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Key Indicators

St. Galler Kantonalbank (Consolidated Financials)[1]
[2]12-11 [2]12-10 [2]12-09 [2]12-08 [3]12-07 Avg.

Total Assets (CHF million) 25,924.9 24,226.2 23,337.4 22,403.4 20,063.9 [4]6.6
Total Assets (EUR million) 21,356.7 19,373.9 15,734.9 15,142.6 12,121.3 [4]15.2
Total Assets (USD million) 27,724.1 25,990.9 22,575.5 21,048.9 17,722.0 [4]11.8
Tangible Common Equity (CHF million) 1,804.0 1,749.6 1,689.6 1,609.2 1,696.7 [4]1.5
Tangible Common Equity (EUR million) 1,486.1 1,399.2 1,139.2 1,087.7 1,025.1 [4]9.7
Tangible Common Equity (USD million) 1,929.2 1,877.1 1,634.4 1,512.0 1,498.7 [4]6.5
Net Interest Margin (%) 1.2 1.2 1.4 1.5 1.6 [5]1.4
PPI / Avg RWA (%) 1.2 1.4 1.7 1.6 2.2 [6]1.5
Net Income / Avg RWA (%) 1.0 1.2 1.4 1.4 2.0 [6]1.2
(Market Funds - Liquid Assets) / Total Assets (%) 10.6 12.3 11.7 15.3 23.5 [5]14.7
Core Deposits / Average Gross Loans (%) 89.3 88.3 85.9 78.5 66.4 [5]81.7
Tier 1 Ratio (%) 12.3 12.8 13.0 13.7 13.9 [6]13.0
Tangible Common Equity / RWA (%) 13.0 13.6 13.9 13.4 14.8 [6]13.5
Cost / Income Ratio (%) 67.1 63.9 60.5 63.7 55.2 [5]62.1
Problem Loans / Gross Loans (%) 3.1 3.3 3.4 3.9 4.0 [5]3.6
Problem Loans / (Equity + Loan Loss Reserves) (%) 31.1 33.2 32.1 36.1 36.2 [5]33.7
Source: Moody's

[1] All ratios are adjusted using Moody's standard adjustments [2] Basel II; LOCAL GAAP [3] Basel I; LOCAL GAAP
[4] Compound Annual Growth Rate based on LOCAL GAAP reporting periods [5] LOCAL GAAP reporting periods
have been used for average calculation [6] Basel II & LOCAL GAAP reporting periods have been used for average
calculation



Opinion

SUMMARY RATING RATIONALE

We assign a standalone bank financial strength rating (BFSR) of C+ to St. Galler Kantonalbank (SGKB), which
translates into a standalone credit assessment of a2. The rating is derived from the bank's significant role within the
economy of the Canton of St. Gallen, its relatively low risk profile and sound financial fundamentals. The rating also
reflects the bank's relatively weaker asset quality ratios compared to similarly rated peers, the higher reputational
and operational risks inherent in its private banking business and the challenging macroeconomic environment in
Switzerland.

SGKB's long-term global local-currency (GLC) deposit ratings are Aa1/Prime-1. We currently incorporate (i) a very
high probability of regional and local government (RLG) support, given the explicit guarantee provided by the bank's
majority owner, the Canton of St. Gallen (unrated); and (ii) a medium probability of systemic support. However, any
material changes to the guarantee or ownership structure will exert downward pressure on SGKB's GLC ratings.
RLG support and systemic support together result in a four-notch uplift in the debt and deposit ratings to Aa1/Prime-
1 from SGKB's a2 standalone credit assessment.

Credit Strengths

- Good regional franchise and solid market position in the St. Gallen region

- Sound financial profile, including strong capitalisation, efficiency and risk-adjusted profitability

- Significant wealth management business provides earnings diversification but also implies higher business-specific
risks

- Canton of St. Gallen displays fewer signs of regional overheating (e.g. price inflation) in the real-estate market
compared to Zurich or the area around Lake Geneva

Credit Challenges

- Statutory guarantee by the Canton of St. Gallen may be reduced or revoked and/or the 54.8% cantonal ownership
stake may be reduced

- Curbing growth in residential mortgage lending, and tightening mortgage related lending standards

- Relatively modest - albeit improving - asset quality indicators compared to similarly rated peers

- Inherent risks in the private banking business, with higher operational and reputational risks, especially as SGKB
expands its international customer base

- Challenging market environment in Switzerland, with elevated exchange rates (capped at 1.20 CHF/EUR),
comparatively low nominal interest rates, intense margin competition

Rating Outlook

The outlook on the deposit ratings and BFSR is stable.

The outlook on SGKB's Aa1 GLC rating is also stable; however, we will reassess SGKB's rating outlook if a material
change in the scope of the SGKB's guarantee or ownership structure of SGKB becomes increasingly likely.

What Could Change the Rating - Up

Upward pressure could be exerted on SGKB's BFSR as a result of marked, sustainable improvements in risk-
adjusted profitability and efficiency, provided such strategy does not lead to an increase in the bank's risk profile or
asset quality.

Upward pressure could be exerted on the bank's debt and deposit ratings as a result of a higher intrinsic strength of
its RLG support provider, the Canton of St. Gallen. However, we believe that this as not very likely in the near future.



What Could Change the Rating - Down

SGKB's BFSR could be negatively affected if a deterioration of the economic environment or overheating of the real
estate market were to lead to a weakening of the bank's asset quality. SGKB's BFSR could face downward pressure
due a lower levels of granularity in the lending book or weaker levels of operating efficiency caused by a recurring
earnings power.

The debt and deposit ratings would be adversely affected by lower RLG support as a result of the following: i)
weakening of the credit profile of the Canton of St. Gallen, and/or ii) the canton's revocation (in full or in part) of its
guarantee, iii) or a significant reduction in its ownership stake in SGKB in the future.

Recent Results and Company Events

-- Recent Company Events

In April 2012, the Swiss Federal Criminal Court dismissed as baseless allegations - in connection with the criminal
complaint - that, among other persons, a former director of HYPOSWISS Private Bank AG (through its subsidiary
HYPOSWISS Private Bank Ltd.) was implicated in unlawful transactions. Such accusations arose in a proxy fight
over the control of the Russian resource company OJSC MMC Norilsk Nickel (rated Baa2, ratings under review for
downgrade).

Also in April 2012, the Department of Finance of St. Gallen disseminated a consultation paper for an amendment of
the St. Gallen Cantonal Banking Act proposing - among other things - the following changes:

- Reduction of the minimum threshold for cantonal ownership to 34% from 51% (currently the Canton of St. Gallen
owns 54.8% of SGKB)

- Reduction of the currently unlimited Cantonal guarantee to CHF250,000 per depositor (of which CHF100,000
would be borne by the Swiss Federal Deposit Protection Scheme)

- The guarantee compensation to be paid by SGBK to the canton to be reduced to 0.4% of own funds, from currently
0.3%-0.8% of own funds

- Five year transitional period over which all senior liabilities existing at the date of implementation remain
guaranteed ("grandfathering")

If implemented as proposed, the new legislation would constrain the extent of the current four-notch uplift from
SGKB's a2 standalone credit strength.

-- Recent Results

For full year (FY) 2011, SGKB reported net income (under audited IFSR) of CHF136 million, down 7.2% compared to
the previous year. Net interest and dividend income, which accounts for 60.5% of the bank's operating income, was
unchanged year-on-year, constrained by the persistently low interest rates. Fee and commission (F&C) income
declined 8.1%to CHF145 million, and remained significantly below the levels recorded prior to the global financial
crisis (2008: CHF188 million, 2007: CHF211.8 million) in light of the still challenging operating environment and
continued reduction in client activity. Trading income increased slightly to CHF38.7 million (up 5.2%year-on-year) on
the back of solid results from securities trading.

Against a declining trend in operating income - down by 2.4% in 2011 (2010: down 6.7%) - operating expenses
increased by 4.3%, on the back of a 7% increase in `other operating expense' . This resulted in a weaker cost-to-
income ratio of 67% in 2011, based on Moody's calculations, compared to 64% in 2010.

In 2011, SGKB's lending book grew by 7.0%, underpinned by a 6.9% increase in mortgage lending as well as strong
growth (7.4%) in other types of lending - such as lending to corporates and private banking clients (Lombard
lending). Overall, the balance sheet expanded by 6.9% in FY 2011. Mortgage loans granted primarily in the region of
St. Gallen continue to account for the bulk (68.9%) of the balance sheet, and were largely financed through stable
and granular deposits, which continued to rise in 2011 (up 7.8% year-on-year). Valuation adjustments for credit risk
in 2011 remained at an exceptionally low level of CHF4.6 million (2010: CHF3.3 million).

While net new money inflows accounted for CHF1.3 billion, SGKB assets under management (AuM) fell by 0.8%



year-on-year, amounting to CHF37.5 billion at end-December 2011, largely reflecting exchange-rate-driven value
deterioration.

With total assets at CHF26.1 billion, shareholders' equity reached CHF1.86 billion in December 2011 (2010:
CHF1.83 billion), equivalent to a solid 7.1% of total assets (equity leverage of 14x). One the back of SGKB's growth
in mortgage lending, reported risk-weighted assets rose 8.3% year-on-year to CHF13.9 billion (2010: CHF12.8
billion), while the Basel II Tier 1 ratio was at 12.3% (2010: 12.8%) and the total capital ratio was reported at 14.4%
(2010: 12.9%). According to the new capital requirements of the Swiss Financial Market Supervisory Authority
(FINMA), SGKB will be subject to "category 3" requirements (i.e. 12% total capital ratio).

DETAILED RATING CONSIDERATIONS

Franchise Value

SGKB has a strong market position in retail and commercial SME banking within the Swiss cantons of St. Gallen and
Appenzell-Ausserrhoden. SGKB appears well positioned to defend its position as the largest player in the regional
market with market shares of approximately 30%. While SGKB's firmly entrenched franchise, its long-term
commitment to, and close involvement in the regional economy contribute to its strong recognition, the bank is not
immune to the intensifying competition in the Swiss market, particularly in key retail products such as mortgages and
savings deposits.

Retail and commercial banking activities account for slightly more than half of the bank's operating revenues and
profits, and the remainder of its activities are derived from its significant presence in private banking and wealth
management for individuals and for smaller institutional asset managers. The acquisition and successful integration
of HYPOSWISS Privatbank AG in 2002 shaped SGKB's presence and strategy in private banking. As a result, the
group continues to operate its business with both the HYPOSWISS and the SGKB brands operating as independent
units, which each sharing some of the operational costs. More recently, the bank has pursued mostly organic
expansion of its private banking business but has also completed selected acquisitions (e.g. the purchase of Anglo
Irish Bank (Suisse) SA integrated in March 2008) with a particular focus on attracting offshore clients from more
dynamically growing private banking operations in emerging markets.

Apart from its natural focus on the Swiss market, (with Switzerland accounting for 54% of client assets), the group is
increasingly targeting high-net-worth clients abroad. While Germany (11% of client assets ) and Western Europe
(11%) continue to be regarded as important businesses, and Central and Eastern Europe including Russia and
Ukraine (8%) and South America (5%) are regarded as strategic for the group's expansion. The bank's onshore
presence has also become increasingly important over the past few years, with the opening of a subsidiary bank in
Germany in 2009 that operates under the SGKB brand.

In common with other regional banks, SGKB faces strong competition in retail and commercial banking. In these
segments, competition from other cantonal banks, the co-operative Raiffeisen banking group as well as from UBS
and Credit Suisse, remains intense. In a highly fragmented private banking and asset management market, SGKB
also competes with other Swiss and international wealth and asset management operations.

Risk Positioning

Given SGKB's function within its home market of the Canton of St. Gallen, it is an inevitable characteristic as a
cantonal bank to exhibit exposure to its majority owner. However, this exposure is clearly lower than that of other
banks with a similar profile and below our significance threshold. In addition, the existing exposure is mitigated by the
fact that the Canton of St. Gallen exhibits high creditworthiness and is the explicit guarantor for the bank's
outstanding debt.

The bank's overall risk profile is sound, with lower-than-average concentration of top borrowers. We note that the
industry concentration - generally large internationally recognised institutions - is mainly related to interbank
borrowings. Borrower concentration is also mitigated by the high quality of most of the larger borrowers and by the
fact that a fairly high proportion of lending is secured.

Operational and reputational risks are key for the bank, given its sizeable private banking activities in addition to
legal risks that characterise the business, particularly, in the more sensitive offshore segment. While these risks are,
by nature, difficult to control, we believe that the bank has a comprehensive framework in place to minimise these
risks.



Interest rate risk represents the main source of SGKB's market risk, although it remains modest relative to the bank's
capital. It is monitored using various duration measures, complemented by a Value-at-Risk model and stress tests.
Modified duration and key rate duration are restrained by internal exposure limits as a proportion of the bank's own
funds. SGKB's conservative risk and expectation of an earlier interest rate hike has resulted in higher hedging costs.

SGKB adopts a prudent approach to managing its liquidity, and aims to minimise liquidity risks by diversifying its
funding sources and holding suitable liquidity reserves. As a matter of business policy, SGKB maintains liquidity in
excess of the minimum levels required by Swiss banking regulations. Liquidity is measured, monitored and managed
on a daily basis. The bank's appropriate liquidity-management approach is complemented by stress testing and
contingency planning.

Profitability and Efficiency

The bank has proved relatively stable during the global financial crisis; however, the bank's recurring earnings power
has somewhat weakened in recent years, reflecting the low interest rate environment in Switzerland as well as a
lower volume of client transactions. As a result, SGKB's risk-adjusted recurring earnings power declined to 1.13% in
2011 compared to 1.37% in 2010, and its return on risk-weighted assets fell to 0.98%, from 1.14% in 2010.

Net interest income continues to make the largest contribution to SGKB's net profit, representing around 60% of
operating revenues. However, the bank's net interest margin has been gradually declining over the past years, down
to 1.16% in 2011 (2010: 1.22%, 2009: 1.39%) based on Moody's calculations. Similar to other regional, retail-
oriented banks, low interest rate environment has, in recent years, had an adverse impact on the bank's margins
which has been exacerbated by the intensifying competitive pressures. Going forward, we believe the mature and
saturated Swiss market will continue to challenge the bank's efforts to improve interest margins. Normalising interest
rates would provide some support to margins - albeit currently unlikely given prevailing uncertainties in the European
periphery.

The private banking business effectively helps to reduce the bank's reliance on lending and deposit-taking activities.
The increasing importance of private banking is reflected in the growing share of SGKB's F&C revenues, which
currently account for approximately 30% of the bank's operating income. While this improves the bank's earnings
diversification, the business in itself renders the related revenues more dependent on capital-market developments
and vulnerable to reputational risk. The challenges within private banking also include intensifying competition and
subdued client-risk appetite, leading to lower transaction and fee volumes.

SGKB's efficiency indicators compare well to its domestic peers. Based on Moody's calculations the cost-to-income
ratio weakened somewhat to 67.1% in 2011 compared to 63.9% in 2010. The weakening of this ratio is mostly
attributable to lower earnings, and, in our opinion, SGKB continues to show strong cost discipline . Over the past
few years, SGKB has taken a number of initiatives to improve efficiency, notably by seeking a closer cooperation
with some other cantonal banks; such as the joint ownership of fund-management company Swisscanto for
institutional clients. In 2010, SGKB streamlined costs in private banking by consolidating the back office, trading and
IT platform (Avaloq) of HYPOSWISS and SGKB. Against overall initial costs of around CHF7.2 million, the bank
expects to generate annual savings of around CHF4 million per year on an ongoing basis.

In our view, further initiatives to improve efficiency should be possible, and the benefits of cooperation have still not
yet been fully exploited in order to enable SGKB to benefit from the advantages of economies of scale in a number
of functions. However, in the context of still subdued economic growth, strong domestic demand for real estate,
uncertain markets and a deferred increase in policy rates due to the pressures on the Swiss franc, we believe that
2012 will remain challenging for the bank's profitability.

Liquidity

SGKB's funding is primarily composed of a stable base of customer - largely retail - deposits, which rose by 8.9% to
CHF18.4 billion at the end of December 2011 (2010: CHF16.9 billion) or 77% of total funding. The share of customer
deposits has grown gradually over the past few years, particularly since 2008.This growth is mainly the result of new
customers, some of whom were attracted by the bank's cantonal guarantee amid concerns about their savings as a
result of the global financial crisis.

The remainder of funding is essentially composed of market funds, which in relative terms have gradually become
less important, accounting for 23% of total funding in 2011. The composition of this funding includes medium-term
bonds (Kassenobligationen, one-fifth of all market funds) and covered bonds (Pfandbriefe) issued through the



covered bond bank Pfandbriefzentrale. In recent years, SGKB has extended the maturity profile of its liabilities in
order to prevent a shift in the pattern of deposits on its interest rate risk and liquidity profile.

Gross loans represent about 82% of the balance sheet, leaving liquid assets close to 10% - a proportion that is
somewhat low compared to peers, implying a smaller liquidity buffer. Notwithstanding improvements in 2011, the
loan-to-deposit ratio of 116% is also still slightly above that of SGKB's peers.

Nevertheless, we are not unduly concerned about the bank's liquidity management. The bank holds a CHF 1.8
billion portfolio of financial assets comprising high-rated securities or listed securities, the majority of which are held
to maturity and repo eligible. We have not observed any meaningful concentration risks in the bank's liabilities.

Capital Adequacy

SGKB still displays robust economic and regulatory capitalisation. At year-end 2011, SGKB reported a slightly lower
Tier 1 ratio of 12.3% (2010: 12.9%) driven by an increase in risk-weighted assets on the back of its growing loan
book. Total capitalisation is supported by about CHF300 million of old-style lower Tier 2 bonds issued in 2010 (not
containing point-of-non-viability clauses), bringing the total capital ratio to 14.4%. According to the new capital
requirements of the Swiss Financial Market Supervisory Authority (FINMA), SGKB will be subject to "category 3"
requirements (i.e. 12% total capital ratio). While the group already meets this criteria (applicable from 2017), its
strategy is to increase excess capital relative to this new ratio in order to maintain flexibility for acquisitions.

According to Moody's calculations, the bank's internal capital generation has consistently remained sound and
retained earnings enabled the bank to grow its capital by 1.8% in 2011. This, coupled with controlled expansion of
the balance sheet and lending business, has helped SGKB to strengthen its capital base in recent years. We expect
this trend to continue and believe SGKB will remain a well-capitalised institution in the medium term.

Asset Quality

The loan portfolio, which amounted to CHF21.3 billion at end-December 2011 (2010: CHF19.9 billion), continues to
expand at levels moderately above nominal economic growth. The portfolio predominantly consists of loans to
individuals (around two thirds) and SMEs (around one third). Reflecting management's prudent approach, 85% of
exposures are secured by mortgage collateral, typically on owner-occupied residential property located in the bank's
core market. Given its profile as a regional bank, three quarters of SGKB's loan book is concentrated in the Canton
of St. Gallen. However, the loan portfolio is fairly granular in terms of the size of loans and sector concentrations.
We also view favourably that the areas where the bank concentrates its lending do not currently show signs of
overheating, as opposed to some hotspots such as the Geneva or Zurich property markets.

However, SGKB's asset quality indicators compare somewhat unfavourably with peers, with a problem loan ratio of
3.1% as at December 2011 (2010: 3.3%). On the one hand, this ratio has, nevertheless, steadily improved over the
past few years despite the economic downturn. On the other hand, doubtful loans (defined as "impaired" by the
bank) increased slightly in 2011 to CHF673 million (2010: CHF659 million). Reserve coverage (around 22% of total
problem loans in 2011) is relatively weak in an international comparison; however, this is mitigated by the fact that
these loans benefit from good collateral, with total estimated value of CHF503 million as at 2010. When considering
problem loans net of the expected collateral value, the coverage ratio reaches 87.6%. In addition, we note that the
bank has adopted a conservative approach in classifying doubtful loans.

We believe that, in the context of still subdued economic growth and expected increase in interest rates, asset
quality indicators will continue to be challenged. Given the lower risk profile of the loan book, we believe that the
pace and extent of its deterioration will be moderate.

Global Local Currency Deposit Rating (Joint Default Analysis)

We assign global local currency (GLC) deposit ratings of Aa1/Prime-1 to SGKB.

The GLC deposit rating is supported by SGKB's standalone credit assessment of a2, and by the strong credit
profiles of its underlying support providers: Canton St. Gallen (unrated) and Switzerland (Aaa local currency deposit
ceiling). The bank receives a four-notch uplift from its standalone credit assessment, bringing the GLC deposit
ratings to Aa1/Prime-1.

We currently expect a very high level of support from the Canton of St. Gallen in case of need, which is based on
the canton's legal and financial capacity to provide support to SGKB, such as expressed in the canton's explicit legal



guarantee to SGKB. However, any material changes to the guarantee or ownership structure will exert downward
pressure on SGKB's GLC rating.

The probability of systemic support in the event of a stress situation is judged to be medium. This is based on
SGKB's significant regional deposit and loan market share, and the bank's importance to the payment and clearing
systems. Switzerland is considered a medium-support country.

Notching Considerations

The ratings assigned to SGKB's subordinated debt notes are notched off the standalone credit assessment as
subordinated notes are not covered by the state's guarantee. The guarantee provided by the Canton of St. Gallen to
SGKB explicitly excludes support to subordinated instruments (as per the St. Gallen Cantonal Banking Act, Article
6.2). Therefore, the subordinated debt rating does not benefit from any rating uplift.

The A3 rating of SGKB's subordinated bonds (lower Tier 2) is one notch below SGKB's standalone credit
assessment, reflecting the instrument's subordinated nature and the absence of deferral triggers or principal write-
down language. The guarantee provided by the Canton of St. Gallen to SGKB explicitly excludes support to
subordinated instruments (as per the St. Gallen Cantonal Banking Act, Article 6.2). Therefore, the subordinated debt
rating does not benefit from any rating uplift.

Foreign Currency Deposit Rating

SGKB's foreign currency deposit ratings are Aa1/Prime-1.

Foreign Currency Debt Rating

SGKB's foreign currency debt ratings are Aa1/Prime-1.

ABOUT MOODY'S BANK RATINGS

Bank Financial Strength Rating

Moody's Bank Financial Strength Ratings (BFSRs) represent Moody's opinion of a bank's intrinsic safety and
soundness and, as such, exclude certain external credit risks and credit support elements that are addressed by
Moody's Bank Deposit Ratings. BFSRs do not take into account the probability that the bank will receive such
external support, nor do they address risks arising from sovereign actions that may interfere with a bank's ability to
honor its domestic or foreign currency obligations. Factors considered in the assignment of BFSRs include bank-
specific elements such as financial fundamentals, franchise value, and business and asset diversification. Although
BFSRs exclude the external factors specified above, they do take into account other risk factors in the bank's
operating environment, including the strength and prospective performance of the economy, as well as the structure
and relative fragility of the financial system, and the quality of banking regulation and supervision.

Global Local Currency Deposit Rating

A deposit rating, as an opinion of relative credit risk, incorporates the BFSR as well as Moody's opinion of any
external support. Specifically, Moody's Bank Deposit Ratings are opinions of a bank's ability to repay punctually its
deposit obligations. As such, they are intended to incorporate those aspects of credit risk relevant to the prospective
payment performance of rated banks with respect to deposit obligations, which includes: intrinsic financial strength,
sovereign transfer risk (in the case of foreign currency deposit ratings), and both implicit and explicit external support
elements. Moody's Bank Deposit Ratings do not take into account the benefit of deposit insurance schemes which
make payments to depositors, but they do recognise the potential support from schemes that may provide assistance
to banks directly.

According to Moody's joint default analysis (JDA) methodology, the global local currency deposit rating of a bank is
determined by the incorporation of external elements of support into the bank's Baseline Credit Assessment. In
calculating the Global Local Currency Deposit rating for a bank, the JDA methodology also factors in the rating of the
support provider, in the form of the local currency deposit ceiling for a country, Moody's assessment of the probability
of systemic support for the bank in the event of a stress situation and the degree of dependence between the issuer
rating and the Local Currency Deposit Ceiling.

National Scale Rating



National scale ratings are intended primarily for use by domestic investors and are not comparable to Moody's
globally applicable ratings; rather they address relative credit risk within a given country. A Aaa rating on Moody's
National Scale indicates an issuer or issue with the strongest creditworthiness and the lowest likelihood of credit
loss relative to other domestic issuers. National Scale Ratings, therefore, rank domestic issuers relative to each
other and not relative to absolute default risks. National ratings isolate systemic risks; they do not address loss
expectation associated with systemic events that could affect all issuers, even those that receive the highest ratings
on the National Scale.

Foreign Currency Deposit Rating

Moody's ratings on foreign currency bank obligations derive from the bank's local currency rating for the same class
of obligation. The implementation of JDA for banks can lead to high local currency ratings for certain banks, which
could also produce high foreign currency ratings. Nevertheless, it should be noted that foreign currency deposit
ratings are in all cases constrained by the country ceiling for foreign currency bank deposits. This may result in the
assignment of a different, and typically lower, rating for the foreign currency deposits relative to the bank's rating for
local currency obligations.

Foreign Currency Debt Rating

Foreign currency debt ratings are derived from the bank's local currency debt rating. In a similar way to foreign
currency deposit ratings, foreign currency debt ratings may also be constrained by the country ceiling for foreign
currency bonds and notes; however, in some cases the ratings on foreign currency debt obligations may be allowed
to pierce the foreign currency ceiling. A particular mix of rating factors are taken into consideration in order to assess
whether a foreign currency bond rating pierces the country ceiling. They include the issuer's global local currency
rating, the foreign currency government bond rating, the country ceiling for bonds and the debt's eligibility to pierce
that ceiling.

About Moody's Bank Financial Strength Scorecard

Moody's bank financial strength model (see scorecard below) is a strategic input in the assessment of the financial
strength of a bank, used as a key tool by Moody's analysts to ensure consistency of approach across banks and
regions. The model output and the individual scores are discussed in rating committees and may be adjusted up or
down to reflect conditions specific to each rated entity.

Rating Factors

St. Galler Kantonalbank
                                                                      
                                                                      

Rating Factors [1] A B C D E Total
Score

Trend

Qualitative Factors (50%)                                                   C+           
Factor: Franchise Value                                                   C+ Neutral
Market Share and Sustainability           x                                                   
Geographical Diversification                               x                               
Earnings Stability           x                                                   
Earnings Diversification [2]                                                                       
Factor: Risk Positioning                                                   C- Neutral
Corporate Governance [2]                               x                               
- Ownership and Org. Complexity                               x                               
- Key Man Risk                                                                       
- Insider and Related-Party Risks                                                                       
Controls and Risk Management           x                                                   
- Risk Management                     x                                         
- Controls x                                                             
Financial Reporting Transparency           x                                                   



- Global Comparability x                                                             
- Frequency and Timeliness                               x                               
- Quality of Financial Information           x                                                   
Credit Risk Concentration                               x                               
- Borrower Concentration                     x                                         
- Industry Concentration                               x                               
Liquidity Management                     x                                         
Market Risk Appetite           x                                                   
Factor: Operating Environment                                                   A Neutral
Economic Stability x                                                             
Integrity and Corruption x                                                             
Legal System x                                                             
Financial Factors (50%)                                                   C           
Factor: Profitability                                                   D+ Weakening
PPI / Average RWA - Basel II                               1.43%                               
Net Income / Average RWA - Basel II                     1.19%                                         
Factor: Liquidity                                                   C- Neutral
(Market funds - Liqud Assets) / Total Assets                               11.56%                               
Liquidity Management                     x                                         
Factor: Capital Adequacy                                                   A Neutral
Tier 1 Ratio - Basel II 12.70%                                                            
Tangible Common Equity / RWA - Basel II 13.50%                                                            
Factor: Efficiency                                                   C Neutral
Cost Income ratio                     63.88%                                         
Factor: Asset Quality                                                   D+ Weakening
Problem Loans / Gross Loans                     3.29%                                         
Problem Loans / (Shareholders' Equity + Loan
Loss Reserves)

                              32.15%                              

Lowest Combined Financial Factor Score (15%)                                                   D+           
Economic Insolvency Override                                                   Neutral           
Aggregate Score                                                   C+           
Assigned BFSR                                                   C+           

[1] - Where dashes are shown for a particular factor (or sub-factor), the score is based on non-public information. [2]
- A blank score under Earnings Diversification or Corporate Governance indicates the risk is neutral.

© 2012 Moody's Investors Service, Inc. and/or its licensors and affiliates (collectively,
"MOODY'S"). All rights reserved.
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ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK,
MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY'S
OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT
OR HISTORICAL FACT. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT
CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS
AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR
MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY
PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES
MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH
INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS
UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT
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Any publication into Australia of this document is by MOODY'S affiliate, Moody's Investors Service
Pty Limited ABN 61 003 399 657, which holds Australian Financial Services License no. 336969.
This document is intended to be provided only to "wholesale clients" within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia,
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Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's
Japan K.K. (“MJKK”) are MJKK's current opinions of the relative future credit risk of entities, credit
commitments, or debt or debt-like securities. In such a case, “MIS” in the foregoing statements
shall be deemed to be replaced with “MJKK”. MJKK is a wholly-owned credit rating agency
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This credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on
the equity securities of the issuer or any form of security that is available to retail investors. It
would be dangerous for retail investors to make any investment decision based on this credit
rating. If in doubt you should contact your financial or other professional adviser.


