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Research Update:

Austria-Based Erste Group Bank Downgraded To
'A-/A-2' On Lower Predictability Of State Support;
Outlook Negative

Overview

« Austria has recently enacted legislation to bail in holders of Hypo G oup
Al pe Adria's subordinated debt, despite Carinthia' s grandfathered
guarantee of this debt.

* In our view, the new |l aw i ndi cates reduced predictability of
extraordi nary governnent support for systemically inportant banks, and
for banks' hybrid capital instruments and grandfathered debt, than we
previ ously envi saged.

« W are therefore |owering our ratings on Erste Group Bank AG (Erste) and
Ceska Sporitelna A.S. (Ceska) to "A-/A-2" from'A A1, and renoving the
ratings from Credi tWatch negative. W are also lowering the rating on
Sl ovenska Sporitelna A'S. to 'A-pi' from'Api'.

» The negative outl ooks on Erste and Ceska reflect our view that the
i kelihood of state support for Erste could diminish further, as well as
bank- and industry-specific factors.

Rating Action

On Aug. 13, 2014, Standard & Poor's Ratings Services |lowered its | ong- and
short-termcounterparty credit ratings on Austria-based Erste Group Bank AG
(Erste) and its core subsidiary Czech Republic-based Ceska Sporitelna A S.
(Ceska) to "A-/A-2'" from'A/ A-1'. The outl ooks are negative.

We renoved these ratings from Credi t Watch, where we had placed themw th
negative inplications on June 10, 2014.

In addition, we |owered our unsolicited public information (pi) rating on
Erste's Sl ovaki a-based core subsidiary Slovenska Sporitelna A S. (SLSP) to
"A-pi' from'Api'.

Rationale

The downgrade foll ows the Austrian government's enactnent of special
legislation to bail in Hypo G oup Al pe Adria's (HGAA s) subordi nat ed

debt hol ders, despite a grandfathered guarantee fromthe State of Carinthia for
the debt. The | egislation, passed in July, fornms part of the law to transform
HGAA into a wind-down unit froma bank, and it has been ratified by Austria's
federal president. The Austrian governnent's decision to inpose |osses on
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HGAA' s subordi nat ed debt hol ders, despite the grandfathered guarantee, and
public statenments from government officials, in our view, indicate that the
authorities' stance toward supporting system cally inportant banks is
wavering. W consider, therefore, that extraordinary governnment support for
systemi cal ly inportant banks such as Erste is now | ess predictable than

bef ore.

General |y, however, we consider that, in the absence of a legal franmework for
bank resolution in Austria, extraordinary future governnment support could
remai n avail able. Consequently, we continue to classify the Austrian
government as supportive of the banking sector

We understand that, in the coning nonths, the Austrian constitutional court
wi || exam ne whet her the new | egislation conplies with national and European
statutes. There will therefore be a period of uncertainty for market
participants until the court makes its ruling.

To reflect the increased uncertainty about potential future extraordinary
governnent support for highly systemically inportant banks in Austria, we have
applied a one-notch negative adjustnent to our long-termrating on Erste. This
adjustnent partly offsets the two notches of uplift for extraordinary
government support in the ratings on Erste, resulting in the downgrades of
Erste, Ceska, and SLSP

We view Ceska and SLSP as "core" subsidiaries of Erste under our criteria, and
therefore equalize our counterparty credit ratings on these banks with the
long-termrating on Erste. Consequently our rating on SLSP is 'A-pi' even

t hough we generally do not apply nodifiers (+ or -) to pi ratings.

Outlook

The negative outl ook on Erste mainly reflects our view that potenti al

extraordi nary governnent support for systemically inportant European banks
will likely decrease as resolution frameworks are put in place over the next
two years. If, as a result of such franmeworks, we renove or reduce the notches
of uplift for government support by year-end 2015, we would also review the
one-notch negative adjustnent we factor into the ratings on Erste.

The negative outl ook also reflects the bank's exposure in Central and Eastern
Europe (CEE). W expect that the inproved econonic environment in the eurozone
(Eur opean Econom c and Monetary Union) will contribute to the devel opnent of
Erste's donestic earnings, and that Erste's capital base will continue to

i mprove. However, we don't expect the risk-adjusted capital ratio to increase
materially higher than 7% over the next two years, ow ng to subdued overal
performance as a result of still-high cost of risk at the CEE operations.

The negative outl ook also reflects our opinion that overcapacity in the
Austrian banking sector, resulting in | ow earnings through aggressive pricing,
increasingly poses arisk to the stability of the banking system In addition
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if the governnent's conparably high | evy on banks renains in place over the

longer term it will further

t heir nodest earnings.

di m ni sh domesti c banks

chances of inproving

We could revise the outlook to stable if we believed that industry-w de risks

were dimnishing and if increased bail-in risks under

new bank recovery and

the resolution framework woul d be offset by other rating factors, such as a

stronger stand-al one credit

profile (SACP) or

nmeasures that provide

substantial additional flexibility to absorb | osses while the bank renains a
goi ng concern. The outl ook revision to stable would al so require tangible

signs that Erste's asset quality nmetrics were stabilizing, and that economc
pressure was lifting in Erste's markets in CEE

The outl ook on Ceska mrrors that on its parent and reflects our view of its

core status within the Erste group

Qur ratings on SLSP do not
out | ooks to our pi ratings.

Ratings Score Snapshot
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The rating on Slovenska Sporitelna A'S. is unsolicited.

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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