FitchRatings

KNOW YOUR RISK

Banks

KA Finanz AG

Austria

Credit Update
Ratings

Long-Term IDR A+
Short-Term IDR F1+
Support Rating 1
Support Rating Floor A+

Sovereign Risk

Foreign-Currency Long-Term IDR  AAA
Local-Currency Long-Term IDR AAA
Outlooks
Foreign-Currency Long-Term IDR  Stable
Sovereign Foreign-Currency Stable
Long-Term IDR
Sovereign Local-Currency Stable
Long-Term IDR
Financial Data
KA Finanz AG

30 Jun 09°
Total assets (USDm) 24,627 .1
Total assets (EURm) 17,423.7
Total equity local GAAP (EURm) 781.4
Total equity IFRS (EURm) -191.1
Operating profit 2009 (EURm)® 35.1
Published pre-tax income 2009 -81.5
(EURmM)®
Operating ROA 2009 (%)° 0.20
Operating return on Austrian 5.40
GAAP equity 2009 (%)°
Pre-tax return on Austrian GAAP -12.53
equity 2009 (%)°
IFRS equity/assets (%) -1.17
Austrian GAAP equity/assets (%) 3.73
Tier 1 ratio (%) 7.30

? Unaudited pro forma financials under
Austrian GAAP;

® management forecast, end-H109 P&L not
available; once Kommunalkredit International
Bank Ltd. has been merged with KA Finanz,
KA Finanz will solely report under Austrian
GAAP.
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Rating Rationale

KA Finanz AG’s (KA Finanz) ratings are based on its 99.78% ownership by the
Republic of Austria and Fitch Ratings’ assumption that there will be no change
to the ultimate ownership and the willingness of Austria to support KA Finanz
AG. Given that KA Finanz’s sole purpose is to ensure an orderly run-off of its
asset base, Fitch no longer assigns an Individual Rating.

KA Finanz, established 28 November 2009, is the legal successor of Kommunal-
kredit Austria (KA Old), which was nationalised in late 2008 after severe
liquidity and funding problems. KA Finanz holds KA Old’s non-core assets,
essentially its credit default swap (CDS) book and non-core public-sector credit
exposure. KA Old’s core business was transferred to newly established
Kommunalkredit Austria AG (KA New; ‘A’/Stable; see Related Research).

Given that KA Finanz will not undertake any new business, the bank’s
profitability largely depends on the performance of its current asset base.
Assuming a recovery in asset values, management expects KA Finanz’s
underlying revenue to be adequate. However, due to annual guarantee
payments to the owner (around EUR110m-EUR130m net for funding and asset
guarantees), Fitch expects KA Finanz to report pre-tax losses in 2009-2012.

KA Finanz is mostly exposed to credit risk in its large CDS and public sector
loan/bond books and corresponding funding and liquidity risks. At end-H109, its
total credit exposure amounted to EUR27.4bn with two-fifths each relating to
its CDS and bond books respectively. Most of its exposure is to public-sector
entities in the EU (67%, excl. Austria), non-EU European states (6%), Austria (5%)
and non-European countries (22%). The average rating at end-H109 was ‘A+’.

Due to a high proportion of long-term assets (around 50% of assets mature after
2014) and a large share of short-term funding, KA Finanz is running a significant
funding gap. At end-H109, state-guaranteed funding made up 31% of non-equity
funding, ECB funding 17% and money market funding 35%. Despite recovering
asset values, KA Finanz’s IFRS equity remained negative at end-H109. Its Tier 1
ratio, under Austrian GAAP, amounted to 7.3%. The Republic of Austria has
committed to maintaining a Tier 1 ratio of 7% as long as the bank’s former
owners remain invested in KA Finanz’s participation capital.

Support

Given KA Finanz’s ownership, Fitch considers there to be an extremely high
propensity of support from the public authorities.

Key Rating Drivers

The Stable Outlook on KA Finanz’s Long-Term IDR mirrors the Outlook on the
sovereign. An unexpected change in KA Finanz’s ownership, i.e. after a
European Commission ruling, or a downgrade of Austria would lead to a
reassessment of KA Finanz’s ratings.

Profile

KA Finanz is running off its assets. It retains a banking licence but its operations are
conducted via service-level agreements with KA New. KA Finanz’s subsidiary,
Cyprus-based Kommunalkredit International Bank Ltd (‘A+’/Stable), will be merged
into KA Finanz in H110.

www.fitchratings.com

4 January 2010

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY
FOLLOWING THIS LINK: HTTP://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF
SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND
METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE
FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE.
Copyright © 2010 by Fitch, Inc. and Fitch Ratings, Ltd. and its subsidiaries. One State Street Plaza, NY, NY 10004 Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in

part is prohibited except by permission. All rights reserved. All of the information contained herein has been obtained from sources Fitch believes are reliable, but Fitch does not verify the truth or accuracy of the information.
The information in this report is provided ‘as is' without any representation or warranty of any kind. A Fitch rating is an opinion as to the creditworthiness of a security, not a recommendation to buy, sell, or hold any security.



http://www.fitchratings.com/creditdesk/public/ratings_defintions/index.cfm?rd_file=intro
/creditdesk/press_releases/detail.cfm?pr_id=542917
/creditdesk/reports/report_frame.cfm?rpt_id=493146&sector_flag=3&marketsector=1&detail=

