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INTERIM MANAGEMENT REPORT 
 
 
Economic framework 
 
The recovery of the world economy continued in the first half of 2011. However, growth is 
expected to slow down in the course of the year as a result of rising energy and raw material 
prices and a more restrictive monetary policy of the countries in transition. The development 
of government debt and public deficits and the related budgetary measures, the political 
changes in the Middle East and Northern Africa, as well as the earthquake and the nuclear 
disaster in Japan, combined with persistently volatile financial markets, generate a mood of 
uncertainty as regards future macro-economic trends. 
 
At the European level, targeted efforts are being made to counteract these developments. 
The ESM (European Stability Mechanism), established at the end of March 2011, is to 
replace the existing European Financial Stability Facility (EFSF) from 2013 onwards. The 
ESM will have an effective lending capacity of EUR 500 billion to support euro area Member 
States. On 21 June 2011, the euro area Heads of State and Government, in coordination 
with the ECB (European Central Bank), agreed on a new rescue package of EUR 109 billion 
for Greece as well as support measures for other states. The agreement also included an 
extension of maturities of Greek government bonds, a voluntary participation of the private 
sector and a broadening of the competences of the EFSF and the ESM, all intended to 
support the stabilisation of the financial markets. 
 
In the course of the first half of 2011, the euro gained in value against the US dollar, 
increasing from USD 1.32 to approx. USD 1.50, before it dropped to USD 1.45 in mid 2011 
against the background of the European debt crisis. In the capital markets the ten-year euro 
swap rate rose to 3.77% in mid April, but fell again to 3.42% under the impact of the 
escalating debt crisis of the euro countries. The peripheral states of the euro area 
experienced a substantial widening of their credit spreads. The iTraxx SovX Western Europe 
Swap Index rose from its mid April 2011 all-year low of 157 basis points to 217 basis points 
by mid 2011. This trend continued throughout July, with the iTraxx SovX Western Europe 
Swap Index rising to 300 basis points. 
  
Money markets saw the long expected rise in interest rates in the first half of the year, with 
the ECB – acting against the background of rising inflation – adjusting the European key 
lending rate in two upward moves, on 7 April and 7 July 2011, from 1.0% at the beginning of 
the year to 1.5%. A further rate increase by the ECB in the second half of the year cannot be 
excluded. The US Federal Reserve (FED) has maintained its key lending rate at its record 
low of 0.0% - 0.25% and continues to pursue a massively expansive monetary policy.  
 
 
Development of business in the first half of 2011 
 
KA Finanz AG (KF) engages in the structured wind-down of the non-strategic portfolio of the 
former Kommunalkredit Austria AG. KF’s business purpose is to pursue a targeted reduction 
of risks, while minimising the input of public resources. Any potential for value reversal is to 
be utilised, with own contributions by the bank made in accordance with EU state aid rules 
(burden sharing).  
 



   4 
 

The activities of KF are focused on the following: 
 

- Wind-down of existing assets 
- Active risk management measures (hedging transactions to manage currency risks, 

interest-rate risks and credit risks) 
- Funding of the existing assets (e.g. ECB tender, commercial paper, money market) 

 
KF does not engage in any new asset-side business. On the liabilities side, funding for 
existing assets is raised primarily through secured and unsecured commercial paper, 
customer deposits and secured money-market transactions (repos). 
 
Reduction of risk positions 
 
Despite a tight market environment, KF was able to reduce its risk positions by EUR 2.2 
billion in the first half of 2011, with EUR 1.7 million phased out through the active elimination 
of securities, loans and credit default swaps (CDS) from the portfolio, exceeding the targets 
of the restructuring plan. Risk positions of another EUR 0.5 billion were reduced through 
scheduled redemptions. As of mid 2011, the company’s total assets amounted to EUR 13.8 
billion, down by 16.5% from EUR 16.5 billion as of 31 December 2011. Thus, the target of 
EUR 1.5 billion set for active portfolio wind-down for the full year 2011 was exceeded already 
by mid 2011. The reduction was achieved without any significant capital charge and without 
drawing on public funds; it significantly reduced KF’s demand for liquidity.  
 
Between November 2008 and 30 June 2011, KF’s risk position was reduced by a total of 
EUR 9.4 billion. This is EUR 5.5 billion more than the targets set in the restructuring plan.  
 

 
1) Figures for 2008/2009 figures are nominal values phased out 
2) No effect on balance sheet 

 
 
Support measures by the Republic of Austria 
 
Within the framework of a capitalisation agreement concluded with the Republic of Austria on 
17 November 2009, Kommunalkredit New (Kommunalkredit Austria AG, hereinafter KA) 
waived its claim against KF for repayment of money market deposits in the amount of EUR 1 
billion against issue of a debtor warrant. In accordance with the terms of the debtor warrant, 
KF makes payments to KA, from its future annual surpluses, equal to the amount waived, 
plus interest, starting from the date of the waiver of the money market deposit claim. The 
Republic of Austria assumed liability for the obligations arising from the debtor warrant under 

Reduction of risk 
positions since 
November 2008  

in EUR mln. 

2008/20091) 2010 
Total  

2008 to 2010 
(ACTUAL) 

01-06/2011  

Total  
2008 to 

30.6.2011 
(ACTUAL) 

Securities – sold 516 964 1,480 1,221 2,701 

Loans – sold 0 115 115 470 585 

CDS – sold 2) 2,183 20 2,203 30 2,238 

Total sold 2,699 1,099 3,798 1,721 5,524 

Securities – redeemed 635 560 1,195 306 1,501 

Loans – redeemed 870 816 1,686 127 1,813 

CDS – expired 2) 298 202 500 40 540 

Total redeemed 1,803 1,578 3,381 473 3,854 

Total sold/redeemed 4,502 2,677 7,179 2,194 9,378 
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the put arrangement as a guarantor and payer. This form of capitalisation through a debtor 
warrant surety meets the requirement of the bank itself contributing as much as possible to 
its reorganisation and eliminated the need for the Republic of Austria to advance this amount 
in cash through capital instruments. KF pays an annual guarantee fee of 10% to the Republic 
of Austria for the debtor warrant surety. In accordance with the decision taken by the 
Statistical Office of the European Union (EUROSTAT) in March 2011, the debtor warrant 
surety in the amount of EUR 1.0 billion counts towards the government debt and the public 
deficit for 2010. 
 
In the capitalisation agreement the Republic of Austria committed itself to make restructuring 
contributions to KF by reallocating and netting the guarantee fees payable by KF to the 
Republic of Austria, the maximum amounts being EUR 60.0 million in 2009 and a further 
EUR 75.0 million annually from 2010 to 2013. The purpose of the agreed restructuring 
contributions is to secure a tier-1 ratio of 7% for KF. By 30 June 2011, restructuring 
contributions of EUR 135.0 million were drawn under this heading from the reallocation of 
guarantee fees. In July 2011, restructuring contributions were drawn in the amount of EUR 
37.5 million. For the restructuring contributions drawn to date, gross guarantee fees of EUR 
453.6 million were paid by 30 June 2011.  
 
During the first half of 2011, government-guaranteed bonds in the amount of EUR 3.0 billion 
were redeemed on schedule from government-guaranteed funding; EUR 1.5 billion of the 
underlying guarantee expired. An amount of EUR 1.5 billion was converted into a framework 
guarantee for a commercial paper programme under the Financial Market Stabilisation Act. 
Moreover, the money-market line made available by the clearing bank up to a maximum of 
EUR 1.75 billion under the Interbank Market Support Act was redeemed fully by 28 February 
2011 and is no longer utilised. Thus the existing guarantees were reduced by EUR 3.25 
billion to the current level of EUR 7.1 billion. 
 
 
Guarantee fees payable to the Republic of Austria  
 
From the beginning of the restructuring process until 30 June 2011, KF paid net guarantee 
fees of EUR 318.6 million (i.e. after restructuring contributions drawn) to the Republic of 
Austria, of which EUR 84.8 million during the first months of 2011.  
 
Under the EUR 1 billion debtor warrant surety, a current claim arises for the Republic of 
Austria, independent of the results achieved by the bank, to the payment of guarantee fees, 
qualifying as a capital-replacing measure in accordance with the arrangements made with 
the European Union under the Financial Markets Stability Act and carrying interest at a rate 
of 10%. Furthermore, the Republic of Austria receives guarantee fees from liquidity 
guarantees. In addition, guarantee fees of EUR 20.8 million were paid by KA to the Republic 
of Austria by 30 June 2011 for funding of the debtor warrant surety, which were, however, 
compensated by interest claims arising from the debtor warrant. 
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The net guarantee fees of EUR 318.6 million paid by KF by 30 June 2001 are broken down 
as follows:  
 
Guarantee fees 

in EUR mln. 

2008 2009 2010 
Total 

2008-2010 01-06/2011 
Total 
2008-           

30-06-2011 

Sureties (incl. original asset-side 
surety and debtor warrant surety) 

2.5 104.9 104.3 211.7 53.3 265.0 

Issue guarantees 0.0 64.0 78.3 142.3 31.2 173.5 
Expenditure for clearing bank line1) 0.0 7.3 7.5 14.8 0.3 15.1 
Total KF 2.5 176.2 190.1 368.8 84.8 453.6 
Capitalisation contributions by 
Republic of Austria 0.0 60.0 75.0 135.0 0.0 135.0 

Total net KF 2.5 116.2 115.1 233.8 84.8 318.6 

 
1) no longer drawn as of 28 February 2011; component of interest income 
2) before drawing of restructuring contributions of EUR 37.5 million in July 2011 

 
State aid procedure of the European Commission 
 
The European Commission finally approved the state aid procedure, covering the 
restructuring plan of the former Kommunalkredit, on 31 March 2011. As an essential 
prerequisite for approval of the restructuring plan within the framework of the EU state aid 
procedure, KF had already completed an “impaired asset procedure” in July 2010, which 
verified and confirmed that in the course of the demerger of the former Kommunalkredit all 
assets carried by KF were measured according to the arm’s length principle. The decision by 
the European Commission approving the restructuring plan was published on 6 July 2011.   
 
 
Asset structure 
 
As of 30 June 2011, KF’s total assets amounted to EUR 13.8 billion (31-12-2010: 
EUR 16.5 billion), the above-target reduction by EUR 2.7 billion or 16.5% from the 2010 
year-end level being due to active portfolio management measures. The total includes 
EUR 3.8 billion (31-12-2010: EUR 4.0 billion) in loans and advances to banks and 
EUR 3.0 billion (31-12-2010: EUR 3.5 billion) in loans and advances to customers. The 
phasing-out measures taken resulted in a reduction of public-sector debt instruments and 
bonds by 18.5% to EUR 6.4 billion (31-12-2010: EUR 7.9 billion). Contingent liabilities of 
EUR 10.0 billion (31-12-2010: EUR 10.7 billion) contain CDS sell positions in the amount of 
EUR 9.8 billion (31-12-2010: EUR 10.5 billion) as well as other guarantees of EUR 0.2 billion 
(31-12-2010: EUR 0.2 billion). 
 
 
Risk-weighted assets and equity 
 
As of 30 June 2011, KF held a core capital of EUR 473.4 million (31-12-2010: 
EUR 544.7 million) and own funds of EUR 790.9 million (31-12-2010: EUR 927.4 million). 
The reduction is due to the result for the period and the scheduled release of provisions set 
up pursuant to § 57(1) of the Austrian Banking Act, which count towards own funds. Due to 
the portfolio wind-down measures, risk-weighted assets fell by EUR 0.8 billion to 
EUR 6.3 billion. Including other risks requiring equity backing, this resulted in a core capital 
ratio of 7.4% (31-12-2010: 7.5%) and a total capital ratio of 12.4% (31-12-2010: 12.7%). 
Equity (including participation capital) amounted to EUR 378.4 million (31-12-2010: 
EUR 449.7 million). 
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The aforementioned capital ratios are based on the statutory calculation criteria in 
accordance with the Austrian Banking Act, with the standard approach being used for the 
calculation of risk-weighted assets. The standard approach is also applied to operational risk.  
 
 
Funding structure / Liquidity 
 
As of 30 June 2011, KF had a total funding volume (excluding own funds) of EUR 12.1 billion 
(31-12-2010: EUR 14.3 billion), of which 58% or EUR 7.1 billion (31-12-2010: 42% or EUR 
6.0 billion) was raised without direct government support. In accordance with the parameters 
of the restructuring plan, funding activities in the first half of the year continued to be focused 
on short-term funding. As of the reporting date, short-term funding amounted to 
EUR 7.4 billion (31-12-2010: EUR 6.6 billion), including commercial paper, ECB tenders, 
repo funding and money-market deposits. As regards long-term funding of KF (government-
guaranteed bonds, private placements, loans), a volume of EUR 4.7 billion (31-12-2010: 
EUR 7.7 billion) was outstanding as of mid 2011.  
 
Rating 
 
KF has been rated A+ in the long-term segment and F1+ in the short-term segment by the 
Fitch rating agency. S&P has awarded KF a long-term rating of A and a short-term rating of 
A-1. The government-guaranteed commercial paper programme is rated A-1+ by S&P and 
F1+ by Fitch. All ratings have a stable outlook. 
 
 
Income situation1 
 
The pre-tax and after-tax result for the period under review amounted to EUR -71.3 million 
and is primarily due to guarantee fees paid to the Republic of Austria in the amount of EUR 
84.4 million. Excluding guarantee fees, the pre-tax result for the period would have been 
EUR 13.5 million. The most important factors included:  
 

o Net interest income 
Net interest income in the first half of 2011 amounted to EUR -6.5 million, which 
reflects funding costs above the average margins of the portfolio.   

 
o Net fee and commission income – Guarantee fees paid to the Republic of Austria 

Net guarantee fees for sureties and issue guarantees in the amount of EUR -
84.5 million (not including expenses of EUR -0.3 million for the clearing bank line) 
were paid to the Republic of Austria in the first half of 2011. The guarantee fees paid 
reflect the decrease in government-guaranteed issues. 
 

                                                
1 Given the fact that the merger of KF with Kommunalkredit International Bank Ltd, which exclusively applied IFRS 
accounting rules, was not yet implemented on 30 June 2010 (implementation on 18 September 2010), a 
comparison of KF’s 2011 interim financial statements according to the Austrian Company Code/Austrian Banking 
Act with those of the KF Group as of 30 June 2010 according to IFRS or the KF separate financial statements 
according to the Austrian Company Code/Austrian Banking Act is not representative; therefore, a comparative 
presentation is not shown here. 
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o General administrative expenses  
Amounting to a total of EUR 7.7 million, KF’s general administrative expenses are 
primarily accounted for by services rendered by KA under the service level agreement 
in the amount of EUR 5.4 million (personnel expenses of EUR 3.4 million, other 
administrative expenses of EUR 2.0 million). Other administrative expenses incurred 
directly by KF amounted to EUR 2.3 million. Thus, general administrative expenses 
were significantly below the level of the first half of 2010, which is also due to the 
absence of special expense items, such as the impaired asset procedure required for 
the EU approval. 
 

o Valuation result 
The result from valuations and realisations in the amount of EUR 38.3 million is 
primarily due to the early redemption of issues (EUR 10.4 million), portfolio reduction 
results (EUR -16.2 million), the release of specific loan loss provisions following the 
scheduled servicing and/or sale of impaired loans/securities (EUR 6.5 million) and the 
scheduled release of provisions set up pursuant to § 57(1) of the Austrian Banking 
Act (EUR 32.5 million). 
 
 

Risk structure 
 
KF had no defaulting loans on its books in the first half of 2011. As of 30 June 2011, specific 
loan loss provisions for credit risks in the amount of EUR 165.2 million (31-12-2010: EUR 
293.9 million) totalled EUR 60.0 million (31-12-1010: EUR 172.1 million), which corresponds 
to a provisioning ratio for this portfolio component of 36%. Some of the risk provisions carried 
were released, as the impaired loans and advances were redeemed or sold, which resulted 
in a reduction of underlying receivables by EUR 128.7 million against the 2010 year-end 
value. Moreover, portfolio loan loss provisions of EUR 2.0 million as well as § 57(1) 
provisions of EUR 132.8 million and § 57(3) provisions of EUR 95.0 million were made. Thus, 
total provisions amount to EUR 289.0 million (31-12-2010: EUR 434.4 million). 
 
The capital-weighted average rating of the total exposure is A3 (according to Moody’s). As of 
30 June 2011, EUR 21.3 billion or 42.1% of KF’s total exposure (incl. CDS and guarantees), 
s rated AAA/AA; 91.1% of the exposure is rated investment grade (BBB or higher). 
 
Breakdown of total exposure by rating 
 

Rating range 30-06-2011 31-12-2010 

AAA / AA 42.1% 42.6% 

A 26.2% 28.9% 

BBB 22.9% 19.0% 

  91.1%   

Non-investment-grade 8.9% 9.5% 

 
Broken down by product category, the total exposure included by EUR 8.6 billion in securities 
(31-12-2010: EUR 10.5 billion), EUR 1.4 billion in loans (31-12-2010: EUR 2.0 billion) and 
EUR 10.4 billion in CDS and guarantees.  
 
Broken down by geographical regions, 77.6% of the portfolio is accounted for by the 
European Union, with 53.8% of this exposure being to the EU-17 (euro area incl. Austria) 
and 23.8% to the other EU Member States. Non-EU countries in Europe accounted for 3.6%. 
The exposure to other states made up a share of 18.8%, of which 63.3% accounted for by 
the USA and Canada. 
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Breakdown of exposure by product categories 
 

30-06-2011 

in EUR 1,000 Total exposure Share 
of which 

securities 
of which  

loans 

of which 
CDS / 

guarantees** 

Austria 
                                                           

1,251,767  5.9% 
                                                           

225,162  
                   

149,895  
                                       

498,284  

EU-17 (euro area excl. 
Austria), of which* 

                                                       
10,206,486  47.9% 

                                                      
2,939,941  

                   
590,528  

                                    
6,416,589  

   Republic of Greece 983,250 4.6% 800,852 0 182,398 

   Republic of Ireland 
                                                               

779,484  3.7% 
                                                           

100,000  0 
                                       

679,484  

   Republic of Portugal 
                                                               

820,688  3.9% 
                                                           

150,000  0 
                                       

670,688  

EU non-euro area 
                                                           

5,062,199  23.8% 
                                                        

1,815,797  
                   

342,854  
                                    

2,704,093  

Non-EU Europe 
                                                               

767,746  3.6% 
                                                           

269,699  
                   

268,933  
                                       

215,335  

Other 
                                                           

4,014,146  18.8% 
                                                        

3,392,518  
                        

9,215  
                              

521,473  

Total                                                          
21,302,343  100% 

                                                        
8,643,118  

                
1,361,425  

                                 
10,355,773  

 
*Book values according to Austrian Commercial Code for securities; nominal values for CDS; Republic of Greece 
incl. government-guaranteed exposures of EUR 164.6 million. 
** of which EUR 9.8 bn. CDS sell positions 
 
 
Significant events after the balance-sheet date 
 
Measures to stabilise the situation of Greece 
Besides releasing another EUR 109 billion rescue package for Greece and adopting further 
debt relief measures in addition to the support already decided, including an extension of 
maturities and a reduction of interest rates, the euro area Heads of State and Government on 
21 June 2011 additionally agreed on a voluntary participation of the banking and insurance 
sector in the bailout. Based on the IIF term sheet (Institute for International Finance - private 
international bankers’ association), this private support package was estimated to generate 
an additional EUR 135 billion, assuming 90% participation. Moreover, a buyback programme 
for Greek government bonds, the amount of which is yet to be specified, is to be 
implemented via the EFSF (European Financial Stability Facility). 
 
Supplementary to the measures already taken by the European Union and the IMF 
(International Monetary Fund), the measures now initiated are expected to permit a 
sustainable stabilisation of the Greek budgetary situation. Moreover, statements made by the 
International Swaps and Derivatives Association (ISDA) suggest that the measures 
described above will not trigger a credit event of credit default swap (CDS) portfolios. In view 
of these circumstances and given the measures already taken and now extended by the 
European Union, KF does not expect – from today’s point of view – a default of loans and 
advances to the Republic of Greece.  
 
Examination of potential participation in private-sector programme 
Four alternatives are being offered for voluntary private-sector participation, essentially 
providing for a bond exchange or the rolling over of bonds maturing by the end of 2020. 
Coupon payments on the exchanged instruments are to range between 4.0% and 6.8%, with 
maturities of between 15 and 30 years. The principal will be fully or partly collateralised by 
bonds or EFSF funds or other AAA-rated securities (full collateral value at end of term 
through accumulation of interest). According to the IIF, the coupon is below market value, as 
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the IIF term sheet assumes a market rate of 9%. The difference between the actual interest 
rate and the assumed 9%, discounted over the term of the debt, results in a net present 
value loss of approx. 21%.  
 
KF’s total direct exposure to the Greek state amounts to EUR 818.6 million; moreover, the 
bank holds government-guaranteed bonds of EUR 164.6 million and government bonds of 
EUR 636.2 million. The issue of programme participation only arises for securities maturing 
by 2020. As of 30 June 2011, this portfolio represents a book value of EUR 311.5 million, of 
which EUR 303.1 million is, however, locked in until maturity in repo-type TRS (total return 
swap) funding positions. Under civil law, these positions have been sold to third parties 
against inflow of liquidity; the underlying risk remains with KF through a CDS structure. 
Participation in the programme with these portfolios is not possible; the remaining free 
securities portfolio eligible for programme participation amounts to EUR 8.5 million. For the 
time being, KF therefore is not likely to participate in the private-sector programme. 
Moreover, KF does not intend to sell Greek government bonds maturing after 31 December 
2020 within the framework of a potential buyback programme at prices below the current 
book value. Therefore, no provisions have been set up as of 30 June 2011. It is important to 
underline that KF is the product of the demerger of the former Kommunalkredit, which was 
nationalised in November 2008 due to acute liquidity problems. KF is the successor in law to 
the former Kommunalkredit. A significant contribution to stability has already been made 
through the nationalisation of the bank and its holding of Greek positions.  
 
 
Outlook  
 
Against the background of current developments in the debt crisis of the euro countries and 
the USA, markets are expected to remain volatile for the rest of 2011. The primary goal of 
the countries of the euro area will and must consist in engaging the strength of this economic 
region through targeted and appropriate measures. A common and timely approach is 
therefore indispensable.   
 
According to forecasts by the Institute of Advance Studies, the growth of economic output in 
the euro area will amount to 2.0% in 2011 and drop slightly to 1.7% in the following year. 
Austria’s GDP is expected to grow by 3.0% in 2011 and 2.1% in 2012. Thus, economic 
growth will fall to the level of 2010. 
 
In this volatile market environment, KF will continue to manage the existing portfolio in 
accordance with the principles of the restructuring plan, with a special emphasis on active 
portfolio management under difficult market conditions. Risk positions in the amount of EUR 
2.2 billion were phased out during the first half of the year (of which EUR 1.7 billion through 
active selling), which essentially corresponds to the target set for the full year, an 
achievement made possible, in particular, by the more favourable market environment in the 
first quarter. The portfolio wind-down is expected to continue in the second half of the year, 
but will largely depend on market conditions  
 
Considering the guarantee fees to be paid, KF does not expect to close the second half of 
2011 and the full year with a positive result for the year or a positive net income. Therefore, 
no profit distributions to holders of participation and supplementary capital are to be expected 
for the business year 2011 and for the foreseeable future. KF continues to aim at maintaining 
the contractually agreed capital ratios, i.e. a tier-1 ratio of 7% and a total capital ratio of 10%, 
and expects to meet this goal. The communications to that effect pursuant to § 48(d) of the 
Stock Exchange Act already published in previous years still apply. 
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INTERIM FINANCIAL STATEMENTS 
 
Balance sheet of KA Finanz AG according to the Austrian Company 
Code/Austrian Banking Act 
 
Assets     
in EUR 1,000 30-06-2011 31-12-2010 

Cash and balances with central banks 113,368.4 317,040.4 

Public-sector debt instruments eligible as 
collateral for central bank funding 

2,574,776.0 2,663,519.9 

Loans and advances to banks 3,759,947.5 3,958,337.9 
Loans and advances to customers 2,983,943.4 3,524,041.6 

Bonds and other fixed-income securities 3,864,197.4 5,232,227.8 

Holdings 23.1 23.1 
Investments in affiliated companies 2,661.1 3,426.1 
Property and equipment 80.5 89.4 
Other assets 446,599.0 750,097.2 
Deferrals 26,022.6 42,793.0 

Assets 13,771,619.1 16,491,596.5 

   

   
Liabilities and equity  
in EUR 1,000 30-06-2011 31-12-2010 
Amounts owed to banks 6,417,376.6 6,375,167.0 

Amounts owed to customers 93,726.7 121,159.3 

Securitised liabilities 5,966,290.3 8,283,498.5 

Other liabilities 447,476.1 711,505.8 

Deferrals 57,048.4 76,522.5 

Provisions 112,264.8 139,735.9 

Fund for general banking risks 95,000.0 95,000.0 

Subordinated liabilities 171,777.9 202,716.4 

Supplementary capital 32,283.3 36,605.6 

Participation capital 434,126.8 434,126.8 

Subscribed capital 22,346.0 22,346.0 

Capital reserves 144,351.2 144,351.2 

Retained earnings 118,551.0 118,551.0 
Liability reserve pursuant to § 23(6) Austrian 
Banking Act 

76,091.1 76,091.1 

Net loss -417,091.1 -345,780.6 

Liabilities and equity 13,771,619.1 16,491,596.5 
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Income Statement of KA Finanz AG according to the Austrian 
Company Code/Austrian Banking Act 
(Due to the merger with Kommunalkredit International Bank in September 2010, the comparative 
values for 2010 are not representative) 
 
  01-01-2011- 01-01-2010- 
in EUR 1,000 30-06-2011 30-06-2010 
Net interest income -6,478.4 6,973.5 
Income from investments 26.3 0.0 
Fee and commission income -91,093.0 -86,068.6 

of which guarantee fees -84,515.4 -89,251.6 
Income/expenses from financial transactions -964.7 2,356.6 

of which provision for impending losses from CDS 715.3 2,301.4 
Other operating income 257.6 18.0 
Operating income -98,252.2 -76,720.5 
General administrative expenses -7,724.8 -9,970.4 

Personnel expenses -5.0 0.0 
Other administrative expenses (non-personnel expenses) -7,719.9 -9,970.4 

Depreciation -8.9 -0.3 
Other operating expenses -3,603.0 -0.4 
Operating expenses -11,336.7 -9,971.0 
Operating result -109,588.9 -86,691.5 
Impairment charges and additions to provisions for 
contingent liabilities and credit risks 

0.0 -9,715.8 

of which change in provisions pursuant to § 57(1) Austrian 
Banking Act 

0.0 -9,715.8 

Balance of income/expenses from the write-back of 
impairment charges and provisions for contingent liabilities 
and credit risks 

34,781.9 7,009.9 

of which change in provisions pursuant to § 57(1) Austrian 
Banking Act 32,500.0 0.0 

Balance of income/expenses from impairments of securities 
measured as financial investments and investments in 
affiliated companies 

3,499.2 89,410.9 

Result of ordinary activities -71,307.8 13.6 
Taxes on income -2,7 -10.6 
Other taxes 0,0 -3.0 

Result for the period -71.310,5 0.0 
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NOTES TO THE INTERIM FINANCIAL STATEMENTS 
OF KA FINANZ AG 
 
1. General principles 
 
These interim financial statements of KA Finanz AG (KF), prepared in accordance with § 87 
of the Stock Exchange Act, comprise a condensed balance sheet, a condensed income 
statement, explanatory notes and an interim management report.  
 
The accounting and measurement principles applied in the interim reporting period were the 
same as those applied in the preparation of the financial statements of KA Finanz AG as of 
31 December 2010.  
 
The interim financial statements for the period from 1 January to 30 June 2011 do not 
contain all the information and disclosures required for the annual financial statements and 
therefore have to be read in conjunction with the 2010 annual financial statements of KA 
Finanz AG. 
 
 
2. Greece 
 
In view of the debt situation of several euro countries, the Member States of the euro area, 
together with the International Monetary Fund (IMF), established support mechanisms for the 
protection of the euro. In 2010, extensive assistance was provided for Greece within the 
framework of the European Financial Stability Facility.    
 
Towards the end of May 2011 it turned out that Greece had failed, by far, to meet its budget 
consolidation targets. As a result, the ratings for Greek government bonds were downgraded 
even further; as of 30 June 2011, the spreads for two-year Greek government bonds reached 
more than 27%. In July 2011, additional support for Greece was decided in order to fully 
close the existing financing gap. Private borrowers are to participate in the support measure 
on a voluntary basis. 
 
The voluntary involvement of private borrowers is to consist in the exchange of existing 
bonds maturing by the end of 2020, at the latest, against new securities with maturities of 15 
and 30 years, respectively. According to the financing offer of the IIF (Institute of International 
Finance) currently on the table, private borrowers have a choice of four exchange 
alternatives, with the future interest and redemption payments on the newly issued bonds 
resulting in a net present value of 79%, relative to a (notional) nominal value of 100%. 
Therefore, the question of a permanent impairment of Greek government bonds had to be 
examined.  
 
KF’s total direct exposure to the Greek state amounts to EUR 818.6 million, including CDS 
with a nominal value of EUR 182.4 million and Greek government bonds with a book value of 
EUR 636.2 million. The issue of voluntary programme participation only arises for securities 
maturing by 2020. As of 30 June 2011, this portfolio represents a book value of EUR 311.5 
million, of which EUR 303.1 million is, however, locked in until maturity in repo-type TRS 
(total return swap) funding positions. Under civil law, these positions have been sold to third 
parties against inflow of liquidity; the underlying risk remains with KF through a CDS 
structure. Thus, these portfolios are excluded from participation in the programme; the 
remaining free securities portfolio eligible for programme participation amounts to EUR 8.5 
million. Based on the stabilisation measures taken, the government bonds not participating in 
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the programme are expected to be serviced and redeemed. KF therefore assumes that these 
bonds are not permanently impaired. 
 
Considering the support provided, bonds maturing after 31 December 2020 are expected to 
be fully redeemed. KF does not intend to sell such bonds within the framework of the 
buyback programme at prices below the current book value. KF therefore assumes that 
these bonds are not permanently impaired. 
 
 
3. Other disclosures 
 
a. Legal risks and other obligations 
 
An investor in profit participation rights of the former Kommunalkredit International Bank has 
instituted court proceedings in respect of interest on profit participation rights in the amount 
of EUR 1.57 million. In KF’s opinion these claims are unfounded. Apart from that, the legal 
risks and other obligations outlined in the 2010 financial statements remained unchanged in 
the interim reporting period. 
 
b. Development of results 
 
Disclosures regarding the development of results during the first half of 2011 and the 
significant events during the period under review are contained in the interim management 
report. 
 
c. Contingent liabilities 
 
As of 30 June 2011, contingent liabilities are as follows: 

 
 
Vienna, 5 August 2011 
 
 

The Executive Board of KA Finanz AG 
 
 
 
 
 Alois Steinbichler Andreas Fleischmann 
 Chairman of the Executive Board  Member of the Executive Board 
 

  
  30-06-2011 31-12-2010 
in EUR 1,000     
Contingent liabilities    
   Sureties and guarantees 10,018,806.0 10,704,050.5 
Other obligations    
   Loan commitments and unused lines 7,820.4 10,544.7 
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STATEMENT BY THE LEGAL REPRESENTATIVES 
ON THE INTERIM FINANCIAL REPORT 
 
 
We herewith confirm to the best of our knowledge that the Condensed Interim Financial 
Statements prepared in accordance with the relevant accounting standards present a true 
and fair view of the assets, the financial position and the income of the company and that the 
Interim Management Report presents a true and fair view of the assets, the financial position 
and the income of the company as regards the important events during the first six months of 
the business year and their impact on the Condensed Interim Financial Statements, and as 
regards the material risks and uncertainties of the remaining six months of the business year. 
 
 
Vienna, 5 August 2011 
 
 
 

The Executive Board of KA Finanz AG 
 
 
 
 
 Alois Steinbichler Andreas Fleischmann 
 Chairman of the Executive Board  Member of the Executive Board 
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REPORT ON REVIEW OF THE CONDENSED INTERIM 
FINANCIAL STATEMENTS PREPARED IN 
ACCORDANCE WITH THE AUSTRIAN COMMERCIAL 
CODE  
 
 
Introduction 
 
We have reviewed the accompanying Condensed Interim Financial Statements of KA Finanz 
AG, Vienna, for the period from 1 January to 30 June 2011. The Condensed Interim 
Financial Statements comprise the condensed balance sheet as of 30 June 2011, the 
condensed income statement for the period from 1 January to 30 June 2011 and explanatory 
notes. 
 
The legal representatives of the company are responsible for the preparation and 
presentation of these condensed interim financial statements.  
 
Our responsibility is to express a conclusion on these Condensed Interim Financial 
Statements based on our review. 
 
 
Scope of Review 
 
We conducted our review in accordance with the legal provisions and the professional 
standards applicable in Austria as well as the International Standard on Review 
Engagements ISRE 2410 “Review of Interim Financial Information Performed by the 
Independent Auditor of the Entity”.  
 
The review of interim financial information consists of making enquiries, primarily of persons 
responsible for financial and accounting matters, and applying analytical and other review 
procedures. A review is substantially less in scope than an audit and, consequently, does not 
enable us to obtain assurance that we would become aware of all significant matters that 
might be identified in an audit. Accordingly, we do not express an audit opinion. 
 
 
Result of Review 
 
Based on our review, nothing has come to our attention that causes us to believe that the 
accompanying Condensed Interim Financial Statements do not convey a true and fair view of 
the financial position of the company as of 30 June 2011 and its income situation for the 
period from 1 January 2011 to 30 June 2011 in accordance with the legal provisions 
applicable in Austria.  
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Comment on the Interim Management Report and the Statement by the Legal 
Representatives pursuant to § 87 of the Stock Exchange Act 
 
We have read and examined the interim management report as to the presence of apparent 
contradictions to the condensed interim financial statements. According to our assessment, 
the interim management report does not contain any apparent contradictions to the 
condensed interim financial statements. 
 
The interim financial statements contain the statement by the legal representatives required 
by § 87 (1.3) of the Stock Exchange Act. 
 
 
Vienna, 5 August 2011 
 
 

PwC INTER-TREUHAND GmbH 
Wirtschaftsprüfungs- und 

Steuerberatungsgesellschaft 
 

signed: 
 

Dipl.-Ing. Mag. Friedrich Rödler 
Certified Public Accountant 

signed: 
 

Dipl.Kfm.Univ. Dorotea-E. Rebmann 
Certified Public Accountant 

 


