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Key financial and operating data

Income statement (in EUR million) 2016 2017 2018 2019 2020
Net interest income 4,374.5 4,353.2 4,582.0 4,746.8 4,774.8
Net fee and commission income 1,783.0 1,851.6 1,908.4 2,000.1 1,976.8
Net trading result and gains/losses from financial instruments at FVPL 272.3 210.5 193.7 293.8 199.5
Operating income 6,691.2 6,669.0 6,915.6 7,255.9 7,155.1
Operating expenses -4,028.2 -4,158.2 -4,181.1 -4,283.3 -4,220.5
Operating result 2,663.0 2,510.8 2,734.6 2,972.7 2,934.6
Impairment result from financial instruments -195.7 -132.0 59.3 -39.2 -1,294.8
Other operating result -665.0 -457 .4 -304.5 -628.2 -278.3
Pre-tax result from continuing operations 1,950.4 2,077.8 2,495.0 2,329.7 1,368.0
Net result attributable to owners of the parent 1,264.7 1,316.2 1,793.4 1,470.1 783.1
Net interest margin (on average interest-bearing assets) 2.51% 2.40% 2.30% 2.18% 2.08%
Cost/income ratio 60.2% 62.4% 60.5% 59.0% 59.0%
Provisioning ratio (on average gross customer loans) 0.15% 0.09% -0.03% 0.02% 0.78%
Tax rate 21.2% 19.7% 13.3% 18.0% 25.0%
Return on tangible equity 12.3% 11.5% 15.2% 11.2% 5.1%
Earnings per share (in EUR) 2.93 2.94 4.02 3.23 1.57
Balance sheet (in EUR million) Dec 16 Dec 17 Dec 18 Dec 19 Dec 20
Cash and cash balances 18,353 21,796 17,549 10,693 35,839
Trading, financial assets 48,320 42,752 43,930 44,295 46,849
Loans and advances to banks 3,469 9,126 19,103 23,055 21,466
Loans and advances to customers 130,654 139,532 149,321 160,270 166,050
Intangible assets 1,390 1,524 1,507 1,368 1,359
Miscellaneous assets 6,775 5,929 5,382 6,012 5,830
Total assets 208,227 220,659 236,792 245,693 277,394
Financial liabilities held for trading 4,762 3,423 2,508 2,421 2,625
Deposits from banks 14,631 16,349 17,658 13,141 24,771
Deposits from customers 138,013 150,969 162,638 173,846 191,070
Debt securities issued 27,192 25,095 29,738 30,371 30,676
Miscellaneous liabilities 7,027 6,535 5,381 5,437 5,840
Total equity 16,602 18,288 18,869 20,477 22,410
Total liabilities and equity 208,227 220,659 236,792 245,693 277,394
Loan/deposit ratio 94.7% 92.4% 91.8% 92.2% 86.9%
NPL ratio 4.9% 4.0% 3.2% 2.5% 2.7%
NPL coverage ratio (based on AC loans, ex collateral) 69.1% 68.8% 73.4% 77.1% 88.6%
Texas ratio 34.6% 29.2% 24.5% 19.9% 20.3%
Total own funds (CRR final, in EUR million) 18,893 20,337 20,891 21,961 23,643
CET1 capital ratio (CRR final) 12.8% 12.9% 13.5% 13.7% 14.2%
Total capital ratio (CRR final) 18.2% 18.2% 18.1% 18.5% 19.7%
About the share 2016 2017 2018 2019 2020
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 426,668,132 426,679,572 426,696,221 426,565,097 426,324,725
Market capitalisation (in EUR billion) 12.0 15.5 12.5 14.4 10.7
High (in EUR) 29.59 37.99 42.38 37.07 35.6
Low (in EUR) 18.87 27.46 28.10 28.23 15.34
Closing price (in EUR) 27.82 36.105 29.05 33.56 24.94
Price/earnings ratio 9.5 11.8 7.0 9.8 13.7
Dividend per share (in EUR) 1.00 1.20 1.40 0.00 0.50
Payout ratio 34.0% 39.2% 33.6% 0.0% 27.4%
Dividend yield 3.6% 3.3% 4.8% 0.0% 2.0%
Book value per share 27.8 30.0 31.1 32.9 34.0
Price/book ratio 1.0 1.2 0.9 1.0 0.7
Additional information Dec 16 Dec 17 Dec 18 Dec 19 Dec 20
Employees (full-time equivalents) 47,034 47,702 47,397 47,284 45,690
Branches 2,648 2,565 2,507 2,373 2,193
Customers (in million) 15.9 16.1 16.2 16.6 16.1

CRR: Capital Requirements Regulation

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

Dividend 2020: The management board proposes to the annual general meeting in May — in line with ECB recommendation — a dividend for 2020 of EUR 0.5 per share. An additional
EUR 1 per share has been reserved for a potential later payment.



Financial data
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Shareholder structure
as of 31 December 2020

Identified trading™ 2.52% 5.90% ERSTE Foundation direct

Unidentified* 9.14% 10.60% Sparkassen

Beteiligungs GmbH & Co KG
BlackRock, Inc. 4.24%

1.67% Savings banks foundations’
T. Rowe Price 4.12%

9.92% CaixaBank
Institutional investors 44.02%

3.08% Other syndicated?

Austria 27.70%

0.79% Employees
2.52% 4.00% Retail investors
Identified trading™*

Unider?t-i:i:? 18.15% North America
1.27%
Rest of world

22.68%

Continental Europe 18.54% UK & Ireland

" Syndicated savings banks foundations, own holdings of savings banks, Erste Employees Foundation

2 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
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Financial calendar

62.4 60.5 59.0
2017 2018 2019

30 April Results for the first quarter 2021
9 May Record date Annual General Meeting
19 May Annual General Meeting
25 May Ex-dividend day
26 May Record date dividend
27 May Dividend payment
30 July Half-year financial report 2021

2 November

Results for the first three quarters 2021

The financial calendar is subject to change.
The latest updated version is available on Erste Group’s website (www.erstegroup.com/investorrelations).
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Net interest margin
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Ratings
as of 31 December 2020
Fitch
Long-term A
Short-term F1
Outlook Negative
Moody's
Long-term A2
Short-term P-1
Outlook Stable
Standard & Poor’s
Long-term A
Short-term A-1
Outlook Stable

2.18

2019

1if

2.08
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Non-financial data
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Social Banking until 2020

26,000

clients received education
and mentoring
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Greenhouse gas emissions in 2020
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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)



Your Notes



Highlights

Solid result in 2020
_ Net result of EUR 783.1 million
despite significant risk provisioning due to
Covid-19 pandemic and related measures
_ Local banks in all core markets remain profitable

Operating result impacted by lockdowns
_ Operating revenues down by 1.4%
_ Net interest income grows by 0.6% despite further rate cuts
in CEE
_ Efficiency efforts support improvement in expenses by 1.5%
_ Operating result declined by 1.3%
_ Cost/income ratio stable at 59.0%

Loan growth continues

_ Net loans increase by 3.6%, organic growth supported by
state guarantees and moratoria across the region

_ NPL ratio only moderately up to 2.7%

_ NPL provision coverage at 88.6%

_ risk provisioning on updated risk parameters with
forward looking information results in 78 basis points
(on average gross customer loans)

Favourable capitalisation
_ CET]1 ratio (CRR final) increases to 14.2%, exceeding
regulatory requirements and internal target
_ Two successful AT1 issuances

Excellent funding and liquidity position
_ Strong retail deposit base in all core countries is key trust
indicator and competitive advantage
_ Loan-to-deposit ratio at 86.9%
_ Successful issuance of various asset classes by Holding and
subsidiaries, e.g. first Non-Preferred Senior (NPS) issuance
in Slovakia

Editorial deadline: 26 February 2021, unless stated otherwise
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Letter from the CEO

Dear shareholders,

in 2020, a year in which the Covid-19 pandemic was the central
theme worldwide and hence also in our core markets, Erste
Group posted a net profit of EUR 783.1 million. The fact that our
local subsidiaries remained profitable is validation of Erste
Group’s strategy and a testament to the fundamental strength of
the CEE region. Given the challenging environment, the operat-
ing result came in better than expected at EUR 2.9 billion. Alt-
hough asset quality had hardly deteriorated by the end of the year
— at 2.7%, the NPL ratio was barely above the lowest level seen
in more than two decades — we had already set aside significant
risk provisions of EUR 1.3 billion to brace for potential credit
losses going forward. Against the backdrop of a sharp economic
downturn, we again registered growth in customer loans and
deposits across all core markets in 2020. Another point in our
favour is Erste Group’s solid capitalisation, with a common
equity tier 1 ratio of 14.2% at the end of December. In line with
current ECB recommendations, the management board will there-
fore propose to pay a dividend of EUR 0.5 per share at the annual
general meeting. In addition, we have set aside EUR 1 per share
for a potential additional dividend to be paid once restrictions
have been lifted.

Unexpected change in fundamentals

As the coronavirus was spreading world-wide in 2020, the eco-
nomic environment changed significantly both globally and
regionally. The governments of the CEE region had been quick in
implementing sweeping measures to contain the outbreak, but the
abrupt temporary lockdown of public life resulted in a significant
decline in economic activity. To mitigate the at times dramatic
adverse consequences, all governments launched and — later in
the year — extended and/or modified substantial relief pro-
grammes. Central banks provided support by easing their mone-
tary policies. Regulators and supervisory authorities implemented
measures allowing banks more flexibility in terms of capital and
liquidity. After a recovery in the third quarter, autumn saw a
second wave of the virus. Additional political measures were
taken and are still in place to differing degrees. These sometimes
vary substantially from region to region, but have one thing in
common: to minimise the economic and social consequences as
far as possible. Maintaining the maximum of possible economic
activity is deemed essential. The restrictions are designed to slow
down mobility and social life while keeping up industrial produc-
tion, a key driver of the economies of our core markets. The
tourist industry and the service sector have been hit particularly
hard by the lockdowns, though. Overall, the measures taken to
contain the Covid-19 pandemic in our core markets led to a
significant decline in economic output of between 1.1% in Serbia
and 8.8% in Croatia. Unemployment rates also rose in CEE but
remained relatively low compared with many western European
countries. Employment benefited from government support pro-
grammes, including in particular the widely used short-time

working schemes. On the back of lower revenues and higher
expenses fiscal deficits widened across the region. CEE curren-
cies were weak throughout the year, inflation remained relatively
moderate. Many central banks of the region lowered their policy
rates in the course of the year, most prominently the Czech Na-
tional Bank, which cut its rates in three steps from 2.25% to
0.25%.

Growth despite headwinds

In this environment, which proved challenging for all of us, we
continued to serve our customers without interruptions, support-
ing them with help and advice, seeking to find individual solu-
tions whenever necessary. This most certainly contributed to net
loan growth of 3.6% to EUR 166.1 billion in a year that wit-
nessed such an extraordinary economic slump. Key momentum
came from “genuine” demand for loans from retail and corporate
clients, while government measures such as loan moratoria and
guaranteed loans boosted volume less strongly than initially
anticipated. Our clients’ trust in Erste Group was also reflected on
the deposit side, with customer deposits rising again, by 9.9%, to
EUR 191.1 billion. This resulted in a loan-to-deposit ratio of
86.9%.

Other growth aspects were less unexpected: use of Erste Group’s
digital channels has intensified, and the number of users of our
digital platform George as well as digital transactions have been
rising steadily. In an interest rate environment that was unfavour-
able for savers, interest in investment products increased. Our
prosperity advice offering has proved very popular. Clients are
happy to use our advisory services not only online but, despite the
restrictions due to the pandemic, also face-to-face at the branches.

Operating result better than expected

How did this change in the environment impact the performance
of Erste Group in detail? In 2020, net interest income — tradition-
ally the most important income component of Erste Group —
improved moderately to EUR 4,774.8 million despite significant-
ly lower interest rates in the Czech Republic. Loan growth as well
as access to more favourable ECB funding (TLTRO) were posi-
tive drivers. The slowdown of the economy due to Covid-19
reduced net fee and commission income to EUR 1,976.8 million,
however, even though substantial growth was recorded in the
securities business and in asset management. Cost discipline
supported the reduction of operating expenses to EUR 4,220.5
million, even though no cuts were made in rolling out and devel-
oping George, our popular digital platform. Considering the
business environment, the operating result of EUR 2,934.6 mil-
lion was better than expected, but slightly lower than in the pre-
vious year. Regulatory costs (banking and transaction levies,
contributions to resolution funds and deposit insurance systems)
rose by 11.5% to EUR 343.4 million.
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Focus on risk costs

Unsurprisingly, the most important bottom-line driver was the
development of risk costs. Although the NPL ratio remained low
at 2.7%, we pursued a forward-looking approach and factored in
the expected deterioration in asset quality as far as possible at this
stage. Accordingly, provisions of EUR 1.3 billion were set aside
in 2020. With a provisioning rate of 78 basis points of average
gross customer loans, risk costs remained within the forecast
range.

Solid capitalisation and dividend proposal

I would particularly like to highlight the strong capitalisation of
Erste Group: at the end of December 2020, the common equity
tier 1 ratio (final) was again at an excellent level of 14.2%, and
thus substantially above our target of 13.5% and far above the
regulatory minimum requirement. In addition to sustainable
profitability, a strong capital base is important as it is the precon-
dition for the bank’s ability to fund growth and pay dividends. In
2020, recommendations issued by the European Central Bank
(ECB) prevented the distribution of a dividend.

In line with the ECB’s current recommendation, the management
board and the supervisory board will propose the distribution of a
cash dividend of EUR 0.5 per share for the fiscal year 2020 to the
annual general meeting, which will be held on 19 May 2021. In
addition, EUR 1 per share has been set aside for potential payout
at a later date.

Erste Group’s response to Covid-19

We have basically continued what have been doing for 200 years,
since the foundation of Erste Bank: steadily maintaining our busi-
ness operations while adapting them to the current environment.
We have been looking after our retail and corporate clients, civil
society and the economy in the region in which we operate. We
have, of course, taken extensive measures to protect the health of
customers and employees. In this context, I wish to specially
highlight our Health Centre in Austria, which, for example, has
added a dedicated Covid-19 helpline to its already wide range of
physical and mental health services for employees. In all of our
seven core markets — Austria, the Czech Republic, Slovakia, Ro-
mania, Hungary, Croatia and Serbia — we leveraged the organisa-
tions and strong market positions of our local banks to implement
government support programmes ranging from moratoria to state-
guaranteed loans. At the same time, we expanded our portfolio of
products and services and, where desired or required, developed
customised solutions to meet our clients’ financial needs. Usage of
our digital channels soared during the lockdown periods even
though we kept branch operations going everywhere, as far as
possible. Within a very short time span, we transferred employees
from headquarter offices to working from home. True to the

purpose of Erste Group — creating and spreading prosperity — our
efforts were not confined exclusively to our banking business, as
the coronavirus and the measures taken to contain it not only
triggered a quite abrupt plunge in economic activity but also had
psychosocial and societal impacts. Through financial and in-kind
donations, we supported a large number of initiatives in the
healthcare sector itself as well as indirectly by cooperating with
social and cultural institutions that are important to us.

Responsibility and stability

Hesitating was not an option for us as we, as Erste Bank, are
committed to our core region for the long term. Our purpose — to
create and secure prosperity in our region — requires us to deal
responsibly not only with our customers, employees and inves-
tors, but also with the environment and civil society. To provide
you with easy access to information about Erste Group’s numer-
ous sustainability-related initiatives, we have again incorporated
the non-financial report into the Annual Report. Going forward,
we are planning to brief you in even more detail on the ecologi-
cal, social and governance topics that are of relevance to us.

As vaccines become more readily available and economies open
up again, opportunities for growth are presenting themselves.
With our local banks well positioned, the economic recovery will
also offer opportunities for increased action on behalf of the
environment and decisive advances in digitalisation. The EU is
set to invest major portions of its EUR 700 billion Recovery Fund
in climate-friendly and digital projects. As a bank, we wish to
support this transformation. We view ourselves as supporters of
the businesses and economies in our region.

It was in fact with this in mind that changes were made to the
management board in 2020. As Chief Platform Officer, Maurizio
Poletto will be advancing the ongoing development of our success-
ful digital platform George, while Thomas Schaufler will be focus-
ing on shaping the retail strategy in the CEE markets. The respon-
sibilities of the other members of my team are unchanged: Chief
Risk Officer Alexandra Habeler-Drabek is responsible for risk-
related matters, Ingo Bleier for Corporate Banking & Markets,
Stefan Dorfler serves as Chief Financial Officer and David
O’Mahony as Chief Operating Officer.

After a year like 2020, it is very important to me to thank the em-
ployees of Erste Group for their personal commitment. Our common
dedication and conviction to support our clients even in times of
crisis have helped us to strengthen our position in the CEE region.

Bernhard Spalt mp



Report of the supervisory board

Dear shareholders,

In the 2020 financial year, the key theme world-wide was the
Covid-19 pandemic, which posed health as well as economic
challenges to many people — including in our core markets. We,
as Erste Group, believe that we are not just a financial institution.
We see ourselves as an enterprise that wants to make a positive
contribution to the development of society. We did this in the past
financial year by processing government relief packages, imple-
menting debt moratoria, guarantees and bridge financing as well
as individual agreements. We wish to continue on this path as we
are committed to supporting our customers also in economically
challenging times.

The supervisory board was impressed by the professionalism, the
swiftness and flexibility with which Erste Group’s management
board and employees responded to these challenges. With support
from our health centre team, a work environment was created that
enabled us to continue operations with just some minor re-
strictions in a fundamentally different environment. The supervi-
sory board was likewise able to continue its work as usual despite
the obstacles to in-person meetings. The communication flow
among its members and with the management board was not only
maintained, but even intensified. All meetings that had been
planned or had to be scheduled ad hoc were held virtually or in
hybrid format. The topics that needed to be addressed were dealt
with in-depth and the required resolutions passed.

In the financial year ended, there were a number of changes in the
management board: After more than 25 years with our banking
group, Peter Bosek resigned from the management board as of
31 December 2020 to pursue new challenges abroad. The super-
visory board thanks him very cordially for his many years of
successful service for Erste Group, to whose development he
contributed significantly as one of the fathers of our digital plat-
form George. My heartfelt thanks for his work for Erste Group
likewise go to Ara Abrahamyan, who also resigned from the
management board as of 31 December 2020. On 15 October
2020, the supervisory board extended the management board
mandate of Alexandra Habeler-Drabek until 31 December 2023.
In October 2020, the supervisory board appointed Thomas Schau-
fler and Maurizio Poletto as additional management board mem-
bers for terms from 1 January 2021 to 31 December 2023.

In the 2020 financial year, the composition of the supervisory board
changed as follows: the supervisory board mandates of Maximilian
Hardegg, Gunter Griss and Wilhelm Rasinger expired on
10 November 2020, the date of the annual general meeting. The
mandate of Maximilian Hardegg was extended. Gunter Griss was no
longer eligible for re-election due to the age limit for supervisory
board members set in the articles of association. We are pleased to
welcome two new and highly experienced members to our team:
Friedrich Santner and Andras Simor, who were elected to the super-
visory board at the annual general meeting of 10 November 2020.

In December 2020, Wilhelm Rasinger passed away after serious
illness shortly after the end of his term. He had been a member of
Erste Group Bank AG’s supervisory board for more than 15 years
and will be remembered for the way he always made valuable
contributions to the supervisory board’s work through his expertise,
far-sightedness and pithy comments.

As regards the composition and independence of the supervisory
board, the criteria for its independence, its working procedures,
the number and types of committees and their decision-making
powers, the meetings of the supervisory board and the main focus
of its activities, please refer to the (consolidated) corporate gov-
ernance report drawn up by the management board and reviewed
by the supervisory board. As regards the activities of the audit
committee, please also refer to the separate report of the audit
committee. In the course of 43 supervisory board and committee
meetings, the management board promptly and comprehensively
informed the supervisory board. This allowed us to act in accord-
ance with the mandate laid down in the law, the articles of associ-
ation and the Austrian Code of Corporate Governance, as well as
to ascertain the proper conduct of business.

At its meeting of 15 October 2020, the supervisory board consid-
ered the management board’s proposal to the annual general meet-
ing regarding the appropriation of profit for the 2019 financial year,
taking special note of the ECB’s recommendation of 27 July 2020
to refrain from the distribution of dividends until January 2021, for
the time being. This was followed by another recommendation
issued by the ECB on 15 December 2020 to refrain from or limit
dividends based on specified criteria until 30 September 2021.
Paying a dividend for the 2019 financial year in the amount ap-
proved by the annual general meeting on 10 November 2020 would
have contravened the ECB’s recommendation. The supervisory
board’s executive committee therefore, at its meeting of 8 February
2021, endorsed the management board’s statement that the condi-
tion for distributing dividends for the 2019 financial year has not
been met and that, therefore, Erste Group will refrain from paying a
dividend for the 2019 financial year in February 2021, and that the
profit will be carried forward to new account.

The financial statements (consisting of the balance sheet, income
statement and notes) and the management report as well as the
consolidated financial statements and the group management
report for 2020 were audited by Sparkassen-Priifungsverband, the
legally mandated auditor, and by PwC Wirtschaftspriifung GmbH,
the elected supplementary auditor, and received an unqualified
audit opinion. Representatives of both auditors attended the finan-
cial statements review meetings of the audit committee and the
supervisory board and presented their comments on the audits they
had conducted. Based upon its own review, the supervisory board
endorsed the findings of these audits and agreed to the proposal
for appropriation of the profit of the 2020 financial year.
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PwC Wirtschaftspriifung GmbH was also mandated with the
voluntary audit of the (consolidated) corporate governance report
for 2020. Deloitte Audit Wirtschaftspriifungs GmbH was contract-
ed to perform an audit of the (consolidated) non-financial report
for 2020. The supervisory board has approved the financial state-
ments, and these have thereby been duly endorsed in accordance
with section 96 para4 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 in
providing our customers with the best support possible in the
Pandemic Year 2020.

For the supervisory board,
Friedrich R6édler mp, Chairman of the supervisory board



Report of the audit committee

Dear shareholders,

The audit committee is one of six committees established by Erste
Group Bank AG’s supervisory board. Its mandate is derived from
the law, the rules of the Austrian Code of Corporate Governance
(CCQG) and its internal rules. The audit committee currently com-
prises six shareholder representatives and three members delegat-
ed by the employees’ council.

The audit committee held seven meetings in 2020 and, in addition,
held one informal meeting to prepare for the meeting on the audit
of the (consolidated) financial statements. The meetings were
attended by those management board members responsible for
accounting, controlling and risk management as well as the repre-
sentatives of Erste Group Bank AG’s auditors and, as required,
representatives of the auditors of key (foreign) subsidiaries. Re-
sponsible division heads were also invited to attend as permanent
guests or to attend as guests in discussions on specific agenda
items. The chairman of the audit committee, also the financial
expert, regularly conducted one-on-one meetings with, amongst
others, the auditors (Sparkassen-Priifungsverband as the legally
mandated bank auditor and PwC as additional auditor elected by
the annual general meeting), members of the management board,
the head of internal audit, the head of group compliance and with
other division heads as required. The chairman of the audit com-
mittee informed the supervisory board on the committee’s activi-
ties and the subject matters of its meetings and discussions at the
respective subsequent supervisory board meetings.

In 2020, the Covid-19 pandemic also affected the work of the audit
committee. In its meetings, the audit committee dealt in depth with
current developments in Erste Group and in the markets in which it
operates. Special attention was paid in particular to the new rules
and regulations and the potential impacts of their implementation on
the 2020 unconsolidated and consolidated financial statements, but
also social aspects that were seen in these generally challenging
months. Many decisions of the audit committee were taken using
modern video conferencing tools; debates could thus be continued in
this manner during lockdown periods.

In 2020, the audit committee also considered the following topics:
After receipt of the auditors’ report on the (Group) financial state-
ments for 2019, the audit committee held the final discussion,
reviewed the (Group) financial statements and the (Group) man-
agement report, the (consolidated) non-financial report as well as
the (consolidated) corporate governance report and recommended
to the supervisory board the approval of the annual financial
statements, setting out how the annual audit had strengthened the
reliability of financial reporting and describing the role played by
the audit committee.

The decision on the recommendation of a dividend proposal to the
supervisory board was passed in October 2020 after extensive
deliberations and in line with the recommendation issued by the
European Central Bank.

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 consolidated financial state-
ments. 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 CCG) was conducted
in December 2020. The auditors’ report on the assessment of the
effectiveness of risk management was delivered.

The auditors’ observations and recommendations (management
letter) and the respective views of the management board were
discussed comprehensively. To monitor the auditor’s independ-
ence, group accounting regularly reported to the audit committee,
and non-audit services rendered by the auditors were approved in
advance after careful review. In December 2020, 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
2022 financial year. The annual report of group regulatory compli-
ance was taken note of. The audit committee was presented with
reports on the current status of major projects on data manage-
ment, credit risk models and IT matters of relevance to the audit
committee in an ongoing process.

After on-site inspections conducted by supervisory authorities,
the audit committee acknowledged the audit report and the report
on the contents of the plan to address the supervisory authorities’
findings and, where necessary, requested to be briefed on the
current status of implementation. Internal audit submitted a report
on the result of the (internal) quality assurance programme. The
joint supervisory team of the regulatory authorities was informed
about the audit committee’s work in a meeting with the chairman
of the audit committee and the supervisory board.

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

For the audit committee,
Friedrich Rédler mp
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Erste Group on the capital markets

In the past year, international financial markets were dominated
by the Covid-19 induced crisis and measures taken to contain the
virus. Geopolitical risks such as uncertainty over the outcome of
the US presidential elections and the drawn-out Brexit negotia-
tions between the European Union and the United Kingdom were,
by comparison, relegated to the background. As the coronavirus
started spreading worldwide, the first quarter saw a global sell-off
in stock markets after an initially promising start to the year.
Lockdowns imposing restrictions on social and economic activi-
ties in almost all countries slowed the outbreak of the corona-
virus, but fears of a world-wide economic downturn of an un-
quantifiable degree sent share prices plummeting. Massive sup-
port measures initiated by policy-makers, central banks and regu-
lators in an effort to cushion adverse impacts on the future devel-
opment of the economy eased tensions in the markets. The flow
of alternately positive and negative news, however, mostly in
connection with the Covid-19 pandemic, fuelled volatility. The
optimistic outlook on economic growth from 2021 onwards along
with lower-than-expected declines in 2020 corporate earnings
were offset by a continuing rise in Covid-19 infection rates.
These resulted in further lockdowns in the fourth quarter, albeit,
in a number of countries, less strict ones than at the beginning of
the pandemic. Reports about successful clinical studies of vac-
cines against Covid-19, the start of vaccinations and the ebbing
off of political risks after the United Kingdom’s exit from the EU
single market boosted share prices significantly, but failed to
make up for the losses previously sustained in most of the stock
markets covered.

EQUITY MARKET REVIEW

Covid-19 was the predominant theme

After a number of stock markets had still been marking new
highs up to mid-February of the past year, the first quarter saw
sell-offs with prices sliding by more than 20% in most of the
stock markets covered. Against the backdrop of rising Covid-19
infection numbers, most governments around the globe imposed
restrictions to slow the pandemic, including social distancing
orders and business lockdowns. Policy-makers, central banks and
regulators took wide-ranging measures — among them multi-
billion support programmes for the social and business sectors,
rate cuts, loan moratoria and providing additional liquidity by
expanding central banks’ balance sheets — to cushion the adverse
effects of the lockdowns. While this eased strains on the financial
markets, supported by better-than-expected corporate results,
volatility remained very high. The US indices hit new highs on
the back of the technology and health care sectors while Europe-
an stock market indices were trailing behind, posting similar
double-digit gains only in the last quarter of the year on the back
of positive news on Covid-19 vaccines, the US elections and the
successful conclusion of Brexit negotiations. The Dow Jones
Industrial Average Index rose beyond the 30,000 mark and, at
30,606.48 points, was 7.2% higher year on year. The broader
Standard & Poor’s 500 Index, which reached a historic high in
the fourth quarter, advanced 16.3% to 3,756.07 points at the end

of the year. The European Euro Stoxx 600 index closed the re-
porting period at 399.03 points, down 4.0%.

Central bank support

In response to the crisis, the central banks had significantly eased
their policies back in the spring and provided additional liquidity
to the financial markets by massively expanding their balance
sheets. The US central bank (Fed) cut its policy rates by one
percentage point to 0.0% - 0.25%, purchased bonds at a monthly
rate of USD 120 billion and launched lending programmes to
support the economy. The European Central Bank (ECB) expand-
ed its purchasing programme in two steps to EUR 1,850 billion
and extended it until March 2022. Regardless of the beginning of
Covid-19 vaccinations and the resulting confidence in the im-
provement of the economic environment, the central banks, in
their final meetings in December 2020, announced they would
continue to provide generous liquidity and leave policy rates
unchanged for an extended period of time.

Return to growth expected in 2021

The restrictive measures taken to contain the pandemic triggered
the biggest economic shock in decades. As a result of the eco-
nomic stimulus measures and monetary policy support, economic
activity is expected to decline less sharply than initially feared.
From 2021 onwards, global economic output should rise again.
The International Monetary Fund (IMF) forecasts for 2020 a
contraction of the global economy by 3.5%, followed by a 5.5%
growth in 2021. The euro zone countries are expected to grow by
4.2% after a decline by 7.2% in 2020, while the US is expected to
expand by 5.1% after a contraction of 3.4%.

Banks are among the hardest hit industries

The significant deterioration of the economic environment due to
measures induced by Covid-19 and the impacts expected, such as
lower operating income and higher risk costs for banks, prompted
the ECB to recommend that euro zone banks suspend dividend
payouts for the fiscal year 2019. Instead, banks should preserve
their lending capacity by strengthening their capital positions. In
view of continuing state support for the economy, most notably
state-guaranteed loans and loan moratoria, and the resulting
significant postponement of negative impacts on bank balance
sheets, the general ban on dividends was lifted in December, but
the ECB still recommends to refrain from dividends and share
buy-backs until the end of September 2021 or to meet strict limits
on profit distribution. In the year ended, the Dow Jones Euro
Stoxx Banks Index, which is composed of the leading European
bank shares, declined by 23.7% to 73.77 points.

ATX down by double-digits in 2020

As international stock markets plunged in the first quarter of the
year ended, the Austrian Traded Index (ATX) lost nearly 27% of
its market capitalisation within just one trading week in mid-
March. It dropped to its annual low at 1,630.4 points on
18 March. Due to its cyclical composition with a strong
weighting of bank and oil shares, which were hit by the slump in



oil prices, the leading Austrian index fluctuated more visibly than
other indices. As international stock markets rallied significantly
in November and December, the ATX likewise recovered some of
the ground lost in the first quarter and closed the year at
EUR 2,780.44 points, down by 12.8%.

ERSTE GROUP SHARE

Volatile price performance in lockstep with the
European banking index

The start into the year was promising, and the Erste Group share
reached its highest closing price at EUR 35.60 on 12 February. As
international equity markets and, in particular, bank shares
slipped in the first quarter due to the Coved-19 induced crisis, the
Erste Group share likewise suffered a setback by more than 50%.
The lowest closing price of the Erste Group share in 2020 was at
EUR 15.34 on 3 April. The share then recovered half of the losses
previously sustained but recorded renewed setbacks in the third
quarter. The gains of the two final trading months of the year
offset only part of the losses posted previously. The Erste Group
share closed the year at a price of EUR 24.94, down 25.7% from
year-end 2019. The focus of market participants was on the im-
pacts of the declining economic activity in Central and Eastern
Europe amid the pandemic, above all on the development of
lending volumes and operating income as well as risk provisions.
Covid-19-related factors (including in particular fiscal policy
support measures, moratoria on loan repayments, subsidised and
guaranteed loans, interest rate cuts, quantitative easing, re-
strictions on dividend payments, easing of capital requirements)
were generally among the key issues of the year.

Performance of the Erste Group share and major
indices (indexed)
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I Erste Group Share I Austrian Traded Index (ATX) DJ Euro Stoxx Banks

Performance of the Erste Group share versus indices

DJ Euro

Erste Group Stoxx Banks

share ATX Index
Since IPO (Dec 1997) 125.0% 113.1% -
Since SPO (Sep 2000) 112.3% 137.9% -79.0%
Since SPO (Jul 2002) 43.1% 128.0% -70.6%
Since SPO (Jan 2006) -44.6% -28.6% -80.5%
Since SPO (Nov 2009) -14.0% 6.7% -67.6%
2020 -25.7% -12.8% -23.7%

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 2020, Erste
Group’s market capitalisation stood at EUR 10.7 billion, 25.7%
down on year-end 2019 (EUR 14.4 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 1,231,504 shares per day and accounted for about
66% 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 world-wide on the basis of the STOXX Global 1800.
Since 2016, the Erste Group share has been included in the
FTSE4Good Index Series, since 2017 in the Euronext Vigeo
Index: Eurozone 120. In addition, Erste Group has held prime
status in the ISS ESG corporate ratings since 2018. MSCI has
rated Erste Group with AA. As the sole Austrian and one of only
three companies in the CEE region, Erste Group was again listed
in Bloomberg’s Gender Equality Index (GEI) in 2020.

DIVIDEND

Erste Group’s dividend policy is guided by the bank’s profitabil-
ity, growth outlook and capital requirements. Due to the Covid-19
induced restrictions, the annual general meeting originally sched-
uled for 13 May was postponed to 10 November 2020 and held
virtually. On 10 November 2020, the annual general meeting
resolved to pay a dividend of EUR 0.75 per share for the fiscal
year 2019, conditional upon no regulatory recommendation to
refrain from such payments or no other legal restrictions being in
force prohibiting such distributions on 8 February 2021. On 15
December 2020, the ECB asked banks to refrain from or limit
dividends until 30 September 2021. As the conditions to pay the
dividend were not met, no dividend for the fiscal year 2019 was
paid out. The management board proposes to the annual general
meeting in May — in line with ECB recommendation — a dividend
for 2020 of EUR 0.5 per share. An additional EUR 1 per share
has been reserved for a potential later payment.
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RATINGS OF ERSTE GROUP BANK AG

Following the changed economic conditions due to the Covid-19
induced crisis rating agencies downgraded their ratings in many
cases around the globe. Erste Group’s ratings were affirmed,
however the outlook was changed. Fitch kept its rating at A/F1
with a negative outlook, Standard & Poor’s and Moody’s left
their ratings unchanged at A/A-1 and A2/P-1, respectively, each
with a stable outlook.

FUNDING ACTIVITIES

Regarding capital market activity, 2020 turned out to be one of the
most active years in the recent past. Through seven benchmark-
sized transactions across various seniorities, EUR 4.5bn were
raised in total. Pre-funding activity for 2021 started early with two
senior preferred notes in September and November 2020.

Erste Group started with a EUR 750 million 10-year mortgage
covered bond at MS+3bp followed by a EUR 500 million (AT1)
note (CRD IV-/CRR-compliant Additional Tier 1) with a coupon
of 3.375%, representing the second-lowest coupon for a EUR-
denominated AT1 at the time of issuance. In May, Erste Group
proved its access to capital markets amidst the Covid-19-crisis by
placing a EUR 750 million senior preferred note at MS+115bp.
September led to further attractive issuance opportunities that
were realised with a EUR 500 million Tier 2 instrument at
MS+210bp, succeeded by another EUR 500 million Sy senior
preferred note issued at MS+52bp. Erste Group was again very
active in the fourth quarter by issuing two further benchmarks in
November. Its inaugural callable senior preferred note (EUR 750
million at MS+52) — the first of an Austrian issuer — supports the
eligibility of outstanding instruments and a diversification of the
investor base. Finally, a EUR 750 million AT1 note with a 4.25%
coupon was issued mid-November and concluded the funding-
year for Erste Group.

INVESTOR RELATIONS

Open and regular communication with investors and
analysts

Communication by Erste Group’s investor relations team also
changed in the past year. Against the backdrop of the Covid-19
induced restrictions, banking and investor conferences were held
as virtual rather than in-person events. A large number of confer-
ences organised by the Vienna Stock Exchange, UBS, Goldman
Sachs, Deutsche Bank, Citigroup, Morgan Stanley, JP Morgan,
Bank of America Merrill Lynch, Autonomous, PKO, mBank and

Wood were conducted as phone or video conferences, as were the
spring and autumn road shows with investors from the United
States and Europe after the releases of first and third quarter 2020
results. The management and the investor relations team met with
investors in a total of 218 one-on-one and group meetings, in
which Erste Group’s strategy was presented against the backdrop
of the current environment and questions raised by investors and
analysts were answered. The dialogue with bond investors was
further intensified with a total of 67 meetings held via phone and
video. A large number of meetings with analysts and portfolio
managers were held at conferences, virtual road shows and inves-
tors’ days hosted by UBS, Bank of America Merrill Lynch,
Goldman Sachs, HSBC, JP Morgan, ING, Citigroup, Danske
Bank and the European Covered Bond Council.

The website http://www.erstegroup.com/ir provides comprehen-
sive information on Erste Group and the Erste Group share. In-
vestors and the broader public can follow the investor relations
team on the social media platform  Twitter at
http://twitter.com/ErsteGroupIR ~ and on  Slideshare  at
http://de.slideshare.net/Erste_Group. These sites provide users
with the latest news on Erste Group on the social web. As an
additional service for investors and analysts, Erste Group offers
an Investor Relations app. This free-of-charge app enables users
to access and download Erste Group Bank AG share price infor-
mation, the latest investor news, multimedia files, financial re-
ports 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/de/investoren/ir-service.

Analyst recommendations

In 2020, 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, RBI,
SocGen, UBS and Wood.

As of the end of the year, 15 analysts had issued buy recommen-
dations and six had rated the Erste Group share neutral. The
average year-end target price stood at EUR 26.70. The latest
updates on analysts’ estimates for the Erste Group share are
posted at https://www.erstegroup.com/en/investors/share/analyst-
estimates



Strategy

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

_ Efficiency

_ Digital transformation

_ Growth

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

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

Long-standing tradition in customer banking

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

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

The bank’s core activities also include advisory services and
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
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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.

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.
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The digital platform George was implemented in Austria in 2015.
In the meantime, it is also running in the Czech Republic, Slo-
vakia, Romania, Croatia and Hungary. It will also be rolled out in
Serbia. The range of digitally available products and services is
being constantly expanded. Customers can activate applications
of Erste Group or third parties via plug-ins and use them to man-
age their finances.

The omni-channel approach of Erste Group integrates the various
sales and communication channels. Customers decide on how,
when and where they do their banking business. Contact centers
serve as interfaces between digital banking and traditional branch
business. These contact centers offer advice and sales, thus going
far beyond the traditional help desk function.

Focus on sustainability and profitability

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

The management board adopted a Statement of Purpose to reaf-
firm and state in more detail the purpose of Erste Group to pro-
mote and secure prosperity across the region. Building on this
statement of purpose, a Code of Conduct defines binding rules of
the day-to-day business for employees and members of both the
management and supervisory boards. At the same time, the Code
of Conduct underlines that in pursuing its business activities,
Erste Group values responsibility, respect and sustainability. The
Code of Conduct is an important tool for preserving the reputa-
tion of Erste Group and strengthening stakeholder confidence.
Sustainability in this context means to operate the core business
both in a socially and environmentally responsible manner and
economically successfully.

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

Erste Group’s strategy

Customer banking in Central and Eastern Europe

Eastern part of the EU

Retail banking

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

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

Savings products,
asset management
and pension products

Expansion of digital
banking offering

Corporate banking

SME and local
corporate banking

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

Transaction banking
services (trade finance,
factoring, leasing)

Commercial Real
Estate business

Focus on CEE, limited exposure to other countries

Capital markets

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

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

Building debt and
equity capital markets
in CEE

Public sector

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

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

Interbank business

Focus on banks that
operate in the core
markets

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

1"



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

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

In terms of sovereign bond investments, Erste Group focuses on
Central and Eastern Europe equally.

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

Interbank business

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

REGULATORY CHANGES IN BANKING

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

A banking union has been established as a regulatory framework
consisting of a European banking supervision mechanism, a bank-
ing resolution mechanism and common standards for deposit

insurance. Implementing the requirements defined by the Basel
Committee on Banking Supervision, the European Commission
adopted and published the revised risk reduction measure package
(RRM-Package) in June 2019 consisting of amended Capital
Requirements Regulation (CRR 2), Capital Requirements Di-
rective (CRD 5), Single Resolution Mechanism Regulation
(SRMR 2) and Bank Recovery and Resolution Directive (BRRD
2). While CRR 2 became partially applicable in June 2019, the
majority of the amended provisions will be applicable as of June
2021. Both directives entered into force 20 days after their publi-
cation in the Official Journal of the European Union and had to be
transposed by the end of 2020 when SRMR 2 became applicable.

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). Due to the outbreak of the Covid-19 pandemic, the
Basel Committee on Banking Supervision decided to postpone the
implementation of the final part of the Basel 3 reform package by
one year. An EU legislative proposal for the implementation of
Basel 3 is now expected in 2021. For the same reasons, the pack-
age is scheduled for implementation by 1 January 2023 instead of
1 January 2022 and will be fully applicable after a transition
period of up to five years.

As the Covid-19 pandemic has led to a sharp economic down-
turn, EU regulators and supervisors have taken measures to
support the immediate ability of banks to continue lending and
absorb losses related to the pandemic. In particular, the European
Commission Covid-19 banking package included an Interpreta-
tive Communication on the Union’s accounting and prudential
frameworks as well as targeted quick-fix amendments to EU
banking prudential rules (CRR). Member states have also taken
decisive action, with support schemes typically involving public
guarantee schemes and/or payment deferrals (moratoria) to alle-
viate liquidity difficulties affecting households and businesses. In
this respect, the European Banking Authority (EBA) has pub-
lished guidelines on legislative and non-legislative moratoria.
The European Commission has also adopted a temporary frame-
work to enable member states to use the full flexibility foreseen
under state aid rules to support the economy in the context of the
Covid-19 outbreak.
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In December 2020, the European Commission has published a
new version of the Action Plan on Non-performing Loans
(NPLs) as a response to the Covid-19 crisis and the expected
surge in NPLs on banks’ balance sheets. The plan focuses on
further developing secondary markets for NPLs as well as estab-
lishing a central data hub at EU level. It also puts forward the
idea of developing national private or partly publicly funded
Asset-Management Companies (AMCs) to buy off bad loans
from banks’ balance sheets, as well as setting up a cross-border
European network of national AMCs. Furthermore, an insolven-
cy law reform is put forward as a priority and how to use state
aid in the context of NPLs.

The new resolution framework allows for a multiple-point-of-
entry (MPE) or a single-point-of-entry (SPE) resolution strategy.
The minimum requirement for own funds and eligible liabilities
(MREL) should reflect the resolution strategy that is appropriate
to a banking group (in case of MPE with different resolution
groups and therefore different points of entries) in accordance
with the resolution planning. Under the MPE strategy, more than
one group entity may be resolved. Under the SPE strategy, only
one group entity, usually the parent undertaking, is the point of
entry with the aim to apply resolution actions and tools on this
entry level, whereas other group entities, usually operating sub-
sidiaries, are not subject to resolution actions and tools, but
upstream their losses and recapitalisation needs (downstream of
capital) to the point of entry.

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

In 2020, Erste Group received its MREL target based on BRRD 1
and the SRB MREL 2018 Policy. In the course of 2021, Erste
Group will receive a new MREL target, based on BRRD 2 and
the SRB MREL Policy. A transitional period is foreseen for the
compliance with the final MREL target until 1 January 2024 with
two intermediate targets in 2022 and 2023 ensuring a linear
MREL build-up.

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 servicing payment service providers (within the Europe-
an Union) have to provide a standardised interface that enables
certain third party providers to offer payment services to custom-
ers of banks. These have to comply with particularly strict re-
quirements regarding the safe exchange of data between banks
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and third-party providers. With the EBA Opinion from 16 Octo-
ber 2019, national competent authorities have applied superviso-
ry flexibility as regards the requirement for the application of a
strong customer authentication for card-based e-commerce trans-
actions. This initial extension of the implementation period ended
on 31 December 2020.

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 since the
beginning of 2020. This has strengthened the ESAs’ supervisory
powers. 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 financing. As regards sustainability matters, ESAs
will strongly integrate environmental, social and governance
(ESG) criteria into their work (such as guidelines) and further
strengthen proportionality.

In 2020, the systemic risk buffers defined by 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.

The amendments to the Financial Markets Anti-Money Launder-
ing Act (FM-GwG, Finanzmarkt-Geldwischegesetz) and the
Beneficial Owners Register Act (WiEReG, Wirtschaftliche Ei-
gentiimer Registergesetz) were adopted in July 2019, thereby
implementing the Sth Money Laundering Directive while at the
same time including a compliance package. The new rules en-
tered into force on 10 January 2020, while the provisions of the
compliance package took effect on 10 November 2020. The
compliance package facilitates the identification of beneficial
owners.

On 21 January 2021, the Austrian National Council (Nationalrat)
concluded amendments to the Account Register Act (KontRegG,
Kontenregistergesetz) and FM-GwG, with which, amongst oth-
ers, lockers (SchlieBfacher) are included in the account register
(reporting date is 1 January 2021). In addition, an exchange of
information between parties subject to money laundering provi-
sions was introduced as well as transaction monitoring based on
artificial intelligence. In WiEReG, a regulation has now been
included, according to which companies from third countries that
acquire land in Austria are subject to the WiEReG reporting
obligations. The changes to FM-GwG and WiEReG entered into
force on 1 March 2021.

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

Regulation (EU) 2019/2088 on sustainability-related disclosures
in the financial services sector were published in the Official
Journal in December 2019. Among others, financial market
participants are required — mostly as of March 2021 — to provide
comprehensive information on their management of sustainabil-
ity risks and strategies in addition to existing disclosure obliga-
tions. On 22 June 2020, Regulation (EU) 2020/852 on the estab-
lishment of a framework to facilitate sustainable investment
(Taxonomy Regulation) was published in the Official Journal.
This regulation, designed to govern the concept of sustainability
in finance, introduces a classification system for determining
whether an economic activity qualifies as environmentally sus-
tainable for the purpose of establishing the degree to which an
investment is environmentally sustainable. In addition, on 27
November 2020, ECB published its guide on climate-related and
environmental risks. The guide outlines how ECB expects banks
to safely and prudently manage and disclose such risks under the
current prudential framework. It is expected that additional ex-
tensive legislative measures will be adopted in the years ahead
with the aim of strengthening sustainability in the financial and
banking sector.

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.

Customer loans/capita in CEE (2020) in EUR thousand
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Source: Local central banks, Erste Group

Over the upcoming 15 to 20 years, on average, the countries of
the eastern part of the European Union are therefore expected to
experience higher growth rates than the countries of Western
Europe, even though periods of expansion may alternate with
times of economic stagnation or even setbacks on this long-term
path of sustainable growth.
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BUILDING A STRONG BRAND

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

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

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

Over the last four years, Erste Group has transformed its brand
communication from being category- and product-driven to
having a purpose-driven approach. To this end, Erste Group has
established a statement of purpose as the main group-wide pillar
of its brand communication: “Our region needs people who
believe in themselves and a bank that believes in them.”
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More than 200 years ago, a success story started that continues
until the present day. The savings banks were founded on this
basis of personal trust and the belief in ideas, plans for the future,
and people’s capabilities and potential. Whether it is in any indi-
vidual’s own life, in a business start-up or a long-established
enterprise, in business or in society at large — trust and confi-
dence in the future, believing in oneself and others, the belief in
ideas and entrepreneurship are the key prerequisites for personal
growth and social well-being.

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

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

ECONOMIC ENVIRONMENT

In 2020, Covid-19 has triggered the deepest global recession in
decades. The pandemic induced crisis, which drastically im-
pacted both advanced and emerging markets, has led to an
unprecedented contraction in economic activity as more than
85 percent of the countries around the globe experienced
shrinking economies. Policy makers have taken extraordinary
measures to protect people and national health systems, the
economy, and the financial system. To prevent the virus from
spreading uncontrollably, most countries imposed stringent
lockdown measures in the first half of the year, and with rising
infection rates in autumn and winter, further lockdowns fol-
lowed in the last quarter. To contain the immediate economic
damage governments introduced various measures including
state guaranteed loans, payment moratoria for private individu-
als and corporates or subsidies from hardship funds. Central
banks have eased monetary policies across the globe, with a
balance sheet expansion in the G10 countries of nearly EUR
6.5 trillion, and with more than 20 emerging market central
banks deploying asset purchases for the first time. In addition,
a fiscal policy response of EUR 10.5 trillion globally has pro-
vided substantial support to households and corporates.

Most economies faced a substantial slump in economic activi-
ty. With its real GDP declining by 3.4%, the United States
outperformed both Japan and the European Union. Leading
European economies like Italy and France recorded a double-
digit decline in their GDP. Among emerging and developing
regions, China outperformed other major economies. Follow-
ing a sharp output contraction in the first quarter of 2020,
China’s economic activity rebounded stronger than in most
other countries following the relaxation of the initial lock-
downs. Overall, China’s GDP increased by 2.3%. All other
major emerging markets’ economies, such as India, Brazil,
Russia and Turkey declined substantially. India’s economy
particularly suffered and fell into its first recession in 40 years.
In addition to the Covid-19 crisis, the Russian economy was
negatively impacted by lower oil prices. Central and Eastern
European economies were similarly hit by the virus induced
crisis. Overall, global real GDP declined by 3.5%.

The economic development in the United States was mainly
characterised by the Covid-19 outbreak, increasing tension
between the US and China and the presidential elections in
November. The economy plummeted in April and May as a
result of the coronavirus induced crisis, and the unemploy-
ment rate rose temporarily above 14% in April. The economy,
however, recovered quickly mainly due to robust domestic
demand, improving labour market, a very accommodative
monetary policy and a large fiscal stimulus. Consequently, the
unemployment rate stood at 6.7% at the end of the year. Core
inflation remained below the Federal Reserve’s 2% target. In
March 2020, the Fed reduced its benchmark interest rate to
zero and launched a new round of quantitative easing. The

programme entailed USD 700 billion worth of asset purchases
of Treasuries and mortgage-backed securities as a response to
the slowing economy. Overall, the US economy contracted by
3.4% in 2020.

The euro area was also significantly impacted. At 7.2%, eco-
nomic decline in the euro zone was deeper than in other ad-
vanced regions of the world. Government measures imple-
mented as a response to the Covid-19 pandemic — such as
nationwide lockdowns, school closures and border restrictions
— significantly disrupted domestic economic activity. Tourism,
a sector that was virtually shut down completely for many
months during the year, suffered significantly. Italy, France and
Spain with their very important tourist industries, performed
poorly with their real GDP declining by double-digit figures.
The biggest economy of the euro zone, Germany, on the other
hand, posted a markedly better performance mainly due to its
prudent crisis management and stronger production output.
Unemployment rates rose across countries. Most euro area
governments launched large programmes of public loan guar-
antees to preserve access to bank loans for businesses. The
European Central Bank (ECB) introduced a new Pandemic
Emergency Purchase Programme (PEPP) to counter the serious
risks to the monetary policy transmission mechanism and the
outlook for the euro area. The programme amounted to EUR
1.85 trillion and was extended until March 2022. ECB also
increased its targeted longer-term refinancing operations
(TLTROs) to provide low interest rate loans to credit institu-
tions. Overall, EUR 1.7 trillion were taken up by 388 banks.
ECB kept its discount rate at zero.

Against this backdrop, Austria’s economy was also hit hard.
Reflecting the containment measures and the lockdown in
spring, a sharp decline in private consumption led to a fall in
GDP. Investments also fell significantly. A solid economic
rebound began in the third quarter. The easing of travel re-
strictions, but most importantly strong domestic summer tour-
ism, led to a partial recovery in the economically important
tourism sector, with overnight stays in July and August down
15% from 2019 levels, compared to a decline of 60% to 90% in
May and June. The unemployment rate increased visibly in the
first half of the year, reaching 6.2% in June. In 2020, it stood
on average at 5.3%. Short-time work schemes helped to miti-
gate the effect of the economic downturn on the labour market.
The Covid-19 induced crisis has put an abrupt end to the fa-
vourable development of Austria’s public finances. A crisis
management fund launched in March has been covering finan-
cial support, such as to strengthen health care services, fixed
cost subsidies or short-time work schemes. Tax deferrals and
public guarantees for loans also helped companies to avoid
liquidity constraints. The general government deficit stood at
8.9% of GDP. Public debt as a percentage of GDP significantly
increased to 84.8%. With the sharp economic downturn and the
decrease in energy prices, inflation fell from over 2% in the
beginning of the year to 1.2% at year end. Overall, average
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inflation stood at 1.4% in 2020. Real GDP declined by 7.2%,
with GDP per capita falling to EUR 42,000 at year-end.

Central and Eastern European economies struggled as well.
Consumption and investments fell visibly, exports and imports
posted a double-digit contraction. The large exposure of CEE
economies to manufacturing and exports contributed signifi-
cantly to the economic decline in the spring lockdown. After an
unprecedented decline in economic activity, the CEE region
saw a very fast economic rebound. The second wave of lock-
downs in autumn impacted the regional economies to a much
lesser extent, underlying the resilience of CEE industrial pro-
duction. This time, production was not halted, and foreign
demand held up well. Serbia proved to be the best performer,
with its GDP contracting only moderately in 2020. Croatia
experienced the deepest GDP decline due to the country’s
heavy dependency on the tourism sector. Unemployment rates
in CEE increased but remained still low compared to many
Western European countries. The labour markets benefited
from government support programmes and widely used short-
time work schemes. As a result of lower revenues and higher
expenses, public deficits in the region widened. CEE currencies
remained weak during the year, with the Hungarian forint
testing all-time lows throughout the year. Despite the FX im-
pact, inflation remained relatively moderate. Many of the
region’s central banks, cut their key rates in the course of the
year. The most pronounced were the interest rate cuts of the
Czech National Bank. Hungary, Romania, and Serbia also cut
their policy rates. Overall, CEE economies shrank between
8.8% in Croatia and 1.1% in Serbia in 2020.

PERFORMANCE IN 2020

P&L data of 2020 is compared with data of 2019, balance sheet
data as of 31 December 2020 is compared to data as of
31 December 2019.

Acquisitions and disposals in Erste Group in 2020 did not have
any significant impact and therefore had no effect on the rates
of change stated below. Details are provided in the notes to the
consolidated financial statements.

Overview

Net interest income increased — mainly in Austria, but also in
Romania and Hungary — to EUR 4,774.8 million (+0.6%; EUR
4,746.8 million). Net fee and commission income de-
creased to EUR 1,976.8 million (-1.2%; EUR 2,000.1 million).
Higher income from the securities business and asset manage-
ment did not fully compensate for the declines in other fee and
commission income categories — most notably in payment
services (thereof EUR 19 million attributable to the impact of
the SEPA Payment Services Directive). While net trading
result declined significantly to EUR 137.6 million (EUR 318.3
million), the line item gains/losses from financial instru-
ments measured at fair value through profit or loss im-
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proved to EUR 62.0 million (EUR -24.5 million). The devel-
opment of both line items was driven by valuation effects due
to market volatility amid the Covid-19 pandemic. Operating
income decreased to EUR 7,155.1 million (-1.4%; EUR
7,255.9 million). General administrative expenses declined
to EUR 4,220.5 million (-1.5%; EUR 4,283.3 million), person-
nel expenses were slightly lower at EUR 2,520.7 million
(-0.6%; EUR 2,537.1 million). Other administrative expenses
were reduced to EUR 1,158.9 million (-3.8%; EUR 1,205.1
million). Payments into deposit insurance schemes included in
other administrative expenses rose to EUR 132.2 million
(EUR 104.8 million). Depreciation and amortisation was un-
changed at EUR 540.9 million (EUR 541.0 million). Overall,
the operating result declined to EUR 2,934.6 million (-1.3%;
EUR 2,972.7 million). The cost/income ratio was unchanged
at 59.0% (59.0%).

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

Due to net allocations, the impairment result from financial
instruments amounted to EUR -1,294.8 million or 78 basis
points of average gross customers loans (EUR -39.2 million or
7 basis points). Allocations to provisions for loans as well as
for commitments and guarantees given went up in all core
markets. The marked rise in allocations to provisions for loans
was primarily driven by the deterioration in the macroeconom-
ic outlook due to Covid-19. A positive contribution came from
high income from the recovery of loans already written off,
primarily in Romania and Hungary.

The NPL ratio based on gross customer loans deteriorated to
2.7% (2.5%), the NPL coverage ratio rose to 88.6% (77.1%).

Other operating result improved to EUR -278.3 million
(EUR -628.2 million). The expenses for the annual contribu-
tions to resolution funds included in this line item rose — in
particular in Austria — to EUR 93.5 million (EUR 75.3 million).
The decline in banking and transaction taxes to EUR 117.7
million (EUR 128.0 million) is primarily attributable to the
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abolition of banking tax in Romania. In the previous year, other
operating result included allocations to a provision in the
amount of EUR 153.3 million set aside for losses expected
from a supreme court decision concerning the business activi-
ties of a Romanian subsidiary as well as the write-off of good-
will in Slovakia in the amount of EUR 165.0 million.

Taxes on income declined to EUR 342.5 million (EUR 418.7
million). The minority charge fell to EUR 242.3 million
(EUR 440.9 million) due to significantly lower earnings con-
tribution of the savings banks. The net result attributable to
owners of the parent declined to EUR 783.1 million
(-46.7%; EUR 1,470.1 million).

Operating result and net profit/loss for the year
attributable to owners of the parent
in EUR million
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Cash earnings per share (see glossary for definition)
amounted to EUR 1.59 (reported EPS: EUR 1.57) versus EUR
3.25 (reported EPS: 3.23) in the previous year.

Key profitability ratios in %
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Cash return on equity (see glossary for definition), i.e. return
on equity adjusted for non-cash expenses such as goodwill
impairment and straight-line amortisation of customer relation-
ships, stood at 4.7% (reported ROE: 4.7%) versus 10.1%
(reported ROE: 10.1%) in the previous year.

Total assets rose to EUR 277.4 billion (EUR 245.7 billion).
On the asset side, cash and cash balances increased, primarily
in Austria, to EUR 35.8 billion (EUR 10.7 billion), loans and
advances to banks decreased to EUR 21.5 billion (EUR 23.1
billion). Loans and advances to customers increased to
EUR 166.1 billion (+3.6%; EUR 160.3 billion). On the liability
side, deposits from banks grew significantly to EUR 24.8
billion (EUR 13.1 billion) on the back of increased ECB refi-
nancing (TLTROs). Customer deposits rose again — in all
core markets, primarily in Austria and the Czech Republic — to
EUR 191.1 billion (+9.9%; EUR 173.8 billion). The loan-to-
deposit ratio stood at 86.9% (92.2%).

The common equity tier 1 ratio (CET 1, CRR final, see
glossary for definition) stood at 14.2% (13.7%), the total
capital ratio (see glossary for definition) at 19.7% (18.5%).

Dividend

In the reporting period, Erste Group Bank AG posted a post-tax
loss of EUR 118.4 million under the Austrian accounting regula-
tions, which increased its distributable capital accordingly (2019
post-tax profit: EUR 1,327.1 million). The equity decreased
(2019: increased) accordingly.

On 15 December 2020 the European Central Bank (ECB) has
issued a recommendation in respect of dividend payouts. The
management board of Erste Group will propose a 2020
dividend, in line with the ECB recommendation, of EUR 0.5
per share to the 2021 AGM for payment in May 2021. Fur-
thermore, an additional reserve of EUR 1.0 per share was
created, for payment once the ECB recommendation is with-
drawn and subject to profitability and capital performance.

On 10 November 2020, the annual general meeting resolved to
pay a dividend of EUR 0.75 per share for the fiscal year 2019
(appropriation of net profit), conditional upon no regulatory
ECB recommendation to refrain from such payments or no
other legal restrictions being in force prohibiting such distribu-
tions on 8 February 2021. Based on the ECB recommenda-
tions, conditions to pay a dividend of EUR 0.75 per share had
not been met as of 8 February 2021, and no dividend was
distributed. As a payout is not possible, the dividend is allocat-
ed to retained earnings according to the resolution taken at the
annual general meeting on 10 November 2020.
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Outlook

Erste Group’s goal for 2021 is to increase net profit. Among the
factors that will support achievement of this goal are a recovery
of the economies of all core markets — the Czech Republic,
Slovakia, Hungary, Romania, Croatia, Serbia and Austria —
and, on this basis, a reduction of risk costs and an improvement
in the operating result. A continuation or further escalation of
Covid-19 measures by governments as well as potential — and
as yet unquantifiable — political, regulatory or economic risks
may render meeting this goal more challenging.

In 2021, the positive development of the economy should be
reflected in growth rates (real GDP growth) of between 3% and
close to 6% in Erste Group’s CEE core markets. The develop-
ment of other economic indicators should vary depending on
Covid-19 policy measures imposed by authorities and/or the
phasing out of state support. Unemployment rates are expected
to rise but, in the Czech Republic and Hungary, should remain
among the lowest in the EU. Inflation rates are forecast to
decline in the Czech Republic and Slovakia while the other
core markets are likely to see a slight acceleration. In most
countries, sustained competitiveness should again result in
solid and, in Slovakia and Romania, stronger current account
balances. The fiscal situation should likewise improve again
after the significant budget deficits posted in the year 2020.
Public debt is projected to remain largely stable, albeit at a
significantly elevated level.

Against this backdrop, Erste Group expects net loan growth in
the low to mid-single digit range. This performance should
keep net interest income stable despite negative interest rates in
the euro zone. The second most important income component —
net fee and commission income — is expected to rise in low
single digits. As in 2020, positive momentum should again
come from fund management, the securities business and in-
surance brokerage. Given the average result seen in 2020, the
net trading and fair value result is expected to come in higher.
This, however, will depend substantially on the financial mar-
ket environment. The remaining income components are fore-
cast to remain, by and large, stable. Overall, operating income
should increase again in 2021. Operating expenses are ex-
pected to rise slightly in 2021, partly due to re-emerging wage
pressure across all Erste Group markets. In addition, Erste
Group will continue to invest in IT in 2021 and thus strengthen
its competitive position, with a focus on progressive IT mod-
ernisation, back-office digitalisation and expansion of the
digital platform George. The rollout of George in Hungary and
Croatia should be completed in 2021, as a result of which
customers will be able to access George in the six largest core
markets. Though faced with more challenges in a largely un-
predictable environment, Erste Group is striving to make oper-
ating income grow faster than costs. This leads Erste Group to
project a rise in the operating result in 2021.
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Based on the scenario described above, risks costs should
decline again in 2021. While precise forecasting is hard in the
current Covid-19 environment, Erste Group believes that in
2021 risk costs will not exceed 65 basis points of average gross
customer loans. Due to the expected expiry of state support
schemes a rise of the NPL ratio to 3 - 4% is expected though.

Other operating result is expected to remain unchanged in the
absence of significant one-off effects. Assuming a tax rate of
below 25% and a similar level of minority charges as in the
previous year, Erste Group aims to achieve an improvement in
net profit. Erste Group’s CET1 ratio is expected to remain
strong. The management board proposes to the annual general
meeting in May — in line with ECB recommendation — a divi-
dend for 2020 of EUR 0.5 per share. An additional EUR
1/share has been reserved for a potential later payment.

Potential risks to the guidance are besides other than expected
(geo)political, economic (monetary and fiscal policies) and
regulatory measures and developments also global health risks
and changes to the competitive environment. In addition, given
the Covid-19 governmental measures and their impact on the
economic development, financial forecasts are still subject to
an elevated level of uncertainty. Erste Group is moreover ex-
posed to non-financial and legal risks that may materialise
regardless of the economic environment. Worse than expected
economic development may put goodwill at risk.

ANALYSIS OF PERFORMANCE

Net interest income

Net interest income increased to EUR 4,774.8 million (EUR
4,746.8 million). While in Austria (Holding) positive impacts
came from more favourable ECB refinancing and lower nega-
tive interest on deposits with the ECB, net interest income in
the Czech Republic declined significantly due to lower interest
rates. Included in net interest income are modification losses in
the amount of EUR 49.5 million mainly resulting from morato-
ria on loan re-payments due to Covid-19.

Net interest margin in %
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The net interest margin (calculated as the annualised sum of net
interest income, dividend income and net result from equity
method investments over average interest-bearing assets) stood
at 2.08% (2.18%).

Net fee and commission income

Net fee and commission income decreased to EUR 1,976.8
million (EUR 2,000.1 million). Declines were recorded in pay-
ment services (thereof EUR 19 million attributable to SEPA, the
payment-integration initiative of the European Union) but also
in lending business and insurance brokerage commission in-
come. Significant growth was recorded, however — primarily in
Austria — in the securities business and in asset management.

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

Valuation effects have a substantial impact on both positions —
net trading result & gains/losses from financial instruments
measured 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 valuation effects
resulting from interest rate developments, net trading result
decreased significantly to EUR 137.6 million (EUR 318.3 mil-
lion), despite strong income from the foreign exchange busi-
ness. Conversely, gains/losses from financial instruments meas-
ured at fair value through profit or loss improved to EUR 62.0
million (EUR -24.5 million). In addition to gains from the valu-
ation of debt securities in issue due to the development of inter-
est rates, the valuation result of financial assets in the fair value
portfolio was, overall, likewise positive. Gains from the valua-
tion of the securities portfolio were significantly higher than the
valuation losses in the loan portfolio measured at fair value.

General administrative expenses
General administrative expenses decreased to EUR 4,220.5
million (EUR 4,283.3 million).

Employees as of 31 December 2020

Slovenska sporitel'ia

Erste Bank Hungary
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I Banca Comerciala Romana
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; Erste Group in Austria
8,847

Cross-guarantee savings banks

7,095

Personnel expenses declined to EUR 2,520.7 million (EUR
2,537.1 million). While personnel expenses were up in Slo-
vakia as a result of a one-off payment agreed through collective
bargaining, they declined in all other core markets, in the
Czech Republic and Hungary also due to positive currency
effects. Other administrative expenses decreased to EUR
1,158.9 million (EUR 1,205.1 million) on the back of a marked
reduction of marketing and consulting costs. Contributions to
deposit insurance systems rose to EUR 132.2 million (EUR
104.8 million). In Austria, contributions increased substantially
to EUR 95.0 million (EUR 58.4 million), driven by a one-off
effect as well as continuing strong deposit growth, but declined
in Romania to EUR 4.4 million (EUR 12.7 million). IT ex-
penditure was likewise up. Amortisation and depreciation
amounted to EUR 540.9 million (EUR 541.0 million).

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

Due to the significant decline of the net trading and fair value
result, operating income decreased to EUR 7,155.1 million
(-1.4%; EUR 7,255.9 million). General administrative expenses
were reduced to EUR 4,220.5 million (-1.5%; EUR 4,283.3
million). The operating result declined to EUR 2,934.6 million
(-1.3%; EUR 2,972.7 million). The cost/income ratio was
unchanged at 59.0% (59.0%).

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

Gains from derecognition of financial instruments not meas-
ured at fair value through profit or loss amounted to EUR 6.5
million (EUR 23.5 million). This line item includes primarily
gains/losses from derecognition of loans and the sale of secu-
rities.

Impairment result from financial instruments

Due to net allocations, the impairment result from financial
instruments amounted to EUR -1,294.8 million (EUR -39.2
million). Net allocations to provisions for commitments and
guarantees given amounted to EUR -159.2 million (net releases
of EUR 70.0 million). The significant rise in allocations to
provisions was primarily driven by updated risk parameters
with forward-looking information as well as experts’ estimates
on the impacts of the Covid-19 pandemic. Positive contribu-
tions came from continued high income from the recovery of
loans already written off — primarily in Romania and Hungary
— in the amount of EUR 140.4 million (EUR 154.0 million).

Other operating result

Other operating result improved to EUR -278.3 million (EUR
-628.2 million). Levies on banking activities declined to EUR
117.7 million (EUR 128.0 million). Banking tax payable in
Austria increased moderately to EUR 25.5 million (EUR 24.3
million). Levies in Slovakia, where they were charged for the
last time in the first half of the year, rose to EUR 33.8 million
(EUR 32.5 million). Hungarian banking tax increased to EUR
14.5 million (EUR 12.6 million). Together with the financial
transaction tax of EUR 44.0 million (EUR 47.6 million), bank-
ing levies in Hungary were slightly down, totalling EUR 58.5
million (EUR 60.2 million).

The negative balance of allocations/releases of other provisions
decreased markedly to EUR -18.4 million (EUR -207.0 mil-
lion). The comparative period was negatively impacted by
extraordinary effects — a provision in the amount of EUR 153.3
million had been set aside for losses expected from a supreme
court decision concerning the business activities of a Romanian
subsidiary. Furthermore, goodwill in Slovakia in the amount of
EUR 165.0 million had been written down. Other operating
result also reflects the annual contributions to resolution funds
in the amount of EUR 93.5 million (EUR 75.3 million).
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Increases were recorded across all core markets, but above all
in Austria, to EUR 43.6 million (EUR 33.4 million).

Profit/loss for the year

The pre-tax result from continuing operations amounted to
EUR 1,368.0 million (EUR 2,329.7 million). Taxes on income
declined to EUR 342.5 million (EUR 418.7 million). The mi-
nority charge decreased to EUR 242.3 million (EUR 440.9
million) due to substantially lower earnings contributions of
savings banks. The net result attributable to owners of the
parent amounted to EUR 783.1 million (EUR 1,470.1 million).

Tax situation

Pursuant to section 9 of the Austrian Corporate Tax Act (KStG),
Erste Group Bank AG and its main domestic subsidiaries consti-
tute a tax group. Due to the high proportion of tax-exempt
income — particularly income from participating interests — and
tax payments for the permanent establishments abroad, no Aus-
trian corporate income tax was payable for the fiscal year 2020.
The current tax loss carried forward increased in 2020.

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

Balance sheet development

The rise in cash and cash balances to EUR 35.8 billion
(EUR 10.7 billion) was primarily due to large cash balances
held at central banks, not least due to increased TLTRO III
funds.

Trading and investment securities held in various catego-
ries of financial assets increased to EUR 46.8 billion (EUR
44 .3 billion).

Loans and advances to banks (net), including demand
deposits other than overnight deposits, declined primarily in
Austria to EUR 21.5 billion (EUR 23.1 billion).

Loans and advances to customers (net) rose — most nota-
bly in Austria — to EUR 166.1 billion (EUR 160.3 billion)
driven by loan growth in the corporate and retail segments. In
subsidiaries outside the euro zone, the effect of growth in local
currency was offset by the depreciation of the local currencies.



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

Loans and advances to customers, structure and
trend, in EUR million
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Loan loss allowances for loans to customers rose to EUR
4.0 billion (EUR 3.2 billion). The increase reflected the deteri-
oration in the macroeconomic outlook due to Covid-19.

The NPL ratio (non—performing loans as a percentage of gross
customer loans) deteriorated to 2.7% (2.5%). The NPL cover-
age ratio (based on gross customer loans) rose to 88.6%
(77.1%).

Intangible assets remained unchanged at EUR 1.4 billion
(EUR 1.4 billion).

Miscellaneous assets amounted to EUR 5.8 billion (EUR
6.0 billion).

Balance sheet structure/liabilities and total equity
in EUR million
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Financial liabilities — held for trading increased to EUR 2.6
billion (EUR 2.4 billion).

Deposits from banks, primarily in the form of term deposits,
rose to EUR 24.8 billion (EUR 13.1 billion), including EUR
14.1 billion in TLTRO III funds as of the end of December
2020. Deposits from customers increased to EUR 191.1
billion (EUR 173.8 billion) due to strong growth in overnight
deposits (the leasing liabilities of EUR 0.6 billion were not
included in this position). The loan-to-deposit ratio stood at
86.9% (92.2%).

Debt securities in issue increased slightly to EUR 30.7
billion (EUR 30.4 billion).

Miscellaneous liabilities amounted to EUR 5.8 billion (EUR
5.4 billion).

Total assets grew to EUR 277.4 billion (+12.9%; EUR 245.7
billion). Total equity increased to EUR 22.4 billion (+9.4%;
EUR 20.5 billion) including additional tier 1 (AT1) instruments
in the amount of EUR 2,733.0 million from five issuances
(June 2016, April 2017, March 2019, January 2020 and No-
vember 2020).

After regulatory deductions and filtering according to the
Capital Requirements Regulation (CRR), common equity tier
1 capital (CET1, CRR final) rose to EUR 17.1 billion (EUR
16.3 billion). Total own funds (CRR final) went up to EUR
23.6 billion (EUR 22.0 billion) supported by AT 1 issuances.
Total risk (risk-weighted assets including credit, market
and operational risk, CRR final) rose to EUR 120.2 billion
(+1.3%; EUR 118.6 billion) benefitting from a positive impact
of the application of the SME support factor in an amount of
EUR 4.5 billion.

Common equity tier 1 capital (CET 1) according to CRR
in EUR million
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Consolidated regulatory capital is calculated in accordance
with CRR, taking into consideration transitional provisions as
defined in the Austrian CRR Supplementary Regulation and the
Regulation (EU) 2016/445 of the European Central Bank on
the exercise of options and discretions available in Union law.
These transitional provisions define the percentages applicable
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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
19.7% (18.5%), well above the legal minimum requirement.

The tier 1 ratio (CRR final) stood at 16.5% (15.0%), the
common equity tier 1 ratio (CRR final) at 14.2% (13.7%).
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Segments

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

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

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

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.

Geographical segmentation —
operating segments

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

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

Erste Group — geographical segmentation - operating segments

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

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

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

_ The Savings Banks segment includes those savings banks
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 ful-

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

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

_ Czech Republic (comprising Ceska spofitelna Group)

_ Slovakia (comprising Slovenska sporitel'ia Group)

_ Romania (comprising Banca Comerciala Romana 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 participations,
general administrative expenses), internal service providers (facili-
ty 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 eco-
nomical equity allocated to the segments). Asset/Liability Man-
agement of Erste Group Bank AG as well as the reconciliation to
the consolidated accounting result (e.g. intercompany elimina-
tions, dividend eliminations) are also part of the segment Other.

Austria

Economic review

Austria is a well-diversified, developed and open economy, bene-
fitting from a well-educated workforce. In 2020, the country’s
strong tourism and service sector were particularly hard hit by the
Covid-19 containment measures . Despite a solid summer season,
mainly attributable to strong domestic tourism, the tourism sector
suffered from lockdowns and travel restrictions. Private consump-
tion of services and durable goods as well as exports and invest-
ment fell sharply and contributed to the significant drop in GDP.
Although short-time work schemes helped to mitigate the effect of
the economic downturn on the labour market, the unemployment
rate increased strongly in the first half of 2020, reaching 6.2% in
June. On average, it amounted to 5.3%. Overall, real GDP de-
clined by 7.2%, with GDP per capita falling to EUR 42,000.

The Covid-19 induced crisis has put an abrupt end to the favour-
able development of Austria's public finances. The crisis man-
agement fund launched in March 2020 provided financial support
to strengthen health care services, and included funding for fixed
cost subsidies as well as short-time work schemes. Tax deferrals,
reduced advance tax payments and state guarantees for loans also
helped companies to avoid liquidity shortages. With declining
revenues and rising expenses, the general government deficit
stood at 9.8% of GDP. Public debt as a percentage of GDP signif-
icantly increased to 84.8%.

With the sharp economic downturn and the decrease in energy
prices, inflation fell from over 2% in the beginning of the year to
1.1% in the second quarter before rising again to 1.5% in the third
quarter. Inflation in services remained especially high, leading to
a core inflation rate of 1.8% and 2.2% in the second and third
quarters, respectively. Overall, inflation remained almost un-
changed at 1.4% in 2020. As Austria is part of the euro zone, its
monetary policy is set by the European Central Bank (ECB),
which kept its discount rate at zero in 2020. The ECB introduced
its new Pandemic Emergency Purchase Programme (PEPP) to
counter serious risks to the monetary policy transmission mecha-
nism and the outlook for the euro area and increased its targeted
longer-term refinancing operations (TLTRO) to provide low
interest rate loans to credit institutions. In addition, ECB recom-
mended banks to refrain from or limit dividend payments until 30
September 2021.

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. Fitch’s credit rating stood at AA+
while the outlook was revised from positive to stable in May
2020. The outlook change reflected the significant impact of the
global coronavirus pandemic on Austria's economy and public
finances.

Key economic indicators — Austria 2017 2018 2019 2020e
Population (ave, million) 8.8 8.8 8.9 8.9
GDP (nominal, EUR billion) 369.3 385.4 397.6 3741
GDP/capita (in EUR thousand) 42.0 43.6 44.8 42.0
Real GDP growth 24 2.6 14 7.2
Private consumption growth 1.6 1.1 0.8 -8.8
Exports (share of GDP) 411 421 42.7 39.9
Imports (share of GDP) 43.1 441 44.6 41.9
Unemployment (Eurostat definition) 5.5 4.9 4.5 5.3
Consumer price inflation (ave) 2.2 21 1.5 1.4
Short term interest rate (3 months average) -0.3 -0.3 -0.4 -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) 14 1.3 2.8 2.4
General government balance (share of GDP) -0.8 0.2 0.7 -9.8

Source: Erste Group
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Market review

The developed and highly competitive Austrian banking sector
entered the Covid-19 induced crisis with solid financial funda-
mentals. Capitalisation has strengthened significantly in the last
decade, and asset quality has improved substantially. Compared
with levels before the global financial crisis that started in 2008,
the Austrian banking sector has more than doubled its capital
ratio in line with tighter prudential requirements. In 2020, banks
managed to keep their capital ratios stable, partly due to regulato-
ry relief measures and regulators’ recommendations to refrain
from or limit dividend payments. The Systemic Risk (SRB) and
the Other Systemically Important Institutions (OSII) buffers were
recalibrated to 1% as of December 2020. Starting with 2021,
these buffers are cumulative. The Financial Market Stability
Board recommended to keep the countercyclical capital buffer at
a rate of 0%. Stress test results confirmed that the domestic bank-
ing sector’s risk-bearing capacity was adequate.

Financial intermediation — Austria (in % of GDP)
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The banking sectors’ profitability was negatively impacted by the
pandemic and its implications. On the back of very low interest
rates lending activity was healthy with customer loans growing
by 3.9% in 2020. The Austrian government adopted a legislative
moratorium on credit and interest payments between 1 April 2020
and 31 January 2021, deferring such payments by debtors suffer-
ing from income losses in connection with the Covid-19 crisis for
a period of ten months and extending loan tenors by the length of
the moratorium. Banks were instrumental in paying out state
guaranteed loans and, in case of liquidity shortages, bridging
loans were made available by the government. Therefore, the
impact of the crisis on asset quality was muted in 2020: The ratio
of nonperforming loans remained low at year-end. On the savings
side, customer deposits grew by 8.6%, driven mainly by the
corporate sector. The banking system’s loan-to deposit-ratio ratio
stood at 91% at the end of the year. Digital financial services and
products have continuously been improved and digital penetra-
tion increased further. The banking tax remained nearly un-

changed in 2020. Overall, the Austrian banking system remained
profitable in 2020.

Market shares — Austria (in %)
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Erste Bank Oesterreich and the savings banks succeeded in fur-
ther increasing their combined market shares to between 20% and
23% in both retail and corporate business, benefitting from their
balanced business model. George, the digital banking platform of
Erste Group, proved its reliability during the lockdowns. It has
defended its position as the country’s most modern and popular
banking platform. With 1.9 million users in the country more than
a third of the Austrian online banking customers use George. In
2020, George’s product range was again widened.

ERSTE BANK OESTERREICH &
SUBSIDIARIES

Business review 2020 - three questions to Gerda
Holzinger-Burgstaller, CEO of Erste Bank Oesterreich
How did your bank cope with the Covid-19 induced crisis,
and how did you support customers and employees?

We put all our efforts into ensuring to stay in touch with our
clients via all available channels to help them through these
turbulent times. Making sure that we are fully operative and
maintain our services was the first and foremost priority. We were
permanently challenged to swiftly adapt to changing situations,
be that our face-to-face client service in branches or different
regulations related to government programmes to keep the econ-
omy running, while guiding our clients through these extraordi-
nary times. Looking ahead, we know that significant challenges
will remain. The strong economic downturn will, despite substan-
tial state support, take its toll, and companies as well as private
individuals will be impacted. It is key that we ensure to keep on
servicing our clients, providing solutions to overcome the eco-
nomic challenges induced by the crisis and to support them on
their way back to financial health. We have developed a wide
range of initiatives not only to directly support our clients, but
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also to take this situation as a starting point to increase robust-
ness, be it by participating in activities aimed at improving capital
markets in Austria or supporting financial literacy.

Making all of this happen also deeply challenged our employees in
an unprecedented manner to adapt to new ways of working. In
March 2020, we successfully managed to move the majority of our
staff to remote working within a matter of days, demanding
changes in leadership and processes. Ensuring the well-being of
our employees will remain a key priority.

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

The consistent execution of our brand and innovation driven strat-
egy, leveraging the potentials of new technologies not only to
improve processes, but also to increase customer proximity has
proven to be of special importance in these critical times and
helped us again to convince people to choose us as their banking
partner. Building an all remote advisory capability for our private
clients, whilst at the same time keeping physical service points and
our online offering, is key to ensure that we offer banking services
whenever and wherever required by customers. Rolling out
George to the micro business segment was a further step in ex-
tending the offer of our successful online banking platform.

The implementation of our new corporate coverage model helped
us to ensure that we can approach our clients in a more targeted
manner and deliver even better service to them, leveraging the
full potential of our coverage teams.

Despite the crisis, we have managed to improve our online ser-
vice portfolio further and launched a number of initiatives aimed
at increasing the level of straight-through processes and the usage
of digital solution to further increase efficiency and effectiveness.
We have initiated the transformation of our banking operations
focusing on standardised core services to ensure that we do what
we know best: banking.

Financial review

Looking back at the year, what major achievements are
especially noteworthy, and which ESG related topics or
developments were most relevant for you?

Taking on our responsibility not only towards our shareholders,
but also towards society at large remains a key area in our efforts.
We believe that ESG not only means that we support the transi-
tion to a decarbonised economy, but also to make sure that we
support society as a whole by proper corporate responsibility. All
of this not only entails offering green investment products to our
clients or financing investments that meet our responsible financ-
ing requirements. It goes far beyond that, supporting clients to
build financial literacy to ensure their financial health and helping
those who are in financially unhealthy situations to recover, for
example through the Zweite Sparkasse. This is genuinely rooted
in Erste Group’s Statement of Purpose, which serves as a guiding
principle and drives our decision making.

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?

The savings banks group was also an important financial partner
in 2020 for all private and commercial customers in dealing with
financial problems in the context of the Covid-19-induced crisis.
The savings bank group continued to grow in the financing busi-
ness, in acquiring new customers and in the securities business.

A new customer interface is available to all account managers in
sales, making customer-oriented advice much easier. Further
progress was made in harmonisation and standardisation: Follow-
ing the successful harmonisation of the product range for private
and commercial customers across the savings banks group, prod-
ucts that were no longer required were removed from the product
portfolio and IT systems. This led to a visible reduction in com-
plexity. The next step is to harmonise the processes in lending
business and opening accounts. In the area of advice on housing
loans, a new, uniform advice interface has been implemented that
can be used together with the customer on one screen.

in EUR million 2019 2020 Change
Net interest income 642.1 638.2 -0.6%
Net fee and commission income 398.9 406.6 1.9%
Net trading result and gains/losses from financial instruments at FVPL 29.1 13.8 -52.7%
Operating income 1,117.9 1,126.1 0.7%
Operating expenses -717.1 -711.4 -0.8%
Operating result 400.8 414.7 3.5%
Cost/income ratio 64.1% 63.2%

Impairment result from financial instruments -6.0 -135.8 >100.0%
Other result -18.9 9.5 -49.7%
Net result attributable to owners of the parent 263.2 222.0 -15.6%
Return on allocated capital 16.4% 15.6%

Net interest income decreased slightly due to modification losses
related to loan moratoria, lower result from debt securities and
moderately lower loan margins, which could only partially be
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compensated by higher loan volumes. Net fee and commission
income rose predominantly on the back of higher securities fees.
The decline in net trading result and gains/losses from financial
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instruments at FVPL was driven by valuation effects. Operating
expenses decreased mainly due to lower marketing and IT expens-
es, while the deposit insurance contribution went up to EUR 49.9
million (EUR 25.0 million). Consequently, operating result in-
creased, and the cost/income ratio improved. The deterioration of
impairment result from financial instruments was driven by higher
provisioning requirements in the retail and corporate business,
mainly related to updated risk parameters with forward-looking
information and stage overlays. Other result improved due to sell-
ing gains for real estate, which were partially offset by a shift of
expenses from rental income from investment properties and other
operating lease to other result. Payments into the resolution fund
increased to EUR 10.5 million (EUR 7.8 million). Banking tax
remained largely unchanged at EUR 3.7 million (EUR 3.6 million).
Overall, the net result attributable to owners of the parent declined.

Credit risk
Credit risk exposure in the Erste Bank Oesterreich & Subsidiaries
segment rose to EUR 46.5 billion (+3.3%), while the volume of

SAVINGS BANKS

Financial review

customer loans increased to EUR 35.6 billion (+2.9%). The share
of this segment in Erste Group’s total loan portfolio was un-
changed at 21.0%. The share of retail customers in total loan
volume declined to 39.5% (40.1%), while the share of corporates,
including self-employed individuals and small businesses, rose to
55.1% (54.0%). Loans to professionals, other self-employed
individuals and small businesses are less significant than they are
for other Austrian savings banks. Lending to the public sector
declined to EUR 1.9 billion (-5.1%). The share of Swiss franc
denominated loans in the total loan portfolio decreased further to
3.2% (3.8%). The quality of the loan portfolio deteriorated on the
back of the Covid-19 induced crisis. At 1.6% (1.4%), non-
performing loans as a percentage of total loans to customers were
still low, though. The development was slightly negative across
all customer segments, but most visibly among larger enterprises
in the Corporates business segment. The NPL coverage ratio
based on loan loss provisions rose to 63.4% (58.0%).

in EUR million 2019 2020 Change
Net interest income 1,052.1 1,069.4 1.6%
Net fee and commission income 490.6 519.6 5.9%
Net trading result and gains/losses from financial instruments at FVPL 52.0 16.6 -68.1%
Operating income 1,640.2 1,648.6 0.5%
Operating expenses -1,120.1 -1,106.1 -1.3%
Operating result 520.1 542.5 4.3%
Cost/income ratio 68.3% 67.1%

Impairment result from financial instruments 0.7 -267.2 n/a
Other result 26.3 -4.1 n/a
Net result attributable to owners of the parent 64.8 41.6 -35.7%
Return on allocated capital 13.0% 71%

The increase in net interest income was primarily driven by the
inclusion of a new subsidiary of a savings bank as well as higher
customer loan volumes. Net fee and commission income increased
on the back of higher securities as well as payment, lending and
documentary fees. The worsening of net trading result and
gains/losses from financial instruments at FVPL was primarily
driven by valuation effects. Operating expenses decreased mainly
due to lower IT, marketing and personnel expenses offsetting the
increase in the deposit insurance contribution to EUR 45.0 million
(EUR 33.4 million). Consequently, operating result as well as the
cost/income ratio improved. Impairment result from financial
instruments deteriorated significantly on updated risk parameters
with forward looking information and stage overlays. Other result
worsened on the non-recurrence of the booking of a badwill for a
newly acquired subsidiary of a savings bank last year. Contribu-
tions to the resolution fund increased to EUR 9.5 million (EUR 7.9
million). Banking tax remained almost unchanged at EUR 4.6
million (EUR 4.3 million). Overall, the net result attributable to
the owners of the parent decreased.

Credit risk

Credit risk exposure in the Savings Banks segment increased to
EUR 71.2 billion (+6.7%), while loans to customers rose to
EUR 50.4 billion (+5.4%). Their share in Erste Group’s total loans
to customers was up at 29.6% (29.3%). Lending to private house-
holds registered slightly above-average growth, raising its share in
the Savings Banks’ total customer loan portfolio to 39.5% (39.2%).
Loans to professionals, other self-employed persons and small
businesses stagnated at EUR 6.6 billion. At 13.2% (13.9%) 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 Sav-
ings Banks’ predominantly local and regional operations as well as
the structure of the Austrian economy, which has a higher percent-
age of small and medium-sized businesses than many other coun-
tries. Swiss franc-denominated foreign-currency loans declined
further to EUR 1.5 billion (-16.8%). Due to government support
provided amid the outbreak of the Covid-19 pandemic, the share of
non-performing loans as a percentage of total loans to customers
was unchanged at 2.8%. The NPL coverage ratio based on loan loss
provisions rose markedly to 70.2% (63.9%).
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OTHER AUSTRIA

Business review 2020 — three questions to Ingo Bleier,
Chief Corporates and Markets Officer

How did your teams cope with the Covid-19 induced crisis,
and how did you support customers and employees?
Proactive communication via various channels (be it online
contact, our call center or calls by relationship managers) ena-
bled us to explore our clients’ needs and show our clients alter-
natives specifically tailored to their individual business require-
ments. We helped them to choose the most suitable solution to
service them not only in accessing the various state support
measures with minimal effort. The basis for that was to keep all
banking services accessible, uninterrupted and functional as well
as an excellent collaboration with risk management.

While real estate was less affected by the public moratoria as
most of our clients were able to meet their financial obligations,
capital markets business was hit hard in March 2020. Neverthe-
less, we constantly kept our doors open and provided our cus-
tomers with liquidity and quick and competitive pricing, which
was extremely appreciated.

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

The main differentiator in 2020 was our prompt, unbureaucratic
and individual client approach. Erste Group clearly proved that we
have the expertise to manage a crisis situation by acting in a trust-
worthy and authentic way. Our underwriting standards and risk
policies allowed us to show stability in a very challenging situa-
tion, and we were able to quickly take up new business opportuni-
ties after the first lockdowns. In the markets area, this is reflected
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in debt and equity origination mandates of almost EUR 107 billion
in volume and in the execution of up to 12,000 orders per day by
our clients. In Austria, 50% of our FX deals are traded digitally.
Another success factor was the close cooperation between all
departments, front-, back- and mid-office, as well as with our asset
management company, which was able to rapidly regain volume
by acting as a reliable partner and very successful portfolio man-
ager.

Looking back at the year, what major achievements are
especially noteworthy, and which ESG related topics or
developments were most relevant for you?

We merged the large corporate and the real estate businesses of
the Holding and Erste Bank Oesterreich in Austria. In addition,
we managed to strengthen relationships to our corporate and
institutional clients, and we were able to grow our loan volumes
on top of the Covid-19 related liquidity needs.

On the corporate digital side, we improved the offering towards a
multifunctional frontend for guarantees and letter of credits and
we launched the first fully digital onboarding process for corpo-
rates in Austria, which allows opening accounts remotely for new
customers to the bank.

We implemented a dedicated, cross-functional ESG team within
the large corporates department and, thus, included the increas-
ingly important topics of environment, social affairs and govern-
ance in our strategic dialogue with clients. Furthermore, we in-
troduced ESG minimum standards for the underlying selection of
our entire retail structured investment product range and continu-
ously trained and certified our sales team to increase the aware-
ness in ESG related matters.

in EUR million 2019 2020 Change
Net interest income 406.9 451.0 10.8%
Net fee and commission income 240.7 249.9 3.8%
Net trading result and gains/losses from financial instruments at FVPL -13.0 -23.9 83.2%
Operating income 689.7 721.8 4.7%
Operating expenses -378.1 -367.2 -2.9%
Operating result 311.6 354.5 13.8%
Cost/income ratio 54.8% 50.9%

Impairment result from financial instruments -7.3 -202.3 >100.0%
Other result 47.4 -14.4 n/a
Net result attributable to owners of the parent 278.3 103.2 -62.9%
Return on allocated capital 13.3% 5.2%

Net interest income increased primarily due to growth of corpo-
rate lending volumes in the Holding. Net fee and commission
income increased, backed by increased securities transactions,
origination and sales activities in the market business of Holding
as well as by increased asset under management volumes and
performance of managed funds in Erste Asset Management. Net
trading result and gains/losses from financial instruments at
FVPL went down due to lower valuation results of interest rate
derivatives as well as a decrease in market prices of fair value
securities and lower valuation of FV loans portfolio. Overall,
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operating income improved. Operating expenses decreased,
mostly due to lower IT related costs and depreciation. Thus,
operating result and the cost/income ratio improved. The impair-
ment result from financial instruments deteriorated significantly
due to an increased provisioning level in corporate business,
mainly related to updated risk parameters with forward-looking
information and stage overlays. Other result deteriorated primari-
ly due to the non-recurrence of last year’s selling gains. Other
result included also the resolution fund contribution of EUR 9.6
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million (EUR 6.6 million). Overall, the net result attributable to
owners of the parent deteriorated significantly.

Credit risk

Credit risk exposure in the Other Austria segment, which is
almost completely made up of Erste Group Bank AG and Erste
Group Immorent GmbH, was lower at EUR 36.4 billion (-3.6%)
due to a decline in money and capital market business. Its share
in Erste Group’s total credit risk exposure fell to 12.7%
(13.8%). A large proportion of risk positions in this business
segment was accounted for by securities and cash balances held
with other banks. Consequently, the share of loans to customers
in Erste Group’s total loan portfolio was significantly lower
than the contribution to credit risk exposure. At year-end it
stood at 9.0% (9.3%). In the Corporates business segment,
slight growth was registered in the large corporates business as
well as in real estate financing while lending to the public sec-
tor declined again. The rise of the NPL ratio (non-performing
loans as a percentage of the total loan portfolio) to 2.8% (2.2%)
was primarily attributable to the large corporates business. Part
of the categorisation of loans as non-performing is in fact based
on the assumption of repayment being unlikely rather than loans
being actually past due or businesses insolvent. Within the
category of performing loans, loans to businesses whose sol-
vency is expected to be seriously impaired by the Covid-19
crisis have been shifted from the low-risk to the management
attention category. Loan loss provisions increased substantially
to 78.1% (66.8%) 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. The country ranks seventh in the Economic Com-
plexity Index, a holistic measure of the productive capabilities of
large economic systems. In 2020, the Czech Republic’s economy

was hit visibly by the Covid-19 induced crisis. Private consump-
tion, which was the main driver of growth in recent years,
dropped by 5.3%, reflecting continued uncertainty and ongoing
restrictions. Investments also contracted significantly, by 5.4%,
due to supply chain disruptions, high uncertainty and restrictions
affecting workforce availability during the first lockdown period.

The majority of exports are related to the automotive and engi-
neering industries. Trade was impacted strongly due to the struc-
ture of Czechia’s exports. Although net exports did not contribute
positively to economic growth, industrial production still benefit-
ted from the relatively good performance of the automotive in-
dustry. Reflecting the economic performance, the unemployment
rate increased to 2.6%, still very low compared to most of the
European Union countries. Overall, real GDP fell by 5.6% and
GDP per capita declined to EUR 19,400.

The general government balance ended 2020 with a deficit of
5.8%. On the revenue side, the most visible impact resulted from
a decline in corporate income tax followed by a drop in indirect
tax revenue due to lower domestic consumption. Government
support programmes added up to over 4% of GDP. At 43.7%,
public debt as a percentage of GDP increased in 2020 but still
remained one of the lowest in the European Union.

Inflation in the Czech Republic was more pronounced in 2020
than in other CEE countries. Overall, average consumer price
inflation amounted to 3.2%. The Czech koruna was volatile
against the euro, hitting a multiple year low in the first quarter of
2020 before appreciating later in the year. In 2020, the Czech
National Bank cut its key rate in three steps by 200 basis points to
0.25%.

Rating agencies did not change their ratings and outlook for the
Czech Republic in 2020. Moody’s left its long-term credit rating
at Aa3 with a stable outlook. Standard and Poor’s and Fitch kept
their ratings at AA- with a stable outlook.

Key economic indicators — Czech Republic 2017 2018 2019 2020e
Population (ave, million) 10.6 10.6 10.7 10.7
GDP (nominal, EUR billion) 194.3 2111 2241 207.5
GDP/capita (in EUR thousand) 18.4 19.9 21.0 19.4
Real GDP growth 5.4 3.2 2.3 -5.6
Private consumption growth 4.0 3.3 2.9 -5.3
Exports (share of GDP) 68.6 66.8 64.2 64.2
Imports (share of GDP) 65.5 65.0 61.7 60.8
Unemployment (Eurostat definition) 29 2.3 2.0 2.6
Consumer price inflation (ave) 2.4 2.2 2.8 3.2
Short term interest rate (3 months average) 0.4 1.3 21 0.9
EUR FX rate (ave) 26.3 25.6 25.7 26.5
EUR FX rate (eop) 25.5 25.7 25.4 26.2
Current account balance (share of GDP) 15 0.4 -0.3 2.2
General government balance (share of GDP) 1.5 0.9 0.3 -5.8

Source: Erste Group
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Market review

Based on its solid fundamentals, the Czech banking sector proved
to be resilient to the Covid-19 induced crisis. Customer loans
grew by 4.2%, an impressive performance considering the unfa-
vourable circumstances. As a response to the crisis, the Czech
National Bank decided to relax limits on loan-to-value, debt-to-
income and debt-service-to-income ratios. In addition, the central
bank reduced the counter-cyclical capital buffer from 1.75% to
0.50%. Retail loans outgrew corporate loans mainly driven by
mortgage lending. Customer deposits increased by 8.9%, mostly
on the back of retail deposits. The Czech banking market re-
mained one of the most liquid in Central and Eastern Europe. At
year-end, the loan-to-deposit ratio across the banking sector stood
at 69.7%. The solid fundamentals were confirmed by the banking
sector’s total capital ratio of above 20%.

Financial intermediation — Czech Republic
(in % of GDP)
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Despite the very low interest rate environment, the Czech bank-
ing market continued to perform well in terms of profitability.
Revenues, especially net interest income, were significantly
impacted by the 200 basis points interest rate cut in 2020. The
lower rate environment was partially compensated by better than
expected loan growth. Cost management remained strict. The
restrictions imposed to address the pandemic intensified the
acceptance of online services and contributed to a further reduc-
tion of branches. Risk provisions increased significantly and had
a substantial impact on profits. As the share of non-performing
loans remained close to historically low levels, the coverage ratio
increased significantly. Loan repayment moratoria, one of the
shortest in CEE, were in place between April and October with a
lower than expected participation rate. Overall, the banking sys-
tem ended the year with a return on equity of 8%. Consolidation
of the banking sector continued, with some smaller acquisitions
during 2020.
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Ceska spofitelna maintained its very strong market positions
across all product categories. Its retail lending market shares
ranged from 23% to 28%, while its market shares in the corporate
lending business remained above 20%. With a market share of
28% 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 28%. Overall, its market share in terms of
total assets stood at 19.2%. The three largest banks have a com-
bined market share of approximately 60% in customer loans and
deposits.

Business review 2020 — three questions to Tomas
Salomon, CEO of Ceska sporitelna

How did your bank cope with the COVID-19 induced crisis,
and how did you support customers and employees?
Ceské spotitelna was the first Czech bank to offer its clients a
postponement on their loan instalments by three to six months
after the Covid-19 pandemic started in spring 2020. Our employ-
ees cared for our clients over the telephone and online, thereby
limiting the adverse impact of restricted opening hours or in some
cases, the closure of branches. We capitalised on our market
leadership in many areas, for example, in that we are the only
bank on the market to use voice biometrics, thanks to which
people can be identified and submit payment orders by telephone.

Throughout the year, our bank supported retail clients, entrepre-
neurs and corporate clients. For example, we started to offer
micro and small entrepreneurs payment terminals for fast and
contactless acceptance of payments free of charge for eight
months. In addition, we participated in Covid programmes aiming
at supporting small and medium-sized companies by operating
loans on concessional terms. To large corporations, Ceska
spofitelna offers operating loans with a guarantee by EGAP, the
Export Guarantee and Insurance Corporation.
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To alleviate the challenging situations of vulnerable clients we
did not hesitate to temporarily cancel some fees.

Our bank also offered its facilities to the government. In co-
operation with the Ministry of Health and public health stations,
Ceska spofitelna has formed a specialised tracking team at its
client centre, comprised of experienced operators. The team has
joined the efforts against the spreading of the Coronavirus, help-
ing public health authorities to track infected persons. Most re-
cently, Ceska spofitelna launched a special phone line for seniors
over 80, to help them to register for the Covid-19 vaccination.

It goes without saying that Ceska spofitelna also paid special
attention to its employees. The bank enabled its employees to
work from home to the greatest possible extent.

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

Ceska spotitelna further boosted its market leadership in many
fields. After 12 years, Ceska spofitelna ranked top in the mort-
gage market in terms of new sales (plus CZK 66 billion, approx-
imately EUR 2.6 billion, in 2020). Our mortgage portfolio
reached CZK 300 billion (approximately EUR 11.4 billion).

We strengthened our leading position in asset and wealth man-
agement. In autumn 2020, the volume of assets under manage-
ment of retail investors reached CZK 200 billion (ca. EUR 7.6
billion). Our share on the mutual funds market grew to 27.6%.

The efforts targeted at further improving our digital solutions
were equally successful. The number of mobile George users
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grew to almost 1 million. Thanks to our initiatives, our overall net
promoter score increased by 7 points to 28.

Looking back at the year, what major achievements are
especially noteworthy, and which ESG related topics or
developments were most relevant for you?

Our bank once again confirmed its position as responsible corpo-
rate citizen of the Czech Republic that significantly contributes to
the country’s growth and prosperity. Apart from the above men-
tioned efforts targeted to help the government to deal with the
Covid-19 induced crisis, we kept on striving to enhance E-
government, a modern and efficient administration. Together with
CSOB and Komeréni banka, we made it possible for our clients
to start using their bank ID for registering to e-government ser-
vices as of 1 January 2021. Later on, the use of the bank ID as a
universal identification tool will be further extended to commer-
cial services providers.

We also initiated the launch of the National Development Fund
that is intended to help to finance significant infrastructural pro-
jects in the Czech Republic.

We were among the initiators of the ESG platform of the Czech
Banking Association. The ambition is to formulate ESG standards
for banks and financial institutions operating on the Czech market.

Thanks to our innovation efforts, we won the Bank of the Year
trophy awarded by the British magazine The Banker in the Czech
Republic.

in EUR million 2019 2020 Change
Net interest income 1,141.1 1,049.0 -8.1%
Net fee and commission income 334.7 311.6 -6.9%
Net trading result and gains/losses from financial instruments at FVPL 109.7 94.7 -13.7%
Operating income 1,600.5 1,466.6 -8.4%
Operating expenses -753.9 -722.4 -4.2%
Operating result 846.6 744.2 -12.1%
Cost/income ratio 47.1% 49.3%

Impairment result from financial instruments 6.2 -299.8 n/a
Other result -27.6 -25.6 -71%
Net result attributable to owners of the parent 666.5 334.7 -49.8%
Return on allocated capital 26.6% 12.9%

The segment analysis is done on a constant currency basis. The
CZK depreciated by 3.1% against the EUR in the reporting period.
Net interest income in the Czech Republic segment (comprising
Ceské spotitelna Group) de-creased primarily due to significantly
lower interest rates as well as a loan repayment moratorium lead-
ing to modification losses. Net fee and commission income de-
creased due to lower maintenance fees for current accounts in the
retail segment as well as lower payment fees on the back of the
euro cross border payments regulation SEPA and the Covid-19
impact. These developments were partially offset by an increase in
securities fees. The lower result from net trading and from

gains/losses from financial instruments at FVPL was attributable
to negative valuation effects. Personnel costs decreased, and to-
gether with lower travel, training and marketing costs, led to a de-
cline in operating expenses, while IT costs and depreciation in-
creased. The deposit insurance contribution amounted to EUR
10.1 million (EUR 10.4 million). Overall, operating result de-
clined, the cost/income ratio worsened. Impairment result from
financial instruments deteriorated as a consequence of updates of
risk parameters with forward looking information and stage over-
lays. The other result improved slightly. Contributions to the reso-
lution fund amounted to EUR 29.1 million (EUR 26.6 million).
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Altogether, these developments led to a decrease in the net result
attributable to the owners of the parent.

Credit risk

Credit risk exposure in the Czech Republic segment rose to
EUR 62.0 billion (+3.5%). Compared with previous years, loans to
customers grew more slowly and amounted to EUR 29.6 billion
(+1.4%), which was largely due to the depreciation of the Czech
koruna against the euro. While the retail business posted marginal
growth, loans to corporate customers were slightly down. Customer
loan volume as a percentage of Erste Group’s total loans to custom-
ers fell to 17.4% (17.9%). In terms of business volume, the Czech
Republic is still by far the second most important market for Erste
Group after Austria. Despite a slight downward trend, the quality of
customer loans was again better than in Erste Group’s other core
markets in Central and Eastern Europe. Non-performing loans as a
percentage of total loans to customers rose to 2.2% (1.8%). In addi-
tion to overdue payments and insolvencies, a major part of defaults
in both the Retail and the Corporates business segments was at-
tributable to a critical review of future debt servicing ability against
the backdrop of the Covid-19 induced crisis. Loan loss provisions
increased significantly to 115.1% (96.3%) of non-performing loans.

SLOVAKIA

Economic review

Slovakia is an open economy characterised by strong automotive,
electronics and services sectors. The Covid-19 induced crisis
pushed the country’s economy into a broad-based recession in
2020. Investment, private consumption and net exports contracted
significantly. In the second quarter of 2020, Slovakia saw a his-
toric decline in GDP, followed by a very strong recovery in the
third quarter predominantly on the back of a strong export per-
formance. The latter benefited from the traditionally strong car

industry. Services related to tourism, accommodation, restaurants
and culture were severely hit, while the industry sector performed
relatively well. The country’s labour market, despite being nega-
tively affected, showed signs of resilience. The unemployment
rate rose moderately to 6.8% as government measures protected
jobs and mitigated negative impacts. Overall, real GDP fell by
5.2%, and GDP per capita declined to EUR 16,600.

Public finances deteriorated significantly against the backdrop of
declining revenues and sizeable fiscal support measures cushion-
ing the economic impact of the pandemic. Revenues were nega-
tively impacted by weak tax revenues and social contributions.
The main measures encompassed employment support, sickness
and nursing benefits as well as rent subsidies. Consequently, the
fiscal deficit deteriorated to 8.0%. The country’s public debt as a
percentage of GDP increased to 60%.

Inflation slowed down in 2020. Average consumer price inflation
eased to 1.9%, mainly driven by lower energy prices. Wage
growth was less pronounced than previously expected. As Slo-
vakia is part of the euro zone, its monetary policy is set by the
European Central Bank which kept its discount rate at zero in
2020. In the context of the pandemic, the European Central Bank
introduced the Pandemic Emergency Purchase Programme and
long-term refinancing operations (TLTRO) as important compo-
nents of its monetary policy.

Moody’s kept its long-term credit rating of A2 with a stable out-
look for Slovakia. Standard & Poor’s also left its rating un-
changed at A+ but changed its outlook from stable to negative in
July 2020. Fitch downgraded Slovakia’s long-term credit rating
from A+ to A in May and changed its outlook in another step
from stable to negative in November.

Key economic indicators — Slovakia 2017 2018 2019 2020e
Population (ave, million) 5.4 55 5.5 55
GDP (nominal, EUR billion) 84.5 89.5 93.9 90.8
GDP/capita (in EUR thousand) 15.5 16.4 17.2 16.6
Real GDP growth 3.0 3.8 2.3 -5.2
Private consumption growth 4.5 4.2 2.2 -0.7
Exports (share of GDP) 83.4 84.0 80.6 72.5
Imports (share of GDP) 82.7 84.2 81.6 73.0
Unemployment (Eurostat definition) 8.1 6.5 5.8 6.8
Consumer price inflation (ave) 1.3 2.5 27 1.9
Short term interest rate (3 months average) -0.3 -0.3 -0.4 0.0
Current account balance (share of GDP) -1.9 -2.2 2.7 -2.7
General government balance (share of GDP) -0.9 -1.0 -1.4 -8.0

Source: Erste Group

Market review

Market loan and deposit growth continued at a solid pace in 2020.
Customer loans increased by 5.1%, driven by housing loans,
which grew by 9.2%. Consumer loans, on the other hand, de-
clined by 8.2% mainly due to the impact from the Covid-19
induced measures and stricter debt-service-to-income (DSTI)
limits from the beginning of 2020. Corporate loans grew by
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1.7%, with state guarantees and payment deferrals providing
liquidity. At 6.3%, customer deposits rose faster than customer
loans, resulting in a system loan-to-deposit ratio of 101.4%. Asset
management continued its positive development, with an annual
growth rate of 6.0%. Consolidation in the Slovak banking market
continued, with KBC acquiring OTP’s Slovak subsidiary in Feb-
ruary 2020.
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Financial intermediation — Slovakia (in % of GDP)
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The Slovak banking sector remained profitable in 2020. The very
low interest rate environment continued to weigh on net interest
income. Fee and commission income benefitted from asset man-
agement and insurance brokerage business. Banks started to
increase fees for cash transactions. Expenses remained under
control, financial institutions reduced their number of branches
and employees. Risk provisions increased significantly and be-
came a main factor in reducing the banking sector’s profitability.
The NPL ratio decreased further to 2.5%, with the rate of default-
ed clients in moratoria staying at lower than expected levels.
Banking tax, based on total liabilities, excluding equity and sub-
ordinated debt, was discontinued after the second quarter of 2020.
The banking sector remained well capitalised. Overall, the sec-
tor’s return on equity stood at 5.4%.

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. In 2020, the bank continued to benefit from
its very strong asset management business, holding a 26.4%
market share. Slovenska sporitel'ia continued to have significant-
ly higher market shares in the retail sector than in the corporate
sector. In the retail loan business, the bank’s market share
amounted to 25.4%, while for corporate lending it stood at
17.3%. At 11.9%, its market share in corporate deposits was also
significantly lower than in retail deposits at 28.4%.

Business review 2020 - three questions to Peter Krutil,
CEO of Slovenska sporitelia

How did your bank cope with the Covid-19 induced crisis,
and how did you support customers and employees?

We responded swiftly, and extraordinary measures were taken to
save the most precious thing there is — human life. We provided
protection equipment in the branch network and the headquarters.
Most of the employees worked from home. Together with Slov-
enska sporitelfia Foundation, we set up a fund of over EUR 1
million to help fight the pandemic. Half of this amount was ear-
marked for a specialised testing device that increased the national
testing capacity significantly. Starting in the last quarter of 2020,
colleagues from the client centre have been helping as operators
for state-organised Covid-19 help lines.

To preserve financial health we granted free accounts and fee
discounts for six months to vulnerable clients. We participated
actively in the state loan moratoria, providing clients with the
option to apply for the deferral digitally through George from the
first day the moratoria were allowed. The automated process
shortened the waiting period significantly. Our help for corporate
clients included, among others, an individual approach in case of
any difficulties on top of the state moratoria and the First Aid
Package with a free-of-charge current account and point of sale
terminal for one year. We implemented a variety of useful digital
solutions to minimise the need for a visit to a branch or a corpo-
rate centre.

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

In addition to our exceptional response to the pandemic, confirm-
ing our role as a responsible and innovative leader, we focused on
business. We rolled out the new Financial Plan enabling clients to
see all their assets on a tablet screen, while the branch advisor can
easily model optimal allocations to many possible products, e.g.
savings account, investments in mutual funds, life and pension
insurance. These can be easily set up during the client’s visit.
Thanks to the Financial Plan the demand for mutual fund invest-
ments increased, our market share in this area rose by almost 2
percentage points. Clients also appreciated the various types of
insurance products offered.

Over the last years, with more than 650,000 active George users
and with the successful corporate banking application Busi-
ness24, Slovenska sporitelia became the digital leader in Slo-
vakia. We introduced new features to support our omnichannel
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approach, enabling clients to interact with us in any way they feel
comfortable with, seamlessly switching between the preferred
channels. Yet, we remain the bank with the broadest physical
distribution network in Slovakia, while we continuously improve
our digital solutions.

Looking back at the year, what major achievements are
especially noteworthy, and which ESG related topics or
developments were most relevant for you?

The new situation made a new way of working necessary. How-
ever, we were on the right path already, with activities focused on
an agile approach and on digitalisation. Since April 2020, labs
and self-steering teams have been a fully integrated part of the
organisational structure. The crisis did not force us to change the
path, it just pushed us to follow it faster. We managed to deliver
new digital solutions quickly, and the whole bank was able to
switch to online working without any significant difficulties.

Although the financial results of 2020 were affected by the
Covid-19 induced recession, they were significantly better com-

Financial review

pared to the initial forecasts made in the first weeks of the pan-
demic. Operating profit was only slightly lower than a year ago
and the net profit was dragged down solely due to prudent provi-
sioning. The continued growth in the corporate segment was a
real success as we proved that Slovenska sporitel'ia has become
the bank of choice not only for retail, but also for corporate cus-
tomers. Our balance sheet management contributed to the posi-
tive results. We made right investment decisions amid tumbling
financial markets and utilised the advantageous TLTRO III fund-
ing. In retail banking, the most successful areas were asset man-
agement and bancassurance.

We have devoted significant attention to optimising the bank’s
processes for reducing consumption of energy and paper. We
strive for the possibility to issue green bonds already in 2021. Our
bank, together with Slovenska sporitelia Foundation, supports
many initiatives helping Slovakia to become a modern and re-
sponsible country. Art and culture, financial education, environ-
mental and social responsibility are the main areas of our spon-
soring activities.

in EUR million 2019 2020 Change
Net interest income 433.6 438.4 1.1%
Net fee and commission income 145.2 1471 1.4%
Net trading result and gains/losses from financial instruments at FVPL 18.8 11.8 -37.3%
Operating income 605.7 601.2 -0.7%
Operating expenses -288.7 -287.1 -0.6%
Operating result 317.0 314.1 -0.9%
Cost/income ratio 47.7% 47.8%

Impairment result from financial instruments -42.7 -107.9 >100.0%
Other result -39.1 -49.3 26.1%
Net result attributable to owners of the parent 187.7 115.8 -38.3%
Return on allocated capital 17.6% 10.5%

Net interest income in the Slovakia segment (comprising Slov-
enska sporitel’nia Group) increased mainly due to the changed
disclosure of prepayment fees resulting in a shift from the line
item net fee and commission income. As a consequence, net fee
and commission income increased only slightly despite higher
fees for securities and insurance brokerage. Net trading result and
gains/losses from financial instruments at FVPL declined due to
valuation effects. Operating expenses decreased on the back of
lower depreciation, which offset higher personnel and IT expens-
es. Deposit insurance contribution amounted to EUR 1.1 million
(EUR 1.0 million). Overall, operating result decreased moderate-
ly, and the cost/income ratio remained largely stable. Impairment
result from financial instruments deteriorated primarily due to
higher provisions in retail and corporate business, mainly caused
by updated risk parameters and stage overlays as well as new
defaults in corporate business. Other result deteriorated mainly
due to the impairment of a participation. Banking tax was charged
for the last time in the first half of the year and increased slightly
to EUR 33.8 million (EUR 32.5 million). Payment into the reso-
lution fund rose to EUR 4.0 million (EUR 3.1 million). Overall,
the net result attributable to the owners of the parent decreased.
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Credit risk

Credit risk exposure in the Slovakia segment amounted to
EUR 21.0 billion (+5.8%), while loans to customers rose to
EUR 15.3 billion (+5.9%). On the back of slightly above-average
growth rates, their share in Erste Group’s total loan portfolio rose
to 9.0% (8.8%). As in the previous year, growth was mainly
driven by strong demand for loans in the Corporates business
segment, especially by large corporates. Despite the increasing
proportion of loans to corporate customers, the share of loans to
private households was again significantly larger in the Slovakia
segment than in other core markets and accounted for 67.2%
(68.8%) of total loans to customers. This customer mix with a
substantial proportion of retail mortgage loans also explains the
large share of secured business of 58.7% (60.0%) in the entire
loan portfolio, which exceeds that of other Central and Eastern
European core markets. In contrast to the general trend in Erste
Group, the quality of the loan portfolio improved significantly.
The NPL ratio declined to 2.4% (3.0%). The positive trend was
particularly notable in the Retail business segment. Loan loss
provisions exceeded non-performing loans. The NPL coverage
ratio rose to 107.4% (80.8%).
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ROMANIA

Economic review

Romania’s economy is characterised by manufacturing, services
and agriculture sectors. In 2020, the country’s economy contract-
ed by 3.9% as Covid-19 related lockdowns affected both domes-
tic and external demand. The relative outperformance compared
to many other CEE countries was mainly due to less severe mo-
bility restrictions. On the supply side, construction, supported by
government investments, and the information technology as well
as communication sectors made positive contributions. Industry,
trade, and agriculture, on the other hand, weighed on economic
performance. Agriculture is still highly important to the Romani-
an 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%. On the demand side, gross fixed capital formation
had a positive contribution to GDP, while household consumption
and net exports had negative contributions to growth. The labour
market proved to be resilient. Due to state job-support pro-
grammes, the unemployment rate increased only to 4.9%. Over-
all, the country’s real GDP fell by 3.9%, and GDP per capita
declined to EUR 11,300.

The political environment remained volatile in 2020. Ahead of
the scheduled general elections in December 2020, the govern-
ment was reluctant to implement fiscal consolidation measures
during the year. After years of pro-cyclical fiscal policies with
generous government handouts, Romanian public finances en-
tered the current crisis in a weak budget position. Partially due to

Covid-19 related measures, the budget deficit widened to 9.8% of
GDP. Expenditure on public pensions rose considerably, driven
by the full-year effect of a 15% pension increase from September
2019 and a further increase of 14% from September 2020. More-
over, the child allowance increased by 20% in September. Addi-
tional spending due to Covid-19 related measures, including
employment support schemes and health-related spending, also
increased expenses while tax revenues were negatively affected
by the economic contraction. At 5.0%, the current account deficit
was one of the highest in the European Union, exposing the
country to potential external shocks. Public debt to GDP in-
creased further to 47%.

Consumer price inflation dropped to an average of 2.7% in 2020
from 3.8% in the previous year. Core inflation, remained relative-
ly high at 3.3%, still inside the central bank target range of be-
tween 1.5% and 3.5%. The Romanian leu depreciated less than
2% against the euro in 2020, outperforming most of the other
CEE currencies. In response to the Covid-19 crisis, the National
Bank of Romania cut its policy rate by 100 basis points to 1.50%
in several steps. The National Bank also provided liquidity to the
banking system mostly via bilateral repo operations as the bond-
buying programme was discontinued as of August 2020.

Romania’s long-term credit ratings were reaffirmed at BBB- by
Standard & Poor’s and Fitch, Moody’s also kept its Baa3 rating
during 2020. As of April 2020, all three major rating agencies had
a negative outlook for Romania.

Key economic indicators — Romania 2017 2018 2019 2020e
Population (ave, million) 19.6 19.5 19.4 19.3
GDP (nominal, EUR billion) 187.8 204.5 223.3 217.9
GDP/capita (in EUR thousand) 9.6 10.5 11.5 11.3
Real GDP growth 71 4.5 4.1 -3.9
Private consumption growth 10.1 7.2 6.0 -4.7
Exports (share of GDP) 33.4 33.1 30.9 28.5
Imports (share of GDP) 40.3 40.5 38.6 37.0
Unemployment (Eurostat definition) 4.9 4.2 3.9 4.9
Consumer price inflation (ave) 1.3 4.6 3.8 2.7
Short term interest rate (3 months average) 1.2 2.8 3.1 24
EUR FX rate (ave) 4.6 4.7 4.7 4.8
EUR FX rate (eop) 4.4 4.4 4.4 4.4
Current account balance (share of GDP) -2.8 -4.4 -4.7 -5
General government balance (share of GDP) -2.6 -2.9 -4.3 -9.8

Source: Erste Group

Market review

The Romanian banking market continued to grow in 2020. Cus-
tomer loans increased by 5.9%, while customer deposits were up
by 15.2%. On the lending side, growth was mainly driven by
housing loans (+ 9.9%). The Central Bank eased limits on debt-
to-income and loan-to-value ratios as a response to the Covid-19
crisis. Corporate loans grew by 7.0% supported by government
guarantees. The 15.2% increase in customer deposits reflected the
customer behaviour in times of uncertainty. Overall, the banking
system’s loan-to-deposit ratio declined further to 66.9%. The

Romanian banking sector remained strongly capitalised with an
aggregated capital adequacy ratio of 23.2%.
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Consolidation of the Romanian banking sector was halted due to
the uncertainties related to the pandemic. The banking sector
remained profitable despite the low interest rate environment and
the significant amount of forward-looking risk provisions. Asset
quality did not deteriorate. Moratoria for retail and corporate
clients were in place between April and December. Cost control
remained strict. The banking levy was cancelled. Overall, the
Romanian banking sector achieved a return on equity of 8.9% in
2020.

Market shares — Romania (in %)
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Banca Comerciala Romana regained its leading market position
in terms of customer loans in 2020, and it remained the second
largest bank of the country based on its total asset market share
and customer deposits The bank kept its market leader position in
asset management and in mortgage lending. The bank’s customer
loan market share increased to 15.1%. Its retail loan market share
amounted to 17.1%, while in the corporate sector it increased to
12.9%. Banca Comerciald Romana’s customer deposit market
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share remained broadly stable at 14.3%. In terms of total assets,
Banca Comerciald Romana had a market share of 14.2% in 2020.

Business review 2020 — three questions to Sergiu
Manea, CEO of Banca Comerciala Romana

How did your bank cope with the Covid-19 induced crisis,
and how did you support customers and employees?

We managed to adapt rapidly to the new reality. Being well aware
of our customers’ concerns — uncertainty, health, business and job
losses — we primarily aimed to remain accessible for our custom-
ers and help save as many jobs as possible. The strategy imple-
mented in the past years, which included fast digitalisation and
caution in risk assessment, fully proved its validity.

Most of the banking operations can now be done 100% online.
Thanks to the fast digitalisation process, our colleagues focused
more on one-on-one consulting, accelerating our financial and
entrepreneurial education initiatives.

We introduced simplified flows to swiftly and remotely address
both retail and corporate clients’ needs for payment deferrals, also
offering short-term prolongations of revolving facilities and
emergency working capital financing to support businesses.
Through such measures, we supported and assisted companies
that employ more than 300,000 people. Over 4,800 companies
were supported through new loans, including the SME Invest
programme. We deferred instalments for about 41,000 loans for
individuals and 500 loans for companies.

We also took measures to protect our employees and ensure a safe
working environment in both headquarters and the branch net-
work. While our colleagues in headquarters have been working
mainly from home, branch network staff has worked in shifts to
stay close to our customers. We implemented strict rules regard-
ing for working in the office. To ensure further protection and
proper traceability branch visits have only been allowed on prior
appointment since October.

We also had an active role in supporting the impacted communi-
ties. EUR 1.7 million were donated for the national health care
system, education and NGOs by our bank.

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

We adopted a new way of working based on agile principles. We
embraced new technologies and developed new skills and capa-
bilities. George, our banking platform, is one of the most evolved
digital banking ecosystems in the market.

We reached 1.8 million users for internet and mobile banking,
over 1 million are active George users. As a result, the number of
digital transactions more than doubled. In addition, all new sav-
ings accounts were opened via George, and 1/3 of the new cash
loans were granted end-to-end digitally.
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We initiated seven digital labs with dedicated internal teams to
develop new digital solutions, an agile working mindset and to
better understand customers’ needs by analysing their data.
Products and services that were usually launched in months or
years, have been implemented in a few weeks. As a result, cus-
tomers’ perception towards Banca Comerciala Roména has
significantly improved. On the corporate side, we launched
dedicated manuals for entrepreneurs to access state grants (SME
Invest, non-reimbursable grants).

Looking back at the year, what major achievements are
especially noteworthy, and which ESG related topics or
developments were most relevant for you?

We achieved a mid-single digit increase in operating performance
and a good bottom line result despite significant forward-looking
risk provisioning. As we managed to keep costs stable, our bank
was one of the most efficient ones in the country.

We continued to be a leader in local currency lending to private
individuals. Banca Comerciald Romana accounts for about 20%

Financial review

of the mortgage lending in Romania. We also gained market
share in consumer and corporate lending. We transformed
George by adding new local features, thus achieving substantial
customer experience improvements. Nine out of ten users prefer
the mobile version, and George received the best app score
among all local banks. About 50,000 people were reached last
year through mobile offices and online workshops in the context
of our newly launched financial advisory programme. Our bank
is now recognised as a leader in financial education in Romania.
Our Money School programme has been running for four years.
More than 430,000 people were trained in offline and online
workshops.

In addition, we launched Business School, a financial education
online platform for entrepreneurs offering free access to online
courses in February 2020. So far, about 10,000 people have en-
rolled and attended dedicated online sessions.

Last but not least, our bank’s InnovX business accelerator pro-
gramme successfully supported tech start-ups and entrepreneurs.

in EUR million 2019 2020 Change
Net interest income 428.0 435.7 1.8%
Net fee and commission income 164.5 146.8 -10.8%
Net trading result and gains/losses from financial instruments at FVPL 74.2 73.7 -0.6%
Operating income 688.0 678.6 -1.4%
Operating expenses -359.0 -344.9 -3.9%
Operating result 329.0 333.7 1.4%
Cost/income ratio 52.2% 50.8%

Impairment result from financial instruments 13.0 -107.7 n/a
Other result -200.8 -60.2 -70.0%
Net result attributable to owners of the parent 85.0 122.4 44.1%
Return on allocated capital 5.9% 8.7%

The segment analysis is done on a constant currency basis. The
RON depreciated by 1.9% 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 in-
creasing customer loan volumes in retail and corporate business.
Net fee and commission income declined due to lower payment
fees — affected among others by euro cross border payments regu-
lation SEPA — and lending fees partially mitigated by higher doc-
umentary and securities fees. Net trading result and gains/losses
from financial instruments at FVPL decreased marginally. Operat-
ing expenses decreased mainly due to a lower deposit insurance
contribution of EUR 4.4 million (EUR 12.7 million) as well as
lower depreciation, legal and consultancy expenses. Overall,
operating result increased, and the cost/income ratio improved.
Impairment result from financial instruments deteriorated, driven
by updated risk parameters and stage overlays. The non-recurrence
of a provision in the amount of EUR 153.3 million as a result of a
Romanian High Court decision in relation to business activities of
the local building society subsidiary led to an improvement of the
other result. The resolution fund contribution amounted to EUR
7.7 million (EUR 6.6 million). The net result attributable to the
owners of the parent increased considerably.

Credit risk

Credit risk exposure in the Romania segment increased to
EUR 18.0 billion (+9.9%). A key contribution to growth came
from loans to customers, which rose by EUR 544 million to
EUR 9.3 billion. On the back of slightly above-average growth,
their share in Erste Group’s total loan portfolio rose to 5.5%
(5.4%). An expansion of lending volume was seen mostly in the
Retail business segment. In the Corporate business segment,
growth was registered mostly in loans to small and medium-sized
businesses. The share of foreign currency loans decreased further
to 34.2% (37.6%) and was almost completely denominated in
euro. Non-performing loans rose to 419 million (+16.5%), driven
largely by defaults expected to occur amid the Covid-19 crisis
rather than actually overdue payments and insolvencies. A break-
down by customer segment shows that asset quality deteriorated
primarily in the Corporates segment. As a result of this develop-
ment, non-performing loans as a percentage of total loans to
customers rose to 4.5% (4.1%). Loan loss provisions increased to
122.5% (116.3%) of non-performing loans.
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HUNGARY

Economic review

Hungary is an open economy, ranking ninth in the Economic
Complexity Index, a holistic measure of the productive capabili-
ties of large economic systems. The Covid-19 crisis interrupted a
period of strong economic growth. Although the policy measures
to mitigate the first wave of infections were less stringent than the
EU average, the country’s economy was significantly impacted
due to its large exposure to highly cyclical industries, such as the
automotive industry and tourism. The recession in the second
quarter proved deeper than expected with services, industry, and
construction declining by double digit figures. In the second half
of the year, economic activity rebounded as the lockdown
measures were eased and international supply chains were re-
stored. Economic activity also benefitted from the government’s
support measures such as the short-time work programme, the
extended SME funding scheme, tax incentives, administrative
simplifications, and favourable lending conditions for consumer
loans. The unemployment rate increased from the third lowest
level in the EU to 4.2% in 2020, still low compared to many other
European countries. Overall, real GDP fell by 5.1%, GDP per
capita decreased to EUR 13,700.

In line with the EU-trend general government deficit rose to 8.7%
of GDP in 2020. Revenues, in particular indirect tax receipts and

social security contributions, were severely impacted both by the
contraction of the tax base and some tax cuts, notably temporary
reductions granted to the most affected sectors and a general
2%-point cut of employers’ social contributions as of July 2020.
On the expenditure side, measures to contain the economic im-
pact of the pandemic, such as a short-time work scheme and other
measures aimed at protecting employment, temporary support to
specific sectors and a one-off bonus for health workers, resulted
in massive spending. The public debt to GDP deteriorated to
79.3% in 2020.

Inflation reached the upper level of the National Bank’s target
range of 2% and 4% during the summer. It slowed significantly in
the second half of the year. Overall, average consumer prices rose
by 3.3% in 2020. The Hungarian central bank reduced its policy
rate to 0.6% to support economic activity. The forint exchange
rate remained volatile, the Hungarian forint reached an all-time
low against the euro in the second half of the year.

Rating agencies reacted to the economic developments. Standard
& Poor’s left the country’s long-term credit rating at BBB but
revised the outlook from positive to stable in April 2020. Fitch
affirmed its long-term credit ratings of BBB with a stable out-
look. Moody’s kept its long-term credit ratings of Baa3 un-
changed but improved the country’s outlook from stable to posi-
tive in September 2020.

Key economic indicators — Hungary 2017 2018 2019 2020e
Population (ave, million) 9.8 9.8 9.8 9.7
GDP (nominal, EUR billion) 126.9 135.9 146.0 133.5
GDP/capita (in EUR thousand) 13.0 13.9 15.0 13.7
Real GDP growth 4.3 5.4 4.6 -5.1
Private consumption growth 4.4 4.5 4.2 -2.2
Exports (share of GDP) 67.2 65.2 63.7 65.9
Imports (share of GDP) 65.9 66.5 65.8 66.1
Unemployment (Eurostat definition) 4.2 3.7 3.4 4.2
Consumer price inflation (ave) 2.4 2.8 3.4 33
Short term interest rate (3 months average) 0.1 0.1 0.2 0.7
EUR FX rate (ave) 309.2 318.9 325.4 351.2
EUR FX rate (eop) 310.1 321.5 330.5 365.1
Current account balance (share of GDP) 2.0 0.3 -0.2 0.4
General government balance (share of GDP) -2.5 -2.1 -2.0 -8.7

Source: Erste Group

Market review

Despite the deteriorated macroeconomic environment, Hungary’s
banking market performed relatively well in 2020. At 13.4%, loan
growth was among the strongest in CEE. Retail loans rose by
14.0%, mainly driven by the increase of consumer lending, large-
ly attributable to the very popular baby-loan programme and to
the interest rate cap of the central bank of the key rate plus 5%-
points for any unsecured loans. Mortgage lending growth stood at
10.0% The National Bank extended its Funding for Growth
scheme for small and medium-sized enterprises in April 2020. To
mitigate the impact of the coronavirus pandemic on the national
economy, the Hungarian government introduced an opt-out loan
moratorium as of March 2020. The initial expiration date of the
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moratorium was extended from December 2020 to June 2021. In
addition, the Hungarian Development Bank introduced guarantee,
loan and capital programmes as a response to the pandemic.
Corporate loan growth amounted to 12.8%. Overall, the banking
system’s loan-to-deposit ratio stood at 64% at year-end.
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Hungary’s banking market remained profitable in 2020. Although
the very low interest rate environment weighed further on reve-
nues, this was partially compensated by the relatively strong loan
growth. Administrative expenses remained under control, the
increase of personnel expenses was limited. Risk costs increased
significantly with forward looking provisioning on expected
credit losses. In addition, banks booked front-loaded modification
losses in relation to the moratorium. In addition to the annual
banking levy, an extra banking tax contribution to the Pandemic
Defence Fund was introduced and paid in three instalments in
2020. This extra tax will be deductible from the regular banking
tax in equal instalments over the next five years. Overall, the
banking sector’s return on equity was 6.5%. The Hungarian
banking sector continued to be well capitalised, with a capital
adequacy ratio of around 18.7%.

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

Consolidation of the Hungarian banking market continued with
the merger of MKB Bank, Takarék Bank and Budapest Bank.

Based on its asset size, the new entity, called the Magyar Bank-
holding Zrt., has become the second largest bank after OTP.

Erste Bank Hungary remained one of the major market players in
the country and increased its market shares in most product cate-
gories. Erste Bank Hungary’s market share in customer loans
increased slightly to 9.8%, with the retail business remaining
more important than the corporate business. The customer deposit
market share remained unchanged at 8.3%. In terms of total
assets, Erste Bank Hungary’s market share went up to 6.7%.

Business review 2020 — three questions to Radovan
Jelasity, CEO of Erste Bank Hungary,

How did your bank cope with the Covid-19 induced crisis,
and how did you support customers and employees?

We have undertaken substantial efforts to ensure accessibility and
to improve customer satisfaction. All our branches remained open
during the pandemic, and we reshuffled our resources to cover the
increased incoming calls in the call center. As a result of our
proactive customer approach the opt-out ratio of the retail mora-
torium amounted to 60%, well above the market average of 35%.

In corporate business we focused on offering all new products
introduced by the National Bank, the Hungarian Development
Bank and the Hungarian Export-Import Bank to mitigate the
negative effects of the coronavirus-induced crisis and to help our
customers to improve their financial situation. When the morato-
rium was announced we individually provided our corporate
customers with all the necessary information which resulted in a
72% opt-out ratio. The market average stood at 30%.

We successfully switched to remote working quickly: 90% of our
headquarters staff have been working from home since the begin-
ning of the pandemic. We encouraged colleagues to take some of
the necessary infrastructure home from the bank. To avoid the use
of public transportation, we offered a shuttle bus service for
employees who had to maintain the key infrastructure of the bank
at branches or the headquarters.

In addition, Erste Bank Hungary donated more than 30,000 pulse
oximeters, thermometers and the like in the amount of HUF 50
million (ca. EUR 140,000) to 39 healthcare centers.

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

We speeded up our digitalisation efforts, reaching an impressive
share of 54% digitally active clients. We doubled the number of
active mobile customers, and 20% of new personal loans were
already end-to-end digital. Our tablet based advisory tool was
installed in the branches, and we completed the development of
George. It was launched in the beginning of 2021 and provides us
a competitive advantage in the Hungarian banking market.

Managing the payment moratorium was our largest Prosperity
Advisor action so far. We reached 220,000 customers proactively
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with data-driven personalised advice, and we will continue to
work on new solutions for our clients.

Looking back at the year, what major achievements are
especially noteworthy, and which ESG related topics or
developments were most relevant for you?

New retail lending improved on the back of new housing loans
and the excellent performance in the baby-loans programme. Our
retail loan volume exceeded HUF 1,000 billion (ca. EUR 2.7
billion) and assets under management surpassed HUF 2,200
billion (ca. EUR 6.0 billion).

We are proud of the additional 9 percentage-point increase of the
Employee Engagement Index, which reached 78% at the end of

Financial review

2020. We also successfully raised the Customer Satisfaction
Index (CXI) in each of our segments, ranking top in the micro
and SME segments and second in the private individuals seg-
ment.

Our efforts were rewarded by numerous awards. Erste Bank
Hungary not only won the Golden Prize in the best retail savings
product of the year category for the Erste Future Investment
Programme, but also the Bronze Prize in the best bank of the year
category as well as the Bronze Prize in the best private banking
service of the year category by Mastercard. Our private banking
segment won further awards, such as The Private Bank of the
Year by Blochamps Capital.

in EUR million 2019 2020 Change
Net interest income 213.5 217.9 2.1%
Net fee and commission income 188.3 181.1 -3.8%
Net trading result and gains/losses from financial instruments at FVPL 36.9 24.7 -33.1%
Operating income 445.8 431.4 -3.2%
Operating expenses -216.9 -213.3 -1.6%
Operating result 229.0 218.1 -4.7%
Cost/income ratio 48.6% 49.4%

Impairment result from financial instruments 18.2 -78.0 n/a
Other result -61.2 -65.5 6.9%
Net result attributable to owners of the parent 173.2 56.1 -67.6%
Return on allocated capital 17.7% 5.8%

The segment analysis is done on a constant currency basis. The
HUF depreciated by 8.0% against the EUR in the reporting
period. Net interest income in the Hungary segment (comprising
Erste Bank Hungary Group) increased (also in EUR) driven by
higher customer loan and deposit volumes despite the negative
effect of loan moratoria leading to modification losses. Net fee
and commission income rose in local currency terms predomi-
nantly due to higher securities fees. Net trading result and
gains/losses from financial instruments at FVPL decreased on a
lower valuation result as well as lower result from foreign cur-
rency transactions. Operating expenses went up in local currency
terms on the back of higher IT expenses and depreciation. De-
posit insurance contribution amounted to EUR 5.8 million (EUR
6.0 million). Overall, the operating result and the cost/income
ratio deteriorated. Significantly higher risk costs (reflected in the
impairment result from financial instruments) were caused by
updated risk parameters and stage overlays. Other result deterio-
rated on lower securities selling gains. This line item also in-
cluded the banking tax of EUR 14.5 million (EUR 12.6 million),
the transaction tax of EUR 44.0 million (EUR 47.6 million) and
the contribution to the resolution fund of EUR 3.5 million (EUR
2.8 million). Overall, the net result attributable to the owners of
the parent decreased.

Credit risk

Credit risk exposure in the Hungary segment rose to EUR 10.5
billion (+11.7%). This solid growth was mainly attributable to
increased investments in the Group Markets business segment.
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Loans to customers were up slightly at EUR 4.9 billion (+2.4%).
The share of the Hungary segment in Erste Group's total loans to
customers declined marginally to 2.9% (3.0%). While loans to
private households increased to 2.7 billion (+6.6%), loans to corpo-
rates declined to EUR 2.2 billion (-2.5%). The share of loans de-
nominated in Hungarian forint was nearly unchanged at 73.7%
(73.3%). The quality of the loan portfolio showed a negative trend
due to the outbreak of the Covid-19 pandemic. In many cases,
particularly in the Corporates segment, loans categorised as non-
performing had not yet actually defaulted but were expected to
default with high probability. Non-performing loans as a percentage
of total loans to customers increased to 3.0% (2.6%). The NPL
coverage ratio based on loan loss provisions rose to 111.4%
(93.8%).

CROATIA

Economic review

Due to the country’s high exposure to the tourism industry, the
Croatian economy was among the hardest hit in CEE in 2020 due
to the Covid-19 induced crisis. Croatia’s well-developed tourism
industry, accounting for approximately one fifth of the country’s
economy, was severely impacted by travel restrictions and rec-
orded one of its worst years in recent history. Domestic demand
fell as well as households deferred or cancelled spending. In-
vestments, on the other hand, benefitted from projects financed
by EU funds. Following severe earthquakes, the European Union
offered financial and other support for a quick recovery in 2021.
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Reflecting the economic performance, the unemployment rate
increased to 7.7%. Overall, real GDP declined by 8.8%, and GDP
per capita fell to EUR 12,000.

Public finances deteriorated in 2020. As a result of the economic
contraction and measures aimed at preserving employment and
businesses the general government deficit rose to 8.0%. The most
significant among these measures, collectively adding up to
approximately 3% of GDP, relate to subsidies for employee wag-
es. Tax revenues, especially VAT related income, contracted
strongly as household and tourist consumption decreased. The
drop in personal income tax revenues was less pronounced, as
government measures have protected employment and wages.
Wage subsidies and the public wage bill led to growing expendi-
ture, while previously agreed collective agreements were also

implemented. The public debt as a percentage of GDP increased
to 87.5%.

Average consumer prices did not change significantly in 2020.
Core inflation excluding food and energy remained close to 1%.
The Croatian kuna remained broadly stable against the euro at
around 7.4 to 7.6 throughout the year. Given the country’s very
high use of the euro, the Croatian National Bank’s objective to
preserve nominal exchange rate stability remained unchanged, and
it kept its accommodative monetary stance throughout the year.

Moody’s upgraded Croatia's long-term credit rating to Bal with a
stable outlook in July. Fitch affirmed its rating at BBB- but re-
vised its outlook from positive to stable in April. Standard &
Poor’s left its long-term credit rating unchanged at BBB- with a
stable outlook.

Key economic indicators — Croatia 2017 2018 2019 2020e
Population (ave, million) 4.1 4.1 4.1 4.1
GDP (nominal, EUR billion) 49.3 52.0 54.2 48.8
GDP/capita (in EUR thousand) 11.9 12.7 13.3 12.0
Real GDP growth 34 2.8 29 -8.8
Private consumption growth 3.2 3.3 3.6 -7.0
Exports (share of GDP) 23.8 23.5 23.8 24.3
Imports (share of GDP) 40.9 421 43.1 40.7
Unemployment (Eurostat definition) 11.3 8.4 6.6 7.7
Consumer price inflation (ave) 1.2 15 0.8 0.1
Short term interest rate (3 months average) 0.5 0.5 0.5 0.0
EUR FX rate (ave) 7.5 7.4 7.4 7.5
EUR FX rate (eop) 7.5 74 74 7.6
Current account balance (share of GDP) 3.5 1.8 2.7 -1.8
General government balance (share of GDP) 0.8 0.2 0.4 -8.0

Source: Erste Group

Market review

By entering the Exchange Rate Mechanism 1II in July 2020, Croa-
tia has committed itself to join the Banking Union. On 1 October
2020, the European Central Bank became the direct supervisor
for significant financial institutions in Croatia.

Similar to other sectors, Croatia’s banking sector was significant-
ly impacted by the pandemic and the associated government
measures. In response to Covid-19, banks offered households and
corporates the possibility of a 6-month opt-in moratorium, with
12 months for the hardest-hit tourism industry. To support the
corporate sector, liquidity financing and guarantee schemes were
made available through the Croatian Bank for Reconstruction and
Development and the Croatian Agency for SMEs, Innovation and
Investments. The Croatian National Bank reduced its minimum
reserve requirement.

Financial intermediation — Croatia (in % of GDP)
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At 5.9%, customer loan growth remained solid, with corporate
loans increasing more than retail loans. Retail loans benefitted
from the growth in housing loans, which were backed by the
government’s subsidised loans scheme. The corporate sector
volume growth was mainly due to the public sector. Customer
deposits increased by 8.4%, mainly driven by corporate deposits.
The banking system’s loan-to-deposit ratio declined to 80.8% at
the end of the year.

Profitability of the Croatian banking system declined significant-
ly in 2020, reflecting higher forward-looking risk provisions and
limited revenue growth. Non-performing loans as a percentage of
total customer loans remained flat at around 5.4%, while the
coverage ratio on NPLs declined slightly to 64%. The capital
adequacy ratio of the banking system remained robust at 24.9%.
Overall, the country’s banking sector achieved a mid-single digit
return on equity.

Market shares — Croatia (in %)
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Erste Bank Croatia benefited from its strong brand throughout the
crisis. The bank improved its market shares in both the lending
and savings businesses. George, the digital banking platform of
Erste Group, was introduced in Croatia in the last quarter of
2020. The bank’s customer loans and customer deposits market
shares stood at 17.3% and 15.7%, respectively. The bank’s loan-
to-deposit ratio amounted to 88.7%. In terms of total assets, Erste
Bank Croatia affirmed its top three market position with a market
share of 15.7%.

Business review 2020 - three questions to Christoph
Schofbock, CEO of Erste Bank Croatia,

How did your bank cope with the Covid-19 induced crisis,
and how did you support customers and employees?

As a systemically relevant institution, we have taken a proactive
and socially responsible approach from the very beginning of the
crisis, investing maximum efforts to ensure that our stakeholders,
clients, individuals and companies, are affected as little as possible.
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There were three key phases: temporarily suspending the activation
of forced collection measures, enabling deferred repayment for up
to six months (or up to 12 months for clients from industries most
affected by the crisis, such as tourism) and granting loans aiming to
preserve the liquidity of business entities in cooperation with insti-
tutions such as the Croatian Agency for SMEs, Innovations and
Investments (HAMAG) and the Croatian Bank for Reconstruction
and Development (HBOR) while ensuring adequate guarantee
schemes and favourable financing conditions.

The transparent, clear and timely communication with the general
public, clients, business partners and employees through all avail-
able channels has marked our communication strategy. We quick-
ly adapted to the new circumstances, ensured business continuity
and implemented the recommendations given by the authorities,
as well as the availability of all services to clients, with a special
emphasis on vulnerable groups.

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

Due to the impact of the Covid situation on the economy and a
significant rise in risk costs, our financial result in 2020 was un-
derstandably reduced. However, it is important to stress that our
business operations have remained completely stable. Despite
challenging times, we maintained the continuity of regular lending
activities and a steadily growing deposit base. We have put a
strong emphasis on the further development of our digital solu-
tions. We have implemented George, Erste Group’s modern pan-
European digital platform. In addition to better user experience in
mobile and internet banking, it also fosters innovation through
which new functionalities will be continuously introduced in the
future. Thus, we have managed to fulfil one of our strategic goals
— to always be a frontrunner in digital innovations on the Croatian
market. We have further improved our very successful and highly
recognisable KEKS Pay app, which has been complemented with
numerous new functionalities as well. At this moment, the app has
175,000 users, of which more than 75% are not clients of our
bank.

Looking back at the year, what major achievements are
especially noteworthy, and which ESG related topics or
developments were most relevant for you?

As a responsible business entity, we have continued to successfully
monitor and manage our loan portfolio in line with all regulatory
rules, our business policies and highest standards in the segment of
credit risk management and adopting a balanced approach focusing
on our clients’ needs. We have continued to meet all financial needs
of retail and corporate customers through our regular lending ac-
tivities. We have remained a consistent partner to our clients, offer-
ing them adequate financial and advisory support.

Our commitment to support society at large is also reflected by
various sponsoring activities. Through initiatives to healthcare
institutions, Erste Bank Croatia donated in total HRK 2.5 million
(ca. EUR 330,000).
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Fitch Ratings affirmed our credit rating at BBB+ with a stable
outlook. This investment grade ranking is the best rating of any
bank on the Croatian market and two notches above the credit
rating currently held by the Republic of Croatia.

Last but not least, we also received our seventh Zlatna Kuna
award, which is presented by the Croatian Chamber of Economy

Financial review

to the most successful bank on the Croatian market. We perceive
the award as a significant recognition, not just of the quality of our
business, but also of our active role in the development of Croa-
tia’s economy and fostering the prosperity of the entire communi-
ty. That is why we will in future continue to be an active partici-
pant in seeking and finding adequate solutions, which will ensure
the fastest possible recovery of the Croatian economy.

in EUR million 2019 2020 Change
Net interest income 2751 270.8 -1.6%
Net fee and commission income 108.2 92.0 -15.0%
Net trading result and gains/losses from financial instruments at FVPL 32.7 26.2 -20.1%
Operating income 430.3 401.5 -6.7%
Operating expenses -223.1 -214.6 -3.8%
Operating result 207.2 187.0 -9.7%
Cost/income ratio 51.9% 53.4%

Impairment result from financial instruments -5.8 -104.2 >100.0%
Other result -38.2 -16.7 -56.2%
Net result attributable to owners of the parent 90.3 43.9 -51.4%
Return on allocated capital 16.8% 7.2%

The segment analysis is done on a constant currency basis. The
HRK depreciated by 1.6% against the EUR in the reporting peri-
od. Net interest income in the Croatia segment (comprising Erste
Bank Croatia Group) decreased, driven by the negative impact
from modification losses related to loan moratoria. Net fee and
commission income decreased on the back of lower payment fees
in retail and corporate business driven by the SEPA regulation on
cross border payments and the Covid-19 impact. Net trading result
and gains/losses from financial instruments at FVPL declined due
to a lower result from foreign exchange transactions and valuation
effects. Operating expenses decreased mainly due to lower per-
sonnel, travel, training and marketing expenses, while the deposit
insurance contribution went up EUR 12.3 million (EUR 11.6
million). Overall, operating result decreased, the cost/income ratio
went up. The deterioration of impairment result from financial
instruments was predominantly driven by updated risk parameters
and stage overlays. Other result improved mainly due to signifi-
cantly lower provisions for legal expenses. This line item included
a resolution fund contribution in the amount of EUR 5.7 million
(EUR 2.9 million). Overall, the net result attributable to the own-
ers of the parent decreased.

Credit risk

In the Croatia segment, credit risk exposure rose to EUR 11.4
billion (+7.6%), while loans to customers grew at a similar pace
to EUR 7.5 billion (+7.3%). Customer loan volume as a percent-
age of Erste Group’s total loans to customers was slightly up at
4.4% (4.3%). The composition of the loan portfolio by business
segment shifted further from Retail to Corporates. The share of
local currency loans rose to 38.1% (36.3%) of total loans to cus-
tomers. Most loans were still denominated in euro. The volume of
Swiss franc-denominated loans has practically become irrelevant
in the course of recent years. 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. Against the general trend, loan quality improved again. The
NPL ratio decreased to 6.7% (7.0%). The NPL coverage ratio
based on loan loss provisions rose to 89.7% (79.7%).

SERBIA

Economic review

The Serbian economy was one of the best performers in CEE in
2020. Real GDP contracted only moderately due to the significant
policy support to mitigate the Covid-19 crisis impact and very
stringent containment measures, resulting in their relatively short
duration. The Serbian government introduced a fiscal package of
approximately 13% of GDP that significantly limited the adverse
impact of the pandemic on the country’s private sector. Neverthe-
less, private consumption and investments were a drag on GDP.
Public spending supported growth while the net export contribu-
tion was neutral to the economic performance. The country’s
unemployment rate declined further to 8.8% at the end of the
year. Overall, real GDP declined by 1.1%, and GDP per capita
amounted to EUR 6,700.

The general government deficit equalled 8.1% of GDP in 2