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Research Update:

Erste Group Bank Ratings Affirmed At 'A/A-1'
And Removed From CreditWatch Despite
Downgrade Of Austria; Outlook Negative

Overview

e Standard & Poor's Ratings Services has reviewed the inpact of its Jan
13, 2012 downgrade of Austria on its ratings on Austrian Erste G oup Bank
AG (Erste).

* W have also reviewed Erste's stand-alone credit profile in light of the
nore adverse econonic conditions we expect in 2012 and consider that it
remai ns at ' bbb+ and that the two notches of support to the long-term
rating reflecting Erste's high systemic inportance in Austria continue to
be applicabl e under our criteria.

* W have consequently affirmed our' A A-1' counterparty credit ratings on
Erste and its core Czech subsidiary, Ceska Sporitelna A S.

* W have renoved the long- and short-termratings on both banks from
CreditWatch, where we placed themw th negative inplications on Dec. 8,
2011. The outl ook on both banks is negative.

* W have affirmed our 'Api' public information rating on core Sl ovak
subsi di ary Slovenska Sporitelna A S.

Rating Action

As previously announced, on Jan. 25, 2012, Standard & Poor's Ratings Services
affirmed its "A" long-termand 'A-1'" short-termcounterparty credit ratings on
Austri a- based Erste Group Bank AG (Erste) and on its core Czech Republic-based
subsi diary, Ceska Sporitelna A.S. The outl ook on both banks is negative.

We renoved the ratings on both banks from CreditWatch, where we placed them
with negative inplications on Dec. 8, 2011, following a simlar action on the
long-termrating on the Republic of Austria (AA+/ Negative/A- 1+).

We affirnmed the 'A-' issue rating on Erste's nondeferrabl e subordinated debt.

The "Api' public infornmation (pi) rating on core Sl ovak-based subsidiary
Sl ovenska Sporitelna A.S. was affirmed.

Rationale
We affirned the ratings on Erste because the two notches uplift we afford the
rating for a "noderately high" |ikelihood of extraordinary governnent support

and our assessnent of the bank's stand-al one credit profile (SACP) remain
unchanged.
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In our view, Erste is a bank with "high systenmic inportance" in Austria, which
we consider to be a "supportive" country. Under our criteria, our one-notch
downgrade of Austria to 'AA+" from'AAA" does not reduce the anpbunt of support
we factor into the rating on a highly systemcally inportant bank such as
Erste, whose SACP is at 'bbb+ (for further details, see table 22 in "Banks:
Rati ng Met hodol ogy And Assunptions", published Nov.9, 2011).

We still base our assessnent of Erste's SACP on the follow ng:

* A 'bbb+" anchor, which is lower than the 'a-' anchor of a pure Austrian
domestic bank to capture the risks enbedded in Erste's large Central and
Eastern Europe (CEE) operations; and

e Qur view of Erste's "strong" business position, "noderate" capital and
ear ni ngs, "above-average" funding, and "adequate" liquidity, as our
criteria define these terns.

Al t hough we have not changed our assessnent of Erste's SACP components, we
acknow edge the pressure stenming fromour expectation of nore adverse
econoni ¢ and financial market conditions throughout Europe, and notably CEE
and deteriorating operating conditions in Hungary (BB+/ Negative/B), where
Erste is one of the |argest |enders.

These nore adverse economi ¢ conditions could conplicate and slow Erste's
capacity to inprove its "noderate" capital position, which is the main
weakness to the ratings. On Sept. 30, 2011, according to European Banking
Authority stress tests, Erste had a €753 nillion capital shortfall for a core
Tier 1 ratio of 9% excluding private participation capital but including such
capital received fromthe Austrian governnent. |In our opinion, Erste will be
able, mainly through retained earnings and reduction of risk-weighted assets,
to reach this level without state support or capital issuance. This

regul atory-driven capital strengthening initiative should in turn translate
into a slight inprovenent of the bank's risk-adjusted capital (RAC) ratio. W
estimate that in 2012 this ratio before diversification should exceed 6%
noderately above the | evel we estimate for year-end 2011, under our base-case
assunption that there will be an econonic sl owdown, but not a severe
recession, in nost CEE countries. Such a capital |evel remains "noderate"
under our criteria and would sustain Erste's overall SACP at 'bbb+'. Tota
adjusted capital, the nunmerator of the RAC ratio, continues to exclude in ful
the participation capital issued by the group because of step-up features.

We consider that Erste's risk position could cone under further pressure
shoul d the operating conditions in Hungary further deteriorate. As a |arge

[ ender in this country, Erste is exposed to Hungarian sovereign debt and | oca
authorities' financing. The related risks could be heightened if ongoing
negoti ati ons between the Hungarian governnent, the International Mnetary
Fund, and the European Comni ssion prove unsuccessful. In addition, any
addi ti onal weakening of the Hungarian forint may aggravate | osses stenm ng
from Swi ss franc-denom nat ed nortgages.

In our opinion, Erste's funding is "above average" and its liquidity is
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"adequate". Erste's funding profile benefits fromstrong retail franchises in
Austria, the Czech Republic (AA/ Stable/ A-1+), and the Slovak Republic

(A Stabl e/ A-1), and we believe the group benefits froma flight to quality in
these countries. Regulatory action to further Iimt the |oan-to-deposit ratios
for Austrian banks' CEE operations should result in even nore positive
custonmer funding ratios. The bank has |iquid assets (including unpledged
assets eligible for central bank refinancing) in excess of liabilities due in
| ess than one year. In addition, whol esal e funding maturing between 2012 and
2014 is about €5 billion a year, and we therefore believe refinancing risks
are noderate, despite persistent weakness in the whol esal e fundi ng markets.

Because it is a core subsidiary of Erste, the ratings and outl ook on Ceska
Sporitelna nove in tandemw th those on Erste.

Sl ovenska Sporitelna is also a core subsidiary of Erste, but we do not use
outl ooks or plus and minus nodifiers with our pi ratings.

Outlook
The outl ook is negative and reflects two risks:
 Under our criteria, with all other factors remaining equal, if the

long-termrating on Austria, which currently also carries a negative
outl ook, is lowered by one notch to 'AA", one of the two notches
currently factored in for extraordi nary governnent support in the
long-termratings on Erste could be renoved.

 If macroecononi ¢ conditions deteriorate further than we currently expect
in CEE, leading to higher credit |osses and weaker earnings, this would
likely prevent a strengthening of Erste's capital position, which is our
base-case expectation. Erste's SACP could thereby cone under pressure.

In addition to lowering the ratings on Erste followi ng a soverei gn downgr ade,
we woul d al so |l ower the ratings on the bank if its RAC ratio before
adjustrments fell below 5% in the next 12 to 24 nmonths or if inpairment |osses
in Hungary and CEE significantly exceed those of 2011, leading to a revision
of our risk position score to "noderate" from "adequate"

A positive rating action on Erste would require a revision of the outlook on

Austria to stable along with tangi bl e signs of abating econom c pressure in
CEE.

Ratings Score Snapshot

| ssuer Credit Rating A

SACP bbb+
Anchor bbb+
Busi ness Position Strong (+1)
Capital and Earnings Moderate (-1)
Ri sk Position Adequat e (0)
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Fundi ng and Liquidity Above Average and Adequate (0)
Suppor t +2

GRE Support 0

Group Support 0

Sover ei gn Support +2
Addi ti onal Factors 0

Related Criteria And Research

All articles listed below are available on RatingsDirect on the dobal Credit

Portal, unless otherw se stated.

 Banks: Rating Methodol ogy And Assunptions, Nov. 9, 2011

e Group Rating Methodol ogy And Assunptions, Nov. 9, 2011

e Banking Industry Country Ri sk Assessment Met hodol ogy And Assunpti ons,
Nov. 9, 2011

e Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010

» CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

* Austria-Based Erste Goup Bank ' A/A-1' Ratings Placed On Watch Negative
Fol | owi ng Sovereign Rating Action, Dec. 8, 2011

 Austria's Long-Term Ratings Lowered To ' AA+'; Qutlook Negative, Jan. 13,
2012

 Standard & Poor's Affirns Ratings On Various Austrian Banks Fol | owi ng
Resolution O CreditWatch On Austria, Jan. 25, 2012

Ratings List
Ratings Affirned; CreditWtch/ Qutlook Action

To From
Erste Group Bank AG
Counterparty Credit Rating Al Negativel/ A-1 A WAt ch Neg/ A-1
Certificate Of Deposit A A1 A/ Wat ch Neg/ A-1
Seni or Unsecured (11 issues) A A Wat ch Neg
Subordi nated (1 issue) A- A-/ Wat ch Neg
Conmrer ci al Paper (1 issue) A1 A- 1/ Wat ch Neg
Erste Finance (Del aware) LLC
Conmer ci al Paper (1 issue)* A1 A- 1/ Wat ch Neg
Ceska Sporitelna A S
Counterparty Credit Rating Al Negativel/ A-1 A/ Wat ch Neg/ A-1
Certificate OF Deposit A A1 AVt ch Neg/ A-1

Ratings Affirmed
Sl ovenska Sporitelna A.S. (Unsolicited Ratings)

Counterparty Credit Rating
Local Currency Apil--1--
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*CQuaranteed by Erste G oup Bank AG

Additional Contacts:
Anna Lozmann, Frankfurt 49 0 69 33 999 166;anna_lozmann@standardandpoors.com
Financial Institutions Ratings Europe;FIG_Europe@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDirect on
the A obal Credit Portal at www gl obalcreditportal.com All ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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