosures made by management.

« conclude on the appropristencss of management’s use of the going conorrn basis of accounting
and, based on the audit evidence oblained, whether & material uncertainly exists related to cvents
or conditions that may cast significant doubt on the Company and the Group's ability b continue
a% a going concern. If we condude thatl a makendl uncertainty exigts, we are reguired to draw
atbention in our auditor's report B the reloted disclosures in the finpncial statements or, if such
digclosures are inadequate, to modify our apinian, Dur conclugions aré based on the audit évidence
abtained up bo the date of our auditor's report. However, fubure gvents or conditions may cause
the Company and the Group to cease (o continue b4 & going concemm.

+  evaluate the overall presentation, structure and content of the firancial statemeanes, including the
disclosures, and whether the financial statements represent the undérlying transactions and events
In a manner that achieves fair presentation.

+ obtain sufficient appropriate audit evidence regarding the financial information of the entities ar
business activities within the Group to express an opinion on the consolidated financial statements.
We are responsible for the direction, supervision and perfarmance of the group audit. We remain
solely responsibhe for our audit opinkon.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our awdit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding Independence, and to communicate with them all relationships and
other matters that may reasonably be thought te bear on our independence, and where applicable,
related safeguards.

From the matters communicated with those charged with governance, we determine those matbers
that were of most significance im the audit of the financial statements of the current period and are
therefore the key audit matters. We describe these matters in our auditor's repart uniess iaw or
regulation prechedes public disclosure about the matter or when, in extremely rare circumstances, we
determing that a matber should not be communicated in our répott because the adwerse consequences
of daing 50 would reasonably be expected to outweigh the public interest berefits of such
communication,

Report on Other Legal and Regulatory Requirements

Opinfor on the Board of Directors” report

Based on cur audit of the fingncial statements as described above, it i owr opinion that the
information presented in the Board of Directors” report and in the statemnents an Corporate Governance
and Corporate Sccial Responsiblity concerning the financial statements, the geing concern assumgtion
and the proposed allocation of the result is consisbent with the financial statements and complies with
the law and regulations.

Owpinion an Registration and Decumeniation

Based on our audit of the financial statements as described above, and contral procedures wa have
considered necessary in accordance with the International Standard on Assurance Engagements (ISAE)
JO03, Assurance Engagements Other than Awdits or Reviews of Historfcal Financial Information, itis
gur opinion that managemaent has fulfilled its duty to produce a proper and dearly set out registration
and decumentation of the Company's accounting information in accordance with the law and
bookkeeping standards and practices generally accepted in Norway,
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Trandheirn, 5 March 2019
Deloitte AS

Matte Estenstad
State Authonsed Public Accountant (Morway)

fade: This transtation from Norweglan has been prepaved for informalion purposes only.
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