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one step in front of the drop-off

O 1 audits by the Austrian Court of Audit

evolution of HYPO-ALPE-ADRIA-BANK
INTERNATIONAL AG

/ \ 03 state participation capital

04 nationalization of HYPO-ALPE-ADRIA-BANK
INTERNATIONAL AG
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Audits by the Austrian Court of Audit

Haftungen des Landes Karnten
for Hypo-Alpe-Adria Bank

International AG und Hypo-Alpe- :
Adria Bank AG Hypo-Alpe-Adria-Bank

Hypo-Alpe-Adria Bank AG Ficflbie R A International AG -

(Reihe Kérnten 2003/4) Hypo-Alpe-Adria-Bank Verstaatlichung

International AG -
Verkaufsaktivitaten in der
Umstrukturierungsphase

(Reihe Bund 2015/11)

o——0

2002 2012 2014

(Reihe Bund 2015/5)
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limitless growth?
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19.918 20.118

15.087

Anyone who beligvesexponential growth can go on farever in a finite
world is either a madmean or an economist.

(Kenneth|Ewart Boulding
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evolution of Hypo Alpe Adria
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e expansion and growth
* riskstaken —
NN weaknesses in risk
\\ \ management
D \\\ e material shortcomings highlighted
\ e central bank audit 2007
\
N\
12/2008
state participation capital
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dmap to nationalization
state participation capital
* December 2008 — viability report
| -\\"Tﬁf;\_,\_ e 29 April 2009
half year results I asset screening
2009 \\- >~ * July to November 2009
OeNB audit \ ~3
TN
e August to November \\ ad hoc message
2009 ¢
7 * 10 November 2009
nationalization
e 14 December 2009
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AUStria = Ca rinthia adjacent to Italy and

Slovenia

southernmost of the g
federal states of Austria

known for its nature,
mountains and lakes,

: ...and HETA
approximately

560,000 inhabitants ~
approximately 20,000€

capital: HETA-liability per capita 2015

Klagenfurt . _
budget € 2.64 billion (estimate 2019)

debt ESA € 3.61 billion (estimate2019)
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base case (03/2015)

Austrian federal government as sole shareholder ceased /
to provide additional funds to “Hypo bad-bank” HETA

a winding down of HETA under the EU’s Banking

Recovery and Resolution Directive (BRRD) 03/2015

Austrian financial watchdog and resolution authority
FMA imposed a debt moratorium until 31 May 2016 -
freezing of all debt repayments of HETA

° potential triggering of Carinthia’s debt guarantees of about € 11 billion -

Karntner Landesrechnungshof
Osterreichischer Rechnungshof
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base case (03/2015)

implications
2015
Carinthia cut off from international capital markets

freezing of all discretionary expenses : ..
implications

refunding solely via Austrian federal treasury

Moody's rated Carinthia as "B3" (nearly junk grade) in August 2015 . .

threat of bankruptcy of HETA and hence Carinthia at the end of the moratorium
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Carinthia makes bid to slash debt and

headlines (04/2015 — 12/2015) svoid bankrupicy

e B . . iuac Austria its own e ————
Carinthia cash crunch gives 25 Ehvl’ Celearanh ———
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insolvency
Moody's recently downgraded the debt of Cannthia to just above junk grade
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15t offer acc. to § 2a FinStaG (01/2016)

K-AF Tender Offer Memorandum from 21 January 2016

cash payment of 75% for senior debt and 30% for junior debt
= market value about 68% / 20%
= 50% [ 0% write-off at the recommendation of ECB

buy-back offer consists of
= expected recovery of HETA wind-down

' = fiscal capacity of Carinthia
’ = federal premium to back the acceptance of the offer
’ additional offer from the Austrian Minister of Finance from March 2016

= exchange for medium-term zero-coupon bonds issued and guaranteed
by the Austrian government with a maturity of 18 years (market value
about 83%)

Karntner Landesrechnungshof a state on the edge 13 EURORAI 17 May 2019
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rejection (03/2016)

Austria fails to strike deal on Hypo Alpe
Adria collapse

Austria's FMA imposes big haircut, long
wait on Heta creditors

The Lasting Legacy of Austria's Bad Bank

A legacy of the financial crisis is threatening to plunge one
of Austria's provinces into bankruptcy. Creditors have
rejected a deal and are demanding the state of Carinthia
pay almost €11 billion in bonds related to the former Hypo
Alpe Adria bank.

Bankers say 'no’ to Karnten

Austria's cash-strapped state of Carinthia edged closer to bankruptey Thursday after
creditors rejected its plea to forgive some of the debts owed by stricken state lender
Hypo Group Alpe Adria (HGAA).

Karntner Landesrechnungshof
Osterreichischer Rechnungshof

LANDES
W RECHNUNGSHOF

=P e
= K-AF announced on 14 March 2016 that offer has been rejected
= no direct consequences, moratorium still in place

= changes expected when FMA decides on further wind-down
measures (i.e. haircut)

haircut (04/2016)

= FMA imposes a 53.98% haircut on senior debt and 100% for
subordinated claims

= cancellation of all interest payments beginning March 2015

= deferment of maturity for cut liabilities until the end of the wind-
down process (ultimately until 31 December 2023)

a state on the edge 14 EURORAI 17 May 2019
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2"d offer acc. § 2a FinStaG (09/2016)
Options

Senior Junior

Instruments Instruments

Cash Exchange Cash Exchange
Offer Offer Offer Offer

Zero Coupon

0 Zero Coupon Bonds 0% of
75% of P 3070 2219 LELpen Hence Assignable Loans

Adjusted Specified at . Adjusted _Spe;iﬁed at o
Denomination 1:1 Exchange Ratio Denomination 2:1 Exchange Ratio 1 Exch Rati
+ CAPP + CAPP + CAPP + CAPP ek
+
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acceptance (10/2016)

Karntner Landesrechnungshof
Osterreichischer Rechnungshof

K-AF announced on 12 October 2016 that the buy-back offer has been
accepted (min. 2/3 in total and 1/4 per class):

= total acceptance 98.71% ',

= equals 99.55% of senior debt and 89.42% of junior debt ,'
creditor upsides:

= gain uncertain HETA recovery “upfront”

Austria wins over creditorsin €11bn
Heta debt deal
= potential CAPP payment

= no long-term court problems Hypo Alpe Adria bondholders agree
repayment deal
nearly all creditors took exchange offer in mid-term zero-coupon bonds Ak e Ao e s et
(volume ZCB about € 10.3 billion) -
= creditors recover about 90% / 45% Austria Cuts a Deal with Heta Creditors
B Shno The Austrian government and Heta, the successor
I’emalnlng h0|d'OUtS: abOUt € 143 mI”IOﬂ organization to insolvent Austrian bank Hypo Alpe Adria,

have offered to pay Heta creditors 90 percent of their
claims. Most of the creditors appear willing to accept the
offer, though there are some holdouts.

a state on the edge 16 EURORAI 17 May 2019
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rating & status quo (10/2016 — 04/2018)

Carinthia rated “Aa3” (Moody's) since 27 April 2018 (4™"-highest grade)

equals Carinthia’s first evaluation in July 2012

Carinthia rated “"B3"” in August 2015: highly speculative investment (“junk grade”)
cf. Greece, Angola, El Salvador

Austria rated “Aa1" (2"9-highest grade)

® Single Rating @ Multiple Rating
Aai

LANDES
RECHNUNGSHOF

<P e

Aa3 {4

@
A1 ¢ Lo—e

[t
Baa1

Baa3

Ba2

Ba

B3 *—

2011 ‘2012 ‘2013 ‘ 2014 | 2015 ’ 2016 ‘ 2017 ‘ 2018 ‘2019
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funding (10/2016)

= funding volume about € 8.9 billion

= share Carinthia: € 1.2 billion fixed

= funding of compensation amount via federal treasury (OeBFA)

= Carinthian debt acc. ESA totaling about € 3.61 billion (estimate 2019)

= highest per capita debt ratio in Austria of € 6,431 (estimate 2019)
= cf. Tyrol: about € 350 (estimate 2019)
= remaining funding by federal government via its resolution management

vehicle Abbaumanagementgesellschaft des Bundes (ABBAG) as
preliminary financing of HETA wind-down recovery

= share federal government: depending on wind-down process (fraught
with risk)

Karntner Landesrechnungshof
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