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LETTER FROM THE CEO  
 
 
Ladies and Gentlemen: 
 
The business year 2018 of KA Finanz AG (KF), as the first full year after the company’s 
transformation into a wind-down unit in September 2017 and the associated structural measures 
(expiry of the banking license; funding by ABBAG/Abbaumanagementgesellschaft des Bundes, a 
company wholly owned by the Republic of Austria and responsible for the management of wind-
down entities) was devoted to accelerated de-risking, on the one hand, and the call for tenders 
for externally provided operational services and preparations for the change-over to the new 
service providers, on the other hand.  
 
KF continued to actively pursue the reduction of its portfolio, with a special emphasis on positions 
held outside the so called “DACH” region (Austria, Germany, Switzerland). Alongside the 
scheduled reduction by roughly EUR 900 million, KF began to wind down selected sub-portfolios, 
a move well-advised in view of imminent risks. In light of Brexit and its unforeseeable 
consequences, the sale of the entire exposure to the United Kingdom was initiated in good time. 
Securities (mainly public utilities and project finance) as well as structured loans to British local 
authorities with a volume of approx. EUR 520 million were sold by the end of the year, with only 
a few positions left for sale at the beginning of 2019. In view of the expected turnaround of the 
interest rate landscape in the USA and the foreseeable volatility of credit spreads, the wind-down 
of the North American portfolio (approx. EUR 1.3 billion at the beginning of 2018) was also started 
earlier than planned. In accordance with its mandate, KF concentrates not only on focused de-
risking, but also makes every effort to take advantage of market opportunities and use any 
potential for the reversal of impairments.   
 
Wind-down measures have also resulted in a substantial reduction in hidden burdens in the 
portfolio, which primarily result from the negative valuation of hedge derivatives and currently 
amount to approx. EUR 566 million.  
 
Since the transformation of KF into a wind-down unit, funding is being provided primarily by 
ABBAG. Of the remaining funds raised in the money and capital markets in previous years, a 
volume of approx. EUR 1.2 billion was redeemed in 2018, including a EUR 500 million covered 
bond. 
 
As at 31 December 2018, KF’s portfolio of risk positions amounted to EUR 6.0 billion. In the course 
of the past year, it was reduced by EUR 1.9 billion through active wind-down measures and 
redemptions. All in all, KF has wound down risk positions in a total amount of EUR 28.8 billion 
since the beginning of the restructuring process. Its average rating remains at A+, while the non-
performing-loan (NPL) ratio has dropped to 0.0%. 
 
In 2018, KF’s total assets were reduced by 26.6% to EUR 7.2 billion. 
 
KF reports a balanced after-tax result pursuant to the Austrian Company Code / Austrian Banking 
Act (Unternehmensgesetzbuch/Bankwesengesetz UGB/BWG) for 2018. A loss resulting primarily 
from portfolio wind-down measures was offset through a reduction of the repayment obligation 
relating to funding provided by ABBAG in the amount of EUR 216.1 million.  
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On behalf of the Executive Board, I wish to thank the shareholder representatives and the 
Supervisory Board for their support in addressing the great challenges of the year under review. 
My special thanks are due to all our employees for their dedicated efforts within the framework of 
the tendering procedure and the preparations for the change of service provider, as well as their 
constant professional work that makes the successful wind-down of the portfolio possible. Our 
objective for 2019 is to successfully conclude the operational transformation process and to 
continue the efficient portfolio wind-down. 
 
 
 
 
 

Helmut Urban 
Chairman of the Executive Board 
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MANAGEMENT REPORT FOR THE BUSINESS YEAR 2018 
 
__________________________________________________________________________ 
ECONOMIC FRAMEWORK 
 
Strong global economic growth in the first half of 2018 was followed by a moderate slowdown in 
the second half of the year. Uncertainties in view of protectionist tendencies in world trade, the 
budget conflict between the Italian government and the European Commission and concern over 
the United Kingdom’s chances of leaving the European Union in an orderly fashion had a negative 
impact on the real economy and the financial markets. Nevertheless, robust GDP growth at a rate 
of 3.7% has been projected for 2018 as a whole.1  
 
In the euro area, real economic growth is expected to reach 1.8%, with Spain topping the list of 
major economies with 2.5%, clearly ahead of Germany and France with 1.5% and Italy with no 
more than 1.0% growth. As in the previous year, GDP growth in Austria came to 2.7%, which is 
significantly above the euro area average. In Italy, the Government bond market was negatively 
affected by the conflict between the government and the European Commission over a financial 
framework in line with the budget rules, which was resolved at least temporarily towards the end 
of 2018. At the end of 2018, ten-year funding costs for Italy were 2.5 percentage points above 
those of Germany. This represented a marked recovery from last year’s high of 3.25% in October, 
but a notable deterioration compared to the first half of the year.   
 
With an inflation rate of 1.7%, which was primarily influenced by significantly increased crude oil 
prices, the euro area fell short of the monetary policy target of a consumer price inflation rate of 
2.0%. The positive development of the rate of unemployment in 2017 continued throughout 2018. 
In the euro area, unemployment dropped from 8.6% to 8.4% at the end of 2018.  
 
According to forecasts for the full year, GDP in the USA grew at a rate of 2.9% (2017: 2.2%) as a 
result of solid private consumption, tax benefits for businesses and a historically low rate of 
unemployment. Major economic risks are seen in a further aggravation of the trade conflict with 
China and the resultant uncertainty as well as the perceived danger of the US Federal Reserve 
Bank (Fed) having raised interest rates too quickly. 
 
The central banks of the euro area and the USA reacted to the positive economic development 
by adopting more restrictive monetary policies, albeit to differing extents. The European Central 
Bank (ECB) terminated its Asset Purchase Programme at the end of 2018, thus freezing the 
associated liquidity supply, but kept its key interest rate at 0%. Given the rate of inflation in the 
euro area (2018: 1.7%2), this interest level is likely to be maintained at least until the autumn of 
2019. Conversely, the US Fed increased its target band for the federal funds rate for the fourth 
time in December 2018, to 2.0-2.25%. 
  

                                                           
1 IMF World Economic Outlook Update, January 2019 
2 Eurostat, Update 17 January 2019 
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__________________________________________________________________________ 
SIGNIFICANT EVENTS OF THE BUSINESS YEAR 
 
 
Purpose of the company 
 
KA Finanz AG (KF) was established on 28 November 2009 through the demerger of the former 
Kommunalkredit3 and is the legal successor of the latter. As provided for in the restructuring plan 
approved by the European Commission / Directorate General for Competition on 31 March 2011, 
KF is responsible for the structured wind-down of the non-strategic portfolio.  
 
Effective as of 6 September 2017, date of the administrative notice issued by the Financial Market 
Authority (FMA), KF is operated as a wind-down unit pursuant to § 162 of the Austrian Bank 
Recovery and Resolution Act and continues to be supervised by FMA. 
 
KF’s business purpose is to pursue targeted de-risking, while utilising any potential for the reversal 
of impairments and securing an adequate level of liquidity. KF is not engaged in any new asset-
side business. KF’s funding structure is designed to meet the objectives of a wind-down unit. 
Funding is provided by ABBAG, a company wholly owned by the Republic of Austria and 
responsible for the management of wind-down facilities. KF no longer raises funding in the money 
and capital markets. 
 
 
Portfolio wind-down measures and risk structure 
 
In the course of 2018, KF’s total exposure was reduced by EUR 1.9 billion, including EUR 1.3 
billion through active runoff measures, EUR 0.4 billion through scheduled and early redemptions, 
and EUR 0.2 billion through the run-off of derivative positions and through foreign exchange 
effects. Active wind-down measures consisted primarily in the sale of major sub-portfolios of both 
securities and loans. 
 
Of the securities portfolio, all UK positions in a nominal amount of EUR 323.0 million were sold 
(including the inflation-linked GBP exposure to public utilities and project finance in a total amount 
of EUR 264.8 million). The US-exposure was further reduced (equivalent value of EUR 257.4 
million, including a substantial reduction of the Military Housing Portfolio of EUR 148.3 million). 
Moreover, the concentration risk of the Republic of Italy was reduced by another EUR 126.8 
million (mainly government bonds). At the same time, bonds from Canada (EUR 35.2 million), 
Israel (EUR 12.4 million), Qatar (EUR 9.2 million) and Kazakhstan (EUR 8.8 million) were sold. 
Other securities sold accounted for EUR 8.7 million. 
 
The entire UK LOBO (lender’s option – borrower’s option) exposure held in the loan portfolio was 
eliminated (EUR 196.9 million). In Croatia, loans to public sector entities in the amount of EUR 
89.0 million were sold. Moreover, substantial volumes of loans outstanding from peripheral EU 
Member States (Spain and Portugal with a total volume of EUR 89.5 million) and Switzerland 
(EUR 87.9 million) were actively wound down. Other loans sold amounted to a total of EUR 15.1 
million.   
 
Asset-side redemptions (EUR 411.5 million) are accounted for mainly by scheduled loan 
redemptions by Austrian and Swiss borrowers and EUR 20.3 million in early redemptions. 
 
                                                           
1  In these financial statements the following names are used for the entities involved:  
- Kommunalkredit Austria AG, prior to the 2009 demerger (until 28/11/2009): former Kommunalkredit 
- Kommunalkredit Austria AG, from 2009 demerger until 2015 demerger for new incorporation (until 26/09/2015): Kommunalkredit 
Old 
- Kommunalkredit Austria AG, after the 2015 demerger for new incorporation (from 26/09/2015): Kommunalkredit 
- KA Finanz AG: KF 
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The following tables show the reduction of risk exposure and the development of exposure 
indicators since the end of 2008. The figures are broken down by sale and redemption and by 
product category. 
 
Table: Run-off of exposures since November 2008, in EUR million 

Run-off of exposures 
since November 2008 
in EUR million 

Total 
2008-2016 2017* 01/01/2018 – 

31/12/2018* 
Total 

2008-2018 

Securities sold 6,709.9 377.9 781.5 7,869.3 

Loans sold 856.9 119.7 478.4 1,455.0 

CDS sold 10,799.4 0.0 0.0 10,799.4 

Total sold 18,366.2 497.6 1,259.9 20,123.7 
Securities redeemed 3,541.7 65.4 105.2 3,712.4 

Loans redeemed 2,821.4 440.3 305.2 3,567.0 
CDS/guarantees – matured 975.1 389.9 1.0 1,366.0 

Total redeemed 7,338.3 895.7 411.5 8,645.4 
Total sold/redeemed 25,704.5 1,393.2 1,671.4 28,769.1 

* nominal values from 2017 onward, book values for earlier years 
 
Altogether, since the beginning of the restructuring process in November 2008, KF has wound 
down risk positions in a total amount of EUR 28.8 billion, the better part thereof, i.e. EUR 20.1 
billion, through the active wind-down of securities and CDS positions. 
 
Table: Development of exposures since November 2008, in EUR million 

Development of exposures 
since November 2008 
in EUR million  

28/11/2008 / 
31/12/2009 31/12/2017 31/12/2018 

Total exposure 30,000 / 27,299 7,873.1 6,016.2 

    of which securities/loans 15,200 / 13,630 7,097.9 5,451.7 
    of which CDS and guarantees  12,200 / 10,737 113.0 111.9 
    of which other (money market/derivatives) 2,600 / 2,932 662.1 452.6 
Total assets (Austrian GAAP) - / 17,657 9,843.8 7,222.0 
Reduction of total exposure (run-off, redemption, FX 
effects)   -1,676.9 -1,856.9 

 
As at 31 December 2018, KF’s total exposure amounted to EUR 6.0 billion (31/12/2017: EUR 7.9 
billion), including loans in the amount of EUR 3.2 billion or 53.4% of the total exposure 
(31/12/2017: EUR 4.0 billion or 50.5%), which constitute the biggest product group in the KF 
portfolio. The securities portfolio came to EUR 2.2 billion or 37.2% of the total exposure 
(31/12/2017: EUR 3.1 billion or 39.6%). The CDS and guarantee exposure amounted to EUR 0.1 
billion (31/12/2017: EUR 0.1 billion). Other exposures (money market, derivatives) amounted to 
EUR 0.5 billion (31/12/2017: EUR 0.7 billion).  
 
The majority of KF’s debtors are Austrian and foreign territorial authorities (sovereigns, 
municipalities, local authorities), public-sector entities (PSEs) and quasi-municipal enterprises. 
Overall, KF has a portfolio of very high asset quality that is concentrated in the upper rating 
categories; as at 31 December 2018, EUR 5.8 billion or 96.8% (31/12/2017: 93.4%) of the total 
exposure was rated investment grade (BBB- or higher), and EUR 3.8 billion or 64.0% was rated 
AAA/AA (31/12/2017: 51.3%). The average rating remains unchanged at A+ (rating scale 
according to Standard & Poor’s; 31/12/2017: A+), while the non-performing-loan (NPL) ratio 
(definition of default according to Basel III) stood at 0.0% (31/12/2017: 0.1%). 
 
Hidden burdens, i.e. the difference between book values and market values and/or model 
valuations, amounted to EUR 566.0 million as at the balance sheet date. Hidden burdens were 
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primarily due to the increase in credit spreads since closing the transactions, resulting in a drop 
of the market value of the portfolio the book value. Due to the low level of interest rates, the 
negative market values of hedging transactions are also reflected in hidden burdens. However, 
hidden burdens do not represent a permanent impairment. 
 
For further details on the portfolio and risk structure, please refer to the Risk Report, page 18. 
 
 
Capital measures taken by the Republic of Austria since nationalisation 
 
Through the payment of guarantee fees by KA Finanz AG (KF), the total volume of capital support 
measures by the Republic of Austria was reduced from a net amount of EUR 2,066.6 million as 
at 31 December 2017 to a net amount of EUR 2,049.4 million as at 31 December 2018. 
Capitalisation support received by KF in the period between its nationalisation and de-banking in 
2017 can be broken down as follows:  
 
Table: Overview of capital measures taken by the Republic of Austria (cumulative), in EUR million 

Overview of capital measures taken by the Republic of Austria 
in EUR million 31/12/2015 31/12/2016 31/12/2017 31/12/2018 

Capitalisation agreement of 17/11/2009 with debtor warrant 1,140.1 1,140.1 1,140.1 1,140.1 

Shareholder contributions / Government surety 1,139.0 1,138.9 1,138.0 1,134.7 

Capital increase 2011 389.0 389.0 389.0 389.0 

Total gross 2,668.1 2,668.0 2,667.1 2,663.8 

Guarantee fees paid by KF 2008 – 12/2017 -706.7 -747.6 -772.1 -785.9 

Return cash flows from guarantee fees 2008 – 12/2011 210.0 210.0 210.0 210.0 
Guarantee fees paid by Kommunalkredit under debtor warrant structure 
2009 – 7/2013 -38.5 -38.5 -38.5 -38.5 

Total net 2,133.0 2,091.9 2,066.6 2,049.4 

 
As at 31 December 2018, the Republic of Austria, having recapitalised KF via a debtor warrant 
structure within the framework of the restructuring of the former Kommunalkredit in 2009, is 
entitled to receive future annual profits (senior to profit participation rights and equity instruments) 
and/or future liquidation proceeds (senior to equity instruments) in the amount of EUR 1,474.0 
million, until its claim under the debtor warrant is completely satisfied. 
 
 
Guarantee fees paid to the Republic of Austria 
 
By 31 December 2018, guarantee fees paid by KA Finanz AG (KF) since its takeover by the 
Republic of Austria amounted to a gross total of EUR 785.9 million. After deduction of the 
restructuring contributions in the amount of EUR 210.0 million made by the Republic of Austria 
by the end of 2011, net guarantee fees paid amount to a total of EUR 575.9 million. In 2018, KF 
paid guarantee fees in a total amount of EUR 13.8 million for issue guarantees. The reduction in 
guarantee fees by EUR 10.7 million (total guarantees as at 31/12/2017: EUR 24.5 million) results 
from the termination of the government-guaranteed commercial paper program and the fact that 
the surety granted by the Republic of Austria and counting toward KF’s eligible capital no longer 
applies. Guarantee fees payable in 2019 are expected to amount to EUR 13.8 million.  
 
 
Table: Guarantee fees paid by KF 2008 to 2019, in million EUR 

Guarantee fees KF 
in EUR million 

Total 
2008-2017 2018 Total 

2008-2018 

Sureties (incl. original asset-side surety and debtor warrant surety 355.4 0.0 355.4 

Issue guarantees 281.3 13.8 295.2 

Commercial paper guarantees 109.4 0.0 109.5 

Fees for clearing bank line1) 15.1 0.0 15.1 
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ELS guarantee 10.8 0.0 10.8 

Total KF 772.1 13.8 785.9 

Restructuring contributions of the Republic of Austria 210.0 0.0 210.0 

Total net KF 562.1 13.8 575.9 
1) no longer utilised after 28/02/2011 

 
 
Liquidity guarantees of the Republic of Austria 
 
As at 31 December 2018, the liquidity guarantees of the Republic of Austria granted under the 
Financial Markets Stability Act were down to EUR 1.0 billion (31/12/2017: EUR 1.1 billion), 
covering a EUR 1.0 billion bond maturing in 2020 (coupon 0.375%). The liquidity guarantee for 
the commercial paper programme expired in January 2018. 
 
Table: Development of liquidity guarantees, in EUR million 

Liquidity guarantees KF 
in EUR million 31/12/2012 31/12/2013 31/12/2014 31/12/2015 31/12/2016 31/12/2017 31/12/2018 

IBSG guarantees1) 2,297.2 1,246.2 0.0 0.0 0.0 0.0 0.0 

Clearing bank line 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Guarantees under the Financial 
Markets Stability Act 3,000.0 3,000.0 3,000.0 4,500.0 4,500.0 1,100.0 1,000.0 

Total 5,297.2 4,246.2 3,000.0 4,500.0 4,500.0 1,100.0 1,000.0 
1) based on exchange rates at the time of issue 

 
The existing guarantee does not count as equity and is therefore not included in the capital 
measures. 
 
 
Rating 
 
KA Finanz AG’s rating by Standard & Poor’s (S&P) remains unchanged at AA+/A-1+ (long-
term/short-term). The rating outlook is stable.  
 
For covered bonds S&P assigned a rating of AA+. 
 
  



12 

__________________________________________________________________________ 
OTHER MATERIAL DISCLOSURES 
 
 
Service Level Agreement between Kommunalkredit Austria AG and KA Finanz AG 
 
Since its foundation, KA Finanz AG (KF) has received most of the required operational services 
from Kommunalkredit Austria (Kommunalkredit) on the basis of a service agreement (SA) and a 
service level agreement (SLA). On 6 February 2018, a new call for tenders was issued, inviting 
bids for the provision of these services. The existing agreements (SA, SLA, staff leasing 
agreement) with KF were terminated by Kommunalkredit with twelve months’ notice as of 31 
March 2018. The services will in future be provided by Ithuba Capital AG (Ithuba) as a general 
contractor. Preparations for the transfer to the new service provider therefore accounted for a 
major part of KF’s operational activities in 2018. The required services will be provided by Ithuba 
as of 1 April 2019.  
 
Three Kommunalkredit employees were still working exclusively for KF as of 31 December 2018 
on the basis of a staff leasing agreement. 
 
The other employees previously leased by Kommunalkredit to KF were already employed by KF 
on the reporting date. Some of the services previously provided by Kommunalkredit were 
transferred to KF in the interest of enhanced efficiency.   
 
 
Office relocation 
 
On 10 December 2018, KA Finanz AG (KF) moved to its new location at Taborstrasse 1-3, 1020 
Vienna. 
 
 
Corporate governance and risk management 
 
KA Finanz AG (KF) has a detailed corporate governance and risk management structure in place, 
which is strictly adhered to. 
 
 
Supervisory Board 
 
As of 14 March 2018, Mr. Thomas Schmid and Mr. Bernhard Perner were co-opted to the 
Supervisory Board.  
 
Four ordinary and three extraordinary Supervisory Board meetings as well as two ordinary and 
three extraordinary meetings of the Personnel Committee were held in 2018. Moreover, four 
ordinary meetings and one extraordinary meeting of the Portfolio Committee were held. The Audit 
Committee met three times. 
 
 
Executive Board / Internal Audit /Compliance 
 
On 26 April 2018, Ms. Gabriele Müller was appointed by the Supervisory Board to serve as Chief 
Risk and Finance Officer of KA Finanz AG (KF) as of 16 July 2018. Mr. Bernhard Achberger 
stepped down from his Executive Board position on 31 July 2018 and left the company as of 1 
December 2018. 
 
The agendas of the weekly Executive Board and Credit Committee meetings comprise decision-
making, reporting and follow-up items. Internal Audit reports regularly to the Executive Board and 
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directly to the Supervisory Board every three months. Compliance reports to the Executive Board 
and the Supervisory Board twice a year and whenever need arises. 
 
 
ICAAP (Internal Capital Adequacy Assessment Process) 
 
Given that regulatory minimum capital requirements and the obligation to manage capital 
adequacy on the basis of economic capital no longer apply, KA Finanz AG (KF), as a wind-down 
unit, does not have to implement an internal capital adequacy assessment process (ICAAP). 
Nevertheless, KF’s risk strategy is aimed at the limitation and targeted reduction of risks in 
accordance with the wind-down plan. KF’s risk strategy and methods are subject to an annual 
review. Issues relating to market risk, operational risk and other types of risk are dealt with on a 
structured basis at the monthly Risk Management Committee (RMC) meetings. Additional 
committees in charge of issues relating to credit, capital and liquidity meet at weekly or even 
shorter intervals. 
 
 
Legal proceedings 
 
For details on legal proceedings, see Note 6.6. 
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__________________________________________________________________________ 
ASSETS, FINANCIAL POSITION AND INCOME 
 
Financial performance indicators of KA Finanz AG (KF) pursuant to the Austrian 
Company Code/Austrian Banking Act 
 
Table: Selected financial indicators, in EUR million 

Selected Balance Sheet / Income Statement figures 
in EUR million 2018 2017 

Total assets 7,222.0 9,843.8 

Public-sector debt instruments and bonds 1,121.1 1,597.9 

Loans and advances to banks 1,082.9 1,922.3 

Loans and advances to customers 4,802.0 5,890.6 

Amounts owed to banks 173.6 645.8 

Amounts owed to customers 5,140.2 6,347.1 

Securitised liabilities 1,596.1 2,352.1 

Contingent liabilities (off-balance-sheet) 120.9 122.1 

     

Net interest income 16.7 1.5 

Guarantee fees for sureties and issue guarantees -13.9 -24.5 

General administrative expenses (excl. Bank Resolution Fund) -19.9 -27.5 

Contributions to Bank Resolution Fund -3.7 -7.4 

Operating result -24.8 -57.3 

Net result from valuations and realised gains and losses -219.0 -360.9 

Profit on ordinary activities -243.8 -418.1 

Extraordinary result 216.1 122.5 

Result for the year after tax -29.1 -301.4 

   
Rating 2018 2017 

Long-term Fitch*/ S&P/ Moody's n.a./ AA+ / n.a. A+/ AA+ / n.a. 

Short-term Fitch*/ S&P/ Moody's n.a. / A-1+ / n.a. F1+ / A-1+ / n.a. 

Bank Bonds S&P AA+ AA+ 
* The Fitch rating was terminated at the end of 2017.   

 
Balance sheet structure 
 
As at 31 December 2018, KA Finanz AG (KF) reported total assets in the amount of EUR 7.2 
billion, down by 26.6% from the previous year (31/12/2017: EUR 9.8 billion). The reduction is due 
to active portfolio wind-down measures, scheduled redemptions and a lower volume of collateral 
held. 
 
The most important asset items shown on the balance sheet are EUR 4.8 billion in loans and 
advances to customers (31/12/2017: EUR 5.9 billion), EUR 1.1 billion in public-sector debt 
instruments and bonds (31/12/2017: EUR 1.6 billion) and EUR 1.1 billion in loans and advances 
to banks (31/12/2017: EUR 1.9 billion).  Loans and advances to banks primarily comprise 
collateral for negative market values from derivative transactions. 
 
Contingent liabilities, reported as an off-balance-sheet item, in the amount of EUR 0.1 billion 
(31/12/2017: EUR 0.1 billion) exclusively comprise other guarantees, as in the previous year. 
 
Funding structure 
 
Since the company’s de-banking, KF’s funding needs have been met primarily by ABBAG, a 
company wholly owned by the Republic and responsible for the management of wind-down 
facilities. As a result, KF has withdrawn from the capital market as an issuer.  
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Funding raised in the capital market before de-banking (so-called legacy funding) amounted to 
EUR 1.8 billion as at 31/12/2018 (comprising, inter alia, EUR 0.6 billion in covered bonds and a 
government-guaranteed bond of EUR 1.0 billion). Outstanding funding provided by ABBAG as at 
31/12/2018 totalled EUR 5.1 billion (reported under “Amounts owed to customers” and other 
items). Altogether, KF’s funding volume came to EUR 6.9 billion. 
 
KF’s funding structure is as follows: 
 
Table: Funding structure at book values, in EUR billion 

Funding structure 
in EUR billion 31/12/2018 31/12/2017 

Securitised liabilities 1.6 2.4 
   of which government-guaranteed 1.0 1.1 
Amounts owed to banks 0.2 0.6 

   of which money-market funding, incl. repos 0.1 0.4 

Amounts owed to customers 5.1 6.3 

 
Income 
 
KF’s improved by EUR 32.5 million to EUR -24.8 million, as compared to the previous year (2017: 
EUR -57.3 million). The improvement is reflected, in particular, in KF’s net interest income and 
net fee and commission income as well as lower general administrative expenses. For the 
business year 2018, KF reported an after-tax result of EUR -29.1 million (2017: EUR -301.4 
million), comprising the result from the wind-down and the valuation of securities, loan and 
derivative positions of EUR -226.4 million as well as extraordinary income of EUR 216.1 million 
from the reduced repayment obligation to ABBAG. Thanks to this measure, KF’s equity is 
balanced as at 31/12/2018. 
 
The essential factors contributing to the 2018 result were as follows: 
 
Net interest income 
The 2018 net interest income was positive at EUR 16.7 million, up by EUR 15.2 million from the 
previous year’s net interest income of EUR 1.5 million. The improvement is primarily due to the 
change in KF’s funding structure in the second half of 2017.  
 
Net fee and commission result 
KF’s net fee and commission result in 2018 came to EUR -17.9 million (2017: EUR -24.5 million), 
resulting primarily from guarantee fees paid to the Republic of Austria for a government-
guaranteed bond with a nominal value of EUR 1.0 billion. The improvement of the net fee and 
commission result reflects the expiry of the commercial paper programme in January 2018.  
 
General administrative expenses 
In 2018, KF’s general administrative expenses improved by EUR 11.3 million or 32% to EUR 23.6 
million (2017: EUR 34.9 million). The total includes EUR 3.0 million (2017: 1.3 million) in personnel 
expenses, EUR 16.8 million (2017: EUR 26.2 million) in non-personnel expenses and EUR 3.7 
million (2017: 7.4 million) in expenses in connection with the Bank Resolution Fund. Non-
personnel expenses include an amount of EUR 8.3 million (2017: EUR 12.1 million) paid to 
Kommunalkredit for operational services provided on the basis of the service agreement (SA) and 
expenses for the change of service provider to be finalised by the end of March 2019.  
 
Net result of valuations and realised gains and losses 
The net result of valuations and realised gains and losses of EUR -219.0 million (2017: EUR -
360.9 million) is primarily attributable to the consistent wind-down of the portfolio. 
The material items are as follows: 

• EUR -123.4 million (2017: -72.4 million) resulting from the run-off of securities, loan and 
derivative positions 
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• EUR -103.0 million (2017: EUR -282.0 million) from non-realised losses from the fair value 
measurement of positions to be wound down in the short term in accordance with the 
wind-down plan. The actual expense will be known after the underlying positions have 
been wound down. 

• EUR +1.5 million (2017: EUR +1.9 million) from the buyback of equity instruments, 
including closure of the related hedging swaps 

• EUR +3.1 million (2017: EUR +0.2 million) net result from loss provisioning, resulting 
primarily from the release of specific loan loss provisions after complete redemption of the 
impaired exposures. KF reported no credit defaults in 2018. 

 
Extraordinary income 
Extraordinary income of EUR 216.1 million (2017: utilisation of EUR 122.5 million from the fund 
for general banking risks pursuant to § 57 (3) of the Austrian Banking Act) resulted from the 
reduction of the repayment obligation relating to funding by ABBAG.   
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__________________________________________________________________________ 
NON-FINANCIAL PERFORMANCE INDICATORS 
 
Employees 
 
On account of the termination of the existing arrangements between Kommunalkredit and KA 
Finanz AG (KF) by Kommunalkredit, including the staff leasing agreement, most of the employees 
previously leased by Kommunalkredit to KF became employees of KF. As at 31 December 2018, 
a total of 17 employees (excl. the Executive Board), nine of them women and eight men, were 
working for KF. One employee was on maternal leave at the reporting date. 
 
As of 31 December 2018, an additional three employees, two women and one man, were working 
exclusively for KF as staff leased by Kommunalkredit to KF on the basis of the staff leasing 
agreement in effect until 31 March 2019.   
 
 
Communication 
 
The main target of communication measures in 2018 was to provide thorough and comprehensive 
information for the customers, market partners and employees of KA Finanz AG (KF). In personal 
talks, KF’s market partners as well as rating agencies and other stakeholders were informed in 
detail on the status and the development of KF. 
 
 
__________________________________________________________________________ 
BRANCH OFFICES 
 
KA Finanz AG (KF) has no branch offices. 
 
 
__________________________________________________________________________ 
RESEARCH AND DEVELOPMENT 
 
Given the sector in which the company operates, statements on research and development do 
not apply. 
 
 
_________________________________________________________________________ 
SIGNIFICANT EVENTS AFTER THE BALANCE SHEET DATE 
 
No significant events occurred at KA Finanz AG (KF) after the balance sheet date. 
 
   
_________________________________________________________________________ 
PARTICIPATIONS 
 
KA Finanz AG (KF) does not hold any material participations in other companies. 
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__________________________________________________________________________ 
RISK REPORTING 
 
 
Organisation 
 
The Executive Board of KA Finanz AG (KF) and the Risk Officer of KF are responsible for risk 
management, in particular for defining the bank’s risk strategy, and for the adequate 
measurement, control and limitation of risks. 
 
The overall management and limitation of risks is performed within the framework of the monthly 
meetings of the Risk Management Committee (RMC). In addition to the RMC, other committees 
have been established that are held weekly or – if any need arises – more frequently. These 
include, in particular, the Credit Committee (CC), which focuses on portfolio monitoring and the 
planning of measures relating to the risk portfolio, and the Asset-Liability Committee (ALCO), with 
its responsibility for operational liquidity and interest-rate management. 
 
In operational and administrative terms, KF’s system of risk management is supported by services 
provided by Kommunalkredit (from 1 April 2019: Ithuba Capital AG) under the service level 
agreement (SLA), such as the drafting of limit and risk reports as well as portfolio analyses. 
 
Since 6 September 2017, KF has been operated as a wind-down unit without a banking license 
(de-banking) pursuant to the Austrian Bank Recovery and Resolution Act. Since KF’s de-banking, 
the regulatory provisions for banks, especially the Capital Requirements Regulation (CRR) and 
the Capital Requirements Directive (CRD), have no longer been applicable to KF; the provisions 
of the Austrian Banking Act only apply to a limited extent. In terms of risk management, de-
banking results in significant easing of KF’s reporting obligations compared to previous years and 
to licensed credit institutions. Apart from that, the strategic principles of risk management, 
especially with regard to credit, market and liquidity risks as well as operational risks, are upheld; 
the related responsibilities and processes as well as the measurement and management methods 
applied in previous years remain largely in place. 
 
Specific risks of KF 
 
The following risks are specifically monitored at KF: 
 

• Credit risk 
• Liquidity risk 
• Market risk 
• Operational risk 

 
The position of KF as regards these types of risk and its strategies for their measurement, 
monitoring and management are described in the following. 
 
 
Credit risk 
 
Credit risk is the risk of financial losses arising from a counterparty not meeting its payment 
obligations. KA Finanz AG (KF) distinguishes the following types of credit risk: counterparty and/or 
default risk, rating risk, concentration risk and country risk. 
 
KF’s credit risk management is based on the following principles: 

• Active credit risk monitoring is one of the core tasks of KF, especially against the 
background of its wind-down strategy. 

• The development of existing credit risks is continuously monitored. 
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• The portfolio reduction measures taken include redemption upon maturity, disposals in 
accordance with the wind down-plan, and disposals on an opportunistic basis when 
market prices recover or to avoid foreseeable credit risks in the event of probable default. 

 
Rating procedure 
 
Ratings by external rating agencies (Moody’s, Standard & Poor’s, Fitch) are available for the 
majority of exposures, which are continuously monitored and updated. All other customers are 
rated internally on the basis of their most recent balance sheet figures at least once a year. On 
the basis of an internal rating scale (master scale) certain probabilities of default are allocated to 
external as well as internal ratings. The master scale is reviewed regularly for its default 
forecasting quality and, if necessary, adjusted on the basis of unexpected losses incurred. Thus, 
all credit exposures can be fully classified on the basis of their probability of default and the type 
of collateral provided. 
 
Credit exposure 
 
For the on-balance-sheet portfolio, especially for securities and loans, the credit risk exposure 
corresponds to the book value (including interest accruals/deferrals). For credit default swaps 
(CDS), the credit exposure corresponds to the nominal value less credit risk provisions, and for 
derivatives to the positive fair value plus maturity-specific and product-specific add-on factors; 
CDS and derivatives are part of the off-balance-sheet portfolio. 
 
Financial and personal forms of collateral (sureties and guarantees) are considered in assessing 
credit exposures. Financial collateral taken into account primarily includes netting and cash 
collateral arrangements agreed to reduce the counterparty risk. Financial collateral received 
reduces the existing exposure. If other forms of collateral or guarantees are available, the 
exposure can be counted towards the collateral / guarantee provider. Depending on the 
assessment of the risk, the exposure is attributed to the collateral / guarantee provider and 
included in the portfolio model and the limit system. 
 
As at 31 December 2018, KF’s credit exposure from risk positions totalled EUR 6.0 billion 
(31/12/2017: EUR 7.9 billion), distributed over 269 counterparties (31/12/2017: 376). 
EUR 2.2 billion (31/12/2017: EUR 3.1 billion) was accounted for by securities (bonds), 
EUR 3.2 billion by loans (31/12/2017: EUR 4.0 billion), EUR 0.1 billion by CDS and guarantees 
(31/12/2017: EUR 0.1 billion), and EUR 0.5 billion by derivatives (31/12/2017: EUR 0.7 billion).  
 
In 2018, KF’s risk positions were reduced by EUR 1.9 billion or 23.6%, of which EUR 1.3 billion 
through active run-off measures and EUR 0.4 billion through scheduled and early redemptions. 
The remaining reduction of the exposure was due to the closure of derivative positions and foreign 
exchange effects. 
 
Breakdown by rating 
 
The breakdown of credit exposures by rating shows that in 2018 the portfolio continued to be 
concentrated in the top rating classes. As at 31 December 2018, 96.8% of the exposure was rated 
investment grade (BBB- or higher, 31/12/2017: 93.4%), and 64.0% was rated AAA/AA 
(31/12/2017: 51.3%). The weighted average rating of the total exposure remains at A+ (according 
to Standard & Poor’s/Fitch’s scale; 31/12/2017: A+). 
 
  



20 

Table: Breakdown of exposure by rating as at 31/12/2018, in EUR 1,000 

 
 
 
Breakdown by sector 
 
Broken down by sector, 70.4% of the exposure is accounted for by the public sector (31/12/2017: 
64.0%), 6.7% by financial institutions (31/12/2017: 8.1%) and 22.9% by public-sector entities 
(PSE), quasi-public enterprises and securitisations (31/12/2017: 28.0%). 
 
Table: Breakdown of exposure by sector as at 31/12/2018, in EUR 1,000 

 
 
 
Concentration risk 
 
Risk concentrations are identified prior to the closing of transactions (exclusively hedging and 
refinancing transactions) and in the course of the monthly credit risk reports that are submitted to 
the RMC. The total portfolio is broken down according to different parameters (breakdown by 
country, region, top 30 borrowers, rating, sector). In addition, risk concentrations in individual sub-
portfolios are identified through portfolio analyses and monitored accordingly. Portfolio analyses 
comprise correlating regional and/or sector risks or risk concentrations and permit the early 
detection, limitation and management of risk portfolios under current and future conditions. 
 
Depending on the risk assessment, reviews are performed at regular intervals. Event-triggered 
portfolio reviews can also be performed on an ad-hoc basis between the scheduled intervals. 
Given the fact that KF does not engage in any new lending business, limits for concentration risks 
are only set in the form of country limits.    
 
As at 31 December 2018, the exposure pertaining to the top 20 customers or groups of customers 
accounted for EUR 4.0 billion or 66.8% of the total exposure (31/12/2017: EUR 4.4 billion or 
55.8%). Compared to the years after the restructuring process, concentration risks are low on 
account of the continued wind-down measures. Apart from the exposures to the Province of Upper 
Austria (approx. EUR 1.0 billion, direct and guaranteed exposure), KF had no single-name risks 
in excess of EUR 500 million on its books as at 31 December 2018. 
 
Country risk 
 
Exposures of subsidiaries and branch offices are recognised not in the country of the parent, but 
in the respective country of establishment. The country risk of KF is monitored by the RMC at 
least on a monthly basis and quarterly reports are submitted to the Supervisory Board. For each 
country, information on the country rating, exposure by product type, expected and unexpected 
loss, and limit utilisation is reported. 
 
Geographically, the major part of the exposure as at 31 December 2018 was accounted for by 
the euro area (EU-18, incl. Austria, 66.6%; 31/12/2017: 57.4%), of which Austria alone accounted 
for 45.0%. (31/12/2017: 36.2%) 8.7% of the exposure was to the remaining EU Member States 
(31/12/2017: 17.8%), of which 5.8% to Great Britain and 2.8% to CEE. Non-EU Europe accounted 

31.12.2018
in EUR 1.000

Total
exposure Proportion of which securities of which CDS/ 

guarantees
of which 

loans
Number of 

counterparties
Total exposure as 

at 31.12.2017
Proportion as at

31.12.2017

AAA 597.491 9,9% 235.377 0 355.604 35 590.542 7,5%
AA 3.251.703 54,0% 847.142 0 2.382.902 99 3.445.653 43,8%
A 1.217.603 20,2% 480.012 107.855 294.312 71 1.643.265 20,9%
BBB 759.473 12,6% 503.703 0 169.234 49 1.673.501 21,3%
BB 80.558 1,3% 69.178 4.054 7.327 11 251.864 3,2%
B 109.333 1,8% 105.389 0 1.488 3 261.876 3,3%
CCC 0 0,0% 0 0 0 1 78 0,0%
D 0 0,0% 0 0 0 0 6.325 0,1%
Nicht geratet 0 0,0% 0 0 0 0 0 0,0%
Summe 6.016.161 100,0% 2.240.802 111.909 3.210.866 269 7.873.104 100,0%

31.12.2018
in EUR 1.000

Total
exposure Proportion of which securities of which CDS/ 

guarantees
of which 

loans
Number of 

counterparties
Total exposure as at 

31.12.2017
Proportion as at

31.12.2017

Public sector 4.232.610 70,4% 1.295.875 4.054 2.905.356 137 5.035.999 64,0%
Financial institutions 405.780 6,7% 15.103 0 5.365 39 635.756 8,1%
Other 1.377.772 22,9% 929.823 107.855 300.146 93 2.201.348 28,0%
Total 6.016.162 100,0% 2.240.802 111.909 3.210.867 269 7.873.104 100,0%
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for 2.9% of the exposure (31/12/2017: 4.2%), comprising exclusively Swiss exposures, except for 
one low-volume loan. The exposure to other states in the amount of 21.8% (31/12/2016: 20.6%) 
included 18.8% to the USA and Canada. 
 
Table: Breakdown of exposure by region as at 31/12/2018, in EUR 1,000 

 
 
 
As at 31 December 2018, the ten biggest risks from exposure to the public sector (sovereigns, 
territorial authorities and government-guaranteed positions) amounted to EUR 4.1 billion or 67.4% 
of the total portfolio (31/12/2017: EUR 4.7 billion or 60.0%), broken down as follows: 
 
The ten biggest risks from exposure to sovereigns, territorial authorities and government-guaranteed positions, in 
EUR 1,000 

 
 
 
Of the ten biggest risks from exposure to the public sector in a total amount of EUR 4.1 billion, 
EUR 3.3 billion or 55.3% (31/12/2017: EUR 3.6 billion or 45.7%) was accounted for by the euro 
area, including an exposure of EUR 2.5 billion to Austria (31/12/2017: EUR 2.6 billion). 
 
The exposure to Austrian territorial authorities (EUR 2.3 billion) includes an exposure of EUR 2.1 
billion to Austrian provinces (31/12/2017: EUR 2.4 billion). The major part of this exposure (EUR 
1.3 billion) is accounted for by subsidised housing loans originated by the Austrian provinces and 
bought by the former Kommunalkredit (before the 2009 demerger). These low-volume loans are 
secured by mortgages and guaranteed by the provinces concerned. 
 
Table: Exposure to Austrian provinces as at 31/12/2018, in EUR 1,000 

 
 
  

31.12.2018
in EUR 1.000

Total
exposure Proportion of which 

securities
of which CDS/ 

guarantees
of which 

loans
Total exposure as at 

31.12.2017

Proportion as 
at

31.12.2017
Austria 2.707.769 45,0% 438.447 0 2.223.712 2.850.505 36,2%
EU-19 (euro area excl. Austria) 1.300.178 21,6% 434.652 8.815 729.850 1.666.250 21,2%
Non-euro EU 520.698 8,7% 160.082 3.017 88.173 1.402.497 17,8%
Non-EU-Europe 175.630 2,9% 0 0 169.116 331.845 4,2%
Other (esp. USA) 1.311.887 21,8% 1.207.622 100.076 16 1.622.007 20,6%
Summe 6.016.162 100,0% 2.240.802 111.909 3.210.867 7.873.104 100,0%

# Counterparty
in EUR 1.000

Exposure as at
31.12.2018 Proportion of which 

sovereigns
of which territorial 

authorities

of which 
government- 

guaranteed

of which 
securities

of which CDS/ 
guarantees

of which 
loans

1 Austria 2.504.159 41,6% 51.257 2.329.793 150.434 423.605 0 2.080.554
2 Germany 550.422 9,1% 0 550.125 297 0 0 0
3 Italy 246.804 4,1% 178.896 67.908 0 246.804 0 0
4 USA 215.555 3,6% 4.881 210.673 0 215.555 0 0
5 Switzerland 167.628 2,8% 0 167.628 0 0 0 167.628
6 Poland 160.942 2,7% 160.082 861 0 0 0 861
7 Qatar 95.775 1,6% 95.775 0 0 95.775 0 0
8 Canada 59.457 1,0% 0 59.457 0 59.457 0 0
9 Mexico 29.643 0,5% 29.643 0 0 29.643 0 0

10 Netherlands 25.281 0,4% 0 0 25.281 0 0 25.281
4.055.666 67,4% 520.534 3.386.445 150.731 1.070.839 0 2.249.043
6.016.162 100,0% 598.035 4.025.709 184.465 2.240.802 111.909 3.210.867

Total top 10
Total portfolio

Counterparty
(in EUR 1.000)

Exposure as at 
31.12.2018 Proportion of which 

direct exposure

of which guaranteed 
exposure excl 
housing loans

of which 
housing loans

Upper Austria 1.015.478           16,9% 0 423.711                            591.767                     
Styria 358.376              6,0% 0 0 358.376                     
Carinthia                266.971 4,4% 0 0 266.971                     
Burgenland 221.895              3,7% 0 221.895                            0
Vienna 188.062              3,1% 637                    187.426                            0
Lower Austria 58.399                1,0% 14.492               0 43.907                       
Total 2.109.183           35,1% 15.129               833.032                            1.261.021                  
Total portfolio 6.016.162           100,0%
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CDS and guarantee exposure 
 
As at 31 December 2018, the risk-relevant CDS and guarantees exposure amounted to EUR 112 
million (31/12/2017: EUR 113 million). 
 
Loan loss provisioning 
 
Provisioning for risks in the lending business comprises impairments and provisions for all 
identifiable rating and country risks. 
 
The portfolio is reviewed regularly for objective indications of impairments of customer exposures 
or exposures to groups of related customers. Impairment tests are performed either in the course 
of the annual rating updates or on an event-triggered basis. Loan loss provisions are determined 
by Risk Management (back office); they are subject to approval by the Executive Board and are 
reported to the Supervisory Board. 
 
Provisions for non-performing loans comprise specific loan loss provisions and portfolio loan loss 
provisions. As at 31 December 2018, specific loan loss provisions amounted to EUR 0.3 million 
(31/12/2017: EUR 16.6 million) for credit risks in the amount of EUR 0.3 million (31/12/2017: 
EUR 19.6 million). Portfolio loan loss provisions amounted to EUR 0.2 million (31/12/2017: EUR 
1.0 million). 
 
Compared to 31 December 2017, the volume of specific loan loss provisions decreased by a net 
amount of EUR 16.3 million. The deferred payment obligation to the Republic of Austria under the 
surety was not called and the surety expired. 
 
At the end of the reporting period, KF had no financial assets that were past due more than 90 
days but not impaired. 
 
Counterparties with increased credit risk (watch list) 
 
A multi-stage risk control process is applied to identify and manage increased credit risks, with all 
counterparties being classified in four risk classes: 
 
Level 0: Standard risk class for all counterparties not belonging to any of the following risk 

classes 
Level 1: Counterparties with slightly increased credit risk and/or a negative trend and therefore 

subject to close monitoring 
Level 2: Distressed exposures (payment arrears, credit impairment), except for distressed loans 

for which default according to Basel III has been identified 
Level 3: Default according to Basel III (receivables past due > 90 days or unlikely to be repaid 

in full – “unlikeliness to pay”) 
 
All counterparties on levels 1 to 3 are entered in the watch list of counterparties with increased 
credit risk, which is continuously updated and reported quarterly to the Credit Committee (CC) 
and the Supervisory Board of KF. The watch list primarily serves the purpose of providing 
qualitative information on the exposure at risk. Measures to be taken are decided in consultation 
with the Executive Board within the framework of the Credit Committee. Counterparties for which 
loan loss provisions are set up are classified as level 3. As described above, the credit risk 
exposures in the watch list classes are shown less existing credit risk provisions. 
 
As at 31 December 2018, KF’s total exposure came to EUR 6.0 billion (31/12/2017: EUR 7.9 
billion). The exposure to counterparties with increased credit risk totalled EUR 477 million or 7.9% 
(31/12/2017: EUR 730 million or 9.3%), of which EUR 372 million or 6.2% (31/12/2017: EUR 547 
million or 6.9%) were on the watch list at risk level 1. EUR 105 million or 1.8% (31/12/2017: EUR 
177 million or 2.2%) were under intensive management (risk level 2); EUR 0.0 million or 0.0% 
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(31/12/2017: EUR 6 million or 0.1%) had defaulted or were at immediate risk of default (risk level 
3). This resulted in a non-performing-loan (NPL) ratio of 0.0% (31/12/2017: 0.1%). 
 
Diagram: Counterparties with increased credit risk as at 31/12/2018, in EUR million or % 

 
 
                    100.0 % / 100.0 %     100.0 % / 99.9 %   92.1 % / 90.7 %     6.2 % / 6.9 %         1.8 % / 2.3 %  0.0% / 0.1 % 

 
 
Unexpected loss – Portfolio credit risk model 
 
A portfolio approach is essential for the quantification of credit risk. KF quantifies the economic 
credit risk (risk of default) as well as the risk of rating changes on a quarterly basis. The calculation 
is based on rating- and maturity-dependent probabilities of default (PD) and average historical 
loss ratios (LGD). 
 
As at 31 December 2018, the unexpected loss from credit defaults within one year, calculated as 
described above, totalled EUR 97.2 million at a confidence level of 99.9% (31/12/2017: EUR 
138.7 million). 
 
 
Liquidity risk 
 
Liquidity risk management is one of the essential management tasks at KF. Besides ensuring 
solvency at any point in time, prospective management of the structural liquidity risk is of particular 
importance.  
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Liquidity risk management 
 
KF defines liquidity risk as the risk of the company being unable to meet its present and future 
payment obligations fully or on schedule (risk of insolvency). Funding risk is defined as the risk of 
not being able to raise additional funding at all or only at increased cost. In terms of time, KF 
distinguishes between short-term (up to one year) and long-term (more than one year) liquidity 
risk. 
 
While KF raised funding primarily on a short-term basis via the capital market until mid-2017, KF 
as a wind-down unit is now being funded via the Republic of Austria, i.e. through ABBAG, at 
matching maturities and/or in accordance with the requirements of the wind-down plan. Owing to 
this change in the funding structure and the resultant extension of maturities, alongside the fact 
that KF is no longer dependent on the capital market and benefits from the calculability of funding 
conditions, KF’s liquidity risk has been significantly reduced in all its dimensions. 
 
KF’s liquidity risk management is based on the following principles: 

• near-time monitoring and management of the liquidity position, 
• adequate limitation of the liquidity risk, and 
• a clearly defined process to secure liquidity in the event of liquidity bottlenecks. 

 
Monitoring the liquidity risk comprises: 

• daily monitoring and operational management of the liquidity position by Treasury, 
• dynamic liquidity forecasts (for periods of less than one year) under certain scenario 

assumptions, including combined stress scenarios, 
• statistical analyses of liquidity gaps (for periods of more than one year), 
• planning of medium- and long-term funding, and 
• maintenance and further development of the liquidity model. 

 
Short-term liquidity risk (< 1 year) 
 
For the purposes of short-term liquidity control, the management uses short- and medium-term 
liquidity scenarios. These scenarios include not only contractual cash flows, but also expected 
cash flows, the termination of deals, and the expected liquidity demand for cash collateral under 
CSA/ISDA arrangements. The resulting liquidity gaps are managed daily in the short-term liquidity 
scenario, with subsequent monthly management. 
 
In order to quantify and limit the short-term liquidity risk, the analysis is also performed for a 
combined stress scenario, and the maximum “time-to-wall” is determined for this scenario. 
 
The following table shows the expected liquidity gaps, the additional liquidity to be raised through 
measures planned, and the liquidity position after such measures, as of 31 December 2018 for 
the next twelve months.  
 
Table: Liquidity position as at 31/12/2018, in EUR million 

as at 31/12/2018 Expected 
liquidity gap 

Additionally  
available liquidity 

Liquidity position  
after measures 

Up to one month 183 2,001 2,184 

More than one month up to three months -50 20 -30 

More than three months up to one year 287 -269 18 

Total (cumulative up to one year) 420 1,752 2,172 
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Table: Liquidity position as at 31/12/2017, in EUR million 

as at 31/12/2017 Expected 
liquidity gap 

Additionally  
available liquidity 

Liquidity position  
after measures 

Up to one month -374 2,146 1,772 

More than one month up to three months -453 17 -436 

More than three months up to one year -359 735 376 

Total (cumulative up to one year) -1,186 2,898 1,712 

 
Long-term liquidity risk (≥ 1 year) 
 
For the purposes of liquidity management and the structural analysis of its liquidity position, KF 
performs a detailed analysis of the expected cash flows over the entire term of all on- and off-
balance transactions. The overhangs from inflows and pay-outs are monitored at periodic and 
cumulative level and provide the basis for strategic liquidity management within the framework of 
the Risk Management Committee (RMC). 
 
Organisation and reporting 
 
The structural liquidity risk is discussed within the framework of the monthly RMC meetings. At 
the weekly ALCO meetings, the operational liquidity risk is monitored on the basis of the dynamic 
liquidity forecast under different scenario assumptions and managed accordingly. Compliance 
with liquidity risk limits is also monitored within the framework of ALCO.  
 
 
Market risk 
 
Market risks arise from potential changes of risk factors, which may lead to a decline in the market 
value of financial positions dependent on these risk factors. For the valuation of the KF portfolio, 
the most important market risk factors by far are credit spreads and interest rates.  
 
The following market risks are specifically monitored and managed at KF:  
 

• Interest rate risk 
• Credit spread risk 
• Currency risk 
• Option risk 
• Basis risk 

 
Interest rate risk 
 
For the measurement, management and limitation of interest rate risks, KF distinguishes between 
the period-oriented, short-term repricing risk and the present-value-oriented, long-term risk of 
changing interest rates. The former is the risk of a decline in net interest income, while the latter 
is the risk of losses in present value due to interest rate changes. 
 
To ensure the efficient monitoring and limitation of the interest rate risk, KF uses analytical tools 
permitting the targeted management of the net-present-value risk of interest rate changes and the 
net-interest-income risk of the period. In particular, interest gap structures (expiry of fixed interest 
periods) and net present value sensitivities are analysed by currency and maturity range and 
different interest rate scenarios are simulated. 
 
The following table shows the NPV interest rate risk of KF for the main currencies as at 
31 December 2018 in TEUR, assuming a parallel shift of the yield curve by 1 basis point (DV01). 
As a basis for calculation of the present values, rating- and term-dependent mean default rates 
have been assumed. 
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Table: Interest rate sensitivities as at 31/12/2018, in EUR 1,000 

in EUR 1,000 EUR USD GBP CHF Other Total 

DV01 -16 +5 +11 -12 +19 +7 

 
Table: Interest rate sensitivities as at 31/12/2017, in EUR 1,000 

in EUR 1,000 EUR USD GBP CHF Other Total 

DV01 +5 -24 +212 +15 +20 +228 

 
The interest rate risk is monitored and managed at least monthly within the framework of the 
RMC. 
 
In addition to monthly reporting at the RMC, near-time operational management of the short-term 
interest rate risk and the repricing risk is performed at the weekly ALCO meetings. 
 
Credit spread risk 
 
KF defines the credit spread risk as the risk of fair value losses due to credit spread changes. 
Widening credit spreads result in fair value losses of securities, loans and CDS. The credit spread 
sensitivity represents the fair value loss for a scenario of all credit spreads widening by +1 bp. 
 
As at 31 December 2018, the credit spread sensitivity was EUR -0.03 million (31/12/2017: EUR -
0.1 million) for the CDS and guarantee portfolio, EUR -2.3 million (31/12/2017: EUR -4.2 million) 
for the securities portfolio, and EUR -3.3 million (31/12/2017: EUR -4.6 million) for the loan 
portfolio.  
 
Currency risk 
 
It is KF’s fundamental risk strategy not to accept any open currency positions, which is in line with 
the practice of credit institutions. An open currency position is defined as the difference between 
the book value of the assets and the book value of the liabilities in a given currency. To this end, 
all assets in foreign currencies were refinanced in matching currencies or refinancing was 
translated into the matching currency by means of revolving FX swaps. For fixed assets, this 
means a neutral position in terms of the FX risk, provided the assets are held to maturity (FX 
appreciation or devaluation on the asset side offset by exactly corresponding appreciation or 
devaluation on the liabilities side). If, however, assets are sold prior to maturity and at a loss, i.e. 
if income generated through the sale is not sufficient to cover the original equivalent value of the 
FX swap, the amount of the loss realised (in EUR) depends on the exchange rate of the day. 
Given the fact that the end of the wind-down horizon precedes the maturity dates of a substantial 
number of assets, KF’s hedging strategy was changed in that the USD risk remaining after the 
2018 wind-down is steered in accordance with the base case wind-down plan (economic hedge). 
In balance sheet terms, the base case hedge means an open USD position in the amount of USD 
losses expected beyond the wind-down horizon; in economic terms, the wind-down results are 
hedged and the P&L losses due to USD fluctuations are neutralised. As at 31 December 2018, 
the target for the resultant USD FX position was USD 55.1 million (+/- USD 1.5 million). 
For the other currencies, the FX risk strategy of a closed FX position remains unchanged, as the 
relevant nominal values as well as the potential absolute deviations are much lower.  
 
A system of operational management of any open FX positions has been established, which 
considers not only disbursements and redemptions, but also interest, commission and premium 
accruals, as well as cash-outs from the derivatives business. The currency risk is monitored and 
managed daily. Exponentially weighted historical volatilities and correlations of exchange rates 
over a past observation period of 400 days are used to calculate the FX VaR (holding period 1 
trading day, confidence interval 99%). As at 31 December 2018, the cumulative open FX position 
across all foreign currencies stood at EUR 48.9 million (of which EUR 48.6 million USD position) 
and the diversified FX VaR at TEUR 641.1 (31/12/2017: TEUR 9.2). The increase in the FX VaR 
is attributable to the change in the FX hedging strategy for USD positions.  
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The following table shows the net currency swap position as at 31 December 2018.  
 
Table: Net currency swap position as at 31/12/2018, in EUR million  

in EUR million  USD CHF JPY GBP Other Total 

Net position -1,157 -320 0 -85 -16 -1,578 

 
Table: Net currency swap position as at 31/12/2017, in EUR million  

in EUR million USD CHF JPY GBP Other Total 

Net position -1,368 -285 0 -471 -54 -2,178 

 
Option risk 
 
At KF an option risk exclusively arises from options embedded in a host contract (own issue, bond 
or swap). To measure and limit option risks that are not fully hedged, a scenario matrix of volatility 
and interest rate changes is calculated. The worst-case scenario is then monitored and limited. 
 
As at 31 December 2018, the option risk, measured in terms of option price changes in the worst-
case scenario of the scenario matrix, was EUR -0.3 million (31/12/2017: EUR -0.3 million). 
 
Basis risk 
 
The basis risk for KF consists in the risk of net present value losses or net interest income losses 
due to changing basis swap spreads. Basis swap spreads are the balance between the two 
variable legs of a short-term interest rate swap (basis swap) with different indices, e.g. 3-month 
LIBOR against 6-month LIBOR. Basis swap spreads have an impact on the measurement of all 
financial instruments linked to interest rate indicators (e.g. floating-rate securities, interest rate 
swaps). To measure the basis risks, the net present value sensitivities, i.e. the effect of the 
corresponding basis swap spreads widening by +1bp on the market valuation, is calculated. 
 
As at 31 December 2018, the total net present value sensitivity to LIBOR basis spread changes 
amounted to EUR -1.6 million (31/12/2017: EUR -2.0 million). 
 
Hidden burdens 
 
Hidden burdens, i.e. the difference between book values and market values, amounted to EUR 
566.0 million. Hidden burdens are primarily due to the increase in credit spreads since the closure 
of the transactions, resulting in a drop of the market value of the portfolio below the book value. 
Owing to the low level of interest rates, negative market values of hedging transactions are also 
reflected in hidden burdens. However, hidden burdens do not represent a permanent impairment. 
 
Of the total volume of hidden burdens reported as at 31 December 2018 in the amount of EUR 
566.0 million, EUR 200.5 million was accounted for by securities (incl. micro hedges), EUR 180.7 
million by the loan portfolio (incl. micro hedges), EUR 167.3 million by other positions (incl. macro 
swaps), and EUR 17.5 million by CDS and guarantees. 
 
 
Operational risk & business continuity management 
 
KA Finanz AG (KF) defines operational risk as the possibility of losses occurring due to the 
inadequacy or failure of internal processes, people and systems or as a result of external events. 
The legal risk is part of operational risk. External events classified as pure credit risk, market risk, 
liquidity risk or other types of risk with no operational background are not covered by this definition. 
The purpose of operational risk management (ORM) is to generate added value for KF through 
the ORM process. 
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Responsibility for the ORM process lies with KF’s Operational Risk Officer. Operational Risk 
Correspondents (ORCs) in the various units, appointed by the management after consultation 
with the Operational Risk Officer, act as points of contact and interfaces to Operational Risk 
Management and support the ORM process.  
 
An operational default database, including the analysis of processes leading to entries in the 
default database as well as the implementation and tracking of measures aimed at process 
improvements, is available for the management of operational risks. The operational default 
database shows the profits/losses generated by operational events. These are recorded in the 
database and reported to the Executive Board on a monthly basis after assessment by the line 
managers in charge.  
 
The management is informed about operational risks within the framework of the monthly RMC 
meetings and twice a year at the Executive Board meetings. 
 
Business continuity management (BCM) ensures adequate, comprehensive and efficient 
operational continuity management. This includes the drafting and management of continuity and 
start-up plans as well as the implementation of measures designed to minimise interruptions of 
critical business processes. Alternative workplaces are available in the event of KF’s office 
premises being out of order.  
 
As KF relocated to new business premises in mid-December 2018, the resource assessment and 
the business impact analysis (BIA), intended to assess business processes and IT services for 
their criticality and to verify the time to full restoration of services, were performed at the beginning 
of January 2018. As of the reporting date, the scope of the BCM activities covered the IT services 
provided by Kommunalkredit and the local resources.  The emergency plans were revised at the 
same time. 
 
 
Regulatory minimum capital requirements 
 
Prior to de-banking on 6 September 2017, KF used the standardised approach for all classes of 
receivables; the standardised approach was also applied to operational risk. For KF as a wind-
down unit, the regulatory minimum capital adequacy requirements no longer apply. 
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__________________________________________________________________________ 
INTERNAL CONTROL SYSTEM (ICS) 
 
Introduction 
 
The objective of the internal control system (ICS) is to support the management in the 
implementation of effective and continuously improving internal controls, especially as regards 
compliance with the relevant legal provisions, the regularity of accounting practices, the reliability 
of financial reporting and the effectiveness and efficiency of operational processes. The ICS is 
intended, on the one hand, to ensure compliance with guidelines and regulations and, on the 
other hand, to create the necessary prerequisites for specific control measures to be applied in 
key accounting and financial reporting processes. Its primary goals include the correct and 
transparent disclosure of the assets, the financial position and the income of the company and 
the verification of compliance with regulatory requirements. The ICS of KA Finanz AG (KF) 
consists of five interrelated components: control environment, risk assessment, control measures, 
information / communication, and supervision. 
 
 
Control environment 
 
The corporate culture as the overall framework for all management and staff activities represents 
the fundamental aspect of the control environment. Central organisational principles concern the 
avoidance of conflicts of interest through a strict separation of front-office and back-office 
operations, the transparent documentation of core processes and control steps, as well as the 
consistent implementation of the four-eyes principle. Moreover, specific functions are assigned to 
the committees of the Supervisory Board. The rules of procedure for the Executive Board define 
the scope of responsibility at top management level.  
 
Based on a service agreement (SA) and a level agreement (SLA), KF outsourced essential 
components of its organisation to Kommunalkredit. This applies, in particular, to accounting and 
reporting, including the related processes and controls to be performed within the framework of 
the ICS. However, the ultimate responsibility for all the activities outsourced under the SLA as 
well as the results of such activities remains with the boards of KF.  
 
Internal audit services are provided by Heta Asset Resolution AG (Heta) on the basis of a service 
level agreement (services provided by Kommunalkredit until 30 June 2018). Compliance with 
internal rules in all areas is audited independently by Heta on a regular basis. 
 
 
Risk assessment 
 
KF’s risk management is aimed at discovering all identifiable risks and, if necessary, initiating 
defensive and preventive measures. This also includes the risks of material misstatement of 
transactions. The risk management system comprises all processes serving to identify, analyse 
and assess risks. Risks are assessed and monitored by the units in charge within the framework 
of the internal control system (ICS). Special attention is paid to risks regarded as material. The 
internal control measures taken by the units in charge are evaluated on a regular basis and 
reported to the Executive Board and the Supervisory Board. 
 
 
Control measures 
 
KF has a regulatory system which defines the structures, processes, functions and responsibilities 
as well as the related control activities within the company. It is based on guidelines, standard 
operating procedures and rules of procedure. This also applies to information processing, the 
documentation of information sent and received, as well as the elimination of process risks 
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involved in transactions. In addition to the Executive Board and the Supervisory Board, the 
general control environment at KF also comprises the senior management level of KF, the 
compliance function and the internal audit services obtained from Heta Asset Resolution AG 
(Heta) via the SLA. 
 
All control measures are implemented in the course of day-to-day business operations to ensure 
that potential errors or non-compliances are prevented and/or discovered and corrected as early 
as possible. 
 
IT security control measures are an essential component of the ICS. The separation of sensitive 
activities is supported by a restrictive policy of granting IT user authorisations and strict 
compliance with the four-eyes principle. 
 
 
Organisation and reporting to the governing bodies 
 
KF’s department heads report to the Executive Board, which in turn reports regularly to the 
Supervisory Board. The Head of Internal Audit and the Compliance Officer also submit regular 
reports to the Supervisory Board. 
 
The Supervisory Board receives regular comprehensive reports. The flow of information 
comprises the financial statements (balance sheet and income statement, including comments 
on significant developments, capital budgeting) of the company as well as reports relating to the 
development of risks, sub-portfolios and the progress of portfolio run-off. Regular information for 
the owner, the investors and market partners of the company as well as the public at large is 
provided through the Interim Financial Report and the Annual Financial Report. Moreover, the 
legal requirements regarding ad-hoc disclosures are met. 
 
 
Supervision 
 
In consultation with the external auditor, financial reports to be published are subjected to a final 
review and explicitly released by accounting executives and the Executive Board prior to their 
submission to the Audit Committee of the Supervisory Board. 
 
By monitoring compliance with all rules, a maximum level of security for all operational procedures 
and processes and conformity with all guidelines applicable within KF as well as the rules on 
process documentation are to be ensured. If risks and weaknesses in the control system are 
detected, remedial and defensive measures are immediately elaborated and their implementation 
is monitored through follow-up checks. 
 
To ensure compliance with the rules and guidelines in place, regular audits are performed in 
accordance with the annual audit plan drawn up by Internal Audit. 
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__________________________________________________________________________ 
COMPLIANCE AND MONEY LAUNDERING 
 
KA Finanz AG (KF) observes the highest possible compliance standards. By adopting its internal 
“Compliance Policy”, KF implemented the requirements of the relevant legal provisions, such as 
the 2018 Stock Exchange Act, the 2018 Securities Supervision Act, the Delegated Regulation 
(EU) 2017/565 and the Market Abuse Regulation. In accordance with the legal provisions, the 
Compliance Policy covers the prevention of insider trading and market abuse, compliance with 
the code of conduct and the identification and avoidance of conflicts of interest. A notification 
system pursuant to § 99g of the Austrian Banking Act (“whistle-blowing”) has also been installed 
at KF. 
 
As of the reporting date, KF had a compliance organisation headed by a compliance officer 
reporting to the Executive Board of KF. The primary task of the compliance organisation is to 
ensure compliance with the legal provisions and the code of conduct. Moreover, KF’s compliance 
organisation aims to detect and prevent any potential violation of the aforementioned legal 
provisions or internal policies that might jeopardise the reputation of the company. It also ensures 
that the compliance policy is kept up to date and that any legal changes or new regulations are 
communicated to all employees of the company. The Compliance Officer acts as a point of contact 
for all staff members. He is responsible for the mandatory compliance training of new employees 
and regular refresher training in compliance for employees in certain business areas.  
 
In his capacity as anti-money-laundering officer, the Compliance Officer is also responsible for 
ensuring compliance with the special duty of diligence required by the Financial Market Anti-
Money Laundering Act and the Act on the Register of Beneficial Owners. In this function, he also 
reports to the Executive Board of KF. Through regular training on topics related to money 
laundering and the financing of terrorism, the employees of KF are able to recognize suspicious 
transactions and business relations at an early point in time and report them to the anti-money 
laundering officer. 
 
 
Public Corporate Governance Code of the Republic of Austria 
 
At the end of October 2012, the Austrian federal government adopted the Public Corporate 
Governance Code (B-PCGK), which was amended in the summer of 2017. The Code, which 
applies to enterprises in which the Republic of Austria holds a majority share, either directly or 
indirectly, is relevant for KF. KF endorses the principles of the Code and implemented it by 
resolution of the Annual Shareholders’ Meeting of 28 May 2013; the provisions amended in 2017 
have also been implemented. A corporate governance report meeting the requirements of the 
Code has to be prepared by the Executive Board and the Supervisory Board once a year and 
published on the company’s website. The report is available on the KF website under “Investor 
Relations”. 
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__________________________________________________________________________ 
OUTLOOK 
 
Global economic growth will be weaker in 2019 than in previous years. While a global recession 
is not to be expected, trade disputes, the risk of Brexit and stock market turbulence are increasing 
the risk of a steeper decline in global growth. According to the International Monetary Fund (IMF), 
global GDP is forecast to grow by only 3.5 % this year. Growth in the USA is expected to continue 
at 2.5 % in 2019; the expansionary trend is continuing for the time being, but is expected to slow 
down once the fiscal incentives expire. China is the country most affected by the current 
atmosphere of uncertainty, with no more than 6.2 % growth forecast for 2019, which makes the 
prospect of the government pumping billions into the economy more likely than ever. The 
European Commission revised its economic growth forecast for the euro area downward to 1.3 
%. The European Central Bank (ECB) confirmed that interest rates will remain low over the 
summer of 2019 and for as long as necessary. The US Federal Reserve (Fed) also sees no 
reason to increase interest rates more quickly and expects the rate of inflation to be around 2% 
in 2019. 
 
KA Finanz AG (KF) will continue its active portfolio wind-down measures throughout 2019 in order 
to take advantage of a still positive economic environment, especially the low interest landscape 
and the risk appetite of investors. KF plans to reduce its portfolio by roughly EUR 800 million, 
above all through active sales as well as through maturities and redemptions. Its main emphasis 
will again be on winding down positions outside the DACH region (Austria, Germany, 
Switzerland). Based on a continuous review of its wind-down strategy in the context of changing 
conditions, KF will opportunistically eliminate individual securities or credit exposures, while 
focusing on the possible reversal of impairments and on minimising costs. Wind-down activities 
will also reduce the hidden burdens in the portfolio, which result primarily from the negative 
valuation of hedging derivatives. 
 
KF’s funding structure (ABBAG facilities and legacy funding from the period before 2017) will not 
change to any significant extent. Income from portfolio run-off will be used to redeem ABBAG 
funds and to build a liquidity buffer. Major volumes from legacy funding will mature in 2020 (EUR 
1.0 billion for a government-guaranteed bond) and in 2021 (EUR 500 million for a covered bond 
issue). 
 
The transfer of the externally provided operational services to Ithuba Capital AG (Ithuba) and its 
sub-contractors will be completed by the end of the second quarter of 2019. KF expects to benefit 
from optimised and efficient support for its business processes that corresponds to the changing 
conditions and the structural requirements after KF’s conversion into a wind-down unit.  
 
 
Vienna, 22 March 2019 
 

The Executive Board of  
KA Finanz AG 

 
 
 

Helmut Urban 
Chairman of the Executive Board 

Gabriele Müller 
Member of the Executive Board 
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REPORT OF THE SUPERVISORY BOARD TO THE SHAREHOLDERS’ 
MEETING 
 
 
Since the demerger of the former Kommunalkredit Austria AG, effective 28 November 2009, KA 
Finanz AG (KF) has been responsible for winding down the non-strategic securities and credit 
default portfolio held at the time of nationalisation in 2008. KF is a company wholly owned by the 
Republic of Austria.  
 
On 6 September 2017, the Financial Market Authority (FMA) approved the operation of KF as a 
wind-down unit pursuant to § 162 of the Austrian Bank Recovery and Resolution Act. KF’s banking 
license expired as of that date. As a wind-down unit, KF will continue to be supervised by FMA. 
 
In accordance with the wind-down plan, KF’s business purpose is to pursue targeted de-risking, 
realise any potential for the reversal of impairments, and secure an adequate liquidity position. 
KF does not engage in any new asset-side business. In the course of 2017, KF’s funding structure 
was adjusted to the objectives of a wind-down unit. Funding for KF is now provided by ABBAG, a 
company wholly owned by the Republic of Austria and responsible for the management of wind-
down facilities. KF no longer raises funding in the money and capital markets. Upon maturity, KF’s 
capital market issues will be replaced by funding made available by ABBAG. In the course of 
2018, the risk portfolio was reduced by a total of EUR 1.9 billion through active wind-down 
measures according to the approved wind-down plan as well as scheduled and early redemptions. 
 
The Supervisory Board of KF consists of six capital representatives and one employee 
representative. At the extraordinary shareholders’ meeting on 14 March 2018, Thomas Schmid 
(Secretary General in the Federal Ministry of Finance) and Bernhard Perner (Managing Director 
of ABBAG) were co-opted to the Supervisory Board. The other members of the Supervisory 
Board, i.e. Stephan Koren as Chairman (CEO of Immigon Portfolioabbau AG), Bruno Ettenauer 
as Deputy Chairman (Managing Director of ETTERA Real Estate GmbH), Marion Khüny (Member 
of the Supervisory Board of Erste Group Bank AG) and Werner Muhm (former Director of the 
Vienna Chamber of Labour and the Federal Chamber of Labour), remained in office.  Brigitte 
Markl was delegated to the Supervisory Board by the Staff Council.  
 
In accordance with the Articles of Association of the company and the rules of procedure, the 
Supervisory Board performed its tasks within the framework of four ordinary and four 
extraordinary Supervisory Board meetings. The statutory Audit Committee, the Portfolio 
Committee and the Personnel Committee held their meetings and performed their tasks in 
accordance with the Articles of Association.  
 
In the course of the meetings of the Supervisory Board and its committees, as well as through 
personal information on the development of business, the Supervisory Board was continually and 
comprehensively updated by the Executive Board on the position and the performance of the 
company and the company’s business policy plans. Exercising its duties as laid down by law, in 
the Articles of Association and in the rules of procedure, the Supervisory Board advised and 
supervised the Executive Board in the management of the company.  
 
For the sixth time, the Executive Board and the Supervisory Board prepared a Public Corporate 
Governance Report describing the corporate governance structure of KA Finanz AG. In the 
autumn of 2018, the members of the Boards of KF underwent the required fit-and-proper training 
relating to changes and innovations in the regulatory sphere in accordance with the fit-and-proper 
guidelines (based on EBA Guidelines 06/2012 and the corresponding FMA circular of August 
2018). 
 
These Financial Statements and the Management Report were audited by PwC 
Wirtschaftsprüfung GmbH, Vienna. The audit did not result in any findings. Given that all legal 
requirements were met and that the annual financial statements convey a true and fair view of 
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the assets and the financial position of the company as at 31 December 2018, the auditors issued 
an unqualified audit opinion. At its meeting on 22 March 2019, the Supervisory Board endorsed 
the result of the audit and approved the 2018 Financial Statements, which have thus been officially 
adopted. 
 
 
 

The Supervisory Board 
 

 

 
 

 
Dr. Stephan Koren 

Chairman 
 
 
Vienna, 22 March 2019 
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SEPARATE FINANCIAL STATEMENTS OF KA FINANZ AG, 
VIENNA, FOR THE BUSINESS YEAR 2018 
 
 

BALANCE SHEET OF KA FINANZ AG  
(pursuant to the Austrian Banking Act) 
 
 

Assets 
in EUR Note 31/12/2018 31/12/2017 

1. Cash and balances with central banks   144,543,737.20 186,724,555.32 

2. Public-sector debt instruments eligible   250,647,251.78 349,195,605.58 

  as collateral for central bank funding 4.1.       

  a) Public-sector debt instruments and similar securities 250,647,251.78   349,195,605.58 

3. Loans and advances to banks 4.2.   1,082,897,192.65 1,922,333,507.97 

  a) repayable on demand  1,023,279,979.00   1,829,836,891.79 

  b) other receivables   59,617,213.65   92,496,616.18 

4. Loans and advances to customers 4.3.   4,801,974,406.48 5,890,627,551.20 

5. Bonds and similar fixed-income       

  securities 4.4.   870,491,371.54 1,248,681,867.01 

  a) of public issuers  431,742,359.82   555,380,540.46 

  b) of other issuers   438,749,011.72   693,301,326.55 

6. Property, plant and equipment 4.5.   147,181.23 79,999.01 

7. Other assets 4.6.   51,884,961.07 199,004,855.18 

8. Accruals/deferrals 4.7.   19,446,924.05 47,111,412.98 

  Total assets     7,222,033,026.00 9,843,759,354.25 

      
  Off-balance-sheet items         

1. Foreign assets     4,620,439,006.33 7,026,480,942.58 
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Liabilities 
in EUR Note 31/12/2018 31/12/2017 

1. Amounts owed to banks 4.8.   173,614,379.32 645,781,246.02 
  a) repayable on demand  117,079,441.60   135,482,021.86 
  b) with agreed maturity or period of call   56,534,937.72   510,299,224.16 

2. Amounts owed to customers 4.9.   5,140,191,359.40 6,347,072,340.83 
  a) other amounts owed        
    of whichr:        
    aa) repayable on demand  53,059,481.76   5,293,032.26 
    bb) with agreed maturity or period of call   5,087,131,877.64   6,341,779,308.57 

3. Securitised liabilities 4.10.   1,596,119,558.37 2,352,119,837.14 
  a) bonds issued  1,596,119,558.37   2,104,792,035.70 
  b) other securitised liabilities   0.00   247,327,801.44 

4. Other liabilities 4.11.   130,974,772.48 153,872,475.60 
5. Accruals/deferrals 4.12.   22,934,169.49 41,053,520.26 
6. Provisions 4.13.   100,185,768.16 187,860,720.50 

  a) Provision for severance pay  93,669.26   0.00 
  b) Pension provision  3,686,394.03   3,915,907.12 
  c) Provision for taxes  7,107,887.13   5,645,374.02 
  d) other provisions   89,297,817.74   178,299,439.36 

7. Supplementary capital 4.14.   58,013,018.78 86,855,699.60 
8. Subscribed capital 4.15.   389,000,000.00 389,000,000.00 
9. Capital reserves 4.16.   74,819,429.23 74,819,429.23 

  a) additional paid-in capital  65,845,802.70   65,845,802.70 
  b) unappropriated reserves   8,973,626.53   8,973,626.53 

10. 
Statutory reserve pursuant to § 57 (5) of the 
Austrian Banking Act 4.17.   93,388,106.42 93,388,106.42 

11. Net loss     -557,207,535.65 -528,064,021.35 
  Total liabilities     7,222,033,026.00 9,843,759,354.25 

      
  Off-balance-sheet items         

1. Contingent liabilities 5.1.   120,865,995.58 122,066,446.31 
  of which:        
  a) Liabilieties from sureties and guarantees        
       and liabilities from the assignment of collateral   120,865,995.58   122,066,446.31 

2. Credit risks 5.2.   5,380,574.94 14,899,428.19 
  of which:        
  Liabilitie from repo transactions   0.00   0.00 

3. Foreign liabilities     1,596,959,709.93 2,791,549,574.86 
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_________________________________________________ 
 

INCOME STATEMENT OF KA FINANZ AG  
(pursuant to the Austrian Banking Act) 
 
 
in EUR Note 2018 2017 

1. Interest and similar income    433,278,264.92 441,787,768.90 
  of which:        
  from fixed-income securities  60,012,929.76   70,316,728.50 

2. Interest and similar expenses    -416,590,746.58 -440,317,649.30 
I. Net interest income 7.1.1.   16,687,518.34 1,470,119.60 

3. Fee and commission income 7.1.2.   1,040,958.53 1,097,934.94 
4. Fee and commission expenses 7.1.2.   -18,943,483.96 -25,613,446.43 
5. Income/expenses from financial transactions 7.1.3.   14,963.85 -53,121.30 
6. Other operating income    188,566.82 711,654.04 
II. Operating income     -1,011,476.42 -22,386,859.15 
7. General administrative expenses 7.1.4.   -23,599.890.65 -34,866,337.47 

  a) Personnel expenses  -3,017,919.80   -1,296,461.27 
       of which:        
      aa) Salaries  -2,140,911.64   -868,276.76 
      bb) Expenses for statutory social-security        
            charges and salary-dependent charges -314,952.97   -119,100.55 
      cc) Other social expenses  -17,511.53   -2,562.89 
      dd) Expenses for pensions -650,607.44   -665,305.36 
      ee) Appropriation to pension provisions  229,513.09   371,134.88 
       ff) Expenses for severance pay and       
            contributions to pension funds  -123,449.31   -12,350.59 
  b) Other administrative expenses (non-personnel) -20,581,970.85   -33,569,876.20 

8. Valuation adjustments of assets reported under asset item 7    -56,571.61 -3,440.38 
9. Other operating expenses    -97,444.48 -752.35 
III. Operating expenses     -23,753,906.74 -34,870,530.20 
IV. Operating result     -24,765,383.16 -57,257,389.35 
10. Expenses from valuation adjustments of receivables 7.1.5.       

  and appropriations to provisoins for contingent        
  liabilities and credit risk    -222,110,344.90 -332,021,151.97 

11. Income from valuation adjustments of receivables and 7.1.5.       
  and appropriations to provisions for contingent liabilities       
  and credit risk    0.00 0.00 

12. Expenses from valuation adjustments of securities 7.1.5.       
  treated as non-current financial assets and of participations        
  and investments in affiliated companies    3,117,328.37 -28,830,117.17 

13. Income from valuation adjustments of securities treated 7.1.5.       
  as non-current financial assets and of participations       
  and investments in affiliated companies    0.00 0.00 

V. Profit on ordinary activities   -243,758,399.69 -418,108,658.49 

14. Extraordinary income 7.1.6.   216,146,371.69 122,500,000.00 

  of which: drawings on the fund for general banking risks    0.00 122,500,000.00 

15. Extraordinary result     216,146,371.69 122,500,000.00 
16. Taxes on income 7.1.7.   -1,515,418.66 -5,754,413.50 
17. Other taxes not to be reported in item 16    -16,067.64 -977.98 
VI. Loss for the year 7.1.8.   -29,143,514.30 -301,364,049.97 
18. Loss carryforward    -528,064,021.35 -226,699,971.38 
VII. Net loss     -557,207,535.65 -528,064,021.35 
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NOTES TO THE ANNUAL FINANCIAL STATEMENTS OF KA 
FINANZ AG, VIENNA, FOR THE BUSINESS YEAR 2018 
 
 
1. General information 
 
KA Finanz AG (hereinafter called KF), with its registered office in 1020 Vienna, Taborstrasse 1-
3, is a wind-down unit mandated to wind down the non-strategic business of the former 
Kommunalkredit Austria AG (hereinafter called the former Kommunalkredit)4. It is registered with 
the Commercial Court of Vienna under Companies Register number 128283b. 
 
KF was established on 28 November 2009 through the demerger of the former Kommunalkredit 
and is the legal successor of the latter. As provided for in the restructuring plan approved by the 
European Commission (EC) on 31 March 2011, KF is responsible for the structured wind-down 
of the non-strategic portfolio.  
 
On 6 September 2017, the Financial Market Authority (FMA) approved the operation of KF as a 
wind-down unit pursuant to § 162 of the Austrian Bank Recovery and Resolution Act 
(Bundesgesetz über die Sanierung und Abwicklung von Banken – BaSAG). KF’s banking license 
expired as of that date. As a wind-down unit, KF will continue to be supervised by FMA. 
 
KF’s business purpose is to pursue targeted de-risking, to use any potential for the reversal of 
impairments to the greatest possible extent, and to secure an adequate level of liquidity. The bank 
does not engage in any new asset-side business. KF’s funding structure has been adjusted to the 
objectives of a wind-down unit. Funding for KF is provided by ABBAG, a company wholly owned 
by the Republic of Austria and responsible for the management of wind-down facilities. KF no 
longer raises new funding in the money and capital market. 
 
The Republic of Austria holds 100% of the shares in KF.  
 

2. Accounting rules applied 

Given that after the expiry of the banking license KF continues to operate primarily in the banking 
business, these financial statements were prepared, as in previous years, in accordance with the 
relevant provisions of the Austrian Banking Act (Bankwesengesetz – BWG) and the provisions of 
the Austrian Company Code (Unternehmensgesetzbuch – UGB) applicable to credit institutions. 
 

3. Accounting and measurement rules 

3.1. General remarks 
These financial statements were prepared in compliance with generally accepted accounting 
principles and the general standard requiring the presentation of a true and fair view of the assets, 
the financial position and the income of the company. 
 
The principle of completeness was complied with in the preparation of these financial statements. 
The assets and liabilities were measured on an item-by-item basis on the assumption of a going 
concern. The principle of prudence, considering the specificities of the banking business, was 
                                                           
1  In these financial statements the following names are used for the entities involved:  

- Kommunalkredit Austria AG prior to the 2009 demerger (until 28/11/2009): former Kommunalkredit 
- Kommunalkredit Austria AG since the 2009 demerger until the 2015 demerger for new incorporation (until 26/09/2015):  
Kommunalkredit Old 
- Kommunalkredit Austria AG, after the 2015 demerger for new incorporation (from 26/09/2015): Kommunalkredit 
- KA Finanz AG: KF 

 

https://daten.compass.at/FirmenCompass/?p=urkunde&temp=fb_info&sicht=fbak&fb=128283b&PageID=TAS61M
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observed insofar as only profits realised by the reporting date were recognised and all identifiable 
risks and impending losses were taken into account. 
 
Income and expenses are accrued/deferred pro-rata temporis and recognised in profit or loss in 
the period to which they are economically attributable. Interest is recognised as it accrues in net 
interest income, considering all contractual arrangements made in connection with the financial 
assets or liabilities. Commissions for services provided over a certain period of time are 
recognised over the period of service provision. Fees related to the completion of service provision 
are booked as income at the time of completion. Contingent commissions are recognised when 
the required performance criteria are met. 
 

3.2. Currency translation 
The reporting currency is the euro. Assets and liabilities in foreign currencies are translated at the 
rates notified by the European Central Bank (ECB) on the balance sheet date pursuant to  
§ 58 (1) of the Austrian Banking Act. Forward transactions not yet settled are translated at the 
forward rate on the balance sheet date. 
 

3.3. Receivables 
Receivables to be wound down within the coming twelve months in accordance with the wind-
down plan are recognised at their current market value, taking the upper acquisition cost limit into 
account. Receivables purchased from third parties to be wound down within a period of more than 
twelve months are recognised at amortised cost. All other loans and advances to banks and loans 
and advances to customers are recognised at their nominal value. For the accounting of hedges, 
see Note 3.10. 
 
Specific loan loss provisions are set up for identifiable credit risks. For the calculation of the 
portfolio loan loss provision, receivables are classified in homogeneous portfolios with 
comparable risk profiles. The quantification is based on the expected loss (loss given default), 
using rating-dependent probabilities of default and considering the period between the occurrence 
and the identification of default (loss identification period). 
 

3.4. Securities 
Securities to be held permanently for the company’s business operations are classified as non-
current assets. Securities that are not assigned to non-current assets are classified as current 
assets.  
 
Securities classified as non-current assets are recognised at cost on the basis of the mitigated 
lower-of-cost-or-market principle. If securities classified as non-current assets were impaired in 
past financial periods and the reasons for impairment have ceased to exist, they are written up to 
their amortised cost. For securities classified as non-current assets acquired in or after the 
business year 2001, the company elects to write down pro-rata temporis the acquisition cost 
exceeding the amount repayable. The option of writing up the amount exceeding the amount 
repayable on a pro-rata temporis basis is used as well. Securities classified as non-current assets 
that were acquired before 2001 at acquisition costs higher than the amount repayable are 
recognised at the amount repayable pursuant to § 56 (2) of the Austrian Banking Act. If the 
acquisition costs of this group of securities were lower than the amount repayable, the difference 
is distributed over the residual term, starting on 1 January 2001. 
 
Securities classified as current assets are recognised at cost on the basis of the strict lower-of-
cost-or-market principle.  
 
For the accounting of micro hedges, see Note 3.10. 
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The book values of the securities portfolio developed as follows: 
 
Securities portfolio at book values (*) 
in EUR 31/12/2018 31/12/2017 Change 

Securities classified as non-current assets 1,305,620,581.15 2,652,552,257.85 -1.346.931.676,71 

Securities classified as current assets 907.978.322.84 426,105,080.51 481.873.242,33 

Total 2.213.598.903,99 3,078,657,338.36 -865.058.434,36 

(*) associated interest rate swaps not taken into account    
 
The lower book values of the securities portfolio, as compared to the previous year, mainly result 
from active wind-down measures, scheduled redemptions, FX effects and the measurement of 
portfolios to be wound down within the coming twelve months in accordance with the wind-down 
plan. The higher book values of securities classified as current assets, as compared to the 
previous year, mainly result from the reclassification of securities from non-current to current 
assets. Securities with a nominal value of EUR 1,497,178,539.83 were reclassified from non-
current assets to current assets in 2018.   
 
The differences pursuant to § 56 (2) and § 56 (3) of the Austrian Banking Act are as follows: 
 

in EUR 31/12/2018 31/12/2017 

Difference pursuant to § 56 (2) of the Austrian Banking Act 
16.249.305,58 27,932,734.08 (Difference between the higher acquisition cost of the securities  

and the amount repayable) 
Difference pursuant to § 56 (3) of the Austrian Banking Act 

157.809,12 4,356,950.66 (Difference between the lower acquisition cost of the securities  
and the amount repayable) 

 
For securities classified as non-current assets, the following hidden reserves and/or hidden 
burdens (associated interest rate swaps not taken into account) are recognised: 
 

Determination of hidden burdens 
in EUR 31/12/2018 31/12/2017 

Book value 222.729.403,14 595,167,363.26 

Fair value 193.706.855,90 532,633,815.74 

Hidden burdens -29.022.547,24 -62,533,547.52 

Determination of hidden reserves 
in EUR 31/12/2018 31/12/2017 

Book value 1.082.891.178,01 2,057,384,894.39 

Fair value 1.326.096.911,87 2,611,179,823.88 

Hidden reserves 243.205.733,86 553,794,929.49 

 
Hidden reserves mainly result from fixed-income securities, the high fair value of which is due to 
the low level of interest. Hidden reserves and hidden burdens are booked against the fair values 
of interest rate derivatives concluded for hedging purposes. 
 
Hidden burdens mainly result from the widening of credit spreads since the time of acquisition 
and are distributed over the following balance sheet items: 
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Determination of hidden burdens 
in EUR 31/12/2018 31/12/2017 

Public-sector debt instruments     
  Book value 

3.612.855,66 34,055,261.63 
  Fair value 

3.277.250,19 27,345,117.08 

  -335.605,47 -6,710,144.55 

Loans and advances to customers     
  Book values 

128.271.726,15 157,169,631.93 
  Fair values 

114.117.747,58 138,111,632.86 

  -14.153.978,57 -19,057,999.07 

Bonds of public-sector issuers     
  Book value 

43.234.325,68 16,184,769.01 
  Fair value 

30.871.913,78 10,101,059.22 

  -12.362.411,90 -6,083,709.79 

Bonds of other issuers     
  Book value 

47.610.495,65 387,757,700.69 
  Fair value 

45.439.944,35 357,076,006.58 

  -2.170.551,30 -30,681,694.11 

 
All securities are regularly analysed and measured; securities that have been downgraded by 
more than two notches and/or the price of which has fallen by more than 20% are subject to 
special monitoring. Based on these analyses, no additional extraordinary write-offs pursuant to 
§ 204 (1) point 2 of the Austrian Company Code, over and above the impairments already 
booked, were required, as the impairments are expected to be of short duration. 
 
For securities classified as non-current assets, the following hidden reserves (associated interest 
rate swaps not taken into account) are recognised: 
 

Determination of hidden reserves 
in EUR 31/12/2018 31/12/2017 

Book value 101.516.505,15 6,666,172.88 

Fair value 101.516.739,68 7,841,226.15 

Hidden reserves 234,53 1,175,053.27 

 
3.4.1. Fair value measurement 
 
In general, the methods used to measure the fair value of securities can be classified in three 
categories. The first step in determining the fair value is to calculate a mid-market price. To obtain 
a bid price, a liquidity premium is deducted. The allocation by level is as follows: 
 
Level 1: Prices are quoted in an active market for identical financial instruments (minimum bid 

size: EUR 1 million). In this category, KF refers to asset bid quotes from Bloomberg. 
 
Level 2: Prices for these securities are not quoted in an active market, but prices are quoted 

for financial instruments of the same issuer, from which spreads and prices are 
derived. 

 
Level 3: Based on a prudent approach, all other securities are classified as level 3. For these 

securities, prices are determined on the basis of benchmark spreads derived from the 
market. 

 
At level 1, the premium is derived from observable bid prices. For level 1 assets the valuation is 
based on the market price; for level 2 and level 3 assets a yield curve is determined through 
spread mapping; KF’s rating can serve as input for mapping. 
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The differences between the fair values and the book values of level 2 and level 3 securities 
developed as follows: 
 

in EUR 31/12/2018 31/12/2017 

Level 2 
    

Fair value 
734.160.071,77 1,154,007,432.91 

Book value 
649.240.185,35 933,549,157.26 

Difference 
84.919.886,42 220,458,275.65 

Level 3 
  

Fair value 
631.130.473,08 1,633,824,513.75 

Book value 
547.400.225,31 1,465,861,192.98 

Difference 
83.730.247,77 167,963,320.77 

 

3.5. Property, plant and equipment 
Property, plant and equipment include office furniture and equipment as well as works of art 
formerly owned by Kommunalkredit International Bank (Cyprus). Office furniture and equipment 
are measured at acquisition cost less straight-line depreciation and depreciated over periods of 
between three and five years. Works of art are not subject to straight-line depreciation. 
 

3.6. Liabilities 
Liabilities are recognised at the amount repayable. Differences between the issue price and the 
amount repayable (discount/premium) are recognised as accruals/deferrals and distributed as an 
interest component over the term of the instrument on a linear basis. 
 

3.7. Securitised liabilities 

Securitised liabilities are booked as liabilities at the amount repayable. Cost incurred through the 
issue that are directly related to the raising of money are directly recognised in fee and 
commission expenses. The remaining difference between the proceeds of the issue and the 
amount repayable (discount/premium) is booked under accrued income or accrued expenses and 
recognised in net interest income as an interest component on a linear basis, distributed over the 
term of the instrument.  
 
KF’s own covered bonds collateralised by a cover pool, which are not placed externally but put 
up as collateral for ABBAG refinancing facilities, are reported on a net basis (§ 51 (5) of the 
Austrian Banking Act). 
 

3.8.  Provisions 
3.8.1. Provisions for pensions 
 
Provisions for pensions cover entitlements of former employees in accordance with the collective 
bargaining agreement (1961 pension reform, as amended on 1 January 1997), as well as 
entitlements from defined-benefit pension obligations resulting from direct commitments made 
within the framework of the 1961 pension reform prior to the transfer to the pension fund or from 
individual contracts. All of these commitments date from the time before the nationalisation of the 
former Kommunalkredit. 
 
Following the takeover of employees who had previously worked exclusively for KF on the basis 
of a staff leasing agreement with Kommunalkredit, provisions for severance pay and jubilee 
bonuses are being set up for the first time as of 31/12/2018.  
 



43 

Provisions for pensions, severance pay and jubilee bonuses are calculated annually by an 
independent actuary according to the projected-unit-credit method pursuant to § 211 (1) of the 
Austrian Company Code. The “AVÖ 2008-P calculation bases for pension insurance”, in their 
version for salaried employees, are used as a biometric calculation basis. The actuarial discount 
rate was determined on the basis of the yields of prime fixed-income corporate bonds, with due 
consideration given to the terms of the obligations to be met. 
 
The most important parameters underlying the calculation are: 

• an actuarial discount rate of 1.00% (2017: 0.75%) for pension obligations, 1.75% (2017: 
n.a.) for severance pay obligations and 1.25% (2017: n.a.) for obligations from jubilee 
bonus commitments; 

• an incremental rate of active salaries and pension payments of 2%; 
• a career trend of 1.5%; 
• assumed pensionable ages of 60 for women and 65 for men, taking into account the 

transitional provisions of the 2003 Budget Framework Act and the provisions on age limits 
for women of the Act on Occupational Old-Age Provision; 

• a fluctuation discount for severance pay obligations based on statistically derived, length-
of-service dependent rates for early termination of employment with and/or without 
severance pay. 

 
The full actuarial pension obligation as at 31 December 2018 amounted to EUR 4,247,931.40 
(31/12/2017: EUR 4,520,856.11), of which pension entitlements of EUR 561,537.37 (31/12/2017: 
EUR 604,948.99) have been transferred to a pension fund. Thus, provisions amount to EUR 
3,686,394.03 (31/12/2017: EUR 3,915,907.12). Provisions of EUR 93,669.26 (31/12/2017: EUR 
0.00) have been set up for entitlements to severance pay and EUR 48,590.85) (31/12/2017: 0.00) 
for jubilee bonuses. All actuarial gains and losses carry are directly recognised in profit or loss. 
The appropriation to provisions for severance pay in 2018 includes actuarial losses of EUR 
22,213.52, of which an amount of EUR 3,381.97 results from changes in the biometric calculation 
bases (“mortality tables”).   
 
3.8.2. Provisions for deferred taxes 
 
Provisions for deferred taxes are calculated on the basis of current tax forecasts, taking into 
account that tax loss carryforwards can be credited up to 75% of the positive tax assessment 
base. At KF, temporary differences between book values and their tax base are primarily 
attributable to the merger with Kommunalkredit International Bank Ltd. in 2010 and the resultant 
transfer of economic assets from Cyprus to Austria. As at 31/12/2018, the book values of these 
assets under tax law are EUR 111,235,744.45 (31/12/2017: EUR 96,160,681.59) below the book 
values under commercial law. Further temporary differences result from personnel provisions 
and the differences in discount rates applied for discounting long-term provisions under tax law 
and commercial law.  
 
3.8.3. Other provisions 
 
Other provisions were set up in the amount of their expected use in accordance with the principle 
of prudence, based on all identifiable risks and on liabilities not yet quantifiable. Provisions set 
up for periods of more than one year are discounted pursuant to the provisions of the 2014 
Accounting Reform Act. KF elected to exercise the right to distribute the difference of EUR 
3,817,777.57 as at 1 January 2016 over a period of not more than five years, as provided for in 
§ 906 (34) of the Austrian Company Code. The remaining difference as at 31 December 2018 
amounts to EUR 622,212.35 (31/12/2017: EUR 1,687,400.75). 
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3.9. Credit default swaps 
Depending on the type of contract, credit default swaps (CDS) are treated either as derivatives or 
as contingent liabilities: 
 

• CDS contracts under which payments are dependent on a change in credit rating/index 
or on a risk premium (trigger): 
Treatment as derivatives; single-item measurement and setting up of a provision for 
impending losses in the amount of the potential negative fair value on the balance sheet 
date. Positive fair values are not taken into account; the strict lower-of-cost-or market 
principle is maintained. 

• CDS without trigger: 
Treatment as contingent liability; setting up of provisions for impending losses – in line 
with the method applied for specific loan loss provisions – depending on the expected 
loss. 

 
KF exclusively holds CDS contracts without trigger. 
 

3.10. Derivatives 
Swap transactions of the banking book are made by KF primarily to hedge interest-rate and/or 
currency risks, the hedges being accounted for either on single transaction basis (recognition as 
micro hedges) or on integrated bank basis (recognition as as macro hedges). For derivatives that 
are neither micro hedges nor macro hedges, the principle of single-item measurement applies, 
with a provision for impending losses set up in the event of a negative fair value on the day of 
closing and recognised under other provisions. 
 

• Micro hedges 
 

For hedge accounting (units of account), the AFRAC (Austrian Financial Reporting and 
Auditing Committee) Opinion on “The Accounting of Derivatives and Hedging 
Instruments” (version of December 2018) contains provisions aimed at avoiding 
economically unjustified effects on the Income Statement due to the different 
measurement of hedged underlying transactions and hedging instruments. Underlying 
transactions are individually recognised assets and liabilities at fixed interest rates as well 
as pending transactions already concluded at the time of classification. The rules on micro 
hedges permit the changes in the value of hedging instruments and the hedged 
transactions to be recognised mostly as mutually offsetting. Proof of an effective hedging 
relationship between the underlying transaction and the hedging transaction is required 
as a prerequisite for the application of these rules. A hedging relationship is considered 
effective if the results from the hedging instrument and the compensatory results from the 
hedged underlying transaction – relative to the hedged risk – offset each other within a 
range of 80% to 125%. KF verifies compliance with these requirements through 
prospective (matching of the components determining the market value) and 
retrospective effectiveness tests. In a prospective effectiveness test, all parameters of the 
underlying transaction and the hedging transaction that determine the extent of the 
hedged value change are compared in order to verify whether the hedged fair value of 
the structure (underlying and hedging transactions) is within a range of 80% to 125% 
maximum. If all parameters of the underlying transaction and the hedging transaction, 
which determine the extent of the hedged change in value, are identical but mutually 
offsetting, this is an indicator of a completely effective hedging relationship (simplified 
determination of effectiveness). However, any doubt about the creditworthiness of the 
protection seller and the value of the underlying transaction – apart from the hedged risk 
– must be excluded. A retrospective effectiveness test verifies whether the hedged fair 
value of the structure (underlying and hedging transactions) fluctuates within a range of 
80% to 125% maximum between two specified dates. Hedging transactions at KF are 
concluded until maturity of the underlying transaction.  
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In principle, hedge accounting is based on the so-called net hedge presentation method, 
taking provisions for impending losses from ineffective hedges into account, i.e. hedged 
value changes are not reported. For hedges to be wound down within the coming 12 
months in accordance with the wind-down plan, accounting is based on the market value 
of the hedge; market value changes are shown in the net valuation result (lines 10 to 13 
of the Income Statement). 
 

• Macro hedges 
 

Interest rate derivatives serving to manage the interest rate risk of the banking book and/or 
a clearly defined sub-portfolio (macro hedge) are accounted for according to the “Circular 
Letter of the FMA on accounting issues relating to interest rate derivatives and valuation 
adjustments of derivatives pursuant to § 57 of the Austrian Banking Act (version of 
December 2012)”. As an exception to the principle of individual measurement, 
compensatory interest-rate-induced earning effects or value increases from the hedged 
underlying transactions are taken into account in the assessment of provisioning 
requirements. If negative swap market values are not fully offset by the compensatory 
interest-rate-induced earning effects of the underlying transactions, a provision for 
impending losses is set up for the remaining negative value.  
 
Risk management and limitation decisions concerning the risk of interest rate changes are 
based on the present-value sensitivities of all interest-bearing positions to interest rate 
changes. The risk of interest rate changes is transparently shown in the form of gap and 
sensitivity analyses for different scenarios and annual maturity bands. Based on the 
information thus obtained, the risk of interest rate changes is managed and limited for 
assets and liabilities and designation of a management instrument is decided. 
 
When a new interest rate derivative contract is concluded, the quantitative suitability of the 
derivative as an instrument to hedge and limit the risk of interest rate changes for assets 
and liabilities is verified through a prospective test of the hedging effect using scenario 
analyses. The net-present-value risk of the position as a whole as well as broken down by 
currency is quantified for one parallel shift and two turn-around scenarios (steeper – 
flatter). 
 
Owing to its exceptional character, application of this measurement method is conditional 
on compliance with formal and substantive conditions, such as: 
 

• a need for hedging in view of fixed-interest gaps; 
• the existence of a hedging strategy and proof of compliance with this strategy; 
• the qualitative suitability of the derivative as a hedging instrument. 

 
The above prerequisites are met and documented by KF. 
 

If fixed-interest gaps are closed through derivatives at macro level, prospective scenario 
analyses (present-value changes in the event of changes in interest level) are performed to 
determine the hedging effect and the effectiveness of the derivative and, thus, its suitability for 
allocation to the macro position. On account of the present-value approach, the hedging period 
extends over the entire terms of the underlying transaction.  
 
In the event of early closure of macro swaps, losses are immediately recognised as expenses in 
accordance with the FMA Circular. Gains from closure are appropriated to provisions for 
impending losses and recognised as income over the original residual maturity of the derivative. 
Exceptionally, setting up a provision for impending losses is not required if it can be shown and 
documented that closure was decided because the derivative was no longer effective as a hedge 
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and/or because the corresponding compensatory, interest-induced expense effects have already 
been realised. 
 
The interest claims related to swap contracts are accrued at matching maturities and recognised 
on a gross basis in the Income Statement. Payments made to compensate for contracts not in 
accordance with prevailing market terms are accrued at matching maturities. 
 
Derivatives are measured by means of an internal model based on the discounted cash flow 
method, taking current yield and basis spread curves into account. Embedded options are 
measured by means of commonly used option pricing models. For the measurement of interest-
sensitive products with variable indicators, yield curves with different spread premiums are used, 
depending on the indicator (e.g. 3-month Libor, 6-mnth Libor, 12-month Libor). These refer to the 
indicator concerned and are used to derive forward rates for cash flow determination. In the case 
of derivatives in several currencies (e.g. cross-currency swaps), a cross-currency basis is used 
according to prevailing standards, in addition to the adaptation of forwards by basis swap spreads. 
OIS curves (overnight index swaps) are used for discounting the cash flows of OTC derivatives. 
To determine the fair value of derivatives, the counterparty risk (credit value adjustment - CVA) is 
also taken into account. CVA is the adjustment of the net present value of an OTC derivative 
relative to the counterparty rating and is deducted from the net present value of the derivative. 
CVA is determined for all derivatives without bilateral cash collateral margin calls at counterparty 
level on the basis of American Monte Carlo simulations. For reasons of prudence, KF’s own credit 
risk (debt valuation adjustment) is not taken into account. A provision for impending losses is set 
up for negative CVAs. 
 
KF has no derivative transactions on the trading book. 
 

4. Notes to the balance sheet 

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

As at 31/12/2018, the book value of public-sector debt instruments eligible as collateral for ECB 
funding amounted to EUR 250,647,251.78 (31/12/2017: EUR 349,195,605.58). 
 
On the balance sheet date, securities in a nominal value of EUR 204,592,491.35 (31/12/2017: 
EUR 337,424,313.45) were classified as non-current assets; a volume of EUR 60,000,000.00 
(31/12/2017: EUR 7,500,000.00) was classified as current assets. 
 
This item does not contain any subordinated liabilities. As in 2018, no public-sector debt 
instruments will fall due in 2019. 
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4.2. Loans and advances to banks 
Loans and advances to banks include the following: 
 

Loans and advances to banks  
in EUR 31/12/2018 31/12/2017 

Collateral for negative market values from derivative and CDS transactions (*) 987.366.792,83 1,820,435,557.48 

Non-listed securities 55.114.078,37 78,808,029.39 

Credit balances with banks 35.931.265,33 5,663,369.02 

Loans 4.479.693,83 13,688,669.35 

Portfolio loan loss provision -475,52 -82.56 

Other 5.837,81 3,737,965.29 

Total 1.082.897.192,65 1,922,333,507.97 

      
of which:     

Loans and advances to companies in which an equity investment is held 0,00 0.00 

Bills receivable 0,00 0.00 

Subordinated receivables 0,00 19,813,652.87 

(*) Values including open positions and interest accrual 
  

On the balance sheet date, securities with a nominal value of EUR 44,000,000.00 (31/12/2017: 
EUR 71,522,750.94) were classified as non-current assets; a volume of EUR 11,015,999.48 
(31/12/2017: EUR 6,666,172.88) was classified as current assets. 
 
As at 31/12/2018, loans with a book value of EUR 208,848.35 (31/12/2017: EUR 346,972.64) 
were allocated to the wind-down portfolio. 
 
The reduction in collateral for negative market values from derivative and DCS transactions, as 
compared to the previous year, is primarily due to portfolio runoff and redemptions upon maturity 
as well as risk management measures. 
 
Broken down by (residual) maturity, loans and advances to banks included the following: 
 

Loans and advances to banks 
in EUR 31/12/2018 31/12/2017 

Repayable on demand 1.023.279.979,00 1,829,836,891.79 

Other loans and receivables     

a) Up to 3 months 580.573,73 879,896.07 

b) More than 3 months up to 1 year 44.324.889,60 28,530,675.19 

c) More than 1 year up to 5 years 8.651.118,94 52,431,738.95 

d) More than 5 years 6.061.106,90 10,654,388.53 

  59.617.689,17 92,496,698.74 

Portfolio loan loss provision -475,52 -82.56 

Total 1.082.897.192,65 1,922,333,507.97 
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4.3. Loans and advances to customers 
Loans and advances to customers include the following: 
 

Loans and advances to customers 
in EUR 31/12/2018 31/12/2017 

Loans 3.173.399.114,34 3,865,649,676.99 

Non-listed securities 947.100.194,36 1,230,331,080.78 

Collateral for negative market values from derivative and CDS transactions (*) 681.619.651,77 795,020,639.25 

Portfolio loan loss provisions -144.553,98 -925,605.03 

Other loans and advances to customers 0.00 3,334,258.16 

Specific loan loss provisions 0,00 -2,782,498.95 

Total 4.801.974.406,48 5,890,627,551.20 

(*) Values including open positions and interest accruals 
  

The decrease in loans, as compared to the previous year, is primarily due to scheduled 
redemptions and the valuation of portfolios to be wound down within the coming twelve months 
in accordance with the wind-down plan. As at 31/12/2018, loans with a book value of EUR 
115,868,041.54 (EUR 272,395,420.43) were allocated to the wind-down portfolio. 
 
On the balance sheet date, securities with a nominal value of EUR 634,225,100.51 (31/12/2017: 
EUR 1,153,544,360.40) were classified as non-current assets; a volume of EUR 355,669,182.70 
(31/12/2017: EUR 108,285,990.03) was classified as current assets. 
 
This position does not include any subordinate receivables (31/12/2017: EUR 6,721,639.09). 
 
Broken down by (residual) maturity, loans and advances to customers are as follows: 
 

Loans and advances to customer 
in EUR 31/12/2018 31/12/2017 

Repayable on demand 681.695.485,10 798,354,897.41 

Other receivables     

a) Up to 3 months 87.007.395,82 131,118,695.61 

b) More than 3 months up to 1 year 139.709.566,49 189,049,251.63 

c) More than 1 year up to 5 years 853.468.619,57 1,029,221,437.34 

d) More than 5 years 3.040.237.893,48 3,743,808,874.25 

  4.120.423.475,36 5,093,198,258.82 

Portfolio loan loss provision -144.553,98 -925,605.03 

Total 4.801.974.406,48 5,890,627,551.20 

 

4.4. Bonds and other fixed-income securities 

Bonds and other fixed-income securities comprise the following exchange-listed securities: 
 

Bonds 
in EUR 31/12/2018 31/12/2017 

Securities of public issuers 431.742.359,82 555,383,239.93 

Portfolio loan loss provision 0,00 -2,699.47 

  431.742.359,82 555,380,540.46 

Securities of other issuers 438.753.949,19 693,331,090.08 

Portfolio loan loss provision -4.937,47 -29,763.53 

  438.749.011,72 693,301,326.55 

Total 870.491.371,54 1,248,681,867.01 

 



49 

The decrease, as compared to the previous year, is primarily due to bond runoff in 2018 and the 
valuation of portfolios which are to be wound down within the coming twelve months in accordance 
with the wind-down plan and were therefore reclassified to current assets. 
 
On the balance sheet date, securities with a nominal value of EUR 415,109,883.72 (31/12/2017: 
EUR 1,091,909,798.07) were classified as non-current assets; a volume of EUR 512,224,922.50 
(31/12/2017: EUR 282,462,540.33) was classified as current assets. 
 
As in 2018, no bonds and other fixed-income securities will fall due in 2019. 
 

4.5. Property, plant and equipment 
The development of property, plant and equipment is shown in the Schedule of Non-current Asset 
Transactions (Annex 1). 
 

4.6. Other assets 
Other assets comprise the following items: 
 

Other assets 
in EUR 31/12/2018  31/12/2017 

Interest accruals from derivatives in the banking book 39.154.102,55 52,747,702.95 

Foreign currency valuation of derivatives in the banking book 12.233.682,93 142,162,314.15 

Other 497.175,59 4,094,838.08 

Total 51.884.961,07 199,004,855.18 

of which recognised as cash items after the balance sheet date 12.233.682,93 56,691,108.22 

 
Foreign currency valuations of derivatives in the banking book results from exchange rate 
fluctuations between the transaction dates of currency swaps and the balance sheet date. This 
valuation is booked against foreign currency valuations of assets and liabilities as well as negative 
foreign currency valuations of derivatives recognised under other liabilities. KF’s open foreign 
currency position is being continuously monitored and managed in accordance with the wind-
down plan. Wind-down losses expected over the entire wind-down horizon are to be as 
independent of exchange rates as possible. 
 

4.7. Accrued income 
Accrued income comprises the following items: 
 

Accrued income  
in EUR 31/12/2018 31/12/2017 

Accrued fees from derivative transactions 16.198.868,81 42,041,268.48 

Capitalised offering discounts of securitised liabilities 2.756.016,41 4,465,016.22 

Other 492.038,83 605,128.28 

Total 19.446.924,05 47,111,412.98 
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4.8. Amounts owed to banks 
Amounts owed to banks comprise the following items: 
 

Amounts owed to banks  
in EUR 31/12/2018 31/12/2017 

Collateralised loans of the European Investment Bank 35.718.318,03 106,715,869.95 

Money trading 87.608.371,73 83,641,779.07 

Cash collateral received for positive market values of derivatives according to ISDA/CSA 
arrangements 

29.327.869,87 50,868,335.41 

Other 20.959.819,69 404,555,261.59 

  173.614.379,32 645,781,246.02 

 
Broken down by maturity (residual maturity), amounts owed to banks are as follows: 
 

Amounts owed to banks 
in EUR 31/12/2018 31/12/2017 

Repayable on demand 117.079.441,60 135,482,021.86 

Other amounts owed     

a) Up to 3 months 3.011.793,68 252,693,902.09 

b) More than 3 months up to 1 year 16.000.000,00 130,582,569.64 

c) More than 1 year up to 5 years 37.523.144,04 125,022,752.43 

d) More than 5 years 0,00 2,000,000.00 

  56.534.937,72 510,299,224.16 

Total 173.614.379,32 645,781,246.02 

 
The reduction in amounts owed to banks, as compared to the previous year, is due to the change 
in the structure of KF’s funding as of the first half of 2017 (described in Note 1), which is now 
provided by ABBAG. New funding is provided exclusively via ABBAG. 
 
As in the previous year, this position does not contain any subordinated liabilities. 
 

4.9.  Amounts owed to customers 
Amounts owed to customers comprise the following items: 
 

Verbindlichkeiten gegenüber Kunden 
in EUR 31/12/2018 31/12/2017 

ABBAG funding 5.052.781.155,08 6.305.291.523,89 

Cash collateral received for positive market values of derivatives according to ISDA/CSA 
arrangements 

53.059.481,76 5.098.136,64 

Money trading 0,00 1.500.180,00 

Other amount owed to customers 34.350.722,56 35.182.500,30 

  5.140.191.359,40 6.347.072.340,83 
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Broken down by maturity (residual maturity) amounts owed to customer are as follows: 
 

Amounts owed to customers 
in EUR 31/12/2018 31/12/2017 

Repayable on demand 53.059.481,76 5,293,032.26 

Other liabilities     

a) Up to 3 months 4.896.801,92 535,703,579.80 

b) More than 3 months up to 1 year 0,00 1,996,777.70 

c) More than 1 year up to 5 years 485.130.755,90 683,410,891.89 

d) More than 5 years 4.597.104.319,82 5,120,668,059.18 

  5.087.131.877,64 6,341,779,308.57 

Total 5.140.191.359,40 6,347,072,340.83 

 
Amounts owed to customers include EUR 3,283,932,020.93 (31/12/2017: EUR 3,400,000,000.00 
in subordinated liabilities.  
 

4.10.  Securitised liabilities 

Securitised liabilities comprise the following: 
 

Securitised liabilities 
in EUR 31/12/2018 31/12/2017 

Bonds issued 1.596.119.558,37 2,104,792,035.70 

Other securitised liabilities 0,00 247,327,801.44 

Total 1.596.119.558,37 2,352,119,837.14 

 
The decrease in securitised liabilities, as compared to the previous year, is primarily due to the 
scheduled maturities of covered bonds and (government-guaranteed) commercial paper 
instruments, which were replaced by funding provided by ABBAG and reported under amounts 
owed to customers.  
 
Bonds issued comprise a government-guaranteed own issue in a nominal value of EUR 
1,000,000,000.00 (31/12/2017: EUR 1,000,000,000.00), which was issued by KF in 2015 under 
the Financial Markets Stability Act. Expenses for guarantee fees paid in 2018 amounted to EUR 
13,834,419.52 (2017: EUR 13,885,513.00).  
 
Guarantee fees of EUR 17,534.25 (2017: EUR 10,242,207.01) were paid for commercial paper 
instruments redeemed in the course of the business year 2018.  
 
Neither bonds issued (nominal values matured in 2018: EUR 500,000,000.00) nor other 
securitised liabilities (nominal values matured in 2018: EUR 237,514,591.85) will mature in 2019. 
 
Securitised liabilities include subordinated liabilities in the amount of EUR 2,626,164.38 
(31/12/2017: EUR 9,139,052.05). 
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4.11.  Other liabilities 
Other liabilities comprise the following items: 
 

Other liabilities 
in EUR 31/12/2018 31/12/2017 

Accrued interest on derivatives 93.513.614,03 118.430.029,96 

Foreign currency valuations of derivatives in the banking book 26.528.591,57 26.351.249,20 

Accruals between spot rate and forward rate in FX swaps 5.731.639,90 5.065.302,85 

Accrued guarantee fees payable to the Republic of Austria 3.469.303,71 0,00 

Liabilities for services provided by Kommunalkredit 588.316,68 775.017,45 

Other 1.143.306,59 3.250.876,14 

Total 130.974.772,48 153.872.475,60 

 of which recognised as cash items after the balance sheet date 98.714.541,01 122.455.923,55 

 
Foreign currency valuations of derivatives in the banking book results from exchange rate 
fluctuations between the transaction date of currency swaps and the balance sheet date. This 
valuation is booked against foreign currency valuations of assets and liabilities as well as positive 
foreign currency valuations of derivatives, which are recognised under other assets. KF’s open 
foreign currency position is being continuously monitored and managed in accordance with the 
wind-down plan. Wind-down losses expected over the entire wind-down horizon are to be as 
independent of exchange rates as possible. 
 

4.12.  Accrued expenses 
Accrued expenses comprise the following: 
 

Accrued expenses 
in EUR 31/12/2018 31/12/2017 

Accrued fees from derivative transactions 16.585.445,47 28.654.663,72 

Difference resulting from first application of the 2014 Accounting Reform Act 
(discounting of non-current provisions) 

622.212,35 1.687.400,75 

Accrued guarantee fees payable to the Republic of Austria 0,00 3.480.186,10 

Other 5.726.511,67 7.231.269,69 

Total 22.934.169,49 41.053.520,26 

 
In 2018, accrued fees payable to the Republic of Austria for the government guarantee of EUR 
3,469,303.71 (31/12/2017: EUR 3,480,186.10) are recognised under other liabilities. 

4.13. Provisions 
For details on personnel provisions, see Note 3.8.1. 
 
As at 31/12/2018, provisions for deferred taxes amounted to EUR 7,107,887.13 (31/12/2017: EUR 
5,645,374.02); for details on the calculation of provisions, see Note 3.8.2. 
 
Other provisions as at 31/12/2018 amounted to EUR 89,297,817.74 (31/12/2017: EUR 
178,299,439.36). These include provisions of EUR 21,165,100.26 (31/12/2017: EUR 
38,202,340.81) in connection with interest rate management derivatives (especially for macro 
swaps and interest hedging swaps that are no longer effective). As at 31/12/2017, the total also 
included provisions of EUR 75,796,869.88 in connection with the valuation of micro hedges. For 
details, see Note 3.8.3 Other Provisions. 
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4.14. Tier 2 capital pursuant to Part 2 Title I Chapter 4 of Regulation (EU) No 
575/2013 

As at 31 December 2018, tier 2 capital comprised the following: 
 

ISIN 
Interest rate at  
balance sheet 
date in % 

Maturity Currency Nominal in EUR Right to call Conversion to 
capital 

Subordinated liabilities pursuant to § 23 (8) of the Austrian Banking Act, old version 
XS0185015541  5.43 13/02/2024 EUR 10,100,000.00 no no 

XS0257275098  4.9 23/06/2031 EUR 7,200,000.00 no no 

XS0279423775  4.44 20/12/2030 EUR 35,000,000.00 Issuer in case of tax event no 

XS0255270380  7.71 07/06/2021 EUR 5,000,000.00 no no 

Summe       57,300,000.00     

 
As at 31 December 2017, tier 2 capital comprised the following: 
 

ISIN 
Interest rate at 

balance sheet date 
in % 

Maturity Currency Nominal  
in EUR Right to call Conversion 

to capital 

Subordinated liabilities pursuant to § 23 (8) of the Austrian Banking Act, old version 

XS0140045302 6.08 13/12/2018 EUR 19,500,000.00 no no 

XS0144772927 6.46 27/03/2022 EUR 5,000,000.00 Issuer no 

XS0185015541 5.43 13/02/2024 EUR 12,000,000.00 no no 

XS0257275098 4.9 23/06/2031 EUR 9,200,000.00 no no 

XS0279423775 4.44 20/12/2030 EUR 35,000,000.00 Issuer in case 
of tax event no 

XS0255270380 7.967 07/06/2021 EUR 5,000,000.00 no no 

Total    85,700,000.00   

 
KF’s tier 2 capital meets the conditions of Part 2 Title I Chapter 4 of Regulation (EU) No 575/2013. 
Claims of creditors for repayment of these liabilities are subordinate to those of other creditors 
and must not be repaid in the event of bankruptcy or liquidation before all non-subordinated 
creditors have been satisfied.  
 
As in the previous year, no amounts were owed to companies in which an equity investment was 
held as at the balance sheet date. 

4.15. Subscribed capital 
As at 31 December 2018, the subscribed capital was unchanged from the previous year, 
amounting to EUR 389,000,000.00, divided into 3,890,000 no-par-value shares. The shares are 
bearer shares and represent a share in the subscribed capital of EUR 100.00 each. The Republic 
of Austria holds 100% of the shares in KF. There are no shares that have been issued and not 
fully paid in, and there are no authorised shares. As at 31 December 2018 and during the business 
year, KF had no treasury shares in its portfolio. 
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4.16. Capital reserve 
a) Additional paid-in capital 

As at 31 December 2018 additional paid-in capital amounted to EUR 65,845,802.70, 
unchanged from the previous year. 

 
b) Unappropriated reserves 

As at 31 December 2018 unappropriated reserves amounted to EUR 8,973,626.53, 
unchanged from the previous year. 

 

4.17.  Statutory reserve pursuant to § 57 (5) of the Austrian Banking Act 
As at 31 December 2018 the statutory reserve amounted to EUR 93,388,106.42, unchanged from 
the previous year. 
 

5. Off-balance-sheet items 

5.1. Contingent liabilities 
Contingent liabilities amounted to EUR 120,865,995.58 (31/12/2017: EUR 122,066,446.31), 
including CDS-sell positions in a nominal amount of EUR 8,900,000.00, unchanged from the 
previous year, and guarantees in the amount of EUR 111,965,995.58 (31/12/2017: EUR 
113,166,446.31). 
 
The CDS-sell position concerns a hedging position for an own issue in the amount of 
EUR 8,900,000.00 (31/12/2017: EUR 8,900,000.00) and has a market value of EUR -41,941.84 
(31/12/2017: EUR -63,221.42).  
 
All CDS were concluded under ISDA contracts. Moreover, credit support annex agreements (CSA 
agreements) have been made with the counterparties, according to which the contracts are 
measured on a daily basis and secured by collateral payments. As KF exclusively holds CDS 
contracts without trigger, these are treated as contingent liabilities pursuant to the Austrian 
Company Code. The probability of payments being called was examined and analysed for all 
CDS. Based on these analyses, provisioning was not required. 
 

5.2. Credit risks 
Credit risks concern unused lines from the lending business in the amount of EUR 1,648,447.46 
(31/12/2017: EUR 11,167,300.01). There are no unused lines granted to companies in which an 
equity investment is held. Moreover, the cash-backed, irrevocable payment commitment to the 
European Bank Resolution Fund amounts to EUR 3,732,127.48 (31/12/2017: EUR 3,732,127.48). 

6. Supplementary disclosures 

6.1. Own funds and own funds requirements 

After the expiry of KF’s banking license, the own funds requirements of CRR no longer apply. 
 

6.2. Total amount of assets and liabilities denominated in foreign currencies  
Assets denominated in foreign currencies in the amount of EUR 1,724,420,340.10 (31/12/2017: 
EUR 2,716,436,508.50) are shown on the balance sheet. Liabilities denominated in foreign 
currencies amounted to EUR 189,256,885.63 (31/12/2017: EUR 594,442,140.69). Open foreign 
currency positions are closed through corresponding swap contracts. KF’s open foreign currency 
position is being continuously monitored and managed in accordance with the wind-down plan. 
Wind-down losses expected over the entire wind-down horizon are to be as independent of 
exchange rates as possible. 
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6.3. Derivative transactions not yet settled on the balance sheet date 
To hedge currency and interest rate risks, the following transactions, not yet settled on the balance 
sheet date, were carried on the banking book (fair values including interest accruals): 
 

31/12/2018 
In EUR Nominal Positive fair value Negative fair value 

Interest swaps 14.863.768.569 413.841.212 -1.634.961.550 
of which in macro hedge 4.042.547.515 227.096.965 -688.014.829 
of which in micro hedge 8.578.365.329 183.522.321 -940.221.110 

Cross-currency interest rate swaps 177.528.536 4.291.248 -43.316.495 
of which in macro hedge 0 0 0 
of which in micro hedge 177.528.536 4.291.248 -43.316.495 

Currency swaps 718.613.717 3.326.163 -8.772.194 
Options bought 1.000.000.000 197.158.258 0 
Options sold -1.000.000.000 0 -198.618.213 
CDS 0 0 0 

Total 15.759.910.822,28 618.616.880,53 -1.885.668.452,70 

 
31/12/2017 
In EUR Nominal Positive fair value Negative fair value 

Interest rate swaps 16,975,850,542 418,348,369 -2,248,285,813 
of which in macro hedge 4,413,476,182 238,355,651 -756,307,462 
of which in micro hedge 10,464,360,050 170,975,714 -1,485,569,386 

Cross-currency interest rate swaps 481,802,406 2,718,030 -429,758,125 
of which in macro hedge 0 0 0 
of which in micro hedge 481,802,406 2,718,030 -429,758,125 

Currency swap 2,051,523,355 36,746,773 -943,024 
Options bought 1,000,000,000 132,154,028 0 
Options sold -1,000,000,000 0 -130,954,421 
CDS 0 0 0 

Total 19,509,176,302.87 589,967,200.57 -2,809,941,383.27 

 
The decrease in the volume of open derivative transactions, as compared to the previous year, is 
primarily due to portfolio runoff and redemptions as well as risk management measures. 
 
Interest accruals, foreign currency valuations and accrued fees from derivative transactions in the 
amount of EUR 67,794,686.20 (31/12/2017: EUR 237,102,718.39) are booked on the assets side 
of the balance sheet under “Other assets” and “Accruals/deferrals”, against EUR 142,255,462.03 
(31/12/2017: EUR 178,394,425.58) booked on the liabilities side under “Other liabilities” and 
“Accruals/deferrals”. Moreover, provisions in the amount of EUR 21,165,100.23 (31/12/2017: 
EUR 38,202,340.81) are recognised for derivatives, of which EUR 2,877,407.05 (31/12/2017: 
EUR 4,846,961.83) are provisions for impending losses for macro swaps: 
 

31/12/2018 
in EUR Fair value of macro swapss Interest NPV of underlying transactions Provisiong 

USD -3.149.144,66 271.737,61 -2.877.407,05 

 
As at 31 December 2017, provisions for impending losses for macro swaps were as follows: 
 

31/12/2017 
in EUR 

Fair value of  
macro-swaps 

Interest NPV of  
underlying transactions Provision 

USD -5,904,382.07 1,057,420.24 -4,846,961.83 
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6.4. Total return swaps (TRS) 
The balance sheet includes securities which were sold to third parties against receipt of liquidity 
in transactions governed by civil law. However, as the underlying risk remains with KF via a CDS 
structure, the securities have not been derecognised. They are recognised under the following 
balance sheet items: 
 

Book values 
in EUR 31/12/2018 31/12/2017 

Public-sector debt instruments 22.358.109,85 22,542,069.14 

Total ASSETS 22.358.109,85 22,542,069.14 
      
Amounts owed to customers 22.358.109,85 22,542,069.14 

Total LIABILITIES 22.358.109,85 22,542,069.14 

 

6.5. Expenses for subordinated liabilities 
Expenses for subordinated liabilities (reported under “Amounts owed to customers” and 
“Supplementary capital”) amounted to a total of EUR 24,211,853.51 in 2918 (2017: EUR 
10,545,043.49). 
 

6.6. Legal disputes 
An investor in certificates which, at the time of issue in 2006 and 2007, were backed by 
participation capital of the former Kommunalkredit in a total amount of EUR 200 million, sued the 
underwriting investment bank and KF for reversal of the transaction. In the course of the 2009 
demerger of the former Kommunalkredit and the 2015 merger of KF with parts of Kommunalkredit 
Old, the participation capital had been allocated to KF.  
 
Moreover, a former holder of participation capital of the former Kommunalkredit initiated 
proceedings against the split ratio of his participation capital at the time of the demerger of the 
former Kommunalkredit in 2009. The claimant sues for payment of EUR 51.66 million, plus 
interest. The claimant maintains that upon the 2009 demerger, instead of being granted 
participation capital of KF, he would have been entitled to receive participating interests equivalent 
to said amount in Kommunalkredit Old, to which the strategic business of the former 
Kommunalkredit was demerged.  
 
Another investor in profit-sharing rights of Kommunalkredit International Bank (Cyprus) with a 
nominal volume of EUR 20 million, which were fully impaired at the time of the 2010 merger, also 
initiated proceedings against the amount of income compensation for his rights within the 
framework of the merger. The investor denies the admissibility of income compensation and has 
sued for coupon payments in the amount of approx. EUR 5.5 million.  
 
Two former members of the Executive Board of the former Kommunalkredit filed a suit against 
KF before the Labour and Social Court of Vienna for allegedly unjustified early termination of their 
Executive Board contracts, claiming compensation for wrongful dismissal. The financial risk 
amounts to approx. EUR 3 million each, plus interest. KF lodged a counter-claim for damages in 
both cases. KF does not expect expenses to arise from these proceedings. Independent of these 
proceedings, three suits for damages filed by KF against former members of the Executive Board 
and the Supervisory Board are pending with the Commercial Court of Vienna. KF does not expect 
expenses to arise from these proceedings.  
 
All the necessary steps are being taken to contest the claims raised in the proceedings referred 
to above. The Boards of the company consider the claims filed in the aforementioned proceedings 
to be unfounded. 
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6.7. Other obligations 
6.7.1. Debtor warrant 
 
Within the framework of the capitalisation agreement concluded with the Republic of Austria and 
the former Kommunalkredit on 17 November 2009, Kommunalkredit Old waived its claims against 
KF for repayment of money-market deposits in the amount of EUR 1 billion against issue of a 
debtor warrant. This debtor warrant was transferred by Kommunalkredit Old to the Republic of 
Austria on 30 December 2011 and guarantees the Republic of Austria payments from future 
annual surpluses and/or future proceeds from the liquidation of KF in the amount of the original 
claim waived, i.e. EUR 1,000,000,000.00, plus accrued interest (total as at 31/12/2018: 
EUR 1,474,011,135.45). 
 
6.7.2. Demerger 2009 

 
Based on the joint and several liability stipulated by the Demerger Act, KF is liable for obligations 
that arose prior to the entry of the demerger in the Companies Register and were spun off to 
Kommunalkredit Old, up to the amount of the net assets allocated to KF within the framework of 
the demerger. KF’s liability remains valid in its external relations to the extent to which such 
liabilities were allocated to Kommunalkredit within the framework of the 2015 demerger. Should 
claims be raised by third parties against KF on the basis of this liability arising from the demerger, 
KF would have the right to take recourse against Kommunalkredit on the basis of a provision of 
the 2015 demerger plan holding KF harmless against such claims. 
 
6.7.3. Demerger 2015 

 
Pursuant to the Demerger Act, KF is liable jointly and severally to Kommunalkredit Old and/or its 
creditors for liabilities that arose prior to the effective date of the 2015 demerger and were 
transferred to KF by way of the 2015 merger. This liability does not concern obligations that have 
arisen after the effective date of the demerger. The liability arising from the demerger is limited to 
the net assets of KF as at the time of the demerger. According to a pledge agreement concluded 
between Kommunalkredit Old and KF, Kommunalkredit Old pledged an own covered bond with a 
nominal value of EUR 107,000,000.00 to KF as collateral for KF’s claims against Kommunalkredit 
arising from the demerger. The pledge agreement and the corresponding covered bond were 
transferred to Kommunalkredit within the framework of the 2015 demerger in accordance with the 
demerger plan.  
 
6.7.4. Guarantee fees paid to the Republic of Austria 

 
KF pays guarantee fees to the Republic of Austria for a government-guaranteed commercial 
paper programme and for a government-guaranteed own issue (see Note 4.11. Securitised 
liabilities).   
 
6.7.5. Other obligations 

 
Obligations in the amount of EUR 156,000.00 will arise from rental contracts in 2019. The 
corresponding obligations for the period from 2020 to 2024 are expected to total EUR 858,000.00. 
 

6.8. Assets assigned as collateral 
Credit balances with banks in a nominal value of EUR 987,531,000.00 (31/12/2017: EUR 
1,820,336,958.80) were assigned as collateral for negative market values under ISDA/CSA 
arrangements. Loans and advances to customers (non-bank financial institutions) include cash 
collateral provided for negative market values under ISDA/CSA arrangements in a nominal 
amount of EUR 681,717,915.35 (31/12/2017: EUR 795,136,769.65). Amounts owed to banks 
include cash collateral received for positive market values in a nominal amount of EUR 
29,330,000.00 (31/12/2017: EUR 50,880,000.00). Amounts owed to customers include cash 
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collateral received for positive market values in a nominal amount of EUR 7,400,000.00 
(31/12/2017: EUR 5,100,000.00). 
 
As at 31 December 2018, no securities and loans with a blocked collateral value and/or book 
value were deposited as collateral within the framework of repo and securities lending 
transactions (31/12/2017: EUR 320,796,898.15. 
 
For covered bonds issued by KF as at 31 December 2017 with a nominal value of EUR 
575,000,000.00 (31/12/2017: EUR 1,075,000,000.00), loans in a nominal amount of EUR 
919,440,972.49 (31/12/2017: EUR 1,268,372,806.60) and securities in a nominal amount of EUR 
0.00 (31/12/2017: EUR 216,200,000.00) were allocated to a cover pool which can only be drawn 
on with the approval of a government commissioner. 
 
KF has assigned assets in the form of securities in a nominal amount of EUR 96,629,414.84 
(31/12/2017: EUR 102,959,132.66) as collateral for global loans from the European Investment 
Bank in Luxembourg. The collateral taker has the right to realise the collateral only in the event 
of the debtor’s default.  
 
As at 31/12/2018, KF pledged assets in a nominal amount of EUR 4,158,759,140.72 
(31/12/2017: EUR 4,853,427,554.45) to ABBAG as collateral for ABBAG refinancing facilities; 
the assets pledged mainly comprise securities and loans.  
 

6.9. Tax loss carryforward 
As at the balance sheet date, the tax loss carryforward amounted to EUR 2,958,713,121.89 
(31/12/2017: EUR 2,958,547,029.41). 
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7. Notes to the Income Statement 

7.1. Presentation of material P&L items 
7.1.1. Net interest result 
 

Interest and similar income 
in EUR 2018 2017 

Lending business 176.879.915,90 206,574,626.15 

Investments in banks 11.334.861,06 13,322,833.25 

Fixed-income securities 60.012.929,76 70,316,728.50 

Swap income 185.050.558,20 151,573,581.00 

Total interest income 433.278.264,92 441,787,768.90 
Interest and similar expenses 
in EUR 2018 2017 

With banks -36.485.811,22 -39,546,413.00 

With non-banks -40.491.445,79 -15,884,498.27 

Own issues -27.571.029,89 -31,352,830.30 

Swap expense -312.042.459,68 -353,533,907.73 

Total interest expenses -416.590.746,58 -440,317,649.30 

   
Net interest income 16,687,518. 1,470,119.60 

 
The 2018 net interest income came to EUR 16,687,518.34, up by EUR 15,217,398.74 from the 
2017 net interest income of EUR 1,470,119.60. The improvement is primarily due to the change 
in the funding structure. The 2018 net interest income was depressed by negative interest paid 
for credit balances with the Austrian National Bank in the amount of EUR 955,872.35 (2017: EUR 
1,130,807.62) and interest paid on other credit balances with banks in the amount of EUR 
112,755.33 (2017: EUR 53,256.34); these expenses are recognised under investments in banks. 
 
Interest expenses and interest income from interest rate swaps are reported in gross amounts, 
broken down by incoming and outgoing payments, without netting against interest expenses and 
income from the underlying transactions.  
 
7.1.2. Net fee and commission result 
 

Fee and commission income 
in EUR 2018 2017 

Guarantee fees 915.958,49 972,934.90 

Other service business 125.000,04 125,000.04 

Total fee and commission income 1.040.958,53 1,097,934.94 

Fee and commission expenses 
in EUR 2018 2017 

Guarantee fees -59.229,20 -58,947.86 

Securities business -18.372.877,31 -25,130,265.69 

of which:     

 Guarantee fee for surety of the Republic of Austria -95,60 -341,315.50 

 Guarantee fee for issue guarantees -13.834.419,52 -13,885,513.00 

 Guarantee fees for government-guaranteed commercial paper issues -17.534,25 -1,242,207.01 

Money and FX trading -511.377,45 -424,232.88 

Total fee and commission expenses -18.943.483,96 -25,613,446.43 
   

Net fee and commission result -17,902,525.43 -24,515,511.49 
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Income from guarantee fees includes, in particular, accrued income from CDS contracts. 
Guarantee fees shown under fee and commission expenses from the securities business in the 
amount of EUR 13,852,049.37 (2017: EUR 24,469,035.51) were paid to the Republic of Austria. 
The decline in guarantee fees is due, above all, to the reduction in the volume of government-
guaranteed commercial paper instruments.   
 
7.1.3. Income from/expenses for financial transactions 

 
in EUR 2018 2017 

Income from/expenses for financial transactions 14,963.85 -53,121.30 

 
Income from/expenses for financial transactions result from KF’s open foreign currency positions 
and were largely balanced in 2018. KF’s open foreign currency position is being continuously 
monitored and managed in accordance with the wind-down plan. Wind-down losses expected 
over the entire wind-down horizon are to be as independent of exchange rates as possible. 
 
7.1.4. General administrative expenses 
 

General administrative expenses 
in EUR 2018 2017 

General administrative expenses -23.599.890,65 -34,866,337.47 

     Personnel expenses -3.017.919,80 -1,296,461.27 

     Other administrative expenses -20.581.970,85 -33,569,876.20 

 
Personnel expenses comprise expenses for KF’s Executive Board members and the employees 
working for KF as well as for pension obligations to former Executive Board members and former 
senior employees of the former Kommunalkredit. In view of the termination of the arrangements 
between Kommunalkredit and KF by Kommunalkredit, most of the employees previously leased 
by Kommunalkredit to KF were taken over by KF in 2018.  
 
Personnel expenses include expenses for contributions to pension funds in the amount of EUR 
29,780.05 (2017: EUR 12,350.59). Other administrative expenses declined by EUR 
12,987,905.35 to EUR 20,581,970.85 and include the following: 
 

Other administrative expenses 
in EUR 2018 2017 

Third-party services -12.278.332,36 -13.595.644,24 

Contributions to the Bank Resolution Fund -3.732.127,48 -7.398.648,50 

Legal, consulting and auditing costs -2.959.453,69 -10.778.957,93 

Communication -795.381,73 -874.098,68 

Data processing -268.932,25 -164.317,98 

Occupancy costs -124.436,16 -108.322,09 

Other non-personnel expenses -423.307,18 -649.886,78 

Total other administrative expenses 
-20.581.970,85 -33.569.876,20 

 
Third-party services primarily include expenses for operational management services outsourced 
by KF to Kommunalkredit in the amount of EUR 8,321,060.28 (2017: EUR 12,146,668.33 (2016: 
EUR 10,872,892.62). The amount also comprises the expense for 17 employees (31/12/2017: 
16) of Kommunalkredit working directly and exclusively for KF on the basis of staff leasing 
agreements until September 2018, as well as expenses in connection with the change of service 
provider.  
 
Expenses in connection with the Bank Resolution Fund amounted to EUR 3, 732,127.48 in 2018 
(2017: EUR 7,398,648.50). By a letter dated 20 June 2018, the Single Resolution Board informed 
KF that the cash collateral deposited for irrevocable payment commitments to the Bank 
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Resolution Fund will be re-transferred only if the amounts were deposited in cash. The receivable 
of EUR 3,732,127.48 was therefore recognised as an expense item in P&L and derecognised in 
June 2018. As KF’s banking license expired in 2017, no more contributions to the Bank Resolution 
Fund will be made in the future. 
 
Legal, consulting and auditing costs in 2018 primarily comprise current expenses. In 2017, they 
were influenced by non-recurrent effects and included, above all, expenses of EUR 2,557,589.00 
incurred through KF’s de-banking as well as appropriations to provisions for legal proceedings in 
the amount of EUR 7,017,766.79.  
 
Expenses for the external auditor for the year under review are broken down as follows: 
 

Aufwendungen für Abschlussprüfer 
in EUR 2018 2017 

Audit of the annual financial statements 85.000,00 80.000,00 

Other audit services (*) 43.316,00 125.168,00 

Other services 19.563,00 32.628,00 

  147.879,00 237.796,00 

(*) in 2017 incl. audit services pursuant to § 162 (2) of the Bank Recovery and Resolution Act in connection with de-banking 

 
7.1.5. Net result from valuations and realised gains and losses 

 
The net result from valuations and realised gains and losses (items 10 to 13 of the Income 
Statement) included the following: 
 

Valuation result 
in EUR 2018 2017 

Result from realised wind-down measures (securities, loan and derivative positions) -123.401.205,94 -72.420.517,75 

Result from the valuation of portfolios not yet wound down (non-realised valuation loss) -102.987.738,18 -282.010.986,36 

Net credit risk provisions 3.101.178,04 203.264,63 

Buyback of equity instruments 1.469.837,01 1.891.597,12 

Result from impairments and revaluations of securities 0,00 -6.139.908,41 

Other 2.824.912,54 -2.374.718,36 

Net result from valuations and realised gains and losses -218.993.016,53 -360.851.269,14 

 
All positions to be sold by the end of 2019 were reclassified as current assets and measured at 
market values in 2018. The resulting expense of EUR -102,987,738.18 (2017: EUR -
282,010,986.36 is a valuation loss not yet realised; the actual expense will be known after the 
runoff of the underlying positions. 
 
The loss realised through portfolio runoff in 2018 amounted to EUR -123,401,205.94 (2017: EUR 
-72,420,517.75. 
 
7.1.6. Extraordinary income 

 
in EUR 2018 2017 

Extraordinary income 216,146,371.69 122,500,000.00 

of which: 
   Drawings from the fund for general banking risks 0.00 122,500,000.00 

 
Extraordinary income of EUR 216,146,371.69 (2017: EUR 122,500,000.00 drawn on the fund for 
general banking risk pursuant to § 57 (3) of the Austrian Banking Act) resulted from the reduction 
of the repayment obligation through ABBAG funding. 
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7.1.7. Taxes on income 
 

Tax expenses for 2018 in the amount of EUR -5,452.00 primarily concerned the ordinary business 
activity of KF. Moreover, the provision for deferred taxes was increased by EUR 1,462,513.11 
(2017: EUR 5,645,374.02).  
 
7.1.8. Result for the year and return on assets 

 
KF closed the 2018 with a result for the year of EUR -29,143,514.80 (2017: EUR -
301,364,049.97). On account of the negative result for the year, the return on assets (calculation: 
result for the year after tax divided by total assets as at balance-sheet date) is negative, as in the 
previous year. 
 

7.2. Breakdown of revenues by geographic market (§ 237 of the Austrian 
Company Code) 

Interest and similar income 
in EUR 2018 2017 

Austria 210.894.280,68 186,637,650.01 

Western Europe 85.449.174,81 107,394,135.51 

Central and Eastern Europe 11.443.326,19 11,731,172.74 

United States of America 96.454.301,24 104,668,226.59 

Rest of the world 29.037.182,00 31,356,584.05 

  433.278.264,92 441,787,768.90 

 
Fee and commission income  
in EUR 2018 2017 

Austria 383.520,64 411,254.97 

Western Europe 228.271,19 257,513.19 

Central and Eastern Europe 0,00 0.00 

United States of America 429.166,70 429,166.78 

  1.040.958,53 1,097,934.94 

 
Other operating income 
in EUR 2018 2017 

Austria 4.313,54 631,467.38 

Western Europe 7.193,95 330.00 

Central and Eastern Europe 168.059,33 0.00 

United States of America 9.000,00 79,856.66 

Rest of the world 0,00 0.00 

  188.566,82 711,654.04 

 

8. Appropriation of the net result 

The net loss shown on the balance sheet as at 31 December 2018 in the amount of EUR 
557,207,535.65 (31/12/2017: EUR 528,064,021.35) is carried forward to new account. 
 

9. Significant events after the balance sheet date 

No significant events occurred after the balance sheet date. 
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10. Disclosures regarding the Boards and the employees of KF 

10.1.  Average number of employees during the business year 
On average, KF had 9 employees of its own in 2018 (2017: 3). On average, 9 employees (2017: 
16) worked directly and exclusively for KF on the basis of a staff leasing agreement concluded 
with Kommunalkredit. 
 

10.2.  Remuneration of and loans and advances to the Executive Board and the 
Supervisory Board, guarantees assumed for Board members 

Total remuneration of the Executive Board and the Supervisory Board comprised the following: 
 

Total Executive Board and Supervisory Board remuneration 
in EUR 2018 2017 

Active Executive Board members 758.784,97 698.297,32 

Active Supervisory Board members 74.260,27 55.000,00 

  833.045,24 753.297,32 

 
As at 31 December 2018 and unchanged from 31 December 2017, no loans to members of the 
Executive Board or members of the Supervisory Board were outstanding. No guarantees were 
issued by KF for Board members. 
 

10.3. Expenses for severance pay and pensions 
Expenses for severance pay and pensions comprise pension payments to former Executive 
Board members and former senior executives (period of service 1966 to 2004), changes in 
pension and severance pay provisions, statutory contributions to an employee pension plan and 
payments to a pension fund. 
 

Expenses for severance pay and pensions 
in EUR 2018 2017 

Executive Board members and senior employees 479.644,04 304.285,82 

Other employees 64.899,62 2.235,25 

  544.543,66 306.521,07 

 

10.4.  Members of the Executive Board 
 

Helmut Urban 
Chairman of the Executive Board 
since 2 December 2015 (since 1 September 2013 Member of the Executive Board) 
 
Bernhard Achberger 
Member of the Executive Board 
until 31 July 2018 
 
Gabriele Müller 
Member of the Executive Board 
since 16 July 2018 
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10.5. Members of the Supervisory Board 
 
Stefan Koren 
Chairman of the Supervisory Board; Director General of Immigon Portfolioabbau AG 
since 18 May 2016 
 
Bruno Ettenauer 
Deputy Chairman; Managing Director of Ettera Real Estate GmbH 
since 18 May 2016 
 
Marion Khüny 
Member of the Supervisory Board of Erste Group Bank AG 
since 29 September 2017 
 
Werner Muhm 
Former Director of the Vienna Chamber of Labour and the Federal Chamber of Labour 
since 8 January 2009 
 
Bernhard Perner 
Federal Ministry of Finance, Managing Director of ABBAG – 
Abbaumanagementgesellschaft des Bundes 
since 14 March 2018 
 
Thomas Schmid 
Secretary General in the Federal Ministry of Finance 
since 14 March 2018 
 
Brigitte Markl (delegated by the Staff Council) 
since 19 October 2013 
 
 

10.6. State Commissioner 
 
Angelika Schlögel 
State Commissioner, Federal Ministry of Finance 
since 1 August 2014 
 
Wolfgang Nitsche 
Deputy State Commissioner, Federal Ministry of Finance 
since 1 November 1994 
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10.7. Government Commissioner for the cover pool for covered bonds 
Andrea Delfauro-Bischof 
Government Commissioner; Federal Ministry of Finance 
since 1 August 2013 
 
Wolfgang Nitsche 
Deputy Government Commissioner; Federal Ministry of Finance 
since 1 January 2011 
 
 

At the time of reporting, covered bank bonds issued by KF were outstanding. 
 
 
 
Vienna, 22 March 2019 
 
 
 
 

The Executive Board of  
KA Finanz AG 

 
 
 
 
 
 Helmut Urban Gabriele Müller 
 Chairman of the Executive Board Member of the Executive Board 
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Schedule of Non-current Asset Transactions pursuant to § 226 (1) of the Austrian Company Code  
as at 31 December 2018 (Annex 1) 
 

 
 
 
Development of Depreciation and Amortisation 
 

 
 
 

Non-current assets
as at

01/01/2018
Currency 

translation Additions Disposals (*) Reclassification
as at

31/12/2018

Cumulative 
depreciation, 

amortisation and 
write-ups 2018 (**)

Book value 
31/12/2018

Book value
01/01/2018 Write-downs 2018 Write-ups 2018

1. Public-sector debt instruments 339.640.487,90 -137.066,73 0,00 99.263.808,21 -29.842.324,36 210.397.288,59 2.729.529,62 207.667.758,97 338.457.544,59 197.104,38 5,31
2. Loans and advances to banks 71.522.750,94 372.690,11 0,00 27.895.441,05 0,00 44.000.000,00 0,00 44.000.000,00 71.522.750,94 0,00 0,00
3. Loans and advances to customers 1.155.001.683,75 40.959.795,31 0,00 560.228.419,39 0,00 635.733.059,68 1.038.853,99 634.694.205,69 1.140.270.749,45 73.138,75 0,03
4. Bonds and other fixed-income securities 1.111.812.083,30 26.497.145,56 0,00 744.262.929,46 29.842.324,36 423.888.623,76 4.630.007,27 419.258.616,49 1.102.301.212,87 404.615,11 36.801,52
5. Participations 8.825,00 0,00 0,00 8.825,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00
6. Property, plant and equipment

Office furniture and equipment 265.481,00 0,00 123.753,83 0,00 0,00 389.234,83 242.053,60 147.181,23 79.999,01 56.683,69 0,00
2.678.251.311,89 67.692.564,25 123.753,83 1.431.659.423,11 0,00 1.314.408.206,86 8.640.444,48 1.305.767.762,38 2.652.632.256,86 731.541,93 36.806,86

(*) including assets reclassified in the reporting year from non-current assets to current assets within the framework of de-banking.

Book valuesAcquisition cost

(**) the total shown for investment securities in this column includes the difference pursuant to § 56 (3) of the Austrian Banking Act.

Non-current assets
as at

01/01/2018
Currency 

translation
Write-downs for the 

year Write-ups for the year Disposals Reclassification
as at

31/12/2018
1. Public-sector debt instruments 1.182.943,31 0,00 197.104,38 5,31 1.358.351,19 -8.863,95 2.729.529,62
2. Loans and advances to banks 0,00 0,00 0,00 0,00 0,00 0,00 0,00
3. Loans and advances to customers 14.730.934,30 697.763,66 73.138,75 0,03 -14.462.982,69 0,00 1.038.853,99
4. Bonds and other fixed-income securities 9.510.870,43 207.315,16 404.615,11 36.801,52 -5.464.855,86 8.863,95 4.630.007,27
5. Participations 8.825,00 0,00 0,00 0,00 -8.825,00 0,00 0,00
6. Property, plant and equipment

Office furniture and equipment 185.481,99 0,00 56.683,69 0,00 0,00 0,00 242.053,60
25.619.055,03 905.078,82 731.541,93 36.806,86 -18.578.312,36 0,00 8.640.444,48
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AUDIT OPINION 
 
We draw attention to the fact that the English translation of this auditor’s report according to 
Section 274 of the Austrian Commercial Code (UGB) is presented for the convenience of the 
reader only and that the German wording is the only legally binding version.  
 
 
Report on the Financial Statements  
 
Audit Opinion 
 
We have audited the financial statements of KA Finanz AG, Vienna, which comprise the 
balance sheet as at December 31, 2018, the income statement for the fiscal year then ended 
and the notes. 
 
In our opinion, the accompanying financial statements comply with legal requirements and give 
a true and fair view of the financial position of the Company as at December 31, 2018, and of 
its financial performance for the fiscal year then ended in accordance with the Austrian 
Commercial Code and the Austrian banking regulations. 
 
Basis for Opinion 
 
We conducted our audit in accordance with Regulation (EU) No. 537/2014 (hereinafter EU 
Regulation) and Austrian generally accepted auditing standards. Those standards require the 
application of the International Standards on Auditing (ISAs). Our responsibilities under those 
provisions and standards are further described in the “Auditor’s Responsibilities for the Audit 
of the Financial Statements” section of our report. We are independent of the Company in 
accordance with Austrian Generally Accepted Accounting Principles and professional 
requirements and we have fulfilled our other ethical responsibilities in accordance with these 
requirements. We believe that the audit evidence we have obtained is sufficient and 
appropriate to provide a basis for our opinion. 
 
Key Audit Matters 
 
Key audit matters are those matters that, in our professional judgment, were of most 
significance in our audit of the financial statements of the fiscal year. These matters were 
addressed in the context of our audit of the financial statements as a whole, and in forming our 
opinion thereon, and we do not provide a separate opinion on these matters. 
 
We have structured key audit matters as follows: 
 
• Descriptions of individual key audit matters 
• Audit approach and findings 
• Reference to related disclosures 
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1. Hedge accounting for derivatives 
 

• Description of the individual key audit matter 
 
KA Finanz AG, Vienna, uses interest and currency swaps at a nominal value of EUR 15.8 
billion as at December 31, 2018 to hedge its interest rate and currency risks (negative fair 
value: EUR 1.9 billions; positive fair value: EUR 0.6 billion). Hedging is made either at 
single entity level or by using macro hedges for each currency. 
 
The audit of the high volume of interest and currency swaps represents a key audit matter 
with respect to the question of whether or not the hedging arrangements meet the 
requirements of the AFRAC expert opinion 15 on accounting for derivatives and hedging 
instruments under Austrian commercial law (available in German only) as well as of the 
Circular Letter of the Austrian Financial Market Authority (FMA) on accounting questions 
with regard to derivatives used for interest management purposes and on valuation 
adjustments of derivatives pursuant to Section 57 Austrian Banking Act (BWG) and 
whether or not the hedging arrangements have been presented in the financial statements 
in accordance with these requirements. 
 

• Audit approach  
 
With a view to evaluate the appropriateness of the methods with regard to hedge 
relationships, we performed the following procedures: 

 
- We evaluated the requirements defined by risk management on the completion of 

hedging transactions, 
- We examined the business process in place for entering into new hedging 

arrangements with regard to hedged items, 
- We assessed the process of valuation, 
- We tested key controls in place with regard to hedge relationships and evaluated their 

appropriateness, 
- We determined how the measurement of retrospective effectiveness was performed 

by way of re-performance on a sample basis, 
- We evaluated, for dissolved hedges, the reasons stated for their dissolution and if the 

purposes of the hedges remain, 
- We evaluated the presentation of hedging arrangements in the financial statements 

in accordance with the AFRAC expert opinion 15 and the FMA Circular Letter,  
- We considered whether or not appropriate measurement models have been chosen 

and consistently applied,  
- We critically assessed the process used to measure individual transactions, 
- For a sample of such transactions, we assessed the input data used for measuring 

individual transactions and evaluated their appropriateness. 
 

With regard to the accounting of hedge relationships, we found that KA Finanz AG, Vienna, 
implemented an appropriate business process that also includes controls, which meet the 
requirements  of the AFRAC expert opinion 15 on accounting for derivatives and hedging 
instruments under Austrian commercial law (available in German only) as well as of the 
Circular Letter of the Austrian Financial Market Authority (FMA) on accounting questions 
with regard to derivatives used for interest management purposes and on valuation 
adjustments of derivatives pursuant to Section 57 Austrian Banking Act (BWG).  
 

• Reference to related disclosures 
 
With regard to related disclosures, please refer to the notes, items 3.10, 4.13 and 6.3.  



69 
 

2. Temporary diminution in value of securities as well as valuation of current 
securities 
 

• Description of the individual key audit matter 
 
In its balance sheet as at December 31, 2018, KA Finanz AG, Vienna, reports securities 
at a book value of EUR 2.2 billion, of which EUR 1.3 billion are allocated to fixed assets. 
Part of the securities have very long remaining maturities. Securities are recognized at 
acquisition cost by taking into account the moderate lower of cost or market principle and 
result in hidden reserves as well as hidden charges. Hidden reserves are partly due to 
fixed-interest bearing securities that have a very high market value given the low interest 
level. Hidden charges result – to some extent – only when comparing the book values of 
the securities with their market values incl. the market values of the corresponding interest 
rate swaps (active hedge relationships). Management has to decide if the hidden charges 
represent temporary or permanent diminutions in value.  
 
Temporarily diminution of fixed asset securities as well as the valuation of the fair value of 
current asset securities represent the best estimation of management in regards to the 
valuation of securities at reporting date. The assessment, wheater the diminution of fixed 
asset securities is temporatily or not, as well as the evaluation of the fair value of short-
term securities is in the liability of the board, since the assessment is based on 
assumptions and estimations.  
 
Hidden charges and/or reserves are based on fair values and calculated using observable 
market prices as well as valuation models. Compared to market prices that can be directly 
derived from the market,valuation models bear a higher uncertainty with regard to the 
estimates made. 
 
In 2017, the Austrian Financial Market Authority (FMA) approved the operation of KA 
Finanz AG, Vienna, as a wind-down entity pursuant to Section 162 Austrian Bank 
Recovery and Resolution Act (BaSAG). In this respect, KA Finanz AG, Vienna, prepared 
a wind-down plan which defines the wind-down of the individual financial instruments at 
specified points in time. In the course of this wind-down, KA Finanz AG, Vienna, 
particularly aims at generating a recovery potential. In 2018, KA Finanz AG, Vienna, 
reclassified securities and derivatives shown under fixed assets at a nominal value of 
EUR 1.5 billion to current assets. 
 

• Audit approach  
 
With a view to assess the appropriateness of the valuation of securities and to evaluate 
the temporary diminution in value, we performed the following procedures: 
 

- We critically assessed the organizational provisions in place for the measurement of 
financial instruments,  

- We considered whether or not appropriate measurement models have been chosen 
and consistently applied, 

- We re-performed the process in place for the calculation of fair values as well as the 
process used to import the data into the general ledger and the sub-ledger, 

- We evaluated the measurement models and the calculation models used as to their 
appropriateness with regard to the securities portfolio of KA Finanz AG, Vienna, 

- We tested key controls in regards to the valuation of the portfolio, 
- For a sample of transactions, we assessed the input data used for measuring individual 

transactions and evaluated their appropriateness, 
- We analyzed the surveillance process of the Company that is used to determine any 

need for impairment of the securities and evaluated the appropriateness, 
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- We evaluated, based on samples, the economic situation of the issuing parties and/or 
guarantors of the securities with regard to their creditworthiness and took the result into 
account in the determination of a permanent diminution in value, 

- We evaluated the creditworthiness of those parties issuing securities who – in relation 
to the nominal value – report a high level of hidden charges in regard to securities and 
the corresponding interest swaps, 

- We evaluated the presentation in the balance sheet of transactions that are reclassified 
from fixed assets to current assets, 

- We evaluated the transactions in relation to the valuation process.  
 

With regard to the accounting of temporary diminution in value of securities as well as the 
valuation of current securities, we found that KA Finanz AG, Vienna, implemented an 
appropriate business process that also includes controls. 

 
• Reference to related disclosures 
 

With regard to related disclosures, please refer to the notes, items 3.4, 3.10 and 4.2, 4.3, 
4.4, and 7.1.5 as well as to the risk reporting section in the management report. 

 
Responsibilities of Management and the Audit Committee for the Financial Statements  
 
Management is responsible for the preparation and fair presentation of these financial 
statements in accordance with the Austrian Commercial Code and the Austrian banking 
regulations, and for such internal control as management determines is necessary to enable 
the preparation of financial statements that are free from material misstatement, whether due 
to fraud or error. 
 
In preparing the financial statements, management is responsible for assessing the 
Company’s ability to continue as a going concern, disclosing, as applicable, matters related to 
going concern and using the going concern basis of accounting unless management either 
intends to liquidate the Company or to cease operations, or has no realistic alternative but to 
do so. 
 
The audit committee is responsible for overseeing the Company’s financial reporting process. 
 
Auditor’s Responsibilities for the Audit of the Financial Statements  
 
Our objectives are to obtain reasonable assurance about whether the financial statements as 
a whole are free from material misstatement, due to fraud or error, and to issue an auditor’s 
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not 
a guarantee that an audit conducted in accordance with the EU Regulation and with Austrian 
generally accepted auditing standards, which require the application of ISAs, will always detect 
a material misstatement when it exists. Misstatements can arise from fraud or error and are 
considered material if, individually or in the aggregate, they could reasonably be expected to 
influence the economic decisions of users taken on the basis of these financial statements. 
 
As part of an audit in accordance with the EU Regulation and with Austrian generally accepted 
auditing standards, which require the application of ISAs, we exercise professional judgment 
and maintain professional skepticism throughout the audit. 
 
We also: 
 
• identify and assess the risks of material misstatement of the financial statements, due to 

fraud or error, design and perform audit procedures responsive to those risks and obtain 
audit evidence that is sufficient and appropriate to provide a basis for our opinion. The 
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risks of not detecting a material misstatement resulting from fraud is higher than for one 
resulting from error, as fraud may involve collusion, forgery, intentional omissions, 
misrepresentations, or the override of internal control. 

• obtain an understanding of internal control relevant to the audit in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of expressing 
an opinion on the effectiveness of the Company’s internal control. 

• evaluate the appropriateness of accounting policies used and the reasonableness of 
accounting estimates and related disclosures made by management. 

• conclude on the appropriateness of management’s use of the going concern basis of 
accounting and, based on the audit evidence obtained, whether a material uncertainty 
exists related to events or conditions that may cast significant doubt on the Company’s 
ability to continue as a going concern. If we conclude that a material uncertainty exists, we 
are required to draw attention in our auditor’s report to the related disclosures in the 
financial statements or, if such disclosures are inadequate, to modify our opinion. Our 
conclusions are based on the audit evidence obtained up to the date of our auditor’s report. 
However, future events or conditions may cause the Company to cease to continue as a 
going concern. 

• evaluate the overall presentation, structure and content of the financial statements, 
including the disclosures, and whether the financial statements represent the underlying 
transactions and events in a manner that achieves fair presentation. 

 
We communicate with the audit committee regarding, among other matters, the planned scope 
and timing of the audit and significant audit findings, including any significant deficiencies in 
internal control that we identify during our audit. 
 
We also provide the audit committee with a statement that we have complied with all relevant 
ethical requirements regarding independence, and to communicate with them all relationships 
and other matters that may reasonably be thought to bear on our independence, and where 
applicable, related safeguards. 
 
From the matters communicated with the audit committee, we determine those matters that 
were of most significance in the audit of the financial statements of the current period and are 
therefore the key audit matters. We describe these matters in our auditor’s report unless law 
or regulation precludes public disclosure about the matter or when, in extremely rare 
circumstances, we determine that a matter should not be communicated in our report because 
the adverse consequences of doing so would reasonably be expected to outweigh the public 
interest benefits of such communication. 
 
Report on Other Legal and Regulatory Requirements 
 
Comments on the Management Report for the Company  
 
Pursuant to the Austrian Commercial Code, the management report is to be audited as to 
whether it is consistent with the financial statements and as to whether the management report 
was prepared in accordance with the applicable legal requirements. In regards to the non-
financial statement, included in the management report, our responsibility is to verify that it has 
been prepared, to read it and to consider whether it is materially inconsistent with the financial 
statements or our knowledge obtained in the audit, or otherwise appears to be materially 
misstated. 
 
Management is responsible for the preparation of the management report in accordance with 
the Austrian Commercial Code and the Austrian banking regulations. 
 
We conducted our audit in accordance with Austrian Standards on Auditing for the audit of the 
management report. 
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Opinion 
 
In our opinion, the management report for the Company was prepared in accordance with the 
applicable legal requirements and is consistent with the financial statements. 
 
Statement 
 
Based on the findings during the audit of the financial statements and due to the obtained 
understanding concerning the Company and its circumstances no material misstatements in 
the management report came to our attention. 
 
Other Information 
 
Management is responsible for the other information. The other information comprises the 
information included in the annual report, but does not include the financial statements, the 
management report and the auditor’s report. The annual report is expected to be made 
available to us after the date of this auditor’s report.  
 
Our opinion on the financial statements does not cover the other information and we will not 
express any form of assurance conclusion thereon. 
 
In connection with our audit of the financial statements, our responsibility is to read the other 
information identified above when it becomes available and, in doing so, consider whether the 
other information is materially inconsistent with the financial statements or our knowledge 
obtained in the audit, or otherwise appears to be materially misstated. 
 
Additional Information in Accordance with Article 10 of the EU Regulation 
 
We were appointed as statutory auditor at the ordinary general meeting dated May 10, 2017. 
We were engaged by the supervisory board on July 19, 2017. We have audited the Company 
for an uninterrupted period since December 31, 2010.  
 
We confirm that the audit opinion in the “Report on the Financial Statements” section is 
consistent with the additional report to the audit committee referred to in Article 11 of the 
EU Regulation. 
 
We declare that we did not provide any prohibited non-audit services (Article 5 (1) of the EU 
Regulation) and that we remained independent of the audited company in conducting the audit. 
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Responsible Engagement Partner 
 
Responsible for the proper performance of the engagement is Mr. Timo Steinmetz, Austrian 
Certified Public Accountant. 
 
 
 
Vienna, March 22, 2019 
 
 

PwC Wirtschaftsprüfung GmbH 
  
 

signed: 
 

Dipl.-Kfm. Timo Steinmetz 
Austrian Certified Public Accountant 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
This report is a translation of the original report in German, which is solely valid. Publication 
and sharing with third parties of the financial statements together with our auditor’s opinion is 
only allowed if the financial statements and the management report are identical with the 
German audited version. This audit opinion is only applicable to the German and complete 
financial statements with the management report. For deviating versions, the provisions of 
Section 281 (2) UGB apply. 
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STATEMENT BY THE LEGAL REPRESENTATIVES  
 
 
KA Finanz AG  
Annual Financial Statements 2018  
 
 
 
We herewith confirm to the best of our knowledge that the Annual Financial Statements of 
the company, 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, that the 
Management Report presents the development of business, the results and the position of 
the company in such a way that it conveys a true and fair view of the assets, the financial 
position and the income of the company, and that the Management Report describes the 
essential risks and uncertainties to which the company is exposed. 
 
 
 
Vienna, 22 March 2019 
 
 

The Executive Board of  
KA Finanz AG 

 
 
 
 
 

Helmut Urban 
Chairman of the Executive Board 

Gabriele Müller 
Member of the Executive Board 
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