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Research Update:

Ratings On Three Finnish Banks Affirmed On
Subdued Economic Recovery; Outlooks Remain
Negative

Overview

* W have reviewed Finland s banking sector after our downgrade of Finland
(AA+/ St abl e/ A-1+) on Cct. 10, 2014.

e W think subdued growth and structural issues in the Finnish econony
nm ght lead to nore chall engi ng operating conditions for the Finnish
banki ng sector.

* W are naintaining our view of the trend for Finland' s econonmic risks as
negative, while continuing to see a stable trend for industry risks for
Fi nni sh banks.

« W are therefore affirmng our ratings on Aktia Bank, Bank of Al and, and
Pohj ol a Bank; the outl ooks renain negative.

Rating Action

On Cct. 22, 2014, Standard & Poor's Ratings Services affirmed its |ong- and
short-termcounterparty credit ratings on three Finland-based banks: Aktia
Bank PLC, Bank of Aland PLC, and Pohjola Bank PLC (see 'Ratings List' below).
The outl ooks on the long-termratings on these banks remai n negative.

Rationale

The affirmations take into account our view that Finland s econom c recovery
i s weaker than we expected and could lead to a deteriorating operating
environnent for the country's banks. W consequently continue to assess the
trend in Finland's econom c risks as negative under our Banking Industry
Country Ri sk Assessment (Bl CRA) net hodol ogy. The sl uggi sh conditions could
hanper the banking sector's perfornmance and translate into increased cost of
ri sk and asset quality deteriorati on exceeding our expectations. Such a
scenario could lead us to revise down the anchor for comercial banks
operating mainly in Finland to 'bbb+ from'a-' (the anchor is our starting
point for assigning a rating to a bank under our bank criteria).

Standard & Poor's forecasts that real GDP will decrease by 0.5%in 2014,

foll owed by subdued econom c growth of about 0.5%in 2015 and 1.5%in 2016.

Al t hough we anticipate that a gradual inprovenent in donestic demand will
follow a pick-up in external demand, we believe that future low growth in real
wages and el evated unenpl oynment could |lead to weaker credit demand from
househol ds and nodest falls in house prices. These conditions could be
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conmensurate with a correction phase under our assessment of economc
i mbal ances.

We anticipate that private-sector credit will grow only noderately--at 2% 3%
annual ly--in the next two years due to the econom ¢ uncertainty. However,
owi ng to the banking industry's sound financial position in both the househol d
and corporate sectors, we expect asset quality to remain strong and estinate
cost of risk at about 15 basis points of the total |oan stock in 2014-2015. W
believe the steady rise in house prices in 2002-2007 was acconpani ed by an
increase in leverage while to a large extent follow ng growh in househol d

i ncomes. However, we think part of the income growth followed faster increases
in unit |abor costs than in peer countries, which have in turn reduced the

Fi nni sh econony's conpetitiveness. G ven the strong urbanization trend in

Fi nl and, we expect the housing narket to evolve on two tracks, with prices in
the capital city of Helsinki continuing to rise and nationw de prices
stabilizing at their current |evel.

We continue to see a stable banking industry risk trend in Finland. The

Fi nni sh market is concentrated, with the three largest financial institutions
conmandi ng over 75% of the market. The banking sector carries a sound track
record in profitability. In addition, we expect profitability, neasured as
return on equity, to remain at roughly 8% 9% in 2014. Finni sh banks depend
slightly nore on external market funding than nmany other banking systens in
Eur ope, excluding other Nordic countries. We think this reflects Finnish
banks' credit expansion over the past decade and the |ack of a deep donestic
debt rmar ket .

Outlook

The outl ooks on Aktia Bank, Bank of Al and, and Pohjola Bank remai n negati ve.
Qur outl ooks on the three banks mainly reflect bank-specific factors, as well
as country risks linked to operating in Finland. The outl ooks on Aktia Bank
and Pohjol a Bank--the two banks we view as systemically inportant--are
negative in part because we expect that potential extraordi nary governnent
support for European banks will |ikely decrease as resolution frameworks are
put in place.

Aktia Bank

The negative outl ook on Aktia Bank also reflects that we could | ower the
ratings if the bank's funding position deteriorates. The bank currently
derives 46%of its funding fromfairly stable custoner deposits.

Bank of Aland

W coul d take a negative rating action on Bank of Aland if its operations were
to deteriorate substantially, resulting in |oan | osses that drove our

ri sk-adjusted capital (RAC) ratio for the bank bel ow 10% or led us to reassess
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the bank's risk position and the concentration risks in its |ending book. W
could consider a positive rating action if we concluded that the bank's

i ntegration of the Swedish operations is successful and meani ngfully broadened
t he bank's franchise and diversity by reducing concentrations in its business
posi tion.

Pohjola Bank

The negative outl ook on Pohjola Bank al so incorporates our uncertainty about
the capitalization process followi ng the buyback of its shares in May 2014 and
the bank's ability to achieve and maintain a RAC ratio of nore than 10%in the
next 18-24 nonths. We also factor in our view of the bank's ability to
strengthen its funding and liquidity.

BICRA Score Snapshot*

Fi nl and
Bl CRA G oup 2
Econom ¢ ri sk 2
Econom c resilience Low ri sk
Econom ¢ i mbal ances Low ri sk
Credit risk in the econony Low ri sk
Trend Negati ve
I ndustry risk 3
Institutional framework I nternedi ate risk
Conpetitive dynam cs Low ri sk
Syst emwi de fundi ng Internediate risk
Tr end St abl e

*Banki ng I ndustry Country Ri sk Assessnent (Bl CRA) economic risk and industry
risk scores are on a scale from1 (lowest risk) to 10 (highest risk). For nore
details on our BICRA scores on banking industries across the gl obe, please see
"Banki ng I ndustry Country Ri sk Assessnment Update," published monthly on

Rat i ngsDi rect .

Related Criteria And Research

Related Criteria

e Bank Hybrid Capital And Nondeferrabl e Subordi nated Debt Mt hodol ogy And
Assunptions, Sept. 18, 2014

e Group Rating Methodol ogy, Nov. 19, 2013

e Banks: Rating Methodol ogy And Assunptions, Nov. 9, 2011

* Banking Industry Country Ri sk Assessnment Methodol ogy And Assunpti ons,
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Nov. 9, 2011
« Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010
e Use O CreditWatch And Qutl ooks, Sept. 14, 2009

Related Research

 Finland Long-Term Ratings Lowered To ' AA+" On Weak Econonic G ow h;
Qutl ook Stable, COct. 10, 2014

e Banking Industry Country Ri sk Assessnent Update: October 2014:, Cct. 8,
2014

e Credit FAQ The Rating Inmpact O Resol ution Regines For European Banks,
April 29, 2014

Ratings List

Rati ngs Affirned

Aktia Bank PLC
Counterparty Credit Rating A-/ Negativel A-2
Seni or Unsecured A-

Bank of Al and PLC
Counterparty Credit Rating BBB/ Negat i ve/ A- 3

Pohj ol a Bank PLC

Counterparty Credit Rating AA-/ Negativel/ A-1+
Seni or Unsecur ed AA-
Subor di nat ed A-

NB: This list does not include all the ratings affected.

Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com

Conpl ete ratings information is avail able to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at spcapitaliqg.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press O fice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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