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Issuer Comment: Kommunalkredit Austria AG

Moody's comments on Kommunalkredit's break-up; rating review continues

Moody's Investors Service today commented on the announcement by Kommunalkredit Austria AG
(Kommunalkredit) of a restructuring plan that will divide the bank into a `going concern' bank and an entity to be
wound down.

The bank announced the restructuring plan on 19 June and it was handed to the European Commission a week
before that date. Moody's expects the European Commission's first comments and the formal initiation of its
review process, which will most likely focus on whether the aid measures taken by the Austrian government to
rescue Kommunalkredit after it had been hit by the financial crisis are in line with Common Market rules under the
EU Treaty, in mid-July at the earliest. Moody's review of Kommunalkredit's ratings, which is ongoing, is expected
to be closed shortly thereafter.

All the ratings of Kommunalkredit and its subsidiaries - except for the Aaa/stable long-term ratings on debt
guaranteed by the Republic of Austria - were placed on review for possible downgrade earlier this year. Moody's
will closely review the details of the restructuring, particularly the allocation of assets and debt (including hybrid
instruments), capital injections and state guarantees, to assess the new rating levels for each institution.

"It will be important to understand how risks assumed in the past will be allocated to the two new banks and
buffered via the aid provided by the Republic of Austria, namely capital injections and guarantees, and how this
will affect the ratings. However, we also need to determine the business purpose of the going concern bank and
how it will fit into the Austrian banking system," comments Dominique Nutolo, a Frankfurt-based Moody's
Assistant Vice President and lead analyst for Kommunalkredit.

The restructuring plan stipulates that the entity to be wound down will hold Kommunalkredit's CDS and securities
portfolios; i.e. those portfolios that led to Kommunalkredit's liquidity squeeze in 2008 and in turn to the bank's
nationalisation. This bank will not initiate any new business and is planned to be wound down over the next
couple of years. Moody's understands that the going concern bank is supposed to continue to lend to municipals
and is expected to be privatised within the next three years.

The last rating action on Kommunalkredit was on 17 February 2009 when Moody's downgraded its BFSR to D
from C-. At the same time, the Tier 1 preferred securities of Kommunalkredit and Kommunalkredit Capital I
Limited were downgraded to Caa1 from A2, and Kommunalkredit's upper Tier 2 securities were downgraded to
B1 from A1. All the ratings (including the Aa3 senior debt and deposit ratings as well as the P-1 short-term rating)
remained on review for further downgrade.

The principal methodologies used in rating Kommunalkredit are "Bank Financial Strength Ratings: Global
Methodology" and "Incorporation of Joint-Default Analysis into Moody's Bank Ratings: A Refined Methodology",
which can be found on www.moodys.com in the Credit Policy & Methodologies directory, in the Ratings
Methodologies sub-directory. Other methodologies and factors that may have been considered in the process of
rating Kommunalkredit can also be found in the Credit Policy & Methodologies directory.

Headquartered in Vienna, Kommunalkredit reported consolidated assets of EUR37.5 billion at the end of
December 2008 and an after-tax loss of EUR1.5 billion for the full year.
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CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S (MIS) CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO



PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING,
OR SALE.
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