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Research Update:

Ratings On Austria-Based Bank Erste Affirmed At
'A/A-1' Following Government Support Review;
Outlook Remains Negative

Overview

« W consider that potential extraordinary governnent support for European
banks will likely decrease as resolution franmeworks are put into place

e W are affirnmng our " A/A-1'" counterparty credit ratings on Erste G oup
Bank AG (Erste) and its core subsidiary Ceska Sporitelna A'S. W are also
affirm ng our unsolicited public information (pi) rating on Erste's core
subsi diary Sl ovenska Sporitelna A S

« The negative outl ook reflects the possible renoval of government support
by year-end 2015. It also reflects our view that current econonic
conditions could hinder Erste's buildup of capital, and could increase
i ndustry risk as Austrian banks strive to generate earnings.

Rating Action

As previously announced on April 29, 2014, Standard & Poor's Ratings Services
has affirmed its '"A A-1" counterparty credit ratings on Austria-based Erste
Group Bank AG (Erste) and its core subsidiary Czech Republic-based Ceska
Sporitelna A'S. (Ceska). The outlook on Erste and Ceska is negative.

At the sane tinme, we affirned our 'Api' unsolicited public information (pi)
rating on Erste's core subsidiary Slovakia-based Sl ovenska Sporitelna A S.
(SLSP). W do not ascribe '+ or '-' nodifiers or assign outlooks to public
i nformation ratings.

Rationale

The affirmation follows the conpletion of our review of potenti al

extraordi nary governnent support for European banks (see "Standard & Poor's To
Revi ew Gover nnent Support |n European Bank Ratings," published on March 4,
2014, on RatingsDirect). W observe that European authorities are taking steps
to increase the resolvability of banks and require creditors rather than
taxpayers to bear the burden of the costs of failure (see "Standard & Poor's
Takes Various Rating Actions On European Banks Foll owi ng Gover nnent Support
Revi ew, " published on April 29, 2014). In the near term we expect that
governments will remain supportive of systemically inportant banks' senior
unsecured creditors while resolution frameworks take shape. From January 2016,
however, the EU Bank Recovery and Resolution Directive (BRRD) is set to

i ntroduce the mandatory bail-in of a mninmmanount of eligible [iabilities,
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potentially including certain senior unsecured obligations, before governnents
coul d provide sol vency support. Accordingly, we believe that the potentia
extraordi nary governnent support available to Erste's senior unsecured

bondhol ders will likely dimnish within our two-year rating horizon

Currently, we consider that Erste has "high" systemc inportance to Austria,
whi ch we view as "supportive" of private-sector conmercial banks. As a result,
and in line with our criteria, the "A long-termcounterparty credit rating on
Erste stands two notches above the 'bbb+ stand-al one credit profile (SACP).
We coul d reduce or renove these notches shortly before the January 2016

i ntroduction of the BRRD s bail-in powers for senior unsecured liabilities.
These rules would indicate to us that EU governments woul d be rmuch | ess able
to support senior unsecured bank creditors, even though it may take severa
nore years to elimnate concerns about financial stability and the

resol vability of systemically inportant banks.

Specifically, if we perceive that support for senior unsecured creditors is

| ess predictable under the new | egislative framework, we would |likely renove

t he governnent support notches fromour ratings on Erste. This woul d nost
likely arise froma reclassification of Austria's support for private-sector
commer ci al banks to "uncertain" under our criteria. Any decision to reclassify
governments woul d be subject to our review of the final resolution |egislation
and techni cal standards, and other rel evant information.

If, on the other hand, our view was that extraordi nary governnment support nay
still be forthcoming to Erste's senior unsecured creditors, we could retain
one or both notches of support in the ratings. This would be the case if
authorities publicly confirmed their supportive stance toward seni or unsecured
creditors, or if we believed that precautionary capital injections would stil
be likely under the new |l egislation to ninimze the wi der econom c i npact of
the resolution of a systenmically inportant bank. In this case, we may consider
that Austria renmmi ned "supportive" and that Erste had "high" or "noderate"
systemi c inportance. W could revise our view of Erste's system c inportance
to "nmobderate"” from"high" if we considered that its resolution under the new
framewor k woul d have a material, but nanageabl e, adverse inpact on the
country's financial system and econony.

In addition to our view of the SACP and potential extraordi nary government
support, future rating actions on Erste may also result from other rel evant
factors. These mmy include neasures to mitigate bail-in risks to senior
unsecured creditors, such as building a |large buffer of subordinated
instruments (see "Credit FAQ The Rating Inpact O Resolution Reginmes For
Eur opean Banks," published on April 29, 2014).

We view SLSP and Ceska as "core" subsidiaries of Erste under our criteria, and
t herefore equalize our counterparty credit ratings on Ceska and unsolicited
public information rating on SLSP with the ratings on Erste.

The potential reduction of extraordinary government support in the
counterparty credit and senior unsecured issue ratings on Erste has no inpact
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on the subordi nated issue ratings. W have | ong believed that subordi nated
creditors woul d not receive extraordi nary governnent support in a stress
scenario, and for that reason we already notch these instruments down fromthe
SACP

Outlook

The negative outl ook indicates that we may | ower the ratings on Erste by
year-end 2015 if we believe there is a greater likelihood that senior
unsecured liabilities may incur |osses if the bank fails. Specifically, we my
| ower the long-termcounterparty credit rating by up to two notches if we
consi der that extraordinary government support is |less predictable under the
new EU | egi sl ative franmework.

The negative outl ook also reflects our assessnent that Erste remains

vul nerable to the current econom ¢ environnent, which puts pressure on Erste's
financial performance and i npedes the bank's ability to build up capital. W
could consider lowering the ratings if we see significant increase in Erste's
nonperformng | oans or cost of risk.

In addition, we consider that industry risk in the Austrian banki ng system may
i ncrease as banks strive to generate earnings in the difficult operating
envi ronnent amid continuously | ow donestic | endi ng margins.

We could revise the outlook back to stable if we consider that potentia
extraordi nary government support for Erste's senior unsecured creditors is
unchanged in practice, despite the introduction of bail-in powers and
international efforts to increase banks' resolvability; or if we believe that
other rating factors, such as a stronger SACP or a |arge buffer of
subordinated instrunents, fully offset increased bail-in risks.

We could also revise the outlook to stable if we saw tangi bl e signs that
Erste's asset quality nmetrics are stabilizing, and economc pressure is
l[ifting in the eurozone and Erste's nmarkets in Central and Eastern Europe,
mai nl y Romani a and Hungary. W woul d al so need to see evidence that Austrian
banks are not relaxing their |ending standards in the domestic narket.

The negative outl ook on Ceska mirrors that on its parent and reflects our view
of its core status within the Erste group, as defined by our criteria.

The unsolicited public information rating on SLSP does not carry an outl ook
as we do not assign outlooks to public information ratings.

Ratings Score Snapshot

| ssuer Credit Rating A/ Negativel/ A-1
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SACP bbb+
Anchor bbb+
Busi ness Position Strong (+1)
Capi tal and Earni ngs Moderate (-1)
Ri sk Position Adequat e (0)
Fundi ng and Liquidity Above Average and Adequate (0)
Suppor t +2
GRE Support 0
Group Support 0
Sover ei gn Support +2
Addi tional Factors 0
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Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010

Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Related Research

Standard & Poor's Takes Various Rating Actions On European Banks
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April 29, 2014
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Ratings List

Rati ngs Affirned

Erste Group Bank AG
Ceska Sporitelna A S

Counterparty Credit Rating Al Negativel/ A-1

Sl ovenska Sporitelna A S
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Counterparty Credit Rating Api

Erste Finance (Del aware) LLC
Conmrer ci al Paper (1) A1

Erste Group Bank AG

Seni or Unsecured (2) AA+
Seni or Unsecured A

Subor di nat ed BBB
Conmrer ci al Paper A1

(1) CGuaranteed by Erste G oup Bank AG
(2) Quaranteed by the Republic of Austria.

pi --Public information.

Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com

This unsolicited rating(s) was initiated by Standard & Poor's. It nmay be based
solely on publicly available informati on and nay or may not involve the
participation of the issuer. Standard & Poor's has used information from
sources believed to be reliable based on standards established in our Credit
Ratings Informati on and Data Policy but does not guarantee the accuracy,
adequacy, or conpl eteness of any infornmation used.

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at spcapitalig.com Al 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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