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Key financial and operating data

Income statement (in EUR million) 2015 2016 2017 2018 2019
Net interest income 4,444.7 4,374.5 4,353.2 4,582.0 4,746.8
Net fee and commission income 1,861.8 1,783.0 1,851.6 1,908.4 2,000.1
Net trading result and gains/losses from financial instruments at FVPL 2101 272.3 210.5 193.7 293.8
Operating income 6,771.8 6,691.2 6,669.0 6,915.6 7,255.9
Operating expenses -3,868.9 -4,028.2 -4,158.2 -4,181.1 -4,283.3
Operating result 2,902.9 2,663.0 2,510.8 2,734.6 2,972.7
Impairment result from financial instruments -729.1 -195.7 -132.0 59.3 -39.2
Other operating result -635.6 -665.0 -457 .4 -304.5 -628.2
Pre-tax result from continuing operations 1,639.1 1,950.4 2,077.8 2,495.0 2,329.7
Net result attributable to owners of the parent 968.2 1,264.7 1,316.2 1,793.4 1,470.1
Net interest margin (on average interest-bearing assets) 2.59% 2.51% 2.40% 2.30% 2.18%
Cost/income ratio 57.1% 60.2% 62.4% 60.5% 59.0%
Provisioning ratio (on average gross customer loans) 0.56% 0.15% 0.09% -0.03% 0.07%
Tax rate 22.2% 21.2% 19.7% 13.3% 18.0%
Return on tangible equity 10.8% 12.3% 11.5% 15.2% 11.2%
Earnings per share (in EUR) 2.27 2.93 2.94 4.02 3.23
Balance sheet (in EUR million) Dec 15 Dec 16 Dec 17 Dec 18 Dec 19
Cash and cash balances 12,350 18,353 21,796 17,549 10,693
Trading, financial assets 47,542 48,320 42,752 43,930 44,295
Loans and advances to banks 4,805 3,469 9,126 19,103 23,055
Loans and advances to customers 125,897 130,654 139,532 149,321 160,270
Intangible assets 1,465 1,390 1,524 1,507 1,368
Miscellaneous assets 7,685 6,775 5,929 5,382 6,012
Total assets 199,743 208,227 220,659 236,792 245,693
Financial liabilities held for trading 5,867 4,762 3,423 2,508 2,421
Deposits from banks 14,212 14,631 16,349 17,658 13,141
Deposits from customers 127,946 138,013 150,969 162,638 173,846
Debt securities issued 29,654 27,192 25,095 29,738 30,371
Miscellaneous liabilities 7,257 7,027 6,535 5,381 5,437
Total equity 14,807 16,602 18,288 18,869 20,477
Total liabilities and equity 199,743 208,227 220,659 236,792 245,693
Loan/deposit ratio 98.4% 94.7% 92.4% 91.8% 92.2%
NPL ratio 71% 4.9% 4.0% 3.2% 2.5%
NPL coverage ratio (based on AC loans, ex collateral) 64.5% 69.1% 68.8% 73.4% 771%
Texas ratio 48.1% 34.6% 29.2% 24.5% 19.9%
Total own funds (CRR final, in EUR million) 17,284 18,893 20,337 20,891 21,961
CET1 capital ratio (CRR final) 12.0% 12.8% 12.9% 13.5% 13.7%
Total capital ratio (CRR final) 17.2% 18.2% 18.2% 18.1% 18.5%
About the share 2015 2016 2017 2018 2019
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 426,726,297 426,668,132 426,679,572 426,696,221 426,565,097
Market capitalisation (in EUR billion) 12.4 12.0 15.5 12.5 14.4
High (in EUR) 29.04 29.59 37.99 42.38 37.07
Low (in EUR) 18.97 18.87 27.46 28.10 28.23
Closing price (in EUR) 28.91 27.82 36.105 29.05 33.56
Price/earnings ratio 12.8 9.5 11.8 7.0 9.8
Dividend per share (in EUR) 0.50 1.00 1.20 1.40 1.50
Payout ratio 22.2% 34.0% 39.2% 33.6% 43.9%
Dividend yield 1.7% 3.6% 3.3% 4.8% 4.5%
Book value per share 256 27.8 30.0 31.1 329
Price/book ratio 1.1 1.0 1.2 0.9 1.0
Additional information Dec 15 Dec 16 Dec 17 Dec 18 Dec 19
Employees (full-time equivalents) 46,467 47,034 47,702 47,397 47,284
Branches 2,735 2,648 2,565 2,507 2,373
Customers (in million) 15.8 15.9 16.1 16.2 16.6

Data as of 28 February 2020
CRR: Capital Requirements Regulation

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



Financial data

Earnings per share Return on tangible equity, ROTE
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Shareholder structure

as of 31 December 2019 10.78% Unidentified*

2.27% Identified trading**

11.41% ERSTE Foundation*

51.77%

Institutional investors 5.98% Savings banks &

savings banks foundations?

3.08% Other syndicated?®
27.08%

Austria

9.92% CaixaBank

2.27%
Identified trading** 0.79% Employees

4.00% Retail investors

10.78%

Unidentified 16.30% North America

3.13%
Rest of world

24.19%

Continental Europe 16.25% UK & Ireland

! Economic interest ERSTE Foundation, incl. Erste Employees Foundation

2 Economic interest savings banks and savings banks foundations

3 Other parties to the shareholder agreement of ERSTE Foundation, savings banks and CaixaBank

* Unidentified institutional and retail investors

** Incl. market makers, prime brokerage, proprietary trading, collateral and stock lending; position reported through custodian banklists



Cost/income ratio
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Financial calendar 2020

30 April Results for the first quarter 2020

Record date Annual General Meeting
Annual General Meeting in Vienna
Ex-dividend day

Record date dividend

* OOF  * X ¥

Dividend payment

31 July Half-year financial report 2020

2 November Results for the first three quarters 2020

* These dates will be determined at a later point in time.

The financial calendar is subject to change.
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Ratings

as of 31 December 2019
Fitch
Long-term A
Short-term F1
Outlook Stable
Moody’s
Long-term A2
Short-term P-1
Outlook Positive
Standard & Poor’s
Long-term A
Short-term A-1
Outlook Positive

The latest updated version is available on Erste Group’s website (www.erstegroup.com/investorrelations).

2018

2019



Non-financial data
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Copy paper consumption in 2019
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Total data (Erste Group) include data of direct and indirect holdings of Erste Group outside its core markets.

CO,.: 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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Letter from the CEO

Dear shareholders,

Since January 2020, I and my management team have been lead-
ing Erste Group, a bank that in the course of 200 years has evolved
from what, at the time, was a highly innovative regional savings
bank into one of the leading financial institutions in Central and
Eastern Europe. In all of its seven core markets — Austria, the
Czech Republic, Slovakia, Romania, Hungary, Croatia and Serbia
— its employees have never ceased focusing on the bank’s original
purpose, which has remained unchanged since it was founded in
1819: creating and disseminating prosperity.

I am pleased to present to you for the first time the financial result
of Erste Group and the key developments of the business in its
bicentennial year: In 2019, the 200th year of its existence, Erste
Group posted a net profit of EUR 1,470.1 million. On the back of
a strong operating result, we earned a return on tangible equity
(ROTE) of 11.2% despite substantial negative one-off effects. The
common equity tier 1 ratio (CRR final) stood at 13.7%, which
means that Erste Group not only complied with all regulatory
requirements but also slightly exceeded its own capitalisation
target of 13.5%.

The encouraging development of the operating result, an increase
of 8.7%, was supported by sustained and well-balanced economic
growth in our core markets in Central and Eastern Europe. This
contributed significantly to an increase in customer lending
across all seven countries and all portfolios by a total of more
than 7%. As well as net interest income, net fee and commission
income also developed solidly, surpassing EUR 2 billion for the
first time. Costs were adversely impacted primarily by the rise in
personnel expenses, which must be seen in the context of low
unemployment in our region. On the other hand, the more robust
positive development of operating income improved the
cost/income ratio of Erste Group to 59.0% in 2019. At EUR 39.2
million, risk costs were once again at a historically low level. In
this benign economic environment, asset quality again improved
slightly for the sixth consecutive year, with the NPL ratio drop-
ping from 3.2% to 2.5%.

Growth drivers in all core markets

In 2019, Erste Group benefited from its geographical focus on the
eastern part of the European Union and thus sustained positive
economic momentum in Central and Eastern Europe. Amid low
unemployment rates, rising real wages and relatively low infla-
tion rates, domestic demand remained the region’s main growth
driver. The CEE economies in which we operate reported solid
economic growth of between 2.3% in Slovakia and 4.9% in Hun-
gary. Austrian GDP rose by 1.6% and thus also at a faster rate
than the euro zone average of 1.2%. The resulting demand for
loans led to net lending growth of 7.3%, driven by both retail and
corporate business. The local banks were able to expand their
corporate lending market shares across all core markets. Another
trend also remained strong despite an interest rate environment
that has become notoriously unfavourable for savers: customer

deposits increased again, by 6.9%. For Erste Group, this resulted
in a loan-to-deposit ratio of 92.2%.

The European Central Bank (ECB), under its new president,
maintained its expansionary monetary policy and left its policy
rate unchanged at 0%. In the Czech Republic, on the other
hand, the trend continued in the opposite direction, with the
base rate raised in May 2019 and, most recently, in February
2020, to 2.25%.

Significant increase in operating income

While in 2019 the interest rate environment remained for Erste
Group as challenging as it had been in previous years in most of
its core markets, the rate hikes in the Czech Republic along with
robust lending growth supported the 3.6% rise in net interest
income to EUR 4.7 billion. This compensated lower interest
income from investments in government bonds. In a very positive
development, net fee and commission income was up almost 5%
in 2019, coming in at slightly above EUR 2 billion. Growth was
registered in all core markets, most notably in Austria, Hungary
and Slovakia. Major contributions came not only from customers’
increased interest in asset management products, but also from
insurance brokerage. Due to interest rate and market develop-
ments, net trading result and gains/losses from financial instru-
ments, measured at fair value through profit or loss were signifi-
cantly above the long-term average.

Cost discipline without slowing down digitalisation

In 2019, Erste Group’s income grew at a faster pace than expens-
es for the second year in a row. Strict cost management greatly
contributed to containing the rise in administrative expenses to
2.4% overall. Costs were up primarily due to wage increases
driven last, but not least, by low unemployment rates in most of
our core markets. Even against this backdrop, it was vital for
Erste Group to continue pushing IT investment as planned, in-
cluding the further roll-out and addition of extra features to
George. Due to its open API-based architecture, our digital plat-
form George is flexible and customisable. George is PSD2-ready
and supports cooperation with fintechs and other third-party
providers. By year-end 2019, George was already operational in
four core markets — Austria, the Czech Republic, Slovakia and
Romania — with the roll-out launched in Hungary and Croatia.
Group-wide, more than 5.4 million people are currently using
George, with about 5,000 users being added each day.

Risk costs at historically low level

At EUR 39.2 million, or 7 basis points of average gross customer
loans, risk costs remained at a historically low level, again support-
ed by releases, and thus contributed substantially to the financial
result. The interrelation is well-known: Painful as the low-interest-
rate environment may be where income is concerned, it does have a
positive impact on asset quality and the NPL ratio, i.e. non—
performing loans as a percentage of gross loans to customers. The
trend of improving asset quality continued, and the NPL ratio fell to
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2.5%. Given that the entire CEE region is often indiscriminately
considered to be particularly risky, I should like to specifically
highlight a number of segments. At 1.8%, the NPL ratio of the
Czech Republic segment is now only slightly above the 1.4%
reported by Erste Bank Oesterreich and subsidiaries. Asset quality
also improved significantly in Hungary (to 2.6%) and in Romania
(to 4.1%). While, overall, NPL volume shrank by 15.1% to
EUR 4.1 billion in 2019, Erste Group’s performing loan portfolio
grew by 7.7% to EUR 159.3 billion.

Solid return on tangible equity despite substantial one-offs
In 2019, Erste Group posted a double-digit return on tangible
equity (ROTE) — 11.2% — for the fifth time in a row and thus
achieved solid profitability despite two significant negative one-
off effects affecting the other operating result. Already in the
first half of the year, a supreme court decision concerning the
business activities of a Romanian subsidiary had a negative
impact of EUR 153.3 million. In addition, the announced dou-
bling of banking tax in Slovakia starting from 2020 finally re-
sulted in goodwill impairment of EUR 165 million in the fourth
quarter.

At this point, I wish to draw attention to the regulatory cost
components: In 2019, the burden resulting from sector-specific
taxes and levies increased slightly across the group to
EUR 128.0 million. As well as in Austria, Hungary and Slo-
vakia, a banking tax was also levied in Romania (EUR 11.0
million) for the first time. In addition, annual contributions were
paid to resolution funds in the total amount of EUR 75.3 million.
Contributions to deposit insurance systems included in other
administrative expenses rose by 18.3% to EUR 104.8 million
last, but not least on the back of steady, strong deposit growth.

Excellent capital and liquidity position

Erste Group’s total equity rose to EUR 20.5 billion as of
31 December 2019, including additional tier 1 capital from three
issuances of EUR 500 million each. This does not yet include the
most recent EUR 500 AT1 issue placed in the first quarter of 2020.
Regulatory common equity tier 1 capital (CET1, final) rose to
EUR 16.3 billion in 2019. The common equity tier 1 ratio (CET1
ratio, final) improved to 13.7% and was hence comfortably above
the regulatory requirements and our own CET]1 target of 13.5%.
In line with our business model, customer deposits are the key
pillar of funding. Bond investor interest remained high, though, in
2019, and Erste Group successfully placed benchmark issuances
at various levels of seniority with international investors. In
summary: Erste Group’s short- and long-term funding and liquidi-
ty position remained excellent throughout the year.

Non-financial reporting

Dealing with customers, employees and investors in a responsible
manner has been a defining feature and common business prac-
tice of Erste Group since its foundation in 1819. There has never
been any need to adjust the strategy or develop a new vision.
Based on this understanding of our business, we have again in-
corporated Erste Group’s non-financial report into the 2019 An-
nual Report. | invite you to learn more about the numerous sus-
tainability initiatives of Erste Group. Use this opportunity to find
out how we deal with ecological, social and governance matters
that we deem to be of relevance to us.

A bank with a history, fit for the future

In the course of the past year, you have heard and read a great
deal about the development and the history of Erste Group, to
which we have also dedicated a separate chapter in this annual
report. Going beyond the outlook for 2020, I would like to take
this opportunity to look even further into the future while also
returning once again to our basis, the purpose of our business.
Erste Group was founded with the clear goal of generating and
disseminating prosperity, which we continue to pursue today for
our retail and corporate clients, our investors, but also society at
large. We — the new management team and our employees — take
this mission seriously. We are convinced that sustainable, healthy
growth is possible in Central and Eastern Europe. We view digi-
talisation as an opportunity: In addition to advice provided by
qualified staff, George, our pan-European platform, will be a key
instrument in enhancing our customers’ prosperity. Digitalisation
will also help us to become more efficient, with cost and process
efficiency remaining key priorities.

Current developments

In the wake of the worldwide spread of the corona virus, the
economic and social environment have been changing drastically
both globally and regionally since beginning of the year 2020.
Erste Group initiated various measures to protect the health of
our customers and employees while at the same time ensuring
and keeping up the banking operations to provide practical sup-
port to retail and business customers in our core markets. Our
local banks can and will make a contribution to stabilise the
economy and communities. Over the course of the last 200
years, we overcame a wide variety of challenges and are, there-
fore, confident that we are well equipped to cope together with
our customers with the economic implications of the spreading
of the coronavirus.

Bernhard Spalt mp
Vienna, 25 March 2020
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Report of the supervisory board

Dear shareholders,

My original draft for this letter was focused exclusively on the
past year, but given the exceptional current situation caused by
the Corona virus, it is important to me to address this topic. In
addition to the health of our customers and employees, the focus
for all of our local banks in Austria, the Czech Republic, Slo-
vakia, Romania, Hungary and Serbia is firmly on one task: to
provide our private and corporate customers with the best possi-
ble support in this challenging time.

Now let me come to the past year. In the financial year 2019,
Erste Group celebrated its 200" anniversary. The key focus was
on the unchanged, still up-to-date purpose of the bank: to dissem-
inate prosperity for its customers and the region. Many customers
appreciate these efforts: In 2019, Erste Bank has become number
one on the Vienna market for the first time in its history. In total,
the employees serve 16.6 million private and business customers
in the seven core markets in CEE.

In 2019, the supervisory board was tasked with initiating change
in the management board. After serving more than 26 years in top
management positions, Andreas Treichl has resigned as CEO of
Erste Group. This marks the end of an era in which Erste Group
evolved from a local savings bank to one of the leading financial
institutions in the eastern part of the European Union. The super-
visory board has appointed a new team around his successor,
Bernhard Spalt, which is charged with the mission of leading the
bank into the future. The fact that this team is composed exclu-
sively of individuals who have already been working for Erste
Group, many of them for the better part of their professional
careers, demonstrates once again that Erste Group is excellently
positioned in terms of human resources. The new management
team around Bernhard Spalt, which includes Ara Abrahamyan,
Ingo Bleier, Peter Bosek, Stefan Dorfler, Alexandra Habeler-
Drabek and David O’Mahony, enjoys the full confidence of the
supervisory board. We wish them every success. At the same time
I also wish to thank outgoing management board members Petr
Bravek, Gernot Mittendorfer and Jozef Sikela for their many
years of successful service for Erste Group.

I am pleased to welcome Matthias Bulach, Henrietta Egerth-
Stadlhuber and Michéle F. Sutter-Riidisser, proven financial,
digitalisation and governance experts, as new members of the
supervisory board. They are excellently placed to support the
supervisory board in its future work and its role as a critical
partner of the management board. My cordial thanks go to Elisa-
beth Bleyleben-Koren for her many years of valuable service as a
member of the supervisory board. She was no longer available for
re-election after the expiry of her mandate. It was with great
sadness that we learned of the passing of our long-standing su-
pervisory board member Brian D. O’Neill, who died on 20 De-
cember 2019 after a short and serious illness. Brian was not only
an internationally renowned financial expert who always enriched
us with his knowledge, but also a dear and loyal friend whom we
will sincerely miss.

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, which has been drawn up by the management
board and reviewed by the supervisory board. As regards the
activities of the audit committee, please also refer to the separate
report of the audit committee.

In the course of 38 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 ascer-
tain the proper conduct of business.

The financial statements (consisting of the balance sheet, income
statement and notes), the management report, the consolidated
financial statements and the group management report for 2019
were audited by Sparkassen-Priifungsverband, the legally mandat-
ed auditor, and by PwC Wirtschaftspriifung GmbH, the elected
supplementary auditor, and received an unqualified audit opinion.
Representatives of both auditors attended the annual financial
statements review meetings of the audit committee and the super-
visory board and presented their comments on the audits they had
conducted. Based upon our own review, we endorsed the findings
of these audits. PwC Wirtschaftspriifung GmbH was also mandat-
ed for the voluntary audit of the (consolidated) corporate govern-
ance report for 2019. Deloitte Audit Wirtschaftspriifungs GmbH
was contracted to perform an audit of the (consolidated) non-
financial report for 2019. We have approved the financial state-
ments and these have thereby been duly endorsed 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 (consolidated) non-financial report have
also been reviewed by the supervisory board and accepted on the
basis of the audit reports received by the supervisory board.

We thank the management board and all employees of Erste
Group for their great dedication and impressive commitment,
without which the success we achieved together in the financial
year ended would not have been possible. Today, as in the previ-
ous 200 years, together they ensure that the bank’s operations are
maintained for the customers and the broader communities.

For the supervisory board
Friedrich Rédler mp, Chairman of the supervisory board
Vienna, 25 March 2020
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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
(CCQ) and its internal rules. The audit committee currently com-
prises six shareholder representatives and three members delegat-
ed by the employees’ council.

The audit committee met five times in 2019 and, in addition, held
one informal meeting to prepare 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 required, representatives
of the auditors of key (foreign) subsidiaries. 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 (Spar-
kassen-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 division heads as re-
quired. The chairman of the audit committee informed the supervi-
sory board on the committee’s activities and the subject matters of
its meetings and discussions at the respective subsequent supervi-
sory board meetings.

Following the transposition of the Shareholder Rights Directive
(EU) 2017/828 into Austrian law, the audit committee intensified its
focus on transactions with related entities and individuals in 2019.
For this purpose, the supervisory board established an internal pro-
cedure under which the audit committee is tasked with preparing the
supervisory board’s decision on the approval of material transactions
pursuant to section 95a Stock Corporation Act (AktG) and with
monitoring and regularly assessing such transactions. In addition,
internal processes were set up to ensure the flow of information
required by the audit committee in the performance of these tasks.

In 2019, the audit committee also considered the following topics:
After receipt of the auditors’ report on the (Group) financial state-
ments for 2018, 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. 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 con-
solidated 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 Austrian CCQG)
was conducted in December 2019. The auditors’ report on the
assessment of the effectiveness of risk management was deliv-
ered. The auditors’ observations and recommendations (manage-
ment letter) and the respective views of the management board
were discussed comprehensively. To monitor the auditor’s inde-
pendence, group accounting regularly reported to the audit com-
mittee and non-audit services rendered by the auditors were ap-
proved by the audit committee in advance after careful review and
consideration of internally defined threshold values. In December
2019, 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 financial year 2021. The annual report of group
regulatory compliance was taken note of. The audit committee
was presented with reports on the current status of major projects
on data management, credit risk models and IT matters of rele-
vance to the audit committee in an ongoing process. After on-site
inspections conducted by supervisory authorities, the audit com-
mittee acknowledged the audit report and the report on the con-
tents of the plan to address the supervisory authorities’ findings
and, where necessary, requested to be briefed on the current status
of implementation, also within Erste Group. In addition, internal
audit submitted a report on the result of the (internal) quality
assurance programme. The joint supervisory team of the regulato-
ry authorities was informed about the audit committee’s work in a
personal meeting with the chairman of the audit committee and the
supervisory board.

The audit committee was furthermore included in the process of
filling the position of head of internal audit. The new head as-
sumed this role as of 1 January 2019. The positive result of the
suitability test of the head of internal audit was communicated to
the audit committee in 2019.

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 Rédler mp



200 years Erste Group

For Erste Group, 2019 was marked by events commemorating its
200 anniversary. On 4 October 1819, Erste dsterreichische Spar-
Casse opened its doors in the Vienna suburb of Leopoldstadt,
Vienna’s poorest neighbourhood at the time. The founding prin-
ciple of this first savings bank was as simple as it was revolution-
ary: “No age, no gender, no social class or nationality” shall be
excluded from the benefits that the Spar-Casse offers every de-
positor.” This excerpt from the founding charter expresses the
underlying idea in a nutshell. Back then, like today, the bank’s
inclusion-driven strategy is critical to the achievement of its
purpose of attaining and securing prosperity.

Whether it is in people’s private lives, in a business start-up or
long-established enterprise, in business or in society at large —
trust and confidence in the future, believing in oneself and others,
the belief in ideas and entrepreneurship are key prerequisites for
personal growth and a prosperous society. Erste Group was
founded on this basis of personal trust and the belief in ideas,
plans for the future, and people’s capabilities and potential. From
our 200 years of experience we know that to attain prosperity our
region needs people who believe in themselves. And a bank that
believes in them — and continues to do so for the next 200 years.

The celebrations surrounding the anniversary kicked off with a
birthday party the like of which had hardly ever been seen before:
12,000 employees of the Holding, Erste Bank Oesterreich, the
savings banks and CEE subsidiaries gathered to celebrate at
Wiener Stadthalle. On the subsequent weekend, customers at-
tended four concerts ranging from classical to jazz music at Wie-
ner Konzerthaus. The celebratory events were rounded off by a
concert performed at Wiener Musikverein in the presence of
some 1,500 public figures, among them interim Austrian chancel-
lor Brigitte Bierlein, Serbian prime minister Ana Brnabi¢, Aus-
tria’s EU commissioner Johannes Hahn and other high-ranking
representatives from the worlds of politics, business and culture.

Andreas Treichl, until year-end 2019 CEO of Erste Group, took
the occasion to underline that the founding idea — to contribute to
financial health and thereby lay the foundation for prosperity —
continues to be of relevance today. Friedrich Rddler, Chairman of
the Supervisory Board of Erste Group, added: “Faith in the poten-
tial that all individuals possess is at the very core of Erste Bank’s
founding principle. Nowadays, one would call it a start-up that
has created an innovative financial product: the savings book.
This principle has survived intact through periods of war and
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peace, through the collapse of societies and their reconstruction,
and is as important today as it was in the past — because confi-
dence and trust are prerequisites for personal growth and for a
prosperous society.” Among the speakers at the festive event was
also the President of Austria, Alexander Van der Bellen, who
stressed the significance of the savings bank idea for ensuring
cohesion within society and, specifically, for Austria.

200 years — a brief history

Founded as Erste Osterreichische Spar-Casse in 1819, Erste
Group is still living up to the savings bank idea in seven markets
across Central Europe today. It all started with what was an inno-
vative idea at the time, conceived by a churchman of vision,
Johann Baptist Weber: the savings book — a first and therefore all
the more important step towards increasing prosperity among the
broader public. A few years later, the first small loans were grant-
ed to tradespeople and craftsmen as a form of microfinancing
almost 200 years ago.

From 1822 onwards, hundreds of savings banks were founded in
cities such as Bregenz, Prague and Lviv. Allgemeine Ver-
sorgungsanstalt, founded in 1825, was the prototype of a social
insurance institution and another milestone in the endeavour to
serve the people in the region. And, importantly, when stock
exchanges crashed world-wide in 1873, many banks went out of
business, while savings banks survived the crisis.

Technical revolutions shaped the further course of Erste’s history:
in 1907, the Burroughs adding machine, a first predecessor to the
computer, arrived in Vienna. In 1937, Girozentrale was founded
as a hub for cashless payment transfers. The mid-1960s witnessed
the second technological revolution — and here again, Erste Group
was at the forefront: savings and payment transactions were
automated, and the first cash dispenser was installed in 1968.

In the late 1990s, after the fall of the Iron Curtain, a new chapter
in the history of Erste Group opened when Austria joined the
European Union: In 1997, Erste Group started to expand into the
markets of Central and Eastern Europe after completing what had
been the largest ever initial public offering by an Austrian com-
pany. In 2008, Erste Group was finally formed following the
separation of the Holding and Erste Bank Oesterreich. Despite all
the expansion and restructuring, its mission — to disseminate and
secure prosperity — remains unchanged, but with fresh opportuni-
ties for the future.
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Erste Group on the capital markets

In the year ended, international equity markets were again driven
by geopolitical tensions and their impacts on global economic
growth. Especially the US-China trade disputes and the risk of
the United Kingdom leaving the European Union without a deal
increased stock market index volatility throughout the year. In
response to the resulting concerns about the economy, both the
European Central Bank (ECB) and the US central bank, the Fed-
eral Reserve (Fed), eased their expansionary monetary policies
even further. This, along with an improved global corporate
earnings growth outlook, provided a substantial boost to the stock
markets. The covered stock indices finally benefited from an
easing of these risks in the fourth quarter and ended the year with
increases of more than 20% after having in some cases posted
sometimes substantial losses in the preceding year. In this envi-
ronment, Erste Group’s share gained 15.5%, and the European
banking index advanced by 11.1%.

EQUITY MARKET REVIEW

Focus on geopolitical developments

The focus of market participants was on the trade conflicts trig-
gered by protectionist US trade policies, the resulting slowdown
of global economic growth, uncertainty surrounding the planned
Brexit and the major central banks’ monetary policies. Economic
growth expectations were revised downwards. Concerns about an
imminent recession, particularly in the European automotive
sector, proved to be unfounded. The central banks’ accommodat-
ing monetary policies and corporate earnings expectations, on the
other hand, had a positive effect on the covered stock market
indices. The Dow Jones Industrial Average Index rose to
28,538.44 points, up 22.3% year-on-year. The broader Standard
& Poor’s 500 Index hit new highs in the fourth quarter and ad-
vanced by 28.9% to 3,230.78 points. The European indices saw a
similarly solid performance with double-digit growth year-on-
year. The Euro Stoxx 600 Index ended the reporting period 23.2%
higher at 415.84 points while the Euro Stoxx 50 Index closed at
3,745.15 points, up 24.8%.

Monetary policies in Europe and the US

Against the backdrop of the economic slowdown, the central
banks continued their expansionary monetary policies as ex-
pected. In mid-September, the ECB lowered its deposit facility
rate for banks from previously -0.4% to -0.5% and, as an addi-
tional measure, decided to resume, as of the beginning of No-
vember 2019, the bond purchases it had ended at year-end 2018.
The Fed cut its policy rate three times by 25 basis points each to a
range of 1.50 to 1.75% to maintain economic growth.

Global economy growing at slower pace

The International Monetary Fund (IMF) further downgraded its
global growth outlook in the reporting year. This was mainly
attributable to the US-China trade dispute and the resulting uncer-
tainties. Economic growth has weakened not only in the US, but
also in the euro zone and in key emerging markets such as Brazil,
China, India and Russia. The IMF lowered its global growth

forecast for 2019 to 2.9%, the slowest growth rate for a decade.
For the euro zone, the IMF has reduced its projection to 1.2% for
2019. In the US, economic growth is expected to run at a rate of
2.3% in 2019.

Volatile development in the European banking sector

After dipping in the previous year, some European bank shares
rebounded markedly in 2019 but lagged behind the gains posted
by the broad European indices. Positive momentum coming from
the performance of international stock markets was curbed by the
downward revision of euro zone economic growth, the impact of
negative deposit facility rates for banks with the ECB and the
influence of low interest rate margins on European banks’ net
interest income fuelled volatility in the course of the year. Over-
all, the Dow Jones Euro Stoxx Bank Index increased by 11.1% to
96.71 points, mainly due to gains in the fourth quarter of 2019.

ATX posts double-digit gain in 2019

The domestic stock market reflected the developments in interna-
tional markets. 16 of the 20 ATX (Austrian Traded Index) stocks
ended the year higher. By rising 16.1% to 3,186.94 points, the
ATX closed 2019 on a double-digit gain, but still lagged behind
the performance of the European Stoxx 600 Index (+23.2%). The
ATX posted its annual high at 3,301.38 points on 18 April, its
annual low at 2,827.36 points on 15 August.

ERSTE GROUP SHARE

Positive development in a challenging environment

After having declined in the previous year, the Erste Group share
advanced by 12.8% in the first quarter of 2019 and hit its annual
high at EUR 37.07 on 17 April. Despite the continued positive
development of the operating result, risks costs remaining at a
historical low and the strong outlook based on the continuing solid
economy in CEE, the share price was volatile later in the year.

Performance of the Erste Group share and major
indices (indexed)
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Against the backdrop of the Euro Stoxx Banks Index, which was
weighed down by rising concerns over the profitability of a num-
ber of European banks, the Erste Group share likewise suffered
setbacks and recorded its lowest closing price of the year at
EUR 28.23 on 8 October.

In the fourth quarter, the Erste Group share recovered lost ground
in lockstep with the general uptrend in international stock mar-
kets. At a closing price of EUR 33.56 at year-end 2019, the share
was up 15.5% year-on-year, with 10.6% gained in the fourth
quarter. By comparison, the European Bank Index was up 11.1%
over the reporting period.

Performance of the Erste Group share versus indices

DJ Euro

Erste Group Stoxx Banks

share ATX Index
Since IPO (Dec 1997) 202.8% 144.2% -
Since SPO (Sep 2000) 185.6% 172.7% -72.5%
Since SPO (Jul 2002) 92.6% 161.3% -61.5%
Since SPO (Jan 2006) -25.4% -18.2% -74.5%
Since SPO (Nov 2009) 15.7% 22.3% -57.5%
2019 15.5% 16.1% 11.1%

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

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 2019, the Erste
Group’s market capitalisation stood at EUR 14.4 billion, 15.2%
up on year-end 2018 (EUR 12.5 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 798,335 shares per day and accounted for about
53% of the total trading volume in Erste Group shares.

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 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
Index: Eurozone 120. Since 2019, Erste Group has been includ-
ed in the Bloomberg Gender Equality Index as the first and — to
date — only Austrian company and as one of only three compa-
nies in the CEE region.

In 2019, MSCI ESG Research upgraded Erste Group to AA. imug
raised Erste Group’s rating in March 2019 to positive (B) and
confirmed that level in March 2020; in addition it awarded ratings
to Erste Group’s covered bonds, the mortgage covered bonds are
currently rated positive (BB), the public sector covered bonds
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very positive (A). Since October 2018, Erste Group is rated Prime
by ISS ESG.

DIVIDEND

Erste Group’s dividend policy is guided by the bank’s profitabil-
ity, growth outlook and capital requirements. At the annual gen-
eral meeting held on 15 May 2019, it was decided to pay a divi-
dend of EUR 1.40 per share for the financial year 2018. This was
an increase of EUR 0.20 per share versus 2017.

RATINGS AND
FUNDING ACTIVITIES

In view of the solid development in recent years, Fitch raised
Erste Group’s rating to A/F1 with a stable outlook. Moody’s and
Standard & Poor’s left their ratings unchanged with a positive
outlook: Moody’s at A2/P-1 and Standard & Poor’s at A/A-1.

In 2019, Erste Group placed a total volume of EUR 2.5 billion in
five benchmark-size issuances at all levels of seniority except
tier 2. In September 2019, a 10-year mortgage covered bond
priced at MS + 6bp was issued, which resulted in a negative yield
of -0.16%. This transaction was the longest EUR denominated
bond with a negative yield at this seniority level. The successful
issuing activity was continued in the first quarter of 2020. In
January, a volume of EUR 500 million in CRD IV/CRR-
compliant additional tier-1 capital (AT1) was placed with a cou-
pon of 3.375%. This is currently the second-lowest coupon of a
euro-denominated AT1 issue.

INVESTOR RELATIONS

Open and regular communication with investors and
analysts

In 2019, Erste Group’s management and the investor relations
team met with investors in a total of 278 one-on-one and group
meetings and conducted a large number of teleconferences with
analysts and investors. The presentation of the 2018 annual
result in Vienna was followed by the annual analysts’ dinner and
a road show day with investor meetings in London. In addition, a
spring road show was conducted in 2019 in Europe and in the
US after the release of the first-quarter results. On 21 November
2019, Erste Group Bank AG held its 9th Capital Markets Day for
institutional investors and analysts in Vienna, where the man-
agement announced its short- and medium-term financial goals.
The Capital Markets Day was followed by a road show for stock
and bond investors in Asia. Erste Group presented its strategy in
the current operating environment at international banking and
investor conferences as well as road shows organised by the
Vienna Stock Exchange, UniCredit, Kepler Cheuvreux, Auton-
omous, PKO, Morgan Stanley, RCB, HSBC, mBank, Concorde,
Deutsche Bank, Bank of America Merrill Lynch, Barclays, So-
ciété Générale, Goldman Sachs, Citigroup, and Wood. Another
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61 meetings were held to intensify dialogue with bond investors.
A large number of face-to-face meetings with analysts and port-
folio managers were held at conferences, road shows and work-
shops hosted by UBS, Bank of America Merrill Lynch, Intesa
and the European Covered Bond Council.

The website https://www.erstegroup.com/en/investors provides
comprehensive information on Erste Group and the Erste Group
share. Investors and the broader public can follow the investor
relations team on the social media platform Twitter at
Slideshare  at
http://de.slideshare.net/Erste_ Group. These sites provide users

http://twitter.com/ErsteGroupIR ~ and  on

with the latest news on Erste Group on the social web. As an
additional service for investors and analysts, Erste Group offers a
free-of-charge Investor Relations app for iPhone, iPad and An-
droid devices. This app enables users to access and download
Erste Group Bank AG share price information, the latest investor
news, multimedia files, financial reports and presentations as well
as an interactive financial calendar and contact details for the
investor relations team. More details on the Investor Relations

app, social media channels, the news/reports subscription and
reminder service are available at https://www.erstegroup.com/en/
investors/ir-service.

Analyst recommendations

In 2019, 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, Citigroup,
Commerzbank, Concorde, Deutsche Bank, Exane BNP Paribas,
Goldman Sachs, HSBC, JP Morgan, JT Banka, KBW, Kepler
Cheuvreux, mBank, Mediobanca, Morgan Stanley, PKO, RCB,
SocGen, UBS and Wood.

As of the end of the year, 17 analysts had issued buy recommen-
dations, three had rated the Erste Group share neutral and one
had issued a sell recommendation. The average year-end target
price stood at EUR 38.0. The latest updates on analysts’ esti-
mates 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 by offer-
ing excellent financial advice and solutions, lending responsibly
and providing a safe harbour for deposits. Erste Group’s business
activities will continue to contribute 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 is reflected in the bank’s ability to
fund customer loans by customer deposits, with most customer
deposits being stable retail deposits. Sustainability of the bank’s
strategy is also reflected in long-term client trust, which under-
pins 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 contributes 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
support for its corporate customers with regard to financing,
investment, 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 custom-
er business, Erste Group also operates in the interbank market.
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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 and
also regulatory interventions 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 continue 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 and Romania. It will be rolled out successively in all of the
other core markets. 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 to preserve the reputation of
Erste Group and to strengthen stakeholder confidence. Sustaina-
bility in this context means to operate the core business both in a
socially and environmentally responsible manner and economi-
cally 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

Focus on local
currency mortgage and
consumer loans
funded by local
deposits

FX loans (in Euro) only
where funded by local
FX deposits (Croatia
and Serbia)

Savings products,
asset management
and pension products

Expansion of digital
banking offering

SME/Corporate banking

SME and local
corporate banking

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

Real estate business
that goes beyond
financing

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,
London, New York and
Hongkong with institu-
tional 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 2,350 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 as Erste Group is
convinced that the importance of digital banking will further
increase and will substantially change the future of retail busi-
ness. This has already become visible through the activities of
fintech companies, which offer financial services online and
typically operate without a banking licence. George, Erste
Group’s digital platform, is already available in Austria, the
Czech Republic, Slovakia and Romania, and it will be rolled out
successively in all of the other core markets.

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.
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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
London, 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 sover-
eigns 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 focuses
on Central and Eastern Europe equally. Adequate transport and
energy infrastructure and municipal services are absolute key
prerequisites for sustainable economic growth in the long term.
Therefore, Erste Group views infrastructure finance and all associ-
ated financial services to be of extreme importance. Between 2014
and 2020, the European Union has earmarked about EUR 90 bil-
lion from structural and investment funds for the Czech Republic,
Slovakia, Croatia, Hungary and Romania: This is one quarter of
the total allocation under the European Union’s cohesion policy. In
this context, Erste Group’s commitment to infrastructure develop-
ment in Romania is to be highlighted. The Romanian subsidiary
Banca Comerciald Romana supports investment in essential infra-
structure by funding key companies in all sectors.

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. Implementing the requirements defined by the Basel
Committee on Banking Supervision, the European Commission
released in November 2016 a proposal for a comprehensive
review of the Capital Requirements Directive (CRD IV) and the
Capital Requirements Regulation (CRR) as well as of the EU’s
Bank Recovery and Resolution Directive (BRRD) and the Single
Resolution Mechanism (SRM) Regulation. The final texts were
published in the Official Journal of the European Union in June
2019. Most of the rules will be applicable as of June 2021 (in
some exceptional cases, at a later date).

At the beginning of December 2017, the Basel Committee on
Banking Supervision presented the final part of the Basel 3 reform
package, which is designed to achieve a transparent and compara-
ble calculation of the capital requirements of each institution. The
standardised approaches for the individual risk categories have
been revised, and the use of internal models for calculating capital
requirements will be restricted in the future. An output floor has
been introduced to ensure that banks’ calculations of risk-weighted
assets (RWAs) generated by internal models cannot, in aggregate,
fall below a certain percentage threshold of the risk-weighted
assets computed by the standardised approaches; the output floor
will be gradually raised to 72.5%. In January 2019, the Basel
Committee furthermore released the revised version of the new
market risk standard (Fundamental Review of the Trading Book,
FRTB). In 2020, an implementation proposal is expected in the EU
for the final part of the reform package. The package is scheduled
for implementation by 1 January 2022 and will be fully applicable
after a transition period of up to five years.

The European Single Resolution Board (SRB) is working on de-
veloping resolution plans and defining resolution strategies for
significant institutions. For Erste Group Bank AG, a specific
MREL (minimum requirement for own funds and eligible liabili-
ties) was not yet defined in 2019. The final requirement is expected
in 2020. As part of the Commission’s package of measures for the
reduction of non-performing loans (NPLs), the so-called prudential
backstop for non-performing loans entered into force on 25 April
2019 following an amendment to the CRR that provides for a
tiered statutory minimum loss coverage level (backstop) for non-
performing loans. Institutions that fail to meet the minimum loss
coverage required under the backstop will have to deduct any
shortfall of loan loss provisions over regulatory expected losses
from their common equity tier 1 capital from 2021 onwards. The
ECB issued an updated NPL Guidance on this matter in late Au-
gust 2019. In addition, EBA Guidelines on management of non-
performing and forborne exposures have been in force since 30
June 2019. The guidelines incorporate the provisions of CRD IV,
CRR and accounting relating to NPE management. The continuing
development of secondary markets for NPLs and the proposals for
a directive on credit servicers and credit purchasers on the one
hand and the accelerated extrajudicial collateral enforcement pro-
cedure on the other are further — not yet completed — measures of
the package aimed at reducing NPLs.

As of 14 September 2019, the Delegated Regulation (EU)
2018/389 of 27 November 2017 supplementing Directive (EU)
2015/2366, with regard to regulatory technical standards for strong
customer authentication and common and secure open standards of
communication, became effective. Since that date, account servic-
ing payment service providers (within the European Union) have
to provide a standardised interface that enables certain third party
providers to offer payment services to customers of banks. These
have to comply with particularly strict requirements regarding the
safe exchange of data between banks and third-party providers.
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The ESA Review (amendments to the founding regulations of the
European Supervisory Authorities — EBA, EIOPA and ESMA) was
formally adopted in April 2019 and is applicable as of the beginning
of 2020. This has strengthened the ESAs’ supervisory powers. The
EBA has been given the mandate of coordinating and overseeing
the national supervisory authorities with regard to measures aimed
at preventing and combating money laundering and terrorist financ-
ing. As regards sustainability matters, the ESAs will strongly inte-
grate environmental, social and governance (ESG) criteria into their
work (such as guidelines) and further strengthen proportionality.

In 2019, the systemic risk buffers defined by the FMA on the basis
of the Capital Buffer Regulation and buffers for Other Systemically
Important Institutions (O-SIIs) 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. It is expected
that the buffer regime will be updated in 2020 as the CRD is trans-
posed into national law.

The amendments to the Financial Markets Anti-Money Laundering
Act (FM-GwG, Finanzmarkt-Geldwéschegesetz) and the Benefi-
cial Owners Register Act (WiEReG, Wirtschaftliche Eigentiimer
Registergesetz) were adopted in July 2019, thereby implementing
the 5th Money Laundering Directive while at the same time includ-
ing a compliance package. The new rules entered into force on 10
January 2020, while the provisions of the compliance package will
not take effect until 10 November 2020. The compliance package
facilitates the identification of beneficial owners.

The transition provisions of Regulation (EU) 2016/1011 on indices
used as benchmarks in financial instruments and financial contracts
or to measure the performance of investment funds (Benchmark
Regulation) has been extended by two years (LIBOR, EONIA,
EURIBOR). As a result, those benchmarks that are not yet in
conformity with the criteria of this Regulation may be used until
year-end 2021 instead of only until December 2019. This should
enable market participants to complete the complex transition to
the new benchmarks (ESTR, SARON) that meet the criteria of the
Regulation. In addition, two new types of benchmarks (EU Cli-
mate Transition Benchmark and EU Paris Aligned Benchmark)
were created to reflect sustainability aspects and promote invest-
ment in sustainable enterprises.

Regulation (EU) 2019/2088 on sustainability - related disclosures
in the financial services sector was published in the EU’s Official
Journal at the end of the year. Among other things, financial market
participants are required — mostly as of March 2021 — to provide
comprehensive information on their management of sustainability
risks and strategies in addition to existing disclosure obligations.
Furthermore, the proposed Taxonomy Regulation designed to
govern the concept of sustainability in finance is being finalised.
The publication of the final version is expected in the first quarter
of 2020. It is expected that additional extensive legislative
measures will be adopted in the years ahead with the aim of
strengthening sustainability in the financial and banking sector.
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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
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 products. 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 in the long term of the western welfare states 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 (2019) 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.

BUILDING A STRONG BRAND/RELEVANT
AND CREDIBLE 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 two 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.”

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 individu-
al’s own life, in a business start-up or a long-established enter-
prise, in business or in society at large — trust and confidence 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

In 2019, global economic growth decelerated to its slowest pace for
more than a decade. Rising trade and geopolitical tensions increased
uncertainty and adversely affected business confidence, investment
decisions and global trade. Consequently, manufacturing activity
weakened substantially. Private consumption, on the other hand,
remained resilient and was supported by employment creation and
higher wages. In advanced economies, GDP growth slowed down,
with the United States outperforming both Japan and the euro zone.
Economic performance in the euro zone was particularly impacted
by weaker exports. In Japan, strong private consumption and public
spending outweighed the weaker export performance. Among
emerging and developing regions, China and India, the world’s two
most populated countries, continued to grow significantly with GDP
reaching approx. 6.1% and 4.8%, respectively. Declining commodi-
ty prices throughout the year impacted the development of Russia
and Brazil, both countries grew at a significantly slower pace than in
2018. Central and Eastern Europe was again among the best per-
forming regions of global economy. Most CEE countries, in particu-
lar Hungary and Poland, experienced very solid growth rates on the
back of resilient domestic demand and rising wages. Overall, global
economic growth stood at 2.9%.

Among major central banks, monetary policies continued to di-
verge. To stimulate economic activity the US Federal Reserve (Fed)
cut its key rate to 1.75%. The European Central Bank (ECB), the
Bank of Japan, and the Swiss National Bank left their key interest
rates unchanged throughout the year, the ECB at 0%, the Bank of
Japan at -0.10% and the Swiss National Bank at -0.75%.

The United States’ economy continued its solid economic per-
formance. GDP growth, however, slowed down as business in-
vestment weakened against the backdrop of intensifying US-
China trade tensions. Robust consumer spending was a stabilising
factor for the economy. The labour market was again character-
ised by rising employment rates. The unemployment rate declined
further to 3.5% at year-end 2019. Both public spending and tax
cuts supported economic growth, albeit at a lesser extent than
2018. Inflation declined and fell below the 2% target set by the
Fed. In 2019, the budget deficit widened due to lower taxes and
increased public spending. To reduce negative implications from
the global economic slowdown on the US economy and also due
to muted inflation pressure, the Fed decided to lower its key rate
in three steps by a total of 75 basis points to 1.75%. Overall, the
US economy grew by 2.3%.

At 1.2%, economic growth in the euro zone was weaker than that
of other advanced regions of the world, mainly due to a decline in
exports. Domestic demand stayed firm. Germany (particularly its
manufacturing sector) and Italy weighed on growth, while France
and Spain reported a solid performance. The growth momentum
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of consumer spending remained stable. The Brexit-related uncer-
tainty did not significantly impact economic performance in
2019. After more than three years of negotiations and two general
elections, the United Kingdom left the European Union at the end
of January 2020. The ECB maintained its expansionary monetary
policy. It kept the base rate unchanged, cut the interest rate on the
deposit facility further by 10 basis points to -0.50% and restarted
in November its asset purchase programme at a monthly volume
of up to EUR 20 billion. The ECB also introduced a new series of
longer-term refinancing operations (TLTRO III) to preserve bank
lending conditions and further support the accommodative stance
of monetary policy.

After posting solid GDP growth in the past two years, the Austri-
an economy slowed down in 2019. Domestic demand, especially
consumer spending, continued to be the main driver of growth,
while manufacturing and investments declined. Exports also
declined after the particularly strong development in 2018. The
performance of the construction sector was again solid. In addi-
tion, the traditionally strong service and tourism sectors contin-
ued to perform well. Austria benefitted from the solid economic
performance of Central and Eastern Europe. The average unem-
ployment rate dropped further to a multiple-year low of 4.5%.
Average consumer prices remained well under control, with an
inflation rate of 1.5%. The general government surplus stood at
0.3%. Public debt as a percentage of GDP significantly decreased
to 69.6%. Overall, real GDP growth stood at 1.6%, with GDP per
capita rising to EUR 45,000.

The economies of Central and Eastern Europe continued their
robust performance and again outperformed the euro zone.
Household consumption remained the main driver, supported by
higher wages and growing employment levels. Within the CEE
countries, Poland, Hungary and the Czech Republic performed
particularly well. The automotive industry, which was one of
the main contributors to exports, again supported the Czech,
Slovak, Romanian and Hungarian economies. Unemployment
rates in the region declined further. The Czech Republic and
Hungary were among the countries showing the lowest unem-
ployment rates in the European Union. Although inflation rates
rose towards the upper bounds of the central banks’ targets in
most of the CEE economies, the average increase of inflation
was rather moderate. CEE currencies remained on average
fairly stable against the euro throughout the year. Among the
region’s central banks, policies varied in 2019, with the Czech
National Bank further increasing its key rate while the Serbian
National Bank cut its policy rate. Public deficits in the region
remained low. The favourable economic performance was also
recognised by the rating agencies, which upgraded the Czech,
Hungarian, Croatian and Serbian credit ratings during the year.
Overall, CEE economies grew between 4.9% in Hungary and
2.3% in Slovakia in 2019.



Managementboard | Supervisory board | Capitalmarkets | Strategy | Financial and operating performance | Segments | Non-financialreport | Corporate governance | Audited financial reporting

PERFORMANCE IN 2019

P&L data of 2019 is compared to data of 2018, balance sheet data
as of 31 December 2019 is compared to data as of 31 December
2018.

Overview

Net interest income increased — mainly in the Czech Republic,
but also in Romania and Hungary — to EUR 4,746.8 million
(+3.6%; EUR 4,582.0 million). Net fee and commission in-
come rose to EUR 2,000.1 million (+4.8%; EUR 1,908.4 mil-
lion), driven mainly by higher payment fees, insurance brokerage
fees and asset management fees. While net trading result im-
proved significantly to EUR 318.3 million (EUR 1.7 million), the
line item gains/losses from financial instruments measured
at fair value through profit or loss declined to EUR 24.5
million (EUR 195.4 million). The development of both line items
was driven by valuation effects due to market interest rate volatil-
ity. Operating income increased to EUR 7,255.9 million
(+4.9%; EUR 6,915.6 million).

The increase in general administrative expenses to EUR
4,283.3 million (+2.4%; EUR 4,181.1 million) was mainly at-
tributable to a rise in personnel expenses to EUR 2,537.1 million
(+2.5%; EUR 2,474.2 million). Payments to deposit insurance
systems included in other administrative expenses rose to EUR
104.8 million (EUR 88.6 million). The increase in amortisation
and depreciation to EUR 541.0 million (EUR 472.0 million) is
attributable to the first-time application of the new financial
reporting standard for leases (IFRS 16) as of 1 January 2019,
while a corresponding positive effect was recorded in other ad-
ministrative expenses. Overall, the operating result increased to
EUR 2,972.7 million (+8.7%; EUR 2,734.6 million) and the
cost/income ratio improved to 59.0% (60.5%).

Operating income and operating expenses
in EUR million
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Due to net allocations in Austria and Slovakia in both the retail
and the corporate segments, the impairment result from finan-
cial instruments amounted to EUR -39.2 million or, adjusted
for net allocations to provisions for commitments and guarantees
given, 7 basis points of average gross customer loans (net releas-
es of EUR 59.3 million or 3 basis points). Positive effects came
from substantial income from the recovery of loans already writ-
ten off, primarily in the Czech Republic, Hungary and Romania,
as well as from releases of provisions for commitments and guar-
antees given in Austria, the Czech Republic and Romania. The
NPL ratio based on gross customer loans improved again to
2.5% (3.2%), the NPL coverage ratio to 77.1% (73.4%).

Other operating result amounted to EUR -628.2 million (EUR
304.5 million). The deterioration is attributable to a provision in
the amount of EUR 153.3 million set aside for losses expected
from a supreme court decision concerning the business activities
of a Romanian subsidiary as well as goodwill impairment in
Slovakia in the amount of EUR 165.0 million. The expenses for
the annual contributions to resolution funds included in this line
item rose — in particular in the Czech Republic — to EUR 75.3
million (EUR 70.3 million). Levies on banking activities in-
creased to EUR 128.0 million (EUR 112.2 million), including a
EUR 11.0 million banking tax payable in Romania for the first
time in the reporting year.

The minority charge rose due to significantly better results from
the savings banks to EUR 440.9 million (EUR 369.1 million).
The net result attributable to owners of the parent declined
to EUR 1,470.1 million (-18.0%; EUR 1,793.4 million) due to the
one-off effects.

Operating result and net profit/loss for the year
attributable to owners of the parent
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Cash earnings per share (see glossary for definition)
amounted to EUR 3.25 (reported EPS: EUR 3.23) versus EUR
4.04 (reported EPS: 4.02) in the previous year.

Cash return on equity (see glossary for definition), i.e. return
on equity adjusted for non-cash expenses such as goodwill im-
pairment and straight-line amortisation of customer relationships,
stood at 10.1% (reported ROE: 10.1%) versus 13.5% (reported
ROE: 13.4%) in the previous year.

Key profitability ratios in %
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Total assets rose to EUR 245.7 billion (EUR 236.8 billion). On
the asset side, cash and cash balances decreased substantially to
EUR 10.7 billion (EUR 17.5 billion), while loans and advances to
credit institutions increased to EUR 23.1 billion (EUR 19.1 bil-
lion). On the back of continuing loan growth in all core markets,
loans and advances to customers rose to EUR 160.3 billion
(+7.3%; EUR 149.3 billion). On the liability side, deposits from
banks declined to EUR 13.1 billion (EUR 17.7 billion) while
customer deposits increased again markedly — across all Erste
Group markets — to EUR 173.8 billion (+6.9%; EUR 162.6 bil-
lion). The loan-to-deposit ratio stood at 92.2% (91.8%).

The common equity tier 1 ratio (CET 1, CRR final, see glossa-
ry for definition) stood at 13.7% (13.5%), the total capital ratio
(see glossary for definition) at 18.5% (18.1%).

Outlook

Erste Group targets a return on tangible equity (ROTE) of above
10% in 2020. The expected positive, albeit moderating, macro-
economic development in the core markets Czech Republic,
Slovakia, Hungary, Romania, Croatia, Serbia and Austria as well
as an improvement in other operating result that was negatively
impacted by one-off effects in 2019 should be supportive factors
to achieve this target. On the other hand, a global or regional
slowdown of economic growth as well as potential — and as yet
unquantifiable — political or regulatory risks might jeopardize
achieving the target.
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In 2020, the positive development of the economy should be
reflected in growth rates (real GDP growth) of 2% to 4% in Erste
Group’s CEE core markets. All other economic parameters are
currently expected to be similarly robust. Unemployment rates
should remain at historic lows — in the Czech Republic and in
Hungary they are already among the lowest in the EU. Inflation is
forecast to remain broadly stable. Strong competitive positions
should again lead to current account surpluses in most countries.
The fiscal situation and public debt levels are also projected to
remain sound. Austria should see continued dynamic economic
growth at a rate of 1.3%. Overall, growth continues to be driven
by domestic demand across all economies. The contribution of
exports is forecast as neutral.

Against this backdrop, Erste Group expects mid-single-digit net
loan growth. Despite negative interest rates in the euro zone but
supported by moderately increasing short term market rates in
Czech Republic and Hungary net interest income should thus
increase further in 2020. The second key income component, net
fee and commission income, is also expected to rise. As in 2019,
some positive momentum should again come from asset man-
agement, insurance brokerage and payment services. Most of the
other income components are expected to remain stable, by and
large. Considering the good performance in 2019, net trading
and fair value results are expected to be lower. Overall, operat-
ing income should continue to grow in 2020. Operating expenses
are expected to rise in 2020, partly due to anticipated further
wage increases in all core markets of Erste Group. However,
Erste Group will continue to invest in IT and thereby its future
competitiveness in 2020. The focus will be on progressive IT
modernisation, back office digitalisation as well as the group-
wide implementation and expansion of the digital platform
George. The roll-out of George will continue in Hungary and
Croatia in 2020. Positive jaws is the ambition for 2020, even
though it will be tougher to achieve than in 2019 as revenue
pressures increase. Overall, the operating result is projected to
rise in 2020.

Risk costs should remain low in 2020 on the back of the low
interest rate environment. While precise forecasts are difficult in
the current environment, Erste Group projects for 2020 risk
costs of below 20 basis points of average gross customer loans.
The solid, albeit slowing, macro environment should support
asset quality as will the well-balanced diversified loan portfolio.

We do expect an improvement in other operating result due to the
non-recurrence of the significant one-off negative effects of 2019.
Assuming a tax rate of below 20% and a similar high level of
minority charges, Erste Group aims to achieve a return on tangi-
ble equity (ROTE) of above 10%.

Potential risks to the guidance are interest rate trends that differ
from expectations, political or regulatory measures targeting banks,
geopolitical and global economic developments as well as potential
negative economic effects from the spreading of the corona virus.
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ANALYSIS OF PERFORMANCE

Net interest income

Net interest income rose to EUR 4,746.8 million (EUR 4,582.0
million). The marked increase in the Czech Republic was at-
tributable to the benign interest rate environment and sustained
growth in lending to customers. Higher net interest income was
also posted in Romania driven primarily by higher market inter-
est rates and in Hungary on the back of lending growth. The
implementation of IFRS 16 led to a negative impact of EUR 24.6
million on net interest income. Year on year, interest-bearing
assets rose faster than net interest income, not least because of a
marked increase in interbank assets, which resulted in the net
interest margin (net interest income as a percentage of average
interest-bearing assets) slightly narrowing to 2.18% (2.30%).

Net interest margin in %
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Net fee and commission income

Net fee and commission income increased to EUR 2,000.1 mil-
lion (EUR 1,908.4 million). Growth was registered in all core
markets, most notably in Austria, Hungary and Slovakia. In
Austria, growth was driven mainly by payment fees and asset
management fees, while Slovakia saw primarily a rise in insur-
ance brokerage fees.

Net fee and commission income, structure and trend
in EUR million
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Net trading result and gains/losses from financial
instruments measured at fair value through profit or loss
Valuation effects have a substantial impact on both positions — net
trading result and gains/losses from financial instruments meas-
ured at fair value through profit or loss. Debt securities issued
measured at FV through profit or loss are particularly impacted —
related valuation results are shown in the line gains/losses from
financial instruments measured at fair value through profit or loss
while valuation results of corresponding hedges are shown in net
trading result — as are financial assets in the fair value and trading
portfolios.

Due to the interest rate development, net trading result improved
significantly to EUR 318.3 million (EUR -1.7 million). On the
other hand, gains/losses from financial instruments measured at
fair value through profit or loss declined to EUR -24.5 million
(EUR 195.4 million).

General administrative expenses

General administrative expenses amounted to EUR 4,283.3 mil-
lion (EUR 4,181.1 million).
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Employees as of 31 December 2019
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The number of employees is based on full-time equivalents. The data regarding subsidiaries in CEE refers
to partial groups.

Personnel expenses increased — mainly in Austria and the
Czech Republic — to EUR 2,537.1 million (EUR 2,474.2 million).
Other administrative expenses declined to EUR 1,205.1 mil-
lion (EUR 1,234.9 million). Contributions to deposit insurance
systems increased to EUR 104.8 million (EUR 88.6 million) on
the back of continued strong deposit growth. Contributions were
up most sharply in Romania (to EUR 12.7 million from previously
EUR 4.4 million) and Austria (EUR 58.4 million versus EUR 51.2
million). The first-time application of the new financial reporting
standard for leases (IFRS 16) as of 1 January 2019 had a positive
impact on other administrative expenses — through lower rental
expenses — in the amount of EUR 81.5 million, but negatively
impacted depreciation and amortisation by EUR 74.0 million,
pushing the latter to EUR 541.0 million (EUR 472.0 million).

General administrative expenses,
structure and trend, in EUR million
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Operating result
Operating income rose to EUR 7,255.9 million (+4.9%; EUR
6,915.6 million) on the back of significantly improved net interest
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and net trading income and a rise in net fee and commission in-
come. General administrative expenses increased to EUR 4,283.3
million (+2.4%; EUR 4,181.1 million) due to a rise in personnel
expenses and higher depreciation and amortisation while other
administrative expenses declined. The operating result improved
to EUR 2,972.7 million (+8.7%; EUR 2,734.6 million). The
cost/income ratio improved likewise to 59.0% (60.5%).

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

Gains from derecognition of financial instruments not measured
at fair value through profit or loss (net) increased to EUR 23.5
million (EURS.7 million). This item includes primarily
gains/losses from the sale of securities and the derecognition of
financial liabilities.

Impairment result from financial instruments

Due to net allocations, the impairment result from financial in-
struments amounted to EUR -39.2 million (net releases of
EUR 59.3 million). The negative balance of the allocation/release
of provisions for the lending business was partly offset by contin-
ued high income received from the recovery of loans already
written off in the amount of EUR 154.0 million (EUR 162.9
million) as well as the release of provisions for commitments and
guarantees given in the amount of EUR 70.0 million (EUR 6.6
million).

Other operating result

Other operating result amounted to EUR -628.2 million (EUR
-304.5 million). Levies on banking activities rose to EUR 128.0
million (EUR 112.2 million), including a EUR 11.0 million bank-
ing tax payable in Romania for the first time in the reporting year.
Levies payable in Austria rose slightly to EUR 24.3 million
(EUR 23.0 million) and in Slovakia increased to EUR 32.5 mil-
lion (EUR 30.3 million). Hungarian banking tax declined to
EUR 12.6 million (EUR 13.5 million). Including financial trans-
action tax of EUR 47.6 million (EUR 45.4 million), bank levies
in Hungary totalled EUR 60.2 million (EUR 58.9 million).

In view of the expected negative impact on future income result-
ing from a change in the law on banking tax in Slovakia, the
goodwill in Slovakia in the amount of EUR 165.0 million was
written down completely and posted to other operating result.
Allocations/release of other provisions amounted to EUR -207.0
million (net releases of EUR 13.3 million). The significant dete-
rioration is attributable to a provision in the amount of
EUR 153.3 million set aside for losses expected from a decision
of the Romanian High Court in relation to the business activities
of a local subsidiary. In addition, other operating result also
reflects the annual contributions to resolution funds in the
amount of EUR 75.3 million (EUR 70.3 million). The steepest
rise, to EUR 26.6 million (EUR 19.0 million), was recorded in
the Czech Republic.
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Profit/loss for the year

The pre-tax result from continuing operations amounted to
EUR 2,329.7 million (EUR 2,495.0 million). Taxes on income
increased to EUR 418.7 million (EUR 332.4 million) as the posi-
tive impact of deferred taxes that were recognised resulting in
deferred tax income was lower than in 2018. In addition, neither
the goodwill write-down in Slovakia nor the extraordinary provi-
sions in Romania were tax deductible in 2019. The minority
charge rose to EUR 440.9 million (EUR 369.1 million) due to
solid results of the savings banks. The net result attributable to
owners of the parent amounted to EUR 1,470.1 million
(EUR 1,793.4 million).

Tax situation

Pursuant to section 9 of the Austrian Corporate Tax Act CKStG’),
Erste Group Bank AG and its main domestic subsidiaries consti-
tute a tax group. Due to the high proportion of tax-exempt income
— particularly income from participating interests — and tax pay-
ments for the permanent establishments abroad, no Austrian cor-
porate income tax was payable for the financial year 2019. The
current tax loss carried forward increased in 2019.

Taxes on income are made up of current taxes on income calculat-
ed in each of the Group companies based on the results reported
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 418.7 million (EUR 332.4 million).

BALANCE SHEET DEVELOPMENT

The decline in cash and cash balances to EUR 10.7 billion
(EUR 17.5 billion) was primarily due to a significant reduction of
cash balances held at central banks.

Trading and investment securities held in various categories of
financial assets increased to EUR 44.3 billion (EUR 43.9 billion).

Loans and advances to credit institutions (net), including
demand deposits other than overnight deposits, increased primari-
ly in the Czech Republic and in the Holding to EUR 23.1 billion
(EUR 19.1 billion).

Loans and receivables to customers (net) rose in all core
markets — most notably in Hungary and Serbia as well as in the
Czech Republic, Austria and Slovakia — to EUR 160.3 billion
(EUR 149.3 billion) driven by retail and corporate loan growth.

Loans and advances to customers, structure and
trend, in EUR million
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Loan loss allowances for loans to customers declined to
EUR 3.2 billion (EUR 3.6 billion), mostly due to continuing asset
quality improvement. The NPL ratio (non—performing loans as a
percentage of gross customer loans) improved again to 2.5%
(3.2%). The NPL coverage ratio (based on gross customer
loans) rose to 77.1% (73.4%).

Intangible assets amounted to EUR 1.4 billion (EUR 1.5 bil-
lion).

Miscellaneous assets were up at EUR 6.0 billion (EUR 5.4
billion).

Financial liabilities — held for trading declined to EUR 2.4
billion (EUR 2.5 billion).

Deposits from banks, primarily overnight deposits and term
deposits, decreased to EUR 13.1 billion (EUR 17.7 billion).
Deposits from customers increased to EUR 173.8 billion
(EUR 162.6 billion) due to strong growth in retail overnight
deposits in all core markets. The loan-to-deposit ratio stood at
92.2% (91.8%).

Debt securities in issue rose to EUR 30.4 billion (EUR 29.7
billion) on the back of increased issuing activity.

Miscellaneous liabilities amounted to EUR 5.4 billion (EUR
5.4 billion).

25



Balance sheet structure/liabilities and total equity
in EUR million

300,000 —
250,000 — 245,693
236,792
220,659
208,227
200,000 — 199,743
150,000 —
100,000 —
50,000 —
0
2015 2016 2017 2018 2019

Deposits by banks I Customer accounts

I Debts securities in issue Total equity and other liabilities

Total assets grew to EUR 245.7 billion (+3.8%; EUR 236.8
billion). Total equity increased to EUR 20.5 billion (+8.6%; EUR
18.9 billion) including additional tier 1 (AT1) instruments in the
amount of EUR 1,490.4 million.

Common equity tier 1 capital (CET1) in EUR million
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After regulatory deductions and filtering according to the Capital
Requirements Regulation (CRR), common equity tier 1 capital
(CET1, CRR final) rose to EUR 16.3 billion (EUR 15.5 billion).
Total own funds (CRR final) went up to EUR 22.0 billion (EUR
20.9 billion). Total risk (risk-weighted assets including credit,
market and operational risk, CRR final) increased to EUR 118.6
billion (EUR 115.4 billion).

Consolidated regulatory capital is calculated in accordance
with CRR taking into consideration transitional provisions as
defined in the Austrian CRR Supplementary Regulation and
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 qualify-
ing capital in relation to total risk pursuant to CRR (final), was
18.5% (18.1%), well above the legal minimum requirement.

The tier 1 ratio (CRR final) stood at 15.0% (14.3%), the com-
mon equity tier 1 ratio (CRR final) at 13.7% (13.5%).

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’s segment reporting is based on the matrix organisa-
tion (business and geographical information) and provides com-
prehensive information to assess the performance of the business
and geographical segments.

The tables and information below provide a brief overview and
focus on selected and summarised items. For more details, please
see Note 39. Additional information is available in Excel format
at www.erstegroup.com/investorrelations.

Business segments

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-
rized 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.

Erste Group — business segments

Asset/Liability

. Group Management & Savings Group Corporate Intragroup
Retail Corporates Markets Local Corporate Banks Center Elimination
Center

The Retail segment comprises business with private individuals,
micros and free professionals within the responsibility of account
managers in the retail network. This business is operated by the
local banks in cooperation with their subsidiaries, such as leasing
and asset management companies, with a focus on simple prod-
ucts ranging from mortgage and consumer loans, investment
products, current accounts, savings products to credit cards and
cross-selling products such as leasing, insurance and building
society products.

The Corporates segment comprises business done with corporate
customers of different turnover sizes (small and medium-sized
enterprises, Local Large Corporate and Group Large Corporate
customers) as well as commercial real estate and public sector
business. Small and medium-sized enterprises (SME) are clients
that are under the responsibility of the local corporate commercial
center network, mainly consisting of companies within defined
annual turnover thresholds. Local Large Corporates (LLC) are
clients with specific annual turnover thresholds (lying above SME
thresholds) that are not defined as Group Large Corporate custom-
ers according to the Group Large Corporate client list. Group
Large Corporates (GLC) are large corporate customers/client
groups with substantial operations in core markets/extended core

markets of Erste Group. GLC clients are included on the GLC
client list. Commercial Real Estate (CRE) covers, for example,
investors in real estate for the purpose of generating income from
the rental of individual properties or portfolios of properties, de-
velopers of individual properties or portfolios of properties for the
purpose of generating capital gains through sale. Public Sector
consists of three sets of customers: public sector, public corpora-
tions and non-profit sector. In addition, a majority of municipali-
ties are also segmented as Public Sector clients.

The Group Markets (GM) segment comprises trading and mar-
kets services as well as customer business with financial institu-
tions. It includes all activities related to the trading books of Erste
Group, including the execution of trade, market making and
short-term liquidity management. In addition, it comprises busi-
ness connected with servicing financial institutions as clients
including custody, depository services, commercial business
(loans, cash management, trade & export finance).

The Asset/Liability Management and Local Corporate Center
(ALM & LCC) segment includes all asset/liability management
functions — local and of Erste Group Bank AG (Holding) — as well
as the local corporate centers that comprise all non-core banking
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business activities, such as internal service providers and reconcilia-
tion items to local entity results. The corporate center of Erste Group
Bank AG is included in the Group Corporate Center segment.

The Savings Banks segment includes those savings banks that
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 fully 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 Savings Banks segment.

The Group Corporate Center (GCC) segment covers mainly
centrally managed activities and items that are not directly allocat-

ed to other segments. It comprises the corporate center of Erste
Group Bank AG (and thus dividends and the refinancing costs from
participations, general administrative expenses), non-profit internal
service providers (facility 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).

Intragroup Elimination (IC) is not defined as a segment but is the
reconciliation to the consolidated accounting result. It includes all
intragroup eliminations between participations of Erste Group (e.g.
intragroup funding, internal cost charges). Intragroup eliminations
within partial groups are disclosed in the respective segments.

RETAIL

Financial review

in EUR million 2018 2019 Change
Net interest income 2,267.5 2,290.1 1.0%
Net fee and commission income 1,054.4 1,094.5 3.8%
Net trading result and gains/losses from financial instruments at FVPL 116.3 112.5 -3.2%
Operating income 3,467.8 3,629.7 1.8%
Operating expenses -2,030.9 -2,096.2 3.2%
Operating result 1,436.9 1,433.5 -0.2%
Cost/income ratio 58.6% 59.4%

Impairment result from financial instruments -24.7 -74.6 >100.0%
Other result -52.9 -226.4 >100.0%
Net result attributable to owners of the parent 1,064.9 866.4 -18.6%
Return on allocated capital 35.2% 26.4%

The increase in net interest income was primarily driven by higher
contributions from deposit business in the Czech Republic, Roma-
nia and Hungary. While lending business in Croatia, Serbia and
Hungary developed positively, contribution from lending business
in Czech Republic, Slovakia and Romania decreased on the back
of declining margins. The impact was mitigated though by the
higher interest rate environment in the Czech Republic and Roma-
nia. Net fee and commission income increased mainly due to
higher insurance brokerage fees in Slovakia and Hungary, higher
payment fees in Austria, Hungary and Croatia, higher fees from
loan business in Slovakia, Hungary and Croatia as well as higher
fees from securities business in Hungary. Net trading result and
gains/losses from financial instruments FVPL decreased primarily
due to a lower result from foreign exchange business in Romania.
Operating expenses increased on the back of higher personnel
expenses as well as higher IT expenses in a majority of the coun-
tries. Overall, operating result decreased and the cost/income ratio
increased slightly. The deterioration of impairment result from
financial instruments was primarily driven by higher provisioning
in Romania, the Czech Republic, Austria and Serbia, while risk
costs in Croatia, Slovakia and Hungary declined. A provision in
the amount of EUR 153.3 million in Romania as a result of a
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Romanian High Court decision in relation to the business activi-
ties of a local subsidiary (building society) led to a worsening of
the other result. Consequently, the net result attributable to the
owners of the parent decreased.

Credit risk

Credit risk exposure in the Retail segment rose to EUR 68.6
billion (+3.5%). The customer loan portfolio increased to EUR
58.3 billion (+5.1%). The share of the retail business in Erste
Group’s total customer loans declined marginally to 36.4%
(37.0%). The collateralisation ratio, which reflects the ratio of
collateral to loan volume, stood at 64.9% (64.0%). The quality
of the retail customer loan portfolio improved again. Non-
performing loans declined by EUR 105 million and, as a per-
centage of total retail customer loans, decreased to 2.4%
(2.8%). In terms of the NPL ratio (non-performing loans as a
percentage of total loans) the Retail segment thus continued to
feature the highest quality of all business segments with a sig-
nificant loan portfolio. Low-risk loans as a percentage of total
retail customer loans rose significantly to 84.7% (81.5%) The
NPL coverage ratio based on loan loss provisions amounted to
82.7% (84.0%).
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CORPORATES

Financial review

in EUR million 2018 2019 Change
Net interest income 1,032.2 1,098.7 6.4%
Net fee and commission income 283.1 301.1 6.4%
Net trading result and gains/losses from financial instruments at FVPL 88.2 101.0 14.4%
Operating income 1,524.0 1,603.1 5.2%
Operating expenses -572.3 -575.3 0.5%
Operating result 951.8 1,027.8 8.0%
Cost/income ratio 37.5% 35.9%

Impairment result from financial instruments 59.4 32.9 -44.5%
Other result 71 -2.3 n/a
Net result attributable to owners of the parent 801.5 814.9 1.7%
Return on allocated capital 21.0% 18.7%

Net interest income increased primarily due to positive contribu-
tion of lending business in Austria and higher loan and deposit
volumes as well as higher deposit margins in the Czech Republic
supported by the higher interest rate environment. These effects
were partially offset by the lower contribution of lending business
in Romania due to a one-off income in 2018. Net fee and com-
mission income increased predominantly in Erste Bank Oester-
reich and Czech Republic but also in Hungary and Slovakia. Net
trading result and gains/losses from financial instruments at
FVPL increased mainly in the Czech Republic due to positive
development in interest rate derivatives and in Slovakia due to
valuation of cross-currency derivatives. Overall, operating in-
come improved. Although operating expenses increased moder-
ately, the operating result as well as the cost/income ratio im-
proved. The net release of risk provisions (line item impairment
result from financial instruments) resulted from a further im-
provement in asset quality, lower default rates, higher recoveries
as well as releases of specific provisions. However, the net re-
leases year-on-year decreased, mainly in the Holding, Slovakia

GROUP MARKETS

Financial review

and Hungary. Other result worsened on the back of higher provi-
sions for legal expenses in Croatia. The net result attributable to
the owners of the parent increased.

Credit risk

Credit risk exposure in the Corporates segment rose to EUR 77.8
billion (+10.3%), loans to customers increased to EUR 54.9
billion (+9.4%). As a percentage of Erste Group’s total loans to
customers they stood at 33.6% (32.8%). The difference between
credit risk exposure and the customer loan portfolio in the Corpo-
rates segment is primarily due to a large volume of guarantees
and unused loan commitments. Active management of non-
performing loans by restructuring economically viable businesses
and writing off uncollectible accounts resulted in another signifi-
cant improvement of asset quality in the Corporates segment. The
NPL ratio declined to 2.5% (3.4%). As non-performing loans fell
much more sharply than risk provisions, the NPL coverage ratio
based on loan loss provisions rose by more than eleven percent-
age points to 84.5% (73.0%).

in EUR million 2018 2019 Change
Net interest income 252.6 257.2 1.9%
Net fee and commission income 226.5 228.3 0.8%
Net trading result and gains/losses from financial instruments at FVPL 53.1 48.4 -8.8%
Operating income 533.7 536.9 0.6%
Operating expenses -241.3 -240.2 -0.5%
Operating result 292.4 296.7 1.5%
Cost/income ratio 45.2% 44.7%

Impairment result from financial instruments -0.4 5.1 n/a
Other result -21.3 -18.4 -13.4%
Net result attributable to owners of the parent 215.7 224.6 4.2%
Return on allocated capital 27.4% 24.1%

Net interest income increased primarily on the back of higher
volumes of reverse repo business in the Holding. Net fee and
commission income went up slightly due to higher origination
fees and business with institutional clients. Net trading result and
gains/losses from financial instruments at FVPL decreased due to
valuation effects. Overall, operating income increased. As operat-
ing expenses declined moderately, operating result increased, and

the cost/income ratio improved. Impairment result from financial
instruments turned positive as a result of provision releases in the
Holding. Other result improved mainly due to valuation effects.
Consequently, the net result attributable to the owners of the
parent increased.
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ASSET/LIABILITY MANAGEMENT & LOCAL CORPORATE CENTER

Financial review

in EUR million 2018 2019 Change
Net interest income -91.6 -104.3 13.8%
Net fee and commission income -102.8 -84.5 -17.8%
Net trading result and gains/losses from financial instruments at FVPL -32.1 38.6 n/a
Operating income -178.5 -107.1 -40.0%
Operating expenses -67.8 -110.9 63.5%
Operating result -246.3 -218.0 -11.5%
Cost/income ratio -38.0% >100%

Impairment result from financial instruments 124 13.0 4.3%
Other result -131.2 -90.0 -31.4%
Net result attributable to owners of the parent -289.1 -237.3 -17.9%
Return on allocated capital -10.6% -8.2%

Net interest income deteriorated primarily due to lower income
from the investment portfolio and liquidity positions in the Hold-
ing as well as lower contribution from balance sheet management
in Erste Bank Oesterreich. These developments were partially
compensated by higher interest rates in the Czech Republic,
higher contribution from balance sheet management in Slovakia
and maturity of deposits with high interest expense in Romania.
Net fee and commission income improved mainly due to lower
fee expenses in Romania. Net trading result and gains/losses from
financial instruments at FVPL improved primarily due to valua-

SAVINGS BANKS

Financial review

tion results in the Holding, in Erste Bank Oesterreich, and in the
Czech Republic. Operating expenses increased on the back of
higher IT costs in Erste Bank Oesterreich and methodological
changes affecting cost allocation between business segments in
Romania and Hungary. Overall, operating result improved. Other
result improved primarily due to the non-recurrence of last year’s
real estate impairments in the Czech Republic and Immorent,
lower provisions for legal expenses in Erste Bank Oesterreich and
a real estate selling gain in Romania. The net result attributable to
the owners of the parent improved.

in EUR million 2018 2019 Change
Net interest income 1,016.4 1,052.1 3.5%
Net fee and commission income 459.8 490.6 6.7%
Net trading result and gains/losses from financial instruments at FVPL -271 52.0 n/a
Operating income 1,497.4 1,640.2 9.5%
Operating expenses -1,073.3 -1,120.1 4.4%
Operating result 4241 520.1 22.6%
Cost/income ratio 71.7% 68.3%

Impairment result from financial instruments 19.8 0.7 -96.3%
Other result -4.5 26.3 n/a
Net result attributable to owners of the parent 53.6 64.8 20.9%
Return on allocated capital 12.2% 13.0%

The increase in net interest income was primarily driven by high-
er customer loan volumes. Net fee and commission income in-
creased on the back of higher payment, lending, and insurance
brokerage fees. The improvement of net trading result and
gains/losses from financial instruments at FVPL was driven by
valuation effects. Operating expenses rose mainly due to in-
creased IT, personnel and marketing expenses. In addition, depos-
it insurance contributions increased to EUR 33.4 million (EUR
27.9 million). Operating result as well as the cost/income ratio
improved markedly. A lower net release of risk provisions was
reflected in the impairment result from financial instruments.
Other result improved mainly due to a booking of a badwill for a
new subsidiary of a savings bank. Payment into the resolution
fund decreased to EUR 7.9 million (EUR 9.0 million). Banking
tax amounted to EUR 4.3 million (EUR 4.0 million). Overall, the
net result attributable to the owners of the parent increased.
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Credit risk

Credit risk exposure in the Savings Banks segment increased to
EUR 66.8 billion (+5.1%), while loans to customers rose to EUR
47.8 billion (+7.1%). Their share in Erste Group’s total customer
loans was nearly unchanged at 29.3% (29.2%). Lending to private
households showed slightly better-than-average growth, raising
its share in the Savings Banks’ total customer loan portfolio to
39.2% (39.0%). Loans to professionals, other self-employed
persons and small businesses stagnated at EUR 6.6 billion. At
13.9% (14.8%) of total loans, the share of this customer segment
was again extraordinarily large and, most notably, significantly
larger than at Erste Group’s subsidiaries in Central and Eastern
Europe. This reflects the structure of the Austrian economy with a
very high percentage of small and medium-sized businesses
compared with other countries. Swiss franc denominated foreign-
currency loans declined further to EUR 1.8 billion (-10.1%).
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among both retail and corporate clients. The NPL coverage ratio
based on loan loss provisions rose to 63.8% (61.2%).

in EUR million 2018 2019 Change
Net interest income 77.9 70.6 -9.4%
Net fee and commission income -12.5 -1.3 -89.9%
Net trading result and gains/losses from financial instruments at FVPL 39.9 12.2 -69.4%
Operating income 124.2 70.9 -42.9%
Operating expenses -980.4 -1,023.9 4.4%
Operating result -856.2 -953.0 11.3%
Cost/income ratio >100.0% >100.0%

Impairment result from financial instruments -7.3 -16.4 >100.0%
Other result 636.0 572.6 -10.0%
Net result attributable to owners of the parent -53.0 -263.3 >100.0%
Return on allocated capital -0.8% -5.6%

Operating income deteriorated mainly due to lower rental income
triggered by methodological changes as well as lower net trading
result and gains/losses from financial instruments at FVPL on
lower valuation effects. Operating expenses increased due to
methodological effects in internal service providing entities.
Consequently, operating result deteriorated. Other result declined
mainly on the goodwill impairment of Slovenska sporitel’na in
the amount of EUR 165.0 million only partially offset by higher
income in the service entities. Overall, the net result attributable

to the owners of the parent decreased considerably.
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Geographical segments

For the purpose of segment reporting by geographical areas, the
information is presented based on the location of the booking entity
(not the country 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 country 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 remain-
ing business activities of Erste Group outside its core markets as
well as the reconciliation to the consolidated accounting result.

Erste Group — geographical segmentation

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 three segments: Austria

_ 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 is identical to the business
segment Savings Banks.

_ 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.

The geographical area Central and Eastern Europe (CEE)
consists of six segments covering Erste Group’s banking subsidi-
aries located in the respective CEE countries:

_ Czech Republic (comprising Ceska spofitelna Group)

_ Slovakia (comprising Slovenska sporitel'ia Group)

_ Romania (comprising Banca Comerciala Roméana Group)

_ Hungary (comprising Erste Bank Hungary Group)

_ Croatia (comprising Erste Bank Croatia Group) and

_ 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 participa-
tions, general administrative expenses), internal service provid-
ers (facility 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). As-
set/Liability Management of Erste Group Bank AG as well as the
reconciliation to the consolidated accounting result (e.g. inter-
company eliminations, dividend eliminations) are also part of the
segment Other.
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Economic review

Austria is a well-diversified, developed and open economy bene-
fitting from a high value-adding industrial base, an educated
workforce and a strong tourism and service sector. In 2019, eco-
nomic growth was mainly driven by domestic demand, especially
consumer spending. Investments were also robust, especially in
the first half of the year. In addition, the service sector, in particu-
lar tourism, continued to perform well. With 153 million over-
night stays, tourism reached a new record in 2019. Net exports,
on the other hand, slowed down and did not contribute to eco-
nomic growth. Germany remained the most important trading
partner of Austria and accounted for almost one third of the Aus-
trian exports. The favourable economic environment resulted in a
further decline of the unemployment rate to 4.5%. At EUR
44,900 GDP per capita, Austria remained one of the wealthiest
countries in the euro zone. Overall, real GDP grew by 1.6%.

The favourable economic performance led to a further improve-
ment in the general government balance to 0.3%. This positive
development was mainly due to increasing revenues from person-
al and corporate income taxes and value added taxes. Govern-
ment expenditure as a percentage of GDP declined mainly due to
declining interest payments, pension-related spending and lower
unemployment benefits. Public debt as a percentage of GDP
improved further to 69.6%, the lowest since 2008, partly driven
by a reduction of bad bank assets of the former Hypo Alpe Adria
bank and lower interest payments.

Inflation decelerated and, at 1.5%, remained well under control.
Core inflation, which represents price development excluding
food and energy prices, amounted to 1.7%. Public and private
sector wages increased by 2.8%, resulting in real wage growth.
As Austria is part of the euro zone its monetary policy is set by
the European Central Bank. The ECB maintained its expansion-
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ary monetary policy by keeping the base rate unchanged at 0%. In
2019, the ECB cut the interest rate on the deposit facility further
by 10 basis points to -0.50%, restarted in November its asset
purchase programme at a monthly volume of up to EUR 20 bil-
lion and also introduced a new series of longer-term refinancing
operations (TLTRO III).
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The three main rating agencies affirmed their credit ratings for
Austria. Standard & Poor’s credit rating for Austria stood at AA+
with a stable outlook. Moody’s credit rating for Austria was at
Aal also with stable outlook, while Fitch’s credit rating stood at
AA+ with a positive outlook.

Key economic indicators — Austria 2016 2017 2018 2019e
Population (ave, million) 8.7 8.8 8.8 8.9
GDP (nominal, EUR billion) 356.2 369.9 386.1 398.5
GDP/capita (in EUR thousand) 40.8 42.1 43.7 44.9
Real GDP growth 21 2.5 2.4 1.6
Private consumption growth 1.4 1.5 1.1 1.5
Exports (share of GDP) 39.5 411 42.6 43.0
Imports (share of GDP) 41.5 43.0 44.0 44.6
Unemployment (Eurostat definition) 6.0 5.5 4.9 4.5
Consumer price inflation (ave) 1.0 2.2 2.1 1.5
Short term interest rate (3 months average) -0.3 -0.3 -0.3 -0.4
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) 2.7 1.6 2.3 1.9
General government balance (share of GDP) -1.5 -0.7 0.2 0.3

Source: Erste Group

Market review

The Austrian banking market is a highly competitive and devel-
oped market. With total assets of 222% of GDP, this metric is
significantly higher than in Central and Eastern Europe. The
Austrian banking market continued to be characterised by signifi-
cantly lower margins than in CEE and, like all other markets
Erste Group operates in, benefitted from low risk costs. The
Financial Markets Authority (FMA) had introduced a systemic
risk buffer for a number of Austrian credit institutions and a
buffer for other systemically important institutions in December
2015. For Erste Group, the buffer increased to 2% of risk
weighted assets as of 1 January 2019. Capitalisation of the bank-
ing system also improved further in 2019.

Financial intermediation — Austria (in % of GDP)
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Austrian banks continued to benefit from the benign domestic
and CEE economic conditions. Loan growth remained above
real GDP growth with both retail and corporate loans rising
considerably. Customer deposits grew less than loans. The bank-
ing system’s loan-to deposit-ratio ratio stood at 95.3% at the end
of the year. Digital financial services and products have continu-
ously been improved and digital penetration increased further.
63% of the Austrian banking customers are actively using digital
banking products and services. The banking tax remained nearly
unchanged at EUR 235 million in 2019. On the back of loan
growth coupled with low risk costs, the banking system’s profit-
ability improved.

Market shares — Austria (in %)
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The three largest banking groups kept a combined market share
of approximately 60% in customer loans and deposits. Erste Bank
Oesterreich and the savings banks succeeded in further increasing
their combined market shares to between 20% and 22% in both
retail and corporate business, benefitting from their balanced
business model. George, the digital banking platform of Erste
Group, has defended its position as the country’s most modern
and popular banking platform. Its 1.9 million users in the country
represent more than every third online banking user in Austria.

ERSTE BANK OESTERREICH &
SUBSIDIARIES

Business review 2019 — three questions to the CEO of
Erste Bank Oesterreich, Peter Bosek

How did the competitive environment change? Due to per-
sistently low interest rates and regulatory pressure the environment
remained challenging, with weakening economic momentum also
showing its first impacts. Overall, the market environment in
Austria did not change materially: bank and branch density re-
mained high, and some market participants, typically those who
due to their ownership structure are less capital market- and effi-
ciency-driven, conducted very aggressive campaigns.

The retail business has been posting steady growth, primarily in
lending and, due to recent innovations, also in payment services.
We see an increasing reduction of banks’ physical footprints and
the expansion of digital offerings. Solid growth in the real estate
market keeps driving strong demand for loans. The asset man-
agement business was again marked by the effective absence of
yields on lower-risk investments. Given the rather risk averse
customer preferences in Austria, these account for a major share
of the market. Digitalisation remains the key challenge for all
market participants in the years ahead, as only successful end-to-
end digitalisation and process optimisation will offset at least part
of the sustained adverse impacts of the current interest rate land-
scape. Digitalisation and optimisation are accordingly in the
focus of all major market participants.

The corporate business enjoyed robust demand despite the decel-
erating economy. Price competition was again intense. Here, too,
lending growth was attributable to the currently very strong de-
mand for properties, partially commercial real estate.

How did you manage to successfully differentiate your
bank from its competition? In the past year, we were able to
increase the number of customers in the retail segment beyond
the mark of one million for the first time, which we believe was
due to our clear positioning as a leading innovator combined with
the strong Erste Bank, Sparkassen and George brands. The mar-
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ket launch of Apple Pay enabled us to enhance this image on the
products side as well. With sFondsplan, we were able to also offer
an attractive digital investment product, which will help specifi-
cally the young generation to attain prosperity by building up
personal wealth and retirement provisions, as is called for by our
Statement of Purpose. In addition to our range of digital products
and services, we will continue to focus on the optimisation of our
service processes and the implementation of advanced technolo-
gies. We are convinced that the purpose-driven design of digital
and analogue product and service offerings will be the key to
success in the future.

In the corporate business we were able to keep growing and
position ourselves as a strong local partner for all businesses. By
continuing to optimise our service models and strengthening
industry specialisation in the sales force, we seek to become an
even better partner for our customers in various sub-segments of
the corporate business. Through more intense cooperation —
including a performance network formed with the savings banks
— we have been and will continue to be able to increasingly ex-
ploit growth potential. Our close relations with non-profit build-
ing associations help us to work together in addressing one of the
most urgent challenges in the real estate segment, i.e. the provi-
sion of new, affordable housing.

Looking back at the year, what were the major challenges
and key achievements? We have further pursued our transfor-
mation in both the retail and the corporate segments and expand-
ed our portfolio of products and services. The ongoing optimisa-
tion of our processes remains a key factor contributing to the
future development of our business model and the necessary
skills among our employees.

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? 2019 was
a record year for the savings banks group in terms of new cus-
tomer growth: Never before have we been able to gain so many
new customers, thanks primarily to the popularity of George, the
launch of Apple Pay and our strong regional presence. Progress
has also been achieved in digitalising our product offerings,
including the introduction of sFondsplan in the investments
segment. On the operational side, the focus was on two key
topics: standardisation and harmonisation as well as digitalisa-
tion. After harmonising products for retail customers within the
savings bank group in the past, a uniform product portfolio was
rolled out in the corporate segment in 2019. As a next step,
product-specific processes are to be standardised within the
savings banks group.
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Financial review

in EUR million 2018 2019 Change
Net interest income 644.3 642.1 -0.3%
Net fee and commission income 386.4 398.9 3.2%
Net trading result and gains/losses from financial instruments at FVPL 10.6 29.1 >100.0%
Operating income 1,088.1 1,117.9 2.7%
Operating expenses -678.9 -717.1 5.6%
Operating result 409.2 400.8 -2.0%
Cost/income ratio 62.4% 64.1%

Impairment result from financial instruments 14.3 -6.0 n/a
Other result -39.6 -18.9 -52.2%
Net result attributable to owners of the parent 278.2 263.2 -5.4%
Return on allocated capital 18.7% 16.4%

Net interest income decreased only moderately as higher loan and
deposit volumes largely compensated the non-recurrence of last
year’s positive one-off effect of the changed disclosure for bro-
kerage fee expenses in the building society. Net fee and commis-
sion income increased on the back of higher payment and lending
fees. The improvement in net trading result and gains/losses from
financial instruments at FVPL was driven by the valuation of a
participation. Operating expenses increased mainly due to higher
IT, marketing and personnel costs. The deposit insurance contri-
bution increased to EUR 25.0 million (EUR 23.3 million). Over-
all, operating result decreased and the cost/income ratio went up.
The deterioration of impairment result from financial instruments
was driven by corporate and retail business. Other result im-
proved mainly due to lower provisions for legal expenses and a
higher selling gain for real estate, which was partially offset by
the non-recurrence of an insurance reimbursement. Payments into
the resolution fund decreased to EUR 7.8 million (EUR 10.2 mil-
lion). Banking tax amounted to EUR 3.6 million (EUR 3.5 mil-
lion). Overall, the net result attributable to the owners of the
parent declined.

Credit risk

Credit risk exposure in the Erste Bank Oesterreich & Subsidiaries
segment rose to EUR 45.0 billion (+3.9%) while the volume of
customer loans increased to EUR 34.6 billion (+4.2%). As this
segment grew at a slower pace than the group average, its share
in Erste Group’s total loan portfolio declined to 21.0% (21.8%).
The share of retail customers in total loan volume amounted to
40.1% (39.9%). The share of corporates, including self-employed
individuals and small businesses, rose to 54.0% (53.4%). Loans
to professionals, other self-employed persons and small business-
es are less significant than they are for other Austrian savings
banks. Lending to the public sector declined to EUR 2.0 billion
(-9.2%). The share of Swiss franc denominated loans in the total
loan portfolio decreased further to 3.8% (4.4%). The quality of
the loan portfolio improved again. While low-risk loans increased
by EUR 1.4 billion, non-performing loans decreased by EUR 100
million and, as a percentage of total loans to customers, declined
to 1.4% (1.8%). The development was positive across all custom-
er segments, but most visibly among medium-sized and larger
enterprises. The NPL coverage ratio based on loan loss provisions
stood at 58.0% (61.3%).

SAVINGS BANKS

The geographical segment Savings Banks is identical to the busi-
ness segment Savings Banks (see page 30).

OTHER AUSTRIA

Business review 2019 - three questions to Chief
Corporates and Markets Officer, Ingo Bleier

How did the competitive environment change? Overall, the
environment continued to be challenging. Loan margins and fees
— especially fees in the Group Markets business — remained
under pressure. As a result, certain investors have directed their
attention to real estate and private equity opportunities. While
the impact on us was limited, we benefitted from the increased
activity in the capital markets business. Activities in the equity
capital markets were mainly concentrated on Austria and CEE,
and we acted as book runner for two out of three IPOs on the
Vienna Stock Exchange.

In line with economic growth, client hedging volumes have
grown across the CEE region. We have also experienced in-
creased demand for interest rate hedging, primarily from new
business in the real estate business. The FX market showed rather
low levels of volatility in our markets.

How did you manage to successfully differentiate your
business activities from those of your competition? We
focused on the key elements of our SME and large corporates
strategy: close co-operation between the banks of our group,
engaging customers in strategic dialogues based on our sector
expertise and a strong product focus on supply chain finance and
structured finance solutions.

In the Group Markets business we have extended the scope of
product offerings. In addition to wholesale issues we have ad-
vised our financial institutions customers on several non-
preferred senior and subordinated transactions. We have also
focused on providing our corporate client base with more tailor-
made solutions to hedge interest rate and foreign exchange risk.
To reach all potential customers and investors we are working on
the continuous improvement of distribution channels.
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Owing to the expertise in the corporate business and our under-
standing of the local capital markets in our region, we are recog-
nised as a leading capital markets franchise in CEE.

Looking back at the year, what were the major challenges
and key achievements? Major achievements in the Corporates
business were the largest ever underwriting for a CEE logistics
sector portfolio transaction of more than EUR 600 million (prior
to syndication) and the substantial increase of our overall loan
volume to the real economy in CEE.

We increased the number of transactions on a year-on-year basis
and won joint bookrunner mandates with new international client
groups. On the private placement side, we increased the number
of executed deals to around 70, an all-time record on our MTN
(mid-term note) desk. In 2019, we managed to successfully exe-

Financial review

cute the first [PO of the year in Europe, Marinomed, on the Vien-
na Stock Exchange.

As a result of our efforts, we were named Number 1 covered
bond book runner in the category covered bond market by Global
Capital. In addition, the CMD (Collaborative Market Data Net-
work) Portal awarded the debt capital markets business of Erste
Group as Best Emerging Markets Dealer as well as Best Austrian
Domestic Bond Dealer of the year.

Ringing the closing bell at Nasdaq Stock Exchange in December
2019 as a new member with primary dealership in selected
Nasdaq market places, allowing us to present Erste Group in its
200th anniversary year, was also one of the highlights of the year.
The ceremony was broadcast on Times Square in New York.

in EUR million 2018 2019 Change
Net interest income 388.9 406.9 4.6%
Net fee and commission income 224.6 240.7 71%
Net trading result and gains/losses from financial instruments at FVPL -26.2 -13.0 -50.3%
Operating income 648.3 689.7 6.4%
Operating expenses -369.4 -378.1 2.3%
Operating result 278.9 311.6 11.7%
Cost/income ratio 57.0% 54.8%

Impairment result from financial instruments 87.7 -7.3 n/a
Other result 259 47.4 82.9%
Net result attributable to owners of the parent 313.2 278.3 -11.1%
Return on allocated capital 17.7% 13.3%

Net interest income increased primarily due the growth of corpo-
rate lending volumes in the Holding and higher volumes of re-
verse repo business in Group Markets. Net fee and commission
income increased on higher asset management fees and institu-
tional sales activities in Group Markets. The improvement of net
trading result and gains/losses from financial instruments at
FVPL was driven by higher market valuation result of securities,
partially offset by lower valuation of derivatives. Despite an
increase of operating expenses driven by higher personnel and IT
costs, operating result and cost/income ratio improved. Impair-
ment result from financial instruments deteriorated significantly
due to lower net releases of risk provisions and increased provi-
sion coverage for non-performing portfolio in Holding. Other
result improved mostly due to higher selling gains. Other result
also included the resolution fund contribution of EUR 6.6 million
(EUR 6.1 million). Overall, the net result attributable to the own-
ers of the parent deteriorated.

Credit risk

Credit risk exposure in the Other Austria segment, which is al-
most completely made up of Erste Group Bank AG and Erste
Group Immorent GmbH, widened to EUR 37.8 billion (+21.5%),
due to a significant increase in money and capital markets busi-
ness. Its share in Erste Group’s total credit risk exposure in-
creased to 13.8% (12.2%). A large share of the business was
accounted for by securities and investments with banks. Conse-
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quently, loans to customers as a percentage of Erste Group’s total
loan portfolio were significantly lower than the contribution to
credit risk exposure. At year-end it amounted to 9.3% (8.8%).
Growth was registered mainly in the Corporates segment and in
real estate financing, while lending to the public sector declined.
Continuing portfolio clean-up through sales of loans and, most
importantly, write-downs, reduced the share of non-performing
loans in the total loan portfolio significantly to 2.2% (3.3%).
Within the category of performing loans, the share of loans in the
best risk category rose substantially. Loan loss provisions
amounted to 63.3% (56.1%) of non-performing loans.

Central and Eastern Europe
CZECH REPUBLIC

Economic review

The Czech Republic is among the most open economies in the
CEE region and continued to perform well. In 2019, GDP growth
was mainly driven by household consumption and, to a much
lesser extent, by investments. Household consumption was sup-
ported by the continuing real wage growth as well as the lowest
unemployment in the EU. Industrial production benefitted signif-
icantly from the strong performance of the automotive industry.
Net exports, however, did not contribute to economic growth
mainly due to the declining demand from the main euro area



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

trading partners. Based on the diversity of exports, the Czech
economy is among the most complex in the world. Reflecting the
solid economic performance, the unemployment rate decreased
further to 2.1%. Overall, real GDP grew by 2.4% and GDP per
capita increased to EUR 20,700.

Fiscal prudence prevailed as expressed by a general government
budget surplus for the fourth consecutive year. In 2019, it stood at
0.6%. State revenues were positively impacted by growing tax
income and higher social contributions. On the expense side,
public wages, higher pensions and state subsidies were the main
drivers. Public debt as a percentage of GDP fell further and was
again one of the lowest in the European Union at 30.8%.

Inflation increased mainly due to rising domestic demand and
higher wages, but remained within the Czech National Bank’s
(CNB) range of 1-3%. Average consumer price inflation amount-
ed to 2.8%. The Czech koruna was broadly stable against the
euro. The Czech National Bank increased its key policy rate by
25 basis points in May 2019 to 2.00%. In February 2020, the
CNB unexpectedly decided to increase the rate by another 25
basis points to 2.25%, the highest level since 2009.

The positive economic developments were also acknowledged by
Moody’s, which upgraded the country’s long-term credit rating to
Aa3 with a stable outlook. Standard and Poor’s and Fitch kept
their ratings unchanged at AA- with a stable outlook.

Key economic indicators — Czech Republic 2016 2017 2018 2019e
Population (ave, million) 10.6 10.6 10.6 10.6
GDP (nominal, EUR billion) 176.3 191.9 208.0 220.2
GDP/capita (in EUR thousand) 16.7 18.1 19.6 20.7
Real GDP growth 2.4 4.5 29 2.4
Private consumption growth 3.5 4.4 3.3 2.8
Exports (share of GDP) 75.2 75.9 75.1 72.4
Imports (share of GDP) 69.2 69.4 69.6 66.8
Unemployment (Eurostat definition) 4.0 2.9 23 2.1
Consumer price inflation (ave) 0.7 2.4 2.2 2.8
Short term interest rate (3 months average) 0.3 0.4 1.3 21
EUR FX rate (ave) 27.0 26.3 25.6 25.7
EUR FX rate (eop) 27.0 25.5 25.7 25.5
Current account balance (share of GDP) 1.6 1.7 0.3 -0.1
General government balance (share of GDP) 0.7 1.6 1.1 0.6

Source: Erste Group

Market review

Based on its solid fundamentals and positive macroeconomic
developments, the Czech banking sector continued to be very
successful in 2019. The deceleration of lending growth was main-
ly related to the introduction of even tighter regulatory limits for
debt-to-income and debt-service-to-income ratios in the last
quarter of 2018. Overall, customer loans grew by 4.4%, with
retail loans outgrowing corporate loans. Retail lending was main-
ly driven by housing loans, while the growth in the corporate
sector benefitted from lending to small and medium size enter-
prises. Customer deposits increased by 6.6%, mainly driven by
retail deposits. The Czech banking market remained one of the
most liquid in Central and Eastern Europe. At year-end, the loan-
to-deposit ratio across the banking sector stood at 72.8%. The
solid fundamentals were also confirmed by the banking sector’s
total capital ratio of 20.2%. Consolidation of the banking sector
continued with Moneta Money Bank, the fourth largest bank in
the country, acquiring Wiistenrot’s Czech business.

Financial intermediation — Czech Republic
(in % of GDP)
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Despite the decelerated growth, the Czech banking sector closed
2019 as one of its most successful years. Supported by higher
interest rates and very low risk provisions, the sector’s net profit
reached EUR 3.5 billion in 2019. The share of non-performing
loans decreased further to 1.7% in the retail and to 3.2% in the
corporate business. Regulatory and political topics played a signifi-
cant role in the development of the Czech banking market through-
out the year. The Czech government and the country’s four largest
commercial banks signed a memorandum of cooperation in Sep-
tember to create a National Development Fund aimed at investing
in projects in infrastructure, education and healthcare. The National
Development Fund, backed by Ceska spotitelna, Komeréni banka,
CSOB and UniCredit’s Czech subsidiary, is expected to start its
operation in the second half of 2020 with initial financing of CZK 7
billion. The government expects other companies, also outside the
banking industry, to join the fund in 2020.

Market shares — Czech Republic (in %)
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Ceska spofitelna continued to grow broadly in line with the
competition in 2019 and maintained market leadership positions
across all product categories. Its retail market shares ranged
from 23% to 28%, while its market shares in the corporate
business remained above 20%. With a market share of 27.5%
the bank also retained the top position in consumer lending,
including the credit card business. Ceska spofitelna built on its
market leadership position in asset management products, push-
ing its market share to 27.1%. Overall, its market share in terms
of total assets stood at 20.0%. The three largest banks have a
combined market share of approximately 60% in customer
loans and deposits.

Business review 2019 — three questions to the CEO of
Ceska sporitelna, Tomas Salomon

How did the competitive environment change? Consolida-
tion pressure continued, and we naturally evaluate such emerging
opportunities on a regular basis but haven’t found a strategically
fitting asset yet.
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For the whole sector as such, 2019 was a success from many
angles. We experienced solid asset growth stemming from mort-
gages, consumer lending and the corporate business. In most of
these business lines Ceska spofitelna roughly kept or even im-
proved its market position. Looking at digital banking, I want to
particularly highlight Apple Pay. It has become a huge success
right from the beginning, and Ceska spofitelna was among the first
to offer this mobile payment solution to its customers. We see that
people are becoming more and more attached to their mobile
phones, and naturally, we have to adopt to that. How? Via ena-
bling more and more products but also services in our George app.

The PSD2 regulation that came into force in January 2018 opened
the banking market to even more market participants. Nonethe-
less, initial fears that smaller fintech companies would take over
banking business at the expense of the strictly regulated banking
industry have not materialised. Banks are investing heavily in
digital innovations, and the digital environment appears to be the
main arena that will decide about the future success of financial
institutions. Efficient data mining and data utilisation have be-
come another key topic. In addition, a stronger emphasis has been
put on customer care rather than on individual products.

How did you manage to successfully differentiate your
bank from its competition? We were the first bank on the
market that decided to extend individual financial advisory ser-
vices to the mass market. As a result, services that used to be
available for more affluent customers only are now provided to
all customers, regardless of the balance on their accounts. We
believe this is how banking will look like in the future, and so we
have started to build up this service model.

In addition, we continuously upgrade our state-of-the-art digital
platform George. Our ambition is to shape up the mobile George
app into a real-time digital advisor. If a customer crosses the state
border, the mobile George could, for example, inform her or him
about missing travel insurance etc. In the future, we’d like to see
George to be able to communicate in real time with customers to
help them tackle their immediate needs.

Looking back at the year, what were the major challenges
and key achievements? Most business segments performed
quite strongly and delivered impressive results. We outperformed
the market and grew quickly in both retail and corporate loans. In
asset management, Ceska spofitelna once again confirmed its
position as undisputed market leader in mutual funds.

Ceska spotitelna further lived up to its role as the market’s inno-
vation leader. We were, for instance, the first bank to put contact-
less ATMs into operation and to launch instant payments via
ATMs. Our bank earned recognition in various banking competi-
tions in 2019. In the Golden Crown competition, Ceské spofitelna
received several prices. We were awarded gold for our mortgage
business, the Visa Infinite credit card that comes with the Premier
Account and the New Blood programme for start-ups. In addi-
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tion, the bank’s subsidiaries — Stavebni spofitelna Ceské spofitel-
ny (building society) and Ceska spofitelna penzijni spolednost
(pension funds) — also won prizes in several categories. Ceska
spofitelna won the Bank without Barriers category in the 18th
annual Bank of the Year competition. In the main category of

Financial review

Bank of the Year 2019, we came in second, as we did in the
Mortgage of the Year category. We were also selected as the
second-most interesting employer in the banking and finance
sector in the Top Employers survey.

in EUR million 2018 2019 Change
Net interest income 1,062.2 1,141.1 7.4%
Net fee and commission income 332.9 334.7 0.5%
Net trading result and gains/losses from financial instruments at FVPL 92.5 109.7 18.5%
Operating income 1,501.4 1,600.5 6.6%
Operating expenses -714.5 -753.9 5.5%
Operating result 786.9 846.6 7.6%
Cost/income ratio 47.6% 47.1%

Impairment result from financial instruments -11.2 6.2 n/a
Other result -49.5 -27.6 -44.2%
Net result attributable to owners of the parent 582.8 666.5 14.4%
Return on allocated capital 23.4% 26.6%

The segment analysis is done on a constant currency basis. The
CZK depreciated by 0.1% against the EUR in the reporting period.
Net interest income in the Czech Republic segment (comprising
Ceské spotitelna Group) increased primarily due to rising interest
rates and higher deposit and loan volumes. Net fee and commis-
sion income increased on the back of higher insurance brokerage
fees. The improvement of net trading result and gains/losses from
financial instruments at FVPL was driven by higher contribution
from interest rate derivatives and foreign currency transactions.
Higher personnel and IT costs led to an increase in operating
expenses. Deposit insurance contribution amounted to EUR 10.4
million (EUR 9.6 million). Overall, operating result increased
markedly, the cost/income ratio improved. The improvement in the
line item ’impairment result from financial instruments’, leading
to a net release, was mostly attributable to significant releases of
risk provisions in corporate business. The other result improved
mainly due to non-recurrence of buildings impairment, in spite of
a higher contribution to the resolution fund of EUR 26.6 million
(EUR 19.0 million). Altogether, these developments led to an
increase in the net result attributable to the owners of the parent.

Credit risk

Credit risk exposure in the Czech Republic segment rose to EUR
59.9 billion (+4.0%) This growth was mainly attributable to the
rise in loans to customers to EUR 29.2 billion (+6.3%), most
significantly in the retail business. Customer loan volume as a
percentage of Erste Group’s total loans to customers was nearly
unchanged at 17.9% (18.0%). In terms of business volume, the
Czech Republic is thus still by far the second most important
market for Erste Group after Austria. The quality of customer
loans was again significantly better than in Erste Group’s other
core markets in Central and Eastern Europe. Non-performing loans
as a share of total loans to customers were unchanged at 1.8%. The
development was most solid in loans to medium-sized and large
corporates as well as in commercial real estate financing. The
lowest default rates were seen in the public sector and in lending to

private households. Non-performing loans were covered 96.3%
(101.2%) by loan loss provisions, not including collateral.

SLOVAKIA

Economic review

The Slovak economy performed well but expanded at a slower
pace than a year ago. Further improvements in the labour market,
growing real wages and moderate inflation supported the positive
development in household consumption. Exports benefited from
the traditionally strong car industry but slowed down significantly
due to weaker demand from the country’s main trading partners
in Western Europe. Slovakia, with more than one million cars
produced in 2019, remained the world’s top car producer per
capita. The unemployment rate declined further to a historically
low level of 5.8%. Overall, real GDP grew by 2.3%, and GDP per
capita amounted to EUR 17,300.

The fiscal position of Slovakia remained solid. Buoyant private
consumption and the strong labour market supported revenues
through higher tax collection and social contributions. Revenues
from value-added taxes rose as well. Expenses also increased, with
employee compensation and social benefits being the largest items.
The fiscal deficit remained at 1.1%. The country’s public debt as a
percentage of GDP declined to 48.3%, the lowest level since 2011.

Inflation in Slovakia increased but remained under control. Aver-
age consumer price inflation rose by 2.7% driven mainly by food
and services prices. Price levels in the service industry were visi-
bly pushed upwards by higher salaries while food prices rose on
the back of a newly introduced levy on retailers. Reflecting the
tightening labour market, nominal wage growth accelerated to
7.6% in 2019.

Moody’s changed its outlook for Slovakia from positive to stable

with a long-term credit rating of A2. Standard & Poor’s and Fitch
kept their ratings at A+, also with a stable outlook.
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Key economic indicators — Slovakia 2016 2017 2018 2019e
Population (ave, million) 5.4 54 5.5 515}
GDP (nominal, EUR billion) 81.0 84.5 89.7 94.2
GDP/capita (in EUR thousand) 14.9 15.5 16.5 17.3
Real GDP growth 21 3.0 4.0 2.3
Private consumption growth 3.9 4.4 3.9 21
Exports (share of GDP) 82.3 83.4 84.4 82.7
Imports (share of GDP) 80.7 82.7 84.6 83.2
Unemployment (Eurostat definition) 9.6 8.1 6.6 5.8
Consumer price inflation (ave) -0.5 1.3 25 2.7
Short term interest rate (3 months average) -0.3 -0.3 -0.3 -0.4
Current account balance (share of GDP) -2.7 -1.9 -2.6 -2.9
General government balance (share of GDP) -25 -1.0 -1.1 -1.1

Source: Erste Group

Market review

The Slovak banking system reflected the macroeconomic develop-
ments and grew at a slower, in comparison with other markets, still
solid, pace. Customer loans increased by 6.2%.Retail loans grew by
a healthy 8.0% despite the introduction of macro prudential
measures by the Slovak National Bank during the year. Housing
loans clearly outgrew consumer loans. Corporate lending also
increased, but to a lesser extent. The main growth driver was lend-
ing to small- and medium-sized enterprises. Customer deposits rose
by 4.8%, resulting in a loan-to-deposit ratio of 102.6%. Asset man-
agement was the bright spot of the banking market, with an annual
growth rate of 14%. The three largest banks continued to have a
combined market share of approximately 60% in customer loans
and deposits. Consolidation in the Slovak banking market remained
a topic throughout the year, with a number of assets being offered
for sale. The banking sector remained well capitalised in 2019.

Financial intermediation — Slovakia (in % of GDP)
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While the low interest rate environment, banking tax and regula-
tory changes adversely affected the Slovak banking sector’s
profitability, net profit benefitted from higher fee income and low
risk costs. Positive asset quality trends continued. The NPL ratio
decreased further to 2.9%. Banks continued to pay banking tax at
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0.2% of total liabilities, excluding equity and subordinated debt.
The Slovak government unexpectedly announced in the last
quarter of the year that the banking tax would double from 2020
onwards and raised the rate from 0.2% to 0.4%. Overall, the
sector’s return on equity stood at 7.7% at the end of 2019.

Market shares — Slovakia (in %)
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Slovenska sporitelfia remained the country’s largest bank. It
continues to control approximately one fifth of the country’s
banking market in terms of total assets and led the market in retail
loans and deposits. Slovenska sporitel'fia continued to have sig-
nificantly higher market shares in the retail sector than in the
corporate sector. In the retail loan business, the bank’s market
share amounted to 26.2%, while for corporate lending it stood at
15.6%. At 14.9%, its market share in corporate deposits was also
significantly lower than in retail deposits, at 28.1%. Slovenska
sporitel'ia maintained its strong position in asset management
products with a market share of above 25%.

Business review 2019 — three questions to the CEO of
Slovenska sporitelna, Peter Krutil

How did the competitive environment change? The operat-
ing environment did not change much. Interest margins stayed
under pressure, resulting in a decline of the sector’s net interest
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income. Retail loans grew by a strong 8%, and housing loans
alone increased by 10%.

The Central Bank scaled up its efforts to curb the increasing in-
debtedness of households with various macro-prudential
measures: in addition to already introduced debt-to-income and
loan-to-value limits, stricter debt-service-to-income measures have
come into effect as of 2020. At the end of 2019, another politically
and fiscally motivated change in legislature was executed: The
bank levy, which was supposed to end in 2020, has been extended
and doubled as of 2020. Consequently, the profit of the sector will
come under additional stress. Slovak banks will pay almost 50%
of their pre-tax, pre-bank-levy profit, which is roughly twice as
much as common corporations pay in Slovakia.

How did you manage to successfully differentiate your
bank from its competition? We aspire to be the best financial
advisor for our clients, providing them with additional value
through a multi-faceted approach to financial health and prosperi-
ty. We did particularly well in banc-assurance where our provi-
sions grew by almost 20%. Asset management, which still has a
huge potential in Slovakia, also contributed positively.

Slovenska sporitel'fia continued in its endeavour of digitalisation.
We expanded the range of products offered in George (e.g. asset
management, savings and insurance) as well as in Internet bank-
ing for corporates (Business24). Among other significant inno-
vations, the introduction of the feature-rich Business24 mobile
application and the switch from SMS to push notifications in
George stand out as success stories. Tablets at branches re-
mained an important selling tool for advisors. Currently, the
majority of key products are already included, enabling person-
alised offers to our customers. We were among the first to intro-
duce Apple Pay in Slovakia, and we added Garmin and Fitbit

Financial review

Pay as well. With Google Pay available already for some time,
we have — until now — become the only major bank with the full
offer of mobile payments available in our market. Thanks to our
focus at younger customers, we achieved an inflow of new cli-
ents in this segment.

Through Slovenska sporitel'fia Foundation, we again proved our
commitment as a leading responsible company and provided
financial support to more than 100 projects in education, social
assistance, environmental protection, culture, sports and civil
society. The Foundation supported 35 projects from the first year
of the #mamnato grant programme with a sum of EUR 250,000.
Grants were awarded to non-profit organisations in community
development and environmental protection. In addition, Slov-
enska sporitelfia Foundation developed a unique programme of
financial literacy, aimed at improving critical and systemic think-
ing in finance.

Looking back at the year, what were the major challenges
and key achievements? With more than 750 thousand digital
customers and half a million mobile app users, Slovenska
sporitel'nia is the Slovak market leader in digital banking in terms
of number of clients. We defended the leading position in retail
banking and significantly improved our market share in corporate
loans. This was a result of both strong organic growth and the
acquisition of S Slovensko, a local leasing company.

Our bank received the Bank of the Year award of the magazines
The Banker and Euromoney and, for the seventh time in the last
eight years, of the weekly TREND. Slovenska sporitel'nia also
ranked first in the survey conducted by the portal Profesia.sk as
the best employer in banking, finance and insurance. As a signa-
tory of the Diversity Charter, we were recognised for multiple
activities against discrimination with a diversity award.

in EUR million 2018 2019 Change
Net interest income 438.7 433.6 -1.2%
Net fee and commission income 128.8 145.2 12.7%
Net trading result and gains/losses from financial instruments at FVPL 11.8 18.8 58.8%
Operating income 586.1 605.7 3.3%
Operating expenses -279.6 -288.7 3.3%
Operating result 306.6 317.0 3.4%
Cost/income ratio 47.7% 47.7%

Impairment result from financial instruments -23.5 -42.7 81.3%
Other result -40.3 -39.1 -2.9%
Net result attributable to owners of the parent 189.4 187.7 -0.9%
Return on allocated capital 20.7% 17.6%

Net interest income in the Slovakia segment (comprising Slov-
enska sporitel’nia Group) decreased on the back of lower loan
margins in the retail business. Net fee and commission income
improved mainly due to higher insurance brokerage and lending
fees. Net trading result and gains/losses from financial instru-
ments at FVPL increased due to valuation effects. Operating
expenses increased mainly due to higher personnel expenses.
Deposit insurance contribution amounted to EUR 1.0 million

(EUR 0.9 million). Overall, operating result increased and the
cost/income ratio remained stable. Impairment result from finan-
cial instruments deteriorated due to higher provisions in corporate
business. Other result remained largely stable although banking
tax increased to EUR 32.5 million (EUR 30.3 million), and pay-
ment into the resolution fund went up to EUR 3.1 million (EUR
2.7 million). Overall, the net result attributable to the owners of
the parent declined.
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Credit risk

Credit risk exposure in the Slovakia segment increased to EUR
19.9 billion (+6.8%), while loans to customers rose to EUR 14.4
billion (+8.2%). This growth rate was slightly above the group
average. As a result, their share in Erste Group’s entire loan
portfolio increased to 8.8% (8.7%). Due to strong demand for
loans from the prospering industrial sector, a breakdown of the
portfolio by customer segment shows a shift from retail towards
corporate loans. The share of loans to private households
amounted to 68.8% (70.5%) of total customer loans and was
again significantly larger than in other core markets. This cus-
tomer mix also explains the large share of secured business of
60.0% (59.3%) in the entire loan portfolio, which exceeds that of
other Central and Eastern European core markets. The NPL ratio
declined further to 3.0% (3.3%), with asset quality improving
across almost all business segments, but most notably among
large corporate customers. The NPL coverage ratio based on loan
loss provisions was nearly unchanged at 80.8% (80.9%).

ROMANIA

Economic review

The Romanian economy grew at a solid, but slower, pace than
last year. Private consumption remained the main growth driver
due to higher wages. Investments recovered on the back of the
strong increase in the construction sector. Net exports, on the
other hand, did not contribute to economic growth as the weaker
external environment led to a contraction of industrial output.
Dacia, the Romanian car producer owned by Renault, was an
exception and closed 2019 with increasing production and record
sales abroad. The agricultural production, accounting for about
4% of the economy, suffered from weak autumn crops (harvests).

Agriculture is still highly important to the Romanian labour
market as more than 20% of the country’s workforce is employed
in this sector, significantly more than the EU average of about
4%. The unemployment rate declined further and reached a new
historic low of 3.9%. Overall, the country’s real GDP increased
by 4.1% and GDP per capita stood at EUR 11,400.

The political environment remained volatile. Ahead of the sched-
uled general elections in 2020, the government was reluctant to
implement fiscal consolidation measures in 2019. As a result, the
budget deficit remained high. It stood at 4.6% of GDP, above the
target of 3%. At 4.7%, the current account deficit was one of the
highest in the European Union, exposing the country to potential
external shocks. Public debt to GDP increased to 36.1%, but
remained among the lowest in the European Union.

Inflation declined from the exceptionally high levels in the previ-
ous year. Overall, average consumer prices increased by 3.8%,
above the National Bank’s target range of 1.5% to 3.5%. Core
inflation, which excludes food and fuel prices, went up by 3.7%.
Wages and pensions continued to grow. The Romanian leu was
relatively stable against the euro, trading between 4.7 and 4.8
throughout the year. The Romanian National Bank kept its policy
rate unchanged at 2.50% in 2019.

Standard & Poor’s confirmed the country’s long-term credit risk
rating at BBB-, but revised Romania’s outlook from stable to
negative due to its rising fiscal deficit risk. Fitch and Moody’s
left their credit ratings and outlook unchanged. Moody’s has a
Baa3 rating on the country’s credit risk and Fitch’s BBB-, both
with a stable outlook.

Key economic indicators — Romania 2016 2017 2018 2019e
Population (ave, million) 19.7 19.6 19.5 19.4
GDP (nominal, EUR billion) 170.4 187.8 204.7 221.4
GDP/capita (in EUR thousand) 8.6 9.6 10.5 11.4
Real GDP growth 4.8 71 4.4 41
Private consumption growth 8.3 10.1 7.2 515}
Exports (share of GDP) 33.7 33.4 33.1 31.2
Imports (share of GDP) 39.5 40.3 40.5 39.0
Unemployment (Eurostat definition) 5.9 4.9 4.2 3.9
Consumer price inflation (ave) -1.5 1.3 4.6 3.8
Short term interest rate (3 months average) 0.8 1.2 2.8 3.1
EUR FX rate (ave) 4.5 4.6 4.7 4.7
EUR FX rate (eop) 4.4 4.4 4.4 4.4
Current account balance (share of GDP) -1.4 -2.8 -4.4 -4.7
General government balance (share of GDP) -2.6 -2.6 -2.9 -4.6

Source: Erste Group

Market review

The Romanian banking market faced uncertainties and further
regulatory changes throughout the year. A new banking tax was
introduced as of January 1, 2019. For large banks operating in
Romania, this special tax amounts to 0.4% of financial assets (the
contribution of smaller banks is set at 0.2%), and it can be re-
duced by 50% for those banks meeting either a lending growth
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target or an interest spread reduction target set by the govern-
ment. Two banks were also negatively affected by a Romanian
High Court decision in relation to business activities of their local
building societies In addition, stricter debt-service-to-income
levels and a benchmark rate for new retail loans with variable
rates in local currency were introduced.
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The Romanian banking market continued to grow. Customer loans
increased by 6.6%, while customer deposits rose by 11.1%. Retail
loan growth was mainly supported by housing loans and outper-
formed corporate loan growth. The state-guaranteed Prima Casa
(first home) programme remained one of the key lending products
in the market, although the amount allocated by the government
was set to gradually decline. Demand for consumer loans, on the
other hand, remained subdued. Corporate lending benefitted from
the rapidly growing SME sector and was also supported by a surge
in private investments, especially in commercial and residential
constructions. The banking system’s loan-to-deposit ratio declined
further to 72.8%. The profitability of the country’s banking market
was significantly impacted by the new regulatory changes, which
were only partially balanced by low risk provisions. Asset quality
improved further. Overall, the sector achieved a return on equity of
12.3%. The Romanian banking sector continued to be strongly
capitalised, with a total capital ratio of 20% at the end of the year.
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Banca Comerciala Roméana remained the second largest bank of
the country based on its total asset market share. At year-end,
Banca Comerciala Romana was also ranked number two by
customer loans and customer deposits as well as in asset man-
agement. With a market share of approximately 19%, the bank
defended its leading position in Prima Casa. The bank’s customer
loan market share increased to 14.4%, while its retail loan market
share remained broadly unchanged at 16.6%. Corporate loan
market share increased to 12.1%. The customer deposit market
share declined further to 14.5%. In terms of total assets, Banca
Comerciala Romana had a market share of 14.4%.

Business review 2019 — three questions to the CEO of
Banca Comerciala Romana, Sergiu Manea

How did the competitive environment change? Last year,
the Romanian banks continued to invest in digitalisation and in
enhancing customer experience. Considering the impact of new
technologies and fintechs, the main market participants have
taken the first steps in connecting their Application Programming
Interfaces (APIs) to third-party suppliers. We were among the
first ones to do so. The investments in digital transformation will
remain a strategic focus for banks in the years to come.

At the same time, market consolidation is expected to continue.

How did you manage to successfully differentiate your
bank from its competition? We remained committed to sup-
port the real economy, promote financial education and dissemi-
nate prosperity. We strive to create a full financial life advisory
service and to be a reliable partner to our customers. In 2019, we
made important steps in offering convenient omni-channel access
to significantly improve customer journeys.

Our efforts were focused on building digital processes, implemented
through an omni-channel strategy. Our front office colleagues pro-
vided support for the online onboarding of new customers, guiding
them through a fully digitalised process and thus introducing a new,
simple and fast way to become a Banca Comerciald Roméana cus-
tomer. The number of George users has quadrupled, reaching
720,000 customers. I am very happy that George has expanded its
functionalities with the first end-to-end digital consumer unsecured
lending process in the market. In just three months after the roll-out,
we have already granted more than 3,800 cash loans online. Another
well-received feature is the availability of Apple Pay for iOS and
George Pay developed for Android. Overall, the number of active
digital clients rose by 34% to 577,000.

We have started to implement a new branch concept, creating
flagship service outlets and extending the cashless branch type to
currently 25% of our network. In 2019, we also launched the
Casa Mea App, a shared online platform for our mortgage lending
business. Over 1,000 housing loans that used the app for the
related document workflow have been granted in just seven
months, which amounts to one in four disbursed mortgages.
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We also positioned ourselves as the main supporter of tech-driven
companies and start-ups, initiating BCR-InnovX Accelerator and
building a network of talented IT entrepreneurs ready to scale up
their business.

Looking back at the year, what were the major challenges
and key achievements? Despite the extremely challenging
market environment, we have managed to further grow our reve-
nues while keeping the cost line almost flat, resulting in a high-
single digit increase in our operating performance. Our bank has
achieved a good bottom line result despite some politically moti-
vated interventions that impacted our activity in 2019. More
specifically, I am referring to the bank levy on financial assets,
stricter debt-to-income levels for retail lending and the significant
one-off provision booked as a result of the court ruling in the case
of our building society subsidiary.

I am proud that at the end of 2019 Banca Comercialda Romana
successfully issued the first ever senior non-preferred bond in
the country and the CEE region. Our objective is to further
strengthen our balance sheet and diversify funding sources and
instruments.

Financial review

On the business side, we have defended our leading position in
lending to private individuals in local currency. We have increased
the market share in corporate lending, with the SME segment
remaining the main growth driver. We have stayed strongly com-
mitted to support entrepreneurs through the Start-Up Nation gov-
ernmental programme. In 2019, we granted financing to about
2,500 start-ups in co-operation with the European Investment Fund.
By adding new features to George, we have achieved substantial
customer experience improvements. In terms of brand awareness,
George became the best known digital banking platform in Roma-
nia. George strongly differentiates us from the competition, being
perceived as a modern and intelligent service and rated 5 percent-
age points higher than other solutions offered by competitors.

To enhance financial education, we have continued our Money
School programme, reaching a total of more than 370,000 adults
and children over the last three years. Last but not least, we have
launched the Romania Tech Nation initiative, aiming to place IT
and technology educational programmes on the public agenda.
The ambition of the project is that Banca Comerciala Roméana,
alongside other major private companies, will support one million
teenagers graduating from alternative technology schools in the
next five years.

in EUR million 2018 2019 Change
Net interest income 394.5 428.0 8.5%
Net fee and commission income 151.9 164.5 8.3%
Net trading result and gains/losses from financial instruments at FVPL 96.0 74.2 -22.7%
Operating income 660.6 688.0 41%
Operating expenses -354.6 -359.0 1.2%
Operating result 306.0 329.0 7.5%
Cost/income ratio 53.7% 52.2%

Impairment result from financial instruments -26.0 13.0 n/a
Other result -18.4 -200.8 >100.0%
Net result attributable to owners of the parent 219.9 85.0 -61.4%
Return on allocated capital 17.4% 5.9%

The segment analysis is done on a constant currency basis. The
RON depreciated by 2.0% against the EUR in the reporting peri-
od. Net interest income in the Romania segment (comprising
Banca Comerciala Romana Group) improved on the back of high-
er market interest rates, higher customer deposit volumes as well
as lower funding costs. Net fee and commission income increased
on higher payment, card, insurance brokerage and securities fees.
Net trading result and gains/losses from financial instruments at
FVPL decreased primarily due to a lower result from foreign
exchange business. Operating expenses increased mainly due to
higher deposit insurance contributions of EUR 12.7 million (EUR
4.4 million) and higher IT expenses. Overall, operating result
increased, and the cost/income ratio improved. Impairment result
from financial instruments improved mainly in corporate business
resulting in overall net releases of risk provisions. A provision in
the amount of EUR 153.3 million as a result of a Romanian High
Court decision in relation to the business activities of a subsidiary,
the local building society, led to a worsening of the other result. A
newly introduced banking tax amounted to EUR 11.0 million. The
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resolution fund contribution amounted to EUR 6.6 million (EUR
5.5 million). Consequently, the net result attributable to the owners
of the parent decreased.

Credit risk

Credit risk exposure in the Romania segment increased to EUR
16.4 billion (+5.7%) in the reporting period. A key contribution to
growth came from loans to customers, which rose by EUR 0.5
billion to EUR 8.8 billion. This represented an unchanged share
of 5.4% of Erste Group’s total loans to customers. Lending vol-
ume growth was attributable in almost equal parts to the expan-
sion of the retail business and the corporate business. The share
of foreign currency loans decreased to 37.6% (41.4%) and was
almost completely denominated in euro. Due to the ongoing
clean-up of the portfolio and a comparatively low inflow of new
non-performing loans, the NPL ratio declined again substantially
to 4.1% (5.8%), with non-performing corporate and commercial
real estate loans down even more sharply. NPLs were fully cov-
ered by loan loss provisions.
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HUNGARY

Economic review

The Hungarian economy was among the best performers in the
European Union in 2019. The contribution of net exports turned
positive, reflecting the solid performance of the country’s auto-
motive industry. The main growth driver, however, remained
household consumption, benefitting from higher consumer confi-
dence, increasing real wages and continued positive trends in the
labour market. Investments were also strong, supported mainly by
construction and infrastructure related projects. The car industry
remained significant with an annual production of 500,000 vehi-
cles. Construction, services, and the agricultural sector also per-
formed well. As a result of the improved labour market, the un-
employment rate improved to a historical low of 3.4%, the third
lowest in the European Union. Overall, real GDP grew by 4.9%,
GDP per capita increased to EUR 14,700.

The fiscal position of Hungary remained solid. The general gov-
ernment deficit shrank and stayed well within the Maastricht
criteria. On the expense side, the minimum wage increased again,
government spending on investments was substantial. The gov-

ernment also introduced a new scheme, the baby loan, to support
childbirth with subsidised loans for families. In addition, a new
village development programme was introduced with a budget of
HUF 150 billion in 2019. These measures were to a large extent
offset by higher revenues from a larger tax base and relatively
low interest payments. Overall, the budget deficit stood at 2.0%.
Public debt as a percentage of GDP decreased to 66.9%.

Inflation increased to 3.4%, within the National Bank’s target
range of 2% to 4%. Surging wages and strong consumer demand
kept prices high. The Hungarian forint remained relatively weak
against the euro, trading between 320 and 340 during most of the
year. The National Bank continued its expansionary monetary
policy and kept the base rate at a record low of 0.90%. The inter-
bank interest rates (BUBOR) stayed well below the level of the
policy rate during the year.

Rating agencies also recognised the positive development of the
economy, with Fitch and Standard & Poor’s upgrading Hungary’s
long-term credit ratings to BBB with a stable outlook. Moody’s
kept its rating unchanged at Baa3 with a stable outlook.

Key economic indicators — Hungary 2016 2017 2018 2019e
Population (ave, million) 9.8 9.8 9.8 9.8
GDP (nominal, EUR billion) 115.3 125.6 133.8 143.7
GDP/capita (in EUR thousand) 11.7 12.8 13.7 14.7
Real GDP growth 2.2 4.3 5.1 4.9
Private consumption growth 4.2 4.2 4.0 4.6
Exports (share of GDP) 68.2 68.1 66.2 65.5
Imports (share of GDP) 64.8 66.6 67.5 66.8
Unemployment (Eurostat definition) 5.1 4.2 3.7 3.4
Consumer price inflation (ave) 0.4 2.4 2.8 3.4
Short term interest rate (3 months average) 1.0 0.1 0.1 0.2
EUR FX rate (ave) 311.5 309.2 318.9 325.4
EUR FX rate (eop) 311.0 310.1 321.5 330.5
Current account balance (share of GDP) 4.5 2.3 -0.5 -0.4
General government balance (share of GDP) -1.8 -2.4 -2.3 -2.0

Source: Erste Group

Market review

Hungary’s banking market continued to perform well, reflecting
the favourable macroeconomic environment. Customer loan
growth amounted to 13.9%, among the strongest in Europe.
Retail loans rose by 17.0%, mainly driven by the increase of
consumer lending, which was largely attributable to the newly
introduced baby-loan. Under this programme, married couples
are offered an interest-free loan of HUF 10 million (around EUR
30,000), which they do not have to pay back if they commit to
having three children. Mortgage lending also grew impressively
partially due to the extension of the Home Purchase Subsidy

Scheme for families. In corporate lending, a new Funding for
Growth Scheme for small and medium sized enterprises was
introduced by the Central Bank. Overall, corporate loans in-
creased by 11.3%, mainly driven by lending to SMEs. At 8.0%,
customer deposits grew less than customer loans. The introduc-
tion of the Hungarian Government Securities Plus (MAP+),
offering preferential yields to Hungarian citizens, was extremely
well received. This instrument supports the strategic goal of the
Hungarian government to finance a significant part of the public
debt from domestic household savings. Overall, the banking
system’s loan-to-deposit ratio stood at 71.7% at year-end.
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In 2019, the Hungarian banking sector increased its profitability
further. While the low interest rate environment continued to
weigh on revenues, risk provisions remained very low on the
back of favourable macroeconomic indicators. The banking tax
was calculated on the basis of total assets of 2016, with a tax rate
of 20 basis points, down from 21 basis points a year earlier. Con-
solidation of the sector continued as TakarékBank merged with
savings co-operatives and became a universal bank with a market
share of about 7%. Overall, the banking sector’s return on equity
rose to 13.9%. The Hungarian banking sector continued to be
well capitalised, with a capital adequacy ratio of around 18%.

Market shares — Hungary (in %)
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Source: National Bank of Hungary, Erste Group

Erste Bank Hungary is one of the major market players in the
country and increased its market shares in most product catego-
ries. In 2019, Erste Bank Hungary acquired the building society
business from Aegon Hungary. The bank’s market share in cus-
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tomer loans increased slightly to 9.6%, with the retail business
remaining more important than the corporate business. The cus-
tomer deposit market share increased to 8.3%. In terms of total
assets, Erste Bank Hungary’s market share went up to 6.5%.

Business review 2019 — three questions to the CEO of
Erste Bank Hungary, Radovan Jelasity

How did the competitive environment change? Last year,
the Hungarian government introduced new products leaving only
a few months preparation time for the banks. The so-called baby
loan significantly impacted the market. Since its launch, new
disbursements of the baby loan almost equalled new mortgage
disbursements. This is an impressive figure, taking into account
that neither mortgage volumes nor new consumer loan disburse-
ments decreased significantly. As a result, total new lending
volume increased, and its structure changed substantially.

In addition, the government introduced a new retail bond with
very preferential yields, called MAP+. As a risk-free instrument
offering a yield above the inflation rate, it instantly became a
huge success among retail clients. The subscribed volume was
three times the original plan for 2019, 80% was distributed by
banks. The Central Bank introduced a new Bond Funding for
Growth Scheme for non-financial companies by offering 10-year,
bullet type, unsecured financing. These bonds offer higher yields
at higher risk levels. The volume of bonds issued by non-financial
companies rose substantially. 60% of the issued securities were
subscribed by the Central Bank, most of the remaining amount
was subscribed by banks.

And last, but not least, TakarékBank merged with the Hungarian
savings co-operatives and became Hungary’s fifth largest bank
based on the 2018 balance sheet.

How did you manage to successfully differentiate your
bank from its competition? Our focus remained on unsecured
lending (consumer loans and credit cards) in retail and on SME
lending in the corporate segment. We also strive to increase our
mortgage stock further while becoming the leading market player
in wealth management.

We continued the branch transformation and opened two new
branches based on the new branch concept to provide the best
service for our retail customers. We renewed our previous dis-
count programme with Wizz Air and were the first bank in Hun-
gary to offer Apple Pay and Android NFC payment for both
MasterCard and Visa cardholders. In addition, we launched a new
asset management product called Erste Future. Customers can
chose between twelve investment portfolios that fit their risk
appetite or their vision of the future. Through this programme
customers have access to higher yield and higher risk instru-
ments, such as shares, by setting aside smaller monthly amounts.

For private banking customers, we launched a new multi-advisor
service model: To get support in trading, private banking customers
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are offered direct contact to the capital market traders of our in-
vestment company.

We added Power Network to Erste Power Business, introduced
last year for SMEs and micro enterprises. It offers access to Bril-
lit, a Hungarian business social platform that helps companies
find and connect to potential business partners. Furthermore, in
cooperation with Billingo, we launched PowerBill, an online
invoicing service for our clients.

Looking back at the year, what were the major challenges
and key achievements? In all key customer segments, our bank
was able to grow twice as fast as the rest of the market. We were
also the first bank in the country to offer the new baby loan, and
we gained a 15% market share in this segment. Following the
new PSD2 directive, we implemented a new and convenient
NetBank log-in process for clients that complies with the Strong

Financial review

Customer Authentication requirements. Thanks to the Open
Banking initiative, our customers can manage their accounts in
one place. We were also ready with the Instant Payment solution
before the originally set deadline.

Furthermore, we successfully migrated the building society port-
folio of Aegon. As a result of the transaction, 57,000 contracts
were transferred to Erste Bank Hungary, and our market share
increased to 14%.

Our efforts were rewarded by several external awards. We won
the Real Estate financing bank of the year award of the Construc-
tion & Investment Journal and the Real Estate financing company
of the year award of Iroda.hu. We also won the Financial enter-
prise of the year award by the local business magazine Figyeld
and the Retail savings product of the year award by Mastercard
for our new Erste Future Investment Programme.

in EUR million 2018 2019 Change
Net interest income 198.8 213.5 7.4%
Net fee and commission income 170.2 188.3 10.6%
Net trading result and gains/losses from financial instruments at FVPL 45.4 36.9 -18.7%
Operating income 418.4 445.8 6.6%
Operating expenses -212.4 -216.9 2.1%
Operating result 206.0 229.0 11.2%
Cost/income ratio 50.8% 48.6%

Impairment result from financial instruments 36.3 18.2 -49.8%
Other result -67.2 -61.2 -8.8%
Net result attributable to owners of the parent 166.8 173.2 3.8%
Return on allocated capital 20.8% 17.7%

The segment analysis is done on a constant currency basis. The
HUF depreciated by 2.0% against the EUR in the reporting peri-
od. Net interest income in the Hungary segment (comprising
Erste Bank Hungary Group) increased, driven by higher customer
loan and deposit volumes. Net fee and commission income rose
due to higher securities and insurance brokerage fees. Net trading
result and gains/losses from financial instruments at FVPL de-
clined due to the non-recurrence of the last year’s high contribu-
tion of derivatives. Operating expenses went up on the back of
higher personnel and IT costs. Deposit insurance contributions
decreased to EUR 6.0 million (EUR 7.5 million). Overall, operat-
ing result and the cost/income ratio improved. Lower net re-
leases of risk provisions (reflected in the impairment result from
financial instruments) were caused by provisioning requirements
in corporate business. Other result improved on selling gains
from securities not measured at fair value through profit and loss.
This line item also included the banking tax of EUR 12.6 million
(EUR 13.5 million), transaction tax of EUR 47.6 million (EUR
45.4 million) and the contribution to the resolution fund of EUR
2.8 million (EUR 2.6 million). Overall, the net result attributable
to the owners of the parent increased.

Credit risk
Credit risk exposure in the Hungary segment rose to EUR 9.4
billion (+5.9%). Loans to customers registered very strong

growth, rising to EUR 4.8 billion (+17.6%). As a result, the share
of the Hungary segment in Erste Group’s total loans to customers
rose to 3.0% (2.7%). While loans to private households increased
by 14.3% to EUR 2.5 billion, loans to corporates rose more
sharply to EUR 2.2 billion (+20.8%). The share of loans denomi-
nated in Hungarian forint stood at 73.3% (74.5%). Asset quality
improved again substantially. Non-performing loans as a percent-
age of total loans to customers declined to 2.6% (3.7%). Asset
quality in the corporates segment was again excellent, with an
NPL ratio of 0.8% (0.7%) The NPL coverage ratio based on loan
loss provisions rose significantly to 92.5% (84.6%).

CROATIA

Economic review

The Croatian economy continued to perform well. Economic
growth was mainly driven by household consumption, which
benefitted from higher employment rates and wages. Investments,
backed by European Union funds, remained strong. In addition,
Croatia’s well-developed tourism industry posted another excel-
lent year, with a 1.8% plus in overnight stays. Favourable financ-
ing conditions also supported economic growth. Net exports, with
improving dynamics in the second half of the year, supported
economic growth to a much lesser extent. The unemployment rate
declined further and reached a multi-year low of 6.8%, still high
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compared to other countries in CEE. Overall, real GDP growth
amounted to 2.5%, GDP per capita increased to EUR 13,200.

Public finances remained solid. Revenues grew strongly on the
back of positive labour market developments, higher wages and
consumer spending. Expenses were impacted by a further in-
crease in pensions and public sector wage hikes, which were
partly offset by declining debt service costs. The general govern-
ment balance remained very stable, and public debt as a percent-
age of GDP declined to 71.4%. Inflation remained well under
control, reaching a three-year low in the last quarter of the year.
Average consumer prices rose by a moderate 0.8% on the back of
lower energy prices. The significant reduction in the value-added

tax rate on certain goods also supported the decline in inflation.
The Croatian kuna remained broadly stable against the euro at
around 7.4 throughout the year. Given the country’s very high use
of the euro, the National Bank of Croatia’s objective to preserve
nominal exchange rate stability remained unchanged, and it kept
its accommodative monetary stance throughout the year.

Based on the positive economic trajectory, robust fiscal perfor-
mance and fading external vulnerabilities, Standard & Poor’s
upgraded Croatia’s long term credit rating to BBB- with a stable
outlook in March. In June, Fitch upgraded the country’s credit
rating to BBB- with a positive outlook. Moody’s kept its rating
unchanged at Ba2 with a stable outlook.

Key economic indicators — Croatia 2016 2017 2018 2019
Population (ave, million) 4.2 4.1 4.1 4.1
GDP (nominal, EUR billion) 46.6 49.1 51.7 54.0
GDP/capita (in EUR thousand) 11.2 11.9 12.6 13.2
Real GDP growth 3.5 3.1 2.7 3.0
Private consumption growth 3.1 3.2 3.2 3.4
Exports (share of GDP) 22.5 23.8 23.7 24.0
Imports (share of GDP) 38.9 41.0 42.3 43.5
Unemployment (Eurostat definition) 13.1 11.3 8.4 6.8
Consumer price inflation (ave) -1.1 1.2 1.5 0.8
Short term interest rate (3 months average) 0.6 0.5 0.5 0.5
EUR FX rate (ave) 7.5 7.5 74 7.4
EUR FX rate (eop) 7.6 7.5 7.4 7.4
Current account balance (share of GDP) 21 34 1.9 2.0
General government balance (share of GDP) -1.1 0.8 0.3 0.0

Source: Erste Group

Market review

Croatia’s banking market continued to perform well. Lending
growth, however, remained below CEE average, with customer
loans growing by 3.3%. Retail lending again outperformed corpo-
rate lending. In general, demand for local currency based lending
remained strong. Customer deposits increased by 3.8%, mainly
driven by corporate deposits. The banking system’s loan-to-
deposit ratio declined to 82.9% at the end of the year. With about
80% of deposits in euros, the Croatian economy is already the
most reliant on the currency of all the European countries that
have not formally adopted the euro. With total banking assets at
108% of GDP, Croatia’s level of financial intermediation re-
mained among the highest in the region.
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Consolidation of Croatia’s banking market continued, with the
number of banks declining to twenty by the end of the year. The
state-owned Croatian Postal Bank (HPB) merged with Jadranska
banka. Profitability of the banking sector improved further, sup-
ported by revived lending and lower risks costs. The NPL ratio
declined to around 6%. The capital adequacy ratio in excess of
20% underpins the high robustness of the local banking system.
Overall, the country’s banking sector achieved a double-digit
return on equity.

Market shares — Croatia (in %)
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Erste Bank Croatia’s leading brand position contributed to the
improving market shares in both the lending and savings busi-
nesses. The bank’s customer loans and customer deposits market
shares stood at 16.2% and 14.5%, respectively. The bank’s loan-
to-deposit ratio stood at 93%. In terms of total assets, the bank
remained among the top three players in the market, with a mar-
ket share of 15%.

Business review 2019 - three questions to the CEO of
Erste Bank Croatia, Christoph Sch6fbock

How did the competitive environment change? Positive
trends in 2019 were related to the continuation of the fiscal con-
solidation process, which resulted in a higher long-term credit
rating of the Republic of Croatia and the acceptance of the letter
of intent to join the European Exchange Rate Mechanism.

Croatia has relatively healthy economic growth. Some further
acceleration of convergence towards EU averages, e.g. in in-
come levels, is still important. With a strong orientation and a
clear strategy for the introduction of the euro and efforts to
increase investment security — provided that fiscal discipline is
maintained and structural reforms mandatorily implemented —
Croatia has a chance to attain stable and increasing growth rates
in the medium term and position itself as a financial and busi-

ness centre of the region. The decline of interest margins, posi-
tive trends in the transactions business, lower risk costs, and a
focus on operating efficiency remain the main characteristics of
the banking market.

How did you manage to successfully differentiate your
bank from its competition? A total of HRK 5.6 billion of new
loans were approved in the retail segment, which translates into a
6% growth rate of the loan portfolio. Housing loans posted a
stronger growth rate, their portfolio grew by about 9%. On the
other hand, growth of the cash loan portfolio slowed down to
about 3%, partially due to the alignment with the recommenda-
tions of the Croatian National Bank aiming to curb consumer
lending by imposing stricter creditworthiness standards. The
corporate sector saw healthy growth, too. Small and medium-
sized companies account for about 60% of a total of HRK 7.7
billion of loans to corporate customers. The bank has diversified
its credit portfolio. Tourism plays an important, but not dominant,
role with a share of about 20%, in line with the segmentation of
the economy in general.

We recently signed an agreement on a new credit line with the
EBRD amounting to EUR 100 million for financing tourism in
Croatia and Montenegro. This has made us the first partner bank
in this programme in the entire Eastern Mediterranean. We pro-
vide adequate support to other sectors as well, ranging from retail
and industry to agriculture. We are also happy to see another
positive trend, the launch of an increasing number of infrastruc-
tural projects financed from EU funds. We try to support such
projects to the maximum extent possible.

Looking back at the year, what were the major challenges
and key achievements? With PSD2 regulations entering into
force — the full effects of which will become apparent only in the
coming years — we have taken a proactive approach to the devel-
opment of digital solutions within the framework of open banking.
The KeksPay app, whose primary purpose is to allow users to send
and receive money free of charge, is a very successful example. A
bit more than a year after its launch, the app has around 100,000
users, 75% of whom are not customers of Erste Bank Croatia. We
also take pride in the fact that more than 6,000 persons have at-
tended our financial literacy workshops, offered free of charge, in
the Smart Finances School that we launched in early 2019.

In addition, we were named the best private banking service in
Croatia for the third time in the past five years by international
magazines from The Financial Times Group, The Banker and PWM
(Private Wealth Management). We also received the award for the
most active EBRD partner bank in financing international trade in
Croatia for the second consecutive year, and our subsidiary Erste
Card Club received the Diners Club International award for the best
large franchise in the EMEA region.
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Financial review

in EUR million 2018 2019 Change
Net interest income 273.7 2751 0.5%
Net fee and commission income 98.9 108.2 9.5%
Net trading result and gains/losses from financial instruments at FVPL 30.3 32.7 8.0%
Operating income 420.3 430.3 2.4%
Operating expenses -212.5 -223.1 5.0%
Operating result 207.8 207.2 -0.3%
Cost/income ratio 50.6% 51.9%

Impairment result from financial instruments -33.1 -5.8 -82.3%
Other result -1.3 -38.2 >100.0%
Net result attributable to owners of the parent 95.7 90.3 -5.7%
Return on allocated capital 19.1% 16.8%

The segment analysis is done on a constant currency basis. The
Croatian Kuna remained stable against the EUR in the reporting
period. Net interest income in the Croatia segment (comprising
Erste Bank Croatia Group) increased moderately as higher contri-
butions from consumer and housing loans in the retail business
combined with higher contribution from balance sheet manage-
ment offset lower margins on corporate loans. Net fee and com-
mission income increased due to higher payment fees in retail
business as well as one-off bond origination fees. Net trading
result and gains/losses from financial instruments at FVPL in-
creased on the back of a higher result from foreign exchange
transactions. Operating expenses went up due to higher personnel
and IT costs and included a EUR 11.6 million (EUR 11.1 million)
deposit insurance fund contribution. Overall, operating result
decreased slightly, and the cost/income ratio went up. The im-
provement of impairment result from financial instruments was
driven by lower provisioning needs in both corporate and retail
business. Other result deteriorated mainly due to higher provisions
for legal expenses. This line item included resolution fund contri-
bution in the amount of EUR 2.9 million (EUR 3.8 million). Con-
sequently, the net result attributable to the owners of the parent
decreased.

Credit risk

In the Croatia segment, credit risk exposure rose to EUR 10.6
billion (+7.1%), while loans to customers increased at a slightly
below-average rate to EUR 7.0 billion (+3.9%). The share of this
segment in Erste Group’s total loans to customers decreased
slightly to 4.3% (4.4%). The composition of the loan portfolio by
customer segment shifted slightly from retail to corporate loans.
The share of local currency loans rose to 36.3% (35.8%) of total
loans to customers. Most loans were still denominated in euro.
The volume of Swiss franc-denominated loans was down to 0.3%
(0.4%). The share of foreign currency loans is still high due to the
widespread use of the euro in Croatia. Euro loans are usually
matched by corresponding income or deposits in euro. Asset
quality improved again significantly. The NPL ratio decreased to
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7.0% (9.5%). The NPL coverage ratio based on loan loss provi-
sions rose notably to 79.7% (73.5%).

SERBIA

Economic review

The Serbian economy continued to perform well. Robust domes-
tic demand remained the main pillar of growth, with strong in-
vestment activity as well as solid private and public consumption.
Retail sales were particularly strong, with a growth rate of 9.7%.
Labour market conditions improved further, with rising wages
and higher employment. Favourable financing conditions also
supported economic growth. In addition, construction activity
grew significantly and the agricultural sector also performed well.
Net exports, on the other hand, remained a drag on growth. The
unemployment rate declined further to 10.7%, still high compared
to other CEE countries. Overall, real GDP grew by 4.2%, and
GDP per capita improved tot EUR 6,600.

Fiscal consolidation continued, with a minor general government
deficit of 0.2% in 2019. This positive development was supported
by robust consumption, more efficient tax collection and an im-
proved labour market. Public debt as a percentage of GDP im-
proved to 52.1%. Inflation remained well under control, with
average consumer prices increasing by only 1.9%. The Serbian
dinar remained broadly stable versus the euro throughout the
year. Owing to the stable currency and improved fiscal perfor-
mance, the National Bank of Serbia cut the base rate in three
steps by a total of 75 basis points to 2.25%.

Rating agencies acknowledged the positive macroeconomic
developments. Fitch upgraded the country’s long-term credit
rating from BB to BB+ with a stable outlook, while Moody’s
changed its outlook from stable to positive and left its credit
rating unchanged at Ba3. Standard & Poor’s kept its credit rating
at BB+ with a positive outlook.
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Key economic indicators — Serbia 2016 2017 2018 2019e
Population (ave, million) 71 7.0 7.0 7.0
GDP (nominal, EUR billion) 36.7 39.2 42.9 45.8
GDP/capita (in EUR thousand) 5.2 5.6 6.1 6.6
Real GDP growth 3.3 2.0 4.4 4.2
Private consumption growth 1.3 2.0 3.0 3.2
Exports (share of GDP) 36.6 38.4 38.0 38.0
Imports (share of GDP) 46.5 49.5 51.1 51.6
Unemployment (Eurostat definition) 15.3 13.5 12.7 10.7
Consumer price inflation (ave) 11 3.2 2.0 1.9
Short term interest rate (3 months average) 3.4 34 3.0 2.5
EUR FX rate (ave) 123.1 121.3 118.3 117.9
EUR FX rate (eop) 123.4 118.2 118.3 117.6
Current account balance (share of GDP) -29 5.2 5.2 -6.5
General government balance (share of GDP) -1.2 1.1 0.6 -0.2

Source: Erste Group

Market review

The positive macroeconomic development was also reflected in
the performance of the Serbian banking market. The lending
market rose by 9.1%, driven by both retail and corporate loans.
Corporate loan growth continued to recover to 8.9%, while retail
loans increased by 9.3%. Customer deposits increased by 8.5%,
mainly attributable to the retail business. At year-end, the banking
sector’s loan-to-deposit ratio stood at 95%. Consolidation of the
sector continued. Many of the country’s largest banks are owned
by foreign parent companies, controlling around 60% of total
assets. OTP was again among the most active banks in terms of
acquisitions. It acquired Vojvodanska Banka and the local subsid-
iary of Société Générale. Serbia’s banking sector remained well
capitalised, with a total capital ratio of above 20%.

Financial intermediation — Serbia (in % of GDP)
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The Serbian banking sector performed well and posted another
highly profitable year. The operating result of the banking sector
improved further on higher net interest income and fee and com-
mission income as well as strict cost control. Profitability was also
supported by low risk provisions. Asset quality improved mainly
on the back of the low interest rate environment and favourable

development of the labour market. The NPL ratio in the retail
business continued to be significantly lower than in the corporate
segment. Overall, the sector’s return on equity stood at 9.8%.

Erste Bank Serbia further strengthened its market position. Based
on total assets, it is the sixth largest bank in the country. Erste
Bank Serbia continued to gain market share in both retail and
corporate business. Its market share of customer loans increased to
6.7% with the retail and corporate lending market shares amount-
ing to 7.2% and 6.2%, respectively. The bank’s market share for
customer deposits increased to 5.1% at the end of the year.

Business review 2019 — three questions to the CEO of
Erste Bank Serbia, Slavko Cari¢

How did the competitive environment change? The consoli-
dation wave in the Serbian banking sector created a new number
two: Following the acquisition of Vojvodjanska Banka and the
local subsusidiary of Société Générale, OTP Bank Group controls
a market share of 13.6% in terms of total assets, right behind
Banca Intesa with 15.9%. The total number of banks remained
high at 25, and more consolidation is expected in the future. Nova
Ljubljanska Banka is expected to acquire state-owned Komerci-
jalna banka. With a combined market share of 12.2%, this trans-
action would make them the new number three on the market.

Business-wise, banks maintained their focus on retail loans, split
between cash loans and mortgages. Nonetheless corporate lend-
ing is gradually becoming a significant growth driver, in particu-
lar investment loans.

How did you manage to successfully differentiate your
bank from its competition? In 2019, we underlined our posi-
tion as the bank of choice for housing loans. As we kept custom-
ers’ initial costs at a minimum and due to quick and easy credit
approval processes, our customer experience results improved.
Owing to the improvement of credit offerings for our customers
with better ratings (unsecured lending and micro strategy), we
managed to increase the number of new disbursements. In addi-
tion, customer deposits increased by more than 9%, and our
customer base rose by 50,000 to approximately 500,000.
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In retail as well as in corporate business we continued to focus on
customer relations instead of products only. This approach is
more and more recognised on the market and we expect good
results in future years. According to a survey conducted by PWC
last year we hold the market’s leading position in long-term loans
which underlines that we are building long-term relationship with
our customers.

In 2019, we continued to expand our network and opened three
new branches. The total branch network comprises 89 branches as
of year-end.

Looking back at the year, what were the major challenges
and key achievements? Last year, we continued our dynamic
growth. With a total of more than EUR 300 million newly dis-
bursed loans we outperformed the market by approximately 10%.
With a market share of 7.3% in terms of total loans, we are al-

growing most dynamically. Our transaction business was equally
successful, and our Telekom transaction was ranked first within
Erste Group as the best transaction deal of the year — alongside a
transaction of Ceska spofitelna.

2019 was the second-most profitable year in our history. All
major components of operating income improved, and we contin-
ued to invest in transforming the bank.

We are the first bank in Serbia that launched financial education as
a full-scale programme. #ErsteZnali strives to improve the finan-
cial well-being of the people in Serbia and society as a whole. The
programme includes an online platform as well as workshops.

Erste Bank Serbia received the prestigious award in the Internal
Communications category for the Link to the future project,
changing the bank’s core system, from the Public Relations Soci-

ready ranked sixth in the market. In the corporate business, we ety of Serbia.

managed to grow across all major parameters, with guarantees

Financial review

in EUR million 2018 2019 Change
Net interest income 50.7 58.4 15.1%
Net fee and commission income 13.4 14.7 10.0%
Net trading result and gains/losses from financial instruments at FVPL 5.1 5.3 4.1%
Operating income 69.3 78.5 13.3%
Operating expenses -49.6 -58.7 18.2%
Operating result 19.7 19.9 1.1%
Cost/income ratio 71.6% 74.7%

Impairment result from financial instruments 1.7 -0.8 n/a
Other result -0.5 -0.4 -32.5%
Net result attributable to owners of the parent 15.5 14.0 -9.8%
Return on allocated capital 10.1% 7.4%

The segment analysis is done on a constant currency basis. The Credit risk

Serbian dinar (RSD) appreciated by 0.3% against the EUR in the
reporting period. Net interest income in the Serbia segment (com-
prising Erste Bank Serbia Group) increased on the back of higher
loan volumes in retail and corporate business. Net fee and com-
mission income went up due to higher payment and lending fees.
Net trading result and gains/losses from financial instruments at
FVPL remained largely stable. The increase in operating expenses
was mainly driven by IT and personnel costs, both primarily relat-
ed to the planned implementation of a new core banking system.
Deposit insurance contribution rose to EUR 4.7 million (EUR 4.0
million). Operating result remained largely stable, and the
cost/income ratio went up. The deterioration of impairment result
from financial instruments was primarily driven by lower releases
and a higher allocation of risk provisions in retail business. Over-
all, the net result attributable to the owners of the parent de-
creased.
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As in previous years, credit risk exposure in the Serbia segment
increased again substantially and stood at EUR 2.2 billion
(+18.1%). The customer loan portfolio also registered strong
growth. Loans to customers increased to almost EUR 1.5 billion
(+17.5%). This dynamic development was primarily attributable
to volume growth in the retail business. The share of foreign-
currency loans, denominated almost exclusively in euro, in the
total loan portfolio stood at 77.7% (77.8%). This very large share
of foreign-currency loans is mainly attributable to the wide-
spread use of the euro in Serbia due to the weakness of the local
currency. Euro loans are usually matched by corresponding in-
come or deposits in euro. Non-performing loans as a percentage
of the total loan portfolio declined to 1.4% (1.7%) and were fully
covered by loan loss provisions.
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Financial review

in EUR million 2018 2019 Change
Net interest income 113.7 96.0 -15.5%
Net fee and commission income -58.4 -85.6 46.6%
Net trading result and gains/losses from financial instruments at FVPL -44.7 -51.9 15.9%
Operating income 25.8 -40.7 n/a
Operating expenses -236.3 -167.8 -29.0%
Operating result -210.5 -208.4 -1.0%
Cost/income ratio >100.0% >100.0%

Impairment result from financial instruments -6.6 -14.8 >100.0%
Other result -103.4 -291.3 >100.0%
Net result attributable to owners of the parent -121.6 -352.8 >100.0%
Return on allocated capital -1.9% -6.1%

Operating income decreased mainly due to lower fees as well as
lower rental income on the back of lower operating lease vol-
umes. Operating expenses decreased on higher intercompany
eliminations. Other result deteriorated mainly on the goodwill

impairment of Slovenska sporitel’iia in the amount of EUR 165.0
million. Overall the net result attributable to the owners of the

parent declined.

53



(Consolidated) non-financial report

The exclusive focus on profit and shareholder value has under-
gone some critical re-evaluation. In summer 2019, for example,
200 US top managers announced that they would no longer be
guided solely by shareholder value in future but would also take
into account the public’s social and ecological interests. Central
banks from all over the world have joined together to form the
Network for Greening the Financial System (NGFS). The Euro-
pean Commission published the key documents of its EU Action
Plan on Sustainable Finance. 2019 was also marked by initia-
tives such as Fridays for Future. It is, most prominently, the
younger generation that voices its discontent with economic
policies that do not aim at the long-term preservation of an intact
environment.

For Erste Group, considering the impact of its entrepreneurial
activities on society is nothing new. On the contrary, looking
beyond financial performance is very much in line with the prin-
ciples to which Erste dsterreichische Spar-Casse committed itself
when it was founded 200 years ago.

Resolving the conflicting targets of profitability and the ecologi-
cal and social impact of its business is therefore a key element for
the management of Erste Group. In this regard, Erste Group’s
Statement of Purpose offers valuable guidance by defining the
following tasks and principles:

_ Disseminating and securing prosperity

_ Accessibility, independence and innovation

_ Profitability

_ Financial literacy

_ It is about people

_ Serving civil society

_ Transparency, stability, simplicity

Two key questions must be answered every time a business deci-
sion is taken: “Is it profitable?” and “Is it legal?” For Erste
Group, this has never been enough. Answering the “third ques-
tion” that arises from the Statement of Purpose is an expression
of its corporate social responsibility: “Is it the right thing to do?”
This is the question that every employee has to answer whenever
they take a business decision. This awareness and the mindset
behind it are firmly embedded at Erste Group.

Implementation of the reporting obligation as a
combined non-financial report

To meet the statutory requirement of disclosing non-financial
information, Erste Group has decided to include the (consolidat-
ed) non-financial report (NFI report) in its annual report, thus
fulfilling its obligations under sections 243b and 267a of the
Austrian Commercial Code (UGB). Erste Group has drawn up this
NFI report in conformity with the Global Reporting Initiative (GRI
standard: core option). Non-financial reporting is not subject to the
audit of the consolidated financial statements. Deloitte Audit
Wirtschaftspriifungs GmbH has been mandated with the perfor-
mance of a voluntary audit of the statutory requirements for non-
financial reporting and the non-financial data disclosed. The follow-
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ing areas have been subjected to a more detailed review: envi-
ronmental data, staff indicators, anti-corruption measures, and
anti-competitive behaviour.

The reporting obligation under UGB covers as a minimum envi-
ronmental, social and employee matters, respect for human rights
and measures against corruption and bribery.

The NFI report has to be prepared for the same scope of consoli-
dation that is covered by financial reporting. The calculation of
non-financial data, such as energy consumption per employee
(full-time equivalent; FTE), is based on all material Erste Group
entities that have at least one employee. For the 2019 NFI report,
human resources data was captured at single-entity level.

Environmental data of all premises used for banking operations
was captured for all entities in the scope of consolidation, except
the Austrian savings banks with fewer than 150 employees. The
data of all consolidated companies (including all Austrian savings
banks in the cross-guarantee system) will be included in the non-
financial report as of 2020.

Sustainability at Erste Group

The founding concept of Erste Osterreichische Spar-Casse, the
predecessor of Erste Group, already embraced the idea of con-
tributing to the common good. Erste Group has expanded its
core activities from those of a traditional savings bank focused
on retail lending and deposit-taking to include those of an inter-
national bank providing financial services to all sectors of the
economy in its core markets. Unlike the operations of many
other financial service providers, Erste Group’s business has
always been firmly embedded in the real economy. Customer
savings deposits fund the loans for housing construction or
purchases or investments by companies. This is how Erste Group
creates sustainable value for society. As one of the leading banks
in Central and Eastern Europe, Erste Group is also an important
employer, taxpayer and customer of local suppliers.

According to Erste Group’s own definition, sustainability means
“operating the bank’s core business profitably while also taking
into account social and ecological criteria”. Erste Group’s envi-
ronmental strategy uses the definition of sustainability as present-
ed in the UN’s Brundtland report Our Common Future of 1987:
“A sustainable development is a development that meets the
needs of the present without compromising the ability of future
generations to meet their own needs”.

The Group Sustainability Office — a staff unit reporting to the
Chief Risk Officer — is responsible for developing and
implementing group-wide policies on the environment, corporate
volunteering and corporate social responsibility as well as
implementing the group-wide Code of Conduct and drawing up
the NFI report. In 2019, a staff unit for diversity was created,
reporting to the CEO.
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The Sustainability Board is responsible for the group-wide
ongoing development and monitoring of sustainability matters.
Created in 2017, it is composed of one board member from each
of the local banking subsidiaries and the head of the Group
Sustainability Office.

Erste Group supports the 17 Sustainable Development Goals
(SDGs) that were adopted by the UN General Assembly and have
meanwhile been ratified by almost all member nations. The
materiality analysis highlights those SDGs that are particulary
supported by Erste Group based on its strategy and business
operations. Given its regional footprint and business model, Erste
Group is in fact able to make notable contributions to the
achievement of the following SDGs:

_ SDG 1 — No poverty

_ SDG 3 — Good health and well-being

_ SDG 4 — Quality education

_ SDG 5 — Gender equality

_ SDG 8 — Decent work and economic growth

_ SDG 10 — Reduced inequalities

_ SDG 11 — Sustainable cities and communities

_ SDG 13 - Climate action

_ SDG 16 — Peace, justice and strong institutions

_ SDG 17 — Partnerships for the goals

Materiality Analysis

The starting point of non-financial reporting is a materiality
analysis to identify those non-financial material topics that have
social and ecological impacts of relevance to both Erste Group
and its stakeholder groups.

These matters were identified specifically on the basis of the
following principles:

_ Materiality for the bank’s business operations

_ Involvement/inclusion of stakeholder groups

_ Inclusion of sustainability in the business strategy

In 2017, the validity of material topics was evaluated in a group-
wide survey. In the reporting year 2019, another group-wide
survey was conducted, in which a total of 1,173 employees and
members of the management and supervisory boards and 1,676
customers from Erste Group’s seven core countries took part. The
aim of the survey was to identify activities that are of particular
relevance for Erste Group’s long-term economic performance and
for society at large.

Both target groups confirmed the validity of the material aspects
proposed. Therefore, these aspects represent the material topics of
the non-financial report, no additional material topics were in-
cluded. The following table presents the result of the survey
(ranked by relevance):

Material topics For employees For customers

Anti-corruption measures 1 3
Data security 2 1
Customer satisfaction 3 2
Ethical conduct of employees in banking

operations 4 4
Employee health & work-life balance 5 5
Diversity and equal opportunity 6 6
Ecological impact of banking operations 7 7
Responsible financing 8 8
Financial literacy 9 9
Responsible investment 10 10
Social commitment 11 11
Social banking. ) 12 12

To make the context of the material topics visible, they have been
categorised by higher-level topic areas. Further information on
how Erste Group reflects these topics in its strategy and business
activities is provided in the chapters commitment to society, our
customers, suppliers and supply chain, employees and environ-
ment of the NFI report. Anti-corruption measures may affect all
stakeholders, but usually address interaction with customers or
suppliers. For further information on this topic, please refer to the
additional corporate governance principles presented after the
corporate governance report.

Material topics for Erste Group

Social responsibility

Ethically correct conduct of business of employees in
their daily work (relates to all SDGs to which Erste Group
makes notable contributions). The values and attitudes
demonstrated by employees in their work determine how Erste
Group is perceived in public. This way, respect and reputation may
be earned but, in the case of misconduct, also lost again. Erste
Group encourages a culture of fair and mutually respectful interac-
tion. Respecting human rights and zero tolerance for child labour
and discrimination are fundamental principles of Erste Group.

Financial literacy (SDG 1/4/8). For Erste Group, financial
literacy is a key factor in creating equal opportunities, economic
prosperity and social inclusion. In most cases, a lack of financial
literacy means fewer opportunities in many spheres of life.

Social commitment (SDG 4/5/10). Erste Group aims to be not
only commercially successful but also to act in a socially respon-
sible manner. It pursues a multitude of activities that contribute to
the cultural and social development of society and also encour-
ages its employees’ individual social involvement.

Employees

Diversity and equal opportunity (SDG 5/10). For Erste
Group, diversity and equal opportunity are key elements of its
human resources strategy. It therefore seeks to offer a work envi-
ronment that is free of discrimination and that values the work of
each and every person regardless of gender, age, disability, mari-
tal status, sexual orientation, skin colour, religious or political
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affiliation, ethnic background, nationality or any other aspect
unrelated to their employment.

Employee health and work-life balance (SDG 3/5). Erste
Group is convinced that employees perform better and are more
motivated when their work and private lives are well balanced
and the company contributes to their good health. The focus of
Erste Group is on fostering an awareness of the importance of a
healthy lifestyle and promoting preventive health care as a com-
plementary service to the public healthcare system.

Our customers

Customer satisfaction (SDG 8). High levels of customer satis-
faction and the resulting customer loyalty safeguard the bank’s
long-term success. It is therefore vital to continually adapt prod-
ucts and services to customers’ expectations and needs and to
ensure high service quality.

Anti-corruption measures (SDG 16). Corruption and bribery
may be a problem in many parts of the economy. Erste Group
employees are required to attend a customised training pro-
gramme enabling them to recognise and prevent fraud and cor-
ruption. Conflicts of interest between customers, Erste Group and
employees are governed by clear rules such as provisions on
employee transactions, the gift policy and research disclaimers.

Responsible investment and financing (SDG 8/11/13). Pub-
lic interest in the indirect impacts of bank products on the envi-
ronment and society is growing significantly. When taking busi-
ness decisions, social and/or ecological criteria are increasingly
taken into account in addition to the traditional financial risk
aspects. Erste Group is steadily expanding its range of responsi-
ble investment and finance products.

Social banking (SDG 1/8). For a variety of reasons, even today
many people do not have access to financial services of commer-
cial banks. In accordance with its founding principles, Erste
Group’s social banking programmes help people to help them-
selves and contribute to a positive economic development of the
excluded parts of society.

Data security (not assigned to a specific SDG). The security
of customer data is a key prerequisite for long-term success in the
banking industry and of fundamental importance to Erste Group.
Erste Group therefore applies the highest standards in its IT infra-
structure and provides ongoing training to its employees to offer
maximum protection against the misuse or loss of customer data.
The danger of cyber-attacks requires ongoing investment to
maintain and improve data security.

Environment

Ecological impact of banking operations (SDG 13). Protect-
ing the environment and the climate are currently among the most
significant global challenges. Erste Group aims to minimise its
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ecological footprint, specifically its consumption of energy and
paper, and to use natural resources responsibly.

Suppliers and supply chain

Responsible criteria in the supply chain (SDG 10/13). In the
light of interrelated economic activities, companies must consider
not only the ecological and social impacts of their own opera-
tions, but also those of their entire supply chain. Through its
supply-chain management, Erste Group is making every effort to
avoid an undesirable indirect impact on the environment and
human rights.

Erste Group’s view of climate risk

Recent studies predict that an increase in average global tempera-
tures by more than 2°C is likely to lead to uncontrollable climate
change. For Austria, the loss and damage caused by climate
change is estimated by the Environment Agency Austria (Um-
weltbundesamt) to amount to at least EUR 1 billion per annum. It
is expected that in the years ahead the banks’ supervisory authori-
ties will increase their focus on this issue.

The European Union plans to decide on a classification for capital
markets products in 2020. It aims at supporting the financial
industry in identifying those business activities that can make a
substantial contribution to the achievement of the goals of the
Paris Agreement. The aim is to draw up a catalogue of sustainable
financial products (e.g. green bonds), which may be used as a
basis for further regulatory action.

Even though banks are not yet required to extend this classifica-
tion system for capital markets products to their loan portfolios,
Erste Group has performed a baseline analysis of its loan portfo-
lio. At present, about one-third of corporate financing would be
subject to such a sustainability categorisation. Financing relating
to the trade in, transfer, refining or sale of or energy generation
from fossil fuels accounts for only between two and three percent
of Erste Group’s total assets.

Opportunities and risks arising from material topics
Consideration of the identified material topics opens up opportu-
nities for improving customer relationships, attracting new cus-
tomers, improving the ecological footprint as well as maintaining
and increasing the attractiveness as an employer. Ignoring non-
financial matters may adversely affect Erste Group’s stakehold-
ers. In addition, Erste Group may become exposed to a variety of
risks, some of which are interconnected.

Reputation risk exists in all of these matters. In addition, further
specific risks may arise. Commitment to society encompasses a
broad range of activities, from financial inclusion of low-income
or disadvantaged persons to supporting social initiatives, financial
literacy as well as art and culture. Reducing the level of involve-
ment in these areas may, for instance, result in financial gaps at
co-operation partners and, consequently, the suspension of initia-
tives or activities. This may harm reputation and, as a conse-
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quence, may have a negative impact on customer retention, lead
to a loss of customers and make it more difficult to attract new
customers. In this context, consumer protection activities have to
be mentioned as well. Offering adequately designed products and
services may reduce the adverse impact of such initiatives.
Among employees and the public, a loss of reputation as well as
inadequate attention to social matters (such as diversity and equal
opportunity) may result in a company being less attractive as a
preferred employer. This may lead to a decline in employee moti-
vation, extended sick leave and increased employee turnover, and
make it harder to recruit suitable staff in the labour market. In
addition, a lack of diversity in management bodies or teams may
lead to groupthink or critical blind spots in decision-making
processes. Ignoring the risk of corruption may lead not only to a
loss of reputation, but may also cause financial harm. Failure to

Materiality table
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deal with environmental matters may result in a deterioration of
the ecological footprint, a loss of reputation and higher costs due
to lower resource efficiency. In the lending business, the value of
collateral may decline. Failure to respect human rights may ad-
versely affect the working or living conditions of people in a
producer’s or supplier’s country of origin, just as neglecting
environmental matters may adversely affect the ecological foot-
print. In this context, Erste Group is faced with supply risk, repu-
tation risk and the risk of losing customers.

The following materiality table provides an overview of the
stakeholder groups, the material topics of the materiality analysis
assigned to them, references to GRI standards and references to
the chapters of the non-financial report in which these topics are
explained.

Stakeholders

Topics of the materiality analysis

Material topics
pursuant to GRI Standard

Chapter in the
non-financial report

Customers Customer satisfaction _ Customer privacy (GRI 418-1) _ Our customers
Anti-corruption measures _ Anti-corruption (GRI 205-3) _ (outside the non-financial report: Corporate gov-
Responsible investment and _ Anti-competitive behaviour ernance)
finance (GRI 206-1)
Social banking _ Indirect economic impact
Data security (GRI 203-2)
Employees Diversity and equal opportunity _ Employment _ Employees

Employee health &

(GR1401-1, 401-3)

_ (outside the non-financial report: Corporate gov-

work-life balance _ Training and education ernance)
Respect for human rights (GRI 404-1)
_ Diversity and equal opportunity (GRI 401-3, 405-
1)
_ Non-discrimination (GRI 406-1)
Governance bodies Diversity and equal opportunity _ Employment _ Employees

(members of the
management board
and supervisory
board)

(GR1401-1, 401-3)

1)

Non-discrimination (GRI 406-1)

_ (outside the non-financial report: Corporate gov-

Diversity and equal opportunity (GRI 401-3, 405-

ernance)

Investors

Economic performance

(GRI 201-1)

_ (outside the non-financial report: Consolidated

financial statements)

Society

Financial literacy
Social commitment

Social banking

Indirect economic impact
(FS14 of GRI G4)
_Anti-corruption (GRI 205-3)
Socioeconomic compliance
(GRI419-1)

Economic performance

(GRI 201-1)

Commitment to society

Customers

_ (outside the non-financial report: Consolidated

financial statements)

Environment

Sustainability criteria

in the supply chain & ecological impacts of bank-

ing operations

Materials (GRI 301-1, 301-2)
Energy (GRI 302-1, 302-4)
_ Emissions (GRI 305-1, 305-2)

Environment

Suppliers and supply chain

Suppliers

Sustainability criteria

in the supply chain & ecological impacts of bank-

ing operations

Respect for human rights

_ Supplier environmental
assessment (GRI 308-1)
Supplier social assessment

(GRI 414-1)

_ Suppliers and supply chain
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Commitment to society

Since the foundation of Erste Group 200 years ago, commitment
to society has been an important part of its business activities. It
encompasses a variety of activities ranging from financial inclu-
sion of low-income or disadvantaged persons, e.g. through finan-
cial education, to supporting social initiatives as well as art and
culture.

The ExtraVALUE programme of Erste Group is based on the
bank’s commitment to social responsibility and intangible values
— human, social, cultural — that go beyond the bank’s core busi-
ness activities. This extra value is created by supporting and
promoting institutions, initiatives and projects.

Social and sponsoring activities are combined group-wide under
the umbrella of the ExtraVALUE programme. Regional focus,
cross-thematic initiatives and cooperation within related fields
characterise the programme. Erste Group’s ExtraVALUE
programme is a visible sign of the bank’s commitment to its
responsibility towards society and the individual. Ultimately, it
supports personal development and helps people to meet their
social and cultural needs.

Because of the multitude of social and educational initiatives,
sponsoring of art and culture, and corporate volunteering, only a
few selected projects can be highlighted here. More detailed
information on various Erste Group initiatives is available at
https://www.erstegroup.com/en/about-us/responsibility and on the
websites of Erste Group’s banking subsidiaries in the respective
local language and in some cases English.

SOCIAL AND EDUCATIONAL ACTIVITIES

Erste Group’s long tradition of cooperating with established local
and international organisations reflects its commitment to the
promotion of social welfare and education. The focus of social
activities is on providing practical and swift assistance to people
in difficult life situations and on support for initiatives creating
new opportunities for disadvantaged people. In all core markets,
Erste Group also supports various educational initiatives.

Erste Bank Oesterreich has supported annual domestic aid cam-
paigns, the youngCaritas initiative for children and Kulturbuddy (a
platform coordinating volunteers) for many years as a partner of
Caritas. Erste Bank Oesterreich has also been sponsoring Hilfswerk
Osterreich, one of the largest non-profit providers of healthcare,
social and family services in Austria, for many years. Additionally,
the bank supports a variety of smaller NGOs, such as lobby.16,
which offers unaccompanied young refugees access to education
and employment and helps them participate in social life.

Banca Comerciala Romédna operates Bursa Binelui, a crowd

funding platform for NGOs. The bank is also a founding member
of Youth Capital in Romania. The aim of this initiative is to im-
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plement community youth projects and work with local authori-
ties to solve youth problems. Brutaria de Fapte Bune encourages
employees to propose social projects that are eligible for support.
Of these, projects are selected to receive financial support from
Banca Comerciala Romana. Salvati Copiii supports children from
disadvantaged regions.

Superste.net is a Serbian online hub where people aged 16 to 35
can access funds, mentors, NGO contacts and leaders for their
social responsibility projects in the arts, culture and education.

Erste Bank Croatia supports projects that aim at strengthening
and developing society, such as SOS Children’s Villages. This
organisation offers children without or with inadequate parental
care a permanent home and education, regardless of their ethnic,
religious or national background.

Erste Bank Hungary regularly supports several social organisa-
tions such as NIOK, an umbrella organisation that offers pro-
grammes designed to promote private charities in Hungary. By
supporting the NIOK programmes, Erste Bank Hungary enabled
several social institutions to conduct crowdfunding campaigns.
Cseperedd, a charity organisation providing services for children
with autism, was supported by a fund-raising campaign.

FINANCIAL LITERACY

Financial literacy is important for creating equal opportunities,
economic well-being and social inclusion. In almost all spheres of
life, financial illiteracy limits what people can achieve.

In line with its mission to foster prosperity, Erste Group is in-
volved in a wide variety of financial education activities, helping
people of all ages to acquire the skills and abilities they need to
make informed and appropriate financial decisions.

In accordance with a recommendation of the Organisation for
Economic Cooperation and Development (OECD) that financial
education should start as early as possible, Erste Group places
particular emphasis on financial education projects for children
and young people. Erste Group empowers young people to partic-
ipate in economic life actively and with self-confidence and to
understand how the financial system works.

The Erste Financial Life Park (FLiP) at the Erste Campus is one
of the largest financial education facilities in Europe. Since it
opened in October 2016, some 47,000 visitors have taken part in
more than 2,500 tours conducted at FLiP.

Several successful financial education formats were continued:

FLiP Geld im Griff (Money under Control): working with the
association The Connection, FLiP develops teaching resources for
German language courses specifically for young migrants with
the aim of building the financial, consumer and language skills
they need for coping with the daily challenges at the workplace,
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in their private lives and in dealing with authorities. The books
are designed for all organisations, and in particular NGOs, that
offer German language courses for migrants. In December 2019,
the second part of a five-volume series was released as a teach-
ing/learning resource with a print run of 3,000 copies and also
made available for downloading (in German only):
https://www.financiallifepark.at/de/fuerlehrer/unterrichtsmateriale
n/geld-im-griff

FLiP Challenge: since the start of the 2018/19 school year, FLiP
content can also be viewed online from a smartphone, tablet or
computer, at school or at home. With FLiP Challenge, teachers
can assess the financial literacy of their pupils and obtain an
automated evaluation of class performance. In November 2019,
Investment Challenge was added to the programme with the aim
of educating about the capital markets and facilitating access to it.
Users learn that investing in the capital markets is a sensible
alternative in the current interest rate and inflation environment.
(www.flipchallenge.at).

Since 2019, the year in which the Savings Banks Group marked
its 200-year anniversary, a mobile FLiP version — FLiP2Go — has
been on tour across all federal states of Austria with support from
Erste Bank Oesterreich and regional savings banks, contributing
to financial literacy. Educational content is provided at seven
interactive stations and designed for two target groups: an easy-
to-understand format for 10-to-14-year old children and a more
complex one for those aged 15 or older. Like FLiP at Erste Cam-
pus, FLiP2Go is free of charge. Bookings are co-ordinated by the
local savings banks’ relationship managers. In its first year,
FLiP2Go already attracted some 10,000 visitors.

In all of our core markets, the subsidiary banks are committed to
promoting financial literacy and pursue this mission by means of
a wide variety of initiatives and projects.

Already in 2018, the Slovenska sporitel'ia a foundation launched
a three-year programme called Financial literacy for schools up
to 2020 in cooperation with the Slovak Ministry of Education. Its
aim is to bring financial education to primary and secondary
schools to strengthen the financial literacy of Slovak children and
young people by investing in teacher training and in teaching
resources and methods.

The offer made to Slovak school classes to book FLiP for three
days per month remained popular. Overall, more than 3,000
Slovak pupils have already visited FLiP, guided by employees of
Slovenska sporitel'fia. Erste Bank Serbia continued its workshops
in kindergartens and schools. The children taking part learn what
banks do and how banks, the economy and businesses work
together. In April 2019, the Internet platform #Erste-Znali was
launched, which offers a wide range of financial literacy re-
sources — from text to videos and a quiz.

Banca Comerciald Romana is now regarded as the most im-
portant provider of financial education in Romania. More than

1,500 employees have been trained as financial literacy coaches
under the Scoala de Bani (School of Money) programme started
in 2016. Workshops specially tailored to each age group are held
in branches, kindergartens, schools but also at various business
locations across Romania. This initiative has already reached as
many as 370,000 people. Great popularity is also enjoyed by the
FLiP Truck, which tours across Romania teaching children aged 6
to 14 how to use money responsibly.

ART AND CULTURE

Another important activity is sponsorship of art and culture. As
part of its ExtraVALUE sponsoring programme, Erste Bank
Oesterreich is the principal sponsor of Jeunesse, whose focus is
on the promotion of young artists by giving them opportunities to
perform professionally on stage as well as on the development of
new concepts for teaching music appreciation. Erste Group also
supports the Gustav Mahler Youth Orchestra, Jazz at the Kon-
zerthaus, Secession, Tanzquartier Wien, the ZOOM Children’s
Museum, Wiener Festwochen, the International Children’s Film
Festival and the Hunger auf Kunst und Kultur (Hunger for Art
and Culture) campaign.

Erste Bank Oesterreich also has a long-standing partnership with
Viennale, Austria’s largest international film festival. Every year,
the bank awards the ExtraVALUE Film Prize and the ExtraVALUE
Design Prize for social design as part of the Vienna Design Week as
well as the Erste Bank ExtraVALUE Art Prize in collaboration with
the art association das weisse haus. Working with Klangforum
Wien and the Wien Modern festival, Erste Bank has also been
sponsoring the Erste Composition Prize for many years.

Erste Bank Hungary supports Snétberger Music Talent Center
with the aim of offering disadvantaged Roma youths a musical
education in jazz, classical or contemporary styles.

Slovenska sporitelfia is most notably associated with the Brati-
slava Jazz Days and the Viva Musica! music festival, but also
supports the international One World documentary film festival
with a focus on diversity, politics and ecology. Ceska spofitelna is
the exclusive partner of Colours of Ostrava and supports Ceska
filharmonie as well as the Smetanova LitomySl music festival. In
addition to a wide range of arts-related activities, co-operation
was continued with Designblok, the largest design show in Cen-
tral Europe.

For 15 years, Erste Bank Croatia has been organising a competition
for emerging Croatian artists and art students, called Erste Frag-
menti. The bank buys works of art, organises an exhibition and
awards an art scholarship.

Erste Bank Serbia’s cultural sponsorship focused on the Guitar Art
Festival and the Beogradskje jazz festival. Together with ERSTE
Foundation the bank supported the Marina Abramovic exhibition
The Cleaner in 2019.
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Banca Comerciald Roméana supports the Romanian Design Week, a
multidisciplinary event dedicated to local creative industries. The
festival was staged in a building in the historical city centre, present-
ing more than 200 design and architectural projects. Banca Comer-
ciala Romana sponsors the Jazz in the Park Festival in Cluj-Napoca.

CORPORATE VOLUNTEERING

Donating money is not the only way of supporting people, com-
munities or non-profit organisations. Erste Group funds, supports
and encourages employees to actively contribute and volunteer.
Employees and managers of Erste Group prove their commitment
by donating their time and expertise to NGOs.

In Austria, the Time Bank (the electronic volunteering platform of
Erste Bank and the Savings Banks) matches employees who want
to donate their free time and skills with more than 60 partner
organisations. Overall, more than 1,200 employees in Austria are
registered on this platform and prove their commitment by donat-
ing time, goods or skills.

In addition to volunteering, donations in kind remain important.
Despite wide-spread prosperity, people on the fringes of society
lack items we take for granted such as toys, clothes and sports
equipment for children. The Time Bank therefore provides long-
term support to its partner organisations by organising regular
collection activities.

2019 saw keen interest and participation in social mentoring
programmes. A number of partner organisations have been offer-
ing a combination of volunteering and mentoring training since
2012. Youth and school mentoring and buddy programmes assist
in particular educationally disadvantaged children and young
people in and out of school. Mentoring programmes build social
and leadership skills that are also useful on the job.

Another activity of Time Bank is fostering social awareness as a
contribution to civil society. As part of the global campaign 16
Days of Activism Against Gender-based Violence, Time Bank
organised an informational event jointly with its partner organisa-
tion Verein Autonome Osterreichische Frauenhauser (Austrian
Women’s Shelter Network).

Most of Erste Group’s local banks successfully support volun-
teering as a team-building activity. Almost all of Erste Group’s
local banks (except in Austria) give their employees an extra one
or two days off each year for volunteering at social welfare insti-
tutions. Erste Group thus makes an important contribution to the
development of a non-profit sector in CEE. Erste Bank Croatia,
for example, signed the Charter on recognition of competencies
acquired through volunteering, which means that as a bank it
recognises the importance of such skills and considers these skills
in the recruiting process and in career progression.

60

SPONSORING SPORTS

In addition to numerous activities oriented to amateur and profes-
sional sport, Erste Group supports professional athletes, teams or
events focusing on ice hockey, running, tennis, soccer and water
polo.

Erste Bank Oesterreich’s sport sponsoring activities comprise the
Erste Bank Open in Vienna, the most important tennis event in
Austria, an ATP World Tour 500 tournament. With more than 220
running events each year, Erste Bank Sparkasse Running forms
Austria’s biggest running initiative. The events it covers ivary
from small running events in the countryside up to the Vienna
City Marathon — Austria’s biggest sports event with more than
40,000 participants.

Since 2013 (until the 2019/20 season), Erste Bank Oesterreich
has been the name-giving main sponsor of the national ice hock-
ey league and sponsor of the Austrian national ice hockey team
and the local Vienna Capitals team. The Erste Bank Ice Hockey
League grew beyond borders and includes teams from Austria,
the Czech Republic, Hungary and Italy. Young Austrian ice
hockey players are supported through two youth series, Erste
Bank Young Stars League and Erste Bank Juniors League.

Erste Bank Hungary started its involvement in ice hockey spon-
sorship by sponsoring the Erste Hungarian League with teams
from Hungary, Austria and Romania for the first time in the
2017/18 season. Erste Bank Hungary signed a sponsorship
agreement with the Hungarian water polo association as the
main sponsor of the Hungarian women’s water polo national
team.

Erste Bank Croatia promotes sports activities for children such
as the Erste handball league for children between the age of 7
and 12 years, and the Erste Blue league — an athletic competition
for school children in eight Croatian cities. Traditionally, Erste
Bank Croatia also supports the water polo club of Rijeka, Club
Primorje Erste Bank Rijeka, and the basketball club Cibona
Zagreb.

Slovenska sporitelfia was once again the official partner of Slo-
vakia’s national soccer team. In November 2017, Banca Comer-
ciald Romana and the Romanian Olympic Committee (COSR)
signed a three-year partnership to support sport and the develop-
ment of education through sport in Romania. This sponsorship
represents a strategic initiative that stands as a benchmark for
sport involvement in Romania, anchoring Banca Comerciald
Romana in national aspirations and creating extraordinary content
to support the bank’s claim #believeinyourself.
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Our customers
FOCUS ON CUSTOMER RELATIONS

Erste Group puts customers and their needs at the centre of its
business activities. Only a bank that understands the motives of
its customers’ financial needs can offer the right solutions at the
right time. Special attention is devoted to approaching customers
proactively, handling customers’ requests quickly and with pro-
fessional care and providing exactly those solutions that meet
customers’ needs at an adequate level of risk. This is a key factor
in building and maintaining long-term customer relations.

Erste Group ensures high-quality advisory services by continu-
ously training its employees, focusing on the relationship with the
customer.

Advisory concept

Erste Group’s retail business reflects its approach of taking the
customers’ perspective into account. Only a bank that understands
its customers’ needs and motives is able to develop appropriate
solutions for them. Customer behaviour is changing, with online
and mobile channels increasing in importance. Erste Group is
therefore working to adapt the accessibility of its services by
offering advice not only face-to-face but also via chat, audio and
video communication.

The advisory concept is supported by a sales incentive scheme
that emphasises quality criteria such as the quality of customer
relationships and the active use of digital channels rather than
product-driven targets.

Products and processes

Product development is likewise driven by customers’ needs and
the ways customers carry out their banking activities. Products
and services are designed for flexibility, life-cycle changes, sim-
plicity, security, transparency and ease of use. Erste Group focus-
es on simplifying its current product portfolios and develops new
products and services to meet customers’ needs in the best possi-
ble manner.

OMNI-CHANNEL APPROACH

Erste Group allows its customers to choose between new and
traditional sales and communication channels.

It is especially basic financial needs, such as money transfers, that
customers increasingly wish to handle through digital channels.
Erste Group therefore invests in building sales and servicing capa-
bilities to be able to offer end-to-end digital banking. At the same
time, for more complex needs, most customers prefer a seamless
switch between different channels, with personal contact and
advisory services in branches remaining essential touch-points.

Branches

Direct contact with customers through branches remains a sub-
stantial asset, especially for more complex customer needs. Con-
fidence and trust in highly-qualified advisors form the basis of
successful business relations. Branch interiors and infrastructure
have to meet the changed expectations of customers and must
enable them to handle their banking business in the branches
quickly and easily.

The roll-out of this new branch concept was continued. In total,
Erste Group has refurbished or newly opened more than 160
branches in Austria, the Czech Republic, Croatia, Romania,
Serbia and Hungary.

Digital banking

Not only Internet-savvy but also traditional customers expect an
ever-widening range of digital banking services. Digital banking
is more than being able to transfer cash by computer or a mobile
device. It also includes competent advice and simpler handling of
all banking transactions as well as tools providing a quick over-
view of all transactions done.

Under the George digital banking brand, Erste Group offers a
unique digital experience spanning multiple markets and com-
prising a wide range of services. George enables customers to
access products and services of the bank and third parties in a
secure IT environment and use the platform for managing their
finances. Following the successful roll-out in Austria, Slovakia,
the Czech Republic and Romania, George already serves more
than five million users. George will shortly also be available to
Erste Group customers in Croatia and Hungary. The implementa-
tion in Serbia will follow after that.

Contact Center

Customers expect easy service interactions when they need assis-
tance with digital banking. Their first point of contact is Erste
Group’s contact center, which is available around the clock.
Qualified employees not only answer questions regarding prod-
ucts and services and assist users of self-service terminals, but
also help customers navigate the digital sales process. In addition,
they handle customer complaints and respond to emergencies
such as requests to block credit cards and debit cards.

The contact center has become an integral touch-point facilitat-
ing a seamless omni-channel journey. It not only takes an in-
creasingly active part in advisory and sales processes, but, where
regulations permit, also supports end-to-end digital banking
services such as unsecured loans, insurance, credit cards and
online banking.

Customers may also contact Erste Group’s contact center by

email or via chats, with voice recognition systems and chat-bots
complementing the services on offer.
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ACCESSIBILITY

Erste Group defines accessibility as designing the real-world and
digital environments as well as information and product offerings
in such a way that they can also be used by people with disabili-
ties without any additional support. Programmes to this effect are
being implemented in all countries.

In addition to barrier-free access for the blind and visually im-
paired (e.g. cash dispensers equipped to provide audio instruc-
tions), Erste Group also offers a variety of functions on its digital
platform, the George Go app: zoom, contrast adjustment, very
large fonts and speech output. The barrier-free functions were
developed in cooperation with blind persons and persons with a
variety of visual impairments.

DATA SECURITY

Securing customers’ trust also includes providing adequate pro-
tection for their personal data. Maintaining and improving data
security is therefore of vital importance to Erste Group. Erste
Group applies the highest standards in its IT infrastructure and
provides ongoing training to its employees to offer maximum
protection against the misuse of personal data.

Keeping customer data safe means protecting them from loss,
manipulation and unauthorised disclosure or access. If a breach of
data security places the rights and freedoms of the natural persons
affected at risk, a notification must be submitted to the competent
data protection authority. In 2019, 48 such notifications were sent
to the authorities (thereof no such notification for the Holding). If
a breach involves a high risk, the persons affected have to be
notified as well. In 2019, five such notifications were sent (there-
of no such notification for the Holding).

CUSTOMER SATISFACTION

The quality of customer relations depends ultimately on the cus-
tomers’ experiences in their day-to-day dealings with the bank. To
maintain its market-leading position, Erste Group is committed to
fully aligning employees, partners, processes, policies and tech-
nologies around customers. The bank approaches this challenge
in a holistic way and uses a system of interdependent, self-
reinforcing elements defined in the Group’s Customer Experience
“CX” Framework, ranging from customer experience strategies to
process design and governance.

Against the backdrop of their local environments and as in the
past, Erste Group’s banking subsidiaries have launched various
initiatives to provide the best customer experiences possible in a
consistent manner. The impact of these activities is measured by
the Net Promoter Score (NPS). This indicator evaluates the cus-
tomers’ willingness to recommend the bank. Measuring and
consistently monitoring NPS performance enables the bank to
invest more efficiently in customer experience projects.
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In 2019, Erste Group’s local banking subsidiaries recorded stable
performance of customer satisfaction at a high level, as the focus
on excellence in advisory services and personalised services to
retail and corporate customers was duly rewarded. NPS levels
were outstanding in several markets: In the private individuals
segment, all banks improved or maintained their position well
ahead of the competitors in the countries. The improvements in
the SME segments were substantial: Erste Bank Oesterreich,
Ceska spofitelna and Erste Bank Hungary increased their scores
significantly and reduced the gap to the top three ranked banks.
Erste Bank Croatia again improved its scores and is clearly posi-
tioned ahead of the other local banks.

RESPONSIBLE INVESTING

All entities of Erste Asset Management (Erste AM) are PRI Signa-
tories and have thus committed themselves to complying with the
Principles of Responsible Investment (PRI). Erste AM has been
offering investors a large range of sustainable funds for many
years to enable them to take investment decisions with due regard
to ecological, social and ethical considerations. Actively managed
mutual funds and asset management portfolios are not allowed to
invest in companies involved in banned weapons (such as land
mines, nuclear weapons or cluster bombs) and are likewise banned
from investing in companies earning more than 30% of their total
revenues from coal mining, coal trading or the production of coal-
based fuels. Furthermore, mutual funds are not allowed to engage
in food speculation. The respective guidelines are available on the
website of Erste AM (http://www.erste-am.com).

Erste AM is a leading provider of sustainable investment funds in
Austria and in the CEE region. At year-end 2019, Erste AM
managed assets worth approximately EUR 64.2 billion. These
assets of sustainably managed investment funds, including sus-
tainable real estate assets, amounted to EUR 6.4 billion at year-
end 2019, held in a total of 33 investment funds in the public
funds and special funds/externally mandated portfolio categories.

Managed sustainable public funds comprised eight bond funds,
including a global sustainable emerging markets corporate bond
fund, four regional stock funds, a global stock fund focused on a
dividend-based strategy, a real estate fund, a micro-finance fund
of funds, a theme fund investing in the environment and climate
protection (jointly managed with WWF Austria) as well as an
asset allocation fund of funds. In 2019, 11 sustainable funds were
awarded the FNG label: seven funds were awarded three stars and
four funds received two stars. The FNG label is the quality stand-
ard for sustainable financial investment in German-speaking
countries and was first awarded by Forum Nachhaltige Geldanla-
gen (FNG) in 2015. Moreover, ten of the sustainable funds have
been awarded the Austrian environmental certificate for sustaina-
ble financial products, some of them for many years.

Cooperation with other international asset managers (organised
by PRI and Sustainalytics) continued in 2019. Since November
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2017, Erste AM has been supporting the Climate Action 100+
involvement process as a founding member. This is a five-year
initiative led by investors to engage with the world’s top 100
corporate greenhouse gas emitters in the oil & gas, electricity,
transport and chemicals industries to curb emissions, strengthen
climate-related financial disclosures and promote measures to
combat climate change. In addition to engaging in dialogue with
companies on controversial issues in the areas of sustainability
and environmental protection, Erste AM also represented the
interests of its customers and fund share holders by voting at a
large number of annual general meetings in 2019.

The quarterly online blog published by Erste AM’s Responsible
Investment Team (https://blog.de.erste-am.com/dossier-
overview/) again met with great interest. Apart from this main
publication, specific fact sheets are published regularly on the
investment universe and the sustainability funds to inform cus-
tomers of the selection criteria and their influence on sustainabil-

ity indicators (such as the CO:z footprint of the funds).

In 2015, Erste AM was the first Austrian asset management com-
pany to sign the Montréal Carbon Pledge. Erste AM agreed to
have the CO: emissions of its assets measured and to disclose its
CO: footprint every year. In addition, a water footprint was again
disclosed for the ERSTE RESPONSIBLE equity fund in 2019.

In December 2019, an ethics advisory board was newly created,
composed of five external experts, to complement the expertise of
Erste AM in the field of ethical investment.

Erste AM is an active member of the following organisations:
Eurosif, FNG — Forum Nachhaltige Geldanlagen (Forum for
Sustainable Financial Investments), and Verein zur Forderung
von Ethik und Nachhaltigkeit bei der Geldanlage (Corporate
Responsibility Interface Center, CRIC).

RESPONSIBLE FINANCING

In line with its Statement of Purpose, Erste Group’s finance poli-
cies also define exclusion criteria to ensure the ecologically and
socially responsible conduct of the business. These exclusion crite-
ria are set out in a separate policy disclosed on Erste Group’s web-
site, the Responsible Finance Policy. Rules and exclusion criteria
relate in particular to the energy and weapons sectors, excluding,
for instance, the financing of nuclear and coal-fired power plants,
coal mining and fracking. Subject to certain conditions, finance
may be provided to projects aimed at improving the safety of exist-
ing plants or significantly reducing CO2 emissions. Examples of
financing projects providing ecological benefits are mentioned in
the chapter on the environment, in the priorities section.

SOCIAL BANKING

Offering basic banking services to the unbanked part of the popu-
lation was one of the main reasons for the foundation of Erste
osterreichische Spar-Casse in 1819. Since then, the founding
principle — to make financial products and services accessible for
everyone and to disseminate prosperity — has not changed.

For a variety of reasons more than 14 million people in Erste
Group’s core markets of Austria, the Czech Republic, Slovakia,
Romania, Hungary, Croatia and Serbia are still at risk of poverty
or social exclusion and even today, some segments of the popula-
tion do not have access to basic financial services. Erste Group
believes that economic growth should be inclusive and that basic
financial products and financial advice must be available to ev-
eryone. Erste Group’s social banking initiative Step-by-Step,
launched in 2016, aims at financial inclusion of low-income indi-
viduals, starting entrepreneurs and social organisations by offering
fair access to financial products, sound financial advice and busi-
ness training and mentoring. Social banking was rolled out across
Erste Group’s local banks and implemented in partnership with
ERSTE Foundation and local social sector organisations. Erste
Social Banking operates with the social entrepreneurship guaran-
tee umbrella agreement that provides funding to social organisa-
tions under the EU Programme for Employment and Social Inno-
vation (EaSI). Since the launch, social banking has supported
32,500 clients, granted EUR 230 million of loans and additionally
provided educational support to 15,000 clients.

Financial inclusion empowers people to cope with unexpected
financial shock. Since its foundation in 2006, Zweite Sparkasse
has supported a total of 19,000 people in financial difficulties in
Austria and currently serves about 8,000 customers. In addition,
in 2019, more than 440 teenagers participated in I Can financial
literacy workshops in Austria with support from volunteers of
Zweite Sparkasse and Erste Bank Oesterreich. In Slovakia, Slov-
enska sporitelfia’s social banking has piloted its debt advisory
programme supporting approx. 630 low-income clients in taking
control of their debts and improving their household financial
management skills.

One of the most difficult tasks for starting entrepreneurs is raising
finance to start their business. Erste Group believes that small entre-
preneurs provide not only income for themselves and their families,
but they often expand their businesses in their communities and,
consequently, create new jobs. Erste Group offers access to start-up
micro loans, business training, e-learning tools, mentoring sessions
and networking to these customers. In Austria, the Mikrokredit
initiative of Erste Bank Oesterreich and the Austrian Federal Minis-
try of Labour, Social Affairs, Health and Consumer Protection was
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extended by adding mentoring support (since 2020 in cooperation
with the Federal Ministry of Social Affairs, Health, Care and Con-
sumer Protection). Erste Bank Croatia, with funding from ERSTE
Foundation and the European Fund for South East Europe, kicked
off an innovative programme to identify and help businesses owners
to strengthen their business model and increase the impact on bene-
ficiaries, such as long-term or young unemployed or disabled peo-
ple. Overall, Erste Group financed 2,724 starting entrepreneurs with
a total volume of EUR 78.4 million in 2019.

Very often, even a small working capital loan can be sufficient to
scale micro business and successfully fight poverty. BCR Social
Finance (formerly good.bee Credit) was founded in October 2009
to offer micro loans to farmers and small entrepreneurs in Romania.
In 2019, it granted 1,294 loans with a total volume of EUR 12.7
million and reached a total loan balance of approx. EUR 23 million.

Non-profit organisations and social enterprises often deal with
some of the most challenging issues in society such as youth
unemployment, social integration and poverty reduction. For
these clients, Erste Group offers a bundle of working capital
loans, bridge loans and investment loans. Together with ERSTE
Foundation and financial support from the European Commis-
sion, Erste Bank Hungary completed its three-year programme
SEEDS to help social organisations in strengthening their finan-
cial independence and enabling them to scale up their social
business. In 2019, Ceska spofitelna launched unique education
courses for executives in social services accredited by the Minis-
try of Labour and Social Affairs. Erste Bank Serbia launched an
advisory programme for NGOs and social enterprises. In 2019,
Erste Group financed 134 social organisations, NGOs and social
entrepreneurs with a total volume of EUR 27.8 million.

For more information and details about Erste Group’s social
banking or to read some client stories, please visit:
https://www.erstegroup.com/en/about-us/social-banking.

Social impact assessment

Erste Group partnered with the Competence Center for Non-
profit Organisations and Social Entrepreneurship of the Vienna
University of Economics and Business to develop an impact
assessment methodology for its social banking activities targeting
primarily starting entrepreneurs and social organisations. The
main objective of the impact assessment was to identify and
quantify positive changes that occurred following the support of
social banking services and products.

The latest impact assessment of Erste Group’s social banking
activities across its CEE markets showed that over 3,000 starting
entrepreneurs, 600 social organisations and 7,000 small farmers
benefitted from its offering and contributed to the creation of
almost 16,000 new jobs and the preservation of 30,000 jobs in
CEE. Every second start-up entrepreneur mentioned that they
could not have started or expanded their business without social
banking loans and support, and 66% of NGOs succeeded in
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launching additional or new projects or service offers after having
been supported by Erste Group’s social banking.

Suppliers and supply chain

Erste Group views suppliers as partners in shaping its business to
be more sustainable. Procurement decisions include assessments
of the suppliers’ social and environmental impact.

Covering the entire supply chain, Erste Group Procurement is the
sourcing and procurement company of Erste Group. Its basic
objective is to ensure clear and fair sourcing and procurement
activities and contracts. This includes, most importantly, meeting
all the needs of Erste Group’s entities for goods and services on
time and in accordance with all quality requirements with the best
possible terms (e.g. price, terms of payment, guarantees and
liability) by purchasing locally or across borders. Erste Group’s
suppliers must meet defined standards of business ethics, envi-
ronmental protection and human rights.

In fulfilling their contractual obligations, suppliers of materials,
equipment and services selected as group partners are required to:
_ comply with national and local laws, decrees and regulations
_ fulfil all their legal obligations regarding the health and safety
of their employees and their contractors

_ strictly comply with environmental legislation

_as well as respect and implement the basic principles of cor-
porate social responsibility

These principles are also reflected in the supplier code of con-
duct, which is publicly available on the website of Erste Group
Procurement. Erste Group Procurement holds the CIPS Corpo-
rate Ethics Mark, a certification awarded by the Chartered Insti-
tute of Procurement and Supply (CIPS). This certificate distin-
guishes institutions that have committed to high standards in
procurement and provide relevant courses in-house. Currently,
95% of all employees of Erste Group Procurement have obtained
individual certification on ethical behaviour in procurement.

SUPPLY CHAIN

Erste Group’s supply chain mainly involves indirect expenses that
support the group’s core business. In 2019, the total amount paid to
companies outside Erste Group was slightly above EUR 1.1 billion,
mostly linked to IT (42% of the total spend), followed by expenses
for services, operations and marketing (37%) and facility manage-
ment (21%). Out of a total of 22,904 suppliers at group level, 767
suppliers accounted for 80% of total procurement expenses.

94.7% of suppliers (reflecting 95% of expenses) are located in the
European Union, highlighting Erste Group’s focus on its markets
in Central and Eastern Europe including Austria. 0.4% of suppliers
are located in North America, 4.7% in other European countries
and the rest (0.2%) are based on other continents.
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Only 14% of Erste Group’s purchases were made across borders.
The focus on local procurement strengthens the local economies of
the countries where Erste Group operates and underlines its com-
mitment to support these regions.

SUPPLIER SELECTION PROCESS

Compliance with sustainability criteria in selecting suppliers is
guaranteed at both the strategic and the operational levels. Strate-
gies have been developed for selected groups of goods to help in
supplier selection. In addition to group standards for social re-
sponsibility, these strategies also include defined technical speci-
fications. Since 2016, sustainability criteria drafted with the
Group Sustainability Office of Erste Group have been a mandato-
ry element of the selection process.

To ensure that Erste Group’s suppliers meet the group’s corporate
responsibility standards, audit questionnaires have to be complet-
ed for any purchase worth more than EUR 100,000, and regular
supplier business reviews have to be performed.

The supplier audit questionnaire is IT-based and an integral part
of Erste Group Procurement's supply chain. This ensures full
transparency and allows a timely assessment of suppliers and
risks before entering into contracts with suppliers. The results of
the audits form the basis for supplier classification.

To ensure correct procedures, all relevant steps have been inte-
grated into the electronic tendering system. The IT application
blocks the entry of further data, and thus collaboration with a
supplier, if there is not enough information available or a supplier
classified as critical has not been explicitly approved. Any non-
compliance with the supplier code of conduct is brought forward
to compliance delegates, who decide on further action, if re-
quired. In addition to the initial evaluation, follow-up reviews are
performed regularly on the most important suppliers or those
having the most significant risk profile.

Environmental aspects
As part of Erste Group's efforts in environmental protection,
ecological aspects are also included in Erste Group Procure-
ment’s supplier selection process. The supplier audit question-
naire specifically addresses the following topics:

_ existence of an environmental management system

_ existence of a written environmental policy

_ method for measuring CO2-emissions

_ existence of environmental targets

_ information on fines or charges for environmental infringements

_ description of the supplier’s supply chain

In the procurement of goods, tender documents include additional
questions relating to potentially hazardous chemicals, recycling
capabilities of products, return policies for products at the end of
their useful lives and compliance with ENERGY STAR or similar
standards.

A supplier sustainability scorecard was introduced in 2017. Suppli-
ers are required to disclose their ecological footprint (energy con-
sumption, waste and emissions) for the previous two years, either at
an aggregate level or related to their activities for Erste Group. In
2019, 63 suppliers with resource-intensive operations such as data
centres or transport services were selected to provide scorecard
data. As these criteria are relevant to the supplier selection process,
developments are continuously monitored and assessed.

In 2019, 847 contracts with suppliers were concluded or renewed.
Of these, 11 suppliers were screened according to environmental
st