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Earnings per share'

in EUR
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Key financial and operating data

EUR million (unless otherwise stated)

BALANCE SHEET
Total assets

Loans and advances to credit institutions

Loans and advances to customers

Risk provisions for loans and advances

Securities and other
financial investments
Other assets

Total liabilities and shareholders’ equity.

Amounts owed fo credit institutions
Amounts owed fo customers

Debts evidenced by certificates,
including subordinated capital
Other liabilities, provisions
Shareholder’s equity

Minority interests

Changes in total qualifying capital .
Risk-weighted assets pursuant
to Sec, 22 Banking Act
Qualifying consolidated capital
pursuant to Sec. 23 & 34 Banking Act
of which core capital (Tier 1)
of which hybrid Tier 1 capital
Solvency ratio pursuant
to Sec. 22 Banking Act
of which core capital ratio

Income statement
Net inferest income
Risk provisions for loans and advances
Net commission income

Net trading result

General administrative expenses
Operating result

Pre-tax profit

Net profit after minority interests

Operating data___ .
Number of employees
Number of branches®
Number of customers {million)

Share price and key ratios**
High (EUR)

Low (EUR)

Closing price (EUR)
Price/earnings ratio

Dividend per share® (EUR)
Payout ratio

Dividend yield

Book value per share (EUR)
Price/book ratio

Total shareholder return (TSR}
Average TSR (since 1997 [PO)

Number of shares )
Number of shares outstanding®
Average number of shares outstanding”
Market capitalisation (EUR billion)
Trading volume (EUR billion)®

1) Firsttime consolidation of the members of the Hoftungsverbund.

2001

86,033
18913
39,210

-1,875

21,093
8,692

86,033
28,642
37,175

12,707
4,346
1,904
1,259

37,803

4,308
2,337
455

10.7%
6.2%

1,438.9
-203.6
574.6
152.6
-1,454.3
VARV
405.7
223.3

28,222

1,540
9.1

15.50
11.75
14.93
13.4
0.31
27.7 %
21 %
9.5
1.6
27.0%
9.2%

201,451,820
199,863,776
3.0
1.3

2002"

121,222
15,492
64,435

-2,983

32,795
11,483

121,222
26,425
61,308

17,577
10,708
2,481
2,723

60,257

6,983
3,800
469

11.0%
6.3%

2,463.0
-406.4
9443
167.4
-2,432.0
1,151.2
664.6
2552

36,923
2,285
10.6

21.46
13.25
16.04
13.6
0.31
29.1%
1.9%
10.4
1.5
9.5%
9.2%

239,300,456
215,769,476
3.8
29

2003

128,575
13,140
67,766

2,772

39,093
11,348

128,575
25,704
64,839

20,482
11,880
2,791
2,879

62,188

7,009
3,912
605

10.7%
6.3%

2,586.8
-406.4
996.6
2146
-2,460.8
1,370
761.6
353.3

37,830
2,370
1.9

24.55
14.61
24.49
16.5
0.38
25.4%
1.5%
11.6
2.1
54.6%
15.7%

239,775,232
237,845,836
59
20

20042

139,812
15,684
72,843

-2,804

42,521
11,568

139,812
28,551
68,213

23,416
13,679
3,424
2,529

65,384

7,286
4,377
711

10.7%
6.7%

2,660.3
-406.2
1,1354
216.5
2,594.9
1,454.1
$996.6
520.8

135,862
2,242
1.9

39.80
24.78
39.30
18.0
0.50
23.2%
1.3%
14.3
27
62.0%
21.5%

241,442,892
238,576,585
9.5
6.9

2005

152,660
16,858
80,419

2,817

47,681
10,519

152,660
33,911
72,793

25,581
13,914
4,129
2,332

75,078

8,611
5,112
900

11.0%
6.8%

2,794.2
-421.6
1,256.8
2417
2,676.9
1,652.5
1,214.8
717

36,150
2,283
12.4

47.50
36.36
47.05
15.9
0.55
18.8%
1.2%
17.1
27
21.0%
21.4%

243,183,600
240,145,648
11.4

8.9

2} The revised IASB standerds, 1AS 32 (Financial Instruments: Disclosure and Presentation} and 1AS 39 {Financial Instruments: Recognition and Measurement), became compulsory as of 1 January 2005
Under the transitional provisions, prior-yeor figures must be restated. The rates of change indicated are based on the restated prioryear figures. The details of these changes were outlined in press releases
published on 3 May 2005 and 6 December 2003, which can be found on the Erste Bank home page at (www.erstebank.com).

3) As of 2004 source for Austria; Austrian National Bank, prior to that: Savings Banks Association.

4} Values adjusted for 4:1 stock split of § July 2004,
5) Proposal to Annual General Meeting.

6) Erste Bank shares held by savings banks that are members of the Haftungsverbund were not deducted from shares outstanding.

7) Including those shares representing minority interests.

8) Source: Vienna Stock Exchange, based on single counting.




Net profit contribution by region (in %)

61.4

Central Europe

38.4 237

Risk-weighted assets by region (in %)

Austria Centrof Europe

{inel. Corporate Cenfer
and International
Business)

ERSTE BANK in Central and Eastern Europe
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ERSTES

®
SPARKASSES: [JEstty
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Branches: 646
Customers: 5.3 m

AUSTRIA
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SLOVAKIA
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=
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Customers: 0.3 m
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Highlights 2005

Record profit Central Europe
_8th consecutive record earnings _Strong loan growth across the board

_New, ambitious growth targets _Market share gains, particularly in retail

Retail Austria New Group Architecture

_Challenging targets outperformed _Tangible savings in procurement

_Return on equity surpasses 10% _Structured investment products launched in all
markets

Acquisition in Romania Acquisition in Serbia

_Purchase of 62%-stake in Banca Comerciala _Transformation programme in full swing

Romana _Network and market share expansion started

_Instant market leadership in Romania




Letter from the CEO

Dear shareholders,

2005 was an exceptional year for Erste Bank. We have
delivered record earnings for the eighth consecutive
year since 1997, growing net profit by nearly 40% to
EUR 712 million; we have strategically extended our
footprint into two new emerging growth markets -
Romania and Serbia; we have maintained or expanded
market shares in our existing central European markets;
our Austrian retail operations have met their highly am-
bitious targets; and, on group level, we have pressed on
with our pursuit of operational excellence through our
New Group Architecture initiative,

Moving to the next level in Central and Eastern Europe
Our key achievement in 2005 was the reinforcement of our
unique market position in Central and Eastern Europe: by ad-
ding Romania and Serbia to our business portfolio we have al-
most doubled our potential market to nearly 70 million people;
we increased our client base by about 3 million to 15.2 million
and we now maintain a network of some 2,700 branches. No
other bank can offer its clients the same depth of coverage in a
coherent region of fast growing countries, as we do.

This exciting development was facilitated by strong privati-
sation activity in Central and Eastern Europe. Encouraged by
strong economiies, rising asset prices and renewed interest in
the region, the governments of Romania and Serbia, as well as
private sellers in the Ukraine proceeded with asset sales. While
we selectively evaluated acquisition opportunities in all of
these target markets, Banca Comerciala Romana (BCR) was an
ideal match in terms of fitting our existing network and its long
term growth prospects.

Consequently, we signed a share purchase agreement to acquire
a 62% majority stake in BCR for a cash consideration of
EUR 3.75 billion in December 2005. BCR is the market leader
in Romania, a country set to join the European Union by 2008
and, behind Poland, the most populous country in Central and
Eastern Europe. BCR is already in good shape: it serves some
2.8 million corporate and retail customers and owns roughly a
quarter of the market.
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Andreas Treichl, Chief Executive Officer

In Serbia we acquired 96% of Vojvodina-based savings bank
Novosadska banka for EUR 84 million in cash. The bank,
which was subsequently rebranded into Erste Bank Serbia, is a
small regional retail bank with an asset market share of about
2% and a strategic location in Serbia’s northern most province
— bordering Hungary, Croatia and Romania. Going forward,
we will use Erste Bank Serbia as a bridge head for further
careful expansion steps into the Serbian market.

Credit expansion drives growth

In our existing markets there was one dominant economic
theme, which fuelled strong business growth in 2005: healthy
GDP growth combined with record low interest rates led to
buoyant private sector credit demand. While at the start of

the year the jury was out on whether our deposit rich central
European operations in the Czech Republic and Slovakia could
cope with such an environment, the verdict became clear at
the end of the year: on balance the positive effect of increased
private sector credit demand, particularly in the retail segment,
outweighed lower interest rates.




Hence, we are particularly delighted with the performance of
Cesk4 spofitelna. Qur Czech operation yet again delivered
double digit top line and bottom line growth. This achievement
is all the more remarkable as they had to combat such addi-
tional adverse factors as a historically unfavourable — albeit
strongly improving — loan/deposit ratio, an antitrust investiga-
tion related to banking fees, and a 2004 result that was aided
by substantial one-off gains. The signs for 2006 are also promi-
sing: interest rates seem to have seen their trough and demand
for retail credit products, in which we are market leaders in the
Czech Republic, remains strong.

Slovenska sporitel'na also delivered solid bottom line growth
and enjoyed the strongest retail loan growth within the group.
Further progress was held back by the gradual expiry of Slo-
venska sporitel'ia’s high-yield bond portfolio and the lowest,
but also fastest growing loan/deposit ratio within our group.
While these factors will continue to play a role in 2006, we
foresee a bright future thereafter, stimulated by a vibrant Slovak
economy.

Erste Bank Hungary was the top performer within the group,
strongly outperforming its business plan targets formulated at
the time of acquisition of Postabank two years ago. Net income
more than doubled, overall business remained brisk and the
fall in interest rates was more than compensated by loan
growth and an exploding fund management market. For 2006
we expect another solid performance.

At Erste Bank Croatia the story line was similar to the one at
our other central European operations: loan growth was the
defining element in the growth mix. In addition, Erste Bank
Croatia won a major government fund management mandate;
as a result our Croatian fund management market share rocketed
t0 25%.

Progress at our Austrian operations also continued apace in
2005. The Retail and Mortgage segment surpassed its 10%
return on equity target, helped along by strong commission

income growth, which in turn was fuelled by a strong domestic
stock market and the continued trend towards private old age
provision. Furthermore, we implemented a new pay scheme
that offers an improved link to performance and will yield long
term benefits. The cooperation with the savings banks, though
not having a substantial bottom line impact, was also success-
fully continued for the benefit of our Austrian customers.

The New Group Architecture (NGA) remained very much at
the core of our efforts to more efficiently exploit synergies
across the group. It is primarily designed to streamline back
office functions, while allowing local banks to focus on their
core competencies of developing and selling products. An
equally important outcome of the NGA is that our local banks
maintain their distinctive local character and the competitive
advantage that comes with it.

We look forward with great confidence

We have never been in better shape when entering a new year
than at the start of 2006: our market capitalisation has for the

first time touched EUR 15 billion; we successfully carried

out the largest secondary offering in Austrian capital markets

history with a volume of nearly EUR 3 billion; and, we are in
the process of executing the largest cross border transaction in
Austrian corporate history.

Most importantly, we have raised our profit targets to reflect
our new growth profile: we now expect to grow net income by
more than 20% on average per annum for the period of 2005
to 2009; we aim to push our cost/income ratio down to below
55% by 2009 and we plan to reach a return on equity of at
least 18% ~ 20% by 2009.

Our assessment of the business environment in our home market
remains positive: we believe that interest rates have bottomed
out during 2005 and will only rise gradually over the course of
2006, thereby not hitting loan demand. GDP growth is set for
another strong performance. Credit quality was not an issue in
2005 and we expect a similarly benign scenario for 2006.




Our bank is on a more balanced, longer term growth track
than ever before. We feel that we have struck the ideal balance
between risk and growth. This achievement would not have
been possible without our dedicated employees, the continued
support from our shareholders and the trust of our clients.

I would therefore like to thank all our employees for their
commitment and entrepreneurial spirit, our investors for their
unwavering support and our clients for using our services in
ever growing numbers. I would also like to extend our warmest
welcome to our new Romanian and Serbian colleagues, who I
am certain will swiftly follow in the footsteps of their central
European peers and quickly become an integral part of our

group.

Andreas Treichl

Letter from the CEO
Supervisory Board Report
The share

Strategy

Corporate Governance
Management Report
Segment Report

Credit Risk Report
Financial Statements




Management Board

ANDREAS TREICHL
Chairman of the Management Board since July 1997

Group Communication, Group Human Resources,
Corporate Strategic Development, Company Secretary,
Internal Audit, Legal Services, Group Marketing,
Investor Relations, Ceskd spofitelna

ELISABETH BLEYLEBEN-KOREN
Deputy Chairwoman of
the Management Board since May 1999

Savings banks, Private Banking & Asset Management,
Product Management, Retail Customers Austria, SME
Customers, Corporate Customers, Multi-Channel Management

REINHARD ORTNER

Member of the Management Board since July 1984
Group Accounting, Planning & Conirolling, International
Business, Management of Subsidiaries & Investments,

Slovenska sporitel'fiq, Erste Bank Hungary, Erste Bank
Croatia, Erste Bank Serbiaq, Erste Bank Malta

CHRISTIAN CORETH

Member of the Management Board since July 2004
Group Risk Management

FRANZ HOCHSTRASSER

Member of the Management Board since January 1999
Group Large Corporates, Group Treasury, Research
ERWIN ERASIM

Member of the Management Board since January 2001

Payments & Settlement, Group Information Technology,
Securities & Treasury Operations, Group Procurement
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Supervisory Board Report

Dear shareholders,

In the year under review, we discharged our duties under the
law and Erste Bank’s Articles of Association. We advised the
Management Board regularly on the governance of Erste Bank
and monitored its management. The Management Board provi-
ded us with regular, timely and comprehensive oral and written
reports. At Supervisory Board meetings, Management Board
members reported on the trends in their respective business
divisions. For specific topics covered on the agenda, experts
were invited to provide detailed information. Furthermore cur-
rent topics and decisions were raised in discussions between
the Chairman of the Management Board and the Supervisory
Board. In addition, we were continuously informed on the
status of acquisition efforts in Serbia and Romania.

Supervisory Board meetings
The Supervisory Board met nine times during the financial
year. No member attended fewer than half of the meetings.

The following major issues were discussed:

At the first meeting of the year on 31 March 2005, we appro-
ved the audit reports, the 2004 Company Management Report,
the 2004 Consolidated Financial Statements and the 2004 Group
Management Report and upon the recommendation of the
Accounting Commiittee approved the 2004 Financial State-
ments. We also approved the proposed dividend for 2004 and
discussed the future dividend policy.

The Supervisory Board also discussed the Corporate Gover-
nance Report and approved the agenda for the 2005 Annual
General Meeting.

At several meetings beginning with the extraordinary Super-
visory Board meeting of 25 July 2005, we were presented with
comprehensive analyses of the economic situation and of the
developments and potential of the Romanian Banca Comercia-
la Romana (BCR) in its political and economic environment.
The impact of a potential acquistion on Erste Bank Group
was discussed, in particular with regard to capital adequacy
and balance sheet ratios. After extensive consultations, we ap-

Heinz Kessler, President of the Supervisory Board

proved the participation in the privatisation process of Banca
Comerciala Romana as well as the offer price proposed by the
Management Board.

At the meeting of 14 September 2005, we were informed as
to changes related to the Company Law Amendment Act
(GesRAG).

The final regular meeting of the year took place on 14 December
2005. The Management Board provided detailed information
on the status of the privatisation process of Banca Comerciala
Romana (BCR). At this meeting, the budget planning for the
period 2006 to 2008 was discussed and overall investment
plans were approved.

Corporate Governance

Since February 2003, the Supervisory Board of Erste Bank
has been expressly committed to compliance with the Austrian
Code of Corporate Governance and thereby to the company’s
responsible management and control based on the creation of
long-term value.

A comprehensive presentation of the Erste Bank’s corporate
governance is published in this annual report and is available
on the Erste Bank web site.



Supervisory Board Committees
The Supervisory Board has created four committees. Their
composition is available on the Erste Bank web site.

The Management Board Committee handles relations between
the company and members of the Management Board. In 2005
the Management Board Committee met once.

The Audit Committee, formerly Financial Audit Committee,
was entrusted with new areas of responsibility as from 1 Janu-
ary 2006. It reviews and prepares the approval of the financial
statements, the proposed appropriation of net profit, the Com-
pany Management Report, the consolidated financial statements
and the Group Management Report. The committee also makes
a recommendation regarding the selection of an independent
auditor. In 2005 the Audit Committee met once.

The Risk Management Committee examines the risk situation
and risk management of Erste Bank Group, in particular with
regard to market, credit and operating risk. The committee is
responsible approving investments and major investments
within the scope of authorisation delegated by the Supervisory
Board. In 2005 the Risk Management Committee met 23 times.

The Strategy Committee is involved in the company’s strategic
planning and is responsible for reviewing the budget, taking
note of business performance reports, setting the investment
policy and determining the company’s strategic interests. The
committee also monitors the company’s participating interests.
In 2005 the Strategy Committee met four times.

Financial statements

The company financial statements and Management Report

as well as the Consolidated Financial Statements and Group
Management Report for 2005 were audited by the Sparkassen
Priifungsverband as the legally mandated auditor and by Delo-
itte Wirtschaftspriifungs GmbH as the supplementary auditor
appointed by the Annual General Meeting, and received an
unqualified opinion.

Representatives from both auditors participated in the Super-
visory Board’s balance sheet meeting and provided supporting
information. We are in agreement with the results of these
audits and the proposed appropriation of net profit.

We approved the company financial statements prepared by the
Managing Board, which are now duly established in accor-
dance with § 125 para. 2 of the Austrian Stock Corporation
Act. We also approved the consolidated financial statements
and Group Management Report.

Members

Klaus Braunegg, a member of the Supervisory Board since
1993, resigned from the Board as from 11 May 2005, the date
of the 12th ordinary Annual General Meeting. The 12th ordina-
ry Annual General Meeting appointed Wilhelm Rasinger as a
representative for individual shareholders and new member of
the Supervisory Board. The appointments of Elisabeth Giirtler
(the second representative for individual shareholders), There-
sa Jordis, Hubert Singer and Georg Winckler to the Superviso-
ry Board were reconfirmed.

The Supervisory Board would like to thank the Management
Board as well as the employees of Erste Bank for their major

personal contributions last year.

For the Supervisory Board

|_sbmaly

Heinz Kessler
President of the Supervisory Board

Vienna, March 2006




Supervisory Board

HEINZ KESSLER

President of the Supervisory Board
Retired CEO

Additional supervisory board memberships:

Deputy Chairman Austria Versicherungsverein auf Gegenseitigkeit
Privatstiftung

Member DIE ERSTE sterreichische Spar-Casse Privatstiftung
Deputy Chairman Duropack Aktiengesellschaft

Chairman Nettingsdorfer Papierfabrik Management AG
Member Rath Aktiengesellschaft

Chairman Reform-Werke Bauer & Co Gesellschaft m.b.H.
Chairman Reform-Werke Bauer & Co Helding Aktiengesellschaft
Deputy Chairman UNIQA Versicherungen AG

Funcfions in companies of the savings banks sector

KLAUS BRAUNEGG

First Vice President until 11 May 2005
Attorney at law

GEORG WINCKLER

First Vice President since 11 May 2005
Rector of the University of Vienna
Professor of Economics at the University of Vienna

Additional supervisory board memberships:

Member Austria Versicherungsverein auf Gegenseitigkeit Privatsfiftung
Deputy Chairman INTS Universitéres Grinderservice Wien GmbH
Member Innovationszentrum Universitét Wien GmbH

Member UNIQA Versicherungen AG

Functions in companies of the savings banks sector

THERESA JORDIS

Second Vice President
Attorney at law

Additional supervisory board memberships:

Member Generali Holding Vienna AG

Chairwoman Miba Aktiengesellschaft

Chairwoman Mitterbauer Beteiligungs-Aktiengesellschaft
Chairwoman Wolford Aktiengesellschaft
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BETTINA BREITENEDER

Businesswoman

Additional supervisory board memberships:

Deputy Chairwoman Drina Neretva Kraftwerke Aktiengesellschaft
Member Z$ Einkaufszentren Errichtungs- und Vermietungs-
Aktiengesellschaft

ELISABETH GURTLER

Businesswoman

Member of the Management Board of the Austrian Hotel
Association

JAN HOMAN

Chief Executive Officer of Teich AG

Additional supervisory board memberships:

Member Allianz Elementar Versicherungs-Aktiengesellschaft

WERNER HUTSCHINSKI

Retired General Manager

Additional supervisory board memberships:

Deputy Chairman VAV Versicherungs-Aktiengesellschaft
Funcfions in companies of the savings banks sector

JOSEF KASSLER

Retired CEO

Additional supervisory board memberships:

Member Donau Allgemeine Versicherungs-Aktiengesellschaft
Member ,Messe Center Graz” Befriebsgesellschaft m.b.H.
Member OWGES Gemeinniitzige Wohnbaugesellschaft m b.H.

Funcfions in companies of the savings banks sector




LARS-OLOF ODLUND

Senior Advisor

Addifional supervisory board memberships:
Chairman EntreprenadMaskinSpecialisten i Sthim AB
Chairman Litorina Capital Management AB
Chairman Baltic Rim Fund

Chairman Eurotema AB

WILHELM RASINGER FROM 11 MAY 2005
Businessman

Additional supervisory board memberships:

Member BOHLER-UDDEHOLM Aktiengesellschaft
Member Steirerobst Akfiengesellschaft

FRIEDRICH RODLER
Public Accountant and Tax Consultant

HUBERT SINGER

Chief Executive Officer of Dornbirner Sparkassen AG
Additional supervisory board memberships:

Deputy Chairman Dornbirner Seilbahn Gesellschaft m.b.H.

Functions in companies of the savings banks sector

Representatives of

the Staff Council:

GUNTER BENISCHEK

Chairman of the Central Staff Council

Additional supervisory board memberships:

Member Die ERSTE &sterreichische Spar-Casse Privatstiftung

ERIKA HEGMALA

Vice Chairwoman of the Central Staff Council
Additional supervisory board memberships:

Member BVP-Pensionskasse

ILSE FETIK
Member of the Central Staff Council

JOACHIM HARTEL
Member of the Central Staff Council

CHRISTIAN HAVELKA
Member of the Central Staff Council

ANTON JANKU
Member of the Central Staff Council




The Share

The Erste Bank share rose to new highs last year, building on
the positive trend of previous years. These gains were driven

mainly by the Erste Bank’s double-digit earnings growth and

a new milestone in its expansion strategy, the acquisition of a
majority interest in Romania-based Banca Comerciala Roma-
na. Thus the Group further strengthened its excellent positio-

ning in the central and eastern European growth markets.

PERFORMANCE OF EQUITY INDICES

Stock markets driven by oil prices and interest rates
With the exception of the US Dow Jones Industrial Index, all
the major international stock markets posted gains for the third
consecutive year. The European stock exchanges and Tokyo
Stock Exchange posted record gains. The Nikkei 225 Index in
Tokyo and some of the European benchmark indices reached
new highs since 2000, while US stock exchanges turned in
disappointing performances.

At 31 December 2005, the US Dow Jones Industrial Average
was down 0.6% relative to the previous year. The other two
US benchmark indices, the Nasdaq and the Standard & Poors
500, gained a very modest 1.4% and 3.0%, respectively. In
comparison, the FTSE Eurotop 300 Index advanced 22.4% in
2005.

In 2005, equity market trends were driven by rising oil prices
and their impact on economic growth, inflation and interest
rates. The contrast between the negative impact of higher oil
prices, which peaked in the third quarter, and economic and
corporate earnings growth produced sharp volatility. Inflatio-
nary jitters related to the higher oil prices and their impact

on US economic growth and corporate earnings were accom-
panied by US monetary tightening, as the Federal Reserve
raised its benchmark rate eight times from 2.25% to 4.25%.
Against this backdrop, US equity markets trended downwards
in the third quarter of 2005 even as European equity markets
posted double-digit gains. In the fourth quarter, the markets
rebounded on corporate earnings largely exceeding expectati-
ons, favourable economic data, declining crude oil prices and

signals from the Federal Reserve that an end to the interest rate
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hikes might be possible. In early December, the first interest
rate increase by the European Central Bank in five years — a
25 basis point hike in the benchmark rate to 2.25% — had no
impact on European equity market trends.

Banking sector profits from earnings growth

and mergers

After a 10.9% increase in 2004, the DJ Euro Stoxx Bank Index
rose at an even faster rate last year, gaining 26.5% to 364.79 points.
The negative short-term impact of US monetary policy tigh-
tening was more than offset by other factors. In the European
banking sector, stock prices rose on the strength of reported
earnings that exceeded expectations in the first three quarters
of 2005 and, more importantly, robust merger activity and
take-over offers in the second half of the year. None was big-
ger than UniCredit’s acquisition of HVB and its related offer
to the shareholders of Bank Austria and BPH.

ATX climbs to record highs.

With a 50.8% gain to 3,667.03 points, the Austrian Traded Index
(ATX) not only reached an all-time high in 2005 but also tur-
ned in one of the strongest performances of any stock market
index world-wide. Among the key factors driving the above-
average gains on the Vienna Stock Exchange were the higher
earnings of listed companies with successful positions in the
central and east European growth markets. Also contributing
were the robust share price increases of electricity distributors
and commodities firms, which benefited from higher oil and
other commodity prices.

ERSTE BANK SHARE PERFORMANCE

New alltime high before capital increase

The Erste Bank share continued to post gains, rising by 19.7% to
EUR 47.05. The bulk of these gains were achieved in the se-
cond half. A major factor was Erste Bank’s continued earnings
growth, which reflected the company’s strong positioning

in the central European growth markets and the successful
restructuring of its domestic business.




The announcement of the acquisition of a 62% equity interest
in Banca Comerciala Romana one week before the end of the
year led to a further increase in the share price. Analysts and
investors viewed the acquisition of Romania’s largest bank and
the related capital increase favourably. As a result, the Erste
Bank share reached a new all-time high of EUR 47.50 on the
penultimate trading day of 2005. The subsequent capital incre-
ase in January 2006 was the largest ever on the Vienna Stock
Exchange: 64.8 million shares valued at EUR 2.9 billion were
successfully placed with institutional and individual investors.
The offering price was set at EUR 45.00 per share.

Trading volume and market capitalisation

In 2005, the average daily trading volume of Erste Bank shares
was approximately 428,800, a more than 26% increase from the
previous year. The daily trading volume on the Prague Stock
Exchange (PSE), where the Erste Bank shares have been listed
since October 2002, increased by 25% to reach approximately
152,600 shares. In early January 2006, Erste Bank’s market
capitalisation increased on the strength of the rising share price
to a new record of EUR 11.67 billion, up from EUR 9.49 billion
at 31 December 2004.

Overview of share price trends"

Since IPO Since SPO Since SPO 2005
in% . Dec. 1997 %  Sept. 2000%  July 2002
Erste Bank Share 3245 300.4 1700 197
ATX 181.0 213.8 2007 508
DJ Euro Stoxx
Bank Index -4 3.8 452 265

"' Based on closing prices yearend 2005

2 initial Public Offering

¥ Secondary Public Offering/Capital increase

4 Comparison since IPO would not be meaningful as Erste Bank has been included in this
index only since 16 Jonuary 1998.

DIVIDEND POLICY

Erste Bank is a rapidly growing company and has successfully
completed several acquisitions in Central and Eastern Europe.
In order to ensure an adequate basis for further expansion in
this region, Erste Bank’s Management Board has chosen not

to set a fixed pay-out ratio, but instead to increase the dividend
by at least 10% annually, provided that the company meets its
targets. In this fashion, the company can ensure that its Tier 1
capital ratio remains between 6.5% and 7%. Should the

Tier 1 capital ratio exceed 7%, the dividend may be adjusted
such that the pay-out increase significantly exceeds

10% compared to the previous year.

Proposed net profit distribution

A dividend of EUR 0.55 per share will be proposed to the
Annual General Meeting on 19 May 2006. The recent 10%
dividend increase relative to the previous year reflects the Erste
Bank’s successful performance, as net profit rose by 36.6%.
The pay-out ratio is 18.8%.

INVESTOR RELATIONS

Erste Bank’s management participated in numerous investor
meetings last year. They attended more than 10 bank conferen-
ces, at the invitation of leading international investment firms
(UBS, Goldman Sachs, Morgan Stanley, ING, Deutsche Bank,
Merrill Lynch, Société Générale, HSBC etc.). In addition,
Erste Bank Group presented its strategy and equity story to
international investors through road shows in London, Warsaw,
Milan and New York and met with investors individually. These
road shows were organised jointly by the Vienna Stock Ex-
change, Erste Bank and other European banks.

On 16 September 2005, Erste Bank held its third international
capital markets day in Prague. At this event, the management
of Erste Bank and its central European subsidiaries gave the
more than 40 institutional investors and analysts in atten-
dance a comprehensive overview of business developments
and opportunities in the group’s central and east European
markets. Management also provided updates on the progress
and continued implementation of the New Group Architecture
programme to enhance productivity. The webcast of this event
also generated significant interest.

For the sixth consecutive year, Erste Bank hosted an internet
chat with CEO Andreas Treichl on 18 April 2005. This oppor-
tunity to communicate directly with the Erste Bank Group’s




management board was welcomed by retail investors and
interested parties, who participated in record numbers. In the
chat session lasting more than two hours, 200 questions were
submitted regarding the Erste Bank Group’s current develop-
ments. The forum drew participants from all the Group’s home
market countries and Romania.

The growing interest in the Erste Bank share was reflected last
year by the new coverage initiated by leading brokerage firms,
including Bear Stearns, Goldman Sachs, Redburn Partners and
Cazenove. In all, 21 firms published research reports on Erste
Bank in 2005.

Research reports on the Erste Bank share

_Bear Stearns

_Bank Austria Creditanstalt
_Cazenove

_Citigroup

_CSFB

_Deutsche Bank
_Dresdner Kleinwort Wasserstein
_Fox-Pitt, Kelton
_Goldman Sachs

_ING

_JP Morgan

_KBC Securities

_KBW Keefe, Bruyette & Woods
_Merrill Lynch

_Morgan Stanley
_Raiffeisen Centrobank
_Redburn

_Sal. Oppenheim

_Société Générale

_UBS

_WestlB
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“It was worth it”

Sanja and Christian Nikolac live with their two children, Kelli and
Paola, in Lovranska Draga, Croatia. This is one of the most scenic
parts of the Dalmatian coast, very near to the cities of Opatija and
Rijeka. The region has historically attracted tourists. In the days of
the Habsburg empire, the town was a sophisticated tourist destina-
tion thanks to its proximity to Austria and ltaly. The Nikolac family
wonted to revive those good old days by restoring the Hotel Draga
di Lovrana to its original splendour after the building had been
run-down for years. In the late 19th century, this fine hotel welco-
med the Austrian Emperor Franz Josef, who would enjoy the spec-
tacular view. Today, with Croatia’s growing ties to the European
Union and the region’s easy access from ltaly, a new tourist boom
is expected. Many historic hotels and villas have been restored in
recent years, ond are in prime condition to welcome visitors.

Erste Bank: “Mr Nikolac, how did you come up with the idea of
restoring the Hotel Draga di Lovrana?”

Christian Nikolac: "Well, this spot is so unique and this view so spec-
tacular, that | could not imagine a better place for an exclusive hotel
with first<lass dining. Clearly some people might think we're crazy,
but tell us, don’t you think it's worth it8”

Erste Bank: “This must have been an adventure for you! After all,
you were not already in the hotel business.”

Christian Nikolac: “That is true, | am in the fishing business. First, | wanted
to have a base on lond. Second, it has long been my dream to rebuild
this historic building. We believe in the future of firsi-class tourism in
our region. Even now, we yet have many ltalian guests who apprecia-
te high quality ond are prepared to pay accordingly. Many of them
are boot owners!”

Harpyy 04, . pg

Sanja Nikolac: “And we are also expecting more visitors from Austria
and Germany! Thanks to my hotel management training in the United
States, we are not coming into this project without any experience. For
an investment on this scale, you must have the necessary expertise!”
Erste Bank: “In rebuilding the hotel, you paid close attention to
remaining true to the original design. How did you achieve that?”
Sanjo Nikolac: “Precisely. Every window, every door and all the other
woodwork was custom built according to the original blueprints. Fortu-
nately, they were still available! All the decorative glasswork and
lomps were hand-made in ltaly. These measures were necessary to
preserve the character of this beautiful building!”

Christian Nikolac: “We certainly could have invested one-third less and
still had @ nice hotel, but it would not have been true to ifs origins! We
have a good concept based on a premium product! In the first stage,
we built the hotel and restaurant. In the second stage, we would like to
build an extension in order to increase the overnight capacity.”

Sanja Nikolac: “We would like for our guests to feel at home here!
They should be able to enjoy this beautiful countryside and eat our
fresh fish in a peaceful setting. We are working to that end as a team!”
Erste Bank: “Mr and Mrs Nikolac, we wish you all the best in the
futuret”

Enutgy B ory

: Hote) Draga

Lovranska grag




Nikolac family, clients of Erste Bank Croatia, Croatia




Strategy

Focused growth in Central and Eastern Europe

We have followed a consistent growth strategy since our initial
public offering in 1997. This strategic commitment has led to
substantial value creation for shareholders, clients and emplo-
yees alike. At the time Erste Bank formulated four core strate-
gies:

1. Focus on core business potentials in retail banking

2. Build a strong brand with the Austrian savings banks

3. Target a home market of 40 million people in Central Europe

4. Transfer the multi-channel distribution model throughout
Central Europe

Following successful implementation and building on the key
strengths, we have fine-tuned our core strategies to reflect the

evolution of Erste Bank and its goals as well as changes in the
operating environment. The result is a set of three main strate-
gic pillars that define Erste Bank’s historic and future business
success, as outlined below:

CONSISTENT STRATEGY since 1997 IPO

' l l

Efficiency focus:
New Group
Architecture

Geographic focus:
Cenfral and
Eastern Europe

/ ' l

VALUE CREATION FOR SHAREHOLDERS, CLIENTS
AND EMPLOYEES

Business focus:
Retail banking

The business focus pillar unites our former retail and multi-
channel strategies, in line with today’s reality that electronic
distribution channels form an integral part of any successful re-
tail banking strategy. Otherwise our focus on retail banking re-
mains unchanged. The same is true for our geographic focus:
it now reflects our broader regional coverage and integrates our
Austrian strategy to work more closely with the savings banks
sector. Our third strategic pillar, while seemingly new, has also
strong roots in our former retail banking strategy, which was
very much centred on better exploitation of our core business

potentials. The New Group Architecture programme carries
on this efficiency focus on a group-wide basis. The following
paragraphs describe our three main strategic pillars in more
detail.

Business focus: retail banking

A clearly defined business focus lies at the core of Erste Bank’s
operations: we directly serve 15.2 million retail clients in seven
countries and operate some 2,700 branches, as well as state-of-
the-art alternative distribution channels, such as internet and
phone banking. Hence, while we do have substantial operations
outside retail banking, retail banking is our core competence.

In a way, retail banking is also woven into Erste Bank’s
genetic fabric. In 1819 wealthy Viennese citizens donated
funds in order to establish Erste Bank’s predecessor, a savings
bank. They aimed to bring affordable banking services to wide
sections of the population. This goal is just as valid today as

it was some 190 years ago, especially against the backdrop of
operating in Central and Eastern Europe.

In today’s context, retail banking is attractive for us because
it offers a compelling business case, comprehensive scope in
terms of product offering and the opportunity to operate in
well diversified markets.

The business case is characterised by a number of favourable
parameters, one of which is the lower level of volatility than
experienced in corporate or investment banking. Consequent-
ly, our earnings growth is strong and stable, our provisioning
levels are almost unchanged over a number of years and our
capital requirements are lower. Another positive factor is the
longevity of our growth path, which is a result of operating in
a portfolio of markets that are at different stages of economic
development.

Austria is a mature and stable banking market, the Czech
Republic, Hungary, Slovakia and Croatia are developing trans-
formation economies, while Romania and Serbia are emerging
banking markets. This means that we can draw on our broad
product knowledge in mature markets and selectively apply
those retail banking products in lesser developed markets that
are most suited to our clients’ needs.




Geographic focus: Central and Eastern Europe

In the late 1990-ies we came to the conclusion that our long-
term future as an independent bank was very much contingent
on finding new markets outside Austria: at that time growth
opportunities were limited, leaving only repeated cost cutting
exercises as a way to improve the bottom line. As a result we
decided to make a long term commitment to the markets at
our doorstep, essentially our neighbouring countries in Central
Europe — the Czech Republic, Slovakia, Hungary, Croatia and
Slovenia. We defined an extended home market of 40 milli-
on people with the clear intention to enter these markets by
making selected acquisitions. In Austria we pursued a policy
of seeking closer integration with the savings banks sector in
order to increase scale, offer our clients better value and work
more efficiently.

Since then we have far surpassed our initial goals. Our home
market now covers a contiguous region of nearly 70 million
inhabitants, we have successfully integrated more than ten
acquisitions in Central and Eastern Europe, and in Austria we
have made a quantum leap forward in our efforts to work more
closely with the savings banks through the establishment of the
cross guarantee system. This agreement forms the basis for a
wide-ranging cooperation between Erste Bank and the savings
banks covering such aspects as common back office structures,
common marketing and common product development.

Our expansion into Central and Eastern Europe has yielded
great benefits: shareholders have enjoyed sustainable earnings
growth, customers can access our comprehensive range of
services in more countries than ever before, and our employees
have more development opportunities than at any time in the
company’s history. Consequently, we will continue on our
proven growth path, extending our footprint in Central and
Eastern Europe, when suitable opportunities arise.

Efficiency focus: New Group Architecture

The New Group Architecture (NGA) programme lies at the
heart of our ambition to work more efficiently across the group
and is a direct result of our expansion as well as the realisati-
on that a number of tasks are more efficiently carried out on

a group-wide, standardised basis, while sales and marketing
efforts are best handled locally. Or put differently, the New
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Group Architecture aims to create a more successful banking
group of what is already a successful group of banks.

Launched in mid-2004, the NGA programme will translate into
revenue enhancements, cost reductions and efficiency impro-
vements. Accordingly, we grouped the six major programme
streams along these lines, as shown below: the Group Large
Corporates project, the Group Cards Synergy Project and the
Retail 2008 project are designed to deliver revenue enhance-
ments, while the Group Procurement project and the Informa-
tion Technology project will be sources of cost reductions and
higher work efficiency. The Group Performance Model will
deliver the transparency needed to effectively steer the group.

The Group Performance Model (GPM) acts as the strategic
backbone of the NGA programme, It standardises definitions
and processes, aiming to make all our operating units compa-
rable. More specifically the GPM creates uniform standards
for the recognition and allocation of costs and revenues and
organises major performance indicators and controlling tools
for benchmarking purposes, in order to facilitate identification
of additional savings potentials and revenue synergies.

NGA aims fo create synergies
across the group

1. Group Large Corporates

Revenue

2. Group Cards Synergy Project
Enhancement P yrergy el

3. Retail 2008
~ Structured investment Products 6. Group
- Sales Management Techniques Performance
- Consumer Finance Model
{GPMm}

4. Group Procurement

Cost 5. Information Technology

Red\;chon - Sohtware Development
. - Group IT Operations
| Efficiency - Decentralized Computing
mprovement

Scurce: Erste Bank.




A unified, group-wide approach towards our large corporate
customers is behind the establishment of the Group Large Cor-
porates business unit. Through better integration of treasury,
capital markets and other investment banking activities we aim
to be the partner of choice for all the financing needs of our
large corporate customers. The target group consists of some
650 companies with annual revenues of more than EUR 175
million each, which operate in one or more of our markets. In
2005 we had a business relationship with approximately 200 of
these entities.

The Group Cards Synergy Project concerns the payment card
business. The card business is broadly defined to include debit
cards, credit cards, and the installation of additional POS
systems and ATMs. Erste Bank’s goal in the card business is to
be the leading provider of debit and credit cards as measured
by both number of cards and usage. As part of the Group Cards
Synergy Project, a new group-wide card responsibility is being
set up. This responsibility is designed to achieve a coordinated
market approach through a common card business plan, a card
loyalty programme, intensified merchant acquisition, uniform
card credit risk management as well as harmonisation of group-
wide card processing.

“Retail 2008” represents a package of knowledge sharing ini-
tiatives under a single umbrella. “Retail 2008” aims to spread
best practices in retail banking across our group. The program-
me involves developing business and product initiatives — for
example, in the area of structured investment products and an
enterprise-wide consumer finance strategy complementary to
the traditional retail business. These projects are intended part-
ly to address existing clients and partly to target new customer
groups and additional medium term revenue potentials.

The main objectives of the Group Procurement project com-
prise group-wide pooling of information on non-staff admi-
nistrative expenses and investment, bundling of procurement
volumes, identifying potential savings achievable through im-
proved demand management and standardised specifications,
and creating a single procurement organisation with uniform
procurement processes.

The Information Technology project is expected to yield
substantial cost reductions, but also efficiency improvements.
It will focus, amongst other elements, on streamlined demand
management, a uniform IT master plan, the bundling of soft-
ware development functions as well as operating units and will
unify desktop and decentralised equipment management.

We have already achieved a number of quick wins: we have
established a group-wide software development unit and have
formed a separate procurement organisation that is well on
track in realising substantial savings. The new business unit
Group Large Corporates is fully operational since mid 2005
and has already shown favourable operating result develop-
ment. Structured investment products, which were rolled-out
in all countries of our extended home market in 2005, are also
performing well. Accordingly, we are confident to achieve the
concrete financial target — a positive pre-tax contribution of
EUR 210 million annually as of 2008 — set out at the Capital
Markets Day 2005.

GROWTH DRIVERS

Our investors routinely ask us where future growth will come
from. Since growth is not only an essential part of our equity
story, but also of strategic importance to our business model
we will briefly present long-term development patterns in our
markets, as well as the three most important determinants of
future growth: loan growth, wealth management and regional
expansion.

GROWTH PATTERNS

Our business model benefits from a unique growth profile that
extends over the next 20 - 30 years and is tied to the economic
catch-up process of Central and Eastern Europe. It derives its
strength from the fact that our markets are at different stages of
development. For this purpose we have classified our markets
into three clusters: emerging, developing and mature markets,
as shown in the chart overleaf.

Emerging markets are characterised by a GDP/capita level of
below EUR 5,000 and a banking asset penetration of some
50% or less. Depending on the economic position at the start
of transformation, we estimate this period to take between
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Banking development in transformation economies Banking growth paths in transformation
economies
Emerging Developing Mature
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Source: Local central banks, Eurostat, Erste Bank.

5 — 20 years. Within our business portfolio Erste Bank Serbia
and Banca Comerciala Romana, our Serbian and Romanian
subsidiaries respectively, operate in such markets. At this stage
of development growth is mostly derived from plain-vanilla
banking products, such as savings, payments transfers as well

as current accounts and debit cards, which are represented by Source: Erste Bank illustration.
waves 1 and 2 in the right-hand exhibit. While household loans
usually play an insignificant role at these levels of income, an Mature markets are defined by GDP/capita in excess of
increase in the banked population is typically a major source of EUR 20,000 and banking asset penetration north of 150%.
growth. These tend to offer only selected growth opportunities and ty-
pically only grow in line with GDP. We find it useful to operate
Developing markets feature GDP/capita between EUR 5,000 in such markets to the extent that we can draw on experiences
and EUR 20,000 and a banking asset penetration ratio of and transfer knowledge to less developed markets. Depending
anywhere between 60% and 140%. We estimate that this stage on the factors that influence market structure, the most signi-
lasts at least 15 — 20 years. In this period retail lending comes ficant of which is shareholder orientation or the lack thereof,
off age and transformation countries reach a level of wealth these markets can either be very profitable such as in the UK
that facilitates the introduction of more sophisticated banking or Spain, or less so, such as in Austria or Germany.

products, such as mortgages, credit cards, consumer loans as
well as wealth management products, represented by growth
waves 3 and 4 in the right-hand chart. Our central European
businesses in the Czech Republic, Slovakia, Hungary and
Croatia fall into this bracket.




LOAN GROWTH

In many countries we operate in retail lending was non-exis-
tent just a couple of years ago, firstly because nominal and real
interest rates were high, secondly because disposable incomes
did not support household credit growth and thirdly because
of a lack of a healthy competitive environment due to high
levels of state ownership. All this has changed over the last
years: in developing transformation economies interest rates
are in the process of convergence or have already converged,
disposable incomes have risen strongly on the back of overail
GDP growth, and most state banks have been sold to foreign
strategic investors fostering product innovation and competiti-
on. This powerful combination underlies current growth trends
and will fuel future growth.

To assess the maturity and hence the credit growth potential of
banking markets such loan penetration measures, as customer
loans/GDP, household 1oans/GDP and/or mortgages/GDP are
commonly used. For countries with highly diverging levels of
GDP/capita, though, this masks the true growth opportunity,

as it discounts the impact of GDP growth itself. For instance,
the assumption that developing transformation economies with
customer loan penetrations of between 40% to 60% are already
fairly developed and hence offer limited incremental growth
opportunities compared to mature economies such as Austria,
where domestic loan penetration is somewhat above 100%, are
not factoring in that it is the GDP growth differential that is the
major driving force behind the loan growth opportunity. As a
result, we believe that absolute per capita figures offer a fairer
reflection of the growth opportunity than relative measures.

The following chart shows the enormous gap that even today
exists between mature and developing economies on the one
hand and between developing and emerging economies on the
other. Countries, such as Hungary and the Czech Republic, but
also Croatia and Slovakia are many years away from reaching
Austrian, let alone west European levels of loans per capita.
This picture is even starker with the countries we entered in
2005: Romania’s and Serbia’s levels of private sector indebted-
ness are barely registering on the radar screen in the context of
developed economies. Hence, we believe that credit expansion
will be a secular growth trend, rather than a process that has
already surpassed its peak.

20
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Within the overall loan growth trend, we will particularly be-
nefit from our exposure to the retail customer. Retail lending,
particularly in the form of residential mortgages, has only just
started in almost all our markets. A point in case is mortgage
penetration: it equals about 10% of GDP in our most develo-
ped markets, while it is yet substantially Jower in Romania

or Serbia. Even in Austria this measure only stands at 22%,
leaving room for growth, while in the European Union it has
reached an estimated 46% in 2005.

WEALTH MANAGEMENT

While private sector and especially retail credit expansion will
be the growth engine of the immediate future, wealth manage-
ment, which covers our private banking, fund management and
life insurance business lines, will drive growth as our markets
become wealthier. Irrespective of when this actnally happens,
we are already uniquely positioned to benefit from any such
development: we dominate the fund management markets in
our existing central and east European universe with a market
share of 24.3% and we can draw on our experience in Austria,
where we are leaders in retail funds and hold the No. 2 spot
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Erste Bank fund management market shares (2005)
in %

Slovakia Czech R. Hungary Croatia Austria

Source: Erste Sparinvest.

overall with a market share of 18%, as detailed above. In life
insurance, we lead the market in Austria, while we have estab-
lished strong footholds in all other markets.

As pointed out, the growth dynamics in fund management dif-
fer fundamentally from those experienced in standard banking
products, in so far as meaningful growth typically kicks in at a
later stage of economic development. Based on historic trends
in countries such as Spain or Austria, we estimate that growth
in fund management reaches critical mass when nominal GDP/
capita hits the trigger point of about EUR 10,000. Many of our
central and east European markets are quickly approaching this
threshold. It is at this level that we believe basic consumption
needs are satisfied and attention starts to shift to providing for
the future.

Accordingly, the divide in fund management between ma-

ture and developing markets on the one hand, and between
developing and emerging transformation economies on the
other is even starker than that experienced in the area of loans.
As shown in the right-hand exhibit, funds under management
per capita in Austria equalled EUR 18,900 at the end of 2005,
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while the same figure stood at about EUR 700 and EUR 800 in
Hungary and the Czech Republic, respectively. In Romania
fund management was in the process of regaining credibility
after a number of fraud cases at the turn of the century. While
funds under management per capita were higher a couple of
years ago than the EUR 4 registered at the end of 2005, either
figure pales into insignificance compared to more developed
markets. At the end of 2005 Serbia still lacked the legal infra-
structure for fund management and accordingly all the growth
is still ahead.

Funds under management/capita in CEE (2005)
in EUR thousand
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While growth in fund management follows a more cyclical
pattern, life insurance growth is steadier and tied to state regu-
lations on pensions and savings as well as tax breaks. Demo-
graphic trends, such as the ageing of society, and the increasing
requirement for private old age provision also play a significant
role in determining demand for wealth management products in
general and life insurance policies in particular.
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REGIONAL EXPANSION

Regional expansion was a major growth driver in the past and
will continue to be a significant source of growth in the future.
In this context, acquisitions play a major role in our business
model. So far acquisitions were the preferred way by which
we executed our central and east European expansion strategy.
Since 1997 we have bought ten banks and invested about
EUR 6.5 billion into Central and Eastern Europe, thereby
actively contributing to the regeneration and redevelopment of
the region.

When we buy a bank we adhere to a defined set of guiding
principles. Firstly, we always aim to buy a bank with a leading
market position or when this is not feasible an operation that
we feel has a chance of reaching a market share of 15 - 20 %
in terms of clients and/or retail products, either through bolt-on
acquisitions or organic growth. Secondly, any new bank has to
fit the existing network and be beneficial to our clients. Third-
ly, we stick to the following financial acquisition criteria:

_A return on equity of at least 20% by the third year following
the year of closing of the acquisition. Historically we have
always achieved this target.

_A return on investment of 10% by the third year following
the year of closing of the acquisition. This measure is impor-
tant to us because it includes the impact of goodwill.
Historically we have achieved ROI figures in the range of
12% - 15%.

_Achievement of earnings accretion by the third year
following the year of closing of the acquisition.

What really sets our acquisition policy apart is our post deal
integration expertise. The restructuring and integration process
typically starts after the day of signing. A service agreement
gives Erste Bank experts immediate access, so that they can
familiarise themselves with day-to-day operations of the bank
right away. Following closing of the transaction, a tried and
tested transformation programme is put in place and executed
by a multinational transformation team, led by a senior Erste
Bank executive. It typically lasts no longer than 18 months
and covers all material aspects of the business. In sensitive
areas, such as risk management, existing staff are immediately
assisted by Erste Bank staff in order to upgrade the function to
group standards as quickly as feasible.
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As a result of our highly developed regional expertise and our
positive acquisition track record, we will continue to grow our
regional franchise both through carefully selected acquisitions
that fit the existing network, and organically.
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Corporate Governance

In the interest of accountable management, Erste Bank is com-
mitted to implementing the Austrian Code of Corporate Gover-
nance. To ensure the greatest possible transparency for all sta-
keholder groups, Erste Bank adheres to all statutory rules and
recommendations of this Code. Good corporate governance is
regarded as a key element of Erste Bank’s corporate culture.

The Austrian Code of Corporate Governance

In October 2002 the Austrian Working Group for Corporate
Governance presented the Austrian Code of Corporate
Governance. The Code constitutes a voluntary, self-regulatory
initiative and goes beyond a corporation’s statutory responsibili-
ties. The Code seeks to promote accountable corporate manage-
ment and supervision to create value in a sustainable way, and to
balance and define the rights and responsibilities of every stake-
holder — management, supervisory board, employees, sharehol-
ders, customers and the general public — and the relationships
between these groups. The Code is designed to ensure a high
degree of transparency for all stakeholders. The complete wor-
ding of the Code is available at www.corporate-governance.at.

Erste Bank is committed to good corporate governance
Erste Bank complies with all statutory rules and recommenda-
tions of the Austrian Code of Corporate Governance. Detailed
explanations of the compliance with specific provisions of the
Code are provided on the web site of Erste Bank at www.erste-
bank.conv/ir.

At the public offerings in 1997 and 2000, Erste Bank’s emp-
loyees had the opportunity to acquire shares in Erste Bank on
preferential terms and thus benefit from the Group’s upside po-
tential in the stock market. In 2002, in addition to a management
share option plan, a new employee share ownership programme
(ESOP) under the name “Creating Value” was launched for
all Group staff. The strong demand from staff has reinforced
management’s intention to continue the ESOP, with the medium-
term goal of raising employees’ ownership in Erste Bank from
the current level of slightly less than 2% to approximately 5%.

The inclusion of employees forms an important part of Erste
Bank’s corporate culture. This is manifested in the regular-

ly implemented, large-scale staff surveys whose results are
analysed by external consultants and taken into account by ma-
nagement during decision-making process. The latest such poll

was conducted in the first half of 2003. Similar surveys are
carried out at subsidiaries in Central Europe. A new employee
survey is planned for the first half of 2007 that will cover the
entire Erste Bank Group for the first time.

The high esteem in which Erste Bank holds its employees is ex-
pressed in the Staff Charter signed at the beginning of 2004. The
Staff Charter documents the employee-friendly value system as
well as the aims of management and staff. In addition, in order
to keep pace with the changing market environment, the Charter
aims to create a focus on joint productivity at Erste Bank.

Safeguarding the rights of all shareholders is the cardinal rule

of corporate management. Erste Bank thus created a clear capital
structure consisting only of ordinary shares. The management
embraces a retail strategy not only in the banking business, but
also by encouraging retail investors to become shareholders.
With this in mind, Erste Bank shares were made more accessible
and marketable last year through a 4-to-1 stock split.

Shareholders’ desire to speak directly with top management is
accommodated by internet chats that have been held regularly
since 2000. These events allow investors to find out first-hand
about current developments at Erste Bank.

The rights and responsibilities of employees and appropriate
conduct towards customers (Code of Conduct) are specified in
a detailed and comprehensive set of instructions. The current
version of these standards, which are binding for all emplo-
yees, is posted on Erste Bank’s intranet.

In 2005, Erste Bank voluntarily subjected its compliance with
the regulations of the Austrian Code of Corporate Governance
to an independent review. The findings of this review are avai-
lable on the web site.

The Austrian Working Group for Corporate Governance amen-
ded the Code of Corporate Governance in 2005, adopting the
core of the EU recommendations with regard to the Superviso-
ry Board’s duties and management compensation and making
the necessary adjustments to reflect the 2005 Company Law
Amendment Act. This amended version of the Austrian Code
of Corporate Governance applies to financial years beginning

1 January 2006.
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“I think of the children’s future”

Klara Novak and her two children, Klara Eva and Imre, live in a
nice, large historic building in Budapest. Not long ago, Klara Novak
took advantage of the opportunity to work abroad for several
years before entering her parents’ restaurant business. Today, she
is one reason Hungary is among the most prosperous and fastest
growing economies of the former Eastern Bloc. With a per capita
GDP of EUR 8,700 and a 7.0% unemployment rate, Hungary is
among the most successful of the new European Union members.
In Budapest, which has been restored to its former splendour in
many areas following several years of costly renovations, Novak
works as a software consultant.

Erste Bank: “Ms Novak, you worked for a few years outside of
Hungary?”

Klara Novak: “Yes, it was a strenuous and often difficult time. But |
learned a lot. The nearly two years that | spent in Leipzig not only
prepared me to work in my parents’ restaurant, but also provided me
with a lot of experience.”

Erste Bank: “First you worked in the family restaurant, now you
are in a totally different field. How did that happen2”

Klara Novak: “Simple. My father retired, and we sold the business. |
am very happy in my current job as a software consultant. Currently,
| instruct and train civil servants, who are learning to work with new,
specialised software. In Hungary, there is tremendous demand for
software consulting. That is how | entered this field. And it pays welll”
Erste Bank: “You are also the mother of two children. How do you
manage these dual roles?”

Klara Novak: “Well, | am not the only women in this position. In my
current work, | am constantly meeting women who have to deal with

this situation. But naturally it can be demanding. The children themsel-
ves are a great help to me.”

Klara Eva: “We are at school in the afternoons, too. We do our home-
work there, and our mother can be sure that we are not getting into
trouble. For me at least ...”

Imre: “For me, too!l And our grandfather Lajos is often home with us.”
Klara Novak: “As a working woman, naturally | have little free time.
But | spend every free minute with the children. In the summer, we
often spend weekends at our cottage in the country.”

Erste Bank: “Have you been able to put aside any of the money
you have earned?”

Kiara Novak: “1 save a portion of my solary and invest it in a structy-
red savings plan at Erste Bank Hungary. The scle of the parent's busi-
ness also provided some income. We will be able to afford something
with that later, since it is mainly for the children’s education.”

Erste Bank: “Thank you very much for speaking with us and for
your hospitality. We are pleased to have kind clients such as your-

self, and we wish you well in the future.”
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Novak family, clients of Erste Bank Hungary, Hungary




Management Report

MANAGEMENT REPORT AND FINANCIAL REVIEW OF
ERSTE BANK GROUP FOR 2005

General economic environment

In 2005, the global economic environment, and financial mar-
ket trends in particular, were marked by the impact of rising
oil prices on economic growth, inflation and interest rates.
The contrast between the negative impact of higher oil prices
and related inflationary fears on the one hand and economic
and corporate earnings growth on the other lead to increased
volatility.

Austria’s GDP grew by 1.7% last year, a rate that was above
the Eurozone average. In Erste Bank’s main central European
markets (Czech Republic, Slovakia, Hungary and Croatia),
however, growth rates were substantially higher, ranging from
3.6% t0 5.1%. The Czech and Slovakian currencies posted si-
gnificant gains against the Euro. In 2005, monetary policy was
marked by eight successive increases in the US benchmark
interest rate from 2.25% to 4.25%, while Austria’s benchmark
rate stabilised at a very low level. Central European rates pos-
ted further declines, which clearly put pressure on net interest
margins in the retail business.

Erste Bank Group’s performance

The recently acquired Serbian bank Erste Bank Serbia (Erste
Bank a.d., Novi Sad, formerly Novosadska Banka) is consolida-
ted in the financial statements as from 9 August 2005, the trans-
action closing date. The impact of this first-time consolidation
is minimal, however. As of 31 December 2005, the subsidiary’s
total assets were EUR 142 million; during the period from

9 August through 31 December 2005, it had operating income
of EUR 6.7 million, operating expenses of EUR 10.7 million
(which includes restructuring costs of EUR 5.9 million) and a
pre-tax loss of EUR 7.8 million.

The revised IASB standards, IAS 32 (Financial Instruments:
Disclosure and Presentation) and IAS 39 (Financial Instru-
ments: Recognition and Measurement), became compulsory
as of 1 January 2005. They mainly affect the presentation of
securities trading, the valuation of loans and the presentation
of hybrid capital. Under the transitional provisions, prior-year
figures must be restated. The rates of change indicated are
based on the restated prior-year figures. Additional informa-
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tion is presented in the Notes to the Consolidated Financial
Statements. The details of these changes were outlined in press
releases published on 3 May 2005 and 6 December 2005,
which can be found on the Erste Bank home page at (www.
erstebank.com).

In 2005, Erste Bank recorded outstanding results yet again,
following up on the success of recent years. Operating in-
come (consisting of net interest income, net commission in-
come, net trading result and income from insurance business)
rose by 6.9% to EUR 4,329.4 million. Despite the low interest
rate levels — in Central Europe as well as in Austria — net inte-
rest income increased by 5.0% overall to EUR 2,794.2 million.
Meanwhile, net commission income rose by 10.7% to EUR
1,256.8 million, a very favourable result.

Given the modest 3.2% increase in general administrative
expenses to EUR 2,676.9 million, operating profit (operating
income less general administrative expenses) increased by
13.6% to EUR 1,652.5 million.

The cost/income ratio (general administrative expenses as
a percentage of operating income) improved from 64.1% in
2004 to 61.8% last year.

After factoring in a slight 3.8% increase in risk provision allo-
cations for loans and advances to EUR 421.6 million and a
reduction in the other operating result from negative EUR
51.3 million to only EUR 16.1 million, pre-tax profit increa-
sed by 21.9% to EUR 1,214.8 million.

Based on the Erste Bank Group’s average number of emplo-
yees (36,643 in 2005, up from 36,533 the previous year — see
Notes for details), employee productivity rose substantially in
2005. The pre-tax profit per employee totalled EUR 33 thousand
last year, up from EUR 27 thousand in 2004.

Group net profit after taxes and minority interests advanced
36.6% to EUR 711.7 million, while the return on equity (ROE)
- i.e. group net profit after taxes and minority interests as a
percentage of average consolidated shareholders’ equity —
improved from 17.0% in 2004 to 19.0%.




At 31 December 2005, the Erste Bank Group had a total of
987 branches in Austria (including Haftungsverbund savings
banks) and 1,296 branches in Central Europe.

At 31 December 2005, Erste Bank Group’s total assets were
EUR 152.7 billion, up 9.2% from the previous year’s total of
EUR 139.8 billion. Loans and advances to customers incre-
ased by 10.4% from EUR 72.8 billion to EUR 80.4 billion,
while amounts owed to customers rose by 6.7% from
EUR 68.2 billion to EUR 72.8 billion.

Despite an above-average increase in risk-weighted assets, the
Erste Bank Group’s Tier 1 capital ratio (Tier 1 capital under
the Austrian Banking Act (BWG) as a percentage of risk-
weighted assets under §22 para. 2 of the BWG) was 6.8% as
of 31 December 20035, up from 6.7% the previous year. The
solvency ratio (own funds less trading book requirements and
unsettled currency positions as a percentage of risk-weighted
assets under §22 para. 2 of the BWG) was 11.0%, up from
10.7% the previous year.

ANALYSIS OF BUSINESS PERFORMANCE

Operating income

As mentioned above, total operating income increased by
6.9% to EUR 4,329.4 million. Nearly every income category
recorded substantial gains, led by net commission income and
the net trading result.

Net interest income

Despite a particularly difficult market environment for the re-
tail banking business, marked by persistent low interest rates in
Austria and Central Europe, net interest income rose by 5.0%
from EUR 2,660.3 million to EUR 2,794.2 million in 2005.
This result includes EUR 22.0 million in income from asso-
ciates and other investments (EUR 22.7 million the previous
vear), as well as EUR 24.8 million in income from companies
valued at equity (EUR 13.7 million the previous year).

Income from investment properties totalled EUR 70.6 million
in 2005, up from EUR 68.8 million the previous year.
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Operating income and general administrative
expenses {(EUR million)
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Operating income structure and trend
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The overall net interest margin (net interest income as a per-
centage of average interest-bearing assets — calculated as total
assets less cash, trading assets, tangible and intangible fixed
assets and other assets) contracted slightly by 2.18% to 2.08%.
This contraction resulted from the continuing margin pressure
and low interest rate environment as well as the additional refi-
nancing costs for the January 2005 acquisition of the remaining
19.99% equity interest in Slovenska sporitel'fia. In Austria,

the net interest margin decreased from around 1.7% to around
1.6%, mainly as a result of the flat yield curve. In the central
European subsidiaries, this margin ranged between 3.2% and
5.0%, slightly below the previous year’s level but well above
the level in Austria.

Net commission income

Net commission income posted substantial gains once again

in 2005, rising by 10.7% from EUR 1,135.4 million to EUR
1,256.8 million and making a significant contribution to over-
all earnings growth. These gains were generated mainly in the
securities business, which rose by 29.3% to EUR 391.9 million
thanks to a favourable securities market environment, and sales
of insurance products, which increased by 12.3% to EUR 69.2 mil-
lion. The payments business also performed well, gaining 9.5%
to EUR 485.7 million. Net commission income posted above-
average growth in all countries, including Austria.

Net trading result

After recording above-average growth to EUR 216.5 million

in 2004, the net trading result gained a robust 11.6% in 2005
to reach EUR 241.7 million. The trading units at Erste Bank
Vienna and the Central European subsidiaries all made positive
earnings contributions. Of the central European subsidiaries,
Ceska sporitelna, Erste Bank Hungary and in particular Erste
Bank Croatia delivered robust earnings.

Securities and derivatives trading increased by 7.5% to EUR
96.6 million, while foreign exchange trading grew by 14.6% to
EUR 145.1 million.

income from insurance business

Income from insurance business was very favourable in 2005,
maintaining the previous year’s result of nearly EUR 37 milli-
on despite the non-recurring expense related to the conversion
to new actuarial tables and a corresponding one-off charge of
EUR 23 million for 2005.
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Net commission income structure and trend
{EUR million)
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s Versicherung, the Austrian life insurance market leader, and
the local Central European companies performed very well.
The favourable results in 2005 were supported by market-driven
gains on financial investments held by group insurance busi-
nesses.

General administrative expenses

In 2005, general administrative expenses increased by a
modest 3.2% to EUR 2,676.9 million. The increase can be
attributed mainly to the Central European subsidiaries, whose
expenses rose by 10.0%. In part they involved higher value-
added tax rates {as from May 2004) in the Czech Republic and
Slovakia. The impact of local currency gains against the Euro
also played a role. Although the first-time consolidation of Erste
Bank Serbia, is largely immaterial, the impact on expenses is
nevertheless greater, since restructuring costs related to the
company were already booked in 2005. Overall, the Erste Bank
Group consolidated financial statements include EUR 10.7 mil-
lion in general administrative expenses from Erste Bank Serbia.
Adjusted for Erste Bank Serbia, general administrative expen-
ses in Central Europe increased by 8.8%.

Letter from the CEO
Supervisory Board Report
The Share

Strategy

Corporate Governance
Management Report
Segment Report

Credit Risk Report
Finoncial Statemerts

General administrative expenses structure
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Meanwhile, in Austria (incl. Corporate Center and the Inter-
national Business) these expenses contracted by 0.5% despite
increased expenditures to establish group-wide functions and
preparations for strategic projects.

Total personnel expense increased by 6.8% from EUR
1,482.4 million to EUR 1,583.4 million.

This increase was disproportionately high in Central Europe,
where it increased by 9.6%;, or by 8.2% after adjusting for
Erste Bank Serbia. Along with the generally higher wage and
salary adjustments, the increase reflects investments in continu-
ing employee training. The Erste Bank Group substantially in-
creased the relative share of performance-related compensation.

At 31 December 2005, the headcount had risen by 0.8% to
36,150 from the previous year. This figure includes 915 em-
ployees (2005 year-end total} from the first-time consolidation
of Erste Bank Serbia. Adjusted for these employees, the group’s
headcount in fact fell by 1.7%. Further staff reductions were
made in the Czech Republic in particular. The expansion of
the branch networks in Hungary and Croatia resulted in higher
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headcounts in those countries. The increase at other subsidiaries
can be attributed to the increased presence in Central Europe of
the Immorent Group and s Versicherung.

Headcount at 31 December 2005
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At 31 December 2005, 63 employees (66 the previous year)
worked in non-banking subsidiaries (mainly hotel and leisure
branches).

The ongoing cost management efforts were reflected most
notably in the very modest increase in other administrative
expenses. Despite the continued expansion of group-wide
functions and preparations for strategic group-wide projects,
which led to an increase in expenses, but are expected to reduce
the overall cost base in the future, these expenses decreased by
1.7% from EUR 772.2 million in 2004 to EUR 759.0 million
last year.

In Austria (incl. Corporate Center and International Business),
other administrative expenses contracted by 11.3% to

EUR 387.1 million while in Central Europe they rose by 10.8%
to EUR 371.9 million as a result of restructuring costs related
to Erste Bank Serbia and currency appreciation. Adjusted for
Erste Bank Serbia, they increased by 9.4%. In particular the
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Group was able to reduce its IT expenses by 13.0% to
EUR 169.5 million.

Depreciation on tangible fixed assets also fell by 1.7% from
EUR 340.3 million to EUR 334.5 million. Overall depreciati-
on expense included an increase on intangible assets (mainly
software) from EUR 136.9 million to EUR 139.0 million, a
decrease on real estate property from EUR $3.9 million to
EUR 46.9 million and a decrease on other items (mainly office
fixtures, including minor assets) from EUR 149.5 million to
EUR 148.6 million.

Risk provisions

Risk provisions for loans and advances included net allocati-
ons (allocations less releases) of EUR 383.5 million, up from
EUR 360.3 million the previous year. This item includes
EUR 74.7 mitlion in write-offs for loans, up from EUR 61.2 mil-
lion the previous year, as well as EUR 36.6 million in amounts
recovered on non-performing loans and advances, up from
EUR 15.3 million the previous year.

Overall, risk provision allocations for loans and advances rose
slightly from EUR 406.2 million to EUR 421.6 million in
2005. Central Europe accounted for approximately 19.0% of
that total.

This figure does not include interest receivable, which is in-
stead reflected in net interest income. Additions to and releases
of other risk provisions unrelated to the lending business are
reported under other operating result.

The increase in risk provision allocations resulted in large
part from the Haftungsverbund savings banks. Other factors
included the strong growth in lending in the Central European
countries, as well as the non-recurrence of the previous year’s
releases in the Slovakian and Croatian bank subsidiaries.

In 2005, risk provision allocations totalled 0.55% of the ave-
rage volume of loans and advances to customers during the
year, compared with 0.58% the previous year.




Detailed information on the Erste Bank’s financial risks and
its risk management goals and methods are provided in the
Risk Report in the Notes.

Other operating result

Other operating result comprises price gains from securities
not held for trading, valuation gains and income from the
disposal of equity interests, income from disposal of financial
assets, risk provisions not related to lending, expenses for de-
posit insurance at the central European subsidiaries, and other
expenses and income.

The other operating result was significantly reduced from ne-
gative EUR 51.3 million in 2004 to only EUR 16.1 million last
year. In 2004, this position included several one-off items that
for the most part offset one another (in particular a gain on the
sale of the Czech property insurance unit and a valuation gain
related to the pending sale of the equity interest in Investkredit AG
on the one hand and goodwill depreciation on impairments on
the other). Income from securities in the non-trading portfolio
increased from EUR 51.3 million to EUR 77.8 million in 2005.
Also, the proceeds from the sale or exceptional valuation of
property assets increased significantly from EUR 11.3 million
in 2004 to EUR 36.4 million, largely as a result of the sale of

a Vienna office building for approximately EUR 21.6 million.
Regulatory changes in the Czech Republic led to a reduction

in the contribution to the deposit insurance. Overall, these
payments fell from EUR 54.0 million in 2004 to EUR 42.6 mil-
lion last year. This item is broken down in detail in the Notes.

These developments all resulted in a 21.9% increase in pre-tax
proﬁt EUR 996.6 million in 2004 to EUR 1,214.8 million last
year.

Tax situation

Under the regulations governing consolidated tax groups

that entered into force in 2005, Erste Bank AG and the largest
Austrian subsidiaries (in particular Bausparkasse der dster-
reichischen Sparkassen, Immorent, Erste-Sparinvest KAG,

s Versicherung and Salzburger Sparkasse) form a consolidated
tax group as defined by §9 of the Austrian Corporation Tax
Law and are subject to group tax.
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In 2005, this profit pool incurred no current expense for
Austrian corporation tax as a result of tax loss carry-forwards,
substantial tax-exempt earnings and available tax credits, es-
pecially abroad, on capital gains taxes. Therefore, the amounts
reported under taxes on income include mainly foreign
income-based taxes, the deferred tax assets and liabilities
required to be recognised under IFRS and taxes payable by
smaller Austrian subsidiaries and various Haftungsverbund
savings banks.

The reported tax expense for 2005 of EUR 300.0 million
(2004: EUR 277.9 million) includes a deferred tax charge of
EUR 22.1 million (2004: EUR 45.5 million).

At 31 December 2005, EUR 244 million in deferred tax assets
were capitalised, while EUR 119 million in deferred tax liabili-
ties were recognised.

In 2005, the Erste Bank Group’s reported tax rate (taxes on in-
come as a percentage of pre-tax profit) was 24.7%, down from
27.9% the previous year. The decrease resulted mainly from the
nen-recurring exceptional depreciation of deferred tax assets

in 2004 prior to the reduction in the Austrian corporate tax rate
(approximately EUR 20 million), the application as from 1 Ja-
nuary 2005 of this tax rate reduction from 34% to 25% and the
lowering of the corporate tax rate in the Czech Republic from
28% in 2004 to 26% last year.

Net profit after taxes and minority interests

After deducting taxes on income and minority interests (i.e.
interests held by third parties on the earnings of consolidated
companies, and in particular of Haftungsverbund savings
banks), the Group net profit totalled EUR 711.7 million, up
36.6% from the previous year’s result of EUR 520.8 million.

In 2005 the return on equity based on Group net profit after
taxes and minority interests stood at 19.0%, up from 17.0% in
2004. Earnings per share increased from EUR 2.18 in 2004 to
EUR 2.96 last year.

For the 2005 financial year, the Management Board proposes

a dividend of EUR 0.55 per share, a 10.0% increase from the
previous year’s dividend of EUR 0.50.
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Key profitability ratios
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Balance sheet developments

At 31 December 2005, the Erste Bank Group’s total assets
were EUR 152.7 billion, up 9.2% from EUR 139.8 billion the
previous year.

Overall, loans and advances to customers increased by
10.4% to EUR 80.4 billion. In Austria, these loans rose by 5.9%
to EUR 49.8 billion, while abroad they increased by 18.6% to
EUR 30.6 billion. The retail lending business segment outside
of Austria (which in this segment is virtually synonymous with
Central Europe) recorded very satisfactory growth rates, rising
by 40.9% to EUR 9.8 billion.

Risk-weighted assefs as defined under § 22 para. 2 of the
Austrian Banking Act (BWG) increased by 14.8% to EUR 75.0
billion in 2005.

At 31 December 2005, risk provisions totalled EUR 2.8 billion,

virtually unchanged from the previous year as additions in
2005 were offset by releases and uses.
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Central Europe accounted for 21% of these provisions, while
Austria and other regions accounted for approximately 79%.
Detailed information on existing risks and the presentation of
the risk management goals and methods is presented in the
Notes.

Trading assets increased substantially, tising by 17.2% from
EUR 4.6 billion to EUR 5.4 billion. At 31 December 2005,
53.9% of the trading assets consisted of listed, fixed-income
securities.

Other current assets also rose at an above-average rate of
16.8% from EUR 16.0 billion in 2004 to EUR 18.6 billion.
This item includes securities in the available-for-sale
portfolio, which under the revised version of 1AS 39 must
report changes in fair value in the equity statement (at 31
December 2005, aggregate changes in fair value totalled
EUR 406 million, up from EUR 429 million the previous
year).

This position also includes the new fair value portfolio ca-
tegory, for which changes in fair value and realised capital
gains and losses must be entered on the income statement.




At 31 December 2005, assets in the fair value portfolio
totalled EUR 4.4 billion, while those in the available-for-
sale portfolio stood at EUR 14.2 billion. The increase was
concentrated exclusively in the available-for-sale portfolio.
Approximately 64.5% of all the securities included under
other current assets consisted of listed, fixed-income secu-
rities.

Since financial investments also increased by 7.7% to

EUR 23.6 billion (of this total, investments of insurance
companies grew by 15.4% to EUR 7.1 billion while the
held-to-maturity portfolio — representing the bank’s own
investments and consisting mainly of listed fixed-income
securities — increased by 6.7% to EUR 15.1 billion), the
total investment assets in the form of trading assets, finan-
cial assets and other current assets increased by 12.1% from
EUR 42.5 billion to EUR 47.7 billion last year.

Of the total at 31 December 2005, 11.4% consisted of trading

assets, 39.1% of other current assets and 49.5% financial in-
vestments,
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Balance sheet structure/liabilities and shareholders’
equity trends (EUR million)
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Intangible assets rose by 4.8% to EUR 1.9 billion. At 31 De-
cember 2005, they included approximately EUR 1.5 billion in
goodwill.

Interbank transactions increased substantially on both sides
of the balance sheet. Loans to credit institutions rose by 7.5%
to EUR 16.9 billion, as the bulk of the loans were to foreign
credit institutions. These loans increased by 10.6% to

EUR 14.6 billion.

In terms of liabilities, amounts owed to credit institutions rose
by 18.8% to EUR 33.9 billion, as liabilities to domestic credit
institutions increased by 47.3% to EUR 9.8 billion and those to
foreign credit institutions increased by 10.1% to EUR 24.1 billion.

Amounts owed to customers increased by 6.7% to EUR 72.8
billion. Of that total, savings deposits increased by 2.3% to
EUR 38.8 billion. Of the other customer deposits, those from
private customers increased by 7.9% to EUR 16.3 billion. At
31 December 2005, Central Europe accounted for approxima-
tely 36% of the total.
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Solvency and Tier 1 capital ratio {in %)

67 6.8

0 1 I L 1 L.
2000 2002 2003 2004 2005
Solvency ratio M Tier 1 capital ratio

Tier 1 capital under BWG and hybrid Tier 1 capital
(EUR million)

6,000 [~
512
5,000 [~
4377
3912
4,000 3800
3,000 -
2,337
2,000 |~
. 900
1,000 [~
455 469 400
o | . ! 1 1
2001 2002 2003 2004 2005
Tier 1 capitol B thereot Hybrid Tier 1 capital

Refinancing through own securities issues increased by 9.2%
to EUR 25.6 billion. Debts evidenced by certificates rose

by 8.0% to EUR 21.3 billion, while subordinated liabilities
increased by 15.8% to EUR 4.3 billion. Finally, this last item

at 31 December 2005 included hybrid capital (which qualifies
as Tier 1 capital under the Austrian Banking Act (BWG)) in the
amount of EUR 900 million (previous year: EUR 711 million),
with EUR 200 million in gross new issues in 2005.

Total equity, which in accordance with revised IFRS now in-
cludes sharehoiders’ equity and minority interests, increased by
8.5% to 6.5 billion in 2005. This increase was mainly due to the
net profit for the period. It broke down into a 20.6% increase

in Erste Bank AG shareholders’ equity, and a 7.8% decline in
minority interests. These changes reflect for the most part the
buy-out of all minority interests in Slovenskd sporitefia and
the deconsolidation of Erste Immobilien AG. Minority interests
also include the equity interests of the Haftungsverbund savings
banks in which Erste Bank either does not have an interest or
only a minority interest.

At 31 December 2005, total own funds of the Erste Bank
Group as defined by the Austrian Banking Act (BWG) stood at
approximately EUR 8.6 billion, up from EUR 7.3 billion the
previous year. Since the statutory minimum requirement at this
date was about EUR 6.4 billion, the Group’s coverage ratio is
135%, up from 130% the previous year.

At 31 December 2005, Tier 1 copital as defined by the Austri-
an Banking Act (BWQG) totalled approximately EUR 5.1 bil-
lion, up from EUR 4.4 billion the previous year.

The risk-weighted assets as defined by § 22 para. 2 of the Aus-
trian Banking Act (BWG) increased by an above-average rate
of 14.8% to EUR 75.0 billion, such that at 31 December 2005
the Tier 1 capital ratio as defined by the Austrian Banking Act
was 6.8%, up from 6.7% the previous year. The solvency ratio
as defined by the Austrian Banking Act (BWG) stood at 11.0%
at 31 December 2005, up from 10.7% the previous year and
well above the statutory minimum requirement of 8§%.

Outlook for 2006 and recent developments
In January 2006, Erste Bank AG successfully carried out a
capital increase. Including the greenshoe offering, a total of

B e——— |




64,848,960 new shares were issued at a price of EUR 45.00 per
share. The share capital was thus increased by EUR 129.7 mil-
lion to EUR 616.1 million. The new shares will be eligible for
dividends for the full financial year 2006. The capital increase
is intended to finance the acquisition of a 61.9% share of Ban-
ca Comerciala Romana (BCR), Romania’s largest bank. The
share purchase agreement was signed on 21 December 2005,
and the transaction is expected to close in the second quarter
of 2006. The acquisition price (excluding ancillary costs) is
EUR 3.75 billion.

The Erste Bank Group expects further earnings growth in 2006
despite the adverse effect that restructuring costs and first-time
consolidation expenses will have on the earnings of the new
subsidiary BCR. However, the acquisition of a majority stake

in BCR will provide a substantial basis for dynamic growth

in subsequent years. As in previous years, the other central
European subsidiaries will continue to contribute a substantially
to the Group’s profit growth, and the Austrian business is also
expected to record further earnings gains.

The group-wide synergy projects within in the NGA pro-
gramme currently being implemented should generate further
earnings growth potential through revenue enhancements, cost
reductions and efficiency improvements. These projects inclu-
de a common purchasing, centralisation of IT developments,
fine-tuning of the groups performance models and ongoing
customer service improvements.

Based on the above-mentioned efforts, the Erste Bank Group’s
targets for the period 2005 through 2009 include more

than 20% average annual growth in net profit after taxes and
minority interests. In 2009, the cost/income ratio is forecast to
be below 55%. Given the nearly 70% increase in shareholders’
equity, the return on equity in the years ahead is expected to
contract, but should return to the 18% to 20% range by 2009.
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CORPORATE SOCIAL RESPONSIBILITY

The present sustainability report, which is being published for
the first time, focuses on the activities of the parent company
Erste Bank AG. A wide range of initiatives are also in the
works for the central and eastern European subsidiaries, and
they will be examined in greater detail in next year’s report.

Sacial responsibility is a central theme for Erste Bank.
Ever since “Die Erste oesterreichische Spar-Casse” was foun-
ded in 1819, the mission of this institution has been aligned
with serving the public interest. Erste Bank has always served
the community, been a responsible business partner for consti-
tuent groups and has shared its entrepreneurial success. Erste
Bank’s motto is therefore no coincidence: “Every relationship
is about people”. The bank’s business philosophy is based on
transparency, ethical conduct and respect for all those affected
by its activities. The bank also has a long tradition of suppor-
ting social and cultural endeavours.

Toward CSR

The concept of corporate social responsibility (CSR), or sustai-
nable development, has become increasingly important in the
German-speaking part of Europe as well as in Central and Eas-
tern Europe. The financial services industry has recently taken
up this practice. CSR promotes standards-based accountability
for companies — especially listed companies — in terms of how
they do business and treat people and the environment.

It goes without saying that a venerable institution with nearly
200 years of history conducts business in a sustainable manner.
Although the term CSR may have been coined only recently,
Erste Bank has always practised social responsibility in diverse
ways that reflect the times.

CSR Programme

Erste Bank strongly supports CSR both in principle and in
deed. In 2003, Erste Bank acted on this commitment by taking
the first step of appointing a CSR Manager.

To gather the necessary information and data in systematic

fashion and lay the groundwork for CSR reporting, Erste Bank
began the process of reconfiguring its reporting systems and
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developing a specific reporting procedure. Erste Bank’s CSR
performance will become increasingly transparent each year
and meet internationally recognised standards. One enormous
advantage in this respect is that Erste Bank does not first have
to create most of the CSR measures and elements, since the
bank’s identity has always been based on socially responsible
business practices.

Expansion of the CSR commitment

The concrete steps being taken by Erste Bank toward expan-
ding its CSR commitment have been established in an action
plan:

_Expansion of CSR reporting in 2006 annval report

_Bringing CSR performance indicators into line with inter-
nationally recognised standards such as the Global Reporting
Initiative

_Systematic stakeholder management

_Broadening of risk management to include social, ethical and
environmental issues

_Supplier selection based on fair treatment principle
_Environmental audit with certification

_Increased co-operation with schools on skills training
_Group-wide employee safisfaction survey
_Customer satisfaction survey

_Bringing central and east European subsidiaries up to
Erste Bank standards

_Stepped up sustainability information
_Inclusion in the Dow Jones Sustainability Index and
FTSE4Good

OUR INITIATIVES ON BEHALF OF STAKEHOLDERS

SHAREHOLDERS

Erste Bank is particularly committed to being responsible
and accountable to shareholders. In 20085, the bank further
enhanced its investor relations programme through greater
transparency and responsiveness. The bank was recognised
for these efforts on several occasions and is now working on
maintaining and further enhancing its high communication
standards.
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Top 10 among European banks

In the “2005 European Investor Relations Perception Study”,
an annual ranking of investor relations departments of listed
European companies compiled by the Institutional Investor
Research Group, Erste Bank was rated first out of 19 Austrian
companies. In the European banking sector, Erste Bank vaulted
into the top 10 out of 90 banks rated.

Recognised for sustainability and social responsibility
One measure of the Erste Bank’s widely acknowledged so-
cially responsible business practices is its inclusion in Vonix,
the first sustainability index of listed Austrian companies. The
companies in the index are all leaders in terms of their social
and environmental activities, which are assessed on the basis
of more than 100 criteria. Ever since the index was launched
in June 2005, Erste Bank has been a major component of this
index, which includes 23 listed companies.

EMPLOYEES

Outstanding employees

Currently, the data for the key employee figures exist only for
Erste Bank AG. As the CSR reporting is expanded, employee
figures will be established on a group-wide basis and presented
in the annual report. Noteworthy achievements include the low
absenteeism and employee turnover.

Employee turnover

2005 2004
in %
Departures through
voluntary retirement 4.50 4.60

The LIFETIME programme supports a successful three-gene-
ration company. Erste Bank offers its staff, which is charac-
terised by a well-balanced age structure, targeted measures to
promote health and fitness. These measures include training
initiatives, the development of the company health care clinic
into a work health centre and the creation of a work life centre.




Employee charter as the Code of Conduct

At Erste Bank, the Code of Conduct (in CSR terminology)
goes under the name of the “Richard Wollein Employee
Charter”. This charter sets forth the principles for plotting the
company’s future course and maintaining relations with sta-
keholders. This basic covenant is intended to ensure that Erste
Bank’s corporate culture is consistent with the company’s
goals. In that sense, it is based on values that put people and
employees first. Changes and challenges are addressed and
overcome through measures based on these common values
and principles.

Equal opportunities, training for women and employee
advisory service

Erste Bank stands for equal opportunity for men and women
and provides targeted career development support for women.
It also provides a free employee advisory service to help emp-
loyees solve their needs both at work and at home. This service
is available at all times.

The first European staff council

At the beginning of 2005, the “European Staff Council of the
Erste Bank Group” was established. This expanded staff coun-
cil was the first such council to be founded in Austria since
the accession of the central and east European countries to the
European Union.

2005 apprenticeship initiative

Erste Bank has had its own apprenticeship training programme
since 1997, and has a special responsibility to participate in the
creation of apprenticeship positions, which have been sorely
lacking. As part of its 2005 apprenticeship initiative, the bank
worked closely with Wiener Stiddtische Versicherung to create
an incentive package for commercial customers, thereby provi-
ding these companies with additional incentives to create new
apprenticeship positions.

CUSTOMERS

Customer satisfaction is a decisive success factor for financial
services providers, just as it is for any other company.

As a quality leader, Erste Bank places great value on this
criterion. The customer’s needs, goals and expectations are
therefore at the heart of all the bank’s activities.
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Quality control and complaint management

In Austria as well as Central and Eastern Europe, Erste Bank
has a highly developed quality control system that includes
complaint management in order to ensure lasting customer
satisfaction. The quality standards are developed jointly with
clients. Managers and employees always take care to ensure
strict compliance with these standards.

Retirement expertise on behalf of customers

Numerous demographic studies currently confirm ever-higher
life expectancies. In that context, the elderly need supplemen-
tary retirement insurance in addition to social security in order
to maintain their living standards.

CIVIL SOCIETY

“Kontakt”: the Central European sponsoring platform
Erste Bank’s programme for arts and civil society in Central
and Eastern Europe was launched under the name “Kontakt”
in 2004. This programme serves as the platform for the bank’s
sponsoring activities.

Erste Bank partners with institutions and artists and takes part
in initiatives in the Central European region by supporting
contemporary artistic, cultural, educational and social projects.

The countries in which the Group is based — Austria, Hungary,
the Czech Republic, Slovakia, Croatia and, since 2005, Serbia
— are part of a region marked by strong economic growth. In
some parts, however, the infrastructure for civil society remains
underdeveloped. Erste Bank therefore would like to have a
major positive impact in this respect.

Social sponsoring

Together with Caritas, Erste Bank supports the annual
“OsterReich helps OsterArm” campaign in Austria as well as
the annual eastern European campaign on behalf of ethnic
minorities and street children in Romania and Ukraine. Erste
Bank thereby contributes to the social welfare of these countries
and the development of stable yet diverse civil societies in the
new Europe.
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Economics research

In conjunction with the University of Economics Vienna, Erste
Bank sponsors economic research in Central Europe. These
initiatives include the “Joszef” management training program,
the “Masterclass Eastern Europe” to develop theoretical and
practice-based understanding for the region and the “Erste
Bank Award for Research in Central Europe”. This award,
backed by a EUR 20,000 prize, was handed out for the second
time in 2005 to young scientists examining issues involving
economic integration and internationalisation.

Each year, 60 selected students from Austria, the Czech Repu-
blic, Slovakia, Hungary and Croatia participate in the “Erste
Bank Summer University Danubia”, established in conjunction
with University of Economics Vienna. This programme is of-
fered in English and is held on a rotating basis in the participa-
ting countries. It combines practical know-how from the cen-
tral European business environment with academic knowledge,
and promotes the exchange of opinions and experience.

ENVIRONMENT

Erste Bank has a strong commitment to environmental pro-
tection in its everyday operations. Energy consumption and
the use of non-renewable resources are continuously reduced
through numerous programmes.

Energy saving and waste management

In 2005, Erste Bank’s waste management policy and compre-
hensive measures for controlled energy consumption at the
various branches resulted in 10% savings relative to the pre-
vious year. In addition, paper consumption was kept constant
at 570 tonnes. As recently as 2001, paper consumption was
700 tonnes.

Procurement

Erste Bank’s procurement policy is to purchase products that
can be recycled and use limited natural resources. In the future,
suppliers will be chosen based on the fair treatment principle.
Preference will be given to suppliers who comply with specific
social, ethical and environmental principles.




Segment Report

INTRODUCTORY REMARKS

We have redesigned this year’s segment report. While we kept
the usual reporting structure — as detailed below — that inves-
tors are used to from previous annual and quarterly reports we
have expanded the content to include a structured round-up of
our operating environment.

The expanded segment report now includes an economic
review for each country Erste Bank is operating in. The review
draws on independent findings of the European Bank for
Reconstruction and Development, the European Commission
and the Vienna Institute for International Economic Studies.
This is complemented by a review of the banking market and
a discussion of Erste Bank’s market position, based mainly on
local central bank data.

As in previous years, we use a number of financial measures to
assess the performance of our business segments. All measures
are calculated in accordance with IFRS and show the group
contribution of the single business lines in relation to the over-
all group performance. In any case, this leads to differences
between locally reported figures and measures, and segment
numbers.

We use return on equity on a segmented basis for performance
evaluation and resource allocation decisions. While return on
equity for the group as a whole provides a measure of return
on common equity, return on equity on a segmented basis
provides a similar metric related to the capital allocated to the
segments. We allocate capital to calculate segment return on
equity based on the distribution of risk-weighted assets. Accor-
dingly, locally reported return on equity and segmented return
on equity differ substantially from each other.

We also allocate funding costs in segment reporting to account
for the cost of acquisitions. These are booked against net in-
terest income in the respective segments. Accordingly, the net
interest income line in segment reporting can show material
differences compared to local reporting. It also impacts such
profitability and efficiency measures as return on equity and
the cost/income ratio.
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The detailed business results are summarised by segment and
geographic market in Note 27 to the Consolidated Financial
Statements.
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"Quality always pays”

The Robert Goldenits vineyard in Tadten, Burgenland is doing its
part to contribute to Austria’s remarkable rise as a major red wine
producer in Europe. Some 20 years ago, several winemaking
families decided to focus their production on high quality. Today,
this strategy has clearly paid off. Robert Goldenits still runs the
family business, located near the Hungarian border in the so-called
Heideboden region, south-east of Lake Neusied|. The region is

in the heart of a highly prized red wine growing area and is @ mo-
jor reason why Austria is now known for more than just its Green
Veltliner variety. The success of Austrian vineyards is also reflected
in the growth of their exports. In the past, most of Austria’s
domestic wines were consumed within the country, but today the
premium wines from Austria are prized world-wide.

Erste Bank: “Mr Goldenits, congratulations on your success!”
Robert Goldenits: “What do you mean?”

Erste Bank: “Well, your Mephisto premium vintage was chosen
one of the five best wines of 2003. That is a major success!”
Robert Goldenits: “Indeed, that is a major recognition for our consis-
tent work over the previous years. The 2003 Mephisto comes very
close to what | consider to be a good and balanced wine from our
region.”

Erste Bank: “What is the secret to your success?”

Robert Goldenits: “First, we insist on uncompromising quality for all
our wines. Second, we try to extract the typicity of our sites in order
to give the wines a distinctive character. This is very labour-intensive,
especially in the vineyords, where we are cutting back sharply on
volume and harvesting only the finest quality grapes. Moreover,

in recent years we have invested heavily in our wine production

technology, including a new building and modern presentation room,
and have agreements with contract growers covering eight hectares of
vineyards.”

Erste Bank: “You just mentioned your significant investments. How
does a family-owned operation finance them2”

Robert Goldenits: “To be sure, we and especially our colleagues have
invested huge sums. Despite the reduction in volume, however, we
were able to generate more income by significantly raising the quality
of our wines. As they say, qudlity always pays! A family-owned winery
must be prepared to make those investments, which naturally requires
a generational agreement and a strong passion. The combined efforts
of all the partners are required to produce a fine, harmonious, varietal
wine.”

Erste Bank: “Mr Goldenits, thank you for talking with us and we
wish you the best of luck in the future.”




Goldenits family, clients of Erste Bank, Austria




AUSTRIA

The Austria segment includes most banking activities in Austria
and additional activities conducted on a group-wide basis. It

is divided into four sub-segments: Savings Banks, Retail and
Mortgage, Large Corporates, and Trading and Investment Ban-
king.

ECONOMIC REVIEW

Our Austrian businesses operated against a stable economic
background in 2005. The Austrian economy outperformed Euro-
zone growth for the fourth year running, and continued on its
path of stable growth. Real GDP rose by 1.7% in 2005, while
GDP/capita hit a level of EUR 29,800, among the highest in the
European Union. Exports and domestic demand contributed in
equal measure to overall growth. In 2005 exports accounted for
some 52% of GDP. The unemployment rate deteriorated some-
what to 5.0%, but remained well below the Eurozone average
of 8.5%.

The inflationary environment remained benign with consumer
price inflation edging up only slightly to 2.2%. As this was the

2002

Key economic indicators - Austria
Population {ave, million) 8.1
GDP (nominal, EUR billion) 220.7
GDP/capita {in EUR thousand} 27.3
GDP growth (real, in %) 1.0
o/w: domestic demand contribution (in %) 0.7
Exports (% of GDP) 48.7
Imports (% of GDP) 439
Unemployment {% of labour force} 42
Consumer price inflation [ave, in %) 1.7
Interest rate {1m interbank offer rate, in %) 3.3
EUR FX rate (ave) 1.0
EUR FX rate (eop) 1.0
Current account balance (% of GDP) 0.3
General government balance (% of GDP) 0.4

Source: Evrostat.
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trend throughout the Eurozone, short term interest rates were
flat at 2.1%. In December 2005 the European Central Bank has
for the first time in more than five years raised interest rates and
indicated that further rises may be on the horizon, following an
improved growth outlook for Eurozone countries.

Austria’s external position as represented by the current account
balance continued to stay in positive territory, helped along by a
strong trade balance: it amounted to 0.8% of GDP as opposed to
0.3% in 2004. The general government balance deteriorated sig-
nificantly in 2005 to -1.9%, triggered by higher public spending,
but remained well inside the limits set out by the Stability and
Growth Pact.

MARKET REVIEW

Austria’s domestic banking market shows all the features of a
mature western market: a high degree of competitive tension,
high operating costs and low profit margins; and a market struc-
ture that is not conducive to operating at above average levels of
profitability due to the high number of non-shareholder oriented
institutions. Despite this scenario the Austrian market offers
selected growth opportunities in such areas as mortgages and
wealth management.

2003 2004 2005e
8.1 8.2 8.2
227.0 237.0 245.0
28.0 29.0 29.8
1.4 24 1.7
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Financial intermediation ~ Austria {in % of GDP)
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Source: Qesterreichische Nationalbank, Eurostat.

Overall market aggregates, i.e. those including foreign assets,
also paint a very positive picture, reflecting the Austrian banks’
push into Central and Eastemn Europe. In 2005 total banking
assets/GDP were just shy of 300%, an impressive level even by
international standards and up from 272% in 2001. Growth in
the Austrian market is lopsided, though. While the total market
grows strongly on the back of the ever increasing central and
east European exposure, the domestic asset/GDP ratio has been
hovering around the 190% mark for the past decade, or so. A
similar dichotomy can be observed for such other aggregates as
deposits and loans. Domestic aggregates grow in line with GDP,
while foreign aggregates tend to grow in excess of both Austrian
and local GDP.

In unison with the stable development of the domestic market,
Erste Bank maintained its position as one of the leading Austrian
banks. In 2005 it intermittently edged its nearest competitor to
the No. 1 spot with a 21% total asset market share. In addition,
Erste Bank held similar market shares in domestic deposits and
loans. It served some 2.8 million customers through a network
of some 987 own and savings bank branches as well as electro-
nic channels.
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Erste Bank market shares - Austria™ (in %)

22
21 21 21 21 21

20 - 19 19 19

2003 2004 2005

Total assets B Domestic loans ) Domestic deposits

*) incl. Savings Banks

Source: Erste Bank, Qesterreichische Nationalbank.

SAVINGS BANKS/HAFTUNGSVERBUND

Business profile. In 2005 the Savings Banks segment encom-
passed 45 Austrian savings banks that were consolidated as a
result of their membership in the Haftungsverbund and in which
Erste Bank AG held little or no equity interest. Savings banks
that are majority-owned by Erste Bank AG (Salzburger Sparkas-
se, Tiroler Sparkasse and Sparkasse Hainburg-Bruck-Neusied])
are included in the Retail and Mortgage segment.

The relationship between Erste Bank AG and the savings banks
is to the mutual benefit of both parties. Erste Bank AG provides
a wide range of services and products to the savings banks and
its customers. These services and products include syndication,
asset management and securities-related services, risk manage-
ment and legal advice, as well as retail mortgage, life insurance
and investment fund products, which enable independent sa-
vings banks to reduce costs while providing full service to their
clients. In return Erste Bank AG has access to a large additional
distribution network of some 711 branches for its products wit-
hout the operational costs associated with operating of additional
branches.
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In addition Erste Bank AG and the savings banks cooperate on
such key operational issues, as common product development;
the projection of a unified identity through a one-brand strategy;
the standardisation of business and marketing strategies for retail
and corporate banking; the development of common manage-
ment information and control systems and integration of central
functions; and the introduction of a common performance-rela-
ted remuneration scheme for management.

BUSINESS REVIEW

Strategy. The Savings Bank segment continues to focus on
strengthening its existing strong ties to Erste Bank AG. This
co-operation is intended to boister the distribution and market
development capabilities while promoting an efficient division
of labour within the organisation, up-to-date human resources
policies and appropriate decision-making structures. Other key
goals include optimising customer service while improving
profitability.

Successful market presence. In 2005, Erste Bank AG and the
savings banks were once again able 1o expand their client share
in Austria. The overall client share increased to 27.7%, while
main client share increased to 22.6%. As in previous years, Erste
Bank and the savings banks once again received top honours in
advertising recognition across all banking sectors.

Greater efficiency through modern IT. In 2005, several techno-
logical improvements were implemented that resulted directly
in greater efficiency. A more targeted customer relationship
management software coupled with the necessary employee
training led to better sales results. “s Abwicklungsmanagement”
will provide the Lending and Securities divisions with electro-
nic document management software. The “Business Intelli-
gence” project will create a common database for compliance
with Basle II requirements and the soon to be established
risk-oriented reporting system. Finally, the Internet portal of the
savings banks has been totally updated. These projects are all
illustrative of the major projects in 2005.

Common risk management policy. As part of the development
of a common risk management policy, the savings banks suc-
cessfully implemented or started joint projects on Basle II, credit
business minimum standards and risk-oriented reporting.
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Outlook

In 2006, the savings banks intend to step up their combined
efforts in sales and cross-selling. Moreover, they will focus

on themes such as retirement savings, real estate, bank cards
and structured products. They will also focus on implementing
best practices management techniques and increase the use of
benchmarking.

This year, the savings banks also plan to generate further cost-
saving synergies in the area of development and processing
costs and improve their market success through the upgraded
customer relationship management programmes.

Financial review

2005 2004
in EUR million
Pre-tax profit 185.2 182.1
Net profit after taxes and minority interests 3.2 7.
Cost/income ratio in % 68.1 67.5
Return on equity in % 1.3 2.9

Net profit after taxes and minority interests contracted by
EUR 3.9 million from EUR 7.1 million to EUR 3.2 million.
Return on equity fell from 2.9% to 1.3%, while the cost/income
ratio increased slightly from 67.5% to 68.1%.

As expected, net interest income declined by 1.8%, or EUR 15.5 mil-
lion, from EUR 849.6 million to EUR 834.0 million. This
decrease resulted from persistent low interest rates and a highly
competitive market environment. Risk provisions were up
sharply from the previous year, increasing by EUR 31.2 million
from EUR 184.5 million to EUR 215.8 million. The increase
followed two one-off negative events at two of the savings
banks. Given the relatively insignificant equity interest in these
banks, net profit after taxes and minority interests was only
marginally affected.

Net commission income trended very favourably, rising by
12.3%, or EUR 39.4 million. This gain was generated primarily
in the funds business as weil as through securities sales commis-
sions. It reflects the successful co-operation between Erste Bank
and the savings banks.




General administrative expenses increased by 3.0%, or

EUR 23.9 million, from EUR 801.7 million to EUR 825.6 million.
At a rate of 3.0% this growth outpaced inflation only slightly.
The other operating result improved by EUR 32.6 million, from
aloss of EUR 18.8 million in 2004 to a gain of EUR 13.8 million
last year, despite non-recurring gains in 2004 from the sale of a
Haftungsverbund savings bank’s branches and thanks to finan-
cial asset valuation gains.

RETAIL AND MORTGAGE

Business profile. The Retail and Mortgage segment comprises
all activities in Austria relating to retail, mortgage and small
and medium-sized corporate customers. More specifically, it
includes Erste Bank’s 142 strong own branch network in eastern
Austria, including Vienna, which predominantly serves profes-
stonals, retail clients and SMEs. As noted above, it also includes
three majority-owned savings banks (Salzburger Sparkasse,
Tiroler Sparkasse, Sparkasse Hainburg-Bruck-Neusiedl).

A portion of the results of the investment fund business
(Erste-Sparinvest), consisting of private banking and portfolio
management for retail customers, and of the life insurance
business (s Versicherung), are also included in this sub-segment.
Erste-Sparinvest is the market leader in retail funds in Austria
and No. 2 overall, while s Versicherung, which is the exclusive
partner to Erste Bank, the savings banks and s Bausparkasse,
leads the Austrian life insurance market.

Furthermore Erste Bank’s Austrian retail real estate and mortga-
ge activities form part of this segment, covering retail mortga-
ges, non-profit, subsidised and commercial housing finance, and
property management and brokerage. The main operating units
are building society s Bausparkasse — market leader in Austria

— which finances private and non-profit housing development
and is also responsible for Erste Bank s mortgage bond trans-
actions as of 2005; property agency s REAL, with 84 offices
across Austria; and s Wohnbaubank, a specialist property finance
provider.
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BUSINESS REVIEW

Strategy. While the Retail and Mortgage segment comprises

a diverse range of financial services businesses the common
denominator is the strategic focus on the retail customer.
Collectively, Erste Bank aims to offer its retail customers a

one stop solution for all their financing and investment needs,
irrespective of the distribution channel they use. The same holds
true for retail mortgages and related services as well as for
commercial and publicly subsidised property financing. Within
this framework Erste Bank aims to adapt to the quickly chan-
ging regulatory environment for subsidised residential property
development and building society saving plans.

Highlights 2005

Own branches outperform targets. The performance of Erste
Bank’s own branch network was excellent in 2005. On the

back of a strong domestic stock market and increasing public
awareness for private old age provision, securities commissions
rose by 24%, while securities based savings plans leapt ahead by
62%. The strong demand for retail mortgages equally contribut-
ed to the strong showing of Erste Bank’s own branch network,
as did high sales volumes for government-subsidised and private
pension products.

SME business achieves turnaround in 2005. Following years
of unsatisfactory business performance, our SME business has
successfully completed its restructuring efforts in 2005 and
made a positive contribution to group profit. The business unit
expanded operating profit by 45% to EUR 26.5 million, while
keeping volumes stable. This progress was mainly due to higher
comrnission income and tight cost management. An improved
portfolio composition led to a decrease in risk provisions.
Overall, these developments translated into a net profit of
EUR 4.5 million and substantial uplift in the cost/income ratio
and return on equity. This performance was achieved despite
ongoing, difficult market conditions and thanks successful
cross-selling into the existing client base.

Solid gains in the mortgage business. In 2005 we expanded
our housing finance volumes both through Erste Bank AG and

s Bausparkasse. Total loan volume increased from EUR 10.3 billion
to EUR 11.2 billion. 2005 also brought a regulatory change for
subsidised building society savings: which can now also be used
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to finance education and care home expenses. In response
Erste Bank developed and successfully marketed a number of
new tailor-made products.

Rapid growth in fund management. Erste-Sparinvest continued
to grow faster than the market in 2005. The firm’s performance
was also recognised by such fund rating agencies as Standard &
Poor’s, Morningstar, Lipper and Feri Rating & Research. Accor-
ding to Morningstar, Erste-Sparinvest ranked No. 1 among 36
European bond funds. Operationally, Erste-Sparinvest extended
its market share to 18.0%. Funds under management grew to
EUR 28.1 billion by year-end 2005, up from EUR 21.5 billion

a year earlier, helping comfortably maintain its position as the
second largest fund manager in Austria. In retail funds Erste
Bank’s fund management unit maintained its market leadership.

Life insurance growth continues apace. s Versicherung further
expanded its market leadership position in Austrian life insu-
rance in 2005, reaching a market share of about 15.3%, up on
last year’s 14.3%. In total the portfolio of policies, covering life
and accident policies, exceeded the one million mark in 2005
for the first time ever. Correspondingly, gross premium written
lept from EUR 900 miilion in 2004 to EUR 1.1 billion in 2005.
s Versicherung also successfully expanded its position in the
market for government-incentivised retirement savings products.

Outlook 2006

Through the businesses that are consolidated into the Retail and
Mortgage segment we will continue to exploit the growth oppor-
tunities that do exist in the Austrian market: these are essentially
centred on wealth management and wealth creation. Private old
age provision, be in the form of recurring savings plans, invest-
ment funds, private or government subsidised pension plans,
and muiti-purpose building society savings will remain top sales
priorities for us. Residential mortgages will also be a key growth
driver. In the area of commercial and non-profit housing finance
the focus will be student and care homes. In financial terms the
segment targets a return on equity of 11% in 2006, after having
more than doubled this metric in 2005 to 10%.
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Financial review

2005 2004
in EUR million _ I — o
Pre-tax profit 151.6 763
Net profit after taxes and minority interests 93.2 411
Cost/income ratio in % 72.2 76.0
Return on equity in % 10.1 50

In 2005, the Retail and Mortgage segment, including the sa-
vings banks in which Erste Bank AG holds a majority interest,
performed very satisfactorily. Net profit after taxes and minority
interests more than doubled, rising by EUR 52.2 million from
EUR 41.1 miliion to EUR 93.2 million, while the return on
equity in this segment exceeded the 10% target level for the first
time and the cost/income ratio contracted sharply from 76.0%
to 72.2%.

As expected, net interest income contracted by 1.0%, or
EUR 5.0 million. This decrease occurred mainly in the branch
network as a result of persistent low interest rates. Meanwhile,

s Bausparkasse, which is also assigned to this segment, recorded
strong gains thanks to the expiration of high-rate deposits. Loan
loss provision expense trended favourably, falling by 11.6%, or
EUR 13.8 million from EUR 118.9 million to EUR 105.1 million.
This decrease resulted mainly from the improved risk situation
in the SME business as well as at Tiroler Sparkasse.

Net commission income, which increased by 11.6%, or
EUR 34.1 million, from EUR 280.4 million to EUR 314.5 mil-
lion, made a substantial earnings contribution to this segment.
This increase was driven by noticeable gains in the securities
business — in the branch network and at the Tirol and Salzburg
savings banks — as well as through Erste-Sparinvest’s impro-
ved earnings in the retail funds business. The SME business
also contributed through an increase in the number of real estate
lease agreements and guarantees.

General administrative expenses were reduced by 1.7%, or
EUR 10.7 million, through a strict cost control policy in the
branch network and SME business. The other operating result
improved from a loss of EUR 5.5 million to a gain of EUR 16.2
million, mainly through proceeds on disposals and project-rela-
ted income.
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LARGE CORPORATES

Business profile. The Large Corporates segment caters to
domestic and international corporate customers with sales of
EUR 70 million and above and sovereign borrowers. Following
the establishment of the business unit Group Large Corporates
within this segment and as part of the New Group Architecture
efficiency programme in January 20035, the Large Corporate
segment now acts as a one stop shop for corporate customers
across Central and Eastern Europe: it offers project finance

for commercial real estate in Austria and abroad, other forms
of structured finance, trade finance, debt and equity corporate
finance services, export financing as well as documentary credits
and guarantees, in addition to general commercial lending.

A small component of the investment fund business, institutional
clients, is also included in the Large Corporates segment. Fur-
thermore, Immaorent, Erste Bank’s leasing specialist for real es-
tate and equipment, also forms part of the Large Corporates seg-
ment. Immorent is a full-service provider of complete solutions
in leasing, real estate-related services and real estate investment
products. In line with Erste Bank’s regional strategy, Immorent
has also expanded its activities into Central and Eastern Europe
and currently has subsidiaries in the Czech Republic, Slovakia,
Hungary, Slovenia, Croatia, Serbia, Bulgaria and Romania.

BUSINESS REVIEW

Strategy. The Large Corporates segment seeks to cover the
entire value chain proactively, comprehensively and across bor-
ders through tailored customer care. To further deepen our client
relationships and to reflect the growing importance of the central
and east European markets we have established the Group Large
Corporates business unit as of 2005. As a result a group-wide
client relationship manager has been assigned to each large
corporate client with annual sales in excess of EUR 175 million.
The relationship manager serves all the client’s needs by tapping
the resources of country and product teams, thereby providing a
single source of advice. A primary strategic goal of this measu-
re is cross-border market share growth in investment banking,
especially in corporate finance. To this effect, we are particularly
focused on arranging more debt and equity transactions in Cen-
tral and Eastern Europe.
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Highlights 2005

Improved market position in corporate finance. Our corporate
finance business performed well in 2005, driven mainly by the
continued expansion of our clients’ activities in Central and
Eastern Europe. Last year, corporate bond financing was espe-
cially popular, given the favourable interest rates and declining
risk premiums across all risk classes. Erste Bank also recorded
outstanding performances in equity financing. We had lead roles
in the equity offerings by Wiener Stiddtische Versicherung
(deal size: EUR 1,050 million) and by s Immo AG (deal size:
EUR 267 million).

Strong growth in financing of real estate funds. Although

the development of new real estate development projects in
Central and Eastern Europe remained flat at a high level, the
investment activities of Austrian and foreign real estate funds
continued apace. These investments led to several transactions,
in particular the financing of the Airport Logistic Park in Prague,
the financing of a portfolio of shopping centers in Hungary and
of a real estate portfolio in Poland.

Tourism financing on solid ground. Last year, tourism pro-
perties were increasingly prized by international investors and
financial institutions as investments and finance projects. In a
competitive environment, Erste Bank successfully increased its
financing volume. Its acquisition financing on behalf of Walton
Street Capital for the Prague Marriott Hotel, including the Mill-
ennium Plaza office and commercial centre, achieved internatio-
nal recognition.

Outlook 2006

The successful establishment of the “Group Large Corporates”
department will also have a favourable impact in 2006 and is
expected to lead to a further strengthening of the risk-return
ratio, despite an unfavourable lending business environment
marked by unsatisfactory margins. The growing focus on fee
and project financing businesses to complement the traditional
lending business is also expected to yield positive results. Final-
ly, we expect capital market transactions to increase significantly
in both number and volume, given the above-average growth in
Central and Eastern Europe. This growth applies to both equity
and debt financing.
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Financial review

2005 2004
in_ EUR million__ e e
Pre-tax profit 77.8 83.8
Net profit after taxes and minority interests 555 558
Cost/income ratioc in % ‘ 394 39.1
Return on equity in % . C 11.0. 12.6

Last year, the operating result of the Large Corporates segment
increased by 6.1% from EUR 129.3 million to EUR 137.2 million.
Business volume increased slightly by 3.1%, or EUR 530 million,
with the growth concentrated mainly in the area of lease financing.
Net interest income increased by 2.2%, or EUR 3.0 million, from
EUR 139.9 million to EUR 142.9 million.

Net commission income advanced significantly by 15.4%, or
EUR 11.0 million, from EUR 71.2 million to EUR 82.2 million.
Commissions on capital market and leasing transactions contri-
buted to this positive development.

The other operating result contracted by EUR 21.3 million from

a loss of EUR 7.7 million to a loss of EUR 29.0 million. Last year,
the volume of project-related provisions, reflected in the other
operating result, was essentially unchanged from 2004. Risk provi-
sion allocations declined by 19.6% from EUR 37.9 million to
EUR 30.5 million, as the decline in provision allocations for the
financing business was only partially offset by a modest increase in
provision allocations in the leasing business.

General administrative expenses increased by 7.7% from
EUR 83.0 million to EUR 89.4 million, mainly as a result of the
leasing business’ growth in the extended home market (legal and
advisory) and through the establishment of new processes.

In the Large Corporates segment, net profit after taxes and
minority interests remained essentially unchanged. Given the
generally higher equity allocation, the return on equity dipped
slightly to 11.0% and the cost/income ratio was 39.4%. The
very favourable earnings trend in net interest income and net
commission income was offset by the higher costs and expenses
in the other operating result.
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TRADING AND INVESTMENT BANKING

Business profile. The Trading and Investment Banking seg-
ment comprises third-party and proprietary trading activities in
Vienna, London, New York and Hong Kong, as well as asset-
liability management. Amongst others the segment carris out the
following tasks on behalf of the group:

_Management of asset-liability risk [interest rate and liquidity
risks) for Erste Bank Group

_Foreign currency, fixed-income and securities trading products
for all client groups

_Development of structured products, especially for all central
and east European growth markets

The aforementioned establishment of the Group Large Corpora-
tes business unit in 2005 led to a reallocation of the investment
banking functions, such that large corporate clients are now
served by a single entity. Capital market transactions are there-
fore processed by the Group Large Corporates unit, while the
traditional equities business (trading, sales) has been integrated
into the Group Treasury business unit. This change created
synergies in the trading business and a pooling of resources for
the structuring of investment and financing products.

BUSINESS REVIEW

Strategy. The Trading and Investment Banking segment’s
strategic goal is to be the best product provider in Centra] and
Eastern Europe. We want to provide optimum service for our
retail and institutional clients in their investment activities.
Product innovation is also essential. By continuously develo-
ping and extending our product range, we enable our clients to
participate directly in the future success of the central and east
European growth markets. For trading, we leverage our market
position as one of the region’s largest liquidity providers as well
as our market knowledge and proximity.

Highlights 2005

Expansion of our equities market position and launch of the
New Europe Blue Chip Index {NTX). Last year, Erste Bank
again further expanded its market position in central and east
European securities trading. Relative to total trading volume




on the local stock exchanges, our market share in 2005 was as
follows:

Average
Market share Market position

2005 .
Erste Bank (Vienna) 19.57% 2
Erste Bank Investment Hungary 19.10% 1
Ceskd spofitelna 9.01% 3
Slovenska sporiteffia 2.26% 10
Erste Securities Polska 3.75% 9
Erste Securities Zagreb 771% 4

Source: Local stock exchanges.

The creation of the New Europe Blue Chip Index (NTX) as a
new benchmark for the central and east European growth mar-
kets is noteworthy. The NTX includes the 30 largest and most
liquid stocks in the region, and was launched jointly with the
Vienna Stock Exchange in autumn 2005. In the fourth quarter of
2005 alone, we placed EUR 165 million in index-based products
such as investment funds, certificates and warrants.

After having steadily built-up our equity derivatives product ran-
ge, we added two further distribution channels in this area Jast
year. We created our own Internet portal, which can be accessed
at www.erstebank-derivate.at. In addition, Erste Bank is now
present as an issuer on EUWAX, Europe’s largest derivatives
exchange.

First CDO placement in Central and Eastern Europe. Ers-

te Bank extended its credit market leadership in Central and
Eastern Europe through the development of a new product. Last
year, working with an international partner, we capitalised on
our expertise and ongoing technology investments by success-
fully placing a collateralised debt obligation in our core markets.

Treasury products for large corporates and SMEs. In 2005,
we satisfied the ever-growing demand from our corporate clients
for hedging foreign currency, interest rate and liquidity risk. On
the interest rate and currency side, Erste Bank developed more
than 50 new structured products that enable our large corporate
clients and SMEs to implement innovative zero-cost strategies.
Last year, income from this product group more than doubled.
We expect similar growth in the years ahead.
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Outlook 2006

In 2006, the focus of the Trading and Investment Banking
segment will again be on innovative structured products. We
would like to expand our product range by adding new asset
classes such as commodities. The goal is not only to increase
volume, but also the level of in-house production. By expanding
our product range and working closely with the savings banks,
our medium-sized enterprise clients will benefit from currency
and interest rate hedging and optimisation. For our institutional
clients, meanwhile, we remain a key partner for their equities
trading in Central and Eastern Europe. Furthermore, our compe-
tency in the central and east European markets will also play a
growing role in the credit area and lead to innovative products.
Along with credit trading, we want to offer our clients assets and
liabilities management advisory services in 2006.

Financial review

2005 2004
in EUR million
Pre-tax profit 122.2 140.8
Net profit ofter taxes and minority interests 90.3 105.6
Cost/income ratio in % 43.3 38.8
Return on equity in % 31.9 43.2

Net profit after taxes and minority interests contracted by 14.4%,
or EUR 15.2 million from EUR 105.6 million to EUR 90.3 million,
as the very favourable trend in net commission income did not
fully offset the market-led decline in net interest income. The re-
turn on equity fell from 43.2% to 31.9%, while the cost/income
ratio increased from 38.8% to 43.3%.

The segment result breaks down differently from the previous
year. The asset-liability management result fell by around
EUR 40 million, mainly as a result of interest rate trends and
currency hedging effects, while earnings in the Treasury seg-
ment increased by 33%, or EUR 25 million.

The expected decline in net interest income by 39.3%, or

EUR 40.3 million, from EUR 102.4 million to EUR 62.2 million
was due to low interest rate levels, a flat yield curve and the
impact of currency hedging on the results of our central Euro-
pean subsidiaries.
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“For now we have bought

the apartment”

Borbora Jorosova and her husband, Jiri Jaros, live ond work in
Prague, the capital of the Czech Republic. Barbora is an events
manager for a large events agency, while Jiri is responsible for
data processing at a bank. They are both contributing to their
country’s tremendous economic resurgence. Since the fall of the
Iron Curtain, the Czech Republic has become one of the most
successful economies of all the former Eastern Bloc countries. With
5% GDP growth ond per capita GDP of EUR 9,600, the Czech
Republic leads the way nof only among the new EU members but
throughout all of Central and Eastern Europe. Thus it comes as no
surprise that in the centre of all this activity, Prague is brimming
with optimism as well as business and construction activity. Many
residents are taking advantage of this situation. The Jarosovas
are among them, and have purchased a modern apartment under
construction in a Prague suburb.

Erste Bank: “Ms Jarosova and Mr Jaros, when will your new
apariment be finished?”

Jiri Jaros: "Very soon! In May or June, we can move into the new
building. Of course, we have a nice home now, since it all depends
on what you make of it, right? But naturally we are looking forward
$o the new building.”

Barbora Jarosova: “It will be different. The new apartment is more
than 60 square metres larger than our current one, and everything is
new: the building and fixtures. f's an exciting time.”

Jiri Jaros: “One should not forget that we are paying a lot of money
for it. Nowadays, the cost of living in Prague is as high as in many west
European capitals. Therefore we are happy to move into the nice sub-
urb of Zahradni civrt, since the prices there are Jower than in the city.”

Erste Bank: “Would it not have been cheaper to rent2”

Barbora Jarosova: “That is not the custom here. Typically, one purcha-
ses o property and pays down the morgage to the bank, in this case,
your bank. It's an investment in the future.”
Jiri Jaros: “You can see for yourself just how well the country hos
developed in recent years. Therefore we want to stay here, since we
believe that this will continue. | think that this apariment is a good
investment.”

Erste Bank: “What are your goals for the future2”

Jiri Jaros: “First, we will completely furnish our new house. We have
enough room! That will take a while, until we have found everything:
furniture, lamps, all the little things that make an apartment comfort-
able.”

Barbora Jarosova: “And at some point we would naturally like to have
children. We are planning to try in the next five years. Until then, we
will enjoy our new apartment just the fwo of us. Moreover, in Septem-
ber | just started a new job as on events manager, which | greatly
enjoy. | have a lot of responsibility and will be needed there.”

Erste Bank: “We wish you a lot of joy in your new apartment and
are happy to be able to help you.”




Jarosova tamily, clients of Ceskd spofitelna, Czech Republic
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Net commission income trended very favourably, rising by 37%,
or EUR 19.1 million, from EUR 51.7 million to EUR 70.9 mil-
lion, mainly as a result of higher securities commission income
(given the sharp increase in trading volume on the Vienna Stock
Exchange) and sales of structured products. The net trading
result of EUR 84.5 million was consistent with the previous year
level.

General administrative expenses increased by a very slight
0.7%, or EUR 0.6 million, from EUR 93.5 million to

EUR 94.1 million thanks to effective cost management. The
other operating result improved by EUR 5.8 million from a loss
of EUR 7 million to a loss of EUR 1.1 million, mainly as a
result of the portfolio’s fair value measurement.

CENTRAL EUROPE

Erste Bank’s Central Europe segment comprises Erste Bank’s
operations in the transformation economies of Central and Eas-
tern Europe, covering Ceska spotitelna, Slovensk4 sporitelia,
Erste Bank Hungary, Erste Bank Croatia and Erste Bank Serbia.
While the share purchase agreement for Banca Comerciala
Romana was signed on 21 December 2005, BCR will only be
consolidated following closing of the transaction.

CESKA SPORITELNA

Business profile. Cesk4 spofitelna is the leading retail bank

in the Czech Republic and the largest among Erste Bank’s
operations in Central Europe. Since its privatisation in 2000
the former state savings bank has transformed into a universal
bank serving some 5.3 million retail, small and medium enter-
prise and large corporate clients; it operates a network of
646 branches and over 1,070 ATMs. In addition Cesk4
spofitelna occupies leading positions in fund management,
securities trading and foreign exchange dealing.

ECONOMIC REVIEW

In 2005 Ceska spofitelna benefited from a strong Czech econo-
my. GDP grew at an estimated 5.0%, the fastest rate in a decade,
supported by strong exports, while domestic demand remained
subdued, yet positive. GDP/capita reached some EUR 9,600 in
2005, among the highest levels in Central and Eastern Europe.
A positive development was also registered in the unemploy-
ment rate which stood at 8.3% in 2004 and improved somewhat
to about 7.9%.

Inflation remained tame and the Czech Crown continued to
appreciate against the Euro both in nominal and real terms.
Correspondingly, the Czech National Bank stemmed further
upward pressure against its currency by lowering its short term

2002 2003 2004 2005e

Key economic indicators - Czech Republic
Population (ave, million) 10.2 10.2 10.2 10.2
GDP (nominal, EUR billion) 78.4 80.3 . 868 98.2
GDP/capita {in EUR thousand) 77 7.9 8.5 9.6
GDP growth {redl, in %) 1.5 3.2 4.4 50
o/w: domestic demand contribution 