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Research Update:

Finland-Based Tyottomyysvakuutusrahasto, The
Unemployment Insurance Fund Rated

'AA+/A-1+"; Outlook Stable

Overview

« W consider Finnish unenpl oynent benefit agency Tyo6tt ényysvakuut usrahasto
(TVR) to be a governnent-related entity.

* In our view, there is an alnost certain |likelihood that the Finnish
governnent woul d provide extraordi nary financial support to TVR if
necessary.

« W are assigning our 'AA+ A- 1+ issuer credit ratings to TVR

» The stable outl ook on TVR reflects that on Finl and.

Rating Action

On May 21, 2015, Standard & Poor's Ratings Services assigned its 'AA+
long-termand ' A-1+ short-termissuer credit ratings to Finland-based

Tyot t 6nyysvakuut usr ahast o, The Unenpl oynment | nsurance Fund (TVR). The outl ook
is stable.

Rationale

We consider TVR to be a governnment-related entity (GRE). Therefore, we
equal i ze our ratings on TVR, Finland s unenpl oynent benefit agency, with the
ratings on its related governnment, the Republic of Finland (AA+/ Stable/A-1+).
This reflects our view that there is an "al nost certain" likelihood that the
Fi nni sh government would provide tinmely and sufficient extraordinary support
to TVR in the event of financial distress.

In accordance with our criteria for rating GREs, we base our assessnment on

TVR s:

e "Critical” role for Finland as the sole entity responsible for defining
and nanagi ng the Finnish earnings-rel ated unenpl oynent insurance schene;
and

e "Integral” link with the Finnish governnent, as indicated by the strong
gover nnment supervision and control over TVR

TVR finances and manages Fi nland's conpul sory unenpl oynment insurance schenes.
Its two key functions are to collect unenploynent insurance prem uns and use
them mainly to pay unenpl oyment benefits and fund pensions accrued during
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peri ods of unenpl oynent. Furthernore, TVR nanages the governnent's
contributions to the unenpl oyment funds.

TVR i s an independent institution established by |aw. W consider it to be a
nonseverabl e arm of the government, as reflected in TVR s status as an
indirect public adnmnistration. This status not only underlines TVR s integra
link with the governnent, but also inplies that if TVR did not exist, a

gover nment body woul d be needed to manage its duties. Furthernore, because TVR
has the role of a public adnministration, it is treated Iike a public authority
and therefore nmust conmply with the sanme rules as public authorities. TVR is
under the cl ose guidance and nonitoring of the Mnistry of Social Affairs and
Health, and to some extent it also interacts with the Mnistry of Finance and
M nistry of Enploynent and the Econony. Furthernore, TVR s operations are

subj ect to supervision by Finland s Financial Supervisory Authority (FSA).

TVR s nmanagenent is appointed by the central government and consists of both
enpl oyer and enpl oyee organi zati on representatives. TVR s functions are laid
down in legislation and any nodifications to its functions or funding are
drafted by the Mnistry of Social Affairs and Health, together with | abor
mar ket organi zati ons. Consequently, each year TVR subnmits a proposal on the
amount of unenpl oynment insurance premuns to the Mnistry of Social Affairs.
This proposal is not binding for either the mnistry or parliament, but in
nost cases parliament approves the premiumlevels TVR has proposed.

In addition, TVR s critical role for the governnent is underlined by its
execution of a core responsibility for the central government, which is
ultimately responsible for the unenpl oynent schenes and determines TVR s
functions and funding sources. As the cornerstone of the Finnish unenpl oynment
schenme, TVR already benefits from strong ongoi ng governnent support. This
cones primarily through its unique status within the Finnish welfare system
and its legal nonopoly in the area of compul sory earnings-rel ated unenpl oynent
benefits, which allows it to propose insurance premuns to the Mnistry of
Social Affairs and Health. Also, TVR is authorized to nmaintain financial
buffers, has the authority to take external |oans, and benefits from

gover nment guarantees on certain debt obligations.

We believe that if TVR needed extraordi nary financial assistance, the
government woul d take preenptive actions and provide adequate and tinmnely
support. On a few previous occasions, the Finnish governnent, wthout any
precedi ng request from TVR, granted extra funds to TVR s budget, via the

M nistry of Finance, to manage hi gher benefit paynents during periods of very
hi gh unenpl oynent. In doing so, it thereby relieved TVR from having to propose
hefty prem umincreases.

In accordance with the Act on the Financing of Unenpl oynent Benefits, TVR
mai nt ai ns a busi ness-cycl e buffer generated fromthe difference between its

i ncome and expenses. This buffer is to safeguard its solvency and even out
changes i n unenpl oyment insurance contributions caused by trend cycles in the
nati onal econony. TVR seeks to ensure the sufficiency of the business-cycle
buf fer by setting unenpl oynent insurance contribution rates at an appropriate
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| evel , using diverse forecasting nethods. However, if the buffer is depleted,
TVR nmust nmaintain liquidity, for exanple, by issuing debt.

According to its investment principles, TVRis required to invest an anount
equal i ng one nonth's expenses (about €300 million) in |liquid noney market
instrunments maturing in |less than a year. At the end of 2014, TVR s

i nvestments and ot her financial assets amounted to €496 million (€868 mllion
in 2013). In addition, TVR has the Finnish FSA's perm ssion to borrow to
secure its liquidity. TVR covers its funding needs through a €300 nillion
commer ci al paper program a €300 million revolving credit facility, and a €700
mllion state-guaranteed bank facility. Furthernore, in 2015, TVR intends to

i ssue bonds totalling a maxi num of €900 million. By the end of 2014, TVR s
total borrowi ngs anounted to €256 mllion

TVR s budgetary performance mirrors the econom c and enpl oynment conditions in
Fi nl and. Changes in enpl oynment and unenpl oynent rates therefore have an inpact
on both its revenues (prem umincome base) and expenditures (unenpl oynent
paynment base). However, because TVR has the tools to propose prem umlevels,

di fferences between actual enploynent and unenpl oyment rates conpared wth
TVR s forecasts determine its performance, rather than year-to-year changes in
those statistics.

In 2014, TVR s perfornmance was weaker than it had forecast, and it reported a
deficit of €673 million. The business-cycle buffer was therefore negative at

the end of the year, with a shortfall of €11 mllion, conpared with a surplus
of €662 million in 2013. TVR covered this deficit through external borrow ng.

Looki ng ahead, the |evel of unenploynent insurance contributions has been

rai sed for 2015. However, we think it is likely that TVR s 2015 deficit will
be hi gher than budgeted. In April 2015, TVR forecast that the liability inits
busi ness-cycle buffer will exceed €700 nillion at the end of the year
requiring further external funding.

Outlook

The stable outlook on TVR reflects that on Finland. We currently do not see
any scenario that would realistically | ead us to change our assessnent of
TVR s critical role for and integral link with Finland over the next two
years. We therefore expect the ratings on TVR to nove in line with those on
Fi nl and.

Related Criteria And Research

Related Criteria
e Rating Governnent-Related Entities: Methodol ogy And Assunptions, March
25, 2015
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Related Research
e Suppl enentary Analysis: Finland (Republic of), Dec. 19, 2014

Ratings List

New Rat i ng

Tyot t onyysvakuut usr ahast o, The Unenpl oynent | nsurance Fund
| ssuer Credit Rating AA+/ St abl e/ A- 1+
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Conplete ratings information is available to subscribers of RatingsDi rect at
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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 Mscow 7 (495) 783-4009.
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