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Research Update:

Outlooks On Austria-Based Erste Group Bank
And Subsidiary Ceska Sporitelna Revised To
Stable; Affirmed At 'A/A-1'

Overview

« W now expect Erste Group Bank and core subsidiary Ceska Sporitelna to
denonstrate better operating performance than we had previously expected.

e The banks' asset-quality concerns stemming fromtheir higher-risk
exposures to Central and Eastern Europe have reduced.

* W are revising our outl ooks on Erste and Ceska Sporitelna to stable from
negative, and affirnmng the 'A long-termand 'A- 1" short-termratings on
bot h banks.

e W continue to grant a one-notch uplift to Erste's stand-al one credit
profile, reflecting our expectation of inplicit governnent support due to
Erste's high system c inportance for Austria.

Rating Action

On Nov. 24, 2010, Standard & Poor's Ratings Services revised the outl ooks on
Austri a- based Erste Group Bank AG (Erste) and its core subsidiary, Czech
Republ i c- based Ceska Sporitelna a.s., to stable fromnegative and affirmed the
"A'" long-termand 'A-1'" short-termcounterparty credit ratings on both
entities.

Rationale

The outl ook revision reflects Erste's recent track record of
better-than-expected operating performance before risk provisions, as well as
reduced asset-quality concerns stenmng fromthe bank's significant exposures
to what we see as a higher-risk region, Central and Eastern Europe (CEE)

Al t hough we expect nonperforming loans (NPLs) to rise further, mainly in CEE
and resulting provisioning needs to renmain elevated in 2011, we believe that
risk costs will peak in 2010 and that Erste will be able to absorb | oan-Ioss
provi sions even in a stressed scenario, thanks to the bank's satisfactory
ear ni ngs capacity.

The counterparty credit ratings continue to include a one-notch uplift from
Erste's stand-alone credit profile, reflecting our assessnent of Erste as a
highly systemically inportant institution to Austria, which would likely
recei ve extraordi nary governnent support if necessary. The ratings continue to
be based on our view of Erste and the Austrian savings banks as a single
econom ¢ group. They also reflect Erste's strong retail franchise in Austria
and CEE, as well as its good cost-efficiency and sound funding position

Standard & Poor’s | RatingsDirect on the Global Credit Portal | November 24, 2010



Research Update: Outlooks On Austria-Based Erste Group Bank And Subsidiary Ceska Sporitelna Revised To
Stable; Affirmed At 'A/A-1'

Erste's conparatively weak capitalization, asset quality-related pressure on
financial performance in 2010-2012, and still noderate profitability in
Austria constrain the ratings.

W consider that the econom c recovery--particularly in weaker CEE countries
such as Romani a and Hungary--is still fragile. W consequently believe that

t he consi derabl e proportion of |oan exposures dom nated in foreign currency
and potential econom c setbacks due to government austerity neasures will
require sizable risk costs and a hi gher coverage of NPLs by | oan-Ioss
reserves. NPLs increased to 7.6% of total |oans on the Erste Group basis as of
Sept. 30, 2010, from 6.6% at year-end 2009. The increase for the CEE for the
sane periods was to 10.6% from 7.8% Neverthel ess, in our base-case scenari o,
we expect NPLs to peak in 2012 at the |atest, whereas | oan-1o0ss provisions
should start falling already in 2011

Stable to slightly rising revenues and further cost reductions, particularly
in CEE, have resulted in a good cost-to-incone ratio of 54% for the year to
date, strengthening Erste's risk-bearing capacity from earnings. The potentia
for additional cost savings is likely to be nostly exhausted, while what we
expect will be subdued business growth will lint revenue increases in the
short to nediumterm W therefore expect rising operating profitability to
mai nly come from declining risk-provisioning requirenents in comng years.

We consider Erste's funding and liquidity position to be conparatively
confortable, illustrated by the average total |oan-to-deposit ratio of 127%
with a high share of stable retail customer deposits. Long-term fundi ng needs
fromcapital markets are relatively low, while Erste holds a sufficient
portfolio of high-quality securities for liquidity and short-term funding
requi renents.

Erste's equity increase and the injection of hybrid participation capital in
2009 testify to Erste's good financial flexibility to strengthen capital under
nore difficult capital market conditions. Nevertheless, we still regard
Erste's capitalization to be noderate. Erste's risk-adjusted-capital ratio of
5.1% (5.9% after a net diversification adjustrment) remains significantly bel ow
the average of mmjor international banks, but should gradually rise as a
result of retained earnings. In our calculation, we consider hybrid capita
only to a limted extent--about €350 nillion--in our definition of tota
adjusted capital (TAC). We exclude participation capital instruments from TAC
(intotal €1.76 billion, of which €1.22 billion is provided by the Austrian
government) because their step-up features and the regul atory grandfathering
until Jan. 1, 2018, provide a strong incentive to redeemthem Neverthel ess,
we consider the instruments in our capital analysis because we believe that

t hese hybrids provide an additional buffer to cover unexpected | osses on a

goi ng- concern basi s through coupon suspensi on and princi pal wite-downs.
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Outlook

The stable outl ook reflects our expectation that Erste will be able to cope
with the ongoing chall enging environnent in the group's key narkets and that
preprovisioning profitability will well exceed the cost of risks in 2010-2012,
all owi ng the support of business growh and inprovenent of capitalization

t hrough retai ned earnings.

We woul d consi der negative rating actions if, in contrast to our expectation
Erste's satisfactory financial profile were to deteriorate materially under
econom ¢ stress conditions as a result of higher |oan-Ioss

provi si ons--exceedi ng our projected range of €3.1 billion-€3.8 billion over
2011-2012--or |ower operating profitability. Pressure on the stand-al one
credit profile could be mtigated by potential further extraordinary

gover nment support, however, because we believe that support--within the
limts of the state aid framework set by the European Commi ssion--would be
forthcomng to avert systemc risk in the Austrian banking system W would
also viewit negatively if Erste failed to strengthen capitalization as a
buf f er against material adverse events in com ng years.

A positive rating action is unlikely in the near to nediumterm barring a
mat eri al and sustainable stabilization of economcally conditions both in

Austria and CEE, inproved capital strength, and higher contributions from
Austrian operations.

Related Criteria And Research

e Credit Stress Testing For Financial Institutions, April 29, 2009

* FI Criteria: Bank Rating Analysis Methodol ogy Profile, March 18, 2004

 FI Criteria: Assunptions: Inplications O The Decenber 2009 Basel I11
Proposal s For Qur Bank Hybrid Criteria, Feb. 9, 2010

* FI Criteria: Assunptions: Carification O The Equity Content Categories
Used For Bank And I nsurance Hybrid Instrunents Wth Restricted Ability To
Def er Paynments, Feb. 9, 2010

Ratings List
Credi tWatch/ Qutl ook Action; Ratings Affirned

To From
Erste Group Bank AG
Counterparty Credit Rating Al Stabl e/ A- 1 Al Negativel/ A-1
Certificate O Deposit A A1 A A1
Ceska Sporitelna a.s.
Counterparty Credit Rating Al Stabl e/ A-1 Al Negativel/ A-1
Certificate OF Deposit A A1 A A1

Rati ngs Affirned
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Erste Group Bank AG

Seni or Unsecured (12 issues) A
Subordi nated (1 issue) A-
Conmer ci al Paper (1 issue) A1

Erste Fi nance (Del aware) LLC
Conmrer ci al Paper (1 issue) A1l
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