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KEYFIGURES 2017

Keyfigures of Hypo Vorarlberg Bank AG (Hypo Vorarlberg) — Group reporting per IFRS:

in TEUR 31.12.2017 31.12.2016 Change Change
in TEUR in%

Total assets 13,182,520 13,324,387 -141,867 1.1
Loans and advances to customers (L&R) (17) 9,330,521 9,049,998 280,523 3.1
Amounts owed to customers (LAC) (32) 5,175,661 5,282,097 -106,436 2.0
Liabilities evidenced by certificates (LAC) (33) 3,296,773 2,682,267 614,506 229
Oown funds according to CRR (67) 1,328,358 1,246,529 81,829 6.6
thereof Tier 1 capital 1,093,275 1,005,715 87,560 8.7
Total capital ratio according to CRR 18.01% 16.52% 1.49% 9.0
in TEUR 2017 2016 Change Change
in TEUR in%

Net interest income after loan loss provisions 169,317 215,545 -46,228 214
Net fee and commission income (7) 34,833 34,027 806 2.4
il\rl]eévflr:(i:’r;gi;ersisg (not including change ©) 9,473 27998 18525 662
Administrative expenses (11) -99,952 -97114 -2,838 2.9
Operating result before change in own credit risk 100,875 151,574 -50,699 -33.4
Earnings before taxes 95,752 117,619 -21,867 -18.6
Keyfigures 2017 2016 Change Change
absolut in%

Cost-Income-Ratio (CIR) 55.34% 55.27% 0.08% 0.1
Return on Equity (ROE) 9.70% 16.14% -6.44% -39.9
Employees (54) 737 725 12 1,7

The shareholders of Hypo Vorarlberg Bank AG (Hypo Vorarlberg) as at 31 December 2017 are:

Shareholders Total shareholdings Voting rights
Vorarlberger Landesbank-Holding 76.0308% 76.0308 %
Austria Beteiligungsgesellschaft mbH 23.9692 % 23.9692 %
- Landesbank Baden-Wirttemberg 15.9795%

- Landeskreditbank Baden-Wirttemberg Férderbank 7.9897 %

Share capital 100.0000% 100.0000%
Rating* Standard & Poor's Moody's
Long-term senior debt A A3
Short-term A-1 P-2
Outook positive stable

* As of October 2017, Standard & Poor's (S&P) has awarded Hypo Vorarlberg an "A” rating. In February 2018, Moody's published an update and awarded the Bank a credit rating of “A3". This makes
Hypo Vorarlberg one of the best-rated banks in Austria.
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SETTING GOALS.
ACHIEVING GOALS.

HYPO VORARLBERG MEMBER OF THE.

MANAGING BOARD

Goals help keep us on track on our journey through
life. They serve as signposts and a source of strength
and motivation. Setting goals in our private and
professional lives is the first and most important
step in actually achieving them.



" JOHANNES HEFEL
MICHEL HALLER- BER OF THE MA
'Cnmnhm OF THE




A CLEAR LINE
FOREWORD

2017 was another eventful year for Hypo Vorarlberg. In its new composition the Managing

Board succeeded in managing the economic and regulatory challenges at hand. The designated

objectives were achieved through combined efforts and the financial year came to a successful

close overall.

Dear customers, business partners,
shareholder representatives and employees,

Hypo Vorarlberg steadfastly pursued its path in the midst of
persistently negative and low interest rates, excessive regulations
and the advancing digitalisation of the banking business. True to
our pledge of "The best consulting for those with purpose” we
concentrate on our core competencies of providing comprehen-
sive personal consulting and support to private and corporate
customers in relation to their finances — yesterday, today and in
the future, too.

We are pleased to report on another very positive financial year
for the Hypo Vorarlberg Group in this report. With earnings before
taxes of EUR 95.8 million we did not quite match the results of
the previous year; this was due in part to non-recurring income
from the reversal of risk costs in the previous year. However, we
can be very satisfied in terms of the development of the operat-
ing result. The excellent annual result in 2017 also reflects our
long-term business model, healthy credit portfolio and consistent
cost management. We stand up well to comparison with Austrian
regional banks: we are in the top group with respect to efficiency
and profitability and, with total assets of around EUR 13 billion,
also rank among the largest universal banks in Austria.

Excellent credit rating

A key event in 2017 was the expiry of the state guarantees. The
majority of securities and savings deposits at Hypo Vorarlberg
covered by Vorarlberg state guarantees expired at the end of
September. Through prudent preparation and good planning we
ensured in good time that these instruments were replaced via
new refinancing. Nothing changed for customers as a result —
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quite the opposite, in fact: our ratings even improved further! We
still have an excellent credit rating and are now rated in the single
A category by both Moody's and Standard & Poor's. This is posi-
tive proof that we are a healthy bank even without state guaran-
tees and are providing the very services our customers appreciate
us for.

1

“Our pledge:
The best consulting
for those
with purpose.”



A strong brand

Hypo Vorarlberg is thus in an excellent position and is a strong,
healthy bank. To ensure that this remains so in the future, we
have revised and sharpened our brand positioning over the past
two years. As a result, we have defined seven core brand values
and formulated a clear positioning of our Bank. Our customers
have been able to see and experience the new brand profile
since the fourth quarter of 2017 and it will also be implemented
in our subsidiaries over the course of 2018. Our new positioning,
which has also evolved during the course of the brand project,
focuses on the quality of our consulting. It is thus our clear goal
to expand Hypo Vorarlberg's consulting-intensive core business
— investment and financing — further and to make appropriate
additions to our range of digital services.

Ambition ensures top performance

The theme for this year's annual report is derived from our seven
core brand values, which came to the fore during a comprehen-
sive project to sharpen the brand's profile. “Ambition” — a term
that can also be described as diligence, aspiration and industri-
ousness — does not only mean the goals that we as a banking
partner wish to achieve together with our customers. We also
attach value to long-term, sustainable connections in our collabo-

VA

Michel Haller
Chairman of the Managing Board

rations and sponsorships and take great pleasure in supporting
our partners’ ambitions. The photographs selected for this year's
annual report create a connection to this, as the Hypomeeting in
Gotzis and the Kunsthaus in Bregenz are both top league players
in their fields.

Achieving great things together

True to our motto, “Achieving great things together”, we would
like to thank all of the customers and business partners who gave
us their trust and loyalty and implemented great projects with
us in 2017. We would like to give special thanks to our employees
for their ambition and commitment, which made the excellent
results achieved in 2017 possible. Thanks to the support of all
these people, Hypo Vorarlberg is in an excellent position and is
well equipped to remain a competent and trustworthy partner for
our customers in the future.

The members of the Managing Board

d

Johannes Hefel
Member of the Managing Board

Wilfried Amann
Member of the Managing Board
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ACHIEVING AMBITIOUS GOALS
INTERVIEW WITH MICHEL HALLER

How do you rate the 2017 financial year?

In short, Hypo Vorarlberg is on its planned course. | am particularly
pleased as this is the first financial year with the Managing Board in its
new composition. We can look back on an eventful and at the same
time financially successful year in which we achieved a very good over-
all result. Overall, the Group achieved earnings before taxes of EUR 95.8
million in 2017. This figure demonstrates the financial strength of Hypo
Vorarlberg, which we have proven once more despite low and negative
interest rates, the expiry of the state guarantees and ever more new regu-
latory requirements. The fact that we managed to have a successful year
despite all the challenges is due above all to stable corporate and pri-
vate customer business as well as our consistent cost management.

Keyword state guarantees: what impact will their expiry have?

The majority of securities and deposits at Hypo Vorarlberg covered by
Vorarlberg state guarantees expired at the end of September 2017. This
topic required our attention both last year and for a long time before
that. Through prudent preparation and good planning we ensured in
good time that the maturing instruments were replaced via new refi-
nancing. Nothing changed for the customer as a result — quite the op-
posite, in fact: this even improved our ratings further! We have an excel-
lent credit rating and are rated in the single A category by both Moody's
and Standard & Poor's. This is positive proof that we are a healthy bank
even without state guarantees and are providing the very services our
customers appreciate us for.

How have risk costs developed?

We pay attention to the high quality of our credit portfolio and ensure
that the risk structure is appropriate for our size and business model.
This is firstly shown through the further reduction in the risk-weighted
assets (RWAs), although total lending to customers increased compared
to the previous year. Non-performing loans (NPLs) have also developed
well. Only 1.84 % of our total loans were attributable to non-performing
loans in 2017, a noticeable decline compared to 2016 when the NPL rate
was still 1.99% . Despite cautious valuation, our risk costs remain at a low
level. We reported income under this balance sheet item since, as in the
previous year, more valuation allowances were reversed than new valu-
ation allowances recognised. This shows a very positive trend in risk in
the core business and that the customers in our market areas are in an
excellent position.

And how about the Bank's own funds?

The further reduction in risk-weighted assets has had a positive impact
on our own capital requirements and we have strengthened our capitali-
sation through both the good results in 2017 and the issue of a subordi-
nated bond. At the end of 2017, Hypo Vorarlberg's total attributable cap-
ital resources amounted to EUR 1.3 billion. With a solvency ratio of 18.01%
(2016:16.52% ) and a core capital ratio (T1) of 14.82% (2016: 13.33% ) we
have significantly improved compared to last year and already fulfil the
regulatory requirements for 2019. With our liquidity figures, we are over
the legal requirements in both the short and long-term. We also intend
to increase Hypo Vorarlberg's capitalisation further in the future in line
with our plans for sustainable growth and the expectation of new regu-
latory requirements.

How is a bank such as Hypo Vorarlberg handling the new regulations?
There is no way around MiFID Il, IFRS 9, PSD II, Basel or GDPR... to name
but a few. We are required to comply with them by law. For this reason,
large international banks and smaller regional banks alike must do eve-
rything possible to ensure they are implemented smoothly. In the year
under review we invested a great deal of time and money in implement-
ing the new regulations and this significant time, effort and cost also
left its mark on the result. In the last ten years we have increased Hypo
Vorarlberg's headcount by around 70 employees, approximately two
thirds of whom have bolstered back office operations and only one third
sales. This shows how the focal points have shifted. We would far prefer
to carry out our real task of financing businesses and private customers
in our core markets.

Your outlook for 2018?

With ambitious and well-trained employees and with customers who
trust us, we have the best conditions for another successful year in
which we intend to achieve great things together.

Which core brand value applies to you most?

Ideally, I would like to combine two core brand values and choose “at-
tentive ambition”. This can best be expressed as follows: | strive for am-
bitious, achievable goals while having regard to the resources available
and my environment.

Michel Haller (46) has been a member of the Managing Board of Hypo Vorarlberg since 2012; he took over the position of Chairman of the Manag-
ing Board effective 1January 2017. His remit includes the Bank's Risk Management, Legal, Compliance, Human Resources, Communication and Back
Office Fund/Securities/Derivatives departments as well as Risk Management at the St. Gallen branch and Leasing in Bolzano, Italy. Mr Haller, who is
originally from the Bregenz Forest, previously worked at Hypo Vorarlberg from 1995 to 2002, first in the Corporate Customer department and then
from 1998 in Treasury, where he headed the Asset Management Group. In parallel to this he was head of Hypo-Kapitalanlage Ges.m.b.H for two
years before moving to join the Board of Sparkasse Bregenz. Michel Haller studied Business Administration and Law at the Leopold-Franzens-Uni-

versity in Innsbruck where he received his Master's degree in 1994.
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“Instead of implementing
new requlations we would
rather carry out our real
task: financing companies
and private customers.”

HYPO VORARLBERG 09



OUR ASPIRATION IS OUR PLEDGE
INTERVIEW WITH JOHANNES HEFEL

What promise does the new “Hypo Vorarlberg” brand hold?

"The best consulting for those with purpose” — that is our aspiration and
at the same time our pledge to our customers. We defined this position-
ing during the course of a project to sharpen the brand's profile. It did
not come about by chance: this positioning has grown over many years
based on very good services and our employees' great wealth of experi-
ence. Fulfilling customers’ needs — that is acquiring their own property
or conserving the value of their assets — is a complex challenge that can
only be met through expert consulting. The typical customer is also con-
servative in this regard — they want to know they have someone by their
side who knows from experience what the best possible options are. Our
focus, therefore, is on those customers who value the best personal con-

How has Private Banking/Wealth Management developed?

Both financing and investment performed positively in the last year. We
succeeded in increasing the investment volume (customer funds) signifi-
cantly: we received a total of EUR 100 million in new funds for investment
from traditional private customers. This also demonstrates that our ex-
cellent consulting and varied product range in this area are oriented
towards customers' needs and offer contemporary solutions which
both inspire customers' confidence and are regularly endorsed by anony-
mous testers. Both the Elite Report (Munich) and the Fuchsbriefe (Berlin)
awarded us very good ratings again for 2018. We were the only Austrian
bank to be placed in the top group in both tests. These accolades are an
endorsement of our chosen path of remaining a bank that offers individ-

sulting, intelligently combined with digital possibilities. That is what dif-
ferentiates us and the branding process was a key part of this as well.

What were the greatest challenges in the Private Customer segment
in 2017?

Private Customer business came under heavy pressure again. Reasons
for this were the negative interest rates, ongoing digitalisation, continu-
ing strong competition among banks in the deposit and financing busi-
ness, the costs due to the deposit protection fund and the single reso-
lution fund and, not least, excessive regulations. The implementation
of MIFID II, the new directive for transactions in financial instruments,
cost a great deal of time and a great deal of money. It is very doubtful
whether this is matched by a corresponding benefit to the customer.
Despite these burdensome conditions we generated a pleasing operat-
ing result in the Private Customer segment. We are currently reflecting
on how we can sustainably structure our branches so as to remain suc-
cessful.

How did the Real Estate segment perform?

We make a key contribution to the creation of private housing in Austria
each year: in 2017 we financed a total of around 1,400 flats and houses
in our market areas with a volume of around EUR 200 million. There
continues to be strong demand for home ownership despite further
increases in real estate prices. We believe that investing in one's own
property is to be supported despite the high prices, although people are
gradually reaching the limits of what they can afford. For this reason, we
are offering customers longer term interest rate hedges so that they can
reckon on a low interest rate for many years.

ual and high-quality advice while at the same time creating innovative,
contemporary products and solutions.

And how about sustainability?

It is becoming increasingly important for many customers (local govern-
ments, pension funds and also private individuals) that their partners
operate in a sustainable manner. We are intensively engaged in this, due
not only to economic reasons but also to our values: one of our seven
core brand values is thus “attentiveness”. Accordingly, we wish to oper-
ate our businesses sustainably and manage them prudently. In 2017 we
set standards in this area by becoming the first Austrian bank to issue a
green bond. We have also devised clear criteria for our future financing
and investment business and prepared a comprehensive sustainability
report. In addition, our Asset Management division took a first major
step in the direction of sustainable asset management by modifying the
Hypo Weltportfolio Aktien umbrella fund, the largest global equity um-
brella fund in Austria. As a result the fund received an A rating and may
bear the SRI transparency seal following a screening by the Center for
Social and Sustainable Products AG (CSSP) — a further step in the direc-
tion of sustainability.

Which is the most important core brand value for you?

| consider all seven core brand values to be important. Only the individual
values combined make up the DNA of Hypo Vorarlberg. As in the women's
heptathlon in athletics, it is vital to deliver top performance in all “disci-

plines"”.

Johannes Hefel (60) has been a member of the Managing Board of Hypo Vorarlberg since 1997. His remit includes the areas of Private Customer Sales,
Private Banking/Wealth Management, Asset Management, Audit, Logistics and Marketing. Prior to his role on the Managing Board of Hypo Vorarlberg,
Mr Hefel gathered many years' experience as a financial analyst and an asset manager in Liechtenstein and Frankfurt am Main. Mr Hefel, who origi-
nates from Schwarzach, moved to MZSG Management St. Gallen in 1990 as a management consultant and management trainer. He worked inde-
pendently in this field from 1993 to 1997 before being appointed to the Managing Board of the Bank. He completed his Business Administration and Law
degree at the Leopold-Franzens-University in Innsbruck in 1982, receiving his doctoral degree in economic and social sciences three years later.
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DIGITAL FUTURE

INTERVIEW WITH WILFRIED AMANN

How was your first year as a member of the Hypo Vorarlberg Managing
Board?

| have settled into my role very well and am delighted that the financial
year was so successful. This confirms that Hypo Vorarlberg is a solidly
positioned, healthy bank. The risk-conscious business model continued
to be an important foundation for good financial performance in 2017
— viewed both overall and with respect to my areas of responsibility. As
the Managing Board member responsible for the Corporate Customer
business | can say that we continue to take our role as an entrepreneur-
ial bank very seriously and inspire our customers' confidence with spe-
cific expertise in the areas of financing and subsidies.

How did the Corporate Customer segment perform in 2017?

Overall, the Corporate Customer business at Hypo Vorarlberg performed
exceptionally well in the 2017 financial year. This segment achieved total
earnings before taxes of TEUR 83,924. The Austrian economy grew again,
which was above all evidenced last year by increased willingness to in-
vest on the part of companies in our core markets. We were thus able
to grant a total of around EUR 700 million in new financing to Austrian
companies in 2017. Large investments were made in the real estate sec-
tor, in particular, but also in the areas of industry and commerce.

How about the subsidiaries?

Our subsidiaries add banking-related services to Hypo Vorarlberg's prod-
uct range. All the companies performed positively in the financial year
and made an important contribution to earnings. The real estate and
leasing company in Vorarlberg and Vienna, the insurance brokerage in
Vorarlberg and the leasing company based in South Tyrol are also in-
cluded in the Group. The integration of our real estate and leasing sub-
sidiaries into our branch office in Vienna was both right and necessary as
the physical proximity between advisors at the Bank and real estate pro-
fessionals makes it possible to offer additional services to our customers.
Generally speaking, customer proximity and excellent consulting form
the basis of every business relationship at Hypo Vorarlberg — whether in
private or corporate banking, in person or digitally.

What should we understand by “digital” Hypo Vorarlberg?

We banks are faced with increasing competition from FinTechs, while
new technologies such as blockchain are also gaining ground. We have
been dealing with this segment for a long time, although there are still
many uncertainties and a lack of legal frameworks. We view digitalisa-
tion as an opportunity and invested around EUR 800,000 in this area
last year. Furthermore, we set up our own “Digitalisation” department
to deal with new technological opportunities and trends and their im-
pact on banking services and products. To stay on the ball we are repre-
sented in international networks such as the Business Engineering Insti-
tute St. Gallen and take part in hackathons. The introduction in spring
2017 of an innovative online tool for companies’ payment transactions
was a further important step in this direction.

How can corporate customers benefit from this?

In recent years our experience has shown us that many companies
would like to have uncomplicated banking software for payment transac-
tions. They are looking for a solution that does not require installation,
is location-independent, fast, secure and international for all accounts.
The greatest benefit of the new Hypo Office Banking (HOB) application is
therefore its multibank capacity, which means that companies can use it
to manage all their accounts — both Austrian and international — online
in one single system. This feature is particularly valued by the export-
oriented businesses in our market areas. Through this we have assumed
a pioneering role in the optimisation of payment transactions in Austria.

Hypo Vorarlberg was also a pioneer in terms of its green bond in
2017...

Yes, we were the first Austrian bank to venture into this segment. For
us, the green bond was an ideal opportunity to combine sustainable as-
pects of the business with targeted investor demand. Private investors
but particularly also institutional investors have now developed a far
stronger awareness of where they are investing their money and what
they are investing it in. As issuer of this green bond we can also prove
that Hypo Vorarlberg supports positive ecological development.

Which core brand value is most important to you?

| choose two core brand values: ambition and reliability. For me, “ambi-
tious" wonderfully sums up how being prepared to achieve something
extraordinary also means having to put a great deal of effort into it. It is
an ongoing process and a really ambitious employee will never lean back
complacently but always want even more for the customer. | think “re-
liability" very clearly stands for the confidence and trustworthiness
embodied by Hypo Vorarlberg. And, for me, both things together create
our pledge — that is “The best consulting for those with purpose”.

Wilfried Amann (55) started his professional career at Raiffeisenbank Walgau — GroBwalsertal, while at the same time studying business admin-
istration and economics. After serving in various positions in the company, he was appointed Managing Director. Later, he joined the Liechten-
stein University of Applied Science as assistant professor and supervised various research projects. In 2010, he returned to banking and accepted

a position as Head of Private Banking and Corporate Banking for Raiffeisenbank im Reintal. Since 1 January 2017, Wilfried Amann has been a mem-
ber of the Managing Board of Hypo Vorarlberg and is responsible for the areas of Corporate Customer Sales, Treasury, Strategic Bank Management,

Accounting and Subsidiaries.
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“We view digitalisation as
an opportunity and are
investing heavily in this

area. That is the only way
we can remain a strong
partner for our
customers.”
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ORGANISATIONAL CHART

OF HYPO VORARLBERG

DIV RISK MANAGEMENT
MICHEL HALLER, CEO

MANAGING BOARD

DIV CORPORATE CUSTOMERS
WILFRIED AMANN

DIV PRIVATE CUSTOMERS/PRIVATE BANKING
JOHANNES HEFEL

Credit Management — Corporate Customers
Stefan Germann

m  (Credit Management — Corporate Customers
Credit Management Banks & Leasing

Credit Management St. Gallen

Financial Aids Department

Balance Sheet Analysis

Credit Management - Private Customers
Martin Heinzle

m  Credit Management — Private Customers
= Certification / Credit Service

®=  Housing Construction Aids

Group Risk Controlling
Markus Seeger

Law

Dr. Klaus Diem

m  Central Loan Monitoring Corporate Customers
m  Central Loan Monitoring Private Customers
= Contract Law

Human Resources
Egon Helbok

Communication
Sabine Nigsch

Compliance
Reinhard Kaindl

Mid- und Backoffice Fonds,
Securities and Derivatives
Johannes Tschanhenz

IT/Organisation

Johann Berchtold

= |Information Technology
= QOrganisation

= Payment Transactions

St. Gallen Branch Office
Thomas Reich

Hypo Vorarlberg, Italy

Michael Meyer

= Hypo Leasing (Backoffice —
Risk Management)

Alexander Ploner
m  Real estate
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Corporate Customers Sales
Karl-Heinz Rossmann

® Branch Offices Corporate Customers
= [nternational Services

= Syndication / Structured Financing

Corporate Customers Vienna
Roswitha Klein

Treasury

Florian Gorbach

®  Asset Liability Management

= Money, Foreign Exchange and
Interest Derivatives Trading

m Securities Customer Trading

m  Debt Capital Markets

Strategic Bank Management
David Blum

Accounting

Nora Frischherz

= Controlling

m  Bookkeeping, Supervisory Reporting
= Accounting

® Data and Document Management

Participation Administration
Emmerich Schneider

St. Gallen Branch Office
Dieter Wildauer, RM

Hypo Vorarlberg Leasing, Italy
Christian Fischnaller
m Sales

Hypo Immobilien & Leasing GmbH
Wolfgang Bosch
Peter Scholz

Hypo Versicherungsmakler GmbH
Harald Dur
Christoph Brunner

Digitization
Tanja Libiseller

Private Customers Sales/Private Banking
Markus Felder

Branch Offices Private Customers
Private Banking

Product Management

Customer Service Center

Private Customers Vienna/
Mobile Sales Unit
Roswitha Klein

Wealth Management
Beatrice Schobesberger
= Vienna

= Bregenz

Asset Management

Roland Rupprechter

= Asset Management

= Fonds Management

= Financial Analysis/Research
®  Active Advisory

Corporate and Internal Audit
German Kohler

Logistics

Wilhelm Oberhauser

®  Facility and Materials Administration
= Sustainability

Marketing

Angelika Rimmele

= Marketingmanagement
= Youth marketing

= Sponsoring and events
= Creation



Compliance
Reinhard Kaindl

Ombudsperson
Martha Huster

Corporate and Internal Audit
German Kohler

Div Division

RM Regional Manager

BOH Branch Office Head

BM Branch Manager Private Customers
HCC Head of Corporate Customers

HPB Head of Private Banking

HWM Head of Wealth Management

SPC Head of Service and Private Customers

BOH PC Branch Office Head Private Customer
HPC PB Head of Privat Customers and Private Banking

Vienna Branch Office

Roswitha Klein, RM

Beatrice Schobesberger, HPB / HWM
Lothar Mayer, BM

Hans-JUrgen Spitzer, HCC

Katharina Jantschgi, SPC

Graz Branch Office
Horst Lang, RM
Gerhard Vollmann, HPC PB

Wels Branch Office
Friedrich Hortenhuber, RM
Iris Hauserer, HPC PB

Bludenz Branch Office
Christian Vonach, BOH
Walter Hartmann, BOH PC

Feldkirch Branch Office
Martin Schieder, BM

Gotzis Branch Office
Franz Altstatter, BM

Hohenems Branch Office
Andreas Fend, BOH

Lustenau Branch Office
Graham Fitz, BOH
Helgar Helbok, BM

Hochst Branch Office
Erich Fitz, BM

Bregenz Private Customers Branch Office
Christian Brun, BOH

Bregenz Corporate Customers Branch Office
(inkl. Bregenzerwald)
Stephan Sausgruber, BOH

Bregenz Wealth Management
Stefan Schmitt, HPB

Hard Branch Office
Manfred Wolff, BM

Lauterach Branch Office
Karl-Heinz Ritter, BM

Dornbirn Branch Office
Richard Karlinger, BOH
Egon Gunz, BOH PC

LKH-Feldkirch Branch Office
Stefan Kreiner, BM

Rankweil Branch Office
Glnther Abbrederis, BM

Egg Branch Office
Stefan Ritter, BM

Riezlern Branch Office
Artur Klauser, BOH
Josef Wirth, SPC

Schruns Branch Office
Hannes Bodenlenz, BM

Lech Branch Office
Reinhard Zangerl, BOH + BM

Service and Private Customers
Christian Brun

Private Banking
Stephan Bohle

Key Account
Management
Stephan Sausgruber

Corporate Customers
Branch Office Germany
Markus Schmid

Messepark
Stephan Spies, BM

Status: April 2018
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EXECUTIVE BOARDS
OF HYPO VORARLBERG

MANAGING BOARD SUPERVISORY BOARD

Michel Haller Jodok Simma

Chairman of the Managing Board, Tettnang Chairman, Chairman of the Managing Board (retired), Bregenz
Johannes Hefel Alfred Geismayr

Member of the Managing Board, Schwarzach Deputy Chairman, Chartered Accountant, Dornbirn

Wilfried Amann Astrid Bischof

Member of the Managing Board, Bludesch Entrepreneur, Gofis

Albert Biichele
Entrepreneur, Hard

Karl Fenkart
State official, Lustenau

Eduard Fischer
Entrepreneur, Dornbirn (since 07.03.2017)

Michael Horn
Deputy Chairman of the Managing Board of Landesbank
Baden-Wirttemberg (LBBW), Weingarten

Karlheinz Riidisser
Deputy State Governor, Lauterach

Nicolas Stieger
Lawyer, Bregenz

Ulrich Theileis
Member of the Managing Board of Landeskreditbank
Baden-Wiirttemberg — Férderbank (L-Bank), Ettlingen

Veronika Moosbrugger
Chairwoman of the Works Council

Works Council delegate

Andreas Hinterauer
Works Council delegate (from 01.03.2017)

Elmar Kéck
Works Council delegate

Gerhard Kohle
Works Council delegate

Peter Niksic
Works Council delegate

Bernhard Kob
Works Council delegate (until 28.02.2017)
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COMMITTEES ESTABLISHED BY THE SUPERVISORY BOARD

Audit and risk committee

Alfred Geismayr, Chairman
Jodok Simma, Deputy Chairman
Astrid Bischof

Karl Fenkart

Veronika Moosbrugger

Elmar Kock

Loan committee

Jodok Simma, Chairman

Alfred Geismayr, Deputy Chairman
Albert Blichele

Karl Fenkart

Michael Horn

Veronika Moosbrugger

Elmar Kock

Remuneration and nomination committee

Alfred Geismayr, Chairman
Jodok Simma, Deputy Chairman
Karl Fenkart

Nicolas Stieger

Ulrich Theileis

Veronika Moosbrugger

Elmar Kock

STATE COMMISSIONER

Gabriele Petschinger

Matthias Ofner
Deputy (seit 1.3.2017)

ESCROW AGENTS
Heinz Bildstein
President of the State Court, Feldkirch

Helmut Schamp
Deputy, Federal Ministry of Finance, Vienna

Status: April 2018
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ADVISORY BOARD

OF HYPO VORARLBERG

ADVISORY BOARD

Markus Wallner
Chairman, Provincial Governor, Frastanz

Hans Dietmar Sauer
Deputy Chairman, Chairman of the Managing Board of
Landesbank Baden-Wirttemberg (retired), Ravensburg

Alexander Abbrederis
Chairman of Junge Wirtschaft Vorarlberg
Managing Director, pratopac GmbH, Rankweil

Daniel Allgduer
Chairman of FPO political party, Feldkirch

Gerhart Bachmann
President of Vorarlberg Dental Chamber, Feldkirch

Hubert Bertsch
Managing Director, Bertsch Holding GmbH, Bludenz

Ernst Bitsche
Entrepreneur, Thiringen

Herbert Blum
Managing Director, Julius Blum GmbH, Hochst

Christian Brand
Chairman of the Managing Board of Landeskreditbank
Baden-Wiirttemberg — Férderbank (retired), Ettlingen

Birgitt Breinbauer
President of Bar Association Vorarlberg
Lawyer, Dornbirn

Manfred Brunner
Chairman of Vorarlberger Gebietskrankenkasse, Hochst

Guntram Drexel

Supervisory Board of Spar Osterreichische Warenhandels AG,

Lustenau

Kurt Fischer
Mayor, Lustenau

Stefan Fitz-Rankl
Managing Director, Fachhochschule Vorarlberg, Lustenau

Gerald Fleisch
Managing Director, Vorarlberger Krankenhaus-
Betriebsges.m.b.H., Dornbirn

Jutta Frick
Managing Director, Bad Reuthe Frick GmbH, Reuthe

Roland Friihstiick
Chairman of OVP political party, Bregenz

18 HYPO VORARLBERG

Christof Germann
Member of the Managing Board, lllwerke VKW, Lochau

Adi Gross
Chairman of 'Die Grlinen’ political party, Lauterach

Heinz Hammerle
Entrepreneur, Lustenau

Andreas Haid
Mayor, Riezlern

Robert Haller
Hotelier, Mittelberg

Dietmar Hefel
Managing Director, Hefel Textil GmbH, Dornbirn

Joachim Heinzl
Managing Director, Wirtschafts-Standort Vorarlberg GmbH
(WISTO), Bludenz

Hans Hofstetter
Lawyer, Schoch, Auer & Partner Rechtsanwadlte, St. Gallen

Josef Huber
Entrepreneur, Huber Invest GmbH, Klaus

Robert Janschek
Managing Director, Walter Bésch GmbH & Co KG, Lustenau

Michael Jonas
President of Medical Association Vorarlberg, Dornbirn

Harald Kéhlimeier
Mayor, Hard

Urs-Peter Koller
Entrepreneur, Wittenbach

Oswin Langle
Managing Director, Langle Glas GmbH, Dornbirn

Markus Linhart
Mayor, Bregenz

Hans-Peter Lorenz
Managing Director, VOGEWOSI (VIbg. gemeinniitzige
Wohnungsbau- und Siedlungsges. mbH), Dornbirn

Hans-Peter Metzler
President of Chamber of Commerce, Hittisau

Josef Moosbrugger
President of Chamber of Agriculture, Bregenz



Martin Ohneberg
President of Vorarlberg Industrial Association
Managing Director, HENN GmbH & Co KG, Dornbirn

Johannes Rauch
Member of Vorarlberg government,
‘Die Grlnen’ political party, Rankweil

Jurgen Reiner
President of Chamber of chartered public accountants and
tax consultants, Lochau

Michael Ritsch
Chairman of SPO political party, Bregenz

Gerold Schneider
Hotelier, Lech

Thorsten Schénenberger
Member of the Managing Board, Landesbank Baden-Wrttemberg,
Stuttgart

Thomas Sohm
Managing Director, Etiketten Carini GmbH, Lustenau

Harald Sonderegger
President of the Vorarlberg government, Schlins

Karl Stadler
Delegate of Administrative Board of POLYGENA-Group, Altstatten

Eduard Tschofen
Chartered Accountant, Feldkirch

Anselm van der Linde
Abbot of Wettingen-Mehrerau, Bregenz

Stefanie Walser
Managing Director, Walser Fashion & Lifestyle GmbH, Dornbirn

Status: April 2018
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MACROECONOMIC
CONDITIONS

Global economy and euro zone

At the beginning of 2017, surveys of purchasing managers in industrial-
ised countries suggested an optimistic outlook for the economy the like
of which has not been seen for a long time. The Open Market Commit-
tee of the US Federal Reserve (Fed) also anticipated a continued upturn
and paved the way for two interest rate increases in the first half of 2017.
As of April, the European Central Bank (ECB) reduced its monthly bond
purchase volume as announced. The European Union moved closer to-
gether again in political terms following Emmanuel Macron's election
victory in France. Euroscepticism decreased and financial markets recov-
ered as a result. The global purchasing manager indices in the manufac-
turing sector also presented a robust picture of the world economy.

US economic performance in the third quarter of 2017 came as a sur-
prise given the havoc wrought by the hurricane season. Good senti-
ment continued in the European economic area. Economic momentum
increased slightly, positively impacting the labour market. Inflation
picked up as well, but still remained below the ECB's target of almost
2%. Despite this and due in part to the strength of the euro, ECB presi-
dent Draghi remained silent with regard to an exit from the expansion-
ary monetary policy at the meeting of the international central banks in
Jackson Hole. As a result, yields on bond markets dropped sharply. This
trend was in sharp contrast to the pronounced economic optimism as,
for example, the ifo business climate index reached a new all-time high.

The hesitation of the ECB also unsettled stock market investors for many
weeks. Lower liquidity also had a negative impact in the summer in any
case, as did increased investor caution resulting from diplomatic disso-
nance between North Korea and the US. Stock markets only recovered in
September. The conflict in Catalonia caused uncertainty on the financial
markets in the final quarter. Market participants also awaited the ECB's
monetary schedule announced for the October meeting with anticipa-
tion. "Lower for longer” was the motto, meaning that the bond-buying
programme was extended until September 2018 but reduced in scope to
EUR 30 billion a month as of January 2018.

The US Federal Reserve cautiously started reducing its total assets in the
final quarter as well. However, the current balance sheet total is only ex-
pected to halve in around five years' time. The matter of succession at
the top of the Fed also needed to be resolved. Jerome Powell, who has
been a member of the Board of Governors since 2012, will succeed Janet
Yellen. Uncertainty continued to spread in the run-up to the December
meeting as some market participants doubted the anticipated rise in the
Federal funds rate would materialise due to the flattening of the infla-
tion rate in the US. However, the increase of 25 basis points went ahead
as planned. The economic upturn in the euro area had also broadened
appreciably. At 2.2%, growth in all EMU countries in 2017 should have
been the strongest for ten years. Nevertheless, the ECB decided against
changing its rate before the end of the year.

Stock and bond markets

Stock markets continued their upward trend over the course of 2017.
Many benchmark indices of international stock exchanges posted new
highs — even new all-time highs in some cases. This was significant be-
cause the stock markets find themselves in an extremely prolonged
cycle, with the level of the Frankfurt DAX, for example, actually more
than tripling since March 2009. Investors generated very good returns
investing in the domestic stock market over the last year, in emerging
countries as well as in European small and mid caps.

The original inflation expectations were dampened by the decline in

commodity prices. This made it difficult for European Central Bank execu-
tives to turn away from their extremely expansionary monetary policy. As
a result, money market and capital market rates remained at a low level
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for a long time. Yields did not pick up again significantly until the end
of the first half of 2017. This was due to relatively good economic news —
especially in Europe — and the expectation that the European Central
Bank could actually end its ultra-loose monetary policy in the medium
term. After a significant downward trend yields picked up slightly again
at the end of the year. Bank and corporate bonds also suffered as a result
of the yield increase. However, the improved economic prospects in
Europe led to decreased risk premiums which more than offset the
negative effects of the slight yield increase.

Global stock market development in 2017 (in EUR)
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Commodities and currencies

Gold posted positive performance on a USD basis in the year under review
as this precious metal was rediscovered as a safe haven in light of increas-
ing geopolitical risks. The accented weakness of the dollar was a further

factor in the notable increase in the gold price. However, from the end of

the third quarter of 2017 to mid-December, together with burgeoning fan-
tasy on interest rate hikes in the US, this segment saw profit taking. It sub-
sequently closed the year considerably higher at USD 1,306.22.

By contrast, crude oil prices fell due to excess supply in the first half of
2017 but were able to sustain a marked recovery owing to the evident

economic upswing. In December, North Sea Brent achieved its highest
price since June 2015. The industrial metals also benefited significantly.

The weakening US dollar had a dampening effect on the performance of
commodities for euro investors. Over the course of the year the single

currency saw double-digit appreciation against the US dollar, appreci-

ating roughly 7% against the Japanese yen and around 8% against the

Swiss franc.



Currencies against the euro in 2017

15 15

110 110
105 105
100 100
95 95
90 90

Jan  Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

— EURJPY —EUR CHF

— EUR USD (Source: Thomson Reuters Datastream)

Gold price development in 2017 (in USD)
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Austria

Austria's economy recorded broad-based growth again in 2017. Accord-
ing to preliminary figures from the Austrian Economic Chamber (WKO),
Austria experienced economic growth of 3.1% in 2017 (2016: 1.5%), thus
exceeding the euro zone average once again. According to the WKO,
economic performance in both the EU and the euro zone rose by 2.4%
in the year under review. This represented a ten-year high in both cases.

Continued strong investment and consumer demand was not the only
factor contributing to GDP growth in Austria, with export-based indus-
trial activity also accelerating towards the end of the year due to very
dynamic global trade. Economic momentum based on private consump-
tion remained strong, with private consumption spending (including
private non-profit organisations) climbing 0.4 % in the fourth quarter
of 2017 according to WKO figures. Public consumption spending ex-
perienced somewhat higher growth at 0.6 %. Investment activity also
remained strong, with increased demand for investments in equipment
and construction observed among Austrian companies in 2017.

The inflation rate in Austria (consumer price index calculated on a
national basis) averaged 2.1% in 2017, which represented a substantial
rise compared to 0.9% in the previous year. Prices thus rose consider-
ably more sharply than in other countries in the euro area. According to
Statistik Austria, prices were boosted most powerfully by the housing
sector again, although the cost of fuels and heating oil also rose. Prices
were dampened by lower electricity prices, among other factors.

The rise in unemployment that had begun in 2012 abated slightly in 2016
as employment expanded substantially. According to the Austrian Public
Employment Service (AMS), the unemployment rate based on the national
definition continued to fall in 2017, reaching 8.5% (2016: 9.1%). Austria
recorded a decline both among the long-term unemployed and older
job applicants over the age of 50.

According to Statistik Austria, the debt ratio in Austria (= ratio of pub-
lic debt to GDP) decreased in 2017. While the level of public debt still
amounted to EUR 295.2 billion or 83.6% of GDP at the end of 2016, the
debt ratio declined again somewhat in 2017, with the level of debt reach-
ing EUR 293.6 billion or 80.4% of GDP at the end of the third quarter of
2017. Since 2014, the level of debt has also included the liabilities of the
wind-down company HETA Asset Resolution AG (formerly Hypo Alpe
Adria Bank International AG).
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Vorarlberg

Industry still remains the driving force behind Vorarlberg's economic
success. The results of a recent economic survey identify a slight positive
trend in Vorarlberg industry. However, the situation with skilled employ-
ees remains relatively strained despite increased training for junior em-
ployees and is exacerbated by impending retirements.

In the fourth quarter of 2017, the business climate index of Vorarlberg
industry — an average of expectations for the current business situation
and that in six months’ time — improved slightly compared to the previ-
ous quarter. It rose from 36.3% to 39.7%, thus significantly exceeding
the previous year's figure. The business climate index therefore recorded
the third best value of the last five years.

75% of the companies surveyed rate their current business situation as
good; only 6% speak of a poor situation. This stable situation is based
on Vorarlberg industry's strong export activities: orders from outside
Austria were rated considerably more positively in the fourth quarter of
2017 than in the previous quarter, with 80 % assessing the order situation
as good. 84 % also rate the current order backlog as good.

Vorarlberg companies' outlook for the next six months is positive. 1%
assess the business situation in six months' time as even more favour-
able than the current one, while 89% expect the situation to remain at
least the same. Furthermore, 40% of respondents intend to recruit addi-
tional employees in the next three months. The current earnings situa-
tion is assessed as satisfactory. Over 50 % speak of a good earnings sit-
uation, while 40 % categorise earnings as average. The outlook for the
next six months is relatively unchanged. 86 % of companies think that
the earnings situation will remain the same.

43 companies with a total of around 24,000 employees took part in the
survey, which is carried out quarterly by the Vorarlberg Industrial Associ-
ation and the industrial division of the Vorarlberg Chamber of Commerce
(WKV). The survey allows for three possible responses: good, average
and poor. The (employment-weighted) percentage shares of these re-
sponse categories are calculated and the cyclical "difference” between
the percentage shares of positive and negative responses established
accordingly, disregarding the neutral responses.
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THE AUSTRIAN BANKING SECTOR

IN 2017

At the end of the third quarter of 2017, Austrian banks reported consoli-

dated total assets of EUR 950,841 million. This represents an increase of

EUR 4,594 million compared to the fourth quarter of 2016 (total assets in
2016: EUR 946,248 million).

The earnings situation of the Austrian banking sector has recovered con-
tinuously since 2015. The consolidated earnings of the banks (after taxes
and minority interests) were somewhat stronger again in 2017 compared
to the previous year, standing at EUR 5,144 million as of 30 September
2017 (30 September 2016: EUR 4,516 million). This development is partly
attributable to a rise in net fee and commission income and a reduction
in write-downs. The drop in credit risk provisions also had a positive ef-
fect on the result.

Overall, the profitability of the banks is suffering as a result of negative
interest rates, flat yield curves and structural challenges. Net interest in-
come - a significant component of earnings — remained under pressure
in 2017. According to the Austrian National Bank (OeNB), the net interest
income of Austrian-based banks amounted to EUR 10,938 million at the
end of the third quarter of 2017 (third quarter of 2016: EUR 10,979 million).

The measures taken in the area of foreign currency loans continue to
have a positive effect. This is highlighted by the declining volume of
foreign currency loans to private households and non-financial enter-
prises since 2008 (- 65% as of the second quarter of 2017). Banks' out-
standing loans to private households in foreign currencies (primarily in
Swiss francs) totalled EUR 17,107 million in the third quarter of 2017 (third
quarter of 2016: EUR 21,586 million). With respect to existing risks from
foreign currency loans and loans with repayment vehicles, the OeNB
recommends that banks evaluate risk-bearing capacity together with
borrowers and take steps to contain the risks where necessary.

Enhancement of business models

The traditional business model of Austrian banks, which is primar-

ily focused on the lending and deposits business, has proved to be a
stabilising factor in recent years. Total deposits of Austrian non-banks
(demand, term and savings deposits) were increasing and amounted to
TEUR 346,376,950 in the fourth quarter of 2017 (2016: TEUR 340,431,510).
The trend towards overnight deposits continued, as shown by the develop-
ment of demand deposits: the year-on-year rise from TEUR 157,329,900
to TEUR 167,710,050 million corresponds to an increase of over 6 %.

Although the Austrian saving rate, that is the ratio of saving to dispos-
able income, fell sharply following the financial crisis, it has improved
again somewhat since 2015. According to the OeNB, the net saving rate
of Austrian households in the period from the fourth quarter of 2016 to
the third quarter of 2017 was around 6.9% of nominal disposable house-
hold income.

Loans and advances to Austrian non-banks have consistently followed a
slight upward trend in recent years and amounted to TEUR 331,596,640
in the third quarter of 2017 (31 December 2016: TEUR 330,812,440).

From a longer term perspective, low interest rates represent a challenge
for the entire Austrian banking sector as the banks finance themselves
via deposits to a substantial degree. This continues to put pressure on
interest margins, which have traditionally been low in Austria. Further-
more, the banks' dense branch network is very costly, adversely affect-
ing operating efficiency. The OeNB estimates that the negative effects
of low interest rates will only gradually become apparent. In the face
of this environment, Austrian banks are called upon to enhance their
business models accordingly and to focus on digitalising their services
as well. The aim is to increase operating efficiency and subsequently to
strengthen capitalisation.

Improved capitalisation

The capitalisation of Austrian banks has improved considerably since
the outbreak of the financial crisis in 2008. They achieved this firstly by
building up additional capital and secondly by reducing risk-weighted
assets. In the third quarter of 2017, the Austrian banking system reported
a Common Equity Tier 1 capital ratio (CET1) of 14.9% (third quarter of
2016:13.5%) and a total capital ratio of 18.4% (third quarter of 2016: 16.8%).
An international comparison showed that the Austrian banks' consoli-
dated CET1 ratio as of March 2017 exceeded the European average.

The systemic risk buffer proposed by the OeNB and recommended by
the Financial Market Stability Committee (FMSG) for institutions exposed
to certain systematic risks has been in force since 1January 2016 with
the aim of minimising or preventing long-term non-cyclical systematic
risks. The size of the buffers is evaluated on an annual basis and is to
amount to up to 2.0 % of risk-weighted assets when complete on 1Janu-
ary 2019.

Banks' own deposit protection funds

The Austrian Federal Act on Deposit Protection and Investor Compen-
sation at Banks (ESAEG), which came into force in August 2015, removes
the government protection for a portion of the deposits in the future. In-
stead, banks are required to build up their own deposit protection fund.
As of 2019, a joint deposit protection fund will be set up at the WKO for
the Hypothekenbanken (mortgage banks), banks, bankers, Volksbanken
(credit unions) and Raiffeisenbanken (agricultural credit cooperatives),
while savings banks will pursue their own solutions. This fund will be
paid into continuously and — unlike before — in advance.

Consolidated earnings situation of Austrian banks:

EUR billion Q3/2017 Q3/2016 Q4/2016 Q3/2015 Q4/2015

Net interest income 10,937 10,979 14,604 13,836 18,375
Operating profit 6,143 4,824 5,723 7,995 10,479
Earnings after taxes 5143 4,516 4,979 4,453 5178

(Source: OeNB)
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HYPO VORARLBERG
AS A STRONG BRAND

Stability, unity, reliability and attentiveness are values that have always
made Hypo Vorarlberg stand out. They are values that find expression in
long-term, trustful and successful customer relationships. In order to re-
main a strong and successful partner for people and business in its core
markets Hypo Vorarlberg has conducted a two-year project to review
its positioning and focused its brand towards the future. The new brand
profile has been implemented in cooperation with an external consult-
ing agency as part of a comprehensive project.

The Managing Board's aim in sharpening the brand'’s profile is to achieve
the corporate objective of further expanding the number 1 position
within Vorarlberg and achieving profitable growth outside of Vorarlberg.
To this end it was necessary to clarify who we are, what makes us stand
out and what we want to achieve, as well as to create a shared under-
standing of this. Seven core brand values emerged in the course of the
branding process which provide a focus for employees and managers
and are lived from the inside to the outside.

Hypo Vorarlberg's brand values

SUPERB
°
AMBITIOUS MINDFUL
°
EFFICIENT @ ® INTER-
CONNECTED
°
CONSISTENT RELIABLE
AMBITIOUS

We are continuously developing further while pursuing demanding goals
and striving for top performance in the process.

SUPERB
We offer excellent services every day and are delighted that they are
recognised and recommended.

MINDFUL

We are attentive, have a genuine interest and ensure a stable environment
thanks to our forward-looking approach. We only do business that we
can present to the outside world.

CONSISTENT

From the beginning we have remained true to ourselves, focused on our
core business and pursued continuous, sustainable growth.
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EFFICIENT
We seek intelligent solutions to enable us to achieve the best possible
results as efficiently as possible.

INTERCONNECTED

We are a key part of the region and make a specific contribution to the
well-being of the people and companies in our markets. Internally, we are
interconnected and operate as one bank.

RELIABLE
We have been a trustworthy partner for our customers, our employees
and the state for over 120 years.

Positioning

Based on its core competencies, Hypo Vorarlberg is positioned as fol-
lows: "As the entrepreneurial bank from Vorarlberg we offer corporate
and private customers a forward-looking financial solution for those
with purpose who are focused on achieving their objectives and aspira-
tions through our proximity to people, our superior advice in a private
setting and our excellent financial products.”

Hypo Vorarlberg's pledge is based on this: “THE BEST CONSULTING
FOR THOSE WITH PURPOSE."

New brand name and company name

Along with sharpening the brand profile we also took the decision to
adjust the company name from “Vorarlberger Landes- und Hypothek-
enbank Aktiengesellschaft” to the shortened brand name in order to
create a well-rounded image. Therefore, since 1 October 2017 the Bank
has been operating under the name of "Hypo Vorarlberg Bank AG"
and presenting itself to the outside world with the brand name Hypo
Vorarlberg. 1 October 2017 was thus an historic event: with the state de-
ficiency guarantee for securities and customer deposits at Hypo Vorarl-
berg largely being discontinued, Hypo Vorarlberg's company name was
changed for the third time in the Bank's 120-year history.

The Managing Board and the Supervisory Board consciously opted for

a change as the prominence of the name "Hypo" and the positive as-
sociations with “"Vorarlberg” form a symbiosis with appeal and distinc-
tive character. This was also clearly shown by a survey of customers and
non-customers and was the basis for choosing the name. Outside of
Vorarlberg the new Hypo Vorarlberg brand name helps to differentiate
us clearly from the other Hypo-banks, particularly in the Austrian loca-
tions of Vienna, Wels and Graz — but also at our Swiss branch in St. Gallen.

The entire visible brand image is being updated based on these changes.
Since the fourth quarter of 2017 the new brand has also been visible to
customers and the general public. The change is being implemented
carefully and is set to be concluded by 31 December 2018. The previous
style element, the blue sofa, is being given away to nursery schools

in Hypo Vorarlberg's core markets in line with the corporate motto of
“Achieving great things together”.



STABLE BUSINESS PERFORMANCE

IN 2017

In a challenging economic and political environment that was characterised
by negative interest rates, new regulations and advancing digitalisation,
Hypo Vorarlberg generated a very good result in the 2017 financial year.

An important foundation for Hypo Vorarlberg's sustained economic
success is its risk-conscious lending and business policy. The develop-
ment of customer deposits and the financing volume conforms to Hypo
Vorarlberg's strategy, which puts profitability and stability ahead of
growth. This is also reflected in total assets, which, at TEUR 13,182,520
as of 31 December 2017, were 1.1% lower than in the previous year (2016:
TEUR 13,324,387).

The persistently low and negative interest rates are a big challenge for

a bank that traditionally operates mainly in customer business. Despite
a slight rise in loans and advances to customers in 2017, net interest in-
come was lower than in the previous year. By contrast, a slightly positive
trend was observed in terms of net fee and commission income. Admin-
istrative expenses rose slightly again.

As the operating result was unusually high in 2016 due to gains on re-
measurement of securities and reversals of valuation allowances and
provisions for receivables (primarily due to HETA), the operating result
before change in own credit risk in 2017 was significantly lower than this
at TEUR 100,875 (2016: TEUR 151,574). Earnings before taxes were 18.6 %
lower than in the previous year, amounting to TEUR 95,752 (2016: TEUR
117,619). Consolidated net income after the deduction of taxes amounted
to TEUR 67,476 in the reporting year (2016: TEUR 88,428).

The individual items of the income statement in an annual comparison
are as follows:

in TEUR 2017 Change 2016 2015
Net interest income 159,260 -51% 167,838 183,461
Netinterestincomeafter 159317 149 215545 160,646
loan loss provisions

mitc);fz and commission 34,833 2.4% 34,027 36,566
Administrative expenses -99,952 29% 9714 -92,462
Operating result before 100,875 33.4% 15157 102,910
change in own credit risk

Earnings before taxes* 95,752 -18.6% 117,619 121,146
consolidated net 67476 237% 88428 92984

income*

*2016 includes reversals of valuation allowances and provisions for receivables due to HETA

Net interest income

As in previous years, interest-related business made a significant contri-
bution to Hypo Vorarlberg's earnings. Loans and advances to custom-
ers increased from TEUR 9,049,998 to TEUR 9,330,521 (+ 3.1%) in the re-
porting year, although net interest income was 5.1% lower than in the
previous year at TEUR 159,260 (2016: TEUR 167,838). This development is
chiefly attributable to the persistently low or negative interest rate situ-
ation, which put considerable pressure on margins. In addition, the Aus-
trian Supreme Court (OGH) delivered a decision on the handling of neg-
ative interest rates in the Private Customers segment. As a result, Hypo
Vorarlberg refunded its customers overpaid interest in September 2017.

Net interest income
in TEUR

2015 | 183,461
2016 I 167,838
2017 I 159,260

Loan loss provisions

Hypo Vorarlberg concentrates on the business areas whose mechanisms
and rules it understands and only takes risks that it can manage on

its own. In 2016, valuation allowances and provisions that had already
been recognised in previous years in relation to Heta Asset Resolution
AG (HETA) — the wind-down company for Hypo Alpe Adria, which was
nationalised in 2009 — were largely reversed again and income of TEUR
47,707 recognised. As of 31 December 2017 there were no further claims/
guarantees outstanding in relation to the HETA issue.

Hypo Vorarlberg reported a further positive figure of TEUR 10,057 under
the loan loss provisions item in 2017, which once again meant that more
valuation allowances could be reversed than were recognised. Hypo Vorarl-
berg's additions to loan loss provisions are generally at a low level, which
reflects the good credit rating of the customers in the Bank's market
areas.

Net fee and commission income

In the 2017 financial year net fee and commission income increased 2.4%
year on year to TEUR 34,833 (2016: TEUR 34,027). Alongside securities
commission, this item also includes fee and commission income from
payment transactions, trading in foreign exchange and precious metals,
and from lending business. The Group generated increased fee and com-
mission income in all areas, while fee and commission expenses rose,
particularly in the lending and leasing business, securities business and
other service business.

Net fee and commission income
in TEUR

2015 I 36,566
2016 I 34,027
20717 I 34,833

Net trading result (not including change in own credit risk)

Hypo Vorarlberg maintains a small trading portfolio per Art. 94 CRR with a
focus on customer service. The Bank has no proprietary trading operations
other than this. The net trading result includes the result from the valuation
of derivatives and the measurement of financial instruments subject to the
fair value option and amounted to TEUR 9,473 (2016: TEUR 27,998) in the
2017 financial year. The substantial decline is mainly attributable to the dis-
continuation of the improvement of the fair value measurement of individ-
ual financial instruments in the previous year in connection with the agree-
ment reached in the debt dispute involving the state of Carinthia and HETA.

Result from other financial instruments

Net result from other financial instruments amounted to TEUR 5,130 in the
2017 financial year (2016: TEUR 10,813). The significant change largely results
from the reversal of write-downs on securities in the previous year.
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Administrative expenses

Hypo Vorarlberg's sound business performance is based firstly on a good
earnings situation and secondly on vigorous cost management. The
Managing Board has always paid great attention to keeping corporate
structures as lean as possible in order to ensure that administrative ex-
penses develop at a reasonably constant rate. In spite of this, costs rose
again in 2017, partly due to high consulting costs.

Employees - a key foundation

Hypo Vorarlberg is a key employer in the region, employing almost 900
people within the Group. Employees are the most valuable foundation
of any company, which is why the bank owes its sustained economic
success to the competence, commitment and motivation of its employees.

As an advisory bank, Hypo Vorarlberg stands out because of its quality
consulting and support for customers. Therefore, in the interest of the
sustainable development of human resources the Managing Board at-
taches great importance to the solid training of new recruits and the
continuous further development of the employees’ professional and social
skills. By helping employees to realise their individual potential, Hypo Vorar-
Iberg can also remain an attractive employer in the long term.

Staff costs rose by 1.2% to TEUR 60,448 in 2017 (2016: TEUR 59,735),
while wages and salaries also increased 2.0% from TEUR 44,436 to TEUR
45,340. The headcount in the Group climbed from an average of 725 to
737 employees (average number of employees for the year — full-time
equivalent).

Key employee figures (Hypo Vorarlberg Group)

2017 Change 2016 2015
in%

Average number of 737 17% 725 729
employees (weighted)
of which apprentices 8 14.3% 7 7
of which parttime 93 5.7% 88 80
Employees at year-end 886 30% 860 838
(head-count)
of which women 508 3.9% 489 478
of which men 378 1.9% 371 360
Proportion of women 57.3% 0.8% 56.9% 57.0%
(incl. apprentices)
Proportion of men 427% 1% 431% 43.0%
(incl. apprentices)
Average period of 130 43% 10.83 10.50
employment in years
Average age in years 39.62 0.1% 39.60 39.20

Material expenses increased 8.8% year on year from TEUR 32,966 to
TEUR 35,869. This increase is largely the result of increased IT costs, high
project and consulting costs, for example for implementing the new
brand, and the payment of higher fees to the Austrian Financial Market
Authority (FMA).
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Hypo Vorarlberg's administrative expenses amounted to TEUR 99,952
in 2017, which represents an increase of 2.9% compared to the previous
year (2016: TEUR 97,114).

Administrative expenses
in TEUR

2015 I 92 462
2016 I 07,114
2077 I 99,952

Other income/expenses

Hypo Vorarlberg's other income rose from TEUR 21,010 in the previous
year to TEUR 29,371 (+ 39.8 %). At TEUR 29,178, other expenses were con-
siderably lower than in the previous year (2016: TEUR 64,830) when, for
example, a one-off payment for the stability fee was required. This item
also includes payments for the resolution and deposit protection fund.

Result from equity consolidation

The net result from equity consolidation amounted to TEUR -17,661 as at
31 December 2017 (2016: TEUR 2,451). The negative net result is attributa-
ble to a partial write-down of the investment in HYPO EQUITY Unterne-
hmensbeteiligungen AG (HUBAG) in the first quarter of 2017. Reasons
behind this remeasurement were the stalled exit process and the asso-
ciated liquidity requirement of a portfolio company, in which HUBAG
holds an interest. In connection with the injection of additional liquidity
into HUBAG, Hypo Vorarlberg acquired a majority share in the company
— closing took place in the third quarter. On the basis of purchasing
shares, the Bank increased its holding in HUBAG from 43.29% to 79.19%.

Key management indicators

2017 Change 2016 2015
Return on Equity (ROE) 9.70% -39.9% 16.14% 11.67%
Cost-Income-Ratio (CIR) 55.34% 0.1% 55.27% 45.34%
Total capital ratio 18.01% 9.0% 16.52% 14.82%
Tier 1 capital ratio 14.82% 1M.2% 13.33% M17%

Return on equity (ROE) before taxes declined from 16.14% in the pre-
vious year to 9.70%. This was partly due to the HUBAG measurement
and increased expenses as well as low net interest income. The Cost-In-
come-Ratio (CIR) of Hypo Vorarlberg stood at 55.34% as of 31 December
2017 (2016: 55.27%). The Bank's solvency ratio was 18.01% as of 31 Decem-
ber 2017 (2016: 16.52%); the core capital ratio (T1) was 14.82% (2016: 13.33%).



CHANGES IN THE GROUP'S NET ASSETS AND FINANCIAL POSITION
Hypo Vorarlberg's total consolidated assets decreased by 1.1% year on
year to TEUR 13,182,520 as of 31 December 2017 (2016: TEUR 13,324,387).

Balance sheet assets 2017 Change 2016 2015
in TEUR

Loans and advances 9,330,521 31% 9,049,998 9,061,358
to customers

Loans and advances 450,897 216% 575289 650129
to banks

Financial assets 2,532,766 -5.3% 2,675,194 2,671,125
Other assets 868,336 152% 1023906 1,519,799
Total 13,182,520 1% 13,324,387 13,902,411

Loans and advances to customers constituted the largest item of Hypo
Vorarlberg's balance sheet assets and climbed 3.1% year on year to TEUR
9,330,521 (2016: TEUR 9,049,998). By contrast, loans and advances to banks
decreased by 21.6% in 2017 to TEUR 450,897 (2016: TEUR 575,289). Finan-
cial assets in the form of securities amounted to TEUR 2,532,766 as of 31
December 2017 and fell 5.3% year on year (2016: TEUR 2,675,194). Other
assets decreased 15.2% to TEUR 868,336 due to the measurement of de-
rivative financial instruments (2016: TEUR 1,023,906).

— Loans and advances to customers
— Loans and advances to banks

— Financial assets

— Other assets

As of 31 December 2017, Hypo Vorarlberg reported loans and ad-
vances to customers in Swiss francs totalling TEUR 1,441,682 (2016: TEUR
1,648,257) within the Group. Part of the loans and advances to custom-
ers relates to the St. Gallen branch and does not represent a foreign
currency risk. The cross-border commuters in Vorarlberg with income
in a matching currency are also to be taken into account, which further
reduces the portion subject to foreign currency risk.

The Swiss National Bank (SNB) lifted the minimum rate of 1.20 francs per
euro at the beginning of 2015, causing the exposure of CHF borrowers
to rise sharply at that time. Due to the continuing low interest rates in
Swiss francs, however, Hypo Vorarlberg has had no major problems with
respect to customers servicing these loans since then. Where necessary,
the Bank reduced the burden on customers somewhat through exten-
sions or suspensions of redemption payments.

Hypo Vorarlberg had already begun strictly limiting the issue of loans in
CHF over the previous few years, particularly in the Private Customers
segment. The proportion of foreign currency financing (predominantly
in CHF) in the Private Customers segment — not including the St. Gallen
branch - has declined since 2009 from around 60% to around 26 % at
the end of 2017 (2016: 32%); the proportion of foreign currency financing
in the Corporate Customers segment fell from approximately 23% to al-
most 7% (2016: 9.5%).

Loans and advances to customers — breakdown by industry

In terms of loans and advances to customers, lending in the real estate
sector rose particularly sharply. Further details are provided in the Note
(17) Loans and advances to customers (L&R).

= Tourism

— Employed and Liberal Professionals
— Other

— Public

— Financial intermediaris

— Real estate

— Industry, Trade and Commerce

Loans and advances to customers — breakdown by region

— Austria

= Germany

— Switzerland and Liechtenstein
— Italy

— Other foreign countries
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Balance sheet liabilities

Amounts owed to banks almost tripled year on year, amounting to TEUR
1,598,964 at the end of the year (2016: TEUR 560,377). This significant
change is primarily due to the use of longer term refinancing operations
with the ECB (TLTRO Il). By contrast, amounts owed to customers fell by
2.0% to TEUR 5,175,661 (2016: TEUR 5,282,097).

Shareholders' equity increased by 6.0 % year on year to TEUR 1,118,579
(2016: TEUR 1,054,939), while Tier 2 capital decreased by 30.0% to TEUR
272,204 (2016: TEUR 389,015). This reduction is attributable to the expiry
of state-guaranteed subordinated bonds.

— Amounts owed to banks

— Amounts owed to customers

— Own issues

— Financial liabilities (AFV)

— Shareholder’s equity and
subordinated capital

— Other liabilities

Refinancing structure

Savings deposits (including capital savings accounts) at Hypo Vorarlberg
declined by 0.7% in 2017 compared to the previous year and amounted
to TEUR 1,243,235 at the end of the year (2016: TEUR 1,251,687).

Liabilities evidenced by certificates, which fall under the LAC and LAV
measurement categories, decreased again in the year under review: in
2017 the volume declined by 7.5% to TEUR 4,388,696 as planned (2016:
TEUR 4,743,553). In September 2017, the majority of the Vorarlberg state
guarantees for securities and savings deposits at Hypo Vorarlberg ex-
pired. As a result, higher volumes were due for repayment in the year
under review. In preparation for this the Bank had already carried out
prefunding in recent years and bought back outstanding issues pre-
maturely from the market. The remaining volume was replaced in the
course of new issuing activity. In addition, the Bank participated in the
ECB's TLTRO Il programme in order to exploit longer term refinancing
opportunities.

— Amounts owed to banks

— Savings deposits (incl. special-interest
savings books)

— Demand and time deposits

= Own issues

— Shareholder's equity and
subordinated capital

— Other liabilities

30 GROUP MANAGEMENT REPORT

CHANGES IN OWN FUNDS
Composition of own funds in accordance with CRR and capital ratios

in TEUR 2017 Change 2016 2015
:‘r’ggL::k exposure 7,377,316 2.2%  7,544173 7,832,981
E;’;‘Q‘?E:%'ty Tlerl 4 083771 8.8% 996,496 874,848
?iig:gﬁg‘f{ 9,504 31% 9,219 0
Tier 1 capital (T1) 1,093,275 87% 1005715 874,848
Tier 2 capital (T2) 235,083 24% 240814 285910
Own Funds 1,328,358 6.6% 1,246,529 160,758
CET1 capital ratio 14.69% 1.2% 13.21% 7%
Surplus of CET1 capital 751,792 144% 657,009 522,364
T1 capital ratio 14.82% n2%  1333% M17%
Surplus of T1 capital 650,635 17.6% 553,065 404,870
Total capital ratio 18.01% 9.0% 16.52% 14.82%
surplus of total capital 738172 148% 642,995 534120

As at 31 December 2017, Hypo Vorarlberg's share capital and partici-
pation capital amounted to TEUR 165,435 (2016: TEUR 165,435).

Hypo Vorarlberg is ensuring a sound and sustainable capital structure
through ongoing optimisation measures. An additional Tier 1 bond with
a volume of TEUR 10,000 was issued back in 2016 and the Bank also issued
a subordinated bond in 2017. Overall, the core capital (T1) increased by
8.7% to TEUR 1,093,275 as of 31 December 2017 (2016: TEUR 1,005,715).
However, the supplementary capital (T2) decreased, partly due to repay-
ments, and was reported at TEUR 235,083 as of 31 December 2017 (2016:
TEUR 240,814).

Hypo Vorarlberg already meets the Basel Il capital requirements, which
are being introduced in stages up to 2019. As of 31 December 2017, the
attributable own funds according to CRR totalled TEUR 1,328,358 (2016:
TEUR 1,246,529) and are well in excess of the minimum required by law.
The total risk exposure (risk-weighted assets) was reduced, including via
conclusion of a synthetic SME securitisation (quarantee agreement with
the European Investment Fund), and fell from TEUR 7,544,173 in the pre-
vious year to TEUR 7,377,316, substantially reducing the burden on the
Bank's own funds. Due to this development, Hypo Vorarlberg improved
its solvency ratio to 18.01% as of the end of 2017 (31 December 2016:
16.52%), while the core capital ratio (T1) was also raised to 14.82% as of
the end of 2017 (31 December 2016: 13.33%). The Common Equity Tier
1 capital ratio (CETT) climbed from 13.21% to 14.69%.

Hypo Vorarlberg also intends to increase its capitalisation further in the
future in line with the Managing Board's plans for sustainable growth
and the expectation of new regulatory requirements.



DISCLOSURE UNDER SECTION 243A OF THE AUSTRIAN

CORPORATE CODE (UGB)

Share capital, share denominations and participation capital

The subscribed capital of Hypo Vorarlberg consists of share capital of
TEUR 156,453 (2015: TEUR 156,453) which, like the participation capital, is
fully paid in. As at 31 December 2017, 305,605 shares and 1,000,000 partici-
pation certificates with a nominal value of EUR 9.00 were issued.

Shareholder structure
The equity interests of the shareholders break down as follows:

Shareholders Interest Voting
rights

Vorarlberger Landesbank-Holding 76.0308% 76.0308%

Austria Beteiligungsgesellschaft mbH 23.9692% 23.9692%

- Landesbank Baden-Wirttemberg 15.9795%

- Landeskreditbank Baden-Wirttemberg 79897%

Forderbank

Share capital 100.0000% 100.0000%

RATINGS OF HYPO VORARLBERG

Moody's

As a result of the HETA moratorium, Moody's downgraded Hypo Vorarl-
berg's long-term rating from “A2" negative to “Baal” negative in May
2015. In April 2016, the rating agency changed the outlook from neg-
ative to stable. The improved outlook was based on a stabilised credit
profile as the Bank had reduced its exposure to loss with respect to
HETA liabilities.

On 7 February 2018, Moody's published an update for Hypo Vorarlberg's
rating. Encouragingly, the Bank improved its long-term rating by one
notch from “Baal” (stable) to “A3"; the outlook remains stable. The sub-
ordinated debt rating was also raised from “Bal” to “Baa3" and the short-
term rating (P-2) was confirmed. The stable capitalisation was the pri-
mary positive factor in this assessment. The improved rating is also at-
tributable to the Bank's successful refinancing of its state-guaranteed
liabilities in 2017 and better diversification of its maturity profile.

Standard & Poor's

In October 2015, S&P gave the Bank a credit rating of "A-" for non-cur-
rent liabilities and "A-2" for current liabilities and assessed the outlook as
stable. This rating assisted the Bank's access to planned refinancing on
the capital market, which was particularly important during the course
of 2017. S&P attributed Hypo Vorarlberg's good performance firstly to
the stable economic situation and the sustainable, successful business
model. Secondly, a positive effect comes from the good credit rating of
the state of Vorarlberg, which subjected itself to a professional rating by
S&P for the first time in 2015 as the Bank's majority shareholder. At that
time the long-term rating of the state of Vorarlberg was "AA+" with a
stable outlook.

On 30 October 2017, S&P announced an update for Hypo Vorarlberg's
rating and raised the Bank's credit rating from "A-" to "A" with a positive
outlook. Above all, the stable shareholder structure was assessed posi-
tively, as were the clear commitment of the majority shareholder (state
of Vorarlberg) to the Bank and improved capitalisation. In 2017, S&P left
the long-term rating of the state of Vorarlberg unchanged at "AA+".

oekom research

Hypo Vorarlberg also received a very good rating in the area of sus-
tainability: renowned sustainability rating agency oekom research AG
awarded the Bank the rating of “Prime Status” in its Corporate Rating
Report of May 2017 as well as the “C" rating on its rating scale.

PANAMA PAPERS

Following the publication of the “Panama Papers” in early April 2016,
with which Hypo Vorarlberg was also linked, the Austrian Financial Mar-
ket Authority (FMA) examined the Bank's offshore business as part of a
special investigation. Furthermore, the Vorarlberg State Parliament set
up a commission of enquiry. This was curtailed due to a lack of signifi-
cant findings, however. In early 2017, the final report was concluded,
unanimously acknowledged by the Vorarlberg State Parliament and
supplemented by minority reports from the individual parties.

In recent years, Hypo Vorarlberg has been gradually reducing the num-
ber of accounts for non-operative offshore companies. The low level
of income attributable to these business relationships means that this
change will not have a material impact on the Bank's earnings strength.
Following on from the debate concerning the Panama Papers, the Man-
aging Board adjusted its strategy and business activities with offshore
clients together with the shareholders of the Bank.

On 21 March 2018, the FMA published a penal order against Hypo Vorar-
Iberg in relation to this matter, although this has yet to become final
and absolute. In the view of the Bank and its legal representative, the
allegations put forward relate exclusively to unresolved legal matters
for which there is currently no Supreme Court case law. The Managing
Board and the legal representative of the Bank remain of the opinion
that all of the Bank's transactions complied with the legal situation pre-
vailing in the years in question. The Bank will therefore lodge a com-
plaint against the penal order and, together with its legal representative,
believes that many issues can be disproved in the judgement and the
penalty at least substantially reduced.

EVENTS OF MATERIAL IMPORTANCE AFTER THE REPORTING DATE
No particularly significant developments occurred during the period be-
tween the end of the 2017 financial year and the preparation of the con-
solidated financial statements and their affirmation by the auditors that
could affect the truest possible presentation of the net assets, financial
position and results of operations of the Group.
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DEVELOPMENT
BY SEGMENT

Hypo Vorarlberg is an independent regional bank. With its grounded
business model, it has been a partner for the population and the econ-
omy in its core markets since its foundation over 120 years ago.

The Bank is represented by 17 branches in its home market of Vorarlberg
and offers corporate and private customers the best consulting services —
primarily in the financing and investment business. Further branches in
Vienna, Graz and Wels ensure that "a piece of Vorarlberg” can be found
in Austria's key economic centres. The Bank has a branch in St. Gallen
in Switzerland and also counts selected regions in Southern Germany
among its market areas. While customers in Vorarlberg are offered the
entire range of products, services and consulting as part of a universal
banking approach, in its other market areas Hypo Vorarlberg focuses
more heavily on selected niches in corporate customer business, real
estate financing and investment advisory services.

In addition to traditional banking products, customers can benefit from
further banking-related products and services in the areas of real estate,
leasing and insurance. The Hypo Immobilien & Leasing subsidiaries in
Vorarlberg and Vienna and Hypo Versicherungsmakler in Vorarlberg
offer expertise under the Hypo Vorarlberg brand. Hypo Vorarlberg Leas-
ing AG, with its registered office in Bolzano, develops leasing solutions
and has further branches in Como and Treviso.

CORPORATE CUSTOMERS

As an entrepreneurial bank, Hypo Vorarlberg primarily positions itself
within the Corporate Customers segment as a banking partner for indus-
trial companies and mid-sized businesses. This segment also supports
self-employed persons and municipal customers. With its particular
expertise in investment and project financing, developer financing, subsi-
dies, foreign services and working capital financing, Hypo Vorarlberg has
established itself in its core markets of Vorarlberg, Vienna, Styria, Upper
Austria, Southern Germany and Eastern Switzerland and is the leading
corporate bank in Vorarlberg. Its service offering is rounded off by out-
standing investment advisory services and the real estate, leasing and
insurance services provided by its subsidiaries. Excellently trained and
largely long-term employees act as advisors and dialogue partners on
an equal footing with corporate customers — to achieve great things
together.

The Corporate Customer business at Hypo Vorarlberg performed ex-
ceptionally well in the 2017 financial year. Companies’ willingness to
invest rose significantly again over the course of the last year, thus ena-
bling the Bank to increase its lending volume in all its markets. Over-
all, loans and advances to customers increased to TEUR 5,780,212 (2016:
TEUR 5,403,932). Risk costs remain low due to the excellent ratings of
corporate customers in the Bank's core markets; more valuation allow-
ances were reversed than new valuation allowances recognised again

in 2017.

In order to simplify payment transactions significantly for local compa-
nies, Hypo Vorarlberg brought an innovative new application for online
payment transactions onto the market in spring 2017, assuming a pioneer-
ing role in the Austrian market thanks to this technology. In future, “Hypo-
Office-Banking” (HOB) will enable corporate customers to manage all
their national and international accounts in one web-based system.
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Overall, the Corporate Customers segment generated earnings before
taxes of TEUR 83,924 (2016: TEUR 66,264) in 2017. Net interest income as at
31 December 2017 amounted to TEUR 93,597, up 4.0% compared to the
previous year (2016: TEUR 89,960). Net fee and commission income im-
proved slightly to TEUR 12,833 (2016: TEUR 12,265), which was mainly at-
tributable to higher commissions from loans and payment transactions.

Twice a year, Hypo Vorarlberg hosts a Breakfast for Entrepreneurs, each
time in cooperation with a corporate customer. The Bank has been offer-
ing local entrepreneurs and businesspeople a communication platform
in this way for many years now. Through the Hypo Academy, which is
held in cooperation with the University of St. Gallen, numerous entre-
preneurs and managers are given the opportunity of further education
at a high level. These functions were readily accepted by around 700
corporate customers last year.

PRIVATE CUSTOMERS

True to its positioning, Hypo Vorarlberg offers its customers “The best
consulting for those with purpose”. For this reason the Bank attaches
great importance to the best-trained advisors as competent and com-
mitted employees are the key to success. Regular customer recommen-
dations motivate the Bank to continue on the path it has taken in the
future, too.

Customers in the Private Customers segment benefit from flexible solu-
tions as well as fair and transparent conditions combined with a com-
prehensive product range focusing on residential construction financing
and investment advisory services.

Customer demand in the area of residential construction financing
remains high and loan loss provisions are also lower than ever before,
presumably due to the low interest rates. Nevertheless, statutory provi-
sions such as the Austrian Mortgage and Property Loans Act (HIKrG) that
came into force in 2016 are making lending difficult. As interest rates are
expected to rise in the medium term, Hypo Vorarlberg offers borrowers
the opportunity to secure the interest rate for a period of 10, 15 or even
20 years.

Low interest rates also continue to be a central issue in the deposits
business. The interest rate situation makes it much harder for investors
to find returns. Many customers continue to invest in real assets, prefer-
ably properties. Investments in securities are coming to the fore as an
alternative.

Regulations and persistently low and negative interest rates are putting
a heavy strain on the Private Customer business. The “penalty interest”
to be paid on deposits at the ECB is not the only factor placing a burden
on the earnings situation of Austrian banks. In 2017, the Austrian Supreme
Court (OGH) decided that Banks must disclose a negative indicator

in the consumer sector, which reduces the financing rate for custom-
ers. Hypo Vorarlberg has been taking the negative interest rate (Euri-
bor, Libor) into account in existing loans since 2015 now. In September
2017, the Bank refunded its customers overpaid interest in relation to
new agreements since 2015 in which the premium was set as a minimum
interest rate.



Preparation for and implementation of new regulations (e.g. GDPR,
MiFID Il etc.) entailed significant effort and costs in 2017 and will have a
sustained noticeable effect, particularly in the investment business. It is
not only the banks who are criticising the outcome of the new MiFID II
financial market regulation — customers are also showing their displeas-
ure at being flooded with information on products and costs. Customers
are furthermore restricted in terms of their investment options as the
choice of products is shrinking on account of the new regulations.

Advancing digitalisation and the associated change in customer behav-
jour are bringing about a change in the business relationship between
customers and banks. Physical proximity to customers is acquiring a dif-
ferent status as customers less frequently visit branches in person. Hypo
Vorarlberg's aim is therefore to use digitalisation to connect existing
branches in a way that enables customers to benefit from optimum
interaction between people and technology.

Banking customers have been able to use the new online banking sys-
tem, including the app, since autumn 2016. The range of products that
can be bought online (giro and overnight deposit account, salary ac-
count, savings and capital account) was expanded in August 2017. We
are considering an expansion to incorporate additional digital services.
Digitalisation, the continued intense competition between banks in de-
posits and financing business and low interest rates are resulting in con-
siderable pressure on conditions and margins. In 2017, Hypo Vorarlberg
generated net interest income of TEUR 29,586 in the Private Customers
segment, which represented a notable decline against the previous year
(2016: TEUR 35,485). Net fee and commission income was slightly higher
than in the previous year at TEUR 17,523 (2016: TEUR 17,227).

Overall, Hypo Vorarlberg generated earnings before taxes of TEUR 5,579
in the Private Customers segment (2016: TEUR 5,379) in 2017. In recent
years earnings development has primarily been impacted by higher ex-
penses due to the implementation of new regulatory and supervisory
requirements and by the negative interest rate situation in the deposits
business.

PRIVATE BANKING AND ASSET MANAGEMENT

Asset Management

The performance of the Asset Management business was affected by
challenging market conditions again in 2017. The “Selection” strategy
was developed in response to the technical transformation and the
extraordinary fiscal and monetary policy measures resulting from high
public debts, as well as demographic challenges.

In contrast to traditional strategies, Hypo Vorarlberg would like the re-
search-based Selection strategy to enable rapid allocation adjustments
through expansion of the investment spectrum and daily stock exchange
meetings as well as create greater returns through active management
decisions. Assessment of the individual asset classes is research-based
and strengthened through the asset managers’ many years of experi-
ence. The risk categories (defensive, balanced and offensive) are avail-
able from just TEUR 50; starting from assets of TEUR 250 they can be
aligned even more closely with individual customer requirements. Hypo
Selection aims to provide comprehensive consulting and asset structuring
and develops an investment proposal — even including assets at other
banks as well as real assets such as properties and real estate upon re-
quest. The new Selection strategy was well received by customers, with
over 300 mandates concluded in 2017.

At the end of 2017, total assets under management at Hypo Vorarlberg
amounted to TEUR 838,850 (2016: TEUR 868,810). The number of man-
dates managed was 2,842 as of 31 December 2017.

In addition, the Bank's Asset Management division took a first major
step in the direction of sustainable asset management: the Hypo Welt-
portfolio Aktien umbrella fund is the largest global equity umbrella fund
in Austria and may bear the SRI transparency seal based on its A rating
following a screening by the Center for Social and Sustainable Products
AG (CSSP) in Liechtenstein. In order to achieve this the umbrella fund
was modified and over 70 % of the subfunds replaced. The challenge
here was to find funds that have an excellent SRI value, are sufficiently
large and have low overall costs (TER) as well as a track record that is at
least as good as the benchmarks. This enabled us to achieve portfolio
carbon outperformance (PCO) in CO, emissions of around 30 % com-
pared to the MSCI World stock index. Through this active investment
approach the Hypo Weltportfolio Aktien umbrella fund, which is used
in almost all asset management (mandates), is helping to reduce global
CO, emissions.

International performance standards in Asset Management

Since 2005, Hypo Vorarlberg has been the first and still the only Austrian
bank whose asset management is aligned with the internationally-recog-
nised Global Investment Performance Standards (GIPS)®. The auditing
company PricewaterhouseCoopers Zurich conducted the most recent
review of these standards as at year-end 2016 in spring 2017.

Superior Private Banking/Wealth Management

Hypo Vorarlberg has earned an excellent reputation in Private Bank-

ing and Wealth Management in recent years and has established itself
as a quality alternative to other specialist private banks. The Managing
Board gave a clear indication of the Bank's future growth course in East-
ern Austria back in 2015 when it relocated the Singerstrasse branch into
the well-known Zacherlhaus building, one of Vienna's most prestigious
Jugendstil gems. The Bank also made appropriate investments in per-
sonnel in order to strengthen its presence and acquisition activities in
the Vienna region. These are leading to the continuous acquisition of
new customers in the top segment of high net worth private customers,
entrepreneurs and foundations. The Bank has also succeeded in gaining
a large number of freelancers as customers and expanding the scope of
the business through this clientele.

The varied product range is oriented towards customers’ needs in all
areas and offers contemporary solutions through use of flexible optimi-
sation concepts adapted to the market situation in asset management,
use of viable alternatives to the money market in the investment busi-
ness, online banking enhancements in payment transactions and not
least through tailored financing.

When it comes to these products the greatest assets are the high degree
of professional qualification and enthusiastic commitment of the Private
Banking and Wealth Management advisors who not only inspire custom-
ers' confidence but are also regularly endorsed by anonymous testers.
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In November 2017, the Elite Report (Munich) thus awarded Hypo Vorarl-
berg the highest grade of “summa cum laude” for the seventh time in a
row. Of 348 tested banks and asset managers, only 46 institutions were
worthy of an unqualified recommendation. Having achieved an excellent
result of 635 points overall, Hypo Vorarlberg is one of the top 20 institu-
tions and is positioned in third place among the Austrian banks.

The second testing authority for quality in private banking, the Fuchs-
briefe (Berlin), also tested 92 financial institutions from Germany, Swit-
zerland, Austria, Luxembourg and Liechtenstein. In this test Hypo Vorar-
Iberg attained the very good position of 14th place among all the banks
and asset managers in the German-speaking region. This is a very good
position given that the first few places are occupied by specialist private
banks. This excellent result is also reflected in the all-time best list (i.e.
average over the last five years), in which Hypo Vorarlberg has advanced
from 20th to 16th place.

Hypo Vorarlberg is thus the only Austrian bank to be placed in the top
group in both tests. These accolades are an endorsement of our chosen
path of remaining a bank that offers individual and high-quality advice
while at the same time creating innovative, contemporary products and
solutions to overcome the challenges of the capital markets and regula-
tions as well as enormous overall cost pressure.

TREASURY/FINANCIAL MARKETS

The development of the Treasury/Financial Markets division was domi-
nated by the stringent refinancing requirements that became necessary
following the expiry of the state of Vorarlberg guarantees at the end of
September 2017. Hypo Vorarlberg managed to refinance these maturities
without any problems thanks to extensive prefunding, abundant covered
pools and a good capital market situation. 2017 was also characterised
by numerous regulatory and internal projects (MiFID II, green bond, SME
securitisation), which were all concluded successfully.

The net interest spread in the Treasury/Financial Markets division came
under severe pressure due to the negative interest rates on the money
markets. By contrast, the structure contribution developed positively,
slightly exceeding the annual target. The risk costs were lower than
planned on account of positive economic and market developments.
Overall, the division reported negative earnings before taxes of
TEUR -487 (2016: TEUR -11,202).

For 2018, the capital markets are expected to remain favourable and
capital market yields are expected to rise slightly following the end of
the ECB purchase programme. Interest rate pressure will continue on the
money markets.

Active/passive management and investments (APM & Investments)

A net volume of approximately TEUR 453,600 was invested in bonds by
the APM & Investments unit in 2017. The weighted remaining term of
these new investments is 5.4 years. The average asset-swap spread of
the new investments is 0.23% and the average rating of new purchases
is "AA-".
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The capital market environment was characterised by continuing tight
credit margins and low capital market rates. In the year under review,
major decision-making criteria for new investments were once again
their LCR or ECB eligibility and eligibility for the public cover pool. In
consideration of the risk weighting investments were made in a manner
protecting equity.

Refinancing and investor support (Funding & Investor Relations)
The majority of Hypo Vorarlberg's state-guaranteed bonds and promis-
sory note loans were repaid in the year under review. Overall, over 50
own bonds with a total volume of TEUR 2,140,124 were due in 2017.
43 new issues with a total volume of TEUR 2,139,793 were carried out
for refinancing purposes.

Of particular note here are a seven-year benchmark mortgage bond
with a volume of TEUR 500,000 that was issued with a re-offer spread of
mid-swaps + 2 bps and a five-year TEUR 300,000 green bond that Hypo
Vorarlberg issued in September 2017 via the banking syndicate (ABN
Amro Bank N.V., DZ Bank AG, Erste Group Bank AG and HSBC Bank plc).
The green bond was issued with a re-offer spread of mid-swaps + 57 bps.
According to the syndicate banks' analysis, around a third of the issue
was placed with distinctly green investors. Hypo Vorarlberg was thus
able to issue the very first international public green bond placed by an
Austrian bank. The liquidity raised will be used for financing and refi-
nancing energy-efficient buildings in line with the green bond principles.

Money, foreign exchange and interest rate derivatives trading

In the first half of the 2017 financial year, Hypo Vorarlberg built up an ex-
tremely high level of readily accessible short-term liquidity that at times
amounted to over EUR 1 billion. Furthermore, a free collateral volume of
at least EUR 1 billion was available to money market trading at all times
for tender operations or repos. These costly measures were deliberately
taken in August and September in particular in view of the large liquid-
ity outflows in these months. Liquidity subsequently declined to the
desired marginally positive level again by the end of the year. Money
market trading managed Hypo Vorarlberg's readily accessible short-term
liquidity with almost 1,300 transactions with a total trading volume of
just over TEUR 15,000,000.

The areas of foreign exchange and interest rate derivatives trading with
customers performed in contrast to one another. While income from
foreign exchange trading declined by over 15.0% in spite of increased
transaction numbers, income figures in the area of interest rate deriva-
tives improved despite previously having been at a relatively modest
level. A total of over 2,800 customer transactions were concluded in in-
terest rate derivatives and foreign exchange trading in 2017 with a total
volume of over TEUR 2,100,000.

Securities trading (non-proprietary)

The annual securities trading volume at the branches (non-proprietary)
amounted to approximately TEUR 1,028,000 in the 2017 financial year.
Sales thus increased by TEUR 120,200 or 13.20% compared to the previ-
ous year. Investment in shares, certificates and warrants continues to
increase, while interest in investing in bonds remains low due to low in-
terest rates.



Fund Service

The Fund Service unit was managing a volume of TEUR 7,260,000 as

at the end of December 2017 (2016: TEUR 6,945,000). This represents
growth of TEUR 315,000 or 4.54%. This rise can largely be explained by
the transfer of three special funds and additional new investments by
existing special fund customers. In addition, three public funds and two
further special funds were launched during the last reporting period. In
the last year we were also able to acquire a further large special fund
customer whose special fund portfolio with a volume of approximately
TEUR 500,000 was transferred in January 2018.

Swap group

As at 31 December 2017, the Swap group managed a derivatives portfolio
comprising 1,033 swaps, interest rate options and currency options with
a nominal volume of around TEUR 9,361,229, which corresponded to a
slight decline compared to 2016. Market values fell owing to rising inter-
est rates combined with an excess of receiver swaps in the derivatives
portfolio. This was also reflected in the cash and securities collateral de-
posited to hedge derivatives exposure. The carrying amount of cash col-
lateral changed from TEUR -18,919 to TEUR -52,560 (collateral delivered).

The year under review was also characterised by the implementation
of new regulations. It was necessary to adjust existing reporting in line
with the European Market Infrastructure Regulation (EMIR) and new de-
rivatives reporting for MiFID Il (Markets in Financial Instruments Direc-
tive) was implemented within the time limit. System enhancements
were also designed for International Financial Reporting Standard 9
(IFRS 9) and are to be completed in 2018.

EIB/EIF financial guarantee

At the end of 2017 a guarantee agreement was concluded with the Eu-
ropean Investment Bank/European Investment Fund (EIB/EIF Group) for
a credit portfolio issued by Hypo Vorarlberg (TEUR 330,901) to small and
medium-sized enterprises (SMEs) and mid caps in Austria and Germany
for capital relief purposes. With this financial support Hypo Vorarlberg
can expand its lending to private households and corporate customers
for energy-efficient building renovations or the construction of near-
zero energy buildings as well as its lending to SMEs and mid caps.

CORPORATE CENTRE

In addition to the business segments mentioned above, the Corporate
Centre item includes the refinancing of investments. The Corporate Cen-
tre contributed earnings of TEUR 6,736 in 2017 (2016: TEUR 57,178). This

substantial change is mainly attributable to the one-time effect result-
ing from the reversal of valuation allowances for HETA in the previous

year and the measurement of HUBAG in 2017.

GROUP MANAGEMENT REPORT 35



MAJOR SUBSIDIARIES

OF HYPO VORARLBERG

HYPO IMMOBILIEN & LEASING GMBH

Hypo Vorarlberg's entire Austrian and Swiss leasing and real estate busi-
ness is combined in the subgroup “Hypo Immobilien & Leasing". Hypo
Immobilien & Leasing GmbH offers customers real estate services rang-
ing from real estate brokerage through property appraisal, construction
and property management to facility management. It offers private cus-
tomers and SMEs financing solutions in the areas of vehicle, movables
and real estate leasing. Hypo Immobilien & Leasing GmbH has its head-
quarters at the Hypo Office in Dornbirn and has additional locations in
Bregenz, Bludenz, Feldkirch and Vienna.

Real estate brokerage services are offered in Bregenz, Dornbirn, Bludenz,
Feldkirch and Vienna. Leasing customers are supported by specialists in
Dornbirn and Vienna. Marketing activities in the Austrian leasing market
are carried out by consultants at the offices of Hypo Vorarlberg, while
the Swiss leasing market is managed by an in-house sales team. As at 31
December 2017, Hypo Immobilien & Leasing GmbH had a headcount of
49 employees (2016: 438).

Since the end of October 2015, the Vienna team of Hypo Immobilien &
Leasing GmbH has been based at its new location in the Zacherlhaus
building together with the Bank. Since then, cooperation with the advi-
sors at the Vienna branch has been stepped up so as to enable custom-
ers to benefit from additional advisory services. The property appraisal
area was expanded further over the previous year, particularly in the
Vienna region. As has been the case in Vorarlberg for years, the team
carries out valuations for Hypo Vorarlberg especially for financing pur-
poses. In addition, an in-house real estate broker was recruited for the
Vienna location to act as a bridge between Vienna and Vorarlberg for
all real estate matters.

Each year, the Hypo Immobilien & Leasing GmbH experts publish a
recommended price brochure providing points of reference to be used
when valuing property. In order to make it easier to access this informa-
tion, as long ago as 2015 Hypo Immobilien & Leasing GmbH became
the first real estate company in Vorarlberg to develop a mobile recom-
mended price app which users can download free-of-charge onto their
iPhone, iPad or Android smartphone.

For 2016, Hypo Immobilien & Leasing GmbH reported earnings before
taxes of TEUR 1,059 (2016: TEUR 656). The consolidated earnings before
taxes of the companies mainly included in the consolidated financial
statements and belonging to the real estate and leasing subgroup came
to TEUR 4,715 as at 31 December 2017 (2016: TEUR 7,959).

The volume of new business in the movables and vehicle leasing sector
amounted to TEUR 38,908 in the 2017 financial year (2016: TEUR 53,760);
in real estate leasing, new business amounted to TEUR 21,891 (2016:
TEUR 6,975).

HYPO VORARLBERG LEASING AG, BOLZANO

HYPO VORARLBERG IMMO ITALIA GMBH, BOLZANO

Hypo Vorarlberg Leasing AG is headquartered in Bolzano and develops
leasing solutions in the real estate and mechanical engineering sectors.
The company has offered its products and services on the Northern Ital-
ian market for over 25 years. The subsidiary also has branches in Como
and Treviso.
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New business on the Italian leasing market grew by 13% to a total of EUR
26.6 billion in 2017. As in previous years, increases were particularly nota-
ble in vehicle and movables leasing, while real estate leasing fell by 1.8%
in the same period. Construction leasing performed positively (+ 6.1%),
whereas the volume relating to already completed properties declined
by 6.9 %.

In financial year 2017, Hypo Vorarlberg Leasing generated new volume of
TEUR 68,288 which represents an increase of 9.6% (2016: TEUR 62,286).
As planned, the company focused on real estate and movables leasing
projects in the Trentino/South Tyrol region. As in previous years, particular
emphasis was placed on top-quality lessees, valuable lease assets and
appropriate advance payments and securities for new leases.

Hypo Vorarlberg Leasing Bozen AG reported net interest income of
TEUR 13,259 in the 2017 financial year, almost equalling the record level
achieved in the previous year (2016: TEUR 13,556). Overall, the company
reported earnings before taxes of almost TEUR 83 (2016: TEUR 251); the
decline is largely due to increasing the general bad debt allowance. The
main areas of focus continued to be on consistent management of ex-
isting portfolios and efficient realisation of recovered lease assets.

In 2017 the company introduced a new rating programme developed by
its parent company in Bregenz. It carried out extensive preparations for

the introduction of the new IFRS 9 rules and also began implementation
of a new IT program whose purpose is to increase automation and digi-

talisation of business processes.

For 2018, Hypo Vorarlberg Leasing AG is aiming to achieve new volume
of approximately TEUR 90,000, which is to be acquired selectively and in
compliance with strict risk criteria. Further interesting projects are also
to be carried out in movables leasing, using the tax opportunities (130%
or 250% depreciation and Sabatini grants), especially in the Trentino/
South Tyrol and Milan regions.

The volume of commercial real estate sold in Italy rose for the third time
in succession in 2017. This trend also reflects the current positive mood
on the market, although prices continue to decrease slightly or stagnate.
As in 2016, demand for rental properties was greater than demand for
properties for sale in the year under review.

Hypo Vorarlberg Immo Italia GmbH sold real estate with a volume of
over TEUR 12,000 in 2017. The number of properties let also rose sub-
stantially. This result was made possible by a series of new sales stimuli
and a high degree of flexibility in the selling process.

Itis particularly encouraging that Hypo Vorarlberg Immo Italia GmbH

is considerably more successful in selling real estate compared to other
leasing comp