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Erste Group’s Capital Raise Will Help Repay 
State Aid, a Credit Positive 
From Credit Outlook 

Last Monday, Austria’s Erste Group Bank AG (A3 negative, D+/baa3 negative)1 announced 
its plans to raise around €660 million of equity and fully repay participation capital of €1.76 
billion, both sometime in the third quarter. These measures are credit positive for Erste 
because they allow the bank to exit state support and address the declining regulatory capital 
eligibility of participation capital proactively. 

The repayment covers a €1.2 billion capital injection from the Austrian government and 
€559 million of private investor money, both issued in spring 2009, and hinges on the 
bank’s success in raising the €660 million of equity. 

We consider the decline in the bank’s capitalization from the smaller equity raise relative to 
the repayment of the participation capital to be manageable, given Erste’s efforts to reduce 
risk over recent quarters. These efforts include disposing of non-core assets, including credit 
default swaps, and changing its business mix towards a larger portion of mortgage loans. As a 
result, risk-weighted assets declined to €105 billion in first-quarter 2013 from €120 billion in 
December 2010. During the same period, Erste also increased its on-balance sheet loan-loss 
reserves to €7.7 billion from €6.1 billion, thereby improving its coverage ratio to 62.4% 
from 60.1%. 

As of 31 March, Erste’s reported Tier 1 ratio was 11.6%. Pro forma a successful capital raise 
and the bank repaying the participation capital, the ratio should decline to 10.6% and 
continue to include approximately 40 basis points of hybrid capital components. As a result, 
Erste’s capital will weaken in comparison to other banks with operations in Central and 
Eastern Europe, while the composition of its Tier 1 capital will improve. 

 

                                                                            
1  The bank ratings shown in this report are the bank’s deposit rating, its standalone bank financial strength rating/baseline credit assessment and the corresponding rating 

outlooks. 
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What is Moody’s Credit Outlook? 

Published every Monday and Thursday 
morning, Moody's Credit Outlook informs 
our research clients of the credit 
implications of current events. 
 

http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_155905
http://www.moodys.com/credit-ratings/Erste-Group-Bank-AG-credit-rating-2925
http://www.moodys.com/researchandratings/research-type/industry-sector-research/weekly-credit-outlook/003003009001/4294963899/4294966848/0/0/-/0/-/-/en/usa/rr?WT.mc_id=home_banner_wco_all
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Tier 1 Capital Ratios of Banks with Central and Eastern European Operations 

 
Source: Company reports 

 
The bank’s decision to fully redeem the outstanding participation capital was also based on the rise in 
coupon payments that begin in 2014. As such, with the contemplated repayment, Erste’s earnings will 
improve, all else equal, by around €150 million annually (post-tax). However, as part of the ad hoc 
announcement, Erste also lowered its earnings outlook for the current fiscal year, primarily reflecting a 
persistently challenged operating environment of lower-than-expected loan growth and net interest 
margin. Nevertheless, the bank maintained its guidance on credit costs (loan-loss provisions) declining 
by 10%-15% from last year’s €2.0 billion. 

Despite this setback against the bank’s earlier expectations, we still consider Erste’s future earnings 
capacity to be sufficient in reaching its stated Basel III fully loaded common equity Tier 1 target of 
10% by 31 December 2014. Adjusting for the bank’s estimate for the introduction of the Basel III 
capital regime (30 basis points) and the planned implementation of an internal ratings-based approach 
in one of Erste’s core markets, Romania, by 2015 (40 basis points), Erste’s fully loaded Basel III capital 
ratio would have been 9.5% as of 31 March on a pro forma basis. 

 

 

9.7% 10.6%
7.7%

10.8% 9.6% 10.2%

3.5%

3.0%
1.6%

15.4%
12.4%

11.2% 11.0% 11.6% 10.6%

0%
2%
4%
6%
8%

10%
12%
14%
16%
18%

Q1 2013 Q1 2013 Q1 2013 Q1 2013 Q1 2013 After Capital 
Measures

KBC Group NV Societe Generale Raiffeisen Bank 
International AG

UniCredit Bank 
Austria AG

Erste Group Bank AG

Core Tier 1 (Excluding Participation & State Capital) Participation & State Capital Hybrid Capital



 

 

  

BANKING 
 

3   JULY 1, 2013 
 
   

ISSUER COMMENT: ERSTE GROUP’S CAPITAL RAISE WILL HELP REPAY STATE AID, A CREDIT POSITIVE 
 

 

Report Number: 156048 

Authors 
Swen Metzler, CFA 
Mira Carey 

Production Associate 
Ken Jiang 

 
 
 
 
 
 

© 2013 Moody’s Investors Service, Inc. and/or its licensors and affiliates (collectively, “MOODY’S”). All rights reserved. 

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. (“MIS”) AND ITS AFFILIATES ARE MOODY’S CURRENT 
OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE 
SECURITIES, AND CREDIT RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOODY’S (“MOODY’S 
PUBLICATIONS”) MAY INCLUDE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, 
CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN 
ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED 
FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT 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 LIMITED TO, COPYRIGHT LAW, AND 
NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, 
TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN 
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S 
PRIOR WRITTEN CONSENT.  

All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the 
possibility of human or mechanical error as well as other factors, however, all information contained herein is provided “AS IS” 
without warranty of any kind. MOODY'S adopts all necessary measures so that the information it uses in assigning a credit rating is 
of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party 
sources. However, MOODY’S is not an auditor and cannot in every instance independently verify or validate information received in 
the rating process. Under no circumstances shall MOODY’S have any liability to any person or entity for (a) any loss or damage in 
whole or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency 
within or outside the control of MOODY’S or any of its directors, officers, employees or agents in connection with the procurement, 
collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or (b) any direct, 
indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if 
MOODY’S is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such 
information. The ratings, financial reporting analysis, projections, and other observations, if any, constituting part of the information 
contained herein are, and must be construed solely as, statements of opinion and not statements of fact or recommendations to 
purchase, sell or hold any securities. Each user of the information contained herein must make its own study and evaluation of each 
security it may consider purchasing, holding or selling.  

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS 
FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY 
MOODY’S IN ANY FORM OR MANNER WHATSOEVER. 

MIS, a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers of debt 
securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MIS 
have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating services rendered by it fees ranging from 
$1,500 to approximately $2,500,000. MCO and MIS also maintain policies and procedures to address the independence of MIS’s 
ratings and rating processes. Information regarding certain affiliations that may exist between directors of MCO and rated entities, 
and between entities who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more 
than 5%, is posted annually at www.moodys.com under the heading “Shareholder Relations — Corporate Governance — Director 
and Shareholder Affiliation Policy.” 

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of 
MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody’s Analytics Australia Pty 
Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). 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, you 
represent to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that neither you 
nor the entity you represent will directly or indirectly disseminate this document or its contents to “retail clients” within the 
meaning of section 761G of the Corporations Act 2001. MOODY’S 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 clients. It would be 
dangerous for retail clients to make any investment decision based on MOODY’S credit rating. If in doubt you should contact your 
financial or other professional adviser. 

http://www.moodys.com/

