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Helgeland Sparebank
Update following rating affirmation

Summary
Helgeland Sparebank's A3 long-term deposit and issuer ratings incorporate (1) the bank's
baa2 standalone Baseline Credit Assessment (BCA); and (2) two notches of rating uplift
from the application of our Advanced Loss Given Failure (LGF) analysis, which takes into
account the risks faced by different liability classes should the bank enter resolution. The
bank's ratings do not benefit from government support uplift because of our assessment of a
low probability of support.

Helgeland Sparebank's baa2 BCA reflects the bank's (1) Norway's supportive operating
environment; (2) strong capitalisation, with a Common Equity Tier 1 (CET1) capital ratio
of 16.5% as of the end of 2019; and (3) recovered profitability during 2019, and healthy
operating efficiency. These credit strengths are balanced against the bank's (1) limited
geographical reach, with around 80% of loans extended within its home district of
Helgeland, concentration in the cyclical real estate and construction sectors and some single-
name concentrations; and (2) material market funding reliance.

Exhibit 1

Rating Scorecard - Key financial ratios
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These are our  scorecard ratios. Asset risk and profitability reflect the weaker of either the three-year average and the latest
figure. Capital is the latest reported figure. Funding structure and liquid resources reflect the latest fiscal year-end figures.
Source: Moody's Financial Metrics

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1202022
https://www.moodys.com/credit-ratings/Helgeland-Sparebank-credit-rating-823130865
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Credit strengths

» A strong operating environment in Norway, and relatively consistent historical asset quality

» Strong capitalisation, in line with capital requirements

» Recovered profitability and healthy operating efficiency

Credit challenges

» Exposed to elevated risks from lending to cyclical sectors, and geographical and credit concentrations

» Material market funding reliance, which renders the bank vulnerable to any adverse changes in investor sentiment, despite a sizeable
deposit base

» Intense competition, which will continue to weigh on margins, and high reliance on net interest income

Outlook
The stable rating outlook reflects our view that Helgeland Sparebank’s financials will remain broadly resilient over the next 12-18
months and that its asset quality will continue to improve towards historical levels.

Factors that could lead to an upgrade

» There could be positive pressure on Helgeland Sparebank's ratings if the bank demonstrates (1) a material reduction in its client
and sector concentrations, particularly in more volatile sectors; (2) stronger earnings (and therefore a strengthened internal capital
generation capacity), without a deterioration in its risk profile; and (3) a significant increase in granular customer deposits.

» The bank's deposit and issuer ratings could be upgraded if its liability structure changes to include substantially higher amounts of
more junior debt.

Factors that could lead to a downgrade

» Downward rating pressure would emerge if (1) Helgeland Sparebank's problem loan ratio increases significantly, or its cost of risk
rises sustainably above the historical average; (2) its risk profile deteriorates, for example, if it does not sustain improvements in
its risk management, governance and controls, along with more moderate single-borrower concentration levels; or (3) financing
conditions become more difficult.

» There could also be downward pressure on Helgeland Sparebank's ratings in case its liability structure changes, such that it increases
the expected loss given failure for deposits and senior debt. This could occur because of a materially higher proportion of covered
bonds in favour of senior unsecured debt, and a lower amount of subordinated debt and low-trigger Additional Tier 1 hybrid
instruments.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Key indicators

Exhibit 2

Helgeland Sparebank (Consolidated Financials) [1]

09-192 12-182 12-172 12-162 12-152 CAGR/Avg.3

Total Assets (NOK Billion) 34.2 33.0 31.9 29.4 27.1 6.44

Total Assets (USD Million) 3,767.9 3,807.4 3,894.0 3,413.6 3,065.3 5.74

Tangible Common Equity (NOK Billion) 2.7 2.6 2.6 2.4 2.1 7.94

Tangible Common Equity (USD Million) 301.0 298.0 313.2 282.2 231.9 7.24

Problem Loans / Gross Loans (%) 1.8 2.3 0.9 0.6 0.4 1.25

Tangible Common Equity / Risk Weighted Assets (%) 13.9 13.5 14.1 14.8 14.0 14.06

Problem Loans / (Tangible Common Equity + Loan Loss Reserve) (%) 16.9 21.5 8.9 5.6 4.3 11.55

Net Interest Margin (%) 1.7 1.7 1.8 1.8 1.8 1.85

PPI / Average RWA (%) 2.0 2.0 2.2 2.2 2.0 2.16

Net Income / Tangible Assets (%) 0.8 0.4 0.8 0.9 0.8 0.75

Cost / Income Ratio (%) 43.4 43.3 42.4 43.4 47.9 44.15

Market Funds / Tangible Banking Assets (%) 24.1 26.0 26.3 25.2 29.0 26.25

Liquid Banking Assets / Tangible Banking Assets (%) 15.9 14.3 14.8 14.1 15.0 14.85

Gross Loans / Due to Customers (%) 154.0 162.3 156.8 153.0 156.3 156.55

[1]All figures and ratios are adjusted using Moody's standard adjustments. [2]Basel III - fully-loaded or transitional phase-in; IFRS. [3]May include rounding differences due to scale
of reported amounts. [4]Compound Annual Growth Rate (%) based on time period presented for the latest accounting regime. [5]Simple average of periods presented for the latest
accounting regime. [6]Simple average of Basel III periods presented.
Source: Moody's Investors Service; Company Filings

Profile
Helgeland Sparebank is an independent savings bank with a leading position in Helgeland, the southernmost district in Northern
Norway. It is the eleventh-largest savings bank in Norway. The bank provides traditional banking products and financial services to
retail customers, small and medium-sized companies, municipalities and institutions that are predominantly connected to Helgeland.

As of 31 December 2019, the bank reported total consolidated assets of NOK34 billion (€3.5 billion). The bank operated through four
offices in four municipalities in Helgeland.

Detailed credit considerations
Consistent historical asset quality, but high asset risks stem from credit concentrations
Our baa3 Asset Risk score for Helgeland Sparebank takes into account the bank's relatively consistent historical asset quality, but also
its high concentrations, which contributed to a recent spike in credit costs and problem loans. Asset quality is now improving, however.

Helgeland Sparebank demonstrated a consistent credit loss performance, with loan-loss provisions/gross loans averaging a relatively
low 0.2% in the six years 2012-17 (see Exhibit 3), but then increased to 0.9% in 2018 consuming 67% of pre-provision income. Credit
costs subsequently declined to 0.2% in 2019. Problem loans (defined as IFRS 9 Stage 3 loans) improved marginally to 1.9% of gross
loans as of the end of 2019, from a recent peak of 2.3% as of year-end 2018 following financial issues at a number of its large corporate
borrowers, highlighting the transition risk stemming from the bank's relatively high borrower concentrations. We expect problem
loans to decline further in the next 12 months, helped by a supportive operating environment in Norway, which is reflected in our Very
Strong- Macro Profile. The coverage of problem loans by Stage 3 provisions remained broadly stable at 48% as of the end of 2019
compared to end 2018.
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Exhibit 3

The bank's asset-quality metrics have recently been affected by the restructuring of its corporate commitments
Helgeland Sparebank's asset-quality evolution
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We see elevated risks stemming from Helgeland Sparebank's significant exposure to the cyclical real estate and construction sectors,
which together accounted for 14% of loans at the end of 2019. A large portion of the bank's historical problem loans and credit losses
relate to these sectors. In addition, the bank's loan book exhibits high geographical and some single-borrower concentration. As of
the end of 2019, 82% of the bank's lending exposures were in the district of Helgeland. Although such concentrations are typical for
small local savings banks, they could accelerate the extent and pace of any deterioration in asset quality, especially in the event of an
economic downturn.

Retail loans, predominantly residential mortgages, made up the bulk 69% of the bank's loan book (including loans transferred to its
covered bond funding vehicle) as of the end of 2019. However, this proportion is generally lower than that of other Norwegian savings'
banks, in which retail lending usually accounts for 70%-80% of gross loans.

Residential mortgages have performed well in the past, and we expect this segment's loan quality to remain strong over the next 12-18
months because, despite the long-term risks stemming from an increasing level of household indebtedness, Norway’s households will
continue to service their debt as interest rates remain low. Furthermore, mortgage affordability in Helgeland remains substantially
better than that in other areas, such as Bergen or Oslo, despite property price increases in the area of Helgeland in recent years.

Capitalisation is adequate, in line with capital requirements
Our assigned Capital score of a1 reflects Helgeland Sparebank's strong capitalisation, a relative strength in our assessment of the bank's
standalone financial profile. The bank's CET1 ratio was 16.5% (see Exhibit 4) as of the end of 2019. This ratio is in line with the bank's
target of 16% and above the regulatory minimum of 14.7% that applied for that period. The regulatory minimum includes a 2.2%
Pillar 2 requirement specific to the bank, a 3% systemic risk buffer and a 2.5% countercyclical capital buffer that applies to all banks in
Norway. Our own capital measure, tangible common equity (TCE)/risk-weighted assets, was 14.8% as of the end of 2019, compared
with 13.5% as of year-end 2018.
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Exhibit 4

The bank's capitalisation is generally robust
Helgeland Sparebank's capital evolution
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Our assigned Capital score for the bank also reflects its 8.1% TCE/total assets and 9.4% reported Basel leverage ratio as of the end of
2019.

Stable profitability, but intense competition will continue to strain margins
Our Profitability score of baa3 for the bank takes into account our net income/tangible assets ratio, which we expect to remain close
to the 0.8% that the bank had posted for 9M 2019 (see Exhibit 5). We expect the bank to maintain its earnings in the coming 12-18
months, helped by retail credit growth and increased lending rates following rate hikes by the Norwegian central bank, but offset by
higher funding costs and intense competition. The bank is also relatively cost efficient, despite its small size. Our assessment also
incorporates a relatively high reliance on net interest income, with non interest income only accounting for 15% of net revenue for 9M
2019.

Exhibit 5

The bank's profitability has remained broadly stable and compares adequately with that of its peers
Helgeland Sparebank's profitability evolution

1.8% 1.8% 1.8% 1.8%
1.7% 1.7%

1.6%

0.9%

0.8%

0.9%
0.8%

0.4%

0.8%

1.1%

0.0%

0.5%

1.0%

1.5%

2.0%

2014 2015 2016 2017 2018 9M 2019 Norwegian savings
banks' average

Net interest margin Net income / tangible assets

Norwegian savings banks' average is based on the latest available data for the banks that we rate.
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Net interest income grew 4% year over year in 9M 2019, primarily as a result of loan growth of around 4%. The bank managed
to maintain its net interest margin at 1.7% for the first nine months of 2019 (1.7% for full-year 2018) despite strong competition.
The bank's loan-loss provisions declined substantially in 9M 2019, representing 0.2% of average loans (year-end 2018: 0.9%) and
supporting a recovery in its bottom-line profitability.
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Helgeland Sparebank's cost-to-income ratio was 43% for the nine months ended September 2019, in line with that as of year-end
2018. Operating expenses/total assets was 0.9% in 9M 2019 and 2018. We expect Helgeland Sparebank's cost efficiency to remain
broadly stable because of a focus on cost control, but under some pressure because several large IT projects were ending in 2019 and
will lead to higher depreciation costs.

Market funding reliance renders the bank vulnerable to any adverse changes in investor sentiment, despite a sizeable
deposit base
Our combined Liquidity score of ba1 reflects Helgeland Sparebank's relative reliance on potentially confidence-sensitive market
funding, and its limited debt issuance sizes and, therefore, potential investor base.

Helgeland Sparebank's funding profile benefits from a sizeable deposit base, 62% of its non-equity funding as of the end of 2019, made
largely of retail customer deposits. However, the bank's deposit base demonstrates a higher customer concentration than that of its
peers, particularly in the municipalities sector (around 12% of total deposits). The bank also has a material reliance on market funding,
primarily in the form of senior debt and covered bonds, rendering it vulnerable to any adverse changes in investor sentiment. Covered
bond funding has grown significantly since 2009, when Helgeland Boligkreditt AS (the bank's wholly owned covered bond company)
was established. As of the end of 2019, covered bonds accounted for slightly more than 60% of total market funds.

Based on our banks methodology, we generally reflect the stability of covered bonds relative to unsecured market funding by deducting
50% of these funds from the bank's market funds/tangible banking assets, and our adjusted ratio for the bank was 26% as of year-
end 2018 (24% as of the end of September 2019). However, we do not expect, sizewise, Helgeland Sparebank to have the capacity
to make large benchmark issuances, ultimately restricting its potential investor base and increasing its refinancing risk. As such, we
reverse this adjustment for the bank (similar to other small Norwegian banks) by including all covered bonds in the ratio and assigning
a Funding score based on the bank's unadjusted market funds/tangible banking assets of 36% as of year-end 2018 (34% as of the end
of September 2019).

We consider the bank's stock of liquid banking assets adequate. As of year-end 2019, liquid banking assets accounted for 18% of
tangible banking assets and comprised cash, due from banks and securities. As of year-end 2018, 99% of securities in the portfolio were
rated single A or higher. However, these holdings mostly consist of domestic government/municipal securities and mortgage covered
bonds, which leads to concentration risk in the country. They also further increase the bank's exposure to the domestic housing market.

Source of facts and figures cited in this report
Unless noted otherwise, we have sourced data relating to systemwide trends and market shares from the central bank. Bank specific
figures originate from bank's reports and Moody's Banking Financial Metrics. All figures are based on our own chart of account and may
be adjusted for analytical purposes. Please refer to the document titled Financial Statement Adjustments in the Analysis of Financial
Institutions, published on 9 August 2018.

ESG considerations
In line with our general view on the banking sector, Helgeland Sparebank has a low exposure to Environmental risks. See our
Environmental risks heat map for further information.

We believe banks, including Helgeland Sparebank, face moderate Social risks. See our Social risks heat map for further information.

Governance is highly relevant for Helgeland Sparebank, as it is to all entities in the banking industry. Corporate governance weaknesses
can lead to a deterioration in a bank’s credit quality, while governance strengths can benefit its credit profile. The Norwegian Financial
Supervisory Authority (FSA) issued a letter on 29 October 2018 following an audit of the bank on 13 June and 14 June 2018. The FSA’s
purpose was to assess the bank’s credit and operational risks. The letter highlighted a number of significant shortcomings. Helgeland
Sparebank has already taken measures to address these failings and improve internal processes and corporate culture, and has stepped
up its staff training. Therefore, we do not have any specific concerns around the bank's own governance, beyond our considerations
under Asset Risk. Nonetheless, corporate governance remains a key credit consideration and requires ongoing monitoring.
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Support and structural considerations
Loss Given Failure (LGF) analysis
Norway has transposed the European Union Bank Resolution and Recovery Directive into a local legislation, effective from January
2019. Therefore, we consider the country an operational resolution regime. In accordance with our methodology, we apply our
Advanced LGF analysis, considering the risks faced by different debt and deposit classes across the liability structure should the bank
enter resolution.

In our LGF analysis, we use our standard assumptions and assume a residual tangible common equity of 3% and post-failure losses
of 8% of tangible banking assets, a 25% runoff in junior wholesale deposits and a 5% runoff in preferred deposits. We assign a 25%
probability to deposits being preferred over senior unsecured debt.

Under these assumptions, Helgeland Sparebank's deposits and senior unsecured debt are likely to face a very low loss given failure,
because of the volume of deposits and senior debt themselves and the amount of debt subordinated to them. This results in an a3
Preliminary Rating Assessment for both the deposit and issuer ratings of the bank, which is two notches above the baa2 Adjusted BCA .

Government support
We do not incorporate any government support uplift on Helgeland Sparebank’s ratings because we consider the probability of
government support, in case of need, to be low.

Counterparty Risk Ratings (CRRs)
CRRs are opinions of the ability of entities to honour the uncollateralised portion of non-debt counterparty financial liabilities (CRR
liabilities) and also reflect the expected financial losses in the event such liabilities are not honoured. CRRs are distinct from ratings
assigned to senior unsecured debt instruments and from issuer ratings because they reflect that, in a resolution, CRR liabilities might
benefit from preferential treatment compared with senior unsecured debt. Examples of CRR liabilities include the uncollateralised
portion of payables arising from derivatives transactions and the uncollateralised portion of liabilities under sale and repurchase
agreements.

Helgeland Sparebank's CRRs are positioned at A2/Prime-1
Helgeland Sparebank's CRRs are positioned three notches above its Adjusted BCA of baa2, reflecting the extremely low loss given
failure from the volumes of instruments that are subordinated to CRR liabilities.

Counterparty Risk (CR) Assessment
The CR Assessment is an opinion of how counterparty obligations are likely to be treated if a bank fails, and are distinct from debt
and deposit ratings in that they (1) consider only the risk of default rather than both the likelihood of default and the expected
financial loss, and (2) apply to counterparty obligations and contractual commitments rather than debt or deposit instruments. The CR
Assessment is an opinion of the counterparty risk related to a bank's covered bonds, contractual performance obligations (servicing),
derivatives (for example, swaps), letters of credit, guarantees and liquidity facilities.

Helgeland Sparebank's CR Assessment is positioned at A2(cr)/Prime-1(cr)
For Helgeland Sparebank, our Advanced LGF analysis indicates an extremely low loss given failure for the CR Assessment, leading to
three notches of uplift from the bank's baa2 Adjusted BCA.

Methodology and scorecard
About Moody's Bank Scorecard
Our scorecard is designed to capture, express and explain in summary form our Rating Committee's judgement. When read in
conjunction with our research, a fulsome presentation of our judgement is expressed. As a result, the output of our scorecard
may materially differ from that suggested by raw data alone (though it has been calibrated to avoid the frequent need for strong
divergence). The scorecard output and the individual scores are discussed in rating committees and may be adjusted up or down to
reflect conditions specific to each rated entity.
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Rating methodology and scorecard factors

Exhibit 6

Helgeland Sparebank

Macro Factors
Weighted Macro Profile Very

Strong -
100%

Factor Historic
Ratio

Initial
Score

Expected
Trend

Assigned Score Key driver #1 Key driver #2

Solvency
Asset Risk
Problem Loans / Gross Loans 1.8% aa3 ←→ baa3 Geographical

concentration
Sector concentration

Capital
Tangible Common Equity / Risk Weighted Assets
(Basel III - transitional phase-in)

13.9% a1 ↑ a1 Nominal leverage Stress capital resilience

Profitability
Net Income / Tangible Assets 0.7% baa2 ←→ baa3 Earnings quality

Combined Solvency Score a2 baa1
Liquidity
Funding Structure
Market Funds / Tangible Banking Assets 26.0% baa2 ←→ ba2 Market

funding quality
Liquid Resources
Liquid Banking Assets / Tangible Banking Assets 14.3% baa3 ←→ baa3 Stock of liquid assets

Combined Liquidity Score baa2 ba1
Financial Profile baa2
Qualitative Adjustments Adjustment

Business Diversification 0
Opacity and Complexity 0
Corporate Behavior 0

Total Qualitative Adjustments 0
Sovereign or Affiliate constraint Aaa
BCA Scorecard-indicated Outcome - Range baa1 - baa3
Assigned BCA baa2
Affiliate Support notching 0
Adjusted BCA baa2

Balance Sheet in-scope
(NOK Million)

% in-scope at-failure
(NOK Million)

% at-failure

Other liabilities 9,457 27.6% 11,344 33.1%
Deposits 18,497 54.0% 16,610 48.5%

Preferred deposits 13,688 40.0% 13,003 38.0%
Junior deposits 4,809 14.0% 3,607 10.5%
Senior unsecured bank debt 4,504 13.2% 4,504 13.2%
Dated subordinated bank debt 450 1.3% 450 1.3%
Preference shares (bank) 300 0.9% 300 0.9%
Equity 1,027 3.0% 1,027 3.0%
Total Tangible Banking Assets 34,235 100.0% 34,235 100.0%
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De Jure waterfall De Facto waterfall NotchingDebt Class
Instrument
volume +

subordination

Sub-
ordination

Instrument
volume +

subordination

Sub-
ordination

De Jure De Facto
LGF

Notching
Guidance

vs.
Adjusted

BCA

Assigned
LGF

notching

Additional
Notching

Preliminary
Rating

Assessment

Counterparty Risk Rating 28.9% 28.9% 28.9% 28.9% 3 3 3 3 0 a2
Counterparty Risk Assessment 28.9% 28.9% 28.9% 28.9% 3 3 3 3 0 a2 (cr)
Deposits 28.9% 5.2% 28.9% 18.3% 2 3 2 2 0 a3

Instrument Class Loss Given
Failure notching

Additional
notching

Preliminary Rating
Assessment

Government
Support notching

Local Currency
Rating

Foreign
Currency

Rating
Counterparty Risk Rating 3 0 a2 0 A2 A2
Counterparty Risk Assessment 3 0 a2 (cr) 0 A2(cr)
Deposits 2 0 a3 0 A3 A3
[1]Where dashes are shown for a particular factor (or sub-factor), the score is based on non-public information.
Source: Moody’s Investors Service

Ratings

Exhibit 7

Category Moody's Rating
HELGELAND SPAREBANK

Outlook Stable
Counterparty Risk Rating A2/P-1
Bank Deposits A3/P-2
Baseline Credit Assessment baa2
Adjusted Baseline Credit Assessment baa2
Counterparty Risk Assessment A2(cr)/P-1(cr)
Issuer Rating A3

Source: Moody's Investors Service
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