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Cash earnings per share in EUR

Cash return on equity (in %)

45 — 25 —
3,92
20 - 195
3,14 17.0
30 2,98 2,89
14,6
15 13,8
2,18
10,1
10 —
15
5 —
0 0
2004 2005 2006 2007 2008 2004 2005 2006 2007 2008
Cost/income ratio (in %) Net interest margin (in %)
66 — 45 —
64,1
64 |-
61,7 80 - 2,84
62 — ' 2,49
2,33 2,22 2,31
L 59,5
60 59,2 15 |-
%8 - 57,2
56 . 0
2004 2005 2006 2007 2008 2004 2005 2006 2007 2008

Shareholder structure as at 31 December 2008

By investors (in %)

Shareholder structure as at 31 December 2008

By regions (in %)

5,0
Austria Verein |

45,4

31,1

Institutional investors

Erste Foundation

3,5

Employees
9,0

Savings banks
6,0

Private investors

2,4
Others |

13,7
Continental Europe

13,5

55,1

UK & Ireland

15,3
North Amerika

Austria

Ratings as at 31 December 2008

Fitch

Long-term A
Short-term F1
Outlook Stable
Moody's Investors Service

Long-term Aa3
Short-term P-1
Outlook Under review
Standard& Poor‘s

Long-term A
Short-term A-1
Outlook Negative

INVESTOR RELATIONS

Erste Group Bank AG

Milchgasse 1, A-1010 Wien

Telefon: +43 (0) 50 100 — 17693

Fax: +43 (0) 50 100 - 913112

Email: investor.relations@erstegroup.com
Internet: www.erstegroup.com/ir

Gabriele Werzer
Phone:  +43 (0) 50 100 — 11 286
Email:  gabriele.werzer@erstegroup.com

Thomas Sommerauer
Phone: 443 (0) 50 100 — 17 326
Email: thomas.sommerauer@erstegroup.com

Peter Makray
Phone: 443 (0) 50 100 — 16 878
Email:  peter.makray @erstegroup.com



Key financial and operating data

EUR million (unless otherwise stated) 2004 2005 2006 2007 2008
Balance sheet
Total assets 139,812 152,681 181,703 200,519 201,441
Loans and advances to credit institutions 15,684 16,858 16,616 14,937 14,344
Loans and advances to customers 72,843 80,419 97,107 113,956 126,185
Risk provisions for loans and advances -2,804 -2,817 -3,133 -3,296 -3,783
Securities and other
financial assets 35,071 39,455 42,497 44,214 41,770
Other assets 19,018 18,766 28,616 30,708 22,925
Total liabilities and equity 139,812 152,681 181,703 200,519 201,441
Deposits by banks 28,551 33,911 37,688 35,165 34,672
Customer accounts 68,213 72,793 90,849 100,116 109,305
Debts securities in issue, including subordinated
capital 23,416 25,581 27,024 36,667 36,530
Other liabilities, provisions 13,679 14,017 15,238 17,168 9,839
Shareholder's equity 3,424 4,065 7,979 8,452 8,079
Minority interests 2,529 2,314 2,925 2,951 3,016
Changes in total qualifying capital
Risk-weighted assets pursuant
to section 22 Austrian Banking Act 65,384 75,078 94,129 95,091 103,663
Qualifying consolidated capital
pursuant to sections 23 & 34 Austrian Banking Act 7,286 8,611 10,111 11,114 11,758
Core capital (Tier 1) 4,377 5,112 6,185 6,674 7,448
Hybrid capital 711 900 1,250 1,248 1,256
Solvency ratio pursuant
to section 22 Austrian Banking Act 10.7% 11.0% 10.3% 10.5% 10.1%
Tier 1 ratio 6.7% 6.8% 6.6% 7.0% 7.2%
Income statement
Net interest income 2,660.3 2,794.2 3,189.3 3,945.8 4,913.1
Risk provisions for loans and advances -406.2 -421.6 -439.1 -454.7 -1,071.4
Net commission income 1,135.4 1,256.8 1,445.9 1,857.9 1,971.1
Net trading result 216.5 241.7 277.9 351.1 114.7
General administrative expenses -2,594.9 -2,670.0 -2,945.3 -3,642.1 -4,001.9
Operating result 1,454.1 1,659.4 2,003.6 2,512.7 2,996.9
Pre-tax profit 996.6 1,221.7 1,522.2 1,892.6 576.2
Net profit after minorities 520.8 716.7 932.2 1,174.7 859.6
Operating data
Number of employees 35,862 36,150 50,164 52,442 52,648
Number of branches 2,242 2,283 2,721 2,908 3,159
Number of customers (million) 11.9 12.4 15.9 16.4 17.2
Share price and key ratios
High (EUR) 39.80 47.50 59.00 61.50 49.20
Low (EUR) 24.78 36.36 40.40 44.00 13.25
Closing price (EUR) 39.30 47.05 58.10 48.50 16.20
Price/earnings ratio 18.2 16.0 19.7 13.0 6.0
Dividend per share (EUR) 0.50 0.55 0.65 0.75 0.65
Payout ratio 23.2% 18.7% 22.0% 20.2% 24.0%
Dividend yield 1.3% 1.2% 1.1% 1.5% 4.0%
Book value per share (EUR) 14.3 17.1 25.6 27.0 25.8
Price/book ratio 2.7 2.8 2.3 1.8 0.6
Total shareholder return (TSR) 62.0% 21.0% 24.7% -15.4% -65.1%
Number of shares
Number of shares outstanding 241,442,892 243,183,600 315,296,185 316,288,945 317,012,763
Average number of shares outstanding 238,576,585 240,145,648 300,272,502 312,039,861 313,218,568
Market capitalisation (EUR billion) 9.5 114 18.3 15.3 5.14
Trading volume (EUR billion) 6.9 8.9 16.8 23.1 29.4

*) Share price data adjusted for 4:1 share split of 8 July 2004.
Dividend quoted for 2008 is proposal to annual general meeting.

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

Trading volume as reported by Vienna Stock Exchange, based on single counting.



Highlights

Record operating profit despite financial crisis
_ Net interest income is major revenue driver
_ Cost/income ratio at best ever level of 57.2%

Extraordinary effects drive decline in net profit
_ Writedown of goodwill in selected CEE countries
_ Defaults of Icelandic banks and Lehman Brothers

Sale of non-core insurance operations
_ Vienna Insurance Group buys Erste’s insurance assets
_ Long-term partnership agreement signed

Successful liquidity management
_ Strong deposit base is key competitive advantage
_ Flexible issuance policy proves beneficial

Capital ratios at comfortable levels
_ Tier 1ratio at solid 7.2% at year-end
_ State participation capital to further bolster capital

Unchanged strategic direction
_ Erste Group benefits from sustainable business model
_ Profitable retail banking in EU countries of Central and
Eastern Europe
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In its 18 meetings held in 2008 the risk management committee
regularly made decisions on those investments and loans exceed-
ing the scope of the management board’s approval authority and
was briefed on the credit facilities approved within the manage-
ment board’s powers. The yearly report on foreign currency
lending and interest only loans as well as regular briefings on
market risk, risk absorption capacity and structured finance were
received. Special reports covered the financial crisis (including
the situation at Lehman Brothers and AlG), the liquidity situation,
hedge funds and the group’s real estate portfolio.

The strategy committee met five times in 2008. It attended to the
de-merger of Erste Bank, was briefed on an ongoing basis on the
competitive situation in Austria and in the CEE markets and
received the report on equity holdings. The strategy committee
also dealt with the situation at the banking and other subsidiaries
and regularly evaluated the current financial data for the group.
At its ad hoc meeting on 10 November 2008 it decided to call an
extraordinary general meeting to request approval for obtaining
equity capital under the government’s banking package.

Financial statements

The company financial statements and management report as well
as the consolidated financial statements and group management
report for 2008 were audited by, and received an unqualified
opinion from, Sparkassen-Priifungsverband as the legally man-
dated auditor and Ernst & Young Wirtschaftsprifungsgesellschaft
m.b.H. as the selected supplementary auditor. Representatives of
both auditors participated in the supervisory board’s financial
statements review meeting and provided supporting information.
We are in agreement with the results of these audits and the pro-
posed appropriation of net profit. We approved the parent com-
pany financial statements prepared by the management board,
which are thereby adopted in accordance with section 125 (2) of
the Austrian Stock Corporation Act. The consolidated financial
statements and group management report were also reviewed and
accepted.

Changes in board memberships

On behalf of the entire supervisory board, | express our sadness at
the sudden and unexpected passing of management board mem-
ber Johannes Kinsky, who died on 29 June 2008. He had joined
the management board of Erste Group Bank AG as of 1 July 2007

and, despite the briefness of his tenure, made a valuable contribu-
tion to the success of the bank, for which we are grateful to him.

Elisabeth Bleyleben-Koren, Thomas Uher and Peter Bosek retired
from the management board of Erste Group Bank AG with effect
from the registration of the de-merger in the Companies Register
on 9 August 2008. Elisabeth Bleyleben-Koren had been a mem-
ber of the management board since 1 July 1997, most recently as
Deputy Chairwoman. The supervisory board extends its sincere
thanks to Ms. Bleyleben-Koren for her many years of highly
dedicated service. Thomas Uher and Peter Bosek had both been
appointed to the management board as of 1 July 2007 in prepara-
tion for the planned de-merger. The supervisory board also thanks
Messrs Uher and Bosek for their activity and wishes them and Ms.
Bleyleben-Koren every success in their roles on the management
board of Erste Bank Oesterreich’.

Hubert Singer, who had been on the supervisory board of Erste
Bank since 2000, retired from the board as of the fifteenth annual
general meeting on 6 May 2008. We thank Hubert Singer for his
committed service on the supervisory board.

The fifteenth annual general meeting newly elected Werner
Tessmar-Pfohl to the supervisory board for a term ending at the
conclusion of the general meeting that decides on the discharge
from liability for the 2012 financial year. Theresa Jordis was re-
elected by the annual general meeting and confirmed by the
supervisory board in her existing functions on the supervisory
board and its committees.

For the supervisory board:

v/
QW‘A" l [1

Heinz Kessler
President of the Supervisory Board

Vienna, March 2009

* The 2008 annual report of Erste Bank Oesterreich contains additional information on these persons.



Supervisory Board

HEINZ KESSLER

President of the Supervisory Board

Tenure: 26 May 1998 — AGM 2012

Retired Chief Executive Officer

Additional supervisory board memberships:

Deputy Chairman Austria Versicherungsverein auf
Gegenseitigkeit Privatstiftung

Member ERSTE Foundation

Chairman Nettingsdorfer Papierfabrik Management AG
Chairman Rath Aktiengesellschaft

Chairman Reform-Werke Bauer & Co Gesellschaft m.b.H.
Chairman Reform-Werke Bauer & Co Holding
Aktiengesellschaft

Deputy Chairman UNIQA Versicherungen AG
Functions in companies of the savings banks sector

GEORG WINCKLER

First Vice President

Tenure: 27 April 1993 — AGM 2010

Rector of the University of Vienna

Professor of Economics at the University of Vienna
Additional supervisory board memberships:
Member Austria Versicherungsverein auf Gegenseitigkeit
Privatstiftung

Deputy Chairman ERSTE Foundation

Deputy Chairman UNIQA Versicherungen AG
Functions in companies of the savings banks sector

THERESA JORDIS

Second Vice President

Tenure: 26 May 1998 — AGM 2013

Attorney at law

Additional supervisory board memberships:

Chairwoman Miba Aktiengesellschaft

Chairwoman Mitterbauer Beteiligungs-Aktiengesellschaft
Chairwoman Prinzhorn Holding GmbH

Chairwoman Wolford Aktiengesellschaft

BETTINA BREITENEDER

Tenure: 4 May 2004 — AGM 2009

Businesswoman

Additional supervisory board memberships:

Member ZS Einkaufszentren Errichtungs- und \ermietungs-
Aktiengesellschaft

ELISABETH GURTLER

Tenure: 26 May 1998 — AGM 2010
Businesswoman

Member of the

General Council of Oesterreichische Nationalbank

JAN HOMAN

Tenure: 4 May 2004 — AGM 2009

Chief Executive Officer of Teich AG

Additional supervisory board memberships:

Member Allianz Elementar Versicherungs-Aktiengesellschaft

BRIAN D. O'NEILL

Tenure: 31 May 2007 — AGM 2012

Retired Businessman

Member of the Board of Trustees of EI Museo del Barrio
Member of the Advisory Council of David Rockefeller Center for
Latin American Studies

Member of the Council of Americas and the Americas Society

WILHELM G. RASINGER
Tenure: 11 May 2005 — AGM 2010
Advisor

Additional supervisory board memberships:
Member CEE Immobilien Development AG
Member Wienerberger AG

FRIEDRICH RODLER

Tenure: 4 May 2004 — AGM 2009

Public Accountant and Tax Consultant

Functions in companies of the savings banks sector
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HUBERT SINGER
Tenure: until 6 May 2008
Retired Chief Executive Officer

JOHN JAMES STACK
Tenure: 31 May 2007 — AGM 2012
Retired Businessman

WERNER TESSMAR-PFOHL

Tenure: 6 May 2008 — AGM 2013

Chairman Sattler AG

Chairman Teufelberger Holding Aktiengesellschaft
Functions in companies of the savings banks sector

GABRIELE ZUNA-KRATKY
Tenure: 19 May 2006 — AGM 2011
Director of Technisches Museum Wien

Staff council representatives:

FRIEDRICH LACKNER

Chairman of the Staff Council

Additional supervisory board memberships:
Member ERSTE Foundation

GUNTER BENISCHEK

(until 9 August 2008)

Chairman of the Central Staff Council

Additional supervisory board memberships:
Member ERSTE Foundation

Functions in companies of the savings banks sector

ERIKA HEGMALA

(until 9 August 2008)

Vice Chairwoman of the Central Staff Council
Additional supervisory board memberships:
Member VBV-Pensionskasse Aktiengesellschaft
Functions in companies of the savings banks sector

ILSE FETIK

(until 9 August 2008)

Member of the Central Staff Council

Functions in companies of the savings banks sector

CHRISTIAN HAVELKA
Member of the Staff Council

ANDREAS LACHS
(since 9 August 2008)
Member of the Staff Council

DAVID KRIEBER

(since 17 January and until 9 August 2008)
Member of the Central Staff Council

BERTRAM MACH
(since 9 August 2008)
Vice Chairman of the Staff Council

BARBARA SMRCKA
(since 9 August 2008)
Vice Chairwoman of the Staff Council

KARIN ZEISEL
(until 17 January and since 9 August 2008)
Vice Chairwoman of the Staff Council



Corporate Governance

The Austrian Code of Corporate Governance

In October 2002 the Austrian Working Group for Corporate Gov-
ernance presented the Austrian Code of Corporate Governance.
The Code constitutes a voluntary, self-regulatory initiative that
goes beyond a corporation’s statutory responsibilities. The Code
seeks to promote accountable corporate management and over-
sight to create value in a sustained way, and to balance and define
all rights and responsibilities of all stakeholders — the manage-
ment, supervisory board, customers, employees, shareholders and
the general public — and the relationships between these groups.
The Code is designed to ensure a high degree of transparency for
all stakeholders. Its full wording is available at www.corporate-
governance.at.

The Company Law Amendment Act 2008 as well as international
and national developments in 2008 required the adjustment of
certain rules of the Code. The most important changes relate to
rules covering the corporate governance report, the improvement
of compensation transparency, the strengthening of the independ-
ence of the supervisory board and its committees and the consid-
eration of the diversity of supervisory board members.

Accordingly, the Austrian Working Group for Corporate Govern-
ance adopted a new version of the Austrian Code of Corporate
Governance. This will be applicable to financial years, starting
after 31 December 2008. The financial year 2008 is therefore still
governed by the Code approved in June 2007.

Clear commitment and external evaluation

Erste Group is committed to complying with the Code of Corpo-
rate Governance in the spirit of responsible and transparent busi-
ness management.

In the 2008 financial year Erste Group complied with all legal
requirements (“L rules”) and recommendations (“R rules”). The
departures from two “comply-or-explain" provisions (C rules) are
described and explained on the website of Erste Group at
www.erstegroup.com/investorrelations.
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In 2006 Erste Group for the first time voluntarily underwent an
independent review of its compliance with the Code in the 2005
financial year. This evaluation established that Erste Group com-
plies with all rules of the Code. Another voluntary external re-
view relating to the 2008 financial year is scheduled for the
spring of 2009. As with the results of the 2006 review, the review
summary will be available on the Erste Group’s website at
www.erstegroup.com/investorrelations

One share — one vote

Erste Group is listed on the Vienna and Prague stock exchanges
and, since 14 February 2008, on the Bucharest Stock Exchange,
with 317.0 million ordinary shares outstanding at the end of 2008.
There are no preferred shares and no restrictions on ordinary
shares. In Erste Stiftung, a foundation which owns 31.1% of the
share capital, Erste Group has a principal shareholder with a
long-term focus. The shareholder structure at the end of 2008 is
presented on the inside cover of this report.

Compliance

The responsibility for all compliance issues at Erste Group rests
with the group compliance office, a staff unit reporting directly to
the chief risk officer. The compliance rules of Erste Group are
based on the relevant legislation, such as the Austrian Stock
Exchange Act and the Securities Supervision Act; on the Standard
Compliance Code of the Austrian banking industry as well as on
international practices and standards. Conflicts of interest be-
tween our customers, Erste Group and employees are covered by
clear rules regarding “Chinese walls”, provisions on employee
transactions, research disclaimer, gift policy etc.

Directors’ dealings

In accordance with the Stock Exchange Act and the Issuer Com-
pliance Regulation of the Austrian Financial Market Authority
(FMA), individual trades by members of the management board
and supervisory board in Erste Group shares are published on the
websites of Erste Group (www.erstegroup.com/investorrelations)
and the FMA.
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Transparency

Investor confidence in public companies is essential to the func-
tioning of the global economy. Transparent operations and report-
ing play a crucial part in building up confidence. Accordingly, it
is one of the main goals of Erste Group and its investors that the
financial results fairly reflect the results of its operations. Erste
Group has always been diligent in maintaining compliance with
its established financial accounting policies, which are consistent
with requirements of International Financial Reporting Standards
(IFRS) and for reporting its results with objectivity and the high-
est degree of integrity.

Risk management

Erste Group’s approach to risk management seeks to achieve the
best balance between risks and returns for earning a sustained
high return on equity. A detailed report on risk policy, risk man-
agement strategy and organisation, as well as a thorough discus-
sion of the individual risk categories, are found in the Notes
beginning on page 114. In addition, credit risk is analysed in
detail in a separate section from page 41 onwards, in the “Seg-
ments” section of this report.

MANAGEMENT BOARD

The management board of Erste Group is responsible for manag-
ing the group. It must act to the benefit of the Group and consider
the interests of the shareholders and staff. The management board
develops the strategic direction for the group, in cooperation with
the supervisory board. The management board safeguards effec-
tive risk management and risk control. It reaches its decisions
with due regard to all relevant laws, the articles of association and
its terms of reference.

The composition of the management board and information on its
members are presented beginning on page 4.

The Group Executive Committee

In addition to the holding management board, Erste Group has a
group executive committee (GEC). The GEC is the group’s high-
est coordinating body. It consists of the management board of
Erste Group and the chief executive officers of all central and east
European banking subsidiaries.

The GEC meets six times per year. The meetings address subjects
and projects relevant to the group. As the GEC has no formal
decision-making powers, the decisions taken are implemented by
resolutions of the holding board and the local management boards.

Compensation of the management board

The total remuneration of the management board is structured so
as to be aligned as closely as possible with the interests of share-
holders and is described in detail in the Notes on page 112. It
consists of a fixed base salary, a performance-related bonus and
other compensation. The criteria for the management board’s
performance-related pay are return on equity, the results of a
leadership appraisal for those board members who are responsible
for business divisions and the achievement of the business plan
targets adopted by the supervisory board. The entire compensa-
tion scheme of the management board is currently being redevel-
oped.

The maximum annual bonus amounts to 200% of annual gross
base salary for the CEO, 300% of annual gross base salary for
those board members who are responsible for business divisions
and 100% of annual gross base salary for all other board mem-
bers. The maximum bonus is payable when return on equity
reaches at least 16% and the leadership appraisal score equals at
least 4.6 out of a maximum of 5 points. This notwithstanding, the
board members have waived their right to bonus payments for
2008. The ongoing management stock option programme has
been terminated in 2008 for the entire group.

The members of the management board also participate in Erste
Group’s defined contribution pension plan, on the same basis as
the other staff. Contributions are calibrated so that, assuming
sufficient performance of the pension fund, an appropriate level
of income is assured upon retirement at age 65. If a management
board member’s tenure is ended before that time by no fault of
the individual, corresponding compensatory payments are made
to the pension fund.
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Regarding benefit entitlements of management board members in
the event of loss of their position, the standard legal termination
benefit conditions of section 23 of the Salaried Employees Act
still apply for three members of the management board. None of
the other members of the management board are entitled to ter-
mination benefits.

SUPERVISORY BOARD

The supervisory board advises the management board on its
strategic planning and undertakings. It takes part in the decisions
identified for its attention by the law, the articles of association
and the supervisory board’s terms of reference. The supervisory

board oversees the management board in managing the enterprise.

The composition of the supervisory board, as well as the addi-
tional positions held by its members, is presented beginning on
page 8. Details on the supervisory board’s compensation can be
found in the Notes on page 113.

Independence of the supervisory board members

The supervisory board of Erste Group decided in March 2006 to
implement the amended Austrian Code of Corporate Governance
and, in this context, adopted the guidelines in Annex 1 of the

Code as Erste Group’s criteria of supervisory board independence.

Based on these criteria, all members of the supervisory board
have declared themselves independent. As the former CEO of
Ceské spotitelna (until May 2007), John James Stack declared
himself not independent pursuant to the Guidelines for
Independence.

Committees of the supervisory board

The supervisory board maintains a risk management committee, a
strategy committee, an audit committee and a committee on
management board matters.

The risk management committee decides on credit facilities and
large to very large investments that fall outside the management
board’s powers of approval. Within the limits of the law and its
own authority, the risk management committee may grant au-
thorisations in advance. The committee also has the mandate of
monitoring the risk management of Erste Group. As at 31 De-
cember 2008 it had the following members:
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_ Chairman: Friedrich RODLER

_ Heinz KESSLER

_ Georg WINCKLER

_ Theresa JORDIS

_ Bettina BREITENEDER

_ Elisabeth GURTLER

_ Bertram MACH

_ Andreas LACHS

_ Karin ZEISEL

_ Substitute members: Jan HOMAN, Wilhelm RASINGER,
Christian HAVELKA

The strategy committee, in its function of overseeing the Group’s
strategic direction, is responsible especially for scrutinising the
budget; reviewing the reports on the individual business units and
on business performance; determining investment policy; and
setting key strategic goals for the company. The strategy commit-
tee is also responsible for overseeing the Group’s portfolio of
equity holdings. As at 31 December 2008 the strategy committee
members were:

_ Chairman: Heinz KESSLER

_ Georg WINCKLER

_ Theresa JORDIS

_Jan HOMAN

_ Friedrich RODLER

_ Gabriele ZUNA-KRATKY

_ Friedrich LACKNER

_ Bertram MACH

_ Christian HAVELKA

_ Substitute members: Wilhelm RASINGER,
Andreas LACHS

The audit committee is primarily responsible for the supervision
of the accounting process, the effectiveness of the internal control
system, the internal auditing organisation and the risk manage-
ment system. The audit committee checks and monitors the quali-
fication and the independence of the (Group-) auditor. In addition,
it is responsible for the auditing and preparation of the adoption
of the company financial statements; the proposal for the appro-
priation of net profit, the company management report and the
corporate governance report as well as for the auditing of the
consolidated financial statements and group management report.
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The audit committee takes note of the audit plan of the internal
audit department and receives information on the audit highlights
of the auditor. It receives reports on compliance in the fields of
corporate governance and anti-money laundering. As at 31 De-
cember 2008, the audit committee was composed as follows:

_ Chairman: Heinz KESSLER

_ Georg WINCKLER

_ Theresa JORDIS

_ Jan HOMAN

_ Wilhelm RASINGER

_ Friedrich RODLER

_ Friedrich LACKNER

_ Barbara SMRCKA

_ Christian HAVELKA

_ Substitute members: Bettina BREITENEDER, Andreas
LACHS

The committee on management board matters deals with and
decides upon the relationships between the company and the
members of the management board. As at 31 December 2008 the
committee had the following members:

_Chairman: Heinz KESSLER
_Georg WINCKLER
_Theresa JORDIS

ACCOUNTING AND AUDITORS

The company financial statements, company management report,
consolidated financial statements and group management report
of Erste Group Bank AG for the financial year 2008 were audited
by Sparkassen-Priifungsverband as the legally mandated auditor
and by Ernst & Young Wirtschaftspriifungsgesellschaft m.b.H.,
appointed by the annual general meeting as the supplementary
auditor.

FINANCIAL CALENDAR

Date Event

30 April 2009 Q1 2009 results

12 May 2009 Annual general meeting
15 May 2009 Ex-dividend day

19 May 2008 Dividend payment day
30 July 2009 H1 2009 results

30 October 2009 Q3 2009 results

As the financial calendar is subject to change, please check Erste
Group’s  website for the most up-to-date version.
(www.erstegroup.com/investorrelations).
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Corporate Social Responsibility

INTRODUCTION

Corporate social responsibility, far from being perceived as a fad
or a nuisance requirement, is for Erste Group an ingrained prac-
tice that is firmly embedded in day-to-day corporate life. This
basic stance towards CSR goes back to the traditional origins of
the savings banks, which have always seen themselves as being
guided by the common good. Erste Group’s long-standing sense
of responsibility to society is thus rooted in our history and con-
tinues to grow with us.

For us, CSR is a corporate philosophy that involves the clear goal
of the sustainable creation and building of value. This aim can be
achieved only when two criteria are fulfilled: We must consider
the opportunities and risks arising from economic, environmental
and social challenges; and we must address all relevant stake-
holders, such as our customers, employees, investors and civil
society.

In 2008 our efforts in this area were very visibly recognised when
we came second in the annual CSR ranking of the 100 largest
Austrian companies sponsored by the Center for Corporate Citi-
zenship Austria.

CUSTOMERS

With Erste Group’s products and services, we always strive to
match the client’s wishes and requirements as closely as possible.
As a financial partner to our customers, we welcome opinions,
suggestions and, of course, criticism.

Retail customers

In Austria in 2008, we created a new discussion platform in the
form of a “client parliament” — a kind of customer advisory board
— to promote a direct exchange with customers whose critical and
creative skills help Erste Group to keep improving. One sensitive
topic addressed in this forum was that of how customers perceive
turnover in account managers. The frank discussion confirmed
the importance of the relationship manager and has prompted
plans by Erste Bank Oesterreich to study and optimise the process
of relationship manager transition.

As a result of the changing requirements and our aim to become

the market leader, an annual customer satisfaction survey,
“Qualitat NEU”, will be conducted beginning in 2009. The sur-
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vey will continually collect customer feedback all year round.
The preparations for this study resulted in a break in the satisfac-
tion survey for 2008, but will lead to a significant improvement in
data quality in the coming years.

The complaints-and-suggestions offices that have now been set
up in each Erste Group country are to serve as points of contact to
receive ideas and criticism and to drive a comprehensive im-
provement in service quality. Customers thus have someone to
approach directly with their thoughts and concerns.

In the annual customer satisfaction survey for Slovenska
sporitelnia, the bank received superb marks, particularly from
retail customers, among whom the respondents’ level of satisfac-
tion was 97.8%.

In April 2008 Erste Bank Oesterreich launched its first activities
for economic migrants. In a pilot project, three Vienna branches
actively offered Serbian- and Croatian-language advice and prod-
uct information as well as specialised financial services. For
instance, following up on a need identified in a market study,
Erste Bank Oesterreich accommodated the wish for attractive
remittance facilities (ways for customers to send money to their
home countries). Going forward, additional branches are to pro-
vide the service offering for migrant workers.

Since 2007, Erste Group subsidiary Banca Comerciali Romana
has advisory offices across Romania that provide extensive in-
formation on EU-funded development projects and also support
clients in applying for funding and implementing their projects.

To stand by customers in difficult times, too, is very important to
Ceska sporitelna. That’s why the bank, together with the Czech
consumer protection association, has established a credit counsel-
ling centre that offers professional assistance.

At Slovenska sporitelna, the defining theme in 2008 was the
switch to the euro. The bank financed a variety of events, includ-
ing the nation-wide Euro Day, and projects at schools. Slovenska
sporitel'nia was also an initiator of the “Code of Ethics for Busi-
nesses for the Euro Changeover”, which companies voluntarily
sign, thus committing themselves to refraining from unjustified
price increases in connection with the changeover to the euro.
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The bank established itself as a market leader in this area, not
least through its cooperation with the Slovak central bank and
other public institutions.

Erste Bank Oesterreich’s sustainability-related messages are also
addressed at teenagers. Through the spark7 youth club, Erste
Bank Oesterreich makes itself available to 14- to 19-year-olds as
a trustworthy partner in financial matters and with education and
leisure offerings. Key areas of emphasis are money management
skills as well as support in personal and career development.

Small and medium companies (SME)

At Erste Bank Oesterreich the focus in the SME business in 2008
was on working in partnership with SMEs, in particular including
the services of the chamber of commerce.

Austria’s small and medium-sized businesses, which make up
99.5% of all companies, are the lifeblood of the domestic econ-
omy. Yet in financing their investment projects, they are burdened
with a government-imposed loan agreement fee of 0.8% of the
loan principal. The Austrian chamber of commerce has long been
calling for this fee to be abolished. Erste Bank Oesterreich took
up the challenge and, under its 100-million-euro campaign to
boost SME business, paid the fee for its SME clients, thus provid-
ing relief to them. Together with the chamber of commerce, Erste
Bank also held numerous events on current topics such as energy
efficiency, climate protection and social security measures for
companies in this size class.

Under this partnership, support was also provided to young entre-
preneurs in starting their businesses. In the jointly hosted compe-
tition known as “i2b & GO!” 266 business plans were handed in
by prospective entrepreneurs. Experts then provided feedback
free of charge. The offering was rounded out by consulting and
continuing education programmes through the “GO!” academy
for entrepreneurs.

Ethical investing

In June 2008, Erste Group launched ESPA VINIS STOCK
EUROPE EMERGING, the first sustainable equity fund for East-
ern Europe. The fund invests in about 50 companies in the Cen-
tral and Eastern Europe region that attach importance to socially
and environmentally responsible business practices.

The new fund is the seventh product in the ESPA VINIS line-up
of sustainable investment funds, two of which were established
together with the WWEF. The fund sponsors are Erste Sparinvest,
Erste Group’s fund management arm, and VINIS, a subsidiary of
VBV-Pensionskasse AG.

These ethical investment funds are only permitted to invest in
holdings that have passed a rigorous review by experts. Examples
of selection criteria are a light environmental impact, non-
reliance on nuclear energy and non-tolerance of child labour.

With ESPA VINIS STOCK EUROPE EMERGING, Erste Group
has further strengthened its market-leading role in sustainable
investing.

Owing to the financial crisis, ethical funds also saw a decline in
assets under management, to EUR 996 million at the end of 2008,
although their share total funds assets increased slightly to 4.3%.

CIVIL SOCIETY

Lending a hand to people in need has been a core value of Erste
Group for almost 190 years. Founded in 1819, its precursor “Er-
ste oesterreichische Sparcasse”, the first Austrian savings bank,
had the mission of giving formerly excluded parts of the popula-
tion access to simple financial services, and thus to an efficient
means of personal financial provision for the future. By virtue of
this founding principle of savings banks, the idea of social re-
sponsibility has therefore been integral to Erste Group from its
very beginnings. It is this traditional calling that is also at the
heart of “Die Zweite Wiener \ereins-Sparcasse” (Zweite Spar-
kasse), which marked its second anniversary in autumn 2008.
Zweite Sparkasse provides access to basic financial services for
people who for any number of reasons are no longer able to open
a regular bank account. By making available an account without
overdraft facilities, the goal is to help clients find their way back
to an orderly existence. Zweite Sparkasse has already opened
4,300 accounts since its founding. In partnership with credit
counselling agencies and specialists from Caritas, it is operated
on a volunteer basis by more than 400 employees of Erste Bank
Oesterreich. There are now six branches of Zweite Sparkasse
across Austria.
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“Second Chance” is the name of the first development pro-
gramme launched by Romania’s BCR. The purpose of the initia-
tive is to reintegrate marginalised youth into society and the
school system. In 2008 about 2,000 young people were success-
fully reintegrated. Current projects include the distribution of
books to school libraries and provision of financial support and
advice to families.

Through the Slovak foundation, Nadacia Slovenskej sporitelne, a
large number of individual projects that add value to Slovak
society received the Group’s support. To make this possible, the
foundation maintains long-standing partnerships with institutions
such as the Slovak Physicists Society, the Catholic Community,
the Slovak Philharmonic, the Jazz Days Festival and many others.

The platform for the CSR activities in the Czech Republic,
Nadace Ceské spotitelny, is a foundation established in 2002. Its
focus is on backing social projects that receive insufficient or no
support from other donors, such as in elder care and help for
people with addictions.

Partnerships with charitable organisations

Erste Group and Caritas are linked by a long-established partner-
ship that includes joint development work in Central and Eastern
Europe. Sharing responsibility for the stable and peaceful social
development in this region is a central aim for Erste Group, espe-
cially in times of economic turmoil. The Group has therefore
helped its partner Caritas since 1999, particularly in working with
and for children in Europe’s poorest countries. Through a Caritas
campaign in 2008, Erste Group sponsored a “youth farm” in
Bacova, Romania. Here street kids are able to start a new life.
They have the opportunity to go to school, learn a trade and
benefit from the stabilising effect of a steady and meaningful
daily rhythm by working the farm on which they live.

Another important part of the involvement with Caritas is the
fight against poverty in Austria. Thus in 2008 Erste Bank
Oesterreich also supported the Caritas autumn campaign for
people in need. The campaign motto this year emphasised that
happiness grows through sharing. The shared goal with Caritas is
to improve the life situation of the almost half a million people in
Austria who are poor or in danger of falling into poverty. In
addition, one euro from every savings product opened in Decem-
ber 2008 was donated to helping this part of the population.

Erste Bank Oesterreich and Osterreichisches Hilfswerk — a non-
profit organisation that is one of the country’s largest domestic
providers of healthcare and general care for the ill, the elderly and
children — have been partners since 2003. From the start, the
collaboration has focused on two main themes: the major issue of
healthcare and general care associated with growing life expec-
tancies; and the importance of family. To bring the wide range of
Hilfswerk’s services to the public’s attention, the partners conduct
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sweeping publicity campaigns every year. In 2008, Hilfswerk
devoted its annual campaign to children and childcare. Encapsu-
lated by the slogan “To each child its own. And the very best for
all children.”, the initiative was designed to raise awareness of
current issues and problems and discuss them among a wide
audience.

Arts and culture

In 2008 the social and cultural initiatives and activities of Erste
Group continued to be delivered through “Kontakt — The Arts and
Civil Society Program of Erste Group”.

The website (www.kontakt.erstegroup.net) is the central informa-
tion hub for this successful programme. With a regular newsletter
and an online magazine on current developments in the arts and
civil society in Austria and Central and Eastern Europe, this
website in German, English, Czech, Slovak, Hungarian and Croa-
tian has become a virtual landmark destination for those who take
a cultural and social interest in these regions.

In addition to the web presence, Erste Group publishes “Report”,
a magazine covering the arts, sciences and society in Central and
Eastern Europe. Published twice yearly in print and five times per
year as an online edition, Report is a fixture on the website. In
2008 the magazine won a distinction in Austria’s prestigious
MAECENAS arts sponsorship awards. In the “Arts and Media”
category, “Report” was recognised in the Special Award segment.
This marked the twentieth time that the award was handed out. It
is awarded by the independent Austrian Business Committee for
the Arts in cooperation with the ORF (the Austrian Broadcasting
Company) and the Austrian chamber of commerce.

An important part of Kontakt is the art collection of the same
name owned by Erste Group. This singular collection is con-
cerned with art production in Central, Eastern and Southeastern
Europe and the associated contemporary art discourse and critical
theory. The aspiration of the Kontakt art collection is to present
works that apply a holistic approach to creating a pan-European
art history. An exhibition was held in early summer in Hungary’s
Dunaujvaros at the Institute of Contemporary Art, followed by an
exhibit at the Austrian Cultural Forum in New York.

Music

Every year since 1989, the Erste Bank composition commission
is awarded to a young Austrian composer. At the “Wien Modern”
festival the premiere of the resulting work is performed by Klang-
forum Wien (a leading ensemble for contemporary music whose
main sponsor since 2007 has been Erste Bank Oesterreich) and
the piece is also added to two other concert programmes of this
outstanding ensemble. The compositions from the commission’s
first 18 years are collected in a publication titled “Creation of
Value — The Erste Bank Composition Commission, 1989-2007".



Retail & SME

The Retail & SME segment includes business with private indi-
viduals and small and medium enterprises in Austria and Central
and Eastern Europe. These regions are further subdivided into the
savings banks and Erste Bank Oesterreich in Austria and the
activities in the transformation economies Czech Republic, Ro-
mania, Slovakia, Hungary, Croatia, Serbia and Ukraine.

AUSTRIA

Economic review

In 2008 Austria recorded real GDP growth of 1.8%, down from
3.1% in the previous year, but still ahead of eurozone growth of
0.8%. In line with international developments, the year was a
story of two tales: while in the first half growth was robust and
inflationary concerns were at the forefront, the second half of the
year, and in particular the fourth quarter, was characterised by a
sharp slowdown in economic activity; annualised real GDP
growth advanced by only 0.5% of the final quarter of 2008. This
was mainly due to a slowdown in export growth — the same sector
that used to be the major growth driver in the past. Accordingly,
domestic demand was the main growth contributor. Overall,
Austria stayed among the richest countries in the world with
GDP/capita averaging EUR 34,000.

Thanks to the still satisfactory economic development in 2008,
the unemployment rate reached a multi-year-low of 3.5% and
remained significantly lower than the EU average as the crisis
had yet to impact the domestic labour market. Consumer prices
surged in the first half of the year on the back of rampant com-
modity prices, but came back as quickly as they rose to post only
a moderate increase of 3.2% for the year. Real estate prices con-
tinued the tradition of only rising by an equally moderate 2%, in
line with the annual growth rates since 2000. This is a reflection
of the low levels of home ownership in Austria as well as an
affordable rental market, where many players are not for profit,
entities such as state-subsidised housing cooperatives or councils.

On the back of diminished inflationary pressures and the deterio-
rating economic outlook, the European Central Bank cut its
benchmark interest rate from 3.75% to 2.50% in 2008. Fiscal
policy also moved centre stage in fighting the potential impact of
a slowing economy: the government adopted various measures
such as income tax cuts and higher transfer payments to families
in order to boost disposable incomes. Combined with gradually
slowing tax revenues, this translated into a higher than expected
but still very manageable budget deficit of 0.5%.

Key economic indicators — Austria 2005 2006 2007 2008e
Population (ave, million) 8.2 8.3 8.3 8.3
GDP (nominal, EUR billion) 245.3 257.9 270.8 282.0
GDP/capita (in EUR thousand) 28.9 30.0 32.6 33.8
Real GDP growth (in %) 2.0 3.3 3.1 1.8
Private consumption growth (in %) 2.0 2.1 1.0 1.0
Exports (share of GDP in %) 38.9 39.4 41.2 41.0
Imports (share of GDP in %) 38.8 38.2 40.7 40.1
Unemployment (Eurostat definition, in %) 5.2 4.7 4.4 3.5
Consumer price inflation (ave, in %) 2.3 15 2.2 3.2
Short term interest rate (3 months eop, in %) 25 3.7 4.7 3.1
EUR FX rate (ave) 1.0 1.0 1.0 1.0
EUR FX rate (eop) 1.0 1.0 1.0 1.0
Current account balance (share of GDP, in %) 2.0 2.4 3.2 3.1
General government balance (share of GDP, in %) -1.5 -1.5 -0.4 -0.5

Source: Erste Group.

Market review

The Austrian domestic banking market has the characteristics of a
developed Western market: high penetration figures, high degree
of competitiveness, and low profit margins. Although the Aus-
trian market cannot compete with CEE markets in terms of long-
term growth potential it still offers niche opportunities especially
in the fields of mortgage business and wealth management. In
wealth management the focus shifted from investment funds to
more conservative investments such as savings and life insurance
while the low rate of home ownership is a clear indication of the
potential of the mortgage segment.
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Financial intermediation — Austria (in % of GDP)
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In October 2008 the Austrian Federal Government reacted to the
spreading of the global financial crisis by introducing a package
of measures worth EUR 100 billion with a view to strengthening
the confidence in the Austrian money and financial markets. The
banking package has three pillars: firstly, EUR 15 billion has
been allocated to capital measures with the aim of bolstering core
capital ratios of domestic banks to between 9 and 10%; secondly,
EUR 75 billion was set aside for a government guaranteed bond
issuance programme that gives domestic banks secure access to
adequate liquidity in return for an annual fee of 90 basis points
(of the outstanding volume); thirdly, deposits of private individu-
als enjoy full protection under the deposit protection scheme until
the end of 2009 and up to EUR 100,000 per account thereafter.

Market shares — Austria (in %)
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2008 was also the year in which FX lending came to a halt in
Austria, following a recommendation by the Financial Market

Supervisory Authority in October. Due to the interest rate differ-
ential between the Swiss Franc and the euro, CHF-denominated
loans were very popular in Austria, especially in housing finance
among private individuals: at their height they made up 20% of
all Austrian non-government, non-bank debt. By 2008 this ratio
had already fallen to below 18%. As no or very limited — for
those who have CHF cash flows — CHF loans are disbursed to
private individuals anymore, the significance of this segment is
expected to decline sharply in 2009.

In 2008 Erste Bank Oesterreich and the savings banks maintained
their position as one of the leading players in Austria: they
achieved stable market shares of 19-20% in loans and deposits
alike and served three million customers in Austria in their 1,060
branches. The significant decline in combined total asset market
share was due to the strong expansion of interbank lending busi-
ness in the Austrian banking system, but outside of the savings
bank sector, in the second half of 2008. This is also the main
reason for the jump in domestic asset penetration to 246% — way
beyond its stable historic range of 190-200% of GDP. The rise in
domestic deposit penetration resulted from a combination of high
interest rates until autumn in the eurozone in the period under
review as well as a flight to safety.

SAVINGS BANKS

Business profile. In 2008 the Savings Banks segment com-
prised 49 Austrian savings banks (with 786 branches) that were
consolidated as a result of their membership in the Haftungsver-
bund (the cross-guarantee system) and in which Erste Group held
little or no equity interest. Savings banks that are majority-owned
by Erste Bank Oesterreich, such as Salzburger Sparkasse, Tiroler
Sparkasse and Sparkasse Hainburg-Bruck-Neusiedl, are included
in the Erste Bank Oesterreich segment.

In October 2007 the approval of the first business combinations
with the savings banks by the Austrian cartel authorities led to the
establishment of the “Haftungsverbund Neu”, the new cross-
guarantee system. In May 2008 the Austrian Federal Competition
Authority approved the business combination of Erste Group with
Steiermérkische Sparkasse under the last such joint application by
Erste Group and a savings bank for a business combination. In
total, 54 of the 55 Austrian savings banks are now united by this
affiliation. Only Sparkasse Linz has not joined the cross-
guarantee system. However, as the “Haftungsverbund alt” (the
old cross-guarantee system) is still effective, Sparkasse Linz, too,
is included in the Savings Bank segment.

Business review

Strategy. The aim of the cooperation between Erste Bank
Oesterreich and the savings banks is to work together on all
significant business tasks. This includes projects related to statu-
tory requirements, cooperation in the development of manage-
ment information and control as well as organisational projects
and information technology issues. On the strong foundation
provided by the new cross-guarantee system, the potential of the
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close partnership between Erste Bank Oesterreich and the savings
banks can be fully utilised and will in the future also be leveraged
in product development, distribution and joint marketing. As a
result, not only can the safety of deposits now be guaranteed even
after the expiration of the increased government deposit insurance,
but the arrangement ensures the lasting availability — even outside
densely populated urban areas — of a complete product offering
with all the financial services that customers need.

Highlights in 2008

Customer growth in the savings bank sector. Despite the
declining number of banking relationships per capita in Austria,
the savings banks and Erste Bank Oesterreich were able to ac-
quire 70,000 new customers last year. This was achieved by
numerous joint marketing activities, such as the Austria-wide sale
of “Happy Saver” packages through the retail stores of coffee
chain Tchibo/Eduscho. The packages contained store coupons
redeemable for merchandise at Tchibo/Eduscho, along with a
coupon for opening a term deposit savings account with a highly
competitive interest rate at the savings banks or Erste Bank
Oesterreich.

Common savings bank strategy. Together with Erste Bank
Oesterreich, the savings banks have adopted a unified strategy in
the small and medium enterprise (SME) business that ideally
combines the regional expertise of the savings banks with the
know-how of Erste Bank Oesterreich for the benefit of customers.
The shared goal is to become the market leader in the SME sector.

Joint new training and development framework for man-
agers. In 2008 the savings banks and Erste Bank Oesterreich
have redesigned their management training and development
activities. The key principles in this regard are:

_ Clear alignment of the training and development offer-
ing with the strategic goals of the savings bank sector

_ Career-long, coordinated training and development
offering that addresses everyone, from staff with man-
agement qualities all the way to top management

_ Decentralisation rather than rigid centralised control,
to customise the offering to the greatest possible ex-
tent; support for every manager through coaching and
mentoring

_ Positioning savings banks as an attractive employer
and placing strong emphasis on fostering staff reten-
tion

The savings banks and Erste Bank Oesterreich want their man-
agement staff to be not only the best possible technical managers
with the right expert knowledge but also to be effective staff
developers in their own right who can transmit corporate strategy
and culture to their staff.
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Cooperation with Vienna Insurance Group. Spring 2008 saw
the launch of a broader partnership between Erste Group and
Vienna Insurance Group (VIG). Both are leading financial institu-
tions in Central and Eastern Europe and have a wealth of experi-
ence and know-how in the development of flourishing business
activities in this region. This can benefit Austria as well. Empha-
sizing the collaboration, the insurance group s Versicherung and
its CEE subsidiaries changed hands and are now majority-owned
by VIG. As a result, the customers of Erste Bank Oesterreich and
the savings banks gain access to a much more attractive portfolio
of insurance products, and the Austrian entities of VIG (Wiener
Stédtische and Donau) will sell financial services of the savings
bank sector and refer business to them. A close working relation-
ship with Donau-Versicherung had already existed for some time,
particularly in those lines of business not covered by s Versi-
cherung. The intention now is to capitalise on the high potential
in life insurance, for which market penetration in Austria is still
significantly below the EU average.

Financial review

in EUR million 2008 2007
Pre-tax profit 20.5 320.4
Net profit after minority interests -26.1 20.0
Operating result 452.2 433.9
Cost/income ratio 67.0% 65.6%
Return on equity -12.0% 8.8%
Customer loans 36,188 31,340
Customer deposits 31,805 28,436

As of the first quarter of 2008, six new savings banks joined the
Haftungsverbund, affecting the comparability of results with the
previous year. The 12.7% growth in net interest income, from
EUR 864.4 million to EUR 974.1 million, was mainly due to the
inclusion of the new savings banks. Net commission income
reached EUR 381.9 million, exceeding last year’s result by
EUR 7.8 million, again significantly affected by the contribution
from the new savings banks, without which, fees would have
declined by EUR 13.8 million. Administrative expenses increased
from EUR 828.3 million in the previous year to EUR 919.6 mil-
lion (+11.0%). Excluding the new savings banks, however, this
rise would only have been 3.2%. Despite higher costs and a de-
clining trading result (from EUR 23.6 million in the previous year
to EUR 15.8 million), the operating result reached 452.2 million,
4.2% above that of the previous year (EUR 433.9 million).

Risk provisions, which grew significantly to EUR 275.8 million,
compared with EUR 96.2 million in the previous year, resulted,
on the one hand, from a provision taken in relation with a savings
banks merger, and, on the other hand, reflect a conservative risk
policy. Valuation requirements for securities outside of the trading
portfolio led to a significant decline in other result (by EUR 138.6
million, from EUR -17.3 million in the previous year to
EUR -155.9 million, which ultimately resulted in a negative net
profit after minorities of EUR 26.1 million. The cost/income ratio
was at 67.0%.
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Credit risk

Total exposure of the Savings Banks segment amounted to
EUR 46.9 billion (2007: EUR 42.2 billion) or 21.8% of Erste
Group’s total exposure. As a result of the economic developments,
non-performing loans rose from EUR 2.3 billion to EUR 2.6
billion, while the NPL ratio remained almost unchanged at 5.6%.
NPL coverage (excluding collateral) — at just shy of 53% — also
remained at last year’s level.

ERSTE BANK OESTERREICH

Business profile. The Erste Bank Oesterreich segment includes
Erste Bank Oesterreich and the three savings banks in which
Erste Bank Oesterreich has a majority shareholding: Salzburger
Sparkasse, Tiroler Sparkasse and Sparkasse Hainburg-Bruck-
Neusiedl. A further part of this segment is the activity of the Erste
Group in the Austrian property and mortgage business. This
includes private mortgages and the financing of both state-
subsidised and commercial housing construction, and also prop-
erty management and the estate agency business. One of the most
important operating units is s Bausparkasse, which, as the market
leader in Austria, provides financing for private customers as well
as non-profit and commercial property developers, and in addi-
tion has been responsible for Erste Bank Oesterreich’s mortgage
bond transactions. A significant role is also played by the estate
agency s REAL with its 84 offices in Austria, and by s Wohn-
baubank, a specialist bank for housing finance.

Business review

Strategy. Together with its three savings banks, Erste Bank
Oesterreich’s goal is to offer its customers one-stop-shop solu-
tions for all of their financing and investment requirements. The
strategic focus lies on the consolidation of the market position
with young people and students, pension and investment products
for all target groups, and increases in the target group of the over
60s. For small and medium-sized companies, Erste Bank
Oesterreich aims to be the first point of contact in financial mat-
ters, and targets long-term customer relationships based on part-
nership. In the areas of private banking and asset management,
the focus is on offering customers competitive products and
services with the support of a team of well-trained advisors, and
on continuously improving these products and services with
product specialists and portfolio managers.

Highlights in 2008

Measures related to the financial crisis. Particularly during
the financial crisis, it was important to provide comprehensive
advisory services to support customers who had lost confidence
in securities products. A special focus was placed on investment
in Erste Bank Oesterreich’s savings products. As the risks of
foreign currency-based financing were difficult to estimate due to
the insecurity on financial markets and the constant revisions of
economic forecasts, Erste Bank Oesterreich and the savings
banks welcomed the Austrian Financial Markets Supervisory
Authority’s recommendation to no longer grant foreign currency
loans. Existing foreign currency loans were examined together
with customers with the goal of finding the best individual solu-
tion.

Successful acquisition of new customers. One of Erste Bank
Oesterreich’s priorities in 2008 was the acquisition of new cus-
tomers. There were various projects to achieve this goal: in coop-
eration with Vienna Insurance Group, the subsidiary Finanzpart-
ner was established, which has accompanied new customers with
competent and comprehensive advice directly in the companies
that were won as clients. As the first joint product from Erste
Bank Oesterreich and the savings banks, a “Happy Saver” pack-
age was introduced in all branches of the coffee retail chain,
Tchibo/Eduscho, in Austria at the end of September. This package
contained shopping vouchers for Tchibo as well as a coupon for
opening a savings account with a very attractive interest rate.
The packages were sold very quickly and a large number of new
customers were acquired for Erste Bank Oesterreich and the
savings banks.

Simple and transparent products. In order to be able to offer
customers transparent products which are easy to understand, our
product portfolio has been generally streamlined and reduced.
Insurance products have always been a popular alternative to
traditional investment products in economically insecure times. In
this respect, the s Guarantee Concept offers customers a high
level of security and attractive returns, while the s Privatpension
is a suitable product for retirement provision.

Best ever results in SME business. In spite of weakening
economic conditions in 2008, our Austrian SME business
achieved its best ever results. Net profit increased by almost 50%,
compared to the previous year, to EUR 40 million. This positive
development was also due to the improvement in the service
offering. For example, as of July 2008 Erste Bank Oesterreich has
offered its customers an International Desk in ten countries in
order to simplify cross-border commercial business. Erste Group
and the network of savings banks support customers with infor-
mation and the handling of cross-border business on a one-stop-
shop basis. In addition to the special cross-border product pack-
age, a simplified international process for opening accounts was
introduced throughout the Group.
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Financial review

in EUR million 2008 2007
Pre-tax profit 95.2 158.2
Net profit after minority interests 81.5 118.7
Operating result 272.5 275.1
Cost/income ratio 70.6% 70.3%
Return on equity 8.3% 13.4%
Customer loans 23,183 22,005
Customer deposits 24,078 21,773

In spite of the challenging market situation, the net interest in-
come increased by 6.4% compared with the previous year, from
EUR 580.5 million to EUR 617.4 million, largely due to a strong
increase in customer deposits. Deposits increased by 10.6% to
EUR 24.1 billion, loans to customers grew by 5.4% to EUR 23.2
billion. Net commission income declined by 11.5% from the
previous year (EUR 330.4 million), to EUR 292.4 million. The
decline in securities business, primarily due to the development
of the financial markets in the fourth quarter of 2008, was only
partially compensated by an increase of insurance fees and pay-
ment transactions. Administrative expenses were almost flat, up
0.6% from EUR 649.9 million to EUR 654.1 million thanks to
consistent cost management. Net operating income grew from
EUR 174.0 million to EUR 180.0 million (+3.5%), with an in-
crease in the net trading result of 19.4% from EUR 14.1 million
to EUR 16.8 million. Risk provisions were 8.5% below last year’s
levels (EUR 101.1 million), at EUR 92.5 million. The devalua-
tions of financial assets, required as a result of the negative de-
velopments on the financial markets, resulted in a significant
decline in other result (from EUR -15.8 million in 2007 to EUR -
84.8 million) and led to a decline in net profit after minorities

from EUR 118.7 million in the previous year to EUR 81.5 million.

The cost/income ratio was 70.6%, with return on equity at 8.3%.

Credit risk

Total exposure of Erste Bank Oesterreich amounted to EUR 35.2
billion at the end of 2008 (comparable figures for the previous
year are not available due to the change in segment reporting) or
16.3% of Erste Group’s total exposure. Asset quality remained
excellent with 87% of exposure relating to the best risk class. The
proportion of non-performing loans in total exposure amounted to
3.5%, of which 54% was covered by risk provisions. Including
collateral NPL coverage was adequate.
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CZECH REPUBLIC

Business profile. The Czech Republic segment includes the
retail and SME business of Ceska spotitelna and its subsidiary
operations. Ceska sporitelna is the leading retail bank in the
country and the largest among Erste Group’s operations in CEE.
It serves some 5.3 million retail, SME and large corporate clients
and operates a network of 658 branches and 1,164 ATMs. Ceska
spotitelna has issued more than 3.3 million bank cards, including
almost 600,000 credit cards. The bank’s asset management, build-
ing society, pension fund and factoring subsidiaries also occupy
leading positions in their respective fields.

Economic review

The Czech economy grew by a respectable 3.7% in 2008; while
GDP/capita almost reached EUR 15,000. However, even the
Czech Republic could not avoid a negative impact from the
global economic slowdown: given its strong trade ties with the
eurozone, quarter-on-quarter GDP growth declined in the final
quarter of the year. Factory orders as well as industrial production
also fell sharply in Q4 2008, indicating that the years of economic
growth will give way to at least a temporary recession. While the
unemployment rate was still down year-on-year it saw an up-tick
towards the end of the year as a substantial part of local industry
—where most of the new jobs were created — is export-oriented.

Average consumer price inflation registered a marked increase
compared to 2007 to 6.4%, mainly due to the government’s tax
reform and exogenous cost increases. While in the first half of the
year the domestic economy generated pro-inflationary pressures,
driven by high wage and robust economic growth, in the second
half of the year the external environment turned decisively anti-
inflationary. The latter fact also outweighed the impact from
movements in the Czech Crown, which, after reaching record
highs against the euro earlier in the year, depreciated materially
towards the end of the year. As a result the Czech National Bank
(CNB) became the first bank in the region to start easing mone-
tary policy when it cut rates in August by 25bps in response to the
significant strengthening of the Czech Crown over the summer.
The CNB responded to the gloomier growth prospects by cutting
more aggressively in November (75 bps). At the end of 2008, the
reference rate of the Czech National Bank stood at 2.75%.

Topics that became a matter of interest for investors towards the
end of the year, such as external and fiscal imbalances, were well
under control in the Czech Republic. Thanks to a positive trade
balance the current account was only mildly negative, while
government spending only marginally outstripped revenues.
Public and foreign debt remained at equally benign levels of
below 30% of GDP. Although the Czech Republic is expected to
fulfil all Maastricht criteria in time to adopt the euro by 2012, the
adoption date remains uncertain, mainly for political reasons.
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Key economic indicators — Czech Republic 2005 2006 2007 2008e
Population (ave, million) 10.3 10.3 10.3 10.3
GDP (nominal, EUR billion) 100.2 1135 127.2 149.7
GDP/capita (in EUR thousand) 9.7 11.0 12.4 14.5
Real GDP growth (in %) 6.3 6.8 6.0 3.7
Private consumption growth (in %) 25 5.4 5.2 2.7
Exports (share of GDP in %) 62.6 66.7 70.2 67.4
Imports (share of GDP in %) 60.6 64.7 66.8 63.8
Unemployment (Eurostat definition, in %) 8.9 8.1 6.6 5.4
Consumer price inflation (ave, in %) 1.9 25 2.8 6.4
Short term interest rate (3 months eop, in %) 2.2 2.6 4.1 1.9
EUR FX rate (ave) 29.8 28.3 27.8 25.0
EUR FX rate (eop) 29.3 28.0 26.5 26.9
Current account balance (share of GDP, in %) -1.6 -3.1 -2.5 -1.9
General government balance (share of GDP, in %) -35 -2.9 -1.9 -0.5

Source: Erste Group.

Market review

The Czech banking market remained driven by the convergence
story in 2008. Although being a relatively developed market
compared to other CEE countries, asset penetration still remained
low compared to Western European levels. Measured as a share
of GDP, retail loans rose to 23% while housing loans increased to
19%. The market remained driven by retail loans which grew in
excess of 20% in 2008. FX lending, which played a dominant
role in countries with higher local interest rates, such as Hungary
or Romania, remained insignificant, representing only 13% of
total loans and related exclusively to the export-heavy corporate
customer segment. In addition, 90% of FX-based loans were
covered by FX deposits and/or revenues. The Czech National
Bank proactively addressed the issue of frozen interbank market
by offering new 2W and 3M facilities.

Financial intermediation — Czech Rep (in % of GDP)
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Ceska spotitelna comfortably maintained its number 1 position in
retail banking and continued to be the second largest based on
total assets. In doing so Ceska spotitelna continued to reap the
benefits from employing a conservative business model that is
built on sustainable deposit funding. In terms of retail products
Ceska sporitelna maintained its dominant market position, own-
ing approximately one third of housing loans as well as retail
deposits. In relatively young and faster growing segments of
market, such as credit cards, the bank’s share was even higher.

Market shares — Czech Republic (in %)
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Business review

Strategy. Ceska spotitelna’s strategy is built on its strength in
retail funding. This gives the bank a solid foundation for its con-
tinued growth and is a key competitive advantage in times of
scarce liquidity. On this basis Ceska spotitelna will continue to
provide retail and SME customers with modern and flexible
banking services in a sustainable and risk conscious manner.

47



Highlights in 2008

Focus on flexible products. Product choice and flexibility
remained the key elements in ensuring customer satisfaction at
Ceska spotitelna in 2008. This was achieved by allowing custom-
ers to assemble products and services according to their individ-
ual requirements and needs. A major success in this respect was
the launch of a new personal account, with multiple service op-
tions. The range of services was continuously enlarged and by the
end of 2008 only 13% of clients had the same service combina-
tions. The new personal account was introduced in August 2007
and by November 2008 it had attracted 1 million customers.
Other successful flexible products included mortgages with vari-
ous interest rate and fee options and a bank card product, named
the Cool Card that offers shopping discounts, extended warranties
on purchased goods and various design options. Within three
months of its launch in August 2008 the number of issued Cool
cards reached 100,000.

Growth in customer deposits. Building on its key competitive
strength, the Czech retail & SME business recorded continued
customer deposit growth of 19% in 2008. The growth was driven
mainly by deposits of private individuals, supported also by a
new product called Golden Deposit, which is a combination of a
saving and an investment product. The Golden Deposit has a term
of two years and provides customers with a guaranteed interest
rate. By the end of 2008, i.e. after only eight months of its launch
the Golden Deposit attracted nearly EUR 500 million in new
deposits.

Loan growth slowed down in 2008. The loan portfolio of the
Czech retail & SME business expanded by 12% to EUR 16.2
billion in 2008. This development was mainly driven by retail
products, such as housing and consumer loans. Despite these
solid results and in line with the slowing economy the growth
dynamics in new loans was decreasing, particularly in mortgages.
In addition, growth was also impacted by the tightening of lend-
ing standards for new business and the review of contracts with
external mortgage brokers in early 2008. Despite these measures,
Ceska sporitelna maintained its leading position in the Czech
mortgage market. In contrast to housing loans, building society
loans, consumer loans and loans to small and medium-sized
companies all posted double-digit growth rates in 2008. Despite
the growing loan portfolio the loan-to-deposit ratio remained
stable at very conservative levels.

Ceska spofitelna successfully completed its First Choice
Bank Programme (FCB). The FCB programme launched in
July 2006 has affirmed Ceska spofitelna’s leading position in
retail banking and financial markets, and reinforced its position in
the SME market segment. As part of this programme Ceska
spofitelna has introduced dozens of successful user-friendly
products and services and changed key processes, but also opened
new client information and advisory centres and substantially
expanded its distribution network. Overall, the FCB programme
reinforced the strong foundations of Ceska spotitelna’s business
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model and created the conditions for the further strategic devel-
opment of the bank even in economically more challenging times.

Dominant position in electronic banking. Ceska sporitelna
also maintained its leadership in the area of electronic banking.
The total number of active users of direct banking (especially
internet banking) products SERVIS 24 and BUSINESS 24 grew
by 5% compared to 2007 and reached 1.2 million. The number of
transactions carried out through SERVIS 24 and BUSINESS 24
recorded a 21% increase to 79 million. Ceska spotitelna became
the first bank in the Czech market to offer the option of accepting
and paying invoices electronically in its SERVIS 24 internet
banking service; the new e-invoice service can be activated di-
rectly via SERVIS 24.

Financial review

in EUR million 2008 2007
Pre-tax profit 439.9 460.9
Net profit after minority interests 349.8 372.3
Operating result 773.8 546.1
Cost/income ratio 49.1% 53.7%
Return on equity 43.3% 50.8%
Customer loans 16,233 14,457
Customer deposits 23,474 19,728

The Czech retail & SME business increased its net interest in-
come significantly, by 33.2% (currency-adjusted 21.0%), from
EUR 820.1 million to EUR 1,092.7 million, due to volume in-
creases in both liabilities and assets Net commission income
improved due to the positive trend in card business and account
fees, by 24.1% (currency-adjusted 12.7%) from EUR 342.2 mil-
lion to EUR 424.9 million. The declining trading result (from
EUR 18.4 million in 2007 to EUR 2.6 million) is due to the de-
preciation of the CZK towards year end and the lowering of the
key interest rate. Rising administrative expenses in relation to
business expansion resulted in an increase in administrative
expenses of EUR 111.8 million (17.6%) from EUR 634.6 million
to EUR 746.4 million (6.8% on a currency-adjusted basis).

The operating result showed a very positive trend and at
EUR 773.8 million was up 41.7% (currency-adjusted 28.6%)
compared to the previous year (EUR 546.1 million). Higher
lending volumes over the past years together with the deteriora-
tion of market conditions resulted in a significant increase in risk
provisions, which rose by EUR 46.5 million or 66.3% to EUR
116.6 million (currency-adjusted +51.1%). In accordance with the
current market situation, the other result was characterised by
negative valuation requirements, which resulted in a decline to
EUR -217.2 million from EUR -15.2 million. This item includes
the write-down of exposure to Icelandic banks as well as to Leh-
man Brothers. The cost/income ratio improved from 53.7% to
49.1%. Net profit after minorities was down 6% to EUR 349.8
million (currency-adjusted -14.7%) compared to EUR 372.2
million in 2007. Return on equity was 43.3%.
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Credit risk

Total exposure of the Czech retail & SME business was EUR
28.6 billion in 2008, or 13% of Erste Group’s total exposure (no
comparable figure is available for 2007 due to the change in
segmentation during the course of the year). At the same time
non-performing loans rose substantially, due to the seasoning of
the loan portfolio, slowing loan growth in 2008 and methodologi-
cal changes. This resulted in an NPL ratio of 1.9%. NPL coverage
(excluding collateral) declined to approximately 60%.

ROMANIA

Business profile. The Romania segment includes the retail &
SME business of Banca Comerciala Romana (BCR) and its sub-
sidiaries. BCR is the clear market leader in the Romanian bank-
ing market offering a wide range of banking services. BCR also
ranks first in leasing and asset management and is well positioned
in the brokerage business. As of 2008 BCR entered the building
society market and became an instant market leader. The bank
services a broad base of 4.5 million customers and operates a
network of 641 branches and more than 50 commercial centres.

Economic review

The Romanian economy continued to grow strongly in 2008,
although — in line with international developments — growth
slowed down markedly towards the end of the year. Real GDP
growth still came in at an estimated 7.6% driven by investments
and a good performance in the agriculture, construction and

energy sectors. As a result GDP/capita advanced to EUR 6,400.
Inflationary pressures eased markedly during the course of the
year as a result of lower commodity prices, but this was not
enough to push down average consumer price inflation below last
year’s level.

While the country’s trade and current account deficits narrowed
in relation to GDP the imbalances still remained in the double-
digits, requiring substantial external financing. This was effec-
tively provided through foreign direct investments, which
amounted to nearly 7% of GDP in 2008 and parent bank financ-
ing to various local banking subsidiaries. Despite the fact that
private sector debt stood at only 41% of GDP, concerns about the
country’s reliance on external financing led to a decline in the
Romanian Leu, which depreciated by about 10% vs the euro
during the course of the year. The decline would have been more
pronounced had the national bank not intervened in the market
and raised the interest rate to 10.25%.

Romania followed a very prudent fiscal policy over the last years,
but this trend came unstuck as spending was increased ahead of
the parliamentary elections November and revenues fell short of
expectations in the final quarter of the year. While the budget
deficit — at 4.8% of GDP — was the highest in more than 10 years,
public debt remained at very manageable levels, especially com-
pared to developed Western economies.

Key economic indicators — Romania 2005 2006 2007 2008e
Population (ave, million) 21.6 21.6 21.5 21.4
GDP (nominal, EUR billion) 79.7 97.8 123.8 138.3
GDP/capita (in EUR thousand) 3.7 4.5 5.8 6.4
Real GDP growth (in %) 4.2 7.9 6.2 7.6
Private consumption growth (in %) 9.4 11.4 9.8 7.5
Exports (share of GDP in %) 27.9 26.4 23.9 24.3
Imports (share of GDP in %) 40.8 41.7 41.1 38.0
Unemployment (Eurostat definition, in %) 5.9 5.2 4.1 4.4
Consumer price inflation (ave, in %) 9.0 6.6 4.8 7.9
Short term interest rate (3 months eop, in %) 7.6 8.6 8.4 155
EUR FX rate (ave) 3.6 35 3.3 3.7
EUR FX rate (eop) 3.7 3.4 3.6 4.0
Current account balance (share of GDP, in %) -8.6 -10.4 -13.5 -13.1
General government balance (share of GDP, in %) -0.8 -1.6 -2.3 -4.8

Source: Erste Group.

Market review

The Romanian banking market continued to grow strongly in
2008, even though there was a noticeable slowdown towards the
end of the year. Customer loans grew by 35% with retail loans
being the major driver in terms of customer segment and typically
euro-based FX loans in terms of currency split. Housing loans
were the single fastest growing product, advancing by 47% year-
on-year, albeit from a very low base: as a result total housing
loans outstanding amounted to only EUR 5.2 billion, or about

EUR 250 per capita; as a percentage of GDP they stood at
slightly above 4%. In contrast, the same measure amounted to
between 80-100% in developed Western countries, such as the US,
the UK, the Netherlands or Switzerland.

The slowdown towards the end of the year was directly related to
the introduction of more restrictive national bank policies on
lending, such as higher provisioning for unsecured FX loans, in
order to minimise potential risks, keep loan growth at sustainable
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levels, tame domestic demand and contribute to the narrowing of
the current account deficit. Deposits — at 19% year-on-year —
grew slower than loans. Here again the retail segment was the key
growth driver. Local currency deposits remained dominant and
fully covered local currency loans, while FX deposits accounted
for more than a third of the total deposit market and hence re-
mained a key local funding source for FX loans.

In 2008 BCR’s market shares continued to decline on the asset as
well as on the liability side. On the one hand this was a result of
not aggressively competing for low margin deposits that players,
who had previously overextended themselves on the lending side,
were fighting for; on the other, it reflected BCR’s own conserva-
tive approach to lending. Importantly, BCR comfortably main-
tained its leading position in the Romanian banking market, with
market shares of 20-25% in the main retail business categories.

Financial intermediation — Romania (in % of GDP)
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Business review

Strategy. BCR’s strategy is to maintain its leading market posi-
tion by further improving its sales channels as well as back office
processes, and by continuing to put customer needs at the fore-
front of all activities. The main goal is to further increase cus-
tomer loyalty and hence long-term profitability, while at the same
time adhering to strict lending standards and offering high quality
savings and investment products.

Highlights in 2008

Retail business — focus on efficiency and deposits. During
2008, BCR introduced price based and non-price based incentives
in order to reduce costly and low revenue cash transactions in
branches and to encourage the uptake of electronic payment
services. In addition BCR implemented sales tools that make it
easier to acquire new customers, retain existing customers and
cross-sell to all customers. Examples include the preparation of
sales arguments for all retail products and the introduction of
user-friendly interfaces to make product information easily acces-
sible to advisors and product experts. In addition, a new model
for retail sales force performance measurement was implemented,
containing key performance indicator definitions, target setting
models, sales reports as well as a performance-based incentive
scheme. In the context of the widening global financial crisis,
maintaining the strength in the retail deposit market became ever
more important in terms of funding business growth. In this
respect, BCR ran marketing campaigns to promote its saving
products including those of the newly established building society
subsidiary.

Focus on secured lending. In 2008, the bank’s policy was to
increase the share of secured loans within the retail portfolio.
Accordingly, secured housing loans grew the fastest, while unse-
cured — typically local currency denominated — consumer loans
increased only moderately. However, the latter still made up
about 40% of the retail portfolio. The local corporate portfolio
registered quite a balanced increase in all client segments: while
loans to SMEs increased fastest they were closely followed by
those extended to municipalities. Overall, customer loans in the
Romanian retail & SME business grew to EUR 11 billion, up a
currency-unadjusted 12% on the previous year; a significant
slowdown was registered towards the end of the year as a result
of tighter lending standards demanded by the national bank on the
one hand, and slowing economic growth on the other.

Integration programme successfully completed. The Inte-
gration and Development Program (IDP), which touched and
transformed almost every aspect of the business in BCR, was
officially completed in April 2008. The programme involved the
transfer of back office activities from the branch network to the
head office or to regional processing centres, as well as the cen-
tralisation or outsourcing of support functions. The full separation
between front office and back office activities led to a higher
level of customer focus among branch staff and consistent quality
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standards across the network. Furthermore, it contributed to
increasing the bank’s efficiency and facilitated better bank-wide
risk management. Other key achievements have been the comple-
tion of payment centralisation and the outsourcing of procure-
ment processes. Also, in order to be able to measure the perform-
ance of reengineered processes, a set of key performance indica-
tors (KPIs) was defined and implemented.

Investments into alternative distribution channels. Alterna-
tive distribution channels play an important role in the bank’s
development and market share growth and therefore BCR has
invested significant amounts into this area. This resulted in the
transfer of transactions from branches, increased client retention
and additional revenue generation. BCR continued to enhance the
functionality of its 24/7 contact centre offering access to person-
alised information and transactions. Furthermore, self service
areas were implemented in 20 larger branches in selected loca-
tions countrywide: Easy 24 Banking are fully automatic units,
equipped with ATMs, FX ATMs, multi-functional machines,
phone banking terminals, Info Kiosks and Service Boxes. Starting
July 2008, the new Internet Banking Service (Click 24 Banking)
was launched as a stable, flexible and user-friendly solution for
private individuals. BCR also continued to expand its network of
ATM and POS terminals, which numbered more than 1,500 and
13,000 units, respectively.

Financial review

in EUR million 2008 2007
Pre-tax profit 439.8 294.2
Net profit after minority interests 240.1 168.3
Operating result 547.7 270.8
Cost/income ratio 45.5% 65.6%
Return on equity 53.4% 40.8%
Customer loans 11,009 9,874
Customer deposits 7,303 7,364

The operating result of the Romanian retail and SME business,
which more than doubled compared with the previous year,
reached EUR 547.7 million (2007: 270.8 million). The significant,
45.2% rise in net interest income (currency-adjusted 60.4%),
from EUR 510.8 million to EUR 741.6 million, mainly resulted
from a strong rise in customer loans at resilient margins since H2
2007 supported by the application of the Effective Interest Rate
(EIR) guidelines, which stipulate that interest-related commis-
sions be transferred to interest income. The increase without the
EIR effect and currency-adjusted was 37.0%.The rise in payment
and lending fees was offset by the reclassification in net interest
income and resulted in a decline in fee income of EUR 12.6
million (5.1%) compared with 2007 to EUR 236.3 million (cur-
rency-adjusted +4.9%). In addition to strict cost management, the
11.5% decline in administrative expenses (currency-adjusted
2.2%) from EUR 516.9 million in the previous year to EUR 457.6
million was also due to the successful integration of BCR (for
instance headcount was reduced from 12,224 to 9,985 at the end
of 2008), but also by lower restructuring costs of EUR 22.5 mil-

lion in 2008. (2007: EUR 68 million). The cost/income ratio
significantly improved on the previous year’s value of 65.6%, to
45.5%.

The effects of the financial crisis, a conservative risk policy and
the currency trend were reflected in the increase of risk provi-
sions (from positive EUR 34.5 million in the previous year to
negative EUR 121.2 million). This development was further
impacted by positive one-off effects in 2007: cancellation of the
reinsurance of consumer loans from June 2007; sales proceeds
from receivables that had already been completely written off;
and higher Group reserve releases together significantly aided the
2007 results. Sales proceeds from investments caused the rise in
other result to EUR 13.2 million (previous year EUR -11.2 mil-
lion). Net profit after minorities totalled EUR 240.1 million,
compared to EUR 168.3 million in the previous year, which
equates to an impressive rise of 42.7% (currency-adjusted 57.6%).
Return on equity improved from 40.8% to 53.4%.

Credit risk

Total exposure of the Romanian retail & SME business amounted
to EUR 13.2 billion or 6% of Erste Group’s total credit risk expo-
sure (no comparable figure is available for 2007 due to the
change in segmentation during the course of the year). Non-
performing loans rose as a result of slowing, albeit still signifi-
cant loan growth and a gradual deterioration in asset quality
across all segments in the second half of the year; this was also
reflected in a rising NPL ratio, which stood at 3.8%, after 2.0% in
the previous year. NPL coverage (excluding collateral) declined
compared to 2007, but — at 106% — non-performing loans contin-
ued to be fully covered by risk provisions.
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SLOVAKIA

Business profile. The Slovakia segment encompasses the retail
& SME business of Slovenska sporitel'na (SLSP) and its subsidi-
aries. Slovenska sporitel'na, the formerly state owned savings
bank, is the long standing market leader in Slovakia with a his-
tory dating back to the end of 19th century. It serves some 2.6
million clients, or about half of the Slovak population, through a
network of 275 branches and more than 600 ATMs. Slovenska
sporitelna also occupies leadership positions in asset manage-
ment, leasing and factoring.

Economic review

2008 was another excellent year for the Slovak economy, even
though growth slowed down markedly towards the end of the
year, in line with the weakness of the global economy. Real GDP
growth amounted to an estimated 6.8%, while GDP/capita ad-
vanced to more than EUR 12,000. With Germany and other major
trading partners either in or approaching recession, foreign de-
mand for Slovak goods and services has decreased, particularly
affecting exporters of durable goods such as carmakers and their
suppliers. As domestic demand also weakened, GDP grew sig-
nificantly slower than in the record growth year of 2007. Still,
Slovakia was among the top countries in the European Union
based on the growth of the economy.

While average annual inflation was up compared with the previ-
ous year, there was a substantial decline in price pressure towards
the end of the year. This resulted from a favourable base effect, as
food prices saw significant price increases in 2007. The steep fall
in oil prices led to cheaper fuels and has reduced pressure on
energy prices. Since Slovakia adopted the euro in January 1, 2009,
the central bank did not have much room left for independent
monetary policy. Indeed, the NBS followed the ECB’s moves
without much delay.

2008 again confirmed that the deficit of the Slovak trade balance
is mainly connected to oil and commodity imports and accord-
ingly was mainly a reflection of the worsening trade balance with
Russia, which is the most important oil and gas trading partner
for Slovakia. On the export side, decreased demand for cars
impacted the trade balance with countries such as the US and
Germany. In addition, a higher deficit of services and transfers, as
well as a smaller surplus of merchandise trade also contributed to
the significant, but manageable current account deficit. In terms
of fiscal policy, the budget deficit remained well within the
ranges set by the Stability and Growth Pact and hence did not
pose an obstacle to timely eurozone entry on 1 January 2009.

Key economic indicators — Slovakia 2005 2006 2007 2008e
Population (ave, million) 5.4 5.4 5.4 5.4
GDP (nominal, EUR billion) 38.5 44.6 54.8 65.3
GDP/capita (in EUR thousand) 7.1 8.3 10.1 12.1
Real GDP growth (in %) 6.6 8.5 104 6.8
Private consumption growth (in %) 6.5 5.9 7.1 6.3
Exports (share of GDP in %) 66.7 74.3 76.7 73.0
Imports (share of GDP in %) 71.6 78.8 77.9 74.1
Unemployment (Eurostat definition, in %) 11.6 10.4 8.4 7.6
Consumer price inflation (ave, in %) 2.7 4.5 2.8 4.6
Short term interest rate (3 months eop, in %) 3.2 4.7 4.3 3.0
EUR FX rate (ave) 38.6 37.2 33.8 31.3
EUR FX rate (eop) 37.8 34.6 33.6 30.1
Current account balance (share of GDP, in %) -8.4 -7.2 -5.3 -5.7
General government balance (share of GDP, in %) -2.8 -3.5 -2.0 -2.2

Source: Erste Group.

Market review

The Slovakian banking market remained one of the most bal-
anced in the CEE region in 2008: deposits continued to grow in
line with loans, resulting in a system-wide loan-to-deposit ratio of
substantially below 100%, and the significance of FX loans in the
corporate market was mainly a result of the country’s status as an
exporter. Due to the adoption of the euro at the start of 2009, FX
loans will no longer be a topic even in the corporate sector. Over-
all, the strong economic growth in Slovakia supported the coun-
try’s banking market. Due to fast growing retail and corporate
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loan demand and despite high real GDP growth, banking assets as
a percentage of GDP rose to 93% by the end of 2008. On the
asset side, housing and consumer loans remained the main growth
drivers. On the liability side, deposit growth outpaced that of
funds due to higher interest rates. However, financial intermedia-
tion ratios of the Slovakian banking market are still well below
those in the EU, indicating further growth potential.
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Financial intermediation — Slovakia (in % of GDP)
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Slovenska sporitel'na comfortably maintained its leadership posi-
tion in Slovakian banking market in 2008. True to its roots as a
savings bank it held the highest share in the deposit and espe-
cially the retail deposit market. Similarly, a much stronger posi-
tion in the retail segment was also characteristic for the lending
business. While the stock of housing loans was three times as
high as that of consumer loans, the market share in the latter — at
41% — was the highest among all product categories. Overall,
total asset market share of SLSP remained at about 20%.

Market shares — Slovakia (in %)
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Business review

Strategy. The strategic focus of Slovenské sporitel'tia remains on
maintaining its leading position in retail and SME banking by
building on its unique strength in retail funding. Specific business
development measures will include the popularisation of elec-
tronic banking, increased emphasis on wealth creation services
and the expansion of SME financing activities.

Highlights 2008

Euro adoption gives extra boost to deposit growth. Despite
increasing economic uncertainties, the Slovak retail and SME
business was one of the major beneficiaries from the euro
changeover in Slovakia in terms of deposit taking. Deposits grew
by 37% to EUR 7.6 billion thanks to a strong increase in the final
quarter, when customers where depositing funds that were previ-
ously held as cash outside of the banking system, particularly
with market leader Slovenska sporiteltia, in order to ensure a
free-of-charge translation into euros. Unstable financial markets
also contributed to the growth in deposits as fund investors fled
risky investments and placed them as term deposits with the bank.

Loan growth slows in 2008. Loan growth continued to slow
down during the course of the year as an inevitable consequence
of the slowing economy and rapid growth in previous years.
Overall, total loans outstanding of the Slovak retail & SME busi-
ness amounted to EUR 5.5 billion, up 24% on the previous year.
Retail loans — and within this category housing loans — were the
key growth driver. Demand for SME and local corporate loans
slowed considerably towards the end of the year, but on an annual
basis growth was still positive.

Office space consolidation completed. The vast majority of
Slovenska sporiteltia’s and its subsidiaries’ headquarter units
moved to a new building in 2008, consolidating locations dis-
persed around Bratislava. This will result in easier inter-
departmental communication and significant energy savings. In
addition to moving to a new building, progress was also made
with implementing the new core banking system. Both projects
are expected to contribute significantly to the bank’s future
growth potential.

Non-cash transactions on the rise. The rise in non cash trans-
actions was driven by two major factors: the bank’s fee strategy
was very much aimed at promoting the use of such transactions
and more clients started to favour card payments, as a result of
ease of use, the growing POS network and in preparation for euro
adoption, ahead of which the general public was advised to em-
ploy card payments in order to prevent initial errors after the
currency switch. While the volume of POS transactions grew by
the double-digits, payment card utilisation also edged up. Card-
related product innovations included the introduction of a cash-
back and prepaid phone card recharging service via the POS
network.
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Financial review

in EUR million 2008 2007
Pre-tax profit 100.4 113.6
Net profit after minority interests 82.7 103.6
Operating result 216.3 178.9
Cost/income ratio 53.3% 55.0%
Return on equity 27.5% 38.4%
Customer loans 5,514 4,451
Customer deposits 7,599 5,546

The EUR 43.4 million, or 14.9% improvement of net interest
income in the Slovak retail & SME business from EUR 291.4
million in the previous year to EUR 334.8 million (currency-
adjusted +6.4%) was due to the rise in lending volumes and
customer deposits accompanied by almost stable margins. Rising
credit and payment transaction volumes and a new pricing policy
contributed to an increase in net commission income of 18%
(currency-adjusted: 9.3%) from EUR 91.9 to EUR 108.4 million
in 2008. The good performance of net interest and fee income and
the increase in trading result from EUR 13.8 million in the previ-
ous year to EUR 20.2 million lead to an operating result of EUR
216.3 million, exceeding that of the previous year (EUR 178.9
million) by 20.9% (currency-adjusted 11.9%).

The 13.3% increase in administrative expenses from EUR 218.2
million in 2007 to EUR 247.2 million (currency-adjusted +4.9%)
was mainly due to costs in relation to the Euro introduction and
costs for a new core banking system. The cost/income ratio fur-
ther improved from 55.0% to 53.3%.The EUR 44 million rise in
risk provisions to EUR 81.4 million (2007: EUR 37.4 million)
reflected the changeover to the Basel 11 regime, as well as higher
provisions for subsidiaries. Net profit after minorities was around
20.2% (currency-adjusted: 26.1%) below the previous year’s
value of EUR 103.6 million, at EUR 82.7 million. Return on
equity was 27.5%.

Credit risk

Total credit exposure of the Slovak retail & SME business
amounted to EUR 8.5 billion in 2008 (no comparable figure is
available for 2007 due to the change in segmentation during the
course of the year). Retail loans increased their share of total
exposure, as housing loans continued to be in demand. Asset
quality trends reflected the changes in the portfolio structure and
tax legislation preventing the bank from selling NPLs in a tax-
efficient manner unless they were three years overdue. This re-
sulted in an NPL ratio of 3.2%, while NPL coverage (excluding
collateral) stood at 82%.
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HUNGARY

Business profile. The Hungary segment comprises the retail
and SME business of Erste Bank Hungary and its subsidiaries.
Erste Bank Hungary is a considerable player in the Hungarian
banking market: in terms of customers it occupies the No. 2 spot
with 800,000 clients; it was also second in retail lending, with a
market share of over 12%. With a total asset market share of
7.8% Erste Bank Hungary ranks fifth in the market. The network
coverage remains virtually unchanged at more than 200 branches
nationwide, 27 commercial centres for SME clients and 327
online-post offices. In addition, Erste Bank Hungary maintains
strong positions in the brokerage business and in leasing.

Economic review

Hungary’s economy continued its poor performance in 2008. The
government’s austerity package launched in 2006 significantly
increased the tax burden on individuals and corporates, and led to
lower private consumption. The export performance, which used
to be a major support factor in times of difficulty, also started to
suffer in the final quarter of 2008, mainly due to the decline in
global demand and high exposure to Germany. Overall, Hun-
gary’s GDP in 2008 grew only by 0.9%, one of the lowest in the
region. The unemployment rate increased to 8.0%, as more than
10,000 people have lost their jobs due to the financial crisis in
2008. On the positive side, the austerity measures were instru-
mental in reigning in the budget deficit to 3.3% of GDP.

The year 2008 saw the forint at its strongest and its weakest
nominal exchange rates vs the euro in a decade moving from 230
in July to 286 in October. Earlier in the year, abandoning the HUF
trading band seemed to open the path for the exchange rate to
become a powerful tool in fighting inflation, however, the gain of
the forint quickly evaporated when the global financial crisis and
with it evaporating risk appetite hit Hungary's economy. The
national bank continuously increased the base rate until October
(11.5%), however, the last quarter of the year saw two rate cuts
and by year end the base rate stood at 10.0%.

The international financial crisis has drastically impacted Hun-
gary in two areas: increased exchange rate volatility and govern-
ment solvency problems due to the illiquid bond market. As a
result, the IMF, the World Bank, and the EU have agreed with
Hungary to introduce a EUR 20 billion package with the aim of
boosting the economy and restoring confidence. In addition, the
government introduced a new austerity package which will likely
enable Hungary to reach most Maastricht criteria by 2010; ac-
cordingly, euro adoption may come sooner (2012) than originally
expected.
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Key economic indicators — Hungary 2005 2006 2007 2008e
Population (ave, million) 10.1 10.1 10.1 10.0
GDP (nominal, EUR billion) 88.7 90.0 101.1 105.4
GDP/capita (in EUR thousand) 8.8 8.9 10.1 10.5
Real GDP growth (in %) 4.0 4.1 1.1 0.9
Private consumption growth (in %) 3.6 1.9 -1.8 0.5
Exports (share of GDP in %) 56.0 64.9 67.6 68.6
Imports (share of GDP in %) 58.5 67.1 67.3 68.5
Unemployment (Eurostat definition, in %) 7.2 7.5 7.7 8.0
Consumer price inflation (ave, in %) 3.6 3.9 8.0 6.1
Short term interest rate (3 months eop, in %) 6.3 8.1 7.5 10.0
EUR FX rate (ave) 248.1 264.3 251.3 251.3
EUR FX rate (eop) 252.7 251.8 253.4 264.8
Current account balance (share of GDP, in %) -7.5 -7.5 -6.4 -7.6
General government balance (share of GDP, in %) -7.8 -9.2 -5.0 -3.3

Source: Erste Group.

Market review

The financial crisis significantly changed Hungary’s foreign
exchange loan-driven banking market. Banks stopped to offering
Swiss Franc-based loans, which accounted for more than 90% of
newly disbursed housing loans, the fastest growing product in the
market. The switch to euro-based loans and, in the case of shorter
maturity personal loans, local currency-based loans resulted in a
significant slowdown of loan growth especially in the final quar-
ter of 2008. The savings market also experienced significant
changes as there was a substantial shift to bank deposits from
investment funds. The competition for deposits has intensified —
as banks have been marketing deposits as loss leaders — which
put pressure on margins.

In this environment Erste Bank Hungary’s total asset market
share improved to 7.8% in 2008 with gains posted in the retail as
well as the corporate segment. The bank successfully retained its
No. 2 position in terms of customers thanks to its well-developed
network of more than 200 branches and 27 commercial centres.
In addition, Erste Bank Hungary continued to benefit from the
strategic partnership with the Hungarian Post. Access to a vari-
able cost distribution channel of 327 online post offices played an
important role in the bank’s successful deposit campaigns. Alto-
gether, Erste Bank Hungary’s deposit market share increased
slightly to 6.3% in 2008.

Financial intermediation — Hungary (in % of GDP)
150 —
126
120 |—
103
90 | — 83
69
60 — ° 55
48 47
42
30 —
0
2004 2006 2008e
Total assets I Customer loans N customer deposits

Source: National Bank of Hungary, Erste Group.

Market shares — Hungary (in %)

15 —
12.3
12 — 111
10.6
o 78
73 7.0 6.9
6.0 6.1
6 —
3
0
2006 2007 2008
Total assets I Retail loans I Retail deposits

Source: National Bank of Hungary, Erste Group.

55



Business review

Strategy. The global financial crisis and the quickly deteriorating
economic outlook changed the rules of banking in Hungary.
Pressure on the Hungarian Forint, reliance on parent company
financing and increased funding costs exposed the risks of FX
lending. Erste Bank Hungary reacted without delay and imple-
mented a set of measures that will put the business plan on a
slower growth, but more sustainable footing: Swiss Franc loans
were abolished, interest rates were raised in order reflect higher
funding costs and additional emphasis was put on deposit collec-
tion with a view to containing the loan/deposit ratio at manage-
able levels. This should equip Erste Bank Hungary with the tools
to successfully confront a slower growth and higher risk cost
business environment.

Highlights in 2008

Swiss Franc lending comes to a halt. While Erste Bank
Hungary remained one of the top players in the housing loan
market, it also became evident that extending Swiss Franc-based
loans was no longer the right option. Accordingly, the bank
stopped this business and efforts were made to re-channel de-
mand for FX loans into euro-based products, as Erste Group
overall enjoys a much better liquidity position in this currency.
The extension of local currency loans is also expected to play a
more prominent role, particularly in the case of unsecured loans,
such as credit cards or personal loans.

Opportunities in SME and local corporate lending. While
retail lending clearly slowed down in the second half of the year
as a result of lower FX lending volumes, opportunities opened up
in the local corporate market, as many players were either con-
strained by liquidity concerns or had withdrawn from the market
for other reasons. This was especially the case in the real estate
segment, where declining competitive tension gave those banks
still active the market, such as Erste Bank Hungary, the opportu-
nity to cherry-pick projects. While risk concerns have clearly
increased in this segment, there were a number of risk mitigants
such as pricing power and a real estate market that has seen no
excesses over the past years.

Beneficial cooperation with the Hungarian Post Office. The
strategic cooperation and the common sales and product devel-
opment continued in 2008 between Erste Bank Hungary and the
Hungarian Post. Prior to 2008 Erste Bank Hungary has already
been offering a wide range of financial services and products via
this distribution channel under a separate brand name. From 2008,
additional products were launched, such as a new account product
for pensioners and new services targeting the SME market. More
than 200,000 customers manage their financial business at post
offices, but do not necessarily have an account. Nonetheless the
number of postal current accounts a well as funds under man-
agement at investment funds grew in the double-digits. As a
result, the contribution of postal revenues is expected to increase
within the retail segment.
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Declining car leasing business. In 2008, leasing held a 10-
12% market share in terms of total car and motorcycle financing
volume, ranking 5 in the market. In the motorcycle segment
Erste Bank Hungary had a market share of around 30-40%. The
truck and machine financing segment (established in 2007) both
had a market share of around 3%. As new car sales have slowed
substantially, business for the leasing unit has also declined. The
adverse trends have continued in the domestic car market, with
decreasing turnover. While product innovations, such as loans
with integrated casco insurance and FX-based loans with fixed
monthly payments, helped to confront the slowdown, they did not
completely make up for the decline in business volumes. In 2008,
they still represented only a small but growing proportion of total
car financings but are expected to increase their share going
forward.

Brokerage business expands client base. Erste Investment
Hungary was able to increase its market share to over 17%
against the backdrop of decreasing turnover on Budapest Stock
Exchange (BSE). In February 2008, it launched certificates onto
the market, winning it the ’innovation prize 2008 from BSE.
From early September, numerous clients opened new internet and
local brokerage accounts in response to declining equity prices.
Another highlight of the year was the sale of the stake in the
Budapest Stock Exchange.

Financial review

in EUR million 2008 2007
Pre-tax profit 147.4 103.1
Net profit after minority interests 109.5 76.5
Operating result 205.7 173.5
Cost/income ratio 52.1% 54.4%
Return on equity 34.1% 26.9%
Customer loans 7,256 5,700
Customer deposits 3,159 2,783

The Hungarian retail & SME business increased its net interest
income by 19.8% from EUR 245.7 million in the previous year to
EUR 294.3 million. This positive development was mainly sup-
ported by continued retail loan demand. The 7.4% increase in net
commission income from EUR 121.6 million in the previous year
to EUR 130.7 million also contributed to the operating result,
which improved by 18.6% from EUR 173.5 million in the previ-
ous year to EUR 205.7 million. The 8% increase in administrative
expenses to EUR 223.8 million, following EUR 207.2 million in
the previous year, resulted from personnel and salary increases
and a higher office space requirement due to the expansion of
business operations. The general market situation and higher
lending volumes also caused a rise in risk provisions at Erste
Bank Hungary of 15.7% (from EUR 59.7 million in 2007 to
EUR 69.1 million). The EUR 21.5 million increase in other result
to EUR 10.8 million (2007: EUR -10.7 million) resulted primar-
ily from income from sales of a participation. At EUR 109.5
million, net profit after minorities improved by 43.1% (2007:
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EUR 76.5 million). The cost/income ratio further improved from
54.4% in the previous year to 52.1%. Return on equity was
34.1%.

Credit risk

At the end of 2008 total exposure related to the retail & SME
business of Erste Bank Hungary amounted to EUR 8.5 billion (no
comparable figure is available for 2007 due to the change in
segmentation during the course of the year), or 4% of Erste
Group’s total exposure. Housing loans continued to have the
largest share in exposure. In view of deteriorating market condi-
tions in the second half of 2008, several restrictive measures were
taken: limits for loan-to-value ratios were reduced substantially
and lending in Swiss francs was suspended. In the SME portfolio,
which also includes public administration clients, the share of
corporate loans declined, but remained above 50%; stronger
growth, albeit from a low base, was achieved in municipality and
real estate financing. Asset quality remained at satisfactory levels
with 80% of total exposure in the best risk category. The non-
performing loan ratio reached 2.9% at the end of 2008 and the
NPL coverage (excluding collateral) amounted to 50%.

CROATIA

Business profile. The Croatia segment covers the retail & SME
business of Erste & Steiermérkische Bank (ESB), commonly
referred to as Erste Bank Croatia. It is one of the major banking
institutions in Croatia with double-digit market shares in all key
product categories. Erste Bank Croatia services some 700,000

clients via network of 119 branches and well developed alterna-
tive channels, such as internet and mobile communications as
well as ATMs. In addition to banking services, Erste Bank Croatia
also occupies leading market positions in a wide range of finan-
cial services, such as fund management, pension funds, brokerage
and leasing.

Economic review

In line with the global economic slowdown, real GDP growth of
the Croatian economy moderated significantly to 2.3% in 2008.
At the same time, GDP/capita advanced to EUR 9,400. Growth
was driven by investments and government consumption while
private consumption and exports showed a relatively poor per-
formance. The growth of the economy was also supported by the
stable tourist sector performance. Importantly, the unemployment
rate declined further to 8.9%. The current account deficit contin-
ued to rise as a result of stronger merchandise imports.

After peaking in July at an annualised rate of 8.4%, inflation
pressures eased towards the end of the year, given the moderation
in oil and food prices. On average, inflation was still substantially
above last year’s level. The exchange rate during the year was
influenced by one-off effects, such as the public offer for INA by
Hungarian oil company MOL, leading to a significant apprecia-
tion and bringing the exchange rate to 7.1 against the euro. Later
in the year the kuna stabilized in the range of 7.2-7.3 versus the
euro.

Key economic indicators — Croatia 2005 2006 2007 2008e
Population (ave, million) 4.4 4.4 4.4 4.4
GDP (nominal, EUR billion) 31.3 34.2 37.5 41.2
GDP/capita (in EUR thousand) 7.0 7.8 8.5 9.4
Real GDP growth (in %) 4.3 4.8 5.6 2.3
Private consumption growth (in %) 3.4 3.5 6.2 1.3
Exports (share of GDP in %) 23.1 24.7 24.5 23.9
Imports (share of GDP in %) 47.1 49.1 49.7 50.4
Unemployment (Eurostat definition, in %) 12.3 10.5 9.7 8.9
Consumer price inflation (ave, in %) 3.3 3.2 2.9 6.1
Short term interest rate (3 months eop, in %) 6.0 4.6 6.9 8.2
EUR FX rate (ave) 7.4 7.3 7.3 7.2
EUR FX rate (eop) 7.4 7.4 7.3 7.3
Current account balance (share of GDP, in %) -6.3 -7.9 -8.6 -10.9
General government balance (share of GDP, in %) -4.0 2.4 -1.6 -1.6

Source: Erste Group.

Market review

The Croatian Banking market is among the most developed in the
CEE region based on financial intermediation metrics. Total
banking assets as a percentage of GDP, the broadest measure of
penetration, remained flat at about 122%. At the same time cus-
tomer loan penetration rose to 83%; while the deposit-to-GDP
ratio declined slightly compared to 2007. In response to slower

economic and lending growth, the central bank eased monetary
policy by terminating the marginal reserve requirement for FX
liabilities and lowering the obligatory reserve requirement from
17% to 14% supplying additional liquidity to the banking system,
in order to stabilise money markets and improve public debt
refinancing.
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Financial intermediation — Croatia (in % of GDP)
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The Croatian banking market was primarily driven by euro-based
foreign exchange loans in 2008, the bulk of which was covered
by FX deposits. In this respect, the termination of the marginal
reserve requirement gave banks additional manoeuvring space by
making FX-based financing available at a reasonable cost, hence
ensuring additional funding to support credit activity. Erste Bank
Croatia continued its successful operation in this regulated envi-
ronment: the bank’s market shares have slightly increased in 2008
finishing the year in the 12-14% range. Total assets market share
went up from 12.0% to 12.4% in 2008, within which the share of
retail loans increased from 11.8% to 12.3%. Total deposit market
share improved to 13.0% (up from 12.4% in the previous year).

Market shares — Croatia (in %)
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Business review

Strategy. Erste Bank Croatia aims to firmly position itself as a
premier provider of financial services in Croatia, both in terms of
customer base and product as well as service quality. To achieve
this it primarily targets the mass and mass affluent segments
through a state-of-the-art branch network and alternative distribu-
tion channels. The continuing development of the product portfo-
lio and distribution capabilities, as well as a pro-active and per-
sonalised approach to customers, are at the core of the bank’s
efforts of delivering superior value to its clients.

Highlights in 2008

National bank relaxes reserve requirements. Lower eco-
nomic growth, strong inflationary pressures in the first half of the
year and a very restrictive monetary policy set by the national
bank in order to combat unsustainable credit growth, led to a
substantial slowdown of credit growth. Accordingly the strict
monetary policy was relaxed by terminating the marginal reserve
requirement in October 2008, allowing banks to access foreign
financing at a standard regulatory cost. The national bank has also
reduced the banks' obligatory reserve requirement rate from 17%
to 14% in order to provide additional liquidity to the banking
system.

Focus on retail business. Erste Bank Croatia continued to
focus on expanding its retail business in 2008. To this effect a
number of new products were launched: the Medo Stedo Diners
Club Credit card, which was developed in cooperation with
EBC’s credit card arm, combined credit card functionality with a
special term deposit (i.e. savings accounts for children), was very
well received and quickly became the most successful product of
its kind on the market. In addition, a whole product range de-
signed for young people, including savings products, was brought
to market. On the lending side, Erste Bank Croatia further ex-
panded its housing loan franchise and benefited from positive
characteristics of this type of business: long-term customer loy-
alty and increased cross-selling potential.

Balanced corporate business. In corporate business Erste
Bank Croatia put the emphasis on deposit collection in 2008,
mainly by offering competitive terms on savings, sight and cross-
border deposits. On the financing side, a successful cooperation
with the Croatian Bank for Reconstruction and Development
(HBOR) has resulted in an improved market position in the SME
and infrastructure project financing segments. Finally, a coopera-
tion with Erste Factoring, Erste Group’s factoring unit, exceeded
previous expectations and was a major fee driver in 2008.
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Financial review

in EUR million 2008 2007
Pre-tax profit 128.7 98.8
Net profit after minority interests 66.7 51.2
Operating result 155.0 122.4
Cost/income ratio 45.4% 47.8%
Return on equity 42.1% 37.8%
Customer loans 4,325 3,391
Customer deposits 3,132 2,873

The comparison with the previous year is only possible to a lim-
ited extent due to the inclusion of the results of Erste Card Club
(ECC, formerly Diners Club Adriatic d.d.) from the second quar-
ter of 2007.

Erste Bank Croatia’s retail and SME business increased net profit

after minorities by EUR 15.5 million or 30.4% (currency-adjusted:

28.5%) in comparison with 2007 to EUR 66.7 million. The nota-
ble 22.5% (currency-adjusted 20.8%) growth in net interest in-
come to EUR 193.6 million, following EUR 158 million in the
previous year, is driven by a positive development in customer
business, both retail and corporate. The continuing positive trend
in payment transactions at Erste Bank Croatia and in the ECC
credit card business led to a EUR 11.6 million, or 17.5% (cur-
rency-adjusted 15.8%) rise in net commission income to EUR
77.6 million (previous year: EUR 66.0 million). The operating
result improved by 26.7% to EUR 155.0 million, from EUR
122.4 million for the previous year. The 35% increase in risk
provisions from EUR 18.3 million to EUR 24.7 million was
entirely due to ECC, which was only included in the Group result
for 9 months in 2007. The cost/income ratio further improved
from 47.8% to 45.4% despite the 14.9% rise in administrative
expenses to EUR 128.9 million, compared to EUR 112.2 million
in the previous year due to a higher headcount and higher IT
service and premises costs. Return on equity was 42.1%.

Credit risk

Total credit risk related to the Croatian retail & SME business
amounted to EUR 5.9 billion (no comparable figure is available
for 2007 due to the change in segmentation during the course of
the year) or 2.7% of Erste Group’s total exposure. Compared to
2007, the structure of the portfolio did not change significantly;
corporate and retail lending generated most of the growth and
represented almost 70% of the total portfolio. The structure and
quality of the portfolio remained satisfactory; accordingly, no
major shifts occurred in the portfolio rating distribution. The non-
performing loan ratio equalled 3.1%, while NPL coverage (ex-
cluding collateral) stood at 94.7%. At the end of the year, Erste
Bank Croatia, submitted its Basel Il IRB application to the Aus-
trian regulator, the first among Croatian banks to do so, and is
expecting approval by mid-2009.

SERBIA

Business profile. The Serbia segment comprises the retail and
SME business of Erste Bank Serbia (EBS), which has more than
200,000 clients and a network of 68 retail branches as well as 11
commercial and centres for corporate clients. Catering to the
needs of a broad retail and mid-market corporate client base, the
bank is well represented in the major business centres in Serbia.
Erste Bank Serbia offers a wide range of financial products. The
bank’s current market share is some 3% in key product segments;
however, its position is considerably stronger in alternative distri-
bution channels, with an over 8% market share in electronic
payments in Serbia.

Economic review

After early parliamentary elections in May 2008, a new govern-
ment was formed that proactively pursued the European integra-
tion of Serbia, thereby reducing political risk related to the coun-
try. During the second half of the year the spotlight turned to the
global developments and their impact on the country’s economy.
Influenced by the crisis, real GDP growth slowed down in 2008
to 6.1%, from 7.1% in the previous year. The service sector’s
performance deteriorated, with the wholesale and retail segments
recording the most significant slowdown. Manufacturing and
construction activity remained supportive, while agricultural
performance was rather disappointing. Export performance dete-
riorated towards the end of the year, due to the weakening in
global demand.

After hitting a peak in mid-year, the second half brought moderat-
ing inflationary pressure, thanks to falling oil and agricultural
product prices, thus bringing consumer price inflation back to the
single-digits towards the end of the year. After a relatively stable
first nine months of the year, the exchange rate declined in the
wake of international developments. The stand-by arrangement
with the IMF and NBS actions only managed to offset part of the
depreciation. The NBS rate hike of 200 bps failed to produce
more pronounced effects, with the NBS relying heavily on FX
interventions to support the dinar.

External imbalances remained sizable, as the current account
deficit widened to 16% of GDP. While import growth only de-
clined marginally as a result of weaker domestic demand, a
weaker than expected export performance also contributed. There
was also pressure on the capital and current transfers account,
given the increasing cost of debt financing and weaker remit-
tances. FDI inflows also moderated in the second half of the year.
While the rising external deficit was a clear negative, the budget
deficit remained firmly under control at only 2% of GDP.
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Key economic indicators — Serbia

2005 2006 2007 2008e

Population (ave, million) 7.4 7.4 7.4 7.4
GDP (nominal, EUR billion) 14.0 14.6 16.4 171
GDP/capita (in EUR thousand) 1.9 2.0 2.2 2.3
Real GDP growth (in %) 6.0 5.6 7.1 6.1
Private consumption growth (in %) na na na na
Exports (share of GDP in %) 28.7 35.5 39.4 43.8
Imports (share of GDP in %) 59.2 69.6 78.7 89.0
Unemployment (Eurostat definition, in %) 20.8 20.9 18.1 14.0
Consumer price inflation (ave, in %) 16.1 11.8 6.5 11.7
Short term interest rate (3 months eop, in %) 22.9 15.6 10.3 18.9
EUR FX rate (ave) 82.9 84.2 80.0 81.4
EUR FX rate (eop) 85.5 79.0 79.2 88.6
Current account balance (share of GDP, in %) -8.4 -90.8 -13.2 -16.3
General government balance (share of GDP, in %) 0.7 -15 -1.9 -2.0

Source: Erste Group.

Market review

A higher degree of uncertainty regarding capital inflows affected
credit activity of the Serbian banking sector in 2008. The Na-
tional Bank of Serbia (NBS) decided to ease monetary policy
measures, by lifting the high 45% reserve requirement on FX
liabilities in order to allow banks to tap foreign-based financing.
In doing so, the NBS eased refinancing activity in the banking
system, boosted FX inflows and offset increasing liquidity pres-
sures. The capitalisation of the banking sector remained robust,
with the capital adequacy ratio standing at just below 30%.

Financial intermediation — Serbia (in % of GDP)
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Total banking assets as a percentage of GDP declined for the first
time in 7 years and stood at 70%, a level still considered low
compared to other CEE countries. In contrast to other CEE mar-
kets, corporate loans grew faster — at 43% — than household loans
in 2008. The majority of the system’s outstanding portfolio re-
mained in local currency-based loans, although the growth of FX-
lending outpaced that of local currency loans. Deposits increased
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by a more moderate 9%. As a special feature of the Serbian mar-
ket, almost 70% of deposits were in FX, mainly due to remit-
tances sent home by citizens working abroad.

Market shares of Erste Bank Serbia rose in 2008 in each category.
Total asset market share went up to 2.6% from 2.2% a year earlier
driven mainly by gains in retail lending. In line with the market,
the vast majority of loans were local currency-based. Deposit
growth at Erste Bank Serbia even outpaced that of loans with
corporate FX deposits achieving the best ever gain, which re-
sulted in market share of 5.0%. Altogether, EBS’s deposit market
shares stood between 2.6% and 3.3% at the end of 2008.

Business review

Strategy. Erste Bank Serbia’s main objective is to continuously
increase market share in the key segments of retail as well as
small and medium-sized corporate clients. To achieve this, the
bank is developing a modern nation-wide distribution network.
Continuous investments are also being made in personnel and
product development. The bank’s objective is to become recog-
nised for the quality and efficiency of its services and position
itself as a long-term partner of Serbia’s growing middle class.

Highlights in 2008

Balanced business growth. In 2008, the Serbian retail & SME
business expanded its customer loan portfolio by 30% to EUR
340 million despite intense competition and in a restrictive mone-
tary policy environment. Retail loans were the major growth
contributor growing nearly 70% in 2008, while corporate loans
also showed annual growth of more than 30%. Within retail loans
housing loans more than doubled, albeit from a very low base. In
the corporate segment Erste Bank Serbia was highly successful in
developing business relationships with some of the largest and
leading Serbian corporations, which are serviced through Erste
Group’s Corporate and Investment Banking division. The solid
performance in lending was complemented by successful deposit
gathering efforts. Total deposits grew by 23% in 2008: while
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retail deposits stagnated in a decreasing market, corporate depos-
its grew by over 80% leading to a significant strengthening of the
bank’s customer deposit base. Overall, Erste Bank Serbia main-
tained a good balance between loans and deposits.

Continued strength in alternative channels. In 2008 Erste
Bank Serbia further strengthened its position in cards and alterna-
tive distribution channels. Issued cards and e-bank users tripled to
more than 200,000 and over 33,000, respectively, giving Erste
Bank Serbia a close to 10% market share in electronic payments.
In addition, the bank accounted for some 50% of all SMS mes-
sages generated through the biggest independent provider of
mobile-banking services in Serbia.

Financial review

in EUR million 2008 2007
Pre-tax profit 5.9 -34
Net profit after minority interests 4.7 2.7
Operating result 10.7 5.4
Cost/income ratio 76.2% 123.2%
Return on equity 10.5%  -10.2%
Customer loans 340 261
Customer deposits 287 234

The Serbian retail & SME business increased its net interest
income by EUR 17.3 million to EUR 33.5 million (following
EUR 16.2 million in the previous year). This result was driven by
a strong increase in customer business. Net commission income
grew by 38.2% from EUR 5.4 million to EUR 7.4 million, sup-
ported by increased payment transactions. The improved trading
result (EUR 4.1 million compared to EUR 1.5 million in the
previous year) is based on higher income from foreign exchange
transactions. Overall, operating result virtually doubled, from
EUR 23.1 million in the previous year to EUR 45.0 million. This
was despite the 20.7% increase in administrative expenses from
EUR 28.4 million to EUR 34.3 million, due to the expansion of
business operations. The operating result improved by EUR 16.1
million in comparison with 2007 to reach EUR 10.7 million. The
rise in risk provisions from positive EUR 0.1 million to negative
EUR 6.6 million reflected the trend in lending volume. Net profit
after minorities increased by EUR 7.4 million, from EUR -2.7
million to EUR 4.7 million. Return on equity was 10.5%.

Credit risk
Total exposure of the Serbian retail & SME business amounted to
EUR 750 million in 2008 (no comparable figure is available for

2007 due to the change in segmentation during the course of the
year). Notwithstanding the powerful growth of credit activity for
two years in a row, non-performing loans as a percentage of total
exposure amounted to 3.8%. This was due to fast growth in bet-
ter-rated client segments and solid collection results for overdue
loans. As of the third quarter of 2008 Erste Bank Serbia per-
formed its provisioning calculations fully in line with IFRS39
standards. Accordingly, the resulting NPL coverage (excluding
collateral) remained at a comfortable 136%.

UKRAINE

Business profile. The Ukraine segment includes the business of
Erste Bank Ukraine. The bank is a start-up operation that offers a
wide range of standard banking services, particularly deposits,
current accounts, car and mortgage loans, project financing and
treasury services to its fast growing retail and corporate customer
base. At the end of 2008 Erste Bank Ukraine serviced some
65,000 customers through a country-wide network of 135
branches. As the bank only launched its operations in 2007, its
market shares are still small at about 1% of most product catego-
ries: in terms of total assets Erste Bank Ukraine ranks 23"

Economic review

Ukraine was among the countries hardest hit by the financial
crisis in the CEE region in 2008. Real GDP growth only reached
2.1%, significantly down from 7.6% in the previous year, while
GDP/capita stood at only EUR 3,000. The substantial decline in
growth is mainly a result of the collapse in steel prices in the
second half of 2008, as metallurgy accounts for 35% of exports
and 25% of GDP and state budget revenues. Other sectors, such
as real estate and banking were also heavily affected by the crisis.
The unemployment rate was also negatively influenced by redun-
dancies in these sectors.

In November 2008, the International Monetary Fund approved a
USD 16.4bn two year stand-by loan. The program touches on
fiscal, monetary and inflation policies and banking regulation.
Under the agreement Ukrainian authorities agreed to cut spending
and to impose a floating currency exchange rate regime. This
triggered a substantial devaluation of the local currency and
ended a 7-year period of exchange rate stability against the US
dollar to which the local currency is officially tied. As a result
even average consumer price inflation more than doubled in 2008.
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Key economic indicators — Ukraine 2005 2006 2007 2008e
Population (ave, million) 46.9 46.6 46.4 46.1
GDP (nominal, EUR billion) 69.1 84.8 103.0 118.5
GDP/capita (in EUR thousand) 15 1.8 2.2 3.0
Real GDP growth (in %) 2.6 7.1 7.6 2.1
Private consumption growth (in %) 20.6 14.4 17.1 9.0
Exports (share of GDP in %) 39.8 36.0 34.7 38.5
Imports (share of GDP in %) 42.0 42.3 42.8 48.8
Unemployment (Eurostat definition, in %) 7.8 7.4 6.9 7.0
Consumer price inflation (ave, in %) 135 9.2 12.8 25.2
Short term interest rate (3 months eop, in %) 16.0 15.0 8.7 23.6
EUR FX rate (ave) 6.4 6.3 6.9 7.7
EUR FX rate (eop) 6.0 6.7 7.4 10.7
Current account balance (share of GDP, in %) 2.9 -2.9 -4.2 -6.7
General government balance (share of GDP, in %) -1.8 -0.7 -1.1 -1.2

Source: Erste Group.

Market review

The Ukrainian banking market was heavily influenced by the
global financial crisis, as previous growth rates were clearly
unsustainable and heavily dependent on external funding. The
agreement between the government and the IMF therefore in-
cluded measures for the banking market such as an increase in the
state guarantee for deposits, an increase in refinancing activities
by the national bank, and higher transparency of publicly dis-
closed information from commercial banks. In addition, interna-
tional experts were sent to the country to monitor and advise the
biggest banks. Additional measures by the government included
the creation of a UAH 40 billion stabilisation fund, which were
earmarked for issuing loans to and conducting bail-outs of banks.
The Ukrainian banking market remained highly fragmented in
2008 with about 180 institutions, none of which had a total asset
market share of more than 12%.

Financial intermediation — Ukraine (in % of GDP)
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Total banking assets rose at an annual growth rate of more than
50% in nominal terms for the fourth consecutive year, driven by
advancing customer loans. Due to high local interest rates FX
lending remained a key feature with USD-based loans accounting
for the vast majority of loans. Since the crisis hit the country in
the second half of 2008, growth rates have came down due to
tightening lending standards and declining demand. Erste Bank
Ukraine held market shares in most product categories of about
1% at the end of 2008.

Business review

Strategy. Erste Bank Ukraine’s main objective is to improve its
market position on a sustainable basis and become a meaningful
player in retail banking. Accordingly, the bank has adjusted its
business model in response to the economic slowdown and the
deteriorating banking market environment. This step was neces-
sary as the bank’s original business plan was built on quickly
gaining market share in key product segments, such as housing
loans, and establishing a substantial countrywide branch network.
In light of recent events, though, Erste Bank Ukraine has halted
network expansion, has scaled back its lending business and
decided to put renewed focus on deposit collection.

Highlights in 2008

Solid capital adequacy, slowing loan growth. Erste Bank
Ukraine more than doubled its loan book in 2008 to over
EUR 600 million mainly driven by growth in secured retail loans;
while overall growth in the first nine months was brisk, lending
crawled to a halt in the final quarter of the year on the back of
rising interest rates and slowing demand. Despite the quickly
changing market environment, Erste Bank Ukraine’s liquidity
position was solid. Equally, at 15%, the regulatory capital ade-
quacy ratio remained substantially above the legally required
limit of 10%.
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Strong deposit growth, but from a low base. Total deposits
nearly quadrupled in 2008 to EUR 45 million. Growth was espe-
cially pronounced in the second half of the year, as new products
were launched and customers channelled funds from local banks
to subsidiaries of international banks, which were perceived as
more stable. The continued expansion of the deposit base will
continue to be a major focus for the bank.

Financial review

in EUR million 2008 2007
Pre-tax profit -33.4 -23.0
Net profit after minority interests -28.7 -19.1
Operating result -11.1 -12.6
Cost/income ratio 124.5%  198.5%
Return on equity -67.1% -103.1%
Customer loans 616 266
Customer deposits 45 12

The Ukrainian retail & SME business increased operating income
during the past financial year by EUR 32.3 million from EUR
12.8 million to EUR 45.1 million. This was driven primarily by
net interest income, which at EUR 33.0 million more than quad-
rupled compared with the EUR 8.0 million of the previous year.
The increase in fee income (from EUR 1.0 million to EUR 2.6
million) and growth of EUR 5.8 million in the trading result to
EUR 9.5 million (following EUR 3.7 million in the previous
year), which were based on a significant rise in income from
foreign exchange transactions and fixed-interest securities, con-
tributed to this result. The expansion of the branch network (from
71 branches in December 2007 to 135 in December 2008) and the
significant rise in the number of employees (from 1,130 in De-
cember 2007 to 2,120 in 2008) led to an increase in administra-
tive expenses by EUR 30.9 million to EUR 56.2 million. The net
loss after minorities was EUR 28.7 million. Following the current
economic developments in Ukraine further business expansion
has been postponed. Consequently in 2009 headcount will be
reduced by about 300 employees.

Credit risk

Total exposure of the Ukrainian retail & SME segment amounted
to EUR 747 million in 2008 (no comparable figure is available
for 2007 due to the change in segmentation during the course of
the year), or 0.4% of Erste Group’s total credit risk. The share of
non-performing loans stood at 1.6%, while NPL coverage (ex-
cluding collateral) remained at a comfortable 264%. The mainte-
nance of solid asset quality was a direct result of focusing on
collateralised mortgage lending, and in doing so following strict
lending standards in terms of loan-to-value ratios and collateral
valuation.

Group Corporate and Investment
Banking (GCIB)

Business profile. The Group Corporate and Investment Bank-
ing (GCIB) division was established in July 2007 as part of Erste
Group’s new group structure and its declared strategy to evolve
from a “group of regional banks” into a “regional banking group”.
The GCIB division employs approximately 1,500 employees and
provides a full range of banking services to the group’s corporate
clients throughout Central and Eastern Europe. The division
operates on a fully divisionalised basis with a mix of industry and
product expertise as well as local knowledge and experience.
Product specialists from the division offer services in debt financ-
ing, equity capital markets, mergers and acquisitions, debt advi-
sory, acquisition finance, infrastructure finance, project finance,
syndication, real estate and leasing.

Business review

Strategy. GCIB’s strategic thrust is to seize opportunities from
multi-national large corporate clients and real estate projects,
institutional and public sector clients, as well as to foster the
cross-fertilisation with other business lines, such as capital mar-
kets and retail & SME. The current market environment offers
GCIB a unique opportunity to improve its competitive position-
ing in Erste Group’s region through professional handling of
scarce capital and liquidity resources as well as prudent advice in
a difficult business environment. In order to efficiently serve
clients and take advantage of market opportunities, GCIB is
actively improving the quality of its team and deepening its re-
gional cooperation model with professionals throughout the

group.

Highlights in 2008

Well balanced commercial real estate portfolio. In 2008 the
Group Real Estate unit continued to run a balanced portfolio
valued at about EUR 18 billion, with about 70% of the exposure
focused on low risk Austria and Czech Republic. Across the
region more than 80% of the portfolio was located in the respec-
tive capitals/regional capitals. In terms of sector composition, the
portfolio remained well diversified covering residential properties,
of which about 2/3 was low risk residential exposure subsidised
by the Austrian government, shopping centres, retail outlets and
offices. Major projects for 2008 include an investment financing
of two class A office buildings located in the central business
district of Bucharest (EUR 43 million) and financing the devel-
opment and construction of two luxury hotels and beach-front
apartments near Dubrovnik (EUR 108 million).

IMMORENT continues on growth path. In the year 2008
IMMORENT, Erste Group’s leasing arm, showed good progress
in major development projects, such as "Straulest Area" (a Ro-
manian joint venture that develops office and residential proper-
ties in the north of Bucharest). Other significant projects include
the office buildings Gemini and Avenir in Prague, the Canon
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building and various high quality-residential projects in Austria.
In real estate leasing IMMORENT further improved its market
position, being one of the top 3 players in most of Erste Group’s
core markets.

Reorganisation of investment banking. During 2008
investment banking activities were restructured into three product
areas: mergers & acquisitions, corporate & acquisition finance
and equity capital markets. Each of these units is managed out of
Vienna and Prague where the critical mass of staff is located. In
each of Erste Group’s eight core markets a country head leads the
team of client executives in that country. Additionally, during
2008 GCIB has implemented a strategy to focus on lending,
deposit taking and banking services across five key industries:
metals & mining, Energy (oil & gas, utilities), construction &
building materials, consumer goods & pharmaceuticals (including
health care, food, beverages and retail) and financial sponsors.
These units are covered by industry teams, which in turn are led

by members of the client executive and investment banking teams.

The Group Investment Banking unit’s strategy is to work closely
with the client executives in the Group Large Corporates unit for
the ongoing coverage of corporate and institutional clients for
strategic discussion and problem solving. Group Investment
Banking markets and executes its products across all eight core
countries of Erste Group.

For Group Investment Banking significant M&A deals in 2008
included an advisory mandate related to the acquisition of
approximately 92% in Prague Stock Exchange (deal value of
EUR 171 million) by the Vienna Stock Exchange and advisory to
Telefonica O2 for the sale and lease-back of a real estate portfolio
(deal value exceeding EUR 170 million). In addition, the Equity
Capital Markets unit was involved in two landmark transactions:
in the EUR 1.1 billion rights issue for Vienna Insurance Group on
the Vienna Stock Exchange Erste Group acted as Joint Global
Coordinator and Joint Bookrunner together with JPMorgan and
Merrill Lynch. The shares were offered to the public in Austria
and the Czech Republic and to international institutional investors
(including the US). In the GBP 1.3 billion IPO of New World
Resources N.V. on the London, Prague and Warsaw Stock
Exchanges Erste Group acted as Co-Lead Manager and Regional
Lead Manager for CEE.

Riding the storm — International Business was doing com-
paratively well in 2008. International Business continues to be
responsible for all commercial lending activities outside Erste
Group's core markets, as well as for business development and
credit line management with banks and credit institutions. While
lending activities are split regionally amongst the branches in
London, New York and Hong Kong and the head office, bank
coverage activities are centralised in Vienna.

The strategic raison d’étre of the International Business remains

portfolio diversification, i.e. to contribute to balancing the natural
overweight the Group has in Central and Eastern Europe by the
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booking of assets and credit risks throughout most other parts of
the world. The focus remained on developing a portfolio of high-
quality asset classes, thereby improving the overall counterparty
rating grid of the Group.

In the first 9 months of 2008 development was very promising;
earnings and profits were well in excess of plan, and performance
ratios again improved over comparative figures of 2007 — on
track for another great year in a series of many. It was only when
Icelandic banks defaulted that the outlook suddenly turned
negative. Neither the corporate credit issues in the US nor those
in Western Europe would have prevented the International
Business making its budget. But with Iceland causing substantial
provisioning requirements in this division as well as other
divisions, International Business's pre-tax profit was substantially
reduced in comparison to previous years.

Active credit portfolio and asset management as well as very
careful asset selection after the market restarts will be the way
forward in 2009.

Financial review

in EUR million 2008 2007
Pre-tax profit 230.0 366.4
Net profit after minority interests 169.8 269.5
Operating result 451.8 370.8
Cost/income ratio 27.7% 28.9%
Return on equity 11.7% 19.9%
Customer loans 21,812 20,689
Customer deposits 5,087 5,630

The increase in net interest income in the GCIB segment, which,
at EUR 460.6 million was 23.5% above the previous year's value
(EUR 373.0 million), resulted from the expansion of business
operations in the Large Corporates, Real Estate Austria, Interna-
tional Business and at the leasing subsidiary Immorent. The EUR
20.9 million rise in net commission income (from EUR 140.4
million in the previous year to EUR 161.3 million) was driven by
higher income in International Business. The operating result
improved by 21.9% from EUR 370.8 in the previous year to EUR
451.8 million - despite the fact that administrative expenses rose
by EUR 22.4 million, from EUR 150.4 million to EUR 172.8
million. Risk provisions, which reached EUR 177.4 million,
(2007: EUR 27.5 million), include the write-down of the expo-
sure to the defaulted Icelandic banks and provisions against the
deteriorating economic situation. Moreover, 2007 also benefited
from the release of risk provisions. Other result was also im-
pacted by market-related valuation requirements in the fair value
portfolio and shows a decline of EUR 67.5 million to EUR -44.4
million. Net profit after minorities was 37.0% below the previous
year’s value of EUR 269.5 million, at EUR 169.8 million. The
cost/income ratio improved from 28.9% to 27.7%. Return on
equity was 11.7%.
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Credit risk

Total exposure in the Group Corporate and Investment Banking
segment amounted to EUR 46.3 billion in 2008, or 21% of Erste
Group’s total credit risk. About 60% of exposure was related to
corporate customers: 20% to financial institutions and 10% to
federal, regional and local governments. In terms of regional
distribution, roughly 50% of exposure was related to Central and
Eastern Europe, while the remainder originated from the rest of
the world. While asset quality remained satisfactory across the
various business units, despite the deteriorating economic envi-
ronment, the default of Icelandic banks resulted in an increase in
non-performing loans; the NPL ratio amounted to 1.4%, while
NPL coverage (excluding collateral) amounted to 62%.

Group Markets (GM)

Business profile. The Group Markets segment comprises the
divisionalised business units Group Treasury and Debt Capital
Markets. Besides Erste Holding’s own treasury activities, it also
includes the treasury units of the CEE subsidiaries, the foreign
branches in Hong Kong and New York, as well as results of the
investment banks, in Poland, Hungary and Croatia and Erste
Sparinvest.

Business review

Strategy. The Group Capital Markets unit is the link between
financial markets, customers and the bank, and views itself as the
‘CEE specialist’ for its customers in Austria and CEE. The suc-
cess factors are the wide range of standard products, the CEE
expertise, tailor-made, simply-structured products, competitive
prices and professional advice. The goal is also to react in good
time to changing economic situations, particularly with regard to
products, and to continue the move — especially in the retail
sector — towards easily understandable products with an emphasis
on safety. The aim is to use the strong market position in the
region, the know-how and proximity to the market as an advan-
tage in trading. In this context, the diversification of trading
activities as well as the active management of risk positions is the
guarantee for sustainable results in the face of market volatility.

Highlights in 2008

Divisionalisation of Group Capital Markets. The concept of
the group-wide divisionalisation of Group Capital Markets was
successfully implemented at the start of 2008. The new structure
led to a concentration of risk-taking and trading activities in
group trading portfolios while at the same time preserving know-
how related to regional markets by maintaining several trading
locations. Higher flows led to improved market positioning; in
this way, duplications were reduced and resources redeployed.
Since summer 2008, customers have also been able to take ad-
vantage of a 24-hour service for FX orders. The relevant sales
units with direct customer contacts continue to be based locally.
In 2009, the technical integration of BCR, Erste Bank Ukraine

and Erste Bank Serbia is to be examined and then implemented
accordingly.

New IT system for structured products. The new IT system
for structured products for interest rate structures has been de-
ployed successfully since April 2008. The goal is to further in-
crease the level of own production of innovative products tailored
to meet customers’ needs. In 2009, structured FX products are to
be implemented, followed by share and commaodities structures in
2010. In addition, all of the technical and process-oriented
changes related to the separation of the Austrian business from
the newly-founded holding company were successfully com-
pleted in 2008.

Focus on simple and transparent products. In spite of the
difficult market situation in 2008, Group Capital Markets was
able to post a successful year in the field of structured investment
products. The product portfolio was swiftly modified towards
easily understandable and safety-focused products. In the retail
sector, products with a capital guarantee and a minimum interest
rate such as Best Garant and High-End Maxi Sprinter were in
great demand. In Hungary, we became the leading provider of
certificates on the Hungarian market. For corporate customers,
the sales initiatives with tailor-made solutions were successfully
continued and extended. The range of capital market products to
hedge against risks in the field of foreign currencies, interest rates
and liquidity was continuously expanded and adapted.

Flexible issuance policy ensures access to liquidity. Debt
issuance activity in the past year was influenced by a difficult
market environment. Increasing uncertainty about the credit
worthiness of banks led to substantially higher refinancing costs.
Erste Group has successfully coped with the challenging situation
through strategically focusing on the retail customer segment and
private placements on the one hand, and benefiting from rela-
tively small public issuance requirements — compared to similar
sized institutions — on the other. As a result liquidity needs for the
full year were already satisfied by the third quarter. The flexible
issuance policy enabled Erste Group to push more cost efficient
debt instruments, such as covered bonds and private placements.
Overall 224 instruments totalling EUR 6.5 billion were issued.
Compared to 2007, this was an increase of 60% and 22% in terms
of number of issues and issue amount, respectively.

Asset management suffers from market environment. Erste
Sparinvest, Erste Group’s asset management arm, suffered heav-
ily from outflows and declining asset prices in the past year.
Funds under management declined by EUR 7.8 billion or 25.2%
from EUR 30.8 billion to EUR 23 billion, even though market
share decreased only marginally to 18.3%. Institutional outflows
were more significant than those of private investors. As a result,
retail funds accounted for EUR 14.2 billion, institutional and
specialty funds for EUR 8.8 billion. Retail fund market share rose
from 23.4% to 24.5%.
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Financial review

in EUR million 2008 2007
Pre-tax profit 2111 303.0
Net profit after minority interests 151.5 227.5
Operating result 221.2 300.2
Cost/income ratio 47.0% 37.2%
Return on equity 79.8% 152.3%
Customer loans 0 0
Customer deposits 1,288 1,220

The EUR 154.9 million increase in net interest income, from
EUR 108.9 million to EUR 263.8 million was primarily due to
the very good result from the Money Market division in Vienna
and the New York and Hong Kong branches. The declining net
commission income (from EUR 155.8 million to EUR 137.8
million) and the — as expected — significantly lower trading result
(EUR 15.8 million following EUR 213.2 million in the previous
year) due to valuation requirements for securities in the trading
portfolio, resulted in an operating result which was 26.3% below
the previous year's value, at EUR 221.2 million. The 10.4% rise
in administrative expenses from EUR 177.6 million to EUR
196.1 million was based on higher personnel and IT costs, which
were, in turn, related to the set-up of the divisional structure. Net
profit after minorities showed a decline by EUR 76.0 million or
33.4% to EUR 151.5 million. The cost/income ratio was at 47.0%,
return on equity at 79.8%.

Credit risk

Total exposure of the Group Markets segment amounted to
EUR 15.9 billion or nearly 8% of Erste Group’s total credit risk
(no comparable figure is available for 2007 due to the change in
segmentation during the course of the year). Non-performing
loans rose compared to the previous year as a result of the finan-
cial crisis (Icelandic bank defaults) and the first-time inclusion of
capital market investments in CEE. As securities investments are
typically marked to market in the case of issuer default there are
no significant risk provisions in this segment.
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Corporate Center (CC)

Business profile. The Corporate Center segment includes re-
sults from companies that cannot be assigned directly to a spe-
cific business segment, intra-group eliminations between the
segments, linear depreciation of the customer base for BCR and
Erste Card Club as well as one-off effects which cannot be as-
signed to a specific business segment without distorting compa-
rability. The income from the VIG transaction (sale of the insur-
ance division to the Vienna Insurance Group) is reported in the
2008 result of this segment. The complete write-off of intangible
assets from the Ukraine and Serbia business, as well as the partial
write-off of goodwill in Romania, in the total amount of EUR
566.8 million before tax are also assigned to this segment. Fur-
thermore, the ALM of Erste Group Bank AG (holding) is also
attributed to this segment. The results of the local asset/liability
management (ALM) units continue to be allocated to the respec-
tive individual segments.

Financial review

in EUR million 2008 2007
Pre-tax profit -1,209.3 -299.6
Net profit after minority interests -341.9 -211.0
Operating result -298.9 -141.0
Cost/income ratio -123.1% -194.6%
Return on equity -8.7% -5.5%

In the net interest income, the positive contribution from the
unwinding effect in the amount of EUR 85.2 million was more
than offset by the negative contribution from ALM due to adverse
market developments. Overall, the unwinding did not affect the
result, as the positive effect in net interest income simultaneously
resulted in risk provisions of the same amount. The development
in commission income and administrative expenses was mainly
due to intra-group elimination of banking support operations. The
administrative expenses were particularly impacted by group
projects and costs in relation to the setup of the holding structure.
Other result included the linear depreciation of BCR’s customer
base, as well as the customer base depreciation of the Erste Card
Club, totalling EUR 75.7 million and valuation requirements for
financial assets. The net profit from discontinued operations, in
the amount of EUR 631.6 million, related to the net income after
tax from the sale of the insurance business to the Vienna Insur-
ance Group.
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Consolidated Financial Statements 2008 (IFRS)

|. Consolidated Income Statement of Erste Group for the year ended

31 December 2008

in EUR thousand Notes 2008 2007
Interest and similar income 11,944,535 9,665,433
Interest and similar expenses (7,052,896) (5,743,405)
Income from associates accounted for at equity 21,509 23,759
Net interest income 1 4,913,147 3,945,787
Risk provisions for loans and advances 2 (1,071,436) (454,727)
Fee and commission income 2,426,056 2,240,610
Fee and commission expenses (455,004) (382,742)
Net fee and commission income 3 1,971,053 1,857,868
Net trading result 4 114,697 351,139
General administrative expenses 5 (4,001,898) (3,642,097)
Other operating result 6 (778,761) (169,281)
Result from financial assets - at fair value through profit or loss 7 (295,629) (47,832)
Result from financial assets - available for sale 8 (213,800) 50,969
Result from financial assets - held to maturity 9 (61,133) 725
Pre-tax profit from continuing operations 576,240 1,892,551
Taxes on income 10 (177,302) (371,004)
Post-tax profit from continuing operations 398,937 1,521,547
Profit from discontinued operations net of tax 11 639,665 28,407
Net profit before minority interests 1,038,602 1,549,954

Minority interests (178,988) (375,259)

Net profit after minority interests 12 859,614 1,174,695

Earnings per share

Earnings per share constitute net profit after minority interests
divided by the average number of ordinary shares outstanding.
Diluted earnings per share represent the maximum potential

dilution (increase in the average number of shares) which would
occur if all granted subscription and conversion rights were exer-
cised (also see Note 36, Total equity).

2008 2007
in EUR

Net profit after minority interests thousand 859,614 1,174,695
Thereof continuing operations 250,549 1,152,237
Thereof discontinued operations 609,065 22,458
Weighted average number of shares outstanding Number 313,218,568 312,039,861
Earnings per share in EUR 2.74 3.76
Thereof continuing operations 0.80 3.69
Thereof discontinued operations 1.94 0.07
Weighted average number of shares taking into account the effect of dilution Number 313,489,516 312,716,331
Diluted earnings per share in EUR 2.74 3.76
Thereof continuing operations 0.80 3.68
Thereof discontinued operations 1.94 0.07
Dividend per share in EUR 0.65 0.75
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