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*The overcollateralization needed for the 'AA-' rating is 3.60%, which is the required credit
enhancement to achieve the current 'AA-' rating, on the sole basis of its jurisdictional support.

Major Rating Factors
Strengths
e Very strong jurisdictional support assessment.

e High weighted-average asset rating of 'AA-' in the cover pool.

Weakness

e High concentration of Austrian local and regional governments in the cover pool, which we reflect in
our analysis.

Outlook: Stable
The stable outlook on our covered bond ratings reflects the outlook on the long-term issuer credit rating
on the issuing bank, KA Finanz AG.

We would lower our ratings on the covered bonds if we were to lower our long-term rating on the issuer.

Rationale

On March 4, 2016, Standard & Poor's Ratings Services assigned its 'AA-' credit ratings to KA Finanz's
public sector covered bond program and related issuances of "Fundierte
Bankschuldverschreibungen” (see "KA Finanz Public Sector Covered Bonds Assigned "AA-'
Ratings; Outlook Stable").
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Our covered bond ratings process follows the methodology and assumptions outlined in our "Covered
Bonds Criteria," published on Dec. 9, 2014, and "Covered Bond Ratings Framework: Methodology
And Assumptions," published on June 30, 2015.

The 'AA-' ratings reflect our reference rating level (RRL) of 'a-' and jurisdiction-supported rating level
(JRL) of 'aa-" and the coverage of foreign Exchange risk at the 'AA-' rating level. We have not assigned
any notches of collateral-based uplift above the JRL, because the available credit enhancement of
30.03% is below the level that we would consider to be commensurate with the first notch of collateral-
based uplift, which is currently the result of our supplemental tests, at 37.35%.

Lastly, the ratings on the program and related issuances are not constrained by legal, operational,
counterparty risks, or country risks.

Program Description

KA Finanz is a 100% state-owned bank. lts only task is the orderly run-down of legacy portfolios,
without engaging in new business. The entity was set up in 2009. KA Finanz's exposure is primarily in
public sector securities mainly within Austria.

In March 2015, it was announced that KA Finanz would absorb a part of Kommunalkredit Austria AG,
including part of Kommunalkredit's covered bond program. The relevant authorities and regulators
approved the transaction in September 2015.

As of December 2015, Kommunalkredit had transferred the €1.65 billion covered bond program to KA
Finanz, together with the corresponding cover pool for the current final cover pool.

Table 1

Program Overview*

Jurisdiction Austria
Covered bond type Legislation-enabled
Outstanding covered bonds (bil. €) 1.65
Redemption profile Hard bullet
Underlying assets Public sector
Jurisdictional support uplift 3
Unused notches for jurisdictional support 0
Target credit enhancement (%) 55.61
Available credit enhancement (%) 30.32

*Based on data as of Dec. 31, 2015.

Table 2
Program Participants
Role Name Rating Rating dependency
Issuer KA Finanz AG A-/Stable/A-2 Yes
Bank account provider Austrian National Bank AAA* Yes

*As long as we believe Austria is unlikely to exit the eurozone (European Economic And Monetary Union), we
consider Austrian National Bank's credit standing to be indistinguishable from that of the European Central
Bank (unsolicited: AAA/Stable/A-1+).
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Rating Analysis

Legal and regulatory risks

We base our legal analysis on our "Europe Asset Isolation And Special-Purpose Entity Criteria--
Structured Finance," criteria, published on Sept. 13, 2013, and our covered bond ratings framework.

The covered bonds are governed by the Austrian covered bank bonds act ("Gesetz betreffend fundierte
Bankschuldverschreibungen").

From our analysis, we have concluded that the cover pool assets are effectively isolated from the
insolvency of the issuer for the benefit of the covered bondholders. Upon issuer insolvency, a cover
pool administrator is appointed by a court to continue the management of the cover pool and to satisfy
the claims of the covered bondholders. The protection of the assets and continued management of the
cover pool allows us to assign a higher rating to the covered bond program than we would to the long-
term issuer credit rating (ICR) on KA Finanz.

Operational and administrative risks
We review operational risk according to our covered bonds rating framework criteria.

There are no operational risks that would require a particular adjustment to our standard credit or cash
flow assumptions. The issuer has a track record of cautiously managing risks and overcollateralization
within the covered bond program. We also believe that there is a high likelihood that the issuer could
appoint a replacement cover pool manager if it became unable to manage the program following its
default.

Resolution regime analysis
The rating reference level (RRL) on the issuer, which is the starting point for any further uplift in our
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analysis, is 'a-'. We consider the following factors:

The issuer is domiciled in Austria, which is subject to the EU's Bank Recovery And Resolution
Directive (BRRD).

o We assess the systemic importance for Austrian public covered bonds programs as "very strong".
e The ICR on KA Finanz is 'A-' and the adjusted ICR is 'bbb—'".

e However, under our covered bonds criteria, the ICR constitutes a floor for the RRL.

Jurisdictional support analysis

In our jurisdictional support analysis, we assess the likelihood that a covered bond program facing
stress would receive support from a government-sponsored initiative instead of from the liquidation of
collateral assets in the open market.

Our assessment of the expected jurisdictional support for Austrian public sector covered bond programs
is "very strong", allowing three notches of uplift from the RRL to achieve a JRL of 'aa-' (see
"Assessments For Jurisdictional Support According To Our Covered Bonds Criteria," published
Dec. 22, 2015).

In order to assign full jurisdictional-based uplift in the absence of any collateral-based uplift, and as the
covered bond program is exposed to unhedged foreign exchange risk, coupled with the local
legislation's lack of provisions to address this additional risk (such as stress testing the exposure, or the
ability to require increased minimum overcollateralization levels, for example), we have included foreign
exchange risk when calculating the required credit enhancement for a 'AA-' rating.

Collateral support analysis

We base our analysis on the loan-level data provided by the issuer as of Dec. 31, 2015. The pool
comprises mainly highly rated public sector assets located in Austria (75.29%). This is reflected by the
weighted-average asset rating of 'AA-" in the cover pool.

The scenario default rate that we consider to be commensurate with a 'AAA' credit stress is 41.06% as
of Dec. 31, 2015. We have also determined a weighted-average recovery rate of 85.16%, based on our
classification of the cover pool assets under our criteria for assessing public sector cover pools (see
"Methodology And Assumptions For Assessing Portfolios Of International Public Sector And
Other Debt Obligations Backing Covered Bonds And Structured Finance Securities," published
on Dec. 9, 2014).

We have not assigned any notches of collateral-based uplift above the JRL, as the available credit
enhancement of 30.03% is below the level that we would consider commensurate with the first notch of
collateral-based uplift, which is currently the derived from our supplemental tests at 37.35%. The driving
test is currently the largest industry test applied to Austrian local and regional governments (LRGs),
which captures concentration risks in the cover pool.

The target credit enhancement that is commensurate with the maximum collateral-based uplift under
our covered bonds criteria is 55.61%.

The tables below further summarize the results of our collateral based analysis.

Table 3
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Key Credit Metrics
As of Dec. 1, 2015

Weighted-average cover pool asset rating AA-
Weighted-average loan asset maturity (years) 9.79
Largest obligor (% of the cover pool) 36.17
20 largest obligors (% of cover pool) 99.50
Credit analysis results

Scenario default rate (SDR; %) 41.06
Weighted-average recovery rate (%) 85.16
Weighted-average time to recovery (years) 3.78

Largest obligor test result (% of covered bonds)  37.35
Largest industry test result (% of covered bonds) 32.83

Table 4
Asset Distribution By Geography
As of Dec. 1, 2015

Percentage of cover pool (%)

Austria 75.29
Germany 12.67
Switzerland 10.86
Poland 1.18
Table 5

Recovery Assumptions For Cover Pool Assets*

'AAA' recovery rate Time to recovery Percentage of cover pool
Borrower type (%) (years) (%)
Category A LRG without 90 4 82.56
currency risk§
Category B LRG without 75 4 11.40
currency riskt
Category B LRG with currency 60 4 0.53
riskt
Sovereigns 37 0 5.31
Corporate asset in Austria 16 - 0.20

*According to our criteria for pools of public sector assets. §Primarily Austrian and German states and Swiss
cantons. tAustrian and Swiss municipalities. LRG--Local and regional governments.

Table 6
Asset Distribution By Rating
As of Dec. 1, 2015

Percentage of cover pool (%)

AAA 2.68
AA 78.66
A 17.28
BBB 0.64
BB or lower 0.74
Total 100.00
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Table 7
Collateral Uplift Metrics

As of Dec. 1, 2015

Asset WAM (years) 10.10
Liability WAM (years) 3.47
Available credit enhancement 30.03

Required credit enhancement for first notch of collateral uplift (%) 37.35
Target credit enhancement for maximum uplift (%) 55.61
WAM--Weighted-average maturity. N/A--Not applicable.

Counterparty risk

The ratings on the program and related issuances are not constrained by counterparty risks. For
amounts channeled to dedicated accounts with Austrian National Bank, the account provider for the
program, we would cap our rating on the program to the rating on the Austrian National Bank. We
consider Austrian National Bank's credit standing to be identical to that of the European Central Bank
(unsolicited: AAA/Stable/A-1+).

There are no derivatives registered in the cover pool.

We analyzed the counterparty risks according to our current counterparty criteria (see "Counterparty
Risk Framework Methodology And Assumptions," published on June 25, 2013, and "Counterparty
Risk Analysis In Covered Bonds," published on Dec. 21, 2015).

Country risk

The covered bond cover pool includes loans to obligors in multiple jurisdictions. When assigning
covered bond ratings for multijurisdictional pools that exceed the ratings on sovereigns within the
European Economic and Monetary Union (EMU), we apply our EMU criteria (see "Nonsovereign
Ratings That Exceed EMU Sovereign Ratings: Methodology And Assumptions," published on
June 14, 2011). We consider that, based on the geographic diversification of the cover pool and the
high sovereign ratings of the largest exposures, sovereign default risk is appropriately captured in our
credit analysis. Consequently, country risk does not constrain the rating on the covered bonds.

Related Criteria And Research
Related Criteria
e Counterparty Risk Analysis In Covered Bonds, Dec. 21, 2015
e Covered Bond Ratings Framework: Methodology And Assumptions, June 30, 2015

e Methodology And Assumptions For Assessing Portfolios Of International Public Sector And
Other Debt Obligations Backing Covered Bonds And Structured Finance Securities, Dec. 9,
2014

e Covered Bonds Criteria, Dec. 9, 2014

e Methodology For Assessing Mortgage Insurance And Similar Guarantees And Supports In
Structured And Public Sector Finance And Covered Bonds, Dec. 7, 2014

e Europe Asset Isolation And Special-Purpose Entity Criteria--Structured Finance, Sept. 13,
2013

e Counterparty Risk Framework Methodology And Assumptions, June 25, 2013
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e Nonsovereign Ratings That Exceed EMU Sovereign Ratings: Methodology And
Assumptions, June 14, 2011

e Understanding Standard & Poor's Rating Definitions, June 3, 2009

Related Research

e KA Finanz Public Sector Covered Bonds Assigned 'AA-' Ratings; Outlook Stable, March 4,
2016

e Still-High Refinancing To Fuel German, Swiss, And Austrian Local And Regional
Government Borrowing In 2016, Feb. 10, 2016

e Global Covered Bond Characteristics And Rating Summary Q4 2015, Dec. 29, 2015

e Assessments For Jurisdictional Support According To Our Covered Bonds Criteria, Dec. 22,
2015

o Assessments For Target Asset Spreads According To Our Covered Bonds Criteria, Dec. 22,
2015

o Republic of Austria 'AA+/A-1+' Ratings Affirmed Despite HETA Resolution Law Proposal;
Outlook Stable, Oct. 8, 2015

e A Review Of Austria's Covered Bond Framework And Its Implications For S&P Ratings, Sept.
9, 2015

e KA Finanz AG, June 15, 2015
e Supplementary Analysis: Austria (Republic of), April 24, 2015
e Assessing Credit Quality By The Weakest Link, Feb. 13, 2012

Primary Credit Analyst: loan Isopel, Frankfurt (49) 69-33-999-306;
ioan.isopel@standardandpoors.com

Secondary Contact: Judit O Woelk, Frankfurt (49) 69-33-999-319;
judit.woelk@standardandpoors.com

Additional Contact: Covered Bonds Surveillance;
CoveredBondSurveillance@standardandpoors.com

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or
output therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in
any form by any means, or stored in a database or retrieval system, without the prior written permission of
Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for
any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers,
shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness,
timeliness or availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or
otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or
maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES
DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM
FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE
UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE
CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental,
exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in
connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as
of the date they are expressed and not statements of fact. S&P's opinions, analyses, and rating acknowledgment
decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the
Content following publication in any form or format. The Content should not be relied on and is not a substitute for
the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where
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registered as such. While S&P has obtained information from sources it believes to be reliable, S&P does not
perform an audit and undertakes no duty of due diligence or independent verification of any information it
receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in
another jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such
acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of
the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged
to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence
and objectivity of their respective activities. As a result, certain business units of S&P may have information that is
not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of
securities or from obligors. S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings
and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and
www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com
(subscription) and may be distributed through other means, including via S&P publications and third-party
redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.

Any Passwords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the
individual to whom they have been assigned. No sharing of passwords/user IDs and no simultaneous access via
the same password/user ID is permitted. To reprint, translate, or use the data or information other than as
provided herein, contact Client Services, 55 Water Street, New York, NY 10041; (1) 212-438-7280 or by e-mail to:
research_request@standardandpoors.com.

Copyright © 2016 Standard & Poor’s Financial Services LLC, a part of McGraw Hill Financial. All Rights
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