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Definitions

Reporting Period
The report is based on figures as of 31 December 2017.
In case tables include information on more periods, figures are properly marked.

Exposure for the regulatory purpose

The values corresponding to exposure amount applied in credit risk Standardised approach (Part Three, Title II, Chapter 2, Article 111 of
the CRR) or to exposure at default (EAD) in case of Internal Rating Based approach (Part Three, Title II, Chapter 3, Article 166-168 of
the CRR).

Accounting values

The values corresponding to the book values. Gross values of on-balance items are before any allowances/impairments. Off-balance
represent nominal values of off-balance item (guarantees given, loan commitments, other commitments), before application of the CCF.
Net value, in case of the on-balance sheet exposure is carrying amount (gross amounts less allowances), while in case of off-balance are
nominal values after deduction of provisions for off-balance items.

Exposure classes

The breakdown by exposure class is presented in accordance with Part Three, Title II, Chapter 2, Article 112 (referred to as Standardised
Approach) and in accordance with Part Three, Title II, Chapter 3, Section 1, Article 147 (referred to as IRB Approach) of the Capital
Requirements Regulation (CRR).

PD class (Probability of Default)

Erste Group has defined ten PD classes, of which class 01 corresponds to the highest credit quality while 10 represents the default grade
with a PD of 100%. Where exposures are guaranteed by eligible protection providers, amounts are shown under the PD class of the pro-
tection providers.

Credit risk adjustments

Credit risk adjustments comprise only specific credit risk adjustments. Specific credit risk adjustments include allowances and provisions
calculated in line with the relevant accounting standards. “Credit risk adjustments as of 31 December” are shown as at the reporting date,
whereas "Credit risk adjustments as of 1 January" show the relevant amount at the beginning of the year. Credit risk adjustment presented
in the report are calculated in line with the IAS 39 and IAS 37 standards. As of Q1 2018 reports and publications, credit risk adjustments
are reported in line with IFRS9.

Write-offs

Derecognition of financial instruments as the Bank has no reasonable expectation of recovering the contractual cash flows. Write-offs
include (1) decrease of book value directly recognised in profit and loss and (2) utilisation of allowances (decrease of book value based on
allowances created in previous period).
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Disclosures in other published reports

Annual Report 2017

A number of CRR disclosure requirements are covered by Erste Group’s annual report. The respective articles of the CRR and the corre-

sponding page number(s) of the annual report can be found in the last column of the table below.

Reference to

Sub-chapter in

CRR article Disclosure requested in the CRR article annual report annual report Page
435 (1) (b) Risk management Structure and organisation of the relevant risk manage- Note 44. Note 44.2 180-187
objectives and policies ment function including information on its authority and Risk management Risk management
statute, or other appropriate arrangements organisation
435 (1) (c) Risk management Scope and nature of risk reporting and measurement Note 44. Note 44.3 - 44.7 187-221
objectives and policies systems Risk management
435 (2) (a) Governance Number of directorships held by members of the Corporate 84-87
arrangements management body governance chapter
435 (2) (b) Governance Recruitment policy for the selection of members of the Corporate 84
arrangements management body and their actual knowledge, skills and governance chapter
expertise
435 (2) (c) Governance Policy on diversity with regard to selection of members of Corporate 94
arrangements the management body, its objectives and any relevant governance chapter
targets set out in that policy, and the extent to which these
objectives and targets have been achieved
436 (b) Scope of application Differences in the basis of consolidation for accounting Note 52. Comparison of 238-240
and prudential purposes Own funds and consolidation for
capital requirements accounting purposes and
regulatory purposes
436 (c) Scope of application Material practical or legal impediment to the prompt Note 52. Impediments to the 241
transfer of own funds or repayment of liabilities Own funds and transfer of own funds
capital requirements
436 (d) Scope of application Aggregate amount by which the actual own funds are less ~ Note 52. Total capital shortfall of all 241
than required in all subsidiaries not included in the Own funds and subsidiaries not included
consolidation capital requirements in the consolidation
436 (e) Scope of application Circumstance of making use of the provisions Note 52. Total capital shortfall of all 241
Own funds and subsidiaries not included
capital requirements in the consolidation
437 (1) (a) Own funds Full reconciliation of Common Equity Tier 1 items, Note 52. Own funds reconciliation 245-249
Additional Tier 1 items, Tier 2 items and filters and Own funds and
deductions applied pursuant to Articles 32 to 35, 36, 56, capital requirements
66 and 79 to own funds of the institution and the balance
sheet in the audited financial statements of the institution
437 (1) (d) Own funds Separate disclosure of the nature and amounts of the Note 52. Own funds template during  249-259
following: each prudential filter..., each deduction made..., Own funds and the transitional period
items not deducted capital requirements
437 (1) (e) Own funds Description of all restrictions applied to the calculation of Note 52. Own funds template during  249-259

own funds in accordance with this regulation and the
instruments, prudential filters and deductions to which
those restrictions apply

Own funds and
capital requirements

the transitional period

Table 1: Overview of CRR disclosure requirements covered by Erste Group’s annual report

Metrics that are identical to the figures published in the annual report represent audited data, while the remaining information in the

Pillar 3 Disclosure Report is unaudited by external audit.
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Own Funds - Capital Instruments

DISCLOSURE REQUIREMENTS COVERED: Art. 437 (1) (b) AND (c) CRR

On the website of Erste Group https://www.erstegroup.com/en/investors/reports/regulatory-reports/basel3/capitalinstruments, all capital
instruments that are eligible at Erste Group consolidated level are listed in a separate document based on the template published in the
Official Journal of the EU No. 1423/2013 on 20 December 2013. Furthermore, the full terms and conditions of the capital instruments are
available on Erste Group’s website or on the website of each of the issuing credit institutions respectively.

Indicators of Global Systemic Importance

DISCLOSURE REQUIREMENTS COVERED: Art. 441 CRR

The data template for the indicators of Global Systemic Importance is disclosed in a separate document, which is published on Erste
Group’s website under https://www.erstegroup.com/en/investors/reports/regulatory-reports/basel3

Remuneration Policy

DISCLOSURE REQUIREMENTS COVERED: Art. 450 CRR

Information on the remuneration policy and practices at Erste Group is disclosed in a separate document, which is published on Erste
Group’s website under http://www.erstegroup.com/en/investors/reports/regulatory-reports/basel3.

Outline of the differences in the scopes of consolidation by entity level

DISCLOSURE REQUIREMENTS COVERED: Art. 436 CRR

Description of the differences in the scope of the consolidation at the level of each entity based on Guidelines on disclosure requirements
under Part Eight of the Regulation (EU) No 575/2013 is available at the Erste Group’s website under
http://www.erstegroup.com/en/investors/reports/regulatory-reports/basel3.




Overview of non-applicable disclosures

The following table provides an overview of the Articles of the CRR not covered by the Disclosure Report or included in other disclosures
as mentioned above with an explanation of reasons for non-disclosure in this report.

CRR article Disclosure requested in the CRR article Reason for non-applicable disclosure

437 (1) (f) Own funds Where institutions disclose capital ratios calculated using elements of own  Erste Group does not disclose capital ratios calculated
funds determined on a basis other than that laid down in this Regulation, a using elements of own funds determined on a basis
comprehensive explanation of the basis on which those capital ratios are other than that laid down in the CRR.

calculated
438 (b) Capital requirements Upon demand from the relevant competent authority, the result of the There is no demand from the relevant competent
institution's internal capital adequacy assessment process including the authority.

composition of the additional own funds requirements based on the
supervisory review process as referred to in point (a) of Article 104(1) of

Directive 2013/36/EU
439 (i) Exposure to Estimate of a if the institution has received the permission of the Erste Group does not apply any own estimates of the
counterparty credit risk  competent authorities to estimate a scaling factor.
449 (i) Exposure to Disclosure of types of SSPE that the institution, as sponsor, uses to Erste Group is not acting as a sponsor of an asset-
securitisation positions  securitise third-party exposures backed commercial paper programme or another
securitisation scheme according to Article 4 (1) (14) CRR.
449 (j) (vi) Exposure to Policies for recognising liabilities on the balance sheet for arrangements No implicit support according to Art. 248 (1) CRR was
securitisation positions  that could require the institution to provide financial support for securitised  provided to Edelweiss 2013-1 and BEE SME 2016-1
assets securitisation transactions by Erste Group.
449 () Exposure to Description of the Internal Assessment Approach for calculation of the risk  The Internal Assessment Approach for calculation of the
securitisation positions  weighted exposure amounts risk weighted exposure amounts is not applied by Erste
Group
449 (o) (i) Exposure to Separately for the trading and the non-trading book, the aggregate amount Erste Group does not hedge its re-securitisation

securitisation positions  of re-securitisation exposures retained or purchased and the exposure to positions.
financial guarantors

449 (q) Exposure to For the trading book, the total outstanding exposures securitised by the There are no exposures in the trading book securitised
securitisation positions  institution and subject to a capital requirement for market risk, broken by Erste Group.
down into traditional/synthetic and by exposure type
449 (r) Exposure to Whether the institution has provided support within the terms of Article No implicit support according to Art. 248 (1) CRR has
securitisation positions ~ 248(1) and the impact on own funds been provided to Edelweiss 2013-1 and BEE SME
2016-1 securitization transactions by Erste Group.
455 (a) (i) Use of Internal Market Where applicable, for the internal models for incremental default and Erste Group does not use internal models for
Risk Models migration risk and for correlation trading, the methodologies used and the  incremental default and migration risk and for correlation
risks measured through the use of an internal model including a trading.

description of the approach used by the institution to determine liquidity
horizons, the methodologies used to achieve a capital assessment that is
consistent with the required soundness standard and the approaches used
in the validation of the model

455 (d) (iii) Use of Internal Market Highest, lowest and mean of risk numbers for incremental default and Erste Group does not use internal models for
Risk Models migration risk and for the specific risk of the correlation trading portfolio incremental default and migration risk and does not have
over the reporting period and as per the period-end a correlation trading portfolio.
455 (f) Use of Internal Market Weighted average liquidity horizon for each sub-portfolio covered by the Erste Group does not use internal models for
Risk Models internal models for incremental default and migration risk and for incremental default and migration risk and for correlation
correlation trading. trading.

Table 2: Overview of non-applicable disclosures

vi



List of abbreviations

ALCO
ALM
AMA
BaSAG

BIA

CCF
CEE
CFP
CLO

Asset Liability Committee

Asset Liability Management

Advanced Measurement Approach

Bundesgesetz iiber die Sanierung und Abwicklung von
Banken; Austrian Banking Recovery and Resolution Law
Basic Indicator Approach

Credit Conversion Factor

Central and Eastern Europe

Contingency Funding Plan

Collateralised Loan Obligation

COREP Common Reporting Framework

CRD IV
CRM
CRO
CRR
dpd
EAD
EBA
EBOe
ECB
EEPE
ERM
EU
EVE
FMA
FTP
FX

Capital Requirements Directive [V
Credit Risk Mitigation

Chief Risk Officer

Capital Requirements Regulation
Days past due

Exposure at Default

European Banking Authority

Erste Bank der oesterreichischen Sparkassen AG
European Central Bank

Effective expected positive exposure
Enterprise-wide Risk Management
European Union

Economic value of equity

Austrian Financial Market Authority
Funds Transfer Pricing

Foreign exchange

GLRMP Group Liquidity Risk Management Policy

GM
HMC
HQLA
IAS
ICAAP
IFRS
ILAAP
IMA
IRB
ISDA
LCR
LGD
MRC

Group Markets

Holding Model Committee

High-quality liquid assets

International Accounting Standards

Internal Capital Adequacy Assessment Process
International Financial Reporting Standards
Internal Liquidity Adequacy Assessment Process
Internal Models Approach

Internal Ratings Based

International Swaps and Derivatives Association
Liquidity Coverage Ratio

Loss Given Default

Market Risk Committee

MRS Market Risk Solution

MVoE Market value of equity

NFR Non-Financial Risks

NSFR Net Stable Funding Ratio

NPV  Net Present Value

OeNB Oesterreichische Nationalbank; Austrian National Bank
OLC Operational Liquidity Committee
OTC  Over-the-counter

OeKB Oesterreichische Kontrollbank

PD Probability of Default

QIS  Quantitative Impact Study

RAS Risk Appetite Statement

RCC Risk-bearing Capacity Calculation
RW  Risk Weight

RWA Risk-Weighted Assets

ROCC Regional Operational Conduct Committee
SFT  Securities Financing Transactions
SL Specialised Lending

S&P Standard & Poor’s

SME Small and Medium-sized Enterprises
SPA  Survival Period Analysis

SRC Standard Risk Costs

SRM Single Resolution Mechanism

SSPE Securitisation Special Purpose Entity
STA  Standardised Approach

sVaR Stressed Value at Risk

TPU Temporary Partial Use

VaR  Value at Risk
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Introduction

DISCLOSURE REQUIREMENTS Art. 436 (a) CRR

The provisions of Part Eight of the Regulation (EU) No 575/2013 of the European Parliament and of the Council of 26 June 2013 on
prudential requirements for credit institutions and investment firms and amending Regulation (EU) No 648/2012, hereinafter referred to
as the Capital Requirements Regulation (CRR) apply to Erste Group Bank AG, hereinafter referred to as Erste Group, on a consolidated
basis. Erste Group was founded in 1819 as the first Austrian savings bank. In 1997, Erste Group went public on the Vienna Stock Ex-
change with a strategy to expand its retail business into the part of Central and Eastern Europe (CEE) that had realistic prospects of join-
ing the European Union. Against the backdrop of emerging European integration and limited potential for growth in Austria, Erste Group
acquired savings banks and financial institutions in countries adjacent to Austria from the late 1990s onwards. Today, Erste Group has an
extensive presence in its core markets of Austria, the Czech Republic, Slovakia, Romania, Hungary and Croatia — all of which are mem-
bers of the European Union. In Serbia, which has been assigned European Union candidate status, Erste Group maintains a minor pres-
ence. Erste Group’s shares are listed on the Vienna Stock Exchange, on the Prague Stock Exchange (since October 2002) and on the
Bucharest Stock Exchange (since February 2008).

The core activities of Erste Group, in addition to the traditional focus on serving private individuals, include advisory services and support
for corporate clients in financing, investment and access to international capital markets, public sector funding and interbank market
operations.

This disclosure report gives readers a comprehensive overview of the current risk profile and risk management of Erste Group and covers
the following areas:

_ risk management;

_ capital structure;

_ capital adequacy;

_ risk management systems and procedures;

_ risk management with respect to each type of risk;

_ risks assumed; and

_ credit risk mitigation techniques

Disclosure policy and structure

The current Disclosure Report of Erste Group meets the disclosure requirements of Part Eight of the CRR, which took effect on 1 January
2014. In addition, report complies with the requirements set in Guidelines on disclosure requirements under Part Eight of the Regulation
(EU) No 575/2013 (EBA/GL/2016/11, version 2, published on 09 June 2017) and other disclosure related guidelines.

The Disclosure Report provides comprehensive disclosures on risks, risk management and capital management. The main document is
published once a year in English, even though specific information is published more often pursuant to the Guidelines on the materiality,
proprietary nature and confidentiality of information, and on disclosure frequency under Article 432(1), 432(2) and 433 of Regulation
(EU) 575/2013 issued by EBA in December 2014.

Pursuant to Article 434 (1) CRR, Erste Group has opted for the Internet as the medium of publication of the Disclosure Report. Details are
available on the website of Erste Group at www.erstegroup.com/ir. Relevant disclosures are included in the annual report in the section
“Reports” or published as separate documents in the section “Regulatory disclosure”.

The preparation of the Disclosure Report and the formal review for completeness and compliance with the applicable requirements is
carried out by Enterprise wide Risk Management. The Disclosure Report is subject to review by internal audit.

The Group Disclosure Policy, supplemented by a series of operating procedures, sets out the overarching principles and guidelines used
by the Group in order to fulfil its disclosure requirements under Part Eight of the CRR as well as the processes in place to establish, re-
view and approve the actual disclosures.



The regulatory framework of Basel 3

Implementation of Basel 3 in the European Union (EU)

On 16 April 2013, the European Parliament adopted the new capital and liquidity requirements for the implementation of Basel 3 in the
EU. On 27 June 2013, the final Capital Requirements Directive IV (CRD IV) and the final Capital Requirements Regulation (CRR) were
published in the Official Journal of the EU. The application of the new regulatory requirements for credit institutions and investment firms
became effective as of 1 January 2014. As of this time, Erste Group has been calculating regulatory capital and regulatory capital re-
quirements according to Basel 3.

The “Three Pillars” were introduced for the first time under Basel 2. The objectives of this framework are: a more risk sensitive capital
allocation (Pillar 1 — Minimum Capital Requirements), a more detailed regulatory assessment of material risk categories (Pillar 2 - Super-
visory Review Process) and increased market transparency (Pillar 3 — Market Discipline). Basel 3 enlarged the scope of these require-
ments.

Pillar 1 — Minimum requirements

As introduced by Basel 2, Pillar 1 covers the calculation of capital requirements for credit risk, market risk and operational risk. As such,
it details the different methods available for calculating risk weighted assets for the three risk types and provides information on the eligi-
bility criteria for the constituents of the capital base. Under Basel 3, a leverage exposure requirement was introduced to complement the
minimum risk-based capital requirements; however, the leverage ratio is not yet a binding requirement for EU institutions.

Basel 3 extended minimum requirements to also cover liquidity in addition to capital. In this regard, Pillar 1 specifies the requirements for
the Liquidity Coverage Ratio (LCR) and the Net Stable Funding Ratio (NSFR), with the latter not yet a binding requirement in the EU.

Pillar 2 — Supervisory review process

Pillar 2 requires banks to conduct an internal capital adequacy assessment process (ICAAP) to demonstrate that they have implemented
methods and procedures to safeguard capital adequacy with due attention to all material risks. The ICAAP supplements the minimum
regulatory requirements of Pillar 1. It considers a broader range of risk types as well as Erste Group’s risk and capital management capa-
bilities.

In parallel to the introduction of Pillar 1 requirements for liquidity through the Basel 3 framework, the ICAAP was complemented with an
internal liquidity adequacy assessment process (ILAAP) to ensure banks have implemented processes and tools to safeguard the adequacy
of their funding and liquidity.

Furthermore, Pillar 2 requires supervisors to conduct a Supervisory Review and Evaluation Process (SREP) to assess the soundness of
banks’ ICAAP and ILAAP and take any appropriate actions that may be required.

Pillar 3 — Market discipline

Taking account of Pillar 1 (Minimum Capital Requirements) and Pillar 2 (Supervisory Review Process), Pillar 3 aims to increase market
transparency by providing information on the scope of application, regulatory capital, risk positions, risk measurement approaches and
therefore, the capital adequacy of a bank.



Risk management at Erste Group

DISCLOSURE REQUIREMENTS Art. 435 (1) CRR and Art. 435 (2) CRR

Risk policy and strategy

A core function of each bank is taking risks in a conscious and selective manner and professionally steer those risks. Adequate risk policy
and risk strategy is essential to a bank’s fundamental financial health and operational business success.

Erste Group has developed a risk management framework that is forward-looking and tailored to its business and risk profile. This
framework is based on a clear risk strategy that sets out general principles according to which risk taking must be performed across the
group. The risk strategy is consistent with the business strategy and incorporates the expected impact of external environment on the
planned business and risk development.

The risk strategy defines the current and the targeted risk profile for the main risk types and sets strategic limits for the significant finan-
cial and non-financial risk types as defined in the risk materiality assessment. The risk strategy is executed within a clear defined govern-
ance structure. This structure applies also to monitoring the risk appetite, additional metrics, as well as escalation of limit breaches.

In 2017, management has continued to steer critical portfolios, including active management of non-performing exposures to further
strengthen the risk profile. This has been particularly demonstrated by the continuous improvement of the credit quality and the ongoing
decrease of non-performing loans and risk costs.

Risk management organisation

Risk monitoring and control is achieved through a clear organisational structure with defined roles and responsibilities, delegated authori-
ties and risk limits.

Erste Group’s risk management organisation is presented in detail in Erste Group’s Annual Report 2017, Note 44.2 to the Group financial
statements.

GROUP GOVERNANCE FOR RISK MANAGEMENT ACTIVITIES

The management board (holding board) deals regularly with risk issues of all risk types in its board meetings. Actions are discussed and taken
when needed. Cross-functional representation of risk management and finance area in the relevant steering boards across the group ensures risk
information transfer and steering in line with the Group Risk Strategy and Group RAS.
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Figure 1: Risk Management Committees

The Risk Committee of the Supervisory Board is responsible for granting approval in all cases in which loans and exposures reach an
amount exceeding the approval authority of the management board according to the Credit Risk Approval Authority Regulations. It is in
charge of granting approval to large exposures pursuant to Article 392 CRR, if such a claim is equal to or exceeds 10% of the eligible
capital of the credit institution. Within the competence assigned to it, the Committee may grant advance approvals to the extent permitted
by law. In addition, it is responsible for supervising the risk management of Erste Group Bank AG. The risk committee meets regularly.
As the central risk control body, the risk committee is regularly briefed on the risk status across all risk types.

The CRO Board is responsible for the consistent coordination and implementation of risk management activities within Erste Group,
including joint liabilities. The CRO Board consists of the Group CRO, the chief risk officers of major subsidiaries within Erste Group and
the senior area managers of the CRO division of Erste Group Bank AG. Chaired by the Group CRO, the CRO Board is responsible for
group-wide coordination of risk management and for ensuring the roll-out of group policies to the subsidiaries.

The Group Credit Committee (GCC) is the supreme operative decision-making body for approvals of credit risks according to the exist-
ing regulations. Based on the advice of GCC, decisions of significant exposures and extended risks are decided by the Risk Committee of
the Supervisory Board. The GCC is headed by the Group CRO and comprises the chairman of Corporates & Markets, the head of Group
Credit Risk Management, the head of Group Workout, and the head of the requesting business line. Each subsidiary equips their own local
credit committee established by the same principles.

The Group Risk Executive Committee (GREC) is the central forum for all joint resolutions and acknowledgements in the Erste Group
Bank AG CRO division. Its purpose is the division-wide coordination of all the risk management functions of Erste Group Bank AG. It
discusses and decides on key risk management issues and overarching regulatory topics. In particular, it defines the division’s strategy and
ensures implementation of common risk management standards (e.g. pertaining to processes, systems, reporting and governance).

The Group Operational Conduct Committee (GOCC) is an executive-level committee responsible for enforcement of the Code of Con-
duct as well as the management of non-financial risks. Moreover, the GOCC serves as an escalation and decision-making committee for
the Regional Operational Conduct Committee (ROCC).

The United States Risk Committee (USRC) has been established to meet the requirements of the United States Federal Reserve Board
(FRB) regulation, which has been in force since 1 July 2016. The objective is to involve the management board as key governance and
control function for the U.S. trade portfolio which has been specified in the Combined U.S. Operations (CUSO) guidance.

The Holding Steering Group (HSG) is responsible for the monitoring of the group’s Risk Appetite Statement (especially with regard to
capital and liquidity adequacy, under both normal and stressed conditions), the review of proposed group and local capital measures and
the proposal of remediation actions. Furthermore, it monitors recovery triggers and indicators and, when appropriate advises the manage-



ment board to trigger recovery governance. The oversight of the implementation of the risk-return strategy and the proposal of actions to
reinforce the risk-return steering also belong to the HSG’s tasks and responsibilities.

The Holding Stress Testing Committee (HSTC) is the sole forum for all joint resolutions, decisions and acknowledgements in the stress
testing area for group-wide stress testing activities.

The Group Asset Liability Committee (ALCO) manages the consolidated Erste Group balance sheet, focusing on trade-offs
between all affected consolidated balance sheet risks (interest rate, exchange rate and liquidity risks), and takes care of the setting of
group standards and limits for the members of Erste Group. In addition, it approves policies and strategies for controlling liquidity risk as
well as interest rate risk (net interest income) and examines proposals, statements and opinions of ALM, risk management, controlling and
accounting functions. The approved investment strategy complies with the guidelines agreed with Risk Management.

The Operational Liquidity Committee (OLC) is responsible for the day-to-day management of the global liquidity position of Erste Group. It
analyses the liquidity situation of Erste Group on a regular basis and reports directly to the ALCO. It also proposes measures to the ALCO
within the scope of the management policies and principles laid down in the Liquidity Risk Management Rule Book. Furthermore, members
of the Group OLC are points of contact for other departments or Erste Group members for liquidity-related matters. Each local bank has its
own local operational liquidity committee.

The Market Risk Committee (MRC) is the main steering body for market risk and trading book related issues of Erste Group. MRC ap-
proves group-wide market risk limits and elaborates on the current market situation. Furthermore, it approves market risk methodologies
and models, model changes, and related validation results.

The Group ERM Committee (GERMC) is the sole forum for all joint decisions and acknowledgements in the Enterprise wide Risk Man-
agement (ERM) area across all Erste Group entities and Erste Group Bank AG. Its purpose is the group-wide coordination of the ERM
functions, in particular on ICAAP and economic capital, stress testing, RWA, risk appetite and limit steering, risk strategies and alignment
of risk input for capital planning as well as pricing/provisioning. Furthermore, the GERMC ensures alignment on key ERM topics and the
group-wide implementation of common ERM standards. The Group Loan Loss Provisions Back testing Committee (GLLPBC), as a
subcommittee of GERMC, agrees and approves back-testing results and remedial actions. In addition the Local Industry Limit Monitoring
Committee (LILMC), as a subcommittee of the GERMC, is the steering and monitoring body to ensure comprehensive
control of local Industry limits and oversight of their breaches as well as any escalations to the Credit and/or Group ERM Committee.

The Holding Model Committee (HMC) is the steering and control body for the model development, validation and monitoring.
All new or changed models and model related aspects (e.g. risk parameters, group-wide methodology standards) are reviewed by the
Holding Model Committee and require its approval.

The Regional Operational Conduct Committee (ROCC) decides on business applications and implements group-wide corrective measures
to steer non-financial risks (NFR). This is done based on a risk-return evaluation. Furthermore, ROCC defines group-wide standards for
non-financial risk topics. The ROCC is a forum for joint alignments, decisions, and escalations in non-financial risk areas across Erste
Group entities and Erste Group Bank AG itself.

In addition, committees are established at local level, such as the ‘Team Risikomanagement’ in Austria. It is responsible for a common
risk approach with the Austrian savings banks.

GROUP-WIDE RISK AND CAPITAL MANAGEMENT

Enterprise-wide Risk Management (ERM) includes as its fundamental pillar the Internal Capital Adequacy Assessment Process (ICAAP)
required under Pillar 2 of the Basel framework.

The ERM framework is designed to support the bank’s management in managing the risk portfolios as well as the coverage potential to
ensure that the bank holds at all times adequate capital for the nature and magnitude of the bank’s risk profile. The framework is tailored
to the Erste Group’s business and risk profile and reflects the strategic goal of protecting shareholders and senior debt holders while en-
suring the sustainability of the organisation.

The ERM framework is a modular and comprehensive management and steering system within Erste Group and is an essential part of the
overall steering and management instruments. The ERM components necessary to ensure all aspects, in particular to fulfil regulatory
requirements and to provide an effective internal steering tool can be clustered as follows:



_ Risk Appetite Statement (RAS), limits and Risk Strategy;

_ portfolio and risk analytics including risk materiality assessment, concentration risk management, and stress testing;
_ Risk-bearing Capacity Calculation (RCC);

_ planning of key risk indicators;

_ recovery and resolution planning.

In addition to the ICAAP’s ultimate goal of assuring capital adequacy and sustainability at all times, the ERM components serve to sup-
port the bank’s management in pursuing its strategy.

Risk appetite
Erste Group defines the maximum level of risk it is willing to accept in order to deliver its business objectives within the Group’s risk
appetite (Group RAS). The Group RAS acts as a binding constraint to Erste Group’s business activities within its overall risk appetite
through triggers and limits approved by the management board. The Group RAS consists of a set of core risk metrics providing quanti-
tative direction for overall risk-return steering and qualitative statements in the form of key risk principles that form part of guidelines
for managing risks. The core risk metrics are set as ultimate boundaries for the group risk-return target setting and form a key input into
the annual strategic planning / budgeting process, creating a holistic perspective on capital, liquidity and risk-return trade-offs. The key
objective of the RAS is to:

_ ensure that Erste Group has sufficient resources to support its business at any given point in time and absorb potential losses from

stress events;
_ set boundaries for the Group’s risk target setting;
_ support maintaining the Group’s financial strength and the robustness of its systems and controls.

To foster risk-return steering and ensure proactive management of the risk profile, Erste Group sets its RAS on a forward-looking basis.
External constraints such as regulatory requirements set the ceiling for the RAS and therefore the amount of risk Erste Group is willing to
accept. In order to ensure that the group remains within the targeted risk profile, a traffic light system was established and assigned to the
core metrics. This approach allows a timely delivery of information to the respective governance and the implementation of effective
remediation measures. The RAS traffic light system is defined as follows:.
_ RAS is green: The target risk profile is inside the specified boundaries.
_ RAS is amber: The undershooting or overshooting of a pre-defined threshold leads to an escalation to the designated governance and
the discussion of potential remediation actions.
_ RAS is red: The undershooting or overshooting of a pre-defined limit initiates an immediate escalation to the designated governance
and a prompt implementation of remediation actions.

Moreover, stress indicators are defined for selected core metrics and integrated into the assessment of the stress test results. They are
reported as early warning signals to the management board to support proactive management of the risk and capital profile.

In addition, based on the Group RAS, supporting metrics and principles are defined by material risk type in the group risk strategy. These
support implementation of the mid- to long-term strategy. Risk management governance ensures full oversight of risk decisions and sound
execution of the group risk strategy. Mitigating actions are undertaken as part of the regular risk management process to ensure that the
group remains within its RAS.

The Group RAS 2017 was approved by the management board and the supervisory board. The group further developed an aggregated and
consolidated risk appetite dashboard (RAS Monitor) illustrating the group’s and local entities’ risk profile developments by comparing the
risk exposure and risk limits. The RAS Monitor is regularly presented to the risk committee of the supervisory board and supervisory
board to support its review, oversight, and monitoring of the group risk profile and the risk profile of its local entities.

The table below provides an overview of the Group performance at year-end 2017 against the approved Group RAS:



RAS core metrics Category Year-end 2017 Status Governance

Solvency Ratio (fully loaded) Capital 18.2% [ ] Holding Steering Group/ management board
Tier 1 Ratio (fully loaded) Capital 13.8% o Holding Steering Group/ management board
Common Equity Tier 1 Ratio (fully loaded) Capital 12.9% [ ] Holding Steering Group/ management board
Economic Capital Adequacy Ratio Capital 56.7% [ ] Holding Steering Group/ management board
Leverage Ratio (fully loaded) Capital 6.6% [ ] Holding Steering Group/ management board
Survival Period Analysis (SPA) Liquidity > 12months;buffer kept [ ] Operational Liquidity Committee/ Group Asset Liability Committee
Liquidity Coverage Ratio (LCR) Liquidity 145% [ Operational Liquidity Committee/ Group Asset Liability Committee
Net Stable Funding Ratio (NSFR) Liquidity 133% [ ] Operational Liquidity Committee/ Group Asset Liability Committee
Risk-Earnings Ratio Earnings / Profitability 2.9% [ ] Holding Steering Group/ management board

Table 3: Group Risk Appetite Assessment as of year-end 2017
For further information on governance see chapter ‘Group Governance for Risk Management Activities’.

The Group RAS is also broken down to local entities. The local RAS is approved by the local management board to ensure alignment
with local regulatory requirements, as well as by the management board to ensure compliance with the Group RAS. The group may also
decide to include further compulsory constraints and limits in the local RAS to ensure alignment with the Group RAS and Group Risk
Strategy.

The Group RAS framework streamlines core capital, liquidity, and risk/earnings metrics as well as reinforces key risk principles that form
part of guidelines for managing risks. In addition, the Group RAS strengthens internal governance responsible for oversight of the risk
profile development, embeds RAS into strategic planning and budgeting processes as well as day-to-day management, and ensures timely
management actions in case of adverse developments.

Portfolio and risk analytics
Erste Group uses dedicated infrastructure, systems and processes to actively identify, measure, control, report, and manages risks
within its portfolio. Portfolio and risk analytics processes are designed to quantify, qualify and discuss risks in order to raise awareness to
management in a timely manner.

Risk materiality assessment

The Risk Materiality Assessment (RMA) determines the materiality of risk types and consequently the risk profile across Erste Group and
its entities. RMA is an annual process with the purpose of systematically identifying new and assessing all existing material risks for Erste
Group. As such, the RMA is an integral part of the ICAAP and serves as a steering tool for senior management.

Insights generated by the assessment are used to improve risk management practices and further mitigate risks within the group. The assess-
ment also serves as an input for the design and definition of the group’s Risk Strategy and Risk Appetite Statement. Key outputs and
recommendations of the RMA are considered in the scenario design and selection of the comprehensive and reverse stress tests.

Risk concentration analysis
Erste Group has implemented a process to identify measure, control and manage risk concentrations. This process is essential to ensure
the long-term viability of Erste Group, especially in times of an adverse business environment and stressed economic conditions.

The risk concentration analysis at Erste Group covers credit risk, market risk, operational risk, liquidity risk and inter-risk concentrations.
Identified risk concentrations are considered in the scenario design of the comprehensive stress test and measured under stressed conditions.
The output of the risk concentration analysis additionally contributes to the identification of material risks within the risk materiality
assessment as well as to the Risk Appetite Statement and to the setting/calibration of Erste Group’s limit system.

The result of the concentration analysis helps also to detect major risks within the risk materiality assessment for developing the RAS as
well as for defining and calibrating the limit system of Erste Group.

Stress testing

Modelling sensitivities of the group’s assets, liabilities and profit or loss provide management steering impulses and help to optimise Erste
Group’s risk-return profile. Stress tests help to factor in severe but plausible scenarios providing further robustness to the measurement,
steering and management. Risk modelling and stress testing are vital forward-looking elements of the ICAAP. Finally, sensitivities and
stress scenarios are considered within the group’s planning process.

Erste Group’s most complex stress testing activities are scenario stress tests that take a comprehensive account of the impact of various
economic scenarios, including second-round effects on all risk types (credit, market, liquidity and operational) and in addition impacts on



the associated volumes of assets and liabilities as well as on profit and loss sensitivities. In addition to the standard scenario driven stress
testing exercises, reverse stress tests are performed to identify a scenario or a combination of scenarios in which viability of the current
business model can be questioned.

Erste Group has developed specific tools to translate macroeconomic variables (e.g. GDP or unemployment rate) into risk parameters in
order to support the stress testing process, which combines bottom-up and top-down approaches. For adapting the stress parameters, Erste
Group additionally leverages the experience of its local professionals and uses, where appropriate, their statistical models to simulate the
impacts of macroeconomic variables on the probabilities of default in the respective markets. Special attention is given to account for
adequate granularity and special characteristics (i.a. countries and industries) when determining the segmentation in which the stressed
parameters are defined.

Results from Erste Group’s comprehensive stress tests are analysed in order to decide on appropriate measures. The Comprehensive
Stress Test performed in 2017 indicated no breach of stressed RAS triggers.

Additionally, Erste Group will participate in the European-Wide Stress Test executed by the European Central Bank (ECB) in cooperation
with the European Banking Authority (EBA) in 2018.

Risk-bearing capacity calculation

The Risk-bearing Capacity Calculation (RCC) defines the capital adequacy required by the Internal Capital Adequacy Assessment Process
(ICAAP). In contrast to the regulatory view of Pillar 1, the RCC is based on an economic view and determines whether the bank has
sufficient capital for covering all risks it is exposed to. Based on the results of the RMA, economic capital is considered for all relevant
risk types. The aggregated capital requirement is then compared to internally available capital, as reflected by the coverage potential. The
integral forecast, risk appetite limit and a traffic light system support management in its discussions, decision processes and helps to alert
the management in case there is a need to decide on, plan and execute actions either to replenish the capital base or to take measures for
reducing risk.

The management board and risk management committees are briefed on a quarterly basis in relation to the results of the capital adequacy
calculation. The report includes movements in risks, available capital and coverage potential, consideration of potential losses in stress
situations, the degree of the risk limit utilisation and the overall status of capital adequacy.

Besides the Pillar 1 risk types (credit, market and operational risks), in the context of Pillar 2, interest rate risk in the banking book,
foreign exchange risk arising from equity investments, credit spread risk in the banking book, risk from foreign currency loans, risk from
repayment vehicles as well as business and strategic risk are explicitly considered within the economic capital requirement via internal
models. During 2017 the utilisation of the economic capital was between 55% and 57%. The methodologies that are applied for the differ-
ent risk types are diverse and range from historical simulations and other value at risk approaches to the regulatory approach for residual
portfolios. Moreover, calculations for portfolios under the Standardised Approach for credit risk are extended by risk parameters from the
Internal Ratings-Based approach in order to give a better economic view.

In addition to the Risk-bearing Capacity Calculation, liquidity, concentration and macroeconomic risks in particular are managed by means
of a proactive management framework that includes forward-looking scenarios, stress testing, trigger levels and traffic light systems.

Credit risk accounts for approximately 67% of the total economic capital requirement. Reflecting Erste Group’s conservative risk
management policy and strategy, the group does not offset diversification effects between these three risk types. The economic capital
requirement for unexpected losses is computed on a one-year time horizon with a 99.95% confidence level, which reflects the implied
default risk as well as Erste Group’s conservative approach and high risk management standards.

The capital or coverage potential required to cover economic risks and unexpected losses is based on Basel 3 fully loaded regulatory own
funds adjusted by held-to-maturity reserves and the year-to-date profit. The coverage potential must be sufficient to absorb unexpected
losses resulting from the group’s operations at any point in time.

Risk planning

Group Risk Planning framework is essential for the capital allocation and overall financial planning processes and supports the adequate
reflection of risks within the strategy, steering and management processes of the group.

Key risk indicators covered by the Risk Planning framework include indicators that provide an overview of incurred or potential risks,
with respect to both portfolio and economic environment developments. Indicators include RWA (and related indicators), portfolio quality



indicators (impairments, NPL/NPE and relevant performance indicators etc.), as well as indicators required by the regulatory authorities
under the responsibility of the Risk division.

Planning activities are performed in close cooperation with all stakeholders in the group’s overall process, and follow a clear governance
structure to ensure sound risk planning process.

Risk-weighted asset management

As risk-weighted assets (RWA) determine the actual regulatory capital requirement of a bank and influence the capital ratio as a key
performance indicator, particular emphasis is devoted to meeting targets and to the planning and forecasting capacity for this parameter.
Insights from RWA analyses are used to improve the calculation infrastructure and the quality of input parameters and data.

There is a process in place for tracking developments with RWA targets, forecasting their future development and thereby defining further
targets. The management board is also informed about the current status, and findings are taken into account in the context of Erste
Group’s regular steering process. Furthermore, RWA targets are included in the Risk Appetite Statement.

Capital allocation

An important task integral to the risk planning process is the allocation of capital to entities, business lines and segments. This is done
with close cooperation between Risk Management and Controlling. Methodology for allocation reflects risk and controlling processes in
order to allocate capital with risk-return considerations.

Recovery and resolution plans
In compliance with the Austrian Banking Recovery and Resolution Law (‘Bundesgesetz iiber die Sanierung und Abwicklung von Banken
— BaSAG?’) Erste Group annually submits an updated Group Recovery Plan to ECB.

The Group Recovery Plan identifies options for restoring financial strength and viability in case Erste Group comes under severe economic
stress. The plan specifies potential options for the replenishment of capital and liquidity resources of the bank in order to cope with a range
of scenarios including both idiosyncratic and market-wide stress.

Erste Group collaborates with the resolution authorities in the drawing up of resolution plans based on BaSAG and EU Regulation
No 806/2014 establishing the Single Resolution Mechanism (SRM Regulation).

RISK MONITORING

All risks and exposures are monitored on a continuous basis and managed on the following levels: portfolio, organisational and risk type
level. The following figure presents an overview of the risk monitoring framework at Group level consisting of both strategic and opera-
tional oversight as set out below.
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Figure 2: Strategic and operational risk oversight and management at Erste Group



Strategic oversight

The RAS sets the boundary for the maximum risk the bank is willing to accept in order to pursue its business objectives; this includes a
set of core steering metrics with trigger levels providing strategic guidelines for risk management and planning.

The risk strategy sets strategic risk targets based on the target risk profile and RAS, and provides a balanced risk-return view considering
the strategic focus and business plans.

Both are regularly monitored and reported in the Group Risk Report including a traffic light overview together with respective measures
to address deviations from strategic plans or objectives identified. Group and local RAS are also reported in the RAS Monitor. The Group
Risk Report and the RAS Monitor are presented and discussed in the management board, the risk committee of the supervisory board, as
well as the supervisory board on a quarterly basis.

Operational oversight

Risk management by risk type ensures that the risk-specific profile remains in line with the risk strategy and operational limits support
achievement of the strategic targets. The development of the specific risk profile (i.e. retail credit, corporate credit, operational risk, etc.)
is reported through dedicated risk reports in a more granular way and supports risk decision-making of the dedicated risk functions to
ensure the risk profile remains within the risk strategy (i.e. operational risk report, retail risk report, etc.). These reports also include spe-
cific monitoring metrics that provide an early warning signal for adverse developments of, e.g., portfolio quality (client, segment, coun-
tries and industries) or risk drivers.

Management bodies

Erste Group has a two-tier governance structure with a management board and a supervisory board as management bodies. Details on the
mandates of supervisory boards or similar functions, on the recruitment policy for the selection and assessment of members of manage-
ment bodies, as well as on the policy on diversity are contained in the corporate governance report, which is part of the annual report.
Details on career and education of the management board and the supervisory board members are available on Erste Group’s website
under https://www.erstegroup.com/en/about-us.

RISK COMMITTEE OF THE SUPERVISORY BOARD

The risk committee is one of six committees set up by the supervisory board of Erste Group . It advises the management board with regard
to Erste Group’s current and future risk appetite and risk strategy and monitors the implementation of this risk strategy. The committee
also reviews whether the services and products offered are adequately priced in accordance with the bank’s business model and risk strat-
egy. Without prejudice to the duties of the remuneration committee, the risk committee is also responsible for reviewing whether the
incentives offered by the internal remuneration system adequately take into account risk, capital, liquidity and the probability and timing
of profit realisation. The risk committee is responsible for granting approval in all those cases in which loans and exposures reach an
amount exceeding the approval authority of the management board defined in the approval authority regulation. The approval of the risk
committee is required for any exposure as defined in section 28b of the Austrian Banking Act (large exposure). In addition, it may grant
advance approvals to the extent permitted by law. The risk committee is responsible for monitoring the risk management of Erste Group
Bank AG. A report providing key information about the organisation, structure and operation of the risk management system in place for
the company and major subsidiaries has to be submitted to the committee at least once a year. The supervisory board has delegated to the
risk committee the right to approve the establishment and closure of branches, to grant special statutory power of attorney (Prokura) for
all business operations. The committee is responsible for monitoring the Group’s portfolio of participations except in cases where this is
the responsibility of the audit committee. The tasks of the risk committee include the acknowledgement of reports on legal disputes and
on the risk impact and costs of major IT projects as well as of reports on important audits of subsidiaries conducted by regulatory authori-
ties.

The risk committee held seventeen meetings in 2017 at which it regularly took decisions and received reports that are within its duties and
powers as outlined above.

Material risks at Erste Group

At Erste Group, the risk materiality assessment is performed for risk types to which a credit institution may be exposed. This Disclosure
Report presents the qualitative and quantitative features of the following material risk types in detail:
_ Credit risk (including counterparty and country risk)
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_ Market risk (including interest rate and credit spread risks in the banking book)
_ Operational risk

_ Liquidity risk

_ Macroeconomic risk

_ Concentration risk

_ Business risk

_ Reputational risk

_ Cross-guarantee risk

In addition, this report also provides details on interest rate risk, counterparty credit risk and the risks arising from securitisation positions
and equity exposures, which form an integral part of the risk types mentioned above.
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Scope of application

DISCLOSURE REQUIREMENTS Art. 436 CRR

In the application of the Article 436 (b) CRR, Erste Group is disclosing the differences due to scope of consolidation, followed by the
differences between carrying amounts available in financial statements and exposure used for the regulatory purpose.

Carrying amounts of the items:

Not subject to
capital
Subject to requirements
Subject to counterparty Subject to the Subject to the or subject to
credit risk credit risk securitisation market risk deduction
in EUR million IFRS CRR framework framework framework framework from capital
Assets
Cash and cash balances 21,796 21,794 20,399 178 0 1,217 0
Financial assets - held for trading 6,349 6,343 0 3,331 0 5,550 0
Derivatives 3,333 3,331 0 3,331 0 2,538 0
Other trading assets 3,016 3,012 0 0 0 3,012 0
Financial assets - at fair value through profit
or loss 543 514 498 0 0 0 16
Financial assets - available for sale 16,060 15,565 15,496 0 69 0 0
Financial assets - held to maturity 19,800 19,799 19,798 0 1 0 0
Loans and receivables to credit institutions 9,126 9,122 2,127 6,760 0 3,339 0
Loans and receivables to customers 139,532 139,869 138,562 249 1,035 171 29
Derivatives - hedge accounting 884 884 0 867 0 555 0
Changes in fair value of portfolio hedged
items 0 0 0 0 0 0 0
Property and equipment 2,387 2,278 2,278 0 0 0 0
Investment properties 1,112 828 828 0 0 0 0
Intangible assets 1,524 1,515 0 0 0 0 1,515
Investments in associates and joint ventures 198 174 174 0 0 0 0
Current tax assets 108 107 107 0 0 0 0
Deferred tax assets 258 252 203 0 0 0 49
Assets held for sale 214 136 136 0 0 0 0
Other assets 769 860 860 0 0 0 0
Total assets 220,659 220,041 201,467 11,386 1,104 10,832 1,609
Liabilities and equity
Financial liabilities - held for trading 3,423 3,424 0 2,935 0 2,465 0
Derivatives 2,934 2,935 0 2,935 0 1,976 0
Other trading liabilities 489 489 0 0 0 489 0
Financial liabilities - at fair value through
profit or loss 1,801 1,801 0 0 0 0 1,801
Deposits from banks 0 0 0 0 0 0 0
Deposits from customers 49 49 0 0 0 0 49
Debt securities issued 1,753 1,753 0 0 0 0 1,753
Other financial liabilities 0 0 0 0 0 0 0
Financial liabilities measured at amortised
costs 191,711 191,300 0 0 0 8,470 182,830
Deposits from banks 16,349 16,345 0 0 0 5,338 11,007
Deposits from customers 150,921 151,082 0 0 0 3,132 147,951
Debt securities issued 23,342 23,307 0 0 0 0 23,307
Other financial liabilities 1,099 566 0 0 0 0 566
Derivatives - hedge accounting 360 360 0 0 0 0 360
Changes in fair value of portfolio hedged
items 666 666 0 0 0 0 666
Provisions 1,648 1,638 0 0 0 0 1,638
Current tax liabilities 101 99 0 0 0 0 99
Deferred tax liabilities 61 50 0 0 0 0 50
Liabilities associated with assets held for
sale 3 3 0 0 0 0 3
Other liabilities 2,596 2,492 0 0 0 0 2,492
Total equity 18,288 18,206 0 0 0 0 18,206
Equity attributable to non-controlling
interests 4,416 4,403 0 0 0 0 4,403
Equity attributable to owners of the parent 13,872 13,803 0 0 0 0 13,803
Total liabilities and equity 220,659 220,041 0 2,935 0 10,935 208,147

Table 4: Differences between accounting and regulatory scopes of consolidation and mapping of financial statements categories with
regulatory risk categories (EU LI1- EBA/GL/2016/11)

Information on the differences between IFRS and CRR scope of consolidation is disclosed in Erste Group’s annual report, as stated in the

table 1 of this report. Brake down of the carrying amounts depends on the risk framework under which capital requirement is calculated in
accordance with the Part Three of the CRR. Overlapping between risk frameworks exist for the trading book derivatives and repo transac-
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tions, as they are included in both counterparty credit risk and market risk framework. Another overlap exists between deduction and
securitisation framework for the part of securitisation exposure with the risk weight of 1250% (as explained in more details in securitisa-
tion part of the report). Therefore the sum of different frameworks is not equal to the total carrying values presented under CRR scope of
consolidation. In the last column on-balance positions deducted from own funds in accordance with the Part Two of CRR are presented.
Detailed information on deductions from own funds are disclosed in annual report, as presented in the table 1 of this report.

The aim of table below is to provide information on the main sources of difference between the financial statements carrying amounts and
exposure values used for regulatory purposes by relevant risk frameworks.

Items subject to:

Counterparty

Credit risk credit risk Securitisation
in EUR million Total framework framework framework
Asset carrying value amount under scope of regulatory consolidation 220,041 201,467 11,386 1,104
Liabilities carrying value amount under regulatory scope of consolidation 201,835 0 2,935 0
Total net amount under regulatory scope of consolidation 220,041 201,467 11,386 1,104
Off-balance sheet amounts 41,823 20,255 0 0
Effect of CCF to off-balance -21,567 0 0 0
Differences in valuations 16 0 16 0
Differences due to SFT 2,783 0 2,783 0
Differences due to derivatives 609 0 609 0
Differences due to consideration of provisions for on-balance exposure 3,983 2,969 0 0
Provisions for on-balance exposure in STA -1,014 0 0 0
Differences due to securitisation -79 0 0 -79
Other 3,971 3,971 0 0
Exposure amounts considered for regulatory purposes before CRM 244,481 228,663 14,793 1,025

Table 5: Main sources of differences between regulatory exposure amounts and carrying values in financial statements (EU LI2-
EBA/GL/2016/11)

Asset carrying value amount represents total asset of the bank under the regulatory scope of consolidation, while in respective columns
portion related to relevant risk frameworks is presented. Derivative liabilities are not considered in the Total net amount. The netting
benefit from derivative liabilities are included in the line Differences due to derivatives.

In the column total, off-balance sheet amounts represents the nominal value of the off-balance items under the regulatory scope of consol-
idation, while in the column credit risk framework, off-balance amount after application of the relevant conversion factors is disclosed.
Effect of the CCF to off-balance is shown separately.

Differences in valuations represents consideration of credit value adjustments (CVA) for Derivatives in the carrying value.

Differences in SFTs due to regulatory exposures from reverse repo transactions.

Differences in Derivatives due to different treatment of netting (balance sheet netting vs. regulatory netting). Regulatory add-ons accord-
ing to CRR article 274 are increasing the regulatory exposure.

Differences due to consolidation of credit risk adjustments relate to part of the allowances for on-balance exposure assigned to the regula-
tory exposure in IRB approach. In the column total, allowances for the total on-balance are presented and the portion of the allowances
related to the exposures in STA.

Differences due to securitisation refer to net effect of (1) tranches placed with the investors; (2) reserve fund that is not collateralized with
the assets; (3) redemptions between last payment date for Notes Edelweiss 2 11 Oct. 2017 and Assets of Edelweiss 2 as of 31 Dec. 2017,
(4) part of allowances assigned to the performing portfolio under the securitisation.

Other differences in credit risk are mainly driven by: (1) house bank guarantees based on OeKB export finance loans — guarantee booked
off balance for the part of the underlying exposure transaction which is covered by the government guarantee; (2) on-balance booked
accrued interest after default of the client (fully covered by allowances); (3) differences due to FX rates used in CEE countries.

Exposures subject to market risk are not included in table 5. The market risk exposures shown in table 4 include only positions booked in
the trading book.

As on-balance items subject to deductions are not considered in regulatory exposure, they are not included in the table 5.

Total regulatory exposure is shown before application of the credit risk mitigates.
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Capital requirements

DISCLOSURE REQUIREMENTS Art. 438 CRR

Based on the business activities of Erste Group, capital requirements are derived for the Pillar 1 risk types credit risk, market risk and
operational risk. In the context of Pillar 2, interest rate risk in the banking book, foreign exchange risks arising from equity investments,
credit spread risk in the banking book, risks from foreign currency loans as well as business and strategic risks are explicitly considered
within economic capital requirements by means of internal models. The capital requirements were complied with at all times during the
reporting period.

The table below gives an overview of the RWA and capital requirements calculated in accordance with the Article 92 of the CRR.

Minimum

capital

RWAs requirements

In EUR million 31.12.2017 31.12.2016 31.12.2017
Credit risk (excluding CCR) 84,662 79,724 6,773
Of which the standardised approach 15,511 14,860 1,241

Of which the foundation IRB (FIRB) approach 50,562 47,058 4,045

Of which the advanced IRB (AIRB) approach 17,093 16,082 1,367

Of which equity IRB under the simple risk-weighted approach or the IMA 1,496 1,724 120
CCR 2,022 3,197 162
Of which mark to market 1,096 1,359 88

Of which original exposure 29 30 2

Of which the standardised approach 0 0 0

Of which internal model method (IMM) 0 0 0

Of which comprehensive method 274 668 22

Of which risk exposure amount for contributions to the default fund of a CCP 0 0 0

Of which CVA 622 1,141 50
Settlement risk 1 0 0
Securitisation exposures in the banking book (after the cap) 101 135 8
Of which IRB approach 0 0 0

Of which IRB supervisory formula approach (SFA) 101 135 8

Of which internal assessment approach (IAA) 0 0 0

Of which standardised approach 0 0 0
Market risk 2,914 3,612 233
Of which the standardised approach 1,022 1,157 82

Of which IMA 1,891 2,456 151
Large exposures 0 0 0
Operational risk 17,911 15,140 1,433
Of which basic indicator approach 3,219 3,155 257

Of which standardised approach 0 0 0

Of which advanced measurement approach 14,692 11,985 1,175
Amounts below the thresholds for deduction (subject to credit risk 250% risk weight) 1,264 1,160 101
Floor adjustment 0 0 0
Other exposure amounts 2,419 0 194
Total 110,028 101,809 8,802

Table 6: Overview of RWAs and capital requirement (EU OV1- EBA/GL/2016/11)

Since the end of the second quarter of 2017 Erste Group reports on consolidated level an RWA add-on in view of the calculation of risk-
weighted assets for credit risk in Banca Comerciald Roméana (BCR) in the amount of around EUR 2.4 billion. This RWA increase front-
loads the expected difference in BCR between the treatments of exposures under the Standardised Approach compared to the treatment
under IRB Approach and is limited in time until the authorization of the IRB Approach in BCR. This figure is shown in table above in the
row Other exposure amounts.

CREDIT AND COUNTERPARTY CREDIT RISK

The Austrian Financial Market Authority (FMA) together with the Austrian National Bank (OeNB) approved the application to use the
IRB Approach for the majority of the credit risk positions of Erste Group in January 2007. The Supervisory Slotting Approach is applied
to Specialised Lending (SL). The remaining risk positions are covered by the Standardised Approach. Further information on the topic is
included in the chapters “Use of ECAIs”, “Use of the IRB Approach to Credit Risk” and “Counterparty Credit Risk”. More details on
securitisations are included in the chapter “Exposure to Securitisation Positions”, and for equity exposures in the chapter “Exposures in
Equities not included in the Trading Book™.

The table below shows an overview of capital requirements to cover credit risk, counterparty credit risk and securitisation. The capital
requirements under the IRB Approach and the Standardised Approach respectively are broken down into the relevant exposure classes.
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Capital requirements for credit ,counterparty credit risk and securitisation by exposure class

Capital

Capital requirements
in EUR million requirements (% of total)
IRB Approach
Central Governments and Central Banks 26 0.4%
Institutions 260 3.8%
Corporates 3,632 52.7%

Specialised Lending 1,109 16.1%
Retail 1,368 19.8%
SME 299 4.3%
Secured by immovable property collateral 536 7.8%
Qualifying revolving 0 0.0%
Other retail 532 7.7%
Equity 120 1.7%
Simple Risk Weight Approach 51 0.7%
PD/LGD Approach 24 0.3%
Significant Investments with RW of 250% 45 0.7%
Securitisation Positions 8 0.1%
Other non-credit obligation assets 229 3.3%
IRB Approach Total 5,642 81.8%
Standardised Approach
Central Governments and Central Banks 95 1.4%
Regional Governments and Local Authorities 30 0.4%
Public Sector Entities 22 0.3%
Multilateral Development Banks 0 0.0%
International Organisations 0 0.0%
Institutions 13 0.2%
Corporates 507 7.4%
Retail 239 3.5%
Exposures secured by mortgages on immovable property 98 1.4%
Exposures in default 38 0.5%
Exposures associated with particular high risk 13 0.2%
Covered Bonds 0 0.0%
Securitisation Positions 0 0.0%
Exposures to institutions and corporates with a short-term credit assessment 0 0.0%
Collective Investment Undertakings 5 0.1%
Equity 46 0.7%
Institutions in Standardised Approach 7 0.1%
Permanent Partial Use 4 0.1%
Grandfathering Provisions 36 0.5%
Other items 145 2.1%
Standardised Approach Total 1,251 18.2%
Total 6,893 100.0%

Table 7: Capital requirements for credit risk by exposure class under the Standardised and IRB Approach (Art. 438 (c) (d) CRR)
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In table below, additional quantitative disclosure of the Specialised lending and equity under the simple weight approach is provided.

Specialised lending

Regulatory On-balance Off-balance Exposure Expected
categories Remaining maturity sheet amount sheet amount Risk weight amount RWA losses
Less than 2.5 years 809 242 50% 976 545 0

Category 1 Equal to or more than 2.5 years 4,416 550 70% 4,817 3,853 19
Less than 2.5 years 1,242 529 70% 1,605 1,220 6

Category 2 Equal to or more than 2.5 years 4,417 820 90% 5,005 4,966 40
Less than 2.5 years 279 152 115% 380 451 11

Category 3 Equal to or more than 2.5 years 1,043 133 115% 1,143 1,428 32
Less than 2.5 years 124 41 250% 151 414 12

Category 4 Equal to or more than 2.5 years 342 48 250% 374 982 30
Less than 2.5 years 221 11 - 229 0 114

Category 5 Equal to or more than 2.5 years 594 73 - 652 0 326
Less than 2.5 years 2,674 975 3,341 2,629 143

Total Equal to or more than 2.5 years 10,812 1,625 11,991 11,229 447

Equities under the simple risk-weight approach

On-balance Off-balance Exposure Capital

Categories sheet amount sheet amount Risk weight amount RWA requirements
Exchange-traded equity exposures 27 7 190% 34 65 5

Private equity exposures 30 0 290% 30 86 7

Other equity exposures 131 0 370% 131 483 39

Total 187 7 194 634 51

Table 8: Calculation of RWA in accordance with Article 153 (5) and Article 155 (2) of CRR for Specialised landing and equity (EU CR10
EBA/GL/2016/11)

Erste Group is reporting on consolidated level since Q3 2017 - due to a decision of the European Central Bank in the context of its super-

visory assessments in view of deficiencies in credit risk models — a RWA-Add-On of around EUR 1.7 billion until these deficiencies will
be addressed in the course of an update of these models.

MARKET RISK

The table below gives an overview of the capital requirements to cover position risk, foreign-exchange risk,commodities risk and settle-

ment risk.

Capital requirements
in EUR million Capital requirements (% of total)
Standardised Approach 82 35.1%

position risk with interest rate instruments 56 23.9%
position risk in equity instruments 10 4.5%
commodities risk 0 0.0%
foreign-exchange risk (incl. gold) 16 6.7%
Internal Model 151 64.9%
Settlement Risk 0 0.0%
Total 233 100.0%

Table 9: Capital requirements for position risk, foreign-exchange risk, commodities risk and settlement risk (Art. 438 (e¢) CRR)

The main driver for the decrease of own funds requirements for market risk is due to changed exposures towards governments. Position
changes led to higher diversification and a decrease of stressed VaR also translating to lower internal model contribution in 2017.

OPERATIONAL RISK

For the calculation of regulatory capital requirements for operational risk at Erste Group, the Advanced Measurement Approach (AMA)
has been used since approval by the OeNB in the first half of 2009. In subsidiaries which do not yet use the AMA, the Basic Indicator
Approach (BIA) is used. The table below shows the capital requirements for operational risk under the AMA and the BIA. Details on the
management of operational risk at Erste Group are presented in the chapter “Operational Risk”.

Capital requirements

in EUR million Capital requirements (% of total)
Advanced Measurement Approach 1,175 82.0%
Basic Indicator Approach 257 18.0%
Total 1,433 100.0%

Table 10: Capital requirements for operational risk (Art. 438 (f) CRR)
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NON-DEDUCTED PARTICIPATIONS IN INSURANCE UNDERTAKINGS

Table below provides information on not deducted holdings of own funds instruments of an insurance undertaking, a re-insurance under-
taking or insurance holding company in which institution has significant investment (according to Article 49 (1) of the CRR).

In EUR million Value
Holdings of own funds instruments of a financial sector entity where the institution has a significant investment not deducted from own

funds (before risk weighting) 303
Total RWAs 757

Table 11: Non-deducted participations in insurance undertakings (Article 438 (c) (d) CRR & EU INS1 - EBA/GL/2016/11)

INTERNAL CAPITAL ADEQUACY ASSESSMENT PROCESS
DISCLOSURE REQUIREMENTS Art. 438 (a) CRR

The Internal Capital Adequacy Assessment Process (ICAAP) and the Risk-bearing Capacity Calculation (RCC) form integral parts of
Pillar 2 requirements pursuant to the Basel regime. Erste Group’s RCC measures the economic risks across all relevant risk types and
compares them to the capital or the coverage potential Erste Group holds for covering such risks.

More specifically, the risk side of the calculation serves to determine the economic capital requirement from unexpected losses in respect
of credit, market, operational and other risks. The risk is calculated at a confidence level of 99.95%. This economic capital requirement is
then compared to the capital held as coverage potential, which is based on regulatory own funds and additional coverage reserves availa-
ble, thus determining the bank’s ability to absorb potential unexpected losses. The calculation of RCC is designed in accordance with the
business strategy and risk profile of Erste Group and is accounted for in the Risk Appetite Statement (RAS) of the Group. The RAS de-
fines, from a strategic perspective, the risk level that the Group is willing to expose itself to. The RAS specifies restrictions and limits
required for daily operations. In general, the entire coverage potential has to be higher than or equal to the bank’s overall risk exposure.
The Group has defined Economic Capital Adequacy Limits as one of several measures to express and monitor the Group’s risk appetite.

To determine the Group’s capital adequacy, Erste Group deploys a forward-looking traffic light system. In this manner, management may
assess at any time the extent to which the economic capital adequacy of the Group is appropriate and sufficient. This process enables the
management to respond in time to changes, and, if necessary, to take the relevant measures on either the risk/economic capital side or the
available capital/coverage potential side.

The management board and risk management committees are briefed regularly, at least quarterly, on the results of the risk-bearing capaci-
ty determined, including the movements in risk/economic capital and in available capital/coverage potential, the degree of utilisation of
risk limits, and modelled risks/economic capital and available capital/coverage potential going forward. The calculation of the RCC forms
a vital part of the management of risk and capital at Erste Group.

The figure below shows the distribution of risk types which make up the economic capital requirement of Erste Group. Other risks en-
compass business and strategic risks.

Economic capital allocation {in %}
31 December 2017

Market risk

Operational risk

Cther risks

Credit risk

66.5

Figure 3: Economic capital composition
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The results of the RCC are presented in the table below:
Risk bearing capacity calculation

in EUR million

Economic capital requirement 12,307
Coverage potential 21,715
Excess 9,408

Table 12: Risk-bearing capacity calculation as of 31 December 2017 (Art. 438 (a) CRR)

Pursuant to FMA Minimum Standards for the Risk Management and Granting of Foreign Currency Loans and Loans with Repayment
Vehicles (FMA- FXTT-MS), published in June 2017, institutions are obliged to disclose risk arising from foreign currency loans and

loans with repayment vehicle.

As of 31 December 2017, funding gap for loans with the repayment vehicles is over prescribed threshold for enhanced monitoring and
reporting of 20%, therefore Erste Group is providing in the tables below information on the loan portfolio with repayment vehicles on
consolidated basis. Share of loans with repayment vehicles in total loan portfolio is 3.3%.

in EUR million Loans with repayment vehicle out of which: Bullet loans out of which: Amortising loans
up to 1 year 170 103 67
from 1 to 5 years 722 570 152
from 5 to 10 years 1,239 905 334
from 10 to 15 years 1,771 1,255 516
above 15 years 854 339 515
Total 4,755 3,172 1,583

Table 13: Breakdown of loans with repayment vehicle by residual maturity and repayment type

Share of non-performing loans is 4.6%.

in EUR million Loans with repayment vehicle
Total loans 4,755

out of which non-performing loans 219
Total LLP 111

out of which LLP on non-performing loans

101

Table 14: Asset quality of the loans with repayment vehicles

Calculation of the funding gap is based on portfolio booked in Austria, which encompasses 81.6% of total loans with repayment vehicle in

Erste Group.

Currency of the loan Gap (%)
EUR 21.7%
usD 28.8%
CHF 31.1%
Other 22.9%
Total 29.0%

Table 15: Funding gap of the portfolio with repayment vehicles by currencies
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Capital buffers

DISCLOSURE REQUIREMENTS Art. 440 CRR

Erste Group calculates countercyclical buffer requirements at consolidated level in accordance with Title VII, Chapter 4 of Directive
2013/36/EU (CRD 1V). As of 31 December 2017, a small number of jurisdictions (Hong Kong, Norway, Sweden, Czech Republic, Slovak
Republic, Island) applied countercyclical buffer rates of more than 0%, resulting in an overall countercyclical buffer rate for the Group of
0.1509%.

tables below set out the geographical distribution of credit exposures relevant for the calculation of the countercyclical buffer as well as
the institution-specific countercyclical buffer rate for the Group as of 31 December 2017. The disclosure follows templates prescribed by
Commission Delegated Regulation (EU) 2015/1555 with regard to regulatory technical standards for the disclosure of information in
relation to the compliance of institutions with the requirement for a countercyclical capital buffer.

The table detailing the distribution of credit exposures has been simplified by listing individually only those countries which either repre-
sent core markets for the Group or have communicated countercyclical buffer rates other than zero. All other countries are shown in ag-
gregated country groupings that reflect the geographical segmentation used in other tables in this report.

General credit Trading book Securitisations
exposures exposures exposures Own funds requirements
Sum of long Value of Institution
and short trading Own Counter- specific
positions of book funds  cyclical counter-
trading book  exposure General Trading Securitis- require- capital cyclical
exposure for internal credit book ation ments buffer capital
in EUR million STA IRB for STA models STA IRB exposure exposure exposure Total weight rate buffer rate
Czech Republic 991 30,110 9 9 0 0 1,232 0 0 1,232 21% 0.50%  0.00107%
Slovakia 327 13,358 5 5 0 0 443 1 0 443 8% 0.50%  0.00039%
Sweden 5 189 18 18 0 0 11 1 0 11 0% 2.00%  0.00004%
Hong Kong 0 55 0 0 0 0 2 0 0 2 0% 1.25%  0.00001%
Norway 1 52 0 0 0 0 2 0 0 2 0% 2.00%  0.00001%
Iceland 0 1 0 0 0 0 0 0 0 0 0% 1.25%  0.00000%
Austria 4,362 80,423 81 104 0 1,021 2,239 10 8 2,257 39% 0.00%  0.00000%
Croatia 923 5,313 0 0 0 0 289 0 0 289 5% 0.00%  0.00000%
Hungary 178 4,976 26 26 0 0 318 2 0 320 6% 0.00%  0.00000%
Romania 7,482 635 1 1 0 0 402 0 0 402 7% 0.00%  0.00000%
Serbia 1,116 288 97 0 0 0 65 8 0 72 1% 0.00%  0.00000%
Asia 0 259 0 0 0 0 19 0 0 19 0% 0.00%  0.00000%
Latin America 15 47 0 0 0 0 4 0 0 4 0% 0.00%  0.00000%
Middle
East/Africa 6 621 3 3 0 0 20 0 0 20 0% 0.00%  0.00000%
SE Europe/CIS 1,230 166 2 0 0 0 80 0 0 81 1% 0.00%  0.00000%
Other EU
Countries 1,616 7,821 42 127 0 0 452 8 0 460 8% 0.00%  0.00000%
Other
Industrialised
Countries 198 2,225 23 27 0 0 134 2 0 136 2% 0.00%  0.00000%
Total 18,452 146,541 308 320 0 1,021 5,713 31 8 5,752 100%

Table 16: Geographical distribution of credit exposures relevant for the calculation of the countercyclical capital buffer (Art. 440 (1) (a)
CRR)

Czech Republic, Slovakia, Austria, Croatia, Hungary, Romania and Serbia are Core market countries. Emerging markets are following
geographical areas: Asia, Latin America, Middle East/Africa and SE Europe/CIS.

in EUR million

Total Risk Exposure amount 110,028
Institution specific countercyclical capital buffer rate 0.1509%
Institution specific countercyclical buffer requirement 166

Table 17: Amount of institution-specific countercyclical capital buffer (Art. 440 (1) (b) CRR)
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Credit risk

Goals and principles of risk management
DISCLOSURE REQUIREMENTS Art. 435 (1) (a) (b) (c) (d) CRR

Credit risk arises in the traditional lending and investment business and includes losses incurred due to the default of a borrower or the
impairment of a credit exposure due to the downgrading of a debtor. Country risk is implicitly considered when assessing credit risk.

Credit risk in retail lending arises from the probability that customers may fail to settle their financial obligations as stipulated by the
contractual terms. Managing credit risk in retail involves dealing with a large number of relatively small exposures extended to private
individuals, independent professionals, entrepreneurs or to micro companies in line with the Basel definitions. These exposures can be
clustered into different risk segments with similar characteristics based on their rating and/or payment behaviour and treated accordingly
by applying a rule-based approach.

Credit risk related to retail loan portfolios is managed at the Group and at the local entity level with a common interest to ensure regulato-
ry compliant risk management practices and to provide customers with manageable loan facilities that are within their financial capacities
supported by underlying profitability.

At Group level, retail credit risk is managed by the Group retail lending framework that sets out specific risk management policy require-
ments. All local entities engaged in lending activities must comply with these requirements. In addition, a standardised retail risk specific
reporting platform is in place throughout the Group. This ensures that loan portfolio dynamics can be monitored and analysed regularly,
identifying potential adverse developments early on and developing targeted mitigating actions.

Local banks develop their local lending strategy in which input from local risk management plays a key role. Local retail risk manage-
ment supports the local business lines by identifying which customer segments should be in focus in terms of new lending initiatives.
Moreover, local retail risk management ensures that any new products or changes in lending criteria are in line with the Group lending
framework requirements and are adequately supported by the existing risk infrastructure. Local risk management also has the primary
responsibility for ensuring that country-specific know-how is incorporated into risk management practices and that implications of the
local environment (market, competitive, economic, political and legal/regulatory) are appropriately addressed.

In the non-retail business,the Group Risk Strategy defines the maximum level of risk Erste Group is willing to accept in its non-retail
portfolio to deliver its business objectives in accordance with the Group RAS. It sets quantitative credit risk portfolio limits and qualita-
tive risk principles to ensure that the credit risk profile remains in line with the Group Risk Strategy. Further limits are derived from the
credit risk portfolio limits and include industries, countries, single names and products. These are established to manage credit risk con-
centrations and align the portfolio composition to the approved relevant business and risk strategies. For single names, the business and
risk strategies are defined jointly by business and risk managers. The underlying principle is to ensure that lending activities are in com-
pliance with the client rating based maximum (including uncollateralised) credit limit, are based on expert opinions and analyses and
involve relevant cross-functional support from other departments. In addition, as and when available, peer group analyses and information
from industry leaders/losers are used to identify industry consolidation trends early on and to adjust the business and risk strategies ac-
cordingly.

No transaction can be executed without prior approval by credit risk management in accordance with the procedural requirements and
explicitly delegated approval authorities. No credit decision is taken without a thorough assessment of the industry each borrower oper-
ates in, its risk profile, repayment capability and the assignment of an internal rating.

Collateral and credit enhancements are evaluated pursuant to internally defined rules. Depending on rating grade, purpose and tenor, risk-
bearing products are protected against losses by stipulating adequate collateral that is fully and indisputably legally enforceable and suffi-
ciently documented for the bank. Nevertheless, collateral and credit enhancements can never substitute repayment capability.

The credit monitoring process is used to ensure consistency between the credit decision and the loan agreement, and to monitor the fulfil-
ment of contractual obligations of a client. The process encompasses pre-drawn checks (i.e. fulfilment of all conditions precedent and
other contractual conditions) and ongoing monitoring (i.e. fulfilment of conditions subsequent and operationalised covenants). Counter-
party credit risk limits are monitored daily in an internal limit management system with remedial actions taken in case limits are exceed-
ed. An early warning framework is implemented to proactively identify negative developments. When early warning signals are
identified, adequate risk mitigating actions are taken.
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ORGANISATION

In 2017, two risk functions, Group Retail Risk Management and Group Credit Risk Management, were merged into one function of
Group Credit Risk Management. The reorganized Group Credit Risk Management is the operative risk management function for the retail
(private individual and micro customers) and non-retail portfolio (medium-sized enterprises, large corporate and real estate customers,
corporate finance, institutional clients and counterparties, sovereigns and countries). It reports directly to the Group Chief Risk Officer
(CRO) of the Management Board of Erste Bank Group AG.

Group Credit Risk Management is responsible for setting standards and steering the Group’s retail and non-retail lending portfolios, in-
cluding defining the lending and portfolio analytical framework, and operating the group-wide credit decision-making process, early
warning system and credit monitoring requirements for the corporate portfolio. It recommends the unconditional approval authorities of
the local management boards for approval by the Management Board of Erste Bank Group AG and fosters group-wide credit know-how
and culture through regular training activities and sharing lessons learnt. It ensures that only credit risk that is in line with the risk appe-
tite, the risk strategy and limits set by Group Enterprise-wide Risk Management is taken on the books of Erste Group. In addition, this
function is the first line credit risk management for business booked in Erste Group Bank AG, and, above defined thresholds, the second
line risk management for business booked in Erste Group's subsidiaries and the 'Haftungsverbund'. In its capacity as second line risk
management, it provides the local management boards with recommendations for credit decisions that take into account the Group per-
spective. It is also responsible for monitoring and reporting relevant credit risk limit utilizations. Furthermore it conducts regular in-depth
portfolio reviews with local risk management to understand portfolio dynamics and identify potential adverse portfolio developments
early on.

Group Credit Risk Management is represented in several relevant governance committees as described in the section on Group Govern-
ance for risk management activities.

RISK MEASUREMENT AND CONTROL

Prior to granting a loan, the creditworthiness of a retail client is determined and verified in view of the risk/return trade-off supported by
clients' rating. Loans can only be granted if the repayment capacity of the borrower is sufficient to service the regular repayments. Risk-
adjusted pricing ensures a balanced relationship between risk and return. Following the loan origination, clients are monitored and in case
of adverse developments serviced by the Collection units.

For non-retail clients, the creditworthiness and repayment capacity is determined via in-depth financial analyses and individual rating,
based on the clients’ financials, projections, industry analyses and assessments of the clients’ business model. Defined lending standards
apply and credit decision are taken in line with the currently valid internal credit risk approval authority rules. Counterparty limits are set
towards a client / client group and monitored on a daily basis to ensure that the credit risk remains within the approved limits. For each
client / client group a credit review is performed at least once a year. In addition, early warning signals are regularly monitored in order to
timely recognise adverse developments and immediately take appropriate mitigating actions.

Regular group-wide credit risk reports are prepared and contain relevant information for the risk management committees, Management
Board and Supervisory Board. These reports inform about development of the credit portfolios in all segments, and provide detailed risk-
relevant information on customers at risk of default or already defaulted. To further manage credit risk concentration in the portfolio,
limits are also set on products, industries and countries, regularly monitored and reported in the group-wide credit risk reports. These
reports also include specific monitoring metrics that provide an early warning signal for adverse developments of, e.g. portfolio quality
(client, segment, countries and industries) and risk drivers. In instances where certain risk portfolios or clients / client groups are identi-
fied as potentially in distress, these are closely monitored by the dedicated risk functions (i.e. Group Credit Risk Management, Group
Workout and Group Enterprise-wide Risk Management) to manage the risk impact and to develop effective strategies to minimize poten-
tial losses. This process facilitates early risk detection and reaction. In addition, these reports serve as the basis for reviewing the credit
lending standards and the risk strategy.

Complementing the group-wide credit risk report, Group Credit Risk Management prepares a consolidated, group-wide retail risk man-
agement report that shows retail loan portfolio dynamics across local entities with monthly frequency. This report, building on up-to-date
portfolio monitoring techniques (vintage analysis, delinquency trends, segment analyses, etc.) shows the key drivers behind specific port-
folio developments. The report covers new loan bookings as well as the main developments (including FX share trends) in the existing
portfolio. In case of the non-retail customers (i.e. SME), the report includes information on rating and industry segmentation, debt and
collateral coverage, etc.
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A management summary of the key developments is distributed at least quarterly to senior management and key decision makers.

It is the interest of Erste Group not to put customers into a position in which they are no longer able to meet their contractual obligations.
This also includes the principle of matching the term of the debt to the object financed, in particular, as regards the relationship between
operating output, cash flow, repayment capability and financing need; the recoverability of the loan and its use must be plausible and
verifiable. Transactions with financial holding companies are entered into only in well-defined cases based on detailed (also intragroup)
cash flow analyses. Foreign currency loans depend on regional market conditions and customer class. Generally, financing in local cur-
rency is given preference, especially if the customer does not have any income in foreign currency. However, market practices vary in the
different CEE markets along with different business strategies. Interest rate hedging is provided to the extent necessary. Erste Group has
established clear policies with respect to FX lending across countries and businesses. This includes appropriate monitoring and govern-
ance in place with distinct limits set as part of the Group Risk Strategy to manage and ensure proper oversight of FX lending risk.

Erste Group strictly follows a cash-flow based corporate lending approach. Any financing is based on a corporate client’s ability to gener-
ate future cash-flows. Lending based exclusively on collateral is avoided as collateral only serves to reduce potential losses caused by
unexpected cash-flow shortfalls. All corporate lending activities (including leverage financing) are regulated by the lending policies ap-
plied to the entire Group, prescribing limits and minimum requirements.

RISK MITIGATION

Apart from economic creditworthiness, the provision of collateral is a central element of risk limiting and is particularly important for
Specialised lending. However, collateral is no substitute for lacking creditworthiness. The eligibility of collateral is determined in accord-
ance with the bank’s internal collateral catalogue. Non-collateralised portions of debt are usually not accepted for new customers below a
certain credit quality as expressed by rating grades.

In addition, risk mitigation for retail and non-retail clients is based, above all, on prudent lending criteria.
In retail lending, the debt-to-income and loan-to-value ratios have to be limited to a percentage that allows for a sufficient buffer in case
of stressed conditions. Furthermore, FX loans (i.e. loans that are at least partially receivable in currencies other than the legal tender of the
country in which the borrower is domiciled) are not allowed — with the exception of the following:

_ customers have a natural hedge (i.e. no FX risk involved)

_ the loan is fully secured with matching currency liquid collateral

_ explicitly approved in the Group Risk Strategy

Customers experiencing financial difficulties are managed by Retail Collection. This unit proactively supports customers with payment
difficulties as appropriate by offering them forbearance.

Subsidiaries or sub-groups of a customer group are financed only if all material documents are available. All customers of a group of
connected clients or within a corporate group are subjected to a rating process. In such cases, the group rating and the “corporate ceiling”
are taken into account. Beyond a predefined total debt level, companies or groups that have credit relations with more than one fully
consolidated company of Erste Group are classified as limit customers, with the limit cap being determined in the respective limit applica-
tion. In the case of sector clusters, once a certain size is reached, joint business strategies are defined following the GO/HOLD/STOP
logic.

Definition of past due, substandard, defaulted and impaired

DISCLOSURE REQUIREMENTS Art. 442 (a) CRR

The Group’s ongoing assessment of the customers’ capacity to fulfil their obligations is carried out using a large number of risk manage-
ment instruments. This includes the constant monitoring of the Group’s portfolio of past due, substandard and defaulted exposures.

Past due

In the case of payments in arrears, payments are considered past due as of the date when the borrower exceeded an approved credit limit,
or the borrower was advised of a lower limit than the current outstanding, or drew on an unauthorised credit facility, or did not make a
contractually agreed payment in due time, and the amount concerned is significant. Unpaid credit card debt is deemed past due from the
earliest due date.

22



Substandard
The borrower is vulnerable to negative financial and economic impacts; as a rule, such loans are managed in specialised risk management
departments.

Defaulted
There is a default if one or more of the default criteria under the Basel capital adequacy framework apply:
_ full repayment unlikely,
_ interest or principal payments on a material exposure more than 90 days past due,
_ restructuring resulting in a loss to the lender,
_ realisation of a loan loss,
_ initiation of bankruptcy proceedings or
_ the customer is regarded as impaired.

Impaired
The financial asset is classified as impaired as a result of one or more events that occurred after the initial recognition of the asset and
which has an impact on the estimated future cash flows of the financial asset or group of financial assets that can be reliably estimated,
such as:
_ significant financial difficulty of the issuer or obligor;
_ abreach of contract, such as default or delinquency in interest or principal payments;
_ the lender, for economic or legal reasons relating to the borrower’s financial difficulty, granting to the borrower a concession that the
lender would not otherwise consider;
_ it is becoming probable that the borrower will enter bankruptcy or other financial reorganisation;
_ observable data indicating that there is a measurable decrease in the estimated future cash flows from a group of financial assets since
their initial recognition, although the decrease cannot yet be identified in the individual financial assets.
If a customer is in default, an impairment process is triggered. Depending on the outcome of the discounted cash flow analysis, the finan-
cial asset of the defaulted customer is regarded as impaired or not.

Credit risk adjustments
DISCLOSURE REQUIREMENTS Art. 442 (a) (b) (i) (i) CRR

The following paragraphs provide a description of the approaches and methods adopted for determining value adjustments and credit risk
adjustments.

CREDIT RISK ADJUSTMENT CALCULATION

The general principles and standards for credit risk adjustments within Erste Group are described in internal policies. The bank evaluates
the need for credit risk adjustments in line with regulatory and accounting standards and allocates them accordingly. Credit risk adjust-
ments are calculated

_ for financial assets carried at amortised cost (loans and advances, financial assets held to maturity) in accordance with IAS 39 and

_ for contingent liabilities (financial guarantees, loan commitments) in accordance with IAS 37.

Credit risk adjustments are created in a process performed at customer level. The process includes the identification of default and im-
pairment and the type of assessment (individual or collective) to be applied. ‘At customer level’ means in this context that if one of the
customer’s exposures is classified as defaulted then typically all of this customer’s exposures are classified as defaulted. Depending on the
characteristics of the exposure and the respective expected cash flows (e.g. considering collateral), some exposures may not be impaired.

The bank distinguishes between
_ specific credit risk adjustments calculated for exposures to defaulted customers that are deemed to be impaired and
_ general credit risk adjustments (credit risk adjustments for incurred but not reported losses) calculated for exposures to non-defaulted
customers or defaulted customers that are not deemed to be impaired.
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For the purposes of prudential reporting, no distinction is made between specific and general credit risk adjustments. Pursuant to Com-
mission Delegated Regulation (EU) No 183/2014 in connection with EBA/RTS/2013/04', all credit risk adjustments are treated as specific
credit risk adjustments in COREP.

Erste Group regularly reviews its specific and general credit risk adjustments. These exercises include the parameters and methodologies
used in the credit risk adjustment calculation. Adjustments can take place in the context of specific reviews (in view of specific credit risk
adjustments), routine maintenance of parameters (such as regular calibration) or in the case of specific events (e.g. improved knowledge
about recovery behaviour, back-testing results).

CALCULATION OF SPECIFIC CREDIT RISK ADJUSTMENTS AND IMPAIRMENT

Objective evidence of impairment is given as a result of one or more events (“trigger event” or “loss event”) that occurred after the initial
recognition of the asset which has an impact on the estimated future cash flows of the financial asset or group of financial assets and that
can be reliably estimated. This includes, for example, the observation of significant financial difficulty of an issuer or obligor, or a high
likelihood of entering bankruptcy or other financial reorganisation.

Upon observation of such loss events, an impairment process is being triggered. Depending on the outcome of the discounted cash flow
analysis, the financial asset of the defaulted customer is regarded as impaired or not.

For the calculation of specific credit risk adjustments, the discounted cash flow model is applied. This means that a difference between
gross carrying amount and net present value (NPV) of the expected cash flows leads to an impairment and defines the amount of any
adjustment requirement. All estimated interest and redemption payments as well as estimated collateral recoveries and costs for selling
and obtaining collateral are considered as expected cash flows. The effective interest rate is used as the discount rate for the calculation of
the NPV of the expected cash flows.

The calculation of specific credit risk adjustments is performed either on an individual basis or as a collective assessment (rule-based
approach). In case of significant customers, expected cash flows are estimated individually by workout or risk managers. A customer is
considered as significant if the total exposure defined as the sum of all on and oft-balance sheet exposures exceeds a defined materiality
limit. Otherwise, the customer is considered as insignificant and a rule-based approach is used for the calculation of the specific credit risk
adjustment. Under this approach, specific credit risk adjustments are calculated as the product of the carrying amount and the loss given
default (LGD), where LGD depends on relevant characteristics such as time in default or the stage of the workout process.

CALCULATION OF GENERAL CREDIT RISK ADJUSTMENTS

Collective allowances/provisions are calculated for on-balance and off-balance sheet exposures to non-defaulted customers for which a
default has not been detected or reported. The level of collective allowances depends on the carrying amount, the PD, the LGD, the credit
conversion factor (CCF) in case of off-balance sheet exposures, and the loss identification period. The loss identification period corre-
sponds to the average period between the occurrence and the detection of the loss and ranges from four months to one year. The result of
discounting future cash flows to their NPVs is taken into consideration in the LGD calculation.

Generally, risk parameters used in the calculation of collective allowances may be different to the Basel 3 Pillar 1 or Pillar 2 risk parame-
ters, if the properties of the respective portfolio in combination with accounting rules necessitate this.

Collective allowances are also calculated in case of exposures to defaulted customers which are not identified as impaired. For these
customers, no specific credit risk adjustments are allocated. Collective allowances are calculated based on the historical loss experience
for the relevant customer segment.

"' Recital (9) of Commission Delegated Regulation (EU) No 183/2014 states “Whereas the treatment of losses exclusively related to credit risk recognised under applicable accounting frameworks depends on the fulfilment of
those criteria, the large majority of those amounts should normally be classified as Specific Credit Risk Adjustments given the restrictive nature of the criteria for General Credit Risk Adjustments”." EBA Final draft Regulatory
Technical Standards on specification of the calculation of specific and general credit risk adjustments, 26 July 2013 states in answer 3 to Question 1 of the consultation “impairments recognised in accordance with current
IAS 39 rules, also referred to as an ‘incurred loss’ model, would be considered as Specific Credit Risk Adjustments. For the IFRS framework as it currently stands, no example for General Credit Risk Adjustments can be
given.
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Quantitative disclosure on credit risk

DISCLOSURE REQUIREMENTS Art. 442 (c) (d) (e) (f) (g) (h) (i) CRR

In the following table total and average credit risk exposure over the period by significant exposure classes is provided. Table comprises
all asset positions and off-balance items relevant for credit risk framework and based on the accounting values reported in financial state-
ments. Exposure is reported net of the credit risk adjustments. Exposures related to counterparty credit risk and securitisation are not

subject of this chapter.

Exposure classes and net exposure subject to credit risk framework

Net exposure Average net

at the end of exposure over

in EUR million the period the period
Central Governments and Central Banks 1,545 2,005
Institutions 5,092 5,468
Corporate 79,271 76,364
of which Specialised Lending 15,427 14,704

of which SME 32,600 30,397
Retail 75,326 72,759
of which Retail SME secured by immovable property 7,309 7,226

of which Retail SME non-secured by immovable property 6,587 6,315

of which Retail secured by immovable property 40,791 39,312

of which Retail revolving 20 390

of which Other retail 20,619 19,517
Equity 450 537
Other 4,766 5,827
IRB Approach Total 166,449 162,961
Central Governments and Central Banks 43,783 43,317
Regional governments or local authorities 5,025 5,222
Public Sector Entities 3,322 3,656
Multilateral Development Banks 292 338
International Organisations 337 345
Institutions 512 499
Corporates (including secured by immovable property) 10,144 9,387
of which SME 2,823 3,188
Retail (including secured by immovable property) 8,144 7,984
of which SME 1,444 1,036
Exposures in default 475 855
Equity exposures 457 507
Other items 4,026 3,506
Standardised Approach Total 76,517 75,617
Total 242,967 238,578

Table 18: Credit Risk — Total and average net amount of credit exposure (Art. 442 (c) (¢) CRR and in line with EU CRB-B
EBA/GL/2016/11)
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In order to present the clear view of the credit risk in the following tables, loans and receivables and debt securities are presented. On top
of the asset relevant positions, oft-balance items are included.

In the table below disclosed and undisclosed balance sheet positions in credit risk tables are presented:

Subject to credit Not disclosed

in EUR million risk framework positions Credit risk tables
Assets

Cash and cash balances 20,399 4,303 16,097
Financial assets - held for trading 0 0 0
Derivatives 0 0 0
Other trading assets 0 0 0
Financial assets - at fair value through profit or loss 498 95 403
Financial assets - available for sale 15,496 1,675 13,821
Financial assets - held to maturity 19,798 0 19,798
Loans and receivables to credit institutions 2,127 0 2,127
Loans and receivables to customers 138,562 0 138,562
Derivatives - hedge accounting 0 0 0
Changes in fair value of portfolio hedged items 0 0 0
Property and equipment 2,278 2,278 0
Investment properties 828 828 0
Intangible assets 0 0 0
Investments in associates and joint ventures 174 174 0
Current tax assets 107 107 0
Deferred tax assets 203 203 0
Assets held for sale 136 136 0
Other assets 860 860 0
Total assets 201,467 10,659 190,808

Table 19: Overview on disclosed and undisclosed balance sheet positions in credit risk tables
Positions that are not included in following quantitative disclosures are cash in hand, equities (at fair value through profit or loss and

available for sale), property and equipment, investment properties, current taxes, deferred taxes not subject to deduction, assets held for
sale and other assets, which in total comprise 5.3% of assets under the credit risk framework.
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Table below presents net credit risk exposure (net value of the on-balance and off-balance sheet exposure corresponding to accounting

values) by significant geographical areas based on country of residence of the counterparty.
Exposure classes and significant areas

Core Markets Other
Industriali-
Czech Emerging 4o EU sed
in EUR million Austria Croatia  Republic Hungary = Romania Serbia Slovakia Markets Countries Countries Total
Central Governments
and Central Banks 0 202 0 104 16 0 77 328 209 609 1,545
Institutions 594 7 1,404 237 0 0 293 774 1,373 407 5,088
Corporate 43,972 3,035 12,225 2,667 686 265 4,430 1,684 8,130 2,098 79,192
Retail 43,141 2,188 16,844 2,399 8 6 9,547 138 887 166 75,324
Equity 24 0 0 0 0 0 0 0 11 0 36
Other 7 0 0 0 0 0 0 5 14 0 26
IRB Approach Total 87,738 5,432 30,474 5,407 710 272 14,346 2,930 10,623 3,279 161,211
Central Governments
and Central Banks 6,653 2,038 10,383 2,588 5,904 334 4,093 7,046 4,422 0 43,460
Regional governments or
local authorities 3,571 108 1 0 736 18 245 27 318 0 5,024
Public Sector Entities 2,517 423 0 73 7 14 8 3 277 0 3,322
Multilateral Development
Banks 0 0 0 0 0 1 0 0 292 0 292
International
Organisations 0 0 0 0 0 0 0 0 337 0 337
Institutions 158 4 83 13 115 6 1 11 105 13 510
Corporates (including
secured by immovable
property) 2,061 449 872 219 3,881 629 158 521 389 95 9,275
Retail (including secured
by immovable property) 628 449 565 75 4,242 606 114 646 746 3 8,072
Exposures in default 7 91 34 22 213 8 36 21 29 7 469
Equity exposures 67 0 0 0 0 0 0 0 0 0 67
Other items 9 41 2 17 109 1 0 65 24 0 268
Standardised Approach 15,671 3,603 11,940 3,006 15,206 1,617 4,654 8,341 6,939 118 71,097
Total 103,410 9,035 42,414 8,413 15,916 1,889 19,001 11,270 17,562 3,397 232,308

Table 20: Credit Risk — Net credit risk exposure by significant area and exposure class (Art. 442 (d) CRR and in line with EU CRB-C

EBA/GL/2016/11)

Emerging markets include Asia, Latin America, Middle East and Africa and other (the non-EU countries in South-Eastern Europe as well

as countries that were formerly part of the Soviet Union (e.g. Russia, Belarus, Georgia, Armenia, Kazakhstan, Ukraine, Uzbekistan, etc.)).
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Table below provides the breakdown of the net credit risk exposure by significant industries.
Exposure classes and significant industries

in EUR million A Cc D F G H | K L M (o] T  Other Total
Central Governments and

Central Banks 0 0 0 0 0 0 0 218 0 2 1,314 0 12 1,545
Institutions 0 0 0 0 0 0 0 4,029 0 0 1,056 0 4 5,088
Corporate 1,192 13,867 3,344 8,087 7,829 2,855 2,786 4,835 21,482 7,010 16 100 5,788 79,192
Retail 993 990 87 1,204 1,872 362 1,198 170 3,188 1,275 1 61,364 2,621 75,324
Equity 0 0 0 0 0 0 0 36 0 0 0 0 0 36
Other 0 0 0 0 0 0 0 12 6 1 1 0 7 26
IRB Approach Total 2,185 14,857 3,431 9,291 9,701 3,217 3,984 9,300 24,676 8,287 2,388 61,464 8,431 161,211
Central Governments and

Central Banks 0 0 0 42 0 0 0 16,615 0 0 26,695 0 108 43,460
Regional governments or local

authorities 0 0 3 0 0 1 0 14 0 0 4,853 0 154 5,025
Public Sector Entities 9 0 0 601 0 732 0 273 340 8 868 0 493 3,322
Multilateral Development Banks 0 0 0 0 0 0 0 292 0 0 0 0 0 292
International Organisations 0 0 0 2 0 0 0 0 0 0 0 0 334 337
Institutions 0 0 0 0 0 0 0 378 0 0 1 6 125 510
Corporates (including secured by

immovable property) 357 1,847 438 934 1,685 508 47 690 1,098 201 79 209 1,182 9,275
Retail (including secured by

immovable property) 280 279 15 146 383 205 69 21 92 104 3 6,253 222 8,072
Exposures in default 33 56 1 60 69 6 7 22 56 9 3 75 62 469
Equity exposures 0 0 0 0 0 0 0 67 0 0 0 0 0 67
Other items 0 0 0 6 1 0 0 35 1 2 0 75 149 268
Standardised Approach Total 678 2,183 468 1,791 2,138 1,451 122 18,408 1,587 323 32,501 6,618 2,828 71,097
Total 2,864 17,040 3,900 11,082 11,838 4,669 4,106 27,707 26,263 8,609 34,888 68,082 11,259 232,308

Table 21: Credit Risk — Net credit risk exposure by industry group and exposure class (Art. 442 (¢) CRR and in line with EU CRB-D
EBA/GL/2016/11)

Industry breakdown is based on the NACE codes, and includes following: (A)- Agriculture, forestry and fishing; (C)- Manufacturing; (D)-
Electricity, gas, steam and air conditioning supply; (F)- Construction; (G)- Wholesale and retail trade; (H)- Transport and storage; (I)-
Accommodation and food service activities; (K)- Financial and insurance services; (L)- Real estate activities; (M)- Professional, scientific
and technical activities; (O)- Public administration and defence, compulsory social security.

All industries that are below 1% of total credit risk exposure are aggregated in the position Other and together represent 4.8% of total.

As Other following industries are included: (B)- Mining and quarrying; (E)- Water supply; (J)- Information and communication; (N)-
Administrative and support service activities; (P)- Education; (Q)- Human health services and social work activities; (R)- Arts, entertain-
ment and recreation; (S)- Other services.
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Table below provides information on the breakdown of the net credit risk exposure to residual maturity by significant exposure classes.
Exposure classes and residual maturity

>1year<=5 No stated
in EUR million On demand <=1 year years > 5 years maturity Total
Central Governments and Central Banks 10 146 646 743 0 1,545
Institutions 412 1,306 1,861 1,509 0 5,088
Corporate 6,158 14,707 24,856 33,471 0 79,192
Retail 7,487 3,860 6,805 57,172 0 75,324
Equity 5 0 1 30 0 36
Other 4 0 0 0 22 26
IRB Approach Total 14,076 20,020 34,168 92,925 22 161,211
Central Governments and Central Banks 15,547 2,971 14,925 9,828 189 43,460
Regional governments or local authorities 202 430 1,124 3,267 1 5,025
Public Sector Entities 164 564 902 1,691 2 3,322
Multilateral Development Banks 1 37 178 77 0 292
International Organisations 0 46 184 107 0 337
Institutions 226 102 19 143 21 510
Corporates (including secured by immovable properties) 1,060 3,417 2,289 2,238 271 9,275
Retail (including secured by immovable properties) 115 940 2,296 4,525 197 8,072
Exposures in default 163 114 97 93 1 469
Equity exposures 57 0 0 9 0 67
Other items 119 13 93 43 0 268
Standardised Approach Total 17,654 8,635 22,105 22,021 682 71,097
Grand Total 31,730 28,654 56,274 114,946 704 232,308

Table 22: Credit Risk — Net credit risk exposure by residual maturity and exposure class (Art. 442 (f) CRR and in line with EU CRB-E
EBA/GL/2016/11)

In the following tables, detailed split of gross credit exposure, specific credit risk adjustments, write offs and credit relevant charges are
presented, by the significant exposure classes, industries and geographical areas. Charges for the credit risk adjustments are reported as a

difference between allocation and the releases of credit risk adjustments booked over the year.

Figures related to defaulted clients in STA approach are shown in original classes (in which they would be classified if they were not
defaulted). However, exposure class Exposure in default is shown as “out of which” in table below.

29



Credit quality by exposure classes

in EUR million Gross exposure Specific credit Credit risk
risk adjustments
Non-defaulted Defaulted adjustments Write-offs charges Net values
Central Governments and Central Banks 1,545 0 1 0 0 1,545
Institutions 5,088 2 2 0 16 5,088
Corporate 78,188 2,819 1,815 291 -3 79,192
of which Specialised Lending 15,073 916 562 0 0 15,427
of which SME 32,068 1,660 1,124 47 8 32,604
Retail 74,634 2,042 1,352 281 80 75,324
Retail SME secured by immovable property 7,085 352 128 0 0 7,309
Retail SME non-secured by immovable property 6,591 238 243 0 0 6,587
Retail secured by immovable property 40,346 847 402 0 0 40,790
Retail revolving 20 1 1 0 0 20
Other retail 20,593 603 578 0 0 20,618
Equity 36 0 0 0 -1 36
Other 35 16 26 0 5 26
IRB Approach Total 159,527 4,879 3,195 573 98 161,211
Central Governments and Central Banks 43,462 0 3 0 0 43,460
Regional governments or local authorities 5,033 4 10 0 -2 5,027
Public Sector Entities 3,325 1 3 0 0 3,322
Multilateral Development Banks 292 0 0 0 0 292
International Organisations 337 0 0 0 -2 337
Institutions 511 0 1 0 0 510
Corporates (including secured by immovable
properties) 9,412 802 614 281 114 9,600
of which SME 2,836 309 223 18 7 2,921
Retail (including secured by immovable properties) 8,173 490 473 30 -30 8,191
of which SME 1,391 47 47 11 -5 1,390
Equity exposures 67 0 0 0 0 67
Other items 274 25 8 13 22 291
Standardised Approach Total 70,886 1,322 1,112 324 102 71,097
out of which Exposures in default 0 1,322 854 301 117 469
Total 230,413 6,201 4,306 897 199 232,308
Of which: Loans 154,937 5,682 3,978 896 217 156,641
Of which: Debt securities 34,159 13 5 0 0 34,167
Of which: Off-balance sheet exposures 41,318 505 323 1 -18 41,500

Table 23: Credit Risk — Gross and net credit risk exposure, credit risk adjustments, write-offs and credit risk charges by exposure class
(Art. 442 (g) CRR and in line with EU CR1-A EBA/GL/2016/11)

Credit quality by industries

Gross exposure Specific credit Credit risk

risk adjustments
in EUR million Non-defaulted Defaulted adjustments Write-offs charges Net values
Agriculture, forestry and fishing 2,815 152 104 9 -1 2,864
Manufacturing 16,928 599 487 205 21 17,040
Electricity, gas, steam and air conditioning supply 3,892 92 84 6 26 3,900
Construction 10,926 564 407 84 28 11,082
Wholesale and retail trade 11,545 808 514 104 128 11,838
Transport and storage 4,658 94 83 12 -1 4,669
Accommodation and food service 3,948 353 195 17 -16 4,106
Financial and insurance services 27,651 190 134 22 22 27,707
Real estate activities 25,981 676 395 95 -108 26,263
Professional, scientific and technical activities 8,470 332 193 14 7 8,609
Public administration 34,903 5 19 0 -4 34,888
Private households 67,607 1,850 1,376 282 64 68,082
Others 11,088 487 315 47 33 11,259
Total 230,413 6,201 4,306 897 199 232,308

Table 24: Credit Risk — Gross and net credit risk exposure, credit risk adjustments, write-offs and credit risk charges by industries (Art.
442 (g) CRR and in line with EU CR1-B EBA/GL/2016/11)
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Credit quality by significant areas

Gross exposure Specific credit Credit risk

risk adjustments
in EUR million Non-defaulted Defaulted adjustments Write-offs charges Net values
Core Market - Austria 102,433 2,268 1,291 123 37 103,410
Core Market - Croatia 8,741 923 629 131 142 9,035
Core Market - Czech Republic 42,239 721 546 139 32 42,414
Core Market - Hungary 8,389 245 220 63 -68 8,413
Core Market - Romania 15,840 740 664 272 16 15,916
Core Market - Serbia 1,878 83 71 55 2 1,889
Core Market - Slovakia 18,847 586 433 53 32 19,001
Emerging Markets 11,261 153 143 60 4 11,270
Other EU Countries 17,410 421 269 1 1 17,562
Other Industrialised Countries 3,377 61 40 0 2 3,397
Grand Total 230,413 6,201 4,306 897 199 232,308

Table 25: Credit Risk — Gross and net credit risk exposure, credit risk adjustments, write-offs and credit risk charges by significant areas
(Art. 442 (h) CRR and in line with EU CR1-C EBA/GL/2016/11)

In the tables below past due credit exposure is reported by financial instruments, countries and exposure classes.
Past due exposure by financial instruments

>30days <=60 > 60 days <=90 > 90 days > 180 days <=
in EUR million <= 30 days days days <=180 days 1year > 1year Total overdue
Loans and advances 2,087 378 199 266 391 1,597 4,918
Debt securities 1 13 0 0 0 0 14
Total 2,087 392 199 266 391 1,597 4,932

Table 26: Credit Risk — Past due gross credit risk exposure by financial instrument (EU CR1-D EBA/GL/2016/11)
Past due exposure by exposure classes

>30days <=60 > 60 days <=90 > 90 days > 180 days <=
in EUR million <= 30 days days days <=180 days 1year > 1year Total overdue
Central Governments and Central
Banks 0 13 0 0 0 0 14
Institutions 15 0 0 0 0 0 16
Corporate 464 62 58 94 86 485 1,250
Retail 657 150 74 102 154 678 1,817
Equity 0 0 0 0 0 0 0
Other 4 0 0 0 0 0 4
IRB Approach Total 1,141 226 133 196 241 1,164 3,100
Central Governments and Central
Banks 8 0 0 0 0 0 9
Regional governments or local
authorities 17 2 1 0 0 1 21
Public Sector Entities 2 2 5 0 0 0 9
Multilateral Development Banks 0 0 0 0 0 0 0
International Organisations 0 0 0 0 0 0 0
Institutions 128 0 0 0 0 0 128
Corporates (including secured by
immovable properties) 220 34 4 0 1 2 261
Retail (including secured by
immovable properties) 526 80 31 8 2 2 649
Exposures in default 37 47 26 62 147 428 747
Equity exposures 0 0 0 0 0 0 0
Other items 8 0 0 0 0 1 9
Standardised Approach Total 947 166 66 70 150 434 1,832
Total 2,087 392 199 266 391 1,597 4,932

Table 27: Credit Risk — Past due gross credit risk exposure by exposure class (Art. 442 (g) CRR)
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Past due exposure by significant geographical areas

> 30 days <= > 60 days > 90 days > 180 days
in EUR million <= 30 days 60 days <=90 days <=180 days <= 1year >1year Total overdue
Core Market - Austria 407 83 45 30 66 380 1,009
Core Market - Croatia 314 85 42 84 156 408 1,090
Core Market - Czech Republic 151 42 20 27 36 140 415
Core Market - Hungary 242 27 20 22 24 90 425
Core Market - Romania 328 80 37 36 28 241 751
Core Market - Serbia 94 4 1 2 2 27 129
Core Market - Slovakia 362 36 24 42 62 183 709
Emerging Markets - Asia 0 0 0 0 0 0 0
Emerging Markets - Latin America 1 0 0 0 0 0 1
Emerging Markets - Middle East/Africa 34 0 0 0 0 0 34
Emerging Markets - SE Europe/CIS 101 20 4 6 9 51 192
Other EU Countries 53 13 6 16 8 72 168
Other Industrialized Countries 3 0 0 0 0 5 8
Total 2,087 392 199 266 391 1,597 4,932

Table 28: Credit Risk — Past due gross credit risk exposure by significant geographical area (Art. 442 (h) CRR)

In order to show comprehensive picture of the asset quality table below presents split of credit exposure to performing and non-
performing parts, including additional information on defaulted and impaired volumes.
Asset quality by financial instruments

Accumulated impairment and
provisions and negative fair value Collaterals and financial

adjustments due to credit risk guarantees received

. . . . Performing Non-performing On

of which performing of which non-performing Exposure exposure exposures

past due On with

Gross (30-90) of which of which of which of which of which of which nonperforming forbearance

in EUR million Exposure Total dpd forborne Total defaulted impaired forborne  Totalforborne  Total  forborne exposure  measures
Debt securities 34,171 34,158 14 4 13 13 13 0 -3 1 8 0 0 0
Loans and advances 160,620 154,853 513 1,182 5,767 5,682 5,563 1,843 706 42 3,272 928 1,784 1,253
Off-balance 41,823 41,310 0 36 513 505 0 142 137 0 186 14 97 50
Total 236,613 230,321 527 1,221 6,292 6,201 5,577 1,984 840 43 3,466 943 1,881 1,303

Table 29: Credit Risk — Defaulted, impaired credit risk exposure supplemented with the information on non-performing and forborne
exposure (EU CR1-E EBA/GL/2016/11)

In the table above the difference between non-performing exposure and defaulted exposure is related to non-defaulted part of nonperform-
ing forbearance portfolio.

Change of specific credit risk adjustments

Specific credit risk adjustment of defaulted

in EUR million exposure
Opening balance 4,219
Increases due to amounts set aside for estimated loan losses during the period 1,671
Decreases due to amounts reversed for estimated loan losses during the period -1,467
Decreases due to amounts taken against accumulated credit risk adjustments -817
Transfers between credit risk adjustments -18
Impact of exchange rate differences 53
Business combinations, including acquisitions and disposals of subsidiaries 2
Other adjustments -188
Closing balance 3,455
Recoveries on credit risk adjustments recorded directly to the statement of profit or loss 192
Specific credit risk adjustments recorded directly to the statement of profit or loss -80

Table 30: Credit Risk — Changes in the stock of specific credit risk adjustments held against defaulted exposures (Art. 442 (i) CRR and in
line with EU CR2-A EBA/GL/2016/11)

Specific risk provisions (held against defaulted exposures) decreased by EUR 642 million, or 15.7%, throughout the financial year largely
in line with the overall decrease of the NPL portfolio. The continued, focused resolution of non-performing loans as well as the positive
macroeconomic developments supported this trend. Compared with last year, allocations and releases of specific credit risk adjustments
remained stable while usage of risk provision decreased significantly.
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Yearly development of defaulted exposures

Gross carrying value defaulted exposures

in EUR million

Opening balance 6,989

Loans and debt securities that have defaulted or impaired since the last reporting period 1,649

Returned to non-defaulted status -549

Amounts written off -897

Other changes -992
6,201

Closing balance

Table 31: Credit Risk — Changes in the stock of defaulted exposures (EU CR2-A EBA/GL/2016/11)

Credit risk exposure towards defaulted clients is significantly improving over the period. New defaults have been recorded in the amount
of EUR 1,649 million, mainly in Corporate segment. However, the main driver of the decrease are write-offs performed during the year.
The most significant clean-up actions are performed in CEE countries and majority of it is related to the Corporate segment. Other chang-

es that resulted in this positive trend were recoveries (including from NPL sales).
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Use of ECAIs

Scope of application and use of external ratings
DISCLOSURE REQUIREMENTS Art. 444 (a) (b) (c) (d) CRR

Pursuant to Article 4 (98) CRR, external credit assessment institution (ECAI) means a credit rating agency that is registered or certified in
accordance with Regulation (EC) No 1060/2009.

Erste Group generally uses the IRB Approach for determining the minimum capital requirements pursuant to Basel 3. The Standardised
Approach is applied to exposures in insignificant business areas and business units as well as when the rollout plan specifies a later date
for transition to the IRB Approach. Furthermore, specific legal regulations for certain business segments may trigger the application of the
Standardised Approach (e.g. zero weighting for Austrian municipalities).

STANDARD & POOR’S RATINGS

Erste Group generally uses Standard & Poor’s (S&P) ratings. The assignment of the rating grades to credit quality steps is undertaken
according to Article 136 CRR.

External ratings are used to a limited extent in some exposure classes to calculate the RWA in the Standardised Approach:
_ in case of institutions, if an external rating by an ECAI of the counterparty is available, the risk weight (RW) has to be determined
pursuant to Article 120 CRR;
_ in case an external rating by an ECAI of the counterparty is not available, the RW has to be determined pursuant to Article 121 CRR;
_ in case of central governments and central banks, the RW has to be determined pursuant to Article 114 CRR

In addition, the external ratings published by S&P are used by Erste Group Bank AG as well as by the Austrian subsidiaries for the sub-
portfolio of insurance companies of the corporates exposure class. Furthermore, the S&P ratings of securities issuers are used for deter-
mining the eligibility of financial collateral according to Article 197 CRR and the calculation of the volatility adjustment pursuant to
Article 224 (1) CRR.

Allocation of external ratings to credit quality steps and risk weights
The allocation of the ratings to credit quality steps is as follows:

Standard & Poor's Credit quality step

AAA to AA-

A+ to A-

BBB+ to BBB-
BB+ to BB-

B+ to B-

CCC+ and below

Table 32: Allocation of external ratings to credit quality steps (Art. 444 (c) (d) CRR (1/2))

[oRES RIF- NN SR

The risk weight allocation depending on the credit quality step and the exposure class is as follows:

Central governments Institutions Institutions

and central banks Institutions (Article 120 (1) (Article 120 (2) Corporates
Credit Quality Step (Article 114 CRR) (Article 121 CRR) CRR) long-term CRR) short-term  (Article 122 CRR)
1 0% 20% 20% 20% 20%
2 20% 50% 50% 20% 50%
3 50% 100% 50% 20% 100%
4 100% 100% 100% 50% 100%
5 100% 100% 100% 50% 150%
6 150% 150% 150% 150% 150%

Table 33: Allocation of external ratings to credit quality steps and risk weights (Art. 444 (d) CRR (2/2))
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Quantitative disclosure on credit risk — Standardised Approach

DISCLOSURE REQUIREMENTS Art. 444 (e) CRR

Regulatory exposure by exposure classes and CRM effects

In EUR million Exposure before CCF and CRM Exposure post CCF and CRM RWA and RWA density
On-balance Off-balance On-balance Off-balance RWA RWA density
Central Governments and Central Banks 45,112 358 48,696 286 1,184 2.4%
Regional governments or local authorities 4,380 646 6,052 242 374 5.9%
Public Sector Entities 2,657 693 954 191 272 23.8%
Multilateral Development Banks 294 7 353 10 1 0.2%
International Organisations 348 0 348 0 0 0.0%
Institutions 550 158 0 617 140 22.8%
Corporates 5,835 4,974 5,821 2,231 6,250 77.6%
Retail 4,761 721 3,915 224 2,978 72.0%
Exposures secured by mortgages on immovable
property 3,270 57 3,269 26 1,224 37.1%
Exposures in default 412 63 394 17 470 114.3%
Exposures associated with particular high risk 98 9 97 7 157 150.0%
Covered bonds 18 0 18 0 3 18.8%
Collective investment undertakings (CIUs) 121 0 121 0 67 55.6%
Equity exposures 467 0 467 0 580 124.1%
Other items 2,948 4 2,986 1 1,811 60.6%
Total 71,274 7,689 73,493 3,852 15,511 20.1%

Table 34: Standardised approach — Credit risk exposure and CRM effect (Art. 453 (f) (g) CRR and in line with the EU CR4

EBA/GL/2016/11)

Exposure before CCF and CRM is regulatory exposure net of credit risk adjustments, before application of credit conversion factor to off-

balance and before application of the credit risk mitigation techniques. Exposure post CCF and CRM is exposure on which RW% are
applied and table below presents its breakdown.
Regulatory exposure by exposure classes and risk weights

Risk weights
In EUR million 0% 2% 10% 20% 35% 50% 70% 75% 100% 150% 250% Other Deducted Total Unrated
Central
governments or
central banks 48,165 0 0 2 0 10 0 0 671 0 135 0 0 48,983 38,591
Regional
governments or
local authorities 5,210 0 0 915 0 0 0 0 168 0 0 0 0 6,293 5,263
Public Sector
Entities 1,042 0 0 60 0 15 0 0 24 0 0 5 0 1,146 764
Multilateral
Development Banks 360 0 0 3 0 0 0 0 0 0 0 0 0 363 363
International
Organisations 348 0 0 0 0 0 0 0 0 0 0 0 0 348 348
Institutions 317 11 0 222 0 33 0 0 31 0 0 3 0 617 459
Corporates 2,461 0 0 45 10 117 0 126 5,237 0 0 56 0 8,052 7,666
Retail 761 0 0 29 37 76 169 3,063 0 0 0 3 0 4,139 4,139
Exposures secured
by mortgages on
immovable property 244 0 0 536 1,671 618 59 0 18 0 0 150 0 3,295 3,295
Exposures in default 103 0 0 0 0 0 0 0 217 90 0 0 0 411 411
Exposures
associated with
particular high risk 7 0 0 0 0 0 0 0 0 94 0 4 0 104 104
Covered bonds 0 0 2 16 0 0 0 0 0 0 0 0 0 18 18
Collective
investment
undertakings (CIUs) 13 0 9 0 0 80 0 0 20 0 0 0 0 121 121
Equity exposures 90 0 0 0 0 0 0 0 377 0 1 0 0 467 412
Other items 2,088 0 0 6 0 84 0 15 759 0 0 36 0 2,987 2,987
Total 61,209 11 11 1,834 1,719 1,032 228 3,204 7,521 184 135 257 0 77,345 64,943

Table 35: Standardised approach — Credit risk exposure by risk weights (Art. 444 (¢) CRR and in line with EU CRS5 EBA/GL/2016/11)

In the table above, under column Unrated, exposures for which credit risk assessment by a nominated ECALI is not available and for which

specific risk weights are applied depending on their exposure class.
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Leverage

Leverage ratio
DISCLOSURE REQUIREMENTS Art. 451 (1) (a) CRR

The leverage ratio represents the relationship between Tier 1 capital and the leverage exposure pursuant to Article 429 CRR, more specifi-
cally the Delegated Regulation (EU) 2015/62 with regard to leverage ratio (Delegated Act) of 10 October 2014, which was published in
the Official Journal of the European Union on 17 January 2015. Essentially, the leverage exposure represents the sum of unweighted on-
balance sheet and off-balance sheet positions considering valuation and risk adjustments as defined in the Delegated Act.

As of 31 December 2017, the leverage ratio for Erste Group Bank AG at consolidated level amounted to 6.6%, comfortably above the
3.0% minimum requirement expected to apply from 2018. The ratio is calculated on period-end values as of 31 December 2017 for both

leverage exposure and Tier 1 capital, while the Tier 1 capital is determined based on fully-fledged CRR definitions, i.e. not including any
transitional provisions.

Leverage exposure breakdown and reconciliation
DISCLOSURE REQUIREMENTS Art. 451 (1) (a) (b) (c) CRR

Erste Group discloses its CRR leverage ratio in accordance with the Commission Implementing Regulation (EU) 2016/200 which speci-
fies implementing technical standards for the disclosure of the leverage ratio”.

The table below provides a reconciliation of the Group’s published financial statements to the total leverage ratio exposure as of
31 December 2017:

Applicable
in EUR million Category pzmount
1 Total assets as per published financial statements 220,659
2 Adjustment for entities which are consolidated for accounting purposes but are outside the scope of regulatory consolidation 619
4 Adjustments for derivative financial instruments 5,084
5 Adjustments for securities financing transactions (SFTs) 461
6 Adjustment for off-balance sheet items (i.e. conversion to credit equivalent amounts of off-balance sheet exposures) 14,818
7 Other adjustments -7,034
8 Leverage ratio total exposure measure 234,606

Table 36: Reconciliation of accounting assets and leverage ratio exposure (Art. 451 (1) (b) CRR / Table LRSum)

Under IFRS accounting standards, Erste Group does not recognise fiduciary items on its balance sheet. As such, there are no derecognised
fiduciary items in accordance with Article 429 (13) CRR. Equally, there are no adjustments for intragroup exposures as disclosure is at
consolidated Group level. Article 429(14) CRR is not applicable to Austrian banks; therefore, no exclusions to the leverage ratio exposure
in accordance with this article apply’.

2 ltems included in the prescribed disclosure tables which are not relevant for Erste Group are omitted from the tables disclosed in this section in order improve the readability of the information. As a consequence, the
numbering of rows in the tables may not be consecutive.
3 As a result, rows relating to these items have been excluded from all disclosure tables
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The following table provides a breakdown of the total leverage exposure measure into its main constituent parts as well as the calculation
of the period-end leverage ratio as of 31 December 2017.

in EUR million CRR leverage ratio exposures

On-balance sheet exposures (excluding derivatives and SFTs)

1 On-balance sheet items (excluding derivatives, SFTs and fiduciary assets, but including collateral) 208,603
2 (Asset amounts deducted in determining Tier 1 capital) -1,968
3 Total on-balance sheet exposures (excluding derivatives, SFTs and fiduciary assets) (sum of lines 1 and 2) 206,635
Derivative exposures

4 Replacement cost associated with all derivatives transactions (i.e. net of eligible cash variation margin) 3,360
5 Add-on amounts for PFE associated with all derivatives transactions (mark-to-market method) 1,601
EU-5a Exposure determined under Original Exposure Method 44
9 Adjusted effective notional amount of written credit derivatives 500
11 Total derivative exposures (sum of lines 4 to 10) 5,505
SFT exposures

12 Gross SFT assets (with no recognition of netting), after adjusting for sales accounting transactions 7,187
14 Counterparty credit risk exposure for SFT assets 461
16 Total securities financing transaction exposures (sum of lines 12 to 15a) 7,648
Other off-balance sheet exposures

17 Off-balance sheet exposures at gross notional amount 42,678
18 (Adjustments for conversion to credit equivalent amounts) -27,860
19 Other off-balance sheet exposures (sum of lines 17 to 18) 14,818
Capital and total exposure measure

20 Tier 1 capital 15,440
21 Leverage ratio total exposure measure (sum of lines 3, 11, 16, 19) 234,606
Leverage ratio

22 _ Leverage ratio ) 6.6%

Table 37: Leverage ratio common disclosure (Art. 451 (1) (b) CRR / Table LRCom)

The following table provides a breakdown of on-balance sheet exposures (excluding derivatives, SFTs and exempted exposures) by expo-
sure class as of 31 December 2017:

in EUR million  Category CRR Leverage Ratio Exposures
EU-1 Total on-balance sheet exposures (excluding derivatives, SFTs and exempted exposures), of which: 208,603
EU-2 Trading book exposures 4,110
EU-3 Banking book exposures, of which: 204,493
EU-4 Covered bonds 1,195
EU-5 Exposures treated as sovereigns 55,053
EU-6 Exposures to regional governments, MDB, international organisations and PSE not treated as sovereigns 2,629
EU-7 Institutions 3,121
EU-8 Secured by mortgages / immovable property 42,898
EU-9 Retail exposures 39,535
EU-10 Corporate 46,870
EU-11 Exposures in default 2,277
EU-12 Other exposures (e.g. equity, securitisations and other non-credit obligation assets) 10,915

Table 38: Split-up of on-balance sheet exposures (Art. 451 (1) (b) CRR / Table LRSpl)

Management of the risk of excessive leverage
DISCLOSURE REQUIREMENTS Art. 451 (1) (d) CRR / Table LRQua

The focus of Erste Group’s business model, in line with its stated strategic objectives, is on retail and corporate lending businesses. There-
fore, the Group’s leverage exposure is mainly driven by on-balance sheet and off-balance sheet credit-related exposures with limited
impact from derivatives and securities financing transactions. As a result, the risk of excessive leverage is mitigated by Erste Group’s
solid and diversified business model. Since the lending-focused business model results in a relatively high RWA density (defined as
RWA/leverage exposure), the risk-based capital requirements (capital requirements expressed as a percentage of total RWA) rather than
the leverage ratio currently represent the primary capital constraint for the business activities of Erste Group.

This notwithstanding, the leverage ratio is planned as part of the annual forecasting and budgeting process and also represents a core risk
metric included in the Group RAS with defined RAS thresholds, which, when breached, trigger management discussions and actions to
manage and control excessive leverage. As a RAS metric, the development of the Group leverage ratio is regularly monitored by the
management board (reported in the Group Risk Report) and the supervisory board (reported in the Group Risk Report and RAS Monitor).
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Local leverage ratio limits and triggers are also defined in the Local RAS by relevant local entities and monitoring is undertaken at local
entity level.

Factors influencing the development of leverage exposure

DISCLOSURE REQUIREMENTS Art. 451 (1) (e) CRR / Table LRQua

The Leverage ratio increased by 40 basis points to 6.6% driven by Tier 1 capital increase which was partially offset by growth in leverage
exposure. Tier 1 capital increased by 12.3% or by EUR 1.7 billion manly due to the inclusion of the profit for the year and additional tier
1 capital issuance of EUR 500 million in April 2017. The overall leverage exposure increased by 5.2% to EUR 235 billion. This change
was mainly driven by an increase in on-balance sheet primarily as a result of business and loan growth in the retail and corporate seg-
ments as well as increased reverse repo transactions.
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Use of the IRB Approach to credit risk

Approved approaches and transitional rules by the regulator
DISCLOSURE REQUIREMENTS Art. 452 (a) CRR

Erste Group was authorised by the Austrian Financial Market Authority (FMA) and Oesterreichische Nationalbank (Austrian central
bank) to calculate risk-weighted exposure amounts for credit risk using the IRB Approach as of 1 January 2007.

The following segments fall under the Foundation IRB Approach:
_ Institutions
_ Sovereigns (exposures to central governments and central banks of the Member States and their regional governments, local authori-
ties and public sector entities assigned with a 0% risk weight remain under the Permanent Partial Use)
_ Corporates
_ Specialised Lending - Slotting Criteria approach
The following segment falls under the Advanced IRB Approach:
Retail

For the equity portfolio, the grandfathering option is applied to all investments made up to 31 December 2007. For equity exposures
entered into after 31 December 2007, the PD/LGD approach is applied. Equity exposures without a valid rating grade are treated under
the simple risk weight method. Erste Group Bank AG, as the ultimate parent credit institution, and the subsidiary institutions of Erste
Group uniformly apply the IRB Approach pursuant to Article 143 CRR.

The authorisation by the supervisory authorities was issued for an indefinite period of time.
IRB OFFICIAL NOTICES AND IRB ROLL-OUT PLAN

IRB official notice for single banking entities and at consolidated level in Austria
The following savings banks in the cross-guarantee system and domestic operating subsidiaries of Erste Group were audited locally by the
FMA/OeNB and received approval to apply the IRB Approach indefinitely as of 1 January 2007 or later:

IRB approval with application starting from 1 January 2007
_ Erste Group Bank AG
_ Allgemeine Sparkasse Oberdsterreich Bank AG
_ Dornbirner Sparkasse Bank AG
_ Kérmntner Sparkasse AG
_ Sparkasse Imst AG
_ Sparkasse Niederosterreich Mitte West AG
_ Steiermérkische Bank und Sparkassen AG
_ Tiroler Sparkasse Bank AG Innsbruck
_ Bausparkasse der oesterreichischen Sparkassen AG
_ Sparkasse Baden
_ Sparkasse Bregenz Bank AG
_ Sparkasse Herzogenburg-Neulengbach Bank AG
_ Lienzer Sparkasse AG
_ Salzburger Sparkasse Bank AG
_ Sparkasse Bludenz Bank AG
_ Sparkasse der Stadt Feldkirch
_ Sparkasse Korneuburg AG
_ Sparkasse Frankenmarkt AG
_ Sparkasse Hainburg-Bruck-Neusiedl AG
_ Sparkasse Horn-Ravelsbach-Kirchberg AG
_ Waldviertler Sparkasse Bank AG
_ Sparkasse der Gemeinde Egg
_ Sparkasse der Stadt Amstetten AG
_ Sparkasse Eferding-Peuerbach-Waizenkirchen
_ Sparkasse Feldkirchen/ Kérnten
_ Sparkasse Lambach Bank AG
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_ Sparkasse Langenlois

_ Sparkasse Miihlviertel-West Bank AG
_ Sparkasse Miirzzuschlag AG

_ Sparkasse Neuhofen Bank AG

_ Sparkasse Neunkirchen

_ Sparkasse Pollau AG

_ Sparkasse Pottenstein N.O.

_ Sparkasse Poysdorf AG

_ Sparkasse Pregarten — Unterweiflenbach AG
_ Sparkasse Rattenberg Bank AG

_ Sparkasse Scheibbs AG

_ Sparkasse Voitsberg-Koflach Bank AG
_ Wiener Neustédter Sparkasse

_ Bankhaus Krentschker & Co. AG

_ Kremser Bank und Sparkassen AG

IRB approval with application from a later date
_ Sparkasse Salzkammergut AG (IRB Official Notice 30 June 2008)
_ Erste Bank der oesterreichischen Sparkassen AG (IRB Official Notice 9 August 2008 after the split-off from Erste Group)
_ Sparkasse Ried im Innkreis-Haag am Hausruck (IRB Official Notice 20 July 2009)
_ s Wohnbaubank AG (IRB Official Notice 1 January 2010)

The following savings banks were granted an individual IRB Official Notice prior to joining the cross-guarantee system that was supple-
mented when they joined the cross-guarantee system:

_ Sparkasse Schwaz AG (IRB Official Notice 28 June 2007 / 29 September 2008)

_ Sparkasse Reutte AG (IRB Official Notice 18 April 2007 / 22 September 2008)

_ Sparkasse der Stadt Kitzbiihel (IRB Official Notice 18 April 2007 / 22 September 2008)

_ Sparkasse Mittersill Bank AG (IRB Official Notice 18 April 2007 / 22 September 2008)

_ Sparkasse Kufstein, Tiroler Sparkasse von 1877 (IRB Official Notice 18 April 2007 / 1 October 2009)

IRB official notice for single banking entities and at consolidated level for institutions abroad
The following foreign banks have been audited by the local supervisory authorities on behalf of the FMA and have been granted an indef-
inite approval to apply the IRB Approach as of 1 January 2007 or later:

_ Ceska spotitelna, a.s. (IRB Official Notice 1 January 2007)

_ Stavebni sporitelna Ceske sporitelny a.s. (IRB Official Notice 1 January 2007)

_ Erste Bank Hungary Zrt (IRB Official Notice 1 April 2008)

_ Slovenska sporitel'na, a.s. (IRB Official Notice 1 July 2008)

_ Erste & Steiermarkische bank d.d., Rijeka (IRB Official Notice for the consolidated level 1 July 2009 and single-entity level 7 Octo-

ber 2011)

IRB official notice at consolidated level only
The following financial institutions have been audited by the OeNB or by local supervisory authorities on behalf of the FMA and were
granted approval to apply the IRB Approach at the consolidated level indefinitely:

_ Erste Bank und Sparkassen Leasing GmbH

_ Erste Group Immorent AG

_ Sparkassen Leasing Siid GmbH

_ Sparkassen Leasing Siid GmbH & Co KG

IRB application planned
The following members of the Group of credit institutions will be gradually included in the application of the IRB Approach, for which a
specific rollout plan is in place:

_ Banca Comerciala Romana SA

_ Waldviertler Sparkasse Bank AG (only business area Czech Market)

_ Erste Bank Hungary Zrt (Micro and Specialised Lending Project Finance)

At present, the application of the IRB Approach is not planned for any of the other fully consolidated credit institutions.
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PERMANENT PARTIAL USE

Based on the approval of the FMA, Permanent Partial Use is applicable to the following exposure classes and in the following cases:
_ Exposures with respect to the mandatory liquidity reserve with the central institution;

_ Exposures with insignificant risk profiles in minor business areas and exposure classes of insignificant volume;

_ Exposures in the exposure classes of the federal government, the federal states, municipalities and public sector entities;

_ Exposures regarding claims of a credit institution vis-a-vis its parent company, its subsidiaries or a subsidiary of its parent company;

_ Investments within the scope of government programmes of the member states to promote specific economic sectors;

_ Exposures in the form of mandatory minimum reserves;

_ Liabilities and back-to-back guarantees of central governments;

_ Investments in companies if the exposures to these companies are assigned a weighting of 0% under the credit risk Standardised Ap-

proach.
Total TPU Banca Waldviertler
Total TPU EAD (% of Comerciala Erste Bank Sparkasse
in EUR million EAD % of total EAD total) Romana SA Hungary Zrt Bank AG,
Retail-SME secured by immovable property 7,137 3%
Retail-secured by immovable property 40,489 17%
Retail revolving 7 0%
Retail SME non-secured by immovable property 6,028 2%
Other retail 18,354 8%
Advanced IRB Approach Total 72,015 30%
Central governments and central banks 1,393 1%
Institutions 10,758 4%
Corporates-SME without supporting factor 20,368 8%
Specialised lending 15,332 6%
Other corporates 32,178 13%
Equity exposures 571 0%
Securitisation positions 1,025 0%
Other non-credit obligation assets 6,078 2%
Foundation IRB Approach Total 87,702 36%
Central governments or central banks 54,422 22% 5,421 2% 5,421 0 0
Regional governments or local authorities 6,306 3% 672 0% 672 0 0
Public Sector Entities 1,208 0% 3 0% 3 0 0
Multilateral Development Banks 369 0% 0 0% 0 0 0
International Organisations 348 0% 0 0% 0 0 0
Institutions 1,764 1% 131 0% 131 0 0
Corporates 8,145 3% 2,349 1% 2,306 41 1
Retail 4,158 2% 1,566 1% 1,551 14 0
Exposures secured by mortgages on immovable
property 3,295 1% 1,683 1% 1,682 0 0
Exposures in default 412 0% 162 0% 160 2 0
Exposures associated with particular high risk 104 0% 75 0% 75 0 0
Covered bonds 18 0% 0 0% 0 0 0
Collective investment undertakings (ClUs) 121 0% 0 0% 0 0 0
Other items 2,987 1% 1,319 1% 1,319 0 0
Equity exposures 467 0% 5 0% 0 0 5
Standardised Approach Total 84,128 35% 13,384 5% 13,320 58 6
Total 243,844 100%

Table 39: Overview of the EAD figures based on the exposure classes according to the approaches in the rollout plan FIRB, AIRB, TPU,

PPU

In the table above EAD figure represents exposure value used as a base for RWA calculation (post CCF and after CRM) and includes

exposure under credit risk, counterparty credit risk and securitisation frameworks.

Rating systems

DISCLOSURE REQUIREMENTS Art. 452 (b) (i) CRR

A rating system comprises all models, methods, processes, controls, data collection and data processing processes that serve the assess-
ment of credit risks, the allocation of exposures to rating grades and the quantification of default probabilities and loss estimates for cer-

tain types of exposures.

The rating systems used by Erste Group meet the requirements for the application of the IRB Approach.
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RATING MODELS

The internal rating models and the estimates of related risk parameters play a key role in credit risk management, in the decision-making
processes and in lending operations. Furthermore, they deliver the main determinants for the procedures to assess capital requirements.
Erste Group uses empirical-statistical and expert-based model types. A periodic validation ensures the quality of the rating models and
risk parameters.

Empirical-statistical models
Empirical-statistical models of risk assessment require a large data base and are especially suitable for mass market businesses.

Based on sufficiently large empirical data bases (data of a large population from the customer base of the bank), scorecards are developed
using logistic regression techniques. The key criterion used for selecting the best scorecard is the accuracy ratio. The accuracy ratio indi-
cates the ability of the scorecard to differentiate between customers with low and high default risk. The result of the scorecard is presented
as a rating grade, which is associated with a probability of default estimate.

The key element in rating models applied to retail portfolios is the assessment of account behaviour, which is updated on a monthly basis.
This enables continuous risk monitoring of customer portfolios in the retail banking business. Furthermore, the rating models also include
customer information that is updated at least once a year but in any case when a credit application is made (in the event of a credit decision).

The rating results (rating grades) are verifiable and objective, i.e. if the input information is the same they supply the same rating grade
regardless of the individual assessment by the account manager.

Empirical-statistical models are used not only in the retail business, but also in the corporate segment. In the case of corporates, the em-
phasis is on statistically developed financial ratings (evaluation of financial statement ratios). Apart from the financial rating (hard facts),
qualitative customer information (soft facts) also enters into the risk evaluation of corporate customers, which is updated at least once a
year.

Expert-based models

For expert-based models, the empirical-statistical component is not as important — due to the lack of a sufficiently large population of
customers in the respective customer segments or a sufficient number of defaulted customers — and is replaced by expert know-how,
which takes into account quantitative criteria (e.g. financial statements), qualitative criteria (e.g. market and industry developments), but
also macro-economic factors (e.g. country rating).

By helping to assess the specific debtor- and business-specific features, this expert knowledge makes an important contribution to the
rating models for the following customer segments: specialised lending, banks (for which the rating model is currently being amended
with an empirical-statistical financial rating) and sovereigns.

These rating models ensure a sound assessment of the debtor- and business-specific features, risk differentiation as well as precise and
consistent quantitative risk estimates.

RATING METHODS
DISCLOSURE REQUIREMENTS Art. 452 (c) CRR

Exposure classes of the IRB Approach and applied rating methods

Empirical-statistical models Expert-based models
Rating Rating External
Private Rating Specialised Bank Country ratings
Individuals Rating SME Corporates Lending Rating Rating (ECAIs)
Retail . .
Corporate incl. SME, SL . . . . .
Institutions .
Central government and central banks .
Equity . . . .
Securitisations .

Other assets

Table 40: Map of rating methods (Art. 452 (c) (i) CRR)

The rating methods Bank Rating and Country Rating are used as centralised methods throughout Erste Group without any regional modi-
fications. The rating grades are determined by Erste Group centrally and made available to the Group companies.
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The other rating methods (Rating Private Individuals, Rating SME, Rating Corporates and Rating Specialised Lending (Rating SL)) fol-
low uniform modelling guidelines and — where possible — model structures, and feature regional adaptations appropriate to the respective
portfolios in the individual Group companies.

For Rating SME, two different type of models, one for single entry bookkeeping and one for double entry bookkeeping are used. For
Rating Corporates, two types of models are used with respect to size of the company based on company's annual turnover. For rating
models in Specialised Lending, two types of models based on financing object, real estate or project financing are used. For remaining
segments there is one model covering the segment.

Rating Private Individuals

Classification

Customers are classified as private individuals according to their occupational status. They are assigned to the rating method Rating Pri-
vate Individuals in the customer database.

Development

The rating method Rating Private Individuals was developed by experts at Erste Group as an empirical-statistical model. The variants
used at the various subsidiaries were developed on the basis of the local customer database, making it possible to take local specifics into
account. The rating method is applied in case of applications for a financing decision (e.g. new loan applications) and automatically with-
in the monthly update of customer ratings.

Rating determinants

The rating model assigns scores based on demographic information, account data (e.g. debit balances and days in overdraft), product
attributes as well as external data (e.g. information supplied by Kreditschutzverband, an Austrian creditor protection association, or other
credit reference agencies). The assessment of account behaviour is performed monthly and provides an essential input for timely risk
assessment. Analyses done in the case of applications take into account not only the input factors for the rating, but also the current cus-
tomer information on their income and expenditure.

Outputs of the rating process

Based on a scorecard, every private individual is assigned a rating grade on a rating scale of 8 grades. The customers with rating grade A1l
have the lowest and customers with rating grade D2 have the highest PD. The customer rating serves as the basis for the calculation of
capital requirements and is an indicator for the credit decision and the lending terms. Private individual ratings derived from the analysis
of the loan application, which includes all loans granted and applied for, are an integral part of the decision recommendation. Rating
grades of customers are updated at the monthly reappraisal of account behaviour. The monthly processing of customer and account data is
also the basis for the early warning system. The early warning list supplies account managers with valuable information on current risk
assessments and also contains private individuals of substandard creditworthiness because of specific customer or account features. Such
customers may include, for example, those with regular overdrafts or customers that have been sent reminders.

Rating SME

Classification

The rating method Rating SME (incl. small commercial customers and independent professionals) is applied to SMEs with sales revenues
of up to EUR 5 million as well as to independent professionals.

Development

The SME rating procedure was developed at Erste Group. Statistically-derived rating models are used in all subsidiaries. In principle, the
PD for SME customers and independent professionals must be determined taking into account the financial situation before and after the
financing being applied for. This Basel requirement is complied with by means of an online rating initiated manually for determining the
current rating grade and the rating in the case of a loan application (rating by type of financing). In addition to the online rating, there is
also a monthly batch rating in which the current rating grade is determined based on behaviour. This automatically updates the rating
grade (based on an evaluation of account behaviour and any available external information).

Rating determinants
According to differences in income patterns, the method is broken down into three sub-groups: customers using double-entry book-
keeping, customers using single-entry book-keeping and customers using simplified accounting. Depending on these accounting types, the
following six rating determinants apply:
_ Double-entry book-keeping: From the analysis of financial statements, condensed information is extracted (financial rating) that can
be adjusted by entering any corrections relevant to financial strength (such as hidden reserves or liabilities).
_ Single-entry book-keeping: A financial rating is also calculated based on the statement of income and expenses.
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_ Asset and liability status: The asset and liability position may be considered in the financial rating for customers that use single-entry
book-keeping. For customers using simplified accounting, it is used to calculate a debt ratio, which in turn is considered in the overall
rating.

_ Qualitative factors: Qualitative factors make it possible to take into account input factors that cannot be derived directly from financial
statements. Examples are management, accounting practices, market and its trends, and external information (credit bureau notifica-
tions).

_ Account behavior: Particular attention is paid to account behavior, which is automatically assessed and updated on a monthly basis.
The evaluation considers and scores, for example, the incidence of payment difficulties, account balances and the extent to which
available credit and overdraft facilities are used.

_ Creditworthiness based on cash flow considerations: Finally, the ability to service debts is evaluated. To this end, disposable income
derived from the business documentation and from revenue and expenditure accounting is compared to current liabilities.

Outputs of the rating process
A specific rating grade from a scale of 13 grades is assigned to every SME or professional customer. This customer rating serves as the
basis for determining the required regulatory capital, as an indicator for the credit decision and as a factor in credit terms.

Rating Corporates

Classification

Corporates, i.e. commercial customers with sales revenues above specified thresholds, are rated by the “Rating Corporates” method.
Within the corporate segment a further size differentiation exists. In addition, some locally specific corporate rating methods exist adapted
to the nature of certain portfolio segments.

Development
Rating Corporates was developed at Erste Group. Statistically-derived rating models are used in all subsidiaries.

Rating determinants

The assignment of ratings for corporates is done systematically both with respect to information on past developments as well as future
prospects, with special attention being paid to the relevant customer segment (e.g. whether the customers’ business is capital goods inten-
sive) and the characteristics of the relevant markets (e.g. divergent accounting rules in Eastern European countries).

Rating Corporates is a two-stage process including the assignment of individual customer ratings and group ratings.

_ Individual customer rating: The cornerstone is the evaluation of the company’s financials. Based on ratios from the financial state-
ments, a so-called “financial rating” (hard facts) is calculated. This financial rating also takes into account local factors based on the
country where the company has its registered office. Another component for rating corporates are qualitative factors (soft facts). Un-
like the hard facts that enter into the financial rating, these soft facts also include projections into the future. A company’s potential,
opportunities and risks are determined, evaluated and documented according to a standardised procedure.

_ Group rating: In a second step, the company is considered within the context of a Group of companies that form an economic unit. A
separate customer rating is produced for the Group as a whole. The capacity and the willingness to provide support are analysed,
which may have a positive influence on the individual customer rating. Additionally, the Group’s rating is the cap for the rating of the
individual customer. Rating caps also result from country ratings.

Outputs of the rating process
Based on the score, every corporate is assigned a rating grade on a scale of 13 grades. The customer rating serves as the basis for deter-
mining the regulatory capital requirement, as an indicator for the credit decision and as a factor in the credit terms and conditions.

Rating Specialised Lending

Classification

The Corporates customer category includes the specialised lending customer segment. These are mainly real estate projects (e.g. rental,
tourism and for-sale properties) and other project financing (e.g. power plants, infrastructure).

Rating determinants

Both the hard facts (financial ratios) and the soft facts differ substantially from the rating for general corporates. The indicators include
the loan-to-value and the debt service coverage ratio, features of the object financed (e.g. location quality) and project risks.

44



Outputs of the rating process

The model output is mapped to the regulatory risk categories in the Supervisory Slotting Approach within the IRB Approach. These cate-
gories are the basis for the calculation of the capital requirement.

Bank Rating

Classification

The rating method “Banks” is used to evaluate foreign and domestic banks, investment banks as well as financial institutions belonging to
banking groups.

Development
The expert-based Bank Rating model was developed and is supported centrally by Erste Group.
A credit institution or financial institution is to be assigned a rating grade if

_ a bank overdraft limit is granted;

_ there is an exposure vis-a-vis the Group;

_ Erste Group has a nostro account with the institution or

_ the institution has a loro account with Erste Group with overdraft privileges.

Rating determinants

The central component of the bank rating is a peer group comparison on the basis of quantitative, qualitative and country-related criteria.
The institution to be analysed is compared with a group of banks of similar size, business activities, geographic location, ownership struc-
ture, etc.

The following quantitative data for the institution to be rated are automatically compared by the rating model to the data for the peer
group and evaluated:

_ profitability (e.g. return on equity)

_ liquidity (e.g. deposit base)

_asset quality (e.g. ratio of non-performing loans to gross loans)

_ capitalisation (e.g. capital ratio).

The following qualitative criteria are evaluated by the expert analyst:
_ likelihood of support (e.g. by the owner or the state)
_ importance of the institution for the country’s financial system
_ quality of banking supervision
_ experience to date
_ future potential.

To recognise transfer risk, the country rating of the home country of the bank is also considered in the rating. The model automatically
assigns scores depending on the country’s rating.

Outputs of the rating process

Based on the score achieved in the rating model, every customer from the Bank rating segment is assigned a rating grade on a scale of 13
grades. The rating serves as the basis for the calculation of the limit for the maximum exposure that the bank is prepared to enter into with
a given customer. The rating grade must be stated in every limit and credit application. After approval of the rating, the rating grade is
made available to all member institutions of Erste Group.

Country Rating

Classification

The rating method Country Rating is a rating for the sovereign and, at the same time, covers central governments, central banks and insti-
tutions guaranteed by the central government.

Development

The expert-based country rating model was developed in 1992/1993, adapted after the Asian crisis (1997/1998) and implemented in 2001
and subsequently adjusted as a consequence of the financial crisis 2008/2009. External ratings do not enter into the model as input factors.
The rating reflects the risk of a default in foreign currency and thus primarily represents the transfer risk (risk arising from cross-border
transactions). The country ratings are determined centrally by Erste Group with binding effect for the entire Group (generally quarterly, at
least once a year) and are made available to the Group entities.
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Rating determinants

Two groups of countries are distinguished: industrialised nations and emerging markets. The reason for the distinction is that foreign debt
and debt service play an important role in emerging markets, but are of minor importance as indicators in established industrialised coun-
tries. For industrialised countries, the Maastricht criteria are used as indicators to help determine creditworthiness.

The emerging markets model contains 18 indicators. Of these, 12 are quantitative and 6 qualitative indicators. Eight further quantitative
indicators are indirectly incorporated via the qualitative variables. The data are obtained from the research organisation Economist Intelli-
gence Unit. The qualitative indicators have a weighting of about 40%.

Outputs of the rating process

Based on the score achieved in the rating model, every customer from the Country Rating segment is assigned a rating grade on a scale of
13 grades. The country rating assigned is a key factor for determining the limits for countries and their sovereign institutions. Usually, the
country rating serves as a cap for the assessment of the companies located in a given country (“sovereign ceiling”); exceptions exist, for
example, when sovereign powers are transferred to higher-ranking supranational organisations (e.g. in the euro zone).

External ratings (ECAIs)
External ratings are used for securitisations only.

RELATION BETWEEN INTERNAL AND EXTERNAL RATINGS
DISCLOSURE REQUIREMENTS Art. 452 (b) (i) CRR

All IRB rating models currently in use at Erste Group are internally-developed models. External ratings are not used directly for internal
ratings and are used as input factors only in the Corporates model. For the segment “Large Corporates”, the valuation of the soft fact
“capacity for raising external capital” takes external ratings into consideration, if available. Therefore, external ratings play almost no role
in the internally-developed rating models and do not influence the rating grades that result from the model.

RATING PROCESS

Mandatory elements of any rating process are defined group-wide. These include:
_ A definition of persons who are authorised to assign ratings
_ A definition of rating and re-rating triggers
_ The rating method assignment
_ The rating approval process
_ Aregulation of manual override of a rating
_ Mandatory downgrading rules in case of outdated financial information
_ A synchronization process for ratings of the same client in different entities

Assignment of customers to an internal rating method

Clients are assigned a rating method according to the Basel customer class (i.e. portfolio) to which they have been allocated. The criteria
for the selection of the rating method include factors such as occupational status, type of determination of income (i.e. whether the client
uses simplified accounting, single-entry or double-entry book-keeping), the company’s legal form and its size as expressed by operating
income.

For the Equity asset class, no special rating methods are used. The same rating methods are used for equity positions as for customers in
the exposure classes Corporates and Institutions.

Rating by the selected method

Decentralised methods

Under the decentralised methods — Rating Private Individuals, Rating SME, Rating Corporates, and Rating SL — the input data needed for
the rating is entered into the IT system by the account manager or the risk manager or is inferred from historical data on payment and
account behaviour. The result is a computer-assisted rating grade.

Centralised methods

The centralised approaches are the rating methods Bank Rating and Sovereign Rating. The input data is captured by central specialised
departments; the process results in an internal rating grade.
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Rating confirmation by risk management
As a main principle, the rating determined based on any of these methods must be confirmed by the risk management function. The only
exceptions are certain assets in the retail portfolio, where the risk management decision may be derived from an automation-assisted
rating result (unless this is manually overridden).

CONTROL MECHANISMS FOR RATING SYSTEMS
DISCLOSURE REQUIREMENTS Art. 452 (b) (iv) CRR

Independent validation

Every new IRB model developed must be validated prior to use by the independent validation function. Compliance with development
standards and the quality of the results are assessed based on documented validation standards.

The final decision on a model’s use is taken by the Holding Model Committee (HMC).

The rating systems are regularly validated and reviewed by Model Validation by means of a standardised validation process carried out
annually. The validation comprises the following methods (as applicable):

_ review of the documentation of the rating method

_ review of the basic assumptions underlying the models (representativeness)

_ testing of the data quality

_ testing of the correlations and the multi-collinearity structure

_ benchmarking based on external ratings

_ testing of the discriminatory power of the rating method

_ testing of the discriminatory power of the rating method in sub-portfolios

_ testing of the coefficients of the risk variables

_ review of the distribution of rating grades

_ testing of migration matrices

_ testing of calibration

_ analysis of manual overrides of model results.

The validation methods comprise qualitative methods (data quality, model design, overrides) and quantitative methods (discriminatory
power, stability, calibration) with the results being presented on the basis of objective assessment criteria. If the validation of a rating
model reveals a weakness, appropriate actions are agreed to remediate the relevant deficiencies; for example further analysis, re-
calibration, partial or full re-development as necessary.

Apart from the rating model, the rating process is also reviewed. This review comprises an evaluation of the model’s coverage of the
portfolio (lacking/overdue ratings) and of cross-portfolio migration (rating method switching). In this case as well, measures are devel-
oped and implemented to address any shortcomings.

Review of the rating systems in use by exposure segment
The usage of rating method is determined depending on the customer classification:
_ retail
__corporates
_ banks
_ sovereigns

Every customer is assigned to a specific rating method. This allocation process is highly automated to keep the percentage of manual
decisions as low as possible. It includes a number of checks executed by the IT system, e.g. the permanent monitoring of the criteria
occupational status, operating income, legal form and industry code, which are needed for the automated allocation of rating methods to
customers.

The checks conducted by the system for plausibility and correct completion of the data entry fields inform the user of any errors by send-
ing a warning or error message. Ensuring data quality is done by special periodic evaluations. The responsibility for the correct applica-
tion of the rating methods and correct data entry ultimately lies with the local level, from the account managers to the persons responsible
in operative risk management departments.
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KEY ROLES AND RESPONSIBILITIES IN RATING SYSTEM LIFE-CYCLE

Model Development
Main principle of Model Development is a “Subsidiarity model” approach. It means that as a rule, responsibilities are assigned to the
lowest level that can effectively execute, i.e.:

_ Model development is executed by large local banks for their local models locally;

_ Models of smaller local banks are developed by the Holding.

_ All group-wide models are developed by the Holding.

The Holding is responsible to set standards for the development of all models and provides methodological support to ensure consistency
within the Group. A subsidiarity model for model development is therefore balancing development efforts between the Holding and local
banks and is simplifying tailoring of approaches to local requirements and data situation. This design fosters local acceptance and owner-
ship and facilitates involvement of local experts and business stakeholders.

Model Validation

Model validation is organized in a “Hub-and-Spoke” model, which means that all validation responsibilities are bundled within the Hold-
ing validation unit, but local banks remain responsible for the sign-off of the results and for taking appropriate remediation action when
necessary. Such design ensures independence and control of model validation, as well as enforce adherence to uniform standards. The
local responsibility for sign-off implicitly requires local understanding of the validation results and of the actions required for the reme-
diation.

Model Approval

Model approval is carried out via a dual approach - corresponding Holding and local committee structures to reflect joint responsibilities.
Responsibilities are assigned depending on the model perimeter: the ultimate responsibility for all models used within the Group (at con-
solidate levels) lies with the Group CRO. Notwithstanding this, local models used (incl. local ‘usage’ of group-wide models) lies within
the responsibility of the local CROs. A formal local and Holding approval is implemented, via a tailored committee structure. This setup
for model approval reflects ownership requirements across Group entities.

Model Monitoring

Model monitoring is following a “subsidiarity model” analogue to model development:
_ Local banks are monitoring local models, incl. local use of group-wide models, both large and smaller local banks.
_ Holding monitors group-wide models.

A subsidiarity model for model monitoring fosters synchronization with model development and ensures close local oversight and under-
standing of models through proximity to local business and local use of models. Holding remains responsible for setting the standards and
approach for model monitoring to ensure a consistent application throughout the Group. This enables group-wide oversight and bench-
marking of similar models across the Group, as well as appropriate reporting at both levels.

Internal Audit
Internal audit or another comparable independent auditing unit shall review at least annually the institution's rating systems and its opera-
tions, including the operations of the credit function and the estimation of PDs, LGDs, ELs and conversion factors (according to the CRR,
Article 191).
In order to allow an objective assessment, the internal audit function is granted an adequate level of independence from the reviewed
processes and units in order to ensure that:

_ there is an effective separation between the staff performing the internal audit function and the staff involved in the operation of the

internal models: model development, model validation and the relevant business area;
_ the internal audit reports directly to the management body; and
_ no undue influence is exerted on the staff responsible for the audit conclusions.

Independence between internal audit and risk management functions is ensured by the separation up to the board level (audit - CEO, risk
management - CRO). Ensuring that internal audit provides independent and objective assurance on risk management is vital for risks to be
managed effectively.

Audit's assessment includes a confirmation of the fulfilment of tasks of quantitative nature performed by the units responsible for devel-
opment and initial validation of the rating model(s) according to CRR (Article 191), RTS (Article 17) and internal requirements.
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DEFINITIONS, METHODS, AND DATA FOR THE ESTIMATION AND VALIDATION OF THE RISK
PARAMETERS
DISCLOSURE REQUIREMENTS Art. 452 (c) (i) CRR

Probability of default
The PD represents the probability that a given customer will default within the subsequent twelve months (one-year PD). The PD is esti-
mated internally for the portfolios Retail, Corporates, Banks and Sovereigns.

The one-year PD is estimated per rating grade by a method developed by Lando and Skedeberg (Lando Method). The Lando Method
permits the determination of default and migration probability matrices for any desired period. An advantage of this method is that it also
covers indirect defaults. This means that even a very good rating grade in which no customers defaulted historically can have a PD greater
than zero when applying this method. Additionally, when estimating PD, a safety margin or margin of conservatism is added for each
portfolio in order to ensure a conservative estimate as per IRB Approach standards.

PDs for low default portfolios are calculated based on long term average default experience in the default rates. The estimations include
conservative margins defined by the regulations. The regulatory floors on the minimal level of PD are applied. The difference between
PDs and actual default rates arise due to long term average nature of PDs and conservative margins defined in the regulation that are
applied in the PD estimation.

The validation of the PDs employs both qualitative and quantitative methods:
_ review of the documentation
_ review of the underlying model assumptions
_ testing of data quality
_ analysis of time series
_ back-testing

In the quantitative validation, the estimated PDs are validated using the binomial test (back-testing). This involves comparing actual
default rates with estimated probabilities of default. Qualitative methods comprise population distribution tests, time-series analysis of
default rates and analysis of raw data. Both the qualitative and quantitative validation is performed annually in conjunction with the vali-
dation of the rating models by the independent validation function. Where appropriate, improvement measures are initiated depending on
the results. The same also applies to the risk parameters LGD and CCF described below.

The table below shows the estimated PDs per rating method compared to actual default rates (back-testing). The figures are derived from
the number-weighted average across all Group member banks which apply the IRB Approach, for each time period given. For the rating
method Country Rating, all countries rated by Erste Group are used for the PD estimate and the default rate calculation because of the
small number of countries involved, while otherwise only customers with exposure were considered as relevant. From a Group-wide
perspective, the PD estimates are generally higher than the actual default rates, confirming the conservativeness of the estimates .

Average

Arithmetic historical

average PD by annual default

Customer class obligors rate
Country rating 2.16% 0.50%
Bank rating 1.10% 0.24%
Rating Corporates 2.14% 1.88%
Rating SME 2.35% 1.89%
Rating of private individuals ) 2.46% 1.92%

Table 41: Back-testing PD (Art. 452 (i) CRR (1/3))
PD is calculated at client level; hence Erste Group omitted the segmentation by exposure class within the retail portfolio (private individ-
uals and SMEs) due to comparison reasons.

Loss given default

LGD is currently estimated at Erste Group only for the retail portfolio for Pillar 1 purposes. LGD is defined as the expected economic loss
after recoveries (from collateral and other repayments) as a percentage of EAD. Depending on data availability and local factors (e.g.
processes, business needs), modelling is based either on a total recovery rate or on a combination of a redemption recovery rate (customer
repayments) and a collateral recovery rate (proceeds of realisation of collateral). Depending on credit exposure, LGD is calculated taking
into account proportionately allocated costs and a margin of conservatism. The risk drivers are identified, homogenous segments (pools)
formed and a recovery rate calculated for every segment. This rate is directly incorporated into the modelling and estimation of LGD.
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LGDs for low default portfolios are estimated both on closed exposures and the exposures that are currently in the workout phase. The
remaining expected LGDs on workout cases are calculated based on the models that use both experience from closed exposures are well
as workout strategies projections. The time lapse between default event and closure of exposure may differ based on exposure type and
may be from few months up to more years of workout process. LGD include regulatory conservative margins as well as down turn regula-
tory add on.

Regular validation of the LGD risk parameter is performed by the independent validation function once a year, using both qualitative and
quantitative methods:

_ review of the documentation

_ review of the underlying model assumptions

_ testing of data quality

_ analysis of time series

_ back-testing

The quantitative validation (back-testing) consists primarily of the comparison of actual and expected LGDs. Qualitative methods address
the assessment of compliance with all relevant rules in the models (e.g., investigation of documentation and data quality).

The table below shows the LGD back-testing results for defaulted customers at Group level on the long-term EAD-weighted average. All
defaults over a period of at least five years (years from 2006 to 2016 from internal validation reports) were considered, with the model
valid as of the beginning of 2013 being used for the calculation of estimated LGD. The estimated LGDs were higher than the observed
value for all sub-classes of the retail exposure class, indicating the conservativeness of the estimates.

Average

Average LGD annual

Asset class estimates observed LGD
Retail 27.88% 19.72%
thereof SME 27.68% 19.13%
thereof Private Individuals ) 29.88% 20.96%

Table 42: Back-testing LGD (Art. 452 (i) CRR (2/3))
As LGD is estimated on own LGD pools at client level in some geographical areas; hence Erste Group omitted the segmentation by expo-
sure class within the retail portfolio (private individuals and SMEs) due to comparison reasons.

Credit conversion factor

The CCF is estimated internally only in the Retail portfolio for Pillar 1 purposes. It is defined as the expected drawdown of off-balance
sheet, non-derivative positions within twelve months on the condition that the customer defaults within this period. EAD represents cur-
rent drawings plus the off-balance sheet non-derivative positions (that is, the available undrawn credit), multiplied by the CCF.

The CCF is estimated in a two-stage process: In the first step, empirical conversion rates are determined based on the data collected on
defaulted customers. The conversion rate represents the relationship between the net credit increase from the reference date to the default
date, on the one hand, and the available undrawn credit at the reference date on the other hand. The reference date is the date one year
before default. The second step consists of the identification of risk drivers and, based on this, the segmentation and the estimation of the
CCF for each homogeneous segment.

The estimates of CCFs are calculated by segment as the respective mean of all conversion rates per given segment over the entire period,
plus a margin of conservatism allowance for estimation error. The relevant amount of error is determined based on a bootstrapping method.

Regular validation of the CCF risk parameter is performed by independent validation function once a year, using both qualitative and quanti-
tative methods:

_ review of the documentation

_ review of the underlying model assumptions

_ segmentation

_ outlier rules

_ use test

_ approval of limits

_ testing of data quality

_ analysis of time series

_ benchmarking
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Quantitative methods consist primarily of the comparison of actual and expected CCFs. Qualitative methods are large population distribu-
tion tests, such as analysis of raw data and time series analysis of defaults, of conversion rates and of exposure at the reference date.

The following table presents the results of back-testing at Group level over the time period from year 2006 to 2016 based on the internal
validation reports.

Average CCF Average
Asset class estimates observed CCF
Retail 55.36% 43.40%
thereof SME 69.89% 44.56%
thereof Private Individuals 48.36% 41.63%

Table 43: Back-testing CCF (Art. 452 (i) CRR (3/3))
As CCF is estimated on own CCF pools at retail asset class level in some geographical areas; hence Erste Group omitted the segmentation
by exposure class within the retail portfolio (private individuals and SMEs) due to comparison reasons.

Use of internal estimates for purposes other than for calculating risk-
weighted exposure amounts

DISCLOSURE REQUIREMENTS Art. 452 (b) (ii) CRR

Having qualified for the IRB Approach under Basel, Erste Group has internal risk parameters which, aside from the calculation of regula-
tory capital requirements, are also employed for the purposes of loan loss provision calculation and standard risk costs (SRC).

LOAN LOSS PROVISION CALCULATION

In general, internally-assessed risk parameters are applied to the recognition of portfolio loan loss provisions when either the incurred loss
concept according to IAS 39 (in case of on-balance sheet exposures) or the expected l