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Key financial and operating data

Income statement (in EUR million) 2017 2018 2019 2020 2021
Net interest income 4,353.2 4,582.0 4,746.8 4,774.8 4,975.7
Net fee and commission income 1,851.6 1,908.4 2,000.1 1,976.8 2,303.7
Net trading result and gains/losses from financial instruments at FVPL 210.5 193.7 293.8 199.5 231.8
Operating income 6,669.0 6,915.6 7,255.9 7,155.1 7,742.0
Operating expenses -4,158.2 -4,181.1 -4,283.3 -4,220.5 -4,306.5
Operating result 2,510.8 2,734.6 2,972.7 2,934.6 3,435.5
Impairment result from financial instruments -132.0 59.3 -39.2 -1,294.8 -158.8
Other operating result -457.4 -304.5 -628.2 -278.3 -310.5
Pre-tax result from continuing operations 2,077.8 2,495.0 2,329.7 1,368.0 2,933.4
Net result attributable to owners of the parent 1,316.2 1,793.4 1,470.1 783.1 1,923.4
Net interest margin (on average interest-bearing assets) 2.40% 2.30% 2.18% 2.08% 2.05%
Cost/income ratio 62.4% 60.5% 59.0% 59.0% 55.6%
Provisioning ratio (on average gross customer loans) 0.09% -0.03% 0.02% 0.78% 0.09%
Tax rate 19.7% 13.3% 18.0% 25.0% 17.9%
Return on tangible equity 11.5% 15.2% 11.2% 5.1% 12.7%
Earnings per share (in EUR) 2.94 4.02 3.23 1.57 417
Balance sheet (in EUR million) Dec 17 Dec 18 Dec 19 Dec 20 Dec 21
Cash and cash balances 21,796 17,549 10,693 35,839 45,495
Trading, financial assets 42,752 43,930 44,295 46,849 53,211
Loans and advances to banks 9,126 19,103 23,055 21,466 21,001
Loans and advances to customers 139,532 149,321 160,270 166,050 180,268
Intangible assets 1,524 1,507 1,368 1,359 1,362
Miscellaneous assets 5,929 5,382 6,012 5,830 6,090
Total assets 220,659 236,792 245,693 277,394 307,428
Financial liabilities held for trading 3,423 2,508 2,421 2,625 2,474
Deposits from banks 16,349 17,658 13,141 24,771 31,886
Deposits from customers 150,969 162,638 173,846 191,070 210,523
Debt securities issued 25,095 29,738 30,371 30,676 32,130
Miscellaneous liabilities 6,535 5,381 5,437 5,840 6,902
Total equity 18,288 18,869 20,477 22,410 23,513
Total liabilities and equity 220,659 236,792 245,693 277,394 307,428
Loan/deposit ratio 92.4% 91.8% 92.2% 86.9% 85.6%
NPL ratio 4.0% 3.2% 2.5% 2.7% 2.4%
NPL coverage ratio (based on AC loans, ex collateral) 68.8% 73.4% 77.1% 88.6% 90.9%
Texas ratio 29.2% 24.5% 19.9% 20.3% 18.3%
Total own funds (CRR final, in EUR million) 20,337 20,891 21,961 23,643 24,758
CET1 capital ratio (CRR final) 12.9% 13.5% 13.7% 14.2% 14.5%
Total capital ratio (CRR final) 18.2% 18.1% 18.5% 19.7% 19.1%
About the share 2017 2018 2019 2020 2021
Shares outstanding at the end of the period 429,800,000 429,800,000 429,800,000 429,800,000 429,800,000
Weighted average number of outstanding shares 426,679,572 426,696,221 426,565,097 426,324,725 426,246,662
Market capitalisation (in EUR billion) 15.5 12.5 14.4 10.7 17.8
High (in EUR) 37.99 42.38 37.07 35.6 41.95
Low (in EUR) 27.46 28.10 28.23 15.34 24.80
Closing price (in EUR) 36.105 29.05 33.56 24.94 41.35
Price/earnings ratio 11.8 7.0 9.8 13.7 9.2
Dividend per share (in EUR) 1.20 1.40 0.00 1.50 1.60
Payout ratio 39.2% 33.6% 0.0% 82.3% 35.8%
Dividend yield 3.3% 4.8% 0.0% 6.0% 3.9%
Book value per share 30.0 31.1 32.9 34.0 36.7
Price/book ratio 1.2 0.9 1.0 0.7 1.1
Additional information Dec 17 Dec 18 Dec 19 Dec 20 Dec 21
Employees (full-time equivalents) 47,702 47,397 47,284 45,690 44,596
Branches 2,565 2,507 2,373 2,193 2,091
Customers (in million) 16.1 16.2 16.6 16.1 16.1

CRR: Capital Requirements Regulation

Shares outstanding include Erste Group shares held by savings banks that are members of the Haftungsverbund (cross-guarantee system).

The dividend for the financial year 2020 was paid in two tranches. On 19 May 2021, the annual general meeting resolved to pay a dividend of EUR 0.5 per share. An additional EUR 1 per share was reserved for a potential later
payment. After expiry of the ECB recommendation, this dividend was paid in December 2021 as resolved by the extraordinary general meeting of 25 November 2021.



Financial data
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Shareholder structure
as of 31 December 2021

Identified trading® 1.09% 5.90% ERSTE Foundation direct

Unidentified? 13.02% 10.60% Sparkassen
Beteiligungs GmbH & Co KG
BlackRock, Inc. 4.87%
1.67% Savings banks foundations:
Wellington 4.73%
4.08% Wiener Stadtische

Institutional investors 48.21% Versicherungsverein

0.83% Employees

5.00% Retail investors
1.09%

Identified trading®

13.02% 30.07% Austria

Unidentified?

by
L 4200 region
o (1]

o .
Rest of world 23.25% North America

13.57%

Continental Europe 17.58% UK & Ireland

! Syndicated savings banks foundations, own holdings of savings banks, Erste Employees Foundation
2 Unidentified institutional and retail investors
3 Incl. market makers, prime brokerage, proprietary trading, collateral and stock lending position reported through custodian banklists
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Financial calendar

2018 2019 2020

29 April Results for the first quarter 2022
8 May Record date Annual General Meeting
18 May Annual General Meeting
23 May Ex-dividend day
24 May Record date dividend
25 May Dividend payment
1 August Half-year financial report 2022
4 November Results for the first three quarters 2022

The financial calendar is subject to change.
The latest updated version is available on Erste Group’s website (www.erstegroup.com/investorrelations).
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Ratings
as of 31 December 2021
Fitch
Long-term A
Short-term F1
Outlook Stable
Moody’s
Long-term A2
Short-term P-1
Outlook Stable
Standard & Poor’s
Long-term A+
Short-term A-1
Outlook Stable

2.08

2020

2.05

2021



Non-financial data
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Greenhouse gas emissions

in tonnes CO,e l:

~ ~
64,834 -11.6% 57,492 -22.8% 44,414

2019 2020 2021

@ Scope 1 (direct) @ Scope 2 (indirect)
Energy consumption .
in GWh

~
-5.3% -9.3%
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@ Electricity @ Heating, warm water and district cooling Carpool

CO,e: CO,-equivalents are the sum of all greenhouse gas emissions, e.g. carbon dioxide, methane and nitrogen oxide
Scope 1: Direct greenhouse gas emissions from burnt natural resources (e.g. heating oil, petrol)
Scope 2: Indirect greenhouse gas emissions from energy production (e.g. electric energy, district heating)
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Highlights

Best result in Erste Group’s history
_ Net result of EUR 1,923.4 million
_ Local banks in all core markets are profitable
_ Dividend of EUR 1.6 per share proposed to AGM

Operating result rises significantly by 17.1%

_ Operating revenues increase by 8.2%

_ Net interest income up by 4.2% thanks to loan growth
and interest rate hikes in CEE

_ Fee and commission income up by 16.5%, reaches
record level

_ Operating expenses increase moderately by 2.0%

_ Cost/income ratio improves to 55.6%

Loan growth continues
_ Net loans increase by 8.6% to EUR 180.3 billion
_ Most visible volume growth in Austria and Czech Republic

Solid asset quality
_ NPL ratio improves to 2.4%, the lowest level since the IPO
_ NPL provision coverage at 90.9%
_ Low risk costs of 9 basis points
(on average gross customer loans)

Favourable capitalisation
_ CET1 ratio (CRR final) increases to 14.5%
_ Capital significantly above regulatory requirements and
internal target

Excellent funding and liquidity position

_ Strong retail deposit base in all core countries is key trust
indicator and competitive advantage

_ Loan-to-deposit ratio at 85.6%

_ Issuance of Erste Group’s inaugural
sustainability bond

_ All local banks successfully placed MREL-related
issuances (Hungary in the first quarter 2022)

Editorial deadline: 28 February 2022, unless stated otherwise
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Letter from the CEO

Dear shareholders,

With a net profit of EUR 1,923.4 million, Erste Group posted an
excellent result for the year 2021. In our region — Central and
Eastern Europe — the year was marked by economic recovery
despite Covid-19-induced restrictions imposed by government
authorities. The strong pace of the economic rebound enabled us
to generate solid operating results in all of our core markets.

Contributions came from all income components: an encouraging
rise in net interest income attributable to loan growth (with net
loans up 8.6%), interest rate hikes in several CEE core markets as
well as record-level net fee and commission income. At the same
time, risk costs remained very low. Asset quality was even slight-
ly up and at 2.4%, the NPL ratio was at its lowest level since
Erste Group’s IPO. With the common equity tier 1 ratio at 14.5%
at the end of December, capitalisation was also very good.

Due to temporary restrictions mandated by the ECB, the dividend
of EUR 1.5 per share for the 2020 financial year was paid out in
two tranches. For the 2021 financial year, the management board
will propose a dividend of EUR 1.6 per share at the annual gen-
eral meeting.

A year marked by economic recovery

In 2021, the overall economic environment developed significant-
ly better in Austria and CEE than originally forecast. Our core
markets recorded economic growth of between 3.0% in Slovakia
and 10.4% in Croatia. While at the beginning of the year, pan-
demic-induced restrictions were still delaying the recovery of the
economy, their adverse impact on economic performance was less
severe than in the previous year. In this context, government
support programmes for businesses proved helpful as they avert-
ed the much-feared wave of corporate insolvencies in the wake of
the Covid-19 crisis. In the course of the year, growth forecasts
were raised several times despite challenges such as international
supply chain disruptions. Unemployment rates declined in all of
the core markets except Serbia. Higher tax revenues driven by the
rebound of the economy and the expiry of Covid-19 government
support had a beneficial impact on public deficits. In response to
rising inflation pressure, the central banks of the Czech Republic,
Hungary and Romania started hiking their policy rates earlier
than expected already in June. The ECB, on the other hand, con-
firmed that it would continue its low-interest-rate policy. Lower
tax revenues and increased social spending will, however, contin-
ue to weigh on national budgets. As the economy performed
better than forecast, the NPL ratio reached a historic low at 2.4%
at the end of December 2021.

Well-balanced loan growth, digital transformation
progressing

All customer segments posted strong growth in 2021. In the retail
business, demand for mortgage loans remained very strong while
demand for consumer loans was still subdued. The inflow of
deposits remained robust. Prosperity advice — Erste Group’s
financial advisory service designed to help our customers achieve

and maintain prosperity — has been enjoying growing popularity
amid the euro zone’s low-interest-rate environment. Clients were
increasingly asking about options for green as well as socially
responsible investing. Favourable market conditions supported
the positive trend in the securities business and in asset manage-
ment. Our popular digital platform George can now be accessed
in all of our core markets, with the exception of Serbia, and has
been recording a steady rise in the number of digital users and
digital transactions. Across the Group, nearly eight million clients
were using George by year-end 2021. Advisory services offered
at the branches also continued to be well received. We are cur-
rently working on the rollout of a powerful target-group-specific
digital platform for our SME clients. In the corporate segment,
loan growth was still seen mainly in the large corporate business.
We generally recorded increased interest in the theme of sustain-
ability. Overall, loans to customers were up 8.6% to EUR 180.3
billion. The ongoing strong rise in retail and corporate customers’
deposits reduced the loan-to-deposit ratio to 85.6%, though.

Operating result better than expected

Erste Group’s traditionally most important income category — net
interest income — improved to EUR 4,975.7 million in 2021. Net
interest income was driven by solid loan growth across all core
markets as well as rate hikes in several CEE countries, most
importantly the Czech Republic, our second-largest loan market.
Another positive contribution came from favourable ECB fund-
ing (TLTROs). | wish to highlight in particular the extremely
positive development in net fee and commission income. The
broad-based rebound of the economy boosted all major fee and
commission income categories in all core markets, with signifi-
cant double-digit growth in payment services, asset management
and brokerage commissions. At the same time, operating expens-
es were up less sharply, by 2.0%, despite accelerated inflation.
Due to strict cost discipline, we did not have to make any cuts in
rolling out and developing George, our popular digital platform.
At EUR 3,435.5 million, the operating result was up 17.1% year-
on-year and better than projected. Regulatory costs (banking and
transaction levies, contributions to resolution funds and deposit
insurance systems) declined by 11.3% to EUR 304.5 million in
2021. The cost/income ratio improved significantly to 55.6%,
thus already coming very close to the target initially set for 2024.

Risk costs at low level

Asset quality improved in 2021 to the best level seen since Erste
Group’s IPO in 1997. At year-end, the NPL ratio stood at 2.4%.
Risk costs were consequently low. Overall, (net) provisions were
set aside in the amount of EUR 158.8 million in 2021, which is
the equivalent to a provisioning ratio of nine basis points of aver-
age gross customer loans.

Solid capitalisation and dividend proposal

I would particularly like to highlight the strong capitalisation of
Erste Group: at 14.5% at the end of December 2021, the common
equity tier 1 ratio (final) was again excellent and substantially
above our target of 13.5% as well as far above the regulatory
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minimum requirement. In addition to sustainable profitability, a
strong capital base is important as it is the precondition for the
bank’s ability to grow and pay dividends.

The management board and the supervisory board will propose to
the annual general meeting, which will be held on 18 May 2022,
the distribution of a cash dividend of EUR 1.60 per share for the
2021 financial year.

Financial health is the basis for sustainable prosperity

Erste Group’s strategy has not changed since it was founded more
than 200 years ago. We consider it our mission to build prosperity,
regardless of status, nationality, faith, gender or age. We look
after our retail and corporate customers and support the civil socie-
ty and the economy of the region in which we operate.

We believe in the people, the businesses and our markets in Cen-
tral and Eastern Europe. This means for us that freedom and pros-
perity are and must be inseparably connected. We are convinced
that strong civil societies are the key to coping with the challenges
of our time and pave the way to social stability in our region. This
is the basis for sustainable economic activity. It is with this in
mind that we keep developing our range of products and services.

ESG is, therefore, more for us than just a catchphrase

Last year also saw increased global awareness that action taken to
combat climate change and global warming is needed both for
ecological and socio-economic reasons. As we believe that a high
degree of attention needs to be paid not only to ecological, but

also to social and governance goals, the focus in our social bank-
ing will continue to be on themes such as social inclusion, sup-
port for the social sector and facilitating job creation.

In 2021, we defined four pillars as a strategic framework for ESG
themes — sustainable finance, working together for a sustainable
future, good corporate citizenship and operations, and employee
engagement — and already launched key activities. We joined the
Net-Zero Banking Alliance and announced our goal of becoming
climate-neutral by 2023. For the portfolio, we aspire to achieve
climate neutrality by 2050.

Further information on Erste Group’s numerous sustainability
initiatives, climate change indicators and our goals are provided in
the non-financial report, which constitutes part of the 2021 annual
report. In the future, we are going to brief you in even more depth
on the ecological, social and governance themes that are of rele-
vance to us.

It is of special importance to me to thank the employees of Erste
Group for their personal commitment. Your dedication and our
conviction to support our customers even in challenging times have
helped us to strengthen our position in the CEE region. With a new
employee share programme we will turn employees of Erste Group
into co-owners and thus enable them to participate, like our share-
holders, in the future success of Erste Group.

Bernhard Spalt mp



Report of the supervisory board

Dear shareholders,

Despite temporary restrictions due to the pandemic, the economic
recovery clearly gathered steam in our core markets in the finan-
cial year 2021. In this sometimes volatile environment we as
Erste Group, in addition to our core activities, also pursued initia-
tives addressing environmental and social as well as societal
matters. We believe that as a credit institution we not only have
the obligation to support our customers’ financial health but also
have to — and will — give full consideration to the protection of
the environment and sustainability in our corporate decision-
making. A detailed report on ESG action and activities is provid-
ed in the management’s non-financial report.

In the financial year ended, the supervisory board extensively
discussed and monitored the continuing development of the
Group’s strategy with a focus on growth, digital transformation
and efficiency, both in the course of supervisory board meetings
and in dedicated workshops.

In addition, the supervisory board, working with outside consult-
ants, also reflected on its own role, with the findings used as inputs
for the supervisory board’s work.

The supervisory board approved the launch of a group-wide
employee share programme which, in recognition of employee
performance, will allow them to directly participate in Erste
Group’s profit and will support its implementation in 2022.

Despite ongoing obstacles to in-person meetings due to the Covid-
19 pandemic, the supervisory board continued its work as usual.
All meetings that had been planned or had to be scheduled ad hoc
were held virtually or in hybrid format. Matters that required our
attention were dealt with in depth and the required resolutions
were passed.

In the financial year ended, there was one change in the manage-
ment board: Thomas Schaufler resigned from the management
board as of 31 October 2021 to pursue new challenges abroad.
After consideration of the requirements, the nomination commit-
tee and the supervisory board will take a decision on a successor
at the appropriate time. Until such date Ingo Bleier will be per-
forming the responsibilities of the Retail board member in addi-
tion to his own duties. The supervisory board extended the man-
agement board mandate of Ingo Bleier in December 2021 until
30 June 2026.

We were pleased to welcome Michael Schuster, a recognised 1T
and start-up expert who had been elected at the annual general
meeting on 19 May 2021, as a new member of the supervisory
board. Jack Stack’s mandate, on the other hand, expired as of the
end of that annual general meeting and was not extended due to
the age limit for supervisory board members specified in the arti-
cles of association of Erste Group Bank AG. Jack Stack took an
active part in shaping Erste Group’s fortunes and served it for
many years. The successful development of Erste Group is also

attributable to his work, for which I wish to thank him very cordi-
ally. As chairman of the supervisory board and personally | wish
him well for the future.

Matthias Bulach and Jordi Gual Solé resigned from their man-
dates at year-end 2021 after CaixaBank had sold its stake in Erste
Group Bank AG. We also wish to thank these two members very
warmly for the many years of support and work on the superviso-
ry board.

As regards the composition and independence of the supervisory
board, the criteria for its independence, its working procedures,
the number and type of committees and their decision-making
powers, the meetings of the supervisory board and the main focus
of its activities, please refer to the (consolidated) corporate gov-
ernance report drawn up by the management board and reviewed
by the supervisory board. As regards the activities of the audit
committee, please also refer to its separate report. In the course of
47 supervisory board and committee meetings, the management
board promptly and comprehensively informed the supervisory
board. This allowed us to act in accordance with the mandate laid
down in the law, the articles of association and the Austrian Code
of Corporate Governance, as well as to ascertain the proper con-
duct of business.

In 2021, Erste Group made two dividend payouts for the previous
financial year: the first one based on the resolution of the annual
general meeting of 19 May 2021, and a second one based on the
resolution of the extraordinary general meeting of 25 November
2021 after the expiry of the ECB’s recommendation to refrain
from dividend payouts until 30 September 2021 and/or to limit
any distribution of dividends in accordance with set criteria. Both
times, the supervisory board approved the proposed appropriation
of profit.

The financial statements (consisting of the balance sheet, income
statement and notes) and the management report as well as the
consolidated financial statements and the group management
report for 2021 were audited by Sparkassen-Priifungsverband,
the legally mandated auditor, and by PwC Wirtschaftspriifung
GmbH, the elected supplementary auditor, and received an un-
qualified audit opinion. Representatives of both auditors attend-
ed the financial statements review meetings of the audit commit-
tee and the supervisory board and presented their comments on
the audits they had conducted. Based upon its own review, the
supervisory board endorsed the findings of these audits and
agreed to the proposal for appropriation of the profit of the 2021
financial year.

PwC Wirtschaftspriifung GmbH was also mandated with the
voluntary audit of the (consolidated) corporate governance re-
port for 2021. Deloitte Audit Wirtschaftspriifungs GmbH was
contracted to perform an audit of the (consolidated) non-
financial report for 2021. The supervisory board has approved
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the financial statements and these have thereby been duly en-
dorsed in accordance with section 96 para 4 of the Austrian
Stock Corporation Act (Aktiengesetz). The management report,
consolidated financial statements, group management report,
(consolidated) corporate governance report and the (consolidat-
ed) non-financial report have also been reviewed by the supervi-
sory board and accepted on the basis of the audit reports re-
ceived by the supervisory board.

We thank the management board and all employees of Erste
Group for their great dedication and exceptional commitment,
which enabled Erste Group to offer our customers the best possi-
ble support despite the challenges caused by the pandemic and to
post a highly satisfactory result for the year 2021.

For the supervisory board,
Friedrich Rédler mp, Chairman of the supervisory board



Report of the audit committee

Dear shareholders,

The audit committee is one of six committees established by Erste
Group Bank AG’s supervisory board. Its mandate is derived from
the law, the rules of the Austrian Code of Corporate Governance
(CCQG) and its internal rules. The audit committee comprised six
shareholder representatives and three members delegated by the
employees’ council as of 31 December 2021.

The audit committee held seven meetings in 2021 and, in addi-
tion, held one informal meeting to prepare for the meeting on the
audit of the (consolidated) financial statements. The meetings
were attended by those management board members responsible
for accounting, controlling and risk management as well as the
representatives of Erste Group Bank AG’s auditors and, as re-
quired, representatives of the auditors of key (foreign) subsidiar-
ies. Responsible division heads were also invited to attend as
permanent guests or to attend as guests in discussions on specific
agenda items.

The chairman of the audit committee, also the financial expert,
regularly conducted one-on-one meetings with, amongst others,
the auditors (Sparkassen-Priifungsverband as the legally mandated
bank auditor and PwC as additional auditor elected by the annual
general meeting), members of the management board, the head of
internal audit, the head of group compliance and with other divi-
sion heads as required. The chairman of the audit committee in-
formed the supervisory board on the committee’s activities and the
subject matters of its meetings and discussions at the respective
subsequent supervisory board meetings.

The Covid-19 pandemic continued to impact the work of the audit
committee in 2021. In its meetings, the audit committee again dealt
in depth with current developments in Erste Group and in the mar-
kets in which it operates. Particular attention was paid to specific
legal rules and regulations and the potential impacts of their
implementation on the 2021 single-entity and consolidated finan-
cial statements (e.g. impact of government support programmes
and loan moratoria on the expected level of non-performing loans).
Sustainability was likewise another major topic for the audit com-
mittee in 2021, which also selected the external auditor of the non-
financial report. The requirements of the Regulation (EU) 2020/852
for the assessment of sustainable investment (Taxonomy-
Regulation) and their implementation in Erste Group have been
intensively discussed with the operating departments. The key
performance criteria of the management board now also include
strengthened sustainability-related values. In 2022, sustainability
reporting and auditing will still be one of the priorities of the audit
committee. Pursuant to section 30g para 4a no 3 Austrian Limited
Liabilities Companies Act, the audit committee of Erste Group
Bank AG also performed the tasks and duties of the audit commit-
tee of Erste Digital GmbH, an entity in which Erste Group Bank
AG holds an interest of more than 75%, for the first time for the
financial year 2021.

In 2021, the audit committee also considered the following topics:
After receipt of the auditors’ report on the (Group) financial state-
ments for 2020, the audit committee held the final discussion,
reviewed the (Group) financial statements and the (Group) man-
agement report, the (consolidated) non-financial report as well as
the (consolidated) corporate governance report and recommended
to the supervisory board the approval of the annual financial
statements, setting out how the annual audit had strengthened the
reliability of financial reporting and describing the role played by
the audit committee.

The decision on a dividend proposal to the supervisory board for
the 2020 financial year was initially taken in March 2021 after
extensive deliberations and in line with the recommendation issued
by the European Central Bank. In October 2021, the audit commit-
tee, after careful consideration, recommended to the supervisory
board the payment of another dividend.

Furthermore, the additional report of the auditors pursuant to
Article 11 of Regulation (EU) 537/2014 was taken note of. Key
audit matters were discussed with the auditors in the course of
audit planning and are covered in the auditors’ report. The
findings and status of the annual audit were discussed with
representatives of the auditors in an ongoing process. Key audit
matters relating to subsidiaries were likewise discussed in depth
and commented on with regard to their impact on the consoli-
dated financial statements. The findings of the review of the
half-year financial statements were taken note of. The exchange
of views between the audit committee and the (Group) auditors
in the absence of the management board (Rule 81a of the Aus-
trian CCG) was conducted in December 2021. The auditors’
report on the assessment of the effectiveness of risk manage-
ment was delivered.

The auditors’ observations and recommendations (management
letter) and the respective views of the management board were
discussed comprehensively. To monitor the auditor’s independ-
ence, group accounting regularly reported to the audit committee,
and non-audit services rendered by the auditors were approved in
advance after careful review. In December 2021, it was decided to
recommend to the supervisory board to propose at the annual
general meeting the renewal of the audit mandate of PwC
Wirtschaftspriifung GmbH as additional (Group) auditor for the
2023 financial year. The annual report of group regulatory compli-
ance was taken note of. The audit committee was presented with
reports on the current status of major projects on data manage-
ment, credit risk models and IT matters of relevance to the audit
committee in an ongoing process.

After on-site inspections conducted by supervisory authorities,
the audit committee acknowledged the audit report and the report
on the contents of the plan to address the supervisory authorities’
findings and, where necessary, requested to be briefed on the
current status of implementation. Internal audit submitted reports



Managementboard | Supervisory board | Capital markets | Strategy | Financial and operating performance | Segments | Non-financial report | Corporate governance report | Audited financial reporting

on the result of the (internal) quality assurance programme and
resolution-related audits. The joint supervisory team of the regula-
tory authorities was informed about the audit committee’s work in
a meeting with the chairman of the audit committee and the super-
visory board.

Further information on the activities of the audit committee and
its composition is contained in the (consolidated) corporate gov-
ernance report prepared by the management board and reviewed
by the supervisory board.

For the audit committee,
Friedrich Rodler mp



Erste Group on the capital markets

Most of the global stock markets covered registered double-digit
growth in the year ended and were hovering near all-time highs
for months. This development was driven by the faster-than-
expected recovery of the economy after the crisis year of 2020
and better-than-expected growth of corporate results. Both com-
panies and economists upgraded their revenues and earnings
outlooks and economic growth forecasts. Later in the year, as the
economy gathered steam, a significant rise in energy prices
caused by strong demand and supply chain disruptions, particu-
larly in semi-conductors and raw materials, significantly pushed
up inflation. In the euro zone, inflation was running at 4.9%,
more than twice the 2% target set by the European Central Bank
(ECB) and the highest rate since records started in 1997. US
inflation likewise surged to the highest level seen in decades to
6.8%. Expectations of interest rate increases and an early end to
the central banks’ ultra-loose monetary policies rose due to strong
inflation. At year-end, the focus of market participants was again
on the continuing Covid-19 pandemic fuelled by a new virus
variant and potential containment measures as well as on geopo-
litical issues, including most prominently the conflict between
Russia and the Ukraine.

EQUITY MARKET REVIEW

Solid stock market performance

After the corona-induced crisis, the uptrend in stock markets
continued in 2021, resulting in strong gains. Supported by posi-
tive corporate news as well as monetary and fiscal policy
measures, both the US and a number of European indices hit
record levels. The US stock markets closed near their recent
record highs. At 36,338.30 points, the Dow Jones Industrial Aver-
age Index was up 18.7% year-on-year. The broader Standard &
Poor’s 500 Index even gained 26.9% in the reporting year, rising
to 4,766.18 points. In Europe, the Euro Stoxx 600 Index ad-
vanced 22.2%, ending the reporting period at 487.8 points. The
Austrian stock market was up even more sharply. Over the past
year, the Austrian Traded Index (ATX) beat all stock markets
covered by gaining 38.9%.

Central bank’s start turnaround in interest rates

In response to the economic impacts of the corona-induced crisis,
major central banks provided the markets with large amounts of
liquidity by pursuing low-interest-rate policies and massively
expanding their balance sheets. As the recovery of the economy
has been progressing and, most importantly, inflation is running
high, driven in part by supply-chain disruptions caused by the
pandemic and soaring energy prices, indications have emerged
that the central banks are now ready to gradually phase out the
extremely loose monetary policies of the past two years. After
first interest rate hikes in Central and Eastern Europe, the Bank of
England likewise initiated its interest rate turnaround in Decem-
ber and raised its key rate. The US Federal Reserve (Fed) recently
announced the end of its crisis policies. Beginning in January, the
Fed started to reduce the volume of its bond purchase programme
to support the economy, the economic stimulus is to stop in
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March 2022. The Fed also announced that it may raise interest
rates in 2022. The ECB plans to slow and, in due course, termi-
nate asset purchases under its Pandemic Emergency Purchasing
Programme (PEPP). The interest rate of 0.0% is not to be raised
for the time being.

Economy on its road to recovery, but risks remain

After the economic downturn of 2020, the global economy con-
tinued its recovery in 2021 even though the vigorous rebound
seen at the beginning of the year has been slowing in recent
months. Supply-chain disruptions, rising energy and commodity
prices and the ongoing impacts of measures deployed to contain
the pandemic are posing risks. The International Monetary Fund
(IMF) expects global economic growth of 5.9% for 2021 and
4.5% for 2022. The Euro zone countries should see growth of
5.2% in the year ended and 4.3% in 2022, while the US is ex-
pected to record growth of 5.6% in 2021 and 3.7% in 2022.

Banking index substantially up

In line with international stock markets, bank shares were also
trending up, gaining more than 20% in the reporting year, which
more than offset the losses previously suffered. The European
banking index benefited from the signs of an economic recovery
and the prospect of a normalisation of interest rates as well as from
the withdrawal of the ECB’s recommendation that banks refrain
from dividend payouts and share buybacks. In the reporting peri-
od, the Dow Jones Euro Stoxx Bank Index, which is composed of
the leading European bank shares, rose 36.2% to 100.44 points.

Austrian Stock Market as global leader in its
anniversary year

In 2021, the Vienna Stock Exchange celebrated not only its 250th
anniversary but also a record year. In the year ended, the ATX
gained 38.9%, thus significantly outperforming other capital
markets. The index benefited from upbeat international investor
sentiment and its strong weighting of financials and cyclicals.
Surpassing the 3,800-point mark, the index hit a new 10-year
high. At year-end, it closed at 3,861.06 points.

ERSTE GROUP SHARE

Erste Group with second highest price gain since IPO

In the year ended, the Erste Group share rose 65.8% after having
lost more than a quarter of its value in the preceding year. This
was the second-strongest gain in the share’s track record since
1997 — in 2012 it had posted a 76.8% rise. The share price
climbed from EUR 24.94 at year-end 2020 to a closing price of
EUR 41.35 at year-end 2021. It marked its low at EUR 24.80 on
5 January 2021 and its high of EUR 41.95 on 11 November. In
addition to the general uptrend in bank share prices, this perfor-
mance was driven by an operating result that beat consensus
estimates, asset quality development and risk provisions that were
significantly better than expected at the onset of the crisis and an
improved economic outlook in the Central and Eastern Europe



Managementboard | Supervisory board | Capital markets | Strategy | Financial and operating performance | Segments | Non-financial report | Corporate governance report | Audited financial reporting

core markets. The return to a progressive dividend policy was
also appreciated by market participants.

Performance of the Erste Group share and major
indices (indexed)
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1 January 2021 > 31 December 2021

I Erste Group Share I Austrian Traded Index (ATX) DJ Euro Stoxx Banks

Performance of the Erste Group share versus indices

DJ Euro

Erste Group Stoxx Banks

share ATX Index
Since IPO (Dec 1997) 273.1% 195.9% -
Since SPO (Sep 2000) 251.9% 230.4% -71.4%
Since SPO (Jul 2002) 137.3% 216.6% -60.0%
Since SPO (Jan 2006) -8.1% -0.9% -73.5%
Since SPO (Nov 2009) 42.6% 48.2% -55.9%
2021 65.8% 38.9% 36.2%

IPO ... initial public offering, SPO ... secondary public offering.

Change in Erste Group’s shareholder structure

In early November, CaixaBank sold its 9.92% stake in Erste
Group. This move had been expected after CaixaBank’s merger
with Bankia, which created Spain’s biggest financial institution.
The syndicate led by ERSTE Foundation and including Spar-
kassenbeteiligungs GmbH & Co KG, savings banks foundations,
Wiener Stadtische Wechselseitiger Versicherungsverein and Erste
Mitarbeiterbeteiligung Privatstiftung will remain the stable lead-
ing shareholder of Erste Group. As of 31 December 2021, the
syndicate held a total stake of 22.25%.

Number of shares, market capitalisation and trading
volume

In the year ended, the number of shares of Erste Group Bank AG
remained unchanged at 429,800,000. At year-end 2021, Erste
Group’s market capitalisation stood at EUR 17.8 billion, 65.8%
up on year-end 2020 (EUR 10.7 billion).

In the reporting year, trading volume on the three stock exchang-
es (Vienna, Prague, Bucharest) on which the Erste Group share is
listed averaged 807,244 shares per day.

Sustainability indices and ratings

The Erste Group share has been part of VONIX, the Vienna Stock
Exchange’s sustainability index, since its launch in 2008. Since
2011, the Erste Group share has been included in the STOXX
Global ESG Leaders Index, which represents the best sustainable
companies world-wide on the basis of the STOXX Global 1800.
Since 2016, the Erste Group share has been included in the
FTSE4Good Index Series, since 2017 in the Euronext Vigeo In-
dex: Eurozone 120. In addition, Erste Group has held prime status
in the ISS ESG corporate ratings since 2018. MSCI has rated Erste
Group with AA. Since February 2021, Sustainalytics has assessed
Erste Group to be at low risk of experiencing material financial
impacts from ESG factors. As the sole Austrian and one of only
three companies in the CEE region, Erste Group was again listed
in Bloomberg’s Gender Equality Index (GEI) in 2021.

DIVIDEND

Erste Group’s dividend policy is guided by the Bank’s profitabil-
ity, growth outlook and capital requirements. Complying with the
ECB’s recommendation to suspend or limit dividend payments
until 30 September 2021, Erste Group did not distribute any
dividend for the financial year 2019 and carried its net profit
forward. The dividend for the financial year 2020 was paid in two
tranches. On 19 May, the annual general meeting agreed to pay a
dividend of EUR 0.5 per share. An additional EUR 1 per share
was reserved for a potential later payment. After expiry of the
ECB recommendation, this dividend was paid in December as
resolved by the extraordinary general meeting of 25 November.

RATINGS OF ERSTE GROUP BANK AG

Due to the positive development Standard & Poor’s raised the
outlook from stable to positive, keeping the rating at A/A-1. In
December, it upgraded the rating to A+/A-1 with a stable outlook.
Fitch raised the outlook from negative to stable, the rating was
left unchanged at A/F1. Moody’s kept its rating at A2/P-1 with a
stable outlook.

FUNDING ACTIVITIES

In 2021, the focus of the activities was in particular on the issu-
ance of senior preferred bonds. In January 2021, Erste Group
started with the placement of a EUR 500 million 10-year senior
preferred bond at MS+55bp, with the selected maturity complet-
ing the maturity profile at the long end for this seniority. Another
highlight followed in May with the issuance of Erste Group’s first
sustainability bond (EUR 500 million 7-year at MS+35bp). In
addition to meeting all the criteria for a green bond, the selected
loan portfolio also emphasised Erste Group’s social focus. In
September, another EUR 500 million 8-year senior preferred
bond was issued at MS+45bp. After an absence of almost 10
years, Erste Group returned to the CHF capital markets with the
successful placement of a CHF 200 million senior preferred bond
(maturity of five years, SARON+41bp). In November, a favoura-
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ble issuance window was used to place a EUR 500 million Tier 2
bond (11NC6) at MS+110bp.

INVESTOR RELATIONS

Open and regular communication with investors and
analysts

Due to continuing Covid-19 induced restrictions, Erste Group’s
investor relations team conducted its communication activities
almost exclusively by means of virtual events. The large number of
banking and investor conferences organised by the Vienna Stock
Exchange, Autonomous, Bank of America Merrill Lynch, Barclays,
Deutsche Bank, Goldman Sachs, HSBC, JP Morgan, KBW, Kepler
Cheuvreux, mBank, Mediobanca, Morgan Stanley, PKO, RCB,
Unicredit and Wood were held as phone or video conferences, as
were the spring and autumn road shows with investors from the
United States and Europe after the release of first quarter and third
quarter 2021 results. The management and the investor relations
team met with investors in a total of 217 one-on-one and group
meetings, in which Erste Group’s strategy was presented against the
backdrop of the current environment and questions raised by inves-
tors and analysts were answered. The dialogue with bond investors
was further intensified with a total of 62 meetings held via phone
and video. A large number of one-on-one meetings with analysts and
portfolio managers were held at conferences, virtual road shows and
investors’ days hosted by Barclays, Bank of America Merrill Lynch,
Citigroup, Danske Bank, JP Morgan, SocGen and UBS.
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The website http://www.erstegroup.com/ir provides comprehen-
sive information on Erste Group and the Erste Group share. In-
vestors and the broader public can follow the investor relations
team on the social media platform  Twitter at
http://twitter.com/ErsteGrouplR ~ and  on  Slideshare  at
http://de.slideshare.net/Erste_Group. These sites provide users
with the latest news on Erste Group on the social web. More
details on the social media channels, the news/reports subscrip-
tion and reminder service are available at
https://www.erstegroup.com/en/investors/ir-service.

Analyst recommendations

In 2021, 21 analysts regularly released research reports about
Erste Group. The Erste Group Bank AG share was covered by
financial analysts at the following national and international
firms: Autonomous, Bank of America Merrill Lynch, Barclays,
Citigroup, Concorde, Deutsche Bank, Exane BNP Paribas, Gold-
man Sachs, HSBC, JP Morgan, JT Banka, KBW, Kepler
Cheuvreux, mBank, Mediobanca, Morgan Stanley, PKO, RBI,
SocGen, UBS and Wood.

As of the end of the year, 17 analysts had issued buy recommenda-
tions and four had rated the Erste Group share neutral. The aver-
age year-end target price stood at EUR 43.60. The latest updates
on analysts’ estimates for the Erste Group share are posted at
https://www.erstegroup.com/en/investors/share/analyst-estimates.
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Strategy

Erste Group strives to be the leading retail and corporate bank in
the eastern part of the European Union, including Austria. To
achieve this goal, Erste Group aims to support its retail, corporate
and public sector customers in realising their ambitions and en-
suring financial health by offering excellent financial advice and
solutions, lending responsibly and providing a safe harbour for
deposits. Erste Group’s business activities will continue to con-
tribute to economic growth and financial stability and thus to
prosperity in its region.

In all of its core markets in the eastern part of the European
Union, Erste Group pursues a balanced business model focused
on providing the best banking services to each of its customers.
In this respect, digital innovations are playing an increasingly
important role. Sustainability of the business model is reflected
in the bank’s ability to fund customer loans by customer depos-
its, with most customer deposits being stable retail deposits.
Sustainability of the bank’s strategy is reflected in long-term
client trust, which underpins strong market shares in almost all
of Erste Group’s core markets. However, market leadership is
not an end in itself. Market leadership creates value only when it
goes hand in hand with positive economies of scale and contrib-
utes to the long-term success of the company.

The banking business, however, should not only be run profitably,
but should also reflect its corporate responsibility towards all
material stakeholders, in particular customers, employees, society
and the environment. Therefore, Erste Group pursues the banking
business in a socially responsible manner and aims to earn an
adequate premium on the cost of capital.

Long-standing tradition in customer banking

Erste Group has been active in the retail business since 1819.
This is where the largest part of Erste Group’s capital is tied
up, where Erste Group generates most of its income and where
it funds the overwhelming part of its core activities by drawing
on its customers’ deposits. The retail business represents Erste
Group’s strength and is its top priority when developing prod-
ucts such as modern digital banking that enable it to meet
customers’ expectations more effectively.

Offering attractive, easy-to-understand products and services
that meet the individual needs and objectives of bank customers
is important in building and maintaining strong long-term cus-
tomer relationships. Today, Erste Group serves a total of more
than 16 million customers in seven core markets.

The bank’s core activities also include advisory services and sup-
port for its corporate customers with regard to financing, invest-
ment, hedging activities and access to international capital markets.
Public sector funding includes providing finance for infrastructure
projects and acquiring sovereign bonds issued in the region. To
meet the short-term liquidity management needs of the customer
business, Erste Group also operates in the interbank market.

Core markets in the eastern part of the European Union
When Erste Group went public as an Austrian savings bank with
no meaningful foreign presence in 1997, it defined its target
region as consisting of Austria and the part of Central and Eastern
Europe that had realistic prospects of joining the European
Union. The aim was to benefit from the attractive growth pro-
spects in these countries. Against the backdrop of emerging Eu-
ropean integration and limited potential for growth in Austria,
Erste Group acquired savings banks and financial institutions in
countries adjacent to Austria from the late 1990s onwards. While
the financial and economic crisis has slowed the economic catch-
up process across the countries of Central and Eastern Europe,
the underlying convergence trend continues unabated. This part
of Europe offered, and still offers, the best structural, and there-
fore long-term, growth prospects.

Today, Erste Group has an extensive presence in the following
core markets: Austria, the Czech Republic, Slovakia, Romania,
Hungary and Croatia — all of which are members of the European
Union. Following significant investments in its subsidiaries, Erste
Group holds considerable market positions in these countries. In
Serbia, which has been assigned European Union candidate status,
Erste Group maintains a minor market presence but one that may
be expanded through acquisitions or organic growth as the country
makes progress towards European Union integration. In addition
to its core markets, Erste Group also holds direct and indirect
majority and minority banking participations in Slovenia, Monte-
negro, Bosnia and Herzegovina, North Macedonia and Moldova.

Growing importance of innovation and digitalisation

The pace of digital transformation has accelerated considerably as
a result of technological changes, demographic developments
regulatory interventions and also due to the pandemic in recent
years. As a result, customer behaviour and customer expectations
towards financial products have also changed significantly. Erste
Group is convinced that the digital banking business will contin-
ue to gain in importance and will be essential for the economic
success in the long term and therefore fosters digital innovation.
Intra-group, interdisciplinary teams develop innovative solutions.

Erste Group’s digital strategy is based on its own digital ecosys-
tem. It aims at providing customers access to personalised prod-
ucts from Erste Group and also third-party suppliers through
application programming interfaces (APIs) in the secure IT envi-
ronment of a financial platform. APIs enable a wide range of co-
operations, whether with fintechs or across industries, and can
therefore help open up new markets.

The digital platform George was implemented in Austria in 2015.
In the meantime, it is also running in the Czech Republic, Slo-
vakia, Romania, Croatia and Hungary. It will also be rolled out in
Serbia. The range of digitally available products and services is
being constantly expanded. Customers can activate applications of
Erste Group or third parties via plug-ins and use them to manage
their finances.
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The omni-channel approach of Erste Group integrates the various
sales and communication channels. Customers decide on how,
when and where they do their banking business. Contact centers
serve as interfaces between digital banking and traditional branch
business. These contact centers offer advice and sales, thus going
far beyond the traditional help desk function.

Focus on sustainability and profitability

Acting responsibly and earning a premium on the cost of capital is
a key prerequisite for the long-term survival of any company and
the creation of value for customers, investors and employees. Only
a bank that operates in a sustainable manner — balancing the social,
ecological and economic consequences of its business activities —
and profitably can achieve the following: provide products and
services to customers that support them in achieving their financial
ambitions; deliver the foundation for share price appreciation as
well as dividend and coupon payments to investors; create a stable
and rewarding work environment for employees and be a reliable
contributor of tax revenues to society at large.

The management board adopted a Statement of Purpose to reaf-
firm and state in more detail the purpose of Erste Group to pro-
mote and secure prosperity across the region. Building on this

Statement of Purpose, a Code of Conduct defines binding rules of
the day-to-day business for employees and members of both the
management and supervisory boards. At the same time, the Code
of Conduct underlines that in pursuing its business activities,
Erste Group values responsibility, respect and sustainability. The
Code of Conduct is an important tool for preserving the reputa-
tion of Erste Group and strengthening stakeholder confidence.
Sustainability in this context means to operate the core business
both in a socially and environmentally responsible manner and
economically successfully.

Through a combination of stable revenues, low loan loss provi-
sions, and cost efficiency, profits can be achieved in the long
term. This is helped by a strong retail-based funding profile.
When growth opportunities are elusive, as they will be from time
to time, or the market environment is less favourable as a result
of factors including high taxation, increased regulation or low
interest rates, there will be a stronger focus on cost cutting. When
the operating environment improves, more time will be devoted
to capturing growth in a responsible way. Irrespective of the
environment, Erste Group should benefit materially from operat-
ing in the region of Europe that offers the best structural growth
opportunities for some time to come.

Erste Group’s strategy

Customer banking in Central and Eastern Europe

Eastern part of the EU

Retail banking

Acting as Prosperity
Advisor for the people
in our region; the result
of our advice is the
financial health of our
customers

Support customers to
build up and secure
wealth

Democratising advice
via George

Active management of
customer journeys to
increase profitability
and customer
satisfaction

Corporate banking

SME and local
corporate banking

Advisory services, with
focus on providing
access to capital
markets and corporate
finance

Transaction banking
services (trade finance,
factoring, leasing)

Commercial Real
Estate business

Focus on CEE, limited exposure to other countries

Capital markets

Focus on customer
business, incl.
customer-based
trading activities

In addition to core
markets, presences in
Poland, Germany, New
York and Hong Kong
with institutional client
focus and selected
product mix

Building debt and
equity capital markets
in CEE

Public sector

Financing sovereigns
and municipalities with
focus on infrastructure
development in core
markets

Any sovereign holdings
are held for market-
making, liquidity or
balance sheet
management reasons

Interbank business

Focus on banks that
operate in the core
markets

Any bank exposure is
only held for liquidity or
balance sheet man-
agement reasons or to
support client business
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THE STRATEGY IN DETAIL

The basis of Erste Group’s banking operations is the retail and
corporate customer business in the eastern part of the European
Union, including Austria. The capital markets and interbank
activities as well as the public sector business are defined more
broadly to be able to meet the bank’s customer needs as effec-
tively as possible.

Retail business

Erste Group’s key business is the retail business, covering the
entire spectrum from lending, deposit and investment products to
current accounts and credit cards. Erste Group’s core compe-
tence in retail banking has historical roots. In 1819, wealthy
Viennese citizens donated funds to establish Erste Group’s
predecessor, the first savings bank in Central Europe. It was
their aim to bring basic banking services such as safe savings
accounts and mortgage loans to wide sections of the popula-
tion. Today, the bank serves a total of more than 16 million
customers in its markets and operates about 2,100 branches.
Wealthy private clients, trusts and foundations are served by
the bank’s private banking staff and benefit from services that
are tailored to the needs of this target group.

In addition, the bank uses and promotes digital distribution
channels such as internet and mobile banking not only to meet
the increasing importance of digital banking but to actively
shape the digital future. This has already become visible through
the activities of fintech companies, which offer financial ser-
vices online and typically operate without a banking licence.
George, Erste Group’s digital platform, is already available in
Austria, the Czech Republic, Slovakia, Romania and Croatia
and has been available in Hungary since early 2021. It will also
be rolled out in Serbia.

Retail banking is attractive to Erste Group for a number of rea-
sons: It offers a compelling business case that is built on market
leadership, an attractive risk-reward profile and the principle of
self-funding. In addition, it benefits from a comprehensive range
of products that are simple and easy to understand and provide
substantial cross-selling potential. Erste Group takes advantage of
these factors in all core markets and makes best use of its resulting
position of strength by pursuing an omni-channel strategy. In
addition to the expansion of digital sales channels, the branch
network remains an important component of the business strategy.
Only a retail bank that offers modern digital services and operates
an extensive distribution network is able to fund loans in local
currency mainly from deposits made in the same currency. In
short, Erste Group’s retail banking model supports sustainable and
deposit-funded growth even in economically more challenging
times. Another positive factor is the diversification of the retail
business across countries that are at differing stages of economic
development, such as Austria, the Czech Republic, Romania,
Slovakia, Hungary, Croatia and Serbia.

Corporate business

The second main business line, which also contributes signifi-
cantly to Erste Group’s earnings, is business with small and
medium-sized enterprises, regional and multi-national groups
and real estate companies. Erste Group’s goal is to enhance
relationships with its clients beyond pure lending business.
Specifically, the bank’s goal is for SMEs and large corporate
customers to choose Erste Group as their principal bank and also
route their payment transfers through the Group’s banking enti-
ties and, in fact, regard Erste Group as their first point of contact
for any kind of banking service.

Catering to their different requirements, Erste Group serves small
and medium-sized enterprises locally in branches or separate
commercial centres, while multinational groups are serviced by
the Group Corporates’ units. This approach permits Erste Group
to combine industry-specific and product expertise with an un-
derstanding of regional needs and the experience of the bank’s
local customer relationship managers. In view of regulatory
interventions, advising and supporting corporate customers in
capital market transactions is becoming increasingly important.

Capital markets business

Client-driven capital markets activities are also part of the com-
prehensive portfolio of products and services that Erste Group
offers to its retail and corporate customers. The strategic signifi-
cance of the bank’s centrally governed and locally rooted capital
markets operations consists in supporting all other business areas
in their dealings with the capital markets and, hence, in providing
the bank’s customers with professional access to the financial
markets. Erste Group, therefore, views its capital markets busi-
ness as a link between financial markets and its customers. As a
key capital markets player in the region, Erste Group also per-
forms important functions such as market making, capital market
research and product structuring.

The capital markets business serves the needs of Erste Group’s
retail and corporate customers as well as those of government
entities and financial institutions. Due to Erste Group’s strong
network in the eastern part of the European Union, the bank has a
thorough understanding of local markets and customer needs. In
Erste Group’s capital markets business, too, the bank concen-
trates on core markets of the retail, SME and large corporate
business: Austria, the Czech Republic, Slovakia, Romania, Hun-
gary, Croatia and Serbia. For institutional customers, specialised
teams have been established in Germany and Poland as well as in
Hong Kong and New York that offer these customers a tailor-
made range of products.

In many countries where Erste Group operates, the local capital
markets are not yet as highly developed as in Western Europe or
in the United States of America. That means Erste Group’s bank-
ing subsidiaries are pioneers in some of these markets. Therefore,
building more efficient capital markets in the region is another
strategic objective of Erste Group’s capital markets activities.
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Public sector business

Solid deposit business is one of the key pillars of Erste Group’s
business model. Customer deposits surpass lending volume in
many of its geographic markets. Erste Group’s banking entities
make a significant part of this liquidity available as financing to
the region’s public sector entities. In this way, the bank facilitates
essential public sector investment. Erste Group’s public sector
customers are primarily municipalities, regional entities and sov-
ereigns that the bank additionally supports and advises in capital
market issuance, infrastructure financing and project financing.
Furthermore, Erste Group cooperates with supranational institu-
tions. In terms of sovereign bond investments, Erste Group focus-
es on Central and Eastern Europe equally.

Adequate transport and energy infrastructure and municipal ser-
vices are absolute key prerequisites for sustainable economic
growth in the long term. Therefore, Erste Group views infrastruc-
ture finance and all associated financial services to be of extreme
importance. Between 2021 and 2027, the European Union has
earmarked EUR 95 billion in funding for the Czech Republic,
Slovakia, Croatia, Hungary and Romania through the European
Structural and Investment Funds. The share for these five CEE
countries is well above their 11% share of the population. Three
quarters of the funds for CEE are available for regional develop-
ment (EFRE, 57% of the funds) and for the Cohesion Fund (19%
of the funds). When using EFRE funds, at least 50% of the projects
are concentrated on thematic priority areas (research and innova-
tion, digital agenda, support for small and medium-sized enterpris-
es (SMEs) and the low-carbon economy). In addition to the classic
cohesion policy, a further EUR 36 billion in grants will be availa-
ble for the region as part of the European Corona Development
Plan (Next Generation EU). This temporary economic stimulus
package will focus on the areas of digitalisation, climate policy and
strengthening resilience.

Interbank business

Interbank business is an integral part of Erste Group’s business
model that performs the strategic function to ensure that the
liquidity needs of the bank’s customer business are met. This
involves, in particular, short-term borrowing and lending of
liquid funds in the interbank market.

REGULATORY CHANGES IN BANKING

In recent years, regulation of the financial sector has been tight-
ened substantially to strengthen the resilience of banks and pre-
vent or at least minimise the adverse impact of any new crises on
economies and market participants. The ultimate aim of these
reforms has been to largely rule out reliance on state guarantees
and taxpayers” money to absorb banks’ losses.

A banking union has been established as a regulatory framework
consisting of a European banking supervision mechanism, a
banking resolution mechanism and common standards for depos-
it insurance.
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Due to the outbreak of the Covid-19 pandemic, the Basel Com-
mittee on Banking Supervision decided to postpone the imple-
mentation of the final part of the Basel 3 reform package by one
year. At the end of October 2021, the EU Commission published
its proposals for the implementation of the final part of the Basel
3 reform package. The new regulations are designed to strength-
en EU banks’ resilience to potential future economic shocks
while at the same time contributing to Europe’s recovery from
the Covid-19 pandemic and its transition to climate neutrality. An
output floor is intended to ensure that the risk-weighted assets
(RWA) determined by using internal models are not lower than a
certain percentage of the RWAs calculated on the basis of the
standardised approach. The use of internal models to calculate
operational risk will be prohibited. In January 2019, the revised
version of the new market risk standard (Fundamental Review of
the Trading Book, FRTB) was also published.

On the topic of sustainability it is proposed to explicitly call on
banks — as a contribution to the green transition — to systemati-
cally explore, disclose and control ESG risks as part of their risk
management. The rules proposed should not only make the bank-
ing sector more resilient, but also ensure that banks take sustain-
ability aspects into account. The Commission proposes an im-
plementation in 2025 with transition rules to apply beyond 2030.

To support the banking sector a Covid-19 banking package was
adopted. It includes in particular an Interpretative Communica-
tion on the Union’s accounting and prudential frameworks as
well as targeted quick-fix amendments to EU banking prudential
rules (CRR). Member states have also taken action, with support
schemes typically involving public guarantee schemes and/or
payment deferrals (moratoria) to alleviate liquidity difficulties
affecting households and businesses. In this respect, the Europe-
an Banking Authority (EBA) has published guidelines on legisla-
tive and non-legislative moratoria. The European Commission
has also adopted a temporary framework to enable member states
to use the full flexibility foreseen under state aid rules to support
the economy in the context of the Covid-19 outbreak.

In December 2020, the Commission’s NPL (non-performing
loans) action plan was released. The Secondary Market Directive
was published in the Official Journal on 8 December 2021- the
local implementation and finalisation of the related EBA ITS (the
European Banking Authority’s Implementing Technical Stand-
ards) is still outstanding. The Directive creates harmonised re-
porting obligations for credit purchasers and an obligation to
appoint a credit service representative for consumers and inves-
tors from third countries.

At its meeting of 13 December 2021, the Financial Market Stabil-
ity Board (FMSB) stated that rising systemic risks from residen-
tial property financing may be of relevance to financial market
stability in Austria. In case of a property crisis, there would be a
risk of a disruption of the financial system with negative impacts
on the real economy. Therefore, these systemic risks should be
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addressed adequately and in time. The FMSB has requested the
Austrian Financial Markets Authority and the Austrian National
Bank to elaborate the implementation of this recommendation.

The new resolution framework allows for a multiple-point-of-
entry (MPE) or a single-point-of-entry (SPE) resolution strategy.
The minimum requirement for own funds and eligible liabilities
(MREL) should reflect the resolution strategy that is appropriate
to a banking group (in case of MPE with different resolution
groups and therefore different points of entries) in accordance
with the resolution planning.

Erste Group received the joint decision signed by the Single
Resolution Board (SRB) as Group Resolution Authority, the
Croatian Resolution Authority, the Czech Resolution Authority,
the Hungarian Resolution Authority and the Romanian Resolu-
tion Authority acting within the resolution college upon the MPE
approach forming separate resolution groups but with SPE ap-
proaches on country level (on resolution group level).

In view of the above-mentioned changes in legislation and the
implementation of BRRD 2/SRMR 2 as well as the amended SRB
MREL policy for 2021, Erste Group received its MREL target as
well as the internal MREL targets for selected relevant subsidiaries
based on BRRD II/SRMR Il in May and for the first time as a
percent ratio of the total risk exposure amount (TREA) and the
leverage ratio exposure (LRE). A transitional period is foreseen for
the compliance with the final MREL target until 1 January 2024.

In 2021, the systemic risk buffers defined by FMA on the basis of
the Capital Buffer Regulation and buffers for Other Systemically
Important Institutions (O-SlIs) amounted to 2% of RWA for Erste
Group. Since 2018, Erste Group Bank AG has been obliged to
hold the systemic risk buffer also at single-entity level.

On 21 January 2021, the Austrian National Council (Nationalrat)
concluded amendments to the Account Register Act (KontRegG,
Kontenregistergesetz) and FM-GwG, with which, amongst oth-
ers, lockers (SchlieRfacher) are included in the account register
(reporting date is 1 January 2021). In addition, an exchange of
information between parties subject to money laundering provi-
sions was introduced as well as transaction monitoring based on
artificial intelligence. On 2 November 2021, an amendment to
the Online ldentification Regulation entered into force, which
allows financial service providers to use purely biometrical
processes for the remote identification of new customers for anti-
money laundering purposes.

On 20 July 2021, the European Commission presented a bundle
of measures to strengthen anti-money laundering and countering
the financing of terrorism rules. It comprises amongst others
legislative proposals with provisions in the areas of due diligence
and transparency regarding beneficial ownership, the sixth Anti-
Money Laundering Directive (AMLD) and a review of the regu-
lation on transfers of funds in connection with crypto assets.

The European Commission presented the proposal for a Capital
Markets Recovery Package in July 2020, which includes (i) a
short-form prospectus to facilitate new funding in a short time
period, (ii) alleviations to the MiFID Il framework to encourage
investments in the real economy and free up resources for inves-
tors and firms and (iii) improvements to securitisation rules to
support SME lending and management of NPLs. Additionally,
amendments to the Benchmark Regulation to, among others,
facilitate the transition from LIBORs to new risk-free rates are
part of the package. Amendments to the Prospectus Regulation,
MiFID Il and the Benchmark Regulation were published in the
Official Journal in February 2021, amendments to the securitisa-
tion framework were published in April 2021.

Regulation (EU) 2019/2088 on sustainability-related disclosures
in the financial services sector were published in the Official
Journal in December 2019 and it has been applicable for the most
part since March 2021. On 22 June 2020, Regulation (EU)
2020/852 on the establishment of a framework to facilitate sus-
tainable investment (Taxonomy Regulation) was published in the
Official Journal. Since 1 January 2022, key provisions of the
Taxonomy Regulation have become applicable. In addition, on
27 November 2020, ECB published its guide on climate-related
and environmental risks. The guide outlines how ECB expects
banks to safely and prudently manage and disclose such risks
under the current prudential framework.

Since early 2021, the ECB’s guidelines have already been serving
as a key reference in the prudential dialogue with banks. In April
2021, the European Commission released a comprehensive bundle
of measures to shift financial flows towards sustainable economic
activities. In July 2021, the European Commission published a set
of measures comprising among others its new strategy for a more
sustainable European financial system as well as a regulation
proposal for a voluntary EU standard on green bonds.

With regard to fit & proper/governance, EBA and ESMA pub-
lished their guidelines on the assessment of the suitability of
members of governing bodies and holders of key positions as
well as internal governance guidelines. Both guidelines have
been applicable since 31 December 2021. In addition, on 9 De-
cember 2021, the ECB issued its guidelines on the assessment of
the professional qualifications and personal reliability of mem-
bers of governing bodies and holders of key positions.

LONG-TERM GROWTH TRENDS IN
CENTRAL AND EASTERN EUROPE

The economic catch-up process across the countries of Central
and Eastern Europe and the underlying convergence trend con-
tinues. This is on the one hand due to the fact that the region has
to make up for almost half a century of communist mismanage-
ment of the economy, and on the other hand, due to the fact that
banking activities were largely non-existent during that time.
With the exception of deposit-taking, modern banking services
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were largely unknown in these countries after the fall of com-
munism. On the lending side, this was due to high nominal and
real interest rates and also to disposable incomes that did not
support household credit growth. In addition, a healthy competi-
tive environment was lacking due to extensive state ownership.
All this has changed. Disposable income has risen strongly on
the back of growing gross domestic product. Most formerly
state-owned banks have been sold to strategic investors that
have fostered product innovation and competition. Economic
growth, which temporarily declined substantially in some coun-
tries in CEE following the economic and financial crisis, recov-
ered again. Despite such economic slowdowns and potential
temporary negative impacts on the banking markets in Central
and Eastern Europe, these factors will remain the driving force
behind future development.

In addition, most countries of Central and Eastern Europe have
human resources that are at least equivalent to those of Western
European countries but do not need to struggle with the unaf-
fordable costs of the Western welfare states in the long term and
have labour markets that are considerably more flexible. These
advantages are complemented by — on average — highly compet-
itive export industries that benefit from wage costs that are low
relative to workforce productivity and from investor-friendly tax
and welfare systems. A comparison of per capita private debt
levels in Central and Eastern Europe with those of advanced
economies reveals that even today an enormous gap exists
between these markets. Countries such as the Czech Republic
and Slovakia, but also Croatia and Hungary, are many years
away from reaching Austrian or Western European levels of
loans per capita; also in relative terms, these countries differ
substantially regarding debt levels common in the West. The
contrast to Serbia or Romania is even more pronounced — pri-
vate debt levels, and particularly household debt, are substan-
tially lower than in the advanced economies. Even though the
developments of very recent years will probably lead to a reas-
sessment of what constitutes acceptable debt levels and to only
a gradual rise in lending in Central and Eastern Europe, Erste
Group still firmly believes that credit expansion accompanied
by economic growth in this region will prove to be a lasting
trend rather than a short-term process that has already peaked.
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Customer loans/capita in CEE (2021) in EUR thousand
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Over the upcoming 15 to 20 years, on average, the countries of
the eastern part of the European Union are therefore expected to
experience higher growth rates than the countries of Western
Europe, even though periods of expansion may alternate with
times of economic stagnation or even setbacks on this long-term
path of sustainable growth.
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BUILDING ON A STRONG BRAND

Slightly more than 200 years ago, our founding fathers wrote:
“No age, gender, social class, or nationality shall be excluded
from the benefits that a savings bank offers every depositor.”
With this founding principle — which was revolutionary at the
time — Erste Osterreichische Spar-Casse contributed substantially
to more democracy in finance in our region.

Erste Group was founded to give everyone access to financial
services and has developed into an institution that has an impact
on the prosperity and the future of a region. Today, it is one of the
largest banking groups and employers in Central and Eastern
Europe. The trust that Erste Group and its local banks have been
enjoying stems from the fact that they have actually been putting
the founding principle into practice.

A brand is a consistent promise. It is more than a logo — it is
about the perception of people when they think or hear of an
organisation, its products and services. Brands have an important
identification and differentiation function, which in turn deter-
mines whether a customer chooses one brand over another. Ulti-
mately, companies with strong brands benefit from emotional
relationships with their customers. Only a few businesses were
founded with the aspiration of achieving more than just making
profit. Erste Group is one of these and has been benefitting from
a high degree of brand awareness and trustworthiness.

Over the last four years, Erste Group has transformed its brand
communication from being category- and product-driven to
having a purpose-driven approach. To this end, Erste Group has
established a statement of purpose as the main group-wide pillar
of its brand communication: “Our region needs people who
believe in themselves and a bank that believes in them.”

More than 200 years ago, a success story started that continues
until the present day. The savings banks were founded on this
basis of personal trust and the belief in ideas, plans for the future,
and people’s capabilities and potential. Whether it is in any indi-
vidual’s own life, in a business start-up or a long-established
enterprise, in business or in society at large — trust and confi-
dence in the future, believing in oneself and others, the belief in
ideas and entrepreneurship are the key prerequisites for personal
growth and social well-being.

Therefore, it is not products and services that mark the beginning
of the relationship between Erste Group and its customers, but
ideas, goals, needs, dreams and plans. It all starts with people
who believe in their ability to attain prosperity and shape the
future. The future is created by people who believe in themselves
and their ideas — their visions of the future.

“Our region needs people who believe in themselves. And a bank
that believes in them” is the key sentence that stands for the ap-
proach to which Erste Group has been firmly committed for 200
years. #believeinyourself is more than a lead narrative. It encour-
ages people to pursue their aspirations, to create something, and
embodies Erste Group’s promise to assist them along the way.
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Financial and operating performance

ECONOMIC ENVIRONMENT

The global economy experienced an exceptionally strong re-
covery in 2021, despite temporary pandemic-related lockdown
measures imposed by most countries around the globe. This
recovery was characterised by sharp rebounds of most of the
major economies, most notably the United States, owing to
substantial fiscal support. In many emerging markets and de-
veloping economies a slower pace of vaccination — often linked
to later availability — and a partial withdrawal of macroeco-
nomic support offset some of the benefits of strengthening
external demand and elevated commodity prices. Among
emerging and developing markets, China and India again out-
performed other major economies. Most industries around the
globe performed well, but the services sectors struggled to
overcome headwinds from the pandemic-induced lockdown
measures. Although labour markets recovered at a faster pace
than during the global financial crisis, employment remained
below its pre-pandemic level. The broad-based global GDP
growth was mainly driven by recovering consumption and
investments. Manufacturing was constrained by supply chain
disruptions, which were temporarily exacerbated by the block-
age of the Suez Canal in March 2021 and by the closure of
some of the major harbours in China. Supply chain disruptions
were also a main driver of inflation in 2021. The sharp rise in
consumer goods prices reflected a huge surge in demand,
fuelled by stimulus measures, particularly in the United States.
Commaodity prices have seen a sharp rise with many well above
their pre-pandemic levels. Oil demand continued to remain
strong. Metal and agricultural prices increased substantially.
Overall, global real GDP increased by 5.9%.

Among the world’s major central banks only the Bank of Eng-
land increased its policy rate in 2021. The Federal Reserve (Fed),
the Bank of Japan and the European Central Bank (ECB) left
their base rates unchanged throughout the year. While central
banks continued their pandemic-era bond buying programmes,
both the Fed and the ECB indicated in the second half of the year
plans to reduce the monthly asset purchases in the future.

The economic performance of the United States was strong in
2021. The US economy recovered quicker than most advanced
economies, supported by greater amounts of fiscal relief. Surg-
ing personal income has boosted consumption. The unem-
ployment rate declined significantly to 3.9%. The American
Rescue Act, signed in March 2021, offered USD 1.9 trillion in
additional fiscal support, bringing the cumulative fiscal relief
provided since the beginning of the pandemic to over one-
quarter of GDP — an unprecedented level of support in peace-
time. The Fed indicated that its expansive monetary policy
since the beginning of the pandemic was coming to a close to
respond to rising inflation. In December 2021, it announced to
end its pandemic-era bond purchases in March 2022, paving
the way for interest rate hikes, as policymakers voiced con-
cerns over high inflation against the backdrop of a steady
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labour market recovery. By the end of 2021, the Fed had
bought over USD 4 trillion worth of Treasuries and other secu-
rities. Real GDP in the US grew by 5.6% in 2021.

The euro area also rebounded with its real GDP growing by
5.2%. France, Italy, and Spain outperformed Germany as the
latter was significantly more impacted by shortages of raw
materials, intermediate goods, semiconductors, in particular for
the automotive industry, but also lumber for the construction
sector. Summer tourism was supported by less strict travel
restrictions. Households responded to the temporary relaxations
of containment measures with spending sprees that propelled
private consumption growth in the European Union. Overall, the
rebound of economic activity was broad-based, with all compo-
nents of domestic demand contributing positively. Growth was
also supported by improving labour markets. The Recovery and
Resilience Facility of the European Commission, coupled with
the NextGenerationEU, a fund created in 2020, is the largest
stimulus package ever financed in Europe. Surging energy
prices, most notably for natural gas and electricity led to higher
inflation, prices for electricity and gas increased fivefold in the
course of the year and reached new highs in December 2021.
The ECB has maintained an accommodative monetary policy. It
confirmed to continue its asset purchases under the Pandemic
Emergency Purchase Programme (PEPP) until at least the end
of March 2022, and net purchases under the asset purchase
programme (APP) continued at a monthly pace of EUR 20
billion. Refinancing operations, notably the third series of the
targeted longer-term refinancing operations (TLTRO I1I), con-
tinued to provide liquidity to euro area banks to support the flow
of credit to households and enterprises. The ECB kept its dis-
count rate at zero throughout 2021.

In line with the European development, Austria experienced an
economic rebound in 2021. Due to the rapid recovery and pro-
gress towards normalisation in many sectors, the Austrian gov-
ernment started to adjust its Covid-support programmes from
mid-2021 by reducing or withdrawing measures in sectors
where conditions improved. In November 2021, however, due
to the sharp increase of infection rates and medical capacity
being stretched to its limits, the government imposed a new
nationwide lockdown until mid-December. As this lockdown
lasted only a few weeks it did not have a drastic impact on the
overall economic performance. The easing of travel restrictions
led to a recovery in the economically important tourism sector.
After a very strong start of the year, the Austrian export industry
faced headwinds from supply chain disruptions but still contrib-
uted to growth. The economic rebound was also supported by
private consumption and considerable increases in investments.
Rising oil and gas prices drove the noticeable increase of infla-
tion over the course of the year. Overall, average inflation
amounted to 2.8% in 2021. Short-time work schemes helped to
mitigate the effect of the economic downturn on the labour
market. The unemployment rate stood at 6.2%. The Covid-19
crisis management fund set up in March 2020 continued to
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finance temporary support measures such as fixed cost subsidies
as well as various measures to compensate for losses or short-
falls in sales during the various lockdown periods. In 2021, the
Austrian economy grew faster than expected and GDP per
capita amounted to EUR 45,600 at year-end.

Central and Eastern European economies performed well de-
spite temporary lockdown measures. The fast recovery was
mainly driven by household consumption and investments while
supply chain disruptions have impacted industrial output and
exports. The supply bottlenecks particularly hit the Czech,
Slovak and Hungarian automotive industries. The Croatian
economy was strongly supported by a better-than-expected
performance of the country’s dominant tourism industry. In
Romania, the country’s important agricultural sector also sup-
ported economic growth. Government measures helped cushion
the negative impact of the periodic restrictions on employment
and fiscal packages alleviated negative effects on household
incomes.#As a result, unemployment rates in CEE increased
only modestly and remained low compared to many Western
European countries. In most CEE countries, the total debt rela-
tive to the GDP stayed below its pre-crisis peak level. Many of
the region’s central banks increased their key rates in the course
of the year. The interest rate hikes of the Czech National Bank
were the most pronounced, but Poland, Hungary and Romania
also increased their policy rates numerous times in the second
half of the year. Supply-side constraints, higher service and
energy price pressures, together with food prices and some local
factors such as imputed rents or tightness of the local labour
markets contributed to inflationary pressure across the region.
The Czech koruna was the only regional currency that appreci-
ated against the euro in 2021, mainly due to monetary tightening
of the Czech National Bank. Other CEE currencies, such as the
Romanian leu, the Hungarian forint or the Polish zloty slightly
depreciated against the euro. Overall, CEE economies devel-
oped positively with GDP growth rates ranging from 3.0% in
Slovakia to a double-digit figure in Croatia in 2021.

Overall, the Covid-19 pandemic had no material impact on the
economic recovery of Erste Group’s markets in 2021. The
banking sector in the region developed positively. This is re-
flected in net loan growth as well as in increased operating
revenues. Erste Group is of the opinion that the moratoria
introduced due to the Covid-19 pandemic in 2020 met the
conditions as defined in the EBA guidelines published in the
past two years 2020. The relief offered to borrowers therefore
did not lead to a significant increase in credit risk.

PERFORMANCE IN 2021

P&L data from 2021 are compared with data from 2020, bal-
ance sheet data as of 31 December 2021 are compared to data
as of 31 December 2020.

Acquisitions and disposals in Erste Group in 2021 did not have
any significant impact and therefore had no effect on the rates
of change stated below.

Overview

Net interest income increased to EUR 4,975.7 million
(+4.2%; EUR 4,774.8 million), primarily due to rate hikes in
the Czech Republic and in Hungary, strong volume growth in
all markets and a positive one-off effect resulting from
TLTRO I take-up in Austria and Slovakia. Net fee and
commission income rose to EUR 2,303.7 million (+16.5%);
EUR 1,976.8 million) supported by a strong economic recovery
and rising equity markets. Increases were posted across all key
fee and commission categories and core markets — most nota-
bly Austria, with significant growth seen in particular in pay-
ment services and in asset management. Net trading result
declined to EUR 58.6 million (EUR 137.6 million); the line
item gains/losses from financial instruments measured
at fair value through profit or loss rose to EUR 173.2 mil-
lion (EUR 62.0 million). The development of these two line
items was driven mostly by valuation effects, apart from a rise
in income from the foreign exchange business in net trading
result. Operating income increased to EUR 7,742.0 million
(+8.2%:; EUR 7,155.1 million).

Operating income and operating expenses
in EUR million
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General administrative expenses Il Operating income

General administrative expenses were up at EUR 4,306.5
million (+2.0%; EUR 4,220.5 million), personnel expenses
rose to EUR 2,578.1 million (+2.3%; EUR 2,520.7 million).
Other administrative expenses increased to EUR 1,180.3 mil-
lion (+1.9%; EUR 1,158.9 million). Payments into deposit
insurance schemes included in other administrative expenses
decreased to EUR 122.4 million (EUR 132.2 million). Depre-
ciation and amortisation rose to EURD548.0 (+1.3%;
EUR 540.9 million). The operating result was up markedly at
EUR 3,435.5 million (+17.1%; EUR 2,934.6 million) and the
cost/income ratio (see glossary for definition) improved
significantly to 55.6% (59.0%).
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Due to net allocations, the impairment result from financial
instruments amounted to EUR -158.8 million or 9 basis points
of average gross customers loans (EUR -1,294.8 million or 78
basis points). Net allocations to provisions for loans and ad-
vances as well as for commitments and guarantees given were
posted in the Czech Republic, Romania, Croatia, Serbia and
Hungary, but generally remained at a very low level. A positive
contribution came from income from the recovery of loans
already written off as well as from releases, most notably in
Austria (in the Savings Banks segment). In the comparative
period, updated risk parameters with forward looking infor-
mation related to Covid-19 had resulted in high net allocations
to provisions for loans and advances as well as for commitments
and guarantees given.

The NPL ratio (see glossary for definition) based on gross
customer loans improved to a historic low at 2.4% (2.7%). The
NPL coverage ratio (see glossary for definition) (excluding
collateral) increased to 90.9% (88.6%).

Other operating result amounted to EUR -310.5 million
(EUR -278.3 million). This deterioration was attributable to
valuation effects and higher expenses for the annual contribu-
tions to resolution funds; the latter rose — most strongly in
Austria and Romania — to EUR 108.6 million (EUR 93.5 mil-
lion). Banking levies declined to EUR 73.5 million (EUR 117.7
million), primarily due to the abolition of banking tax in Slo-
vakia and lower levies in Austria. At present, banking levies are
payable in two core markets: in Hungary, banking tax amount-
ed to EUR 15.0 million (EUR 14.5 million) and transaction tax
to another EUR 48.0 million (EUR 44.0 million). In Austria,
banking tax equalled EUR 10.5 million (EUR 25.5 million).

Operating result and net profit/loss for the year
attributable to owners of the parent
in EUR million
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Taxes on income rose to EUR 525.2 million (EUR 342.5
million). The minority charge increased to a record EUR 484.8
million (EUR 242.3 million) due to significantly higher earn-
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ings contributions of the savings banks. The net result at-
tributable to owners of the parent rose to EUR 1,923.4
million (EUR 783.1 million) on the back of the strong operat-
ing result and low risk costs.

Cash earnings per share (see glossary for definition)
amounted to EUR 4.18 (reported EPS: EUR 4.17) versus EUR
1.59 (reported EPS: 1.57) in the previous year.

Key profitability ratios in %
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Cost/income ratio I Return on equity

Cash return on equity (see glossary for definition), i.e. return
on equity adjusted for non-cash expenses such as goodwill
impairment and straight-line amortisation of customer relation-
ships, stood at 11.7% (reported ROE: 11.6%) versus 4.7%
(reported ROE: 4.7%) in the previous year.

Total assets increased to EUR 307.4 billion (+10.8%;
EUR 277.4 billion). On the asset side, cash and cash balances
increased, primarily in Austria, to EUR 45.5 billion (EUR 35.8
billion), loans and advances to banks declined to EUR 21.0
billion (EUR 21.5 billion). Loans and advances to custom-
ers (net) rose to EUR 180.3 billion (+8.6%; EUR 166.1 bil-
lion). On the liability side, deposits from banks grew signifi-
cantly to EUR 31.9 billion (EUR 24.8 billion) as a result of
increased ECB refinancing (TLTRO Ill). Customer deposits
rose in all core markets — most strongly in Austria and the
Czech Republic — to EUR 210.5 billion (+10.2%; EUR 191.1
billion). The loan-to-deposit ratio (see glossary for defini-
tion) declined to 85.6% (86.9%).

The common equity tier 1 ratio (CET1, CRR final, see
glossary for definition) stood at 14.5% (14.2%), the total
capital ratio (see glossary for definition) at 19.1% (19.7%).

OUTLOOK

Erste Group’s goal for 2022 is to again achieve a double-digit
return on tangible equity (ROTE). Among the factors that will
support achievement of this goal is the continued strong eco-
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nomic performance of all core markets — Austria, Czech Repub-
lic, Slovakia, Hungary, Romania, Croatia and Serbia — and, on
this basis, an improvement in the operating result and a contin-
ued benign risk environment. A continuation or further escala-
tion of Covid-19 measures by governments as well as potential
— and as yet unquantifiable — (geo-)political, regulatory or eco-
nomic risks may render meeting these goals more challenging.

Erste Group’s core markets are expected to post real GDP
growth in the order of 3-5% in 2022. Inflation is set to remain a
key theme throughout the year but at the same time is expected
to remain broadly stable at elevated 2021 levels. In line with
the strong economic outlook unemployment rates are expected
to decline from already low levels in all markets. In most coun-
tries, sustained competitiveness should again result in sustaina-
ble current account balances. The fiscal situation should like-
wise improve again after significant budget deficits in 2021.
Public debt to GDP is projected to improve across the board,
albeit from elevated levels.

Against this backdrop, Erste Group expects net loan growth in
the mid-single digits. This performance as well as interest rate
tailwinds should lead to an at least mid-single-digit increase in
net interest income despite negative policy rates in the euro
zone. The second most important income component — net fee
and commission income is expected to rise in the low to mid-
single digits, following the exceptional performance in 2021.
As in 2021, positive momentum should again come from asset
management and securities business, assuming a continued
constructive capital markets environment. Insurance brokerage
as well as payment services fees are also expected to contrib-
ute. The net trading and fair value result is expected to come in
at a similar level as in the previous year. This, however, will
depend substantially on the financial market environment. The
remaining income components are forecast to remain, by and
large, stable. Overall, operating income should increase in
2022. Operating expenses are expected to rise at a lower level
than operating income, thus resulting in a cost income ratio of
below 55% in 2022, significantly earlier than planned (2024).
In addition, Erste Group will continue to invest in IT in 2022
and thus strengthen its competitive position, with a focus on
progressive IT modernisation, back office digitalisation and
further development of the digital platform George.

Based on the robust macro outlook described above, risks costs
should remain at a low level in 2022. While precise forecasting
is hard at current low risk cost levels, Erste Group believes that
in 2022 risk costs will be below 20 basis points of average
gross customer loans. The NPL ratio is expected below 3.0%.

Other operating result is expected to remain unchanged in the
absence of significant one-off effects. Assuming a low effective
group tax rate of about 19% and similar minority charges as in
2021, Erste Group aims to achieve a double-digit ROTE. Erste
Group’s CET1 ratio is expected to remain strong. Consequent-

ly, Erste Group will propose a dividend of EUR 1.6 per share
for the 2021 fiscal year to the 2022 AGM.

Potential risks to the guidance include (geo)political and eco-
nomic (including monetary and fiscal policy impacts) develop-
ments, regulatory measures as well as global health risks and
changes to the competitive environment. In addition, given the
Covid-19 governmental measures and their impact on the eco-
nomic development, financial forecasts are still subject to an
elevated level of uncertainty. The evolving Russia-Ukraine
situation does not impact Erste Group directly, as it has no
operating presence in those countries; exposures to both coun-
tries are negligible and no additional risk provisioning is cur-
rently required in this context. Indirect effects, such as financial
market volatility or sanctions-related knock-on effects on some
of our customers cannot be ruled out, though. Further geopoliti-
cal developments might lead to economic difficulties and failure
of banks based in EU Member States. As a consequence, the
possible activation of national or European deposit insurance
and resolution systems might have financial impacts on member
banks of Erste Group. Any resulting financial effects cannot be
assessed at the current point in time. Erste Group is moreover
exposed to non-financial and legal risks that may materialise
regardless of the economic environment. Worse-than-expected
economic development may put goodwill at risk.

ANALYSIS OF PERFORMANCE

Net interest income

Net interest income rose to EUR 4,975.7 million (EUR 4,774.8
million). The benign interest rate environment in the Czech
Republic and in Hungary, strong volume growth in all markets
and especially in the housing loan segment, and a one-off effect
from the take-up of TLTRO Il1 funds in Austria and in Slovakia
in the amount of EUR 93.0 million (EUR 8.0 million) were
among the key growth drivers.

Net interest margin in %
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A decline in modification losses from lending, which are re-
ported in net interest income, also had a positive effect. The net
interest margin (calculated as the annualised sum of net interest
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income, dividend income and net result from equity method
investments over average interest-bearing assets) stood at
2.05% (2.08%).

Net fee and commission income

Net fee and commission income increased to EUR 2,303.7 mil-
lion (EUR 1,976.8 million). Significant growth was recorded
across all fee and commission categories and all core markets.
The most marked rises were seen in payment services and asset
management (most notably in Austria). The latter benefitted
from strongly performing equity markets. Income from the
custody business and brokerage commissions was likewise up
substantially.

Net fee and commission income, structure and trend
in EUR million
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Net trading result & gains/losses from financial
instruments measured at fair value through profit or
loss

Valuation effects have a substantial impact on the net trading
result as well as the line item gains/losses from financial
instruments measured at fair value through profit or
loss. Debt securities issued measured at FV through profit or
loss have a significant impact on these line items as related
valuation results are shown in the line item gains/losses from
financial instruments measured at fair value through profit or
loss, while the valuation results of corresponding hedges are
shown in net trading result — as are financial assets in the fair
value and trading portfolios.

Due to valuation effects in the derivatives business resulting
from interest rate developments, net trading result declined to
EUR 58.6 million (EUR 137.6 million) despite continued
strong foreign exchange trading. Gains/losses from financial
instruments measured at fair value through profit or loss rose to
EUR 173.2 million (EUR 62.0 million). Due to the rise in long-
term interest rates, lower income from the valuation of the
securities portfolio in Austria and losses from the valuation of
the loan portfolio measured at fair value in Hungary were
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offset by significantly higher gains from the valuation of debt
securities in issue.

General administrative expenses

General administrative expenses rose to EUR 4,306.5
million (EUR 4,220.5 million). Personnel expenses in-
creased to EUR 2,578.1 million (EUR 2,520.7 million), most
notably in the Czech Republic, but also in Hungary and Croa-
tia. On the back of lower average headcounts, cost reductions
were achieved primarily in Austria, Romania and Slovakia.

Employees as of 31 December 2021

Slovenska sporitel'fia

Erste Bank Hungary

‘ Erste Bank Croatia

1,197 Erste Bank Serbia
2,134

3,664 Other

9,711 ————— C(eska spoiitelna

I Banca Comerciald Romana
5,342

I Erste Group in Austria
8,516

Cro: savings banks

7,090

Other administrative expenses were higher at
EUR 1,180.3 million (EUR 1,158.9 million), with marketing
and IT expenses up most markedly. Contributions to deposit
insurance systems declined to EUR 122.4 million (EUR 132.2
million). In Austria, they decreased to EUR 85.5 million
(EUR 95.0 million) after a one-off effect in the previous year.
No contributions are currently payable in Croatia. In Slovakia,
contributions rose to EUR 9.4 million (EUR 1.1 million).
Depreciation and amortisation amounted to EUR 548.0
million (EUR 540.9 million).

General administrative expenses,
structure and trend, in EUR million
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Operating result

Operating income increased to EUR 7,742.0 million (+8.2%);
EUR 7,155.1 million), with a marked rise in the key income
components, most notably net fee and commission income but
also net interest income, and a strong net trading and fair value
result. General administrative expenses rose to EUR 4,306.5
million (+2.0%; EUR 4,220.5 million). The operating result
rose to EUR 3,435.5 million (+17.1%; EUR 2,934.6 million).
The cost/income ratio improved to 55.6% (59.0%).

Gains/losses from derecognition of financial
instruments not measured at fair value through profit
or loss

Losses from derecognition of financial instruments not measured
at fair value through profit or loss amounted to EUR 32.8 million
(EUR 6.5 million). This line item includes primarily one-off
losses from derecognition of liabilities and negative results from
the sale of securities in the Czech Republic and Austria.

Impairment result from financial instruments

The impairment result from financial instruments amounted to
EUR -158.8 million (EUR -1,294.8 million). Net allocations to
provisions for loans and advances declined to EUR 119.1
million (EUR 1,231.0 million), those for commitments and
guarantees given to EUR 104.8 million (EUR 159.2 million).
Positive contributions came from the release of provisions for
loans in Austria (Savings Banks segment) as well as from
income from the recovery of loans already written off in all
segments in the amount of EUR 90.8 million (EUR 145.0
million). In the comparative period, updated risk parameters
with forward-looking information as well as stage overlays
related to the Covid-19 pandemic had led to a significant rise in
allocations to provisions.

Other operating result

Other operating result came in at EUR -310.5 million (EUR -
278.3 million). The deterioration was primarily due to valuation
effects. Levies on banking activities declined to EUR 73.5
million (EUR 117.7 million). This decline is attributable to the
abolition of banking levies in Slovakia, which had amounted to
EUR 33.8 million in the comparative period. Banking levies
payable in Austria decreased to EUR 10.5 million (EUR 25.5
million) on the back of significantly lower levies payable by the
Holding. Hungarian banking tax rose slightly to EUR 15.0
million (EUR 14.5 million). Together with the financial transac-
tion tax of EUR 48.0 million (EUR 44.0 million), banking levies
in Hungary totalled EUR 63.0 million (EUR 58.5 million).

The balance of allocations/releases of other provisions im-
proved to EUR 5.1 million (EUR -18.4 million). Other operat-
ing result also reflects the annual contributions to resolution
funds in the amount of EUR 108.6 million (EUR 93.5 million).
Increases were recorded above all in Austria to EUR51.5
million (EUR 43.6 million) and in Romania to EUR 11.4 mil-
lion (EUR 7.7 million).

Profit/loss for the year

The pre-tax result from continuing operations amounted to
EUR 2,933.4 million (EUR 1,368.0 million). Taxes on income
rose to EUR 525.2 million (EUR 342.5 million). The minority
charge increased to EUR 484.8 million (EUR 242.3 million) due
to higher earnings contributions of savings banks resulting pri-
marily from a significant improvement in the impairment result
from financial instruments. The net result attributable to owners
of the parent rose to EUR 1,923.4 million (EUR 783.1 million).

Tax situation

Pursuant to section 9 of the Austrian Corporate Tax Act (KStG),
Erste Group Bank AG and its main domestic subsidiaries consti-
tute a tax group. As opposed to previous periods, a significant
taxable profit was accounted for in 2021. According to the
applicable legal regulations, 75 per cent of the taxable profit
was offset with tax loss carryforward, as the remaining 25 per
cent current income tax was accounted for. In 2021, the current
tax loss carried forward decreased accordingly.

Taxes on income are made up of current taxes on income calcu-
lated in each of the Group companies based on the results re-
ported for tax purposes, corrections to taxes on income for
previous years, and the change in deferred taxes. The reported
total income tax expense amounted to EUR 525.2 million (EUR
342.5 million).

Balance sheet development

The rise in cash and cash balances to EUR 45.5 billion
(EUR 35.8 hillion) was primarily due to rising cash balances
held at central banks, not least as a result of increased
TLTRO I funds. Trading and investment securities held
in various categories of financial assets increased to EUR 53.2
billion (EUR 46.8 billion).

Loans and advances to customers, structure and
trend, in EUR million
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Loans and advances to credit institutions (net), including
demand deposits other than overnight deposits, declined slight-
ly to EUR 21.0 billion (EUR 21.5 billion).
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Loans and advances to customers (net) rose — most nota-
bly in Austria and the Czech Republic — to EUR 180.3 billion
(EUR 166.1 billion) driven by retail and corporate loan growth.

Loan loss allowances for loans to customers amounted to
EUR 3.9 billion (EUR 4.0 billion). The NPL ratio — non-
performing loans as a percentage of gross customer loans —
improved to 2.4% (2.7%), the NPL coverage ratio (based on
gross customer loans) rose to 90.9% (88.6%)

Intangible assets were stable at EUR 1.4 billion (EUR 1.4
billion). Miscellaneous assets amounted to EUR 6.1 billion
(EUR 5.8 billion).

Financial liabilities — held for trading declined to EUR 2.5
billion (EUR 2.6 billion).

Deposits from banks, primarily in the form of term deposits,
rose to EUR31.9 billion (EUR 24.8 billion), including
TLTRO Il funds with a carrying amount of EUR 20.9 billion
(EUR 14.1 billion); deposits from customers increased to
EUR 210.5 hillion (EUR 191.1 billion) due to strong growth in
overnight deposits (leasing liabilities of EUR 0.6 billion are not
included in this position). The loan-to-deposit ratio declined
to 85.6% (86.9%). Debt securities in issue increased to
EUR 32.1 billion (EUR 30.7 billion). Miscellaneous liabili-
ties amounted to EUR 6.9 billion (EUR 5.8 billion).

Total assets rose to EUR 307.4 billion (EUR 277.4 hillion).

Balance sheet structure/liabilities and total equity
in EUR million

350,000 —

307,428
300,000

277,394

250,000 |— 236,792 245,693

220,659 -

2017 2018 2019 2020 2021

200,000 [—

150,000 —
100,000 —
50,000 —

0

Deposits by banks I Customer accounts

[ Debts securities in issue Total equity and other liabilities

Total equity increased to EUR 23.5 billion (EUR 22.4 billion).
This includes AT1 instruments in the amount of EUR 2.2 bil-
lion from four issuances (April 2017, March 2019, January
2020 and November 2020). After regulatory deductions and
filtering according to the Capital Requirements Regulation
(CRR) common equity tier 1 capital (CET1, CRR final) rose
to EUR 18.8 hillion (EUR 17.1 billion) as were total own
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funds (CRR final) to EUR 24.8 billion (EUR 23.6 hillion).
Total risk — risk-weighted assets including credit, market
and operational risk (CRR final) — increased moderately to
EUR 129.6 billion (EUR 120.2 billion).

Common equity tier 1 capital (CET1) according to CRR
in EUR million
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Consolidated regulatory capital is calculated in accordance
with CRR taking into consideration transitional provisions as
defined in the Austrian CRR Supplementary Regulation and the
Regulation (EU) 2016/445 of the European Central Bank on
the exercise of options and discretions available in Union law.$
These transitional provisions define the percentages applicable
to eligible capital instruments and regulatory deduction items
as well as filters.

The total capital ratio, total eligible qualifying capital in
relation to total risk (CRR final), declined to 19.1% (19.7%),
primarily due to the early redemption of a portion of AT1 capi-
tal but remained well above the legal minimum requirement.

The tier 1 ratio (CRR final) stood at 16.2% (16.5%), the
common equity tier 1 ratio (CRR final) at 14.5% (14.2%).

Solvency ratio and common equity tier 1 capital ratio in %
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Segments

Erste Group’s segment reporting is based on IFRS 8 Operating
Segments, which adopts the management approach. Accordingly,
segment information is prepared on the basis of internal man-
agement reporting that is regularly reviewed by the chief operat-
ing decision maker to assess the performance of the segments and
make decisions regarding the allocation of resources. Within
Erste Group the function of the chief operating decision maker is
exercised by the management board.

Erste Group uses a matrix organisational structure with geograph-
ical segmentation and business segments. Since the chief operat-
ing decision maker performs the steering primarily based on
geographical segments, those are defined as operating segments
according to IFRS 8. In order to provide more comprehensive
information, the performance of the business segments is reported
additionally.

The tables and information below provide a brief overview and
focus on selected and summarised items. For more details, please
see Note 1. Additional information is available in Excel format at
www.erstegroup.com/en/investors/reports/financial-reports.

Operating income consists of net interest income, net fee and
commission income, net trading result, gains/losses from finan-
cial instruments measured at fair value through profit or loss,
dividend income, net result from equity method investments, and
rental income from investment properties and other operating
leases. The latter three listed items are not disclosed in the tables
below. Net trading result and gains/losses from financial instru-
ments measured at fair value through profit or loss are summa-
rised under one position. Operating expenses correspond to the
position general administrative expenses. Operating result is the

net amount of operating income and operating expenses. Risk
provisions for loans and receivables as well as impairments and
provisions for commitments and guarantees given are included in
the position impairment result from financial instruments. Other
result summarises the positions other operating result and
gains/losses from financial instruments not measured at fair value
through profit or loss, net. The cost/income ratio is calculated as
operating expenses in relation to operating income. The return on
allocated capital is defined as the net result after tax/before mi-
norities in relation to the average allocated capital.

Geographical segmentation —
operating segments

For the purpose of segment reporting geographical segments are
defined as operating segments, for which the information is pre-
sented on the basis of the booking entity's location (not the coun-
try of risk). In case of information regarding a partial group, the
allocation is based on the location of the respective parent entity
according to the local management responsibility.

Geographical areas are defined according to the core markets in
which Erste Group operates. Based on the locations of the banking
and other financial institution participations, the geographical
areas consist of two core markets, Austria and Central and Eastern
Europe and a residual segment Other that comprises the remaining
business activities of Erste Group outside its core markets as well
as the reconciliation to the consolidated accounting result.

Erste Group — geographical segmentation - operating segments

Austria Central and Eastern Europe Other
EBOe & Savings Other Czech . . : :
Subsidiaries Banks Austria Republic Slovakia Romania Hungary Croatia Serbia

The geographical area Austria consists of the following three
operating segments:

_ The Erste Bank Oesterreich & Subsidiaries (EBOe &
Subsidiaries) segment comprises Erste Bank der oester-
reichischen Sparkassen AG (Erste Bank Oesterreich) and its
main subsidiaries (e.g. sBausparkasse, Salzburger Sparkasse,
Tiroler Sparkasse, Sparkasse Hainburg).

_ The Savings banks segment includes those savings banks
which are members of the Haftungsverbund (cross-guarantee
system) of the Austrian savings banks sector and in which
Erste Group does not hold a majority stake but which are ful-

ly controlled according to IFRS 10. The fully or majority
owned Erste Bank Oesterreich, Tiroler Sparkasse, Salzburger
Sparkasse, and Sparkasse Hainburg are not part of the Sav-
ings Banks segment.

_ The Other Austria segment comprises Erste Group Bank AG
(Holding) with its Corporates and Group Markets business,
Erste Group Immorent GmbH, Erste Asset Management
GmbH and Intermarket Bank AG.
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The geographical area Central and Eastern Europe (CEE) consists
of six operating segments covering Erste Group’s banking subsid-
iaries located in the respective CEE countries:

_ Czech Republic (comprising Ceska spofitelna Group)

_ Slovakia (comprising Slovenska sporitel’tia Group)

_ Romania (comprising Banca Comerciala Romana Group)

_ Hungary (comprising Erste Bank Hungary Group)

_ Croatia (comprising Erste Bank Croatia Group)

_ Serbia (comprising Erste Bank Serbia Group).

The residual segment Other covers mainly centrally managed
activities and items that are not directly allocated to other seg-
ments. It comprises the corporate center of Erste Group Bank AG
(and thus dividends and the refinancing costs from participations,
general administrative expenses), internal service providers (fa-
cility management, IT, procurement), the banking tax of Erste
Group Bank AG as well as free capital of Erste Group (defined as
the difference of the total average IFRS equity and the average
economical equity allocated to the segments). Asset/Liability
Management of Erste Group Bank AG as well as the reconcilia-
tion to the consolidated accounting result (e.g. intragroup elimi-
nations, dividend eliminations) are also part of the segment Other.

Austria

Economic review

Austria is a well-diversified, developed and open economy, bene-
fitting from a highly educated workforce. Following the phasing
out of Covid-related containment measures the country’s econo-
my experienced a strong economic rebound in 2021. Due to the
rapid recovery and progress towards normalisation in many sec-
tors, the Austrian government started to adjust the Covid-19
support programmes from mid-2021. In November however, due
to the sharp increase of Covid-19 infections, the government
imposed a three week nationwide lockdown. This lockdown had a
less severe impact on the overall economic performance than the
previous lockdowns.

The easing of travel restrictions in the early summer of 2021 led to
a partial recovery in the economically important tourism sector.
After a very strong start in the year, the Austrian export industry
faced headwinds from supply chain disruptions and did not con-
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tribute to growth in 2021. The economic rebound was supported
by strong private consumption and considerable increases in in-
vestments. Short-time work schemes helped to mitigate the effect
of the economic downturn on the labour market. The unemploy-
ment rate slightly increased to 6.2% in 2021. Overall, real GDP
increased by 4.8%, GDP per capita amounted to EUR 45,600.

Austria experienced a volatile political environment resulting in
changes in the government in the final quarter of the year. In addi-
tion, Austria’s public finance remained overstretched with a general
government deficit of 6.2% of GDP. The Covid-19 crisis manage-
ment fund set up in March 2020 continued to finance temporary
support measures such as fixed cost subsidies as well as various
measures to compensate for losses or shortfalls in sales during the
various lockdown periods. In addition, short-time work schemes,
tax deferrals and public guarantees for loans were still in place to
preserve employment and help companies avoid liquidity con-
straints. Public debt as a percentage of GDP increased to 83.4%.

Surging energy prices, most notably for oil, natural gas and elec-
tricity led to higher inflation. Overall, average inflation amounted
to 2.8% in 2021. Core inflation, excluding food and energy pric-
es, increased significantly to 2.3%. As Austria is part of the euro
zone, its monetary policy is set by the European Central Bank
(ECB). The ECB has maintained an accommodating monetary
policy stance to preserve favourable financing conditions for the
real economy. The ECB confirmed it would continue asset pur-
chases under the Pandemic Emergency Purchase Programme
(PEPP) until at least the end of March 2022. Net purchases under
the Asset Purchase Programme (APP) continued at a monthly
pace of EUR 20 billion. Refinancing operations, notably the third
series of the targeted longer-term refinancing operations (TLTRO
111), continued to provide liquidity to euro area banks to support
the flow of credit to households and firms. The ECB kept its
discount rate at zero throughout the year.

The three main rating agencies affirmed their credit ratings for
Austria in 2021. Moody’s credit rating for Austria was unchanged
at Aal with a stable outlook. Fitch and Standard & Poor’s af-
firmed their credit rating for Austria at AA+ with a stable outlook.
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Key economic indicators — Austria 2018 2019 2020 2021e
Population (ave, million) 8.8 8.9 8.9 9.0
GDP (nominal, EUR billion) 385.4 397.5 379.3 408.7
GDP/capita (in EUR thousand) 43.6 44.8 42.5 45.6
Real GDP growth 2.6 1.5 -6.7 4.8
Private consumption growth 1.1 0.7 -8.5 3.3
Exports (share of GDP) 42.1 42.7 40.5 43.1
Imports (share of GDP) 441 445 429 45.9
Unemployment (Eurostat definition) 4.9 4.8 6.1 6.2
Consumer price inflation (ave) 2.1 1.5 1.4 2.8
Short term interest rate (3 months average) -0.3 -0.4 -0.4 -0.6
EUR FX rate (ave) 1.0 1.0 1.0 1.0
EUR FX rate (eop) 1.0 1.0 1.0 1.0
Current account balance (share of GDP) 1.3 21 1.9 -0.8
General government balance (share of GDP) 0.2 0.6 -8.3 -6.2

Source: Erste Group

Market review

Austria’s highly competitive banking sector has demonstrated
resilience to the Covid-19 induced crisis and continued to signifi-
cantly support the country’s economy. Housing loans grew sharp-
ly fuelled by very low interest rates, further rising real estate
prices and strong competition among lenders. Overall, customer
loan growth amounted to 6.9%, mainly driven by the surging
demand for housing loans. Due to low interest rates, the share of
variable rate loans continued to decline. In the past two years,
Austrian banks have increasingly grown their balance sheets by
taking advantage of the TLTROs. At 3.9%, customer deposits
increased less than loans. The banking system’s loan to deposit
ratio stood at 93.3% at the end of the year.

Financial intermediation — Austria (in % of GDP)
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Austrian banks’ capital ratios remained fundamentally solid,
partly reflecting relaxed regulatory requirements and restrictions
on dividend payments in response to the Corona induced crisis.
Funding and liquidity profiles remained strong. The Systemic
Risk (SRB) and the Other Systemically Important Institutions
(OSI) buffers were recalibrated to 1% as of December 2020.
Starting with 2021, these buffers were cumulative. The Financial
Market Stability Board recommended to keep the countercyclical

capital buffer at a rate of 0%. Stress test results, published by the
Austrian National Bank annually, confirmed again that the do-
mestic banking sector’s risk-bearing capacity was adequate.

The Austrian banking sector’s profitability rebounded on the back
of an economic recovery supported by comprehensive public
support measures and ongoing credit growth. The prolongation of
the low interest rate environment continued to burden operating
revenues and put further pressure on banks’ net interest margins.
Widely used remote work and subdued business travel continued
to have positive effects on administrative costs, while IT invest-
ments weighed on overall cost developments. In 2021, banks
were mostly able to offset these headwinds on their net interest
income through loan growth, as demand for mortgages held up
well. The sharp drop in risk costs was attributable to still very low
credit default volumes following the substantial risk provisioning
of the prior year. The share of nonperforming loans stood at
1.8%. Participation in Covid-19-moratoria remained low. Austri-
an banks continued to pay a banking tax. Digital financial ser-
vices and products were improved and digital penetration in-
creased further. Overall, the Austrian banking system profitability
increased significantly.

Market shares — Austria (in %)
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Erste Bank Oesterreich and the savings banks succeeded in further
increasing their combined market shares to between 21% and
25%, both in retail and corporate business, benefitting from their
balanced business model. George, the digital banking platform of
Erste Group, proved its significance during the lockdowns. In
2021, George’s product range was again widened. With more than
2 million users and 43 million monthly logins in the country, more
than a third of the Austrian online banking customers used George.

ERSTE BANK OESTERREICH &
SUBSIDIARIES

Business review 2021 — questions to Gerda Holzinger-
Burgstaller, CEO of Erste Bank Oesterreich

How did the competitive environment change?

While the economy recovered in the second year of the Corona
pandemic, the market environment remained challenging. High
bank density in Austria combined with the low-interest-rate envi-
ronment that has been persisting for a number of years, resulted
in continued fierce price competition, most importantly in real
estate financing. While on the one hand a growing number of
specialised challengers is entering the market, seeking to target
their offerings to specific customer segments, several internation-
al competitors also withdrew from the Austrian market last year.

Loan volume increased both in the retail and the corporate sec-
tors. Marked growth was seen in particular in housing loans,
which went hand in hand with a sharp rise in real estate prices.
Government support measures taken to cope with the effects of
the pandemic in Austria, including loan moratoria, had a benefi-
cial impact on the overall economy and the liquidity of private
individuals and companies. Due to the pandemic, deposit volume
and the savings ratio were up significantly and the strong trend
towards cashless payments continued. On the investment side, the
interest-rate environment boosted interest in more risky assets.
Amid the solid performance of the markets this led to a substan-
tial rise in demand and increased volume.

Which ESG related topics were most relevant for you?
Sustainability is a key topic to us. As a bank, we can and want to
play a significant part in the transition towards a sustainable econ-
omy. In recognition of this, we at Erste Group have taken on a
pioneering role: we offer our customers sustainable investment
products and assist them by providing comprehensive advice and
sustainable approaches to financing. At the same time we are
setting ourselves ambitious goals for our own ecological footprint,
a sustainable loan portfolio and progressing decarbonisation.

In line with our founding principles we are also committed to
bringing financial education to children and young people as well
as to our customers. We want to contribute to their financial
health, but also help those who are already experiencing financial
difficulties to get back on their feet — most notably through
Zweite Wiener Vereins-Sparcasse.
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In the context of one of our core tasks, financing and providing
housing, we approach the theme of affordable housing also indi-
rectly, through our dedication in the sector of non-profit developers.

How did you manage to successfully differentiate your
business activities from those of your competition?

Even in the second year of the pandemic we considered it a key
mission to always be available to our customers, true to our motto
of “we care”. It was last but not least due to our tried-and-tested
omni-channel capabilities that we were able to offer customers
the contact points, services and advice they required. Based on
automated processes combined with high-quality personal advice
we provided well-targeted support. We are increasingly success-
ful in offering our customers the tools they need to always have
an eye on their financial health and to develop and implement
strategies for its improvement.

A well-known and strong brand coupled with leadership on
innovation will also help us to further expand our customer base
in the future.

Looking back at the year, what major achievements or
challenges were especially noteworthy?

Last year, the focus was again on digitalisation and transfor-
mation. We are continually working on developing and expanding
the omni-channel customer experience mentioned through ongo-
ing innovation, thereby supporting the sustained positive devel-
opment of the number of customer and customer satisfaction. At
the same time, we have been able to offer our customers more
options for asset growth in the form of investment plans including
equities and certificates. Working with a wider range of sustaina-
ble investment products we placed a focus on sustainable adviso-
ry services. In 2021, for example, four products specifically
designed for sustainability were among the top five investment
funds most sold to retail customers. In addition, we were able to
boost efficiency and exploit synergies by taking extensive organi-
sational measures.

Last but not least, | am of course also pleased about the awards
received by Erste Bank Oesterreich. In 2021, we were named Best
Private Bank and Best Bank of the Country by the renowned
financial magazine The Banker, and the banking app George
received the OGVS App Award of the Austrian consumer research
association OGVS in recognition of its high user-friendliness.

Business review — additional question on cooperation
with the savings banks

How did cooperation with the savings banks develop, and
what were the major achievements in this area?
In 2021, as in the previous year, the Savings Banks were again a
key partner for all retail and corporate customers in dealing with
the financial problems induced by the Covid-19 crisis.
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To strengthen cooperation even further, a number of projects were
pursued internally. The Savings Banks Group agreed, for exam-
ple, on uniform retail segmentation criteria. These facilitate ad-
dressing specific target groups on the various sales channels,
optimisation of back office processes and contribute to improving
the quality of the customer relationship. In addition, the Value
Chain Lending initiative was launched, which combines all ef-
forts of Erste Bank Oesterreich and the Savings Banks Group
designed to keep developing both analogue loans, those offered in
the branches, as well as digital lending options.

Financial review

Future participation in Sparkasse Oberdsterreich was newly agreed:
Erste Bank Oesterreich will gradually reduce its interest in Spar-
kasse Oberdsterreich from 39.19% to 10% by June 2026. This stake
will be taken over by Anteilsverwaltung Allgemeine Sparkasse,
which will raise its share to 85.7%. At the same time, steps will be
taken to include Sparkasse Oberdsterreich in the cross-guarantee
system. As a result, the entire Austrian Savings Banks Group will
be covered by the cross-guarantee system in the future. Sparkasse
Oberdsterreich had already been a member of the Savings Banks
Group's deposit insurance and investor compensation system.

in EUR million 2020 2021 Change
Net interest income 638.2 646.4 1.3%
Net fee and commission income 406.6 460.1 13.2%
Net trading result and gains/losses from financial instruments at FVPL 13.8 17.0 23.4%
Operating income 1,126.1 1,193.3 6.0%
Operating expenses -711.4 -702.7 -1.2%
Operating result 414.7 490.6 18.3%
Cost/income ratio 63.2% 58.9%

Impairment result from financial instruments -135.8 -31.5 -76.8%
Other result -9.5 -34.8 >100.0%
Net result attributable to owners of the parent 222.0 306.6 38.1%
Return on allocated capital 15.6% 16.4%

Net interest income increased due to the one-off booking related
to TLTRO I refinancing with ECB (EUR 20.1 million) and
higher loan volumes, which were partially offset by lower mar-
gins for customer loans and higher interest expense for the
placement of excess liquidity. Net fee and commission income
rose on the back of higher income from securities and payment
fees. The improvement in net trading result and gains/losses from
financial instruments at FVPL was driven by valuation effects.
Operating expenses went down due to the decrease of deposit
insurance contribution to EUR 33.8 million (EUR 49.9 million)
and lower IT expenses, which offset higher personnel, marketing,
legal and consulting expenses. Consequently, operating result
increased and the cost/income ratio improved. Impairment result
from financial instruments improved as last year updated risk
parameters with forward looking information and stage overlays
related to the Covid-19 crisis led to significantly higher risk
provisioning. Other result worsened mainly due to lower selling
gains from real estate. Payments into the resolution fund in-
creased to EUR 12.3 million (EUR 10.5 million). Banking tax
amounted