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Letter from the Management Board

Dear readers

Sustainability has always played a role in Schwabisch Hall’s
business strategy and its importance is increasing. Customer
awareness for greater sustainability and climate protection is
becoming more noticeable. According to the Federal Environ-
ment Agency, environmental and climate protection is one
of the most important issues of our time for around 65% of
Germans. In addition, international framework agreements and
regulatory regimes in the field of construction and housing are
introducing new requirements for energy standards, construc-
tion methods and financing.

That’s because building and housing play a key role in revers-
ing climate change. The energy-efficient refurbishment of
the ageing building stock is a key lever in achieving this. Around
30 of the 43 million residential units in Germany are affected
by this, and experts assume that investments of up to €1.2
trillion will be needed by 2045. As Germany’s largest Bau-
sparkasse and one of the leading providers of real estate
finance in Germany, we can make a contribution to actively
promoting this necessary transformation in close coopera-
tion with the cooperative banks and support it with appropri-
ate financing offers.

At the same time, sustainability for us also means thinking
and acting with a long-term perspective. Our 2021 results
confirm our successful journey to becoming a housing financ-
ing provider with Bausparen as our core business segment:
For example, together with the cooperative banks, we have
recorded stronger growth than the market in the area of
housing financing. With new business of more than €18.3
billion, we are one of the top three providers of housing financing
in Germany. About half of this was recorded in the balance
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sheets of the cooperative banks and half in our own balance
sheet. BAUFINEX, our marketplace for independent interme-
diaries, also performed very well, already establishing itself
among the top three providers in the B2B platform market
for private housing financing in its financial year. Because we
are firmly embedded in the German Cooperative Banking
Group, we were able to maintain our market share of around
30% in the Bauspar business, with a volume of €24 billion,
and continue securing our leading position in the market. We
are very satisfied overall with our total sales of more than
€43 billion. Despite difficult conditions such as Covid-19
and a persistently low interest rate environment, we succeed-
ed in increasing our net profit year on year, recording profit

Sustainability for us means
thinking and acting with a
long-term perspective.

before taxes of €130 million in 2021. Our strict cost manage-
ment and the stabilisation of net interest income were the
primary factors contributing to this result. Loss allowances
were also lower than projected.

We also achieved this result because we took a forward-
looking, proactive approach. This demands motivated, expert
office and sales force staff, as well as strong partners in the
German Cooperative Banking Group. We would like to thank
them all and express our special appreciation for their commit-
ment in a demanding market and the changing, increasingly
hybrid world in which we live and work.

Together, we are looking forward — at the issues that will make
us fit for the future. In 2022, we will continue to consistently
drive forward the digital transformation of our internal and

external processes. By switching our core banking system to
SAP/Hana technology, we are laying the foundation for the
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further digital transformation and automation of our offer-
ings and services. We are doing this so that we can continue
reaching out to our customers in future wherever they are
and, together with our partners in the German Cooperative
Banking Group, to be at their side as a proven adviser. To this
end, we are also investing in developing new business models,
for example, through our investment in 2021 in the fintech
company Impleco, with which we are building the “Construction
and Living Ecosystem” together with banks from the German
Cooperative Banking Group. It enables cooperative banks to
also demonstrate their competence in the digital environment,
position themselves as partners for all matters relating to the
topic of “Building and Living” and develop business potential
over and above traditional financing. More than 20 cooperative
banks have already integrated this offering into their websites.

Schwabisch Hall is well positioned in challenging times. Thanks
to our stable business strategy and our committed workforce,
we are facing the future with confidence and the boldness to
make change happen.

Sincerely,

ot 7,97

Reinhard Klein
(Chief Executive Officer)

# v,

Peter Magel

Jiirgen Gies3ler

Mike Kammann
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Letter from the Management Board

Fundamental information
about the Group

The management report of Bausparkasse Schwabisch Hall
AG (section 289 of the Handelsgesetzbuch (HGB) — German
Commercial Code) and the Group management report (section
315 of the HGB) are combined in accordance with German
Accounting Standard (GAS) 20. Accordingly, in addition to the
disclosures on the Bausparkasse Schwabisch Hall Group, it
contains disclosures relating solely to the parent company
Bausparkasse Schwabisch Hall AG, with explanations on the
basis of German GAAP. Bausparkasse Schwabisch Hall AG’s
German GAAP financial statements are published together
with the combined management report in the German Federal
Gazette (Bundesanzeiger).

Group structure

Bausparkasse Schwabisch Hall AG is majority-owned by

DZ BANK AG Deutsche Zentral-Genossenschaftsbank (DZ
BANK), Frankfurt am Main. Additional interests are held by
other cooperative institutions. A profit and loss transfer

agreement has been entered into with DZ BANK.

The Bausparkasse Schwabisch Hall Group consists largely of
the parent company Bausparkasse Schwabisch Hall AG. The
disclosures in the present combined management report
related both to the Bausparkasse Schwabisch Hall Group
as a whole and to Bausparkasse Schwabisch Hall AG as a
single entity, unless expressly indicated otherwise.

The Company’s registered office is in Schwabisch Hall, and
Bausparkasse Schwabisch Hall also has offices in Schwabisch
Hall (South regional office), Frankfurt am Main (West and
Specialised banks regional offices) and Hamburg (North-
East regional office). Outside Germany, Schwabisch Hall is
represented in China, Slovakia and Hungary.
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Business model and strategic focus

BAUSPARKASSE SCHWABISCH HALL IN THE
GERMAN COOPERATIVE BANKING GROUP

The strategic focus of the Schwabisch Hall Group (SHG)
follows the DZ BANK Group’s guiding principle of operating as
a “network-oriented central banking institution and integrat-
ed financial services group”. As a subsidiary partner of the
cooperative banks, SHG’s business activities are focused on
the topic of “Building and Living”. The objective of this focus
as the socially responsible real estate financing provider for
the German Cooperative Banking Group (GFG) is to consoli-
date the GFG’s position in the long term as one of Germany’s
leading integrated financial services providers. The compa-
nies of the DZ BANK Group work together with the coopera-
tive banks and Atruvia AG, Karlsruhe and Miinster (Atruvia),
the cooperative digital transformation partner, under the
umbrella of the National Association of German Cooperative
Banks, Berlin, (BVR), to shape the future. GFG offers a broad
range of services, from retirement provision through real
estate and housing financing, down to insurance and funds.
With its approximately 800 cooperative banks, their more than
8,500 bank branches and 30 million customers, it is one of the
leading integrated financial services partners in Germany.

Bausparkasse Schwabisch Hall AG is a member of the institu-
tional protection scheme established by the BVR.

ECOLOGY AND SUSTAINABILITY

With its Green Deal, the European Commission is addressing
a large number of challenges on an unprecedented scale. This
relates to both nutrition and mobility as well as topics such
as energy, buildings and finance — and thus also directly
impacts the core business of Bausparkasse Schwabisch Hall.
“Fit for 55” is the name of the legislative package presented
by the European Commission in July 2021. The measures it
contains are intended to help reduce net greenhouse gas
emissions in the European Union (EU) by at least 55% by
2030, and for the EU to become climate-neutral by 2050. The
energy consumption of buildings will be reduced by 36% by
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2030. At the same time, the goal is to increase the share of
renewable energies used for heating and cooling by 1.1% per
year. This means that by 2030, 49% of energy use in buildings
will be attributable to renewable energies. By promoting
ecological and energy-efficient building and living, Bauspar-
kasse Schwabisch Hall has a lever for reducing carbon dioxide
emissions.

REFINANCING

With its Pfandbrief issuances, Bausparkasse Schwabisch
Hall has created a second attractive source of refinancing in
addition to Bauspar deposits. This is a significant component
of the growth strategy in the core business segment of Hous-
ing Financing. After the successful debut issuance in the
autumn of 2020, Bausparkasse Schwabisch Hall placed two
further issues on the capital market in 2021, each with a
benchmark volume of €600 million. These benchmark issues
were a further step towards reinforcing this strategically
important refinancing channel. Our Pfandbriefe attracted
significant interest among investors. The German and foreign
investors include central banks, insurance companies, banks
as well as pension and investment funds. Rating agency
Moody’s awarded Bausparkasse Schwabisch Hall’s Pfand-
briefe its top rating of AAA (“Triple A”). In 2021, British spe-
cialised portal “The Covered Bond Report” named Bauspar-
kasse Schwabisch Hall the “Best Debutant” among the new
Pfandbrief banks in 2020.

NEW FUCHS 05 BAUSPAR TARIFF

Bausparkasse Schwabisch Hall has always adapted its tariffs
to market trends. What has changed how is the speed that it
has to react to market and interest rate changes. With the
reduction in the effective interest rate charged, Bausparkasse
Schwabisch Hall focuses even more clearly on the core function
of Bausparen, i.e. low-interest financing, with the Fuchs 05
Bausparen tariff it launched on 1 July 2021. The arrangement
fee is 1.6% of the Bauspar sum. The Fuchs 05 tariff also includes
an eco variant with a very short savings period and a reduced
interest rate for implementing energy-saving measures. This
sees Bausparkasse Schwabisch Hall supporting sustainabil-
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ity and climate protection, which are becoming increasing-
ly important for the financial services industry. A bonus for
young people rounds off the new tariff offering.

The Schwabisch Hall Group

The implementation of the Schwabisch Hall Group’s strate-
gic focus described in the following relates primarily to the
activities of Bausparkasse Schwabisch Hall AG.

BAUSPARKASSE SCHWABISCH HALL

With its strategic target vision “HORIZONT 2025”, Schwabisch
Hall has defined the framework for a process of transforma-
tion: from being a “Bausparkasse with a housing financing
business segment” to becoming a leading real estate financing
provider with Bausparen and Housing Financing as its two
core business segments.

In its Housing Financing core business segment, Schwabisch
Hall is positioned as a partner of the cooperative banks. It
concentrates on traditional Bauspar loans, its own Bauspar-
backed immediate financing products, including Riester-sub-
sidised financing (Wohn-Riester home ownership pensions),
building loans and brokering real estate loans for the cooper-
ative banks. Key strategic initiatives for leveraging additional
market opportunities include expanding Pfandbrief refinancing,
improving the point of sale reliability (immediate financing
commitment) as well as the systematic end-to-end digital
transformation of the lending process.

In its Bausparen core business segment, Schwabisch Hall’s
product range is being enhanced to improve product profita-
bility.
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The customer service employees at Schwabisch Hall and the
more than 3,100 sales force experts ensure that around 6.8
million customers receive advice and customer service.

Bausparkasse Schwabisch Hall AG additionally manages the
domestic and foreign activities of its subsidiaries and invest-
ment companies.

DOMESTIC SUBSIDIARIES AND

EQUITY INVESTMENTS

Its domestic subsidiaries and equity investments provide
services for SHG and the German Cooperative Banking Group.

Its largest subsidiary is Schwabisch Hall Kreditservice GmbH
(SHK), which handles new and existing business on behalf of
Bausparkasse Schwabisch Hall AG and operates the subsidised
lending business for DZ BANK. With a portfolio of about 11
million contracts and approximately 1,400 employees, together
with its subsidiary VR Kreditservice GmbH, Hamburg, SHK is a
market leader in the field of standardised processing of Bauspar
products.

The responsibilities of Schwabisch Hall Facility Management
GmbH (SHF) include building management and operation of
the Group’s head office in Schwabisch Hall. It also serves
other external customers in the Schwabisch Hall region as
well as GFG customers. Schwabisch Hall Training GmbH (SHT)
offers training and personnel development activities for the
Schwabisch Hall Group and other GFG institutions. New acqui-
sition Impleco GmbH is a joint venture whose venturers are
PSD Banken Rhein Ruhr, Berlin-Brandenburg and Westfalen-
Lippe, in addition to Schwabisch Hall. Impleco’s goal is to
develop a fintech that aims to serve as the nucleus for a
cooperative ecosystem offering for construction and housing.
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Bausparkasse Schwabisch Hall uses BAUFINEX GmbH (BAU-
FINEX) and Schwabisch Hall Wohnen GmbH (SHW), which
was launched in 2021, to supplement the traditional sales
channels of banks and the sales force with two additional
sales channels: BAUFINEX for independent financing inter-
mediaries and SHW for digitally empowered customers. By
intelligently integrating the four sales channels, Bausparkasse
Schwabisch Hall is responding to the changing needs of its
customers. Together with its strategic partner Hypoport SE,
BAUFINEX GmbH operates an intermediary platform for
private housing financing. This gives the cooperative banks
another sales channel so that they can increase the volume
of private housing financing business. This is always done in
close coordination with the cooperative bank and the local
sales force.

SHW advises customers digitally if they wish or if no advisor
is available on site.

NON-DOMESTIC BAUSPARKASSEN

The foreign joint venture Bausparkassen in China and Slovakia
as well as the subsidiary in Hungary are Bausparkassen that

pursue Bauspar and housing financing business in their domes-
tic markets in line with the German model.

SEGMENTS OF THE SCHWABISCH HALL GROUP

The Schwabisch Hall Group consists of the following three
segments: Bausparen Domestic, Bausparen Non-domestic
and Bauspar and Loan Processing. These segments form the
basis for the Group’s segment reporting under IFRS 8. Their
development is presented separately in this management
report.
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THE FOLLOWING COMPANIES ARE INCLUDED IN THE CONSOLIDATED FINANCIAL STATEMENTS:

Bausparen Domestic

Bausparkasse Schwabisch Hall,
Schwabisch Hall (parent company)
with the core business segments:
= Bausparen

= Baufinanzierung

and the business segment:
= Cross Selling

Specialised fund:

UIN Union Investment Institutional,
Frankfurt/Main, (UIN Fund No. 817)

The Bausparen Domestic segment comprises the Bausparen
and Housing Financing core business segments as well as the
Cross-Selling business segment.

The Bausparen core business segment consists of the tradi-
tional Bauspar business in Germany.

The Housing Financing core business segment comprises
Schwabisch Hall’s building loan business (immediate financing
and Bauspar loans) as well as brokering real estate loans for
cooperative banks. As the DZ BANK Group’s centre of excel-
lence for retail property finance, Bausparkasse Schwabisch
Hall helps the local cooperative banks to safeguard and expand
their market position in the field of housing financing.

In the Cross-Selling business segment, Schwabisch Hall pro-
vides its sales force with a product range that is tailored to
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Segments of the Schwabisch Hall Group

Bausparen Non-domestic

Fundamenta-Lakaskassza Lakastakarékpénztar Zrt. (FLK),
Budapest, Hungary (as subgroup)

Joint Venture Bausparkassen

= Prva stavebna sporitel’na, a. s.,
Bratislava, Slovakia (PSS)

= Sino-German Bausparkasse Co. Ltd.,
Tianjin, China (SGB)

its target groups. The core offering in this business segment
includes the real estate-related insurance products of R+V
Versicherung — which likewise belongs to GFG — as well as
pension products offered by the cooperative banks. It is

rounded off by further products such as Union Investment’s

fund solutions for government-subsidised retirement provision.

The Bausparen Domestic segment also includes the special-
ised fund UIN Fund No. 817, established for Schwabisch Hall’s
own investments.

FLK (Bausparkasse) is a subsidiary included in the Bausparen
Non-domestic segment. The joint venture Bausparkassen
PSS and SGB are included in the consolidated financial state-
ments using the equity method. All of these companies operate
collective Bausparen in their home markets in line with the
German model.
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Bauspar and Loan Processing

Schwabisch Hall Kreditservice GmbH (SHK),
Schwabisch Hall

In the Bauspar and Loan Processing segment, SHK handles
new and existing business on behalf of Schwabisch Hall. SHK
processes the subsidised lending business for DZ BANK. To
achieve cost advantages together with regulatory reasons,
the SHK’s IT units were integrated as at 1 July 2021 with
Bausparkasse Schwabisch Hall, where IT management was
already located.

FACTORS INFLUENCING THE CORE

BUSINESS SEGMENTS

Bausparen is the core of Bausparkasse Schwabisch Hall’s
product range. It is based on an earmarked advance saving
scheme that is strictly regulated and subject to strict statuto-
ry safety standards. At the heart of this model is the closed
loop of payments made by Bauspar customers into savings
accounts and the repayments made by borrowers that provide
the funds used to offer housing financing. There is no direct



Letter from the Management Board

link between this closed system and the situation on the
capital markets. Changes in capital market interest rates
indirectly affect Schwabisch Hall’s business position and
financial performance: firstly, because the return on poten-
tial financing alternatives influences the development of new
Bauspar loan business, and secondly because the returns
achievable on the capital markets for freely invested dispos-
able funds is a major factor driving changes in net interest
income.

The relevant regulatory environment is another key factor.
This comprises not only the statutory framework for Bau-
sparen and housing financing specifically, but also systems
that promote asset formation — for example as part of private
retirement provision (Wohn-Riester), housing construction
and the refurbishment and upkeep of residential buildings.

CONTROL SYSTEM

The Schwabisch Hall Group’s control system is designed to
ensure sustained growth in the value of the Group, reflecting
risk aspects and regulatory requirements. The key perfor-
mance indicators for earnings, volume, productivity and the
sales-related key performance indicators for presented new
Bauspar business and housing financing for SHG are present-
ed in the following:
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Earnings measures under International Financial
Reporting Standards (IFRS):

The earnings measures (in particular loss allowances, profit
before taxes and net profit) are presented in the chapter
“Financial performance of the Group and the segments” as
well as in the risk report in this Group management report.

IFRS volume measures:

Equity and total assets are the key performance indicators
for volume measures. They are given in the “Group financial
position and net assets” of this Group management report.

Productivity:

The cost/income ratio is one of the most important produc-
tivity KPlIs. This KPI for SHG is described in the “Financial
performance of the Group and the segments” chapter in
this Group management report.

Presented new Bauspar business:

Presented new Bauspar business contains the Bauspar sum
of the new Bauspar business entered into in the reporting
period. This also includes the contractual increase of the
Bauspar sum from Bauspar contracts from previous years.
There is no requirement for any payments to the Bauspar
contracts to have been made.
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Housing financing;:

The housing financing business consists of the loan amounts
of the payment holiday loans entered into in the reporting
period, interest-only loans and the Fuchs building loans that
are carried in the books of the Bausparkasse. This indicator
also contains the financing schemes brokered for GFG
institutions.

A projection for SHG’s key performance indicators is provided
in the Report on expected developments.

10



Letter from the Management Board

Report on economic
position

Changes in the operating
environment

MACROECONOMIC ENVIRONMENT

The Covid-19 pandemic continued to shape global economic
development in 2021. A sustained recovery began when the
vaccination campaign was stepped up in the first quarter of
2021. In the second quarter, the measures to tackle the corona-
virus were gradually eased, providing relief for the economy.
Growth was driven by stimulus and infrastructure measures,
especially in the USA. Because of globalisation, this increase

in growth also had a positive impact on other economic regions.

Growth slowed in the third quarter. There are many reasons
for this phenomenon: in addition to problems in global supply
chains, which impacted the automotive industry, for example,
in the form of the chip shortage, the spread of the delta variant
of the coronavirus is also leading to an economic downturn.
In the fourth quarter, inflation rates continued to rise due to
ongoing supply chain issues, high raw material and transport
prices. Nevertheless, output rose strongly by 5.9% following
the previous year’s historic slump. This more than made up
for the 3.1% drop in 2020.

The economy in the European Union and the eurozone countries
recovered faster than expected from the Covid-19 pandemic.
Private consumption was the main growth driver. Already in

the third quarter, the EU economy had already returned to its

pre-pandemic economic output, thereby making the shift from
recovery to growth. In November, the European Commission
then raised its growth forecast for the eurozone for 2021 from
4.8% to 5.0%.

The German economy recovered in 2021 from the Covid-19-
driven slump of the previous year. However, growth in Germany
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remained well below expectations, at 2.7%. In its spring 2021
growth forecast, the federal government had still assumed an
increase of 3.5% for the year. The weaker growth in Germany
is due to the fact that the economic slump of minus 5% in 2020
was nowhere near as severe as in other major EU economies,
so the percentage growth is now correspondingly lower. In
addition, the manufacturing industry plays a greater role in
Germany. Supply chain problems and materials shortages
therefore had a stronger and a more adverse effect on growth
than in other countries. In light of the strong increase in
Covid-19 cases in the fourth quarter, private consumption also
weakened significantly, after still being the growth engine in
the summer.

Gross domestic product changed as follows in the markets
of relevance for SHG (SH markets):

GDP GROWTH IN SH MARKETS IN %

8.1
6.4
2.7 3.1
23
-5.0 5.7
-6.4
Germany Hungary Slovakia China
2020 2021

Hungary was one of the fastest-growing countries in the
European Union (EU) in 2021. After the Hungarian economy
was already able to reach pre-crisis levels at the end of 2019 in
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the second quarter, posting growth of 17.8%, growth slowed to
6.1% in the third quarter. The fourth wave of Covid-19 further
slowed economic growth in the fourth quarter.

The economic recovery was buoyed in particular by gross
fixed capital formation and strong consumption growth.
The weaker pace of growth in the second half of the year was
due largely to problems in manufacturing industry to secure
the supply of necessary components and raw materials. The
automotive industry was especially impacted by this. It is one
of the mainstays of the Hungarian economy and accounts for
around 25% of industrial output in Hungary. The construction
industry also suffered from logjams in the supply of building
materials and a sharp rise in prices. The Hungarian Ministry
of Finance calculated GDP growth of 6.4% for 2021.

In Slovakia as well, the economy was already on the road to
recovery at the beginning of 2021, despite the severe course
of the pandemic in the winter. GDP rose by 4.9% in the first
six months of the year, although this still saw it 2.3% below
the pre-Covid-19 level. This was initially driven by foreign
demand and, following the end of the lockdown, by growing
domestic demand as well. According to the Slovak Statistical
Office, it rose by 9.2% in the second quarter. The upswing in
the manufacturing industry (26.8%) was particularly pronounced
in the first half of the year, especially in the automotive indus-
try. The automotive sector is the most important pillar of
the Slovak economy and is responsible for 40% of industrial
exports. Unemployment reached its highest level for the year
in April, at 8.0%, and declined steadily to 6.3% by November.
The third wave of the pandemic as well as ongoing supply
chain problems in the industry, which mainly impacted the
automotive sector, slowed GDP growth in the third quarter.
At 1.3%, Slovakia had one of the weakest GDP growth rates
of the EU countries in this quarter. A renewed Covid-19-
driven lockdown at the end of November, as well as ongoing
supply chain problems and price increases, put the brakes
on household consumption in the fourth quarter. As a result,
the National Bank of Slovakia forecast 3.1% GDP growth for
2021 in December.

11
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In 2021, China continued the zero-Covid-19 policy it had
already pursued in 2020. Isolated local cases that occurred
led to rigorous lockdown measures. Cross-border travel was
severely restricted. Economic growth clearly gathered momen-
tum again. Both exports and imports expanded, with growth
rates of more than 20%. Core inflation remained low, at 1.2%.
The political focus of economic development was on qualita-
tive economic growth. Various regulatory measures were
therefore introduced relating to the tech giants and other
sectors. The overheating real estate sector was significantly
reined in with regard to the rampant debt levels. Accordingly,
developers were specified three liquidity ratios (three red
lines). Exceeding these red lines leads to debt being limited by
the regulator. The Chinese decarbonisation strategy, on the
other hand, was conceived for the long term. While the Chinese
economy still expanded by 9.8% in the first three quarters,
growth reached only 4% in the fourth quarter. In addition to
curbing the real estate market, the factors behind this were
sporadic coronavirus cases and uncertainty in the global
economic environment. The Chinese economy grew by 8.1%
in full-year 2021.

FINANCIAL MARKETS AND INTEREST RATES

Despite the economic recovery, increased inflation figures and
government debt, the yield on 10-year German Bunds stayed
negative in 2021. The reason behind this was the European
Central Bank (ECB), which pushed down yields on the bond
markets with its bond buying programme. Inflation in the
eurozone reached 4.9% in November, compared with the
official ECB inflation target of exactly 2%. With the decision
to let its Pandemic Emergency Purchase Programme (PEPP)
expire at the end of March 2022, the ECB is drawing the conclu-
sions from the economic recovery and rising inflation. It intends
to maintain the current level of the PEPP constant until the
end of 2024 by replacing maturing instruments. The older Asset
Purchase Programme (APP), which is more closely tied to a
fixed capital commitment by the eurozone countries, will be
bumped up from the current €20 billion to €40 billion per month
starting in April 2022. From October, the purchases will then
be reduced again to €20 billion and then maintained for as long
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as the ECB believes necessary to stimulate the economy. The
ECB has not indicated that it will stop the APP programme,
and it has stated that an interest rate hike in the coming year
is very unlikely. It held the deposit rate at the existing level of
-0.5%, and the key interest rate was left at 0%. This is the
level it has been at since March 2016.

Supplying banks with cheap long term refinancing is another
instrument in the ECB’s monetary policy toolbox. Since 2020,
banks have been able to call down three-year Targeted Longer-
Term Refinancing Operations (TLTROs) from the central bank
(in this case: TLTRO Ill). The interest rate for these liquidity
injections was the deposit rate (-0.5%). This is designed to
contribute to preserving favourable financing conditions during
the period of the pandemic, thereby supporting the flow of
credit to all sectors of the economy, underpinning economic
activity and safeguarding medium-term price stability.

In Hungary, the Hungarian central bank (MNB) was the first
central bank in the EU to raise interest rates by 0.3% to 0.9%
in June 2021. in response to the high inflation in Hungary. The
MNB resolved further interest rate hikes in the following months
until the inflation outlook stabilised at a level close to the
central bank’s target of 2% to 4%. On 14 December 2021, the
MNB raised its key interest rate by a further 30 basis points to
2.4%. According to preliminary estimates, inflation reached
7.4% at the end of November 2021, a level not seen in 14 years.

Whereas inflation in the 19 countries of the eurozone was -0.3%
at the end of 2020, the lowest level since the introduction of
the euro, it rose to 5.0% over the course of the year, reaching
the highest level since Eurostat began keeping records in 1997.
In 2021, the yields on the bond market, which are a benchmark
for the market rate of interest for real estate loans, remained
at a very low level in historical terms. Ten-year German Bunds
were yielding -0.31% at the end of 2021, compared with -0.57%
at the end of 2020. A persistently low interest rate has a
particularly strong impact on Bausparkassen and an extraor-
dinarily negative effect on their net interest income, a key
earnings component.
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HOUSING CONSTRUCTION ACTIVITY

Even in the second “year of Covid-19”, private housing con-
struction remained one of the mainstays of the German
economy. After the number of owner-occupied flats complet-
ed in 2020 again topped the 300,000 mark for the first time
since 2001, at 306,000, the experts at EUROCONSTRUCT, the
European market research network for the construction sector,
are expecting a slight decrease to 300,000 units in 2021. The
reason for this is the absence of special factors that played a
significant role in the good figure for the previous year. These
included a particularly mild spring with little snow and the
temporary reduction in VAT in the second half of 2020. This
reduction meant that the incentive for completion by 31 Decem-
ber 2021 was very high. During the coronavirus crisis, many
people became more aware of the importance of owning their
own home — whether it be an owner-occupied flat, a town
house or single-family house. The lockdowns led to a sharp
increase in working from home; as a result, housing markets
outside the metropolitan areas also came into focus in 2021,
as employees no longer had to commute to work every day,
saving time and money. Growing inflation and the persistently
low interest rates created an environment that savers used
to invest in residential property. In the last ten years, the
number of approved homes has always been significantly
higher than the number of completed homes. Most recently,
a good 368,000 new homes were approved in 2020 — more
than 60,000 more homes that could be finished. This means
that a construction backlog of almost 780,000 homes has built
up in recent years. There are many reasons for this phenom-
enon. The high capacity utilisation in the construction indus-
try, combined with a shortage of skilled and unskilled workers,
are key factors. Further factors in 2021 were also growing
bottlenecks in the procurement of raw materials and build-
ing materials: According to the ifo Institute, half of building
construction companies were impacted by delivery delays in
June 2021. The interaction of these factors is delaying con-
struction projects and making them more expensive. This is
making it increasingly difficult to implement affordable housing
in new buildings or to carry out needed renovation and modern-
isation measures in the housing at reasonable costs.
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The Hungarian housing market kicked off 2021 with a clear
recovery. The new housing construction subsidy made a signifi-
cant contribution to stimulating housing demand starting at
the beginning of the year. The Hungarian government cut the
rate of VAT on new housing starts from 27% to 5% until the
end of 2022. It also launched a subsidy programme for hous-
ing renovations for families was launched. Under this pro-
gramme, the government covers 50% of the housing mod-
ernisation costs of families with at least one child, up to a
maximum of HUF 3 million (approximately €8.1 thousand).
The annual growth rate of residential property prices accel-
erated to a national average of 13.3% in the second quarter
of 2021. Whereas annual price growth reached 9.1% in
Budapest, prices in the smaller cities shot up by 18.2%.
Since 2015, Hungary has experienced the second strongest
growth in property values among the 37 OECD members.
The reasons were generous subsidies for families buying
new housing, low interest rates, a shortage of construction
companies and rising costs for building materials. Towards
the end of the year, the pace of growth in the construction
industry weakened significantly. A main reason for this were
problems in the procurement of building materials, combined
with a sharp rise in prices. Following the significant increase
in housing completions in 2020 to 28,000 housing units, the
experts at EUROCONSTRUCT, the European market research
network for the construction sector, are assuming a decline
to 25,000 housing units in 2021. This is due to the collapse
in building permits in 2020 as a result of the coronavirus
pandemic.

In Slovakia, following the slump during the coronavirus crisis
in 2020, the construction industry still showed no signs of
recovery in the second quarter of 2021. The sector is also
facing other problems, including a labour shortage. The
number of completed homes in June was 4,872, representing
a 28.5% decrease compared with the 6,810 units completed
in December 2020. According to estimates by the EUROCON-
STRUCT network, 22,200 housing units were completed in
Slovakia in 2021, slightly more compared with the previous
year (21,500).
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In China, the tighter monetary policy, combined with tougher
lending conditions, led to a significant weakening of the real
estate sector. New construction starts in China, measured
by gross floor area, continued to decline in the first eleven
months of the year. Housing starts were down 9.1% year on
year in the period from January to November. House sales
by volume recorded slower growth in the first eleven months
of 2021, rising by 9.3% compared with a 12.7% increase in
the ten months up to October. New owner-occupied home
prices in China also fell for the third consecutive month in
November, recording the sharpest decline in more than six
years. The downward trend in the housing market saw the
Chinese government changing the direction of its policy in
December and again loosening restrictions somewhat on
housing loans. Housing is the most important form of invest-
ment and retirement provision for the vast majority of Chinese
people.

Loan repayment holidays in the
wake of the coronavirus pandemic

To mitigate the effects of the coronavirus pandemic, a range
of different legislative deferrals of certain due loan instalments
were resolved in Germany and Hungary in 2020 to address
cases where customers were in financial difficulties because
of the crisis.

As an alternative, Bausparkasse Schwabisch Hall offered
its customers with Covid-19-related financial difficulties a
private payment moratorium as part of an industry-wide
solution, limited until 30 September 2020. Instead of a legis-
lative three-month deferral, customers were able to take
advantage of a payment holiday of up to six months. Around
15,900 of Bausparkasse Schwabisch Hall’s customers made
use of this private payment holiday in 2020. Deferred princi-
pal repayments amounted to €0.4 million in financial year
2021 (previous year: €15.8 million), for a lending volume of
€9 million as at 31 December 2021 (previous year: €200
million).
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The payment moratoria ordered by the Hungarian government
in 2020, which saw the deferral of credit and loan contracts as
well as savings contracts, were further extended for 2021 and
ended in the first instance on 31 October 2021. The moratori-
um was extended until 30 June 2022 for families and socially
vulnerable people. As at 31 December 2021, 2,536 (previous
year: 27,939) FLK customers were still taking advantage of
this legislative payment moratorium. The amortised cost of
the loans in question as at 31 December 2021 was HUF 20.4
billion (€55.2 million) (2020: HUF 150.4 billion (€0.4 billion).
The deferred interest and principal repayments (including
savings instalments) amounted to HUF 3.2 billion (€8.7 million)
as at 31 December 2021 (2020: HUF 12.0 billion (€32.8 million).

To mitigate the indirect impact of Covid-19 moratoria on the
own funds calculation of credit institutions, the EBA issued
Guidelines (EBA/GL/2020/02) on 2 April 2020. The core guid-
ance is that moratoria (legislative and private) that meet certain
criteria will not be considered as forbearance within the mean-
ing of Article 47b of the CRR, and the debtors concerned will
not be classified per se as defaulted within the meaning of
point (d) of Article 178(3) of the CRR (paragraph 13 of EBA/
GL/2020/02). The guidelines, which expired at the end of
September 2020, were reactivated on 2 December 2020 and
their application period extended until 31 March 2021.

Course of business of the
group and the segments

GROUP

In an economic environment hit hard by the Covid-19 pandemic,
SHG continued to maintain its leading position in the Bauspar
market and substantially expanded its new business in real
property finance for retail customers. With a volume of €18.3
billion (+7.4%), including the business brokered for the GFG
institutions, Bausparkasse Schwabisch Hall wrote a new record
in housing financing. The sales volume in the new Bauspar
business of €24.0 billion (-0.8%) is in line with expectations.
In light of start-up effects in the second half of the year for
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the newly introduced Fuchs 05 tariff at Schwabisch Hall
and a challenging environment, with the fourth wave of the
coronavirus in the fourth quarter, this is still a satisfactory
result. The Bausparkassen combined in the Bausparen Non-
domestic segment were able to substantially expand their
housing financing business, with a €1.46 billion volume of
housing financing representing 24% growth. By contrast, the
new Bauspar business of €7.9 fell slightly short of the previ-
ous year’s level (€8.1 billion). In the view of the Management
Board, the sales performance achieved by SHG was satisfac-
tory overall.

BAUSPAREN DOMESTIC SEGMENT

The course of business in the Bausparen Domestic segment
is classified into the Bausparen and Housing Financing core
business segments as well as the Cross-Selling business
segment.

Bausparen core business segment

Schwabisch Hall reinforced its position as the number one
Bausparkasse in Germany. Its market share for new business
honoured reached 30.5% and was thus slightly over the 30%
mark (2020: 30.1%). As at the end of 2021, Bausparkasse
Schwabisch Hall had 6.8 million customers (2020: 7.0 million),
with a stock of 7.7 million contracts honoured (2020: 8.0
million).

At €24.0 billion, new Bausparbusiness in Germany declined by
0.8% year on year (2020: 24.2 billion). With 441,477 contracts
concluded, this corresponds to 3.1% under the 2020 com-
parative figure (455,795). The average Bauspar sum for new
contracts was €54,377 (2020: €53,087), and hence slightly
higher than the prior-year amount.
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The age structure of Bauspar customers who concluded new
contracts in the reporting period is as follows:

in %
under 20 years old 10.1
20 to under 25 years old 8.0
25 to under 30 years old 8.2
30 to under 40 years old 17.8
40 to under 50 years old 15.1
50 to under 60 years old 17.6
60 years old or more 23.2

In financial year 2021, over 22,000 Wohn-Riester (home owner-
ship pension) subsidised old-age provision contracts were
concluded with Schwabisch Hall. Schwabisch Hall has just on
643,000 Wohn-Riester (home ownership pension) contracts
in its portfolio.

The volume of Bauspar deposits increased by €1.4 billion or
2.2% in 2021 to €66.5 billion. This was a result of the high
level of savings funds received.

The Bauspar sum of the stock of contracts declined by 1.1%,
from €315.6 million in 2020 to €312.2 billion in 2021. The
average Bauspar sum for the stock of contracts increased
from €39,469 in 2020 to €40,752 in 2021, corresponding to
3.3% growth. Additions to the allocation fund increased by
€454 million to €12.1 billion.

437,742 Bauspar contracts (2020: 476,568) were allocated
in 2021. At €11.8 billion, the allocated Bauspar volume was
down 2.3% on the previous year’s level of €12.1 billion. The
volume of loans provided, net of allocation cancellations and
loan waivers was €8.3 billion (2020: €8.6 billion).

Combined management report

Consolidated financial statements Service

Housing Financing core business segment

Schwabisch Hall again generated a record new business
volume in 2021 in its Housing Financing business segment.
Brokerage of its own suspended repayment financing (inter-
est-only loans) accounted for €4.6 billion (2020: €5.0 billion)
of the total volume of €18.3 billion (2020: €17.1 billion), with
brokerage of Fuchs building loans accounting for €4.7 billion
(2020: €4.2 billion). In addition, financing schemes with a
volume of €9.0 billion (2020: €7.9 billion) were brokered for
GFG institutions. This does not include the business relating
to advance payment loans by the cooperative banks that are
backed by a Bauspar contract, which amounted to €6.2 billion
(2020: €6.5 billion). Schwabisch Hall Bausparloans and bridging
loans accounted for a further €1.9 billion (2020: €2.1 billion).
The total portfolio of building loans was €58.4 billion, approx-
imately 8.5% higher than in 2020 (€53.8 billion). €2.4 billion of
this amount related to Bauspar loans (-2.1%), €46.1 billion to
advance payment and bridging loans (+2.6%) and €9.9 billion
(+60.1%) to other building loans.

Cross-Selling business segment

With a total volume of €0.9 billion in 2021 (2020: €1.0
billion), Cross-Selling product sales recorded a decrease of
7.6% in 2021. The total volume does not include the volume
of term life insurance policies brokered in connection with
building loans, which declined by 4.1% to approximately
€0.9 billion.

As part of its sales partnership, Schwabisch Hall’s sales force
brokered almost 95,000 financing and investment products
for its cooperative partner institutions (-6.4% compared
with 2020).
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BAUSPAREN NON-DOMESTIC SEGMENT

Overview

The Group’s Bausparkassen outside Germany again cemented
their leading market positions in a difficult environment still
marked by the coronavirus pandemic. Overall, the foreign
Bausparkassen included in Schwabisch Hall’s consolidated
financial statements concluded 268,558 new contracts in
2021, compared with 257,602 in 2020. The volume of new
business declined slightly year on year to €7.9 billion (2020:
€8.1 billion). The average Bauspar sum for the new contracts
was €29,500 and hence considerably below the previous
year (€31,600). The companies’ stock of contracts in foreign
companies declined to 1.88 million contracts (2020: 2.01 million
contracts); the Bauspar sum rose by 0.8% to €42.1 billion (2020:
€40.1 billion).

Unless otherwise indicated, the percentage deviations have
been calculated on the basis of the applicable national
currency. Foreign currency amounts are translated at year-
end rates.

Hungary

The effects of the coronavirus pandemic continued to impact
the brokerage business in Hungary in 2021. Due to the pull-for-
ward effect of a tariff change at the end of financial year
2020, FLK fell short of the previous year’s new business of
€1.03 billion with a Bauspar sum of around €0.93 billion (44,500
contracts). At €20,900 (2020: €21,600), the average Bauspar
sum remained more or less stable. At €392 million, savings
funds received (payments received for Bauspar contracts)
were down appreciably on the previous year’s figure of €445
million (-10.7%). Bauspar deposits rose by 1.2% to €1.7 billion
(2020: €1.7 billion). The volume of Bausparloans granted was
almost stable, at €147 million (previous year: €150 million).
Overall, FLK’s portfolio of housing financing loans amounted
to €1.4 billion and was thus, expressed in the national cur-
rency, 6.6% higher than the previous year’s volume of €1.3
billion.
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Slovakia

PSS’s new business in Slovakia was also hit hard by the
restricted sales opportunities due to the Covid-19 pandemic.
Additionally, restrictions in the government house-building
premium caused customer uncertainty. Nevertheless, PSS
maintained its strong position in the Slovak housing financ-
ing market, with 43,857 Bauspar contracts concluded (2020:
50,519) and an overall Bauspar sum of €1.2 billion (2020: €1.2
billion). The average Bauspar sum rose from €24,700 to
€27,700 in 2021. Savings funds received amounted to €489
million, compared with €500 million in the previous year
(-2.2%) in the previous year. The volume of Bauspar deposits
declined slightly to €2.6 billion (-2.1%). Bauspar loans reached
a total volume of €146 million, a 6.4% decline on the previous
year’s figure of €156 million. At the end of last year, PSS contin-
ued to hold total housing finance loans of €2.3 billion.

China

All year long, the media reported comparatively low numbers
of new infections in connection with the Covid-19 pandemic
in China Nevertheless, the government pursued a strict zero
coronavirus policy, which in some cases led to considerable
restrictions on public life and to adverse effects on the econo-
my. SGB was also affected by this, especially in the last quarter.
The government anti-Covid-19 measures in Chongqging and
Dalian severely hindered sales. New business, which until then
had been heading towards a new record, suffered a significant
decline. With new business of €5.8 billion, SGB almost reached
the previous year’s record level (€5.9 billion) in 2021. In terms
of the number of Bauspar contracts concluded, it reached a
new record of approximately 180,000 (2020: 160,000). This is
attributable in particular to the successful launch of new Bauspar
products. Bauspar deposits rose from €2.4 billion in 2020 to
€3.5 billion. Savings funds received rose to €7.6 billion (2020:
€6.2 billion). At €504 million, Bauspar loans were up on the
previous year (€401 million). The Bauspar specific volume of
housing financing exceeded €2.0 billion, compared with €1.3
billion in the previous year, for an increase of 33.6%, expressed
in the national currency.
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BAUSPAR AND LOAN PROCESSING SEGMENT

In its credit processing activities for Bausparkasse Schwabisch
Hall, SHK processed a record new volume of €9.3 billion in
financial year 2021 (2020: €9.2 billion) for SofortBauGeld,
which was also significantly higher than the projected €8.5
billion. Further capacity strains resulted from processing
loans required as cover pool assets for Pfandbrief issues.
Extensive project work was carried out as part of the moderni-
sation of the core banking system. The no more than slight
decline in the Bausparkasse’s new Bauspar business did not
ease these strains in any significant manner.

The divisions responsible for the further development of
Schwabisch Hall’s IT systems and their operation were trans-
ferred from SHK to Bausparkasse on 1 July 2021. This saw 494
employees moving to the Bausparkasse. As well as tougher
regulatory requirements, this was also driven by cost advantages.

In its subsidised lending business, SHK processed around

99,000 new loan applications on behalf of DZ BANK, beating
its projection by more than 20%. The main driver was private
housing construction, in addition to the commercial special

programmes of the development banks.

Financial performance of
the group and the segments

GROUP

Bausparkasse Schwabisch Hall’s net profit improved signifi-

cantly in 2021. However, the year on year comparison reflects

a non-recurring factor in the previous year. In 2020, the first year
of the coronavirus pandemic, there was a need for a special

allocation to the Bauspar-specific provisions for legacy tariffs at
Bausparkasse Schwabisch Hall in the amount of €115 million
because of the lower interest rates. In light of the persistently

low interest rate environment and the huge implications of the
coronavirus pandemic, with effects not only on business activi-

ties but also on the financial markets, the Management Board

believes that the result achieved can be viewed as satisfactory.
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FINANCIAL PERFORMANCE OF THE SCHWABISCH HALL GROUP

Change
in € million 2021 2020 absolute in %
Net interest income 581 531 50 9.4
Interest income 1,401 1,497 -96 -6.4
Interest expenses -829 -971 142 14.6
Income from investments in joint ventures using the equity method 9 5 4 80.0
Loss allowances -14 -29 15 51.7
Net fee and commission income 12 -9 21 > 100
Fee and commission income 120 103 17 16.5
Fee and commission expenses -108 -112 4 3.6
Gains and losses on investments 22 56 -34 -60.7
Other gains or losses on valuation of financial instruments 0 5 =5 -100.0
Gains or losses on derecognition of financial assets measured at amortised cost 2 15 =13 -86.7
Administrative expenses =Bl -526 11 2.1
of which personnel expenses 2.3 -256 24 9.4
of which other administrative expenses -214 -211 =8 -1.4
of which depreciation/amortisation -69 -59 -10 -16.9
Other net operating income 42 38 4 10.5
Profit/loss before taxes 130 81 49 60.5
Income taxes -40 -22 -18 -81.8
Net profit 20 59 31 52.5

Interest income declined substantially year on year. Interest
income relating to Bauspar loans decreased by €2 million. As
the total portfolio declined slightly, the primary factor here
was also the lower interest rates for the more recent tariffs.

Despite lower average interest rates, income from advance
payment and bridge financing loans and other building loans
rose (€21 million) in the wake of the growth in business in recent
years. Investment interest declined significantly (€-97 million)
due to the low capital market interest rates. The negative
effect of the amortisation of fee and commission expenses
and transaction costs included in effective interest on Bauspar
deposits and building loans increased significantly (€-35
million).
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Interest expenses were attributable mainly to Bauspar
deposits. Despite the increase in volumes, the introduction
of lower-interest Bauspar tariffs and portfolio measures
ensured a year on year reduction in current interest expense.
The further decrease in interest expenses resulted from
additions to Bauspar-specific provisions. These primarily
reflect the discounted future obligations of Bausparkasse
Schwabisch Hall to pay interest incentives to Bauspar custom-
ers who waive contractually guaranteed loans. Whereas a
regular allocation of €204 million was made in the reporting
period, the prior-year amount (€318 million) includes a special
allocation of €115 million.

The income from investments in joint ventures using the
equity method contains the earnings contribution by PSS
amounting to €6 million (2020: €3 million) and the earnings
contribution by SGB amounting to €3 million (2020: €2 million).

Of the net measurement gains from lending business of €-14
million, €-10 million is attributable to Bausparkasse Schwabisch
Hall and €-4 million to FLK. The expense at Bausparkasse
Schwabisch is attributable to the recalibration of the rating
systems. Although there was an increase in Stages | and I
loss allowances under IFRS 9, declining lending volumes led to
a decrease in Stage lll. At FLK, the expense is the result of the
adjustment macroeconomic parameters and the expiration
of the legislative credit moratorium.
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Net fee and commission income rose by €21 million year on
year to €12 million and is thus positive again. Bausparkasse
Schwabisch Hall includes arrangement fees and acquisition
commissions in its effective interest rate calculation where
they are directly associated with the acquisition of Bauspar
deposits. This reduced fee and commission expense by €22
million in 2021 (2020: €79 million). The decrease results from
the inclusion of the new Fuchs 05 tariff in the effective interest
paid on Bauspar deposits. The increased arrangement fees
(1.6%) from the new Fuchs 05 tariff compared with the legacy
tariffs will be amortised in net interest income over the term
of the Bauspar contract as a component of effective interest
on Bauspar deposits. Fee and commission expenses were
further reduced by the deferral of transaction costs in the
housing financing business by €179 million (2020: €173 million).
On the other hand, net interest income was negatively affect-
ed by the amortisation of deferred commissions and trans-
action costs. The improvement in net fee and commission
income is attributable mainly to other fees including commis-
sions from participation in TLTRO Il transactions at the level
of the DZ BANK Group.

Gains and losses on investments result mainly from sales of
listed bearer bonds and are attributable to UIN Union Invest-
ment Institutional Fund No. 817 (€19 million, 2020: €52 million)

and Bausparkasse Schwabisch Hall (€8 million, 2020: €4 million).
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Measurement of the joint ventures resulted in an earnings
contribution of €-5 million (SGB €4 million; PSS €-9 million).

Gains or losses on the derecognition of financial assets
measured at amortised cost include sales of bearer bonds
measured at amortised cost by FLK (€2 million).

There was a slight year on year decrease in administrative
expenses.

Personnel expenses declined significantly. Expenses for
wages and salaries were down substantially year on year.
The prior-year amount contains the €29 million cost of the
“Structural Optimisation of Costs and their Management”
program (German abbreviation: SOKS). SOKS is a multi-year
SHG project that aims to ensure greater cost transparency
and to keep costs at a sustainably lower level. In addition to
the strategic projects, the cost management programme,
which also includes personnel measures, is another building
block for making SHG future-proof. Expenses for pensions
and other post-employment benefit expenses decreased by
€4 million.

Other administrative expenses were on a level with the previ-
ous year, due in part to the first successes achieved in the
implementation of SOKS programme.
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The increase in depreciation and amortisation is the result
of measures in connection with implementing the new core
banking software in the “Next” project.

The increase in other net operating income is attributable to
BSH (€10 million). By contrast, SHK’s other gains or losses
declined (€-6 million).

The cost/income ratio, which is the ratio of administrative
expenses to total operating income, was 78.1% for the
Schwabisch Hall Group in the reporting period, compared
with 82.7% in 2020. Economic RORAC was 4.6% (2020: 3.0%).

After deducting non-controlling interests of €8 million (2020:
€6 million), net profit of €82 million (2020: €53 million) before
profit transfer is attributable to Bausparkasse Schwabisch Hall.

FINANCIAL PERFORMANCE OF THE

BAUSPAREN DOMESTIC SEGMENT

The following presentation of financial performance in the
various segments only provides explanations of specific key
performance indicators if other aspects played a key role for
changes in addition to the factors presented at Group level.
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The increase in segment profit is attributable largely to net
interest income. The increase in other administrative expens-
es and loss allowances, as well as the decline in net interest
income from investments, were offset by the discontinued

special allocations to Bauspar-specific provisions.

Personnel expenses rose by €19 million to €124 million, largely
as a result of the integration of SHK’s IT divisions with Bauspar-
kasse Schwabisch Hall.

The other factors have already been explained in the disclo-
sures on net profit.

FINANCIAL PERFORMANCE OF THE

BAUSPAREN NON-DOMESTIC SEGMENT

The Bausparen Non-domestic segment comprises the joint
venture Bausparkassen PSS and SGB as well as the FLK
subsidiary. The earnings contribution from the joint venture
Bausparkassen attributable to Schwabisch Hall is reported in
the income from investments in joint ventures using the equity
method. The aggregate profit before taxes (€60 million) of the
Bausparkassen included in the Bausparen Non-domestic
segment was up significantly year on year (2020: €38 million).
The increase in segment profit before taxes to €30 million
(2020: €20 million) is due largely to the economic recovery

FINANCIAL PERFORMANCE OF THE BAUSPAREN DOMESTIC SEGMENT

in € million 2021
Net interest income 516
Interest income and current income 1,319
Interest expenses -810
Current income from investments in subsidiaries and joint ventures, and dividend income 7
Loss allowances -10
Net fee and commission income 7
Fee and commission income 110
Fee and commission expenses -103
Gains and losses on investments 39
Other gains or losses on valuation of financial instruments 0
Gains or losses on derecognition of financial assets measured at amortised cost 0
Administrative expenses -479
of which personnel expenses -124
of which other administrative expenses -295
of which depreciation/amortisation -60
Other net operating income 30
Segment profit before taxes 103
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following the Covid-19-driven slump in 2020 (FLK, PSS), where-
as SGB was able to largely continue its growth trajectory,
apart from adverse effects due to government decisions to
close off regions at the end of 2021.

FLK was able to continue its good results from the pre-coro-
navirus years in 2021. The MNB responded to the increased
inflation with repeated interest rate hikes, which improved
net interest income. In Hungary, the government introduced
an opt-out moratorium suspending loan repayment instal-
ments in response to the Covid-19 pandemic; this was extend-
ed in the course of the year until 30 June 2022. However, this

Change
2020 absolute in %
474 42 8.9
1,422 -103 -7.2
-952 142 14.9
4 3 75.0
-23 13 56.5
-14 21 > 100
94 16 17.0
-108 5 4.6
56 -17 -30.4
5 -5 -100.0
13 -13 -100.0
-472 -7 -15
-105 -19 -18.1
-316 21 6.6
-51 -9 -17.6
20 10 50.0
59 A 74.6
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extension was only possible on application by families or
socially vulnerable population groups (opt-in). The loan portfo-
lio covered by the moratorium developed positively, reaching
only 4% of the total loan portfolio at the end of the financial
year. The resulting significant decline in the portfolio of loans
in forbearance reduced risk provisioning. Securities were sold to
reduce interest rate risk in the banking book, resulting in a book
profit of €2 million. The devaluation of the Hungarian currency
had a slightly negative effect. At €21 million, FLK’s profit
was around €1 million higher than projected. Other compre-
hensive income includes currency translation gains and
losses.

In Slovakia, PSS benefited from the general economic recov-
ery following the slump caused by the Covid-19 pandemic in
2020. PSS was able to increase its net interest income despite
the persistently low interest rates in the eurozone. The decline
in interest income was more than offset by portfolio measures.
The stable new lending business led to net fee and commis-
sion income on a level with the previous year. A significant
increase in the portfolio of loans in forbearance because of
Covid-19 resulted in a strong increase in loss allowances in
2020. The declining portfolio of loans in forbearance reduced
loss allowances in the reporting period. The discontinuation
of the banking levy effective 1 January 2021 reduced admin-

FINANCIAL PERFORMANCE OF THE BAUSPAREN NON-DOMESTIC SEGMENT

2021 in € million
Net interest income
Interest income

Interest expenses

Income from investments in joint
ventures using the equity method

Loss allowances

Net fee and commission income
Fee and commission income
Fee and commission expenses

Gains or losses on derecognition of financial assets
measured at amortised cost

Administrative expenses
of which depreciation/amortisation
Other net operating income
Profit before taxes/segment profit before taxes
Income taxes
Profit or loss after tax from continuing operations
Other comprehensive income or loss
Total comprehensive income
Shareholding
Share of profit or loss for the year
Dividend received
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FLK PSS SGB
60 64 69
80 92 136
-20 -28 -67
-4 -11 =

5 11 -8
10 12 8
-5 -1 -16

2 -3 -
-39 -40 -43
-8 -6 -2
-3 1 -1
21 22 17
-6 -5 -4
15 17 13
-2 1 42
13 18 55

51.25% 32.50% 24.90%

8 6 3

- - 7
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istrative expenses by approximately €5.5 million. PSS there-
fore improved its profit before taxes to €22 million, around €2
million above the projection. Other comprehensive income
mainly includes gains and losses from changes in pension
obligations recognised in other comprehensive income.

In China, SGB was able to significantly exceed its projected
profit and reported year on year profit growth, despite regional
disruptions due to the strict government zero-Covid-19 policy.
The main reasons for this were improved net fee and commis-
sion income and lower risk allowances. Profit before taxes was
€17 million. Other comprehensive income includes currency
translation gains and losses.

Reconciliation Nondomestic

Total equity-method JVs segment
193 -133 60
308 -228 80
-115 95 -20

- 9 9
-15 11 -4
8 -3 5
30 -20 10
-22 17 -5
-1 3 2
-122 83 -39
-16 8 -8
-3 - -3
60 -30 30
-15 9 -6
45 -21 24
41 -43 -2
86 -64 22
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2020 in € million
Net interest income
Interest income

Interest expenses

Income from investments in joint
ventures using the equity method

Loss allowances

Net fee and commission income
Fee and commission income
Fee and commission expenses

Gains and losses on investments

Gains or losses on derecognition of financial assets
measured at amor-tised cost

Administrative expenses
of which depreciation/amortisation
Other net operating income
Profit before taxes/segment profit before taxes
Income taxes
Profit or loss after tax from continuing operations
Other comprehensive income or loss
Total comprehensive income
Shareholding
Share of profit or loss for the year
Dividend received
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FLK
55
75

=70)

51.25%
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PSS

32.50%
3
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SGB
63
107
-4

24.90%
2

Consolidated financial statements Service

Total
180
277
-97

-32
7
26
Al

-2

-107
-16

38
-10

28
24

Reconciliation
equity-method JVs

125
-202
77

5

26
-3
=l
15

0

Nondomestic
segment

55
75
-20
5
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FINANCIAL PERFORMANCE OF THE BAUSPAR
AND LOAN PROCESSING SEGMENT

SHK’s segment profit rose significantly in the reporting
period.

Net interest income is generated by investing cash funds.

Personnel expenses decreased noticeably year on year. The
main reasons were the transfer of the employees of the IT
divisions to Bausparkasse Schwabisch Hall as at 1 July 2021
as well as prior-period effects, the costs for the SOKS project

included in 2020 (€23 million). By contrast, the CTA recorded
a negative development, resulting in an expense of €2 million
(2020: income of €14 million).

The decline in other net operating income is due to the
transfer of the employees of the IT divisions to Bausparkasse
Schwabisch Hall and the resulting reduction in revenue
received from BSH.

All effects together resulted in a sharp increase in segment
profit before taxes.

FINANCIAL PERFORMANCE OF THE BAUSPAR AND LOAN PROCESSING SEGMENT

in € million
Net interest income
Interest income
Interest expenses
Loss allowances
Net fee and commission income
Fee and commission income
Fee and commission expenses
Gains and losses on investments
Other gains or losses on valuation of financial instruments

Gains or losses on derecognition of financial
assets measured at amortised cost

Administrative expenses
of which personnel expenses
of which other administrative expenses
of which depreciation/amortisation
Other net operating income

Segment profit before taxes
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Change
2021 2020 absolute in %
2 2 - -
2 2 - -
-97 -141 44 31.2
-93 -137. 44 32.1
-4 -4 - =
116 145 -29 -20.0
21 6 15 >100

Combined management report  Consolidated financial statements

Service
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Group financial position and net assets

CHANGES IN THE SCHWABISCH HALL

GROUP’S BALANCE SHEET

The Schwabisch Hall Group’s total assets rose by €3.7
billion (4.5%) as at 31 December 2021 to €85.4 billion. On the
asset side, the growth in total assets is mainly attributable to
increased loans and advances to customers, while on the
equity and liabilities side it reflects higher deposits from
banks and customers. Both of these trends are attributable
to the increased volume of business.

Loans and advances to banks mainly comprise investments of
cash funds from the Bauspar business in the form of registered
bonds and borrower’s note loans.

The Group’s volume of non-collective housing financing in
loans and advances to customers increased by 8.9% to €57.9
billion (2020: €53.1 billion).

Bausparkasse Schwabisch Hall’s loan-deposit ratio |, i.e. the
ratio of Bausparloans to Bauspar deposits, was 3.5% at the
end of 2021 (2020: 3.7%). Its loan-deposit ratio Il —i.e. the
ratio of Bausparloans plus suspended repayment and bridging
loans to Bauspar deposits — decreased from 73.2% to 72.9%
at the end of 2021.

As in the previous years, investments almost exclusively
comprise bonds and other fixed income securities.

NET ASSETS

in € million 31.12.2021
Assets

Loans and advances to banks 8,043
Loans and advances to customers 62,979
Positive fair values of hedging instruments 2
Investments 13,006
Other assets 1,341
Total assets 85,371
Equity and liabilities

Deposits from banks 9,452
Deposits from customers 66,733
Fair value changes of hedged items in portfolio hedges of interest rate risk -10
Issued bonds 1,506
Negative fair values of hedging instruments 5
Provisions 1,683
Other liabilities 284
Equity 5,718
Total assets 85,371
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Due to statutory requirements, FLK’s cash funds of €279.5
million (2020: €386.0 million) are mainly invested in Hungarian
government bonds.

The derivative financial instruments entered into with DZ BANK
(interest rate swaps) with a notional amount of €750 million
(2020: €730 million) serve exclusively to manage Bausparkasse
Schwabisch Hall’s general interest rate risk. Portfolio fair value
hedge accounting (PFVHA) under IAS 39 (EU carve-out) was
implemented to account for these hedges. In PFVHA, Bauspar
deposits (measured at amortised cost) are hedged against
interest rate risk by means of dynamic asset-liability manage-
ment. The fair value of the interest rate swaps was €-2.8
million as at 31 December 2021 (2020: €30.9 million).

Change
31.12.2020 absolute in %
8,934 -891 -10.0
58,862 4,117 7.0
31 -29 -93.5
12,930 76 0.6
916 425 46.4
81,673 3,698 4.5
7,776 1,676 21.6
65,074 1,659 25
23 -33 >-100
513 993 >100
- 5 100.0
1,766 -83 -4.7
456 -172 -37.7
6,065 -347 -5.7
81,673 3,698 4.5
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Deposits from banks exclusively relate to German credit

institutions, including €7.7 billion (2020: €6.0 billion) relating
to DZ BANK. They include Bauspar deposits of €1.6 billion
(2020: €1.6 billion).

Deposits from customers primarily comprise Bauspar de-
posits of €66.2 billion (2020: €64.7 billion).

The further increase in Bauspar deposits to a record level of
€67.8 billion (2020: €66.2 million) resulted mainly from the
high volume of new business in the recent years as well as
muted demand for home savings loans.

The decrease in the Schwabisch Hall Group’s equity was due
to the decrease in the reserve for debt instruments measured

at fair value through other comprehensive income. The improved
earnings was only able to partly offset this effect. Equity also
includes the technical security reserve of €226 million (2020:
€226 million).

Regulatory ratios under the CRR

The Group’s regulatory capital calculated under the Capital
Requirements Regulation (CRR) totalled €5,053.5 million as at
31 December 2021 (2020: €4,966.5 million). Schwabisch Hall
does not have any Additional Tier 1 capital. It has Tier 2 capital
of €6.5 million (2020: €0). Its Common Equity Tier 1 capital
primarily consists of subscribed capital, capital reserves,
retained earnings and accumulated other comprehensive
income.
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The regulatory capital requirements were calculated to be
€1,319.2 million as at 31 December 2021 (2020: €1,256.5 million).
This growth is mainly attributable to the increase in the lending
business.

The Group’s total capital ratio, Tier 1 capital ratio and Common
Equity Tier 1 capital ratio declined from 31.6% as at 31 Decem-
ber 2020 to 30.6% as at the reporting date. The statutory
minimum regulatory ratios were clearly exceeded at all times
during the reporting period.

CRR REGULATORY RATIOS

in € million

Capital

Common Equity Tier 1 capital

Additional Tier 1 capital

Tier 1 capital

Tier 2 capital

Total capital

Capital requirements

Credit risk (including equity investments)
Market risk

Operational risk

Total

Capital ratios

Common Equity Tier 1 capital ratio (minimum value: 4.5%)
Tier 1 capital ratio (minimum value: 6.0%)
Total capital ratio (minimum value: 8.0%)
Leverage ratio (minimum value 3.0%)

* Provisional figures

Combined management report
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The CRR introduced the concept of a leverage ratio for credit
institutions. The leverage ratio is the ratio of a bank’s Tier 1

capital to its overall risk position. In contrast to risk-based
equity requirements underpinned by model assumptions,
individual items are not assigned an individual risk weighting
for the purposes of the leverage ratio, but rather are taken
into account on an essentially unweighted basis.

The leverage ratio was determined for the first time for the
Schwabisch Hall Group when CRR Il was applied as at 30 June
2021. The statutory minimum regulatory ratio of 3% was
complied with.

31.12.2021* 31.12.2020
5,046.9 4,996.5
0 0
5,046.9 4,996.5
6.5 0
5,053.5 4,996.5
1,225.7 1,153.5
0 0
93.5 103.0
1,319.2 1,256.5
30.6% 31.6%
30.6% 31.6%
30.6% 31.6%
6.9% =
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Target/actual comparison of
the previous year’s forecast

Overall, changes in the key business and earnings indicators
were in line with the expectations described in the Report on
expected developments in the 2020 Annual Report, despite
the coronavirus pandemic.

Expected developments (FR* 2020)
Business development

Bausparen Domestic segment: slight increase in new Bauspar business

Bausparen Domestic segment: slight decrease in housing financing business

Bausparen Non-domestic segment: new business figures in the Housing
Financing and Bausparen core business segments will be slightly above the
prior-year level overall

Bauspar and Loan Processing segment: significant decrease in revenues

Financial performance

Group: significant decline in net interest income (adjusted for non-recurring
effect in 2020 of recognition of mathematical Bauspar provisions (€15 million))
and sideways movement in administrative expenses will lead to a slight decrease
in profit before taxes, earnings possibly additionally impacted by ECB interest
rate adjustment

Group: significant increase in loss allowances compared with 2020.

Bausparen Domestic: Taking into account the non-recurring effect contained
in 2020, Schwabisch Hall is expecting interest expenses in 2021 to be on a level
with the previous year.

Bausparen Domestic: A sales performance on a level with the previous year is
expected to lead to stable net fee and commission income

Bausparen Non-domestic: Profit before taxes is expected to be up
significantly over the 2020 level

Bauspar and Loan Processing: slightly negative profit before taxes

“ Financial report
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The goals and expectations for financial year 2021 described
in the Report on expected developments in the Group’s 2020
Annual Report are compared with the actual trends and any
discrepancies are accounted for.

Actual performance

New Bauspar business €24 billion (2020: €24.2 billion)

New housing financing business €18.3 billion (2020: €17.1 billion)

New Bauspar business €7.9 billion (2020: €8.1 billion),
new housing financing business €1.5 billion (2020: €1.1 billion).

Significant decrease in revenue to €116 million.
(2020: €145 million)

Significant decline in net interest income and sideways
movement in administrative expenses. Slight improvement
in profit before taxes.

Stable loss allowances despite ongoing coronavirus pandemic.

Net interest income including the non-recurring factor and
profit before taxes down significantly year on year.

Slight improvement in net fee and commission, with new
Bauspar business down slightly year on year and a significant
improvement in new housing financing business and a
significant increase in income from fees.

Profit before taxes up considerably year on year.

Significant positive profit before taxes

Combined management report

Consolidated financial statements

Comparison

Forecast not reached. New Bauspar business
on a level with the previous year

Forecast exceeded
In line with forecast

In line with forecast

In line with forecast

Loss allowances significantly lower than forecast

Forecast not reached

Forecast exceeded, with higher new housing financing
business due to higher income from other fees

In line with forecast

Forecast exceeded

Service
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Non-financial statement

Bausparkasse Schwabisch Hall is included in the consolidat-
ed non-financial report of DZ BANK AG Deutsche Zentral-
Genossenschaftsbank, Frankfurt am Main, and is therefore
not required to issue its own non-financial statement. The
consolidated non-financial report is a component of DZ BANK’s
sustainability report and can be downloaded (in German) from
the following website: www.dzbank.de/berichte
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Report on expected
developments for 2022

Changes in macroeconomic
conditions

The global economy again fell under the spell of the corona-
virus pandemic at the end of 2021. Renewed growth in the

number of coronavirus infections curbed economic activity.

Supply logjams hampered the recovery of industrial output.

Inflationary pressures proved to be stronger and more persis-
tent than expected at mid-2021. The strong economic recov-
ery decelerated and growth prospects clouded. The way the

global economy copes with these strains will shape the course

of the global economy in 2022. The Organisation for Economic
Co-operation and Development (OECD) expects that consumer
price inflation in the OECD area will ease gradually starting

at the beginning of 2022. A condition is that supply bottle-
necks ease, production capacity increases, more people return

to the labour market and demand stabilises. The high infla-

tion rates could prompt central banks to significantly tighten
monetary policy. According to economic research institutes,
the Federal Reserve is therefore likely to start raising its key
lending rate this summer. It is expected to reach 0.75% by the
end of 2022. In the eurozone, key interest rates are expected
to remain at zero percent. For the global economy, the OECD
is predicting 4.5% GDP growth in the coming year.

For Germany, the leading economic research institutes are
forecasting growth of 4.8% for 2022 in their joint diagnosis.
The fourth wave of Covid-19 and supply problems are likely
to slow the recovery into the spring. Once these effects die
down, however, the recovery process is set to gain additional
momentum in the summer half-year, combined with catch-up
effects. This will probably be due not least to pent-up consumer
and investment demand. Private households are expected to
continue returning their consumption behaviour to normal
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and to reduce their savings rate. The willingness of business
owners to invest is likely to increase on the back of the positive
expectations for future development. In light of these devel-
opments, employment will continue to increase and the number
of unemployed will decline noticeably. However, there is unlike-
ly to be any return to pre-pandemic levels in 2022. This is due
to the number of self-employed persons, especially small-scale
self-employed persons, which dropped significantly since the
beginning of the coronavirus pandemic. There are differing
opinions among the economic research institutes about the
issue of inflation. Unlike most institutes, ifo Institute (ifo) is
expecting inflation to continue to rise by 0.2% to 3.3% in 2022.
Ifo is only expecting inflation to drop back to 1.8% in 2023. If
inflation continues to rise or persist longer than expected, there
would be a risk of cost-price-wage spirals. This could result in
monetary policy restrictions that would slow down the recovery.
Assumptions about the course of the pandemic and the subse-
quent recovery represent a considerable risk to the forecast of
economic development in Germany. There are downside risks
to the forecast exist if the assumptions about the duration and
impact of the coronavirus measures to combat the fourth wave
of Covid-19 turn out to be overly optimistic. There is a risk that
arenewed increase in infections, especially because of the
Omicron variant or new virus mutations, and the resulting
pressures could overwhelm the healthcare system. This fifth
wave or prolonged fourth wave could trigger a further stop-start
situation in the economy. Production processes could again be
disrupted by sick or absent employees. Lockdown measures in
Germany and abroad could once again restrict consumption
and investments, and supply and demand shocks could again
accumulate into macroeconomic slumps, with considerable
consequences for economic growth and Bausparkasse
Schwabisch Hall’s business performance in 2022.

For Hungary, the leading Budapest economic research institute
GKI Economic Research Co. is expecting GDP growth of 4.7%
in 2022. This means that GKI’s projection for 2022 is more
pessimistic than the 5.4% forecast by the EU and the 5.0%
forecast by the OECD. The GKI estimates that the recovery
will mainly be driven by domestic demand. Private consump-
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tion will benefit from higher real incomes as a result of the
strains in the labour market. The 20% increase in minimum
wages in January 2022, which affects around one-fifth of all
employees, will probably have strong spillover effects on other
wages. In addition, families with dependent children will receive
an income tax rebate up to the level of the average wage at
the beginning of 2022. However, the impact on total wage
costs, and indirectly on price inflation, will be moderated by
the reduction in employers’ social security contributions.

For the labour market, the GKI expects employment to increase
by an average of 0.5% in 2022, with unemployment at around
4.0%. This is expected to see gross incomes rising by around
14%, while real wages are only set to increase by 7%. The
forint/euro exchange rate has been systematically weakening
for years: whereas one euro cost an average of HUF 275.4
in 2010, it was already around HUF 358 in 2021, and further
weakening is forecast for 2022. The average annual euro
exchange rate is expected to be around HUF 360 in 2022.

In 2020 and 2021, the loan repayment moratorium stabilised

the liquidity position of Hungarian consumers and businesses.
Following several extensions, the moratorium is now set to

expire on 30 June 2022.

The Hungarian government ordered the freezing of variable
mortgage rates as at 1 January 2022. The measure aims to
protect borrowers from rising inflation and is in force until
30 June 2022. This affects approximately 475,000 mortgage
loans for housing and undefined purposes with a total volume
of HUF 2,000 billion (approximately €5.4 billion). For new loans
taken out starting in January, the end-October reference
interest rate also applies. The government expects the banks
to incur losses of HUF 30.0 billion. With its fixed-rate product
range, FLK is not affected by this.

There is still a high level of uncertainty because of the Covid-19
pandemic. In November 2021, only 60% of the population had
been fully vaccinated. New lockdown measures could cause
a significant slump in domestic demand in 2022.
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A significant increase in GDP is forecast for the Slovak econo-
my in 2022. Whereas the European Commission is forecasting
a 5.3% increase in GDP for Slovakia in its autumn forecast,
the European Central Bank even assumes a 5.8% increase in
its December projection. Growth is expected to be driven by
a strong increase in investments in conjunction with the EU
economic and structural funds. The national development plan,
which is the basis for applications for the funds, received the
green light from the European Commission in June 2021. Private
consumption is projected to increase in 2022 as the pandemic
situation eases in the first half of the year and propensity for
private households to save returns to normal. Higher energy
prices will push up inflation, although wage growth will also
increase, especially in the private sector. Unemployment is
expected to decrease by 0.4% to 6.4% in 2022. The low rate of
fully vaccinated people in Slovakia continues to be a problem.
This only reached 47.4% on 27 December 2021, according
to the European Centre for Disease Prevention and Control
(ECDC).

The Chinese economy was held back by several factors at the
end of 2021, which are only expected to be overcome gradu-
ally in 2022. While the energy crisis was already abating at

the turn of the year due to the mobilisation of additional fuel

resources, measures to contain local Covid-19 outbreaks are
expected to continue for some time and will repeatedly result

in noticeable economic dampening effects. Experts are there-

fore expecting Chinese GDP to grow between 4.3% and 5.1%
in 2022.

Changes in private housing con-
struction and building refurbishment

GERMANY

Low interest rates, a housing shortage, a lack of investment
alternatives and an expanding economy are expected to rein-
force the real estate boom in Germany in 2022. This is also
reflected in the fact that order books at the end of September
2021 were almost €13 billion, and thus almost 20% higher
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year on year. Demand is also expected to continue to pick up,
with well on 282,000 homes approved by the end of September
2021, 5.1% more than in prior-year period. Price increases for
building materials such as wood, cement and steel as well as
the continued shortage of skilled workers in the construction
industry are expected further drive the rising prices. On the
back of the pandemic and the trend towards working from
home, rural properties are increasingly in demand. Demand
for new owner-occupied flats and houses will remain high in
Germany in the coming years, as the German Economic Insti-
tute (IW) recently noted in a report. According to this report,
construction activity must be further increased in almost all
large cities to meet the demand there. The Central Association
of German Construction Companies (ZDB) and the Federation
of the German Construction Industry (HDB) consider the target
in the Social Democrat/Free Democrat/Greens coalition agree-
ment of building 400,000 new homes a year during the legisla-
tive period to be ambitious, as this corresponds to a dramatic
increase in annual construction completions of approximately
30%. The associations expecting approximately 320,000 owner-
occupied flats to be completed in 2022. According to the ZDB
and HDB, there are real reasons why the federal governments
ambitious plan could fail. Firstly: construction is suffering more
than any other industry from the shortage of skilled workers,
and it takes years to train skilled workers. Secondly: a mass of
red tape, with the Energy Saving Regulation alone being revised
four times between 2000 and 2017 before it was dropped
completely. Thirdly: higher capital adequacy requirements
for loans and a more restrictive approach taken by the KfWw.

On 15 December 2021, the European Commission presented
its new Energy Performance of Buildings Directive. All build-
ings in the EU are required to be climate neutral by 2050. By
2030, no building is supposed to be rated in the worst effi-
ciency class G. This would affect three million buildings in
Germany. With its “Sustainable Europe Investment Plan” as
part of the European Green Deal, at the beginning of 2020 the
Commission defined where the money for the huge capital
requirement, with a total of around one trillion euros for a
climate-neutral Europe, is expected to come from. Just on
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half of the total will come from the EU budget. Incentives
will be created to mobilise the necessary public and private
investments. The Commission sees the greatest need for
investment in the area of buildings. An additional €120 billion
per year would have to be invested in greater energy efficien-
cy alone. A uniform energy efficiency classification system
and a “renovation passport” for buildings should make it easier
for owners to access loans. Under the German Climate Protec-
tion Act, Germany intends being climate-neutral by 2045,
earlier than the EU. The buildings sector is one of the most
important levers for achieving the climate targets. This sector
generated 16% of total carbon emissions in 2021. The coali-
tion agreement published on 24 November 2021 includes more
stringent requirements in the German Buildings Energy Act.
There are also plans to upgrade and redeploy the existing
subsidy programmes.

FOREIGN MARKETS

Private housing construction has been a driving force behind
the economic upturn in Hungary in recent years. The Hungarian
government countered the negative impact of the coronavirus
crisis on housing construction through a package of measures.
This includes a further reduction of the rate of tax on purchas-
ing homes from 27% to 5%, limited until the end of 2022. In
addition, since 2021, young families with children can claim
the entire subsidy of HUF 10 million (approximately €27,500)
under the CSOK housing construction programme for the
construction of new multi-generation houses or attic conver-
sions of single-family houses. In addition, the credit morato-
rium was extended for certain customer groups until 30 June
2022. Additionally, the MNB launched the Green Home Program
(FGS) on 5 October 2021. The programme aims to support
buying energy-efficient homes. Under the programme, MNB
grants lenders a refinancing rate of 0%. The interest rates for
the loans were capped at 2.5% and the term at 25 years. A
condition is that the new houses do not exceed a primary
energy consumption of 90 kWh/sqm per year. The programme
was launched with available funds of HUF 200 billion. It is
difficult to predict whether these measures will be enough
to offset the negative effects of the coronavirus crisis. Sharp
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price rises, especially for building materials and construc-
tion services, could slow growth. Consulting network EURO-
CONSTRUCT is forecasting a significant decline in completions
to 22,000 homes in 2022. In particular in light of the Covid-19
crisis and its potential impact, EUROCONSTRUCT’s forecast
is therefore subject to a high level of uncertainty.

As one of the first countries in the EU, Hungary not merely
declared that it would achieve full climate neutrality by 2050,
but also committed itself by law. At the beginning of Septem-
ber 2021, the Hungarian government adopted the Sustainable
Development Strategy, which describes how climate neutral-
ity will be achieved. A cornerstone of this strategy is that the
bulk of the conversion costs will be shouldered by the source
of the emissions, meaning companies. Private households
will not be burdened. The government estimates the costs of
converting the Hungarian economy at €143 billion. To finance
this “green transition”, Hungary has already issued three green
bonds, which were significantly oversubscribed. The country
wants to continue the green government bond programme
and use the proceeds for green projects. Hungary is also
planning to spend substantial amounts of EU funds; on the
one hand, funds from the 2021-2027 EU funding period, and
on the other, from the coronavirus Recovery and Resilience
Facility (RRF). In both cases, the plans are still awaiting approval
from the Commission.

Hungary’s new national energy strategy was published in
January 2020. The country’s substantial natural gas consump-
tion will be reduced through energy savings and the use of
renewable energies. Of the renewable energies, solar energy
is expected play an important role in electricity generation.
In district heating, there are plans to cut the share of natural
gas from currently over 70% to 50% by 2030, among other
things by using geothermal energy. The goal is to increase
the share of energy-efficient, renewable solutions for heating
and cooling. The “nearly zero-energy building standard”, which
applies to new buildings since 2021, requires a minimum 25%
share of renewable energy share to be provided. Further
exponential growth of photovoltaic installations is therefore
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expected. To fund the programme, the Hungarian government
will provide subsidised loans to modernise homes and residen-
tial buildings. Eligibility for the zero-interest loan is coupled to
an own contribution of at least 10% for modernising heating
systems as well as for using renewable energies.

Demand for real estate in Slovakia is also expected to signifi-
cantly exceed supply in 2022 (source: the national association
of real estate agencies). The stated reasons are that neither an
increase in interest rates nor a deterioration of the economic
situation in Slovakia is expected in 2022. The expected further
increase in real estate prices was also due to the fact that
too little was still being built in Slovakia. There were only
2,200,000 housing units in Slovakia, meaning that Slovakia is
still about 200 homes per 1,000 inhabitants below the EU
average. In other words, about 350,000 housing units are miss-
ing compared with the EU average.

EUROCONSTRUCT is forecasting 21,600 housing comple-
tions in 2022, around 600 fewer than in 2021. In particular in
light of the Covid-19 crisis and its potential impact, however,
EUROCONSTRUCT’s forecast is subject to a high level of
uncertainty.

A key component of Slovakia’s National Recovery Plan (OP
Slovensko) is investment under the motto “A Greener Europe”™.
This includes designated EU funds of €3.9 billion and is also
intended to finance energy efficiency measures in existing
buildings. Much of this is planned for energy efficiency meas-
ures in buildings.

Volatility in China’s real estate sector as a result of regulatory
issues is likely to continue in 2022. A slowdown in the real
estate sector due to the financial predicament of one of the
largest property developers in the country (Evergrande) there-
fore does not seem out of the question. However, experts
believe it is very likely that the government will intervene to
stabilise the situation in light of the potential consequences
of the real estate market collapsing. Real estate remains one
of the most important drivers of Chinese GDP and the main
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source of revenue for most local governments. Experts there-
fore expect that debt reduction in this sector will be orderly
and controlled. Nevertheless, weak land and new property
sales in 2021 mean that construction activity is expected to
be low in 2022.

Expected development of the
business and financial position
of the Schwabisch Hall group

DEVELOPMENT OF THE GROUP

The persistently low capital market interest rates continue to
shape expectations of the Schwabisch Hall Group’s business
development in financial year 2022. However, the consecutive
waves of the coronavirus pandemic are also likely to affect new
business until the summer months. The increasing require-
ments for climate protection could have a positive effect,
making parts of the building sector an ongoing climate construc-
tion site. Following the record year in the Housing Financing
core business segment, a consolidation in 2022 is projected
here. The volume of new business is therefore likely to remain
slightly below the previous year’s level. The volume of new
business in the Bausparen core business area is expected to
remain slightly below the previous year’s level. The familiar
factors will continue to impact financial performance in 2022:
the continued extremely low interest rates; higher costs due
to the sustained increase in regulatory requirements (the EU
is increasingly using the financial system to direct climate
protection investments); significant scheduled investments
recognised as expenses in the Bausparen and especially the
Housing Financing strategic core business segments, with the
modernisation of IT platforms at Bausparkasse Schwabisch
Hall in particular. The moratorium in Hungary, which is expect-
ed to expire in the second half of 2022, will probably also have
a positive effect on FLK’s earnings.

Profit/loss before taxes is therefore expected to decline slightly
by comparison with financial year 2021.
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Net interest income is expected to decline slightly year on
year in 2022. This is attributable to the persistent low inter-
est rate environment together with legacy tariffs with high
interest rates. The expected further portfolio growth for non-
collective loans and the newly introduced low-interest Bauspar
tariffs will have a positive effect. An unexpected adjustment
to the ECB’s key interest rate and deposit interest rate or other
liquidity measures could have an additional negative impact
on net interest income in financial year 2022.

Based on the loan portfolio, loss allowances will probably only
rise slightly year on year in 2021, developing in line with the
loan portfolio, which has risen significantly in recent years,
and long-term standard risk costs. The expected moderate
trend for loss allowances also reflects the ebbing of the corona-
virus pandemic and the ensuing easing of the economic situa-
tion, together with growing employment in Germany.

Slight decreases both in housing financing business and the
new Bauspar business are leading to slightly negative net fee
and commission income, as expected.

Excluding companies consolidated for the first time, admin-
istrative expenses are expected to move sideways. While the
strategic projects and measures implemented for the ongo-

ing development of the Bausparen and especially the Hous-

ing Financing core business segments will require increased

capital spending, implementation of the SOKS cost manage-
ment programme at Bausparkasse Schwabisch Hall will lead
to a sideways movement in administrative expenses. However,

the initial inclusion of other Group companies in the consolidat-
ed financial statements means that administrative expenses
will increase noticeably.

The Schwabisch Hall Group continues to pursue a strategic
goal of limiting any increase in its cost/income ratio despite
further additional expenses, thanks to its systematic cost

management. It is expected to remain stable in financial year
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2022 versus the previous year, mainly as a result of lower net
interest income, higher net fee and commission income and
stable administrative expenses.

Economic RORAC is likely to be slightly below the prior-year
figure in financial year 2022 due to the lower earnings expec-
tations.

LIQUIDITY POSITION AND NET ASSETS

For financial year 2022, Bausparkasse Schwabisch Hall is
again assuming that savings for Bauspar contracts will remain
stable in its operational liquidity management. Funds provid-
ed by institutional investors and DZ BANK are additionally
available. A high level of new Bauspar business is assumed
for the structural refinancing of Bausparkasse Schwabisch
Hall. Additionally, further benchmark issues in the Pfandbrief
(German covered bonds) segment are expected for 2022.

From today’s perspective, Schwabisch Hall will continue
meeting the economic and regulatory capital adequacy
requirements in financial year 2022.

SUSTAINABILITY

When upgrading its sustainability management, Bauspar-
kasse Schwabisch Hall has prioritised the rising ecological
challenges as well as the growing demands of its customers.
The Bausparkasse has therefore launched projects aimed in
particular at deepening understanding for sustainability issues
at Bausparkasse Schwabisch Hall, consolidating management
processes and further anchoring sustainability in the Bau-
sparkasse’s strategy. In accordance with the expectations of
the European Central Bank (ECB) and the European Banking
Authority (EBA), Schwabisch Hall will integrate sustainability
aspects, in particular environmental and climate risks, more
strongly in risk management in 2022. As key drivers of long-
term business success, climate protection and CO, reduction
are fundamental components of Bausparkasse Schwabisch
Hall’s corporate strategy.
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Segment development

DEVELOPMENT OF BAUSPAREN DOMESTIC

In Germany, the Bausparkasse will again operate in a challeng-
ing environment in 2022 that is expected to be shaped by
low interest rates, high regulatory requirements and increasing
digital transformation, which will be amplified by the effects
of the Covid-19 pandemic. Based on this assumption, the
Bausparkasse is anticipating a sales performance slightly
lower than the previous year across both the core business
segments. After the significant increase to the new record
level, the housing financing business is likely to fall slightly
short of the 2021 volume in 2022. New Bauspar business will
probably be slightly below the 2021 figure, due in part to the
start-up effects following the introduction of the new tariff
in 2022.

For 2022, Schwabisch Hall is expecting the result to be down
slightly year on year, reflecting the persistent low interest rate
environment.

In the case of net interest income, a sideways movement is
being forecast for 2022. Apart from that, the probable further
increase in the portfolio of non-collective loans and the newly
introduced Fuchs Bauspar tariffs are expected to have a
positive effect, although they will be unable to fully cushion
the decrease attributable to the low interest rates, particularly
in the area of financial investments.

Loss allowances are likely to stabilise over the course of the
year, reflecting a significant increase in economic growth
and an improvement in the employment situation. The clear
rise in the lending volume in recent years will probably lead
to a slight rise in loss allowances in 2022.

A sales performance down slightly on the previous year is

expected to lead to slightly negative net fee and commission
income.
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Administrative expenses are likely to stay at the 2021 level.

With continued high investments to strengthen the Bausparen
and in particular Housing Financing core business segments,
the results of the SOKS cost management programme will

stability administrative expenses.

Even if all sales and cost targets are achieved, Schwabisch
Hall is therefore expecting a slight decline in profit before
taxes in the Bausparen Domestic segment in 2022, due primari-
ly to the low level of interest rates.

DEVELOPMENT OF BAUSPAREN NON-DOMESTIC
We are expecting stable development of the Bausparkassen
outside Germany. After overcoming the coronavirus pandem-
ic, and supported by the economic recovery, rising incomes
and stable interest rates, demand for financing products will
rise slightly. Thanks to attractive financing opportunities, we
expect the Bausparkassen in the Eastern European EU member
states to benefit particularly strongly from this trend. Volumes
of new business in the Housing Financing and Bausparen core
business segments will be slightly above the prior-year level.
Profit before tax is expected to be on a level with the previous
year.

FLK will continue its strategic realignment in 2022, focusing
on the core business segment of Housing Financing. The

government’s initiatives to promote energy-efficient flats
and houses also offer opportunities for this. FLK is therefore
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planning to launch a government-subsidised suspended
repayment loan as part of the government’s “Green Home
Programme”. As a result, a slight increase in the volume of
new business in both core business segments is therefore
expected for FLK. Net interest income and net fee and commis-
sion income are expected to be up slightly year on year, in
particular also because of the significant increase in interest
rates in 2021 and the absence of the remaining burdens from
the extended loan repayment moratorium as at 1 July 2022.
Administrative costs are projected to rise noticeably because
of inflation. Profit before taxes is expected to be up slightly
year on year.

In Slovakia, PSS is anticipating the volume of new Bauspar
business in 2022 to be up on the previous year. It will continue
to focus clearly on the lending business with attractive financ-
ing opportunities. PSS is expecting a significant increase in
volumes here compared with the previous year, which should
also be positively influenced by a new “annuity loan” financing
product. The company is forecasting net interest income on
a level with the previous year. This is because of the persistent-
ly low level of interest rates in the eurozone. Loss allowances
are expected to decline slightly as the pandemic peters out.
Whereas net fee and commission income will be down slightly
year on year, administrative expenses will only grow margin-
ally. Profit before taxes will therefore probably be slightly lower
than the 2021 level.
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At SGB, measures in financial year 2022 will focus on the
continued profitable and sustainable expansion of its business
model towards private housing financing. A decline in new
business cannot be ruled out for financial year 2022. This is
due to regional closures as a result of recurring new Covid-19
infections as well as the growing share of new Bauspar prod-
ucts, most of which have a lower Bauspar sum. Further increas-
es in Bauspar deposits and the Bauspar loan portfolio (espe-
cially suspended repayment loans) remain the core issues.
The result is expected to continue to grow in 2022, albeit not
to the same high extent as in 2021. As a result, profit before
taxes is expected to be up on the 2021 result.

BAUSPAR AND LOAN PROCESSING DEVELOPMENT
SHK is working continuously with Bausparkasse Schwabisch
Hall on the strategic evolution of the Schwabisch Hall Group.
IT modernisation will lay the foundations for the digital trans-
formation of the value chain. The preliminary work for the next
stages of the SAP-based core banking system, including
training employees in processing at SHK, is continuing to run in
parallel. In 2022, there will be no revenue at all in the IT divisions
because of the transfer to Bausparkasse Schwabisch Hall.
SHK’s revenue will therefore decline significantly. Largely
stable processing volumes in Processing together with the
launch of additional products in the new core banking system
will lead to a slight rise in revenues in this business segment.
The company is therefore expecting slightly positive profit
before taxes for financial year 2022.
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Disclosures on Schwabisch Hall’s German GAAP single entity annual financial statements

Financial performance

EARNINGS POSITION

Operating profit after loss allowances grew sharply year on
year. The improvement in net profit is characterised by a
significant increase in net interest income and a considerable
improvement in net fee and commission income, which more
than offset the equally noticeable increase in administrative
expenses. Non-recurring effects in the current and previous
year (net interest income: due to a special allocation to Bauspar-
specific provisions) were responsible for these changes. Exclud-
ing the negative non-recurring effect in the previous year, net
interest income would have been €38 million lower year on
year.

INCOME STATEMENT

in € million

Net interest income

Net fee and commission income
Administrative expenses

Partial operating result

Other net operating income

Loss allowances

Operating profit after loss allowances
Reversal of technical security reserve
Allocation to fund for general banking risks
Income taxes

Profit transfer

Net profit for the financial year
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Bausparkasse Schwabisch Hall’s interest income, including
current income from specialised funds and equity invest-
ments, declined by €114 million in 2021. Despite the continu-
ing low interest rates, interest income from bridging loans,
suspended repayment loans and other building loans experi-
enced a volume-driven increase in income (€13 million)
due to the significant business expansion in recent years.
This more than offset the decline in earnings from Bauspar
loans (€-2 million). Interest income from the investment of
available funds in registered bonds and bearer bonds, including
specialised funds, fell sharply (€-128 million), while income
from investment companies increased by €3 million.

2021
766
-193
-509

64

20
92

-4
-36
-12

Bausparkasse Schwabisch Hall’s interest expenses decreased
by €191 million to €674 million and are attributable predomi-
nantly to Bauspar deposits. Despite the increase in volumes,
the introduction of Bauspar tariffs with lower interest rates and
the implementation of portfolio measures ensured a year
on year reduction in current interest expense. The previous
year’s figure includes a special allocation to Bauspar-specific
provisions of €115 million. These primarily reflect the discount-
ed future obligations of Bausparkasse Schwabisch Hall to pay
interest incentives to Bauspar customers who waive contractu-
ally guaranteed loans. Additions to these provisions amount-
ed to €178 million in the reporting period (2020: €332 million)

Change

2020 absolute in %

689 77 112

-264 71 26.9

-467 -42 -9.0

-42 106 >100

_ 8 -

4 16 >100

-38 130 >100

52 -52 -100

_ _u4 _

-6 -30 >-100

-8 -4 -50.0
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(provisions as at 31 December 2021/31 December 2020: €1,347
million/€1,419 million). Interest expense on Bauspar deposits
resulted in a further tariff-related decrease of €41 million.

Negative net fee and commission income narrowed significant-
ly from €-264 million to €-193 million. The improvement in this
item is mainly due to the increase in income from arrangement
fees and other fees. Bausparkasse Schwabisch Hall introduced
a new Fuchs 05 tariff as at 1 July 2021. The increase in the
arrangement fee to 1.6% represented an adjustment to bring
Schwabisch Hall in line with the conditions of many compet-
itors. The annual fee was also increased slightly. By simulta-
neously reducing debit interest in the new tariff, Schwabisch
Hall continues to focus on the core function of Bausparen,
namely low-interest financing.

At €509 million, administrative expenses were €42 million up
on the previous year.

€155 million (2020: €102 million) of the administrative expens-
es is attributable to personnel expenses. Expenses for wages
and salaries rose by €18 million to €101 million, mainly as
a result of a personnel transfer. The employees of SHK’s IT
divisions transferred to Bausparkasse Schwabisch Hall effec-
tive 1 July 2021. A slight increase in the number of staff in the
Housing Financing business segment led to a further increase.
Expenses for pensions and other post-employment benefit
expenses €36 million to €54 million. €8 million of the increase
is attributable to the allocation to pension provisions, result-
ing in part from the transfer of personnel to BSH. €24 million
is attributable to the fair value measurement of plan assets
invested in specialised funds under a CTA, which resulted in
an expense of €3 million (2020: income of €21 million).

Other administrative expenses declined to €295 million (2020:
€316 million). €18 million of the decrease is attributable to lower
recharging of IT services (2021: €27 million; 2020: €45 million)

by SHK. Expenses for consulting services declined by €7 million,
while expenses for contributions and fees rose by €3 million.
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Depreciation, amortisation and impairment losses include

impairment losses of €11 million on non-current assets.

These are the result of measures in connection with the imple-
mentation of the new core banking software in the “Next”

project.

Loss allowances changed as follows:

Net measurement gains from lending business improved by
€10 million to €-10 million. The emerging economic recovery

following the current peak of the Covid-19 crisis in 2020 lead
to areduction in the loan default portfolio.

Net measurement gains on the securities portfolio amount-
ed to €18 million in the reporting period, compared with €24
million in the previous year. These gains are attributable to
the disposal of bearer bonds and registered bonds.

Net measurement gains of €12 million on equity investments
related to the interest in SGB.

As at 31 December 2021, €226 million (2020: €226 million) was
allocated to the technical security reserve, which therefore
amounts to 0.34% (2020: 0.35%) of Bauspar deposits. €44
million was appropriated to the fund for general banking risks
in 2021 (2020: €0 million).

The profit to be transferred to DZ BANK on the basis of a
profit and loss transfer agreement amounts to €12 million
(2020: €8 million). The cost/income ratio was 87.6% (2020:
109.9%).

Bausparkasse Schwabisch Hall’s earnings position is satis-
factory.

NET ASSETS

Bausparkasse Schwabisch Hall’s total assets as at 31 Decem-
ber 2021 increased by €4.2 billion to €82.4 billion, reaching a
new high.
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The business volume amounted to €88.6 billion (2020: €84.3
billion). This figure includes both the total assets and the other
commitments of the Bausparkasse amounting to €6.2 billion.

The Bausparkasse was able to significantly expand its lending
volume in 2021. Building loans rose by €4.6 billion to a new
record high of €58.4 billion at year-end 2021. While demand
for Bauspar loans remained muted due to the interest rate
environment, the volume of non-collective housing financing
increased significantly.

Financial investments, most of which were invested in German
issuers, decreased significantly. They include investments of
cash funds from the Bauspar business in the form of registered
bonds (€7.0 billion; 2020: €8.8 billion) and promissory note loans
(€2.6 billion; 2020: €3.2 billion). Securities are listed bearer
bonds (€8.8 billion; 2020: €8.2 billion) and shares in UIN Fund
No. 817 (€3.25 billion; 2020: €3.0 billion).

The increase in Bauspar deposits to the record high of €66.5
billion was driven primarily by the high level of new business
in recent years as well as the muted demand for Bauspar
loans due to the interest rate environment.

The Bausparkasse transferred funds to a CTA for external
funding of pension provisions. Employee pension benefits
and entitlements were offset against the plan assets, which
are administered by DZ BANK Pension Trust e. V. using fund
shares.

The derivative financial instruments entered into with DZ BANK
(interest rate swaps) in a notional amount of €750 million (2020:
€730 million, notional amount) serve exclusively to manage the
Bausparkasse’s general interest rate risk. They were included in
the measurement of the banking book at net realisable value.
The fair value of the interest rate swaps was €-2.8 million as
at 31 December 2021 (2020: €30.9 million).

Bausparkasse Schwabisch Hall’s net assets are satisfactory.
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NET ASSETS

in € million

Building loans

of which: Bauspar loans
Suspended repayment and bridging loans
Other

Financial investments
Loans and advances
Securities

Fixed assets

Other assets

Bauspar deposits

Other liabilities
of which: borrowings

Provisions

Technical security reserve

Fund for general banking risks

Equity

Total net assets

FINANCIAL POSITION

The liquidity position is satisfactory, with only insignificant
changes compared with the previous year. The Bausparkasse
has had to comply with a 100% liquidity coverage ratio (LCR)
since 2018. Under Article 412(5) of the Capital Requirements
Regulation (CRR), the national provisions relating to liquidity
therefore no longer apply. The CRR LCR was complied with at
all times in financial year 2021. As at 31 December 2021, the
LCR was 1,780.9% (2020: 441.7%).

Management of Bausparkasse Schwabisch Hall’s longer-term
liquidity incorporates any of the Bausparkasse’s liquidity-
related business positions using liquidity gap analyses and
then compares them with the existing liquidity reserves.
Liquidity risk is managed using established limits that ensure
management action can be taken at an early stage. The
liquidity reserves taken into account in the course of liquidity
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2021
58,356
2,353
46,113
9,890
23,630
11,560
12,070
388

16
66,468
10,101
9,515
1,586
226
2,197
1,812
82,390

management primarily consist of highly liquid securities as
well as the option of borrowing from the ECB, the amount of
which is determined by the value of the securities portfolio
eligible as collateral with the ECB.

In the option outlined in the “Addendum to the ECB Guide

on options and discretions available in Union law”, the ECB

allows banks to voluntarily apply IFRSs as the accounting

framework for reports to which national GAAP is to be applied.
Bausparkasse Schwabisch Hall exercises this option and has
prepared its regulatory reports on the basis of IFRSs since 30
June 2017. Bausparkasse Schwabisch Hall’s regulatory capital
calculated in compliance with the CRR amounted to a total
of €4,881.4 million as at 31 December 2021 (2020: €4,844.6
million). Schwabisch Hall does not have any Additional Tier 1
capital. It has Tier 2 capital of €6.5 million. Its Common Equity
Tier 1 capital primarily consists of subscribed capital, capital
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Change

2020 absolute in %
53,785 4,571 85
2,403 -50 -2.1
45,206 907 2.0
6,176 3,714 60.1
23,888 -258 -1.1
12,691 -1,131 -8.9
11,197 873 7.8
390 -2 -0.5
88 -72 -81.8
65,038 1,430 22
7,301 2,800 38.4
6,861 2,654 38.7
1,621 -35 -2.2
226 - -
2,153 44 2.0
1,812 - -
78,151 4,239 5.4

reserves, retained earnings and accumulated other compre-
hensive income.

The regulatory capital requirements were calculated to be
€1,208.2 million as at 31 December 2021 (2020: €1,152.3
million). This growth is mainly attributable to the increase in
the lending business.

Bausparkasse Schwabisch Hall’s total capital ratio, Tier 1

capital ratio and Common Equity Tier 1 capital ratio decreased
from 33.6% as at 31 December 2020 to 32.3% as at the report-

ing date. The statutory minimum regulatory ratios were clearly
exceeded at all times during the reporting period.

The CRR introduced the concept of a leverage ratio for credit

institutions. This is the ratio of a bank’s Tier 1 capital to its
overall risk position. In contrast to risk-based equity require-
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ments underpinned by model assumptions, individual items CRR REGULATORY RATIOS
are not assigned an individual risk weighting for the purposes

of the leverage ratio, but rather are taken into account on an . - IFRS IFRS
. . . . in € million 31.12.2021* 31.12.2020
essentially unweighted basis. The statutory minimum regu- =
latory ratio of 3% as from 30 June 2021 was complied with. Capita
Common Equity Tier 1 capital 4.,874.8 4,844.6
Starting on 1 January 2022, Bausparkasse Schwibisch Hall AG sl Vieh 1 epiel] 0 0
has to comply with an MREL requirement, measured against Tier 1 capital P R
the total risk exposure amount (TREA), of 18.36%, and a lever- Tier 2 capital 6.5 0
age ratio exposure (LRE) of 5.79%. The MREL requirement is Total capital IEL HIE
calculated as the ratio of total regulatory capital and liabili- Capital requirements
ties calculated internally that are eligible for bail-in to Bau- Credit risk (including equity investments) 1,133.5 1,065.2
sparkasse Schwabisch Hall AG’s TREA or LRE. Market risk 0 0
Operational risk 74.7 87.1
Total 1,208.2 1,152.3
Capital ratios
Common Equity Tier 1 capital ratio (minimum value: 4.5%) 32.3% 33.6%
Tier 1 capital ratio (minimum value: 6.0%) 32.3% 33.6%
Total capital ratio (minimum value: 8.0%) 32.3% 33.6%
Liquidity coverage ratio (LCR) 1,780.9% 441.7%
Leverage ratio (minimum ratio 3.0%) 7.0% 6.0%

provisional figures
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Miscellaneous

CORPORATE GOVERNANCE STATEMENT

IN ACCORDANCE WITH SECTION 289F(4)

OF THE GERMAN GAAP

In the context of the German “Act on the Equal Participation
of Women and Men in Leadership Positions in the Private
and Public Sectors”, which has been in force since May 2015,
Bausparkasse Schwabisch Hall has defined targets for the
proportion of women in leadership positions.

EQUAL PARTICIPATION OF WOMEN AND MEN
IN LEADERSHIP POSITIONS, ACTUAL AS AT
31 DECEMBER 2021

in %
Supervisory Board 30.0
Management Board 0.0
Management level 1 16.5
Management level 2 15.0

A target of 30% for the under-represented gender was defined
for the Supervisory Board, corresponding to the current compo-
sition. For the Management Board, which has four members,
the target of “zero” was increased to at least one woman in
November 2021. This target will be achieved in the course of
succession planning for the Management Board in May 2022.
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A target of 15% to be achieved by 31 December 2023 is defined
for the proportion of women at management level M1 below
the Management Board and 20.0% for management level M2.

At management level M1, this target was already achieved
in 2021, with a share of 16.5%; at management level M2, the

target was still not reached in the reporting year, with 15%.

SHARE OF WOMEN IN LEADERSHIP POSITIONS

Management level Target 31.12.2023
M1 15.0
M2 20.0

Combined management report
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Service
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Opportunity and
risk report

Fundamentals

PRELIMINARY REMARKS

The risk report meets the requirements of the German Com-
mercial Code (HGB) and German Accounting Standard No. 20
(GAS 20, Group Management Report). With the exception of
qualitative and quantitative data under IFRS 7.35—36 and the
maturity analysis pursuant to IFRS 7.39(a) and (b), information
about the nature and extent of risks arising from financial
instruments (IFRS 7.31-42) is presented in the following.

The statements on the risk position are presented on the
basis of the management approach. The risk position of the
Schwabisch Hall Group (in line with MaRisk) is thus presented
based on the data used for internal risk management and
hence also for internal reporting to the Management Board

and the other management bodies.

The internal risk perspective deviates in part from the balance
sheet reporting. There are significant differences between

internal management and external financial reporting in the
differing scopes of consolidation and measurement methods
applied.

Within the meaning of the Minimum Requirements for Risk
Management (MaRisk), the Schwabisch Hall Group (SHG in
line with MaRisk) comprises Bausparkasse Schwabisch Hall
AG, Schwabisch Hall Kreditservice GmbH and Schwabisch
Hall Facility Management GmbH. The composition of the
Schwabisch Hall Group (in line with MaRisk) is reviewed from
a risk perspective at least once a year, or as required, and
harmonised with current developments.
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Opportunities

The report on expected developments presents the expected
performance of the business segments and the financial
position for the 2022 financial year. These factors represent
key indicators for determining strategic positioning and the

resulting potential for increasing earnings and reducing costs.

Thanks to the good operating environment, the Bausparkasse
anticipates improved business opportunities over the coming

years. This is attributable to the following factors, among others:

= The Federal Government approved the “German
Climate Action Plan 2050” back in 2016. This describes
how Germany is to become largely carbon neutral by
2050. A roadmap sets out the overarching aims and
measures for the construction sector. As a housing
financing specialist, Schwéabisch Hall will be able to
benefit from the impetus this provides.

= The German Act to improve the House-Building
Premium, was increased the premium from 8.8% to
10% starting in 2021, will provide additional opportuni-
ties for Bausparkasse Schwabisch Hall. Thanks to the
new upper income limits, support for targeted home
ownership savings will become considerably more
attractive again and the incentives will benefit even
more people.

= The general conditions for property finance are
currently good, particularly due to the sustained low
level of interest rates. As a result, real estate demand
has been very high for several years. The residential
market is set to remain attractive to both private
buyers and investors in the future.

= There is growing demand for residential space. This
is partly attributable to the rising number of single
households, as well as the fact that people increasingly
want more living space per person, particularly as they
get older.

Combined management report

Consolidated financial statements Service

= Rising life expectancy and demographic change
mean that more and more older people continue to
live in their own home. As a result, financing to adapt
existing properties to the needs of older people is
becoming increasingly significant.

To leverage new business opportunities and sources of income,
and to occupy the entire service chain in the demand area of
construction and housing, the Cooperative Banking Group,
under the leadership of Schwabisch Hall and in close coopera-
tion with the cooperative banks and Atruvia, is driving forward
the development of a digital “building and housing” ecosystem.
The goal of the initiative is to offer solutions to users — tenants
who want to buy, owners or landlords — across the entire life
cycle of a property. This offering can be used to make users
aware of the offerings of the Cooperative Banking Group and,
step by step, to establish contact for them with the existing
advisory processes for the topic of “building and living”.

Bausparkasse Schwabisch Hall has opened up a new sales
channel and established a digital broker marketplace in the
shape of BAUFINEX GmbH. It foresees opportunities for the
brokerage of products via BAUFINEX and other marketplaces,
in particular.

In addition, Bausparkasse Schwabisch Hall expects business
opportunities to further increase by using Pfandbrief (German
covered bonds) for refinancing. There are plans to use this
refinancing option to a greater extend in the future.

Despite the challenges faced by the entire housing financing
sector in the 2022 financial year, in particular, the Management
Board expects the available opportunities to outweigh the
stated risks for Bausparkasse Schwabisch Hall.
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Risk management system

RISK MANAGEMENT PRINCIPLES

The Schwabisch Hall Group (in line with MaRisk) adheres to the
principle that for all activities, risks should only be accepted
to the extent necessary to achieve business policy goals and
insofar as such risks are considered manageable. This requires
the ability to effectively identify, measure and manage risks
as well as to put in place adequate capital backing and ensure
sufficient liquidity. The overriding goals of risk management
as part of overall bank management are the continued existence
of the company, ensuring appropriate interest on risk capital in
line with capital market conditions, as well as establishing an
organisational framework for risk management.

Emphasis is placed on a holistic overall risk assessment. As a
particular feature of a Bausparkasse, a “live” collective portfolio
must be simulated. To measure risk, the Bausparkasse uses

a simulation model that is able to replicate the multiple options

offered by Bausparen (contractual savings for housing) through
a large number of parameters. This process takes into account
the special legal requirements applicable to Bausparkassen
(the German Bausparkassen Act and German Bausparkassen

Regulation).

As a part of the DZ BANK Group, Bausparkasse Schwabisch
Hall is integrated into the Group management of the DZ BANK
Group and is accordingly subject to its risk policy require-
ments. The strategic and operational planning process as
well as the Group-wide risk management and control process-
es of DZ BANK ensure that, in addition to coordinating business
planning, there is consistency between the business strategy,
risk appetite statement, risk strategy and risk management of
the Schwabisch Hall Group (in line with MaRisk) and DZ BANK.

A return on capital calculated in accordance with section 26a
of the KWG (German Banking Act) is not meaningful due to the
profit and loss transfer agreement between Bausparkasse
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Schwabisch Hall AG and DZ BANK AG. Consequently, no return
on capital in accordance with section 26a(1) sentences 3 and
4 of the KWG is disclosed.

RISK STRATEGY

In accordance with MaRisk, the Schwabisch Hall Group (in
line with MaRisk) uses a systematic strategy process to
regularly review the business strategy defined by the Man-
agement Board, as well as the related risk strategy. The
process involves planning, implementing, assessing and, if
necessary, adjusting the strategies.

The risk strategy is developed on the basis of the business
strategy and takes into account the relevant strategic re-
quirements and objectives in the design of risk manage-
ment processes and when deriving general operating condi-
tions. The strategic business segments defined within the
Schwabisch Hall Group (in line with MaRisk) and the strate-
gic direction set in this context play a significant role here.

Business policy objectives are integrated via cross-business

segment risk policy requirements in the risk strategy. Imple-

mentation of these requirements is ensured by two commit-

tees set up by the Management Board: the Credit Committee
(for credit risk and operational risk — KreCo) and the Asset

Liability Committee (for market risk, liquidity risk, Bauspar
technical risk and equity investment risk — ALCO). Reputation-
al risk is addressed by both committees.

Schwabisch Hall Group (in line with MaRisk) deems “risk
appetite” to be the nature and scope of the risks it is willing
to accept to implement the business model. The risk appetite
statement contains the risk policy principles of the Schwabisch
Hall Group (in line with MaRisk). These principles are overar-
ching statements that are in harmony with the business model
and risk strategy. They are supplemented by quantitative
figures that represent the targets for the Schwabisch Hall
Group (in line with MaRisk).

Combined management report

Consolidated financial statements Service

RISK CULTURE

The risk culture of the Schwabisch Hall Group (in line with
MaRisk) is characterised by shared values and a spirit of
trust and cooperation. This culture has been primarily shaped
by past experience, management insight, as well as an error
management culture and accountability.

The key features of the risk culture are set out in a frame-
work document that is accessible to all Schwabisch Hall
Group (in line with MaRisk) employees.

GOVERNANCE

The Schwabisch Hall Group’s risk management (in line with
MaRisk) builds on the risk strategy approved by the Manage-
ment Board. It is supported by three interconnected lines of
defence integrated into the control and monitoring system.
This risk management governance structure is described in
the chart on the following page.

The three lines of defence model illustrates how risk manage-
ment is understood and stipulates clearly formulated and
distinct roles and responsibilities. The interaction of the three
lines of defence is essential for effective risk management.
In this context, the individual lines of defence are responsible
for the following tasks:

1st line of defence:
Operational assumption of risks and their management

2nd line of defence:

Establishment and continued development of a risk manage-
ment framework; monitoring of compliance with framework by
the 1st line of defence and relevant reporting to the Supervisory
Board and Management Board; development and monitoring
of data protection compliance principles and monitoring of
the issues of Group security (including information security)
and outsourcing management. Functions in the 2nd line of
defence are performed in particular by the Risk Controlling,
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Compliance and Central Outsourcing Management divi-
sions, and the Corporate Security Office and Data Protec-

tion departments.
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3rd line of defence:

Process-independent review and assessment of risk man-

agement and control processes in the 1%t and 2™ lines of
defence; reporting to the Management Board as well as the
Supervisory Board and the Audit Committee. Communication

with external control bodies: internal audit

Supervisory Board / Risk and Audit Committee

?

Board of Managing Directors / Committees

Risk management

1st line of defence

f f

Risk controlling
Compliance

Data protection Internal audit

Corporate security

Central Outsourcing
Management

2nd line of defence 3rd line of defence

Internal control system

(including the internal control system for the (group) financial reporting process)

Management measures/instructions

Risk management

— Reporting lines

Management input, audit procedures and controls  ~~ =====- P> Reporting and information channel
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The Supervisory Board monitors corporate governance and
evaluates the appropriateness of the risk management system
and internal control system.

External auditors and banking supervisory authorities form
the external supervisory environment.
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The divisions that perform the individual functions are described
briefly in the following.

COMPLIANCE
At SHG, the duties of the compliance function are performed
by the Compliance unit.

The compliance function is requirement to ensure the imple-
mentation of effective procedures for complying with the
legal requirements and standards, and the corresponding
controls, essential for BSH’s business activities.

The compliance function is also responsible for supporting
and advising management with regard to compliance with
these legal requirements and standards. The most important
tasks of the compliance function are therefore to identify,
manage and mitigate compliance risks in order to protect
customers, BSH and other SHG companies and their employ-
ees from violations of legal regulations and requirements. In
addition, the compliance function is responsible for monitor-
ing the procedures for complying with legal regulations and
requirements. Another task of the compliance function is to
inform management about new regulatory requirements and
to advise the departments about the implementation of new
regulations and requirements.

RISK CONTROLLING
At SHG, the duties of the risk controlling function are performed
by the Risk Controlling unit.

Risk Controlling at BSH is responsible for identifying, measuring
and assessing risks at SHG. This includes the early detection
of all significant risks, their recording as fully as possible and
internal monitoring. Risk Controlling also reports the risks to
the Management Board, the Supervisory Board and the invest-
ment companies.

BSH’s Risk Controlling, in cooperation with other SHG compa-
nies, prepares a Group-wide risk reporting system for all major
risk types on the basis of predefined minimum standards and
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using agreed methods. At BSH, Risk Controlling is responsible
for the transparency of the risks entered into and ensures that
the risk measurement methods used are up-to-date.

CORPORATE SECURITY OFFICE

The Corporate Security Office department is BSH’s 2nd line of
defence (non-financial risk) for corporate security issues,
and reports directly to the Management Board. It is primarily
responsible for designing and monitoring SHG’s corporate
security, based on the policies drawn up with the departments
in the areas of emergency and crisis management, personnel
and physical security, and information security.

Regulatory requirements relating to information security
and emergency management for SHG are operationalised in
Group guidelines and also include monitoring the Group.

CENTRAL OUTSOURCING MANAGEMENT

At BSH, Central Outsourcing Management (COM), together
with the Outsourcing Officer, acts as a central point of contact
for all management questions relating to services purchased
from third parties. These comprise outsourced services and
services purchased from third parties (other purchased third-
party IT services and other purchased non-IT services). COM
is responsible for developing, introducing and monitoring
framework requirements for the appropriate implementation
of legal requirements for the services performed from third
parties by BSH in terms of the 2nd line of defence. It also
ensures regular management reporting with a direct reporting
channel to the Management Board regarding all significant
outsourcing arrangements.

DATA PROTECTION

The SHG companies have taken precautions to ensure com-
pliance with data protection requirements in respect of its
customers, business partners and employees. In particular,
the function of a central data protection officer of SHG was
created and uniform data protection principles were issued.
Furthermore, employees are regularly made familiar with the
currently applicable data protection provisions.
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The independent Data Protection Officer performs the tasks
assigned to them by law to monitor compliance with data
protection and, where relevant, perform other data protec-
tion-related tasks specified by an SHG company.

INTERNAL AUDIT

BSH AG’s Internal Audit department performs process-in-
dependent monitoring and control tasks, including as SHG’s
Group Audit department. It systematically and regularly
carries out risk-based audits to ensure compliance with
statutory and prudential requirements, reviews and assess-
es the functionality and effectiveness of business process-
es and the internal control system, as well as the regularity,
security and cost-effectiveness of processing, and monitors
the rectification of any audit findings.

SHG’s Internal Audit is an instrument of the full Management
Board and reports directly to it; it is accountable to BSH’s
Chief Executive Officer. BSH complies with the specific require-
ments for the structure of Internal Audit as defined in MaRisk.

INTERNAL CONTROL SYSTEM OF
THE (CONSOLIDATED) FINANCIAL
REPORTING PROCESS

OBJECTIVE AND RESPONSIBILITIES

Bausparkasse Schwabisch Hall is required to prepare consoli-
dated financial statements and a group management report,
as well as annual financial statements and a management
report for the group parent. The Schwabisch Hall Group is
integrated into the consolidated financial statements of
DZ BANK.

The primary goal of the external (consolidated) financial report-
ing of the Schwabisch Hall Group and Bausparkasse Schwa-
bisch Hall is to provide information that is useful in decision
making for the users of the report. Connected with this is the
aim of ensuring orderly (consolidated) financial reporting,
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thereby avoiding material breaches of financial reporting
standards, which could lead to incorrect information being
provided to report users or to mismanagement of the Group,
with sufficient certainty.

As part of the control systems for general risk management,

Bausparkasse Schwabisch Hall and its subsidiaries have set

up an internal control system related to the (consolidated)
financial reporting process to limit operational risk in this

area. Within this framework, the actions of employees, the
controls implemented, the technologies deployed and the work-
flow design are geared towards ensuring that the (consoli-

dated) financial reporting objectives are met.

Overall responsibility for (consolidated) financial reporting
primarily lies with the Accounting and Risk Controlling divi-
sions of Bausparkasse Schwabisch Hall. Responsibility for
preparing and controlling the quantitative and qualitative
information required for (consolidated) financial reporting is
held by all consolidated companies within the Schwabisch
Hall Group.

INSTRUCTIONS AND RULES

The methods and rules applicable to the preparation of the
consolidated financial statements within the Schwabisch
Hall Group are laid down in a Group manual provided by the
higher level parent company, DZ BANK AG, as well as in the
supplement to the Group manual and the accounting guide-
lines, and written instructions. Internal rules are continuously
updated. The disclosure guidelines of the DZ BANK Group and
the risk manual of Bausparkasse Schwabisch Hall form the
basis for external risk reporting.

The instructions and rules are regularly reviewed and continu-
ously updated in line with any changes in internal or external
circumstances.
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RESOURCES AND PROCEDURES

FOR RISK MITIGATION

Within Bausparkasse Schwabisch Hall and its subsidiaries,
processes have been put in place to enable efficient risk
management with regard to financial reporting through the
use of appropriate IT systems.

The Schwabisch Hall Group’s consolidated financial reporting
is decentralised. Preparing and controlling the quantitative and
qualitative information required for (consolidated) financial
reporting is the responsibility of the organisational units within
the Schwabisch Hall Group. The Bausparkasse Schwabisch
Hall’s Accounting and Risk Controlling divisions conduct the
relevant controls and tests with regard to data quality and
compliance with all regulations of the Schwabisch Hall Group
and/or the DZ BANK Group. The standards for ensuring data
quality within the economic capital management process are
defined in data quality management and internal control
system guidelines that are applicable to Risk Controlling
within the management units.

Financial reporting processes for individual transactions are
performed by the organisational units. Consolidation processes
are primarily performed by the Group Accounting department
of Bausparkasse Schwabisch Hall. This enables the orderly
control and recording of all accounting and consolidation
processes.

(Consolidated) financial reporting is primarily the responsi-
bility of Schwabisch Hall Group employees. Certain finan-
cial reporting-related business processes, such as treasury
settlement and the determination of pension obligations, are
outsourced to external service providers.

With regard to consolidated financial reporting, there are
agreed binding workflows between Bausparkasse Schwabisch
Hall’s Group Accounting department and the accounting
departments of the Schwabisch Hall Group’s individual organi-
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sational units. They regulate the collection and generation of
the quantitative and qualitative data required to prepare
statutory company reports and to form the basis for internal
management of the Schwabisch Hall Group’s operating units.

The consolidated financial statements, the combined Group
management report and the annual financial statement
are prepared on the basis of generally recognised measure-
ment methods, the appropriateness of which is regularly
reviewed.

In order to ensure (consolidated) financial reporting is cost
effective, processing of the underlying data is largely auto-
mated using suitable IT systems. As part of this, comprehen-
sive control measures are applied to ensure processing quality
and contribute to limiting operational risk. The input and output
data for (consolidated) financial reporting is thus subject to
numerous machine and manual checks.

Contingency plans have also been put in place to ensure the
availability of personnel and technical resources to perform
(consolidated) financial reporting processes. The contingency
plans are developed on an ongoing basis and regularly re-
viewed through appropriate testing.

INFORMATION TECHNOLOGY

The IT systems used for (consolidated) financial reporting
must meet the relevant security requirements with regard to
confidentiality, integrity, availability and authenticity. IT-based
controls are used to ensure that the data processed for
(consolidated) financial reporting meets the relevant compli-
ance and security requirements. In relation to IT-based (con-
solidated) financial reporting processes, this particularly
concerns controls to ensure authorisations are consistently
assigned, checks on changes to master data and logical access
controls, as well as change management controls in connec-
tion with the development, introduction and alteration of IT
applications.
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The IT infrastructure needed to use automated (Group)
accounting procedures is subject to the security controls
implemented on the basis of the general security concept
for data processing in the companies of the Schwabisch
Hall Group.

The IT systems used for consolidated financial reporting are
able to perform consolidation processes within Group Account-
ing at Bausparkasse Schwabisch Hall.

The review of IT-based (consolidated) financial reporting
processes is an integral part of the internal audits of Baus-
parkasse Schwabisch Hall and the other companies of the
Schwabisch Hall Group.

ENSURING AND IMPROVING EFFECTIVENESS

The processes implemented are regularly reviewed to deter-
mine their fitness for purpose and appropriateness and adjust-
ed in line with new products and circumstances, as well as
any changes to legal requirements. In order to ensure and
enhance the quality of (consolidated) financial reporting at
Bausparkasse Schwabisch Hall and the other Schwabisch
Hall Group companies, the employees responsible for report-
ing receive training on legal requirements and the IT systems
used, as needed. When implementing amended legal require-
ments, external consultants and auditors are brought in at
an early stage to ensure the quality of reporting. Internal Audit
regularly reviews the internal control system related to the
(consolidated) financial reporting process.

Risk factors

OVERARCHING RISK FACTORS

A multitude of market- and sector-related risk factors pose
great challenges to the business model of a Bausparkasse in
general and therefore also to the Schwabisch Hall Group (in
line with MaRisk).
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LOW-INTEREST RATE ENVIRONMENT

In a historically low interest rate environment, there is a risk
of declining earnings from collective business. With interest
rates remaining at a very low level, Bauspar loans are less
appealing to customers while higher interest Bauspar depos-
its, in particular, become more attractive. As a result, interest
income from Bauspar loans declines and interest expens-
es for Bauspar deposits increase. In addition, the available
liquidity can only be invested at a low interest rate. This leads
to a further negative impact on earnings. Among other things,
measures to optimise the Bauspar inventory and enhancements
to the Bauspar product help mitigate the risks resulting from
low interest rates.

Risks can also arise due to a rapid increase in capital market
interest rates. The price losses on fixed-income securities
resulting from such a development could negatively impact
the reserve for fair value OCI debt capital instruments and,
therefore, capital.

ECONOMIC IMPACT OF THE COVID-19 PANDEMIC
The Covid-19 pandemic and the containment measures imposed
to combat it plunged the global economy into a deep recession
since the spring of 2020. There is still a high level of uncertainty
about economic developments and the related employment
situation.

Other potential consequences of the recession are widening
credit spreads and a reduction in market liquidity for govern-
ment and corporate bonds, which could cause market risk to
grow.

Additionally, there is a risk that losses in the market value of
government and corporate bonds could have a temporary or
permanent negative impact on equity.

ESG RISK FACTORS

ESG risk factors are not viewed as a separate risk type in the
Schwabisch Hall Group. Rather, they are events or conditions
in the field of environment (“E”), social matters (“S”) or gov-
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ernance (“G”) that impact the managed risks and may adverse-
ly affect the net assets, financial or earnings position of the
Schwabisch Hall Group via this transmission mechanism.

In principle, all risk types relevant to Schwabisch Hall Group
are affected by the ESG risk factors. Risks that are managed
within the framework of the ICAAP are backed with capital.

The Schwabisch Hall Group is currently addressing the effects
of various regulatory initiatives concerning the management
of ESG risks. Specifically, these are the ECB’s guidance on
climate and environmental risks and the delegated regulation
on the EU Climate Taxonomy. In addition, the Schwabisch Hall
Group will indirectly take part via DZ BANK in the ECB’s macro-
economic climate stress test planned for the coming financial
year. To assess the sustainability of its lending business,
Schwabisch Hall Group uses a classification tool based on
the Sustainable Development Goals (SDGs). Going forward, it
is conceivable that the energy efficiency of the property will
be considered in the lending process, for example.

REGULATORY ENVIRONMENT

As part of the revision of the Capital Requirements Regulation
(CRR I1), comprehensive new regulations were prepared for
some aspects of regulatory risk assessment. In addition, the
introduction of a mandatory leverage ratio of 3% was imple-
mented starting on 28 June 2021. This figure is calculated by
dividing a bank’s Tier 1 capital by its total exposures. One
difference compared with the risk-based capital requirements
is that the leverage ratio does not provide for differentiation
between risk weightings. Consequently, only the unweighted
value is taken into account. Over the long term, the introduction
of a binding upper limit could restrict ongoing business for
Bausparkasse Schwabisch Hall given the present and current-
ly growing business volume.

The estimate regarding the eligibility of the share capital,
including the related premium, for inclusion in Common Equity
Tier 1 capital presented in the last report can be confirmed.
Following entry into force of CRR Il at the end of June 2019,
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existing profit and loss transfer agreements are not ineligible
if certain prerequisites are met (Article 28(3) of CRR II). The
BSH profit and loss transfer agreement came to an end on 31
December 2020. The narrow-scope amendments to the agree-
ment to implement the new requirements of CRR Il and satisfy
regulatory expectations were included in the new agreement
entered into in 2021. Only the non-controlling interest attributa-
ble to the corresponding capital elements is no longer eligi-
ble in Common Equity Tier 1 capital starting on 30 June 2021.

BaFin issued a general administrative act on 31 January 2022
increasing the countercyclical capital buffer to 0.75%. Accord-
ing to the press release dated 12 January 2022, BaFin is also
planning to set a systemic risk buffer for the residential real
estate sector of 2% of the risk-weighted assets attributable
to these exposures. The domestic countercyclical capital buffer
was previously 0%. The new sectoral systemic risk buffer is
being introduced. Based on current knowledge, the additional
capital requirements, which will be reflected in higher minimum
capital ratios, are required to be met in full by Common Equity
Tier 1 capital as at 1 February 2023 and will apply to Bauspar-
kasse Schwabisch Hall after they have been finally set. Going
forward, BaFin’s plans to set the two capital buffers will lead
to a higher regulatory capital requirement for Bausparkasse
Schwabisch Hall and could therefore increase the cost of equity.

SIGNIFICANT RISKS AND

ASSOCIATED RISK FACTORS

In general, risks are defined as unfavourable future develop-
ments that may adversely impact the net assets and financial
or earnings position of the company. A differentiation is made
between the following risk types: credit risk, market risk, liquidi-
ty risk, Bauspar technical risk, equity investment risk, opera-
tional risk and reputational risk. This selection is underpinned
by a materiality concept, which uses various criteria to review
whether the financial and earnings position or liquidity situation
could be significantly impaired.
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Other risks may not be entered into in accordance with the
German Bausparkassen Act, do not currently exist or are not
significant.

RISKS FOR BAUSPARKASSE SCHWABISCH HALL
AND ASSOCIATED RISK FACTORS

Credit risk

Credit risk refers to the risk of losses due to default or the
migration of the creditworthiness of counterparties (borrow-
ers, issuers, counterparties) as well as losses in relation to the
realisability of receivables and the realisation of collateral.

Credit risks can arise from traditional lending transactions,

securities transactions, and derivative and money market

transactions. The traditional lending business largely corre-

sponds to the lending business in the Bausparen and housing
financing business segments, including financial guarantee

contracts and loan commitments. In the context of credit
risk management, securities transactions are capital market
products such as banking book securities and promissory
note loans. “Derivatives and money market transactions”
are to be understood as derivatives (e.g. swaps) for hedging

purposes.

The key risk factors are deteriorations in the economic environ-
ment (particularly rising unemployment rate, real estate prices)
and rating downgrades.

Market risk

Market risk comprises the original market risk as well as spread
and migration risk arising from Bausparkasse Schwabisch
Hall’s own investments.

The original market risk describes the risk of losses from
financial instruments caused by a change in interest rates
or other price-influencing parameters.
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Spread risk denotes the risk of losses from financial instruments
caused by a change in the credit spread with a constant rating.

Migration risk is the risk of losses from financial instruments
caused by a change in credit rating as a price-influencing
parameter.

Market risks are entered into within the framework of the
business model, particularly in the Bausparen and housing
financing business segments, as well in relation to own invest-
ments. The key risk factors for market risk are a change in
the general interest rate level as well as the widening of credit
spreads.

Liquidity risk
Liquidity risk can be subdivided into liquidity risk in the narrow
sense, refinancing risk and market liquidity risk.

Liquidity risk in the narrow sense is the risk that liquid funds
are not available in sufficient quantity to meet payment obliga-
tions. Liquidity risk in the narrow sense is therefore under-
stood as insolvency risk.

Refinancing risk refers to the risk of loss arising from a deterio-
ration in the liquidity spread (as a component of the spread
on own issues) to which Bausparkasse Schwabisch Hall (in
line with MaRisk) is exposed.

If liquidity spreads increase, future liquidity needs can only
be met with additional costs.

Market liquidity risk is the risk of a loss resulting from detri-
mental changes in market liquidity, for instance due to a
decrease in market depth or market disruptions, with the
result that assets can only be liquidated on the market with
mark-downs and active risk management can only occur on
a limited basis.
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Liquidity risks result from the operating business of the Baus-
parkasse, mainly in the Bausparen and Housing Financing
business segments.

The key risk factors are the refinancing structure of lending
transactions, the uncertainty of liquidity commitment, market
value fluctuations and saleability of securities, as well as their
hypothecation capability in secured refinancing, the exercising
of liquidity options, and collective and non-collective new

business.

Bauspar technical risk

Bauspar technical risk comprises two components: new busi-

ness risk and collective risk. New business risk is the risk of
negative repercussions from possible deviations from the

budgeted new business volume. Collective risk denotes the
risk of negative effects that can arise from deviations between
actual and forecast developments in the Bauspar collective
due to persistent and significant non-interest related changes
in customers’ behaviour.

The key risk factors are a decline in new business and altered
customer behaviour (that is not interest-related).

The business risk of Bausparkasse Schwabisch Hall is also
covered as part of the institution-specific Bauspar technical
risk. Business risk means the risk of an unexpected financial
performance that is not covered by other risk types. In particu-
lar, this includes the risk that the losses cannot be counter-
acted through operational measures alone due to changes
in significant general conditions (e.g. economic and product
environment, customer behaviour, competitive situation).

Equity investment risk

Equity investment risk refers to the risk of losses due to nega-
tive changes in value within the equity investment portfolio,
the risks of which are not subsumed under other risk types.
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It also includes the risk of losses arising from a decline in the
value of the real estate portfolio of Schwabisch Hall Group
(in line with MaRisk) due to the deterioration of the general
real estate situation or particular characteristics of the
individual properties (e.g. vacancy, tenant default or loss
of use).

Equity investment risks result from the equity investment
strategy of Bausparkasse Schwabisch Hall and the Non-
domestic business segment.

The key risk factors are negative changes in equity investment
values.

Operational risk

Operational risk refers to the risk of losses resulting from
human conduct, technological malfunctions, process or
project management weaknesses, or external events. Legal
risk is included in the definition. Strategic and reputational
risks are not included.

Operational risks result from the operating business of the
Bausparkasse and from all business segments.

The key risk factors according to the Basel event types are
internal or external fraud, employment practices and work-
place safety, clients, products and business practices,
damage to physical assets, business disruption and system
failures, and execution, delivery and process management.

Reputational risk

Reputational risk refers to the risk of losses as a result of events
that damage confidence in the companies within the Schwa-
bisch Hall Group (in line with MaRisk) or in its products and
services, especially in relation to customers, shareholders,
employees, sales partners and the general public. Reputation-
al risks can occur as an independent risk (“primary reputa-
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tional risk”) or as an indirect or direct consequence of other
risk types (e.g. liquidity risks, operational risks; “secondary
reputational risk”).

The key risk factors are unethical practices and loss of
reputation due to losses from other risk types.

RISK AND EARNINGS CONCENTRATIONS

The business model of the Schwabisch Hall Group (in line
with MaRisk) is mainly focused on Bauspar products, includ-
ing advance financing and bridge financing, and building
loans. This gives rise to a fundamental risk concentration,
which has been consciously entered into. There are no risk
concentrations for the other types of risks related to finan-
cial instruments.

Earnings concentrations exist at the product and/or tariff level.
The key figures for monitoring these transactions are regularly
collected within the Schwabisch Hall Group (in line with MaRisk)
by the Finance Control division and reported to decision makers.
To this end, a comprehensive system of various early warning
indicators is available within the Bausparkasse.

Risk concentrations may arise due to one-sided debtor or
investment structures. In principle, the Schwabisch Hall
Group (in line with MaRisk) follows a diversification strategy
to avoid risk concentrations. This is reflected in the general
credit risk principles, for example, on country risk, sector risk,
product risk and maturity policy. Within the framework of own
investments, efforts are made to achieve the best possible
diversification via prescribed minimum ratings and the tradabil-
ity of securities, as well as via issuer and counterparty limits
and a corresponding maturity structure. With the focus on the
Bauspar products, including advance financing and bridge
financing and building loans, possible risk concentrations
should be avoided in rating classes with high default rates
and/or large default amounts.
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Risk management within
overall bank management

RISK MONITORING AND RISK

MANAGEMENT SYSTEMS

Within the framework of integrated overall bank management,
risk management is comprised of risk controlling and risk
management. Risk controlling includes in particular the identifi-
cation, assessment and monitoring of risks. To this end, various
early warning indicators have been designed and implemented.
These ensure that significant risks are recognised early, fully
recorded and monitored and managed in an appropriate way.

Risk management refers to deciding on and implementing
measures to actively shape the risk profile while observing
prescribed general conditions and limits.

The risk strategy of the Schwabisch Hall Group (in line with
MaRisk) stipulates the central principle of only entering into
risks to the extent necessary to achieve business policy goals.
In addition, they should be entered into in a targeted and
controlled way taking into account earnings targets, and should
be effectively identified, assessed, managed, monitored and
communicated. Risks must be appropriately hedged with
economic and regulatory capital.

The risk identification process determines fully and systemat-
ically which risks exist for the Schwabisch Hall Group (in line
with MaRisk). Building on this, the risks are then classified
into significant and insignificant risk types. In this process,
an assessment is made to determine which risks could signifi-
cantly impair the net assets, financial position or liquidity
position. The significance of a risk type then essentially
determines the appropriate backing with economic capital.

The following risks were identified as significant for 2021:

= Credit risk

= Market risk

Bausparkasse Schwabisch Hall AG | Financial report 2021

= Operational risk

= Equity investment risk

= Bauspar technical risk

= Liquidity risk in the narrow sense
= Reputational risk

= Risks from pension obligations (longevity risk).

Liquidity risk is currently not taken into account with regard to
risk-bearing capacity, as liquidity risks cannot be meaningfully
backed by equity capital.

The Bauspar technical risk also covers the specific business
risk of the Bausparkasse.

The risk from pension obligations (longevity risk) refers to
the risk of a change in the value of pension obligations due
to a higher life expectancy than assumed in the calculation
of the pension obligations.

Longevity risk does not result from core business segments,
but from the pension obligations entered into. This risk is not
actively managed.

A critical analysis of the validity of the quantified risks takes

place as part of a suitability review at least once a year. Further-
more, complex methods and processes are quantitatively and

qualitatively validated on a regular basis.

At the Schwabisch Hall Group (in line with MaRisk), various
methods and key figures are used for risk management in or-
der to recognise risk-relevant circumstances in the respec-
tive business segments at an early stage.

RISK-BEARING CAPACITY

In general, the term “risk-bearing capacity” is understood
to mean the ability to cover all significant risks, taking into
account risk concentrations, through equity capital. Ensuring
the availability of adequate capital resources (capital adequacy)
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is considered in light of both economic and regulatory aspects.
The requirements of MaRisk are taken into account for the
economic assessment, while the regulatory assessment takes
into account the requirements of the CRR and German legisla-
tion implementing the Capital Requirements Directive (CRD) IV.

Economic and regulatory capital adequacy are managed on
the basis of two internal indicators.

ECONOMIC PERSPECTIVE

Economic capital management is based on internal risk assess-
ment methods, which take into account all significant risk types
from a capital adequacy viewpoint.

When analysing risk-bearing capacity, the risk capital require-
ment (including the capital buffer) is compared against
internal capital to determine economic capital adequacy.
Based on the internal capital, the Management Board sets the
limits for the risk capital requirement (including the capital
buffer) for the relevant financial year. If necessary due to a
change in general conditions, for example, the limits can be
adjusted in the course of the year.

In 2021, the risk capital requirement under the economic
perspective was well within the limit based on internal capital.
Economic capital adequacy amounted to 175% as at the 31
December 2021 reporting date. In the course of the financial
year, it was above the internal minimum target of 120% at all
times. The risk coverage potential at year-end was €5,100
million. With a risk capital requirement for all material types
of risk, including risk buffers for other risks, of €2,911 million,
the total limit utilisation is therefore 57%.

NORMATIVE INTERNAL PERSPECTIVE

Capital adequacy from a normative internal perspective is
determined based on the minimum regulatory requirements
plus an internal management buffer.

In this perspective, the total capital ratio, the leverage ratio
and the minimum requirement for own funds and eligible
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liabilities (MREL) are analysed. The total capital ratio is deter-
mined by dividing the regulatory capital by the regulatory
risk-weighted assets of the Schwabisch Hall Group. The lever-
age ratio is the ratio of Tier 1 capital to the total risk exposure.
The MREL ratios ensure that a sufficient level of own funds
and convertible debt capital is available in the event of recovery
and resolution. As at 31 December 2021, the internal limits
were 15.0% for the total capital ratio, 3.5% for the leverage
ratio and 6.6% for MREL.

STRESS TESTS

In addition to results from risk measurement for normal risk
situations, various scenarios are quantified for elevated risk
situations. When defining the scenarios, there is a conscious
decision to assume unusual but nonetheless entirely plausi-
ble events. Such scenarios — “stress tests” — check whether
the risk-bearing capacity of the Schwabisch Hall Group (in
line with MaRisk) can be guaranteed from the economic and
regulatory perspective, even in the face of extreme general
economic conditions. The stress tests are conducted across
risk types, and the risk-bearing capacity was demonstrated
in the reporting period.

In addition, inverse stress tests are performed, where an
examination is made of which events could endanger the
ability of the institution to survive.

Internal risk measurement measures are used when per-
forming stress tests. The input parameters for risk measure-
ment are scaled during this process so that they simulate
extremely negative economic scenarios.

Furthermore, stress scenarios with parameters that are
particularly unfavourable for the Bauspar collective are used,
in order to assess the impact of unusual developments in the
Bauspar collective and thus ensure its long-term sustainability.
In order to assess the relevance of scenarios, early warning
indicators have been developed for risk-bearing capacity,
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which enable the timely implementation of countermeasures.
Like the scenarios themselves, the early warning indicators
are also subject to the annual review process and are adjusted
as needed in order to take into account changes in general
conditions.

RISK REPORTING AND DOCUMENTATION

The most important medium for risk reporting within the
Schwabisch Hall Group (in line with MaRisk) is the quarterly
risk report, which provides a detailed overview of the quanti-
fied risks of the Schwabisch Hall Group (in line with MaRisk)
and is the basis for reporting to the Management Board and
Supervisory Board. Within the framework of the quarterly
reporting, the Management Board and Supervisory Board
receive portfolio- and exposure-related management infor-
mation on credit risk as well as management information on
other risk types of significance to the Schwabisch Hall Group
(in line with MaRisk).

The risk manual of the Schwabisch Hall Group (in line with
MaRisk), which is available to all employees, presents infor-
mation on the methods, processes and responsibilities within
the Schwabisch Hall Group (in line with MaRisk) in addition
to the general conditions for risk capital management and
the management of risk types.

Credit risk

DEFINITION AND CAUSES

Credit risk denotes the risk of losses from the default or
deterioration in creditworthiness of counterparties (borrowers,
issuers, counterparties, including specialised funds). The credit
risk of the Schwabisch Hall Group (in line with MaRisk) is at
a low level due to the granular portfolio made up of resi-
dential retail customer loans and the concentration of own
investments in issuers and/or debtors with high creditworthi-
ness.
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CREDIT RISK STRATEGY
The basis of the strategic direction is the concentration on
low-risk residential retail customer business.

Due to Bausparkassen-specific requirements, the customer
lending business can only extend loans for housing purposes
in accordance with the German Bausparkassen Act. This is
primarily achieved by extending loans to private individuals
for personal use and therefore leads to a high level of credit
risk diversification both by size category and region.

In contrast, financing that is commercial in nature plays almost
no role at all. This is also stipulated by section 10 of the German
Bausparkassen Regulation, according to which the proportion
of loans that serve to finance construction projects that are
commercial in nature may only make up a maximum of 3%
of the overall loan portfolio. The German Bausparkassen Act
imposes restrictive requirements in the area of own investments
in order to safeguard customer deposits. In general, with regard
to new investments only credit ratings of A— or above according
to the rating classifications of Standard & Poor’s are permitted.
A minimum rating of AA— is required for securities issued by
regional/local public authorities, public bodies, state banks,
development banks, supranational institutions (multilateral
development banks and international organisations), agencies,
as well as covered bonds and government bonds. In addition,
Bausparkasse Schwabisch Hall can also make own investments
in Pfandbriefe with an issue rating of at least AA—, regardless
of the issuer rating. The majority of securities are invested in
covered securities or in securities in the AAA to AA- rating
classes. A portion of our own investments is invested in foreign
bank bonds, government bonds and corporate bonds as well as
a specialised fund. For these investments as well, the defined
minimum rating of A— was observed, which in the case of the
specialised fund relates to the fund level. In addition, there is a
fund to cover pension obligations. For this purpose, Bausparkas-
se Schwabisch Hall is using the options within the framework
of section 4(3a) of the German Bausparkassen Act.
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REPORTING

Various credit risk reports contribute to the prompt notifica-
tion of decision makers regarding changes in the risk struc-
ture of the credit portfolio and form the basis for active credit
risk management. The KreCo committee has primary responsi-
bility for credit risk management. It manages credit risk and
prepares relevant recommendations. This includes in particu-
lar the adjustment of the scoring system described below.

INTERNAL RATING SYSTEMS

The identification of credit risk takes place through a scoring
process. This delivers the credit risk parameters required for
risk measurement. The Schwabisch Hall Group (in line with
MaRisk) uses the following scoring systems, which have been
approved by the banking supervisory authority:

= Application and behavioural scoring to calculate
probability of default (PD),

= LGD (loss given default) scoring to calculate loss
ratios,

= Credit rating for Bausparkasse Schwabisch Hall’s
(in line with MaRisk) own investments based on the
rating system of DZ BANK AG (loss ratio for own
investments is generally adopted from DZ BANK AG).

All scoring processes are quantitatively and qualitatively
validated on an annual basis.
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ECONOMIC CREDIT PORTFOLIO MANAGEMENT
Within the framework of economic credit portfolio manage-
ment, a distinction is made between expected losses from
individual transactions and unexpected losses from the credit
portfolio. The expected loss is calculated using PD and LGD
and covered by the calculated risk premium. The unexpected
loss is quantified with the aid of a credit portfolio model on
the basis of a credit-value-at-risk approach (CVaR). The CVaR
is calculated as a risk indicator for the customer lending
business as well as own investments, specifying a certain
confidence level and a certain holding period. In the Schwa-
bisch Hall Group (in line with MaRisk), CVaR is calculated on
the basis of the confidence level of 99.9% (economic perspec-
tive) and a one-year risk horizon.

RECONCILIATION OF LENDING VOLUME WITH
CONSOLIDATED FINANCIAL STATEMENTS

The lending volume underlying internal group management is
reconciled with the consolidated financial statements (please
see the table “Lending volumes as defined by internal manage-
ment”).

Significant causes of differences between the internal manage-
ment and external financial reporting values include the differ-

ing scopes of consolidation and the allocation of the lending

volume.

Combined management report

Consolidated financial statements Service

CREDIT RISK MITIGATION
The Bausparkasse has a broadly diversified and granular
customer credit portfolio.

Due to the portfolio structure and the credit risk strategy,
there are no cluster risks in the Bausparkasse’s customer
credit portfolio, which would otherwise require a limit on the
issuance of new loans based on certain size criteria.

Credit rating-dependent limits are set for all counterparties
and issuers in the area of own-account investing.

COLLATERAL

Another key risk mitigation tool is accepting and taking into
account the customary types of banking collateral. In the
customer lending business, this relates in particular to real
estate liens on residential property. The collateral is valued
based on the German Bausparkassen Act, German Mortgage
Lending Value Regulation (BelWertV), General Business
Principles (AGG) and General Bauspar Terms and Conditions
(ABB).

Of the traditional lending business in the amount of €56,905.8
million (2020: €52,267.7 million), €53.352,9 million (2020:

€49,283.0 million) is secured by real property and €214.2

million (2020: €253.0 million) by other securities.
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LENDING VOLUMES AS DEFINED BY INTERNAL MANAGEMENT

Lending volumes as defined by
internal management

in € million

Traditional
lending business

Oown
investments

Total 79,375.2

31.12.2021

56,905.8

22,469.4

31.12.2020

52,267.7

23,879.2

76,146.9

Allocation of lending volume
31.12.2020

31.12.2021

8,471.5

678.6

9,150.1

COLLATERALISED LENDING VOLUME BY COLLATERAL TYPE

in € million

Guarantees/warranties/
risk sub-participations

Land charges/mortgages/
registered liens

Chattel mortgages/assignments/
pledging of receivables

Financial collateral
Other collateral

Total

Traditional lending business

31.12.2021
162.0

53,352.9

522
53,567.1

31.12.2020
166.7

49,283.0

86.3
£49,536.0

Bausparkasse Schwabisch Hall AG | Financial report 2021

Reconciliation

31.12.2021

8,374.7 1,429.2
483.7 340.3
8,858.4 1,769.5

Securities business

31.12.2021 31.12.2020
5,349.2 6,765.6
5,349.2 6,765.6

Combined management report

Scope of consolidation

31.12.2020

1,350.6

605.8

1,956.4

Consolidated financial statements

Lending volumes in the consoli-
dated financial statements

31.12.2021

60,608.7

6,197.9
2,566.1

8,045.1

2.4

12,874.7

90,294.9

Derivative and
money market business

31.12.2021

31.12.2020

Service

31.12.2020
- Loans and advances
to banks
55,851.4 Loans and advances
to customers
6,141.6 Loan commitments
3,192.5 Loans and advances
to customers
8,936.9 Loans and advances
to banks
30.9 Positive fair values of
hedging instruments
12,808.4 Bonds and other
fixed-income securities
86,961.7 Total
Total
31.12.2021 31.12.2020
5,511.2 6,932.3
53,352.9 49,283.0
52.2 86.3
58,916.3 56,301.6
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Own investments are mainly invested in issues from public
issuers, in development banks of the German federal states
and in Pfandbriefe (covered bonds). As at the 2021 reporting
date, 64% of securities were covered or invested in the credit
rating classes 0a (AAA/AA) and 0b (AA-).

The volume of derivative and money market transactions
does not fall under the internal management definition of
secured lending volume.

EARLY WARNING

The early identification of exposures with elevated risks is
carried out by means of early warning indicators, which form
part of monthly reporting. If defined threshold values are
exceeded, an ad hoc notification is sent to KreCo.

Exposures in default are transferred into intensive manage-
ment/problem loan processing at an early stage, with the
aim of reducing potential defaults for the Bausparkasse and,
if possible, returning the loan to normal management.

Analysis of the credit portfolio

ANALYSIS OF ECONOMIC CAPITAL

REQUIREMENT FOR CREDIT RISK

The economic capital requirement for the Bausparkasse’s
credit risk amounted to €496 million (2020: €521 million) as
at the end of the financial year. The limit from an economic
perspective was €670 million (2020: €560 million). The limit
was adhered to at all times during the financial year.

The extent of the risk capital requirement is determined by,
among other things, the lending volume, credit ratings and
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the expected loss ratio of the exposures. The following section
examines these influencing factors and describes their
development over the financial year.

VOLUME-ORIENTED CREDIT PORTFOLIO ANALYSIS
The lending volume is calculated for the instruments subject
to credit risk exposure — traditional lending business (custom-
er lending business), securities business (own investments) as
well as money market transactions — pursuant to the procedure
for internal management of the Bausparkasse. The differentia-
tion by instrument subject to credit risk exposure corresponds
to the categories to be used in external reporting on risks
resulting from financial instruments.

The following quantitative data for the overall credit portfolio
represents the maximum credit risk to which the Bauspar-
kasse is exposed. The maximum credit risk under the inter-
nal management approach represents a gross value, as the
financial instruments subject to credit risk exposure are
measured without allowing for credit risk mitigation methods
and before loss allowances.

LENDING VOLUME TREND

The lending volume of the customer lending business contin-
ued to increase in the financial year due to the continuous
expansion of private housing financing.

STRUCTURE OF THE OVERALL CREDIT PORTFOLIO
The sector structure of the credit portfolio shown in the
“Lending volume by sector” figure indicates the similarly
broad diversification of the customer lending business of
Bausparkasse Schwabisch Hall compared with the previous
year. Free liquidity is primarily invested in securities or special-
ised funds. The lending volume in the Financial sector in the
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securities and derivative and money market business was
almost unchanged compared with 2020 at €12.8 billion. The
lending volume in corporates increased by 52% to €326.1
million. The lending volume to the Public sector (administra-
tion/government) declined by approximately 13% year on
year to €9.3 billion. The lending volume in the core retail busi-
ness grew by a significant 7% to €55,715.8 million due to the
expansion of the immediate financing business.

The “Lending volume by country group” figure presents the
geographic distribution of the credit portfolio broken down
by the country risk groups. As at 31 December 2021, the loans
in the customer lending business and securities investments
were concentrated in Germany, with a share of 96% (2020:
96%) of the overall lending volume.

The distribution of the lending volume across maturity ranges
can be seen in the “Lending volume by residual maturity” table.
In general, retail residential property financing exhibits long-
term original maturities. This is largely reflected at the Baus-
parkasse in the form of long-term residual maturity periods.
Due to the high new business volume, the share of customer
loans with a maturity of more than five years was 95% at
year end (2020: 97%).

The “Lending volume by credit rating” figure shows the distri-
bution of the credit portfolio across individual credit ratings.
Receivables in default represented by the credit ratings 4a
and 4b accounted for 0.9% of the customer lending business
as at 31 December 2021 and were therefore slightly below the
level of the previous year.
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Traditional lending business

in € million 31.12.2021

Financial sector 798.2

Public sector 74.2

(administration/

state)

Corporates -

Retail 55,715.8
Commercial 301.2
Retail customers 55,414.6

Miscellaneous 317.6

Total 56,905.8

LENDING VOLUME BY COUNTRY GROUP

Securities business

31.12.2020 31.12.2021 31.12.2020
15.0 12,749.8 12,595.9

68.2 9,313.7 10,680.5

323 326.1 214.0
51,904.3 = =
2436 = =
51,660.7 = =
247.9 = =
52,267.7 22,389.6 23,490.4

Traditional lending business

in € million 31.12.2021
Germany 56,602.7
Industrialised 290.3
countries

Advanced 3.9
economies

Emerging markets 8.9
Total 56,905.8

LENDING VOLUME BY RESIDUAL MATURITY

Securities business

31.12.2020 31.12.2021 31.12.2020
51,936.0 19,617.9 21,087.1
318.0 2,771.7 2,403.3

3.9 = =

9.8 = =

52,267.7 22,389.6 23,490.4

Traditional lending business

in € million 31.12.2021
<1year 1,113.8
>1yearto <5 years 1,655.0
>5 years 54,137.0
Total 56,905.8
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Securities business

31.12.2020 31.12.2021 31.12.2020
1236 1,713.1 1,980.8
1,451.5 5,206.7 6,368.3
50,692.6 15,469.8 15,141.3
52,267.7 22,389.6 23,490.4

Derivative and money market business

31.12.2021 31.12.2020
79.8 388.8
79.8 388.8

Derivative and money market business

31.12.2021 31.12.2020
36.7 345.7
43.1 431
79.8 388.8

Derivative and money market business

31.12.2021 31.12.2020
01 300.0

37.9 40.4

4138 484

79.8 388.8

Consolidated financial statements

Total
31.12.2021
13,627.8
9,387.9

326.1
55,715.8
301.2
55,414.6
317.6
79,375.2

Total
31.12.2021
76,257.3
3,105.1

3.9

8.9
79,375.2

Total
31.12.2021
2,827.0
6,899.6
69,648.6
79,375.2

Service

31.12.2020
12,999.7
10,748.7

246.3
51,904.3
2436
51,660.7
247.9

76,146.9

31.12.2020
73,368.8
2,764.4

3.9

9.8
76,146.9

31.12.2020
2,404.4
7,860.2

65,882.3

76,146.9
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LENDING VOLUME BY CREDIT RATING (BVR I1)

Lending volume by credit rating (BVR II) Securities business Derivative and money market business Total
in € million 31.12.2021 31.12.2020 31.12.2021 31.12.2020 31.12.2021 31.12.2020 31.12.2021 31.12.2020
0a 0.2 - 9,219.3 10,433.1 - - 9,219.5 10,433.1
0b - - 1,040.5 205.2 - - 1,040.5 205.2
0c 797.0 83.1 6,396.5 7,424.6 39 310.3 7,197 .4 7,818.0
od - - 221.3 135.9 - - 221.3 135.9
Oe - - 275.9 3429 - - 275.9 342.9
la 18 11 544.9 571.9 5.0 5.0 551.7 578.0
1b 415 0.1 4,310.7 3,972.3 - - 4,352.2 3,972.4
1c 3,902.6 26.9 273.3 25.4 - - 4,175.9 52.3
1d 9,957.3 280.7 107.2 74.1 - 38.1 10,064.5 392.9
le 13,724.4 1,645.1 - 305.0 38.1 - 13,762.5 1,950.1
2a 10,445.2 10,307.2 - - - - 10,445.2 10,307.2
2b 5,821.3 13,879.4 - - - - 5,821.3 13,879.4
2c 4,479.7 12,912.6 - - - - 4,479.7 12,912.6
2d 2,669.5 6,302.5 - - - - 2,669.5 6,302.5
2e 1,588.4 2,619.2 - - 32.8 35.4 1,621.2 2,654.6
3a 866.0 1,264.5 - - - - 866.0 1,264.5
3b 5155 624.8 - - - - 5155 624.8
3c 273.0 478.9 - - - - 273.0 478.9
3d 140.6 253.5 - - - - 140.6 253.5
3e 582.3 800.5 - - - - 582.3 800.5
4a 3216 325.6 - - - - 3216 325.6
4b 191.8 213.6 - - - - 191.8 213.6
Miscellaneous 586.1 248.4 = = = = 586.1 248.4
Total 56,905.8 52,267.7 22,389.6 23,490.4 79.8 388.8 79,375.2 76,146.9
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STRUCTURE OF CREDIT PORTFOLIO WITH
IMPECCABLE CREDITWORTHINESS

Own investments were not overdue in 2021 and appropriate
loss allowances were recognized in accordance with IFRS. As
in the previous year, the lending volume from the traditional
lending business with impeccable creditworthiness dominat-
ed with an unchanged 98% share (2020: 98%).

LOSS ALLOWANCES

Now that IFRS 9 is to be applied, internal economic credit
risk management is directly connected with the processes
used to form loss allowances. The procedure here is as follows:

= The multi-year probabilities of default calculated
for economic management are based on long-term
average migration behaviour. They are modified
for the purposes of external financial reporting, in
particular to take account of the currently available
macroeconomic outlook (including the expected
consequences of the Covid-19 pandemic).

= The estimate for the expected losses from lending
transactions at the time of default is adjusted to
meet the requirements of IFRS 9 regarding parame-
ter-based calculation of loss allowances.

Market risk

DEFINITION AND CAUSES

Market risk at Bausparkasse Schwabisch Hall is composed
of the original market risk as well as spread and migration
risk arising from the own investments of Bausparkasse Schwa-
bisch Hall AG, as well as market liquidity risk. The original
market risk describes the risk of losses from financial instru-
ments caused by a change in the interest rates or other price-
influencing parameters. Spread risk denotes the risk of losses
from financial instruments caused by a change in the credit
spread with a constant rating. Migration risk is the risk of
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losses from financial instruments caused by a change in the
rating as a price-influencing parameter. Market liquidity risk
(in the sense of market risk) largely arises from the investment
of surplus Bauspar deposits in securities. The resulting risks
are taken into account at BSH through spread and migration
risk measurement.

The investment of free Bauspar deposits in a specialised fund
also in principle leads to fund price risks for Bausparkasse
Schwabisch Hall. However, the specialised fund is broken down
into its individual components for market risk measurement
and is not treated as a fund position. The calculated risks are
managed within the framework of existing limits in line with
other risk types.

Other individual risks within market risk such as commodity

risk, equity risk, currency risk and volatility risk, result either

from transactions not permitted under the German Bauspar-
kassen Act and so accordingly cannot arise, or are not currently
significant.

MARKET RISK STRATEGY
With regard to market risk, the Schwabisch Hall Group (in
line with MaRisk) is exposed to a particular risk due to the
collective Bauspar business.

A binding interest guarantee is made to customers with
regard to the interest on credit balances and for the interest
on loans which will be drawn down in future. This is taken
into account in the Bauspar-specific form of the risk quanti-
fication models. Capital market activities are entered into as
hedging transactions for the collective, with the overriding
aim of reducing risk. The Bausparkasse does not undertake
proprietary trading in the sense of exploiting short-term
price fluctuations. The management of interest rate risk
therefore takes place at the level of the overall bank and
exclusively within the framework of the banking book (non-
trading book institution).
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MANAGEMENT OF MARKET RISKS

Within the framework of risk-bearing capacity, the original
market risk is measured at net present value. Collective
scenarios based on standard interest rate trend scenarios
are run each month to determine cash flows from the Baus-
par business that are dependent on interest rate scenarios.
The overall bank cash flow is calculated for each interest
rate scenario together with the non-collective cash flows.

On the basis of an internal model, a Value at Risk (VaR) is
calculated that takes into account the interest-dependent
cash flows from the collective. In addition to the general weak-
nesses of the model, there is uncertainty because of the model
assumptions made. Operating VaR is quantified daily using a
historical simulation with the following parameters:

= six-year history,

ten-day holding period,

confidence level of 99%.

The regulatory standard test limit (ad hoc interest rate shift
of +2.0%/-2.0%) of 20% of regulatory capital and the early
warning indicator, which has been specified since 2020, were
adhered to throughout 2021. Furthermore, net present value
risk is calculated monthly with a parallel shift in the yield
curve of +/-1%.

The net present value measurement of spread and migration
risks is based on a CreditMetrics model. The risk value calculat-
ed monthly expresses the net present value loss from own
investments due to changes in credit spreads with unchanged
credit ratings and/or due to credit rating changes. It is not
exceeded in a single year with a probability (confidence level)
of 99.9%.
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The Bausparkasse Schwabisch Hall portfolio contains inter-
est rate swaps amounting to €750 million in order to reduce
interest rate risk in the overall interest book. In particular there
is arisk in the event of falling interest rates due to the existing
long duration on the liabilities side of the balance sheet (Bauspar
deposits). Entering into receiver swaps reduces risk in the
event of falling interest rates and only takes place for hedg-
ing purposes within the framework of risk management in
the Schwabisch Hall Group (in line with MaRisk).

LIMITING

The market risk classified by the Schwabisch Hall Group (in
line with MaRisk) as significant is backed by risk capital within
the overall bank limit system in accordance with the respec-
tive perspective. For the calculation of the risk capital require-
ment for the original market risk, a scaled VaR is calculated
with a confidence level of 99.9% under the economic perspec-
tive with a holding period of one year.

The risk capital requirement limit is static and is reset as
part of the annual revision of the overall bank limit system
and approved by the Management Board.

In addition to the overall bank limit system there is a sub-limit
system for ALCO. This limit system is used for the operation-
al management of market risk.

Within the spread and migration risk, the risk capital require-
ment based on the economic perspective is also calculated and
limited on the basis of a credit-value-at-risk approach. The
confidence level (99.9%) and holding period (one year) match
the assumptions used in the other market risk sub-types.

REPORTING
The key figures and market risk indicators are communicated
to decision makers by means of various risk reports.
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A monthly report with data on relevant risk figures is provided
to the Management Board and members of ALCO. The quarterly
risk report provided to the Management Board and Supervi-
sory Board presents the market risk in the overall bank limit
system along with current utilisation.

BACKTESTING

Backtesting the original market risk helps assess the fore-
casting quality of the VaR approach. The daily profit and loss
is compared against the VaR figures calculated based on risk
modelling.

STRESS TESTING

The ongoing analyses that determine the potential losses under
normal market conditions are supplemented with “stress tests”,
which are scenarios for extraordinary events. In these scenari-
os, the relevant risk factors are drastically altered, meaning

that they are changed in accordance with predefined stress

scenarios. Stress tests therefore represent a valuable enhance-
ment to the comprehensive presentation of potential risks.

The stress tests calculations are carried out both separately

for market risk as well as at the overall bank level.

The key market risk input parameters for the stress tests,

derived from the specific business direction and therefore
from the risk profile of the Schwabisch Hall Group (in line

with MaRisk) are:

= changes in yield curve (position, twist) and
credit spreads,

= changes in migration probabilities of issuers,

= changes in collective cash flows
(existing and/or new business),

= changes in other parameters influencing prices
(price markdowns).
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The results of stress tests provide important information on
existing and potential risks as well as their impact on the
Schwabisch Hall Group (in line with MaRisk). The results of
the stress tests are also taken into account as part of the
annual revision of limits, meaning that they also feed into
planning.

ANALYSIS OF MARKET RISKS

As at 31 December 2021, the capital requirements for original
market risks of the Schwabisch Hall Group (in line with MaRisk)
amounted to €650 million (2020: €470 million) under the eco-
nomic perspective (VaR, 99.9% confidence level, one-year
holding period), with a limit of €1,052 million (2020: €967 million)
Operating VaR (99% confidence level, ten-day holding period)
amounted to €31 million (2020: €55 million) as at 31 December
2021. The VaR remained within the limit at all times during the
financial year.

The capital requirements for spread and migration risks under
the economic perspective (credit VaR, 99.9% confidence level,
one-year holding period) amounted to €667 million as at
31 December 2021 (2020: €799 million) with a limit of €1,200
million (2020: €1,200 million).

Liquidity risk

DEFINITION AND CAUSES

Liquidity risk can be subdivided into liquidity risk in the narrow
sense, refinancing risk and market liquidity risk. Liquidity risk
in the narrow sense is the risk that liquid funds are not availa-
ble in sufficient quantity to meet payment obligations. Liquidity
risk in the narrow sense is therefore understood as insolvency
risk. Refinancing risk refers to the risk of loss arising from a
deterioration in the liquidity spread (as a component of the
spread on own issues). If liquidity spreads increase, future
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liquidity needs can only be met with additional costs. Market
liquidity risk refers to the risk of a loss resulting from detrimen-
tal changes in market liquidity, for instance due to a decrease

in market depth or market disruptions, with the result that

assets can only be liquidated on the market with mark-downs
and the options for active risk management are limited.

LIQUIDITY RISK STRATEGY AND

MANAGEMENT OF LIQUIDITY RISK

The aim of liquidity management is to ensure solvency and
adequate liquidity at all times. From a regulatory perspec-
tive, liquidity is measured using the liquidity coverage ratio
(LCR). The LCR trend is calculated at least once a month for
the subsequent months and is subject to an internal early
warning limit. The Net Stable Funding Ratio (NSFR) is forecast
quarterly and is also internally limited.

The liquidity position contains all liquidity-related items and
is presented based on the expected liquidity trend as well as
various stress scenarios for a period of up to ten years.

Under the economic perspective, adequate liquidity is ensured
over a one-year horizon by measuring the minimum liquidity
surplus. The measurement is based on liquidity developments
and the related liquidity reserves and is performed daily for a
normal scenario as well as for liquidity developments in stress
situations (stress tests). Appropriate limiting ensures that
possible liquidity shortfalls within a one-year time window are
covered in all scenarios by freely available liquidity reserves.
In this way, potential liquidity problems can be identified early
and countermeasures can be introduced as required.

The liquidity reserves taken into account within liquidity risk
controlling consist primarily of the option to borrow from the
ECB, with the maximum amount depending on the value of
the securities portfolio eligible as collateral with the ECB.
Furthermore, there are refinancing options with the Volks-
banken Raiffeisenbanken cooperative financial network. New
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refinancing sources (e.g. Pfandbrief issues) have been opened
up to ensure further diversification.

Market liquidity risk is taken into account using stress scenar-
ios, where interest- and creditworthiness-related discounts
are calculated on the market value of securities in the liquidity
reserve.

REPORTING

Adherence to liquidity risk limits for solvency over a one-year
horizon is monitored daily, while the LCR is reviewed at least
once a month. The Management Board is informed according-
ly at least monthly and the Supervisory Board is informed at
least quarterly.

BACKTESTING

The system for measuring and managing liquidity risk is validat-
ed annually via a multi-stage process. Among other things,
the data used as input factors is examined. Both the data
sources and the data quality are verified and tested accord-
ingly. Furthermore, the assumptions underlying the model
are defined, justified and reviewed.

STRESS TESTING

Comprehensive stress scenarios have been defined based
on the overall bank stress tests and adapted for the liquidity
perspective. These are taken into account in daily risk meas-
urement. They include both internal and external factors
that have a negative influence on the liquidity position.

The minimum liquidity surplus in the respective stress scenar-
ios fluctuated between €190 million and €1,522 million in 2021.

ANALYSIS OF LIQUIDITY RISK

The liquidity risk limits were adhered to at all times in 2021.
The LCR fluctuated between 322% and 1,781% and was there-
fore clearly above the 100% regulatory minimum value in
force for 2021.
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Bauspar technical risk

DEFINITION AND CAUSES

Bauspar technical risk comprises two components: new
business risk and collective risk. New business risk is the
risk of negative repercussions from possible deviations from
the budgeted new business volume. Collective risk denotes
the risk of negative effects that can arise from deviations
between actual and forecast developments in the Bauspar
collective due to persistent and significant non-interest related
changes in customers’ behaviour.

The distinction from interest rate risk can be guaranteed
through altered customer behaviour that is not interest-
related in the collective simulation model. Accordingly, this
means that only interest-related changes in customer behav-
iour are relevant to interest rate risk.

RISK STRATEGY FOR BAUSPAR TECHNICAL RISK
Bauspar technical risk is closely connected with the Bau-
sparkasse business model and is therefore unavoidable.
Against this backdrop, the risk strategy aims to avoid the
uncontrolled spread of risk. Management is carried out by
means of a forward-looking tariff and product policy, in
particular, as well as via suitable marketing measures and
corresponding sales management.

MANAGEMENT OF BAUSPARTECHNICAL RISK

Risk measurement takes place on the basis of a special collec-
tive simulation model in which a decline in new business and
(negatively) altered customer behaviour can be shown in an
integrated way.

The results of the collective simulation model are carried over
into a long-term profit and loss account. The discrepancy
between the actual result in the risk scenario and the result
of a basic variant on the same reporting date is used as a
risk measure. The net present value of the differences is
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determined via discounting. The total of net present value
differences represents the Bauspar technical risk and there-
fore the risk capital requirement for this risk type.

LIMITING

The Bauspar technical risk is limited for the net present value
analysis under the economic perspective and backed by risk
capital.

ANALYSIS OF BAUSPARTECHNICAL RISK

The capital requirements for Bauspar technical risk as at 31

December 2021 amounted to €639 million (2020: €545 million);

with a limit of €706 million (2020: €550 million). The risk capital

requirement remained within the limit at all times during the
financial year.

REPORTING

The responsible risk committee (ALCO) and — within the
framework of the quarterly report — the Management Board
as well as the Supervisory Board are informed of the risk
capital requirement for the Bauspar technical risk.

STRESS TESTING

In order to calculate the Bauspar technical risk in the risk
type-specific stress situation, a collective simulation model
is created in which the relevant parameters are stressed
compared with standard risk measurement. This is evaluat-
ed in line with the methodology for ongoing risk measure-
ment.

The stress tests are performed on a quarterly basis. In addition,
other stress scenarios with extreme parameter values are
tested within the framework of the overall bank stress test,
the inverse stress test as well as stress tests at the level of
the DZ BANK Group.
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Equity investment risk

DEFINITION AND CAUSES

Equity investment risk refers to the risk of losses due to
negative changes in value for part of the equity investment
portfolio for which risks are not subsumed under other risk
types. It also includes the risk of losses arising from a decline
in the value of the real estate portfolio of Schwabisch Hall
Group (in line with MaRisk) due to the deterioration of the
general real estate situation or particular characteristics of the
individual properties (e.g. vacancy, tenant default or loss of use).

EQUITY INVESTMENT RISK STRATEGY AND
MANAGEMENT OF EQUITY INVESTMENT RISK
Investment companies are assigned to various levels based
on a materiality analysis and taken into account in risk manage-
ment differently depending on their assigned level. The quanti-
fication of equity investment risk takes place with the aid of
a VaR approach based on a Monte Carlo simulation model.

Equity investment risks arise particularly from international
equity investments in Bausparkassen. Benchmarks exist in
order to limit risk concentrations abroad, with benchmarks
set based on the business activity of the respective partici-
pation and a country-specific factor.

LIMITING

For equity investment risk the VaR is limited with a confidence
level of 99.9% under the economic perspective. Equity invest-

ment risk is integrated into the overall bank limit system. Risk

measurement is carried out monthly.

REPORTING
The Management Board and Supervisory Board are informed
of equity investment risk as part of quarterly reporting.
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STRESS TESTING

The ongoing measurement of equity investment risk is
supplemented by performing stress tests. Stress scenarios
are defined for equity investment risk within the framework
of the overall bank stress test.

ANALYSIS OF EQUITY INVESTMENT RISK

As at 31 December 2021, the economic capital requirement
for equity investment risk amounted to €209 million (2020:
€192 million). This includes a capital buffer requirement of
€1.9 million for foreign currency risks and a capital buffer
requirement of €8.2 million for real estate risk. The limit set
as at 31 December 2021 was €240 million (2020: €250 million)
under the economic perspective. The limit was not exceeded
at any point during the year. The volume of the equity invest-
ments for which equity investment risk is measured amount-
ed to €321 million (2020: €299 million) as at 31 December
2021.

Operational risk

DEFINITION AND CAUSES

Operational risk refers to the risk of losses resulting from
human conduct, technological malfunctions, process or
project management weaknesses or external events. Legal
risk is included in the definition. Strategic and reputational
risks are not included.

OPERATIONAL RISK STRATEGY

The task of operational risk management and control is to
systematically record and monitor all significant operational
risks. The primary goal is not the avoidance of risks but active
risk management, i.e. the controlled and/or conscious assump-
tion of opportunities and risks.
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Analyses and findings from risk assessments and risk reporting
form the basis for management decisions, depending on the
consequences of the respective operational risk.

In general, operational risk assessment is differentiated and
managed independently by the organisational units concerned.
This takes place in line with the existing strategies in accord-
ance with the defined principles. A balanced cost/benefit
ratio must be observed at all times. There are four basic
management strategies that impact the risk profile and are
actively applied:

= accept risk insofar as the costs of possible risk
reduction measures outweigh the benefits,

= reduce risk, e.g. through process optimisation
and emergency planning,

= transfer risk, e.g. via insurance and outsourcing,

= avoid risk, e.g. by dispensing with certain
transactions and processes.

MANAGEMENT OF OPERATIONAL RISK

Basic management responsibility is held locally in the specialist
divisions and/or the equity investments. Central control by

the Risk Controlling division ensures that existing risks are

systematically recorded company-wide in a standard form.
To this end, a framework has been approved for the Schwa-
bisch Hall Group (in line with MaRisk), which describes the

methods used.

Management of operational risk analyses the main risk sub-
types. The inclusion of risk subtypes enables a more differen-
tiated view of operational risk and better management by
the specialised units of the 2nd line of defence. This is reflect-
ed in the management tools used for operational risk.
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The following subtypes of operational risk were of material
importance in the financial year:

= compliance risk, including conduct risk,
= legal risk,

= information risk, including I(C)T risk,

= security risk,

= outsourcing risk,

= project risk,

= other operational risk.

The following methods are used at the Schwabisch Hall
Group (in line with MaRisk) to manage and control operation-
al risks:

Loss database

The aim of this method is to use a central loss database for
the structured recording of all losses incurred within the
Schwabisch Hall Group (in line with MaRisk) resulting from
operational risks and to introduce measures as applicable.
Losses with a gross loss amount of €1,000 or more are record-
ed. The record includes the categorisation of losses by event
and by loss amount, in particular.

Risk indicators

Risk indicators are key figures that can be informative regarding
the risk situation of the company by acting as early warning

indicators. They are collected and reported by the persons

responsible at local level. Risk situations are classified using

a traffic light system based on prescribed threshold values.
Risk indicators are systematically and regularly collected within
the Group on a broad scale.
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Scenario analysis
Arisk scenario gives a concrete description of potential losses
as well as events and factors that could lead to those losses.

In the context of risk self-assessments, scenarios for assess-
ing particularly unfavourable configurations, which may not
yet have occurred, are identified and measured according to
loss amount and probability of occurrence. Assumptions on
the impact and probability of occurrence of these scenarios
are based on internal and external losses as well as expert
evaluations. A distinction is drawn here between division-
specific and inter-divisional scenarios.

The methods are reviewed and adjusted at least once a year by
Risk Controlling in collaboration with the responsible opera-
tional risk staff and/or experts.

RISK SUBTYPES

Compliance risk, including conduct risk

Compliance risks may arise if the compliance and risk manage-
ment systems are not sufficient to fully prevent or detect
violations of external obligations. Such obligations are under-
stood to mean legal requirements (laws, regulations) as well
as external agreements and internal agreements within the
company. Examples include the abuse of confidential infor-
mation, ignoring sanction and embargo requirements, data
protection violations or supporting money laundering, terror-
ist financing and other criminal acts. Employee misconduct
(conduct risk) is part of compliance risk.

Legal risk

Legal risk can arise from violations or the incorrect application
of applicable law. Legal risk can also result from a change in
the legal situation (statutes or case law) affecting transactions
entered into in the past.
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Information risk, including I(C)T risk

Information risk arises due to breaches of the confidentiality,
integrity, availability or authenticity of information or data. If
the risk exists in connection with the use of information or
communication technology (information media), it is referred
to as I(C)T risk.

Security risk

Security risk can arise because of inadequate protection for
people, property, tangible assets or time-critical processes.
Examples include epidemics or pandemics due to the wide-
spread spread of pathogens, restricted access to workplaces
due to natural disasters or demonstrations, or the limited
availability of operating resources due to a power supply
interruption or failure. Climate change could lead to an increase
in the frequency and severity of natural disasters.

Outsourcing risk

Outsourcing risk may arise if the strategic principles pursued
by the management units are not observed in the performance
of outsourced services or if their operational policies are
violated. This may have the following causes:

= non-compliance with regulatory requirements by the
responsible service provider and/or sub-service provider

= lack of transparency or ability to enforce in the case
of outsourcing outside the domestic market

= increasing complexity in the case of outsourcing
of processes that are not classified as standard
services (commodity services)

= outsourcing of core responsibilities or knowledge
processes due to a potential loss of expertise

= service disruptions (especially failure or inadequate
performance of the service provider)

= inadequate management or monitoring of the service
provider (in particular lack of transparency with regard
to the performance of the services)
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Project risk

Project risk means the risk that project outcomes will not be
completed as planned. For example, project risk may result
from inadequate clarification of project goals and assignments,
from deficiencies in the subsequent implementation, from
deficiencies in communication inside and outside the project,
or from unexpected changes in the overall conditions that
apply to a project.

Other operational risk

All other risks fall under the category of “Other operational risk”.
This brings together operational risks that are not allocated
to the OpRisk subtypes compliance risk, including conduct
risk, legal risk, information risk, including I1(C)T risk, outsourc-
ing risk, security risk or project risks, and are of subordinate
importance based on their risk profile.

IMPACT OF SUBRISK TYPES

The effects on the individual subrisk types are diverse. For
example, violations or infringements of applicable law may
result in compensation payments. If compliance and risk
management systems put in place are not adequately imple-
mented to fully prevent or detect violations of external obliga-
tions, this may give rise to compliance risk. Malfunctions or
disruptions of IT systems may negatively impact the imple-
mentation of processes. Security risk can lead to staff short-
ages or impact buildings or the ability to access them. Outsourc-
ing risk could lead to business failures or claims for damages.
Project risks that materialise can trigger an extraordinary
increase in budget requirements or mean that project out-
comes are not complete on schedule.

MEASURES

The diverse effects of the OpRisk subrisk types require target-
ed and efficient management and the resulting derivation
of measures. Risks are mitigated by measures such as strict
separation of functions, adherence to the dual control princi-
ple, restriction of IT authorisations and access authorisation
to buildings, as well as a remuneration model focused on
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sustainability. The organisational units dealing with legal
issues continuously monitor and evaluate legally relevant
legislative projects, regulatory requirements and the develop-
ment of case law. Information risk is assessed decentrally in
a control process and evaluated in respect of the associated
risks. External service providers are monitored by means of
communication, coordination, contractually defined service
level agreements and audit reports. Projects are managed by
project portfolio management, which systematically assess-
es, monitors and manages the identified risks.

LIMITING
Operational risk is integrated into the overall bank limit
system.

One of the key management tools for operational risk is
adequate backing with regulatory as well as economic
capital. The standard approach (STA) is used to determine
regulatory risk capital requirements.

Economic capital requirements are determined by calculat-
ing the Operational Value at Risk (OpVaR). Operational risk
is quantified using the losses actually realised from loss
events (ex post) as well as on the basis of scenarios (ex ante).
The data from both methods is transformed into distributions
with the aid of assumptions and mathematical processes.
Under the basic approach of the quantification model, the
“loss distribution approach” is used. These distributions
are then aggregated using the Monte Carlo simulation into
a loss distribution for the ex post database and a loss distri-
bution for the ex ante database. Finally, both loss distribu-
tions are combined to give a complete overview. This is done
by merging the datasets received from the Monte Carlo
simulation from the ex post perspective with the datasets
from the ex ante perspective. Finally, the loss distribution in
the complete overview is used to determine the risk meas-
ure of Value at Risk at the desired confidence level. Under
the economic perspective, a confidence level of 99.9% is
applied.
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REPORTING

The Management Board and Supervisory Board are informed
about operational risk through regular reports. In addition, ad
hoc reports are prepared as needed.

Identified operational risks are reported by Risk Controlling
and/or within the individual organisational units to the relevant
management level. Within the framework of the existing risk
management process, the active management of identified
operational risks then takes place with a particular focus on
prevention.

Furthermore, KreCo is regularly informed regarding the status
of operational risk in the Schwabisch Hall Group (in line with
MaRisk).

STRESS TESTING
The ongoing risk measurement via OpVaR is also supplement-
ed with stress tests.

The risk parameters (loss amount and probability of occur-
rence) are updated annually for the calculation of the eco-
nomic overall bank stress test. OpVaR is then calculated for
the individual overall bank stress scenarios.

ANALYSIS OF OPERATIONAL RISK

On 31 December 2021, a capital requirement of €160 million
(2020: €148 million) was calculated under the economic
perspective to cover the operational risks of the Schwabisch
Hall Group (in line with MaRisk). At no time has the value
exceeded the applicable limit. On 31 December 2021, the
limit for operational risks amounted to €200 million (2020:
€200 million).

Reputational risk

DEFINITION AND CAUSES
Reputational risk refers to the risk of losses as a result of
events that damage confidence in the companies within the
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Schwabisch Hall Group (in line with MaRisk) or in the products
and services, in relation to customers, shareholders, employees,
sales partners and the general public. Reputational risks can
occur as an independent risk (“primary reputational risk”) or
as an indirect or direct consequence of other risk types (e.g.

liquidity risks, operational risks; “secondary reputational risk”).

RISK STRATEGY FOR REPUTATIONAL RISK

The framework for managing reputational risk is formed by
the business strategy and the resulting general risk manage-
ment goals of the Bausparkasse as well as Group requirements.

The business strategy gives rise to targets for qualitative
growth (minimum return) and for new business in individual
business segments. With regard to reputational risk, it is
assumed that new business growth leads to increased sales
activities and therefore also to a stronger market presence.
Increased reputational risks can also arise due to the resulting
higher profile and strength of the Schwabisch Hall brand.

The risk cannot be avoided due to the strategy and require-
ments described above.

MANAGEMENT OF REPUTATIONAL RISK

Management measures are introduced by the managers of the
organisational units at a local level and/or by the Management
Board. Their implementation must be supported by the organ-
isational units concerned. Risk developments are monitored
on an ongoing basis using various measurement tools, which
are developed in close cooperation with the relevant organi-
sational units (e.g. social media report and customer loyalty
index).

There are also further preventative and reactive risk manage-
ment methods (e.g. new product processes, crisis communi-
cation, compliance risk assessment). The risk capital require-
ment for reputational risk is not quantified independently
and is not taken into account on the risk side of risk-bearing
capacity. The corresponding risk capital requirement is covered
via Bauspar technical risk.
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(Negatively) altered customer behaviour and a decline in new
business (among other things, for example, due to “damage
to Bausparkasse image”/“reputational damage”) are present-
ed in an integrated way in the collective simulation model
underlying the Bauspar technical risk. This covers the possi-
ble impact on the Bausparkasse of reputational damage.

LIMITING

The risk amounts calculated in the Bauspar technical risk are
integrated into the overall bank limit system and are backed
by economic capital. In this way, the influence of reputation
is included in risk-bearing capacity.

REPORTING

The reputation of the Bausparkasse is monitored at various
points using different tools and is constantly being strength-
ened. The Marketing and Communications divisions, in par-
ticular, report to decision makers regarding significant find-
ings or changes. In this way, the management of the Bau-
sparkasse is informed about how the Bausparkasse is
perceived by stakeholders and is thus in a position to take
management decisions.

Furthermore, central analysis and monitoring is carried out

by Risk Controlling on a quarterly basis. The various stake-
holder views are then aggregated in an index model to create
arisk overview. The Management Board is informed of the
index model and its respective value.

STRESS TESTING

Reputational risk causes follow-on and/or secondary risks
for other risk types. This impact on the relevant risk types is
contained in the cross-risk type stress scenarios.
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Enhancement of risk
measurement methods and
the risk monitoring system

Risk measurement methods and risk monitoring systems are
continuously improved and developed in accordance with
new European and national statutory regulations.

Measurement of overall risk profile

In 2021 the Schwabisch Hall Group (in line with MaRisk) saw
some movement as regards risk capital utilisation within its
economic risk-bearing capacity. The risk capital requirement
for each risk type only moved within the defined limits in the
financial year under review.

The regulatory capital ratios of Bausparkasse Schwabisch Hall
are shown in the Report on economic conditions on page 11.

No risks have been identified that could jeopardise the contin-

uation of the Schwabisch Hall Group (in line with MaRisk) as a
going concern.
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Income statement and statement Statement of comprehensive income
Of comprehensive in come in € thousand (Notes) 1.1.-31.12.2021 1.1.—31.12.2020

Net profit 89,633 58,865
Other comprehensive income/loss -424,946 317,864
Items that may be reclassified -436,404 324,829
Income statement to the income statement
Gains and losses on debt instruments at fair -646,945 496,170
in € thousand (Notes) 1.1.—31.12.2021 1.1.—31.12.2020 value through other comprehensive income
Net interest income (29) 580,830 531,300 Gains (+)/losses (-) arising during the -619,689 551,851
Interest income calculated using 1,399,408 1,496,572 reporting period
the effective interest method Gains (+)/losses (-) reclassified to the -27,256 -55,681
Current income 1,505 1,318 income statement on disposal
Interest expenses -828,816 971,204 Exchange differences on currency -2,244 -14,488
Income from investments in joint 8,733 4,614 translation of foreign operations
ventures using the equity method Share of other comprehensive income/ 10,550 -1,750
Net fee and commission income (30) 11,983 -9,025 loss of equity-accounted joint ventures
Fee and commission income 120,128 103,417 Income taxes (38) 202,235 -155,103
elendlconE S o Ren ey ~108,145 ~112,442 Items that will not be reclassified to the 11,458 -6,965
Gains and losses on investments (31) 22,059 55,681 income statement
Other gains or losses on valuation of (32) -245 5,277 Gains and losses on equity instruments -3,850 152
financial instruments for which the fair value OCI option has
Gains or losses on derecognition of financial (33) 2,329 14,875 been exercised
CERSiD ST 21 Eeld SEe) Gos: Gains and losses arising from remeasure- 18,968 -9,466
Loss allowances (34) -13,730 -28,943 ments of defined benefit plans
Administrative expenses E) -515,322 ~525,959 Share of other comprehensive income/ 212 -109
Other net operating income (36) 42,025 37,476 loss of equity-accounted joint ventures
Profit/loss before taxes 129,929 80,682 Income taxes (38) -3,872 2,458
Income taxes 37 -40,296 -21,817 ..
@37 Total comprehensive income -335,313 376,729
Net profit 89,633 58,865 .
. Attributable to:
Attributable to:
Shareholders of Bausparkasse 82,206 52,971 ghﬁre‘hé)'lder:sHoﬁIBausparkasse -341,646 377,897
Schwabisch Hall chwabisch Ha
Non-controlling interest shareholders 7,427 5,894 Non-controlling interest shareholders 6,333 -1,168
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Balance sheet

Assets

in € thousand

Cash and cash equivalents

Loans and advances to banks

Loans and advances to customers

Positive fair values of hedging instruments
Investments

Investments accounted for
using the equity method

Intangible assets

Property, plant and equipment
and right-of-use assets

Current income tax assets
Deferred tax assets
Other assets

Loss allowances

Total assets

(Notes)
(13, 39)
(14, 40)
(14, 41)
(15, 42)
(17, 43)
(18, 43)

(19, 44)
(20, 45-47)

(21, 48)
(21, 48)
(22, 49)
(23, 50)

Letter from the Management Board

31.12.2021
997,968
8,045,120
63,174,819
2,435
12,892,619
113,500

199,033
110,212

2,809
916

29,174
-197,807
85,370,798
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31.12.2020
542,499
8,936,933
59,043,913
30,869
12,824,991
105,755

210,497
123,077

3,704
2,600
34,137
-185,638
81,673,337

Combined management report

Equity and liabilities

in € thousand
Deposits from banks
Deposits from customers

Fair value changes of hedged items in
portfolio hedges of interest rate risk

Issued bonds
Negative fair values of hedging instruments
Provisions
Current income tax liabilities
Deferred tax liabilities
Other liabilities
Equity
Subscribed capital
Capital reserves
Retained earnings

Reserve from fair value OCI
equity instruments

Reserve from fair value OCI
debt instruments

Currency translation reserve
Non-controlling interests
Net profit

Total equity and liabilities

Consolidated financial statements  Service
(Notes) 31.12.2021 31.12.2020
(24, 51) 9,452,412 7,775,640
(24, 52) 66,732,902 65,073,718
(®) -10,048 23,038
(25, 53) 1,506,159 513,208
(15, 54) 5,196 -
(26, 55) 1,682,780 1,766,312
(21, 48) 37,316 13,588
(21, 48) 70,069 269,270
(22, 56) 176,480 173,718
(57) 5,717,532 6,064,845
310,000 310,000
1,486,964 1,486,964
3,450,421 3,390,264
-6,733 -3,005
332,596 777,306
-6,460 -15,860
80,538 74,205
70,206 44,971
85,370,798 81,673,337
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Combined management report

Statement of changes in equity

in € thousand
Equity as at 01.01.2020
Net profit

Gains and losses on debt instruments at fair
value through other comprehensive income

Gains and losses on equity instruments for
which the fair value OCI option has been
exercised

Exchange differences on currency
translation of foreign operations

Remeasurements of defined benefit plans

Share of other comprehensive income/
loss of equity-accounted joint ventures

Total comprehensive income
Dividends paid

Profit transferred due to profit and
loss transfer agreement

Equity as at 31.12.2020
Net profit

Gains and losses on debt instruments at fair
value through other comprehensive income

Gains and losses on equity instruments for
which the fair value OCI option has been
exercised

Exchange differences on currency
translation of foreign operations

Remeasurements of defined benefit plans

Share of other comprehensive income/
loss of equity-accounted joint ventures

Total comprehensive income

Profit transferred due to profit and
loss transfer agreement

Equity as at 31.12.2021

The composition of equity is explained in Note 57.
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Reserve from

fair value

Subscribed Capital OCI equity
capital reserves Earned equity  instruments
310,000 1,486,964 3,397,346 -3,122
- - 52,971 -

- - - 152

- - -7,008 -

- - ~74 -35

- - 45,889 117

- - -8,000 -
310,000 1,486,964 3,435,235 -3,005
- - 82,206 -

- - - -3,850

- - 15,096 -

- - 90 122

- - 97,392 -3,728

- - -12,000 -
310,000 1,486,964 3,520,627 -6,733

Reserve from
fair value
OCl debt
instruments

436,239

341,067

341,067

777,306

444,710

-444,710

332,596

Currency
translation
reserve

-6,686

-7,425

-1,750

-9,175

-1,150

10,550

9,400

-6,460

Shareholde_rs’
equity
5,620,741
52,971

341,067

152

-7,425

-7,008
-1,859

377,899

-8,000

5,990,640
82,206
-444,710

-3,850

-1,150

15,096
10,762

-341,646
-12,000

5,636,994

Consolidated financial statements

Non-control-
ling interests

78,964
5,894

-7,063

-1,169
-3,590

74,205
7,427

-1,094

6,333

80,538

Service

Total equity
5,699,705

58,865
341,067

152

-14,488

-7,008
-1,859

376,730
-3,590
-8,000

6,064,845
89,633
444,710

-3,850

2,244

15,096
10,762

-335,313
-12,000

5,717,532
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Cash flow statement

in € thousand
Net profit

Non-cash items included in net profit and reconciliation
to cash flows from operating activities

Depreciation, impairment losses, reversals of impairment losses on
assets and other non-cash changes in financial assets and liabilities

Non-cash changes in provisions

Other non-cash income and expenses

Gains and losses on the disposal of assets and liabilities

Other adjustments (net)

Subtotal

Cash changes in assets and liabilities from operating activities
Loans and advances to banks

Loans and advances to customers

Other assets from operating activities

Positive and negative fair values of derivative hedging instruments
Deposits from banks

Deposits from customers

Issued bonds

Other liabilities from operating activities

Interest, dividends and income received from
equity-accounted joint ventures

Interest paid
Income taxes paid

The cash flow statement presents the changes in cash and cash equivalents during the finan-
cial year. Cash and cash equivalents consist of cash on hand and balances with central banks.
Cash and cash equivalents do not include any investments with residual maturities of more
than three months at the date of acquisition. Changes in cash and cash equivalents are allocated
to operating activities, investing activities and financing activities.
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2021
89,633

63,864

197,908
-69,088
-14,682

-586,360

-318,725

856,493
4,221,494
38,660
-31,832
1,687,717
1,461,164
993,145
-267,500
1,541,776

-727,365
-2,080

2020
58,865

31,741

363,568
180,920
-15,321

-536,880

82,893

2,246,423
-5,068,068
-34,672
28,414
1,626,827
1,362,090
513,441
-307,932
1,597,864

-869,415
-3,922

in € thousand 2021 2020
Cash flows from operating activities 1,009,959 1,173,943
Proceeds from disposals of investments 1,478,966 1,573,022
Proceeds from disposals of property, plant and equipment 791 3,011
Proceeds from disposal of intangible assets 563 2,061
Payments to acquire investments -1,978,510 -2,239,261
Payments to acquire property, plant and equipment -12,066 =218589
Payments to acquire intangible assets -33,373 -64,058
Cash flows from investing activities -543,629 -746,764
Dividends paid to non-controlling interest shareholders - -3,591
Profit transfer -8,000 -16,000
Net change in cash and cash equivalents from other financing activities -2,861 -2,807
Cash flows from financing activities -10,861 -22,398
Cash and cash equivalents as at 01.01 542,499 137,718
Cash flows from operating activities 1,009,959 1,173,943
Cash flows from investing activities -543,629 -746,764
Cash flows from financing activities -10,861 -22,398
Cash and cash equivalents as at 31.12 997,968 542,499

Prior-year figures adjusted, see Note 2 Correction of errors

Cash flows from operating activities comprise cash flows mainly arising in connection with
the revenue-producing activities of the Group and other activities that cannot be classified as
investing or financing activities. Cash flows related to the acquisition and disposal of non-current
assets are allocated to investing activities. Cash flows from financing activities include cash
flows arising from transactions with equity owners and from other borrowing to finance business
activities.

Cash flow from financing activities contains payments by lessees to repay lease liabilities
amounting to €2,861 thousand (previous year: €2,807 thousand).

The liquidity position is satisfactory, with no negative changes compared with the previous
year.
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Notes to the consolidated
financial statements

General disclosures

01 Basis of preparation

Bausparkasse Schwabisch Hall Aktiengesellschaft, Bausparkasse der Volksbanken und
Raiffeisenbanken, Schwabisch Hall (referred to in the following as Bausparkasse Schwabisch
Hall), is the Bausparkasse der Volksbanken und Raiffeisenbanken and is firmly embedded in
the German Cooperative Banking Group. It is a subsidiary of DZ BANK AG Deutsche Zen-
tral-Genossenschaftsbank, Frankfurt am Main (DZ BANK).

The registered office and business address of Bausparkasse Schwabisch Hall is Crailsheimer
Strasse 52 in Schwabisch Hall, Germany. The company is registered in the Commercial Register
of the Local Court in Stuttgart, Germany, under the number HRB 570105.

The consolidated financial statements of Bausparkasse Schwabisch Hall Aktiengesellschaft
(referred to in the following as the Schwabisch Hall Group) for financial year 2021 have been
prepared in accordance with International Financial Reporting Standards (IFRS), as adopted in
the European Union (EU), under Regulation (EC) No. 1606/2002 (IAS Regulation) of the European
Parliament and of the Council of 19 July 2002.

In addition, the requirements governing publicly traded companies referred to in section 315e
(1) of the German Commercial Code (HGB) are applied to Bausparkasse Schwabisch Hall’s
consolidated financial statements, other standards adopted by the Accounting Standards
Committee of Germany are observed, insofar as they have been published in the German
Federal Gazette (Bundesanzeiger) by the Federal Ministry of Justice and Consumer Protection
in accordance with section 342(2) of the HGB.

Bausparkasse Schwabisch Hall’s consolidated financial statements are included in DZ BANK’s
consolidated financial statements. DZ BANK prepares the consolidated financial statements
of the largest group of affiliated companies to be included in consolidated financial statements
and is registered in the Commercial Register of the Local Court in Frankfurt am Main, Germany,
under the number HRB 45651. The financial year is the same as the calendar year. The consol-
idated subsidiaries have prepared their annual financial statements as at the 31 December
2021 reporting date.
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In the interest of clarity, certain items in the balance sheet and the income statement have
been aggregated and supplemented with additional disclosures in the notes. Unless otherwise
indicated, all amounts are shown in thousands of euros (€ thousand). All figures are rounded
to the nearest whole number. This may result in very small discrepancies in the accompanying
consolidated financial statements in the calculation of totals and percentages.

The consolidated financial statements of Bausparkasse Schwabisch Hall have been released
for publication by the Management Board following approval by the Supervisory Board on
3 March 2022.

02 Accounting policies and estimates

CHANGES IN ACCOUNTING POLICIES
The financial statements of the entities included in Bausparkasse Schwabisch Hall Group’s
consolidated financial statements have been prepared using uniform accounting policies.

The consolidated financial statements as at 31 December 2021 were prepared in accordance
with IFRSs effective as at 31 December 2021 and required to be applied in the EU to the IFRS
consolidated financial statements as at 31 December 2021.

AMENDMENTS TO IFRSs APPLIED FOR THE FIRST TIME IN FINANCIAL YEAR 2021
The consolidated financial statements of Bausparkasse Schwabisch Hall for financial year 2021
apply the following amendments to IFRSs for the first time:

= Amendments to IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16 —
Interest Rate Benchmark Reform — Phase 2,

= Amendments to IFRS 4 Insurance Contracts —
Extension of the Temporary Exemption from Applying IFRS 9,

= Amendments to IFRS 16 Leases —
Covid-19-Related Rent Concessions.

The Amendments to IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16 — Interest Rate Benchmark Reform
— Phase 2 follow on from the 2019 amendments and apply if a reporting entity replaces an
interest rate benchmark by a nearly risk-free alternative benchmark rate due to the reform.
The amendments contain a practical expedient in the case of changes in contractual terms or
changes in cash flows that are a direct consequence of the IBOR reform and the new basis is
economically equivalent. Under these conditions, any modification attributable to the IBOR
reform must be accounted for as a change in a floating rate in line with IFRS 9.B5.4.5 and not
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in modification gains or losses. Instead, accounting under IFRS 9.B5.4.5 allows subsequent
measurement on the basis of the updated effective interest rate and hence recognition of the
gain or loss of the economically equivalent adjustment over the remaining term. For all other
modifications that were made at the same time and that are not a direct consequence of the
IBOR reform, an analysis is necessary to determine the derecognition effects of the modifica-
tions. Substantial modifications result in derecognition. If a modification is not substantial, the
updated original effective interest rate is used to remeasure the carrying amount of the financial
instrument and the modification is accounted for in modification gains or losses.

Other practical expedients are available that all hedge accounting to be continued after transi-
tioning to the new interest rate benchmarks if the amendments are solely the result of the interest
rate benchmark reform. The amendments do not provide any practical expedients in cases of
hedge ineffectiveness due to the IBOR reform. This must be recognised in the income statement
in accordance with IFRS 9. The amendments also contain minor amendments to IFRS 16 and
IFRS 4 as well as additional disclosure requirements under IFRS 7.

The amendments must be applied retrospectively for annual periods beginning on or after
1 January 2021. A hedging relationship must be reinstated if it was discontinued solely due to
changes required by the interest rate benchmark reform and the entity would not have discon-
tinued it if the Phase 2 amendments had been applied at that time.

Bausparkasse Schwabisch Hall only accounts for fair value hedges of interest rate risk, and
existing hedging relationships can be retained. The impact of the contractual transition of interest
rate swaps (collateral) from EONIA to €STR amounting to around €70 thousand is immaterial.

The amendments to IFRS 4 Insurance Contracts — Extension of the Temporary Exemption from

Applying IFRS 9 aim to address the temporary accounting consequences of the different effec-

tive dates of IFRS 9 — Financial Instruments and the future IFRS 17 — Insurance Contracts.
Under the EU endorsement regulation applicable for financial years beginning after 1 January
2021, entities primarily engaged in the insurance business, including the insurance arm of
a financial conglomerate, may exercise the optional exemption from applying IFRS 9 until

1 January 2023. This will not impact the consolidated financial statements.

On 31 March 2021, the IASB issued an amendment that prolongs the Covid-19 pandemic-related
practical expedients for lessees who apply IFRS 16 by one year. Entities are expected to apply
the amendments from 1 April 2021 retroactively for financial years beginning on or after 1 January
2021. Bausparkasse Schwabisch Hall Group does not apply these practical expedients.
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CHANGES IN IFRSS ENDORSED BY THE EU BUT NOT YET ADOPTED
The following IFRS amendments have not been applied voluntarily prior to the effective date:

= |FRS 17 - Insurance Contracts,

= Amendments to IFRS 17 — Insurance Contracts,

= Amendments to IFRS 3 — Business Combinations,

= Amendments to IAS 16 — Property, Plant and Equipment,

= Amendments to IAS 37 — Provisions, Contingent Liabilities and Contingent Assets,

= Annual Improvements to IFRS Standards, 2018—2020 Cycle.

The IASB issued IFRS 17 Insurance Contracts on 18 May 2017. The goal of the new standard
is to ensure the consistent, principle-based accounting for insurance contracts and requires
insurance liabilities to be measured at their with a current fulfilment value. This leads to the
more uniform measurement and presentation of all insurance contracts. IFRS 17 replaces
IFRS 4 Insurance Contracts.

Under IFRS 17, insurance contracts are measured using either the general model or, as a practical
expedient, the premium allocation approach (PAA). The general model specifies that an entity
must measure a group of insurance contracts at initial recognition as the sum of (a) the fulfilment
cash flows (FCF) and (b) the contractual service margin (CSM). The FCF consist of the proba-
bility-weighted estimate of the future cash flows, an adjustment for the time value of money
and the financial risks associated with the future cash flows, and a risk-related adjustment for
non-financial risk.

For subsequent measurement, the carrying amount of a group of insurance contracts at the
end of a reporting period is the sum of the liability for remaining coverage and the liability for
incurred claims. The liability for remaining coverage reflects the FCF that relate to future benefits
and the CSM of the group at that time. The liability for incurred claims consists of the FCF that
relate to past benefits and that are allocated to the group at that time.

Measurement of a group of insurance contracts can be simplified by applying the PAA. This
practical expedient can be used at initial recognition of a group if an entity reasonably expects
that application of the PAA will result in measurement of the liabili