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Key Rating Drivers

IDRs Driven by VR: Erste Group Bank AG’s (Erste) IDRs are based on its stand-alone profile
reflected by its Viability Rating (VR) and factor in its strong and diversified franchise in its core
Austrian, Czech, Slovakian and Romanian markets, generally adequate asset quality (although
this varies across markets) and solid capitalisation, funding and liquidity profiles. They also
reflect improving profitability, still burdened by regulatory charges and persistently low interest
rates, but less affected by one-off events than in previous years.

Improving Asset Quality: Erste’s NPL ratio improved to 7.4% at end-3Q15 from 9.6% at end-
2013, due to intensive workout and NPL sales, especially in Romania, and recovering loan
growth (up 2.3% in 9M15), and NPL coverage at 69% is adequate. The NPL ratio remains
weak in Romania (20%) and Hungary (22%), but Fitch Ratings believes the risk of large NPL
inflows has fallen in both countries, unlike in Croatia, where economic prospects are weaker.

Recovering Earnings on Fewer One-Offs: In 9M15, profit contributions from the individual
central and eastern European (CEE) markets were far more balanced than in previous years as
Romania and Hungary stabilised. Accordingly, the Czech unit's share of the group’s profit
before tax (PBT) declined to 19% from 34% in 2013. Net profit from Austria doubled yoy,
largely driven by exceptionally low risk costs, which we deem unsustainable through the cycle.
We expect moderate loan growth to mitigate pressure on net interest income (NIl) in 2016.

Cost pressure is likely to remain high in the medium term due to high recurring regulatory costs
(bank levies and contributions to the new resolution and deposit protection funds) and
investments in adapting to the changing regulatory and competitive landscapes. Mid-term
profits will depend heavily on the pace of recovery in Hungary and Romania, structurally high
margin pressure in Austria and the risk of new harsher regulation for banks in CEE countries.

Recovering Internal Capital Generation: Internal capital generation turned positive in 9M15
after two negative years. Erste’s fully-loaded Basel 1l common equity Tier 1 (CET1) ratio
including its 1H15 profit was an adequate 11.2% at end-9M15 and non-risk-weighted leverage
is solid. We expect capitalisation to improve gradually on the back of adequate retained
earnings supported by modest growth, manageable risk costs and resilient operating profit.

Sound Funding and Liquidity: Erste’s funding profile compares favourably with its peers’ and
benefits strongly from its leading retail deposit franchises in Austria, the Czech Republic and
Slovakia. Wholesale funding needs are limited and maturities are well spread. Intragroup
funding needs in Croatia and Romania have declined substantially in recent years but remain
material. Erste’s sound liquidity benefits from a large portfolio of high-quality liquid assets.

Rating Sensitivities

LICs Stabilisation: Any changes to Erste’s standalone creditworthiness would be reflected in
its IDRs. A downgrade of the VR would most probably result from an unexpected deterioration
in Hungary or Croatia or a failure to bolster recovery in Romania or improve its core
capitalisation by maintaining moderate loan impairment charges (LICs) in these markets.

More Balanced CEE Profits: A VR upgrade would require a better risk/return profile across
CEE resulting from normalised regulatory, political and risk costs leading to sustainably higher
profits in these three countries (even though their mid-term contribution to group profits is likely
to remain modest). Continued efforts to further raise the Austrian savings banks segment’s cost
efficiency would also be important to reduce Erste’s reliance on CEE for capital generation.
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e Universal bank with leading retail and
SME franchises in Austria and EU
CEE, particularly strong in the robust
Czech and Slovakian markets

e Central institution of the Austrian
savings banks sector

o Resilient major markets but difficult
operating conditions in Croatia and
Hungary; Serbia is immaterial

o Well-balanced risks but currently
earnings diversification weak in CEE

e We use UniCredit Bank Austria AG
(BBB+/Stable) and Raiffeisen Bank
International AG (RBI, BBB/Negative)
as Erste’s direct peer group in light of
their comparable business profiles
focusing on Austria and CEE
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Figure 2
CEE and Austrian Business
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Figure 3
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Related Criteria
Global Bank Rating Criteria (March 2015)

Operating Environment

Robust and Stable Austrian Economy, Heterogeneous but Improving CEE
Austria has a stable, diversified, high value-added economy with strong political institutions and
social cohesion. Private sector debt is low and the household saving rate is high. The
unemployment rate, although rising (5.7% at end-4M15), is well below the EU average (9.6%).
Insolvencies remained very low in 2015, supporting Erste’s solid domestic performance in
9M15. The savings banks segment, which consists of the Austrian savings banks in which
Erste has no or only a minority ownership, had the biggest performance recovery, although
from a very modest level.

Costly Legislation and Regulatory Costs

The bank levy introduced in Austria in 2011 depresses the Austrian banking sector’s
performance. This compounds the margin pressure arising from overcapacity and high fixed
costs, which are key features of the domestic banking sector. Estimated at EUR360m per year,
sector payments into the new EU resolution and deposit insurance funds will increase the
annual burden to EUR1bn at the expense of the banks’ competitiveness compared with foreign
peers. We expect the contributions to the new funds to be partly deducted from the Austrian
bank levy, but timing is uncertain.

Erste is also subject to high bank levies in Slovakia, which lowered its rate in 2014, and
Hungary, which is set to follow suit in 2016 and 2017. Regulatory and political costs in CEE
also relate to burden sharing on Swiss franc (CHF) retail loans, following local currencies’
depreciation against the franc and subsequent government initiatives (e.g. Hungary's
Settlement Act in 2014 and Croatia’s FX conversion programme in 2015). Although these are
one-off costs, the risk of further additional regulatory burden across CEE has risen significantly
in recent years.

Company Profile

Dual Franchise: Savings Banks in Austria and Retail/SME Banking in EU CEE
Erste is the Austrian savings banks’ central institution and Austria’s largest consolidated
banking group by assets — although the unconsolidated cooperative Raiffeisen Banken Group
(RBG, not rated) is larger. It is also one of the largest in CEE, where its expansion dates from
the late 1990s and two-thirds of its staff and branches are located. It has leading franchises in
the Czech Republic, Slovakia, Romania, Hungary and Croatia and a small presence in Serbia.

The parent entity Erste Group Bank AG is the group’s listed operating bank holding company.
In charge of group management, it also owns the local subsidiaries in Austria and CEE. In
Austria, Erste’s retail and SME franchises are split into Erste Bank der Oesterreichischen
Sparkassen AG (EBOe), which consolidates three large majority-owned savings banks, and 43
small savings banks (EUR1.3bn assets on average), with no or only minority holdings by Erste,
but which are managed under a mutual support mechanism (Haftungsverbund). Erste’s legal
structure is more straightforward in CEE, where it is the local units’ dominant or sole owner.

Erste’s 63.5% stake in the Austrian savings bank sector’s steering company (Haftungsverbund
GmbH) gives it significant control over the sector, in particular with regard to the appointment of
the individual banks’ boards, budgeting and pricing. The steering company implements and
monitors common risk policies and would support troubled member banks through a limited
fund if the need arose. No such support has been required in recent years. This partly reflects
the solid economic situation in Austria but also results from the early warning system managed
by the steering company, which has so far ensured timely corrective action.

Erste Group Bank AG
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Loan Growth by Market
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However, the performance of the savings banks which are not part of EBOe is materially
weaker than (and converging only slowly toward) that of EBOe despite a similar retail focus. In
our view, this not only results from their smaller size, which constrains efficiency, but also from
less stringent adherence to the profit-maximisation principles of a listed group.

Strong Market Shares in Austria and CEE

Erste’s market shares in Austrian retail and corporate banking are high (19% at end-9M15). It is
also the market leader in the Czech Republic, Slovakia and Romania and number three in
Croatia. However, its market share in corporate lending in Hungary and Romania has declined
in the last few years. This has resulted from very low new business in Hungary on the back of
the adverse legislative environment and muted demand and large NPL sales in Romania.

Management and Strategy

Instrumental Long-Standing CEO but Limited Succession Risk

In 3Q15, the contract of Erste’s CEO was extended until mid-2020 and a successor has yet to
be selected. As a board member for more than 20 years, he has been instrumental in
restructuring the savings bank sector from a domestically focused, relatively inefficient,
decentralised organisation into a consolidated, more cohesive, integrated and listed group with
a leading CEE franchise and corporate governance in line with market standards.

However, we do not view the prospect of the CEO’s succession as a major challenge despite
his long tenure. We believe that Erste’s management resources, governance and organisation
will allow a reasonably smooth transition. The recent management board reshuffle (three of the
six current members joined in 2014) highlights management’s ability to address the bank’s
recent challenges in CEE and the Austrian retail market.

Committed to EU CEE Despite Challenges

Erste aims to become the leading retail and SME lender in the eastern EU, including Austria.
Its focus on improving efficiency and organic growth makes large acquisitions unlikely until
2017, in our view, although small opportunistic acquisitions such as Citigroup’s Hungarian retail
assets in 3Q15 remain possible. In the long term, we believe the bank could expand its small
Serbian presence if the country converges sufficiently toward EU standards. Its strong long-
term interest in the Polish market is unlikely to materialise until Polish bank assets become
more affordable and regulatory and market pressure to improve capitalisation abates.

Risk Appetite

Prudent Lending Criteria Strengthened in Recent Years

Erste manages credit risk in its retail portfolios at group level and locally in CEE. Its debt-to-
income and loan-to-value (LTV) ratios indicate reasonable risk appetite. Like peers, Erste has
become more cautious since 2008, for example by terminating FX lending to retail clients
without revenues in matching currencies.

Secured lending in CEE is generally in local currency. The only exceptions are euro-
denominated loans to clients with matching euro income or where a state guarantee mitigates
the risk involved. Unsecured loans are generally allowed only in local currency. The share of
unsecured loans in the retail portfolios varies by country, although retail mortgage loans
dominate in most of CEE and Austria.

Manageable Market Risk

Fitch views Erste’s market risk as generally acceptable. It relates to interest rate risk in the
company’s banking book and some equity and fixed-income securities. To a lesser extent, it
also relates to translation risk arising from non-eurozone subsidiaries’ equity positions and FX
risk from open foreign currency positions.

Erste Group Bank AG
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Figure 5
Stabilising RWAs
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¢ Clean-up efforts in CEE are costly
(e.g. triggering EURO.4bn of
additional LICs in Romania in 2014)
but pay off

¢ Downside to LICs in Romania and
Hungary is limited

e Currently very low risk costs in
Austria and Romania are
unsustainable in our view

Figure 7

Loans by Client Categories
As % of total loans at end-3Q15

CRE Other
6% 2%

Large
Corporates
8%

Retail
37%

SME
17%

Savings
banks
30%

Source: Erste, Fitch

Erste uses a value-at-risk approach (VaR, historical simulation, 99% confidence interval, one-
day holding and two-year simulation period) to measure market risk in its banking and trading
books complemented with stressed VaR. Sensitivity and economic capital analyses are used to
control banking book interest rate risk and back tests are performed regularly.

At end-2014, Erste’s total VaR was around EUR18m (based on a one-day holding period).
Based on a 10-day holding period, the VaR would be about EUR57m (or around 0.5% of end-
2014 Fitch Core Capital (FCC)). It mostly relates to structural interest rate risk, largely in the
savings banks, the holding company and a group’s building society (Bausparkasse). While
overall interest rate risk is acceptable, at some subsidiaries it is high. This is specifically the
case at the Bausparkasse (business model driven) and Croatia (partly driven by local
regulation).

Group Risk Management Framework Replicated in All Main CEE Subsidiaries
Control over CEE subsidiaries is tight, with modest local loan approval limits. Interest rate risk
is manageable at group level. Currency and equity risks are more modest and relate mostly to
FX treasury positions and moderate strategic equity positions at the capital market unit.

Erste’s response to the challenges in CEE and the recurring earning pressure in Austria has so
far largely consisted of continuous optimisation, despite the strong reduction of its exposure in
Hungary and Romania and large NPL sales in Romania. It has therefore been more moderate
than its peers’ broad restructuring programmes. RBI's ongoing deleveraging in CEE is triggered
by capital constraints, and Bank Austria is scaling back retail lending in Austria to cut costs. In
our view, Erste’s need to optimise its cost structure is less pressing than its peers’. However,
unless the Austrian banking sector as a whole steps up its efforts to reduce excess capacity,
improve price discipline and address high fixed costs in its home retail market, we believe that
earning pressure will remain high.

In 9M15, Erste’s loan portfolio grew primarily in its lower-risk markets (Austria, the Czech
Republic and Slovakia) while it stabilised in Romania and contracted further in Hungary. We
expect the group to maintain moderate loan growth in 2016 while its peers will shrink as they
restructure. Management expects the low single-digit growth to continue. This would mitigate
earning pressure arising from planned investments and increasingly demanding regulation.

Asset Quality
Credit Risk Dominates

Figure 6

Continued Growth of Performing Loans

(%) 9M15 2014 2013 2012
Growth of gross loans 2.3 0.5 -3.2 -2.1
Growth of performing loans 35 1.8 -3.7 -2.9
Impaired loans /gross loans 7.4 8.5 9.6 9.2
Reserves for impaired loans/impaired loans 69 69 63 63
Unreserved NPLs/Fitch core capital 23 29 37 39
Loan impairment charges/average gross loans 0.5 17 1.4 15

Source: Erste, Fitch

Like peers, credit risk from its loan book is Erste’s dominant source of risk, accounting for 85%
of total risk-weighted assets (RWAs) at end-9M15, followed by operational (11%) and market
risk (3%). Credit risk exposures increased in line with client loans to EUR213bn from
EUR211bn at end-2014 and are well diversified by product, counterparty and region.
Construction, real estate and housing loans (excluding residential mortgages, but including
loans to housing cooperatives) were a sizeable but reasonable 16% of total credit exposure.

The roll-out of the internal ratings-based (IRB) approach across the group has generally
lowered RWAs in subsidiaries with sound asset quality. In 9M15, RWAs remained flat at group
level, although total assets and gross loans increased by 2.5% and 2.3%, respectively.

Erste Group Bank AG
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Figure 8
Savings Banks Improving
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Figure 10

NPL and Coverage Ratios
End-3Q15
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Figure 11

CHF Loans at End-9M15
Total exposure (EURbnR) 7.1
In % of loans 5
In % of FCC 55
In % of FCC at end-3Q14 83

Source: Erste, Fitch

Figure 12
CHF Loan Exposure
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Figure 9
Asset Quality
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Clean-up Efforts Pay off, NPL Ratio Improves with Adequate Coverage

Erste’s asset quality is less vulnerable than peers’ to contracting economies (in particular
Russia and Ukraine), where its exposure is very low. Fitch expects 3.8% and 2.3% GDP growth
in Romania and Hungary, respectively, in 2016, which is likely to support lower NPL inflows. In
Hungary, this is also due to a recent law reducing monthly instalments on consumer loans.

Erste’s NPL ratio is improving rapidly on the back of sustained NPL sales (EUR306m in 9M15
and EUR1.1bn in 2014, mostly in Romania) and low NPL inflows. The retail, SME and large
corporate segments have improved most and commercial real estate to a lesser extent. We
expect NPL sales to further improve CEE asset quality, but probably more slowly than since
2013. Romania and Croatia should benefit most, while in Hungary the recovering operating
environment should limit the need to sell NPLs. In 9M15, the Austrian savings banks’ LICs
declined significantly as very low insolvency rates contained the NPL inflow while recoveries
improved. However, we do not view these very low LICs as sustainable across the cycle.

Erste’s NPL coverage ratio of 69% at end-3Q15 remained well above its self-imposed target of
60% (applicable at group level and locally in CEE), despite accelerated NPL sales since 2014.
All local markets are compliant except for Hungary due to the recent CHF loan conversion.

Substantial but Declining Legacy FX Loans

Like its peers, Erste’s FX loans in Swiss francs (in Austria) and euros (predominantly in Croatia
and Romania, although in the latter they are partly guaranteed by the Romanian state) are
significant but manageable and declining. The forced conversion in 1Q15 reduced the stock of
Hungarian Swiss franc loans considerably. While NPL ratios in CEE result from various drivers,
FX loans have been a major NPL contributor as local currency devaluation impairs the debt
service capacity of households as these lack revenues in matching currencies.

The phasing-out of CHF loans (which have suffered most among FX loans in CEE) was fairly
slow until end-2014. In Hungary, the forced conversion into forint at 4Q14 market rates has
protected asset quality from the deterioration that would otherwise have resulted from the
removal of the Swiss franc/euro floor by the Swiss central bank in 1Q15. In Croatia, however, a
forced conversion of Swiss franc loans into euros below market rates prompted Erste to
provision EUR145m in 3Q15. Similar government initiatives in Romania or Serbia (with regard
to euro-denominated loans) are not on the agenda but cannot be excluded, in our view.

We view the risk from legacy Swiss franc retail mortgage loans in Austria (EUR6.3bn at end-
3Q15) as manageable as these generally pertain to affluent borrowers with adequate financial
flexibility. The fact that the remaining borrowers have not accepted Erste’s offers to convert the
loans into euros suggests adequate debt service capacity. Moreover, these loans are generally
endowment loans collateralised with life insurance contracts or investment funds and with very
long tenors and bullet maturities. The strong increase in property prices in Austria in recent
years has created an additional buffer by reducing the portfolio’s LTVs despite the Swiss
franc’s appreciation.

Erste Group Bank AG
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Figure 13
Margin Pressure
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Figure 14
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Figure 15

Less Reliant on Czech Unit
CEE profits before tax
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Large Securities Portfolio Ensures Ample Liquidity

Erste maintains a large securities portfolio (EUR42bn or 21% of total assets at end-3Q15),
mainly to optimise liquidity locally and at group level. The significant liquidity buffers in CEE
demanded by local regulators pressure profitability due to their low interest rates as the bulk of
the portfolio relates to sovereign securities (e.g. Czech sovereign bonds with maturities of up to
six years currently have negative yields). The geographic split mirrors Erste’s operational
presence. Interbank assets have declined substantially since the beginning of the financial
crisis and were less than 4% of total assets at end-3Q15.

Earnings and Profitability

9M15 Turnaround on the Back of Lower Provisions and Fewer One-Offs
Erste’s net income was EUR1bn in 9M15 after a loss of EUR1.3bn in 2014, which was mainly
driven by intangibles write-down, accelerated loan loss provisions (LLPs) in Romania and the
Hungarian Settlement Act. Excluding these one-off items, operating profit declined slightly
mostly due to pressure on NII, subdued credit demand and low interest rates.

The low interest rates continue to depress NIl as maturing liquid assets are continuously
reinvested in low-risk but poorly yielding government bonds. The net interest margin (NIM,
defined by Fitch as net interest income/average earning assets) decreased slightly to 2.44% in
9M15 from 2.49% in 2014 and remains much lower in the mature and highly competitive
Austrian market than in CEE. The high share of overnight deposits, which (as for peers) results
from the low-interest-rate environment, limits the potential for liability repricing at the savings
banks and, therefore, the ability to pass on to depositors the increasingly low yields from the
liquidity portfolio. This compounds the pressure from typically variable rate mortgage loans.
The NIM declined significantly in Romania due to lower unwinding effects (i.e. time value of
LLPs released through NII) and in Hungary due to revised consumer protection legislation
capping margins on consumer loans.

Net fee income was stable yoy. CEE typically accounts for almost half of total net fee income
and is primarily linked to lending products. About two-thirds of fee income relates to lending and
transaction fees while brokerage and asset management fees account for much of the
remainder. The trading result improved slightly, driven by FX transactions and valuation gains
on own debt, but is generally small, accounting for about 5% of operating revenue.

LICs Down but Regulatory Charges Up

In 9M15, lower provisioning needs in Romania (helped by some frontloading in 2014) and very
low risk costs in Austria cut LICs by 68% yoy to EURO0.5bn. This mitigated the EUR145m one-
off provision for the forced Swiss franc loan conversion in Croatia and higher regulatory costs.

We expect performance to benefit from moderate credit growth in 2016 as the economic
outlook is favourable, except for Croatia. Low interest rates, the greatly reduced Hungarian
loan book and lower unwinding in Romania will remain sizeable, but manageable challenges.
This highlights the importance of cost containment, in particular LICs (which we expect to be
manageable in 2016), bank levies and other regulatory costs, to accommodate the investments
needed in IT, risk and reporting systems driven by rising regulatory requirements.

Decreasing Reliance on Profits From the Strong Czech Subsidiary

Erste’s reliance on its Czech unit’s profits decreased substantially in 9M15, helped by improved
performance in Austria (savings banks), Romania and lower losses in Hungary. With 15% of
total loans at end-3Q15, the Czech unit accounted for 19% of Erste’s PBT in 9M15, down from
35% in 2013. We expect the profit breakdown in CEE to improve in the medium term despite the
uncertain pace of recovery in Hungary and Romania. The low LICs in Austria support domestic
performance, but also reduce the incentive to address strong margin pressure.

Erste Group Bank AG
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Figure 16
Bank Levies
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Figure 17
Capitalisation

End- End-
(%) 3Q15* 2014

CET1 ratio (transitional) 11.5 10.6
CET1 ratio (fully-loaded) 11.2  10.6

Total capital ratio 16.3 15.6
(fully-loaded)

Tangible common 6.5 6.1
equity/ tangible assets

Basel Il fully-loaded 5.4 5.3

leverage ratio

#Including 1H15 profit
Source: Erste, Fitch

Hungarian Turnaround Increasingly Likely but Will Take Some Time
The Hungarian operations have been loss-making for several years due to poor asset quality
driven by the weak economy and recurring adverse government initiatives.

2015 may have marked a turning point in the government’s negative stance to the banking
sector. As highlighted in the memorandum of understanding (MoU) signed between the EBRD
and the Hungarian government in 2Q15, the bank levy is to be reduced gradually and
unconditionally from 2016. The government has also pledged not to impose further
disadvantageous regulations, but has yet to establish a more bank-friendly track record (e.g.,
the authorities seem tempted to condition the reduction of the bank levy to pledges from the
banks to increase lending. This could prove difficult to fulfil as long as demand is muted).

Erste expects to break even in Hungary in 2016 after losses of EUR331m in 2014 and EUR47m
in 9M15. Profitability in the country suffers from the recently imposed margin cap and
decreasing loan volumes. To strengthen its position, Erste has agreed to the EBRD and the
Hungarian government becoming shareholders of its Hungarian subsidiary. Each may acquire a
15% stake in 2016, assuming the government honours its obligations under the MoU.

Romania’s Nascent Recovery

Erste’s Romanian subsidiary Banca Comerciala Romana S.A. (BBB/bb-) benefitted from lower
NPL inflows and better recoveries in 9M15 and recorded a net profit of EUR193m after a
EURS505m loss in 2014. We expect pre-impairment operating profit to remain adequate despite
falling NIl and a high share of low-yielding liquid assets.

We expect asset quality to improve further in Romania as NPL sales should continue in the
medium term and the improving Romanian economy and a better collection process should
support NPL recoveries as intensive workout continues. Accelerated NPL workout, sales and
write-offs reduced the stock of NPLs by almost EUR1bn in 2014 and EUR352m in 9M15,
cutting the NPL ratio to 20% (down from about 30% at mid-2014), which is broadly in line with
the rest of the Romanian banking sector. Further EUR1.2bn of NPLs were sold in 4Q15, of
which however a material part related to off balance sheet exposure, already written off. NPL
coverage at end-3Q15 remained at comfortable 87%.

However, loan quality remains weak, partly due to the bank’s concentration on local clients and
lower exposure to more resilient export-oriented sectors than some of its competitors. About
half of the Romanian loan book is euro denominated but a significant share of euro loans
consists of mortgage loans to first-time buyers for owner-occupied properties and partly
guaranteed by the Romanian government.

Capitalisation and Leverage

Adequate Capital Base, Improved Internal Capital Generation

Erste’s solid 9M15 profit improved its capitalisation materially after two years of negative
internal capital generation. Its fully-loaded CET1 ratio compares well with those of peers and is
close to general market expectations. Like peers, its solid fully-loaded Basel Il leverage ratio
results from the CEE assets’ high regulatory risk weights, which require a large capital base.
This makes the expected minimum leverage ratio requirement of 3% easily achievable.

We expect capitalisation to remain reasonable in the short term, supported by adequate
retained earnings. Erste did not pay any dividends (and cancelled coupon payments on some
legacy hybrid capital instruments for the first time) for the loss-making FY14. However, in light
of ist solid performance in 9M15, we expect management to propose dividend payments of
EURO0.40-EURO0.50 per share for 2015, which would be the highest level in the past four years.

Like peers, Erste has written down a large share of its intangible assets since 2011, mostly in
2014, when a EUR1.4bn intangible write-down triggered the group’s net loss. These assets
remain material relative to FCC, but are largely driven by the strong Czech and Slovak units.

Erste Group Bank AG
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Figure 19
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New Pillar Il Requirements Likely to be Manageable

Similar to most major banks directly supervised by the ECB, Erste was assigned a new (but
undisclosed) Pillar Il CET1 ratio requirement (Supervisory Review and Evaluation Process;
SREP ratio) in 4Q15, to be applied from January 2016. The EU’s minimum requirement for own
funds and eligible liabilities (MREL) regulations have not yet been finalised in any of Erste’s
markets. In anticipation of the final requirements and further regulatory clarifications next year,
Erste could issue additional Tier 1 (AT1) or Basel Ill-compliant Tier 2 debt.

Erste has not yet issued AT1 under its EUR2bn AT1 issuance programme in place since
2Q14. The programme offers some flexibility to seize market opportunities as these arise,
notably to compensate the regulatory phasing-out of legacy hybrids. In addition, in 3Q15 the
Austrian Financial Market Stability Board recommended activating a systemic risk buffer
requirement for the largest Austrian banks (including Erste) on top of the individual SREP
ratios, to be phased in from 25bp of RWAs in 2016 to 200bp in 2019.

Institution Protection Scheme Enables Beneficial Minorities Treatment

In 2014, Erste updated the statutes of the institutional protection scheme it shares with the
Austrian savings banks. The resulting stronger group cohesion enables the scheme to comply
with the EU’s Capital Requirement Directive (CRR). As a result, Erste remains exempt from
deducting EUR3.3bn minority interests in savings bank members of the scheme from its
regulatory CET1 capital.

Funding and Liquidity
Solid Funding Profile
Erste’s funding profile compares favourably with those of peers due to the savings banks’

strong retail deposit franchises in Austria (over half of total deposits), and the Czech Republic
and Slovakia (together about 30% of total deposits).

Moderate Wholesale Funding Needs

The bank cut its short-term market funding and increased its local currency deposits during the
financial crisis, and modest deleveraging since 2012 has improved its funding position. Despite
its moderate wholesale funding needs, Erste is developing its CEE subsidiaries’ local debt
issuance, with the Czech and Slovak units being the most advanced. Annual debt maturities,
which Erste aims to limit to 