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Research Update:

Pohjola Bank 'AA-/A-1+' Ratings Affirmed On
Government Support And ALAC Review; Outlook
Negative

Overview

* W believe the prospect of extraordinary governnent support for Finnish
banks is now uncertain in view of the country's well-advanced and
ef fective resol ution regi ne.

* W are therefore renoving the one notch of uplift for governnent support
that we had previously incorporated in the long-termcounterparty credit
rati ngs on Pohjol a Bank.

 However, we now include one notch in the Iong-termratings because we
consider that the wider OP Financial Goup will build substanti al
addi tional |oss-absorbing capacity (ALAC).

« W are affirnmng the long- and short-termcounterparty credit ratings on
Pohj ol a Bank at 'AA-/A-1+'".

« The negative outlook reflects our view that Finland s weak econonic
recovery coul d hanper the banking sector's performance over the next two
years.

Rating Action

As previously announced on Dec. 2, 2015, Standard & Poor's Ratings Services
has affirmed its 'AA-/A-1+ |ong- and short-termcounterparty credit ratings
on Finl and-based Pohjol a Bank. The outl ook remai ns negati ve.

We also affirned our 'A-' issue ratings on subordi nated debt instrunents
i ssued by Pohj ol a Bank

Rationale

W believe that the prospect of extraordinary governnent support for Finland' s
banki ng sector is now uncertain, follow ng the expected full inplenmentation of
the EU Bank Recovery and Resol ution Directive, including bail-in powers, from

Jan. 1, 2016. W do not conpletely exclude the possibility of such support,
and we consider that systemically inportant Finnish institutions such as
Pohj ol a Bank face several nore years of structural and bal ance sheet reforns
to address their "resolvability" (mtigating the systemc inpact if they
fail). Neverthel ess, we believe the Finnish governnent's ability and
willingness to provide support is |ower and | ess predictable under the
enhanced resol ution framework. We have therefore reclassified the tendency of
Finl and to support private sector conmercial banks as "uncertain" under our
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criteria, and renoved the one notch that we previously included for government
support in the long-termcounterparty credit rating on Pohjola Bank

The ratings on Pohjola Bank reflect the franchise and creditworthiness of the
wi der OP Financial G oup, conprising sone 186 nmenber cooperative banks (as of
June 30, 2015). Pohjola Bank acts as the cooperative's central bank and
treasury department; it also serves as the bank for large corporate entities
within the group

We have added one notch of uplift within OP Financial Goup's group credit
profile (GCP), and so within the long-termratings on Pohjola Bank, because we
consider that the group is likely to increase ALAC above our designated 4.0%
threshol d. W use an adjusted threshold for Pohjola Bank, as opposed to the
usual 5.0% because we qualitatively adjust for the portion of Pohjola Bank's
materi al insurance operations that we expect would be outside the scope of
required bail-in capitalization

We view the Finnish resolution reginme as "effective" under our ALAC criteria

because, anong other factors, we believe it contains a well-defined bail-in
process under which authorities would permt nonviable systemcally inportant
banks to continue critical functions as going concerns followi ng a bail-in of

eligible liabilities.

We include in our ALAC assessnent nost of the capital instrunents issued by OP
Fi nanci al Group and Pohjol a Bank because we believe they have capacity to
absorb | osses without triggering a default on senior obligations of Pohjola
Bank and they nmeet our other criteria for inclusion. On this basis, we
calculate that the ALAC ratio for OP Financial Goup was 1.4% of Standard &
Poor's risk-weighted assets at year-end 2014, follow ng the share buyback
transacti on on Pohjola Bank. W expect that the ALAC ratio will growto 4.3%
by end-2016, above the adjusted 4.0%threshold. This reflects our expectation
that: (i) the group's strong earnings and the issuance of profit shares wll
support the further capital buildup reflected in the excess anpbunt of tota
adjusted capital included in the GCP; (ii) the group will gradually replace
maturing capital instrunents with ALAC-eligible instrunents; and (iii) that
future regulatory requirenments will lead the group to maintain or naybe
noderately increase its existing buffer of |oss-absorbing capacity.

As a result of the above, we have nmaintai ned the supported GCP, which now
i ncl udes one notch of ALAC support instead of governnent support, at 'aa-'
We affirned the ' A-' rating on the subordi nated debt instrunents issued by
Pohj ol a Bank because we al ready assuned that they would not benefit from
ei ther extraordinary governnment or ALAC support.

Outlook

The negative outl ook reflects our view of Finland s weak econonic recovery,
whi ch coul d hanper the banking sector's perfornmance over the next two years.
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Gradual Iy increasing unenpl oynent could further reduce | oan growh in Finland
and lead to asset price corrections. If this meaningfully increased the risk
costs for the banking sector, we could revise dowward our "a-' anchor for

Fi nni sh banks, includi ng Pohjol a Bank.

We could revise the outlook to stable if we concluded that the Finnish banking
sector renmained resilient to the weak economic recovery. W woul d al so expect
to see inprovenent in Pohjola Bank's funding and liquidity, which still
conpares sonewhat unfavorably with peers'.

Ratings Score Snapshot

To From
| ssuer Credit Rating AA-/ Negativel/ A-1+  AA-/ Negativel/ A- 1+
SACP a+ a+
Anchor a- a-
Busi ness Position Strong (+1) Strong (+1)
Capi tal and Earni ngs Strong (+1) Strong (+1)
Ri sk Position Adequat e (0) Adequat e (0)
Fundi ng and Aver age and Aver age and
Liquidity Adequat e( 0) Adequat e (0)
Suppor t (+1) (+1)
ALAC Support (+1) (0)
GRE Support (0) (0)
Group Support (0) (0)
Sover ei gn Support (0) (+1)
Addi ti onal Factors (0) (0)
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Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at spcapitalig.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 Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Moscow 7 (495) 783-4009.
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