


Extensive presence in Central and Eastern Europe

SLOVENSKA S

sporitelfia
CESKAS b
1 Branches: 291
SPORITELNA Customers: 2.3 million
Czech Republic Employees: 4,205

Branches: 621
Customers: 4.8 million
Employees: 10,501

ERSTES SPARKASS ‘ ERSTES

Austria
Branches: 952 Hungary
Customers: 3.4 million
Employees: 15,646

Employees: 2,813

ERSTES

Bank

BCRS

Romania
Branches: 511
Customers: 2.9 million
Employees: 7,065

Croatia

Branches: 157
Customers: 1.2 million
Employees: 2,851

ERSTES

Bank

Serbia

Branches: 75
Customers: 0.4 million
Employees: 1,002

B Core markets of Erste Group
Indirect presence in CEE



Key financial and operating data

in EUR million (unless otherwise stated) 2011 2012 2013 2014 2015
Balance sheet
Total assets 210,006 213,824 200,054 196,287 199,743
Loans and receivables to credit institutions 7,506 9,008 8,377 7,442 4,805
Loans and receivables to customers 127,808 124,353 119,869 120,834 125,897
Trading, financial assets 52,981 57,932 51,269 50,131 47,542
Intangibles 3,532 2,894 2,441 1,441 1,465
Cash & Other assets 18,180 19,637 18,099 16,439 20,035
Total liabilities and equity 210,006 213,824 200,054 196,287 199,743
Bank deposits 23,785 21,822 17,299 14,803 14,212
Customer deposits 118,880 123,053 122,415 122,583 127,946
Debt securities 36,564 34,751 33,124 31,140 29,654
Trading liabilities & Other liabilities 15,597 17,860 12,494 14,319 13,124
Equity attributable to non-controlling interests 3,143 3,483 3,462 3,605 3,802
Equity attributable to owners of the parent 12,037 12,855 11,260 9,838 11,005
Own funds pursuant to Basel 3 (Final)
Total risk exposure amount 114,019 105,323 97,901 101,870 100,281
Total own funds 16,415 16,311 15,994 15,853 17,284
Common equity tier 1 capital (CET1) 10,681 11,848 11,199 10,811 12,045
Tier 2 capital (T2) 4,092 3,791 4,206 5,042 5,239
Total capital ratio 14.4% 15.5% 16.3% 15.6% 17.2%
CET1 capital ratio 9.4% 11.2% 11.4% 10.6% 12.0%
Income statement
Net interest income 5,368.7 5,041.5 4,685.0 4,495.2 4,4447
Net fee and commission income 1,787.2 1,720.8 1,806.5 1,869.8 1,861.8
Net trading and fair value result 122.6 269.8 218.8 242.3 2101
Operating income 7,531.0 7,281.1 6,995.1 6,877.9 6,771.8
Operating expenses -3,971.9 -3,881.0 -3,896.1 -3,787.3 -3,868.9
Operating result 3,559.1 3,400.1 3,099.0 3,090.7 2,902.9
Net impairment loss on financial assets not measured at fair value
through profit or loss -2,365.2 -2,060.1 -1,849.9 -2,083.7 -729.1
Pre-tax result -322.1 801.2 302.9 -727.7 1,639.1
Net result attributable to owners of the parent -718.9 483.5 0.9 -1,382.6 968.2
Operating Data
Headcount 50,452 49,381 45,670 46,067 46,467
Number of branches 3,176 3,063 2,833 2,792 2,735
Number of customers 17.0 17.0 16.5 16.2 15.8
Share price and key ratios
High (EUR) 39.45 24.33 26.94 29.71 29.04
Low (EUR) 10.65 11.95 19.34 17.02 18.97
Closing price (EUR) 13.59 24.03 25.33 19.235 28.91
Price/earnings ratio na 19.6 >100% na 12.8
Dividend per share (EUR) 0.00 0.40 0.20 0.00 0.50
Payout ratio 0.0% 32.6% >100% 0.0% 22.2%
Dividend yield 0.0% 1.7% 0.8% 0.0% 1.7%
Book value per share 26.1 27.9 26.2 229 25.6
Price/book ratio 0.5 0.9 1.0 0.8 1.1
Total shareholder return (TSR) -569.3% 76.8% 7.1% -23.3% 50.3%
Stock market data (Vienna Stock Exchange)
Shares outstanding at the end of the period 390,767,262 394,568,647 429,800,000 429,800,000 429,800,000
Weighted average number of outstanding shares 377,670,141 391,631,603 411,553,048 427,533,286 426,726,297
Market capitalisation (EUR billion) 5.3 9.5 10.9 8.3 12.4
Trading volume (EUR billion) 10.9 7.4 8.3 9.3 10.0

The figures for the comparative periods 2014 and 2013 are restated according to IAS 8. The resulting retrospective changes in the presentation are explained in chapter B on significant accounting policies in the consolidated

financial statements 2015.

The calculation of own funds pursuant to Basel 3 is effective as of 1 January 2014. Until 31 December 2013 the calculation was effected pursuant to Basel 2.5.

The dividend pay-out ratio represents dividends paid to owners of the parent (excluding dividends paid on participation capital) for the respective year divided by net result attributable to owners of the parent.

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

Ratings as of 31 December 2015

Financial calendar 2016

Fitch Date Event

Long-term BBB+ 4 May 2016 Interim report Q1 2016
Short-term F2 11 May 2016 Annual general meeting
Outlook Stable 17 May 2016 Ex-dividend day

Moody‘s Investors Service 19 May 2016 Dividend payment

Long-term Baa2 5 August 2016 Half year financial report 2016
Short-term P2 4 November 2016  Interim report Q3 2016
Outlook Positive

Standard & Poor‘s

Long-term 888" The financial calendar is subject to ch

Short-term 6-2 Th: I;:gtc Il?pc(i::t:g vE;rrlsSiosr;uisJ Z(\:/ai(l)a(t:ﬂ: r(j.\ael-irste Group’s website
Outlook Negative (www.erstegroup.com/investorrelations).




Highlights

Net profit substantially improved
_ Net result of EUR 968.2 million
_ Significant decline of risk costs and lower one-off effects
_ Dividend of EUR 0.5 proposed to AGM

Loan growth continues in 2015
_ Performing loans increase to EUR 122.6 billion
_ Retail business as growth driver
_ Growth in Slovakia, Czech Republic and Austria

Asset quality improves substantially
_ NPL ratio improved to 7.1%
_ NPL coverage stood at 64.5%

Solid capital ratios
_ Capital clearly above all regulatory requirements
_ CET I ratio (Basel 3, final) increased to 12.0%
_ CET I capital (Basel 3, final) rose to EUR 12.0 billion
_ Moderate decline in risk-weighted assets

Operating result declining
_ Revenue decline due to low interest rate environment

_ Slight increase in personnel and other administrative

expenses
_ Cost/income ratio at 57.1%

Excellent funding and liquidity position
_ Strong deposit base is key competitive advantage
_ Loan-to-deposit ratio at 98.4%
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Letter from the CEO

Dear shareholders,

Erste Group posted a net profit of EUR 968.2 million in 2015
amid a challenging banking environment. This solid result was
largely attributable to a significant decline in risk costs and sub-
stantially lower one-off effects than in the previous year, which
had been marked by the clean-up of legacy issues. Improved
economic growth in Central and Eastern Europe supported robust
loan growth of 4.2%. At the same time, asset quality improved
significantly. Non-performing loans as a percentage of loans to
customers (NPL ratio) dropped to 7.1%, the lowest level in five
years. These positive developments should not disguise the fact,
though, that the overall business environment remained challeng-
ing for Erste Group and loan growth did not fully offset the im-
pacts of the persistent low-interest-rate environment on net inter-
est income. In 2015, populist measures, this time in Croatia, as
well as banking levies in Austria and Hungary, and to a reduced
extent in Slovakia, weighed again on the result.

Against the backdrop of proliferating regulatory requirements on
European banks, bank capitalisation has become a central con-
cern. It is therefore gratifying and important that Erste Group’s
capital ratios developed very robustly while loan growth acceler-
ated. At the end of December 2015, the common equity tier 1
ratio (Basel 3 fully loaded) stood at 12.0%. It was hence signifi-
cantly above the minimum ratio of 9.75% required for the year
2016 as a result of the ECB's SREP ratio (set at 9.5% for 2016)
plus the 0.25 percentage point systemic risk buffer imposed by
the Austrian Financial Market Authority for 2016. This systemic
risk buffer will rise year after year until it finally reaches 2 per-
centage points by 1 January 2019. The total capital ratio (Basel 3
final) amounted to 17.2%. At the annual general meeting, we will
therefore propose to pay a dividend of EUR 0.5 per share.

Domestic demand drives growth in CEE

The economic development of the region underpinned Erste
Group’s solid result and confirmed once again the validity of our
customer-centred business model and our strategy of positioning
Erste Group as the leading retail bank in the European Union’s
Eastern growth area. Higher real wages boosted domestic demand
and hence economic growth in CEE. With the exception of Croa-
tia and Serbia, economic growth in Erste Group’s Eastern Euro-
pean core markets exceeded the 1.9% average of the European
Union’s member states and the euro zone’s 1.6%. The Czech

Republic, Slovakia and Romania even posted GDP growth in
excess of 3%, while Austria remained at the bottom of the table
with 0.9%. The labour market improved in most of the CEE
economies. The Austrian unemployment rate rose to 5.7% but
was nevertheless again one of the lowest in Europe in 2015. FX
exchange rates versus the euro were largely stable. In view of
very low inflation pressure, the key policy rates in Romania and
Hungary were cut further to new historic lows of 1.75% and
1.35% respectively. In the euro zone and in the Czech Republic,
the base rate remained unchanged at five basis points. In March
2016, the European Central Bank (ECB) lowered its policy rate to
zero percent for the first time. This decision was a severe blow to
savers. Whether further monetary easing will result in more con-
sumer spending is questionable, though. Especially in CEE, most
bank customers must be able to live off savings. They do not have
sufficient resources for investing in shares or other financial
instruments.

The generally benign economic environment had a direct impact
on Erste Group’s balance sheet as it supported loan growth:
growth was registered in Slovakia, in the Czech Republic and, in
Austria, by both Erste Bank Oesterreich and the Savings Banks,
specifically in the Retail, SME and Large Corporates segments.
In Hungary, loan volume contracted once again; in Romania, the
performing loan portfolio stabilised. At the same time, customer
deposits increased despite the adverse effects of low interest rates
on savers. This may also be interpreted as a clear sign of our
customers’ trust in Erste Group. At the end of December 2015,
the loan-to-deposit ratio stood at 98.4%. Erste Group’s short and
long-term liquidity position remained excellent.

Non-performing loans as a percentage of loans to customers were
down to 7.1%. This decline was attributable, on the one hand, to
the successful sale of NPL portfolios in Croatia and Romania and,
on the other, to the general improvement in asset quality. As we
had done the year before, we again reduced non-performing loans
and added performing loans. This improvement is all the more
remarkable as in the fourth quarter we implemented the EBA
definitions of non-performing loans, which had a negative impact
of 38 basis points on the NPL ratio. This methodological effect
also lowered the NPL coverage ratio to 64.5%.
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Low-interest rate environment weighs on operating
result

Net interest and net fee and commission income were almost
stable in 2015. Rising demand for loans in Erste Group’s key
markets largely cushioned the adverse impact of low interest rates
on operating income. In Romania, net interest income was nega-
tively impacted by NPL sales, in Hungary by reduced volume
after the conversion of foreign-currency loans. Net fee and com-
mission income remained stable. While the trend in income from
asset management was positive, income from lending decreased.
Together with a lower net trading and fair value result this result-
ed in a decline in operating income to EUR 6.8 billion. General
administrative expenses increased, ultimately also due to the fact
that the line item other administrative expenses included higher
regulatory expenses such as deposit insurance contributions in the
amount of almost EUR 100 million. As had been anticipated,
operating income decreased in 2015, by 6.1%.

Lower one-off effects

The solid result was due in part to the non-recurrence of the previ-
ous year’s substantial negative one-offs, most notably close to
EUR 1 billion in write-downs for goodwill, client relationships and
brand. This resulted in a significant improvement in other operating
result in 2015, even though populist political measures taken in the
run-up to elections again had a negative impact: the recognition of
EUR 129.5 million in provisions for losses resulting from legisla-
tion requiring the conversion of the entire Croatian CHF-
denominated retail and corporate loan portfolio to euros. Risks
related to consumer protection claims in Romania required further
provisions in the amount of EUR 101.6 million. The sale of a par-
ticipation had a positive effect in the amount of EUR 38.3 million.

Other recurring issues were political and regulatory costs, which
were again high by international standards. Overall, Erste Group
paid banking levies and financial transaction taxes in three coun-
tries in the total amount of EUR 236.2 million. While banking taxes
have already been lowered in Slovakia, Hungary, by an act of
parliament, has committed to a sharp reduction from 2016 onwards.
Levies have remained disproportionately high in Austria. In 2015,
their adverse impact was exacerbated further by the need for initial
payments to European resolution funds in the aggregate amount of
EUR 51.3 million, including EUR 32.1 million in Austria.

Sharp decline in risk costs

The reduction of risk costs contributed substantially to the im-
proved result. Risk costs fell by about two-thirds to EUR 729.1
million or 56 basis points of average loans versus 163 basis
points in 2014. After the successful portfolio clean-up in the
previous year, provisioning requirements were significantly lower
in Romania and Hungary. Impairments were also down in all
Austrian segments. Generally, lower risk costs reflect the continu-
ing positive trend in the asset quality development.

The new world of banking

The focus of the management board was in particular on advanc-
ing digitalisation and data quality projects, not least in order to
meet the multitude of regulatory requirements. Our digital plat-
form George, which has even attracted international attention, has
been developed further and, in 2016, will also be rolled out in the
Czech Republic and Slovakia. We invest in our capability to offer
our customers bank products through a variety of channels in the
future by means of digital services that can be accessed from
home or while on the road via mobile devices, at small service
centres in high-frequency locations or in one of the large flagship
branches.

2016 will again be a challenge in view of the impacts of negative
interest rates on the customer business or of consumer protection
issues. For a bank like Erste Group with its almost 200-year
tradition as a savings bank, passing negative interest rates on to
retail clients is one step we want to avoid by all means. Margin
erosion is certainly going to influence banks’ pricing policies as
banks, despite ongoing efficiency and cost-cutting efforts, will
find it increasingly impossible to continue the cross-subsidisation
of services which has been taken for granted so far. Despite these
challenges we are confident that our strategy and market position
will ensure that Erste Group will perform well over the long term
and will be able to earn a premium on its capital costs.

Our success in 2015 is clearly attributable to our many thousand
employees, who I wish to thank very cordially at this point. They
will remain the most important interface to our customers, even
in the digital age.

Andreas Treichl mp



Management board

Jozef Sikela, Andreas Gottschling, Andreas Treichl
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Petr Bravek, Gernot Mittendorfer, Peter Bosek



Report of the supervisory board

Dear shareholders,

In an environment marked by geopolitical unrest and economic
challenges, Erste Group posted a solid result. Unlike many other
banks, Erste Group achieved lending growth and an improvement
in its capitalisation in 2015. Its business model — serving custom-
ers in Central and Eastern Europe — has proved sustainable and
appropriate.

In recognition of this successful performance and as a sign of
continuity, the supervisory board extended Andreas Treichl’s
mandate as management board member early, on 16 September
2015, for a term ending on 30 June 2020 and reappointed him as
chairman of the management board.

The duties and objectives of the supervisory board, particularly the
monitoring of the management of the Group and the risk strategy
were the subject of an in-depth dialogue between the European
Central Bank and the supervisory board. By conducting several talks
with the chairman of the supervisory board, attending one of the
supervisory board meetings as a guest and receiving the meeting
minutes of supervisory board meetings, the ECB collected infor-
mation about the work of the supervisory board and its committees.

Due to the age limit specified in the articles of association, Georg
Winckler retired from the supervisory board as of the annual
general meeting 2015. He had been a member of the supervisory
board since 1993 and, since 2005, first vice chairman of the
supervisory board. I would like to thank Georg Winckler very
cordially for his many years of successful service. Further chang-
es in the supervisory board in 2015: at the annual general meeting
held on 12 May 2015, Maximilian Hardegg, Gonzalo Gortazar
Rotaeche and Antonio Massanell Lavilla were elected to the
supervisory board; Wilhelm Rasinger was re-clected. Regina
Haberhauer and Jozef Pinter were delegated to the supervisory
board by the employees’ council. I would also like to extend very
heartfelt thanks for many years of collaboration to Bertram Mach,
who has retired and whose delegation was therefore revoked by
the employees’ council.

For details regarding the composition and independence of the
supervisory board, the criteria for its independence, its working
procedures, the number and type of committees and their deci-
sion-making powers, the meetings of the supervisory board and

the main focus of its activities, please refer to the corporate gov-
ernance report drawn up by the management board and reviewed
by the supervisory board.

In the course of 44 supervisory board and committee meetings,
the management board promptly and comprehensively informed
the supervisory board. This allowed us to act in accordance with
the mandate laid down by law, the articles of association and the
Austrian Code of Corporate Governance, as well as to ascertain
the proper conduct of business.

The financial statements (consisting of the balance sheet, income
statement and notes), the management report, the consolidated
financial statements and the group management report for 2015
were audited by the legally mandated auditor, Sparkassen-
Priifungsverband, and by Ernst & Young Wirtschaftspriifungs-
gesellschaft m.b.H., as supplementary auditor, and received an
unqualified audit opinion. Ernst & Young Wirtschaftspriifungs-
gesellschaft m.b.H. was also contracted to perform a discretion-
ary audit of the corporate governance report 2015. The audit did
not give rise to any qualifications. Representatives of both audi-
tors attended the financial statements review meetings of the
audit committee and the supervisory board and presented their
comments on the audits they had conducted.

Based upon our own review, we endorsed the findings of these
audits and agreed with the proposal for appropriation of the prof-
its. We have approved the financial statements and these have
thereby been duly endorsed in accordance with section 96 para 4
of the Aktiengesetz (Austrian Stock Corporation Act). The man-
agement report, consolidated financial statements, group man-
agement report and corporate governance report have been re-
viewed and accepted.

The supervisory board thanks the management board and all
employees of Erste Group for their great personal commitment
and their successful work in the financial year ended.

For the supervisory board:
Friedrich Rodler mp

Chairman of the supervisory board

Vienna, March 2016



Erste Group on the capital markets

The year 2015 was a turbulent one for international stock
markets. The main focus was again on the central banks’ interest
rate policies. While the European Central Bank (ECB) engaged in
further easing, the US central bank (Fed) took steps towards a
tightening of its monetary policy, which in December finally led
to the first hike of key interest rates since June 2006. Geopolitical
uncertainties, ranging from Greece to Russia/Ukraine and Syria,
as well as the decelerating economic growth in China and the
resulting impacts on the global economy caused some major
stock market swings. The Erste Group share remained unaffected
by global stock market volatility, and the negative trend in
European banking shares advanced year on year more than 50%
on the back of results that beat market expectations and a steady
improvement in asset quality.

EQUITY MARKET REVIEW

A turbulent year for international stock exchanges
Supported by the ECB’s continued monetary easing and the weak
euro, European stock markets initially continued the rally that had
started at the beginning of the year and maintained their relative
strength versus US stock indices, posting two-digit gains well
into the second quarter. Later in the year, Greek debt talks, con-
cerns over Greece’s ability to keep the euro, the disappointing
development of the Chinese economy and its potential impact on
the global economy as projected by the Organisation for Econom-
ic Co-operation and Development (OECD) and the International
Monetary Fund (IMF) resulted in increased volatility and sub-
stantially lower international stock markets. In the final quarter of
the year ended, the ECB’s announcement of a further easing of
European monetary policy and the prospect of an initial rate hike
by the Fed, which confirmed its confidence in the positive devel-
opment of the US economy, led to a brief rebound of stock mar-
kets. The Dow Jones Industrials Index closed the year 2.2% down
at 17,425.03 points. The broader Standard & Poor’s 500 Index
was almost unchanged year on year at 2,043.94, down 0.7%.
Most of the European markets ended the period under review
with gains. The Euro Stoxx 600 Index climbed 6.8% to 365.81
points; the Euro Stoxx 50 Index was up 3.8% at 3,267.52.

Monetary policies in Europe and the US
Against the backdrop of the underlying trends in major economies,
the focus of market participants in 2015 was on the central banks’

monetary policies. While Europe pursued an extremely expan-
sionary monetary policy, with the ECB expanding the bond pur-
chasing programme it had launched at the beginning of the year to
a monthly volume of EUR 60 billion and extending it to March
2017, monetary policy in the US was in comparison less expan-
sionary, with the Fed continuing to taper its quantitative easing
programme and finally implementing the first rate hike that had
already been expected for about one year. The US central bank
raised its key interest rate for the first time in almost ten years and
announced additional gradual increases. Since year-end 2008,
which saw the climax of the global financial crisis and the threat
of a meltdown of the US economy, the interest rate for lending to
commercial banks had ranged between 0% and 0.25%. Rates were
finally raised in view of the expected continuation of solid eco-
nomic growth in the US, the recovery of the US labour market and
the lowest unemployment rate since 2007.

Global economy growing more slowly than expected
Both the IMF and the OECD have revised their forecasts for
global economic growth downwards despite the continuing robust
performance of the US economy on the back of household spend-
ing and solid labour market data and the expected continuation of
the moderate economic recovery in the eurozone. This was pri-
marily attributable to the challenging situation in emerging mar-
kets, most notably China, which economists believe is heading
for the lowest growth in decades. Additional uncertainty comes
from slow growth in Japan as well as US monetary policy and its
impacts on the US dollar. For the eurozone, the OECD forecasts
economic growth to run at 1.4% in 2015 and 2.1% in 2016. The
IMF projects 1.5% and 1.6% respectively. For the US, the OECD
forecasts 2.0% for 2015 and 2.8% for 2016, the IMF 2.5% and
2.8% respectively.

European bank shares close lower

The positive momentum from the ECB’s continuing loose mone-
tary policy, which in the first quarter had still fuelled double-digit
gains in European banking stocks, later on gave way to an increas-
ingly heated political debate over Greek solvency and a potential
exit of Greece from the eurozone. After the ECB had refused to
increase its emergency liquidity assistance any further, capital
controls were imposed and Greek banks were closed for a couple



of weeks. The resulting weakening of European markets dragged
down in particular bank shares, as investors feared a spreading of
Greek turmoil to other eurozone countries and banks. In a volatile
environment, markets tumbled further on the back of negative
news from a number of European banks, tightened regulatory
requirements imposed by the ECB’s supervisory mechanism, the
European Banking Authority (EBA) and the Single Resolution
Mechanism (SRM) with regard to minimum capital ratios and the
resolution of financial institutions. In the year ended, the Dow
Jones Euro Stoxx Bank Index, which is composed of leading
European bank stocks, declined by 4.9% to 127.87 points.

Vienna Stock Exchange among top performers

After dropping to its annual low of 2,122.08 points on 14 January,
the Austrian Traded Index (ATX) posted significant gains in the
first half of the year, supported by an easing of the tensions be-
tween Russia and Ukraine, lower oil prices and the weakening of
the euro, and hit its annual high at 2,681.44 points on 15 May. In
the third quarter, uncertainty surrounding Greek solvency and the
plunge of the Chinese stock market also triggered market slides in
Vienna, in tandem with the trends in other markets across Europe.
Later in the year, the ATX benefited from the ECB’s announce-
ment of continuing quantitative easing and upbeat corporate news
and had largely recovered by year-end. On the last trading day of
2015, the Austrian benchmark index closed at 2,396.94 points, up
11.0% year on year and among the top-performing European
markets.

ERSTE GROUP SHARE

Share price up despite negative industry trends

Despite the trend of European bank shares, the Erste Group share
showed a strong upward performance in the year ended, hitting its
low of EUR 18.97 on 28 January 2015 and marking its high at
EUR 29.04 on 30 November 2015. In the first quarter, the Erste
Group share already traded 19.2% higher, buoyed up by the posi-
tive sentiment in European stock markets driven by the launch of
the ECB’s bond purchasing programme. While international stock
indices and some European banking shares suffered significant
losses later in the year, the Erste Group share resisted this trend
and advanced further. Measured against the Euro Stoxx Bank
Index, the Erste Group share was up 11.1% in the second quarter
versus -4.9%, gained 1.8% in the third quarter (-12.4%), and
advanced 11.5% in the fourth quarter (-2.6%). The Erste Group
share’s outperformance was attributable to the release of quarterly
results that consistently beat market expectations, the decline in
risk costs, a steady improvement in asset quality and strong capital
ratios. In view of the positive development of earnings and the
affirmation of the outlook given, a large number of analysts raised
their earnings estimates and target prices for the Erste Group
share. Closing at EUR 28.91 on the last trading day of the year
2015, the share was up 50.3% year on year, against the trend
present among its European peers and significantly outperforming
both the ATX and the Euro Stoxx Bank Index.

Performance of the Erste Group share and major
indices (indexed)
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1 January 2015 31D 2015

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 Bank

share ATX Index

Since IPO (Dec 1997) 160,9% 83,7% -
Since SPO (Sep 2000) 146,0% 105,1% -63,6%
Since SPO (Jul 2002) 65,9% 96,5% -49,1%
Since SPO (Jan 2006) -35,8% -38,5% -66,3%
Since SPO (Nov 2009) -0,3% -8,0% -43,8%
2015 ) 50,3% 11,0% -4,9%

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

Number of shares, market capitalisation and trading
volume

The number of shares of Erste Group Bank AG remained un-
changed at 429,800,000. Due to the 50% rise of the share price,
the market capitalisation of Erste Group rose to EUR 12.4 billion
at year-end 2015 from EUR 8.3 billion in 2014.

Trading volume on the three stock exchanges (Vienna, Prague,
Bucharest) on which the Erste Group share is listed averaged
910,499 shares per day and accounted for about 46% of the total
trading volume in Erste Group shares. More than half of the
trading activity was executed over the counter (OTC) or through
electronic trading systems.

Erste Group in sustainability indices

The Erste Group share has been included in VONIX, the Vienna
Stock Exchange’s sustainability index, since its launch in 2008.
In addition, the Erste Group share has been included in the
STOXX Global ESG Leaders index, which represents the best
sustainable companies on the basis of the STOXX Global 1800.
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DIVIDEND

Since 2005, the Erste Group’s dividend policy has been guided by
the bank’s profitability, growth outlook and capital requirements.
At the annual general meeting held on 12 May 2015 it was decid-
ed not to pay any dividends for the financial year 2014. For the
financial year of 2015, the management board of Erste Group will
propose to the annual general meeting to pay a dividend in the
amount of EUR 0.50.

SUCCESSFUL FUNDING

In 2015, the Holding issued close to EUR 2.4 billion in bonds,
including EUR 1 billion in two benchmark-sized mortgage cov-
ered bond issues. After Erste Group had not been active at capital
markets in the covered bond format since 2012, the bank used
favourable market conditions in the first and third quarter for
issuing a 10-year and a 5-year mortgage-covered bond. In addi-
tion, approx. EUR 700 million in senior unsecured bonds were
placed via private placements and with retail customers. Another
EUR 600 million were funded by issuing subordinated bonds
(tier 2). Overall, the average tenor of new issues was about 7.5
years in 2015.

INVESTOR RELATIONS

Open and regular communication with investors and
analysts

In 2015, Erste Group’s management and the investor relations
team met with investors in a total of 376 one-on-one and group
meetings and conducted a large number of teleconferences with
analysts and investors. The presentation of the 2014 annual result
in Vienna was followed by the annual analysts’ dinner and a road
show day with investor meetings in London. A spring road show
was conducted after the release of the first-quarter results and an
autumn road show was held following the release of the third-
quarter results in Europe and in the US. Erste Group presented its
strategy in the current operating environment at international
banking and investor conferences organised by the Vienna Stock
Exchange, Kepler Cheuvreux, UBS, Morgan Stanley, HSBC,
Concorde, RCB, J.P. Morgan, Deutsche Bank, Bank of America
Merrill Lynch, Autonomous, Goldman Sachs, Barclays, Uni-
Credit and Wood. 107 meetings were held to intensify the dia-
logue with bond investors. A large number of face-to-face meet-
ings with analysts and portfolio managers were held at confer-
ences, road shows and workshops hosted by UBS, Nomura,
Barclays, Danske Bank, ING and Euromoney.

The website http://www.erstegroup.com/investorrelations pro-
vides comprehensive information on Erste Group and the Erste
Group share. Investors and the broader public can also 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 a free Investor Relations app for iPhone, iPad and Android
devices. This application enables users to access and download
Erste Group Bank AG share price information, the latest investor
news, multimedia files, financial reports and presentations as well
as an interactive financial calendar and contact details for the
investor relations team. More details on this service and down-
loading  are http://www.erstegroup.com/en/
investors/ir-service.

available at

Analyst recommendations

In 2015, 26 analysts regularly released research reports about
Erste Group, including one initial coverage analysis. The Erste
Group Bank AG share was covered by financial analysts at the
following national and international firms: Autonomous, Bank of
America Merrill Lynch, Barclays, Berenberg, Citigroup, Com-
merzbank, Concorde, Credit Suisse, Deutsche Bank, Exane BNP
Paribas, Goldman Sachs, HSBC, JP Morgan, KBW, Kepler
Cheuvreux, Macquarie, mBank, Mediobanca, Morgan Stanley,
Natixis, Nomura, RCB, SocGen, UBS, VTB Capital and Wood.
As of year-end, 19 recommendations had recently been issued for
the share. Twelve analysts issued buy recommendations and
seven rated the Erste Group share neutral. The average year-end
target price was EUR 31.52. The latest updates on analysts’ esti-
posted  at
http:www.erstegroup.com/en/investors/share/analyst-estimates.

mates for the Erste Group share are



Strategy

Erste Group aims to be the leading retail and SME bank in the
eastern part of the European Union, including Austria. To achieve
this goal, Erste Group aims to lend responsibly, provide a safe
harbour for deposits and in general support all its customers in
achieving their financial goals, be they retail, corporate or public-
sector customers.

In 2015, the management board adopted a statement of purpose to
reaffirm and state in more detail the purpose of Erste Group to
promote 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 the employees and the members of
both the management and supervisory board. At the same time, the
code of conduct underlines that in pursuing its business activities,
Erste Group values responsibility, respect and sustainability. The
code of conduct is an important tool to preserve the reputation of
Erste Group and to strengthen stakeholder confidence. Sustainabil-
ity in this context means to operate the core business both in a
socially and environmentally responsible manner and economical-
ly successful.

As a result of the financial and economic crisis, banks today face
a new and substantially tougher regulatory framework. At the
same time, Erste Group is confronted with a very difficult envi-
ronment: with persistently low interest rates and no political
support for the task of promoting economic growth in the bank’s
region.

Erste Group pursues a balanced business model focused on
providing the best banking services to each of its customers. Sus-
tainability is reflected in the bank’s ability to fund customer loans
entirely by customer deposits, with most customer deposits being
stable retail deposits. Sustainability of the bank’s strategy is also
reflected in long-term client trust, which underpins strong market
shares in almost all of Erste Group’s core markets. However,
market leadership is not an end in itself. Market leadership only
creates value when it goes hand in hand with sustainable profita-
bility; hence, Erste Group pursues banking business in a socially
responsible manner and aims to earn a premium on the cost of
capital.
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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 funds
the overwhelming part of its other core activities by drawing
on its customers’ deposits. The retail business represents Erste
Group’s strength and its top priority when developing products
such as modern digital banking that enable the bank to meet its
customers’ expectations more effectively.

Offering understandable products and services that meet the
individual needs and objectives of the bank customers at sus-
tainably attractive terms is important to building and maintain-
ing strong long-term customer relationships. Today, Erste
Group serves a total of about 16 million retail customers in its
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 interna-
tional capital markets. Public sector funding through investing
parts of the bank’s liquidity in infrastructure projects as well as
through acquiring sovereign bonds issued in its region are also
part of the business. To meet the short-term liquidity manage-
ment needs of the customer business, Erste Group also operates
in the interbank market.

Core markets in the eastern part of the European Union
When Erste Group went public as an Austrian savings bank with
no meaningful foreign presence in 1997, it defined its target
region as consisting of Austria and the part of Central and Eastern
Europe that had realistic prospects of joining the European
Union. Against the backdrop of emerging European 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
catching-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
therefore long-term growth prospects.
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Today, Erste Group has an extensive presence in its core markets
of Austria, the Czech Republic, Slovakia, Romania, Hungary and
Croatia — all of which are members of the European Union. Fol-
lowing significant investments in its subsidiaries, Erste Group
holds considerable market positions in most of these countries. In
Serbia, which has been assigned European Union candidate sta-
tus, 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,
Montenegro, Bosnia and Herzegovina, Macedonia and Moldova.

Focus on sustainability and profitability

Earning a premium on the cost of capital in a socially responsible
manner and for the benefit of all stakeholders is a key prerequi-
site for the long-term survival of any company or bank. For only
a sustainably profitable bank can achieve the following: provide
products and services to customers that support them in achieving

their long-term financial goals; 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 socie-
ty at large.

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 inter-
est 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 envi-
ronment, Erste Group should benefit materially from operating in
the region of Europe that offers the best structural growth oppor-
tunities for some time to come.

Erste Group’s strategy

Customer banking in Central and Eastern Europe

Eastern part of the EU

Focus on CEE, limited exposure to other Europe

Public sector

Retail banking

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

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

Savings products,
asset management
and pension products

SME/Corporate banking

SME and local
corporate banking

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

Real estate business
that goes beyond
financing

Capital markets

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

In addition to core
markets, presences in
Poland, Germany and
London with institu-
tional client focus and
selected product mix

Building debt and
equity capital markets
in CEE

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
SME 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 16 million retail custom-
ers in its markets and operates about 2,800 branches. In addi-
tion, the bank uses and promotes digital distribution channels
such as Internet and mobile banking as Erste Group is con-
vinced that the importance of digital banking will further in-
crease and will substantially change the future of retail busi-
ness. George, Erste Group’s new digital platform, was launched
in Austria in 2015 and will be rolled out across the group.
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.

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. Only a retail bank with an
extensive distribution network is able to fund loans in local
currency mainly from deposits made in the same currency. In
each of its core markets, Erste Group is in such a position of
strength. 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 different stages of economic devel-
opment, such as Austria, the Czech Republic, Romania, Slovakia,
Hungary, Croatia and Serbia.

SME and corporate business

The second main business line, which also contributes signifi-
cantly to Erste Group’s earnings, is the business with small and
medium-sized enterprises, regional and multi-national groups,
and real estate companies. Erste Group’s goal is to enhance the
relationships with these clients beyond pure lending business.
Specifically, the bank’s goal is for SMEs and large corporate
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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 the regulatory interventions, advising and supporting
the bank’s corporate customers in capital market transactions is
becoming increasingly important.

Capital markets business

Client-driven capital markets activities is 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 the financial markets and the customers.
As a key capital markets player in the region, Erste Group also
performs 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 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 concentrates on
key markets of the retail, SME and large corporate business:
Austria, the Czech Republic, Slovakia, Romania, Hungary,
Croatia and Serbia. For institutional customers, specialised teams
have been established in Germany and Poland as well as in Lon-
don, 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.

Public sector business

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

Adequate transport and energy infrastructure and municipal
services 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 2014 and 2020, the European Union has
earmarked about EUR 90 billion from structural and investment
funds for the Czech Republic, Slovakia, Croatia, Hungary and
Romania: This is one quarter of the total allocation under the
European Union’s cohesion policy. In this context, Erste Group’s
commitment to infrastructure development in Romania is to be
highlighted. The Romanian subsidiary Banca Comerciala
Roména supports investment in essential infrastructure by fund-
ing key companies in all sectors.

Interbank business

The interbank business is an integral part of Erste Group’s busi-
ness 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 the wake of the financial crisis, regulatory requirements for banks
increased significantly with a view to establishing a framework for a
more resilient global financial system. It has become the clear
regulatory aim to prevent tax-payers from having to bail out finan-
cial institutions in future. To this effect, the new international regu-
latory framework for banks has been revised by the Basel Commit-
tee on Banking Supervision (Basel 3). The new regime is designed
to strengthen the regulation, supervision and risk management of
the banking sector. Within the European Union the Basel 3 legal
framework is implemented through the Capital Requirements Di-
rective (CRD IV) and the Capital Requirements Regulation (CRR).

The goal behind the reform measures is to improve the banking
sector’s ability to absorb any shocks arising from financial or
economic stress, to strengthen the sector’s transparency and
disclosure requirements and to improve risk management and
governance. Capital requirements have been tightened and mini-
mum liquidity requirements have been introduced. To tackle
potential weaknesses in the loss-absorbing capacity of banks
additional capital buffers (capital conservation buffer, anti-
cyclical buffer, systemic risk buffer) are to be introduced in
various steps. In addition, the quality of equity and own funds

instruments follows stricter rules. In 2015, many of the new rules
were defined through regulations, explanations and recommenda-
tions by European and national regulators.

In November 2014, the Single Supervisory Mechanism (SSM)
entered into force. It is based on commonly agreed principles
and standards. The banking supervision is performed by the
European Central Bank (ECB) together with the national su-
pervisory authorities of participating member states of the euro
zone. The ECB is responsible for the effective and consistent
functioning of the SSM. To ensure efficient supervision, credit
institutions are categorised as significant or less significant:
The ECB directly supervises significant banks, whereas nation-
al authorities are in charge of supervising less significant
banks. Erste Group has been classified as significant.

Austria, Germany and the UK were the first countries to imple-
ment the EU Bank Recovery and Resolution Directive (BRRD).
As of 1 January 2015 the BaSAG (Austrian Recovery and Resolu-
tion Act/ Bundesgesetz zur Sanierung und Abwicklung von Bank-
en) entered into force. Beyond the requirement to have recovery
and resolution plans in place, the framework also stipulates an
additional minimum capital requirement to ensure sufficient loss-
absorbing capacity, the MREL (Minimum Requirement on Own
Funds and Eligible Liabilities), which will be further specified on
a bank-by-bank basis. In addition, several tools to resolve failing
institutions have been introduced for the newly established resolu-
tion authority (i.e. the FMA for Austrian banks).

In August 2015, in the implementation of the directive on deposit
guarantee schemes, the Deposit Guarantee and Investor Compen-
sation Act (Einlagensicherungs- und Anlegerentschidigungs-
gesetz, ESAEG) was published. Following a transition period
until year-end 2018, it stipulates a new structure and an ex ante
formation of a deposit insurance funds by 2024.

To strengthen the Austrian banking industry, the Financial Mar-
kets Authority (FMA) introduced a systemic risk buffer for a
series of Austrian credit institutions by way of ordinance (capital
buffer ordinance). For the Holding, it amounts to 0.25% of risk-
weighted assets as of 1 January 2016 and will be gradually in-
creased to 2% until 1 January 2019.

As of year-end 2015, Erste Group reported a fully loaded Basel 3
CET1 (common equity tier-1) ratio of 12.0% and a total capital ratio
of 17.2%. Despite increasing regulatory pressure in general and
additional burdens on the capacity of retaining earnings as a result
of bank levies in Austria, Hungary and Slovakia as well as contribu-
tions into national deposit insurance and resolutions funds, Erste
Group remained well-capitalised and benefits from an excellent
liquidity position, enabling it to proactively serve customers’ needs.
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LONG-TERM GROWTH TRENDS IN
CENTRAL AND EASTERN EUROPE

While the financial and economic crisis has slowed the economic
catching-up process across the countries of Central and Eastern
Europe, the underlying convergence trend continues. This is on
the one hand due to the fact that the region has to make up for
almost half a century of communist mismanagement of the econ-
omy 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 until some twenty years
ago. 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 competitive envi-
ronment was lacking due to extensive state ownership. All this has
changed. In most of the countries, interest rates are in a process of
convergence or have already converged to euro levels. Disposable
incomes have 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 com-
petition. Economic growth, which declined substantially in some
countries in CEE following the economic and financial crisis,
recovered recently. Despite such economic slowdowns and poten-
tial 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 unafforda-
ble costs in the long term of the western welfare states and have
labour markets that are considerably more flexible. These ad-
vantages are complemented by — on average — highly competitive
export industries that benefit from wage costs that are low relative
to workforce productivity and from investor-friendly tax and wel-
fare systems.
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A comparison of per capita 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 West-
ern European levels of loans per capita; also in relative terms,
these countries differ substantially regarding debt levels com-
mon in the West. The contrast to Serbia or Romania is even
more pronounced: Private debt levels, and particularly house-
hold debt, are substantially lower than in the advanced econo-
mies. Even though the developments of very recent years will
probably lead to a reassessment 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 sustainable economic growth will
prove to be a lasting trend rather than a short-term process that
has already peaked.

Customer loans/capita in CEE (2015) in EUR thousand

42—

37.3
36 —

24 —

Austria  CzechRep Croatia Slovakia  Hungary Romania Serbia

Source: Local central banks, Erste Group

Over the upcoming 15 to 20 years, on average, these countries
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 set-
backs on this long-term path of sustainable growth.
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ECONOMIC ENVIRONMENT

In 2015, the global macroeconomic environment was particularly
characterised by different money supply policies, which impacted
global economic developments. The loose monetary policy (quanti-
tative easing) pursued in Europe contrasted with the restrictive
policy adopted in the United States. The Federal Reserve (Fed)
eventually terminated the quantitative easing programme, and the
interest rate reversal that had been anticipated for a whole year
finally happened. The Fed’s confidence reflected the positive eco-
nomic development of the world’s largest economy, consumer
spending and employment visibly improved throughout 2015. The
European Central Bank (ECB), on the other hand, continued its
bond purchase programme initiated at the start of the year. Recov-
ery of the euro zone remained on track as its economies were sup-
ported by strengthening domestic demand and exports. Although
emerging markets and developing economies continued to outgrow
advanced markets, their performances disappointed in 2015 — in
particular in China, where decelerating economic growth reflected
the ongoing correction in the property sector, weakness in industrial
activity and slower loan growth. In addition, the Russian economy
experienced an economic downturn due to weakening commodity
prices and political tensions with Ukraine. A possible exit of Greece
from the euro zone and implications of the military actions in Syria
also led to uncertainties in 2015. Overall, the global economy grew
by 3.1%, after 3.4% in 2014.

The United States’ economy performed well in 2015. Solid labour
market conditions continued to support consumption-led growth
with job creation averaging more than 200,000 per month in 2015
and the unemployment rate falling to 5% in the final quarter of
the year. Higher real disposable household income, boosted by
employment gains, declining oil prices and moderate wage
growth, led to rising personal consumption growth despite the
increase in the savings ratio. Investments also developed satisfac-
torily with the sole exception of the oil sector. Foreign trade, on
the other hand, was the weak spot of the US economy. The de-
cline in net exports was mainly due to the strength of the dollar
against the euro and the softness in external demand, particularly
from large emerging markets. The fall of oil prices in the summer
of the year and the strong currency led inflation to hover around
zero in the second half of 2015. In December 2015, the Fed de-
cided to raise short-term interest rates by 0.25% for the first time

since the financial crisis. The central bank expressed its confi-
dence that the US economy had recovered and job growth had
strengthened sufficiently to allow it to raise the key policy rate.
Altogether, the US economy grew by 2.4% in 2015

The economic performance of the euro zone was satisfactory but
remained uneven in 2015. Germany, Europe’s biggest economy,
was supported by increasing consumption, growing investments
and improved foreign trade. Consumption significantly benefitted
from rising real wages and the low unemployment rate. Invest-
ments also contributed to the country’s economic growth, driven
mainly by strong activity in residential housing. The country’s
foreign trade was supported by strong exports, which benefitted
from a weaker euro; this more than compensated for weaker ex-
ports to China. Spain was one of the most dynamic economies of
the euro zone as the country benefitted from the comprehensive
reforms that were adopted in the wake of the financial crisis. The
economies of France and Italy, however, lagged behind those of
Spain and Germany. The French government showed little will-
ingness to implement reforms in 2015, while in Italy labour mar-
ket reforms were implemented. In March 2015, the ECB an-
nounced plans to continue its monetary policy by purchasing
public sector bonds, asset-backed securities and covered bonds
with a monthly targeted amount of EUR 60 billion until at least
September 2016. A further enhancement of monetary policy sup-
port until March 2017 was decided in December 2015. The ECB
kept interest rates at the historic low of 5 basis points throughout
the year. Overall, the eurozone economy grew by 1.5% in 2015.

The Austrian economy remained well diversified across sectors,
benefitting from a sizeable, high value-added industrial base, its
well-educated workforce and its important service sector. In terms
of GDP per capita of approximately EUR 39,400, Austria re-
mained one of the euro zone’s most prosperous countries in 2015.
Despite the fact that Austria grew less than the euro zone in 2015,
the country’s economic performance met expectations. Activity
across all sectors of the economy rose. While foreign trade was
negatively impacted by a noticeable decline in exports to China
and Russia, the balance of trade remained positive. Domestic
demand also contributed to economic growth despite a relatively
low increase in disposable income. Overall, the country’s econom-
ic growth stood at 0.8%. Austria’s unemployment rate increased
for the fourth consecutive year, but at 5.8% was still
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among the lowest in Europe. The troubled financial institution
HETA Asset Resolution AG, formerly Hypo AlpeAdria Interna-
tional AG, continued to weigh on the fiscal outcome, and the
public sector had to book illiquid assets of Kommunalkredit of
around 2% of GDP, which also contributed to the increase of
public debt in 2015. Public debt, as a percentage of GDP, in-
creased to 87% (2014: 84.2%). As a result of the relatively low
growth and elevated debt burden, Moody’s downgraded the out-
look of the country’s sovereign rating in the last quarter of 2015.

Despite the relatively weak developments of some of the world’s
major emerging markets, the CEE economies achieved strong
economic growth in 2015. This performance was mainly due to
fiscal tightening packages carried out in previous years, improved
external imbalances, very low inflation and the fact that the re-
gion’s countries are net importers of energy. In addition, Europe-
an Union fund absorption rates significantly improved in CEE,
particularly in Hungary and the Czech Republic, the region’s
fastest growing economy. Overall, consumer confidence im-
proved across the region, and domestic demand proved to be the
main driver of economic growth. The car industry, which was one
of the main contributors to exports, again supported the Czech,
Slovak, Romanian and Hungarian economies. On the back of the
ECB’s monetary policy, the national banks in Hungary and Ro-
mania continued to cut their key rates. In the Czech Republic, the
base rate remained at five basis points throughout the year, and
the region’s currencies remained broadly stable against the euro.
The competitive economies of the region and decreasing unem-
ployment rates supported current account balances in 2015. In
addition, the region was characterised by solid public finances, as
almost all countries fulfilled Maastricht criteria. Overall, the CEE
economies grew, with the Czech Republic achieving the highest
growth rate at 4.5%. Croatia, on the other hand, had the weakest
growth at 1.5%, still emerging from a multi-year recession.

PERFORMANCE IN 2015

Acquisitions and disposals in Erste Group in 2015 did not have
any significant impact and therefore had no effect on the rates of
changes stated below. Details are provided in the notes to the
consolidated financial statements.

Overview

Net interest income declined to EUR 4,444.7 million (EUR
4,495.2 million), mainly due to the persistently low interest rate
environment, which was not fully offset by loan growth. Net fee
and commission income declined slightly to EUR 1,861.8
million (EUR 1,869.8 million) due to lower income from lending
business and payment services. The net trading and fair value
result decreased to EUR 210.1 million (EUR 242.3 million).
Operating income went down moderately to EUR 6,771.8
million (-1.5%; EUR 6,877.9 million).
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General administrative expenses I Operating income

General administrative expenses rose to EUR 3,868.9 million
(+2.2%; EUR 3,787.3 million). This resulted in a decline of the
operating result to EUR 2,902.9 million (-6.1%; EUR 3,090.7
million). The cost/income ratio amounted to 57.1% (55.1%).

Net impairment loss on financial assets not measured at
fair value through profit or loss (net) fell significantly to EUR
729.1 million or 56 basis points of average gross customer loans
(-65.0%; EUR 2,083.7 million or 163 basis points), primarily due
to a substantial decline in Romania, but also due to a positive
trend in all Austrian segments. The NPL ratio improved further
to 7.1% (8.5%). The NPL coverage ratio stood at 64.5%
(68.9%).

Other operating result amounted to EUR -635.6 million (EUR
-1,752.9 million). The significant positive change was attributable
to the non-recurrence of high negative one-off effects in 2014
(primarily intangible write-downs). Current figures include the
expense of contributions to national resolution funds in the
amount of EUR 51.3 million payable in 2015 for the first time as
well as losses in the amount of EUR 129.5 million resulting from
legislation requiring the conversion of customer loans (Swiss
francs to euro) in Croatia. In addition, provisions were recognised
in the amount of EUR 101.6 million for risks related to Romanian
consumer protection claims. At EUR 236.2 million (EUR 256.3
million), banking and financial transaction taxes were again
significant: EUR 128.6 million (EUR 130.5 million) in Austria,
EUR 23.6 million (EUR 31.5 million) in Slovakia and EUR 84.0
million (EUR 94.2 million) in Hungary.

Due to the good risk development at the Savings Banks and the
turnaround in Romania, the minority charge was high at EUR
307.0 million (EUR 133.4 million). The net result attributable
to owners of the parent rose to EUR 968.2 million (EUR
-1,382.6 million).
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Operating result and net profit/loss for the year
attributable to owners of the parent
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B Operating result Net profit for the year attributable
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Cash return on equity, i.c. return on equity adjusted for non-
cash expenses such as goodwill impairment and straight-line
amortisation of customer relationships, stood at 9.3% (reported
ROE:-9.3%) in 2015 versus -9.4% (reported ROE:-13.3%) in
2014.

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

Cash earnings per share for the financial year 2015 amounted
to EUR 2.23 (reported EPS: EUR 2.22) versus EUR -1.44 (re-
ported EPS: -3.37) in 2014.

Total assets increased to EUR 199.7 billion (EUR 196.3 billion),
driven mainly by the increase in customer lending volume, with
loans and receivables to customers (net) rising to EUR
125.9 billion (EUR 120.8 billion). Within liabilities, customer
deposits rose to EUR 127.9 billion (EUR 122.6 billion). The
loan-to-deposit ratio stood at 98.4% (98.6%).

The common equity tier 1 ratio (CET 1, Basel 3 phased-in)
stood at 12.3% (10.6%). The total capital ratio (Basel 3 phased-
in) at 17.9% (15.7%).

Dividend

A dividend distribution amounting to EUR 0.50 per share will be
proposed at the Annual General Meeting (2014: no dividend
distribution).

Outlook

Operating environment anticipated to be conducive to credit
expansion

In 2016, real GDP growth, driven primarily by robust domestic
demand, of between 1.5% and 3.8% is expected for Erste Group’s
key markets, i.e. Austria, the Czech Republic, Slovakia, Romania,
Hungary and Croatia. As in 2015, the contribution of net exports
to GDP growth will again be less significant in 2016, though.
Inflation will remain negligible in 2016 against the backdrop of a
weak economic environment in Europe and the continuing de-
cline in commodity prices. The economic growth anticipated for
2016 should support a further drop in unemployment in most of
Erste Group’s key countries. In Austria, the unemployment rate is
expected to increase, however. The solid economic development
in Erste Group’s core markets will again be reflected by current
account surpluses in 2016, with the exception of Romania, which
is expected to post a current account deficit of 1.1%. The solid
macroeconomic situation of Central and Eastern Europe is under-
pinned by continuing moderate levels of government debt in the
Czech Republic, Slovakia and Romania, where public debt ratios
should remain below the Maastricht limit of 60%. Overall, the
2016 economic outlook for Erste Group’s markets in Central and
Eastern Europe should hence be bright. In those circumstances, it
is expected that loan demand should rise further in Erste Group’s
core countries.

Return on tangible equity (ROTE) expected at about 10-11%
in 2016

In 2016, the business of Erste Group should benefit from the
following factors: supported by the solid development of the
overall economy, loan growth should continue and credit quality
should improve amid a favourable risk environment. The sale of a
participation in VISA will result in a positive one-off impact of
about EUR 127 million pre-tax. While higher lending volume has
a positive impact on net interest income, the persistently low
interest rate environment will result in lower returns from in-
vestments in government bonds and will also adversely affect the
liabilities side. Banking levies (comprising banking taxes in
Austria, Hungary and Slovakia), the Hungarian financial transac-
tion tax as well as resolution funds and deposit insurance fund
contributions) will have a negative pre-tax impact of about EUR
360 million. In 2016, the bank will continue to pursue the digital
transformation as one of its key business policy objectives: the
newly designed digital platform George will be expanded further
and, after its successful launch in Austria, will also be rolled out
in the Czech Republic. Overall, the bank is expected to continue
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its positive development, which should lead to a further strength-
ening of the capital base. The bank therefore assumes that it will
be in a position to pass the stress test announced by the European
Central Bank for 2016.

Risks to outlook

Risks related to political interventions in the banking market and
risks arising from legal action under consumer protection legisla-
tion: in recent years, politically motivated legislation that has
significantly increased the cost of banking operations was passed
in several countries in which Erste Group operates. This included
most notably the introduction of banking levies in Austria, Hun-
gary and Slovakia as well as various laws providing for a refund
of fees and the forced conversion of foreign-currency loans, e.g.
in Hungary and in Croatia. It cannot be ruled out that further
legislative measures may be adopted in the future, including some
of the kind currently being discussed in Romania, under which
consumers are to be allowed to transfer ownership in loan collat-
eral to the bank in return for cancellation of their debt. Erste
Group and its subsidiaries are furthermore involved in various
lawsuits brought by consumer protection organisations, which in
the event of a negative outcome might result in additional costs.

Risks in connection with geopolitical and global economic devel-
opments: international political and economic turmoil caused, for
example, by a severe slowdown in global growth, a potential exit
of Great Britain from the European Union or political tensions
within the EU may, individually or collectively, negatively affect
the profitability and growth prospects of Erste Group. The ex-
tremely expansionary monetary policies pursued by the central
banks of Western advanced economies also have an ongoing
negative effect on the profitability of the global banking sector.
They reduce banks’ interest income and result in a persistent
decrease in net interest margins. Erste Group Bank AG has al-
ready responded to this development by introducing more digital
elements into its business model.

ANALYSIS OF PERFORMANCE
January-December 2015 compared with January-December 2014

Net interest income

Net interest income declined to EUR 4,444.7 million (EUR
4,495.2 million), mainly due to the low interest rate environment
which could not be offset by loan growth of 4.2%. Developments
varied geographically: while net interest income declined signifi-
cantly in Romania (lower unwinding effect) and Hungary (con-
sumer loan law, lower loan volume), it increased in Austria. Con-
sequently, the net interest margin (net interest income as a percent-
age of average interest-bearing assets) contracted from 2.65% to
2.59%.

18

Net interest margin in %

4.21
3.94

297

<BO 2.69 2.65 2.59
3 | | ‘

o
2,09 2.01
1.73
1 1.44 160
0
2011 2012 2013 2014 2015
restated
I Central and Eastern Europe I Overall group Austria

Since 2013 the calculation method for the net interest margin has been based on segment figures. For the
calculation of the average interest-bearing assets five quarterly figures are now used instead of the four in
the past.

Net fee and commission income

Net fee and commission income declined slightly to EUR 1,861.8
million (EUR 1,869.8 million). Consistently strong results from
asset management and the custody business largely offset the
decline in income from the lending business and payment services.

Net fee and commission income, structure and trend
in EUR million

2,400 —

2,000 —
1,787 1,807 B 1862
1,724

||
1,600 — -

1,200 [—

Al l l

“r . . .

2011 2012 2013 2014 2015
restated

Securities business Il Other B Asset management (since 2013)
I Lending business Payment business Il Customer resources distributed
I Insurance business (till 2012) (since 2013)

Net trading and fair value result

The net trading and fair value result decreased to EUR 210.1 mil-
lion (EUR 242.3 million), as improved income from foreign ex-
change transactions and positive valuation results of financial
liabilities — at fair value through profit or loss did not compensate
for the lower contribution of the line item securities and derivatives
trading.



CEO letter | Management board | Supervisory board report | Capital markets | Strategy | Management report | Segments | Society | Customers | Employees | Environment | Corporate governance | Financial statements

General administrative expenses
General administrative expenses rose to EUR 3,868.9 million
(EUR 3,787.3 million).

General administrative expenses,
structure and trend, in EUR million
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Personnel expenses increased, partly due to a higher average
headcount, to EUR 2,244.6 million (EUR 2,184.2 million). Other
administrative expenses were up at EUR 1,179.3 million
(EUR 1,136.9 million), depreciation and amortisation de-
clined to EUR 445.0 million (EUR 466.1 million). The line item
other administrative expenses comprised deposit insurance con-
tributions in the amount of EUR 99.6 million (EUR 87.6 million).
The rise in these expenses was attributable to contributions to a
deposit insurance fund in the amount of EUR 21.5 million that
Austrian financial institutions had to pay for the first time in
2015. The line item depreciation and amortisation included the
straight-line amortisation of intangible assets (customer relation-
ships) in the amount of EUR 6.2 million (EUR 37.0 million). The
marked decline was due to the full write-down of customer rela-
tionships in BCR in 2014.

Headcount as of 31 December 2015
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8,405
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The average headcount increased slightly by 1.1% to 46,496
(45,996).

Operating result

Operating income declined to EUR 6,771.8 million (-1.5%; EUR
6,877.9 million) due to lower net interest income, a decline in the
net trading and fair value result and lower dividend income.
General administrative expenses rose to EUR 3,868.9 million
(+2.2%; EUR 3,787.3 million), which led to an operating result in
the amount of EUR 2,902.9 million (-6.1%; EUR 3,090.7 mil-
lion). The cost/income ratio stood at 57.1% (55.1%).

Gains/losses from financial assets and liabilities not
measured at fair value through profit or loss (net)
Gains/losses from financial assets and liabilities not measured at
fair value through profit or loss (net) rose to EUR 100.9 million
(EUR 18.3 million). This was attributable to positive contribu-
tions from the sale of financial assets — available for sale as well
as gains from the repurchase of financial liabilities carried at
amortised cost.

Net impairment loss on financial assets not measured
at fair value through profit or loss (net)

Net impairment loss on financial assets declined to EUR 729.1
million (EUR 2,083.7 million). This development was attributa-
ble in particular to the decline in the balance of the allocation and
release of provisions for the lending business together with the
costs of direct loan write-offs offset by income received from the
recovery of loans already written off to EUR 666.5 million (EUR
2,044.9 million). The main drivers were declining risk costs in
Austria as well as lower risk costs plus substantial recoveries of
receivables previously written off in Romania after the recogni-
tion of extraordinarily high risk provisions in 2014. Consequent-
ly, net impairment loss on financial assets not measured at fair
value through profit or loss, based on the average volume of gross
customer loans, improved significantly to 56 basis points (163
basis points). In addition, this line item included a net impairment
loss on held-to-maturity and available-for-sale financial assets in
the amount of EUR -62.6 million (EUR -38.8 million).

Other operating result

The non-recurrence of high negative one-off effects had a posi-
tive impact on other operating result, which came in at EUR
-635.6 million (EUR -1,752.9 million). The comparative period
had been affected by substantial write-offs: goodwill write-downs
in the total amount of EUR 475.0 million (thereof EUR 319.1
million in Romania, EUR 61.4 million in Croatia and EUR 94.5
million in Austria). In addition, EUR 489.8 million were written
off in Romania for customer relationships and brand.

Other operating result also included expenses of EUR 336.8 mil-
lion resulting from a consumer loan law passed by the Hungarian
parliament. The negative net impact of the law and the conversion
of the foreign-currency loans was EUR 312.2 million.
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Levies on banking activities declined to EUR 236.2 million (EUR
256.3 million). In Hungary, banking levies of EUR 84.0 million
(EUR 94.2 million) included banking tax of EUR 46.2 million
(EUR 47.9 million) and a financial transaction tax of EUR 37.8
million (EUR 46.3 million). Banking levies charged in Austria
amounted to EUR 128.6 million (EUR 130.5 million) and in
Slovakia — after a substantial reduction — to EUR 23.6 million
(EUR 31.5 million).

Other operating result also comprises the allocation/release of
other provisions, including for commitments and guarantees
given, in the amount of EUR 306.0 million (EUR 73.8 million).
This includes provisions in the amount of EUR 129.5 million for
losses resulting from legislation requiring the conversion of
customer loans (Swiss francs to euro) in Croatia as well as EUR
101.6 million for risks related to Romanian consumer protection
claims. In the comparative period, other operating result had
mainly reflected provisions in the amount of EUR 336.8 million
recognised after a consumer loan law had been passed in Hunga-
ry. Provisions for commitments and guarantees given amounted
to EUR 63.0 million.

This line item also includes contributions to the national resolu-
tion fund payable in 2015 for the first time in the amount of EUR
51.3 million. Impairments of own properties and repossessed
assets of EUR 36.3 million also had a negative impact on this
position.

Profit/loss for the year

The pre-tax result from continuing operations amounted to EUR
1,639.1 million (EUR -727.7 million). Due to the good risk devel-
opment in Austria and the turnaround in Romania, the minority
charge increased significantly to EUR 307.0 million (EUR 133.4
million). The net result attributable to owners of the parent rose to
EUR 968.2 million (EUR -1,382.6 million).

Tax situation

Pursuant to section 9 of the Austrian Corporate Tax Act
(“KStG”), Erste Group Bank AG and its main domestic subsidiar-
ies constitute 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
Austrian corporate income tax was payable in fiscal year 2015.
The current tax loss carried forward increased in 2015.

Taxes on income are made up of current taxes on income calcu-
lated in each of the Group companies based on the results report-
ed for tax purposes, corrections to taxes on income for previous
years, and the change in deferred taxes. In 2015, the reported total
income tax expense amounted to EUR 363.9 million (2014: EUR
521.5 million).
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Balance sheet development

Total assets increased to EUR 199.7 billion (EUR 196.3 bil-
lion), driven mainly by the increase in customer lending volume,
with loans and receivables to customers (net) rising to EUR 125.9
billion (EUR 120.8 billion). Within liabilities, customer deposits
rose to EUR 127.9 billion (EUR 122.6 billion). Total risk, i.c.
risk-weighted assets including credit, market and operational risk,
(Basel 3 phased-in) decreased to EUR 98.3 billion (EUR 100.6
billion).

The cash and cash balances amounting to EUR 12.4 billion (EUR
7.8 billion) are a sign of good liquidity.

Trading and investment securities held in various categories
of financial assets were down at EUR 47.5 billion (EUR 50.1
billion), with declines posted in the line items financial assets —
available for sale and financial assets — held for trading (in the
derivatives position).

Loans and receivables to credit institutions (net) decreased
to EUR 4.8 billion (EUR 7.4 billion). Loans and receivables to
customers (net) rose to EUR 125.9 billion (EUR 120.8 billion),
driven by higher volumes in Slovakia, the Czech Republic and
Austria (Erste Bank Oesterreich and Savings Banks).

Loans and advances to customers, structure and
trend, in EUR million
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Allowances for loans and receivables to customers de-
clined to EUR 6.0 billion (EUR 7.5 billion), reflecting the steady
improvement in asset quality.

Intangible assets stood at EUR 1.5 billion (EUR 1.4 billion).
Miscellaneous assets declined to EUR 7.7 billion (EUR 8.6
billion).

Financial liabilities — held for trading were lower at EUR 5.9
billion (EUR 7.7 billion), primarily as a result of a decrease in the
line item derivatives.
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Balance sheet structure/liabilities and total equity
in EUR million
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Deposits from banks declined to EUR 14.2 billion (EUR 14.8
billion). Deposits from customers were up at EUR 127.9
billion (EUR 122.6 billion). The loan-to-deposit ratio stood at
98.4% (98.6%).

Debt securities in issue, mainly bonds, declined to EUR 29.7
billion (EUR 31.1 billion). Miscellaneous liabilities rose to
EUR 7.3 billion (EUR 6.6 billion).

Erste Group’s total equity increased to EUR 14.8 billion (EUR
13.4 billion). Common equity tier 1 capital (CET 1, Basel 3
phased-in) rose to EUR 12.1 billion (EUR 10.6 billion); total
own funds (Basel 3 phased-in) improved to EUR 17.6 billion
(EUR 15.8 billion). Total risk (risk-weighted assets including
credit, market and operational risk, Basel 3 phased-in) declined to
EUR 98.3 billion (EUR 100.6 billion).

Common equity tier 1 capital (CET 1) according to CRR
in EUR million
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As of 2014, Erste Group has calculated consolidated regulatory
capital according to Basel 3. The calculation follows the require-
ments as defined by the capital requirements regulation (CRR)
taking into consideration transitional provisions as defined in the
Austrian CRR Supplementary Regulation. These transitional
provisions define the percentages applicable to eligible capital
instruments and regulatory deduction items as well as filters. The
total capital ratio (Basel 3 phased-in) in relation to the total risk
(total eligible qualifying capital in relation to total risk pursuant to
CRR) was 17.9% (15.7%), well above the legal minimum re-
quirement (8%).
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In Basel 2.5: Core tier-1 capital. Basel 3 values are based on CRR transitional rules.
EVENTS AFTER BALANCE SHEET DATE
There were no significant events after the balance sheet date.

RISK MANAGEMENT

With respect to the explanations on substantial financial and non-
financial risks at Erste Group as well as the goals and methods of
risk management, we would like to draw the reader’s attention to
the information in Notes 44, 45 and 50 to the consolidated finan-
cial statements.

RESEARCH AND DEVELOPMENT

Erste Group does not engage in any research activities pursuant to
section 243 (3) no. 3 UGB, but in 2015 development costs in the
amount of EUR 87 million (EUR 50 million) were capitalised in
connection with software developed in-house. In order to drive
improvements for retail customers and in the ongoing services,
Erste Group Bank AG launched the Innovation Hub in 2012. Its
purpose is to initiate and coordinate across-the-board initiatives
with a strong focus on “real customer experiences”. As a multi-
disciplinary team consisting of marketing, product and IT as well
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as design experts, the Innovation Hub is tasked with creating
innovations and managing new programme initiatives.

CORPORATE SOCIAL RESPONSIBILITY

As one of the leading banks in Austria and the eastern part of the
EU, Erste Group has committed itself to strict ethical standards
for all the activities it carries out in its markets. Almost 200 years
ago, the very founding concept of Erste Osterreichische Spar-
Casse already embraced the idea of contributing to the common
good. It goes without saying that Erste Group Bank AG acts
responsibly towards customers, employees, investors and com-
munities. This is why Erste Group Bank AG has brought in a
wide variety of measures.

Adhering to laws and international initiatives against bribery and
corruption is common practice. Measures are implemented to
fulfil this responsibility, such as a documentation and approval
tool for gifts and a Whistleblowing Office. The Erste Integrity
Line encourages lawful, fair behaviour and enables all employees
to report cases of suspicious misconduct.

Commitment to society

Erste Group has always supported social, cultural, educational
and sports projects, such as Erste Bank Oesterreich’s MehirWERT
sponsorship programme.

Social activities

Erste Group’s social commitment is marked by its long-term
cooperation with local and international organisations providing
practical and swift assistance to people in difficult life situations.
Erste Bank Oesterreich, for instance, has been a partner of Caritas
for many years. Since 2003 Erste Bank Oesterreich, the savings
banks and s Bausparkasse have sponsored Hilfswerk Osterreich,
one of the largest non-profit providers of health care, social and
family services in Austria. Additionally, Erste Bank Oesterreich
has also supported the aid organisation lobby.16, which works to
protect the right to education of unaccompanied young refugees
and give them access to education, employment and participation
in social life. Banca Comerciald Romana operates a platform for
no-fee donations, which promotes approximately 300 listed non-
governmental organisations (NGOs). Approximately 90 projects
and initiatives were supported through partial financing in Serbia
in 2015. Slovenska sporitel'fia continued its support for projects
that create new jobs in sheltered workplaces and for organisations
that work with handicapped people. Young people from children’s
homes have obtained scholarships under a project called Success
through Education.

Arts and culture

Erste Group is dedicated to supporting an understanding of and
appreciation for the arts and culture. One of the cornerstones of
the activities is to enable young and socially disadvantaged peo-
ple to find access to music and to the performing or the applied
arts. Promoting young talents is another focus of Erste Group’s
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arts and culture sponsorship programme. Erste Bank Oesterreich
is the main sponsor of the Viennale film festival and Jeunesse,
which supports young artists and the development of innovative
concepts for sharing music. Ceska spofitelna is the most dedicat-
ed long-term promoter of music in the Czech Republic. The
portfolio includes the biggest multi-genre festivals — Colours of
Ostrava and United Islands. Ceska spofitelna is also a patron of
Ceska filharmonie, the Czech Philharmonic orchestra. Projects
focusing on social design were financed as part of the Vienna
Design Week in 2015. In addition, a number of music festivals
and art projects have been promoted in Hungary, Slovakia, Serbia
and Croatia.

Financial education

A good understanding of money and finance is of the utmost
importance, because it enables individuals and households to
improve and secure their economic situation. Financial ignorance
limits social, economic and cultural life, which might become a
risk to the individual but also creates problems for communities,
countries and society in general. Erste Group believes that
knowledgeable and financially educated customers are more
likely to make sound appropriate financial decisions. Financially
secure individuals and families will contribute positively to
communities and foster economic growth and development.
Therefore, Erste Group has been engaged in financial education
activities for many years.

A new project is the Financial Life Park (FLiP), a museum and
learning trail focusing on personal finance and basic economics.
The main target group are school classes starting from primary
school. The FLiP, located in the newly built Erste Campus in
Vienna, Erste Group’s headquarters, will open its doors in autumn
2016.

Erste Group also offers workshops in the fields of financial edu-
cation and debt prevention, especially for younger people. Large
amounts of school and practice materials can be downloaded
from the platform www.geldundso.at, which was developed to-
gether with youths. The local banks in the Czech Republic, Hun-
gary and Slovakia support similar education projects.

Corporate volunteering

Erste Group encourages its employees to show social commit-
ment through various initiatives. Thus, the number of participants
in the Time Bank initiative, which was launched in 2012 and in
which employees dedicate some of their free time to social pro-
jects, is growing steadily. A broad range of social projects, such
as the renovation of social institutions or support for homeless
people, are supported across the group. Employees of Ceska
spofitelna receive two free days for the support of social projects
as part of its Charity Days. The other local banks of Erste Group
also support several similar initiatives.
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In addition to former branch premises at Europaplatz in Vienna,
Erste Group also made available unused space at Erste Campus as
emergency shelter for refugees.

Customers

Erste Group puts customers and their interests at the centre of its
business activities. Only banks that understand the financial
needs of their customers can offer the right solutions at the right
time. Special attention is devoted to the quality of products and
advisory services, as these are key factors for customer satisfac-
tion and, therefore, for building up and maintaining long-term
customer relationships. The focus of Erste Group is clearly on the
relationship with the customer, not on the transaction.

Erste Group believes that, despite technological progress, person-
al contact with customers remains important. This is why the
modern branch network of Erste Group remains a key element of
its banking business. Customers of Erste Group who require
complex long-term financial services expect sound advice. The
combination of digital channels and traditional sales approaches
enables customer relationship managers to explore customer
needs even more proactively. Accessibility, transparency and
comprehensibility of product information are top priorities. As a
result, the range of multilingual consultation services is constant-
ly expanding. Each branch of Erste Bank Oesterreich features an
ATM machine with braille, and the number of barrier-free
branches is increasing across the group.

Customer retention based on high levels of satisfaction ensures
the bank’s long-term success. The Customer Experience Index
(CXI) is assessed in all Erste Group countries, based on repre-
sentative and comprehensive surveys. This index also serves as a
bonus criterion for management board members.

In 2015, the main focus of financial inclusion was again on micro
banking and social enterprise financing. Erste Group’s local
banks offer micro-financing models. Good.bee Credit provides
development-oriented financial products for small businesses and
the self-employed in Romania. Start-ups are also supported
through micro-loans in Serbia, Croatia, Slovakia and Austria that
target the financing of social enterprises.

Suppliers

Erste Group’s suppliers must fulfil strict standards in order to
preserve the sustainable business principles. Covering the
entire supply chain, Erste Group Procurement is the sourcing
and procurement company of Erste Group. Its basic objective
is to ensure clear and fair sourcing and procurement activities
and contracts. In addition to governance issues such as trade
ethics, conflicts of interest, bribery and stakeholder commit-
ment, the supplier audit requires responses to questions on
sustainability and social topics such as child labour, and health
and safety.

Employees

Retaining experienced and committed employees is fundamen-
tal to the long-term success of every company. Erste Group — as
one of the largest employers in the region — therefore aims to
maintain its position as an employer of choice in Central and
Eastern Europe. The appointment of a Group Diversity Manager
underlines the importance of diversity for Erste Group. In 2015,
the management board of the Holding and the employees’ coun-
cil signed a company agreement on preventing discrimination
and promoting respectful behaviour in the workplace. An Anti-
Discrimination Officer was appointed at the end of 2015; this
person works with management on awareness and prevention
and councils, advises and mediates in matters concerning har-
assment and discrimination. Further to that, Erste Group signed
the Nestor Gold Charter on generation management in October
2015.

Erste Group regards supporting the development of its employ-
ees’ professional and social skills as a top priority to ensure that
the employees are well prepared to act professionally and in a
socially responsible manner. The Erste Leadership Evolution
Centre structures group-wide leadership development offerings.
Erste Group also offers university graduates a very attractive
career start with its Group Graduate Programme.

The focus of the remuneration policy is on an appropriate bal-
ance in rewarding the performance, competence and level of
responsibility of the employees and keeping a sustainable per-
sonnel cost base. Erste Group offers competitive, but not mar-
ket-leading, compensation packages. The remuneration schemes
are designed according to the CRD IV requirements on remu-
neration, ESMA guidelines (European Securities and Markets
Authority) and local bank laws. Erste Group is committed to a
proactive approach towards helping its employees to identify
and manage health risk. Therefore, a multi-professional team of
occupational physicians, industrial psychologists and physio-
therapists assists the employees in any matters of health and
well-being.

Environment

Environmental issues affect everyone’s life. An Environmental
Steering Committee consisting of the CEO and COO of Erste
Group Bank AG and the Head of Group Environmental Manage-
ment was set up to monitor the group-wide implementation of the
environmental strategy.

To improve its ecological footprint, Erste Group introduced far-
reaching measures to reduce electric energy, heating energy, copy
paper and CO2 emissions. A wide variety of energy-saving pro-
grammes has been implemented in all local banking subsidiaries.
In addition, group-wide criteria for choosing heating and electric
energy providers based on their use of renewable energies have
been defined. Erste Campus, the new headquarters in Vienna, has
been awarded preliminary DGNB Gold certification by the Aus-
trian Society for Sustainable Real Estate (OGNI), and Erste Asset
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Management was the first Austrian investment funds company to
sign the Montréal Carbon Pledge.

The Corporate governance report is part of the annual report of
Erste Group (www.erstegroup.com/investorrelations).

CAPITAL, SHARE, VOTING AND CONTROL
RIGHTS

Disclosures pursuant to

section 243a (1) UGB (Austrian Commercial Code)

With regard to the statutory disclosure requirements related to the
composition of the capital as well as the class of shares, special
reference is made to note 36 in the consolidated financial state-
ments.

As of 31 December 2015, DIE ERSTE oesterreichische Spar-
Casse Privatstiftung (“Privatstiftung”), a foundation, controlled
together with its partners to shareholder agreements approximate-
ly 29.17% of the shares in Erste Group Bank AG and was the
controlling shareholder with 12.88% of the shares. The Privatstif-
tung held 9.22% of the shares directly, the indirect participation
of the Privatstiftung amounted to 3.66% of the shares were held
by Sparkassen Beteiligungs GmbH & Co KG, which is an affili-
ated undertaking of the Privatstiftung. 3.30% were hold by Aus-
trian savings banks and saving banks foundations acting together
with the Privatstiftung and affiliated with Erste Group Bank AG
through the Haftungsverbund. 9.92% of the subscribed capital
was controlled by the Privatstiftung on the basis of a shareholder
agreement with Caixabank S.A., 3.08% were held by other part-
ners to other shareholder agreements.

Furthermore, it should be noted that Erste Group Bank AG — just
as nearly all Austrian savings banks — is a member of the Haf-
tungsverbund of Sparkassengruppe. Sparkassengruppe sees itself
as an association of independent, regionally established savings
banks that strives to bolster its market position by strengthening
common product development, harmonising its market presence
and advertising concepts, pursuing a common risk policy, engag-
ing in co-ordinated liquidity management and applying common
controlling standards.

In addition, the purpose of this scheme is:

_ to identify any business issues of its member banks at an ear-
ly stage and to provide effective assistance to its members in
the resolution of business issues — this can range from offer-
ing technical assistance or giving guarantees to providing
borrowed or qualifying capital, and

_ to provide customers with a deposit guarantee system that
goes beyond the legal deposit guarantee requirement (section
93 et seq. of the Austrian Banking Act (“BWG”), which only
guarantees certain types of customer deposits, by creating a
suitable obligation to service the liabilities of other participat-
ing savings banks if the need arises.
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Haftungsverbund GmbH is responsible for implementing such
measures and analysing the business situation of every member
bank of the Haftungsverbund. Overall, the participating savings
banks hold a maximum stake of 49% (assuming all savings banks
participate) in Haftungsverbund GmbH and Erste Group Bank
AG always holds a minimum stake of 51%.

As required by the BWG, individual members of the Haftungs-
verbund may need to provide assistance to other members (by
giving liquidity assistance, granting loans or guarantees and
providing equity capital, for instance), and, in any other protec-
tion case (insolvency) to service the guaranteed customer deposits
of a Haftungsverbund member. The scope of the individual ser-
vices to be provided by individual Haftungsverbund members
where needed is subject to an individual and general maximum
limit. Any contributions made by Haftungsverbund members
under the statutory deposit guarantee system pursuant to section
93 et seq. BWG are likewise counted in. The corresponding
amounts are determined by Haftungsgesellschaft and communi-
cated to members liable for contributions.

In 2013, collaboration with savings banks was further strength-
ened by way of an additional agreement. The purpose of the
agreement concluded in 2013 and effective as of 1 January 2014
is not only to broaden the regulatory options available to Erste
Group Bank AG but also to ensure compliance with point 127 of
Article 4 (1) (1) CRR and Article 113 (7) CRR with a view to
allowing recognition of minority interests at consolidated level in
acc. with Article 84 (6) CRR. Savings banks that are party to the
agreement concluded in 2013 also include Allgemeine Sparkasse
Oberdsterreich, which forms an institutional protection scheme as
defined under Article 113 (7) CRR with the other members of the
Haftungsverbund. Owing to the new legal and supervisory re-
quirements, the maximum limits for support mechanisms of the
individual members were raised and an ex ante fund was set up.
Payments to the ex ante fund are made on a quarterly basis over a
period of 10 years. In the financial statements, the payments by
the individual members are recognised as participations in IPS
GesbR — which has been charged with managing the ex ante fund.
There was a shift in retained earnings from untied reserves to tied
reserves. On the basis of the contractual provisions, these retained
earnings represent a tied reserve. These tied retained earnings
may be released only if the ex ante fund is used due to a contin-
gency. Internally, this reserve may therefore not be used to cover
a loss and, at member level, it does not qualify as capital under
the definition of CRR; on a consolidated level, however, the ex
ante fund qualifies as capital.

Additional disclosures pursuant to

section 243a (1) UGB

All restrictions on voting rights or the transfer of shares, even if
they are included in agreements between shareholders, insofar as
they are known to the management board pursuant to section
243a (1) no. 2 UGB:
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In shareholder agreements, the Privatstiftung agreed with its
partners the following: concerning the appointment of the mem-
bers of the supervisory board, the partners are obliged to vote as
required by the Privatstiftung. The partners can dispose of shares
according to a predefined sale procedure and can purchase shares
only within the quotas agreed with the Privatstiftung (of in total a
maximum of 2% within 12 months); with this regulation an un-
wanted creeping-in according to the Takeover Act shall be pre-
vented. In addition, the partners have committed themselves not
to make a hostile takeover bid, nor to participate in a hostile
takeover bid, nor to act together with a hostile bidder in any other
way.

Under article 15.1 of the articles of association, for the duration
of its assumption of liability for all current and future debts in the
event of their default on payment, the Privatstiftung is entitled,
pursuant to section 92 (9) of the Austrian Banking Act, to dele-
gate up to one-third of the supervisory board members to be
elected at the annual general meeting. Until now, the Privatstif-
tung has not exercised this right.

Art. 15.4 of the Articles of Association concerning the appoint-
ment and dismissal of members of the management board and the
supervisory board is not directly prescribed by statutory law: a
three-quarter majority of valid votes cast and a three-quarter
majority of the subscribed capital represented at the meeting
considering the proposal are required to pass a motion for remov-
al of supervisory board members. The Articles of Association
contain no restrictions in respect of voting rights or the transfer of
shares. Art. 19.9 of the Articles of Association concerning
amendments to the Articles of Association contains a provision
that is not prescribed directly by statutory law: amendments to the
Articles of Association, in so far as they do not alter the business
purpose, may be passed by a simple majority of votes cast and a
simple majority of the subscribed capital represented at the meet-
ing considering the amendment. Where higher majority votes are
required by individual provisions of the Articles of Association,
these provisions can only be amended with the same higher ma-
jority vote. Moreover, amendments to Art. 19.9 require a three-
quarter majority of the votes cast and a three-quarter majority of
the subscribed capital represented at the meeting considering the
proposal.

Additional disclosures pursuant to

section 243a (1) no. 7 UGB

Pursuant to the following provisions, members of the manage-
ment board have the right to repurchase shares, where such a
right is not prescribed by statutory law.

As per decision of the annual general meeting of 12 May 2015:

_ the management board is entitled to purchase up to 10% of
the subscribed capital in treasury shares for trading purposes
according to section 65 (1) no. 7 Austrian Stock Corporation
Act ("AktG”). However, the trading portfolio of these shares
may not exceed 5% of the subscribed capital at the end of any

calendar day. The consideration for the shares to be purchased
must not be less than 50% of the closing price at the Vienna
Stock Exchange on the last trading day prior to the purchase
and must not exceed 20% of the closing price at the Vienna
Stock Exchange on the last trading day prior to the purchase.
This authorisation is valid for a period of 30 months, i.e. until
11 November 2017.

_ the management board is entitled, pursuant to section 65 (1)
no. 8 as well as (1a) and (1b) Stock Exchange Act and for a
period of 30 months from the date of the resolution, i.e. until
11 November 2017, to acquire own shares of up to 10% of the
subscribed capital, subject to approval by the supervisory
board, with the option of making repeated use of the 10%
limit, either at the stock exchange or over the counter, like-
wise to the exclusion of the shareholders’ right to tender pro-
portional payment. The authorisation may be exercised in
whole or in part or in several instalments and in pursuit of one
or more purposes. The market price per share must not be be-
low EUR 2.00 or above EUR 120.00. Pursuant to section 65
(1b) in conjunction with sec. 171 Stock Corporation Act, the
management board is authorised, from the date of the resolu-
tion, i.e. until 11 May 2020, on approval by the supervisory
board, to sell or use the company’s own shares, also by means
other than the stock exchange or a public offering for any
purpose allowed by the law, particularly as consideration for
the acquisition and financing of the acquisition of companies,
businesses, business divisions or shares in one or more busi-
nesses in Austria or abroad to the exclusion of the sharehold-
ers’ proportional purchase option. The authorisation may be
exercised in whole or in part or in several instalments and in
pursuit of one or more purposes. The management board is
authorised to redeem own shares subject to the supervisory
board’s approval without requiring the annual general meet-
ing to adopt any further resolution.

The management board is authorised until 28 June 2017, with the
consent of the supervisory board, to issue convertible bonds,
which have the conversion or subscription right for shares of the
Company, observing or excluding the subscription rights of the
shareholders. The terms and conditions may, in addition or in-
stead of a conversion or subscription right, also provide for the
mandatory conversion at the end of the term or at any other time.
The issuance of the convertible bonds is limited to the extent that
all conversion or subscription rights, and in case of a mandatory
conversion stipulated in terms and conditions, the mandatory
conversion, are covered by conditional capital. The issue amount,
the terms and conditions of the issue of the convertible bonds and
the exclusion of the subscription rights for the shareholders will
be determined by the management board with the consent of the
supervisory board.

Concerning the authorised and conditional capital we are refer-
ring to the information given in note 36 to the consolidated finan-
cial statements. All sales and purchases were carried out as au-
thorised at the annual general meeting.
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Significant agreements pursuant to

section 243 a (1) no. 8 UGB

The following paragraphs list important agreements to which the
company is party, and which become effective, are amended or
are rendered ineffective when there is a change in the control of
the company as a result of a takeover bid, as well as their effects:

Haftungsverbund
The agreement in principle of the Haftungsverbund provides for
the possibility of early cancellation for good cause. Good cause
allowing the respective other contracting parties to cancel the
agreement is deemed to exist if
_ one contracting party harms grossly the duties resulting from
present agreement
_ the ownership structure of a party to the contract changes in
such a way — particularly by transfer or capital increase — that
one or more third parties from outside the savings bank sector
directly and/or indirectly gain a majority of the equity capital
or voting rights in the contracting party or
_ one contracting party resigns from the savings bank sector
irrespective of the reason.
The Haftungsverbund’s agreement in principle and supplemen-
tary agreement expire if and as soon as any entity that is not a
member of the savings bank sector association acquires more
than 25% of the voting power or equity capital of Erste Group
Bank AG in any manner whatsoever and a member savings bank
notifies the Haftungsverbund’s steering company and Erste
Group Bank AG by registered letter within 12 weeks from the
change of control that it intends to withdraw from the Haftungs-
verbund.

Directors and officers insurance

Changes in controlling interests

In the event that any of the following transactions or processes
occur during the term of the insurance policy (each constituting a
“change of control”) in respect of the insured party:

_ the insured party ceases to exist as a result of merger or con-
solidation, unless the merger or consolidation occurs between
two insured parties, or
another company, person or group of companies or persons
acting in concert who are not insured parties, acquire more
than 50% of the insured party’s outstanding equity or more
than 50% of its voting power (giving rise to the right to con-
trol the voting power represented by the shares, and the right
to appoint the management board members of the insured
party), then the insurance cover under this policy remains in
full force and effect for claims relating to unlawful acts com-
mitted or alleged to have been committed before this change
in control took effect. However, no insurance cover is provid-
ed for claims relating to unlawful acts committed or allegedly
committed after that time (unless the insured party and insur-
er agree otherwise). The premium for this insurance cover is
deemed to be completely earned.
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In the event that a subsidiary ceases to be a subsidiary during the
insurance period, the insurance cover under this policy shall re-
main in full force and effect for that entity for the remainder of the
insurance period or (if applicable) until the end of the extended
discovery period, but only in respect of claims brought against an
insured party in relation to unlawful acts committed or alleged to
have been committed by the insured party during the existence of
this entity as a subsidiary. No insurance cover is provided for
claims brought against an insured party in relation to unlawful acts
committed or allegedly committed after this entity ceased to exist.

Cooperation between Erste Group Bank AG and Vienna
Insurance Group (“VIG”)

Erste Group Bank AG and Vienna Insurance Group AG Wiener
Versicherung Gruppe (“VIG”) are parties to a General Distribution
Agreement concerning the framework of the cooperation of Erste
Group and VIG in Austria and CEE with respect to bank and
insurance products. In the event of a change of control of Erste
Group Bank AG, VIG has the right to terminate the General Dis-
tribution Agreement, and in the event of a change of control of
VIG, Erste Group Bank AG has a reciprocal right. A change of
control is defined, with respect to Erste Group Bank AG, as the
acquisition of Erste Group Bank AG by any person other than DIE
ERSTE &sterreichische Spar-Casse Privatstiftung or Austrian
savings banks of 50% plus one share of Erste Group Bank AG’s
voting shares, and with respect to VIG, as the acquisition of VIG
by any person other than Wiener Stidtische Wechselseitiger Versi-
cherungsverein-Vermogensverwaltung-Vienna Insurance Group of
50% plus one share of VIG’s voting shares. If VIG elects to termi-
nate the General Distribution Agreement after a change of control
of Erste Group Bank AG has occurred, it may choose to ask for a
reduction of the original purchase price that it and its group com-
panies have paid for the shares in the CEE insurance companies of
Erste Group. The rebate corresponds to the difference between the
purchase price and the embedded value and is reduced to zero on a
linear scale from 26 March 2013 to 16 March 2018.

Erste Group Bank AG and VIG are furthermore parties to an Asset
Management Agreement, pursuant to which Erste Group under-
takes to manage certain parts of VIG’s and its group companies’
securities assets. In the event of a change of control (as defined
above), each party has a termination right. If Erste Group Bank
AG elects to terminate the Asset Management Agreement follow-
ing such a change of control of VIG, because the new controlling
shareholders of VIG no longer support the Agreement, it may
choose to ask for a full refund of the purchase price that it has paid
for 95% of Ringturm Kapitalanlagegesellschaft m.b.H., the asset
management company performing the services under the Asset
Management Agreement. The refund decreases on a linear scale
down to zero from October 2013 to October 2018.
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INTERNAL CONTROL AND

RISK MANAGEMENT SYSTEM

FOR THE GROUP FINANCIAL REPORTING
PROCEDURES

Control environment

The management board is responsible for the establishment,
structure and application of an appropriate internal control and
risk management system that meets the company’s needs in its
group accounting procedures.

The management in each group unit is responsible for implementing
group-wide instructions. Compliance with group rules is monitored
as part of the audits performed by internal and local auditors.

Consolidated financial statements are prepared by the Group
Consolidation department. The assignment of powers, the process
description and the necessary control procedure are defined in the
operating instructions.

Risks relating to the financial reporting procedures

The main risk in the financial reporting procedures is that errors or
deliberate action (fraud) prevent facts from adequately reflecting
the company’s financial position and performance. This is the case
whenever the data provided in the financial statements and notes is
essentially inconsistent with the correct figures, i.e. whenever,
alone or in aggregate, they are apt to influence the decisions made
by the users of financial statements. Such a decision may incur
serious damage, such as financial loss, the imposition of sanctions
by the banking supervisor or reputational harm.

Furthermore, especially estimates for the determination of the fair
value of financial instruments for which no reliable market value
is available, estimates for the accounting of risk provisions for
loans and advances and for provisions, complex measurement
requirements for accounting as well as a difficult business envi-
ronment bear the risk of significant financial reporting errors.

Controls

Group Accounting and Group Performance Management are
responsible for group reporting and report to Erste Group’s CFO.
Erste Group issues group policies used for preparation of consol-
idated financial statements in accordance with IFRS. A summary
description of the accounting process is provided in Erste Group’s
IFRS Accounting Manual. All transactions have to be recorded,
posted and accounted for in accordance with the accounting and
measurement methods set out in this manual. The management of
each subsidiary is responsible for the implementation of group
policies. The basic components of the internal control system
(ICS) at Erste Group are:

_ Controlling as a permanent financial/business analysis (e.g.
comparison of target and actual data between Accounting and
Controlling) and control of the company and/or individual
corporate divisions.

_ Systemic, automatic control systems and measures in the
formal procedure and structure, e.g. programmed controls
during data processing.

_ Principles of functional separation and the four-eye principle.

_ Internal Audit — as a separate organisational unit — is charged
with monitoring all corporate divisions in an independent yet
proximate manner, particularly with regard to the effective-
ness of the components of the internal control system. The
Internal Audit unit is monitored and/or checked by the man-
agement board, the audit committee/supervisory board, by ex-
ternal parties (bank supervisor, in individual cases also by an
external auditor) as well as through audit’s internal quality
assurance measures (self-assessments, peer reviews).

Group Consolidation

The data provided by the group entities is checked for plausibility
by the Group Consolidation department. The subsequent consoli-
dation steps are then performed using the consolidation system
(TAGETIK). These include consolidation of capital, expense and
income consolidation, and debt consolidation. Lastly, possible
intragroup gains are eliminated. At the end of the consolidation
process, the notes to the financial statements are prepared in
accordance with IFRS, BWG and UGB.

The consolidated financial statements and the group management
report are reviewed by the audit committee of the supervisory
board and are also presented to the supervisory board for
approval. They are published as part of the annual report, on Erste
Group’s website and in the Official Journal of Wiener Zeitung
and finally filed with the Commercial Register.

Information and communication

Each year the annual report shows the consolidated results in the
form of a complete set of consolidated financial statements. In
addition, the management summary provides verbal comments on
the consolidated results in accordance with the statutory require-
ments. Throughout the year, the group produces consolidated
monthly reports for group management. Statutory interim reports
are produced that conform to the provisions of IAS 34 and are
also published quarterly in accordance with the Austrian Stock
Corporation Act. Before publication, the consolidated financial
statements are presented to senior managers and the Chief Finan-
cial Officer for final approval and then submitted to the supervi-
sory board’s audit committee.

Reporting is almost fully automated, based on source systems and
automated interfaces, and guarantees up-to-date data for control-
ling, segment reporting, and other analyses. Accounting infor-
mation is derived from the same data source and is reconciled
monthly for reporting purposes. Close collaboration between
accounting and controlling permits continual target/actual com-
parisons for control and reconciliation purposes. Monthly and
quarterly reports to the management board and the supervisory
board ensure a regular flow of financial information and monitor-
ing of the internal control system.
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Responsibilities of Internal Audit

Internal Audit is in charge of auditing and evaluating all areas of
the bank based on risk-oriented audit areas (according to the
annual audit plan as approved by the management board and
reported to the audit committee). The main focus of audit reviews
is to monitor the completeness and functionality of the internal
control system. Internal Audit has the duty of reporting its find-
ings to the group’s management board, supervisory board and
audit committee several times within one year.

According to section 42 BWG, Internal Audit is a control body
that is directly subordinate to the management board. Its sole
purpose is to comprehensively verify the lawfulness, propriety
and expediency of the banking business and banking operation on
an on-going basis. The mandate of Internal Audit is therefore to
support the management board in its efforts to secure the bank’s
assets and promote economic and operational performance and
thus in the management board’s pursuit of its business and operat-
ing policy. The activities of Internal Audit are governed in partic-
ular by the currently applicable Rules of Procedure, which were
drawn up under the authority of all management board members
and approved as well as implemented by them. The Rules of
Procedure are reviewed on a regular basis and whenever required,
and adapted should the need arise.

Audit activities of Internal Audit
In its auditing activities, Internal Audit puts a special focus on:

_ operating and business areas of the bank;

_ operating and business processes of the bank;

_ internal bank standards (organisational policies, regulations
on the division of powers, guidelines, etc.) as well as oper-
ating instructions, also with regard to their compliance,
up-to-dateness and on-going updates;

_ audit areas stipulated by the law, such as the material accuracy
and completeness of notifications and reports to the Financial
Market Authority and Oesterreichische Nationalbank or the
annual audit of rating systems and their effectiveness.

Internal Audit performs its responsibilities based on its own
discretion and in compliance with the annual audit plan as
approved by the management board. Once approved, the audit
plan is also reported to the audit committee.
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Segments

Introduction

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

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

The tables and information in this chapter provide a brief over-
view and focus on selected and summarised items. For more

Business segments

details, please see Note 37. Additional information is available in
Excel format at www.erstegroup.com.

Operating income consists of net interest income, net fee and
commission income, net trading and fair value result as well as
dividend income, net result from equity method investments and
rental income from investment properties & other operating
leases. The latter three listed items are not separately disclosed in
the tables below. Operating expenses equal the position general
administrative expenses. Operating result is the net amount of
operating income and operating expenses. Risk provisions for
loans and receivables are included in the position net impairment
loss on financial assets not measured at fair value through P&L.
Other result summarises the positions other operating result and
gains/losses from financial assets and liabilities not measured at
fair value through profit or loss. Cost/income ratio is calculated
as operating expenses in relation to operating income. The return
on allocated equity is defined as the net result after tax/before
minorities in relation to the average allocated equity.

Erste Group — business segments

ALM &
Local CC

Savings
Banks

Large

Retail Corporates

SME

Commercial Other Group CS:O:Izte ! Intragroup .
Real Estate Corporate Markets P \Elimination
Center ! !

The Retail segment comprises the entire business with private
individuals, free professionals and micros in the responsibility of
account managers in the retail network of the local banks cooper-
ating with their specialised subsidiaries (such as leasing and asset
management companies). Retail products and services including
current and savings accounts, mortgage and consumer loans,
investment products, credit cards and cross-selling products such
as leasing, insurance, and building society products are offered
via various distribution channels (branch networks and digital
banking).

The SME segment comprises the business with micros, small and
medium-sized enterprises (SMEs), small public sector companies,
and small financial institutions (e.g. third-party leasing compa-
nies) in the responsibility of local corporate account managers.
Local banks cooperate with specialised subsidiaries such as fac-
toring and leasing companies. The turnover threshold for SMEs
varies from country to country within the range of EUR 0.7 mil-
lion and EUR 75 million.
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The Asset/Liability Management & Local Corporate Center
(ALM & LCC) segment includes all asset/liability management
functions (local and Erste Group Bank AG) as well as the local
corporate centers which comprise internal service providers that
operate on a non-profit basis and reconciliation items to local
entity results. The corporate center of Erste Group Bank AG is
included in the Group Corporate Center segment.

The Savings Banks segment includes the savings banks that are
members of the Haftungsverbund (cross-guarantee system) of the
Austrian savings banks sector except for Erste Bank Oesterreich,
Tiroler Sparkasse, Salzburger Sparkasse and Sparkasse Hainburg.

The Large Corporates (LC) segment comprises the business
with large corporate customers whose annual turnover exceeds a
defined threshold that starts at EUR 25 million and EUR 75
million respectively, depending on the country.

The Commercial Real Estate (CRE) segment covers the real
estate value chain (lending, leasing, real estate investment, pro-
ject development and construction services as well as infrastruc-
ture business) for corporate clients, project developers, real estate
investors, municipalities and other public sector agencies.

The Other Corporate segment consists of two operating seg-
ments — International Business and Investment Banking — that are
below the threshold criteria defined by IFRS 8. International
Business comprises all lending and investing activities outside
Erste Group’s core markets (including the branches in London,
Hong Kong and New York) and is responsible for business devel-
opment with and credit line management for banks and non-
banking financial institutions. Investment Banking covers equity-
related business focusing mainly on corporate finance, equity
capital markets services, equity brokerage (institutional sales) and
merchant banking.

The Group Markets (GM) segment comprises the divisionalised
business units Group Treasury and Capital Markets (except Equity
Capital Markets) and includes the treasury activities of Erste
Group Bank AG, the CEE subsidiaries, foreign branch offices in
Hong Kong, New York, Berlin and Stuttgart as well as the busi-
ness with institutional clients of Erste Asset Management. The
focus is on client-oriented business with institutional clients.
Group Markets is the internal trading unit for all classic treasury
(such as FX, commodities and money market) and capital market
products (such as bonds, interest rate derivatives, credit products).

The Group Corporate Center (GCC) segment covers mainly
centrally managed activities and items that are not directly allo-
cated to other segments. It comprises the corporate center of Erste
Group Bank AG (and thus dividends and the refinancing costs
from participations, general administrative expenses), internal
non-profit service providers (facility management, IT, procure-
ment), amortisation/write-down of customer relationships and
brand, goodwill impairments, the banking tax of Erste Group
Bank AG as well as free capital of Erste Group (defined as the
difference between the total average IFRS equity and the average
economic equity allocated to the segments).

Comparative figures for 2014 contained several one-off effects
that did not recur in 2015. Thus, in 2014 the write-down of the
entire remaining value of customer relationships and brand in
Romania totaled EUR 470.7 million. Goodwill impairments
amounted to EUR 475.0 million, whereby Romania accounted for
EUR 319.1 million, Croatia for EUR 61.4 million and Austrian
participations for EUR 94.5 million.

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

RETAIL

Financial review

in EUR million 2014 2015 Change
Net interest income 2,1751 2,207.7 1.5%
Net fee and commission income 1,050.3 1,029.1 -2.0%
Net trading and fair value result 59.8 56.1 -6.3%
Operating income 3,317.4 3,329.8 0.4%
Operating expenses -1,814.3 -1,856.4 2.3%
Operating result 1,503.1 1,473.4 -2.0%
Cost/income ratio 54.7% 55.8%

Net impairment loss on financial assets not measured at fair value through profit or loss -671.7 -289.7 -56.9%
Other result -393.2 -277.5 -29.4%
Net result attributable to owners of the parent 271.7 714.6 >100.0%
Return on allocated capital 13.6% 33.5%

The rise in net interest income was driven by increased loan and
deposit volumes in Austria, accompanied by a repricing of depos-
its, higher loan volumes in Slovakia as well as increasing mort-
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gage loan and current account volumes in the Czech Republic.
These developments more than offset lower contribution from the
lending business in Romania and Hungary. Net fee and commis-
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sion income decreased primarily due to lower current account,
cards and lending fees in the Czech Republic. Increased asset
management and securities fees in Austria partially mitigated this
impact. Net trading and fair value result was negatively impacted
by the one-year Swiss franc exchange rate fixing for retail loans
required by the legislation in Croatia in January 2015. Operating
expenses increased due to the integration of new entities in Austria
as well as due to higher expenses in Austria and Romania. Operat-
ing result declined, the cost/income ratio went up. The significant
improvement of net impairment loss on financial assets not meas-
ured at FV through profit and loss was driven by lower risk costs
in Romania, where the previous year included high provisions in
connection with the accelerated NPL reduction, while risk costs in
Hungary went up mostly due to method effects. Other result im-
proved significantly due to the non-recurrence of one-time effects,
namely expenses related to the Hungarian consumer loan law in
the amount of EUR 304.4 million. The improvement was partially
offset by provisions for risks related to Romanian consumer pro-
tection claims. Overall, the net result attributable to the owners of
the parent improved substantially.

Credit risk

Credit risk exposure in the Retail segment rose strongly to EUR
54.3 billion (+5.1%). The customer loan portfolio increased to
EUR 48.8 billion (+EUR 1.7 billion). The share of the retail
business in Erste Group’s total customer loans was up slightly at
37.0% (36.7%). The collateralisation ratio, which reflects the
ratio of collateral to loan volume, stood at 62.8%.

The quality of the retail customer loan portfolio improved again
significantly. Non-performing loans as a percentage of total retail
customer loans decreased to 5.3% (6.3%). Measured by the NPL
ratio, this segment continued to feature the highest quality of all
business segments with a significant loan portfolio. In addition to
a decline in non-performing loans by EUR 340 million, there was
also a major migration of performing loans to better risk classes.
The share of low-risk loans as a percentage of total retail custom-
er loans rose to 84.4% (81.7%).

SME

Financial review

in EUR million 2014 2015 Change
Net interest income 569.4 570.2 0.1%
Net fee and commission income 198.4 190.3 -4.1%
Net trading and fair value result 31.9 34.8 8.9%
Operating income 832.7 826.0 -0.8%
Operating expenses -292.8 -306.9 4.8%
Operating result 539.9 519.1 -3.9%
Cost/income ratio 35.2% 37.2%

Net impairment loss on financial assets not measured at fair value through profit or loss -461.1 -187.4 -59.4%
Other result 0.6 -31.1 n/a
Net result attributable to owners of the parent 50.4 230.9 >100.0%
Return on allocated capital 3.6% 19.6%

Net interest income remained stable due to higher loan volumes
in Austria offsetting the re-allocation of a part of the Erste Factor-
ing portfolio in Croatia to the Large Corporate segment. Net fee
and commission income decreased mainly in the Czech Republic.
Net trading and fair value result improved as a result of positive
credit value adjustments in the Czech Republic. Operating ex-
penses went up due to higher costs in subsidiaries; the
cost/income ratio rose. Net impairment loss on financial assets
not measured at FV through profit and loss improved substantial-
ly on the back of lower risk provisions in Romania and Austria.
Other result deteriorated mainl