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» Challenges of Liquidity Management in the Group
 Crisis Impact on CDS Spreads

* Funds Transfer Pricing System in EBG

» Construction of the Country Add-on

* Problems & Points for Discussion




Erste Group in CEE
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[ Czech Republic ]

| Clients: 5.3m l
Retail loans: 29.0%
l Retail dep.: 30.9% I

[ Branches: 651 ]

[ Austria ] scp%asulmmu_
l Clients: 3.0m l
Retail loans: 19.1%

ERSTES

Retail dep.: 19.1%
[ Branches: 1,060 ]

[ Croatia

l Clients: 0.8m l
Retail loans: 12.5% 7 =

Retail dep.: 12.2%
I Branches: 122 I

[  Slovakia |

| Clients: 2.6m l
Retail loans: 24.3%

Retail dep.: 28.8%
[ Branches: 271 ]

—
[ Hungary ]
\
SLOVENSKAS Clients: 0.8m
SPORITELN

Retail loans: 12.8%
Retail dep.: 6.4%
Branches: 203 ]

BCRS

ERSTES (

Romania ]

l Clients: 4.5m l
Retail loans: 21.0%

Retail dep.: 25.6%
I Branches: 645 I

Serbia

W
l Clients: 0.2m l
I Branches: 71 I

[ Ukraine ]

l Clients: 0.1m l
Retail loans: 1.6%

Retail dep.: 0.2%
[ Branches: 135 ]
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Ukraine

[ Key market stats ]

I74

7

Total population: 120m

AV

Bankable population: 92m

EG customers: 17.3m

7

EU resident customers: 16.2m




Competition for Primary Deposits ERSTES

— Current pricing of 6 month EUR retail term deposits

SLOVENSKAS
SPORITELNE

Austria
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Challenges of LM in a CEE Banking Group ERSTESS

- FX client loans vs. FX client deposits

Loan-to-Deposit-Ratio FX
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Strategic Liquidity management in EBG I. ERSTES

ERSTE GROUP

Set by local regulators, great variety, evolving

I—egal Limits during crisis, stricter reporting requirements

_
2
Internal Limits

FTP — funding spreads

A Short term limits — coverage of Net cash outflows
by eligible collateral

A Long term limit — scenario and time horizon
based analysis/limit of coverage of outflows by
core/non-core liquid assets basis on assumptions

Two level pricing system
CCY based part — true costs of funding for home CCY
Country based part — transfer risk costs for foreign CCY

Price of intragroup fu nding Apply for fund transfers between all Group members

A Prepared by each entity separately

_ ) A Takes into accounts limits and cost of funds set
Budgeting & planning process above

A KPIs

_6 R Set the framework for Operational liquidity
Liquidity Strategy management




Challenges of Liquidity Management ERSTES

— Local restrictions on liquidity flows

@ many local restrictions for outflows

& Countries
R with IMF
Support




Challenges of LM in a CEE Banking Group ERSTESS

— MRR rate for EUR retail term deposits

EUR Retail Term Deposits
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B Actual Values
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15%

10%
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0% -t
Austria Czech R. Slowakia Hungary Ukraine Croatia Romania Serbia
Entity

I Secondary Funds are not subject to any minimum reserve for countries with IMF support

~

| minimum reserve requirements for local currencies are usually lower
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5Y CDS Development
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Funds Transfer Pricing System in EBG ERSTESS
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»used for
» business internal pricing
» external pricing
» intra-group liquidity transfer
» profitability measurement “
» risk management / modeling Currency

»market-based, on single transaction basis, based on
maturity of the single transaction

»internal transfer pricing curve incorporates costs of
funding of EBG,; differentiation by countries (Country

Add-on) \

Country
»only structural liquidity risk (coming from the matuNty
mismatch) is priced in currently (Basic Funding
Spread)

.

MatIJrity

éehas become a <c¢cri

»contingency funding risk covered by ALM actions as dimension during the crisis

a response to get in line with internal liquidity limits

10



Funding Spreads Calculation Logic ERSTES
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funding

Country add-on* EUR funding
} spread in BCR

EUR basic funding spread

*Derived as a difference between country CDSs and refin. costs of Erste Holding

11



Funding Spreads Calculation Logic ERSTES

— different funding costs for the same client?

funding EUR funding

spread‘ i BCR

EUR basic funding spread

Local :
Subsidiary EUR funding

funding pread in BCR
| Subsidiary

Local
Subsidiary

I

1

: EUR basic funding spre
| Country add-on*

: Marginal Refinancing Costs

12



Funding Spreads Calculation Logic ERSTES

— different funding costs for the same client?

—

Country Risk of
the Country that
provides the
Funds
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Funding Spreads Calculation Logic ERSTES
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— Country of Risk of the Client is taken into account

Proxy for the
Transfer Risk
Costs of Foreign

Currency

CAO =

14



Construction of the Country Add-on ERSTE S

— current approach and other possibilities

15



Construction of the Country Add-on
— pros and cons of the different approaches

_Basic FS Holding

Country CDS

» Easy to orientate as Total FS reflects
the Sovereign CDS

~
D
\/

« Supports the primary Liquidity as only
Country CDSs are compared

ERSTE GROUP

Erste Group

Country CD =

« The CAO is more realistic as both
k indicators are reflecting Derivative
Markets

Al Entity 2 e Group
bﬂ\ )S

e Supports the Liquidity as only Bank
CDSs are compared




Problems of the CAO approach ERSTES

— procyeclicality of SRC vs. point-in-time approach
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Components of the Margin ERSTESS

— Should we charge our own Credit Risk to the Client?  =emerw

Holding  Transfer Client
Credit Risk Credit
Risk Risk

18



Components of the Margin

— Should we charge our own Credit Risk to the Client?
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ERSTE GROUP

Component Component
%“

Holding
Credit
Risk

|

Client
Credit
Risk
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Components of the Margin ERSTES

— Should we charge our own Credit Risk to the Client? = eror

Component II

How can we determine
the Liquidty
Component of the
Basic FS?

e ’
? Erste Senior Bond Issue Prices — Erste Group CDS

£

?

20



Components of the Margin ERSTES
— Pool method for calculation of Liquidity Costs

Loan: L (1) Deposits: D (d)
Interbank Depos: | (i)

Bonds: B (b) LT Funding: F (f)

(liquid)
Contingency liquidity buffer: B = F = Long term funding

=b % x Deposits + U % x Interh
Profit =IXL +bxBidxD7i ixIT fx F
=[Lx(iU {(H+DxC-d+i+fib) - U) ]

Loan-FTP =i+[U xb)](=finterbank rate + liquidity cost
Deposit-FTP =i+ [(U-b) x (f -b)] = interbank rate + liquidity revenue

21



Components of the Margin

— Do we doublecount the Country Risk?
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ey
Component Component

|

Client
Country
Transfer

Risk

|

Client
Credit
Risk

How can we
determine the Credit
Component of the
CAO?

?

SRCFX-SRCLC |7

?
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Components of the Margin ERSTES

— Do we doublecount the Country Risk?

Component

:
e

23



Components of the Margin ERSTESS

— Do we doublecount the Country Risk?

-

Holding  Transfer Client
Liquidity Risk Credit
Risk Risk

24



ERSTES

Stability of the FTP System
— Corporate FTP vs. Retail FTP

ERSTE GROUP

Erste Group 5Y CDS

Erste Group CDS

6M MA
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Questions

Contact:

Adriana Jankovicova

Head of Group ALM

Erste Group Bank AG

A-1010 Wien, Borsegasse 14

Tel.: +43 (0)5 0100 - 85046

E-Mail: adriana.jankovicova@erstegroup.com



