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Our Impact Report 2021 discloses our approach
to sustainability and our philosophy on the issues
that matter the most to our stakeholders. In three
chapters structured around the material topics
identified through our sustainability, materiality
and impact assessment, this report informs on
non-financial performance progress and initiatives.

is part of a set of three docu-
ments that jointly comprise our Impact Report Package
2021 and complement our Annual Report. Please also
refer to the following documents for a comprehensive
insight into our sustainability approach.

- Sustainability goals, achievements, materiality,
management approach

- Principle of Responsible Banking (PRB)
self-assessment report

- Partnership for Carbon Accounting Financials
(PCAF)

- Contribution to the SDGs

- GRI content index

The three documents are closely interrelated and
cover the period from 1 January to 31 December 2021.

The Impact Report Package has been pre-
pared in accordance with the Global
Reporting Initiative (GRI) Standards:
Core option and complies with regula-
tory requirements and obligations such
as the European NFRD, and with signa-
tory frameworks: Sustainability Devel-
opment Goals, the UN Global Compact,
the UN Environment Programme Fi-
nance Initiative — Principles for Respon-
sible Banking, and the Partnership for
Carbon Accounting Financials.

Our full reporting suite, including An-
nual Reports and the full Impact Report
Package, can be found at: https://www.procre-
dit-holding.com/downloads

Note on photos: All photos were taken in accord-
ance with the COVID-19 regulations of the respec-
tive countries, as effective at the time the photo
was taken.

For computational reasons, the figures in the tables
may exhibit rounding differences of + one unit
(EUR, %, etc.).
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This icon will point you to further
information and data that support
the statements provided in our
Impact Report 2021.
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This separate document provides more informa-
tion about the data and our approach regarding
SDGs and our targets.
- Sustainability goals and achievements
- Materiality and impact reporting
- Reporting approach
- Stakeholder engagement and materiality analysis
- Overview of our material topics,
related impacts and boundaries
- Our material topics - management approach
and overview
- SDGs, material topics and targets
- International principles, standards and memberships
- UNEP FI Portfolio Impact Analysis
- Accounting of the GHG emissions linked to our loan
portfolio
- UNEP FI Principles for Responsible Banking (PRB) -
Self-assessment reporting
- Analysis of the portfolio in terms of E&S risk
- GRI Content index 2020
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2021 FACTS AND FIGURES

Key group figures 2021 Our mission

Statement of financial position _
Be the leading
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In contrast to many other banks that simply add a new business department, hire a sustainability consultant and purchase the best available technology, at ProCredit
the process of institutionalising green finance has been a gradual one spanning most of our existence.

ProCredit with IPC: 2003: Creation of ProCredit e
Consulting of as a banking group | Consolidation of Digital banking | MIGA provides
financial institutions with key shareholders | ownership in approach for
in developing IPC (investment arm since | proCredit Holding . ) private clients fully
countries transferred to Zeitinger 2009: Implementation implemented
Invest), DOEN, KfW, IFC and | Investment grade of German regulatory for
ProCredit Staff Invest | rating since 2004 standards eight ProCredit
subsidiaries i
Flrst.mlcrofllnance @ ) by German banking as a listed g of goes online
bank in Bosnia S!Hd O PrOCTEdIt 2008: Shift from | juthorities company (10% of 9 Joined the
Herzegovina product-oriented | (BaFin and share capital)
founded as microfinance provider to | Deytsche
a greenfield bank 2006: Establishment of Hausbank for SMEs | Bundesbank)
Founding the ProCredit Academies in Greece )
of ] First report on the GHG
(now ProCredit Introduction of ProCredit Holding emissions associated
Holding) of group-wide shares on Frankfurt | replaces local with the loan portfolio
Stock Exchange | banks' versions (scope 3 emissions)
e A 4 \ 4 A4 A 4 \ \_ Sl
1980 1997 - 1998 2003 - 2006 2008 - 2014 2015 - 2017 2018 - 2020 2021 2022
2010: First | GREEN FINANCE Introduction of the
ENVIRONMENTAL ESG RATING | APPROACH PLASTIC STRATEGY .
. by MSCl and | All ProCredit bank Introduction of
COURSES introduced Y roCredit banks COTIIEUS GREEN DEPOSITS
at the ProCredit oekom research | apply the green
FIRST GREEN LOANS Academies (now IS ESG) | lending and EEtS risk EDGE CERTIFICATION e Al
granted for energy management concept of head office buildings ELECTRIC VEHICLE
efficiency and 2011: Introduction of a 2011: First
renewable energy group-wide three-pillar : All ProCredit institu- FIRST GREEN BOND CHARGING
investments in 2006 approach to GROUP ENVIRON- tions certified under placement for emerging STATIONS installed
ENVIRONMENTAL | MENTAL STEERING ISO 14001 or EMAS countries with IFC for in Eastern Europe
ENVIRONMENTAL COMMITTEE green investments by SMEs
MANAGEMENT
EXCLUSION LIST : Publication of first group
introduced group-wide EM policy and | 2012: Introduction of IMPACT REPORT
in the banks' Codes of EM Unit | semi-annual group-wide _
Conduct in 2006 at each bank | GREEN SEMINARS ol €15t Skl
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@4} Between 2018 and 2021,
we reduced the group's own CO,
emissions by 56%.

Green transportation
installation of public electric chargers
in all our countries of operation

UNEP FI PRB

first report on loan portfolio
impact analysis and
self-assessment report

E-mobility
increasing the share of e-cars in
our car fleet and promoting
e-mobility among
our clients

Avoiding
single-use plastics
update of our plastic strategy,
promoting sustainability in our
supply chain

Response to

COVID-19 €-Campus

implementation
strengthening our training
capacities through an

individualised risk
assessment to support SME
clients during the pandemic

This year, the group's green loan
portfolio represents 19% of the
total loan portfolio.

Sustainable
supply chain
update of our
group guidelines

to screen our suppliers

In-office and
work from home
arrangements
in response to our employees'
and customers' needs

Regular update

of our exclusion list
ongoing integration of
E&S risk evaluation
in all lending operations

D D Between 2018 and 2021, an average of

132.5 hours were devoted to environ-
mental and social training per employee.

COVID-19
Green vaccination campaign
buildings supporting employee
continue to promote and health and safety
improve efficiency
in buildings,

including EDGE
certification

Partnership for
Carbon Accounting
Financials (pcar)
first report on GHG emissions associated
with loan portfolio

Academy Sustainable

e-learning platform

agrlcultu re @\ For more information,

strengthening capacity building
on innovative practices and

technologies Appendix 2021, Sustainability
goals and achievements, pages 2ff.

see > Impact Report
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LETTER FROM THE MANAGEMENT BOARD

We are reporting today on the second year marked
by the COVID-19 pandemic, and we can look back
with a certain amount of satisfaction at the results
we achieved throughout this difficult period. Strong
results were also achieved in 2021, which confirms
our position as the bank of choice for leading and
innovative SMEs in South Eastern and Eastern
Europe. We posted a return on equity of 9.7%, which,
despite the ongoing pandemic, is on the level of our
mid-term target of approx. 10%. Our positive impact
can be seen in all key indicators, such as high quality
combined with strong growth in the loan portfolio -
particularly in the green loan portfolio. At the same
time, in keeping with our principle of always putting
values first in our operations, we tightened our
Exclusion List and ESG client selection criteria, as we
describe in detail elsewhere in this Impact Report.

However, we are publishing this report in the shadow
of the Russian military invasion of Ukraine and the
tragic humanitarian situation for the Ukrainian
population that has followed. The impact and un-
certainties of this deplorable situation risk obscuring
all of the group's positive developments in 2021 and
throughout the COVID-19 pandemic. Although only
our operations in Ukraine are likely to be strongly
impacted by the war, it is a deeply disturbing de-
velopment which naturally mutes the pronounced
positive tone that this report on the 2021 financial

year and the group outlook for FY 2022 would other-
wise have taken. The seeming ease with which our
Ukrainian colleagues are maintaining regular banking
operations under the most challenging circumstances
imaginable is testament to their courage and resolve
and a tremendous source of inspiration to us all. Their
calmness in these times of turmoil is an important
contribution to the Ukrainian state and the Ukrainian
people, who now more than ever rely on a steadfast
banking sector.

During this pandemic, while many other lenders
pulled the plug on their clients’ projects or even on
their short-term liquidity support, particularly in the
first few months of the crisis in 2020, we continued
providing financing to SMEs, thus increasing our
market share. Our momentum continued in 2021,
and a brief look at the results underlines our achieve-
ments: after growth of 9.5% in our outstanding
customer portfolio in 2020, our loan book grew by
an additional 12.8% (or EUR 670m) in 2021, while
our customer deposits grew by 13.1% (or EUR 643m).
Furthermore, we saw a marked increase in the level
of payments and transactions, which bounced back
from the lows observed in the spring of 2020 to
exceed pre-pandemic levels, giving us hope that our
clients are now at the front end of the economic
recovery we are seeing across the region.

Particularly worth mentioning is the increasing
contribution of digital payments to our transaction
mix, with growth of 30% for non-cash payments in
2021 compared to the previous year (and 27% for
e-commerce transactions) and a 34% increase on
the 2019 figures (29% for e-commerce transactions).
This illustrates how our position as a direct bank
has been reinforced by the pandemic, which
has undoubtedly accelerated digital adoption.
Furthermore, all ProCredit banks in South Eastern
Europe, Eastern Europe and South America made a
positive contribution to our financial and business
results in 2021, ensuring that the growth well
diversified across the group, both in terms of lending
and in deposit-taking. On the development of
customer funds, an additional positive note is the
increasing participation of private individuals in the
overall results. Private individuals' deposits grew by
EUR 216m, thus accounting for 34% of the overall
increase in customer funds.

Business growth continued to be accompanied by
a prudent approach to credit risk, as our low and
stable share of defaulted loans (at 2.3% at year-end)
testifies. Our clients proved to be resilient in the face
of the disruptions brought about by the pandemic,
and our business model, with its emphasis on
establishing a strong and long-term partnership with
our customers, proved instrumental in allowing us
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and our clients to solve problems together swiftly and
effectively. This reinforces our conviction that banking
is less about numbers and algorithms and more about
establishing trust and effective communication with
customers, especially during crises.

A consequence of our prudent credit risk approach
was the low expenses for loss allowances in 2021. At
12 bp, the cost of risk is once again well below that of
banking sectors in both Western and Eastern Europe.
This, in turn, helped the group to achieve a better-than-
expected profit for the year, which at EUR 79.6m is
almost double that of 2020, and the best performance
ever recorded by the group. Even more encouraging,
our improved bottom line was less the product of a
lower cost of risk and more the consequence of the
continued improvement in our underlying structural
profitability, as indicated by the further decrease of
our cost-income ratio to 64.2% (down from the 68.0%
recorded at the end of 2020). Our operating income
improved considerably, driven by the strong business
growth and supported by a stable net interest margin,
while our cost base increased only moderately. As we
further increase our business moving forward, we
will not need to increase our physical infrastructure,
thus achieving further economies of scale. Finally, in
2021 we paid out a combined dividend of 53 cents
per share, making good on our promise to investors
to share in our success by paying out one-third of
our annual profit. Despite this pay-out, we finished

the year with a common Equity Tier 1 capital ratio of
14.1%, an increase of 80bp compared to the end of
the previous year.

These achievements confirm, in our view, that we are
on the right path to further strengthen our position
as a leading bank for businesses in South Eastern and
Eastern Europe and to deliver attractive financial re-
turns for our shareholders. However, these numbers
would not be very meaningful for us if not accom-
panied by a clear desire to put impact at the centre
of our responsible banking approach. Our green loan
portfolio once again grew faster than the overall loan
portfolio, bringing the participation of green loans
to 19.0% of total customer loans (or EUR 1.1bn), the
highest share among our competitors in our mar-
kets of operation, and underlining our desire to be a
protagonist in the energy transformation. Translated
into environmental impact, our green loan portfolio
reduces the quantity of greenhouse gases emitted
into the atmosphere by 324.5 kilotons of GHG equi-
valent, similar to taking 70,572 passenger vehicles off
the road for a year. A combination in the increase in
energy prices, the need for countries to meet their
reduction targets and an increased awareness by civil
societies of the threats created by global warming
and pollution, make us confident that our green port-
folio will continue to drive our growth in the years
to come. The energy transformation is finally taking
shape, and ProCredit will make its contribution.

While we are generating new business thanks to
green lending, we believe that it is important to
look at the topic of sustainability holistically. Being
a responsible bank requires an effort beyond simply
promoting renewables, as the topic encompasses
many other important areas, such as, the protection
of biodiversity, or fostering best practices along
the supply chain. Just as we stopped financing
producers of single use plastic in 2020 in order to
fight pollution and environmental degradation, in
2021 we mapped all the locations for the business
activities of our customers against the list of
protected areas in our countries of operation and
introduced strict exclusion criteria to ensure that
our clients' activities do not negatively impact these
natural sanctuaries.

On the topic of sustainable suppliers, we have de-
cided to stop financing PV projects which make use
of solar panels produced in China's Xinjiang region.
Evidence is mounting of the widespread breach of
the Uighur minority's most basic human rights being
perpetrated by the Chinese Communist Party, which
has imprisoned an estimated two million people in
labour camps as it seeks to purify the country of any
ideology other than its own. Despite the statements
coming from Beijing claiming that these camps are
used only for the re-education of potential terrorists
and extremists, we are not fooled. In Europe, when we
see a concentration camp, we recognise it. We now
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advise our clients accordingly that we only finance
PV panels that are sourced from outside this region.
This may mean slower growth in the short term, but
genuinely sustainable growth in the long term. We
continue to see strong potential for financing energy
efficiency and renewable energy investments as well
as small-scale renewable energy project finance, an
area in which we have developed unique expertise.
We expect that our green loan portfolio will con-
tinue to grow ahead of our SME portfolio.

In the midst of the terrible situation unfolding in
Eastern Europe, we are working tirelessly, together
with our international financial institution partners,
to secure the best possible outcome for the staff and
clients of ProCredit Bank Ukraine and the ProCredit
group as whole. Nevertheless, in the context of
stress testing, it is important to note that even if our
bank in Ukraine would fail in these dark days, the
group capital position and financial outlook of the
group would not be threatened. In these terms it is
important also to look beyond Ukraine, at our strong
institutions in our other countries of operation
and their central importance in contributing to
sustainable economic development as the world
looks to geopolitical stability across Europe.

In concrete terms, it is difficult at this stage to assess
realistically what the financial impact of the war in
Ukraine will be on group results in 2022. However,

in the medium term, we see continued strong
profitable growth opportunities in all markets
other than Ukraine for working with our carefully
selected SME clients and in expanding our green
loan portfolio. We view the group's development in
the current context positively and confirm that the
group's medium-term targets can also be met in a
scenario without any contribution from ProCredit
Bank Ukraine.

A fundamental strength of the group is undoubtedly
its staff and the way in which they embody the
group's dual ambitions of financial success and
responsible banking. The ProCredit Academies have
been central in reinforcing this attitude throughout
the group. The enthusiasm that our staff have for
their job and for the training opportunities we offer
is impressive. We would like to thank all ProCredit
employees and all management teams for their
ongoing commitment. We are pleased to welcome
Hubert Spechtenhauser to the Management Board
of ProCredit General Partner, and appreciate the
additional skills and perspectives he brings. We
are also pleased to welcome Rainer Ottenstein
to his new role as Chairperson of the Supervisory
Board, building on the key part he has played in
accompanying the development of the group over
the years. We would like to pay tribute and express
immeasurable thanks, personally and on behalf of
all staff and management teams, to Dr Claus-Peter

Zeitinger for his extraordinary vision and the tireless
efforts he has devoted to the ProCredit group since
its inception.

For us the way ahead is clear, and it is reinforced by
the tragedy of the war in Ukraine. Impact is not a
side topic or an afterthought: ProCredit's history and
origins are deeply rooted in development finance and
our commitment to look beyond economic success is
embedded in our DNA. We are proud of our history
as a business bank for SMEs, fostering economic
development and progress in emerging markets.
We are always mindful of the balance between
humans and nature, respectful of local cultures
and traditions, but also sure that certain values are
universal: freedom and respect for human dignity
above all. We believe that economic success and
sustainability are not mutually exclusive, and we are
determined to prove it. Our strong results in 2021 are
another step in the right direction. We are convinced
that following our principles of responsible banking
is the best way to ensure continued success for all
our stakeholders

Dr. Gian Marco Felice Sandrine Massiani

Dr. Gabriel Schor Hubert Spechtenhauser
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RESPONSIBLE BANKING:
RECONCILING PROFIT WITH VALUES

by Gian Marco Felice & Martin Godemann

Something remarkable seems to have occurred
in the last two years: the world is finally waking
up to the dangers posed to our planet by climate
change. Perhaps the pandemic has laid bare how
interconnected global societies are, or science-
deniers finally gave up when confronted with
overwhelming evidence, or the Friday for Future
movement woke the consciousness of a generation.
But whatever the reasons, concrete actions towards
mitigating climate change are finally being taken
by governments, companies and people, albeit
late and possibly not on a scale adequate enough
to stop average temperatures from rising above
1.5 degrees from pre-industrial levels. It is true
that there is still a lot of “blah blah blah”, but, at
least in our view, we are starting to face up to the
daunting task of seriously fighting environmental
degradation and social injustice.

Now that we are finally moving in the right di-
rection, although still not at the right speed, it is
also increasingly clear that the road ahead is not so
straightforward and it will require making choices.
We already illustrated this in our last Impact Re-
port: how, for instance, protecting consumers or
the environment often means forgoing profit and
business opportunities, as when refusing to promote
subprime lending or finance producers of single-use

plastic products, or when we abstain from financing
projects in protected areas. The same is true when
we refuse to do business with companies which ob-
viously engage in tax elusion practices, such as in-
corporating all or part of their activities in off-shore
jurisdictions, a legal practice unfortunately in vogue
in many countries in Eastern Europe.

How to go about promoting sustainable banking
practices and how to transform the often diverging
goals into concrete actions becomes controver-
sial already when considering the role played by
public institutions in promoting and supporting a
greener agenda. Should central banks, for instance,
use monetary policies or supervision requirements
to nudge banks in the right direction? Unsurpri-
singly, for now, regulators are taking the risk
view when looking at climate change, but

we believe that imposing strict risk man-
agement requirements on banks to miti-

gate climate-related uncertainties, even

though it is welcome as it raises aware-

ness, in fact misses the point. Claims that

global warming poses a material risk to

global financial stability are overdone,

in our view. Sure, there will be plenty

of stranded assets which will depreciate

faster and some clients will be physi-

cally affected by less predictable weather

(which will in turn create credit risk), but

10

DECENT WORK AND
ECONOMIC GROWTH

INDUSTRY, INNOVATION
ANDINFRASTRUCTURE

9

12 RESPONSIBLE 13 CLIMATE
GONSUMPTION ACTION
ANDPRODUCTION

& |0

o

from here to say that the stability of the financial
system is under threat would be counterproductive
and alarmist. Perhaps the case could be made for
more positive measures in support of green lending,
such as targeted capital relief measures. After all,
as our own data shows, our green loan portfolio
has a better performance than the overall portfolio
(see figure Loan portfolio quality development,
> page 29), although the cause is not yet clear.
We like to believe that entrepreneurs who think
proactively about
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their wider impact, and do not take only a narrow
view on profit, tend to be, all things being
equal, better owners and managers and thus better
drivers of long-term performance. But more re-
search will be needed as well as more data in order
to properly sort out cause and effect (see also Meas-

uring Sustainability, > pages 19ff.).

For sure, a more proactive role can and must be
played by international

financial institu-

tions  (IFls).

How the

energy transformation will play out is still unclear,
but one thing is certain: whatever we do, it will re-
quire a lot of capital as well as incentives for clients to
internalise external (environmental) costs, and the re-
spective investments will not be without risks. Highly
efficient instruments are, for instance, well-designed
guarantee programmes. The guarantee programme
InnovFin by the European Investment Fund (EIF) has
enabled ProCredit, as the single largest partner for
the EIF in the SEE/EE region, to grant more than EUR
1.5bn in capital to innovative SMEs. A stunning 40%
of these loans were green loans. This highlights the
close link between innovation and “green” and con-
firms our conviction that a successful green strategy
has to be based on innovation.

Finally, governments will need to create a simple and
transparent regulatory environment which allows en-
trepreneurs to focus on producing energy, not navi-
gating complex bureaucracies. We saw this first-hand
during the time-consuming and labour-intensive pro-
ject of building our own 3 MW photovoltaic plant in
Kosovo as we strive to achieve our carbon neutrality
goal. Particularly effective would be to move beyond
feed-in tariffs and to instead organise open and
competitive auctions, which, by setting the price for
the most competitive projects, would decrease a big
source of uncertainty (and hence risk) for businesses
and banks while creating a market-driven approach.
But most important of all, governments must be

n

willing to do something they have been afraid of
in the past, as it would make them unpopular: they
need to stop subsidising fossil fuels and instead put
a price on carbon. This is not an easy decision, given
the social dimension of energy prices, and for sure
a compensating mechanism needs to accompany
it. However, such a step is, in our view, central to
the problem and essential if we want to unleash
all the positive market forces and channel capital
to green investments. The European Union is, in this
respect, the best example of how a carbon trading
scheme can create a mechanism which eventually
puts a market price on externalities. We would en-
courage all other countries to join this scheme or
follow the example and create their own (although
a single deep and liquid market would be preferable
to many small ones). Last but not least, we need to
create a common language to talk about sustaina-
bility if we don't want to be lost in translation, and
governments can also play a key role here. Thus, we
welcome the European Union's effort to create a
common green taxonomy and we will work towards
aligning our existing methodology, which we have
been using for several years, to it in the future.

Creating a sustainable approach to finance con-
tinuously poses a challenge for us at ProCredit. We
always pride ourselves on being a responsible bank,
but what it means to be responsible is much less
straightforward to define than it appears to be. The
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more we face up to the concrete actions to be taken
to resolve specific problems, the more we see the
conflict and tension between different priorities and
possible courses of action.

The topic of sustainability goes far beyond the fight
against GHG emissions, as it encompasses areas such
as social justice, the protection of biodiversity, food
security and much more. The road to follow is often
unclear and it presents moral dilemmas. Conflicts do
exist between different competing priorities and a
solution cannot be framed simply as right or wrong.
Trying our best to be a responsible bank, we realise
that sustainability is a multi-dimensional problem
which goes way beyond the topic of green lending.

Take, for instance, plastic production. Plastic is an
incredible material, cheap and durable, but its ex-
tensive use has created the negative side effect of
polluting both land and water. This is unsustainable,
unless we want to create irreversible damage to en-
tire ecosystems and, in so doing, degrade our quality
of life. Something must be done, but abolishing the
use of plastic altogether is unthinkable and unwork-
able. Plastic also has many benefits, as it allows us to
create products we need and enjoy in our daily life.
There is, for instance, the use of plastic in medical
applications, as we can observe nowadays while un-
packing a mask or unboxing an antigen test to pro-
tect us against COVID-19. In the meantime, though,

something must be done to create the right incen-
tives to move society towards more sustainable al-
ternatives. At ProCredit we decided to stop financing
producers of single-use plastic, while incentivising
our clients to invest in waste management and in
the circular economy, by recycling existing products,
as highlighted in last year's Impact Report. Often we
are confronted with clients or observers who point
out that it is wrong to starve off capital industries
in emerging economies, even if they are polluting,
as priority must be given to social and economic
development, of the kind previously enjoyed by now
developed countries. To a certain degree this argu-
ment has merit, but it is good to remember that it
is often the people living in less developed areas
who suffer most from plastic-related pollution, as
anyone who has visited one of our countries of op-
eration can testify. It is therefore no longer possible
to close our eyes and wish the problem away, even
if this means parting ways with in many respects
otherwise good clients.

This past year we also faced another hard choice,
which indicates once more how it is often neces-
sary to balance various existing priorities in creating
a fairer and more sustainable social economic par-
adigm. The issue is related to the production of PV
panels by companies engaged in the use of forced
labour in the region of Xinjiang in China (see Forced
labour in global photovoltaic supply chains, > pages
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15f.). On the one hand, we have an urgent need to de-
crease the amount of greenhouse gases emitted into
the atmosphere, as they are the main driver of global
warming, with all its related negative side effects,
ranging from the emergence of extreme weather
events to the desertification of vast regions, particu-
larly in poor or developing countries, leading, among
other things, to acute food shortages. The solution is
clear: we must burn less fossil fuels, such as carbon,
and promote new sources of renewable energies, such
as solar and wind. The former, in particular, holds
much promise as a proven technology which is now
at last commercially attractive and scalable. We see
huge opportunities to continue to provide capital and
know-how to small and mid-sized RE projects in the
future, giving our contribution to an accelerating en-
ergy transition. At the same time, we must face an
inconvenient truth: the low production cost for PV
panels from several leading manufacturers in China,
among which the world leader is JinkoSolar, has been
achieved also thanks to the use of forced labour in
the region of Xinjiang, in Northeast China, by the
Han majority over the Muslim Uyghur minority. The
numbers are staggering. To give a sense of the scale
of the problem, we need to look no further than the
installed capacity financed by ProCredit in our coun-
tries of operation which use panels coming from the
six companies now included in our Exclusion List: a
stunning 67%. That is, two thirds of the existing solar
capacity financed by our group to this day is provided
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by companies directly or indirectly involved in the ex-
ploitation of forced labour in China. As the evidence
mounted in 2021 that millions of individuals are
forced into what is de facto a form of modern slavery,
we realised that the simple objective of accelerating
to the greatest extent possible the construction of
new solar power plants conflicted with our desire not
to contribute in any way to the exploitation of an
entire people to the benefit of the commercial and
ideological interests of the Chinese Communist Party.
So we decided to act, banning the financing of new
photovoltaic projects using panels from these com-
panies, after giving our customers a few months to
adjust their plans and shift suppliers. Some of them
did, some of them didn't, driven more by economic
considerations than by their conscience, and so we
lost business opportunities and the chance to reduce
emissions, but we strengthened our conviction that a
trade-off between the environment and basic human
rights is morally untenable.

A further example illustrating the complexity of
being a socially responsible institution is related to
the issue of staff vaccination in our group. Many
companies (and governments) are in the grip of dif-
ficult discussions and decisions on how best to in-
centivise people to get vaccinated. It was clear to
us from the very beginning that on this topic our
core principles are at stake and with our staff the
message had to be clear: either you get vaccinated,

or this is grounds for us to part ways. As long as it
is not mandated by law, it is legitimate for someone
to choose not to get vaccinated, but then, please,
not as part of our community. In fact, to us the
topic of vaccination illustrates how principle- or
value-driven decisions affect our institution at all
levels. If someone decides not to get vaccinated, he
or she breaks two of the fundamental values we all
subscribe to when choosing to work for ProCredit.
First, we think rationally and we believe in science.
One can say whatever one wishes about vaccines,
but one thing is indisputable: they work. That does
not mean that they work perfectly or that they will
guarantee protection against all possible future mu-
tations of the virus, but the overwhelming scientific
evidence shows that vaccines save lives. It has been
a triumph of science and technology that humanity
was able to develop effective protection against a
novel pandemic virus in a matter of months, as op-
posed to years, and to roll it out to a vast number of
people. If someone wants to indulge themselves in
conspiracy theories on social media, fine with us, but
somewhere else, not here, not as part of our com-
munity. Second, vaccination is not only about pro-
tecting the individual: it is mostly about protecting
society. Thus, this issue touches on the very heart
one of our core values: social responsibility comes
before individual freedom. Often the discussion
is framed around the concept of individual choice
and freedom. But vaccines work because they create
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herd immunity and

thus reduce the risk of

hospitalisation, leaving our health care systems free
to support those unlucky enough to face severe
symptoms, which include the most vulnerable mem-
bers of our societies. Thus, vaccination is about our
responsibility towards everyone else, with our per-
sonal choices affecting others. For this reason, we
decided to be very strict on this point: if you want to
be part of our community, then you share its rights
and responsibilities; consequently, we all must make
an effort to give our contribution, or we decide to
stand alone and defend our own selfish interests.
The choice for us is clear, and that is the reason why
100% of our staff is either vaccinated, recovered in
the last six months or has a clear medical exception,
also in stark comparison with the vaccination rates
of many Eastern European countries.
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One of the often voiced criticisms against companies
focused on sustainability is that they should leave the
uneven ground of moral dilemmas to ethical philoso-
phers or at best to politicians, and they should focus
on doing only one thing: making money. But eco-
nomic success at the expense of people's rights and
of the environment leads, in fact, to a system failure.
In our effort to chart a sustainable path forward we
are continuously confronted with imperfect answers
to complex problems, but with a sense that progress
can be achieved if we keep our moral compass right
in front of us. This process is at times frustrating and
success is measured in small steps made over several
years, not quick wins and announcements made on
quarterly analyst calls. The never-ending process of
questioning everything we do and the willingness to
make hard choices to improve the impact our oper-
ations have on everything and everyone around us is
central to our desire to be a responsible actor, as is our
determination to ensure that our profit is not earned
at the cost of our values.

For more information, see:

> Impact Report Appendix 2021

- Management approach and overview. Economic development (page 9)
- Sustainability goals and achievements (pages 2ff.)

> Impact Report Datasheet 2021
- Sustainable lending
- Employees

Exclusion list (> Code of Conduct, page 34)
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FORCED LABOUR IN GLOBAL
PHOTOVOLTAIC SUPPLY CHAINS

by Sebastian Fischer
Photovoltaic industry

In a historic period of urbanisation and industrialisation, greenhouse gas emis-

sions have skyrocketed. Increasing electricity demand and the phasing out of
fossil fuels demonstrate the importance of scaling up renewable energy capaci-
ties with solar photovoltaic (PV) as a core technology.

Owing to increased demand as well as optimised efficiency and manufac-
turing processes, the average cost of crystalline silicon PV modules sold in
Europe decreased by 93% from 2010 to 2020. These price trends and various
programmes accelerated growth, leading to a new annual record of additional
PV systems with 160 GW of installed capacity in 2021 alone.’?

The rapid growth of the PV industry has changed the market. One example is the
production of polysilicon, a primary material required to produce the majority of
solar modules. Until 2005, seven companies headquartered in the U.S., Germany and
Japan satisfied the global polysilicon demand. Now, nearly half of all modules (45%)
are produced in the Xinjiang region of China. According to a ranking of current
market shares, seven of the top ten PV manufacturers are headquartered in China.

Forced labour allegations

In recent years, Xinjiang has become notorious for human rights violations
planned by the Chinese government against several minoeii

T|EA (2021): https://www.iea.org/reports/renewables

2IRENA (2021): https://www.irena.org/publicatig

. Our Socially Responsible
Environment Approach
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Many independent and credible institutions, such as
the Fair Labor Association®, the Australian Strategic
Policy Institute (ASPI)*, Amnesty International®, and
Sheffield Hallam University®, have conducted investi-
gations confirming allegations that the violations are
indeed systematic and target minorities in the region.

As part of “labour transfer” programmes, cheap la-
bour is provided to participating companies. Under
abusive conditions, political indoctrination and re-
striction of movement, around 20% of the indige-
nous Uyghur and Kazakh population in the region
has been forced into labour, according to the Shef-
field Hallam report.

In late 2020, solar associations called on their mem-
bers to ensure a supply chain free of forced labour
practices’, and the first international financial institu-
tions began excluding manufacturers from financing.

3 Fair labor association (2020):
https://www.fairlabor.org/blog/entry/fla-statement-sourcing-china

* ASPI (2020) https://www.aspi.org.au/report/uyghurs-sale

> Amnesty International (2021) https://www.amnesty.de/allgemein/
pressemitteilung/china-xinjiang-muslimische-minderheiten-
inhaftierung-folter

6 Sheffield Hallam University (2021) https://www.shu.ac.uk/helena-
kennedy-centre-international-justice/research-and-projects/all-pro-
jects/in-broad-daylight

7 SEIA (2020) https://www.seia.org/news/solar-industry-call-action-
forced-labor-has-no-place-solar-supply-chain

According to representatives of the Chinese gov-
ernment and affected PV manufacturers, these
programmes are voluntary. However, this position
can be strongly doubted and is untenable without
unrestricted access for international independent
auditors.

Our response at ProCredit

As an impact banking group dedicated to financing
the energy transition in our countries of operation,
we have financed and managed countless photovol-
taic projects and have thus been able to establish a
reliable network of partners.

The ProCredit group takes the recent allegations and
evidence very seriously. The situation was actively
discussed with local partners, such as PV suppliers
or engineering procurement and construction com-
panies (EPC) as well as IFls on an international level,
and the magnitude of this matter soon became ap-
parent.

In the energy transition, PV plays a central role and
ProCredit actively supports this development. How-
ever, market players have enabled this development
through their infrastructure. The share of accused
manufacturers is significant. This makes changing
direction at a time when we should be accelerating
both ponderous and difficult.
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However, we must

ask ourselves what values we want to represent, and
if the right goal is sought on the wrong path, then
we must change this path.

ProCredit has therefore decided to exclude manu-
facturers with potential links to forced labour prac-
tices from financing until the allegations have been
cleared beyond a doubt. This will result in reduced
business opportunities and potentially slow growth,
but only in this manner can we enable socially fair
growth, which we at ProCredit understand as re-
sponsible banking (see also Responsible Banking:
Reconciling profit with values, > pages 10ff.).

The market has begun to react and in close com-
munication with our partners, economically viable
and technically equivalent alternatives have been
identified. The energy transition through PV remains
a focus of the ProCredit group — but not at the ex-
pense of humane labour conditions.
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CRYPTOCURRENCIES AND RESPONSIBLE BANKING

by Gian Marco Felice

The expression “responsible banking” is recur-
rent, but it means different things to different
people. For ProCredit it means fundamentally the
following: when we decide to sell a product or a
service to a client, we measure the impact this
has on the bank and on the client (and on the
environment) and ask ourselves if this impact is
positive or negative. If it is positive for both, we
do it, if not, we don't.

The first part of the statement is rather obvious,
and standard operating procedure for a bank; when
we offer a product to a client, we want to generate
enough income to achieve our desired financial per-
formance: in other words, we want to make money.
This has a positive impact on the bank. The second one
is a bit less obvious, in my opinion. What does it mean
to assess the impact our product will have on the
client? If customers freely decide to buy our products
or use our services, then they must see a benefit from
it, and they must, likewise, be willing to bear the asso-
ciated cost. As long as one is within the boundaries of
the law, that is where most commercial banks would
stop. But at ProCredit we do ask questions on the
broader impact our products will have on our client,
and we do take a position on whether we believe this
is "good"” or "bad". Ultimately, to decide if something is
“good"” or "bad", one needs to make a value judgment.
In last year's Impact Report "Why responsible banking
matters to us” we use the example of promoting sub-

prime loans or stock options to illustrate our position:
yes, we do have a moral compass when we decide in
which direction to go, and we do reserve the right to
have an Exclusion List which reflects our values. In
fact, our Exclusion List is an integral part of our Code
of Conduct. You can then judge us by it and decide if
you want to bank (or invest) with us or not.

So, for instance, according to our Exclusion List, we
decide not to finance the fossil fuel extraction in-
dustry or producers of single-use plastic, because
we think this is harmful both to the environment
and ultimately to our clients, and thus we take the
position that we should not partake in these activ-
ities, even indirectly. The same goes for gambling:
we specifically exclude it from financing (and any
other business relationship, for that matter). This is
not to say that we believe that gambling is illegiti-
mate or illegal: in fact, gambling is one of the fast-
est-growing industries in SEE/EE. We simply think
that the topic needs to be approached with a lot of
care and responsibility, since we believe that, on bal-
ance, this activity often does more harm to people
than not. By doing so, we make a judgement, we
take a position, and, let me add, we lose some busi-
ness. One might ask: “But who are you to judge what
is right or wrong for a client? Just do your busi-
ness, stay within the law and maximise the profit
for your shareholders." Well, we, and most of our
shareholders, would tend to disagree with that. Re-
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sponsible banking means taking a position on eth-
ical issues, being transparent about the reasons, and
acting immediate (and, more often than not, for-
going some profit along the way).

So, we come to all things crypto. First of all, a couple
of disclaimers: the technology underpinning cryp-
tocurrencies, particularly the blockchain, does have
interesting applications, now and probably even
more in the future. Moreover, we should distinguish
between cryptocurrencies and digital fiat money
(which lately has come to be termed "Central Bank
Digital Money"). They are two very different things,
and in this article, | will stick to the first. That said,
the basic tenet of our argument is that, in fact,
buying cryptocurrencies is very risky, more akin to
gambling than to investment. For this reason, we
neither advise our clients to do it nor facilitate it.

Cryptocurrencies, whatever their name suggests,
are not currencies. They fail on all three tests which
define what a currency is: they are not a unit of
measure (when is the last time you thought about
buying anything in terms of how many bitcoins it is
worth, also given that you would have to hold in your
head very small fractions?), they are not a means of
exchange (unless you live in El Salvador, and even
there, not really) and they are not a store of value.
This last one is perhaps the more critical point for us:
cryptocurrencies are at best a speculative asset class
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(and at worst, a Ponzi scheme), but an extremely
volatile one, and thus very risky. In finance, one rule
generally holds: the higher the volatility, the higher
the risk, and thus, the higher the profit (or loss) on
a specific investment. It is usually professional in-
vestors with a higher degree of knowledge and so-
phistication (and capital to spare) who bet on very
volatile markets. Or punters (that the two are, often
enough, one and the same person requires a sepa-
rate discussion). Ordinary people should be advised
against putting their savings in such risky assets and
banks should be responsible enough to see that.

Instead, our sense is that the opposite is happening.
In a still very illiquid and immature market (not least
from a requlatory point of view), the first financial
products, including derivatives, are being engineered
around cryptocurrencies. Perhaps we are getting a
bit ahead of ourselves.

Most retail investors who have invested in crypto
assets have done so because they see a rare chance
of making a quick buck on something they see gen-
erating a lot of buzz and huge, unbelievable returns,
particularly in the last 12 months. Fair enough, and
good luck to them, but we think that a responsible
bank should not add to this frenzy, but rather try to
talk some sense into the clients and point to the po-
tential risks of something that, out of a surge in col-
lective belief, grows by 500% per year. If something

is too good to be true,
perhaps it is because it
is false.

One last word: cryptocur-
rencies have a very negative
environmental footprint. This is
because they use computing-in-
tensive algorithms to mine the
coins and because these coins
tend to be mined in the most
polluting (i.e. poor) countries.
One more reason to advise our
clients to do something more
sensible with their money and
invest it where both the finan-
cial as well as the environmental
impact is positive.

For more information, see:

> Impact Report Appendix 2021
- Management approach and overview. Corporate governance (pages 10ff.)

Exclusion list (> Code of Conduct, page 34)
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MEASURING SUSTAINABILITY: CARBON
ACCOUNTING AND THE EU TAXONOMY

by Gian Marco Felice

Measuring sustainability is central to the effort
of understanding and improving the impact our
financial activities have on people and on the en-
vironment, and thus it is central to our effort to
be a responsible bank. Quantification allows us to
better assess our performance, to define our ob-
jectives and to evaluate our progress. Even more
important, it allows us to communicate within
our institutions and to the outside world in a
credible and transparent way, thus creating trust.
For these reasons, last year we decided to join
the Partnership for Carbon Accounting Financials
(PCAF), a standard to measure and disclose the
carbon footprint generated as the result of our
lending activities. And it is because of these rea-
sons that we welcome the European Union initia-
tive to create a green taxonomy, as a useful step
in the direction of creating a common language
in which to share and communicate our progress.

The task of measuring and quantifying impact in a
reliable way is very complex, particularly in the social
sphere. There are objective challenges, both of a tech-
nical as well as of a principle nature, in trying to cate-
gorise and quantify the progress made in areas which
are often qualitative in nature. How to measure, for
instance, social progress or fairness? Assessing the en-
vironmental and social impact requires the desire for

accuracy to be weighed against the cost of collecting
and analysing a large amount of data and the uncer-
tainty of having to work with assumptions.

But try we must. We face a once in a generation
(possibly two generations) challenge of overhauling
a way of life, a way of producing energy and a way
of consuming resources. This can only be achieved if
our methodology is evidence-based. In this spirit, we
decided to subscribe to the PCAF, with the objective
to quantify and report the GHG emissions generated
by our lending activities. We have already been meas-
uring and disclosing the reduction in emissions due
to our green lending activities for years. So, for in-
stance, as of the end of 2021, our green loan portfolio
accounted for 19%, or EUR 1.2 billion, of our total
loan book and it is mainly composed of energy ef-
ficiency loans, renewable energy projects and other
green measures, such as waste management and
recycling activities. Thanks to our green lending, we
avoided emissions equivalent to 324.5 kilotons of CO,
last year, roughly the same as taking 70,572 passenger
vehicles of the road for a year®. Proud as we are of
these results, we are very much aware that every euro
of capital we provide to one of our SME clients to
increase output necessarily has a negative impact
on the environment. The same euro also has, it must
be said, a positive impact on society, by increasing
wealth and employment, but at a cost to nature and

® https://www.epa.gov/energy/greenhouse-gas-equivalencies-calculator
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its limited resources, a cost we want to measure and
then, with time, decrease.

The exercise of measuring the GHG emissions of our
overall lending activities is far from being straightfor-
ward. It does require a significant amount of data col-
lection and analysis. When we finance a green project,
we assess and collect all the information related to it
as part of our project evaluation, and thus we are in
a position to assess the impact this project has on the
environment because we have the underlying infor-
mation. The same is not true for standard loans (the
so-called "brown" portfolio). To illustrate this, imagine
we issue a short-term working capital loan to a textile
producer in order to import more fabrics and increase
production. What is the impact, in terms of additional
GHG emitted, that this loan generates? According
to the PCAF methodology, there are various degrees
of precision that one can aim at in trying to answer
this question, depending on the data available. For
instance, if the client in our example has an internal
methodology to account for their own emissions, then
we can simply use this information to calculate how
much the extension of the economic activity gen-
erated by our capital would impact the environment.
Unfortunately, most small and medium-sized enter-
prises do not have an internal environmental manage-
ment system, and thus, for the time being, we need to
rely on sector analysis and our financial knowledge of
the client in order to estimate the carbon footprint of

=
2]
®
<)
S
=3
=»

<
L
F

o

Our People Environment

Appendix



https://www.procredit-holding.com/downloads/#sustainability

our loan. This is how we estimated that the emissions
generated by our lending activities at the end of 2021
were 644 kilotonnes of GHG.

Although the method is not very accurate yet, we
believe that starting the process of disclosure based
on a transparent set of accounting principles does
add value, even if (perhaps even more) the results
will be, at first glance, rather shocking. Even before
we subscribed to the PCAF and we set about cal-
culating the emissions associated with our lending
activities, we knew that the results would not be
flattering, at least compared with some other banks

Business loan portfolio by sector

Agriculture, forestry and fishing
20%

Production
23%

Transportation
and storage

5%

Other
24%

Wholesale and retail trade
28%

Reference year: 2021

active in Western Europe, basically for two reasons:
first, we lend to enterprises which have a relatively
high carbon footprint (such as manufacturing and
agriculture, see graphic below) and second, we do
this in countries with a dirty energy mix, such as
Kosovo, where 96% of the energy produced comes
from burning lignite (see Sustainability Context,
>pages 22f.). That did not stop us from disclosing
this information transparently. It is clear that fi-
nancing manufacturing in poor countries has a
high environmental impact. Still, the world needs
to produce stuff and poorer countries need indus-
tries to create jobs and opportunities. The same is
true, for instance, in agriculture. We need food, but
producing food has a big impact on soil, water, bi-
odiversity and much more. Measuring the adverse
impact agriculture has on the environment allows
us to engage with our clients and to discuss ways to
improve the situation.

Ultimately we believe that the choice is not between
food security or clean water, comfort or dirty air: we
can achieve sustainable growth, where the environ-
ment and people's dignity are respected, while gen-
erating prosperity. The false choice between growth
and the environment carries the same fundamental
fallacy as if to say that cheap and affordable goods
can only be produced if we underpay labour to keep
costs down. So, for instance, agribusinesses which
make extensive use of monocultures and deploy vast
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amounts of fertiliser and pesticide, over the long
run, depress their potential yield. Changing farming
methods to more sustainable ones, such as using mi-
ni-till technology to preserve soil, drip irrigation to
preserve water or field rotation to preserve biodi-
versity, not only prevents the degradation of natural
resources, but can even increase yields in the me-
dium term. What needs to be done is to change the
methods of production, and to do so two ingredients
are needed: knowledge and capital. Yet, changing
habits is difficult and it requires us to understand first
that what we are doing is not sustainable, hence the
need to measure our impact so as to create aware-
ness and motivation for change. We believe that once
knowledge exists, capital follows. The growth of our
green loan portfolio is a testimony to this.

But as much as we pride ourselves on our green in-
vestments, measuring impact along product lines is
not enough. This is the next challenge, that is, un-
derstanding the environmental and social perfor-
mance at the client level, not only at the product
level. This is what the EU Taxonomy aims to do, and
this is also what ProCredit has been doing for years.
We assess each client individually and we score
them according to their social performance as well
as their environmental one, using what the new EU
Taxonomy calls "technical screen criteria”, that is,
a set of performance indicators against which the
client is benchmarked.
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When a bank analyses a client to assess if it is credit-
worthy, the main question being asked is whether the
client has the financial strength to repay the loan. In
green lending, the bank goes one step further and asks
if the loan granted has a positive E&S impact. But this
is where most banks would stop. We instead decided
to go further: we always assess the business's overall
social and environmental performance by collecting
information on its operations on the ground in the
same way as we collect information on its financials,
and we do this for every client (see Why credit risk is
key for impact, > pages 24ff.). We might then reject
a client's request for services based on the resulting
E&S assessment, even if the company is creditworthy.
In reality, most of the time, we seek to engage with a
company and over time improve its E&S performance
by setting objectives and formalising them in cove-
nants, which we then monitor.

We use our own set of criteria to categorise a client's
E&S performance, and we will monitor very closely
how the EU Taxonomy develops its own criteria in
the years to come with the objective to align them
with our own. The EU Taxonomy is far from perfect,
as the strong emotions it stirs among experts testify.
Still, we feel it is our duty to put our own reserva-
tions aside and to do our part in promoting it, with
the hope that it will do to sustainability what the In-
ternational Financial and Reporting Standards (IFRS)
did to the disclosure of financial statements, that is,
create transparency and accountability.

For more information, see:

> Impact Report Appendix 2021

- Accounting of the GHG emissions linked to our loan portfolio (pages 35ff.)
- Management approach and overview. Sustainable finance (page 17)

> Impact Report Datasheet 2021
- Sustainable lending

Our approach to green finance (> pages 33ff.)
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In the infographic, we show data for selected countries of operation to provide an overview and illustrate the situation. All data sources and reference dates can be found in
> Impact Report Datasheet 2021, Sustainability Context. 22
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In the infographic, we show data for selected countries of operation to provide an overview and illustrate the situation. All data sources and reference dates can be found in
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WHY CREDIT RISK IS KEY FOR IMPACT

by Sandrine Massiani

Credit risk normally takes up the lion's share
of the annual reports of a banking group, and
rightly so, as it is often the main potential risk.
It is very often described through endless lists of
financial ratios, detailed cash flow projections
and related assumptions, lengthy descriptions
of risk management frameworks and technical
standards, complex modelling of risk quantifi-
cation and IFRS9 loan loss provisions. Generally
speaking, it is barely mentioned in external ESG
rating reports. So, how then has our credit risk
approach found its way into the Impact Report?
Well, our prudent credit risk approach is (and has
always been) an integral part of our responsible
approach to banking with our clients.

This is our responsibility as a bank: to be prudent
when deciding to allocate funds to companies and
capital. Our strict organisational set-up is based on
the strict lending and monitoring requirements de-
fined by the European and German regulatory au-
thorities, which we apply group-wide, as well as on
years of experience with SME lending in our coun-
tries of operation. Even more important, our uncom-
promising attitude to risk is reflected in the fact that
each member of staff involved in the acquisition,
analysis, or monitoring of a client feels individually
this strong sense of responsibility. Each of our staff
strives to contribute to taking the right decision, and
defining the most appropriate financing structure.

And this is not only in the bank's interests but also
(and foremost) for the borrower itself. This is the key
difference between being profit-driven and impact-
driven, between a short-term view and a long-term
perspective. Even in our competitive markets (not to
say aggressive when it comes to acquiring business
clients), we never go the easy way to simply please
our clients and/or cash in on rapid growth. This also

Average net write-offs of ProCredit banks

1%

0,7%
0% I I I I H =
2008 2011 2014 2017 2020

DECENT WORK AND
ECONOMIC GROWTH

o

means that we might have to say no to new and
sometimes to existing clients, for example when
they strive to undertake highly risky investments in
new business areas with little equity.

Strong loan portfolio quality does not only have a
structural impact on our financial sustainability as
a group, but is also paramount in making sure that
we as a bank have a sustainable impact in the econ-
omies we are working in. Good credit risk manage-
ment is central to us, as it is directly related to our
impact as a bank: it enables entrepreneurs to sustain
their operations and create jobs through wise and
well-structured investments. Good credit risk man-
agement reduces the risk of SMEs to be overindebted
and fail. It also, when approached properly, enhances
the formalisation and the transparency of SMEs.

Defaulted loan portfolio of ProCredit banks in comparison to local banking sector
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Reference year: 2021

Source: Data for different countries may be subject to different defaulted loan portfolio definitions. Within each country these definitions are
generally consistent, allowing the comparison between the ProCredit banks and their respective local banking sector.
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Good credit risk management also means accompa-
nying SMEs in good AND bad times, and therefore re-
inforces their resilience throughout economic cycles.
Last but not least, good credit risk management takes
into account the environmental, social and govern-
ance performance of the borrowers and thereby can
significantly influence the ESG profile of the SME
sector. As an impact-driven bank, we are committed
to engage in assessing and improving the sustaina-
bility of our clients.

Credit risk management also illustrates well the
challenges of being (truly) an impact bank and the
benefits of engaging frontally with the complexity
of capturing the full reality of a business client. The
responsibility for granting or declining a credit fa-
cility to a client cannot be outsourced to specific
departments or teams, nor delegated to scoring sys-
tems or algorithms, whatever degree of sophistica-
tion they might have. Each business is the individual
story of an entrepreneur with a vision and a history,
with strengths and weaknesses, with a track record
and potential for development that only attentive,
experienced and dedicated staff can fully capture.
There is indeed no such thing as a standard SME.
That is why our approach to credit risk is based on
a complete and individualised assessment of our cli-
ents, without any exception. We basically apply to
all our SME clients, from the smallest to the largest,
a holistic approach that is normally applied only

large corporate clients and which stands in contrast
to the standardised and automated one-size-fits-all
approach that fintechs are currently trying to apply
to this vital segment of our economies.

What have we learned from
the pandemic period?

The period of the COVID-19 pan-
demic has been a full-scale test

for banks to re-assess their own re-
sponsibilities and ways of dealing with clients ...
and with underlying uncertainties. Almost two years
after the outbreak of the pandemic, when we reflect
back on this unprecedented crisis, the facts speak
for themselves. The quality of our loan portfolio has
remained stable and strong even during the peak
of the pandemic, reflecting both the quality of our
business clients and the constant and close relation-
ship we have built with them over the years. These
recent results further confirm the decades-long
history of successful credit risk management, in
which ProCredit banks have systematically outper-
formed their local banking sectors in terms of non-
performing loans.

These results did not come without efforts and
work, though. They come firstly from an ongoing
strict selection of clients, even at the price of losing
(apparently) attractive business opportunities that
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other banks are very happy to grasp. For example,
this entailed refusing to provide banking services to
clients that do not comply with our collateral re-
quirements, strict E&S standards or AML standards.
They also derive from tireless efforts by our staff to
build a long-term and full banking relationship with
clients, by serving them in all aspects of banking,
be it financing, savings, payments and transactions.
Offering mere banking products is easy. Providing a
well-rounded and tailored banking solution for spe-
cific individual situations is much more demanding,
but also much more rewarding. This is what we strive
to do every day and with all our clients: to serve
them fully and be their partner.

Being the Hausbank of our clients allows us to know
them very well, find the best possible financing
solution for them and identify the potential risks
and issues before they materialise (for the benefit
of both the clients and us). This has been particu-
larly important in COVID-19 times. At the start of
the pandemic, other banks were reluctant to take
credit decisions and even stopped, at least tempo-
rarily, their financing activities. In contrast, we were
able to contact all our clients at the very onset of
the crisis thanks to our close relationship with them
and the manageable size of each business client ad-
viser's portfolio of clients (on average, 50 loan cli-
ents per BCA). Our teams were able to quickly follow
up on each client and define the best solution for
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them, be it a moratorium, close monitoring, addi-
tional short-term financing, use of a specific guar-
antee scheme or, if appropriate, timely restructuring.
When the majority of governments in our countries
of operation quickly allowed, and even imposed,
moratoria for business and private clients, we took
a rather strict approach of shorter moratoria com-
pared to more flexible and longer local practices.
It could be implemented group-wide thanks to the
huge engagement of our teams on the ground who
invested time and energy to transparently explain
to our clients, one by one, the costs and risks of
suspending their repayment schedule longer than
would be really appropriate. As a result, and also be-
cause of the resources, resilience and agility of our
clients during crises, the share of the loan portfolio
under moratoria had already declined significantly
by September 2020 and was below 2% at the end
of 2020. Moratoria were therefore no longer a topic
for us in 2021. Already at the end of the first quarter
of 2021, the underperforming loan portfolio, after
having reached its maximum at 4.5% in December
2020, started to shrink continuously. By the end of
2021, it had improved to 4.1%. This improvement of
the underperforming loan portfolio, typically driven
by lower restructuring activities in 2021, is the di-
rect and clear consequence of the proactive identi-
fication of potential risks and timely restructuring
measures taken, together with the affected clients,
in 2020. Here again, there was no complacency in

assessing the most appropriate solution for the cli-
ents, even though it might have been tempting to
apply a "wait-and-see” strategy based on the widely
practised more flexible conditions (longer moratoria
or/and local guarantee schemes).

The results in 2021 speak for themselves: the share
of defaulted loans has remained stable and low
throughout the year, reaching 2.3% at year-end.
The loan portfolio under moratoria was below 0.1%
at year-end and the restructured loan portfolio
reached 3.4%. In 2021, we restructured 0.4% of
the loan portfolio compared to 1.5% in 2020 (the
year of the peak of the COVID-19 effect). Beyond
these good quantitative results at the loan portfolio
level, and even more importantly for our impact
approach, the confidence and satisfaction of our
clients were clearly illustrated by the rising number
of recommendations our clients provided to their
own business partners to work with ProCredit. This
is undoubtedly the best proof of a convincing and
prudent way of banking with SMEs.

Clearly, these difficult times have strengthened our
conviction that our prudent and transparent ap-
proach to credit risk is the right one and is also valued
by our good clients. As a responsible bank, we re-
main fully committed to stay focused on the further
repercussions of the crisis, be they health-related,
political or economic, but we remain convinced of
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the quality of our clients, of their sustainability and
long-term vision.

Our holistic approach to credit risk

Our approach to credit risk relies on a fully individ-
ualised and in-depth assessment of our clients. This
is much more than a number-crunching exercise.
This is an “all-inclusive" exercise whereby we look
at all aspects that make what a client is, has been
and can be. To reach a full understanding of a client
means going beyond ratios and numbers by ques-
tioning them, understanding their limitations, and
connecting all the dots of situations which invari-
ably combine unique features that cannot be fully
standardised as they reflect the unique history of
each client.

First, there are sectors which we simply do not want
to support. We exclude any relationship with clients
engaged in economic activities that are incompatible
with our ethical values, such as - obviously - manu-
facturing or trading in weapons, narcotics, gam-
bling, but also underground mining, cryptocurrency-
related services, surrogacy services and the like, even
if those activities are legal (in some countries). In
line with our long-standing environmental convic-
tion, we have for many years also excluded any fi-
nancing of the extraction of fossil fuels. In 2021, we
have gone a step further in adding to our Exclusion
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List activities related to hunting and trade in wildlife
or wildlife products and the production of all single-
use plastic (inspired by, but going much further than
the EU regulations). Because we do not want to con-
tribute to the further destruction of nature and its
biodiversity, our Exclusion List also covers projects
or business activities that are located within or ad-
jacent to protected areas classified under IUCN cat-
egories I-IV. In addition, we thoroughly assess any

risks and potential impacts of a client's business or
project if it is located within other types of sensitive
areas such as Natura 2000, Ramsar or Emerald Sites,
and UNESCO Natural World Heritage Sites. When-
ever a client's activity poses significant risks to such
a sensitive area or clearly interferes with its purpose
of protection, we either try to convince the client to
improve their environmental practices accordingly
or we decide not to finance that client.

Our 360-degree approach to client and exposure assessment

Second, we go far beyond the mere (but still neces-
sary) exclusion of activities or sectors and assess for
all potential clients whether we can establish a long-
term, open, respectful and professional relationship.
This is the conditio sine qua non of being able, over
time, to understand and find the right solution both
for the client and us as a banking group. This upfront
long-term and demanding perspective can be espe-
cially tough to defend in markets where competition
is very often led by short-term (not to say todayist)

Our Approach

Clients' overall needs apart from current Ownership structure, management capabilities
/s/\/‘ request, and potential future business . . and experience, organisation of the company
[ | I I with the client as part of the Hausbank concept Business Client profile and (e.g. succession plan), business model, market

and long-term client relationship potential gusinessimode! trends and developments

—
=
o
S
=
o
4
S
=

firm|

q . Decision-making
Degree of collateral coverage, based on Collateral quality for a tailor - Impact & EE&S Client's approach to environ- o
available collateral and in accordance and quantity made financing aspects mental, social, health, safety

structure

with the collateral requirements impact of business operations

Our People

Financial strength and capacity to meet financial

Rationale, scope, size, “fit" to the overall . . Financial P . o N+
— . . obligations in terms of levels of liquidity, profitabilit
:2 business approach, quality of the ikl situation / Credit- dg | al risk hq i v P | Z +
g plan/projections, capacity to manage request worthiness and solvency, potential risks to the financial strengt

and how those risks are managed 5%

Appendix

27



https://www.procredit-holding.com/downloads/#sustainability

objectives. Against this strong headwind, we take
time and energy to assess our clients; their reputa-
tion, their openness and their reliability in conducting
their business but also in establishing a new profes-
sional relationship with us. Questionable reputation,
weak experience, political exposure, shady ownership
structure, untransparent communication - these are
reasons enough not to engage with them in the first
place. A lack of willingness to share information, ma-
nipulative communication and lack of respect are also
strong reasons not to engage. Also, even though it
is often very tempting (and profitable) to work with
large businesses that are well-known and visible, we
would rather say no if we feel we cannot grasp the
entire business complexity and/or cannot be a rele-
vant financing partner among a myriad of different
stakeholders. This might cost us business volume,
market share, and of course profitability, but is para-
mount to staying on top of what we do.

Third, once we are engaged as our clients' banking
partner, we put every effort into understanding them
fully. We simply look at and analyse ALL aspects of
a business client and maintain this 360-degree in-
tegrated view of the client's situation over time. A
very concrete example of our approach is the list
of topics that are systematically covered during the
credit committees for each of our clients, be they
small or one of our Top-30 exposures.

Our credit risk teams engage in understanding, inside
out, the client's business model, its organisational
structure, its ownership structure, the composition
and experience of its management team, its market
positioning, its vision for the future and its values,
as well as its awareness of its own impact on social
and environmental issues. And this is true not only
for our larger clients (which are not corporate cli-
ents) but simply for all of our SME business clients.
If these aspects do not look strong enough, they
cannot be compensated for solely by strong finan-
cials, strong debt repayment capacity or strong col-
lateral. In other words, steady financials and proven
debt repayment capacity are necessary conditions,
but they are not sufficient. From experience, past fi-
nancial performance is not enough to predict future
performance. The future depends even more on the
quality of the management and the sustainability of
the business model.

Only when we have a full view on the client's sit-
uation can we turn to the financing request and
design the best financing structure. In each credit
committee, the level of co-operation is assessed in
the context of the Hausbank strategy. This, in a nut-
shell, is why we refer to our approach to clients as
“service-based", as opposed to the "product-based”
approach of competitor banks that focus on
“selling products” to any client willing to buy them.
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ESG assessment is part of all credit-
related decisions

Our approach to ESG criteria is both simple and de-
manding: we assess all our clients against ESG as-
pects, without any exception. We do not build our
green strategy on a couple of carefully selected ex-
emplary environmentally friendly clients or invest-
ments but rather engage with our entire client base.
We strongly believe that, in addition to facilitating
investments into renewable energy projects or green
investments, we can have a significant impact when
accompanying all our clients toward more sustain-
able production processes. This aspect is particu-
larly important to us since we are financing SMEs
especially in the manufacturing and agriculture
sector, which by default pose a medium-to-high en-
vironmental risk as their operations are resource-,
energy- and land-intensive. Engaging with them
means having a potentially (very) high impact. Given
the diverse level of awareness towards ESG criteria
in our countries of operation, even among our cli-
ents, this is a broad, complex and laborious task. But
it is also the only way to reach sustainability.

ESG assessment is an integral part of the customer
relationship and decision-making process. Based on
their business activity, each of our clients is assigned
to a low, medium or high environmental risk cate-
gory (typically depending on the sector they are in).
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The activity type defines the scope of our manda-
tory Environmental and Social Impact Assessment
Form (ESAF). Each client is assessed against regu-
lations and best practices regarding environmental
protection, health and safety, and overall working
conditions. High-risk clients are analysed by spe-
cially trained Environmental Risk Officers (EROs). For
loan amounts above a certain threshold, those cli-
ents are visited. Depending on the risk category and
size of the exposure, external experts are mandated
to carry out more comprehensive assessments. This

Loan portfolio quality development
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is necessary for us to access the appropriate level
of expertise and depth in more complex cases. This
is also how we as a banking group keep abreast of
the constantly evolving regulations, technologies,
and organisations. The results of those assessments
and related risks are an integral part of the credit
risk résumé. We systematically address those is-
sues with our clients and, in case of unsustainable
or informal practices, integrate specific measures,
targets, conditions or covenants into the loan con-
tracts. Why should we bother at all, as long as the
capacity to repay is given? Well, strong financial in-
dicators cannot compensate for a deliberately weak
environmental and social approach. We want our
clients to be standard-setters in their countries of
operation and are committed to accompanying
them on this (sometimes long) journey. This is
also ultimately our responsibility towards

our clients.

We see very often that, after the first
scepticism and/or lack of awareness,
discussions on ESG issues with cli-
ents bring us even closer to under-
standing each other and, even more
important, understanding that we
are working together towards the
same goal. As a matter of fact, as
a very concrete consequence, we
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see that the green loan portfolio structurally out-
performs the non-green loan portfolio in terms of
quality. This illustrates well the successful combina-
tion of the elements we have described above: en-
gaged and conscious clients, investments in lower
risk and sustainable activities, stronger internal
focus and expertise, and the possibility to fully ac-
tivate the Hausbank concept through intense dis-
cussions.

But we do not shy away from taking tough deci-
sions, i.e. from saying no to an otherwise strong
client if we see that ESG aspects are not taken se-
riously enough (even if it costs us growth, market
share and ultimately profit). In some cases, saying no
makes clients think, rethink and ultimately change
their processes. Even if it is only partial and gradual,
this too is impact.

Assessing the environmental and social impact of
our clients' operations is not done by a single spe-
cialised team but is part of every staff member's
job description. All our business client advisers and
credit risk analysts are trained to assess the impact of
our lending operations on the environment, society,
health and safety. That said (and let's not forget the
huge training investments involved), this is only the
beginning of the story. Similarly to discussions on
ethics, there is rarely a clear right or wrong answer.
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One needs to learn, critically assess different per-
spectives and options, and ultimately decide. This
requires a lot of energy, a strong discussion culture
and a clear vision. It ultimately ensures consistency
and brings everyone under the same values and ob-
jectives. This is also how to ensure that our actions
have a long-lasting, broad and deep impact.

This is what we experienced when implementing our
plastic strategy, which we defined three years ago.
Even though only a small part of our loan portfolio
is related to plastic production, we have decided -
given the highly detrimental impact of plastic pro-
duction on environment and health - to face and
deal with the issue. Some of the questions we faced
were: is there good or bad plastic? Which share of
the production output should plastic be to con-
sider it relevant for the decision-making process?
Which percentage of recycled plastic would make
the production process acceptable? Are there ways
to produce plastic differently and are these technol-
ogies available/realistic for our clients? Which time
horizon is acceptable for improving the production
processes? Beyond production, should we also re-
strict trade in plastics? And much more...

We do not shy away from the complexity of what
makes an activity or a project sustainable. One of
our next areas of focus will be agriculture, which
illustrates perfectly the complexity of being truly
impact-driven. Agriculture is at the crossroads of (1)
ensuring food security in a growing world popula-
tion expected to increase by two billion by 2050),
(2) already suffering from climate risk (such as
droughts, floods, crop diseases and animal viruses)
and (3) contributing significantly to CO, emissions
(agriculture and land use representing a quarter of
the total CO, emissions). Given the sizeable share of
our loan portfolio in agriculture (but not only for
this reason), we have decided to engage in the topic
and deliberately dive into the different approaches
and technologies related to soil health and fertility,
irrigation, pest management, livestock farming and

For more information, see:

> Impact Report Appendix 2021

waste management. This means building knowledge
and expertise, analysing our portfolio, approaching
one by one our clients and agreeing on concrete
steps towards more sustainable approaches, moni-
toring the impact and accompanying further steps.
This will take time and energy, but we have the ca-
pacity and determination to do it.

- Management approach and overview. Prudent credit risk management (pages 18f.)

> Impact Report Datasheet 2021

- Sustainable lending
- Customers
- Prudent risk

Exclusion list (> Code of Conduct, page 34)
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by Bruno Quichimbo

When discussing the development of our Plastic
Strateqy, it is important to highlight its origins and
understand the issues we have faced over the last
two years. In 2020, as a response to growing environ-
mental and public health concerns, we implemented
a strategy for lending to plastic producers. We were
immediately confronted with the COVID-19 pan-
demic, which drove the use of plastics to new highs.
The impacts of these changes are still evident, as
delivery services have become commonplace world-
wide, thus increasing the consumption of single-use

Plastic product categorisation

Respective lending strategy

THE PROCREDIT PLASTIC STRATEGY -
A CONTINUOUS IMPROVEMENT OF E&S APPROACH

packaging. For the financial sector, the pandemic, in
addition to increasing the workload for bankers to
overwhelming levels, forced companies to reshuffle
priorities and resulted in environmental topics being
swept under the rug.

In 2021, we took an additional step towards pro-
tecting the environment and added the production
of single-use plastic items to our Exclusion List. By
doing so, we limited the financial support provided
to companies involved in this type of production.

Outcomes in 2021

However, this step forced us to make difficult de-
cisions, which included devising an exit strategy for
some of our clients who had been with ProCredit
since their inception, but whose business models
were highly dependent on plastic that quickly ends
up in landfills or even worse, in the rivers or oceans.

Our Plastic Strategy as well as the outcomes and

lessons learned in this process are illustrated in the
table below:

Lessons learned

Plastics, mostly single-use, banned in the EU as
of 3 July 2021 (EU Directive 2019/904)

+—
2
>~

@]
1
[aa]

No financing of these producers without a
business plan to phase out the blacklisted
product within a short period

Financing agreements of six clients were
terminated; an exit strategy was defined

We need to be more categoric to tackle plastic
pollution; single-use plastic production added
to Exclusion List

Limited financing to new clients; existing

clients required to follow and improve
sustainable practices, i.e. substituting single-use
plastic with biodegradable products, collecting
products after use, etc.

50 clients in this category; most committed to
including sustainability criteria in plastic pro-
duction with close monitoring from our side

We do not compromise our lending standards
in order to push portfolio growth; we have
stopped targeting these clients

+  All other single-use items that highly impact
% the environment if not disposed of properly,
& e packaging, bottles, foils, microplastic

% Plastic products with a long lifetime for which
£ no alternatives exist or alternatives have a

= higher environmental impact

Our banks will continue to finance these clients,
but will discuss options available for sustainable
plastic production and provide support in any
sustainability efforts taken
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19 clients in this category; Plastic Strategy has
been communicated to them

Plastic substitutes for these items can have

a higher environmental impact; thus, plastic
items from the whitelist are still eligible for

financing

Our Approach
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We are aware that plastic pollution is not a major
topic in the financial sector; however, our values
and corporate DNA drive us to do responsible busi-
ness rather than simply strive for acknowledgement
by marketing or rating agencies. Indeed, we claim to
be a frontrunner when it comes to taking responsi-
bility for plastic production through the implementa-
tion of E&S responsible lending practices, which sets
us apart from other financial institutions. The lack of
attention to this issue on the part of financial insti-
tutions was confirmed in a study conducted by the
collective Portfolio Earth in its Bankrolling Plastics
report® (2021), which documented that none of the
largest providers of financing for plastics addressed
the topic between January 2015 and September 2019.

But what has the ProCredit Plastic Strategy changed
in the two years since its launch? This can be assessed
from three viewpoints. First, the implementation of
the strategy forced us to take difficult but necessary
decisions to stop providing financing to clients that
would otherwise perform well with regard to E&S
management, but whose business models included
the use and/or production of unsustainable plastic
items. In our markets of operation, the competition
does not become involved or is not interested in
managing the plastic footprint of its clients - we, on
the other hand, believe it is part of our responsibility.
Second, we established processes, which entailed

> https://portfolio.earth/wp-content/uploads/2021/03/Portfolio-Earth_
Bankrolling-Plastics.pdf

Scampa, producer of sustainable plastic bags,
ProCredit Bank Kosovo

setting criteria, having discussions with clients,
defining loan covenants, and performing monitoring
activities, among others. No other financial institu-
tion is concerned about these issues or has similar
processes in place. However, without these addi-
tional steps, it would all simply be greenwashing. And
third, our staff is now fully committed and capable
of applying and communicating the Plastic Strategy
to our existing and potential clients. Reaching this
point required countless resources, training, discus-
sions, debates, and awareness-raising about the ex-
tended responsibility of lending.

The constructive nature of the long-term business
relationships we have established with our clients
have enabled us to talk openly with those who were
or are still engaged in any type of plastic produc-
tion and transparently communicate our strategy to
them. Because plastic is everywhere, imposing any
restrictions on the sector would have a significant
impact on the portfolio of any bank. The positive
side of being at the forefront of responsible lending
is that most of our clients have adapted their pro-
cesses to be in line with our sustainable criteria for
plastic production in order to continue working with
us. These alignments and client commitments are re-
flected in loan covenants that we closely monitor. The
most common covenants are related to the upgrade
and/or improvement of production practices, such
as using more post-consumer recycled material or
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extending

the environ-

mental responsibility

of companies to the collection of plastic items at
the end of their use. By implementing these meas-
ures with our clients and suppliers, we promote
ambitious re-use and recycling schemes, a circular
economy, the creation of new business opportuni-
ties and new sources of employment, in addition
to incentivising societies to properly handle plastic
waste with less ending up at dump sites.

Last but not least, plastic pollution is a global issue.
Having in mind our methodology and the coun-
tries in which the ProCredit group operates, we are
aligned to support a solution with a global per-
spective. We implemented our strategy both in EU
and non-EU countries (Eastern Europe and South
America), despite the fact that environmental requ-
lation is not sufficiently supported by most author-
ities in non-EU countries, thus resulting in larger
technological challenges and gaps. This is why we
as a banking group strive to improve the environ-
mental practices of our clients and in this manner,
improve the quality of life in the countries in which
we not only do business, but also see as our home.

Our Approach
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OUR COMMITMENT TO
THE ENVIRONMENT

Climate change
is our priority

Accounting for GHG emissions
linked to our loan portfolio (PCAF)

Strengthening our climate risk assessment
by following TCFD recommendations

Developing a group-wide network
of 207 EV charging stations

Green loan portfolio
development in 2021

Around EUR 1.1bn or 19%
of our total loan portfolio

Green LP growth of 14.5%

EUR 1.8 bn green loans disbursed
to SMEs in the last decade
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8 DECENT WORK AND INDUSTRY, INNOVATION RESPONSIBLE 13 CLIMATE
ACTION
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ECONOMIC GROWTH ANDINFRASTRUCTURE CONSUMPTION

We strive to continuously reduce the impact of
our activities to minimise our environmental
footprint. In our daily business, we are committed
to providing guidance and support to our clients in
the transition to becoming more sustainable.

Financing the local
energy transition

Project finance makes up
around 90% of our RE portfolio

Rooftop PV installations with 62MW
total capacity financed

Green deposit products enable our
clients to support green finance

Our People Environment Our Approach
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ENVIRONMENTAL MANAGEMENT

by Krassimira Peicheva & Rhona Geiger

We continuously analyse and monitor the im-
pacts resulting from our activities to minimise
our environmental footprint.

We have always placed environmental and climate
risk mitigation at the centre of our business model. As
early as 2011, the ProCredit group established a com-
prehensive three-pillar Environmental Management
System (EMS) which aims to minimise our ecological
footprint. The EMS addresses both our internal envi-
ronmental impact (pillar 1) and our external impact
via assessing the environmental and social risks of
all business activities that we finance (pillar 2) and
promoting and incentivising green investments and
deposits from our clients (pillar 3) as shown in the
graphic on the right. Since then, we have developed
policies, guidelines, and standards to measure, assess
and improve our sustainability indicators and thus to
ensure that we achieve the highest possible level of
performance. Our EMS has been certified under inter-
national best practice standards since 2016 - EMAS
for the ProCredit entities located in Germany and 1SO
14001 for all ProCredit institutions outside Germany.

Environmental management in the ProCredit Group

Internal
environmental
management

Our internal processes and
procedures are designed
to systematically reduce
our direct environmental
footprint. Greening the
banks' infrastructure and

communicating about
environmental issues raises
awareness in our institutions

and leads to improved

resource consumption.

Managing the
environmental and social
risk in lending

We aim to work with
businesses whose activities
do not harm the environment
or endanger the health,
safety and well-being of
their staff or neighbours.
By applying a prudent credit
risk approach, we minimise
possible negative impacts
of our lending operations
on the environment.

DECENT WORK AND RESPONSIBLE CLIMATE

ECONOMIC GROWTH 12 CONSUMPTION 13 ACTION
ANDPRODUCTION

Green lending

We promote green
investments and savings in
our countries of operation.

We support clients who
want to improve their
business processes in an
environmentally sound

manner by investing in

energy efficiency, renewable
energies or environmental
protection.
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Environment

Our People

In recent years, requlator institutions and the general
public have become more interested in this topic, and
now expect companies to manage and disclose their

Environmental, Social and Governance (ESG) indicators.
The aim is to ensure that financial decision-making
takes non-financial indicators into consideration,

and more specifically to promote sustainable prac-
tices aligned with the UN Sustainable Development
Goals and the Paris Agreement. These principles have

Appendix
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been engrained in our values since quite some time
and we have developed our approach over the years.
This also came at a certain cost since we forwent the
low-hanging fruit of short-term business opportuni-
ties, choosing instead the more difficult route of un-
dertaking longer, in-depth analyses to satisfy and fulfil
our social and environmental standards. Hence, we in
the ProCredit group welcome these global policy and
requlatory initiatives and are aligning our established
policies, guidelines and standards with them, knowing
that transparency and standardisation are key ele-
ments in the battle to avoid "greenwashing”, but at the
same time refusing to compromise on our own princi-
ples if they go beyond those initiatives. We are signa-
tories to relevant United Nations initiatives such as the
Principle of Responsible Banking (PRB) and the Global
Compact, and we follow the Global Reporting Initia-
tive (GRI). These commitments give us the opportunity
to be transparent in our ESG disclosures in a standard-
ised manner, to further improve our performance, and
also to identify the challenges and limitations that are
intrinsic to our mission and countries of operation.

We believe that our mission to promote sustainable
development in our countries of operation is best
served by financing the SME segment, especially in
the manufacturing and agricultural sectors. By fo-
cusing on these businesses, we make a relevant pos-
itive impact in these countries, covering high pri-
ority needs, such as health and sanitation, food and

employment. This is confirmed by the results of our
impact analysis, conducted with UNEP-FI analysis
tool. However, we are aware that these sectors pose
a medium-to-high environmental risk, as their op-
erations are resource-, energy- and land-intensive.
Therefore, we invest a lot of our time and resources
to minimise the potential negative impact by up-
holding high ESG requirements, performing very ex-
haustive environmental and social risk assessments
and deliberately promoting green finance to clients
with medium-to-high environmental risks. For es-
sential industries such as agricultural production and
for the majority of the manufacturing sector in our
countries of operation, the inherent conflict between
economic growth and environmental impact is an
inconvenient truth that cannot and should not be
avoided. Hence, instead of avoiding ESG risks by re-
fusing to finance SMEs in those sectors, we confront
the identified environmental and social risks of our
SMEs head-on, even if this necessitates rolling up our
sleeves and engaging with the complexity involved.

In this section we describe our internal environ-
mental management and how the green finance
operations are playing a pioneering role in the sus-
tainable development of the countries where we
are present. In the Sustainable Finance section we
describe how we are addressing and mitigating the
environmental and social risks associated with our
lending operations.
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Our priority: climate change

At ProCredit we are acutely aware of the poten-
tial environmental impact that our operations and
services can lead to. We are equally aware of the
challenge that we are facing as a society in light of
climate change, and the urgency to decarbonise our
activities and make them more resilient to environ-
mental hazards. We know the important role that
banks can play in either mitigating these hazards or
exacerbating them by prioritising short-term profit
over long-term impact.

For that reason, it has been a priority for us to invest
time and resources to align all our operations with
the Paris Agreement on the

1.5°C pathway. In 2018,

we established the

ambitious target

ProCredit
e-charging station

Our Approach
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of Carbon Neutrality by 2023 (scope 1 and 2)" from
our own operations). Our progress towards it is re-
flected in the graphic on the right, which shows
the results of different internal initiatives to reduce
our CO, emissions, summarised in the graph below.
Among them, we would

like to highlight

the invest-

Total emission (CO,,)
kg CO,
20.000

16.000

12.000
8.000
4.000 I
; i1

2015 2016 2017 2018 2019 2020 2021

M Electricity M Flights
Heating Vehicles

Development of emissions

1% Scope 1: direct emissions from operations; scope 2: indirect
emissions from purchased or acquired energy; scope 3: other indirect
emissions in the value chain.

ment in our own 3MWp PV park in Kosovo (ProEn-
ergy) to offset our own emissions.

Going a step forward, we committed to measuring
and disclosing the carbon emission of our loan port-
folio (scope 3)' through the Partnership for Carbon
Accounting Financials (PCAF) standard. The first re-
sults are summarised in the section: Accounting of
the GHG emissions linked to our loan portfolio. This
forms the basis for another important commitment:
to set our next targets, including the reduction of
our loan portfolio emissions, in line with the latest
climate science requirements to meet Paris Agree-
ment goals.

Furthermore, in order to minimise our climate risks, we
decided to align our operations with the recommen-
dations of the Task Force on Climate-related Financial
Disclosures. This includes two main projects: one on
physical risk, to strengthen our analysis at client and
portfolio level using a geographic information system.
The other project focuses on transition risk, to execute
a stress and scenario analysis to define sector activi-
ties that need to be prioritised on the decarbonisation
pathway and identify new business opportunities to
guide and support our clients in this transition. Adding
to the effort of reducing our emissions and minimising
our risk, we aim to grow our green portfolio to 20% of
the total portfolio by 2023, thus promoting mitigation
methods and solutions to our clients.
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Environmental Performance

Measures to reduce energy consumption
and emissions

Green Jd
buildings 1 2!; r

certification
4 own buildings with
certification (EDGE)

\/ i

- _ Finance
our own

-

~
===\ PV park
MM in Kosovo (ProEnergy)
to compensate our emission

590 of
car fleet
consist of

electric cars

27% reduction

of our flights
207 e-chargers
O freely available
for the public
Electric power
§ and heating
from RE utility supplier.

9 locations with
own PV installation.
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Environmental Performance

Other environmental achievements

Own PV systems pro-

duced 3 8 7MWh

in 2021
(increase of 179%)

The group only uses

recycled or certified

paper. Printing paper
per employee was

reduced by 60/0

We collected

3 1 6 tonnes

of paper waste.
100% was recycled

We collected

1 39 tonnes

of e-waste.
100% was recycled

400/0

of our suppliers are
sustainable suppliers

Climate change matters, but so do
other environmental indicators

Reducing our CO, emissions is our priority, but it
is not our only goal in terms of our environmental
impact and risk management. Through our internal
environmental management tool (iEMS) we mon-
itor other internal environmental indicators, such
as resource consumption and waste production. The
graphic on the left, shows our progress on these
indicators, and provides examples of internal initi-
atives that have been particularly successful in re-
ducing our resource consumption and waste.

Other innovative initiatives also need to be high-
lighted. For example, our plastic strategy aims to
achieve direct and indirect reduction in plastic pro-
duction and usage in our own and our clients' op-
erations, and to avoid single-use plastic in general.
Also, our Sustainable Suppliers Guideline helps us to
move a step forward in screening and improving the
sustainability of our supply chain. As an innovation
to promote the use of electric cars in our countries
of operation, we have also developed our own re-
gional network of E-chargers, freely available to
the public (see more on > pages 38f.). In another
important step to strengthen the technical criteria
that underpin our E&S risk assessment and our
green lending and align them with EU regulations,
ProCredit has taken the decision to align our oper-
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ations with the EU Taxonomy, regardless of the fact
that we operate mostly in non-EU countries and
mainly focus on SME.

It is important to mention that, in addition to the
direct positive impact that these measures have on
the environment, we also aim to have a demonstra-
tion and promotion effect: We show our clients and
the communities in which we are based that signif-
icant improvements in environmental performance
are possible and economically viable, and invite
them to follow our example (see Our approach to

green finance, > page 40f.).

For more information, see:

Impact Report Appendix 2021

- UNEP-FI Portfolio Impact Analysis (pages 32ff.)

- Sustainability goals and achievements (pages 2ff.)

- Accounting of the GHG emissions linked to our loan
portfolio (pages 35ff.)

> Impact Report Datasheet 2021

- Environmental performance indicators
- Supply chain

Group Environmental Management Policy

Our Approach
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by Xuan Vu

E-charging

station in front of
a ProCredit branch,
ProCredit Bank
Kosovo

As a socially and environmentally responsible group,
ProCredit has encouraged the transition to cleaner
energy consumption in its countries of operation
since its early years. This has meant making invest-
ments in our own RE/EE infrastructure as well as sup-
porting the green investments of clients, including
actively promoting and incentivising e-mobility.

In line with these efforts, one of our group's main
sustainability goals is to achieve carbon neutrality.

A step towards reducing our CO, footprint is the
ongoing transformation of our vehicle fleet to elec-
tric. In some of our countries of operation, ProCredit
was among the first to buy and use electric vehicles
(EVs). We have gradually increased our prioritisation
of e-mobility and by 2021 we had reached a share

of approximately two-thirds of our entire fleet (307
vehicles: 103 are fully electric, 38 hybrid plug-ins
and 81 hybrids). We will continue to favour EVs in
the future as well.

Apart from investing in our own e-vehicles, the
ProCredit group is dedicated to raising awareness of
e-mobility and actively incentivising the use of EVs
in our countries of operation. For this reason, our
banks also offer special loans to obtain EVs and have
established cooperation agreements with car dealers
to jointly facilitate the purchase of EVs as opposed
to gasoline- or diesel-powered vehicles.

Of course, there must be infrastructure in place in
order for electric vehicles to become more common.

PROCREDIT REGIONAL NETWORK OF ELECTRIC VEHICLE CHARGING
STATIONS: ENHANCING OUR COMMITMENT TO E-MOBILITY

The existing infrastructure in the countries where we
operate is either completely lacking or insufficient
for broad usage of EVs. Against this background,
the banks in the group decided to establish a dense
network of charging stations for e-cars in all of the
South Eastern and Eastern European countries where
we operate. At the beginning of 2022, 207 stations
were already available to everyone in those countries
free of charge. By the end of the year, the network
will include more than 320 stations. A specially de-
veloped marketing campaign, “No more excuses”, is
being used to raise awareness about the advantages
of using e-vehicles and the available incentives.

Furthermore, ProCredit strives to source electricity
for its e-chargers from renewable energy sources

Billboard advertising our charging station network in Bulgaria, ProCredit Bank Bulgaria
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Snapshot of our e-charger network

wherever possible. Many of the
charging stations at ProCredit loca-

tions are powered by solar energy

from our own PV systems.

Our charging station app

In order to facilitate the use of our

charging station network, we also

launched the ProCredit Charging Sta-

tion app, which was developed by Quipu, the
group's IT company. Among the many benefits of
this app, there is a map featuring the locations of
the charging stations, technical data on each sta-
tion and driving directions. The app is available from
Google Play (Android) and the Apple App Store (i0S).

Through the development of this network, we have
been able to showcase both technological innova-
tions and ProCredit's endeavours to reduce its own
CO, footprint - while sharing these benefits with
the public. The creation of an EV charging infra-
structure represents another milestone for how the
group contributes to energy transition and a more
sustainable future.

E-charging station,
ProCredit Bank Kosovo
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OUR APPROACH TO GREEN FINANCE

by Patrick Zeitinger & Marcel Zeitinger

Green Finance is en vogue. Almost every major
financial institution has proclaimed some ambi-
tious targets in the areas of green finance and
ESG standards.

Mainstream banks, such as one large German bank
trending the hashtag #Positivelmpact, or other
global universal banks proudly announcing their
newly adopted Paris-aligned financing commit-
ment, are not shy in publicising via all marketing

Outstanding loan portfolio
by environmental risk category

Not applicable’ 8.09%

Medium 45.0%

High  55%

41.5% Low

Reference year: 2021
'Loans to private clients

channels their efforts to finance positive environ-
mental and social impact. But what does it mean
to be a committed sustainability-oriented institu-
tion instead of paying lip service, and what are the
costs associated with it? This section aims to define
our green finance profile, contrasting it against
the often superficial and de-contextualised An-
glo-Saxon interpretation of the term. In short, we
believe that our environmental impact needs to be
assessed within the context of development banking
in transition economies. For us, green finance does
not mean maximising the number of green prod-
ucts or achieving CO,-neutrality by buying offset
certificates, but rather by a thorough and holistic
institutionalisation of the topic. Green finance at
ProCredit means considering the environmental and
social (E&S) impact of every single aspect of our
operations, and sensitising, politicising and moti-
vating our own staff. It means not shying away
from the complexity of the matter, even and
especially when it conflicts with some of our
other goals: driving economic development,
growing our loan portfolio and generating
financial returns for our shareholders. We be-

lieve that only by being a showcase example

of a business that operates ethically and sus-
tainably within the respective national context

can we convincingly persuade our clients to
follow us in reflecting upon the impact of their
operations. Only by leading the way in our respec-
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DECENT WORK AND
ECONOMIC GROWTH
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tive markets and by constantly educating ourselves
can we be the advisers our clients need on their way
to a sustainable future.

Our plastic strategy outlined in the previous section
is just one illustration of how we manage the E&S
impact of our lending activities. When banks write
about green finance, they typically reduce the topic
to use-of-proceeds financing and refinancing prod-
ucts in the form of green loans and green bonds.
They would not connect the E&S impact of lending
and their internal environmental management
performance with the provision of green financial
products. This compartmentalisation is convenient
as it creates space for inconsistency and does not
close the door to those areas that are incompatible
with the goals of green finance but generate rele-
vant profit. We believe that a bank can only cred-
ibly sell green products and issue green bonds after
considering the impact of all lending operations and
taking an honest look at its own ecological footprint
and drawing the necessary consequences. Our E&S
approach to lending is outlined in our publicly avail-
able document "Managing our environmental and
social risk of lending"
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Developing our unique SME green
lending approach

Contrary to many other banks, who simply add a new
business department, hire a sustainability consultant
and purchase the best available technology, institu-
tionalising green finance within ProCredit was not
done overnight. Instead, it has been an evolution
that has been going on for most of our existence.

We issued our first green loans in 2006 within an
EBRD-sponsored energy efficiency programme fol-
lowed by similar KfW-sponsored programmes. Due
to continued demand after their expiration, we de-
cided to continue the offer of energy efficiency loans
and began to develop our own green lending meth-
odology. It allows us to determine the eligibility of
green investments and to calculate their impact. De-
veloping our own approach was necessary as there
was no industry standard for green lending that we
could have adopted. Consequently, our methodology
is still being revised and enlarged on a regular basis.
The EU Taxonomy can be considered as one major
policy project to develop such an industry standard
and define what can be considered “green”. While
we welcome that political and regulatory action is
now being taken and that the taxonomy needs to

be followed by most market participants,
the recent developments have led to

a certain sobering. Declaring nuclear energy and gas
as “green" is certainly hypocrisy and unmasks the
influence of vested interests and of individual na-
tion states' interests, which stand in contrast to the
need to become truly sustainable in the near future.
Hence, we will certainly align with the taxonomy in
due time but we believe that there is still a need for
our own approach to green lending.

Our green lending approach is embedded within our
wider green finance institutional framework, which has
been developed together with the consulting company
IPC in which ProCredit has its origin. Apart from defi-
nitions of what qualifies as "green”, the framework also
includes a green governance structure, which consists
of an environmental department in each of our banks
and our holding company that reports directly to man-
agement. The environmental departments are respon-
sible for implementing and continuously developing
the group’s environmental management system (EMS)
and approach as well as supporting business and credit
risk departments with respect to the environmental
and social impact of lending and green lending. This
support entails regular training measures for all staff
members on green finance topics. In addition, each
of our institutions has an Environmental Committee,
chaired by a management board member, which meets
every quarter and oversees the development of the
EMS and implementation of the green strategy.
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Green lending at ProCredit is separated into three
distinct categories:

- Energy efficiency (EE) investments
that reduce energy usage at least by 20%

- Renewable energy (RE) investments into distrib-
uted or utility-scale RE generation systems

- Other environmentally friendly investments (GR)
such as waste management or organic agriculture

For more information, see:

> Impact Report Appendix 2021

- Management approach and overview. Sustainable finance
(page 17)

- Sustainability goals and achievements (pages 2ff.)

> Impact Report Datasheet 2021
- Sustainable lending

Group Environmental Management Policy

Managing the Environmental and Social Risk of Lending

Our Approach
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Other environmentally friendly investments (GR)
Bioconversion
Guayaquil, Ecuador

Energy efficiency (EE)

Bulgarian OrganiRose
Plovdiv, Bulgaria

Cultivator of organic roses

Bulgarian OrganiRose has been cultivating 100% or-
ganic roses for the production of rose oil and rose
water since 2014. The roses and other products are
certified organic by CERES according to EU organic
certification regulation. The finished products are
exported to the Asian market, mainly to China.

The new investment financed by ProCredit has
enabled the client to modernise its essential
distillery through the installation of more
energy-efficient and water-saving equipment.

Producer of high-protein feed flour

Bioconversion produces high-protein flour made
from the larvae of the black soldier fly (BSF) for
the animal feed industry. This innovative company
incubates BSF eggs and raises larvae using organic
waste composed of banana and passion fruit peels as
well as leftover bran collected from beer production
facilities. Bioconversion upcycles more than 3,000
tons of organic waste per year and produces flour
that replaces imported soybean products, thus
establishing a new business model for a circular
economy in Ecuador. ProCredit has financed the
organic waste silos and the machines used to process
the larvae into flour. This equipment has enabled
Bioconversion to achieve a total production capacity
of 84 tonnes of locally produced, sustainable and
resources-efficient protein per month.

Renewable energy (RE)

Kujtim Gjevori Bl (SCAMPA)
Drenas, Kosovo

Producer of sustainable plastic bags

SCAMPA produces high-quality plastic bags for
its clients using up to 90% recycled granulate, in
line with EU directives. The bags are certified as
home compostable by TUV Austria and will increase
the company's total sales by 30%. In 2019 and
2021, ProCredit financed investments in recycling
machinery and two PV plants with a total installed
capacity of 203.37 kW, capable of generating
214,399 kWh electricity per year. These investments
provide the client with clean energy and reduce CO,
emissions by 201.30 tonnes annually.

Our Approach
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FOCUS: TAILORED PROJECT FINANCE
FOR THE LOCAL ENERGY TRANSITION

There is no doubt that renewable energy is the
future. The question is not whether it will be-
come the main source of energy generation but
rather whether it will do so fast enough to pre-
vent the worst consequences of climate change.
Luckily, the falling costs of generation techno-
logies coupled with enabling regulation in many
parts of the world have spurred investments in
this segment in the last decade. On the other
hand, the showcase highlighting PV production
in China (see Forced labour in global photovoltaic
supply chains, > pages 15f.) shows that this de-
velopment also came at a certain cost — which we
are no longer willing to bear and support. Unfor-
tunately, most of our countries of operation have
not yet embarked fully steam on the journey to
modern renewables (wind, solar and some biogas)
but are still mostly relying on traditional tech-
nologies such as coal power and hydro-power. In
many of these markets, there is a lack of enabling
regulation and insufficient investment in the grid
to support an energy transition.

On top of these institutional, policy-related and
regulatory barriers to investment, the local banking
sectors lack experience in financing renewable en-
ergy (RE) projects. RE project finance requires spe-
cialised knowledge in the areas of technical and
legal assessment as well as in financial modelling
and credit risk assessment. Small local banks typi-

cally lack the internal capacities to assess such pro-
jects and, as a consequence, typically only offer to
finance RE projects as part of their SME or corporate
finance business line. This means that they do not
rely on the project's predicted future cash flows but
rather on historical analysis of the related existing
businesses. International banking groups, on the
other hand, have typically centralised their project
finance teams in their parent company and follow
an international project finance approach based on
a thorough assessment including external studies
and, in many cases, export credit agency (ECA) insur-
ance cover. Both approaches have their deficiencies.
While the local banks will provide rapid financing
without many questions asked, they are unable to
predict and verify the long-term cash flows of the
projects, and consequently provide poorly structured
investment loans with maturities that are too short.
As this kind of financing depends on the related
businesses’ cash flows, it also restricts its further
leverage and growth opportunities.

International project finance is well equipped to pre-
dict long-term cash flows and to provide adequately
structured long-term debt. However, the downside of
this approach is that high transaction costs are in-
curred in the assessment phase. On the one side, ex-
pensive external studies and large volumes of internal
resources are required; and on the other side, the
assessment processes can take years, especially when
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there is distrust in the local offtake scheme and ECA
cover is required. In addition, there typically are high
requirements with regard to the eligibility of inves-
tors and significant equity requirements. As a conse-
quence, only a very small number of local investors
will have access to international project financing,
making this form of finance mostly available to inter-
national investors and large-scale projects.

The consequence of this situation is a lack of bank-
able projects and insufficient availability of capital
to the local economy to finance the energy transi-
tion. The clients of local banks will only invest in RE
projects if the expected returns exceed the returns
of alternative investments in their existing business,
while specialised investors with access to interna-
tional project finance typically come from developed
countries with the goal of benefiting from the high
local feed-in tariffs and extracting the dividends to
their home country. This situation in combination
with an unpredictable and externally-driven regu-
latory regime has caused boom and bust cycles of
RE investments, visible in Romania, Bulgaria and
Ukraine. High feed-in tariffs attract local and in-
ternational investments but fail to establish a local
specialised industry. Once the attractive tariffs are
gone, capital soon goes elsewhere.

In contrast, ProCredit aims to foster local and sus-
tainable development, so our approach to RE pro-
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ject finance is different. As in our SME finance, we
do not mind spending more resources than others
on the assessment of our clients, which is a cost
we incur that pays off in the long term. We have
found a way to efficiently provide finance to small-
scale projects based on their projected cash flows.
While the risks in some markets do not allow for
non-recourse lending (additional SME guarantees or
collateral can be required), we are still basing every
project finance decision on the cash flows of the
project itself and provide long-term financing (up to
18 years). Although many of our RE project finance
clients also have an SME that is banking with us, this
is not a requirement to receive financing. We have
developed a credit technology that still makes use of
the key assessment aspects of international project
finance while being efficient regarding the transac-
tion costs and processing time. By streamlining our
processes, we have moved from processing times in
our more experienced banks (loan application to
disbursement) of 8-9 months in the beginning to
only around 3-4 months on average in more recent
projects. We have both developed internal capaci-
ties and engaged in strategic partnerships with local
experts.

This conception of RE project finance goes in line
with our philosophy on green SME finance: what
matters is not only the volume but also the number
of projects we finance. Project finance makes up
around 90% of our RE portfolio and has a signifi-
cant impact on the locally-driven energy transition
while providing our clients with a secure source of
income. In the case of biogas plants, it even helps to
close the cycles of material flows apart from gen-
erating energy. The other 10% of our RE portfolio
mostly comprises small-scale rooftop photovoltaic
installations for our SME clients. Here too we be-
lieve that each additional rooftop PV system that
we finance is helping to convince at least one
more family or one more company of the
benefits of the energy transition. In 2021

alone, we more than doubled the number

of rooftop PV disbursements and increased

the installed capacity to 62MW. These PV
installations are another essential step

on our journey towards sustainable de-
velopment. In general, there is significant
untapped potential for renewable energy
generation in our markets. By building up
capacities and institutionalising our RE pro-

ject finance approach, we aim to become the
financing partner for the drivers of the local
energy transition in Ecuador, South Eastern and
Eastern Europe.
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Biogas production using agricultural waste

Voulgaridis family
Xanthi, Greece

The Voulgaridis family has been breeding livestock
in the Xanthi region of Greece since 1990. The main
business activities, which are carried out on three
family-owned farms, focus on dairy cows and male
cattle for fattening. The farms rely on cultivating their
own 122 hectares of land: they grow corn, alfalfa,
barley and vetch, using the harvest exclusively to feed
their 1,400 animals. The farms produce approximately
20,000 litres of milk per day, which is sold to one of
the main milk processing companies in Greece and
the Balkans (Olympos). After investing in upgrades for
the farms, including a PV rooftop installation for self-
consumption, the family decided to make another

sustainable green

investment,  this

time related to
waste management.

ProCredit Bank Bulgaria

supported the client in the

construction of a biogas plant with

500 kW of installed capacity. It is situated next to

the client's largest farm, so that animal waste can be

piped directly to the biodigester for the production

of electricity and heat. In addition to selling the

electricity generated in the plant, the client also

produces, as a by-product, bio fertilisers for use in

their farming activities. With this investment, annual

waste utilisation is 30,000 tonnes and more than
2,000 tonnes of CO, emissions are avoided.

Grid-connected PV plants for self-consumption

Tri Star
Kropivnitsky, Ukraine

Tri Star Ltd. was founded as a family business 30 years
ago in Kropivnitsky (Ukraine) and was initially active in
the wholesale trading of foods made by various local
producers. Today, Tri Star is a modern enterprise and
a leading Ukrainian manufacturer of oriental sweets
such as halva, kozinaki, dragées and brittle.
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The company uses traditional recipes and all-natural
ingredients, some of which are provided by its own
agricultural enterprises. Furthermore, the products
have no additives or preservatives.

Tri Star is well-known for its high food safety standards
and the quality of its products, not only in Ukraine, but
in more than 45 countries worldwide that import the
company's goods.

ProCredit Bank Ukraine supported the client's
investments in two projects for grid-connected PV
stations with a total installed capacity of 12.3 MWp.
These investments have resulted in annual CO,savings
of 6,300 tonnes. Moreover, with the support of
ProCredit, the client has recently invested in a rooftop
PV power plant for self-consumption. The total
installed capacity of 395 kWp covers

a significant share of the power

required by the company that

would otherwise be sourced

from the grid.

Our Approach

-+
<
v
=
<
[=]

=
>
<

AT]

Our People

Appendix



https://www.procredit-holding.com/downloads/#sustainability

Our green lending approach has been continuously
re-defined based on our experiences over the years
and currently reflects our best practice based on
15 years of experience in green SME lending in our
countries of operation. Over the last decade, the
current ProCredit institutions (excluding discon-
tinued operations) have disbursed green loans to
SMEs totalling EUR 1.8bn, and as of the end of 2021,
the outstanding green loans made up close to EUR
1bn or 18.7% of our total loan portfolio.

With close to 20% of our portfolio allocated to
green investments, ProCredit is clearly performing
well in international comparison. However, what is
unique about this portfolio is not its share relative
to the total but instead the segment to which it is
disbursed. Many banks have set themselves targets
in terms of volumes of green loans to be disbursed
within a certain time period; however, these targets
are typically achieved by financing large-scale green
projects (real estate, energy, infrastructure) and not
by lending to SMEs. In contrast, more than 80% of
our green portfolio is allocated to SMEs, ranging
from electric vehicles to new and highly efficient
machines to EDGE-certified buildings. The remainder
consists of renewable energy project finance.

When speaking about the impact of green lending,
typically the discussion is reduced to volumes. While
we agree that there is a need for large volumes
to finance the transition to a more sustainable
economy, we believe that our impact, specifically
due to our focus on green SME lending, stems
largely from the number of loans disbursed. Rather
than continuing business as usual while using
singular and large green loans as a marketing tool,
the current ProCredit banks have, in the last decade

Green LP development

Volume and share:

EUR m
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alone, disbursed around 14,000 green loans to
SMEs with an average size of around EUR 130,000.
The long history and significant scale of our green
lending operations is unique in our markets and we
believe that the data we have accumulated over the
years will provide valuable insights that could help
to unlock the potential for small-scale green finance
not only in our countries of operation but also in
other developing and emerging markets.

EUR 795m EUR 985m EUR 1,128m
(16.6%) (18.7%) (19.0%)
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Head Office of Banco ProCredit,
Quito, Ecuador

GREEN DEPOSITS

by Katharina Zdraljevic & Kameliya Mineva

Some people think of a bank as a storage facility,
where customers deposit their money and the bank
keeps it safe for them. This misconception leaves out
the fact that banks invest their customers' money,
often without providing transparent information
about how their funds are used, let alone allowing
them to decide which activities they want to fi-
nance. In the ProCredit group, besides supporting
SMEs and incentivising green investments as our
main strategy, we value transparency as one of the
core pillars of our institution and communicate all
our operations openly to all stakeholders. Qur new
ProGreen account, which was launched during 2021
in Ecuador and Bulgaria, stresses this even more and
offers our clients the opportunity to finance exclu-
sively the green part of our loan portfolio. By doing
S0, We are once again pioneers in the markets where
we operate and are raising awareness about green in-
vestments and the impact of the projects we finance.

The ProGreen account guarantees our clients that
their money is invested in businesses with high en-
vironmental and social standards and exclusively in
their environmentally friendly or renewable energy
projects. This allows clients to decide autonomously
how they want their savings to be used, and thereby
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Early in the pandemic, we started our first
discussions regarding ProGreen, as we recog-
nised the increased interest in environmental
topics being shown by our private clients.
On the other side, the banking sectors in the
countries where we operate did not offer any
environmental financial services. We there-
fore set up a diverse working group involving
colleagues from different ProCredit banks,
countries and areas of expertise. Their task
was to design a service to fit all our markets,
while keeping the essence of our sustaina-
bility strategy and institutional core values.

The result was ProGreen.

become empowered financial market participants.
ProGreen account holders receive quarterly updates
providing all relevant information regarding our
green loan portfolio, green investments and other
environmental news, enabling them to monitor how
their funds have been used.

In order to be consistent with our environmental
objectives and overall retail strategy, our ProGreen
account is a 100% digital account. The account
opening and all of its functions are carried out en-
tirely online, with zero use of paper and reduced
CO, emissions, as it is not necessary for the client to
travel to the bank.

Our Approach
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Finally, our ProGreen clients receive our sustainable
debit card, made from polylactic acid (PLA), which
is produced from corn. The card can be used for 4
years, and biodegrades in 6 months after its dis-
posal under controlled conditions. The card itself
is an "environmentally friendly investment”, as it is
a green substitute for reqular plastic cards that re-
main in the environment for up to 400 years. Our
cards are packed in recycled paper, paired with seeds
from local plants and delivered by sustainable de-
livery vehicles, whenever this option is available.

Why does this new green account mean so much
to us? Environmental consciousness and the overall
idea of sustainability is becoming more important
every day. Nearly 20% of our total portfolio is green,
and while other banks place green loans using funds
made available by international financial institu-
tions, our approach is intrinsic and consistent. This
is why ProGreen is an important step: Through this
account, we offer our clients the possibility to be
part of our expanding green, sustainable commu-
nity, where they can align the use of their savings
with their personal values. Sustainability is inherent
to ProCredit and we aim to attract like-minded
people to form a long-term partnership that helps
to preserve the environment and improves the social
aspects of the countries where we operate. ProGreen
makes direct impact-investing easily accessible and
affordable to all customers who want to save and
contribute to a growing green economy.

Benefits of a ProGreen account

Pro

Grupo Entregas, card delivery service
using eco-friendly vehicles to deliver our
corn-based cards, Banco ProCredit, Ecuador
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OUR PEOPLE

Investing in people

425,010 hours of training
provided to staff

Establishment of an internal
e-learning campus

Investing in education -
Denis Diderot School in Bulgaria

QUALITY GENDER 8 DECENT WORK AND CLIMATE
EDUCATION EQUALITY ECONOMIC GROWTH ACTION

gl |

We continuously invest in our staff by providing them
with a wide range of training opportunities. At ProCredit,
investing in education is a fundamental value.

Open, respectful, and stimu-
lating working environment

100% vaccination rate in the group

Annual training on social and ethical
issues for all staff

Half-yearly seminars on environmental
topics for selected units
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Solid and transparent
recruitment process

Onboarding Programme: a unique start
to a career with ProCredit

ProCredit Staff Invest (PCSI) - our ESOP

No salary difference between women
and men in comparable positions

48% of our middle management are women
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OUR PEOPLE

Our approach to staff development has been
built over the years by working closely and on-
goingly with our staff and is rooted in deep
and immutable principles of reason, respect,
responsibility and solidarity. These experiences
and principles translate into a straightforward
though unique approach to staff recruitment and
development that is difficult to replicate. The key
elements of this approach are:

- Focus on individuals rather than categories, per-
sonalities rather than sets of skills, teams rather
than positions, and diversity rather than profiles

- Afair and decent remuneration system that focuses
on fixed salaries and a long-term perspective

- An intense and ongoing investment in training
and development to bring knowledge and exper-
tise but also to foster agility, creativity towards a
shared vision

- Astrict set of self-imposed ethical values based on
democracy, reason and respect

- A constant emphasis on sharing information, ex-
changing experiences, challenging practices and
thinking outside of the box together

- A rational and humanistic way of dealing with
staff issues

Today, based on these principles, we are proud to
have professional and dedicated teams in all our
institutions. We are proud of having established
with them a common vision based on strong ethical
values, a clear business approach and, on top, the
desire to always question both our own practices
and the perceived market “best practices”.
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The two years of pandemic have had a strong impact
on everyone: institutions, companies, communities,
individuals, alike. The engagement and quality of
our staff has played a key role in ensuring contin-
uous service to our clients and the steady develop-
ment of the group during this period. We have seen
very blatantly during this period the strength of our
staff, and the importance of knowing each other
very well and doing things together.

Remote working and online onboarding of new-
comers in our group has also shown the limits of
an online way of dealing with each other. But even
during these busy - and sometimes stressful - times,
our teams have never stopped reflecting on how we
were working together, what we could do differently
as well as what we could do more. For example, the
first painful experience of switching to an online
way of teaching was seen by Rolf Kreitel, manager
of our ProCredit Academy, as a huge opportunity
to supplement our unique training approach at the
Academy by adding an online campus with a broad
and high quality curriculum for all our staff. A
second example of this capacity to develop a dream,
a vision and to implement it, is described by Petar
Slavov, Chairperson of our ProCredit Bank Bulgaria.
This project goes way beyond what is normally ex-
pected from "bankers". This is the story of the set-
ting up of the Denis Diderot School by the team of
ProCredit Bank Bulgaria.
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ETHICAL VALUES AND WORKING ENVIRONMENT

by Sandrine Massiani

We expect a lot from each of our colleagues and
offer an open, respectful and stimulating working
environment in return.

Our institutions are small. Our banks have between
100 and 400 staff, which is significantly lower than
our competitors in our countries of operation. This
allows us to create a working environment which
does not primarily rely on monetary compensation.
We know our staff very well. Our middle managers
have on average less than 10 colleagues working
with them. We have the luxury of being able to
easily reach all our staff and engage in dialogue
with them in routine tasks or more structural and
forward-looking issues.

Our flat hierarchy and simple structures allow for
direct co-operation and interaction between our spe-
cialists, middle managers and senior managers, every
day. In our institutions, there is no such thing as a
C-suite with heavy doors and muffled sounds. Most
of our managers and key staff have graduated from
our Academy programme in the Odenwald, Germany,
and therefore speak, literally and figuratively, the
same language. This is a great opportunity for each
of our colleagues, be they at the beginning of their
career or after years of ProCredit experience, to learn
from each other and continue to develop further.

Being small and having a flat hierarchy also means
that nobody can hide behind the intricacies of a
complex organisation. We work hard and every-
body is exposed and expected to contribute. Taking
more responsibilities on one's shoulders can be chal-
lenging and at times even painful. But this is also re-
warding when difficulties are shared and values are
respected. Having a common vision, a set of shared
values, an open way to work and communicate, this
is what we stand for.

This values-based approach and sense of solidarity has
been there for decades and is further consolidated
every day through work, dialogue and training. Being
impact-driven, all our colleagues are committed to
taking care of our Res Publica (grounded on the prin-
ciples of freedom and reason) and to the Common
Good, especially for the generations to come. This is
easily said and written in an annual impact report
but, as a matter of fact, it requires constant focus and
effort to include everyone and follow together our
ethical compass. All of us are ready to invest time and
energy to achieve together with our teams and cli-
ents a positive impact. This also means that we do not
want to have to deal with lone wolves who have their
own personal agenda and personal interests.

We pride ourselves on having developed such an
approach, thanks to the tireless involvement of our

managers and colleagues.
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GENDER DECENT WORK AND
EQUALITY ECONOMIC GROWTH

How our shared values cemented our common ap-
proach to working under the Covid-19 pandemic.

We extensively address ethical issues with all our
staff. This goes, of course, for our Code of Conduct,
which should not only be read and signed but ac-
tively understood by all our staff. That is why every
year, annual sessions are planned to address and dis-
cuss the key elements of our ethical compass. Each
year, the approach to those sessions takes a different
angle. Last year, for example, we discussed the topics
of freedom of expression and education based on the
speech given by Emmanuel Macron at the Sorbonne
after the assassination of the French teacher, Samuel
Paty. This year, provoked by the fate of the Uighur
minority in China and the issue of forced labour, we
are planning to address the issue of responsibility
and freedom of choice when, for example, choosing
a supplier in lengthy and complex supply chains, or
a simple T-shirt in one of the low-price fashionable
branded shops in fancy shopping malls.

In these almost two years of unprecedented health
crisis worldwide, it is obvious that the virus has pro-
voked all sorts of behaviours and raised deep ethical
questions in our societies. Reflecting today upon how
we at ProCredit reacted to those questions illustrates
the relevance of our values as well as their solidity.

At the outbreak of the COVID-19 pandemic in March
2020, all of the ProCredit institutions responded ex-
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tremely quickly, setting up dedicated COVID-19 task
forces, organising work-from-home for all staff and
reorganising the work processes so that employees
and clients could continue to co-operate efficiently
without taking any risk. This was facilitated by the
secure IT infrastructure and processes that were al-
ready in place, but also, and more importantly, by
the high sense of engagement and solidarity among
our staff, who made sure to fully serve our clients
and support each other under these new (and at
times heavy and stressful) circumstances. The fact
that we are small, relying on teamwork rather than
“siloed" units, knowing each other very well through
frequent and intense dialogue, meant that we had
the necessary "social capital” to effectively work
under externally imposed brand new circumstances.
This would not have worked without a high sense
of responsibility to categorically assign the highest
priority to the safety of our teams and of our staff,
while continuing to actively and optimally serve our
clients during these difficult times.

This very same sense of responsibility also explains
why all our staff are fully vaccinated. We are par-
ticularly proud of them for enabling us to make
this statement today. Beyond taking all measures to
protect themselves, our staff consciously and cate-
gorically chose to protect others and play their role
in fighting as much as possible the spread of the
virus in their own environment. As an institution, we

communicated our expectations already in summer
2021 within the group. The management teams and
many involved colleagues then facilitated as much
as possible access to scientific medical information
through documentation and/or meetings with ex-
perienced doctors and scientists for all staff who
needed clarifications to answer their concerns or fill
gaps in their information. Our management and HR
teams also either directly organised, or ensured easy
access to, vaccination for colleagues and in some
cases for their family as well. The very vast majority
of our staff embraced the approach quickly and
fully. Still, several rounds of discussions have some-
times been needed to align everyone under the same
banner of health protection and safety for all. In the
very few cases where the view of our colleagues
deviated too much from rational and well-founded
arguments, we had to mutually take note and act
upon those irreconcilable views on core values. In
local contexts where scientific evidence was reg-
ularly challenged by some parts of the population
invoking unfounded arguments and/or questionable
beliefs in obscure conspiracy narratives, our clear
approach provoked at times attacks via social media,
sometimes against some of our banks, at other times
even against some of our staff. Though unpleasant,
those cowardly attacks simply bounced off a shield
made of two iron-strong materials: rationality and
a sense of responsibility. As a matter of fact, in the
countries where we operate, the vaccination rate of
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the population is ranging between 25% and 80%
whereas it has reached 100% in our institutions. At
a time when scientific evidence and hard statistical
facts are too often challenged publicly and in a cow-
ardly manner on social media by people who claim
to know better, we are proud to see that our staff
and our teams massively rallied around reason and
responsibility. Actively engaging in this battle is also
part of our impact as a responsible banking group

How our way of working together
is impacted by almost two years of
pandemic

After more than a year working at times remotely
and always under strict distance and precautionary
measures, with international travel, group meetings
and courses in our Academy in Fiirth suspended, the
vaccination rollout finally allowed us, from summer
2021, to modestly resume trips, meetings and work-
shops while at all times and in all places keeping all
necessary precautionary measures. There is a strong
desire among our teams to come back together, to
the office, to the Academy, to visit each other and
our clients without restrictions. This de-

sire is still being put to the test by
the successive variant waves, to
which we respond without any
compromise, following the
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categorical imperative of maintaining
the safety of our staff and clients
through remote working, staff rotation
and social distance.

Once the health and operational risks related to the
pandemic are behind us, the question of the new
model of working will be even more structural than
it is now. Indeed, even if the debate on work or-
ganisation and the future of office work is largely
present, it is for now still largely clogged by the pan-
demic. Within the group, the structural question of
work organisation has been discussed, with, on the
one hand, the strong desire to go back to normal
interactions at the office, while obviously making
the most of technological communication tools to
reduce the CO, emissions caused by flights. In some
of our markets, this shared desire to go back to
“normal” (or "almost normal”) sometimes deviates
from the mainstream expectations regarding remote
working or a different "work-life" balance.

We do hear and feel this trend. We sometimes expe-
rience in our recruitment process different expecta-
tions from candidates. We remain, however, prudent
in engaging in it significantly, simply because we feel
it does not fully match our way of working together.
As soon as the pandemic allows for it, we have
planned to give some flexibility to our staff while
keeping a strong orientation towards working and

meeting at the office. This translates into the possi-
bility to work from home for the equivalent of one
day per week. We want to give this option to all staff
independently of their position, seniority or function.
Post-pandemic, this step will probably be assessed by
some as too modest (even though it represents 20%
of the effective working time!), reflecting a lack of
flexibility and a low importance given to the ex-
pected work-life balance. We see it very differently.

We simply want to be there together for our clients.
We also know that being small and values-driven
ultimately obliges us to be constantly finding ap-
propriate and agile solutions in a quickly changing
environment. The sense of commitment and soli-
darity within the group is rooted in being together,
discussing, reflecting and spending time together.

Integrating new colleagues is not only asking them to
fulfil a given job description but also to participate in
wider projects and contribute in many aspects to the
common good. This is also to give them the opportu-
nity to learn by being part of a team, by seeing and
interacting with experienced colleagues, as well as
listening to and exchanging with colle