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• In our view, economic and industry risks for banks in Hungary are
decreasing. Credit growth has resumed in absolute terms, property markets
are recovering, and the banks have left the worst behind in terms of
credit losses. We also now view the overall quality of the regulation and
supervision and the regulatory track record as being in line with best
practices.

• In our view, diminishing economic and industry risks in Hungary will be
supportive for banks' earnings and the cleaning up of nonperforming
loans--but we do not see an immediate rating impact from these
developments, in and of themselves, on the three rated banks in the
country.

• At the same time, OTP Bank PLC's funding profile has improved and we now
see it as better than the average of the Hungarian banking system.

• We are consequently raising our long- and short-term ratings on OTP Bank
PLC and its core subsidiary OTP Mortgage Bank to 'BBB-/A-3' from 'BB+/B'.
The outlook on both banks is stable.

• We are affirming our long- and short-term ratings on Takarekbank at
'BB/B'. The outlook remains positive, reflecting our view that the
restructuring of the group and its new "five-year strategy" is likely to
lead to a gradual improvement of profitability and performance over the
next 12 months.

PARIS (S&P Global Ratings) July 24, 2017--S&P Global Ratings said today that
it raised its long- and short-term foreign and local currency counterparty

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 24, 2017   1



credit ratings on Hungary-based OTP Bank PLC and its core subsidiary OTP
Mortgage Bank to 'BBB-/A-3' from 'BB+/B'. The outlooks on the long-term
ratings on both banks are stable.

At the same time, we affirmed our long- and short-term counterparty credit
ratings on Hungary-based Magyar Takarekszovetkezeti Bank ZRt. (Takarekbank) at
'BB/B'. The outlook on Takarekbank, the central bank of Hungary's savings bank
cooperatives, remains positive.

The rating actions follow our review of economic and industry risks for
Hungarian banks and their individual developments since our last review in
July 2016.

The Hungarian banking industry has made several advances in the past 12
months. First, there has been a visible increase in credit demand from
corporates and small-to-midsize enterprises (SMEs). We expect systemwide loan
growth to reach a mid-single-digit percentage over the next two years, given
that households' demand for new loans also strongly picked up recently.
However, household lending has not increased in terms of volumes, amid
significant repayments of existing loans. Second, domestic commercial and
residential real estate prices have continued their recovery. Credit losses
have normalized and systemwide nonperforming loans (NPLs) are decreasing
thanks to successful regulatory efforts to accelerate the cleaning up of
dormant commercial NPL stock, as well as recoveries of some bad loans and more
efficient collection efforts by banks in Hungary. We consider that the
economic environment has completed its correction and is now in an
expansionary phase.

We also believe that lending and underwriting standards in Hungary have
improved. There has been a meaningful drop in real estate development loans,
both in absolute and relative terms. The total amount of such loans, including
foreign project loans, halved between 2011 and March 2017, and now accounts
for about 7.5% of gross systemwide loans. We also take a positive view of the
elimination of household loans in foreign currency following their conversion
into Hungarian forint (HUF) in 2015. Households can no longer have loans in
foreign currency unless they have a minimum stipulated income in the same
currency. Loan-to-value and debt-service ratios for forint-denominated
mortgages are capped at 80% and 50%, respectively.

We are now of the view that the overall quality of regulation and supervision
and the regulatory track record are on par with those of countries in Western
Europe. Hungary adopted Basel III and the EU's bank recovery and resolution
directive (BRRD) simultaneously with its peers in Central and Eastern Europe
(CEE). Following the brokerage scandal that emerged in 2015, the MNB
(Hungary's central bank) addressed major shortcomings and broadened the scope
of the regulatory framework. The MNB also introduced the systemic risk buffer
(SRB) in 2014 and 2015 to accelerate the cleaning up of NPLs in the commercial
real estate segment since the buffer requirement is partly based on banks' NPL
levels.
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Based on the above, we have revised our assessments of economic and industry
risks for Hungarian banks to '6' from '7' under our Banking Industry Country
Risk Assessment (BICRA) methodology (on a scale of 1-10, with '1' the
lowest-risk score and '10' the highest). We now see a stable trend for both
factors in Hungary. We therefore classify Hungary in our BICRA group '6'
instead of '7'. Combined, these changes have led us to revise upward the
anchor for Hungarian banks--the starting point for determining our bank
ratings--to 'bb+' from 'bb'.

OTP BANK and OTP MORTGAGE
Because a material proportion of OTP Bank's exposure is to countries with
higher economic risk than Hungary, we see the improvement of domestic risks as
beneficial but not to the extent that it leads to a higher anchor for the
bank.

The upgrade reflects OTP Bank's improved funding metrics, which have led us to
revise upward our assessment of its combined funding and liquidity position.
We already considered OTP Bank's liquidity as above average compared with
domestic and international peers. Accordingly, we have revised upward our
assessment of the bank's stand-alone credit profile (SACP) to 'bbb-' from
'bb+', leading us to raise the counterparty credit ratings on OTP Bank and its
core subsidiary OTP Mortgage as well as the issue ratings on OTP Bank's debt
by one notch.

OTP Bank's funding metrics significantly improved during the past decade's
deleveraging, including its stable funding ratio, which has stood well above
the average of banks in Hungary. We expect OTP Bank's funding metrics to
remain better than the average of domestic peers over the cycle. OTP Bank's
loan-to-deposit ratio stood at 68% on March 31, 2017, and although we expect a
deterioration of the ratio as loan growth picks up, we think that it will
remain strong and better than the average. OTP Bank has limited reliance on
foreign funding thanks to a strong domestic retail franchise, which we regard
as very stable and well diversified. The group does not have any wholesale
debt maturing during the next four years. We also believe that OTP Bank's
individual foreign subsidiaries expose similar funding profiles, as OTP Bank's
consolidated ratio indicates. The only exception currently is OTP Romania, but
we view the funding needs of this subsidiary as manageable for the group. The
coverage of short-term wholesale funding needs by broad liquid assets was
exceptionally high at 16x as of March 31, 2017.

Our assessment of other bank-specific factors remains unchanged. We expect the
group to maintain its dominant competitive position in Hungary and greater
geographic diversity than its domestic and foreign peers. The bank's franchise
proved fairly stable during an exceptionally difficult period in Hungary and
the rest of the CEE and it did not suffer from any loss of confidence. We
expect our forecast risk-adjusted capital ratio (RAC) for OTP Bank to remain
close to 9% during next 18 months. While the group's NPL ratio remained high
at 14% on March 31, 2017, we regard the management strategy to reduce the
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ratio to 8% before year-end 2019 as credible. Also, coverage by risk
provisions remains materially higher than the peer average, at 98%, which
mitigates risks from the existing NPL portfolio.

We equalize the ratings on OTP Mortgage with those on parent OTP Bank because
we continue to regard it as a fully integrated subsidiary that is integral to
the group's strategy.

Outlook
The outlook on our ratings on OTP Bank is stable. Reflecting the improved
economic and industry risk environment in Hungary and stabilization of the
risks in foreign operations, we expect continuation of the gradual recovery of
operational performance, supporting our RAC forecast for OTP Bank of close to
9% during the next 18-24 months.

Upside Scenario
A positive rating action over the next two years would hinge upon a similar
rating action on our sovereign ratings--as we typically do not rate a bank
above ratings on the country where it is domiciled--coupled with an
improvement in the stand-alone creditworthiness of OTP Bank. We could revise
upward the SACP if the RAC ratio improves sustainably above 10%, accompanied
by a material improvement of asset quality metrics. The likelihood of a better
assessment of other bank-specific factors that could trigger a change in the
SACP is limited.

Downside Scenario
A negative rating action could stem from a similar rating action on the
sovereign or deterioration in the bank's stand-alone creditworthiness. We
could revise down the SACP if the RAC ratio falls below 7% owing to rapid
organic or inorganic growth to the detriment of capitalization, or internal
capital generation weakening because of a surge in risk costs.

TAKAREKBANK
Our upward revision of Hungary's BICRA has led us to revise the anchor for
Hungary's group of savings bank cooperatives upward to 'bb+' from 'bb'. The
improvement of the group's anchor reflects our view that the improved economic
environment in Hungary is positive for the franchise and income generation of
the bank given that it solely operates in the Hungarian market.

At the same time, we consider that the business position of the group is
weaker in the context of its new peer group, which has changed following the
improvement of our industry risk assessment for Hungary. In our view, the
business franchise is now weaker than peers operating under similar
conditions. The group was lossmaking in 2016, with roughly HUF9 billion of
bottom-line losses, which were concentrated at some of the regional credit
cooperative institutions (CCIs) and FHB, the group's specialized mortgage and
commercial lender.

In our view, the current negative profitability is a structural problem. The
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group's "five-year strategy," which aims to reshuffle the corporate structure
between 2017 and 2022, intends to place Takarekbank at the top of the banking
group as its operating holding company and central bank. The new strategy
overhauls the current corporate structure and targets making the whole group
more efficient with a clearer holding structure, more uniform IT and risk
management standards, and a reduction of the branch network to reduce the cost
base. In addition, the announced mergers of CCIs from 52 toward 12 by year-end
2017 are likely to improve the bottom-line financials of the group. We
anticipate that the restructuring will support an improvement of profitability
and efficiency and could lead it to compare better with peers, as reflected in
the positive outlook.

Our capital and earnings assessment remains at strong because of our
expectation that the RAC ratio of the group will remain at 11.0%-11.5% in the
next 12-18 months. We still assess the risk position as moderate because of
the group's weaker asset quality in comparison to international peers and a
lack of uniform risk management standards and best practices among group
members, in our view. The complex structure of the group results in limited
transparency into underlying risk positions and a lack of consistent
measurement of risk exposures and metrics. Our view of the group's
above-average funding and strong liquidity remains unchanged because of the
stable and sticky deposit base, funding metrics that are sustainably and
structurally above the peer average, and the very high liquidity buffers.

We continue to apply a one-notch negative adjustment to the indicative group
credit profile (GCP) of 'bb+' of the savings cooperatives group, leading to
the final GCP of 'bb'. This reflects our view that the group is a relatively
poor performer compared with international peers rated 'BB+'. The group's
capital sustainability ratio and earnings buffer were still negative in 2016,
indicating a deficient ability to cover normalized losses through the cycle.
According to our estimates, the return on equity of the group was roughly -3%
in 2016.

We continue to regard Takarekbank as a core entity to the group of savings
cooperatives. We don't assess an SACP for Takarekbank; we derive the
counterparty credit ratings from the group's 'bb' GCP.

Outlook
Our positive outlook on Takarekbank reflects our view that the
creditworthiness of the group of savings bank cooperatives could improve if
the new "five-year strategy" successfully enables the group to overcome the
structural profitability issue. We think the "five-year strategy" and the
mergers of CCIs is credit positive for the group and could result in increased
efficiency in the sector by generating strategic, operational, and regulatory
synergies.

Upside Scenario
A positive rating action would hinge on the gradual success of the large-scale
transformation of the group. We could raise the rating on Takarekbank if we
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saw a tangible impact of the new strategy on the group's operations and
performance in the next 12 months. Preconditions would be a visible
improvement of profitability and risk management standards at the group level.
An upgrade of Takarekbank would also depend on stable group capitalization and
our view of Takarekbank's importance to the group remaining unchanged.

Downside Scenario
Conversely, we could revise the outlook to stable over the next 12 months if
the group's profitability and capital build-up capacity remains weaker than
peers and management plans prove ineffective. This could lead to a sustained
weaker assessment of the business or risk profile of the group. We could also
revise the outlook to stable if profitability depleted the group's
capitalization such that our projected RAC ratio deteriorates below 10%. We
would also consider a negative rating action if, contrary to our base-case
expectations, we observed significant weakening in Takarekbank's links with
the integrated savings cooperatives, which would trigger a change in our view
of its core subsidiary status.

BICRA SCORE SNAPSHOT*
To From

BICRA Group 6 7
Government Support Uncertain Uncertain

Economic Risk 6 7
Economic Resilience High Risk High Risk
Economic Imbalances Intermediate Risk High Risk
Credit Risk In The Economy High Risk Very High Risk
Trend Stable Stable

Industry Risk 6 7
Institutional Framework Intermediate Risk High Risk
Competitive Dynamics High Risk High Risk
Systemwide Funding High Risk High Risk
Trend Stable Stable

*Banking Industry Country Risk Assessments (BICRAs) and economic risk and
industry risk scores are on a scale of 1 (lowest risk) to 10 (highest risk).
For more details on BICRA scores on all banking industries that we assess
across the globe, see our latest "Banking Industry Country Risk Assessment
Update," published monthly on RatingsDirect.

RELATED CRITERIA

• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings
, April 7, 2017

• Criteria - Financial Institutions - Banks: Bank Rating Methodology And
Assumptions: Additional Loss-Absorbing Capacity, April 27, 2015

• General Criteria: Group Rating Methodology, Nov. 19, 2013

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 24, 2017   6

Two Hungarian Banks Upgraded, One Affirmed As Economic And Industry Risks Diminish



• Criteria - Financial Institutions - Banks: Quantitative Metrics For
Rating Banks Globally: Methodology And Assumptions, July 17, 2013

• Criteria - Financial Institutions - Banks: Revised Market Risk Charges
For Banks In Our Risk-Adjusted Capital Framework, June 22, 2012

• Criteria - Financial Institutions - Banks: Banks: Rating Methodology And
Assumptions, Nov. 9, 2011

• Criteria - Financial Institutions - Banks: Banking Industry Country Risk
Assessment Methodology And Assumptions, Nov. 9, 2011

• Criteria - Financial Institutions - Banks: Bank Capital Methodology And
Assumptions, Dec. 6, 2010

• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

RELATED RESEARCH
• Banking Industry Country Risk Assessment Update: July 2017, July 5, 2017
• Hungary 'BBB-/A-3' Ratings Affirmed; Outlook Stable, Feb. 24, 2017

RATINGS LIST

Upgraded
To From

OTP Bank PLC
OTP Mortgage Bank
Counterparty Credit Rating BBB-/Stable/A-3 BB+/Stable/B

Ratings Affirmed

Magyar Takarekszovetkezeti Bank Zrt.
Counterparty Credit Rating BB/Positive/B BB/Positive/B

Additional Contact:

Financial Institutions Ratings Europe; FIG_Europe@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.globalcreditportal.com and at spcapitaliq.com. All
ratings affected by this rating action can be found on the S&P Global Ratings'
public website at www.standardandpoors.com. Use the Ratings search box located
in the left column. Alternatively, call one of the following S&P Global
Ratings numbers: Client Support Europe (44) 20-7176-7176; London Press Office
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;
Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.
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