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Independent auditors’ report
To the shareholder of Erste Bank Hungary Zrt.

We have audited the accompanying consolidated financial statements of Erste Bank Hungary Zrt. and its
subsidiaries, (“the Group™) which comprise the consolidated statement of financial position as at 31 December
2013, and the consolidated income statement, consolidated statement of comprehensive income, consolidated
statement of changes in total equity and consolidated statement of cash flows for the year then ended, and a
summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with International Financial Reporting Standards as adopted by the European Union, and for such
internal control as management determines is necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error.

Auditor’'s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud
or error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity's internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of
the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the consolidated financial statements give a true and fair view of the financial position of Erste
Bank Hungary Zrt. and its subsidiaries as of 31 December 2013, and of its financial performance and its cash
flows for the year then ended in accordance with International Financial Reporting Standards as adopted by the
European Union.

M (/\J\/\/
Ernst & Young Kift.

Budapest, Hungary
15 April 2014

A member firm of Ernst & Young Global Limited
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Consolidated Financial Statements 2013 (IFRS)

|. Consolidated Income Statement for the year ended 31 December
2013

in HUF million Notes 2013 2012
~ Interest and similar income 162,545 209,496
Interest and similar expenses (71,059) (105,716)
Net interest income B i 1 91,486 103,780
~ Fee and commission income - 49,138 38,795
~ Fee and commission expenses - - ] ~ (10,028) (10,873)
Net fee and commission income 2 39110 27,922
Net trading result - 3 1,227 2,529
Risk provisions for loans and advances A4 (61,470) (61,331)
Net operating income / (expenses) 70,352 72,901
Personnel expenses a o (26,299)  (24,389)
Other administrative expenses (20,654) (22,627)
_ Depreciation and amortisation (5,660) (5,186)
General administrative expenses 5 (52,613) (52,203)
Other operating result 6 (39,481) (21,092)
Loss before tax '  (1,742) (394)
Taxes on income 7 (3,197) (5,719)
Loss for the year (24,939) (6,113)
Atiributable to: -
Non-controlling interests 0 0
Owners of the parent (24,939) (6,113)

Il. Consolidated Statement of Comprehensive Income for the year
ended 31 December 2013

in HUF million 2013 2012
Loss for the year — - ——— (4939 (6113
Other comprehensive income to be reclassified to profit or loss in subsequent periods
Available for sale-reserve B B ) ; ) -

Gain during the year o - 37 25

Loss during the year (32)
Cash flow hedge-reserve . -
_Gain during the year ) ) B Bgl- BN -

Loss during the year B . (.832) (106)
Deferred tax related to 'Available for sale-reserve’ - ) |G G 1
Deferred tax related to 'Cash flow hedge-reserve' - - y (20) 20
Total other comprehensive income to be reclassified to profit or loss in subsequent periods (1,821) (91)
Total comprehensive income (26,760) (6,205)
Attributable to: I - T ——
Non-controlling interests - = 0 0
Owners of the parent (26,760) (6,205)
Date: Budapest, 15 April 2014 ] ]t ‘ |

’] Rado&én Jelasity Krisztina Kiss
Chairman and CEO Director of Finance and Accounting

The accompanying Notes to the C lidated Financial on pages 8 to 77 form an integral part of these C: Financial
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lll. Consolidated Statement of Financial Position at 31 December 2013

Notes 2013 2012
in HUF million
ASSETS
Cash and balances with central banks - = 8 54,597 148,744
Loans and advances to credit institutions = 9 132,183 127,822
Loans and advances to customers B 10 1,623,462 1,879,497
Risk provisions for loans and advances — B 11 (262,689) (295,953)
Derivative financial instruments 12 7,451 15,671
Trading assets 13 321,393 273,988
Financial assets - available for sale 13 70,863 205,723
Financial assets - held to maturity 13 247,963 351,507
Intangible assets 14 13,959 13,634
Property and equipment 14 10,772 11,368
Investment properties 14 3,017 0
~ Current tax assets 15 - 278 796
Deferred tax assets 15 58 85
Assets classified as held for sale 16 156 943
~ Other assets . 47 43,258 54,376
Total assets 2,266,722 2,788,200
LIABILITIES AND EQUITY
Deposits by banks - - 18 753,063 1,096,429
Customer deposits - 19 1,215,814 1,360,292
Debt securities in issue - - 20 9,544 1,420
Derivative financial instruments - - 12 11,925 23,720
Trading liabilities - 21 1,402 329
Provisions 22 5204 3,814
Current tax liabilities 15 148 o
Deferred tax liabilities 15 0 1,293
Other liabilites 23 19,074 124,718
Subordinated liabilities 24 & 66,755 65,390
Total equity 25 183,793 210,585
Attributable to: -
Non-controlling interests 0 0
Owners of the parent B 183,793 210,585
Total liabilities and equity 2,266,722 2,788,200
Date: Budapest. 15 April 2014 (
; Calo»&-’v
l M %
Radovan Jelasity Krisztina Kiss
Chairman and CEO Director of Finance and Accounting
4
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IV. Consolidated Statement of Changes in Total Equity

Statement of changes in total equity for the year ended 31 December 2013

Deferred tax Deferred tax

related to  related to
Additional Available Cash flow ‘Available ‘Cash flow Total Non- Total
Subscribed  paid-in Retained for sale hedge for sale hedge owners of controlling equity
in HUF million capital capital earnings reserve reserve reserve’ reserve’ the parent interests 2013
Total equity
at 01 January 2013 101,000 189,359 (79,663) (29} (107) 5 20 210,585 o 210,585
Dividends B 0 0
Capital increases g - 0
Changes from Management Share
Option Plan (MSOP) (32) o (32) (32
Acquisition of non-controlling interest ) - 0 0
Totai comprehensive income 0 0 (24,939) 37 (1,833) (5) (20) (26,760) 0 (26,760)
Net profit / (loss) for the year (24,939) (24,939)  (24,939)
Other comprehensive income 37 (1,833) (5) (20) (1,821) (1,821)
Appropriation from retained earnings 0 0
Total equity
at 31 December 2013 101,000 189,327  (104,602) ¥ {1,939) 0 0 183,793 0 183,793
Statement of changes in total equity for the year ended 31 December 2012
Deferred tax
Cash related to Deferred tax
Additional Available flow 'Available related to Total Non- Total
Subscribed paid-in  Retained for sale hedge for sale ‘Cash flow owners of controlling equity
in HUF million capital capital  earnings reserve  reserve reserve' hedge reserve’ the parent interests 2012
Total equity
at 01 January 2012 100,000 151,359 (73,550) {22) 0 4 0 177,791 0 177,791
Dividends - o 0
Capital increases B 11,000 38,000 - ) - - 39,000 39,000
‘Acquisition of non-controlling interest i ) - N 0 0
Total comprehensive income 0 0 (6,113) (7 (107) 1 20 (6,206} 0 (6,206)
Net profit / (Iross)ifor the year (6,113) (6.113) Y 13)
Other comprehensive income - @) (107) 1 20 (92) (92)
Appropriation from retained earnings 0 0
Total equity
at 31 December 2012 101,000 189,359 {79,663) (29) (107) 5 20 210,585 0 210,585
The accompanying Notes to the Ci Financial on pages 8 to 77 form an integral part of these C: d Financial
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V. Consolidated Statement of Cash Flows

in HUF million Note 2013 2012
Loss for the year -24 939 (6,113)
Non-cash adjustments for items in profit / (loss) for the year = — -
Depreciation, amortisation of assets == 5,660 - 5,186
Impairment and reversal of impairment, revaluation of assets 3 B 6 (361) 3483
Aliocation to and release of provisions (including risk provisions) 11,22 (31,874) (43,796)
(Gains) / losses from the sale of assets B 6 (143) (34)
Fair value of derivative financial instruments 12 (3607)  (19,164)
Revaluation of subordinated liabilities 24 — 0] (5,149)
~ Change in deferred tax assets/liabilities 15 (1,291) 901
_ Other I = ¢ 450
Changes in assets and liabilities from operating activities after adjustment for non-cash
components
Loans and advances to credit institutions (4,362) 98,287
Loans and advances to customers 256,035 430,255
Trading assets (47,767) (131,722)
Financial assets - available for sale S - (1,556) (114)
Financial assets - held to maturity - 1,633 (3,752)
Other assets from operating activities 9812  (3421)
Deposits by banks - (343,366)  (587,956)
~ Customer deposits - - (144,478) 158415
~ Debt securities in issue B = 8,124 (3,368)
Trading liabilities - - 1,467 _(211)
Other liabilities from operating activities - (5,739) (11,529)
Cash flow from operating activities (326,751) (119,352)
Proceeds of disposal
Financial assets - held to maturity and associated companies ] w29@307 20,566
Financial assets - available for sale N 204,531 159,888
Property and equipment, intangible assets and investment properties 718 346
Acquisition of
Financial assets - held to maturity and associated companies (107,656) (54,319)
Financial assets - available for sale (69,911) (204,796)
Property and equipment, intangible assets and investment properties (5,950) (7,410)
Acquisition of subsidiaries (net of cash and cash equivalents acquired) -0 0
Cash flow from investing activities 231,239 (85,725)
Capital increaseé; B B 25 1,‘,9 ' 39,000
Subordinated loan repayment - - o 0 (4730)
Subordinated loan received ___ | 1,366 33,789
Cash flow from financing activities 1,365 25,659
Cash and cash equivalents at beginning of period 148,744 328,162
Cash flow from operating activites (326,751) (119,352)
Cash flow from investing activities 231,239 (85,725)
Cash flow from financing activities - o 1,365 25,659
Cash and cash equivalents at end of period 8 54,597 148,744
6
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Cash flows related to taxes, interest and dividends 2013 2012
Payments for taxes on income o (4,315) (6,944)
interest received o 162,867 209,590
Dividends received 161 = 1565
Interest paid (57,077) (113,652)

7
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VI. Notes to the Consolidated Financial Statements
A. GENERAL INFORMATION

Erste Bank Hungary Zrt. (referred to as ‘Bank’) is a member of Erste Group, the largest privately owned Austrian banking group, listed on
the Vienna, Prague and Bucharest Stock Exchanges (Erste Group Bank AG). The Bank with its fully owned subsidiaries forms Erste
Hungary. The Bank is a limited liability company, incorporated and domiciled in Hungary. The registered office of the Bank is 24-26.
Népfiirdé utca, 1138 Budapest, Hungary.

As of 31 December 2013 and 2012, the direct parent of the Bank was EGB Ceps Holding GmbH, whose registered office is Graben 21,
1010 Vienna, Austria. The Consolidated financial statements of Erste Group are prepared by the ultimate parent of Erste Group ‘Erste
Group Bank AG’, and are available after their completion at the Court of Registry of Vienna, Marxergasse 1a, 1030 Vienna, Austria.

Erste Hungary s activity

The Bank with its subsidiaries offers a complete range of banking and other financial services to customers, such as savings accounts,
asset management, consumer credit and mortgage lending, investment banking, securities and derivatives trading, portfolio management,
project finance, foreign trade financing, corporate finance, capital market and money market services, foreign exchange trading, leasing
and factoring. Erste Hungary concentrates its activity in the Hungarian market.

Subsidiaries
The subsidiaries of the Bank, all registered in Hungary, as of 31 December 2013 are as follow:

Interest of Erste Bank Hungary in % - directly or indirectly

Company name 2013 2012 Core activity

Erste Befektetési Zrt. B == = 100% 100% ~ brokerage services

Portfolié Szolgaltaté Kit. o 100% 100%  data processing services )
Erste Leasing Autéfinanszirozasi Zrt. “merged into Erste Bank Hungary 100% financial leasing of vehicles
Erste Leasing Eszkézfinanszirozasi Zrt. ‘merged into Erste Bank Hungary 100% financial leasing of other assets
Erste Leasing Bérlet Szolgaitato Kift. 100% 100% operating leasing of other assets
Erste Ingatlanlizing Zrt. merged into Erste Bank Hungary 100% financial leasing of properties
Erste Lakaslizing Zrt. 100% 100% financial leasing of properties
Erste Ingatlan Kift. 100% 100% _property management

Sié Ingatlan Invest Kit. 100% 100% __property development

Erste Faktor Zrt. merged into Erste Bank Hungary 100% factoring

Erste Lakas-takarékpénztar Zrt. ' 100% 100% building society

Magyar Factor Zrt. merged into Erste Bank Hungary 100% factoring

Erste IN-FORG Kift. 100% - property management

B. ACQUISITIONS, MERGERS AND DISPOSALS

(1) Merger

The Bank simplified its legal structure and merged the previously separate entities dealing with leasing and factoring activities as of 31
December 2013. In that frame the following companies were merged in the Bank: Erste leasing Autofinanszirozasi Zrt., Erste Leasing

Eszkozfinanszirozasi Zrt., Erste Ingatlanlizing Zrt., Erste Faktor Zrt. and Magyar Factor Zrt.
Given that the merger was conducted between entities under common control there is no financial impact of the transaction.

(ii) Erste IN-FORG Kfi.

The company was founded in the second quarter of 2013, specialised in property management activities.
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C. MAJOR CHANGES IN LEGAL ENVIRONMENT OF FINANCIAL INSTITUTIONS

(i) Home rescue plan

In June 2011 the Hungarian Parliament approved the “Home rescue plan” applicable to financial institutions. The plan was subsequently
amended in September 2011 and was completed with additional modifications in March 2012. The main objective of the plan was to
provide a benefit for citizens having mortgage loans or residential real estate finance lease contracts denominated in Swiss Franc, Euro or
Japanese Yen, as their monthly instalments were significantly impacted by changes in foreign exchange rates. Erste Hungary recognised
significant losses due to the government legislation. The plan relies on different schemes such as

A. Endpayment (passed September 2011)

Under the law eligible customers were allowed to repay in one lump sum their mortgage loans denominated in defined foreign currencies
(endpayment) at fixed foreign exchange rates far below market rates. Erste Hungary’s total loss amounted to 56,5 billion forint, recog-
nised in Risk provisions in the Consolidated Income Statement for 31 December 2011. 30% of the incurred loss could be reclaimed from
the 2011 banking tax.

B, Measures related to customers of more than 90 days past due (passed March 2012)

For clients electing to participate in this scheme, Erste Hungary was obliged to write off 25% of the total outstanding exposure and con-
vert the foreign exchange loan into a forint denominated loan. Erste Hungary recognised an estimated loss of 5.4 billion forint at 31
December 2011, including risk provision, against the 4.5 billion forint loss realised in 2012. Thirty percent of the loss, amounting to 1.3
billion forint, could be reclaimed from banking tax of 2012,

C. Measures related to customers of less than 90 days past due or current (passed March 2012, modification of the scheme passed No-
vember 2013)

Eligible customers may apply to fix their monthly instalments at a fixed foreign exchange rate for the next five years.

Differences coming from the different rates are accumulated in a buffer account bearing BUBOR-only interest related to capital element
and are reimbursed by the state related to interest element. In 2012 a new levy was introduced to be paid by the banks, amounting to 50%
of the state reimbursement.

This scheme was extended to customers of more than 90 days past due. Due to the change of eligibility criteria the scheme is open for all
citizens having mortgage loans or residential real estate finance lease contracts denominated in Swiss Franc, Euro or Japanese Yen.

(ii) Financial transaction tax

The financial transaction tax (FTT) law came into force 1 January 2013 imposing the banks to pay a tax afier certain cash movements and
money transfers. Excluded from the scope are inter-bank transactions (included Hungarian and foreign financial institutions, payment
service providers); cash pooling; securities market transactions; lending; own account transactions.

The general rate is 0.3%, caped in 6,000 forint, the rate applied to cash transactions is 0.6%, no cap. In addition to these rates the service
providers (excluding State Treasury) were obliged to pay a lump sum one-off levy. This additional levy was equal to 208% of the amount
collected between January and April 2013, amounting to 4.8 billion forint. Erste Hungary presents the FTT in Other operating result —
other taxes, totalling 14 billion forint, including the lump-sum levy.

D. ACCOUNTING POLICIES
a) BASIS OF PREPARATION

The consolidated financial statements of Erste Hungary for the 2013 financial year and the comparable data for 2012 were prepared in
compliance with applicable International Financial Reporting Standards (IFRS) and International Accounting Standards (IAS) published
by the International Accounting Standards Board (IASB) and with their interpretations issued by the International Financial Reporting
Interpretations Committee (IFRIC, formerly Standing Interpretations Committee or SIC) as adopted by the European Union. Except as
otherwise indicated, all amounts are stated in millions of Hungarian forint (HUF).

The consolidated financial statements have been prepared on a historical cost basis, except for available for sale investments, derivative
financial instruments and other financial assets and liabilities held for trading, all of which have been measured at fair value.

The consolidated financial statements for the year ended 31 December 2013 were authorised for issue in accordance with a resolution of
the directors on 15 April 2014.
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Basis of consolidation

All subsidiaries controlled by Erste Hungary are consolidated in the financial statements. Subsidiaries are consolidated from the date on
which control is transferred to the Bank. Control is achieved when the Bank has the power to govern the financial and operating policies
of an entity so as to obtain benefits from its activities. The results of subsidiaries acquired or disposed of during the year are included in
the consolidated statement of comprehensive income from the date of acquisition up to the date of disposal. The financial statements of
the Bank’s subsidiaries are prepared for the same reporting year as the Bank, using consistent accounting policies. All intra-group balanc-
es, transactions, income and expenses as well as unrealised gains and losses and dividends are eliminated. Non-controlling interests repre-
sent the portion of total comprehensive income and net assets, which are not attributable to owners of the parent.

b) ACCOUNTING AND MEASUREMENT METHODS

Foreign currency translation
The consolidated financial statements are presented in Hungarian forint (HUF) which is the functional currency of the parent entity. The
functional currency is the currency of the primary business environment in which an entity operates.

For foreign currency translation, exchange rates quoted by the National Bank of Hungary are used. Transactions in foreign currencies are
initially recorded at the functional currency exchange rate effective at the date of the transaction. Monetary assets and liabilities denomi-
nated in foreign currencies are translated at the functional currency rate of exchange at the balance sheet date. All resulting foreign ex-
change differences that arise are recognised in the income statement, in the Trading result. Non-monetary items that are measured in terms
of historical cost in a foreign currency are translated using exchange rates as at the dates of the initial transactions. Differences arising
from cash flow hedge are recognised in equity.

Financial instruments — recognition and measurement

A financial instrument is a contract which automatically produces a financial asset for the one company and a financial liability or equity
instrument for the other. In accordance with IAS 39, all financial assets and liabilities — which include derivative financial instruments —
are recognised in the statement of financial position and measured in accordance with their assigned category.

Erste Hungary uses the following measurement categories:

e financial assets at fair value through profit or loss, including:
- trading instruments

- derivative instruments

available for sale financial assets

held to maturity investments

loans and receivables

financial liabilities at fair value through profit or loss

e financial liabilities at amortised cost

The Relationships between the statement of financial position and measurement categories are described in the next table:

Statement of financial position Measurement method

Fair Value At amortised cost
ASSETS
Cash and balances with central banks X
Loans and advances to credit institutions X
Loans and advances to customers X
Risk provisions for loans and advances X
Derivative financial instruments X
Trading assets X
Financial assets - available for sale X
Financial assets - held to maturity X
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LIABILITIES

Deposits by banks X
Customer deposits X
Debt securities in issue X
Derivative financial instruments X

Trading liabilities X

Subordinated liabilities X

(i) Date of recognition

Financial instruments are initially recognised when Erste Hungary becomes a party to the contractual provisions of the instrument. Regu-
lar way (spot) purchases and sales of financial assets are recognised at settlement date which is the date that an asset is delivered.

Certain subsidiaries recognise financial instruments at trade date in their stand alone statements, but these differences are reversed within

the consolidation.

(ii) Initial measurement of financial instruments

The classification of financial instruments at initial recognition depends on the purpose and the management’s intention for which the
financial instruments were acquired and their characteristics. Financial instruments are measured initially at their fair value including
transaction costs, except in the case of financial assets and financial liabilities recorded at fair value through profit or loss.

(iii) Cash and cash equivalents

Cash and cash equivalents as referred to in the statement of cash flows comprises cash on hand and current accounts with central banks.
The Bank is obliged to maintain a minimum mandatory reserve at the central bank amounting to 2% of its domestic customers’ deposits,
foreign customers’ FX deposits and foreign customers’ forint deposits with maturities of less than one year. The obligation is fulfilled if
the monthly average of this separate account reaches the calculated amount.

Cash and cash equivalents are shown under ‘Cash and balances with central banks’ in the statement of financial position.

(iv) Derivatives

Derivatives used by Erste Hungary include interest rate swaps, futures, forward rate agreements, interest rate options, currency swaps and
currency options. Derivatives are measured at fair value. Changes in fair value are recognised in the income statement. Derivatives are
carried as assets when their fair value is positive and as liabilities when their fair value is negative. All derivatives, disregarding their
internal classification, are disclosed as either ‘Derivative financial instruments’ assets or liabilities in the statement of financial position.

(v) Financial assets and financial liabilities held-for-trading

Financial assets and financial liabilities held-for-trading are recorded at fair value in the statement of financial position. Changes in fair
value are reported in ‘Net trading result’. Net interest from this portfolio is recognised in Net interest income, using the effective interest
rate method. Included in held-for-trading are debt securities, equity instruments acquired or issued principally for the purpose of selling or
repurchasing in the near term. They are presented as ‘Trading assets’ or “Trading liabilities’ in the statement of financial position.

(vi) Available for sale financial assets
Available for sale assets include equity and debt securities as well as other investments. Equity investments classified as available for sale
are those which are neither classified as held-for-trading nor designated at fair value through profit or loss. Debt securities in this category
are those which are intended to be held for an indefinite period of time and which may be sold in response to needs for liquidity or in
response to changes in market conditions.
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After initial measurement, available for sale financial assets are subsequently measured at fair value. Unrealised gains and losses are
recognised directly in other comprehensive income and reported in the ‘Available for sale - reserve’ until the financial asset is disposed of
or impaired. If available-for-sale assets are disposed of or impaired, the cumulative gain or loss previously recognised directly in other
comprehensive income is reclassified to profit or loss and reported under ‘Result from financial assets — available for sale’. In the state-
ment of financial position, available for sale financial assets are disclosed in ‘Financial assets — available for sale’.

If the fair value of investments in non-quoted equity instruments cannot be measured reliably, they are recorded at cost.

Interest and dividend income on available for sale financial assets is reported in the income statement as ‘Interest and similar income’,
using the effective interest rate method.

(vii) Held to maturity financial investments

Held to maturity financial investments reported as ‘Financial assets — held to maturity’ in the statement of financial position are non-
derivative financial assets, with fixed or determinable payments, and fixed maturities, if Erste Hungary has the intention and ability to
hold them until maturity. After initial recognition held to maturity financial investments are subsequently measured at amortised cost
including impairment. Interest earned on financial assets - held to maturity is reported in ‘Interest and similar income’, using the effective
interest rate method. Losses arising from impairment of such investments as well as realised gains or losses from selling are recognised in
the income statement in ‘Result from financial assets — held to maturity’.

If Erste Hungary were to sell or reclassify more than an insignificant amount of held-to-maturity investments before maturity (other than
in certain specific circumstances), the entire category would be tainted and would have to be reclassified as available for sale. Further-
more, Erste Hungary would be prohibited from classifying any financial asset as held to maturity during the following two years.

(viii) Loans and advances

The statement of financial position categories of ‘Loans and advances to credit institutions” and ‘Loans and advances to customers’ meet
the definition of the loans and receivables category. Loans and advances include non-derivative financial assets with fixed or determinable
paymenits that are not quoted in an active market.

Afier initial measurement, loans and advances are subsequently measured at amortised cost including impairment. Interest income earned
is included in ‘Interest and similar income’ in the income statement, using the effective interest rate method. Allowance for impairment is
reported in the statement of financial position his ‘Risk provisions for loans and advances’. Losses arising from impairment are recog-
nised in the income statement under ‘Risk provisions for loans and advances’.

Securities issued by municipalities are classified into ‘Loans and advances to customers’ and are recorded at amortised cost as there is no
active or liquid market for them. Their impairment is reported under ‘Risk provisions for loans and advances’.

(ix) Deposits and other liabilities

Deposits and other liabilities are measured at amortised cost except for trading liabilities and derivatives measured at fair value through
profit or loss. Besides ‘Trading liabilities” and ‘Derivative financial instruments’ liabilities are reported as ‘Deposits by banks’, ‘Customer
deposits’ ‘Debt securities in issue’ or ‘Subordinated liabilities’. Interest expenses incurred are reported in ‘Interest and similar expenses’ in
the income statement, using the effective interest rate method.

Derecognition of financial assets and financial liabilities
A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial assets) is derecognised when:
- the rights to receive cash flows from the asset have expired; or
- as Erste Hungary has transferred its rights to receive cash flows from the asset or has assumed an obligation to pay the received cash
flows in full without material delay to a third party under a ‘pass-through’ arrangement;
and either: ,
- has transferred substantially all the risks and rewards connected with the ownership of the asset, or
- has neither transferred nor retained substantially all the risks and rewards connected with the ownership of the asset, but has trans-
ferred control of the asset.

A financial liability is derecognised when the obligation under the liability is discharged, cancelled or expires.
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Reclassification of financial assets

From Trading portfolio

Erste Hungary evaluates its financial assets held for trading, other than derivatives, to determine whether the intention to sell them in the
near term is still appropriate. When Erste Hungary is unable to trade these financial assets due to inactive markets and management’s
intention to sell them in the foreseeable future significantly changes, Erste Hungary may elect to reclassify these financial assets in rare
circumstances. The reclassification to loans and receivables, available for sale or held to maturity depends on the nature of the asset. This
evaluation does not affect any financial assets designated at fair value through profit or loss using the fair value option at designation.

From Available for sale portfolio
For a financial asset reclassification out of the Available for sale category any previous gain or loss on the asset that has been recognised
in equity is amortised to profit or loss over the remaining life of the investment using the effective interest rate. Any difference between
the new amortised cost (equal to fair value at reclassification) and the expected cash flow is also amortised over the remaining life of the
asset using the effective interest rate method. If the asset is subsequently determined to be impaired then the amount recorded in equity is
recycled to the Income Statement.

Reclassification is at the election of management and is determined on an instrument by instrument basis. Erste Hungary does not reclas-
sify any financial instruments into the fair value through profit or loss category after initial recognition.

Repurchase and reverse repurchase agreements

Securities sold under agreements to repurchase at a specified future date are not derecognised from the statement of financial position as
Erste Hungary retains substantially all the risks and rewards of ownership. Such transactions are also known as ‘repos’ or ‘sale and repur-
chase agreement’. The corresponding cash received is recognised in the statement of financial position as an asset with a corresponding
obligation to return it as a liability in the respective lines ‘Deposits by banks’ or ‘Customer deposits’ reflecting the transaction’s economic
substance as a loan to Erste Hungary. The difference between the sale and repurchase prices is treated as interest expense and recorded in
the line ‘Interest and similar expenses’ and is accounted for using the effective interest rate method. Financial assets transferred out by
Erste Hungary under repurchase agreements remain on Erste Hungary’s statement of financial position and are measured according to the
rules applicable to the respective statement of financial position item.

Conversely, securities purchased under agreements to resell at a specified future date are not recognised in the statement of Financial
Position. Such transactions are also known as ‘reverse repos’. The consideration paid is recorded in the statement of financial position in
the respective lines ‘Loans and advances to credit institutions’ or ‘Loans and advances to customers’, reflecting the transaction’s econom-
ic substance as a loan by Erste Hungary. The difference between the purchase and resale prices is treated as interest income and recorded
under ‘Interest and similar income’ and is accounted for using the effective interest rate method.

Securities lending and borrowing

In securities lending transactions, the lender transfers ownership of securities to the borrower on the condition that the borrower will
retransfer, at the end of the agreed loan term, ownership of instruments of the same type, quality and quantity and will pay a fee deter-
mined by the duration of the lending. Similarly to ‘reverse repos’, the transfer of the securities to counterparties via securities lending
does not result in derecognition unless the risks and rewards of ownership are also transferred. Securities borrowed are not recognised in
the statement of financial position, unless they are then sold to third parties.

Determination of fair value

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market partici-
pants at the measurement date.

The best indication of the fair value of financial instruments is provided by quoted market prices in an active market. Where quoted mar-
ket prices in an active market are available, they are used to measure the financial instrument (level 1 of fair value hierarchy). The meas-
urement of fair value at Erste Hungary is based primarily on external sources of data (stock market prices or broker quotes in highly liquid
market segments). Where no market prices are available, fair value is determined on the basis of valuation models that are based on ob-
servable market information (level 2 of fair value hierarchy). In some cases, the fair value of financial instruments can be determined
neither on the basis of market prices nor of valuation models that rely entirely on observable market data. In this case, individual valuation
parameters not observable in the market are estimated on the basis of reasonable assumptions (level 3 of fair value hierarchy). This in-
cludes extrapolation of yield curves or volatilities, usage of historical volatilities.
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Erste Hungary employs only generally accepted, standard valuation models. Net present values are determined for linear derivatives (e.g.
interest rate swaps, cross currency swaps, foreign exchange forwards and forward rate agreements) by discounting the recurring cash
flows. Plain vanilla OTC options (on shares, currencies and interest rates) are valued using option pricing models of the Black-Scholes
class. Erste Hungary uses only valuation models which have been tested internally and for which the valuation parameters (such as inter-
est rates, exchange rates and volatility) have been determined independently.

Impairment of financial assets

Erste Hungary assesses at each balance sheet date whether there is any objective evidence that a financial asset or a group of financial
assets is impaired. A financial asset or a group of financial assets is deemed to be impaired if, and only if, there is objective evidence of
impairment as a result of one or more events that have occurred after the initial recognition of the asset (an incurred ‘loss event’) and that
loss event (or events) has an impact on the estimated future cash flows of the financial asset or the group of financial assets that can be
reliably estimated.

Evidence of impairment may include indications that the borrower or a group of borrowers is experiencing significant financial difficulty,
the probability that they will enter bankruptcy or other financial reorganisation, default or delinquency in interest or principal payments
and where observable data indicates that there is a measurable decrease in the estimated future cash flows, such as changes in arrears or
economic conditions that correlate with defaults.

If Erste Hungary determines that no objective evidence of impairment exists for an individually assessed financial asset, it includes the
asset in a group of financial assets with similar credit risk characteristics and collectively assesses them for impairment.

(i) Financial assets carried at amortised cost

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is measured as the difference between the
assets carrying amount and the present value of estimated future cash flows (excluding future expected credit losses that have not yet been
incurred). The calculation of the present value of the estimated future cash flows (discounted by the original effective interest rate) ofa
collateralised financial asset reflects the cash flows that may result from foreclosure less costs for obtaining and selling the collateral.

In the case of loans and advances, any impairment is reported in the allowance account referred to as ‘Risk provisions for loans and ad-
vances’ in the statement of financial position and the amount of the loss is recognised in the income statement under ‘Risk provisions for
loans and advances’. Risk provisions for loans and advances include specific risk provisions for loans and advances for which objective
evidence of impairment exists on individual basis. In addition, risk provisions for loans and advances include portfolio risk provisions for
which no objective evidence of impairment exists in single observation. For held to maturity investments impairment is recognised direct-
ly by reduction of the asset account and in the income statement under ‘Result from financial assets — held to maturity’. Interest income
for individually impaired assets continues to be accrued on the reduced carrying amount and is accrued using the interest rate used to
discount the future cash flows for the purpose of measuring the impairment loss. Interest income is recorded as part of ‘Interest and simi-
lar income’.

Loans together with the associated allowance are derecognised (written off) when there is no realistic prospect of future recovery and all
collateral has been realised by Erste Hungary.

If, in a subsequent year, the amount of the estimated impairment loss increases or decreases because of an event occurring after the im-
pairment was recognised, the previously recognised impairment loss is increased or reduced by adjusting the allowance account in case of
loans and advances. In the case of held to maturity investments the carrying amount is increased or decreased. Decreases in impairment
losses are reported in the same line of the income statement as the impairment loss itself.

Where possible, the bank seeks to restructure loans rather than take possession of collateral. This may involve extending the payment

arrangements and the agreement of new loan conditions. Once the terms have been renegotiated the loan is no longer considered past due.
Management continually reviews renegotiated loans to ensure that all criteria are met and that future payments are likely to occur.
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(ii) Available for sale financial investments

In the case of debt instruments classified as available for sale, Erste Hungary assesses individually whether there is objective evidence of
impairment based on the same criteria as for financial assets carried at amortised cost. If, in a subsequent period, the fair value of a debt
instrument increases and the increase can be objectively related to a credit event occurring after the impairment loss was recognised in the
income statement, the impairment loss is reversed (except for equity instruments, where no reversal is accepted) through the income
statement in ‘Result from financial assets — available for sale’. Impairment losses and their reversals are recognised directly against the
assets in the statement of financial position.

Collateral valuation and management

Collateral valuation is based on current market prices, while taking into account an amount that can be recovered within a reasonable
period. The internally acceptable collateral values are adjusted downward by valuation rates, reflecting any prior claims from other debt-
ors, discounts by distressed realization price, respectively and any other limiting factors which would prevent Erste Hungary to collect the
market price of collateral. The valuation processes are defined and implemented by authorized staff. Only independent appraisers not
involved in the lending decision process are permitted to conduct real estate valuations, and the valuation methods to be applied are de-
fined. All appraisers are certified by Erste Hungary and each is subject to a regular review. Erste Hungary removes appraisers should any
concern about their objectivity or quality arise.

The revaluation of collateral is done periodically. In case of corporate the valuations, and revaluations are undertaken on a case by case
basis. For retail residential real estate the individual valuation is performed within the loan application process, while in later periods a
statistical method is used with a reference to market indexes. Apart from periodic revaluations, collateral is also assessed when infor-
mation becomes available that indicates a decrease in the value of the collateral for exceptional reasons.

Erste Hungary reviewed its standards, processes and systems, spending special focus on collateral registration, valuation, insurance and
Basel 11 eligibility. Numerous policies have been updated reflecting the lessons from the crisis as well as supervisory requirements. The
Collateral Catalogue of Erste Hungary is fully aligned with the Erste Group Collateral Catalogue.

Impairment of non—financial assets

Erste Hungary assesses at each reporting date whether there is an indication that an asset may be impaired. If any indication exists, or
when annual impairment testing for an asset is required, the bank estimates the asset’s recoverable amount. An asset’s recoverable amount
is the higher of an asset’s fair value less costs to sell and its value in use. Where the carrying amount of an asset exceeds its recoverable
amount, the asset is considered impaired and is written down to its recoverable amount,

In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the asset. In determining fair value less costs to sell, an
appropriate valuation model is used.

Hedge accounting

Erste Hungary makes use of derivative instruments to manage exposures to interest rate risk and foreign currency risk. At inception of a
hedge relationship, the bank formally documents the relationship between the hedged item and the hedging instrument, including the
nature of the risk, the objective and strategy for undertaking the hedge and the method that will be used to assess the effectiveness of the
hedging relationship. A hedge is expected to be highly effective if the changes in fair value or cash flows attributable to the hedged risk
during the period for which the hedge is designated are expected to offset the fair value changes of the hedging instrument in a range of
80% to 125%.
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(i) Fair value hedge

Fair value hedges are employed to reduce market risk. For qualifying and designated fair value hedges, the change in the fair value of a
hedging instrument is recognised in the income statement in the line ‘Net trading result’. The change in the fair value of the hedged item
attributable to the hedged risk is also recognised in the income statement in ‘Net trading result’ and the carrying amount of the hedged
item has to be adjusted in the Statement of Financial Position. The hedged item for individual hedges is recorded together with underlying
instrument on the respective Statement of Financial Position line. If the hedging instrument expires, is sold, is terminated or is exercised,
or when the hedge no longer meets the criteria for hedge accounting, the hedge relationship is terminated. In this case, the fair value ad-
justment of the hedged item shall be amortised to the income statement in the ‘Net interest income’ until maturity of the underlying finan-
cial instrument (hedged item). The amortization of the fair value adjustment shall be done based on a recalculated effective interest rate at
the date amortization begins. However, if, in the case of a fair value hedge of the interest rate exposure of a portfolio of financial assets or
financial liabilities, amortising using a recalculated effective interest rate is not practicable, the adjustment shall be amortized using a
straight line method. If the hedged item is sold the hedging relationship is terminated at the date of sale. Any accumulated fair value ad-
justment in relation to the hedged risk of the hedged item (that adjusts the carrying amount of the hedged item) adjusts the net profit or
loss from the sale of the hedged item. Accordingly this result is presented in same line as the result from the sale of the hedged item.

(ii) Cash flow hedge

Cash flow hedge is a hedge of the exposure to variability in cash flows that (i) is attributable to a particular risk associated with a recog-
nised asset or liability (such as all or some future interest payments on variable rate debt) or a highly probable forecast transaction and (ii)
could affect profit or loss. Cash flow hedges are used to eliminate uncertainty in the future cash flows in order to stabilise net interest
income. For designated and qualifying cash flow hedges, the effective portion of the gain or loss on the hedging instrument is recognised
in other comprehensive income and reported under the ‘Cash flow hedge reserve’. The ineffective portion of the gain or loss on the hedg-
ing instrument is recognised in the income statement in the ‘Net trading result’. When the hedged cash flow affects the income statement,
the gain or loss on the hedging instrument is reclassified from other comprehensive income into the corresponding income or expense line
in the income statement (mainly ‘Net interest income’). When a hedging instrument expires, is sold, is terminated, is exercised, or when a
hedge no longer meets the criteria for hedge accounting, the hedge relationship is terminated [IAS 39.101]. In this case, the cumulative
gain or loss on the hedging instrument that has been recognised in other comprehensive income shall remain separately in ‘Cash flow
hedge reserve’ until the transaction occurs. If the forecast transaction is no longer expected to occur, the cumulative gains or loss that had
been recognised in other comprehensive income from the period when the hedge was effective shall be reclassified from equity to profit
or loss as a reclassification adjustment.

Offsetting financial instruments

Financial assets and financial liabilities are offset and the net amount is reported in the statement of financial position if, and only if, there
is a currently enforceable legal right to offset the recognised amounts and there is an intention to settle on a net basis, or to realise the
asset and settle the liability simultaneously.

Leasing

A lease is an agreement whereby the lessor conveys to the lessee in return for a payment or series of payments the right to use an asset for
an agreed period of time. A finance lease of Erste Hungary is a lease that transfers substantially all the risks and rewards incidental to
ownership of an asset. The remaining lease agreements in Erste Hungary are classified as Operating leases.

The determination of whether an arrangement is a lease, or it contains a lease, is based on the substance of the arrangement and requires
an assessment of whether the fulfilment of the arrangement is dependent on the use of a specific asset or assets and the arrangement con-
veys aright to use the asset.

Erste Hungary as a lessor
The lessor in the case of a finance lease reports a receivable against the lessee amounting to the present value of the contractually agreed
payments taking into account any residual value. Lease income is calculated using the implicit rate in the lease and presented as interest

income.

In the case of an operating lease the leased asset is reported by the lessor in ‘property and equipment’ and is depreciated in accordance
with the principles applicable to the assets involved. Lease income is recognised on a straight-line basis over the lease term.

Lease agreements in which Erste Hungary is the lessor almost exclusively represent finance leases.
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Erste Hungary as a lessee
From the side of a lessee, Erste Hungary has not entered into any leases fulfilling the conditions of finance leases. Operating lease pay-
ments are recognised as an expense in the income statement on a straight line basis over the lease term.

Property and equipment
Property and equipment — including buildings, furniture and equipment are measured at cost less accumulated depreciation and accumu-
lated impairment in value. Borrowing costs for qualifying assets are capitalised into the costs of property and equipment.

Depreciation is calculated using the straight-line method to write down the cost of property and equipment to their residual values over
their estimated useful lives. Land and works of art are not depreciated. The estimated useful lives are as follows:

Us_eful life

in years

Own land and buildings 1667 0r50
Office and plant equipment / other fixed

assets ) . "=-7

IT assets (hardware) 2-10

Property and equipment is derecognised on disposal or when no future economic benefits are expected from their use. Any gain or loss
arising on derecognition of the asset (calculated as the difference between the net disposal proceeds and the carrying amount of the asset)
is recognised in ‘Other operating result' in the Income Statement in the year the asset is derecognised.

Business combinations and goodwill

(i) Business combinations

Business combinations are accounted for using the acquisition method of accounting. This involves recognising identifiable assets (in-
cluding previously unrecognised intangible assets such as customer relationships and brand) and liabilities (including contingent liabilities
and excluding future restructuring) of the acquired business at fair value. Any excess of the cost of acquisition over the fair values of the
identifiable net assets acquired is recognised as goodwill. If the cost of acquisition is less than the fair value of the identifiable net assets
acquired, the discount on acquisition is recognised in Income Statement in the line ‘Other operating result” in the year of acquisition.

(ii) Goodwill and impairment testing
Goodwill is not amortised but tested for impairment annually in November with any impairment determined recognised in the income

statement.

Investment property

Investment property is property (land and buildings or part of a building or both) held for the purpose of earning rental income or for
capital appreciation. In the case of partial own use, the property is investment property only if the owner-occupied portion is insignificant.
Investments in land and buildings under construction, where the future use is expected to be the same as for investment property, are
treated as investment property.

Investment property is measured initially at cost, including transaction costs. Subsequent to initial recognition, investment property is
measured at cost less accumulated depreciation and impairment. Rental income is recognised in the income statement under the line item
‘Other operating result Depreciation is recognised using the straight-line method over an estimated useful life. The useful lives of invest-
ment properties are identical to those of buildings reported under property and equipment. Any impairment losses, as well as their rever-
sals, are recognised under the income statement line item ‘Other operating result’. Investment property is presented on the Statement of
Financial Position under the line item ‘Investment property’.

Repossessed assets

Erste Hungary generally takes possession of such assets that are related to leasing contracts, loan contracts of property developments or
when properties that previously served as collateral are taken over. Repossessed cars are classified in the ‘Assets classified as held for
sale’ category. Repossessed properties are classified under ‘Other assets’ as inventories and are recorded at the lower of cost or net realis-
able value.

Erste Hungary does not occupy repossessed assets for business use as it is the policy of Erste Hungary to dispose of such assets in an
orderly fashion.
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Repossessed properties are transferred into “Investment property” if based on economic analysis there is no demonstrable prospective on
a midterm basis to sell the property and loss minimizing measurements lead to beneficiary rental contracts continuously generating in-
come over more than a year, relating of more than 50% of the rental potential of the property.

Non-current assets classified as held for sale

Non-current assets are classified as held for sale if they can be sold in their present condition and the sale is highly probable within 12
months of the classification as held for sale. Assets classified as held for sale are reported under the statement of financial position as
“Assets classified as held for sale’, under the segment reporting ‘Retail’. Non-current assets that are classified as held for sale are meas-
ured at the lower of carrying amount and fair value less costs to sell.

A disposal group is a group of assets, possibly with associated liabilities, which an entity intends to dispose of in a single transaction. The
measurement basis, as well as the criteria for classification as held for sale is applied to the group as a whole. Assets being part of a dis-
posal group are reported under the statement of financial position line ‘Assets classified as held for sale’. Plant and equipment once clas-
sified as held for sale are not depreciated.

Intangible assets
Erste Hungary’s intangible assets mainly comprise of computer software. An intangible asset is recognised only when its cost can be
measured reliably and it is probable that the expected future economic benefits that are attributable to it will flow to the Bank.

Intangible assets acquired separately are measured on initial recognition at cost. Following initial recognition, intangible assets are carried
at cost less any accumulated amortisation and any accumulated impairment losses.

Intangible assets with finite lives are amortised over their useful economic life. The amortisation period and the amortisation method are
reviewed at least at each financial year-end and adjusted if necessary. The amortisation expense on intangible assets with finite lives is
recognised in the Income Statement under ‘General Administrative expenses’.

Amortisation is calculated using the straight-line method to write down the cost of intangible assets to their residual values over their
estimated useful lives. ‘Software acquired’ and ‘Other intangible assets’ are amortised over 3 - 15 years.

Financial guarantees

In the ordinary course of business, Erste Hungary gives financial guarantees, consisting of some types of letters of credit and guarantees.
According to IAS 39 a financial guarantee is a contract that requires the guarantor to make specified payments to reimburse the holder for
a loss it incurs because a specified debtor fails to make payment when due in accordance with original or modified terms of a debt instru-
ment. If Erste Hungary is in a position of being a guarantee holder, the financial guarantee is not recorded in the statement of financial
position but is taken into consideration as collateral when determining impairment of the guaranteed asset.

Erste Hungary as a guarantor recognises financial guarantees in the financial statements. Financial guarantees are initially measured at fair
value as soon as Erste Hungary becomes a contracting party, i.e., when the guarantee offer is accepted. Generally the initial measurement
is the premium received for a guarantee. If no premium is received at contract inception the fair value of a financial guarantee is nil, as
this is the amount at which the transaction could be settled on a standalone arm’s length transaction with an unrelated party. Subsequent to
initial recognition, the Erste Hungary’s liability under each guarantee is measured at the higher of the amount initially recognised less
cumulative amortisation recognised in the income statement, and the best estimate of expenditure required to settle any financial obliga-
tion arising as a result of the guarantee.

Defined employee benefit plans

The defined employee benefit plan operated by Erste Hungary is for jubilee benefits to which all Hungarian employees are entitled. Jubi-
lee benefits (long service/ loyal-service benefits) are gifts and vouchers tied to the length of employees’ service to an employer. The enti-
tlement to jubilee benefits is established by local policy, which defines both the conditions of the entitlement and the related types of
benefits. Erste Hungary does not operate any employee benefit plans for pensions and severance benefits.
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Provisions

Provisions are recognised when Erste Hungary has a present obligation as a result of a past event, and it is probable that an outflow of
resources embodying economic benefits will be required to settle the obligation and a reliable estimate can be made of the amount of the
obligation. In the Statement of Financial Position, provisions are reported under ‘Other provisions’. They include credit risk provisions for
off-balance-sheet transactions (particularly warranties and guarantees) as well as provisions for litigations and restructuring. Expenses or
income from releases relating to credit risk provisions for off-balance-sheet items are presented in the income statement as ‘Risk provi-
sions for loans and advances’. All other expenses or income from releases related to provisions are reported within ‘Other operating re-
sult’.

Provisions for off-balance position transactions (particularly warranties and guarantees as well as other credit commitments) are included
in the statement of financial position under ‘Provisions’, while the related expense is reported in the income statement within ‘Risk provi-
sions for loans and advances’.

Share-based payment transactions

Erste Hungary does not have its own share based payment plans, but Erste Group offers its own share ownership and share options to
Erste Hungary’s employees with conditions as defined by the Erste Group’s Employee Share Ownership Plan - ESOP (cash settled) and
the Management Share Option Plan - MSOP (equity settled), in the form of equity-settied transactions.

Under the ESOP, Erste Group shares are offered to employees at a defined discount price. Expense incurred from the market price and the
discount price is immediately recognised under ‘Personnel expenses’. Under the MSOP, Erste Group share options were granted to Erste
Hungary managers and other key personnel over the period 2005-2008.

Taxes

(i) Current tax

Current tax assets and liabilities for the current and prior years are measured at the amounts expected to be recovered from or paid to the
taxation authorities. The tax rates and tax laws used to compute the amounts are those that are enacted by the balance sheet date.

Current taxes comprise income taxes such as corporate income tax, local business tax and local innovation tax.

(i) Deferred tax

Deferred tax is recognised for temporary differences between the tax bases of assets and liabilities and their carrying amounts at the bal-
ance sheet date. Deferred tax liabilities are recognised for all taxable temporary differences. Deferred tax assets are recognised for all
deductible temporary differences and unused tax losses, to the extent that it is probable that taxable profits will be available against which
the deductible temporary differences, and the carry forward of unused tax losses can be utilised. Deferred taxes are not recognised on
temporary differences arising from the initial recognition of goodwill or of an asset or liability in a transaction that is not a business com-
bination.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it is no longer probable
that sufficient taxable profit will be available to allow all or part of the deferred tax asset to be utilised. Unrecognised deferred tax assets
are reassessed at each balance sheet date and are recognised to the extent that it has become probable that future taxable profit will allow
the deferred tax assets to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the year when the asset is realised or the liabil-
ity is settled, based on tax rates (and tax laws) that have been enacted at the balance sheet date.

Deferred tax relating to items recognised in other comprehensive income is also recognised in other comprehensive income and not in the
income statement.

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right exists to set off current tax assets against current tax
liabilities and the deferred taxes relate to the same taxation authority.
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(iii) Banking Tax

The Hungarian Parliament approved a new Act in August 2010 which provides a framework for the levying of a “banking tax” on finan-
cial institutions in the years 2010, 2011, 2012, 2013, extended to 2014 as well. According to this Act each financial institution - that al-
ready had a closed financial year and related financial statements on 1 July 2010 - would be subject to assessment and payment of the
banking tax. The basis and the rate of the banking tax that is payable differs depending on the type of financial institution. The rates are
uniformly based on statutory reported financial data of the reporting entity for the period ended 31 December 2009. For credit institutions
the tax rates are 0.15% of adjusted total asset value for the first 50 billion forint; and 0.53% (0.5% in 2010) for the amount exceeds 50
billion forint. For investment companies the tax base is the income from investment service activities less expenses on investment service
activities shown in the annual report by local GAAP for the year 2009 and the tax rate is 5.6 %.

In the case of leasing and factoring companies the tax base is the net interest income and the positive net commission and fee income for
2010 and 2011. From 2012 the net commission and fee income is allowed to reduce the tax base if it is negative. The tax rate is 6.5%.

As the banking tax is payable based on prior year non net income measures it does not meet the definition of income tax under IFRS and
is therefore presented as an operating expense in the income statement. Losses generated by the scheme of “Measures related to custom-
ers of more than 90 days past due” were compensated through the 2012 banking tax, up to 30% of the recognised loss, equalling 1.3
billion forint.

Fiduciary assets
Erste Hungary provides trust and other fiduciary services that result in the holding or investing of assets on behalf of its clients. Assets
held in a fiduciary capacity are not reported in the financial statements, as they are not the assets of the Bank.

Dividends on ordinary shares
Dividends on ordinary shares are recognised as a liability and deducted from equity when they are approved by the Bank’s shareholder.

Recognition of income and expenses
Revenue is recognised to the extent that it is probable that economic benefits will flow to the entity and the revenue can be reliably meas-
ured. As regards to the lines reported in the income statement their description and revenue recognition criteria are as follows:

(i) Net interest income

Interest income or expense is recorded using the effective interest rate (EIR) method. The calculation includes origination fees resulting
from the lending business as well as transaction costs that are directly attributable to the instrument and are an integral part of the EIR, but
not future credit losses. Interest income from impaired loans is calculated by applying the original effective interest rate used to discount
the estimated cash flows for the purpose of measuring the impairment loss.

Interest and similar income mainly includes interest income on loans and advances to credit institutions and customers, on balances with
central banks and on bonds and other interest-bearing securities in all portfolios. Interest and similar expenses mainly include interest paid
on deposits by banks and customer deposits and, debt securities in issue.

Also reported in interest and similar income is current income from shares and other equity-related securities (especially dividends) as
well as income from other investments in companies categorised as available for sale. Such dividend income is recognised when the right
to receive the payment is established.

(ii) Net fee and commission income

Erste Hungary earns fee and commission income from a diverse range of services it provides to its customers. It includes income and
expenses mainly from fees and commission payable or receivable for payment transfers, securities business and lending business, as well
as from insurance brokerage and foreign exchange transactions.

Fees earned for the provision of services over a period of time are accrued over that period. These fees include guarantee fees, commis-
sion income from asset management, custody and other management and advisory fees.

Fee income earned from providing transaction services, such as the arrangement of the acquisition of shares or other securities or the
purchase or sale of businesses, is recognised on completion of the underlying transaction.
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(iii) Net trading result
Represents results arising from trading activities and includes all gains and losses from changes in fair value. It also includes foreign
exchange gains and losses.

(iv) Risk provisions for loans and advances

This item includes allocations to and releases of specific and portfolio risk provisions for loans and advances for both on-balance-sheet
and off-balance-sheet transactions. Also reported in this item are direct write-offs of loans and advances as well as recoveries on loans
written off.

(v) General administrative expenses
General administrative expenses represent the following expenses accrued in the reporting period: personnel and other administrative
expenses, as well as depreciation and amortisation. Not included is any impairment of goodwill.

Personnel expenses include wages and salaries, bonuses, statutory and voluntary social security contributions (cafeteria), staff-related
taxes and levies. They also include expenses for severance payments and share based payment.

Other administrative expenses include information technology expenses, expenses for office space, office operating expenses, advertising
and marketing, expenditures for legal and other consultants as well as sundry other administrative expenses.

(vi) Other operating result

Other operating result reflects all other income and expenses not attributable to Erste Hungary’s ordinary activities. This includes the
write down or reversal of write down as well as results on the sale of property and equipment, and expenses of debt collection. In addi-
tion, other operating result encompasses the following: expenses for other taxes including special bank taxes, deposit insurance contribu-
tions, and income from the release of and expenses for allocations to other provisions.

Significant accounting judgements, assumptions and estimates

The consolidated financial statements contain amounts that have been determined on the basis of judgements and by the use of estimates
and assumptions. The estimates and assumptions used are based on historical experience and other factors, such as planning as well as
expectations and forecasts of future events that are currently deemed to be reasonable. As a consequence of the uncertainty associated
with these assumptions and estimates, actual results could in future periods lead to adjustments in the carrying amounts of the related
assets or liabilities. The most significant use of judgment, assumptions and estimates are as follows:

Going concern

Erste Hungary’s management has made an assessment of Erste Hungary’s ability to continue as a going concern and has concluded that
Erste Hungary has the resources to continue in business for the foreseeable future. The management is not aware of any material uncer-
tainties that may cast significant doubt upon Erste Hungary’s ability to continue as a going concern. Therefore, the consolidated financial
statements are prepared on the going concern basis.

Fair value of financial instruments

Where the fair values of financial assets and financial liabilities recorded in the statement of financial position cannot be derived from
active markets, they are determined using a variety of valuation techniques that include the use of mathematical models. The inputs to
these models are derived from observable market data where possible, but where observable market data is not available, judgment is
required to establish fair values. Disclosures for valuation models, fair value hierarchy and fair values of financial instruments can be
found in the Note 32) Fair value of financial instruments.

Impairment of financial assets

Erste Hungary reviews its financial assets not measured at fair value through profit or loss at each balance sheet date to assess whether an
impairment loss should be recorded in the income statement. In particular, it is required to determine whether there is objective evidence
of impairment as a result of loss event occurring after initial recognition and to estimate the amount and timing of future cash flows when
determining the impairment loss. At defining the amount of impairment the fair value of the eventual collateral is taken into consideration,
based on assumptions.

Disclosures concerning impairment are included in Note 31.5) Risk Management, Credit risk — Non-performing assets and risk provi-
sions. The development of loan loss provisions is described Note 11) Risk provisions for loans and advances.
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Impairment of non-financial assets

Erste Hungary reviews its non-financial assets at each balance sheet date to assess whether there is an indication of impairment loss which
should be recorded in the income statement. Judgement and estimates are required to determine the value in use by estimating the timing
and amount of future expected cash flows and the discount rates.

Deferred tax assets

Deferred tax assets are recognised in respect of tax losses and deductible temporary differences to the extent that it is probable that taxable
profit will be available against which the losses can be utilised. Judgement is required to determine the amount of deferred tax assets that
can be recognised, based upon the likely timing and level of future taxable profits, together with future tax planning strategies. Disclo-
sures concerning deferred taxes are included in Note 15) Tax assets and liabilities.

Leases
From Erste Hungary’s perspective as a lessor, judgement is required to distinguish whether the lease is a finance or operating lease based
on the transfer of substantially all the risk and rewards from the lessor to the lessee.

Provisions

A provision is recognized by Erste Group when it has a present obligation as a result of a past event, it is probable that an outflow of
resources embodying economic benefits will be required to settle the obligation, and a reliable estimate can be made of the amount of the
obligation.

In the Statement of Financial Position, provisions are reported under ‘Other provisions’. They include credit risk provisions for off-
balance-sheet transactions (particularly warranties and guarantees) as well as provisions for litigations and restructuring. Based upon
historical experience and expert reports Erste Hungary assesses the likelihood and the amount of potential financial losses which are
appropriately provided for.

Segment reporting
The bank’s segmental reporting is based on the following operating segments: Retail, Local corporate, Real Estate, Assets and Liabilities
management, Group Large Corporate, Group Markets, Corporate Centre and Free capital.

Erste Hungary does not report its geographical markets because it primarily carries on its business activities in Hungary and has no signif-
icant activities abroad.

Segment results include revenue and expenses directly attributable to a segment and the relevant portion of revenue and expenses that can
be allocated to a segment, whether from external transactions or from transactions with other segments of Erste Hungary. Unallocated
items mainly comprise administrative expenses. Segment assets and liabilities comprise those operating assets and liabilities that are
directly attributable to the segment or can be allocated to the segment on a reasonable basis.

c) APPLICATION OF AMENDED AND NEW IFRS/IAS

The accounting policies adopted are consistent with those used in the previous financial year except for standards and interpretations that
became effective for financial years beginning on or after 1 January 2013. As regards new standards and interpretations and their amend-
ments, only those that are relevant for the business of Erste Hungary are listed below.

Effective standards and interpretations
The following standards and their amendments have been mandatory since 2013:
- Amendments to IAS 1 — Presentation of Items of Other Comprehensive Income
- IAS 19 (revised 2011) Employee Benefits
- Amendments to IFRS 7 — Offsetting Financial Assets and Liabilities
- IFRS 13 Fair Value Measurement
- Annual improvements to IFRSs (issued in 2012)

Application of these standards had no material effect on the recognition and measurement methods of Erste Hungary. However, there
were the following presentation and disclosure impacts:
- Amendments to IAS 1 bring new rules on how OCI items and their tax effects are grouped in the statement of comprehensive
income
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- Amendments to IFRS 7 result in new disclosures for offsetting in the area of derivatives and repo transactions in Note 31 Off-
setting
Application of IFRS 13 results in enhanced disclosures about fair value measurements for financial instruments and non-financial assets
in Note 36 Fair value of assets and liabilities

Standards and interpretations not yet effective
The standards and interpretations shown below were issued by the IASB but are not yet effective. Thereof, the following standards and
amendments have been endorsed by the EU:
- Amendments to IAS 36 — Recoverable Amounts Disclosures for Non-financial Assets
- Amendments to IAS 39 — Novation of Derivatives and Continuation of Hedge Accounting
- Amendments to IAS 19 — Defined Benefit Plans: Employee Contributions
- TAS 27 (revised 2011) Separate Financial Statements
- IAS 28 (revised 2011) Investments in Associates and Joint Ventures
- Amendments to IAS 32 — Offsetting Financial Assets and Liabilities
- IFRS 10 Consolidated Financial Statements
- IFRS 11 Joint Arrangements
- IFRS 12 Disclosure of Interests in Other Entities

Although they have been endorsed by the EU, Erste Hungary decided not to apply them before they become effective.

Amendments to IAS 19 — Defined Benefit Plans: Employee Contributions
Amendments to IAS 19 were issued in November 2013 and are effective for annual periods beginning on or after 1 July 2014.

The amendments clarify that contributions from employees or third parties that are linked to service must be atiributed to periods of ser-
vice using the same attribution method as used for the gross benefit. However, the contribution may be recognised as a reduction in the
service cost if the amount of the contributions is independent of the number of years of service.

Application of these amendments is not expected to have a significant impact on Erste Group’s financial statements.

148 27 (revised 2011) Separate Financial Statements

The revised IAS 27 was issued in May 2011 and is effective for annual periods beginning on or after 1 January 2013. As adopted by the
European Union, however, the revised IAS 27 becomes effective, at the latest, as from the commencement date of the first financial year
starting on or after 1 January 2014,

After revision, only the part relevant for individual financial statements was kept in IAS 27. This is due to the fact that IFRS 10 has be-
come a new standard relevant for consolidated financial statements. This resulted in a change of the name of IAS 27.

The revised IAS 27 is not expected to have a significant impact on Erste Hungary’s financial statements.

IAS 28 (revised 2011) Investments in Associates and Joint Ventures

The revised TAS 28 was issued in May 2011 and is effective for annual periods beginning on or after 1 January 2013. As adopted by the
European Union, however, the revised IAS 28 becomes effective, at the latest, as from the commencement date of the first financial year

starting on or after 1 January 2014,

Joint ventures are added to the scope of the revised IAS 28, which also results in a change in the name of the standard. This is due to the
fact that under IFRS 11 the equity method is the only way of including joint ventures in the consolidated financial statements.

The revised IAS 28 is not expected to have a significant impact on Erste Hungary’s financial statements.

Amendments to IAS 32 — Offsetting Financial Assets and Liabilities
Amendments to IAS 32 were issued in December 2011 and are effective for annual periods beginning on or after 1 January 2014.

The amendments clarify the meaning of the terms ‘currently” and ‘settlement on net basis’.

The amendments are not expected to have a significant impact on Erste Hungary’s financial statements.
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Amendments to 14S 36 — Recoverable Amounts Disclosures for Non-financial Assets
Amendments to IAS 36 were issued in May 2013 and are effective for annual periods beginning on or after 1 January 2014.

The amendments require an entity to disclose the recoverable amount of an individual asset (including goodwill) or a cash-generating unit
for which the entity has recognised or reversed an impairment loss during the reporting period. Additional disclosures are required if the
recoverable amount is determined based on fair value less costs of disposal.

Application of these amendments will result in new disclosures concerning recoverable amounts.

Amendments to IAS 39 — Novation of Derivatives and Continuation of Hedge Accounting
Amendments to IAS 39 were issued in June 2013 and are effective for annual periods beginning on or after 1 January 2014.

Under the amendments there would be no need to discontinue hedge accounting if a hedging derivative were novated, provided certain
criteria are met.

Application of these amendments is not expected to have a significant impact on Erste Hungary’s financial statements.

IFRS 9: Financial Instruments
IFRS 9 relating to the classification and measurement of financial assets was issued in November 2009 then supplemented by regulation
for financial liabilities in October 2010. In November 2013, apart for hedge accounting was issued.

IFRS 9 introduces two classification criteria for financial assets: 1) an entity’s business model for managing the financial assets, and 2) the
contractual cash flow characteristics of the financial assets. As a result, a financial asset is measured at amortised cost only if both the
following conditions are met: a) the asset is held within a business model whose objective is to hold assets in order to collect contractual
cash flows, and b) the contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments of princi-
pal and interest on the principal outstanding. All financial assets that do not fulfil these conditions are measured at fair value with changes
recognised in profit or loss. For investments in equity instruments that are not held for trading, an entity may make an irrevocable election
at initial recognition to measure them at fair value with changes recognised in other comprehensive income.

Based on changes in the business model, an entity shall reclassify all affected assets from fair value to the amortised cost category or vice
versa.

The objective of the new hedge accounting model is to reflect in accounting actual risk management practices of entities hedging risks.
For Erste Hungary, the following areas are expected to be relevant to achieve this objective: only the prospective effectiveness test is
required and the retrospective effectiveness test with the 80%-125% corridor was abandoned; when options are used as hedging instru-
ments, the volatility of the time value is recognised through OCI rather than profit or loss; the possibility of hedging synthetic items con-
taining derivatives.

This standard will have a significant effect on Statement of Financial Position items and measurement methods for financial instruments.
As IFRS 9 has not yet been published in its final version, its impact cannot be quantified.

IFRS 10 Consolidated Financial Statements

IFRS 10 was issued in May 2011 and is effective for annual periods beginning on or after 1 January 2013. As adopted by the European
Union, however, IFRS 10 becomes effective, at the latest, as from the commencement date of the first financial year starting on or after
1 January 2014. It replaces IAS 27, ‘Consolidated and Separate Financial Statements’ and interpretation SIC-12, ‘Consolidation — Special
Purpose Entities’.

IFRS 10 defines the principle of control for all entities, including those that were previously considered special purpose entities under
SIC-12. An investor controls an investee when the investor is exposed or has rights to variable returns from the investee and has the abil-
ity to affect these returns through its power over the investee. The assessment of control is based on all facts and circumstances, and the
conclusion is reassessed if there are changes in these facts and circumstances.

Furthermore, IFRS 10 addresses other issues such as control with less than majority voting rights, control solely through rights other than

voting rights, and delegated decision rights. Parts dealing with consolidation procedures, non-controlling interests and loss of control were
taken over into IFRS 10 from IAS 27.
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IFRS 10 also brings clarification in the area of protective rights, which normally do not lead to control of a subsidiary.
Application of this new standard is not expected to have a significant impact on Erste Hungary’s financial statements.

IFRS 11 Joint Arrangements

IFRS 11 was issued in May 2011 and is effective for annual periods beginning on or after 1 January 2013. As adopted by the European
Union, however IFRS 11 becomes effective, at the latest, as from the commencement date of the first financial year starting on or after
1 January 2014. It supersedes IAS 31, “Interests in Joint Ventures’, and SIC-13, ‘Jointly-controlled Entities — Nonmonetary Contributions
by Venturers’.

The core principle of IFRS 11 is that a party to a joint arrangement determines the type of joint arrangement in which it is involved by
assessing its rights and obligations and accounts for these rights and obligations in accordance with that type of joint arrangement.
IFRS 11 classifies joint arrangements as either joint ventures or joint operations. IFRS 11 requires the use of the equity method of ac-
counting for joint ventures by eliminating the option to use the proportionate consolidation method. A joint operator recognises its assets,
liabilities, revenues and expenses separately in relation to its interest in the arrangement.

As Erste Hungary did not apply the proportionate consolidation method allowed in IAS 31, application of this standard is not expected to
have a significant impact on Erste Hungary’s financial statements.

IFRS 12 Disclosure of Interests in Other Entities

IFRS 12 was issued in May 2011 and is effective for annual periods beginning on or after 1 January 2013. As adopted by the European
Union, however, IFRS 12 becomes effective, at the latest, as from the commencement date of the first financial year starting on or after
1 January 2014.

The objective of IFRS 12 is to require the disclosure of information enabling users of financial statements to evaluate the nature of, and
risks associated with, an investor’s interests in other entities as well as the effects of those interests on the investor’s financial position,
financial performance and cash flows. Disclosures are provided separately for subsidiaries, joint operations, joint ventures, associates and
unconsolidated structured entities. IFRS 12 is a comprehensive disclosures standard. Therefore, there are no specific disclosure require-
ments in IFRS 10, IFRS 11 and IAS 28.

Application of this standard is not expected to have a significant impact on Erste Hungary’s financial statements. However, it will result in
new disclosures especially in the area of non-controlling interests. No disclosures are expected for unconsolidated structured entities.

Amendments to IFRS 10, IFRS 11 and IFRS 12 — Transition guidance

Amendments to IFRS 10, IFRS 11 and IFRS 12 were issued in June 2012 and their effectiveness is aligned with the effective date of the
standards.

The amendments change the transition guidance to provide further relief from retrospective application.

Application of these amendments is not expected to have a significant impact on Erste Hungary’s financial statements.

Annual Improvements to IFRSs 2010-2012 and 2011-2013 Cycle

In December 2013, the IASB issued two sets of amendments to various standards. The amendments are effective for annual periods be-
ginning on or after 1 July 2014.

Application of these amendments is not expected to have a significant impact on Erste Hungary’s financial statements.

IFRIC 2] Levies
IFRIC 21 was issued in May 2013 and is effective for annual periods beginning on or after 1 January 2014.

The interpretation addresses when a liability for a levy imposed by a government is recognised. The liability is recognised progressively if
the obligating event occurs over a period of time. If an obligation is triggered on reaching a minimum threshold, the liability is recognised

when that minimum threshold is reached.

Application of these amendments is not expected to have a significant impact on Erste Hungary’s financial statements.
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E. NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1) Net interest income

in HUF million 2013 2012
Interest income e .
Lending and money market transactions with credit institutions 1,543 13,639
Lending and money market transactions with customers S o 108,593 133,563
Bonds and other interest-bearing securities - AfS - | 4,150 8,735
Bonds and other interest-bearing securities - HtM - i 23,285 23,439
Income from investments” - v 161 155
143,732 179,531
Bonds and other interest-bearing securities - trading 18,812 23965
Interest income on financial assets designated at fair value through profit or loss 18,812 29,965
Total interest and similar income 162,544 209,496
Interest expenses
Deposits by banks ~ (23,902) (46,519)
Customer deposits (43,556)  (65,953)
Debt securities in issue (192) (163)
Subordinated liabilities - - (3,408) (3,081)
(71,058) (105,716)
Interest expense on financial assets designated at fair value through profit or loss 0 0
Total interest and similar expenses (71,058) (105,716)
Total 91,486 103,780

1) dividend received from other investments

The interest income related to the non-performing portfolio is 11,965 million forint in 2013 and 8,346 million forint in 2012.
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2) Net fee and commission income

by the EU

in HUF million 2013 2012
Lending business - - 1986 2560
Payment transfers 32012 23605
Card business B 12,184 9,546
Securities business 10,069 8,113
Investment fund transactions 4,116 2,982
Custodial fees 1,062 762
Brokerage 4,902 4,368
Insurance brokerage 1,754 1,646
Building society brokerage 401 3n
Investment banking business - 1,263 - 709
Other fee and commission income 1,653 1,791
Fee and commission income - total 49,138 38,795
Lending business (1,881) (2,598)
Payment transfers (4,911) (4,748)
Card business (2,544) (2,470)
Securities business (1,986) (2,162)
Investment fund transactions (412) (886)
Custodial fees (227) (191)
Brokerage (1,346) (1,086)
Insurance brokerage (5) 0
Building society brokerage (24) (7
Investment banking business (44) (78)
Other fee and commission expense (1,477) (1,279)
Fee and commission expense - total (10,028) (10,873)
Net fee and commission income 39,110 27,922
3) Net trading result
in HUF million 2013 2012
Securities - - - 2,838 2,684
Derivatives - - - 1,363 3773
Foreign exchange transactions (trading) - o (2,974) (3,927)
Total 1,227 2,529
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4) Risk provisions for loans and advances (Note 11)

in HUF million 2013 2012
Allocation to risk provisions for loans and advances - ! (112,011) (103,519)
Release of risk provisions for loans and advances - - _____ B 77,341 75,056
Direct write-offs of loans and advances B - (25,334) ~ (33,699)
Recoveries on written-off loans and advances - o - - 281 52
Risk provision related to credit risk (69,723) (62,110)
Allocation of provision for guarantees 777 e (1844 (1 143
Allocation of provision as a precaution - 0 - (25)
Release of provision for guarantees 50 325
Release of provision as a precaution 48 594
Sundry provision related to credit risk (1,747) 779
Total risk provision for loans and advances (61,470) (61,331)
5) General administrative expenses

in HUF million 2013 2012
Personnel expenses (26,299) (24,389)
Other administrative expenses (20,654) ~ (22,627)
Depreciation and amortisation (5,660) (5,186)
Total (52,613) (52,203)
Personnel expenses

in HUF million 2013 2012
Wages and salaries = - (19,176) (17,366)
Compulsory social security contributions B (5,780) ~ (5,350)
Other personnel expenses _(1,343) (1,673)
Total (26,299) (24,389)
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Year-end number and average number of employees

by the EU

2013 year 2013 2012 year 2012
in Full Time Employee end average end average
Erste Bank Hungary N 2,609.8 2,602.7 23385  2,2904
Fully consolidated subsidiaries 168.3 167.8 351.6 341.9
Erste Befektetési Zrt. y 122.8 1106  109.0 1074
Portfolié Szolgaltato Kft. ] 0.0 14.0 - 140 14.6
Erste Leasing Autéfinanszirozasi Zrt. 0.0 0.0 146.8 145.8
Erste Leasing Bérlet Szolgaltato Kft. —— I - 0.0 02 2.0 20
Erste Leasing Eszkozfinanszirozasi Zrt. 3 0.0 0.0 ) 2.0 20
Erste Faktor Zrt. ) —r 0.0 00 16.8 16.4
Erste ingatlanlizing Zrt. 0.0 00 60 38
Erste Lakaslizing Zrt. 0.1 03 7.0 7.8
Erste Ingatlan Kift. 25.8 228 15.8 11.1
Erste Keresked6haz Kit. 0.0 0.0 0.0 0.0
Erste Lakas-takarékpénztar Zrt, - 19.8 20.0 193 18.0
Magyar Factor Zrt. ~ 00 0.0 130 13.0
Total 2,778.1 2,770.5 2,690.1 2,632.3
Other administrative expenses
in HUF million 2013 2012
IT expenses L 5274y  (5,701)
Expenses for office space —— - (7,381)  (7,169)
Office operating expenses = - (2,855) (3,001)
Advertising/marketing B (2,012) (2,890)
Legal and consulting costs o - (1,580) ~ (2,256)
Sundry administrative expenses - (1,553) (1,610)
Total (20,654) (22,627)
Depreciation and amortisation (Note 14)
in HUF million 2013 2012
Software and other intangible assets o o (3,102)  (2,670)
Real estate used by Erste Hungary - ~ (542)  (553)
Investment properties ~ (152) 0
Office and plant equipment (1,921) (1,964)
Total (5,717) (5,186)
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6) Other operating result

in HUF million 2013 2012
Other operating income® - - — o 12244 2,271
Rental income of investment properties ) - 152 0
Result from sales of properties/movables - ) ) - 5 34
Result from sales of other assets (138) 0
Result from assets held forsale ) (23 0
(Allocation)/release of other provisions/risks ) 457y 2,577
Expenses for deposit insurance contributions ) . (198)  (713)
Other taxes” ) B - (17.217) (1,100)
Banking tax? - 7 - (14,502) (13,678)
Expenses related to workout activities - (1,854) (1,864)
Impairment on inventories and receivables® (4,283) (3,483)
Other operating expenses - (12,612) (6,137)
Total (39,481) (21,092)

1) Other taxes comprise a fine of 1.7 billion forint by the decision of the Hungarian Competition Authority of 19 November 2013. The authority fined 11
leading Hungarian banks for harmonised activities in setting their practices in the case of the “Endpayment” scheme (details of the scheme see in point
C) in the period of 15 September 2011 - 30 January 2012. Beside this fine, 14 billion forint FTT is shown in Other taxes.

2) Losses generated by the scheme of “Measures related to customers of more than 90 days past due” (see point C) were compensated through the 2012
banking tax, up to 30% of the recognised loss, equalling 1.3 billion forint.

3) National Bank of Hungary (NBH) launched the ,Funding for growth scheme” April 2013, Under the scheme NBH made 750 billion forint of 0%
refinancing available to Hungarian lenders for new SME loans and the conversion of SMEs' foreign currency-denominated loans into forints. Rates on
the loans were capped at 2.5%, well under the 3.80% base rate of April 2013.

The effect of initial measurement was presented in Other operating result. As at 31 December 2013 7,482 million forint loss and 7,482 million forint
gain was shown in Other operating result — Other income and Other operating result — Other expenses lines.

The initial measurement of municipality securities kept in ‘Loans and receivables’ portfolio taken over by government and converted into forint resulted
in 1.6 billion forint gain, shown under ‘Other operating income’.

4) The impairment allocation for repossessed assets amounted to 4,252 million forint recognised in” Impairment on inventories and receivables” (3,483
million forint in 2012). There was no reversal due to revaluation, The use if impairment of 4,704 million forint (nil in 2012) is shown in ‘Result from
sales of other asset’ together with the expenses of derecognition and the income of the sale.

7) Taxes on income

Taxes on income are made up of current taxes on income calculated in each company based on the resuls reported for tax purposes,
prior period taxes, and the change in deferred taxes.

Depending on the level of profitability from the second half of 2010 the corporate tax rate has been reduced to a minimum of 10% of
the adjusted amount of profit before tax. The portion of the profit before tax of a company which is below 500 million forint is charged
with a rate of 10% corporate income tax. If the profit before tax of a company is above this amount the corporate income tax rate is
19% for the portion of the profit above 500 million forint.

Deferred tax was calculated by applying the 19% tax rate for both 2013 and 2012. In 2013 equal amount of deferred tax asset and
liability was calculated by Erste Hungary.

in HUF miillion 2013 2012

Current tax expense / income

ajr—rehtﬂ period taxes B 7w(_44879) (4,798)
of which local business tax (3.520) (3,645)
of which local innovation tax ———— ' | (452) (544)

Deferred tax expense / income

Current period deferred tax benefit / (expense) 1,?92 (921)

Total (3,197) (5,719)
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The following table reconciles income taxes as reported in the income statement.

in HUF million 2013 2012
Loss before tax (21,742) (394)
At statutory income tax rate (19% both }ears) ' : o i iﬂ ; 75
Income not subject to tax 4984 3,273
Non tax deductible expenses (3,305) (2,292)
Local business and innovation tax B o (3972) (4,798)
Effect of positive tax base of subsidiaries - - (103) 0
Not recognised deferred tax on statutory loss - (3,768) (2,119)
Effect of change in tax rate - - (1,318) 0
Other - ) 155 142
Total tax losses (3,197) (5,719)

Under current tax legislation the use of tax losses carried forward is not limited in time. At 31 December 2013 the tax loss carried

forward amounts to 163,262 million forint. (2012: 133,903 million forint)
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8) Cash and balances with central banks

in HUF million 2013
Cash in hand B

Balances with central banks - —

Total 54,597

115,283
39,314

2012

15,157
133,587

148,744

The Bank is obliged to keep a minimum mandatory reserve at the central bank amounting to 2% of its domestic customers’ deposits,
foreign customers’ FX deposits and foreign customers’ forint deposits with maturities less than one year. The average of monthly man-
datory minimum reserves at 31 December 2012 and 31 December 2013 was 34.1 billion forint and 45.1 billion forint respectively. The

minimum mandatory reserve balances are included within the above balances of cash and balances with central banks.

9) Loans and advances to credit institutions

in HUF million 2013 2012
Loans and advances to domestic credit institutions 17,020 26,334
Loans and advances to foreign credit institutions i 115,163 101,488
of which loans and advances to Austrian credit institutions - 111,095 99,641
Total 132,183 127,822
10) Loans and advances to customers
in HUF miilion 2013 2012
Loans and advances to domestic customers 1,619,350 1,876,470
Publicsector B i 74333 56,977
Commercial customers 434,093 544,214
Private customers - 1,072,682 1,185,282
Unlisted securities 31,028 81,993
_ Other financial institutions - 4,437 6,287
Other B 2,775 N7
Loans and advances to foreign customers 4,112 3,027
Commercial customers ' 1j2§4 279
~ Private customers 2,828 2,721
Other B 0 27
Total 1,623,462 1,879,497
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11) Risk provisions for loans and advances
Risk provisions 2013
Interest
income from
impaired Exchange
in HUF million 01.01.2013  Allocation Use Release loans rate effect  31.12.2013
Specific provisions 274,554 99,216 (56,775) (64,973) (11,695 174 240,501
Portfolio provisions 21,399 12,796 (12,369) 363 22,189
Risk provisions for
loans and advances 295,953 112,011 (56,775) (77,341) (11,695) 537 262,689
Risk provisions 2012
Interest
income from
impaired  Exchange
in HUF million 01.01.2012  Allocation Use Release loans rate effect  31.12.2012
Specific provisions 278,421 90,091 (49,924) (28,625) (8,346)  (7,063) 274,554
Portfolio provisions 55,737 13,428 T (46,431) (1,335) 21,399
Risk provisions for
loans and advances 334,158 103,519  (49,924) (75,056) (8,346) (8,398) 295,953
12) Derivative financial instruments
2013 2012
Notional Notional
amount Fair value amount Fair value
in HUF million Positive  Negative Positive Negative
Trading derivatives 1,077,446 7,237 9,840 959,270 15,671 23,720
Interest rate swaps B 74784 232 2519 360416 6937 16,441
Currency swaps 108,790 o 1Hti72 222 280,445 169 4339
Interest forward rate agreement — o NS N — -
Currency forward rate agreement 391274 @ 441 4,047 277,215 6,156 1,892
Currency futures 10,686 - 184 10 8,926 83 21
Interest rate options 10122 86 %0 9,915 6 6
Currency options 181,070 1,320 1,394 9,231 688 693
Other agreements 302,720 1,699 1,558 13,123 105 137
Cash flow hedge derivatives 123,089 214 2,084 2,788 0 189
Interest rate swaps ' 77?24',215 }E = q ] 2,788 i T&Q
Currency swaps 98875 191 2084 0 O 0
Total derivatives 1,200,535 7,451 11,925 962,058 15,671 23,720

The Net option premium in 2013 amounted to 68 million forint and 276 million forint in 2012.
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13) Securities

Bonds and other interest Shares and other equity-
bearing securities related securities Total securities
in HUF million ;013 2012 2013 2012 2013 2012
Loans and advances 31,028 81,993 0 0 31,028 81,993
Lsted sumepa) —— I ] 0
_Unlisted 31,028 81,993 , 31,028 81,993
Trading assets 318,545 269,942 2,848 4,046 321,393 273,988
Listed 89412 17,068 2,430 4,038 91,842 21,107
Unlisted 220133 252,874 418 8 229,551 252,882
Financial assets - Available for sale 69,992 204,852 871 871 70,863 205,723
Usted e+ & e e
Unlisted B 169,928 204790 871 871 70,799 205,661
Financial assets - Held to maturity 247,963 351,507 0 0 247,963 351,507
Listed ' 230,068 310,048 - 230,068 310,048
Unlisted 17,895 41,459 ) 17,895 41,459
Total securities ’ 667,528 908,294 3,719 4,917 671,247 913,211

'Bonds and other interest bearing securities' contain the municipality bonds that are recorded, within ‘Loans and advances to customers

(Note 10).
Unlisted *Financial assets - Available for sale’ include other investments.

The ‘Held to maturity’ and ‘Available for sale portfolios' mainly contain Hungarian government bonds and central bank bonds. The
trading portfolio is also dominated by these two types of securities, besides Hungarian blue chip companies’ securities in the telecom-
munication, energy and pharmaceutical industries.

in HUF million 2013 2012
Financlal assets - Available for sale 70,863 205,723
@garian Government bonds i - ] B - __ 64 62
Hungarian National Bank bonds - B 69,928 204,790
Shares N 87
Financial assets - Held to maturity 247,963 351,507
Hungarian Government bonds 3177!96;‘3; i 351,277
Hungarian National Bank bonds o 230
Trading assets 321,393 273,988
AHungarign Government bonds 10 09,974 38,277
Hungarian National Bank bonds - 1 214,429 228,823
Banking and corporate bonds - - - 3,142 2,842
Shames ______ _ — — - o S L
Funds 417 27
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14) Fixed assets movement

Movements in fixed assets schedule

by the EU

Other Office and
intangible plant
assets equipment/o

COST Software (licenses, Own land and ther fixed IT-assets Investment
in HUF million acquired patents, etc.)  buildings assets (hardware) Subtotal properties”
Value 01.01.2013 26,169 3,030 9,331 5,733 11,434 55,697 0
Additions 3,058 500 1,113 489 789 5949 0
Transfer i 0 0o 0 0 0 0 3,169
Disposals (1,224) (10) (499) (589) ~ (685) (3,006) 0
Reclassification B 59 14 (3) 16 (86) 0 0
Value 31.12.2013 28,063 3,534 9,942 5,650 11,452 58,640 3,169

Other Office and

intangible plant

DEPRECIATION assets equipment/ot
AND IMPAIRMENT Software (licenses, Own land and her fixed IT-assets Investment
in HUF million acquired patents, etc.)  buildings assets (hardware) Subtotal properties?
Value 01.01.2013 13,979 1,586 2,945 4,236 7,949 30,695 0
Additions 2,922 307 572 527 1,288 5,616 0
Transfer 0 0 0 0 0 0 152
Disposals (1,150) (7) (248) (421) (575) (2,402) 0
Reclassification (14) 14 (1) 1 B 0 0 0
Value 31.12.2013 15,737 1,900 3,268 4,343 8,661 33,910 152

Other Office and

intangible plant

NET CARRYING assets equipment/ot
AMOUNT Software (licenses, Own land and her fixed iT-assets Investment
in HUF million acquired patents, etc.) buildings assets (hardware) Subtotal properties
Value 01.01.2013 12,190 1,444 6,386 1,497 3,485 25,002 0
Value 31.12.2013 12,326 1,634 6,674 1,308 2,790 24,731 3,017

1) The increase is due to a transfer from Other assets — Repossessed assets to Investment properties as the recognition criteria were met.

2) The useful life is 20 years, the linear method is applied.

Net carrying amount

in HUF million

intangible assets

Software acquired -
Other intangible assets (licenses, patents, etc.)

Property and equipment

Own land and b@ings
Office and plant equipment/other fixed assets
IT-assets (hardware)

Total intangible and tangible assets

Investment properties

2012
13,634
12,190

1,444
11,368
6,386
1,497
3,485
25,002

0

Within fully amortised intangible assets still in use, Erste Hungary has recognised software with a gross value amounting to 6,085

million forint in 2013 and 6,083 million forint in 2012.
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15) Tax assets and liabilities

in with IFRS as adopted by the EU

Tax Tax
Tax assets Tax assets liabilities liabilities
in HUF million 2013 2012 2013 2012
Deferred taxes 58 85 0 {1,293)
Loans and advances to Erﬂ institutions and custbmer§ ) N 7&4 9 ; 0 (1,942)
Risk provisions for loans and advances [ 0 0 (221)
Trading assets - - B 2 . 0 0
Financial assets - available for sale 0 o 0 6
Financial assets - held to maturity B I 26 0y} 0 477
Property and equipment - ‘ (1) (5 o 237
Deposits by banks and customer deposits 0 0 53
Trading liabilites B - 0 e 65
Financial liabilities measured at amortised cost (532) 0 o 0
Sundry provisions (13) 73 ’ 0 0
Cash flow hedge 0 0 20
Tax loss carry forward 121 6 0 0
Intangible assets - 0 0 o
Other 64 17 0 13
Current taxes 278 796 148 211
Total taxes 337 880 148 (1,082)
16) Assets classified as heid for sale
in HUF million 2013 2012
Assets classified as held for sale - Calir——— —{53 . 043
“Assets classified as held for sale’ includes repossessed cars relating to the Group’s leasing companies’ activity.
17) Other assets
in HUF million 2013 2012
Cléaring accounts with tax authorities - - | P 256 2,182
Other clearing accounts 3,270 8,853
Receivables from sales and services 2,383 2171
Other accrued income 1,222 1,224
inventories 166 750
Repossessed assets” 32,708 35,704
Prepaid expenses B n 789 787
Other B B 2,298 - 2,705
Total 43,258 54,376

b Repossessed assets are primarily consist of properties, and are shown at the lower of cost or net realisable value. The possession of these assets is
generally taken related to loan contracts of property development projects or properties where previously served as collateral are taken over. These
assets are not readily convertible into cash and Erste Hungary’s policy is to dispose of them in an orderly fashion. Erste Hungary does not occupy

repossessed assets for its own business use.

The decrease in Repossessed assets is due to a transfer from Other assets — Repossessed assets to Investment properties as the recognition criteria were
met. The amount of the impairment of the repossessed assets is 8,165 million forint (in 2012: 7,712 million forint).
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18) Deposits by banks

in HUF million

Deposits by domestic banks
Deposits by foreign banks

of which Deposits by Austrian banks
Total

prep in with IFRS as

by the EU

2013 2012
108992 76,740
644,070 1,019,689
598799 960,592

753,063 1,096,429

Assets pledged as collateral for financial liabilities

in HUF million 2013 2012
Refinancing credit with EIB - securities 56,205 58,369
Refinancing credit with NBH - Funding for growth scheme — securities and refinanced loans 51,493 0
Total 107,698 58,369

NBH refinancing deposits are collateralised 50% by securities, 50% by the loans under the scheme.

19) Customer deposits

in HUF million Domestic 2013 Domestic 2012 Foreign 2013  Foreign 2012 Total 2013 Total 2012
Savings deposits W 27388 - 2401 :—:0 B : - ”2_,_:@'3' B 2401
Other deposits 1,130,848 1,191,933 82,578 165958 1,213,426 1,357,890
Public sector ] 42424 40,457 — 0 0 42,424 40,457
Commercial customers B 274,709 285,405 63,676 144,064 ~ 338,386 429,469
Private customers - 493,891 659,702 17,489 20,255 511,380 679,958
Other financial institutions 272,730 163,062 84 33 272,814 163,095
Other 47,094 43,307 1,328 1,606 48,422 44,911
Total 1,133,236 1,194,334 82,678 165,958 1,215,814 1,360,292
20) Debt securities in issue
in HUF million 2013 2012
Bonds 8711 574
at notional value 8117 500
Certificates of deposit 832 846
Total 9,544 1,420
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Certificates of deposit were issued by the legal predecessor of the Bank, showing a decreasing balance year by year.

Notional

Issued securities Date of amount in
as at 31 December 2013 ISIN code Date of issue maturity HUF million  Currency Interest conditions
ERSTE SAVOS HOZAMMAX index-linked (linked to
KOTVENY 7 ] HU0000353073 8 July 2013 10 July 2014 439 HUF EUR/HUF exchange rate)
ERSTE SAVOS HOZAMMAX 09 December index-linked (linked to
KOTVENY 8 HU0000353552 9 October 2013 2014 500 HUF EUR/HUF exchange rate)
ERSTE SAVOS HOZAMMAX index-linked (linked to
KOTVENY 9. HU0000353636 16 October 2013 16 October 2015 328 HUF EUR/HUF exchange rate)
ERSTE SAVOS HOZAMMAX 29 November 28 November index-linked (linked to
KOTVENY 10. HU0000353818 2013 2014 300 HUF EUR/HUF exchange rate)
ERSTE TARTOS KOTVENY
20150508 HU0000352620 9 May 2013 08 May 2015 482 HUF zero coupon
ERSTE TARTOS KOTVENY
20150604 HU0000352794 5 June 2013 04 June 2015 329 HUF Zero coupon
ERSTE TARTOS KOTVENY
20150703 HU0000352950 3 July 2013 03 July 2015 18 HUF zero coupon
ERSTE TARTOS KOTVENY
20150725 HU0000351663 24 January 2013 25 July 2015 1,583 HUF zero coupon
ERSTE TARTOS KOTVENY
20150814 HU0000353131 14 August 2013 14 August 2015 1,087 HUF ZEro coupon
ERSTE TARTOS KOTVENY 25 September 25 September
20150925 HU0000353412 2013 2015 1,679 HUF zero coupon
ERSTE TARTOS KOTVENY
20151030 HU0000353545 30 October 2013 30 October 2015 760 HUF zero coupon
ERSTE TARTOS KOTVENY 29 November 29 November
20151129 HU0000353727 2013 2015 1,161 HUF zero coupon

floating ( linked to 'DJ Eurostoxx
EUROPA BAJNOK KOTVENY HU0000343793 2 June 2009 02 June 2014 ~ 500 HUF 50 Index’)
Total 9,117

Notional

Issued securities Date of amount in
as at 31 December 2012 ISIN code Date of issue maturity HUF million  Currency Interest conditions

floating ( linked to 'DJ Eurostoxx
EUROPA BAJNOK KOTVENY HU0000343793 2 June 2009 2 June 2014 500 HUF 50 Index)
Total 500

21) Trading liabilities

in HUF million 2013 2012
Short position 1,402 329
Total 1,402 329

The short position consists of securities that have been acquired principally for the purpose of selling and/or repurchasing in the near

term.
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22) Sundry provisions

by the EU

in HUF million 2013 2012
Provision for guarantees R 246
_Provision as a precaution - 0 4
Sundry provision related to loans and advances 1,731 287
Provision for liigations ' 1021 1,028
Provision for restructuring o 797 951
Other provision B 1,665 1,548
Total 5,204 3,814

Provision as a precaution, Provision for litigations

Provision as a precaution is linked to legal cases related to lending activities. Provision for litigations covers allowances for such legal
cases that have no direct linkage to the core business of the company such as, for example, labour and employment related issues. The
legal cases are expected to be terminated within the next two to three years.

Provision for restructuring

In 2011 Erste Hungary communicated that it planned a restructuring of its operations necessitated from the cumulative effects of the
unfavourable economic tendencies, limited future income expectations, the imposed banking tax and losses resulting from the endpay-
ment law, The 2011 plan was an additional step to the reorganisation already commenced in 2010 that included both redundancy and
branch closures. Branch network optimization is still ongoing in 2013.

Other provision

Items covered by other provisions are respected to be incurred over the next twelve months.

Exchange
rate
in HUF million 01.01.2013 Allocations Use Releases changes 31.12.2013
Provision for guarantees S 245 1,844 (262) - 97) 1730
Provision as a precaution == el = ) -0 == 3 0
Other sundry provisions - 38527 714 ~(511) (257). ... 3,474
Total 3,814 2,559 (817) (354) 3 5,204
Exchange rate
in HUF million 01.01.2012 Allocations Use Releases changes 31.12.2012
Provision for guarantees - 518 114 ~(325) (62) 245
Provision as a precaution , 610 2 (5% . .
Other sundry provisions 8,277 _ 538 @173 G119 o 35T
Total 9,405 677 (2,173) (4,034) (62) 3,814
23) Other liabilities
in HUF million 2013 2012
Deferred income I T R — S R 682
Clearing accounts e — B - B B 0120 14,502
Tax liabilities = ) ) ) - | )
Payment accounts from sales and services 2,087 1,814
Received payments on advance o 608 69
Accruals of other expenses 6,764 6,562
Other liabilities _ 1,204 1,089
Total 19,074 24,718
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24) Subordinated liabilities

in HUF million 2013 2012
Securities as subordinated liabilities - . 2,540 2,471
at notional value - - 2,163 2,163
Loans as subordinated liabilities - 64215 62,919
atnotionalvalue ) - 64,133 62,919
Subordinated liabilities 66,755 65,390

Subordinated liabilities as of 31 December 2013 and 2012 — securities

Notional amount

Issuer in HUF million Date of issue Maturity date  Interest conditions

based on the conditions of consolidated
Mezdbank - legal predecessor - 1300 31 May 1994  31May 2014 government bonds 2014/A o

based on the conditions of consolidated
Agrobank - legal predecessor ) 500 31 May 1994 31 May 2014  government bonds 2014/A

based on the conditions of consolidated
Agrobank - legal predecessor 500 20 June 1995 20 Dec 2014  government bonds 2014/B

fixed, interest 122.22%, payable at
Erste Bank Hungary Ltd. 389 1 Dec 2008 1 Dec 2020 maturity

fixed, interest 119.7802%, payable at
Erste Bank Hungary Ltd. 474 30 Apr 2009 30 Apr2019  maturity
Total subordinated securities 2,163

Subordinated liabilities as of 31 December 2013 — loans
Erste Group Bank AG provided subordinated loans as follows:

Maturity Notional amount 2013 Notional amount 2012 Interest conditions
in thousand in million in thousand in million
EUR HUF EUR HUF
31 December 2018 100,000 20601 100000 20,120 3MEURIBOR + 3,93%, quarterly
17 December 2018 63,000 18,705 63,000 18,351 3M EURIBOR + 5,34%, quarterly
11 December 2019 53,000 15,736 53,000 15,438 3M EURIBOR + 5,80%, quarterly
Total subordinated loans 216,000 64,133 216,000 62,919

25) Total equity

in HUF million ’ 2013 2012
Subscribed capital - ) 101,000 101,000
Additional paid-in capital - 189,327 189,359
Retained earnings and other reserves - ~ (106,534) (79,773)
Attributable to owners of the parent 183,793 210,585
Non-controlling interests - 0o 0
Total 183,793 210,585
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Owners of the Bank
As of 31 December 2013 and 2012, the direct parent of the Bank was EGB Ceps Holding GmbH, with its registered office at Graben
21, 1010 Vienna, Austria.

The ownership structure of the Bank is as follows:

2013 2012
EGB Ceps Holding GmbH 100% 100%

The EBH’s Sole Shareholder decided that the Company in the future shall not have dividend preference shares, but only ordinary
shares and terminates the regulations of the Deed of Foundation in connection with the dividend preference shares.

Subscribed capital and Additional paid in capital

On 12 December 2012 Erste Bank Hungary Zrt. announced that the single shareholder has increased its equity by 1,000,000,000 forint
to 101 billion forint from 100 billion forint, in the form of a capital increase implemented as a private issuance of new shares, and
consisting of dematerialized ordinary shares of 1 forint nominal value each. The issuance value of shares was 39 forint each. The pur-
chase price of the new shares (the total issuance value) was 39 billion forint and was settled by way of financial contribution. The full
purchase price of the shares (the total issuance value) was settled by the Shareholder on 14 December 2012.

The Bank’s subscribed capital amounting to 101 billion forint is exclusively made up from financial contributions consisting of
100,999,646,458 forint registered ordinary shares with a nominal value of 1 forint each and 353,542 registered dividend preference
shares with a nominal value of 1 forint each. The total subscribed capital of the Bank has been fully paid.

Employee share ownership plan (ESOP) and management share option plan (MVSOP)

The last ESOP programme was in 2011. Under the ESOP 2011, between 2 and 13 May 2011, a total of 700 Erste Group shares were
subscribed by Erste Hungary’s employees at a price of 28 euro (7,485.8 forint at the applicable 15 April 2011 NBH exchange rate of
267.35 HUF/EUR). The resulting issue proceeds of 19,600 euro (5,240,060 forint) plus 4,007.5 euro (1,071,405 forint) (resulting from
the difference between the issue price of 28 euro and the quoted price of 33.725 euro (9,016.4 forint) on the 26 May 2011 value date
when the shares were subscribed for employees of the Erste Hungary and subsequently charged to personnel expenses in the income
statement) totalled 23,607.5 euro.

MSOP 2005 - 2008: The MSOP comprises a maximum number of ordinary shares of Erste Group, represented by the same number of
options. Altogether 11,005 options were granted in 2005, 11,640 in 2006, 19,185 in 2007 and 18,490 in 2008 to the employees of the
Bank and its fully consolidated subsidiaries. The distribution of vested options among management board members, managers and
eligible other staff of the Bank and its fully consolidated subsidiaries is shown in the tables below.

Terms of MSOP 2005 - 2008: Each of the options, which are granted free of charge, entitles the holder to receive one share; the trans-
fer of options inter vivos is not permitted. The 2005 option grant dates were as follows: for the management board and other managers,
1 June 2005; for other key personnel, the grants occurred in three tranches, on 1 September 2005, 1 September 2006 and 31 August
2007. For all recipients the options were vested in three tranches, at which time they were credited to recipients’ accounts: 1 September
2005, 1 September 2006 and 31 August 2007. The exercise price for all three tranches was set at the average market price of Erste
Group shares quoted in April 2005 plus a 10% premium, rounded down to the nearest half euro. The resulting exercise price was EUR
43.00 per share. The 2008 option grant date was 1 September 2008 and the exercise price was 47.00 per share. The option term begins
at the grant date and ends on the value date of the last exercise window of the fifth calendar year after the year in which the option
vested (the end of last exercise window related to the outstanding options at 01.01.2013 was November 2013). Every year, notices of
intention to exercise may be submitted within 14 days from the day of publication of the quarterly results for the first, second and third
quarter of each financial year (three exercise windows per year). The holding period runs for one year from the value date of the share
purchase. Up to 25% of the purchased shares may be sold during this holding period.
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The MSOP 2005 - 2008 options granted, vested and exercised had the following distribution among recipients:

Outstanding at Forfeited in Outstanding at
in pieces of exercisable options 01.01.2013 2013 Expired in 2013 31.12.2013
Management board members 0 -0 0 0
Other staff 11,308 1,025 10,283 0
Total options 11,308 1,025 10,283 0

In 2013 nil options were exercised.

26) Segment reporting

The segment reporting of Erste Hungary follows the presentation and measurement requirements of IFRS. For management purposes,
the bank is organised into seven operating segments based on products and services and into one technical segment, as follows:

Retail

The Retail segment is constituted by the branch network where Erste Hungary sells products mainly to private and micro customers (up
to 1.5 million euro GDP weighted turnover). The Retail business line at Erste Hungary is divided into 9 regions and 135 branches in
2013 (9 regions and 141 branches in 2012).

The relevant results of the leasing company (Erste Lakaslizing Zrt), building society (Erste Lakés-takarékpénztar Zrt.), investment
banking and brokerage company and its IT service providing subsidiary (Erste Befektetési Zrt.and Portfolio Szolgiltato Kft.) are also
included into this segment.

Local Corporate
Local Corporate includes business with small and medium sized enterprises, non-profit and the public sector. Client segmentation

within the SME is the following:

. Small SME (up to 5 million euro GDP weighted turnover)
. Medium SME (up to 30 million euro GDP weighted turnover)
. Large SME (up to 175 million euro GDP weighted turnover)

The relevant results of property management companies (Erste Ingatlan Kft. and Si6 Ingatlan Invest Kft.) are also included into this
segment.

Real Estates

Real Estate is a divisionalised business in both Erste Hungary and in Erste Group and serves clients that have their core competency in
real estate projects. The Real Estate segment consists of the Erste Hungary Real Estate Business Line (property leasing companies) and
the property management company’s relevant results (Erste Ingatlan Kft.).

Asset and Liability Management (ALM)
The Business line ALM is responsible for the management of the following risks:
- Interest Risk - favourable / unfavourable developments of interest rates on the market
- FX Risk - favourable / unfavourable developments of FX rates on the market
- Liquidity Risk - assurance of a sufficient amount of liquidity to satisfy customer claims

Dealing with these risks means managing the structure of the statement of financial position (banking book) according to market condi-
tions in order to cover the bank’s liquidity needs and to ensure a high degree of capital utilisation. ALM also contains the transfor-
mation margin as a result of mismatch in the statement of financial position from both a time and currency point of view. The transfor-
mation margins as well as ALM’s own business (HtM, AfS portfolio assets and bonds issued liabilities) comprise the main part of this
segment.
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Corporate Centre

The Corporate Centre contains the non-client business of Erste Hungary, such as tangible and intangible assets, other assets and
liabilities etc. Consolidation effects and non-allocated subsidiaries like property management companies’ corporate centre (Erste
Ingatlan Kft., Si6 Kft., Ing-forg Kft.) are also recorded in this segment.

Group Markets (GCM)

The Group Markets segment comprises the divisionalised business units Group Treasury and Capital Markets (which includes all capi-
tal markets activities except equity capital markets). Besides the Bank’s own Trading and Sales activities, it also includes institutional
clients (typically funds, and asset management companies) at the brokerage company (Erste Befektetési Zrt.) and the relevant expenses
generated by its IT service providing subsidiary (Portfolio Kft.).

Group Large Corporate (GLC)

The Group Large Corporate includes all large corporate customers operating in the markets of Erste Group and having revenue of more
than 175 million euro. GLC segment consists of the Bank GLC Business Line and the corporate clients of the brokerage company
(Erste Befektetési Zrt.), meeting the above mentioned revenue requirements beside the relevant expenses generated by its IT service
providing subsidiary (Portfolio Kft.).

Free Capital
Free capital is not a segment but instead shows the difference between the total equity according to the statement of financial position

and the sum of the allocated capital of segments.

Transactions between operating segments are on an arm’s length basis.
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Segmentation by core business

Segment reporting 2013

with IFRS as adopted by the EU

Local Real Corporate Free
in HUF mitlion Retail corporate estate ALM Centre GCM GLC capital TOTAL
Total Assets 936,468 245,551 192,199 387,062 70,569 407,967 26,917 0 2,266,722
Total Liabilities 673,374 405,407 132,527 626,672 37,035 233,650 118,391 39,666 2,266,722
Net interest income 78,427 11,999 2,979 (15,479) (569) 10,012 1,108 3,067 91,543
Net fee and commission
income 30,361 6,084 481 (14) (204) 1,357 1,04 0 39109
Net trading resuit 2,734 1,579 248 171 (247) (3,383) 124 0 1,227
Risk provisions for loans
and advances ) (44,089) (11,323) (5,800) 0 0 4) (255) 0 (61,470)
General administrative
expenses (41,725) (6,392) (1,260) (250) 351 (2,689) (706) 0 (52,671)
Other result" (14,272) (3,587) (3,420) (35) (17.514) (21) (632) 0 (39,481)
Profit (loss) before tax 11,435 (1,639) (6,772) (15,606) (18,183) 5272 684 3,067 (21,742)
Taxes on income (4,640) (1,035) (112) 0 5,262 (1,166) (208) (1,299) (3,197)
Profit (loss) for the year 6,795 (2,674) (6,884) (15,606) (12,921) 4,107 476 1,768 (24,939)
Attributable to: ol
Non-controlling interests 0
Owners of the parent 6,795 (2,674) (6,884) (15,606) (12,921) 4,107 476 1,768 (24,939)
Cost/income ratio 37% 33% 34% (2)% 34% 34% 3M% 0% 40%

)

and result from financial assets held to maturity.

Segment reporting 2012

Local

Corporate

Other result consisis of four income statement items: other operating result, result from financial assets at fair value through profit or loss, result from financial assets available for sale,

in HUF million Retall corporate Real estate ALM Centre GCM GLC Free capital TOTAL

Total Assets 1,062,764 367,710 169,467 672,442 55,775 413,959 46,082 0 2,788,200
Total Liabllities 920,879 429,797 96,050 965,063 (70,327) 204,165 180,174 62,409 2,788,200
Net interest income 84,726 14,175 4,055 (3,119) (1,280) 1,562 1,283 2,389 103,780
Net fee and commission

income 21,810 4,303 114 0 343 698 654 27,922
Net trading result t Ragl 1,261 322 (9,372) 504 6,965 78 2,529
Risk provisions for loans

and advances (41,737) (14,343) (6,557) 0 594 0 712 0 (61,331)
General administrative

expenses (43,099) (6,890) (983) (199) 2,197 (2,598) (630) 0 (52,203)
Other result (1,317) (2,751) (1,332) (69) (15,570) (19) (35) 0 (21,092)
Profit (loss) before tax 23,154 (4,245) (4,381) (12,759) (13,213) 6,598 2,062 2,389 (394)
Taxes on income (6,805) (1,074) (118) 0 5,130 (1,457) (440) (955) (5,719)
Profit (loss) for the year 16,350 (5,319) (4,499) (12,759) (8,083) 5,141 1,622 1,434 {6,113)
Attributabte to: -
Non-controlling interests 0
Owners of the parent 16,350 (5,318) (4,499) (12,759) (8,083) 5,141 1,622 1,434 (6,113)
Costlincome ratio 39% 35% 22% -2% 507% 28% 31% 0% 39%
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27) Assets and liabilities denominated in foreign currencies

Assets and liabilities not denominated in forint were as follows:

of which outside Hungary

in HUF million 2013 2012 2013 2012
Assets 7 990,578 1,133,827 48,930 22,915
EUR ) ) 348,204 405,096 10265 14177
CHF ) 503,433 719,371 1,498 11,503
usb B 7 45,109 5,985 34,387 4176
JPY B B 489 93 258 89
Other - 3253 3,282 2508 — SN
Liabilities 1,065,233 1,269,969 747,060 1,077,697
EUR - . 593,705 681,158 386,188 530,599
_ CHF 317,041 541,816 312,817 538,683
usD 148,668 42,656 45,617 7,400
JPY 621 112 333 1
Other 5,199 4,227 2,114 1,014
28) Leases

The determination of whether an arrangement is a lease, or it contains a lease, is based on the substance of the arrangement and re-
quires an assessment of whether the fulfilment of the arrangement is dependent on the use of a specific asset or assets and the arrange-

ment conveys a right to use the asset.

a) Finance leases

Erste Hungary as a lessor leases both movable property and real estate to other parties under finance lease arrangements. For the fi-
nance lease receivables included in this item, the reconciliation of the gross investment in leases to the present value of the minimum

lease payments is as follows:

in HUF million 2013 2012
Outstanding minimum lease payments B S _@,716 i 43,282
Non-guaranteed residual values 14,996 286
Gross Investment 45,726 43,568
Unrealised financial income - T,611 1],216
Net investment K 3;;1; 32,3562
ﬁesem value of non-guaranteed residual values _]—4,ﬁ8§5 LET:“_ ]
Present value of minimum lease payments 20,280 32,099
R;sk provision related to outstanding minimum lease payments (8,902) m)

The maturity analysis of gross investment in leases and present values of minimum lease payments under leases is as follows (residual

maturities):

Present value of minimum

Gross investment

lease payments

2013

in HUF million 2013 2012

<tyear 9308 7,196 4,089
1-5 years 12,930 20,117 7,851
> § years 23,398 16,256 8,339
Total 20,279

45,726 43,568

2012
5218
15,883
10,998
32,099
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b) Operating leases

Future minimum lease payments under non—cancellable operating leases as at 31 December are, as follows:

Erste Hungary as lessor:

in HUF million 2013 2012
<tlyear B B > 129 138
1-5 years - ] — 21 335
> 5 years o . = 0 0
Total 150 473

Future minimum lease payments under non—cancellable operating leases as at 31 December are, as follows:

Erste Hungary as lessee:

in HUF million 2013 2012
<1 year B 1,174 1,445
1-5 years 4,696 5,781
> § years 2,935 5,058
Total 8,806 12,284

Operating leases where Erste Hungary is the lessee comprises the leasing expenses of office space, as included within ‘General admin-
istrative expenses’.

29) Related-party transactions

Besides the principal shareholder, Erste Hungary also defines other entities and associates which are members of Erste Group as related
parties. Furthermore related parties consist of Management and Supervisory Board Members as well as companies over which these
persons have control or significant influence. Transactions between the Bank and its fully consolidated companies are eliminated in the
consolidated financial statements. Transactions with related parties are undertaken on an arm’s length basis.

The following terms are used in the below table:
Parent: being the ultimate parent ‘Erste Group Bank AG’ for all two periods presented

Fellow subsidiaries: all companies consolidated by Erste Group except for subsidiaries of Erste Hungary’s that are eliminated
through consolidation.
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Loans and advances and amounts owed to related parties

in HUF million 2013 2012
Loans and advances to credit institutions 111,481 99,878
Parent S - 111044 99,571
 Fellow subsidiaries - - - 437 307
Loans and advances to customers 25,170 26,070
~ Fellow subsidiaries 7; B 7? - :7 25170 7! ?BL(
Derivative financial instruments - asset 3,362 6,875
Parent - - 2,088 4,991
Fellow subsidiaries - 1274 1,884
Other assets 1,948 160
Parent = B 1,043 146
- FellowAs@ai;rieg ; —i 7@ )
Deposits by banks 598,839 960,848
Parent 59870? 960,593
Fellow subsidiaries 136 258
Customer deposits 3,681 2,843
Fellow subsidiaries 3,681 2,843
Derivative financial instruments - liabilities 4,356 21,451
Parent ) 4,3'59 L451
Other liabilities 198 45
Parent o - 713 3
: 7F7=ellow'supsidiaries ; - —79V ; 42”
Subordinated liabilities 64,216 62,919
Parent - 64,215 62,919

Contractual and outstanding amounts of loans granted to Board of Directors and Supervisory Board are 24 and 1 million forint in 2013

and 25 and 15 million forint in 2012, respectively.

Income and expenses to related parties
in HUF million

interest Income

Parent
Fellow subsidiaries
Interest Expense

Parent -
Fellow subsidiaries

Fee and commission income

Parent -
Fellow subsidiaries

Fee and commission expense
Paent

 Fellow subsidiaries

Other Income/(Expense)

Parent
Fellow subsidiaries

2013

5,590
4,999
591
(23,780)
(23,743)
@31
784

435
349
74)

(34)
1)
1,001

)
1,018

2012
8,519
8,008

511
(33,942)
(33,855)

(87)

879

592
287

@7

@)
.

1,797

257
1,540

47



Erste Bank Hungary Zrt. - Ci i Financial prep: in e with IFRS as adopted by the EU

Compensations to Management and Supervisory Board Members and Board of Directors

Management compensation

in HUF million 2013 2012
Fixed salary 277 310
Performance related compensation 191 125
Fringe benefits I I S 1
Other compensation 7 . 59 43
Total 528 480

The members of the Management Board (the internal members of the Board of Directors) do not receive any additional compensation
for their board memberships. The compensation of management board members is based on the individual’s responsibilities, the
achievement of corporate targets and the group’s financial situation.

The above includes employment related compensation only, severance payments are not included.
‘Other compensation’ includes severance payments, daily allowances, and other various compensations.

In the year under review, management board members that held office in 2013 received remuneration (including employment related
compensation only; severance payments are not included) totalling 528 million forint (in 2012: 480 million forint)(2013 performance
related payments are not yet allocated, only budget including also the deferral parts of 2013 performance bonus).

From 2011, in accordance with Erste Hungary’s Remuneration Policy — which is based on CRDIV by EU (Capital Requirements Di-
rective IV) on remuneration policies and the Hungarian Banking Act - management board members are recognized as identified staff
and the following special rules are applied for their performance related compensation:

- The performance related compensation is based both on Erste Hungary financial results and individual performance. The bo-
nus amount is defined by qualitative and quantitative key performance indicators (KPIs) agreed by Erste Group HR and Erste
Group Performance Management. Applied KPIs are risk adjusted financial result indicators, business specific objectives and
leadership competencies.

- 60% of the performance related compensation is granted as upfront payment and 40% is deferred for 3 years in equal instal-
ments. Deferred amounts are subjects to re-evaluation and might be decreased based on its result.

- 50% of both upfront and deferred payments have to be non-cash instruments. Erste Hungary chooses the phantom stock plan
of Erste Group as a non-cash instrument. Non-cash instruments have to be held for a retention period of 1 year.

These rules are effective from the 2011 performance year.

Breakdown of Supervisory Board and Board of Directors compensation:

in HUF million 2013 2012
Supervisory Board compensation — - M S o 48
Board of Directors compensation - - 529 4719
Total 660 526

The above includes employment related compensation of Erste Hungary employee delegated members; severance payments are not
included.

Supervisory Board and Board of Directors remuneration includes employment related compensation only (severance payments are not
included), received by the local employee members in their functional positions. They are not paid any additional compensation for
their board memberships.

The Supervisory Board of the Bank is set-up of two local employee members and four external members who do not have any func-

tional responsibility within the company. In 2013 only one of the members of the Supervisory Board received a compensation of 8.070
million forint per year for his membership (in 2012 there was no compensation for the members of the Supervisory Board).
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The Board of Directors of the Bank is set-up of the members of the managerial board and two external members who do not have
managerial responsibility within the company. Both in 2012 and 2013 only one of the external members received a compensation of 4.8
million forint per year.

There were no other transactions with members of the supervisory board.

Directorate of Erste Bank Hungary Zrt.
The organisations of the Bank are:

@) the Sole Shareholder, which — based on paragraph 2 of section 284 of the Companies Act — exercises the powers of the gen-
eral meeting;

(ii) the Board of Directors;

(iii) the Managing Board;

(iv) the Remuneration Committee

W) the Supervisory Board,

(vi) the Audit Committee (as sub-committee of the Supervisory Board) and

(vii) the Risk Management Committee (as sub-committee of the Supervisory Board).

The Sole Shareholder is the supreme body of the Bank, the board of directors and — in cases stipulated by law — Central Bank of Hun-
gary (CBH) (former Hungarian Financial Supervisory Authority (HFSA)), the Supervisory Board, the auditor, and the Court of Regis-
tration may initiate the decision-making of the Sole Shareholder.

Members of the Board of Directors
The Board of Directors is the managing body of the Bank, which directs the operations of the Bank within the framework of the law,
the deed of foundation, and the resolutions of the Sole Shareholder and considering the recommendations of the Supervisory Board.

The Board of Directors consists of 3 (three) to 11 (eleven) members elected by the Sole Shareholder for a maximum of 5 (five) years.
The members of the Board of Directors may be re-appointed and revoked at any time by the Sole Sharcholder. Such persons may be
elected as members of the Board of Directors who comply with the conditions set out in the Companies Act, the Banking Act, other
laws, and in Erste Bank Hungary Zrt.’s deed of foundation.

Members of the Supervisory Board
The Supervisory Board consists of 3 (three) to 9 (nine) members who are elected by the Sole Shareholder for a maximum of 5 (five)
years. The members of the Supervisory Board may be re-elected and revoked by the Sole Shareholder.

The members of the Supervisory Board may be executive officers and members of the Supervisory Board in other business organiza-
tions pursuing (among others) the same activity as the Bank. If such business organization pursuing (among others) the same activity is
not a member of the Erste Group, the approval of the Supervisory Board is necessary for holding such position in the other business
organization.

The Supervisory Board shall elect a Chairman from among its members, by simple majority and open voting.
The Chairman of the Supervisory Board may attend the meetings of the Board of Directors with the right of consultation.
Members of the Remuneration Committee

The Remuneration Committee consists of five (5) persons:
- the external members of the Board of Directors
- members delegated by the Supervisory Board from among its members, geared to the number of external members of the
Board of Directors.

The chairman of the Committee must be one of the external members of the board of directors. The chairman of the committee is elect-
ed by the board of directors. The meeting of the Committee shall be chaired by the Chairman or in his/her absence or when he/she is
affected by the deputy chairman elected by the Board of Directors.
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30) Securities lending and repurchase transactions

in HUF million Carrying Fair value Carrying Fair value
amount 2013 2013 amount 2012 2012

Asset 0 0 526 483
Reversed repurchase transactions 0 0 155 111
Securities borrowed 0 0 371 372
Liabilities 13,410 13,407 3,420 3,431
Repurchase transactions 13,410 13,407 3,395 3,406
Securities lent 0 0 25 25

The above table shows the fair value of the transferred assets and associated liabilities: a) transferred securities as collateral for repos
and b) obtained securities as collateral for reverse repos.

in HUF million 2013 2012

Loans and advances to customers 0 526
Trading assets 0 25
Financial assets - held to maturity 13,410 3,395
Total assets 13,410 3,946
Deposits by banks i =0 0
Customer deposits 13,407 3,431

Total liabilities 13,407 3,431

Assets received and transferred by Erste Hungary under sale and repurchase agreements largely consist of securities.
31) Off-setting

Financial assets subject to offsetting and potential offsetting agreements in 2013

Potential effects of netting agreements not
qualifying for offsetting in Statement of

Gross Financial Position
amounts in Amounts set  Net amounts Financial Cash Non-cash
Statement of off against in Statement  instruments collateral financial Net amount
Financial financial of Financial received collateral after potential
in HUF million Position liabilities Position received offsetting
Derivatives 7451 1,451 2413 0 ¥ __ &0
s 4,962 4,962 0 0 4919 43
Total 12,414 12,414 2,413 0 4,919 5,082
Liabilities subject to offsetting and potential offsetting agreements 2013
Potential effects of netting agreements not
qualifying for offsetting in Statement of
Gross Financial Position
amounts in Amounts off  Net amounts Financial Cash Non-cash
Statement of against in Statement  instruments collateral financial Net amount
Financial financial of Financiat pledged collateral after potential
in HUF million Position assets Position pledged offsetting
Derivatives 11,925 - 11,925 2,413 2,843 0 - 6669
Repurchase agreements _ 13410 o 13410 9 0 13362 =5
25,334 25,334 2,413 2,843 13,362 6,717
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Financial assets subject to offsetting and potential offsetting agreements 2012

Potential effects of netting agreements not
qualifying for offsetting in Statement of

Financial Position

Gross
amounts in Amounts set  Net amounts Financial Cash Non-cash Net amount
Statement of off against in Statement  instruments collateral financial after
Financial financial of Financial received collateral potential

in HUF million Position liabilities Position received offsetting
Derivatives 8,745 0 8,745 4,991 0 0 3,753
Reverse repurchase 0 0 0 0 0 0 0
agreements - - - = B -
Total 8,745 0 8,745 4,991 0 0 3,753

Liabilities subject to offsetting and potential offsetting agreements in 2012

Potential effects of netting agreements not
qualifying for offsetting in Statement of

Financial Position

Gross
amounts in Amounts off  Net amounts Financial Cash Non-cash
Statement of against in Statement  instruments collateral financial Net amount
Financial financial of Financial pledged collateral after potential
in HUF million Position assets Position pledged offsetting
Derivatives 2,186 0 2,186 4,991 0 0 (2,805)
Repurchase agreements 2,889 0 2,889 0 0 0 2,889
5,075 0 5,075 4,991 0 0 84

Total
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32) Risk management

32.1. Risk Management Principles

Erste Hungary naturally takes risk in connection with its business and as such following principles underpin risk management in the
institution:

Erste Hungary’s chief risk officer (“CRO”) is accountable for developing the Risk Strategy Framework and ensures that the com-
ponents of the Framework are well defined. Risk Strategy Framework is signed off by Managing Board, Board of Directors while
Supervisory Board’s Risk Committee ensures control over the Risk Strategy Framework (i.e. key principles, compliance to the
group strategy, and regularly reviews the status on the individual components).

Risk Appetite Statement as one of the cornerstones of Risk Strategy Framework is set in conjunction with the business and capi-
tal/liquidity strategy covers mid-term horizon (usually 3 years’ timeframe). Risk Appetite Statement is valid until withdrawn, and
reviewed once a year prior to planning process, validated during the planning process, signed off by the management together with
the final business plan.

Enterprise Risk Management (“ERM”) Framework provides the processes, controls, and toolkits to carry out regular review of
internal capital adequacy assessment, including the regular RAS monitoring process. ERM Framework defines also the necessary
measures in case of emergency events (Emergency Response Plan).

CRO is accountable for aggregating the risks that Erste Hungary is exposed to, to manage effective reporting systems and overall
to deliver and submit a holistic view on all risks types to the management. Timely and transparent reporting system must be estab-
lished with continuous assessment of risks and exceptional cases shall be reported immediately.

Monitoring and back-testing over operation of risk management methodologies and models must be ensured. This means to have a
regular structured assessment process, which validates accuracy and relevancy of the models, reviews the implemented processes
of use.

The detailed provisions and requirements necessary to comply with the Risk Strategy Framework shall be described in lower level
risk policies, guidelines and operational working instruction according to the structure of Risk Policy Framework for all risk types
arising from the risk taking activities.

Roles and responsibilities were separated in line with the “three lines of defence model” and shall be clearly defined within the
organization. That is business units within the Bank (i.e. units taking risk) and risk management units (i.e. units assessing, control-
ling and monitoring the risk) shall be separated from each other organizationally and in terms of the responsibilities up to the level
of Managing Board. Respective risk management activities shall be audited and evaluated by the independently functioning Inter-
nal Audit, and should be overseen and verified by the Supervisory Board.

Erste Hungary ensured risk mitigation action and an adequate capital level which shall cover minimum level of risks planned ina
course of business and risk strategy, and shall cover the buffer set aside for the exceptional but plausible events, as a result of the
stress tests.

Erste Hungary has in place an internally approved and well-documented “new product approval policy” which addresses not only
the development and approval of entirely new products but also significant changes in the features of existing products.

The management and employees who perform risk related tasks under risk management must possess the knowledge and experi-
ence needed for their particular tasks. In addition the Bank ensured an enforcement of risk culture throughout the entire organisa-
tion.

Risk management principles, methodologies, measurements and process must be in line with the Group standards and Hungarian
supervisory requirements.

Given Erste Hungary’s business strategy, the key risks for Erste Hungary are credit risk, market risk and operational risk. Erste Hunga-
ry also focuses on managing liquidity, concentration and business risks. In addition to managing these risks, Erste Hungary’s control
and risk management framework takes account of the range of other significant risks faced by Erste Hungary.
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Risk monitoring and control is achieved through a clear organisational structure with defined roles and responsibilities, delegated
authorities, bank wide risk culture and risk limits. The following diagram presents an overview of Erste Hungary’s risk management
and control governance and responsibility structure.
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Overview of Risk Management Structure

The Management Board, and in particular Erste Hungary’s chief risk officer (“CRO”), has to define and implement comprehensive risk
and business strategies as well as establish sound and clear risk management functions and policies. The CRO is responsible for the
implementation of and adherence to the risk control and risk management strategies across all risk types and business lines. While the
Management Board, and in particular, the CRO ensure the availability of appropriate infrastructure and staff as well as methods, stand-
ards and processes to that effect, the actual identification, measurement, assessment, approval, monitoring, steering and setting limits
for the relevant risks are performed at the operating entity level within Erste Hungary. The CRO is supported by several divisions
established to perform operative risk control functions and exercise strategic management responsibilities:

- Strategic Risk Management

- Retail Risk Management and Workout
- Corporate Risk Management

- Corporate Workout and Restructuring
- Distressed Real Estate

- Legal

- Compliance

- Security Management.

Strategic Risk Management (SRM), which exercises the “risk control” function, is responsible for macro-managing the risk portfolios
and the provision of adequate risk measurement methodologies and tools as well as an appropriate risk policy and control framework.
Strategic Risk Management leads the ICAAP process, initiates a yearly review of the Risk Appetite Statement, contributes to the regu-
lar planning process and provides regular risk reporting to management, steering and operative functions of the institute. SRM is also
responsable for the role of crisis management who defines the recovery plan framework, thus regularly monitors the management
information and initiates the recovery plan in case of the trigger breaches.

Retail Risk Management focuses on retail business, which is Erste Hungary’s primary business. Retail Risk Management is responsible
for the underwriting standards of micro and private individual customers for both secured and unsecured products and also portfolio
monitoring and regular reporting about the portfolio quality and about the new acquisition quality. It has a dedicated department for
underwriting of new loan acquisitions. Its collateral evaluation department is monitoring the collateral value of new acquisitions and
performs regular collateral portfolio reviews. Collection and Work Out depariments of the Directorate are responsible for early and
hard collection activity regarding the retail portfolio.

Corporate Risk Management is the operative credit risk management function for Erste Hungary’s corporate business. It is responsible
for the formal and material verification, recommendation and approval of all corporate credit risks of Erste Hungary. Corporate Risk
Management is also responsible for credit risk management for all credit applications where the amount involved exceeds the approval
limits granted to the respective subsidiary. This unit covers SMEs, municipalities, large corporate's, and real estate risks. Corporate
Risk Management provides specific credit risk reports on the aforementioned portfolios of Erste Hungary and is in charge of process
development for corporate credit risk management and of the implementation of Erste Group standards for these asset classes. This
department is also responsible for establishing and monitoring appropriate credit analysis as well as monitoring processes and systems
for corporate business at the subsidiary level and coordinating and reviewing corporate credit and project analysis adopted across the
business.

Corporate Risk Management is covering also the counterparty risk management functions as well as the controls over market risks and
liquidity risks. The department is approving and allocating the treasury limits for corporate and institutional clients, and also monitor-
ing the daily exposures and limit violations. The market risk control area is monitoring the open foreign currency positions, the value at
risk exposures and sensitivities in terms FX risks as well as in Interest Rate risks of Erste Hungary. As control tasks related to asset-
liability management, the liquidity risk functions are also covered by Corporate Risk Management area.

Corporate Workout and Restructuring is responsible for solving problem credits in area of corporate and municipal customers. It has
restructuring and workout of arms dealing with different levels problem clients.

Distressed Real Estate coves acquisition or re-possessions of real estate resulting from workout cases, their temporary warchousing in
Erste Hungary’s Statement of Financial Position, and active operation- maintenance of these assets until final sale. In all cases the
assets are taken over solely for the purpose to protect the value of collaterals from erosion by the unfair client activities or stressed
market conditions.
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Legal, in performing the function of the central legal department of Erste Hungary, mitigates legal risk by providing legal support and
counselling for the business and centre functions and by taking care of dispute resolution and litigation. Legal has the focus on legal
risk management and reporting aiming at identifying and minimizing, limiting or avoiding legal risk.

Compliance includes the functions Securities Compliance, Anti Money-Laundering (AML) and is accountable for addressing compli-
ance risks. Compliance risks are risks of legal or regulatory sanctions, material financial loss, or loss to reputation Erste Hungary may
suffer as a result of failure to comply with laws, regulations, rules and standards.

Security Management is in charge of the strategy, the definition of security standards, monitoring as well as the further development of
issues of relevance for security at Erste Hungary.

In addition to the risk management activities performed at Erste Hungary level, larger subsidiaries also have risk control and manage-
ment functions, the responsibilities of which are tailored to the applicable requirements.

Coordination of Risk Management Activities
Below functional committees are central to the Risk functions, to verify functionality of risk framework, or operationally monitor and
manage various risk categories:

- Risk Committee, which is a sub-committee of the Supervisory Board of Erste Hungary, is the most senior risk committee in Erste
Hungary. It is responsible for the approval of methods and processes of risk control and management as well as for the risk infra-
structure. The Risk Committee also monitors the capital base and allocates capital at the macro level and determines the risk
framework. As the central risk control body, the Risk Committee is frequently and regularly briefed on the risk status, both retro-
spectively and prospectively, and across all risk types. The Risk Committee analyses the current status as well as any trends and
makes management decisions at the highest level. In line with the new Hungarian Banking Act (Act CCXXXVII of 2013.) valid
from 1th of January 2014 EBH has established the Risk Management and Steering Committee, thus EBH has terminate the Risk
Committee as a subcommittee of the Supervisory Board and established a new, independent Risk Management and Steering
Committee. The new Risk Management and Steering Committee is the successor of the former Risk Committee, but with the new
duties and composition defined by the new Banking Act. which operates stringing from January 2014

- Operating Liquidity Committee (“OLC”), as a sub-committee of the ALCO, is responsible for the day-to-day management of the
liquidity position of Erste Hungary. It analyses the liquidity situation of Erste Hungary on a regular basis and reports directly to
the Asset Liability Committee (“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 OLC are points of contact
for other departments or Erste Hungary members for liquidity-related matters. For additional information on the ALCO, see “Li-
quidity Risk - Organisation and reporting”.

- Local Steering Group (hereafter L.SG) ensures alignment within steering functions of the Bank providing higher coherence of
methodologies and standards, coordination of their roll out and impact on the institution including coordination of key steering
processes like planning and forecasting and internal capital assessment process. LSG is a joint forum of management from steer-
ing functions, namely controlling, strategic risk management, asset and liability management and accounting.

- Retail Risk Committee (hereafter RRC) is responsible for continuous supervision and decision over of the Bank’s retail risk taking
rules, limits and risk parameters. The RRC is informed about the Risk Appetite statement of the management and responsible to
develop and decide on retail risk strategy which derived from the risk tolerance. The RRC contributes to the internal capital as-
sessment process.

- Corporate Risk Committee (hereafter CRC) is responsible for continuous supervision and decision over of the Bank’s corporate
risk taking rules, limits and risk parameters. The CRC is informed about the Risk Appetite statement of the management and re-
sponsible to develop and decide on corporate risk strategy which derived from the risk tolerance. The RRC contributes to the in-
ternal capital assessment process. The CRC is the forum of discussions and decisions on new business initiatives, on application of
new tools, systems or procedures in business and in risk management, on regular reports about the high priority business and risk
projects in corporate banking area.

- Corporate Credit Committee (“CC”) is the main steering body for corporate credit risk related operations in Erste Hungary. The
CC informs the Managing Board about the decisions it is taking on a monthly basis.

- Operational Risk Committee (“ORC™) approves and follows up risk mitigating measures arising from Operational Risk activities.
The ORC meets quarterly and informs the Managing Board about its decisions on a quarterly basis.

In addition to the locally established committees, Erste Hungary’s CRO and Head of Strategic Risk Management participate in the
CRO-Board and Strategic Risk Management Committee of Erste Group respectively. The CRO Board and the Strategic Risk Manage-
ment Committee are responsible for consistent coordination and implementation of risk management activities within Erste Group. The
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CRO Board is made up of the CROs of the subsidiaries in the Erste Group. Chaired by the Group CRO, the CRO Board has responsi-
bility for the coordination of risk management and for ensuring uniformity of risk management standards across Erste Group. The
Strategic Risk Management Committee, which is made up of the division heads of the strategic risk management department at each
subsidiary, provides support to the CRO Board in decision-making on current risk-related topics. Strategic Risk Management Commit-
tee operates a subcommittee Holding Model Committee which controls and coordinates model development and approval process
across the Group. Erste Hungary is represented in Holding Model Committee with a permanent member of senior analyst from Strate-
gic Risk Management.

As a result of the principle of segregation of risk origination and risk control, at every level of the risk management structure of Erste
Hungary - particularly concerning market and credit risks - the risk management and control functions are exercised independently of
the front office functions.

32.3. Risk Control

Overview of Risk Control Governance Structure
Objective of Strategic Risk Management, a unit that is independent from the business units, is to ensure that all risks measured and that
they are within the limits approved by the Managing Board.

Enterprise Wide Risk Management which is a subunit of Strategic Risk Management plays a role in monitoring and aggregating the
portfolio risk against the appetite level articulated in the Risk Appetite Statement of the institution. Objectives of the unit are

- ensure sound and comprehensive risk identification, measurement and risk aggregation methodologies

- develop comprehensive view on risk across business units and risk types

- provide forward looking perspective (planning) on material risks and integrate potential adverse scenarios (stress testing) into risk
quantification

- quantified associated capital demand to quantified risk and asses capital supply potential of the institution, provide clear infor-
mation to the management and initiate discussion over solvency and development of capital need (capital management)

- strengthen risk culture in the institution

Risk Reporting and Portfolio Analysis has been established also as a subunit of the Strategic Risk Management, supporting regulatory
reporting, external disclosures as well as internal management reporting for credit and operational risk, and limit utilisation monitoring
on regular and ad hoc basis. It operates and develops risk infrastructure which incorporates central data collection and data processing,
reconciliation and data aggregation capabilities. It assumes responsibility for measurement and reporting of risk while ensuring suffi-
cient quality and integrity of risk related data.

Risk control process

Erste Hungary’s independent risk control process consists of five main steps:

. Risk identification: refers to the detection of all relevant existing and potential risks related to banking operations, with particular
emphasis on the use of a systematic and structured approach towards risk identification. The aim of this process is the permanent,
timely, rapid, complete and cost-effective identification of each individual risk that has a bearing on the achievement by Erste
Hungary of its business targets.

- Risk measurement: refers to the valuation and analysis of all quantifiable risks using statistical methods. In addition, siress scenar-
ios are locally defined, with the goal of quantifying the losses that may be triggered by extremely adverse, rare, however plausible
events,

- Risk aggregation: refers to the compilation of the results of risk measurement for each individual risk type to determine the aggre-
gate potential loss based on the assumption of all of the relevant individual risks.

- Risk limit-setting: refers to the setting of a loss ceiling by the management through the Risk Committee based on the periodic
determination of risk-bearing capacity, which takes into account the group’s equity base and profitability status.

- Risk reporting refers to the continuous reporting of the risk measurement results for each individual risk type to management.

Basel Il / Basel llI

Having passed the required audit conducted by the Hungarian supervisory authority in 2008, Erste Hungary successfully qualified for
Basel II internal ratings based (IRB) approach to the measurement of credit risk. For credit risk, Erste Hungary applies the Advanced
IRB Approach in the retail segment and the Foundation IRB Approach in all other material Basel segments. (Standardized approach is
used permanently for sovereign exposures, exposures against subsidiaries and immaterial portfolio elements)
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Under Pillar 2 EBH applies internally estimated LGD parameters for material Basel II segments which indicate a more risk sensitive
risk measurement under ICAAP framework.

For the operational risk Erste Hungary received regulatory approval to use the AMA (Advanced Measurement Approach) in the first
half of 2009. Beginning of October 2010, additionally Erste Leasing Autofinanszirozasi Zrt., and its subsidiaries Erste Leasing
Eszkozfinanszirozasi Zrt. and Erste Leasing Bérlet Szolgaltaté Kft. received the approval to use AMA .

The Erste Leasing Autofinanszirozasi Zrt., and its subsidiaries Erste Leasing Eszkozfinanszirozési Zrt. have been integrated to the EBH

with 31 December 2012, following the integration EBH has accurate adjusted it risk models and risk parameters which ensure fully
compliance with Bales II rules.
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32.4. Risk and capital management

Overview

Erste Hungary implemented full set of policies and principles of Erste Group internal capital adequacy assessment framework. Com-
prehensive set of methods, processes and tools is called Enterprise-wide Risk Management (ERM) Framework which is designed to
support the bank’s management in assessing risk in portfolios as well as the coverage potential to assure at all times an adequate capital
capacity reflecting the nature and magnitude of the Bank’s risk portfolio. ERM is tailored to the Erste Hungary’s business and risk
profile, reflects the strategic goal of protecting share- and senior debt holders and ensuring sustainability of the organisation.

ERM is a modular and comprehensive steering and management system within Erste Hungary and is integral to the Bank’s / Erste
Hungary’s overall steering and management system. The components necessary to ensure all aspects of ERM, regulatory requirements
but particularly internal value adding needs, can be summarised as follows:

- Risk Strategy and Risk Appetite

- Portfolio & Risk Analytics e.g.

- Risk Materiality Assessment

- Risk Modelling & Stress Testing

- Risk-bearing Capacity Calculation
- Risk Planning & Forecasting e.g.

- RWA Management

- Capital Allocation

Risk Strategy and Risk Appetite
A major focus of the risk strategy of Erste Hungary is to prevent excessive risks which could compromise the achievement of strategic
goals. Equally important is the Risk Limit Frame derived from the strategy of the Group.

Portfolio and Risk Analytics

For the purpose of adequate management of the group’s risk portfolios according to the strategy, risks are systematically analysed
within the scope of portfolio & risk analytics. Risks are quantified, qualified and discussed in a consistent management process in order
to decide on appropriate measures on time.

Risk Materiality Assessment

Its purpose is the systematic and continuous assessment of all relevant risk types and the identification of risks which are significant for
the Bank. Erste Hungary has adapted a clear and structured Risk Materiality Assessment approach which is based on defined quantita-
tive and qualitative factors for each risk type. It measures the impact of the risk type by historical experience, volatility and vulnerabil-
ity but in build forward looking expectation on these measures as well. It also assess the quality of measurement methods and control
processes such as the ability of the institution to mitigate the given risk type.

This process constitutes the basis for the determination of material risk types to be included in the Risk-bearing Capacity Calculation.
Insights generated by the assessment are also used to improve risk management practices per se to further mitigate risks within the
group but also as an input for the design and definition of the group’s Risk Appetite Statement.

Risk Modelling and Stress Testing

Modelling the existing risks and the detection of potential negative movements at an early stage as well as conducting Stress Tests is a
part of the ERM framework. Erste Hungary additionally participated in a variety of stress test exercises. The results of these stress tests
showed that Erste Hungary’s regulatory capital was adequate.

Risk-bearing Capacity Calculation

Within the Risk-bearing Capacity Calculation, Erste Hungary’s material risks are compared to the capital/coverage potential according
to internal ICAAP standards. The quarterly capital adequacy calculation undertaken by Erste Hungary serves not only as a tool to as-
sess the actual capital adequacy of the group but also to provide a forward-looking picture, make recommendations and start taking
actions as may be necessary for a sustainable sound capitalisation.

The Management Board and the risk management committees are briefed regularly and at least on a quarterly basis in relation to the
results of the capital adequacy calculation. The report includes movements in risks and available capital / coverage potential after con-
sideration of potential losses in stress situations, the degree of utilisation of the risk limit and overall status of ICAAP according to the
traffic light system.
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Based on the business and risk profile of Erste Hungary, currently the three main types of banking risks, credit risk, market risk and
operational risk, are considered in the Risk-bearing Capital Calculation. Credit risk accounts for approximate 80% of the total econom-
ic capital requirement. Reflecting what management believes is the conservative risk management policy and strategy of Erste Hunga-
ry, Erste Hungary does not offset diversification effects between these three risk types. The economic capital requirement for unex-
pected losses is computed on a one-year time horizon with 99.9% confidence level.

Other risk types, in particular liquidity, concentration and business risks, are managed by means of a proactive management framework
that includes forward-looking elements, stress testing, trigger levels and traffic light systems.

The capital or coverage potential required to cover economic risks and unexpected losses is subdivided based on the characteristic of
their components, such as the legal qualification of the source of capital and the tenor of subordinated debt. The coverage potential
must be sufficient to absorb unexpected losses resulting from the Erste Hungary’s operations.

In addition to the credit limits set by the existing limit frame of the Erste Group, Erste Hungary has defined a Maximum Risk Exposure
Limit (“MREL”) which, along with the signal system, serves to ensure that there is sufficient time (at least one year) for the manage-
ment to plan and execute actions to ensure capital adequacy and sustainability going forward.

Risk Planning and Forecasting
It lies within responsibility of Strategic Risk Management to ensure a sound risk planning and forecasting process. The relevant risk
planning numbers flow directly into the planning and steering process.

All insights from the ERM / ICAAP are taken into account in the process of allocating capital to entities and segments under risk /
return considerations.

32.5. Recovery plan

The Hungarian Supervisor required the Hungarian banks, including EBH, to develop a recovery plan in line with the EBA and HFSA
recommendations. The EBH submitted the recovery concept in October 2013 and a detailed document in February 2014. EBH Recov-
ery Plan 2014 describes the governance structure serving development and regular update of EBH’s recovery plan, the potential stress-
es jeopardising the capital or liquidity position of the EBH Group as well as the possible measures, in quantified form, to maintain or
restore stable financial positions if it is necessary.

The recovery plan will replace the emergency response plan of the EBH.

32.6. Credit risk

Definition and overview

Credit risk arises in Erste Hungary’s traditional lending business, comprising losses incurred as a result of default by the borrowers or
by the need to set aside provisions as a result of the deteriorating credit quality of certain borrowers, as well as from trading in market
risk instruments (counterparty risk). Operative credit decisions are made by the decentralised credit risk management units, namely,
Corporate Risk Management. See ‘Risk Management Organisation - Overview of Risk Management Structure’ for a detailed explana-
tion of the role and responsibilities of Corporate Risk Management.

The “Risk Control” department of Erste Hungary comprises of regular reports on credit portfolio for external and internal audiences
and permits continuous monitoring of credit risk developments, enabling management to take control measures. In-house recipients of
these reports include, above all, the Supervisory Board and Managing Board of Erste Hungary, as well as the risk managers, business
unit directors and internal audit staff.

Internal rating system

Overview

Erste Hungary has business and risk strategies in place for lending policies and credit approval processes. They cover the entire lending
business, taking into account the nature, scope and risk level of the transactions and the counterparties involved. Credit approval is also
based on the creditworthiness of the customer, the type of credit, collateral, covenant package and other risk mitigation factors in-
volved.
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The assessment of counterparty default risk within Erste Hungary is based on probability of default (‘PD’). For each credit exposure
and lending decision, Erste Hungary assigns an internal rating, which is a unique measure of counterparty default risk. Internal rating
of each customer is updated at least on an annual basis (Annual Rating Review). Rating of a customer in weaker rating classes is re-
viewed with higher frequency than the usual Annual Rating Review.

The main purpose of the Internal Ratings is to affect the decision-making for lending and the terms of the credit facility to be extended;
however, Internal Ratings also determine the level of decision-making authority within Erste Hungary and the monitoring procedures
for existing exposures. At a quantitative level, Internal Ratings drive the level of required risk pricing and risk provisions. Internal
Ratings are a key element of risk weighted assets’ calculation and Internal Capital Adequacy Assessment Process (‘ICAAP’).

Internal Ratings take into account all available essential information for assessment of counterparty default risk. For non-retail borrow-
ers, Internal Ratings take into account financial strength of the counterparty, possibility for external support, company information, and
external credit history information, where available. For the wholesale segment, Internal Ratings also take into account market infor-
mation such as access to capital markets. For retail clients, Internal Ratings are based mainly on behavioural and application scoring,
but also utilise demographic and financial information. Rating ceiling rules on credit quality are applied based on country domicile and
membership in a group of economically related entities.

Internal Rating models and risk parameters are developed by internal teams of specialists. Rating development follows internal meth-
odology formalised into an Erste Group wide methodology and documentation standard (White Paper). Rating models are developed
based on relevant and most accurate data covering always the respective market. In such a way Erste Hungary established highly pre-
dictive rating models.

All scorecards of Erste Hungary, whether retail or non-retail, are regularly validated based on standard methodology of Erste Group.
Validations are provided by a specialized Competence Centre using statistical techniques in respect to default prediction performance,
rating stability, data quality, completeness and relevancy and last but not least the review of documentation and user acceptance. The
results of this validation process are reported to the management and regulatory bodies. In addition to the validation process, a monitor-
ing process is also in place on the performance of rating tools, reflecting the month-to-month new defaults and any early delinquencies.

The model development and maintenance process is supervised by Holding Model Committee of Erste Group, which is established as
an Erste Group-wide elementary steering and control body covering also Erste Hungary. All new models (rating models and risk pa-
rameters) and methodology standards in Erste Group are reviewed by the Holding Model Committee. Holding Model Committee en-
sures integrity and consistency of models and methodologies. Beside of review function of new models and methodologies, Holding
Model Committee organises validation process, reviews validation results and approves remedy actions. All development and valida-
tion activities are coordinated by the organisational unit ‘Erste Group Rating Methods’.

Risk Grades and Categories

The classification of credit assets into risk grades is based on Erste Hungary’s Internal Ratings. Erste Hungary uses two internal risk-
scales for risk classification: for customers that have not defaulted, a risk scale of eight risk grades (for retail) and 13 risk grades (for all
other segments) is used. Defaulted customers are classified in one risk grade.

For the purpose of external reporting, Erste Hungary developed a framework to map the risk grades into four different risk categories,

as follows:

- Low risk: Typically regional customers with a well-established and rather long standing relationship with Erste Hungary or large
internationally recognised customers, characterised by strong and good financial health, without any foresceable financial difficul-
ties. Retail clients with long relationship with the Bank, or clients with a wide product pool use. No late payments currently or in
the most recent twelve months. New business is generally with clients in this risk category.

- Management attention: Vulnerable non-retail clients, which may have overdue payments/defaults in their credit history or which
may encounter debt repayment difficulties in the medjum-term, having limited savings or probable past payment problems trigger-
ing early collection reminder. These clients typically have a good recent history and no current delinquency.

- Substandard: The borrower is vulnerable to negative financial and economic developments; such loans are managed in specialised
risk management departments.

- Non-performing: One or more of the default criteria under Basel I are met: 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, or initi-
ation of bankruptcy proceedings. For corporate borrowers in Hungary, the customer view is also applied - if a customer defaults
on one product then all of that customer’s per-forming products are classified as non-performing. However, in the retail and SME
segment Erste Hungary uses the ‘product view’, so that only the product actually in default is counted as a NPL whereas the other
products of the same customer are considered performing,
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Erste Hungary assigns to each rating grade a distinct PD value within the calibration process. Calibration is performed individually for
each rating method. PD values reflect the twelve month expectation of long term average default rates. Additionally to the PD values
the bank assigns margin of conservatism dependent on the granularity of portfolios and relevant data history. Calibration of PD values
is validated on a yearly basis in line with all the rating methods validations. Any change in the calibration of the PD values must be
approved in the Holding Model Committee together with all the model changes.

Impairment assessment

For accounting purposes, Erste Hungary uses an incurred loss model for the recognition of losses on impaired financial assets. This
means that losses can only be recognised when objective evidence of a specific loss event has been observed. Triggering events include
the following:

- Significant financial difficulty of the customer

- Abreach of contract such as a default of payment
- It becomes probable that the customer will enter bankruptcy or other financial reorganisation

- Observable data that suggests that there is a decrease in the estimated future cash flows from the loans

Materiality threshold

Erste Hungary, in line with Erste Group standards, implemented a materiality threshold differentiating between individually significant
and individually not significant exposure. Materiality threshold is defined as 50 million forint of client exposure or any equivalent
value in foreign currency.

Individually assessed allowances

Erste Hungary determines the allowances appropriate for each individually significant loan or advance on an individual basis, including
any overdue payments of interests, credit rating downgrades, or infringement of the original terms of the contract. Items considered
when determining allowance amounts include the sustainability of the counterparty’s business plan, its ability to improve performance
if it is in a financial difficulty, projected receipts and the expected pay out should bankruptcy ensue, the availability of other financial
support, the realisable value of collateral and the timing of the expected cash flows. Impairment allowances are evaluated at each re-
porting date, unless unforeseen circumstances require more careful attention. Trigger event for the assessment is a default.

Collectively assessed allowances

Allowances are assessed collectively for losses on loans and advances that are not individually significant (including credit cards,
residential mortgages and unsecured consumer lending) and for individually significant loans and advances that have been assessed
individually and found not to be impaired.

Erste Hungary generally bases its analyses on historical loss experience with reference to current situation in underwriting and recovery
processes and market reality. In cases of significant changes on market or internal processes Erste Hungary concludes of review of
assumptions and parameters of collective impairment.

Allowances are evaluated separately at each reporting date with each portfolio.

The collective assessment is made for groups of assets with similar risk characteristics, in order to determine whether provision should
be made due to incurred loss events for which there is objective evidence, but the effects of which are not yet evident in the individual
loans assessments. The collective assessment takes account of data from the loan portfolio (such as historical losses on the portfolio,
levels of arrears, credit utilisation, loan to collateral ratios and expected receipts and recoveries once impaired).

The approximate delay between the time a loss is likely to have been incurred and the time it will be identified is translated into a Loss
Identification Period (LIP) coefficient. Local management is responsible for deciding the length of this period and LIP factor, which
can extend for as long as one year. The impairment allowance is then reviewed by credit management to ensure alignment with the
bank’s overall policy.

Financial guarantees and letters of credit are assessed in a similar manner as for loans.

Credit Risk Review and Monitoring

Credit Monitoring

In order to manage the credit risk for large corporate’s, banks, sovereigns and country risk, credit limits are established to reflect the
maximum exposure Erste Hungary is willing to take on that particular customer or the group of connected customers. All credit limits
and the exposures booked within the limits are reviewed at least once a year. For small corporate’s and retail customers, monitoring and
credit review is based on a rating model, which is updated monthly.
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Portfolio reports for asset classes and business lines are prepared on a regular basiWatch-list meetings or remedial committee meetings
are held on a regular basis to discuss customers with weak ratings or to discuss preventive measures to help a particular client avoid
default.

For retail business, Retail Risk Management is responsible to undertake these monitoring activities and fulfil the minimum require-
ments of Erste Hungary Retail Risk Management.

Credit Exposure
Credit exposure relates to the following items of statement of financial position:

. loans and advances to credit institutions

. loans and advances to customers

. debt securities held for trading, available for sale and held to maturity

. derivatives

. credit risks related off-balance sheet (contains guarantees and irrevocable committed credit lines).

The credit exposure comprises the gross amount without taking into account any collateral held, other credit enhancements or credit
risk mitigating transactions.

Erste Hungary’s total credit exposure is presented below divided into the following classes:

. by industry

. by risk category

. by industry and risk category

. by business segment and risk category.

Following this detailed breakdown of credit risk exposure, Erste Hungary presents a detailed breakdown
. of its non-performing assets and risk provisions
o of its loans and advances to customers by business segment.

Analysis of risk concentration

e  Concentrations arise when a number of clients are engaged in similar business activities, or have similar economic features
that would cause their ability to meet contractual obligations to be similarly affected by changes in economic or other condi-
tions.

e Concentrations indicate the relative sensitivity of the Erste Hungary’s performance to developments affecting a particular in-
dustry.

e In order to avoid excessive concentrations of risk, Erste Hungary’s policies and procedures include specific guidelines to fo-
cus on maintaining a diversified portfolio. Identified concentrations of credit risks are controlled and managed accordingly.

e Erste Hungary’s concentration of risk is managed by industry sector and by business segment/client.

62



Erste Bank Hungary Zt. - C Financial prep. in with IFRS as by the EU
Credit Risk Exposure by Industry
Credit exposure by industry 2013
N Positive fair
Loans and value of
advances to Loans and derivative
credit advances to Held to Trading Available for financial Off balance Totat credit
In HUF million institutions customers maturity assets sale instruments sheet risk exposure
- o atamortised cost ) Fairvalue S - I
Agricuiture and forestryf o 24,442 - 0 - - 4 729 25,175
Construction - 29,384 ~ = 8,577 37,961
gyucation, health and art 4,_3& ) 0 379 4713
Energy and water supply 32,599 4,334 4 18,836 55776
Financial and insurance
services 132,183 71,704 1 994 4482 | 1,500 210,864
Ho[ebiarg [gstaurant(s B 7,999 ) 78 728 8,804
Manufacturing 47,556 58 9% 12,592 60,300
Mining 478 - 926 1,404
Private households 1,075,701 13,928 1,089,629
Public administration 30,424 247,962 309,598 69,992 294 1,294 659,563
Real estate and housing 210,713 - 0 - 2,042 1,195 213,950
Services . 16,170 - 76 1,020 17,266
Trade o 46,000 0 20 1,919 47,939
Transport and communication 12,895 515 24 2,238 15,873
Other o 13,063 5816 - 871 409 95 20,254
Total 132,183 1,623,462 247,963 321,393 70,863 7,451 65,956 2,469,271
Credit exposure by industry 2012 -
Positive fair
Loans and Loans and value of
advances advances derivative Total credit
to credit to Held to Trading Available financial Off balance risk
in HUF million institutions customers maturity assets for sale iffettuments sheet exposure
at amortised cost Fair Value
Agriculture and forestry 0 30,622 0 0 0 0 928 31,550
Construction 0 44,896 0 L ] 0 0 6,169 51,065
Education, health and art 0 5,402 0 L 0 0 452 5,854
Energy and water supply 0 36,013 1 0 0 0 6,309 42,324
Financial and insurance
services 127,822 32,025 2,915 232,913 206,661 7,097 1,190 609,622
ﬂqtg[s and restaurants 9,926 0 0 0 0 743 10,669
Manufacturing 0 68,592 0 2,795 0 0 14,329 85,716
Mining 0 388 0 0 0 0 578 966
Private households 0 1,175,661 o 0 0 0 13,201 1,188,862
Public administration 0 123,381 348,592 35,878 62 0 2,340 510,253
Real estate and housing 0 237,357 0 0 0 0 1,013 238,370
Services 0 24,271 0 0 0 0 1,085 25,356
Trade 0 59,465 0 0 0 8,574 3,559 71,598
Transport and communication 0 19,431 0 0 0] 0 3,879 23,310
Other o] 12,066 0 2,402 0 0 6,088 20,557
Total 127,822 1,879,497 351,507 273,988 205,723 15,671 61,863 2,916,072
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Credit Exposure by Risk Category

The following table presents the total credit risk exposure of Erste Hungary by risk category as of 31 December 2013.

Credit exposure by risk category

Management Non- Total credit
in HUF million Low risk attention Substandard performing risk exposure
Total exposure at 31 Dec 2013 891410 1,084,859 69,761 423,240 2,469,271
Share of credit risk exposure ~ 36.1% 43.9% 28%  171% 100.0%
Total exposure at 31 Dec 2012 1,903,930 448,116 101,665 462,361 2,916,072
Share of credit risk exposure - 65.3% 15.4% 3.5% 15.9% 100.0%
Change in credit risk exposure in 2013 (1,012520) 636,744 (31,904) (39,121) (446,801)
Change (53.2)% 142.1% (31.4)% (8.5)% (15.3)%

By management estimations, in reflect to recent government measurements, 510 million forint of 'Public administration’ exposure was
transferred from 'Low risk' to 'Management attention' risk category in 2013.

Credit Exposure by Industry and Risk Category
The following tables present the total credit risk exposure of Erste Hungary broken down by industry and risk category:

Credit exposure by industry and risk category in 2013

Management Non- Total credit
in HUF million Low risk attention Substandard performing  risk exposure
Agriculture and forestry 16,800 3,388 62 4925 25175
Construction 5,412 16,486 114 15,949 37,961
Education, health and art - 885 2,896 72 860 4,713
Energy and water supply - 31,032 9,847 990 13,907 55776
Financial and insurance services 71,231 128,683 - 24 10,925 210,864
Hotels and restaurants - - 5,514 2,168 66 1,057 8,804
Manufacturing 39,093 10,247 345 10,614 ~ 60,300
Mining 1,119 279 2 5 1,404
Private households 593,396 179,495 45,207 271,531 1,089,629
Public administration 15,181 634,688 5,868 3,826 659,563
Real estate and housing 55,424 77,970 8,245 72,311 213,950
Services - ~ 6,415 3,189 3,082 4,581 17,266
Trade B 26,321 10,541 2,009 9,069 47,939
Transport and communication 11,266 2,448 115 1,844 15,673
Other 12,323 2,537 3,559 1,835 20,254
Total 891,410 1,084,859 69,761 423,240 2,469,271

By management estimations, in reflect to recent government measurements, 510 million forint of 'Public administration' exposure was
transferred from "Low risk' to 'Management attention' risk category in 2013.
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Credit exposure by industry and risk category in 2012

Management Non- Total credit
in HUF million Low risk attention Substandard performing  risk exposure
Agriculture and forestry 19,533 6,432 71 5514 31,5650
Construction 8,063 18,179 127 24,695 51,065
Education, health and art 1,877 3,167 98 Mmoo 5,854
Energy and water supply | 17,810 12,533 899 11,081 42,324
Financial and insurance services 603,781 3188 40 2,643 609,622
Hotels and restaurants S 6,632 1,742 336 1,959 10,669
Manufacturing el 50,602 15,295 1,795 18,024 85,716
Mining B 648 313 2 3 986
Private households . 634,489 217,210 184,723 252,441 1,188,862
Public administration ) 449,683 55,454 I 5109 510,253
Real estate and housing ) 48,729 78,271 5,094 106,276 238,370
Services 7,422 6,057 3,050 8,827 25,356
Trade 38,359 13,512 1,878 17,849 71,598
Transport and communication 10,198 5,951 261 6,899 23,310
Other _ 6,106 10,841 3,282 328 20,557
Total 1,903,930 448,116 101,665 462,361 2,916,072
Credit exposure and non-performing loans (NPL) coverage by segment
Local Retail contains in addition to ‘Private household’ the so called micro customers.
Credit Exposure by business segment and risk category in 2013
Total credit
Management Non- risk
in HUF million Low risk attention Substandard performing exposure
Local Retail 613,720 185,543 46,336 278,184 1,123,784
Local Corporates 164,513 51,843 16,990 56,544 289,890
Local Real Estate B B 51,334 86,745 6,435 186,812 231,326
Group Large Corporate 53,782 3,758 0 1,699 59,239
Group Markets 8,061 756,971 - 0 765,032
Total 891,410 1,084,859 69,761 423,240 2,469,271
of which Non past due, non impaired 718,944 1,084,268 68,691 0 1,871,904

By management estimations, in reflect to recent government measurements, 510 mil
transferred from 'Low risk' to 'Management attention' risk category in 2013.

Credit Exposure by business segment and risk category in 2012

lion forint of 'Public administration' exposure was

Total credit

Management Non- risk

in HUF million Low risk attention Substandard performing exposure
Local Retail 656,912 226,439 86,334 262,166 1,231,850

Local Corporates 164,265 167,420 13,364 100,035 435,083
Local Real Estate 63,903 57,474 1,968 98,156 224,501

Group Large Corporate 54307 6,783 0 2,004 63,094

Group Markets - - 964,543 0 . 0 0 964,543

Total 1,903,930 448,116 101,665 462,361 2,916,072

of which Non past due, non impaired 1,687,855 447,872 100,106 0 2,235,833




with IFRS as

Erste Bank Hungary Zit, - C Financial prep: in

by the EU

Coverage of non-performing loans (NPL) by provisions 2013

Credit risk exposure

Non- Credit risk Risk NPL
in HUF million performing exposure provisions NPL Ratio coverage
Local Retail = . 278,184 1,123,784 164,847 24.8% - 59.3%
Local Corporates - 56,544 289,890 35819 19.5%  63.3%
Local Real Estate N 86,812 231,326 60,856 37.5%  701%
Group Large Corporate - 1,699 59239 1,167 2.9% 68.7%
Group Markets = - 0 765032 0 0.0% 0.0%
Total 423,240 2,469,271 262,689 17.1% 62.1%

Coverage of non-performing loans (NPL) by provisions 2012
Credit risk exposure

Non- Credit risk Risk NPL
in HUF million performing exposure provisions NPL Ratio coverage
Local Retail 262,166 1,231,850 158970  213%  60.6%
Local Corporates 100,035 435,083 69,584 23.0% 69.6%
Local Real Estate 98,156 221,501 66,086 44.3% 67.3%
Group Large Corporate B 2,004 63,094 1,313 3.2% 65.5%
Group Markets - 0 964,543 0o 0.0% -
Total 462,361 2,916,072 295,953 15.9% 64.0%

Credit exposure and collateral in 2013
Collaterals and other credit risk mitigation
Basel It
Credit risk collaterals
in HUF million exposure total Guarantees Real estate Other
Central governments and central banks ) 696,246 3,876 448 0 3,428
Regional governments and local authorities - 35,995 673 1 671 = — 4
Administrative bodies and non-commercial undertakings 0 0 0 0. 0
Multilateral development banks - 1 [ 0 0 0
International organisations 0 0 0 0 0
Institutions 140,964 1,940 0 1,392 549
Corporates - 495,194 93,347 3,234 78,425 11,689
Retail & SME - 1,099,414 524,843 360 520,981 3,502
Securitisation positions B 0 0 0 0 o
Other - 1,457 335 0 297 38
Total 2,469,271 625,014 4,043 601,765 19,206
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Credit exposure and collateral in 2012

Collaterals and other credit risk mitigation

Basel Il

Credit risk collaterals
in HUF million exposure total Guarantees Real estate Other
Central governments and central banks ) 846,591 576 576 0o 0
Regional governments and local authorities - 107,072 3,996 2,519 1,374 103
Administrative bodies and non-commercial undertakings B 0 0 0 Y 0
Multilateral development banks . 0 0 0 0 0
International organisations 0 0 ) Y 0 0
Institutions 147,036 4,390 ; 0 1,924 2,466
Corporates - B 586,067 186,508 16,565 147,016 22,927
Retail & SME ) 1,222,071 737,458 2,537 684,458 50,464
Securitisation positions 0 0 0 0 0
Other 7,235 592 7 435 161
Total 2,916,072 933,520 22,204 835,206 76,110

The major types of collateral are mortgages on residential and commercial real estate, as well as guarantees. Among the other types of
collaterals, financial collateral is the most common. The value of collateral is capped at the amount of the underlying outstanding credit
exposure in the table above.
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Balances of assets past due, but not yet individually impaired

2013 Credit risk exposure

thereof collateralised

thereof thereof thereof
in HUF million Total loans  91-180 days more than Total loans  91-180 days more than
and advances past due 180 days past and advances past due 180 days past
90 days past due past due due
due
Regional governmﬂt; and local authorities - f 112 0 2 o 0 B 0
Institutions B __1 0 1 0 0 0
Corporates - 377 47 330 0 o 0
Retail & SME ) o 2,690 231 2,459 24 21 2
Total 3,069 279 2,791 24 21 2
Loans and advances past due by 1 — 90 days amounts to 171,057 million forint.
2012 Credit risk exposure thereof collateralised
thereof thereof thereof thereof
in HUF million Total loans  91-180 days more than Total loans  91-180 days more than
and past due 180 days and past due 180 days
advances 90 past due advances past due
days past past due
due
Regional governments and local authorities 0 0 0 ) 0
Institutions ) 0 o 0 0 0 0
Corporates 2,517 1,396 1,122 2,302 1,307 - 995
Retail & SME 916 3N 545 7 27 50
Total 3,433 1,766 1,667 2,379 1,334 1,045
Loans and advances past due by 1 — 90 days amounts to 214,445 million forint.
Loans and advances to customers by business segment 2013
Management Non- Risk NPL NPL
in HUF million Low risk attention Substandard performing Total loans provisions Ratio coverage
Local Retail 592,466 181,140 46,086 278,184 1,097,662 164,847  253% 59.3%
Local Corporates 149,642 48,260 16,900 56,544 270,870 35819 20.9% 63.3%
Local Real Estate 49,482 84,458 6,435 86,812 226,946 60,856 38.3% 70.1%
Group Large
Corporate 26,141 212 0 1,699 27,791 1,167 6.1%  68.7%
Group Markets B 193 0 0 0 193 0 0.0%
Total 817,925 314,070 69,421 423,240 1,624,655 262,689 26.1% 62.1%
Loans and advances to customers by business segment 2012
Management Non- Risk NPL NPL
in HUF million Low risk attention Substandard performing Total loans provisions Ratio coverage
Local Retail 642,256 218,213 85,604 262,166 1,208,070 158,970  21.7% 60.6%
Local Corporates 142,320 150,769 13,363 100,035 405,995 69,584 24.6% 69.6%
Local Real Estate 62,347 67,434 1,968 98,156 219,582 66,086  44.7% 67.3%
Group Large
Corporate 39,455 4,301 0 2,004 45,354 1,313 4.4% 65.5%
Group Markets 497 0 .0 0 497 0 0.0% ;
Total 886,876 430,716 100,934 462,361 1,880,887 295,953 24.6% 64.0%

thereof
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32.7. Market risk

Definition and overview

Market risk is the risk of loss that may arise due to adverse changes in market prices where the parameters are derived from. At Erste
Hungary market risk is divided into interest rate risk, currency risk, equity risk, commodity risk and volatility risk. This concerns both,
trading as well as banking book positions.

Employed methods and instruments

Value at risk

At the Bank and its subsidiaries potential losses arising from market movements are assessed by using a group standard “Value-at-Risk”
model. The calculation is done according to the method of historic simulation with unilateral confidence level of 99 percent, a holding
period of one day and a simulation period of two years. Value-at-Risk describes the maximum expected loss at a predefined probability —
the confidence level — within a certain holding period of the positions under normal market conditions.

Backtesting is used to constantly monitor the validity of the statistical methods. This process is conducted with a one-day delay to monitor
if the model projections regarding losses have actually materialized. At a confidence level of 99 percent the actual loss on a single day
should exceed the Value-at-Risk statistically only twice or thrice a year (i.e. 1 percent of 250 workdays).

This shows one of the limitations of the Value-at-Risk approach: on the one hand, the confidence level is limited to 99 percent; on the
other hand, the model takes into account only those market scenarios observed respectively within the simulation period of two years, and
calculates the Value-at-Risk for the current position of the Bank on this basis. In order to investigate any extreme market situation beyond
this, stress tests are conducted. These events include mainly market movements of low probability.

The other limitation rests in the possibility for trading book positions to fluctuate in a wide range. To reflect this average of daily VaR
figures in December is shown in the tables for trading book positions. (See ,"Value at Risk of banking book and trading book’ table in
‘Analysis of market risk’ section).

Stress test

In order to investigate any extreme market situations beyond this, stress tests are conducted at Erste Hungary. These events include mainly
market movements of low probability.

The stress tests are carried out according to a methodology laid down by the Supervision. Standard scenarios are calculated in which the
individual market factors are exposed to extreme movements. These include parallel shifts and twist of the particular yield curves and
shock movements of exchange rates. Tests are carried out for both trading and banking book positions.

Present value of a basis point

Interest rate risk can also be measured by the extent of the sensitivity of portfolio value to changes in interest rate. This method is called
"Present Value of a Basis Point" (PVBP for short) analysis.

Each interest rate relevant position is assigned to specified buckets depending on their remaining maturity till repricing. The buckets range
between 1-month and 30-year time intervals. Then the repricing gap structure of the Bank is structured per currency. Some currencies of

similar characteristics are then bundled together to form currency groups.

In each bucket PVBP is the sum of the basis point sensitivity of all positions within the bucket. PVBP exposure of a given currency is
calculated in the following way:

Max[sum of positive sensitivities; abs(sum of negative sensitivities)].

This results in a very conservative approach, because in the case of a yield curve shock this method focuses only on the potential losses
and does not calculate with the counterbalancing effect of those buckets that contain positions with the opposite direction of the shock.

A limit framework was introduced to control the exposure to interest rate risk for currency groups and also on a total level.

PVBP limits for each currency group were approved by both Market Risk Committee of Erste Group and by ALCO of the Bank. The limit
monitoring is performed by the Counterparty and Market Risk Department on a daily bases.

69




Erste Bank Hungary Zrt. - Ci i Financial prey. in accor with IFRS as pted by the EU

Methods and instruments of risk mitigation

At Erste Hungary, market risks are controlled in the trading book by setting several layers of limits. The overall limit on the basis of
Value-at-Risk for the trading book is approved by the Board. This overall limit is broken down and assigned to positions prone to
currency and interest rate risks respectively.

Additionally, sensitivity limits are assigned to interest rate risk as a second limit layer to the Value-at-Risk limits. Currency risk is further
restrained by nominal limits per currency/ currency group.

Limit compliance is verified at two levels: by the appropriate local decentralised risk management unit and by Group Market & Liquidity
Risk Management. The monitoring of the limits is done within the course of the trading day based on sensitivities. This can also be carried
out by individual traders or chief traders on an ad hoc basis.

The Value-at-Risk is calculated every day at the Group level and made available to the individual trading units as well as to the superior
management levels all the way up to the management board.

Within the course of the calculation, the trading book positions are valued independently of trading. This means that, on the one hand, the
market data is collected by risk controlling itself, and on the other, that the valuation procedures and models are developed and validated
independently of the trading units.

Apart from the trading book positions, once a month, the bank book positions are also subjected to a value-at-risk analysis. In this manner,
the total value-at-risk is determined. The result of this calculation is presented in the monthly market risk report that is made available.

Analysis of market risk
Value at Risk of banking book and trading book
The following tables show the VaR amounts as of 31 December, 2012 and 2013 at 99% confidence level, with a holding period of one

day:

2013 in HUF million Total Interest Currency Price
Erste Hungary B 1,059 1,058 5 5
Banking book - 1,006 1,006 0 0
Trading book 53 52 5 5
2012 in HUF million Total Interest Currency Price
Erste Hungary 631 627 24 13
Banking book ™ 562 562 0 ) 0
Trading book 69 66 24 13

Due to correlations among various factors total amounts are not a straight summation of partial figures.

The method used is subject to limitations that may result in the information not fully reflecting the fair value of the assets and liabilities
involved. The Banking book positions shifted during the year to form a Statement of Financial Position structure more sensitive to inter-
est rate shocks. The main contributors for this change on the asset side were the decreasing duration of the bond portfolio and increase in
demand deposits.

Interest rate risk of banking book

Interest rate risk is the risk of adverse change in the fair value of financial instruments caused by movement in market interest rates. This
type of risk arises when mismatches exist between assets and liabilities (including off-balance-sheet items) in respect of their maturities or
of the timing of interest rate adjustments.

In order to identify interest rate risk, all financial instruments, including transactions not recognised in the statement of financial position,
are grouped into maturity bands based on their remaining term to maturity or term to an interest rate adjustment.
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Only the open fixed-income positions that are not allocated to the trading book are presented. Positive values indicate fixed-income risks
on the asset side, i.e., a surplus of asset items; negative values represent a surplus on the liability side.

Exchange rate risk
The bank is exposed to the several types of exchange rate-related risks.

Risk from open currency position
Risk from open currency positions is the exchange rate-related risk that derives from the mismatch between assets and liabilities, or from
currency-related financial derivatives. These risks might originate from customer-related operations or proprietary trading and are moni-

tored and managed on daily basis. Foreign currency exposure is subject to regulatory and internal limits.

The following tables show the exchange rate open positions (on-balance and off-balance items) of Erste Hungary as of the dates indicated,
respectively.

Exchange rate open positions

in HUF million 2013 2012

EUR 3606 10,794

_CHF (1,681) (629)

usD 2,402 18

JPY T 8 @

Other ) B -375 o 134
Hedging

Banking book market risk management consists of optimizing Erste Hungary’s risk position by finding the proper trade-off between the
economic value of the statement of financial position and forecasted earnings. Decisions are based on the statement of financial position
development, the economic environment, competitive landscape, fair value of risk, effect on net interest income and appropriate liquidity
position. The steering body responsible for interest rate risk management is the ALCO. The ALM submits proposals for actions to steer
the interest rate risk to the ALCO and implements ALCO’s decisions.

In order to achieve the goals of risk management, hedging activities focus on the two main control variables: net interest income and
market value of equity risk. In a broader sense, hedging means an economic activity that mitigates risk, but does not necessarily qualify
for IFRS hedge accounting. Erste Hungary manages interest rate risk of the banking book by optimizing on-balance and off-balance posi-
tions, and applies hedge accounting to minimize profit and loss volatility. The hedging items are mark-to-market, but the corresponding
hedged portfolio is not, and this mismatch causes inconsistency. By applying hedge accounting, market value change of hedging deriva-
tives is booked into equity, ensuring a true and fair view.

32.8. Liquidity risk

Definition and overview

The liquidity risk is defined in Erste Hungary in line with the principles set by the Basel Committee on Banking Supervision. According-
ly, a distinction is made between market liquidity risk, which is the risk that the Group entities cannot easily offset or eliminate a position
at the market price because of inadequate market depth or market disruption, and funding liquidity risk, which is the risk that the banks in
the Group will not be able to meet efficiently both expected and unexpected current and future cash flow and collateral needs without
affecting either daily operations or the financial condition of the Group members.

Funding liquidity risk is further divided into insolvency risk and structural liquidity risk. The former is the short-term risk that current or
future payment obligations cannot be met in full, on time in an economically justified way, while structural liquidity risk is the long-term
risk of losses due to a change in the Erste Hungary’s own refinancing cost or spread.

Liquidity risk management and measurement is separated within the Bank, reporting and monitoring is done by Risk Management De-

partment, whereas strategic liquidity risk management is the responsibility of Asset Liability Management. This breakdown is compliant
with the standards of Erste Group.
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Employed methods and instruments

The maturity profile of short-term funding on a currency level has been monitored on a detailed basis to ensure that they have been within
the short-term liquidity limits. The short-term liquidity position is monitored on a daily basis. As the primary funding source for Erste
Hungary is Erste Group, the share of short-term funding is relatively low. Erste Hungary is particularly focusing on the net cash outflow
projection and its coverage by collateral. The focus was set on to ensure a stable amount of central bank eligible collateral in Erste Hunga-

ry.

Erste Hungary steers long-term (structural) liquidity risk through a multiple scenario approach. Dynamic aspects of the renewal of exist-
ing statement of financial position items are incorporated through certain set of assumptions describing the going concern situation be-
sides crisis situations. Similarly, the modelling of customer business is adjusted according to the respective scenario. The purpose of the
analysis is to determine the ability of Erste Hungary to withstand distressed situations before they actually occur. Additionally, the tradi-
tional liquidity gaps (depicting the going concern maturity mismatches on a currency level) are reported and monitored regularly. Erste
Hungary’s fund transfer pricing (FTP) system also proved to be an efficient steering tool for structural liquidity risk management.

Methods and instruments of risk mitigation
General standards of liquidity risk controlling and management (standards, limits and analysis) have been defined and are continuously
reviewed and improved by Erste Hungary.

Besides regulatory ratios (FFAR Foreign Funding Adequacy Ratio, DCR (Deposit Coverage Ratio) / BSCR (Balance Sheet Coverage
Ratio), LCR (Liquidity Coverage Ratio), NSFR (Net Stable Funding Ratio) Short- and long-term liquidity risks are respectively limited
by a survival period analysis measurement taking currencies into account. Limit breaches are reported to ALCO. Another important chan-
nel for steering the liquidity risk within Erste Hungary is the above mentioned FTP system and prices of intra-group funding. As the pro-
cess of planning of funding needs provides important data for liquidity management, a detailed overview of funding needs is prepared for
the planning horizon across Erste Hungary on quarterly basis.

The Contingency Funding Plan ensures the necessary coordination of all involved parties in the liquidity management process in case of
crisis and it is reviewed on a regular basis. The contingency plans of the subsidiaries are coordinated as part of the plan for the Erste

Hungary.

Analysis of liquidity risk

Liquidity gap

The long-term liquidity position is managed using liquidity gaps, on the basis of expected cash flows. This liquidity position is calculated
for each currency with material volume and based on the assumption of ordinary business activity.

The table shows contractual payments of principal - as they fall due at maturity or according to the amortization schedule. For products
without contractual maturities (like demand deposits and overdrafts), modelled principal cash flows are assumed. The modelling relies on
statistical analysis of historical volumes for such products.

2013 in HUF million <1 month 1-12 months 1-5 years > 5 years
On-Balance Liquidity GAP _ 198,342 -360,594  -108,992 275,717
Off-Balance Liquidity GAP (10,475) (210) 646 473
2012 in HUF million < 1 month 1-12 months 1-5 years > § years
On-Balance Liquidity GAP ) 282,746 (420,752) (221,964) 368,019
Off-Balance Liquidity GAP (1,382) (4,491) (754) 0

Derivative financial instruments are excluded from the on-balance sheet category. The off-balance sheet category contains derivative
instruments. The table is based on static modelling, and no renewals are included.

An excess of assets over liabilities is disclosed with a positive algebraic sign, while an excess of liabilities over assets is disclosed with a
negative algebraic sign. The decrease of 1 month liquidity gap is in line with decrease of liquidity buffers.
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Erste Group holds securities eligible at central banks to manage liquidity risk. Maturities of contractual (principal only), non-discounted
cash flows of these financial assets are shown in the following table:

2013
in HUF million <1month 1-12 months 1-5 years > § years
Eligible securiies - 329,679 126,091 87,683 7,556
thereof eligible municipality bonds 4,633
2012
in HUF million <1 month  1-12 months 1-5 years > § years
Eligible securities B 435,837 221,567 96,516 20,797
thereof eligible municipality bonds 0 0 0 15,280
Financial liabilities
Maturities of contractual (principal and interest), non-discounted cash flows of financial liabilities were as follows:
(For products without contractual maturities, i.e. demand deposits, modelled cash flows are assumed.)
2013 Carrying Contractual
in HUF million amount cash flows <1month  1-12 months 1-5 years > b years
Non-derivative liabilities
Deposits by banks 753,063 794,048 199,256 139,819 385,068 69,906
Customer deposits 1,215,814 1,248,477 319,104 552,002 229,209 148,161
Debt securities in issue 9,544 10,558 1 1,920 8,385 252
Subordinated liabilities 66,755 84,179 459 1,300 64,452 17,968
Other liabilities 19,074 19,074 4,234 14,480 o 0
Total 2,064,250 2,156,336 523,054 709,881 687,114 236,287
2012 Carrying Contractual
in HUF million amount cash flows <1month 1-12 months 1-5 years > § years
Non-derivative liabilities
Deposits by banks 1096420 1,157,368 209,386 240,675 655,846 51,461
Customer deposits 1,360,292 1,408,553 410,733 726,622 167,734 103,464
Debt securities in issue - 1,420 1,936 0 1,526 267 143
Subordinated liabilities i 65,390 88,481 0 3432 15,551 69,498
Other liabilities 24718 24,718 11,781 12,937 0 0
Total 2,548,249 2,681,056 631,900 985,191 839,399 224,566
2013
in HUF million Carrying amount <1 month 1-12 months 1-5 years > § years
Contingent liabilities
Guarantees - 30135 6146 8,222 11,506 4,262
Committed credit lines -irrevocable 37,886 15,126 19,453 3,151 166
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2012

in HUF million Carrying amount <1 month 1-12 months 1-5 years > 5 years
Contingent liabilities

Guarantees - 32685 - 765 8931 19132 3,857
Committed credit lines -irrevocable 35,099 154 30,779 4,026 140
Repricing gap

The following repricing gap figures do not contain past due loans.

2013 6-12

in HUF million 0 -3 months 3 -6 months months over 1 year
Repricing gap in EUR positions (39,080) 42,836 (28,576) 0
Repricing gap in HUF positions (115,946) 62,034 (10,916) 141,067
Repricing gap in CHF positions (182,669) 58,434 31,680 11
B 0 -3 months 3 -6 months mc?n-t:\:7 over 1 year
in HUF million y
Repricing gap in EUR positions o (36,035) 47,546 1,539 - 1,193
Repricing gap in HUF positions (9,222) (23,875) 57,707 135,733
Repricing gap in CHF positions (33,004) 79,961 (23,701) 8
Maturity of contractual cash flow of derivatives

Derivatives are shown net.

Total

2013 contractual

in HUF million cash-flows < 1 month 1-12 months 1-5 years
HUF (72,009) (165,264) (63,279) 156,534
EUR 247,325 133,585 71,284 42,455
CHF (279,510) (11,789) (73,573) (194,148)

Total

2012 contractual

in HUF million ~ cashflows  <1month  1-12 months 1-5 years
HUF (151,049) (197192) 37,760 7,483
EUR 286,921 188,099 57421 41401
CHF (178,756) (642) (128,477) (49,637)
Interest cash-flows from derivatives and underlying customer loan portfolio under hedge accounting

2013 in HUF million 1-12 months 1-3 years over 3 years

Cash inflows (from assets) 6,364 7,894 6,275

Cash outflows (from liabilities) (197) (248) 0

2012 in HUF million 1-12 months 1-3 years over 3 years

Cash inflows (from assets) 2,536 5,072 20,623

Cash outflows (from liabilities) 6 6 0
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32.9. Operational risk

Definition and overview

In line with Hungarian regulation (200/2007 government directive), Erste Hungary defines operational risk as ‘the risk of loss resulting
from inadequacy or failure of internal processes, people or systems, or from external events including legal risks’. Both quantitative and
qualitative methods are used to identify operational risks. Consistent with international practice, the responsibility for managing opera-
tional risk rests with the line management.

Real estate risk

The recent unprecedented recession has resulted in major long term distress across the real estate market. Erste Hungary is facing the
challenge of changing economic situation as well, holding real estates that served previously as collateral for loans. The selling prospec-
tive of real estates seriously declined in the past few years, implying a new aspect of risk to manage, the real estate risk. The regular year-
ly valuations made by independent experts, having deep understanding of the market and holding experiences in the kind of properties of
Erste Hungary's portfolio is the key element of managing risk related to fair value of the portfolio, kept primarily in 'Other assets'. Beside
that Erste Hungary are making steps to minimise losses by earning rental income. In case of certain criteria are presented in accounting
policies, reals estate are reclassified into 'Investment property".

Employed methods and instruments

The quantitative measurement methods are based on internal loss experience data, which is collected according to the standard methodol-
ogy of Erste Group and entered in the central loss data collection system. Additionally, in order to take into account losses that have not
occurred in the past but are nonetheless possible, scenarios and external data are also used.

Erste Hungary received regulatory approval for the AMA approach in 2009. AMA is a sophisticated approach to measure operational risk.
Pursuant to AMA, the required capital is calculated using an internal VaR model, taking into account internal data, external data, scenario
analysis, business environment and internal risk control factors. The operational risk capital calculation is centralized; Erste Group calcu-
lates a group-level capital requirement, which is allocated for the subsidiaries.

Methods and instruments of risk mitigation
In addition to quantitative methods, qualitative methods are also used to determine operational risk, such as risk assessment surveys (Risk
Control and Self Assessments). The results of and suggestions for risk control in these surveys taken by experts are reported to line man-
agement and thus help to reduce operational risks. Erste Hungary also reviews certain key indicators periodically to ensure early detection
of changes in risk potential that may lead to losses.

Erste Hungary uses a group-wide insurance programme, which, since its establishment in 2004, has reduced the cost of meeting Erste
Hungary’s traditional property insurance needs and made it possible to buy additional insurance for previously uninsured banking-specific
risks. This programme uses a captive reinsurance entity as vehicle to share losses within the group and access the external market.

The quantitative and qualitative methods used, together with the risk mitigation measures described above form the operational risk
framework of Erste Hungary. Information on operational risk is periodically communicated to the Management Board via various reports,
including the quarterly top management report, which includes recent loss history, loss development, qualitative information from risk
assessments and key risk indicators as well as the operational VaR for Erste Hungary.

The Operational Risk Management Committee, which is responsible for the mitigation of operational risk exposure, meets on a quarterly
basis. The purpose of this Committee is to discuss all operational risk management related topics. The committee includes key decision
makers from the bank

Business Continuity Management

In case of unforeseeable events, such as a crisis, Business Continuity Plans (“BCPs”) have been defined by Erste Hungary. The BCPs
include a predefined set of tools as well as processes, resources, roles and responsibilities, with the goal of responding immediately and
effectively to any such crisis.

Distribution of operational risk events

Detailed below are the types of operational risk event sources as defined by the New Basel Capital Accord. The event type categories are
as follows:
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Internal fraud:
Losses due to acts of a type intended to defraud, misappropriate property or circumvent regulations, the law or company policy, excluding

diversity/discrimination events, which involves at least one internal party.
External fraud:
Losses due to acts of a type intended to defraud, misappropriate property or circumvent the law, by a third party.

Employment practices and workplace safety:
Losses arising from acts inconsistent with employment, health or safety laws or agreements, from payment of personal injury claims, or
from diversity/discrimination events.

Clients, products and business practices:
Losses arising from an unintentional or negligent failure to meet a professional obligation to specific clients (including fiduciary and
suitability requirements), or from the nature or design of a product.

Damage to physical assets:
Losses arising from loss or damage to physical assets from natural disaster or other events.

Business disruption and system failures:
Losses arising from disruption of business or system failures.

Execution, delivery and process management:
Losses from failed transaction processing or process management, from relations with trade counterparties and vendors.

33) Fair value of financial and non financial instruments

The following is a description of how fair values are determined for financial instruments that are recorded at fair value using valuation
techniques. These incorporate Erste Hungary’s estimate of assumptions that a market participant would make when valuing the instru-
ments.

Derivatives

Derivative products valued using a valuation technique with market-observable inputs are mainly interest rate swaps and options, curren-
cy swaps and forward foreign exchange contracts. The most frequently applied valuation techniques include forward pricing and swap
models, using present value calculations. The models incorporate various inputs including foreign exchange spot and forward rates and
interest rate curves.

Financial investments — available for sale
Available for sale financial assets valued using valuation techniques or pricing models primarily consist of debt securities. These assets
are valued using models that apply market-observable data.

Other trading assets

Other trading assets valued using a valuation technique consists of certain debt securities and asset-backed securities. Erste Hungary
values the securities using discounted cash flow valuation models which incorporate observable data. Observable inputs include assump-
tions regarding current rates of interest and broker statements.

Cash and balances with central banks
This line includes financial instruments for which fair value is determined on the basis of quoted market prices.

Loans and advances to customers and credit institutions

The fair value of loans and advances to customers and credit institutions has been calculated by discounting future cash flows while tak-
ing into consideration interest effects. Loans and advances were grouped into homogeneous portfolios based on maturity.
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Liabilities without contractual maturities
For liabilities without contractual maturities, the carrying amount represents its fair value. The fair value of the other liabilities is estimat-
ed by taking into consideration the actual interest rate environment and changes in own credit risk.

Erste Hungary uses the following hierarchy for disclosures about the measurement of the fair value of financial instruments, reflecting the
importance of individual inputs to the process of determining the fair value of financial instruments:

Level 1: Financial instruments, which are valued based on quoted (unadjusted) prices in an active market for such assets or liabilities.
This includes financial instruments, which are traded in sufficient quantity on an exchange, debt instruments quoted by several market
participants with sufficient depth or liquid derivatives, which are traded on an exchange.

Level 2: Financial instruments, which are valued based on quoted prices (in non-active markets or in active markets for similar assets or
liabilities) and inputs other than quoted prices that are observable. This includes yield curves derived from a liquid underlying or prices
from a similar instrument.

Level 3 inputs are non-observable. This includes extrapolation of yield curves or volatilities, and the usage of historical volatilities.

The fair value of non-financial instruments not measured at fair value is presented under Level 2 and Level 3.

“Assets held for sale”, containing repossessed vehicles are shown in Level 2. The valuation is based on EUROTAX catalogue, which is a
public database, generally accepted as a reference of valuation applied by banks and insurance companies. The reference price is refined
by corrections related to observable individual characteristic (i.e. scratches, damages) of the vehicles, based on transactions involving
vehicles of similar characteristics.

“Investment property” is presented in Level 3. The key element of the profit generating focused valuation is the observable rental price in
the given area. The basic prices are refined by the valuators introducing corrective elements valuing the individual features ( i.e. terraces,
floor). The valuation is made by independent valuator holding EUFIM qualification (Hungarian qualification system elaborated conform-
ing 45013 EU principle) and experiences in the given location.

The table below details the valuation methods used to determine the fair value of financial instruments measured at fair value:

Marked to mode!  Marked to model

Quoted market based on based on non-
prices in active observable observable
2013 markets marked data inputs Total
in HUF million Level 1 Level 2 Level 3
Financial assets - available for sale o 70,863 1 - 70,863
Trading assets - securities 6,134 315,259 - 321,393
Positive market value - derivatives 332 7,120 7,451
Total assets 6,466 393,241 0 399,707
Total assets - 108 11,816 ’ 11,925
Negative market value - derivatives o 1,402 B 1,402
Other trading liabilities - 1,510 11,816 - 13,327
Total liabilities and equity 70,863 0 70,863

77



Erste Bank Hungary Zrt. - C

Financial prep: with IFRS as p

by the EU

Marked to model

Marked to model

Quoted market based on based on non-
prices in active observable observable
2012 markets marked data inputs Total
in HUF million Level 1 Level 2 Level 3
Financial assets - available for sale - ' 505725 205,723
Trading assets - securities 6,889 267,099 273,988
Positive market value - derivatives 15,671 15,671
Total assets 6,889 488,493 [ 495,382
Total assets 23,720 23,720
Negative market value - derivatives 329 329
Other trading liabilities 0 24,049 0 24,049

The volume of products whose fair values are determined using valuation models based on observable market data is driven in large

part by illiquid bonds and securities not quoted in an active market.

Level 2 category also contains listed government securities but as the transactions related to these securities, both in numbers and

frequency, do not form an active market, the transaction prices cannot be taken as a reliable fair value.

Financial instruments not measured at fair value

The book value of floating rate loans and advances reflect the market value of the asset based on the assumption of Erste Hungary.
For loans and advances other than floating rate, a discounted cash flow model is used based on various assumptions, including cur-

rent and expected future credit losses, and market rates of interest.

For deposits and unquoted notes issued, a discounted cash flow model is used based on current interest rate yield curves appropriate
for the remaining term to maturity.

The following table shows fair values of financial instruments not measured at fair value:

Marked to
Marked to model model based
Quoted market based on on non-
2013 prices in active  observable market observable
in HUF million Carrying amount Fair value markets Level 1 data Level 2 inputs Level 3
ASSETS 1,735,906 1,796,516 54,597 | 24793 1,492,956
Cash and balances with central banks 54,597 54,597 54 597 e 0 0
Loans to credit institutions 132,172 132,183 0 - 0 132,183
Loans and advances to customers 1,291,809 1,360,773 0 . 0 1,360,773
Financial assets - held to maturity 257,329 247,963 0 247,963 B 0
LIABILITIES 2,083,402 2,045,176 0 0 2045176
Deposits by banks 771,575 753,063 0 0 753,063
Customer deposits 1,231,949 1,215,814 0 0 1,215,814
Debt securities in issue 9,852 9,544 0 0 9,544
Subordinated liabilities 70,025 66,755 0 0 66,755
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Marked to

Marked to model model based
Quoted market based on on non-
2013 prices in active  observable market observable
in HUF miliion Carrying amount Fair value markets Level 1 data Level 2 inputs Level 3
Assets whose Fair Value is disclosed in
thenotes 3,017 2,700 0 0 2,700
Investment property 3,017 2,700 0 2,700
Assets whose Fair Value is presented in
the Statement of Financial Position 32,864 32,864 156 32,708
Assets held for sale (IFRS 5) - 186 156 0 156 ) 0
Repossessed assets (IAS 2) B 32,708 32,708 0 4] 32,708
Marked to model Marked to
Quoted market based on model based on
2012 prices in active observable market  non-observable
in HUF million Carrying amount Fair value markets Level 1 data Level 2 inputs Level 3
ASSETS . 2,185,199 2,211,617 148,744 351,507 1,711,366
Cash and balances with central banks 148,744 148,744 148,744 0 0
Loans to credit institutions 128,640 127,822 0 0 127,822
Loans and advances to customers 1,549,108 1,583,544 0 —0 1,583,544
Financial assets - held to maturity 358,706 351,507 0 351,507 0
REEIOTIES . 2525041 2,523,831 0 0 2,623,531
Deposits by banks ) 1,096,429 1,096,429 0 0 1,096,429
Customer deposits - 1,360,292 1,360,292 0 0 1,360,292
Debt securities in issue 1,420 1,420 0 o 1,420
Subordinated liabilities 66,900 65,390 0 0 65390
Marked to model Marked to
Quoted market based on model based on
2012 prices in active observable market  non-observable
in HUF million Carrying amount Fair value markets Level 1 data Level 2 inputs Levet 3
Assets whose Fair Value is disclosed in
the notes ) o o 0 0 0
Investment property 0 0 0 0 0
Assets whose Fair Value is presented in
the Statement of Financial Position ) 36,647 36,647 0 943 35,704
Assets held for sale (IFRS 5) 943 943 0 943 0
Repossessed assets (IAS 2) 35,704 35,704 0 0 35,704
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34) Financial instruments per category according to IAS 39

2013 Loans and Held to Trading Available for  Financial Total
in HUF million receivables maturity sale assets and

financial

liabilities at

amortised cost
ASSETS
Cash and balances with central banks 54,597 = e 54,597
Loans and advances to credit institutions 132,183 = - 132,183
Loans and advances to customers 11,623,462 1,623,462
Risk provisions for loans and advances (262,689) - — (262,689)
Derivative financial instruments — 7,451 7,451
Trading assets - 321,393 321,393
Financial assets - available for sale - 70,863 70,863
Financial assets - held to maturity ﬂ7'963 247,963 i
Other assets = 10,385 110,385
Total 1,547,553 247,963 328,844 70,863 10,385 2,205,607
LIABILITIES
Deposits by banks B - - 763,063 753,063
Customer deposits - 1,215,814 1,215,814
Debt securities in issue 9,544 9,544
Derivative financial instruments 11,925 - 11,925
Trading liabilites B 1,402 - 1,402
Subordinated liabilities B 66,755 66,755
Other liabilities - 19,074 - 19,074
Total 0 0 13,327 0 2,064,250 2,077,577
2012 Loans and Held to Trading Available for  Financial Total
in HUF million receivables maturity sale assets and

financial

liabilities at

amortised cost
ASSETS
Cash and balances with central banks 148,744 148,744
Loans and advances to credit institutions 127,822 127,822
Loans and advances to customers 1,879,497 1,879,497
Risk provisions for loans and advances (295,953) (295,953)
Derivative financial instruments 15,671 15,671
Trading assets ) 273,988 - 273,988
Financial assets - available for sale - 205,723 205,723
Financial assets - held to maturity - - 351,507 - 851,507
Other assets - o - 17,922 17,922
Total 1,860,110 351,507 289,659 205,723 17,922 2,724,921
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LIABILITIES

Deposits 7by banks 1,996,429 3 1,096,429
Custome( geggsits 1, 3§0,292 - 1 »369:292
ng} securities in iﬂs§ug 1,420 - 13429 N
l?ejvative ﬁnancifnl instruments o 23,720 = == - 23,720
Trading liabilities 329 o 1820]
§upordina§eq Uabilities 65,390 = 65,390
Other liabilities — = - 24718 24718
Total 0 0 24,049 0 2,548,249 2,572,297

35) Audit fees and tax consultancy fees

The following table contains audit and tax fees charged by the auditors (Ernst & Young) in the fiscal years 2013 and 2012:

in HUF million 2013 2012

280 212

36) Contingent liabilities

To meet the financial needs of customers, Erste Hungary enters into various irrevocable commitments and contingent liabilities.
These consist of financial guarantees, letters of credit and other undrawn commitments to lend. Even though these obligations may
not be recognised on the statement of financial position, they do contain credit risk and are therefore part of the overall risk of the
Bank (see Note 31.5 credit exposure).

in HUF million 2013 2012

Guarantees 30,135 32,685
Committed credit lines -irrevocable 37,886 35,099
Irrevocable contingent liabilities 68,021 67,784
Committed credit lines - revocable 42,403 41,174
Legal cases 5,569 5,671
Other 8,998 5,465

Total 124,991 120,094

Related Provision, see Note 22.
Legal proceedings

Erste Hungary is involved in legal disputes, most of which have arisen in the course of its ordinary banking business. These proceed-
ings are not expected to have a significant negative impact on the financial position or profitability of the Group.
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37) Analysis of remaining maturities

The breakdown of remaining maturities of the Bank’s financial assets and liabilities and contingent liabilities based on contractual

cash flows was as follows:

in HUF miliion

bash and balér‘Tces with central baﬁs

Loans and advances to credit institutions

Loans and advances to customers

Risk provisions for loans and advances

Trading assets

Financial assets - available for sale

Financial assets - held to maturity

Intangible assets
Property and equipment
Current tax assets
Deferred tax assets

Assets classified as held for sale

Other assets
Total

Deposits by banks
Customer deposits
Debt securities in issue
Trading liabilities
Provisions
Current tax liabilities
Deferred tax liabilities

Other liabilities
Subordinated liabilities
Total equity
attributableto
non-controlling interests
owners of the parent

Total

2013 2012
< 1 year > 1 year < 1year
Y 0 148744
o 13102 82 60,352
443,803 1179569 549,196
(71,825) (190,864) (86,478)
318,276 317 273,988
70,824 39 205674
90,773 167,100 213361
0 13,969 0
0 13,789 0
278 0 79
58 0 85
156 0 943
10,550 32,708 18,672
1,049,682 1,209,589 1,385,332
3414 426648 423485
855908 350816 1,103,773
= 1,034 7,610 1420
— 1,402 0 329
5204 ——— 3814
148 -1 _an
______ 0 S 1,293
19,074 0 24,718
1,759 64,966 8
0 183,793 0
0 =0 0
0 0 0
J= 183,763 0
1,211,934 1,042,863

1,659,042

> 1 year

- 0
67,470

1,330,301
(209,474)

0
48

138,146

13,634
11,368
0
0
0
35,704

1,387,197

672,943
256,519

210,585
1,205,438




38) Own funds and capital requirement according to Hungarian regulatory requirements

The primary objectives of the Erste Hungary’s capital management policy are to ensure that Erste Hungary complies with externally
imposed capital requirements and maintains strong credit ratings and healthy capital ratios in order to support its business and to
maximise shareholder value.

Erste Hungary manages its capital structure and makes adjustments to it according to changes in economic conditions and the risk
characteristics of its activitics. In order to maintain or adjust the capital structure, Erste Hungary may adjust the amount of dividend
payment to shareholders or return capital to shareholders. No changes have been made to the objectives, policies and processes from

the previous years.
The calculation is made in accordance with Hungarian regulatory requirements, and is based on the local Hungarian GAAP financial

statements.

During 2013 and 2012 the Bank had complied in full with all its externally imposed capital requirements.

2012

in HUF million 2013
ﬂerTcépita_l before deductions _ B 174,546 190,421
Deductions from the Tier 1 capital (-) | 0 (896)
Tier 1 capital after deductions 174,546 189,525
Tier 2 capital . 71,144 72,450
Deductions from the Tier 2 capital (-) - =10} (896)
Total qualifying own funds 245,690 261,079
Risk weighted assets (base for credit risk) 1,203,238 1,253,587
Capital requirement for credit risk 96,259 100,287
thereofEB _a;proach ) 84747 N 87,@7
thereof standardized approach B d_ 11,512 12,739
Capital requirement for market risk 1,025 785
" thereof calculated with simple approach 1,025 785
thereof from debt instruments 840 570
thereof from capital instruments 185 182
thereof open fx-positions 0 20
thereof commodity risk 0 13
Pillar 2 requirement (only the Bank) 29 753
Capital requirement for operational risk 14,130 15,921
Total base for capital requirement 1,392,675 1,462,413
Total capital requirement 111,414 116,993
Tier 1 ratio 12.5% 13.0%
Solvency ratio 17.6% 17.9%
Solvency ratio after pillar 2 deduction 17.6% 17.7%
Legal minimum solvency ratio set by HFSA for Erste Hungary 13.2% 13.2%




39) Events after the balance sheet date

The voluntary winding-up of Portfoli¢ Szolgaltat Kft. was started 1 January 2014, There are no longer activities in that entity.

40) Details of the companies wholly or partly-owned by Erste Bank Hungary Zrt. at 31 December 2013

Company name

Subsidiaries:

Erste Befektetési Zrt.
Portfolié Szolgaltato Kit. -
Erste Leasing Autdfinanszirozasi Zrt.

Erste Leasing Eszkozfinanszirozasi Zrt.

Erste Leasing Bérlet Szolgaltato Kit.

Erste Ingatlanlizing Zrt.

Erste Lakaslizing Zrt.

Erste Ingatian Kft.

Erste Faktor Zrt.

Sié Ingatlan Invest Kft.

Erste Lakés-takarékpénztar Zrt.

Magyar Factor Zrt.
Erste IN-FORG Kit.

Other investments:

Erste Vienna Insurance Group Zrt.
Garantiga Hitelgarancia Zrt.
GROZL
Kisvallalkozés-fejlesztési Pénzigyi Zrt.
Erste Group Immorent Kft.

Erste Group Immorent Hungary Lizing Zrt.
MasterCard Incorporated (USD)

VISA Europe Limited (EUR)

VISA Incorporated (USD)

Interest of Erste Bank
Hungary in % - directly or
indirectly at 31.12.2013

merged into Erste Ban[grljyngary
100% FE—
100%
merged into Erste Bank Hungary
100%
~100% ,
merged into Erste Bank Hungary

100%

5%

2.2%

- 8.3%
1.1%
9%
9%
0,008%

~ 0.0067%
© 0.0015%

Interest of Erste Bank
Hungary in % - directly or
indirectly at 31.12.2012

100%
100%
100%
100%
100%
100%

100%

100%
100%
100%
100%

100%

5%
3.5%
8.3%
11%
9%

9%
0,018%
0.0067%
_0.0015%
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