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Research Update:

Finland-Based Pohjola Bank 'AA-/A-1+' Ratings
On CreditWatch Negative On Announced Share
Buyback Transaction

Overview

 The OP-Pohjola Goup central cooperative has |aunched a tender offer to
acquire 63% of the shares in Pohjola Bank PLC it does not already own.

* The transaction, with an estimted value of €3.4 billion, will be
initially financed by debt and ni ght weaken Pohjola Bank's capital and
ear ni ngs position.

* W are therefore placing our 'AA-/A- 1+ ratings on Pohjola Bank PLC and
its core subsidiary Pohjola Non-Life Insurance Co. Ltd. on CreditWatch
negati ve.

» W intend to resolve the CreditWatch within 90 days or once we have
greater clarity regarding the transaction's inpact on the group's
capitalization. We could |ower the ratings on Pohjola Bank and its core
subsidiary by one notch if we believed that the bank woul d not
recapitalize in line with our current expectations.

Rating Action

On Feb. 6, 2014, Standard & Poor's Ratings Services placed its 'AA- /A 1+
| ong- and short-term counterparty credit ratings on Finland-based Pohjol a Bank
PLC on CreditWatch with negative inplications.

At the sane tinme, we also placed on CreditWatch with negative inplications our
"AA-' long-termissuer credit and financial strength ratings on Pohjola Bank's
core subsidiary Pohjola Non-Life Insurance Co. Ltd.

Rationale

The CreditWatch placerment follows the announcenent by the OP-Pohjola G oup
that its central cooperative has |aunched a tender offer to buy back shares in
Pohj ol a Bank PLC. The transaction will initially be financed by issuing debt
in the market, which mght weaken the group's strong capital and earnings
position, in our view Qur ratings on Pohjola Bank, OP-Pohjola G oup's nmain
operating entity, reflect the franchise and creditworthi ness of the w der

group.

We understand that the tender offer will run from Feb. 24, 2014, until April
1, 2014. The group's central cooperative seeks to acquire all of the
out st andi ng shares in Pohjola Bank--it currently owns 37% while an additi onal
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16%is directly owned by the group's menber banks, and the renmmining 47%is in
free float. The offer is conditional on the central cooperative reaching 90%
ownership of the shares. W consider the strategic rationale--to internalize
all of the group's profits, sinplify the organizational steering nodel, and

i ncrease incentives for continuing the successful cross-selling strategy--to
be sound.

We understand that OP-Pohjola group's core Tier 1 ratio could drop by 600
basis points to roughly 12% according to the group's projections. Likew se,
we estimate that our risk-adjusted capital (RAC) ratio as of June 30, 2013,
all other factors renaining equal, would decrease to 6.2%from 10.1% The

estimated purchase price of €3.4 billion is based on the share prem um of f ered
and is subject to change. W estinate that the group's equity base will be
reduced by about €2.5 billion, as nmenber banks will reinvest the proceeds from

the offer into the group.

Gven its history of adopting a conservative capital policy, we believe that
the group is conmitted to rebuilding its capital. It has presented a plan to
reach the pre-transaction | evel by increasing earnings and issuing profit
shares to its retail menber clients through the 200-nmenber-banks' branch
network. W will assess whether we include the profit share instrunments in our
preferred neasure of capital, total adjusted capital, once we have the fina
docunent ati on. However, we believe that the plan presents challenges and that
capital, as neasured by our RAC ratio, might not return to a | evel
conmensurate with our current "strong" assessment in the coning two years.

The ratings on Pohjola Non-Life Insurance Co. Ltd. reflect our viewof its
core status as the non-life insurance subsidiary of the Finland-based

OP- Pohj ol a financial services group, reflecting its successful bancassurance
busi ness nodel in Finland and the insurer's contributions to the group's
ear ni ngs through insurance conmi ssion revenues.

CreditWatch

W aimto resolve the CreditWatch pl acenent within the next three nonths,
after the tender offer has been finalized and all necessary approval s have
been received. W expect by then to have better visibility as to the inpact of
t he announced share buyback and other capital neasures on the group's capita
posi tion.

We could ower the ratings on Pohjola Bank by one notch if the w der

OP- Pohj ol a Group cannot sustain its capitalization at a "strong" |evel after
the transaction, specifically, if we believe our projected RAC ratio woul d not
sustai nably reach 10% w thin the next 24 nonths.

Conversely, we could affirmthe ratings, should we take the view that the
group will be able to confortably reach its capital targets within the next
two years and continue its conservative capital policy.
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The CreditWatch placement on Pohjola Non-Life Insurance Co. Ltd. reflects that
on Pohj ol a Bank.

Ratings Score Snapshot

| ssuer Credit Rating AA-/ Wat ch Neg/ A- 1+
SACP a+
Anchor a-
Busi ness Position Strong (+1)
Capital and Earnings Strong (+1)
Ri sk Position Adequat e (0)
Fundi ng and Aver age and
Liquidity Adequat e (0)
Support (+1)
GRE Support (0)
Group Support (0)
Short Term Support (0)
Sover ei gn Support (+1)
Addi ti onal Factors (0)

Related Criteria And Research

Related Criteria

e Group Rating Methodol ogy, Nov. 19, 2013

e Insurers: Rating Methodol ogy, May 7, 2013

« Enterprise Ri sk Managenent, May 7, 2013

» Met hodol ogy: Managenment And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

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

e Banking Industry Country Ri sk Assessnment Met hodol ogy And Assunpti ons,
Nov. 9, 2011

 Bank Hybrid Capital Methodol ogy And Assunptions, Nov. 1, 2011

e« Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010

* Refined Methodol ogy And Assunptions For Anal yzing Insurer Capital
Adequacy Using The Ri sk-Based | nsurance Capital Mdel, June 7, 2010

Related Research
e Banking Industry Country Ri sk Assessnment: Finland, Jan. 25, 2013
e Pohjola Bank PLC, July 31, 2013
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Pohj ol a Bank PLC

Counterparty Credit Rating AA-/ Watch Neg/ A-1+ AA-/ Negative/ A- 1+
Seni or Unsecured AA-/ Wat ch Neg AA-

Subor di nat ed A Wt ch Neg A

Conmrer ci al Paper A-1+/ Wat ch Neg A-1+

Pohj ol a Non-Life Insurance Co. Ltd.
Counterparty Credit Rating

Local Currency AA-/ Wat ch Neg/ - - AA-/ Negati ve/ - -
Fi nancial Strength Rating
Local Currency AA-/ Wat ch Neg/ - - AA-/ Negati ve/ - -

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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