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Research Update:

Central Bank of Savings Banks Finland Long-Term
Rating Up To 'A-' On Established Integrated Bank
Group; Outlook Stable

* W believe Savings Bank Goup of Finland is now operating as a cohesive
banki ng group supported by its anmal gamati on under pi nned by the joint and
several liability between the nenbers

 The group achieved organic growh in 2016 enabled by the newly created
fundi ng access to both senior unsecured and secured issuance, as well as
the inproved outl ook on the Finnish econony.

e W have therefore revised our assessnment of the group's credit profile
(CGCP) to "a-' from'bbb+ on inproved assessnent of the group franchise.

» Consequently we are raising our long-termrating on the group's core
subsidiary and central credit institution, Central Bank of Savings Banks
Finland Plc, to "A' from' BBB+'.

e The stable outlook reflects our expectation that Savings Bank Group will
continue to benefit fromthe gradual recovery in the Finnish econony,
mrrored in its sound operating profitability and very strong
ri sk-adjusted capitalization

Rating Action

On April 28, 2017, S&P dobal Ratings raised its long-termcounterparty credit
rating on the central credit institution of the Finnish Savings Bank G oup,
Central Bank of Savings Banks Finland Plc (Sp Central Bank), to "A-' from
"BBB+' . The outlook is stable. At the same time, the 'A-2' short-term
counterparty credit rating on Sp Central Bank was affirned.

Rationale

We now consi der that the Savings Bank Group of Finland, with Sp Central Bank
as the group's central credit institution, is operating as a cohesive banki ng
group, denobnstrated by a comon strategy, unified risk culture, and
guidelines. Furthermore in line with its plans, the group has now established
access to both secured and unsecured funding, which allows it to resume growth
of its lending business after sluggi sh devel opnent due to funding constraints
in 2013-2015. The group ranks fifth in the Finnish banking sector with a
stabl e market share of about 4% 5% in both custoner |oans and customer
deposits. We now assess Savi ngs Bank Group's business risk position as
noderate, in line with other regional peers operating in the Nordics.

The group has started to benefit fromits |egal and operating setup in place
since Decenber 2014, seen in a 10% recorded | oan growmh in 2016 and stable
operating profitability. Organic growth made up about half of the |oan grow h,
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mainly driven by retail nortgage |ending. The other half resulted fromthe
transfer of the remaining | oan assets from Aktia Bank, with whomthe group
cooperated in covered bond i ssuance. W expect the transfer of remining |oan
assets to be conpleted by May 2017.

At the sanme time, the group has increased its cross-selling
activities--especially in life insurance and asset nmnagenent products--which
we expect to lead to an increase in broad-based custoners and a nore

di versified operating revenue base. We expect initiatives to conbine the
speci al i zed product conpanies in the heart of the group to further inprove the
uni fied product offering. Simlarly, the creation of a groupw de joint back

of fice by mergi ng existing back office conpanies will gradually inprove
operating efficiency. W expect the inproving franchise to boost organic
growm h and profitability in 2017-2018.

In addition to the above, the group credit profile (GCP) reflects our 'a-
anchor for Finnish banks, and the group's very strong capital and earnings,

mai nly due to our expectation of an increase in our risk-adjusted capita

(RAC) ratio to about 17.5% 18.0% in the next 12-24 nonths. It equally reflects
the group's noderate risk position, due to concentration risks in its |oan
book, partly nitigated by a high level of collateralization; its average
fundi ng and adequate liquidity, owing to sound funding nmetrics; its sound
funding profile, dom nated by custoner deposits; and its confortable liquidity
position. W assess the unsupported GCP at 'a-'

We consider the group to have noderate system c inportance in Finland.

However, we believe that the prospects for extraordi nary governnment support
appear uncertain for banks in Finland, and we no | onger factor any such
support into the GCP. W currently do not expect the group to build up a

nmeani ngf ul buffer of additional-loss absorbing capacity over the next two
years, as the group will likely cover its mnimumrequirenment of own funds and
eligible liabilities by its capital and existing instrunments.

We view Sp Central Bank as integral to the Savings Bank Group's operation, and
therefore equalize our long-termrating on Sp Central Bank with the
unsupported GCP.

Outlook

The stable outlook on Sp Central Bank reflects our view that the w der Savings
Bank Group's strategi c devel opment as an amal ganati on of deposit banks and the
i mprovi ng econom ¢ environnent in Finland will support the group's business
generation and operational efficiency over the next two years. Sp Central Bank
is the group's central credit institution. W believe that the group's efforts
in ternms of common franchise, strategy, and risk nanagenent, as well as its
nore diversified funding profile, will inprove its growth prospects and market
posi tion.

We could take a negative rating action if Savings Bank G oup was not able to
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further strengthen its franchise and to diversify its operating revenues

t hrough asset nmnagenent and life insurance. Any deficiencies in nonitoring
the | oan growth and asset quality at nenmber banks could also dilute the
strength of the group's unified risk managenent.

We consider a positive rating action unlikely at this stage.

Rating Score Snapshot

To From
| ssuer Credit Rating A-/ Stabl e/ A-2 BBB+/ Posi tivel A-2
SACP a- bbb+
Anchor a- a-
Busi ness position Moderate (-1) Weak (-2)
Capital & earnings Very strong (+2) Very strong (+2)
Ri sk position Moderate (-1) Moderate (-1)
Fundi ng Aver age Aver age
Liquidity Adequat e (0) Adequat e (0)
Suppor t 0 0

Related Criteria

e Ceneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e Criteria - Financial Institutions - Banks: Bank Rating Methodol ogy And
Assunptions: Additional Loss-Absorbing Capacity, April 27, 2015

* General Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e Criteria - Financial Institutions - Banks: Quantitative Metrics For
Rati ng Banks d obal ly: Methodol ogy And Assunptions, July 17, 2013

e Criteria - Financial Institutions - Banks: Revised Market Ri sk Charges
For Banks In Qur Ri sk-Adjusted Capital Franework, June 22, 2012

e Criteria - Financial Institutions - Banks: Banking Industry Country Ri sk
Assessnment Met hodol ogy And Assunptions, Nov. 9, 2011

e Criteria - Financial Institutions - Banks: Banks: Rating Methodol ogy And
Assunptions, Nov. 9, 2011

e« Criteria - Financial Institutions - Banks: Bank Capital Methodol ogy And
Assunptions, Dec. 6, 2010

e Ceneral Criteria: Use O CreditWatch And Qutl ooks, Sept. 14, 2009
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Central Bank of Savings Banks Finland Plc
Counterparty Credit Rating A-/ Stabl el A-2 BBB+/ Posi tivel A-2
Seni or Unsecured A- BBB+

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further
infornmation. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitalig.com All
ratings affected by this rating action can be found on the S& @ obal Ratings’
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum. Alternatively, call one of the follow ng S& G obal

Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-4009.
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