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Erste Group Bank AG

Key Rating Drivers

Improved Resilience, Strong Franchise: Erste Group Bank AG’s ratings reflect its
strengthened financial profile and resilience, strong execution of its consistent strategy and
tightened risk appetite. They also reflect its diversified business model focused on retail and
corporate banking underpinned by leading franchises and favourable conditions and growth
potential inits main core markets of Austria, the Czech Republic, Slovakia and Romania.

Focus on Stronger CEE Markets: Erste should benefit in the long term from its primary focus
on economically stronger central and eastern European (CEE) countries. Its performance is
regularly exposed to political risk in these markets, but we believe this is sufficiently mitigated
by the region’s favourable interest rates, sound operating margins and growth potential.

Sound Profitability: Improved economic conditions in CEE, minimal risk costs and disciplined
pricing drive Erste’s sound profits despite pressure on operating expenses from wage inflation.
We expect resilient pre-impairment profits with fairly moderate variability overthe cycle.

Sound Earnings Strengthen Capitalisation: Erste’s common equity Tier 1 (CET1) ratio target
of 13.5% comfortably exceeds its regulatory requirements and is commensurate with its risk
profile. Increasingly balanced profit contributions from its CEE subsidiaries, where operating
profits are materially higher thanin Austria, should support its capital ratios through the cycle.

Strengthened Risk Controls: Robust demand has driven Erste’s above-average loan growth
over the past three years, while the bank’s maintained reasonable underwriting standards, in
our view. In conjunction with its robust centralised risk controls, including over the minority-
owned Austrian savings banks, this has supported Erste’s positive asset-quality development.

Significantly Improved Asset Quality: Erste has halved its impaired loan ratio over the past six
years on the back of better economic conditions as well as aggressive portfolio sales and write-
offs. We expect risk costs to start rising toward the end of 2020 from their current negligible
level (3bp of gross loans in 9M19) toward Erste’s through the cycle forecast of 30bp-50bp.

Moderate Interest Rate Risk: The combination of a high (but declining) share of variable-rate
loans in Erste’s back book and monetary policy tightening in the Czech Republic (where the
group holds a large share of its security portfolio) and Romania ease the pressure that record-
low interest rates in the eurozone exert on net interest margin (NIM). The bank expects to
absorb most of the decline ininterest income arising from security reinvestments in 2020.

MPE Preferred Resolution Strategy: Erste targets a multiple point-of-entry (MPE) resolution
strategy with resolution groups in each of its six EU core markets, further limiting intragroup
contagion risk, which is already mitigated by the group’s policy of largely self-funded CEE
subsidiaries. We expect the group’s parent and the CEE subsidiaries to increase their senior
non-preferred (SNP) debt issuance to meet their resolution buffer requirements by 2024.

Rating Sensitivities

Operating Environment Limits Upside: An upgrade of Erste’s ratings would require a
combination of stronger asset-quality metrics, earnings and capitalisation to make up for the
higher risk associated with its operations in weaker CEE markets (Romania, Hungary, Croatia).
The Stable Outlook reflects Fitch Ratings’ view that significant short-term improvements are
unlikely at this advanced stage of the economic cycle.

A downgrade could result from adverse market or economic developments eroding profits and
asset quality, capital erosion from insufficient internal capital generation, or if management
feels compelled to increase its risk appetite to protect its franchise in its main markets.
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mitigated by the group’s policy that prescribes that the CEE subsidiaries must be largely self- EarlGolorfienconfinalVR
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support, as we would still expect Erste to support its foreign subsidiaries via pre-emptive
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Erste expects a final decision over its resolution plan in 1H20. Discussions with the Single T Positive T Negative

Resolution Board and the Romanian regulator over the Romanian resolution perimeter are :
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continuing. However, the Romanian subsidiary’s inaugural SNP issuance in 4Q19 suggests that
an MPE resolution strategy has become more likely. Erste’s plans presented in 4Q19 to
increase local debt issuance in CEE to build up local MREL buffers assume that this will
increase the group’s annual funding costs by a moderate EUR640 million by 2024.

Erste Group Bank AG, the group’s parent entity, is intended to become the Austrian resolution
perimeter’s point of entry. It issued its first EUR500 million SNP benchmark bond in May 2019
as part of its plan to become MREL-compliant by 2024. The Austrian resolution group is also
intended to include the largest Austrian subsidiary, Erste Bank der oesterreichischen
Sparkassen AG (EBOe) and its consolidated three larger majority-owned savings banks as well
as 43 smaller savings banks and other less material operations outside Austria. Unlike the CEE
subsidiaries’ resolution groups, the Austrian resolution group will not become a legal entity or
reporting unitand is therefore not subject to a capital requirement at consolidated level.
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Company Summary
Universal Bank with Leading Franchise in Austria and CEE

Erste’s company profile benefits from its strong franchise and geographic diversification
across its core Austrian and CEE markets. It is the Austrian savings banks’ central institution
and one of the largest banks in CEE, with leading market shares in the Czech Republic,
Romania and Slovakia as well as smaller retail and corporate operations in Croatia, Hungary
and Serbia, and some less material cross-border business in the Balkans region.

The parent entity, Erste Group Bank AG, is the group’s listed operating bank holding company.
It manages the group and owns the Austrian and CEE subsidiaries. In Austria, Erste’s retail and
SME banking franchise includes EBOe and 43 smaller savings banks managed under a mutual
support scheme (Haftungsverbund) controlled by Erste, even though they are not owned (or
minority-owned) by Erste. Control over the savings banks and cross-guarantee provisions
allow Erste to consolidate all members of the scheme.

The group’s legal structure is more customary in CEE, where the group’s parent is the
dominant or sole owner of the local units. Given the core role of CEE for the group and the
parent’s record of extensive support in the region, we view Erste’s willingness to support its
CEE operations as very high, even though all foreign entities are excluded from the mutual
support scheme.

Key Qualitative Assessment Factors

Clearly Defined and Consistent Strategic Commitment to CEE

Cyclical headwinds and a series of adverse political, legislative and regulatory measures have
tested the resilience of Erste’s Austrian and CEE businesses in 2013-2015. Disruptions in the
global financial crisis and at the height of the tensions with CEE legislators in 2014-2015
prompted high risk provisions and goodwill impairments. Despite these difficult
developments, Erste’s strong long-term strategic commitment to its core region has not been
fundamentally affected. Because of Erste’s strong franchise, we believe that Erste could
expand into other advanced CEE countries via its digital retail banking platform George or
acquisitions, most notably into Poland, where Commerzbank’s subsidiary mBank is up forsale.

Economic Environment in CEE Supports Ratings

Economic growth across CEE is slowing from a cyclical peak but has remained healthy and
largely immune to the slowdown in western Europe in 2019 as strong labour markets fuel
robust domestic demand. External imbalances have continued to unwind in most of the region
over the current cycle. Overheating risks persist in Romania but, elsewhere, pressures have
generally been confined to labour and real estate markets, with the latter eased by macro-
prudential measures. In the Czech Republic and Slovakia, the countercyclical capital buffer will
increase by 50bp to 2% by July 2020, which most banks should be able to absorb easily.

Adequate Underwriting Standards Mitigate Risks from RobustLoan Growth

Erste increased its net interest income by expanding its loan book by 6% a year for the past
three years. Strong demand from corporates and SMEs has fuelled this growth as companies
took advantage of the favourable credit conditions to pre-fund a large share of their
investment needs. As a result, we expect corporate loan growth to slow in 2020.

We believe that Erste’s underwriting standards, sector diversification and borrowers’
improved credit profiles adequately mitigate the risk arising from its substantial expansion in
corporate lending. Its EUR6.4 billion automotive exposure is focused on large manufacturers
and suppliers. This could delay the credit risk implications of a potential crisis of the car sector.

Erste’s debt-to-income and loan-to-value (LTV) ratios indicate reasonable risk appetite in
retail lending. Except for euro loans in Serbia (EUR300 million) and in Croatia (EUR1 billion),
unsecured lending in CEE is generally extended in local currency, and so is secured lending,
although euro loans are permitted to clients with matching euro income.

The share of unsecured loans in the retail portfolios varies by country but, with the exception
of Croatia, mortgages make up the majority of retail loans in CEE and Austria. Regulatory LTV
or debt service-to-income limits in the Czech Republic, Slovakia, Hungary and Romania ensure
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minimum market standards. This contains the risk that uncontrolled competition may
excessively loosen underwriting practices. This also offers some protection against the strong
property price inflation prevailing in these countries (8% on average in 2018).

Erste has also tightened its approach to commercial real estate lending in recent years. Its
EUR32 billion portfolio focuses on capital cities and regional centres in CEE. It also includes a
EUR6 billion exposure to Austrian housing associations, which we consider lower-risk.

Mutual Support Scheme Underpins Cohesive Risk Controls in Austria

Erste Group Bank AG is a member of the mutual support scheme of the Austrian savings banks
sector. Erste’s 63.5% stake in Haftungsverbund GmbH, the steering company of the Austrian
savings bank sector, gives the group’s parent extensive control over the appointment of the
individual savings banks’ boards as well as budgeting, among others. The mutual support
scheme is empowered to set, monitor and enforce common risk policies upon member banks.
In exchange, it supports troubled members by guaranteeing certain liabilities.

No such support measures have been required in recent years thanks to the solid domestic
economy and to the early-warning system managed by the steering company, which has
ensured timely pre-emptive actions. Erste’s capital ratios benefit from its control over the
mutual support scheme which, under EU regulation, exempts the group from deducting EUR4
billion minority interests in savings banks members from the group’s regulatory CET1 capital.

Favourable Interest Rate Environment in CEE Mitigates Group’s Interest Rate Risk

Erste’s market risk consists primarily of interest rate risk, mainly in the banking books of the
Austrian savings banks. Similar to eurozone peers, we expect the group’s NIM to deteriorate
after the ECB’s latest interest rate cut, also because a ruling by the Austrian Supreme Court
prohibits banks from passing on negative rates to mass-retail clients.

More than 80% of Erste’s EUR41 billion bond portfolio consists of government bonds that still
yield well over 2% on average. The government bond portfolio is exposed to the eurozone’s
low interest rates through gradual reinvestments of the share that is euro-denominated, which
we estimate at 40%. Management forecasts that its interest income from securities will
gradually decline to EUR830 million in 2020 from EUR880 million in 2019. However, the
EURS8 billion that is koruna-denominated provides a strong mitigating factor as the Czech
central bank raised its main policy rate to 200bp from 25bp in the past 2.5 years. This is also
true to a lesser extent in Romania (EUR5 billion securities portfolio), where the main policy
rate was raised to 250bp from 175bp atend-2017.

Maturing higher-rate loans have weighed on Erste’s interest income less than other western
European peers. This is because 82% of its client loan book carried variable rates until 2013,
which used to be common practice in the Austrian banking sector. Since then, Austrian banks
have absorbed some of the competitive pressure by allowing households and SMEs to lock in
the prevailing extra-low rates on most newly originated loans. Hence, the proportion of Erste’s
stock of client loans with medium- or long-term fixed interest periods has increased (to 36%
overall and, as we estimate, over 40% in Austria) and will further rise. Erste does not have a
dedicated hedging strategy for fixed-rate loans. Instead, it steers its interest rate risk at group
level.

The bank’s large excess liquidity placed at central banks outside the eurozone is another factor
mitigating the margin erosion. In addition, interest expenses on deposits in the Czech Republic
and Romania were broadly unaffected by the interest rate hikes initiated by the respective
central banks since 2017 due to prevailing market discipline and the subsidiary’s strong
franchises, easing the pressure on NIM at group level.

Erste is exposed to a lesser extent to interest rate risk in its trading book and fixed-income
valuation risk in its securities portfolios, translation risk from its unhedged equity stakes in its
non-eurozone subsidiaries and foreign-exchange risk from open positions, although the latter
has been significantly mitigated by the increase in local-currency funding in CEE.
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Austria
Summary Financials and Key Ratios
30 September 2019 31 December 2018 31 December 2017 31 December 2016
9 months Year end Year end Year end
(EURmM) Unaudited Unqualified Unqualified Unqualified
Summary income statement
Net interest & dividend income 3,541 4,611 4,397 4,420
Net fees & commissions 1,484 1,908 1,852 1,783
Other operatingincome 386 402 577 498
Total operating income 5412 6,921 6,826 6,701
Operating costs 3,549 4,486 4,633 4,604
Pre-impairment operating profit 1,863 2,436 2,193 2,097
Loan & other impairment charges -43 -59 115 224
Operating profit 1,906 2,495 2,078 1,873
Other non-operating items (net) -9 0 -1 77
Tax 351 333 410 414
Net income 1,546 2,163 1,668 1,537
Summary balance sheet
Gross loans 161,124 152,885 143,509 135,267
- Of which impaired 3,917 4,354 5,776 6,678
Loan-loss allowances 3,283 3,563 3,977 4,613
Net loans 157,841 149,322 139,532 130,654
Interbank 25241 19,103 9,126 3,469
Derivatives 3,733 3,170 4,218 5,899
Other securities & earning assets 43,771 41,963 40,943 44,606
Total earning assets 230,586 213,844 193,605 184,629
Cash & due frombanks 15,638 17,549 21,796 18,353
Other assets 7,282 5,399 5,045 5,246
Total assets 252,101 236,792 220,659 208,227
Liabilities
Customer deposits 168,635 161,155 149,903 137,857
Interbank & other short-term funding 24,782 21,043 18,464 16,144
Other long-term funding 28,730 27,836 24,046 25,835
Trading liabilities & derivatives 3,042 2,785 4,449 6,177
Total funding 225,189 212,819 196,863 186,012
Other liabilities 6,782 5,104 5,508 5,613
Pref. shares & hybrid capital 1,490 993 993 497
Total equity 18,639 17,876 17,295 16,105
Total liabilities & equity 252,101 236,792 220,659 208,227
Ratios (%; annualised as appropriate)
Profitability
Operating profit/RWAs 2.1 2.2 1.9 1.8
Net interest income/average earning assets 2.1 2.2 2.3 2.4
Cost/income ratio 65.7 64.9 68.0 68.8
Net RoE 11.3 125 10.0 9.9
Rating Report | 12 December 2019 fitchratings.com 6
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Universal Commercial Banks
Austria
Summary Financials and Key Ratios
30 September 2019 31 December 2018 31 December 2017 31 December 2016
9 months Year end Year end Year end
(EURmM) Unaudited Unqualified Unqualified Unqualified
Asset quality
Impaired loansratio 2.4 2.9 4.0 4.9
Loan growth 54 6.5 6.1 2.6
Loan-loss allowances/impaired loans 83.8 818 68.9 69.1
Loan impairment charges/average gross loans 0.0 0.0 0.1 0.1
Capitalisation
Fitch Core Capital ratio 14.6 14.7 144 14.3
Tangible common equity ratio 6.8 7.0 7.2 7.1
CET 1ratio 13.2 13.5 134 134
Basel leverage ratio 6.5 6.6 6.6 6.2
Unreserved impaired loans/FCC 3.6 4.7 11.3 14.2
Funding & liquidity
Loans/customer deposits 95.6 94.9 95.7 98.1
LCR 145.6 150.1 145.2 142.6
Customer deposits/funding 75.3 76.2 77.3 76.2

Source: Fitch Ratings

Key Financial Metrics - Latest Developments
Above-Average Profits Upholds Sound Capitalisation amid Strong Loan Growth

We expect Erste’s operating profit to exceed EUR2.5 billion in 2019 and to remain well above
its cyclical average in 2020. A gradual upward normalisation of risk costs is unlikely to prevent
Erste from achieving its targeted return on tangible equity of more than 10% in 2020. Its
9M19 pre-tax profit was flat yoy as a 4% rise in net interest and fee income and an
extraordinarily strong net trading result offset a EUR151 million provision following a ruling
(contested by Erste) from the Romanian High Court on alleged mis-selling by Erste’s local
building society.

Sound profits combined with an expected maximum pay-out ratio of 50% in the long run
should allow Erste to accommodate robust loan growth while maintaining its current
capitalisation level. Its leverage ratio compares favourably with large European peers, driven
by the structurally higher RWA density of CEE operations.

Erste expects up to EURS5 billion of credit-risk RWA relief in 2020 from model change
approvals and from an extension of internal models to its Romanian subsidiary. This will
mitigate RWA inflation of EUR2.7 billion from the ECB’s review of internal models (TRIM) in
2019. We therefore believe the bank will comfortably meet its CET1 target ratio of 13.5%. We
view this target as sustainable since Erste does not expect any material RWA inflation post-
TRIM from the implementation of Basel IV due to its relatively high RWA density. The bank
could return capital in excess of a CET1 ratio of 14% to investors, but larger acquisitions are
unlikely to dilute its capitalisation as they would probably require substantial capital increases.

Fee Income Growth to Support Target Cost-to-Income Ratio of 55% by 2024

Erste expects to raise its fee income by about 4% a year to EUR2.4 billion in the next five years
by using its high retail deposit market shares to promote bancassurance and asset
management products. Converting excess deposits to fee-generating off-balance sheet
investment products would help contain the pressure on NIM. We view positively Erste’s
efforts to position itself as ‘financial health’ provider and advise its clients, notably by using its

Strengthened Profitability
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George platform, on the increasingly negative implications of holding unnecessary large cash
balances. The Austrian Supreme Court’s ruling makes these changes even more pressing.

Despite the ruling, Austrian banks are still allowed to raise fees on deposit accounts. This
should translate into higher fee income from payments. However, given the major asset
classes’ downside valuation risk at the peak of the cycle, convincing generally risk-averse
Austrian households toinvestin capital market products is likely to be a long-term endeavour.

Delivering on its fee income growth target would ease the pressure on Erste’s operating
income from the likely cyclical decline in loan growth and margins. It would also mitigate the
pronounced wage inflation in tight labour markets across CEE. While most banks across
western Europe struggle to stabilise their cost bases, we believe Erste has some room to
reduce its expenses in Austria, especially at the parent entity and at EBOe. However,
digitalisation processes in the mid- and back-office will increase IT expenses by 6%-7% in 2019
and 2021 before they start containing cost inflation. We do not expect material cost
reductions in the Austrian savings bank segment, which accounted for a quarter of the group’s
cost base in 9M19 but caused half of the total cost inflation over the pastfive years.

Banking Taxes in Slovakiaand Romania are Reminders of Political Risk in CEE

Recent initiatives by CEE governments to levy onerous taxes from local banks are a reminder
that Erste remains exposed to material performance drains in CEE, especially as long as the
sound profitability of the region’s banking sectors represents an attractive source of funds to
fill the respective governments’ budgetary gaps. We believe this will remain an element of
unpredictability for Erste’s earnings in CEE, albeit overall a clearly manageable one.

)

In 4Q19, the Slovak government announced an increase of the bank levy to 0.4% of banks
liabilities in 2020. It is unclear whether the tax, which is expected to raise EUR130 million
(equivalent to 0.1% of GDP and 30% of Slovakian banks’ 2018 net profits), will be recurring or
one-time. Should it recur, we expect Erste to impair part of its EUR165 million goodwill on its
Slovak subsidiary.

In 1Q19, the Romanian government revised its tax on banks’ financial assets. The taxable base
was reduced essentially to performing loans that are not guaranteed by the state and Erste
expects to pay up to EUR20 million in 2019. Tax payments could increase in the following
years if Erste fails to achieve tax reliefs by meeting or progressing towards government-
imposed lending growth and margin targets.

Improved Asset Quality
Asset Quality by Segment

Austria CEE
Savings Czech

End-3Q19  Total EBOe banks Other Total Rep.Romania Slovakia Hungary Croatia Serbia
Gross loans 96 34 47 15 65 29 9 14 5 7 1
(EURbnN)

- Retail (%) 44 50 53 0 61 60 61 74 53 45 54
-Corporates 56 50 47 100 39 40 39 26 47 55 46
(%)

-FCloans (%) 9 5 7 26 44 16 39 0 27 63 78
-NPL ratio 2.3 14 2.9 2.6 3.1 1.7 4.9 3.3 2.6 7.3 1.5
(%)

-NPL 64 64 65 61 91 100 104 78 91 82 129

coverage (%)

Source: Fitch Ratings, Erste

Erste has more than halved its stock of impaired loans from its peak in 2013 through
aggressive sales and work-outs amid rapidly improved economic conditions and the
emergence of an increasingly liquid and sophisticated secondary market for impaired loans in
CEE. We view its impaired loan reserve coverage as adequate in light of its comfortable
average loan collateralisation. Its impaired loan ratio is likely to be very close toits cyclical low,
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but its tightened risk appetite since the last credit cycle should help navigate the next
downturn. We expect risk costs to start rising towards the end of 2020 from their current

negligible level (3bp of gross loans in 9M19) toward Erste’s through the cycle forecast of 30bp
-50bp.

Risks from legacy, carry-trade driven Swiss franc retail mortgages in Austria are mitigated by
their gradual shrinkage (to EUR3.3 billion at end-3Q19) and borrowers’ typically above-
average financial flexibility. Most are endowment loans with very long tenors, bullet maturities
and collateralised with investment funds or life insurance contracts. Years of strong increase
in Austrian property prices have created additional buffer by reducing the loans’ LTVs.

Improved Local Loans-to-Deposits Ratiosin CEE

Erste’s funding is primarily underpinned by leading deposit franchises in its core markets,
particularly in Austria, where it sources over half of its client deposits. The group has cut its
wholesale funding needs over the past decade by developing the local deposit franchises of its
CEE units, which are now largely deposit-funded and have excess liquidity in local currencies.
The resilience of CEE deposits has improved. Hungarian banks’ funding needs briefly spiked in
mid-2019 as strong demand for new sovereign bonds absorbed part of households’ liquidity.
However, this did not materially affect the loan to deposit ratio of Erste’s Hungarian subsidiary
and we expect deposit growth to continue in the nearterm but at a slower pace.

The group’s parent issues most of the Erste’s wholesale funding, which is well-diversified by
type of instrument and maturity. The larger CEE units have also developed local covered and
unsecured debt issuance franchises to underpin their independence from intragroup funding.
They will continue to do soin the medium term to meet their local MREL.

Sovereign Support Assessment

Erste’s Support Rating and Support Rating Floor reflect our view that, since the EU’s Bank
Recovery and Resolution Directive came into force in Austria in 2015, senior creditors have no
longer been able to rely on full extraordinary sovereign support if Erste becomes non-viable.

Support Rating Floor Value

Typical D-SIB SRF for sovereign's rating level (assuming high propensity) A+ to A-
Actual country D-SIB SRF NF
Support Rating Floor: NF
Support Factors Positive Neutral Negative

Sovereign ability to support system

Size of banking system relative to economy
Size of potential problem

Structure of banking system

Liability structure of banking system
Sovereign financial flexibility (for rating level)
Sovereign propensity to support system
Resolution legislation with senior debt bail-in

AN

Track record of banking sector support
Government statements of support
Sovereign propensity to support bank
Systemic importance

Liability structure of bank

Ownership

Specifics of bank failure
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Austria
Environmental, Social and Governance Considerations
Erste's highest level of ESG credit relevance is a score of ‘3". This means ESG issues are credit-
neutral or have only a minimal credit impact, either due to their nature or the way in which
they are being managed by the bank. For more information on our ESG Relevance Scores, visit
www fitchratings.com/esg.
Banks

FitchRatings

Credit-Relevant ESG Derivation

Erste Group Bank AG has 5 ESG potential rating drivers . .
key driver 0 issues

Erste Group Bank AG has exposure to compliance risks including fair lending practices, lling, r eclosure practices, consumer data protection (data security) but this has

very low impact on the rating.
Governance is minimally relevant to the rating and is not currently a driver. driver 0 Issues
potential driver 5 issues
4 issues
not a rating driver

5 issues

Environmental (E)

Erste Group Bank AG

Ratings Navigator

Overall ESG Scale

General Issues E Score Sector-Specific Issues Reference E Scale
e . § How to Read This Page
GHG Emissions & Air Quality 1 na na. ESG scores range from 1 to 5 based on a 15-level color gradation. Red (5) is
most relevant and green (1) is least relevant.
Energy Management 1 na. n-a. The Environmental (E), Social (S) and Governance (G) tables break out the
individual components of the scale. The left-hand box shows the aggregate E,
Water & Wastewater Management 1 na na S, or G score. ngera\ Issues Iave vglevanl across all markets wnh.SecIov-
Specific Issues unique to a particular industry group. Scores are assigned to
) each sector-specific issue. These scores signify the credit-relevance of the
Waste & Hazardous Materials na na sector-specific issues to the issuing entity's overall credit rating. The Reference
Management; Ecological Impacts box highlights the factor(s) within which the corresponding ESG issues are
captured in Fitch's credit analysis.
Exposure to Environmental Impact of e%qrer.ne wealhfer events on assel.s and/or upeva}mr}s anq Company Profile; Management & a v
2 corresponding risk appetite & management; catastrophe risk; credit

Impacts

Social (S)
General Issues

Human Rights, Community

S Score

concentrations

Sector-Specific Issues

Services for underbanked and underserved communities: SME and

Strategy; Risk Appetite; Asset Quality

Reference

Company Profile; Management &

S Scale

The Credit-Relevant ESG Derivation table shows the overall ESG score. This
score signifies the credit relevance of combined E, S and G issues to the
entity's credit rating. The three columns to the left of the overall ESG score
summarize the issuing entity's sub-component ESG scores. The box on the far
left identifies the [number of] general ESG issues that are drivers or potential
drivers of the issuing entity's credit rating (corresponding with scores of 3, 4 or

Relations, Access & Affordability 2 community development programs; financial literacy programs Strategy; Risk Appetite 5) and provides a brief explanation for the score.
Customer Welfare - Fair Compliance risks including fair lending practices, mis-selling, Operating Environment; Company o . §
Messaging, Privacy & Data 3 repossession/foreclosure practices, consumer data protection (data Profile; Management & Strategy; Risk Classification of ESG issues has been developed from Fitch's sector and sub-
Security security) Appetite sector ratings criteria and the General Issues and the Sector-Specific Issues
. have been informed with SASB's Materiality Map.
Labor Relations & Practices 5 Impact of \apqr r including pl Company Profile; Management &
and composition Strategy . i : .
Sector references in the scale definitions below refer to Sector as displayed in
the Sector Details box on page 1 of the navigator.
Employee Wellbeing 1 na. na.
Shift in social or consumer preferences as a result of an institution's
Exposure to Social Impacts 2 social positions, or social and/or political disapproval of core banking Company Profile; Financial Profile
practices
Governance (G) CREDIT-RELEVANT ESG SCALE
General Issues G Score Sector-Specific Issues Reference G Scale How relevant are E, S and G issues to the overall credit rating?
Highly relevant, a key rating driver that has a significant impact on
Management Strategy 3 Operational implementation of strategy Management & Strategy 5 5 I the rating on an individual basis. Equivalent to "higher” relative
importance within Navigator.
Board 1ce and eff ; ownership ) Mar & Strategy; Earnings & Relevant to rating, not a key rating driver but has an impact on the
Governance Structure 3 protection of creditor/stakeholder rights; legal /compliance risks; Profitability; Capitalisation & 4 4 rating in combination with other factors. Equivalent to "moderate”
business continuity; key person risk; related party transactions Leverage relative importance within Navigator.
. . Minimally relevant to rating, either very low impact or actively
Group Structure 3 Orga}: |z.gt\‘onal struc;ure, appr.oprlalens§s relative to business mode; Company Profile 3 3 managed in a way that results in no impact on the entity rating.
opacity; intra-group dynamics; ownership i to "lower" relative i within Navigator.
Financial Transparency 3 Quality and frequency of financial reporting and auditing processes Management & Strategy 2 2 Irrelevant to the entity rating but relevant to the sector.

1 I Irrelevant to the entity rating and irrelevant to the sector.
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The ratings above were solicited and assigned or maintained at the request of the rated
entity/issuer or a related third party. Any exceptions follow below.

ALL FITCH CREDIT RATINGS ARE SUBJECT TOCERTAIN LIMITATIONSAND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND
DISCLAIMERS BY FOLLOWING THIS LINK: HTTPS//FITCHRATINGS.COM/UNDERSTANDINGCRE DITRATINGS. INADDITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL
TIMES. FITCH'SCODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND
OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODEOF CONDUCT SECTION OF THIS SITE. FITCH
MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TOTHE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS
SERVICE FOR RATINGSFOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY
SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2019 by FitchRatings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-800-753-
4824,(212)908-0500. Fax (212) 480-4435. Reproduction or retransmission in whole or inpart s prohibited except by permission. All rights
reserved. In issuing and maintaining its ratingsand in making other reports (including forecast information), Fitchrelies on factual information
it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of
the factual information relied upon by it inaccordance withits ratings methodology, and obtains reasonable verification of that information
from independent sources, to the extent such sources are available for agiven security orin agivenjurisdiction. The manner of Fitch's factual
investigation and the scope of the third-party verification it obtainswill vary depending on the nature of the rated security and its issuer, the
requirements and practices inthe jurisdiction in which the ratedsecurity is offered and sold and/or the issuer is located, the availability and
nature of relevant public information, access to the management of the issuer and its advisers, the availability of pre-existing third-party
verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other
reports provided by third parties, the availability of independent and competent third-party verification sourceswithrespect to the particular
security or in the particular jurisdictionof the issuer, and a variety of other factors. Users of Fitch’s ratingsand reports should understand that
neither an enhanced factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in connection
with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings and its reports, Fitch must
rely on the work of experts, incduding independent auditors with respect tofinandal statements and attorneys with respect to legal and tax
matters. Further, ratings and forecasts of financial and other information are inherently forward-looking and embody assumptions and
predictions about future events that by their nature cannot beverified asfacts. As a result, despite any verification of current facts, ratings
and forecasts can be affected by future eventsor conditions that were not anticipated at thetime a rating or forecast was issued or affirmed.

The information in thisreport is provided“as is” without any representation or warranty of any kind, and Fitch does not represent or warrant
that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratingsand reports arethe collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a ratingor areport. The rating does not address the risk of loss due to risks other than credit risk, unless
such risk is specifically mentioned. Fitch is not engagedin the offer or sale of any security. All Fitch reports have shared authorship. Individuas
identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals are named for
contact purposes only. A report providing aFitch rating is neither a prospectus nor a substitute for the information assembled, verified and
presented to investors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any
time for any reason in the sole discretionof Fitch. Fitchdoes not provide investment advice of any sort. Ratingsare not a recommendation to
buy, sell, or hold any security. Ratings donot comment on the adequacy of market price, the suitability of any security for aparticular investor,
or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors,
other obligors, and underwriters for rating securities. Suchfees generally vary from US$ 1,000 to US$750,000 (or the applicable currency
equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a
particular insurer or guarantor, for asingle annual fee. Such fees are expected tovary from US$10,000 to US$ 1,500,000 (or the applicable
currency equivalent). The assignment, publication, or disseminationof a rating by Fitchshall not constitute a consent by Fitch to use its name
as an expert in connectionwith any registration statement filed under the United States securities laws, the Financial Services and Markets
Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Dueto the relative efficiency of electronic publishing
and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwanand South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license
no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not
intended to be used by persons who are retail clients within the meaning of the Corporations Act 2001.
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