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OVERVI EW

* W are reviewi ng our Banking Industry Country Ri sk Assessnment (BICRA) on
Austria in light of our updated nethodol ogy.

» W are revising our BICRA on Austria to group '2' fromGoup '3'.

* W are revising our econonic risk score to '2'" from'1l and assigning an
i ndustry risk score of '3'.

Bl CRA ACTI ON

On Nov. 9, 2011, Standard & Poor's Ratings Services said that it is revising
its Banking Industry Country Ri sk Assessnent (BICRA) on Austria to group '?2'
fromgroup '3'. It is also revising the econonic risk score to '2' from'1".
At the sane tinme, it has assigned an industry risk score of '3'.

RATI ONALE

We have revi ewed t he banking sector of the Republic of Austria

(AAA St abl e/ A-1+) under our updated Bl CRA net hodol ogy. Qur criteria define the
Bl CRA framework as one "designed to eval uate and conpare gl obal banking
systens”. A BICRA analysis for a country covers rated and unrated fi nanci al
institutions that take deposits, extend credit, or engage in both activities.
A BICRA is scored on a scale from1l to 10, ranging fromthe | owest-risk

banki ng systens (group '1') to the highest-risk (group '10'). Qther countries
in BICRA group '2' are Australia, Japan, Gernmany, and Norway.

Qur econom c risk score of '2' for Austria reflects our assessnent of
Austria's "econonic resilience" as "very low risk", "econonm c inbal ances" as
"low risk", and "credit risk in the econony" as "internediate risk", as our
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criteria define these terns.

We view the Austrian econony as highly diversified and conpetitive,
denonstrating the country's "econonic resilience". Austria benefits fromvery
stabl e GDP growth, which continues to exceed the European average. Its GDP per
capita, which was $45,000 in 2010, is anong the highest in Europe. The
government's finances and its fiscal and nonetary flexibility are, in our

vi ew, very robust, underpinned by a stable and predictable politica

envi ronnent .

We consider the risk of "econonic inbalances" to be | ow. Although we have
observed a slight increase in housing prices over the past two years, it was
much snmaller than in nmany other Western European countries. At present, we do
not see credit-fuelled asset price bubbles in Austria and we expect the
country's current account balance to remain positive.

Qur assessment of an intermediate |level of "credit risk in the economny”
reflects Austria's average |evel of private-sector indebtedness in the EU
context. Although we consider Austrian banks to have conservative | ending and
underwriting standards, we view the conparably high | evel of donestic loans in
foreign currencies as a possible area of concern if exchange rates were to
becorme nore vol atile.

Qur industry risk score of '3 for Austria reflects our assessnent of
Austria's "institutional framework" and "conpetitive dynam cs" as
"intermedi ate risk" and "systemm de funding" as "low risk".

In our view, the "institutional framework" for Austrian banks has strengthened
materially to the "intermediate risk” level in recent years, following a
series of deficiencies in banking regulation and supervision. The Austrian

Fi nanci al Markets Authority was established in 2005 and is progressively
taking a nore proactive stance, in our view Nevertheless, we believe the
regul ator may have to carry additional supervisory responsibilities because
Austri an banks, unlike nost European peers, have sizable assets outside their
home base.

We generally consider the donmestic profitability of Austrian banks to be very
| ow conpared with international standards. This, in our view, stenms mainly
fromthe | arge nunber of separate banking units, which is the basis for our
"intermediate risk" assessnment of the industry's "conpetitive dynam cs". The
grow h of donestic banking assets is not a critical factor, in our view,
because it is inline with the wi der Austrian econony and outstripped by the
far bigger growth nonmentum of operations in Central and Eastern Europe and the
Commonweal t h of | ndependent States. We believe this indicates that bank
financing in Austria is not solely to gain market share and is unlikely to
result in a credit bubble. We currently do not observe banki ng market

di stortions and do not expect new ones to ari se.

We consider "systemwi de funding" in Austria's banking sector as "low risk",
based on the conparably [ow | evel of net external |ending and satisfactory and
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i ncreasing deposit-to-loan ratios in the industry. Al though we view Austria's
capital market to be effective, the Austrian governnent may not have the
capacity to support all the foreign operations of the | arge domestic banks.

We classify the Austrian governnent as "supportive" toward the donestic
banki ng sector. W recogni ze the governnent's track record of providing
support to the banking systemin tines of exceptional stress.
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Standard & Poor's, a part of The McGraw Hi Il Conpanies (NYSE:MHP), is the
world's forenost provider of credit ratings. Wth offices in 23 countries,
Standard & Poor's is an inportant part of the world's financial infrastructure
and has played a leading role for 150 years in providing investors with

i nformati on and i ndependent benchmarks for their investnment and financi al

deci sions. For nore information, visit http://ww. standardandpoors. com
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